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Foreword

Policy-makers are sorely challenged by finding ways to encourage the movement
of workers from the informal sector to the more productive formal sector and,
concurrently, creating opportunities for more dynamic informal firms to flour-
ish and grow while, at the same time, providing their workers with decent and
remunerative work. Bringing in classical accounts of economic development, eco-
nomic growth is seen to be accompanied by a decline in the informal sector, yet, in
most developing countries, the informal sector remains a persistent phenomenon
despite rapid economic growth in recent decades. With premature deindustri-
alization and the growth of the informal service sector, it seems likely that the
trajectory towards informalization in low-income and middle-income countries
may be intensified in the future.

To delve deeper into the patterns and drivers of informality, in 2019, UNU-
WIDER launched a wide-ranging research project, Transforming Informal Work
and Livelihoods, with a goal of gathering and providing knowledge for better
policy-making by understanding the causes and consequences of informality feed-
ing into the informal work sector. The project team spanned the globe, with
contributions from country experts providing rich, at times granular, studies on
the causes and consequences of the informality trend.

We enquire into what explains the high prevalence of informality in sub-
Saharan Africa and South Asia compared to East Asia and Latin America. How
can workers in the informal sector climb the job ladder and move on to better
paid remunerations?Howcan the livelihoods of informalworkers be transformed?
What do we know about the policy interventions that can contribute to livelihood
enhancement for informal workers and households?

This book contains the concentrated knowledge garnered from multidisci-
plinary research work conducted over three years. I wholeheartedly thank my
fellow editors—Gary Fields, T. H. Gindling, Michael Danquah, and Simone
Schotte—for their editorial skills in bringing this compilation to publication.

UNU-WIDER gratefully acknowledges the support and financial contribution
received for this project from the governments of Finland, Sweden, and theUnited
Kingdom. Without such vital funding, our research and policy advisory work
would be impossible.

Kunal Sen
Director, UNU-WIDER
Helsinki, January 2023
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The job ladder

Gary S. Fields, T. H. Gindling, Kunal Sen, Michael Danquah,
and Simone Schotte

1. Introduction

In classical accounts of economic development, economic growth is seen to be
accompanied by a decline in informal employment.¹ Yet, in most developing
countries, particularly in sub-Saharan Africa and South Asia and less so in East
Asia and Latin America, informal forms of economic activity remain a persis-
tent phenomenon in spite of rapid economic growth in recent decades (Kanbur
2017). Informal employment now constitutes more than 60 per cent of total global
employment (ILO 2018). In Africa, for instance, every 8 out of 10 work informally
(ILO 2018). Micro, small, informal and household-run enterprises employ a large
share of the workforce and provide livelihoods for the poor (La Porta and Shleifer
2014). Women are more likely to engage in precarious forms of informal work,
such as contributing family/unpaidworkers in the enterprises headed by themales
in their households or in poorly paid casual jobs in the informal sector.

However, it is important to note that informal economic activity takes many
different forms and plays different roles. In low- and middle-income countries,
it is often a place of residual employment for impoverished, marginalized, and
vulnerable workers, particularly at times of economic stress and crisis. It can,
though, also act as a staging ground for household enterprises in their initial
stage of growth. Accordingly, there is an increasing consensus in the existing
literature that the analysis of informality cannot be performed without recogniz-
ing the extent of heterogeneity in informal work (see, inter alia, Chen 2012; De
Vreyer and Roubaud 2013; Kanbur 2017). Informal workers range from multidi-
mensionally deprived individuals in subsistence activities, including own-account
workers, who are either single-person operators or heads of family units, and
contributing family workers at the lower end (lower-tier informal workers and
enterprises) to entrepreneurs and technical workers or professionals with high

¹ Informal employment is defined as consisting of ‘all remunerative work (i.e. both self-employment
and wage employment) that is not registered, regulated or protected by existing legal or regulatory
frameworks, as well as non-remunerative work undertaken in an income-producing enterprise’ (ILO
2019). See Chapter 2 for further details.

Gary S. Fields et al., The job ladder. In: The Job Ladder. Edited by Gary S. Fields, T. H. Gindling, Kunal Sen,
Michael Danquah, and Simone Schotte, Oxford University Press. © UNU-WIDER (2023).
DOI: 10.1093/oso/9780192867339.003.0001
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potential, who voluntarily choose to remain informal (non-registered) at the upper
end (upper-tier informal workers and enterprises).

With ‘premature deindustrialization’ and the growth of the informal service
sector, it seems likely that the trajectory towards informalization in low- and
middle-income countriesmay be intensified in the future (Rodrik 2016). The chal-
lenge for policy-makers is then to findways to encourage themovement of workers
from informal to formal employment and, at the same time, to provide opportu-
nities for more dynamic informal firms to grow and for those working in these
firms to achieve remunerative work, even while remaining informal. However,
in this effort, policy-makers are constrained by the lack of available evidence on
the causes of informality and the most effective mechanisms to reduce low-paid,
informal employment.

Using a range of countries from the Global South, this book examines hetero-
geneity within informal work by applying a common conceptual framework and
empirical methodology. The country studies use panel data to study the dynam-
ics of worker transitions between formal and heterogeneous informal work. The
range of country studies (covering Asia, Latin America, Middle East and North
Africa and sub-Saharan Africa) in the book allows us to present, in the conclud-
ing chapter, a comparative perspective across developing countries. The book
is an outcome of a United Nations University World Institute for Development
Economics Research (UNU-WIDER) project, Transforming Informal Work and
Livelihoods.²

Early work in the 1970s and 1980s conceived of informal work as essentially a
free-entry option at the bottom end of the employment distribution, where work-
ers who cannot obtain limited and preferred formal employment can find at least
low wage-employment.³ Later research, however, distinguished a second category
of informal employment: informalwork that required human capital and/or finan-
cial capital and could not be entered freely. Fields 1990 (an excerpt of which was
also published in Fields (2019)) advocated for the essential duality of informal
employment along free-entry/restricted-entry lines. In this book, we will denote
free-entry informal work as lower-tier informality and restricted-entry informal
work as upper-tier informality.

Another source of heterogeneity in informality is the difference between wage-
employment and self-employment, each with possible different working condi-
tions and compensation mechanisms. There is evidence from Latin America that
informal self-employment is largely voluntary while informal wage-employment
is largely involuntary. Each country study provides a nuanced view of infor-
mality, dividing workers into six work status groups: formal wage-employees,

² See https://www.wider.unu.edu/project/transforming-informal-work-and-livelihoods for more
details about the project.

³ Highlighting the early literature were four book-length ILO country studies covering Ceylon,
Colombia, Iran, and Kenya. See Thorbecke (1973) for a summary and review.

https://www.wider.unu.edu/project/transforming-informal-work-and-livelihoods
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upper-tier informal wage-employees, lower-tier informal wage-employees, formal
self-employed, upper-tier formal self-employed, and upper-tier informal self-
employed. Based on this common conceptual framework, the country studies
examine the distribution of workers between each of these work status groups.

All country studies analyse panel data, allowing the authors to document transi-
tion patterns across different formality and work status groups. One key question
regarding transitions is the extent to which lower-tier informality is a dead end
where workers are stuck once entered or whether lower-tier informality is a stag-
ing area for budding entrepreneurs that can provide experience and skills that
allow workers to move on to better work status groups. The panel data analysed
in each country study gives us a basis for making statements about labour market
transitions that are not warranted when using comparable cross sections. To be
able to make statements about gross flows between work status groups, we must
have panel data.

In addition to measuring the distribution of workers and transitions between
work status groups, each country study examines individual- and household-level
characteristics associated with workers in each work status. Using these character-
istics, each country study constructs a ‘job ladder’ that ranks each work status. The
country studies then examine the characteristics of workers that are associate with
transitions up (and down) the job ladder.

A key contribution of the book is that it offers a more nuanced view of infor-
mality that differentiates not only between formal and informal, self-employed,
and wage-employment but also between upper-tier and lower-tier informality.
In addition, the identification of workers in each work status in all the chapters
uses similar data and follows the same conceptual framework. In identifying
each work status, lower-tier informal work is understood as comprising activities
which have low returns/are poorly paid, are easily accessible (no/low barriers to
entry), and may be considered undesirable relative to formal-sector employment.
Upper-tier informalwork is understood as comprising activities which have higher
returns/are better paid, exhibit barriers to entry (e.g. skill or capital requirements),
and may sometimes be preferred to formal employment.

2. Heterogeneity in work status groups

The early literature on modelling labour markets in developing countries charac-
terized the dualism inherent in these labour markets through two sector models,
where the two sectors could be agriculture/manufacturing or rural/urban, or
traditional/urban (Lewis 1954; Harris and Todaro 1970). More recent litera-
ture has pointed out the multilayered nature of labour markets in developing
countries, arguing that two-sector models do not seem to be consistent with
the empirical realities of labour markets in developing countries (Fields 2005,
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2019). In particular, there are two distinct characteristics of work status that
need to be captured in an empirically grounded model of the labour market in
developing countries. First, workers can either be in wage-employment or self-
employment, which can exist as both formal and informal employment.⁴ Second,
informal employment is characterized by its own internal duality, where both
wage-employed and self-employed workers can be in upper-tier or lower-tier
informal employment (Fields 1990). This implies that any particular individual
who is employed can be in one of six possible work status groups at a given
point of time: (i) formal self-employed, (ii) formal wage-employed, (iii) upper-tier
informal self-employed, (iv) upper-tier informal wage-employed, (v) lower-tier
informal self-employed, and (vi) lower-tier informal wage-employed. In this
section, we discuss alternate approaches to classifying workers in different work
status groups and propose our preferred approach operationalizing the six work
status groups for the four countries in our study.

We first need to make a distinction between informal and formal employment.
Here, the seventeenth International Conference of Labour Statisticians at the ILO
has provided a consistent definition of informal employment which has been
widely adopted in the literature and which we follow in our study (see ILO 2018).
According to this definition, informal employment is understood as work that
lacks any type of legal recognition or protection and where workers do not have
secure employment contracts, workers’ benefits, social protection, orworkers’ rep-
resentation. This implies that within self-employment, formal self-employed are
those enterprises that are registered with national state authorities (e.g. with social
security, sales, or income tax authorities), while informal self-employment are
those enterprises that are unregistered. Within wage-employment, formal wage-
employed are workers who have secure employment contracts, workers’ benefits,
social protection, or workers’ representation and informal wage-employees are
those who do not.

On the distinction between upper-tier and lower-tier informal work, two differ-
ent approaches have been commonly discussed in the literature. The first approach
is to take upper-tier informal employment as being ‘voluntary’ in nature, where
workers choose to be in jobs that offer more independence and better earnings
andworking conditions as compared toworking in the formal sector (the so-called
‘exit’ view of informal work, seeMaloney 1999, 2004). In contrast, lower-tier infor-
mal work is ‘involuntary’ and employment of last resort, when individuals cannot
find employment in formal or upper-tier informal work (the ‘exclusion’ view of
informality, see Fields 2005, 2019).

⁴ The informal self-employed include employers, own-account workers, and contributing family
workers (Gindling and Newhouse 2014). Own-account workers are self-employed individuals who do
not employ others. Contributing family workers are those workers who hold self-employment jobs as
own-account workers in a market-orientated establishment operated by a related person living in the
same household.
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To operationalize this approach, it would be best to ascertain directly from
labour force surveys whether a worker is voluntarily or involuntarily engaged in
informal work. An example of such an approach is provided by Maloney (1999),
whereworkers whomoved to informal jobs from formal jobs inMexicowere asked
in the survey whether the reason for the move was due to a desire for greater
independence, or for higher pay, or was the move involuntary (also see Duval,
Chapter 9 in this volume). Such direct questions to workers on their motives for
changing jobs are extremely rare in standard labour force surveys in developing
countries, especially in the sub-Saharan African context. The lack of such infor-
mation in most other countries on worker motives for changing jobs in the data
we have for the countries in our study (we describe our data in greater detail in
section 3) does not allow us to use an approach that can infer upper-tier and
lower-tier work status from workers’ self-reported reasons.

A second approach for classifying workers in upper-tier or lower-tier informal-
ity is to use outcome-based performance measures—such as earnings, business
profits, or enterprise productivity—as the sorting criteria (see, e.g. Grimm et al.
2012). As outcomes in the upper tier are by definition superior to those in the
lower tier, and sometimes comparable to the outcomes of formal units, this is
interpreted as evidence for the voluntariness of upper-tier informal employment.⁵
However, this approach has two limitations. First, income or earnings would not
capture other characteristics and benefits that may be associated with a job (such
as the intrinsic value in terms of autonomy and independence that workers may
attach to being self-employed in upper-tier informal work as compared to being a
wage-employee in a formal firm) (Maloney 2004). Second, if a key objective of the
analysis of worker transition is to understand whether transitions from lower-tier
to upper-tier informal work are welfare enhancing, using an income or earnings
measure as the sorting criteria does not allow us to separate out the factors that
may explain movements in work status from its consequences in terms of income
gains or losses.

A third approach takes upper-tier informal work as ‘restricted-entry’ employ-
ment and lower-tier informal work as ‘free entry’ (Fields 1990). In the former case,
there are barriers to entry to the job, which could be a certain level of capital if the
worker is self-employed or some necessary professional training required for the
job if the worker is wage-employed. In the latter case, by definition, ‘free-entry’
employment does not require sizeable accumulation of financial capital or any
need for prior training. The advantage of this approach is that the classification of

⁵ Similarly, Günther and Launov (2012) fit a finite mixture model to household survey data from
Côte d’Ivoire to test for unobserved earnings heterogeneity in the informal sector. They identify an
upper-tier segment that is superior to the lower-tier one in terms of significantly higher average earn-
ings as well as higher returns to education and experience. Their results also indicate that those in the
upper tier tend to have a comparative advantage in the informal sector, while for those in the lower
tier, informality is a strategy of last resort to escape unemployment.
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informal work as upper tier or lower tier is undertaken based on the observable
characteristics of the job rather than the latent unobserved preferences of workers,
as in the first approach, and outcome measures of job hierarchies as in the sec-
ond approach. However, a limitation of this approach is that classifying informal
workers as upper tier or lower tier does not permit a judgement about exit versus
exclusion.

Our preferred approach in this book is to follow the third approach to clas-
sify upper-tier and lower-tier informal employment. We next discuss how we
propose to operationalize the classification of all informal jobs as upper-tier infor-
mal self-employment, lower-tier informal self-employment, upper-tier informal
wage-employment, and lower-tier informal wage-employment in the book.

Upper-tier informal self-employed are classified as self-employed workers with
unregistered business activities who either employ at least one person (who is not
a household member) or are in activities that require some type of professional
training (defined as International Standard Classification of Occupations (ISCO)
groups 1–4, coveringmanagers, professionals, technicians, and clerks), while other
non-professional, own-account workers with unregistered business activities are
classified as lower-tier informal (examples of which are street venders and waste
pickers). The rationale for classifying informal employers as upper-tier informal
self-employment is that the hiring of non-family workers for a household enter-
prise involves an implicit ‘barrier to entry’ as these employers typically need to
finance the wages of hired workers by borrowing from credit markets or through
the profits of the enterprise (Banerjee et al. 2016).⁶ All contributing family workers
are classified as lower-tier informal, irrespective of the nature of the enterprise.

Among the wage-employees not covered by social protection provisions (who
are classified as informal workers, in line with the ILO definition), those in pro-
fessions that require some type of professional training (ISCO 1–4) are classified
as upper-tier informal as they are ‘restricted entry’. In addition, we check whether
workers report having a written employment agreement and/or are entitled to de
facto benefits such as paid sick or maternity leave. The remainder are classified as
lower-tier informal.

In Table 1.1, we provide an illustration of the schema that is applied to a spe-
cific country context—in this case, Costa Rica. Not all country studies in the book
were able to include all of the work status groups that were there in the Costa Rica
case, given data limitations, but to the extent possible each country study mapped
their work status groups onto the upper-tier informal and lower-tier informal
framework.

In Fig. 1.1, we provide a diagrammatic overview of how a typical classifica-
tion schema looks like in several of our country case studies. We start with the
working-age population, where an individual may be employed, unemployed, or

⁶ In their study of informal enterprises inWest Africa, Grimm et al. (2011) find significant entry bar-
riers in the form of large sunk costs (such as the purchase of rawmaterials and building up inventories)
in some segments of informal self-employment but not in others.



Table 1.1 Work status definition and operationalization: the case of Costa Rica

Work status group Definition/operationalization

Formal self-employed We identify formal self-employed workers as the self-employed (own-account or owners) who follow all
regulations: specifically, those who both contribute to social security and are registered. Workers are
identified as registered if they are registered in the National Records or other public institution or keep
formal accounts for reporting to the government.

Upper-tier informal self-employed This group is identified as those who comply with some but not all regulations. Specifically,
self-employed (own-account and owners) who are registered or receive some type of social security
health insurance (including the special regime, as a direct dependent of an insured employee, insured by
the government, or have private insurance) but are not both registered and have social security. Even if
they are neither registered nor pay social security, other self-employed workers are classified as
upper-tier informal self-employed if they are in a profession that requires post-secondary or vocational
education, if they are employers with at least one employee, or if their place of work has a fixed premises.

Lower-tier informal self-employed These are self-employed who have neither any type of health insurance nor are registered, have no paid
employees, and are not professional or technical workers. These include those whose place of work has
no fixed premises (i.e. in the owner’s dwelling, itinerant, on construction sites, or on agricultural plots).

Formal wage-employees These are wage-employees whose employers contribute to social security or who are public-sector
employees.

Upper-tier informal wage-employees These are wage-employees whose employers do not contribute to social security but who have social
security health insurance as a dependent of a directly insured, pay through the ‘special regime’ or cuota
voluntaria, are insured by the state or private insurance, or if the employee receives other mandated
benefits such as paid annual leave, paid sick leave, work risk insurance, or aguinaldo (mandated
one-month salary bonus in December), or if income taxes are deducted from their salary, or if they are
professional or technical employees.

Lower-tier informal wage-employees These are all other employees; that is, lower-tier informal wage-employees have neither health insurance
nor receive any other labour protection benefits.

Source: authors’ construct.
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out of the labour force. Among those employed, workers may be self-employed
or wage-employed, depending on their occupational position. The self-employed
and wage-employed can be in formal or informal work. Within informal employ-
ment, the characteristics of the job or activity allow us to classify workers in
upper-tier or lower-tier work, as discussed earlier. Thus, any individual in employ-
ment will be uniquely assigned to one out of six possible work status groups
discussed earlier in this section.

Workers can switch from one work status to another over time. The schema
that we propose does not constrain the direction of movement and allows for a
combination of movements across occupational positions, formality states, and
tiers, thus allowing for a complex set of transition possibilities across all six work
status groups. In the book, we will aim to quantify the magnitudes of these various
transitions in the countries under study and to quantify the extent to which these
transitions are associated with income gains or losses.

An important conceptual tool we use in this book is the job ladder, which
tells us where workers are in different work status groups relative to each other
with respect to mean real earnings (see Fields, Chapter 2 in this volume for an
exposition). We provide an example of a job ladder in the case of Costa Rica
(see Fig. 1.2).
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3. The contribution and structure of the book

The intended intellectual contribution of the book is four-fold: first, to examine
the distribution of workers in formal, upper-tier informal, and lower-tier infor-
mal wage-employees and self-employed in a wide range of developing economies
using a common conceptual framework; second, to provide a comparative analysis
of the patterns and correlates of worker mobility across lower-tier and upper-
tier informal work and formal work status, and between self-employment and
wage-employment; third, to understand the consequences of such movements for
income gains and losses; and finally, to draw conclusions from the cases on what
policies can be put in place to transform the livelihoods of workers in developing
countries, especially those in informal work.

In choosing the country cases, we have sought to cover the different develop-
ing regions of the world and a mix of low-income and middle-income developing
countries and regions. These cases include a range of middle-income develop-
ing countries in: (i) Central and Latin America: Argentina, Brazil, Costa Rica,
Ecuador, Mexico, Nicaragua, Paraguay, and Peru; (ii) sub-Saharan Africa: Ghana,
Mali, Niger, Nigeria, South Africa, and Tanzania; (iii) the Middle East and North
Africa: Egypt, Jordan, and Tunisia; and (iv) Asia; China, India, and Indonesia.

Where data availability allows, each country study author has used the following
structure: (i) they identify workers in each of the six work status, (ii) they calculate
the distribution of workers in each work status, (iii) they present personal and
family characteristics of workers associated with each work status, (iv) they con-
struct a job ladder to rank each work status, (v) they use panel data to present
transition matrices that measure movement between work status groups, and (vi)
they present the personal and family characteristics correlated with transitions
from lower-tier informal work up the job ladder.

As noted earlier, all the country studies use panel data to examine patterns and
correlates of work status transitions (except in the case of Tunisia, see chapter
Appendix). The time span of the panel data varies from two years to close to two
decades (e.g. India has twowaves of panel data while for Brazil, the period covered
is 2002–2019). While the availability of panel data for a range of low-income and
middle-income countries allows us to study patterns of mobility or persistence in
work status for a wide variety of country and regional contexts for several coun-
tries, the data is not available at a sufficient level of detail to operationalize the
work status classification as in Table 1.1, and authors of country studies had to
make informed judgements on how best to proceed in the light of the imperfect
data. We return to the data limitation issues in the concluding chapter.

The structure of the book is as follows. Following this introductory chapter,
the second chapter reviews the literature and presents the common conceptual
framework that the country studies use to examine heterogeneous informality.
The conceptual chapter also presents the argument for why it is important for
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studies of informality to recognize this heterogeneity. These are followed by eleven
country ormulti-country case studies based on a common conceptual framework,
common format, and analysis of panel data to the extent possible. The concluding
chapter summarizes the main findings of the country studies and gleans insights
from the comparative approach used in the book. It also provides options for
policy, drawing from the findings of the country studies.
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Years of coverage in panel data, individual chapters
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number

Country Region Years Panel

3 China Asia 2014, 2016,
2018

Yes

4 India Asia 2004/5, 2011/2 Yes
5 Indonesia Asia 2000, 2007,

2014
Yes

6 Costa Rica LAC 2011–2018 Yes
Nicaragua LAC 2009–2017 Yes

7 Argentina LAC 2003–2019 Rotating
Brazil LAC 2002–2019 Rotating
Ecuador LAC 2003–2019 Rotating
Mexico LAC 2005–2019 Rotating
Paraguay LAC 2010–2017 Rotating
Peru LAC 2003–2019 Rotating

8 Nicaragua LAC 2009–2012 Yes
El Salvador LAC 2008–2012 Rotating

9 Mexico LAC 2015, 2016 Yes
10 Mali SSA 2014, 2017 No

Niger SSA 2011, 2014 Yes
11 Nigeria SSA 2010/11,

2012/13,
2015/16

Yes

12 Ghana SSA 2009/10,
2013/14

Yes

South Africa SSA 2014/15, 2017 Yes
Tanzania SSA 2010/11,

2012/13
Yes

Uganda SSA 2010/11,
2011/12

Yes

13 Egypt MENA 1998, 2006,
2012, 2018

Yes

Jordan MENA 2010, 2016 Yes
Tunisia MENA 2014 No
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Informality andwork status

Gary S. Fields

1. Informality and work status: what do we mean?

1.1 Informality and its components

For the purposes of this chapter, ‘informality’ is conceptualized as a general
notion.¹ It can be thought of as a job-based concept or an enterprise-based concept
(ILO 2019). Informality in this chapter is a catch-all term referring to the infor-
mal economy, informal sector, informal employment, and formality/informality
status.

I am not alone in bemoaning the lack of terminological precision. Guha-
Khasnobis et al. (2006: 2–3) write:

Given the prominence of the formal–informal dichotomy in the development dis-
course, one might expect to see a clear definition of the concepts, consistently
applied across the whole range of theoretical, empirical, and policy analyses.
We find no such thing. Instead, it turns out that formal and informal are bet-
ter thought of as metaphors that conjure up a mental picture of whatever the user
has in mind at that particular time.

Still, we can clarify a number of ideas.
The definition of informal economy byWomen in Informal Employment: Glob-

alizing and Organizing (WIEGO), the International Conference of Labor Statis-
ticians (ICLS), and the International Labor Organization (ILO) is ‘the diversified
set of economic activities, enterprises, jobs, and workers that are not regulated or
protected by the state’ (WIEGO 2020).

A second concept is the informal sector. The informal sector is defined as ‘units
or enterprises that are not registered in the statistical or tax institutions and do not
keep written accounts’ (Herrera et al. 2012).

¹ A presentation on an earlier version of this chapter was made at the UNU-WIDER workshop
‘Transforming Informal Work and Livelihoods’, on 23 October 2020 in Helsinki., Finland. I grate-
fully acknowledge invaluable comments and discussions with Tim Gindling, Kunal Sen, and Robert
Duval-Hernández on earlier drafts.

Gary S. Fields, Informality and work status. In: The Job Ladder. Edited by Gary S. Fields, T. H. Gindling,
Kunal Sen, Michael Danquah, and Simone Schotte, Oxford University Press. © UNU-WIDER (2023).
DOI: 10.1093/oso/9780192867339.003.0002
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Because the Transforming Informal Work and Livelihoods Project of the
United Nations University World Institute for Development Economics Research
(UNU-WIDER) has adopted a job-based concept of informality rather than an
enterprise-based one, the term ‘informal sector’ will be used only in passing in
this chapter.

A third concept is informal employment. Informal employment is of two kinds
(ILO 2018):

(1) self-employment in informal enterprises (small unregistered or unincor-
porated enterprises) including: employers, own-account operators, and
unpaid family workers in informal enterprises; and

(2) paid employment (or what, in this chapter, is called wage-employment)
in informal jobs (for informal enterprises, formal enterprises, house-
holds, or no fixed employer) including: casual or day labourers, industrial
outworkers, unregistered or undeclared workers, contract workers, and
unprotected temporary and part-time workers.

Accordingly, the UNU-WIDER project formulates informal employment as a job-
based concept consisting of ‘all remunerative work (i.e. both self-employment and
wage-employment), that is not registered, regulated or protected by existing legal
or regulatory frameworks, as well as non-remunerative work undertaken in an
income-producing enterprise’ (ILO 2019).

To illustrate the importance of choosing the precise notion of informality, take
the case of India. There, the terms ‘organized sector’ and ‘unorganized sector’ are
used in place of the more common ‘formal sector’ and ‘informal sector’, respec-
tively. Data show that half the people working in formal-sector entities in India
(including firms, government office, etc.) are themselves employed informally in
the sense of not being registered with the government or receiving the protections
that others in the same workplaces receive (NCEUS 2009).

The UNU-WIDER project is concerned with informal employment. Although
many of the informally employed are in the informal sector, many others are in
the formal sector. Conversely, many but not all of the formally employed are in the
formal sector; some are formally employed in the informal sector. Since our con-
cern is with people working informally, we should focus on informal employment,
recognizing that not all of it is in the informal sector.

Data from ILO (2018) and WIEGO (see Bonnet et al. 2019) show that 2 billion
of the world’s employed population aged 15 years and above work informally. This
represents 61.2 per cent of global employment. Regions with above-average rates
of informal employment are Africa (85.8 per cent), Asia and the Pacific (68.2 per
cent), and the Arab states (68.6 per cent).
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1.2 Work status

The UNU-WIDER project uses the term ‘work status’ to denote the kind of
employment in which a worker is engaged. This project adopts a multifaceted
categorization scheme, not just a single classifying variable. Four variables—
employment status, occupational position, formality status, and upper/lower
tier—are used to determine work status. Each is defined in section 2.

As examples, the studies by Danquah et al. (2019) on four African countries and
by Alaniz et al. (2020) on Costa Rica and Nicaragua adopt the schema shown in
Fig. 2.1.

Using these variables, the result is a six-category work status variable:

• formally self-employed;
• formally wage-employed;
• upper-tier informally self-employed;
• lower-tier informally self-employed;
• upper-tier informally wage-employed;
• lower-tier informally wage-employed.

The remainder of this chapter discusses how these work status groups might be
used fruitfully.

Employment status

Self-employed

Employed Unemployed Out of the
labour force

Wage-employed

Working-age
population

Formal FormalInformal Informal

Upper UpperLower Lower

Occupational position

Formality status

Tier

Fig. 2.1 A six-way work status classification
Source: reproduced from Raj et al. (2020: 4), under Creative Commons licence CC BY-NC-SA 3.0
IGO.
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2. Differentiating between the work status groups

2.1 The limitations of employment versus unemployment

The usual starting points for assessing an individual’s labour market status are
whether or not that individual is in the labour force and whether or not that indi-
vidual is employed. Individuals are defined as being in the labour force if they
are working or looking for work. Individuals who are neither working nor look-
ing for work are defined as being out of the labour force. This project focuses on
individuals who are in the labour force.

For the labour market as a whole, the first measure reported by statistical offices
and used by many analysts to indicate the goodness or badness of labour mar-
ket conditions is the unemployment rate. The unemployment rate is the number
unemployed taken as a percentage of the labour force (note that this is not the
working-age population). At the time of writing, the unemployment rate tells a
terrible story: in recent months, countries throughout the world have experienced
unemployment rates not seen since the Great Depression of the early twentieth
century, from which they are only slowly recovering.

The unemployment rate, as important as it is, is not the whole story. The
reason becomes clear once one understands the definition of ‘employment’. By
ILO guidance and standard international statistical conventions, individuals are
counted as employed if they worked one hour or more for pay or fifteen hours or
more not for pay in the reference week covered by the survey. Thus, only some
of those employed are fully and gainfully employed; others work less than full
time, work fewer hours than they want to work, and/or earn so little per hour
that, despite working a standard work week or more, they do not earn enough
to be able to achieve an adequate standard of living. Thus, countries around the
world, including the developing countries, face an employment problem consisting
of unemployment plus inadequate quality of employment as gauged by the preced-
ing indicators. The ILO reckons that the number of working poor in the world is
far greater than the number of unemployed: 700 million working poor in 2018
compared with 173 million unemployed (ILO 2019).

A finer categorization of work status groups other than employed versus unem-
ployed provides the kind of fine-grained picture needed to analyse the employ-
ment problem that countries throughout the world now face. This categorization
is developed in section 3.
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2.2 Key distinctions among work status groups

As already noted, the UNU-WIDER project defines work status categories accord-
ing to employment status, occupational position, formality status, and tier. They
are distinguished as follows.

Employment status and occupational position
The project classifies workers according to occupational position, separating
the wage-employed from the self-employed. It is important to do this because
(i) wage-employees experience an employer–employee relationship, which the
self-employed do not and (ii) policy interventions that might be suited for one of
these groups are inapplicable to others. For example, maximum hours and mini-
mumwage legislation can perhaps be enacted for wage-employees but they cannot
be applied to the self-employed. If I am self-employed, how can the government
order me to pay myself a specified minimum amount?

Formality status
Formality status—whether formally or informally employed—matters most
importantly for understanding which work status groups have more social protec-
tions than others. In the past, definitions and measurements varied widely across
countries (Charmes 2009). More recently, though, attempts at standardization
have been made (ILO 2019: 10–12). Still, most country studies operationalize
the informality variable using what is available in the country’s household sur-
veys. Examples in the literature are whether the worker has a work card in Brazil,
whether the worker is registered with the social security system in Mexico, and
whether the job provides for pension benefits in Argentina. Following this lead,
the country studies in this project use country-specific definitions.

It should be noted that formality status and occupational position are two dif-
ferent things. Formal does not equal wage-employed, nor does informal equal
self-employed, as has been assumed in some previous research (e.g. Kucera and
Roncolato 2008). Those of us who write about these things need to be careful to
clarify which of them we are talking about.

Upper-tier informality versus lower-tier informality
A third key distinction is the division within informality between upper-tier and
lower-tier informal employment. Early work in the 1970s and 1980s conceived
of informal work as essentially a free-entry option at the bottom end of the
employment distribution; examples are the four ILO country reports evaluated by
Thorbecke (1973), the books by Turnham (1971) and Squire (1981), and the the-
oretical model by Fields (1975). Later research, however, distinguished a second
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category of informal employment: informal work that required human capital
and/or financial capital and could not be entered freely (Fields 1990, an excerpt
of which was also published in Fields 2019b), which advocated for the essential
duality of informal employment along free-entry/restricted-entry lines.²

2.3 Underlying labour market models

Today, the bare minimum of four categories are necessary for understanding
developing country labour markets. For example, a recent theoretical model
has three employment states—wage-employment, free-entry self-employment,
and high-wage self-employment—plus an unemployment category (Basu et al.
2019). Having two types of informal work (or, alternatively, two types of self-
employment) is essential to capture the reality that some workers are engaged in
informal employment not because they have to be but because they want to be.

The most important reason for drawing the distinction between upper- and
lower-tier work is where they lie along a job ladder. The job laddermay be based on
such factors as labour market earnings, non-wage benefits, workplace protections
and regulations, or some combination of these. Regardless of which components
one chooses to focus on, lower-tier work can be thought of as being below formal
wage-employment on the job ladder, while upper-tier informal workmay be above
formal wage-employment for some (though not all) workers, for example, those
with a particular skill or taste for entrepreneurship or self-employment.

At the very bottom of a typical job ladder in a developing country is unem-
ployment, that is, not working at all. Many of those who work informally—the
majority, I think—do so because, in the countries in which they live, unemploy-
ment insurance is limited or non-existent and, consequently, being unemployed
means having no income. These workers have no choice but to take whatever
they can. But there are some—primarily, the well-educated and young people in
well-to-do families—who can afford to remain unemployed for longer periods of
time while searching for good jobs. This was long ago termed the ‘luxury unem-
ployment hypothesis’ (Turnham 1971) and has been re-established over the years
(e.g. Udall and Sinclair 1982; Ghose 2003).

Lower-tier informal workers have been given a variety of names, including pen-
niless entrepreneurs (Banerjee and Duflo 2007), reluctant entrepreneurs (Baner-
jee and Duflo 2011), entrepreneurs out of necessity (Poschke 2013), engaged in
informality as a survival strategy (LaPorta and Shleifer 2014), and a strategy of
last resort (Günther and Launov 2011).

² For a more recent review along similar lines, see Kanbur (2017).
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The literature offers two competing views of why people are working infor-
mally. The free-choice view is that all workers can choose whether or not to
work formally, and the division of workers between formal and informal employ-
ment reflects these choices. Reasons for choosing one versus another include
comparative advantage, heterogeneous preferences for independent work, and the
wish by some to avoid payroll taxes and other expensive regulations. The seg-
mented labour market view is that the number of jobs in wage-employment is
limited relative to the size of the labour force, and so even if all wage-employment
jobs were to be filled, much of the labour force would be rationed out of such jobs.
Maloney (1999, 2004) and Levy (2008, 2018) emphasize the first view, while Basu
(1997) and Fields (2009, 2019c) emphasize the second.

Empirical studies support a mix of reasons, with the weight being about in
the middle. Banerjee and Duflo (2011) studied poor workers in 18 developing
countries and found that half of the extremely poor in urban areas operate a non-
agricultural business. Their interpretation is this: ‘Perhaps the many businesses
of the poor are less a testimony to their entrepreneurial spirit than a symptom
of the dramatic failure of the economies in which they live to provide them
with something better’ (Banerjee and Duflo 2011: 226). Another study concludes
that two-thirds of self-employment in the developing world as a whole results
from individuals having no better alternatives (Margolis 2014). Another finds an
approximately equal split in non-Organisation for Economic Co-operation and
Development (OECD) countries (Poschke 2013). Yet another study finds that
about half of those working informally in the case of Côte d’Ivoire are doing so
by choice and the other half not (Günther and Launov 2011). AWorld Bank study
of Latin America concludes that themajority of independent workers are informal
largely voluntarily, whereas the majority of informal salaried workers appear to be
involuntary (Perry et al. 2007).³

2.4 Classifying workers into work status groups

The authors of the country studies for the UNU-WIDER project were given dis-
cretion on how to make use of the preceding variables to devise their own work
status categories. Figure 2.2 is a flow chart displaying how Danquah et al. (2019)
used occupational position, formality status, and tier to assign individuals to work
status groups.

Now, let us turn to some of the lessons learned by analysing work status groups.

³ See also the empirical studies reviewed in Basu et al. (2019).
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Employment status

Self-employed Wage-employed

Formal Informal Formal Informal

Upper

Business activities registered to
relevant national institution(s)?

Covered by social protection
provision?

Employ at least one person
(not a household member)?

In activities that require some
type of professional training?

Yes

or ISCO 1–4

ISCO 1–4

or Written contract

or Yes

In activities that require some
type of professional training

Type of employment agreement?

Entitled to de facto benefits?

Otherwise

No Yes No

Yes Otherwise

+ Contributing
family workers

(+ family farms)

Lower Upper Lower

Fig. 2.2 Rules for assigning workers in Ghana, South Africa, Tanzania, and Uganda
to work status groups
Source: reproduced from Danquah et al. (2019: 7), under Creative Commons licence CC BY-NC-SA
3.0 IGO.

3. Analysis of work status groups

3.1 Learning from a single cross section

In a typical labour market study, we know the percentage of workers in each
work status. Knowledge of these so-called state probabilities provides an essen-
tial snapshot of the kinds of work people are doing at a point in time. We learn,
for example, that most workers in developing countries are self-employed rather
than wage-employed, that the percentage working in agriculture is much higher
than the percentageworking in services ormanufacturing, and that the percentage
working informally is much higher than the percentage working formally (Fields
2012, 2019c; ILO 2018). Note, though, that these patterns differ by region of the
world, which links closely to per capita gross domestic product (GDP); differences
between (i) East Asia, (ii) Latin America, and (iii) sub-Saharan Africa and South
Asia can be understood accordingly (Gindling and Newhouse 2014; Merotto et al.
2018).

Of course, some job categories are better on average than others across a variety
of measures, including earnings, social protection, and stability of employment. A
single cross section for a given country can tell us which categories are the better
ones. Note that different measures may give different rankings: for example, indi-
viduals working in the public sector may have greater job security but lower pay
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than they might have in the private sector. Revealed preference suggests that such
rankings vary across individuals within the same country.

Taking Costa Rica as a case study and focusing on labour market earnings, let
us look at six aggregate groups:

• formally employed, regardless of occupational position and tier;
• informally employed, regardless of occupational position and tier;
• wage-employed, regardless of formality status and tier;
• self-employed, regardless of formality status and tier;
• upper-tier informal workers, regardless of occupational position;
• lower-tier informal workers, regardless of occupational position.

Comparing these aggregates, we see the following in Fig. 2.3:
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Fig. 2.3 Mean earnings across six aggregates, Costa Rica
Source: tabulation provided by Tim H. Gindling, reproduced here with permission.
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• formally employed workers earn more than informally employed workers;
• wage-employed workers earn more on average than the self-employed;
• upper-tier informal workers earn more than lower-tier informal workers.

Then, using a six-way work status scheme similar to the previous one for Africa
but different in some specifics, the Costa Rica study (Alaniz et al. 2020) reveals that
the highest-earning category is the formally self-employed and the lowest-earning
category is the lower-tier informally wage-employed (see Fig. 2.4).

This fine-grained pattern would not have been found if only the aggregates in
Fig. 2.3 had been used instead.

In addition to examining which of the six work status groups pay more on aver-
age than others, we can also explore other questions at a point in time. How many
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workers are found in each of the six work status groups? Which personal charac-
teristics are associatedwith employment in the different work status groups? Apart
from cash earnings, how do the different work status groups compare in terms of
non-wage benefits? Other studies have been completed and are published here in
this volume.

3.2 Analysing comparable cross sections

Moving from single cross sections to comparable cross sections, we can learn how
the cross-sectional picture is changing over time. The results of a previous study
(Cruces et al. 2017) are revealing, which includes research conducted for each of
the 16 Latin America countries (Argentina, Bolivia, Brazil, Chile, Colombia, Costa
Rica, Dominican Republic, Ecuador, Honduras, Mexico, Panama, Paraguay, Peru,
El Salvador, Uruguay, and Venezuela) along with cross-country analysis. Remark-
able progress was found in all three aspects of the growth–employment–poverty
nexus across the Latin American region.

Growth
All 16 countries achieved positive rates of annual growth of real GDP per capita
during the 2000s, ranging from 1 per cent a year in Mexico to 5.6 per cent a year
in Panama and Peru. The regional average for the 16 countries was just under 3
per cent, well above the annualized rate of growth of GDP per capita in OECD
countries, which was 1.0 per cent a year.

Labour market indicators
A number of traditional labour market indicators were used including the unem-
ployment rate, mean earnings, the occupational mix of employment, the dis-
tribution of employment by occupational position, the sectoral breakdown of
employment, workers’ educational attainments, and the percentage of workers
registered with the national social security system. The rate of improvement in
labour market indicators was exceptional. All 16 of the labour market indicators
improved in Bolivia, Brazil and Peru, 15 of the 16 improved in Panama, and the
majority of the labour market indicators improved in all of the other countries
studied except for one (Honduras).

Poverty rates
Using the 4 and 2.5 dollars-a-day poverty lines (‘poverty’ and ‘extreme poverty’),
reduced rates of poverty and extreme poverty were found in 15 of the 16 countries.
On average, extreme poverty fell by 45 per cent while poverty declined by 37 per
cent. Only one Latin American country registered an increase in its rate of poverty.
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In short, the 2000s have been a time of strong improvement in the growth–
employment–poverty nexus in the great majority of Latin American countries. It
is precisely evidence like this that leads to the conclusion that economic growth of
the right type is indispensable to improving labourmarket conditions and thereby
reducing poverty.

As the reader will have noticed, these results are for the traditional labour mar-
ket aggregates. It would be interesting to see what else can be learned by examining
changes in employment and earnings for the six work status groups analysed in
this project, not for Latin America alone but for other regions as well.

3.3 Examining transitions and changes using panel data

Panel data analysis gives us a basis for making statements about labour market
transitions that are not warranted when using comparable cross sections. Sup-
pose we were to find in comparable cross sections that the number of people in
wage-employment in a country increased from 100,000 to 150,000. We can say
that 50,000 more people were working in wage-employment in the later year than
before. However, we cannot and should not say that 50,000 of the self-employed
foundwage-employment. The first is a statement about comparable cross sections,
the second a statement about panel data changes. It may have been, for example,
that over time 70,000 of the self-employed moved into wage-employment and
20,000 of the wage-employed moved into self-employment, producing a net
increase in wage-employment of 50,000. To be able to make statements about
gross flows (i.e. 70,000moves from self-employment to wage-employment, 20,000
moves from wage-employment to self-employment), we must have panel data.

Such panel changes must be evaluated carefully. Personally, I have no hesitation
in judging that the larger the number of positions in the upper rungs of the job
ladder (in the previous example, the increase in wage-employment from 100,000
to 150,000), the better. However, I would not take a position on which is better:
50,000 moving up and no one moving down versus 70,000 moving up and 20,000
moving down; I see arguments on both sides.⁴

Disaggregation by work status can reveal a granularity that would otherwise
have been missed. Recall that the World Bank study of Latin America concluded
that the majority of independent workers (what in this chapter we are calling the
self-employed) are working informally largely voluntarily, whereas the majority
of informal salaried workers (in this chapter’s terminology, informally wage-
employed) appear to be working informally largely involuntarily (see Perry et al.
2007).

⁴ For more on upward and downward movement and other mobility concepts, see Fields (2019a)
as part of UNU-WIDER’s forthcoming social mobility project (see Iversen et al. 2021).
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When we are able to make use of panel data, as many of the country studies
in this book do, we can quantify transitions and non-transitions between work
status groups in general and the six-way work status variables in particular. Doing
this is important for its own sake in understanding the extent of fixity or mobility
between these categories, hence the subtitle of the Africa study by Danquah et al.
(2019) ‘Dead End or Steppingstone?’. Very recent papers by Danquah et al. (2019)
and Raj et al. (2020) study transitions between the six work status groups. The
lessons from the country studies are summarized in chapter 14 of this volume.

Another reason to analyse transitions between work status groups is to help
explain the observed panel data changes in labour earnings and other economic
magnitudes. These changes enable us to perform what I regard as the most
important kind of mobility analysis: the study of directional income movements.
(Directional income movements are the increases or decreases in dollars, log dol-
lars, or some other measure of economic well-being.) From past research, we
know that change in work status is an important determinant—and often the most
important determinant—of the change in economic well-being of workers and
their family.⁵

Knowing themagnitudes of transitions andnon-transitions can provide insights
into policy questions, to which we now turn.

3.4 Thinking about policy questions

For every problem, there is a solution that is simple, neat—andwrong.
—Variously attributed to Mark Twain, H.L. Mencken, Peter

Drucker, and others

Much of our work is policy-relevant, including the chapters in this book.However,
we need to be careful: few if any ‘policy implications’ are going to jump out at us.

First, if we ruminate about the preceding quotation, what is the problem we are
trying to solve? Is it informality? Unemployment? Low labour market earnings?
Poverty? Something else? I will assert that the overarching problem in the devel-
oping world is poverty and that informality is of interest because the informally
employed are the lowest earners and, therefore, the most likely to be poor.

The data described in the preceding subsections—on single cross sections, com-
parable cross sections, and panel data analysis—are indispensable in thinking
about policy. It would surely be helpful to know the distributions of employment
by work status, marginal percentages, earnings ladders, work status transition

⁵ For example, see Fields et al. (2003) for a study of Indonesia, South Africa, Spain, and Venezuela.
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Fig. 2.5 Informal Workers in Mexico, India, and South Africa
Source: reproduced from Fields (2012).

matrices, earnings change data, tabulations and regressions involving personal
characteristics, and much more.

I would also suggest an additional approach to data collection: asking working
people. Consider the workers pictured in Fig. 2.5 (from Fields 2012):

We can ask them questions like these:

• Have you registered your backyard auto-mechanic shopwith the government
so that you can receive social security benefits? Why or why not?

• How much do you earn as a bicycle rickshaw driver? What could be done to
enable you to earn more in this kind of work?

• Why are you earning your livelihoodmaking and selling Zulu shields? Could
you have been working in wage-employment instead?

• Are you able to move out of this work? Why or why not?

Now, let’s think about policy choices. Here are two different policy syllogisms.
First:

• We want to help the poor.
• The poor work mainly on family farms and in family businesses.
• Therefore, we should invest our development resources in improving

incomes where the poor are, on family farms and in family businesses.

And second:

• We want to help the poor.
• The poor will remain poor as long as they remain in poor work status groups.
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• Family farms and family businesses pay poorly relative to wage-employment,
particularly when the wage-employment is in enterprises registered with the
government.

• Therefore, we should invest our development resources in creating new
wage-employment in registered enterprises so that the poor can move to the
parts of the economy where earnings and social protections are higher.

These two arguments lead to precisely opposite conclusions. According to the first,
the available resources should be used on family farms and family businesses.
According to the second, the available resources should be used to create new
wage employment in registered enterprises so that the poor can get out of family
farms and family businesses.

(Fields 2012: 92)

What should be done with the available resources? Use them for just the first?
Just the second? Split them between the first and the second? Do something
entirely different, like formalizing the informal or investing in education and skills
development?

The simple answer is that none of these is necessarily the right policy choice.
Policy recommendations need to be founded on a sounder basis such as social
cost–benefit analysis or general equilibriumanalysis.Weowe it to people like those
pictured to try.
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Transforming informal work and

livelihoods in China
Carl Lin, Linxiang Ye, and Wei Zhang

1. Introduction

The receivedwisdom that the informal sector is a place of residual employment for
impoverished, marginalized, and vulnerable workers originates from early studies
of the labour markets of low- and middle-income countries. From this traditional
point of view, the informal sector has long been characterized as a hub for the
poor and the vulnerable. The informal sector, however, can also be seen as a
dynamic sector of budding entrepreneurs and the staging ground for the devel-
opment of firms which may eventually employ a large number of workers (Alaniz
et al. 2020). There has been some evidence that the informal sector may also help
disadvantaged workers to become more competitive by gaining experience for
accumulating human capital (Liang et al. 2016), meaning that the marked rise in
informal employment globally, and particularly in China, has drawn attention to
ambiguity in how informality should be conceived.

Before China began its economic reform and opening-up policies in 1978, the
country viewed every sector as formal—no sector was informal under the social-
ist regime. During the transition from a planned economy to a market economy,
informal employment has prevailed across the country. Although some studies
have attempted to define informality and to examine informal employment in
China (Cai and Wang 2004; Hu and Li 2006; Wan 2008), there is no generally
accepted definition of the informal sector. This chapter addresses the ambiguity
of the informal sector and explicitly takes into account the heterogeneity in the
sector by distinguishing between the self-employed and the wage-employed and
by dividing the informal sector into upper and lower tiers to estimate the effects of
changing jobs onworkers’ earnings.¹ Previous studies have often used data sets that
are either cross sections or lack information about rural–urbanmigrants.We use a
nationally representative longitudinal data set which covers both urban and rural

¹ We present a method for assigning workers to such sectors in Fig. 3.1 and Table 3.1 and show the
mean earnings of a job ladder by work status in Fig. 3.2 and Table 3.2. The work status dynamics in the
case of China are presented in Tables C1–C3 in Appendix C in Lin et al. (2020).

Carl Lin, Linxiang Ye, and Wei Zhang, Transforming informal work and livelihoods in China. In: The Job Ladder.
Edited by Gary S. Fields, T. H. Gindling, Kunal Sen, Michael Danquah, and Simone Schotte, Oxford University Press.
© UNU-WIDER (2023). DOI: 10.1093/oso/9780192867339.003.0003
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Fig. 3.1 Work status categorization: the case of China
Source: authors’ elaboration based on China Family Panel Studies (CFPS) data (Institute of Social
Science, Peking University 2018).

areas, containing 95 per cent of the Chinese population, to estimate the change in
Chinese workers’ livelihoods when they transition to different work status groups
within or between formal and informal sectors.

Our work makes several contributions to the existing literature. First, China
constitutes an important case study as it has the world’s largest population and
because of the vast size of its informal economy. Second, informal employment is a
phenomenon among almost all Chinese rural–urbanmigrant workers—estimated
at 290 million people in 2019 (National Bureau of Statistics of China 2019).² Our
study adds to the limited evidence on the formal and informal employment of
rural–urban migrants in China (Li and Tang 2002; Wan 2008, 2009) and offers
an important lesson for other developing countries that are experiencing rapid
rural–urban migration and urbanization. Other countries may not have the same
formal structure of constraints imposed on rural–urban migrants, but if their
urban infrastructures cannot keep up with the influx of new people, then migrant
workers may be at similar risk of economic vulnerability and poor living stan-
dards. Third, women are disadvantaged in the Chinese labour market because of
cultural norms and a prevailing preference for sons. From a gender perspective,
we examine how job transitions can affect the earnings of female workers.

Policymakers are constrained by the lack of evidence on causes of informal-
ity and the most effective mechanism for reducing informality and strengthening

² According to our calculations using the 2014 China Family Panel Studies data set, informal
employment amongmigrant workers (in cities) accounts for 81–86 per cent of their total employment,
depending on the definition used. The figure is 93 per cent in rural areas.
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Table 3.1 Work status definition and operationalization: the case of China

Work status group Definition/operationalization

Formal self-employed A person who is self-employed and pays work
insurance (retirement pensions, medical
insurance, unemployment insurance, work injury
insurance, and maternity insurance) as an
individual or a private business owner. Note that
such work insurance belongs to work protection
which has a higher protection level than New
Rural Cooperative Medical Insurance and Urban
Resident Basic Medical Insurance. Most Chinese
residents, regardless of being employed or not, are
included in the social protection system. It is
therefore not straightforward to identify formal
employment by whether they have work insurance
in the case of China.

Upper-tier informal self-employed A person who is self-employed in individual and
private businesses in which the size of the work
unit is equal to or greater than seven people or the
self-employed who have college degrees or above
and in job classes 1 (family agricultural work), 3
(agricultural work for other families), and 5
(non-agricultural casual workers).

Lower-tier informal self-employed A person who is self-employed in the informal
sector and has a high school degree or below.
Farmers and individually owned small-scale
businesses dominate this category.

Formal wage-employed Wage workers whose employers provide them
with work insurance such as retirement pensions,
medical insurance, unemployment insurance,
work injury insurance, and maternity insurance.

Upper-tier informal wage-employed A person who works for wages in the formal sector
(governments, party, people’s organizations,
military, state-owned and collectively owned
public institutions, state-owned or state-controlled
enterprises, companies with foreign capital
investments or with investments from Hong
Kong, Macao, Taiwan, or works in a firm
employing seven more or people) but where the
employer does not provide work insurance.

Lower-tier informal wage-employed An employed worker in the informal sector where
the work unit does not provide any work
insurance. These individuals include, e.g.
labourers employed by private businesses,
agricultural workers, and non-agricultural casual
workers.

Source: authors’ elaboration based on CFPS data (Institute of Social Science, Peking University 2018).
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Table 3.2 Mean earnings by work status: the case of China

Average annual earnings (CNY)
2014 2016 2018

Formal wage-employees 36,429.40 44,109.27 49,553.82
Formal self-employed 41,032.37 53,165.38 48,003.88
Upper-tier informal wage-employees 23,657.38 27,851.59 29,866.99
Upper-tier informal self-employed 39,107.29 42,837.14 57,631.67
Lower-tier informal wage-employees 20,971.44 23,167.24 25,637.84
Lower informal self-employed 5,338.44 5,556.78 4,825.13

Note: Mean annual earnings in the main job. Earnings of 2016 and 2018 are in 2014
prices.
Source: authors’ calculations based on China Family Panel Studies (CFPS) data
(Institute of Social Science, Peking University 2018).

decent work in the sector, especially for rural–urban migrants.³ This chapter con-
tributes to increasing the evidence on the heterogeneity of the informal economy

³ To the best of our knowledge, Li (1999) and Liang et al. (2007) are the only two studies that
examine the dynamics of movements between self-employment and wage-employees and between
informal and formal employment in China. In particular, no one has examined transitions between a
more nuanced definition of the informal sector which distinguishes between upper-tier and lower-tier
informal sectors.
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in China by using a nationally representative longitudinal survey of Chinese
individuals, families, and communities in contemporary China. Our empirical
framework allows us to control for a wide array of potential confounders to iden-
tify the causal effect of transitioning between different work status groups. We
assess the magnitude of different earnings gaps within or between the informal
and formal sectors using fixed-effects ordinary least squares (OLS) estimations.
In particular, we separate the informal sector into upper and lower tiers. From the
37,868 observations covering the 2014–2018 period, this division shows that the
lower-tier informal self-employed dominate the informal economy, with almost
two-thirds of peopleworking in the informal sector. The upper-tier informalwage-
employed comprise 22 per cent, the lower-tier wage-employed comprise 13 per
cent, and the upper-tier self-employed comprise about 1 per cent.

The literature claims that, in China, the informal economy had a significant role
in sustaining high employment and inclusive economic growth during China’s
transition to a market economy from the early 1990s to the 2000s. We further
show that transitioning from the informal sector to the formal sector, from self-
employed to wage-employed, and from the lower tier to the upper tier helped
to improve the livelihoods of Chinese workers after the country entered a ‘new
normal’ stage of economic development.⁴

2. Literature

Approximately two billion women and men aged 15 and above—61.2 per cent
of the world’s employed population—earn their livelihoods in the informal econ-
omy (ILO 2018). These workers are denied decent working conditions not out of
choice but because of a lack of job opportunities in the formal sector and a lack of
other livelihood means and skills. The ILO (2018) estimated that 85.8 per cent of
employment in Africa, 68.2 per cent in Asia and the Pacific, 68.6 per cent in the
Arab States, 40 per cent in the Americas, and 25.1 per cent in Europe and Central
Asia was informal.⁵

Kanbur (2017) reviewed studies from India and around the world and pro-
vided answers to questions relating to: the definition, magnitude, and trend of
informality; the causes of and consequences for an increasing informal sector; and

⁴ The Wikipedia page ‘New Normal: 2012 China’s economic slowdown’ indicates that since 2012,
China’s economy has shown a marked slowdown, with growth rates declining from double-digit lev-
els (before the 2008–2009 financial crisis) to around 7 per cent in 2014. In 2014, a statement by the
President of China indicated that the country was entering a ‘new normal’. The term was subsequently
popularized by the press and came to refer to expectations of 7 per cent growth rates in China for
the foreseeable future. It was indicative of the Chinese government’s anticipation of moderate but per-
haps more stable economic growth in the medium-to-long term. Available at: https://en.wikipedia.
org/wiki/New_normal#2012_China%27s_economic_slowdown (accessed 19 August 2020).

⁵ When excluding agricultural jobs, informal employment drops to 50.5 per cent globally. However,
non-agricultural informal employment is still high in Africa, the Arab States, and Asia and the Pacific.

https://en.wikipedia.org/wiki/New_normal#2012_China%27s_economic_slowdown
https://en.wikipedia.org/wiki/New_normal#2012_China%27s_economic_slowdown
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what workable and desirable policy responses to informality can be developed. He
showed that over 80 per cent of Indianworkers were employed in the informal sec-
tor despite India’s high economic growth over the past 20 years and that there was
no uniform trend of decreasing informality in Africa, Latin America, and South
Asia. Using a theoretical model, he showed that state regulations, higher wages
through development, and the evolution of technology were the main causes of
non-declining informality, the consequences of which were linked to poverty. La
Porta and Shleifer (2014) presented dual models of informality and showed con-
sistent evidence that ‘informal firms stay permanently informal, they hire informal
workers for cash, buy their inputs for cash, and sell their products for cash, they
are extremely unproductive, and they are unlikely to benefit much from becom-
ing formal’. They suggested that economic growth can reduce informality, and
their evidence strongly supports the prediction that as the economy develops,
informality declines at a slow pace.

Nordman et al. (2016) used a four-wave panel data set from Madagascar
covering the 2000–2004 period to estimate the magnitude of a variety of formal–
informal-sector earnings gaps. They estimated standard earnings equations at
various conditional quantiles over the earnings distribution and found that the
sign and magnitude of the formal–informal-sector earnings gaps depended on
workers’ employment status and their relative positions in the earnings distribu-
tion. Their results showed that in many cases, such as the relatively low wages of
formal-sector wage jobs, informal self-employed jobs havemore or equal pay than
formal wage jobs for men.

Hu and Yang (2001) andHu and Li (2006) outlined the transition of formal and
informal employment in urban areas in China from the mid-1990s to the early
andmid-2000s, showing that informal employmentwas about 20 per cent of urban
employment in 1995 andwas expected to exceed 50 per cent by 2010. Xue andGao
(2012) used the 1 per cent census data to investigate the size, features, and earn-
ings disparity of informal employment in urbanChina. They showed that informal
employment made up as much as 59 per cent of China’s urban employment and
that the hourly earnings of formal workers were 1.65 times higher than those of
informal workers. Cai and Wang (2004) attempted to interpret China’s employ-
ment growth in the urban area from 1978 to 2003 and argued that urban informal
employment was the product of China’s rapidly developing labour market and
was the main source of employment growth. Wu (2009) looked at the destination
of China’s informal employment and claimed that formalizing the labour market
should not be the government’s focus. He argued that the Chinese government
should focus on policies that promote sustainable economic growth rather than
forcing informal-sector employers and employees to switch to the formal sector
by signing contracts.

Li and Tang (2002) used a data set from Beijing in 2002 to study Chinese rural–
urban migrant workers in the informal sector. Their qualitative analysis suggested
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that the informal economy and informal employment of rural–urban migrants
should not be viewed as entailing underground or illegal activities. Du and Wan
(2014) used the China Urban Labor Survey in 2001, 2005, and 2010 to exam-
ine the effect of the informal employment of rural–urban migrants on poverty.
Their results showed that the 5.65 per cent poverty rate of rural–urban migrants
was higher than the poverty rate of local residents (4.15 per cent), and quan-
tile regression estimations demonstrated that informal employment reduced the
poverty rate for migrant workers. These findings are in line with the argument by
Wu (2009) that policymakers should not plan to formalize the informal sector by
understating the positive contribution of informal employment.

3. Data, descriptive statistics, and empirical strategy

3.1 Data

Our chapter uses the 2014, 2016, and 2018 China Family Panel Studies (CFPS)—
China’s first large-scale academically orientated longitudinal survey project—
obtained from the Institute of Social Science Survey at Peking University to
construct a three-year individual-level panel data set. We empirically examine the
employment transitions between and within informal and formal sectors to study
how job changes affect the livelihoods of Chinese workers. The CFPS carried out
its baseline survey in 2010 and fourwaves of full-sample follow-up surveys in 2012,
2014, 2016, and 2018. Its baseline sample covers 25 out of 30 provinces, munic-
ipalities, and autonomous regions in China, which comprise 95 per cent of the
Chinese population, making CFPS a nationally representative sample.⁶ The 2010
baseline survey interviewed 14,960 households and 42,590 individuals (33,600
adults and 8,990 youths) covering urban and rural areas. As the survey ques-
tions that can identify formal and informal sectors are not available until 2014, we
use the three waves (2014, 2016, and 2018) that consistently have this identifying
information.

The CFPS surveys were carried out at three levels: the community level (vil-
lages and urban neighbourhood questionnaires), the family level (family roster
and family questionnaires), and the individual level (adult and child question-
naires). We mainly use the adult questionnaire for individuals who were at
least 16 years old at the time of the interviews. The job module in the adult
questionnaire first asked individuals for their current employment status, that
is, whether they were employed or had been employed since the previous

⁶ The CFPS sample is drawn from 25 provinces, cities, and autonomous regions in mainland China
(excluding Hong Kong, Macao, and Taiwan). Four autonomous regions (Xinjiang, Qinghai, Inner
Mongolia, and Ningxia) and one province (Hainan) were not included in the survey.
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interview (or during the past year). Individuals were asked whether they worked
for wages or were self-employed and whether they worked in agriculture or
in a non-agricultural job. The interviewees were then sorted into five job cate-
gories: (1) family agricultural work; (2) individual, private business, and other
self-employment; (3) agricultural work for other families; (4) employed; and
(5) non-agricultural casual workers.

The survey asked individuals specific job-related questions based on these five
categories. Based on the method in Danquah et al. (2019), we used this infor-
mation to divide interviewees into formal and informal workers and further
distinguished between upper- and lower-tier informal jobs.

To identify formal and informal workers, we classified the workers in job classes
(2) and (4) as having a job in the formal sector if the work unit provided work
insurance (including retirement pensions, health insurance, unemployment insur-
ance, work injury insurance, and maternity insurance) and housing provident
funds or if the interviewee paid for insurance premiums as an individual or private-
enterprise owner. Otherwise, we classified them as having an informal job. We
viewed job classes (1), (3), and (5) as informal jobs and no job protection questions
were asked.

To distinguish between upper- and lower-tier informal employment (wage-
employed and self-employed), we made the following distinctions:

• The upper-tier informal wage-employed includes individuals working for
wages in the formal sector (in government, party, people’s organizations, mil-
itary; state-owned and collectively owned public institutions; state-owned or
state-controlled enterprises; companies in receipt of foreign capital invest-
ment or investment fromHong Kong,Macao, or Taiwan; or in firms employ-
ing seven ormore people) butwhere their employers donot provide anywork
insurance.

• The upper-tier informal self-employed are self-employed persons in individ-
ual and private businesses in which the size of the work unit is equal to or
greater than seven people or the self-employed are in job classes (1), (3), and
(5) who have college degrees or above.

• The lower-tier informal wage-employed are wage workers in the informal
sector whose work units do not provide any work insurance. For example,
labourers in individual andprivate businesses, agriculturalworkers, andnon-
agricultural casual workers are in this category.

• The lower-tier informal self-employed are the self-employed in the informal
sector who have high school degrees or below. This category is mainly made
up of farmers and individually owned small-scale businesses.

In summary, we define six categories of workers split by employment status
(wage-employed vs self-employed), formality status (formal vs informal), and the
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tier of work in the informal sector (upper vs lower) to estimate the effects on
workers’ earnings of transitions between and within different work status groups.⁷

3.2 Descriptive statistics

Table 3.3 shows the descriptive statistics of workers’ characteristics for the years
2014, 2016, and 2018, which we use in estimating the earnings equations in
section 3.3. Column 1 of Table 3.3 presents the means, standard deviations, min-
imums, and maximums for the pooled data, which contains 63,194 observations
(22,293 in 2014, 21,531 in 2016, and 19,370 in 2018). For the pooled three years,
48 per cent of workers are male, 74 per cent have agricultural hukou status,⁸ 49
per cent reside in urban areas, and the average age is 43.51 years. Ninety-one
per cent of workers are of Han ethnicity, the largest ethnic group in China. With
regard to marital status, 86 per cent are married with a spouse present. The aver-
age number of years of schooling is eight years, which is reasonable as the CFPS
covers both rural and urban residents. About 8 per cent are Chinese Communist
Party (CCP)members.HavingCCPmembershipmayhelpworkers to change jobs
in the Chinese context since many studies have found wage premiums for CCP
membership (Bian and Logan 1996; Xie and Hannum 1996; Morduch and Sic-
ular 2000; Lam 2003; Liu 2003; Li et al. 2007; Appleton et al. 2009) and on the
attainment of elite occupation (Walder 1995; Li andWalder 2001). Approximately
one-quarter of those observed have religious beliefs (Buddhism, Taoism, Muslim,
and Christianity (including Roman Catholicism and Protestantism) or worship
ancestors).

Next, in Table 3.4, we present work status by year and by the entire sample.
Our study focuses on the number and share of the wage-employed and the self-
employed in the formal and informal employed. As the numbers for each year in
columns 3–5 of Table 3.4 are similar to the three-year pooled sample, we focus
on the statistics from the pooled sample, which contain 63,194 observations. With
regard to employment status, 1.28 per cent of workers are unemployed, 20.6 per
cent are not in the labour force, and 78.12 per cent are employed. In the employed
category, almost one-quarter (23.3 per cent) of workers in the pooled sample
are in the formal sector, while about three-quarters (76.7 per cent) are in the
informal sector. Among those employed in the formal sector, 92.78 per cent are

⁷ Details of the work status definition and operationalization are in Appendix A. The transition
matrices of work status by year, gender, hukou, and firm ownership are in Appendix figs D1–D6 in
Lin et al. (2020).

⁸ Note that every Chinese personal hukou status is categorized by type (agricultural vs non-
agricultural) and by location (urban vs rural). A person inherits hukou status from parents at birth,
including both hukou type and hukou location (Song 2014), and it is very difficult to change. We
also divide the sample by agricultural and non-agricultural hukou status. The summary statistics for
agricultural and non-agricultural work are in Appendix Table D1 in Lin et al. (2020).



Table 3.3 Summary statistics of workers’ characteristics

Pooled 2014 2016 2018
Mean SD Min Max Mean SD Min Max Mean SD Min Max Mean SD Min Max

Male 0.48 0.5 0 1 0.47 0.5 0 1 0.48 0.5 0 1 0.48 0.5 0 1
Agricultural
hukou

0.74 0.44 0 1 0.73 0.44 0 1 0.75 0.44 0 1 0.74 0.44 0 1

Urban 0.49 0.5 0 1 0.47 0.5 0 1 0.48 0.5 0 1 0.52 0.5 0 1
Age 43.51 12.51 16 64 42.98 12.86 16 64 43.36 12.55 16 64 44.28 12 16 64
Han
ethnicity

0.91 0.28 0 1 0.92 0.28 0 1 0.91 0.28 0 1 0.91 0.29 0 1

Married 0.86 0.35 0 1 0.85 0.36 0 1 0.86 0.35 0 1 0.87 0.33 0 1
Education
(year)

8.07 4.73 0 23 7.84 4.62 0 20 8.13 4.66 0 22 8.27 4.91 0 23

CCP
member

0.08 0.27 0 1 0.06 0.24 0 1 0.08 0.27 0 1 0.09 0.29 0 1

Has religion 0.24 0.43 0 1 0.21 0.41 0 1 0.14 0.35 0 1 0.38 0.49 0 1
N 63,194 22,293 21,531 19,370

Note: CCP denotes the Chinese Communist Party.
Source: authors’ calculations based on CFPS data (Institute of Social Science, Peking University 2018).
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Table 3.4 Work status by employment status, occupational position, formality status,
and tier

Pooled 2014 2016 2018
N % N % N % N %

Total 63,194 100 22,293 100 21,531 100 19,370 100
Unemployed 809 1.28 314 1.41 278 1.29 217 1.12
Not in the
labour force

13,016 20.60 4,875 21.87 4,357 20.24 3,784 19.54

Employed 49,369 78.12 17,104 76.72 16,896 78.47 15,369 79.34
Formal 11,501 23.30 3,568 20.86 3,694 21.86 4,239 27.58
Wage- 10,671 92.78 3,325 93.19 3,452 93.45 3,894 91.86
employed
Self- 830 7.22 243 6.81 242 6.55 345 8.14
employed

Informal 37,868 76.70 13,536 79.14 13,202 78.14 11,130 72.42
Upper-tier 8,230 21.73 2,802 20.70 2,786 21.10 2,642 23.74
informal
wage-
employed
Upper-tier 350 0.92 116 0.86 125 0.95 109 0.98
informal self-
employed
Low-tier 4,938 13.04 1,463 10.81 1,787 13.54 1,688 15.17
informal
wage-
employed
Low-tier 24,350 64.30 9,155 67.63 8,504 64.41 6,691 60.12
informal self-
employed

Source: authors’ calculations based on CFPS data (Institute of Social Science, Peking University 2018).

wage-employed and only 7.22 per cent are self-employed, implying that wage-
earning jobs dominate the formal economy. In the informal sector, 21.73 per cent
of workers are upper-tier wage-employed and 13.04 per cent are lower-tier wage-
employed. Self-employed workers make up a disproportionate share (64.3 per
cent) of the lower-tier informal sector, but they comprise only 0.92 per cent of
the upper-tier informal sector.

Table 3.5 presents the summary statistics for key variables in the earnings
equations by work status. The average real annual earnings are CNY 20,020 over
the 2014–2018 period. The self-employed in the formal sector have the high-
est annual earnings (CNY 47,470) but also the largest standard deviation. The
self-employed in the upper-tier informal sector have the second-highest earnings
(CNY 46,210) and the wage-employed in the formal sector have the third-highest



Table 3.5 Summary statistics of key variables in each work status, 2014–2018

All Formal Informal Unemployed Not in the
labour forceUpper-tier Lower-tier

Self-
employed

Wage-
employed

Self-
employed

Wage-
employed

Self-
employed

Wage-
employed

Mean SD Mean SD Mean SD Mean SD Mean SD Mean SD Mean SD Mean SD Mean SD

Annual
earnings
(CNY1000)

20.02 35.83 47.47 139.65 43.70 37.43 46.21 91.12 27.07 26.63 5.27 19.19 23.36 19.92 – –

Male 0.48 0.5 0.56 0.5 0.61 0.49 0.65 0.48 0.58 0.49 0.46 0.5 0.63 0.48 0.48 0.5 0.27 0.44
Agricultural
hukou

0.74 0.44 0.56 0.5 0.44 0.5 0.58 0.49 0.73 0.45 0.95 0.22 0.79 0.4 0.59 0.49 0.61 0.49

Urban 0.49 0.5 0.75 0.44 0.76 0.43 0.69 0.46 0.57 0.49 0.24 0.43 0.53 0.5 0.69 0.46 0.62 0.49
Age 43.51 12.51 42.9 9.12 37.44 10.09 35.99 9.56 39.6 11.66 47.46 10.84 41.05 11.28 37.44 12.18 45.1 15.07
Han ethnicity 0.91 0.28 0.95 0.22 0.95 0.22 0.88 0.32 0.95 0.23 0.87 0.34 0.93 0.26 0.93 0.26 0.94 0.24
Married 0.86 0.35 0.93 0.25 0.81 0.39 0.87 0.34 0.81 0.39 0.92 0.27 0.86 0.35 0.71 0.45 0.81 0.39
Education 8.07 4.73 9.9 3.58 12.26 3.63 12.75 3.74 9.19 3.91 5.68 4.16 7.9 3.7 9.45 4.23 8.12 4.65
CCP member 0.08 0.27 0.09 0.28 0.19 0.39 0.1 0.3 0.08 0.26 0.05 0.21 0.04 0.2 0.04 0.2 0.06 0.23
Has religion 0.24 0.43 0.33 0.47 0.21 0.41 0.26 0.44 0.22 0.41 0.25 0.43 0.25 0.43 0.23 0.42 0.25 0.44
Size of the
firm
1–10 0.34 0.47 0.88 0.32 0.1 0.3 0.78 0.42 0.17 0.38 1 0 1 0 – –
11–100 0.39 0.49 0.09 0.29 0.42 0.49 0.17 0.38 0.61 0.49 0 0 0 0 – –
101–500 0.17 0.37 0.01 0.12 0.27 0.44 0.04 0.19 0.16 0.36 0 0 0 0 – –
More than
500

0.11 0.31 0.01 0.1 0.21 0.41 0.01 0.12 0.06 0.25 0 0 0 0 – –



Area of activity
1. Agriculture,
forestry, animal,
husbandry, and
fishery

0.46 0.5 0 0.06 0.01 0.1 0.01 0.08 0.02 0.13 0.9 0.3 0.09 0.29 – –

2. Mining 0.01 0.1 0 0.06 0.03 0.17 0.01 0.08 0.01 0.12 0 0.01 0 0.07 – –
3. Manufacturing 0.14 0.35 0.15 0.36 0.32 0.47 0.16 0.37 0.32 0.47 0.01 0.12 0.1 0.3 – –
4. Production and
supply of
electricity, gas,
and water

0.01 0.09 0.01 0.09 0.03 0.16 0 0.05 0.01 0.12 0 0.01 0 0.05 – –

5. Construction 0.06 0.23 0.05 0.22 0.05 0.23 0.07 0.25 0.17 0.38 0 0.06 0.13 0.33 – –
6. Transportation,
storage, and
postal service

0.03 0.16 0.05 0.21 0.06 0.23 0.06 0.24 0.04 0.2 0 0.07 0.05 0.22 – –

7. Information
transmission,
computer service,
and software

0.01 0.09 0.01 0.09 0.03 0.16 0.01 0.09 0.01 0.1 0 0.01 0 0.06 – –

8. Wholesale and
retail

0.08 0.26 0.41 0.49 0.07 0.26 0.31 0.46 0.09 0.28 0.05 0.21 0.13 0.34 – –

9. Hotel and
catering service

0.03 0.18 0.16 0.37 0.02 0.14 0.16 0.37 0.07 0.25 0.02 0.13 0.06 0.24 – –

Continued



Table 3.5 Continued

All Formal Informal Unemployed Not in the
labour forceUpper-tier Lower-tier

Self-
employed

Wage-
employed

Self-
employed

Wage-
employed

Self-
employed

Wage-
employed

Mean SD Mean SD Mean SD Mean SD Mean SD Mean SD Mean SD Mean SD Mean SD

10. Finance 0.01 0.11 0 0.06 0.04 0.19 0 0.05 0.02 0.13 0 0.01 0 0.05 – –
11. Real estate 0.01 0.1 0 0 0.02 0.15 0.01 0.12 0.03 0.16 0 0.01 0.01 0.11 – –
12. Rental and
commercial
service

0.01 0.12 0.03 0.16 0.03 0.18 0.04 0.19 0.02 0.15 0 0.04 0.02 0.13 – –

13. Scientific
research,
technical
service, and
geological
prospecting

0 0.04 0 0 0.01 0.09 0 0 0 0.04 0 0 0 0.03 – –

14. Water
resource,
environment
and public
facility
management

0.01 0.08 0 0.03 0.02 0.13 0 0.05 0.02 0.12 0 0 0 0.06 – –

15. Residential
and other
service
industry

0.02 0.14 0.08 0.26 0.02 0.14 0.05 0.21 0.04 0.19 0.01 0.1 0.04 0.2 – –



16. Education 0.03 0.17 0.02 0.13 0.09 0.29 0.05 0.22 0.05 0.22 0 0.02 0.02 0.14 – –
17. Health,
social security,
and public
welfare

0.02 0.12 0.03 0.16 0.04 0.2 0.04 0.2 0.03 0.16 0 0.03 0.01 0.1 – –

18. Culture,
sports, and
recreation

0.01 0.08 0.01 0.11 0.01 0.11 0.01 0.12 0.01 0.12 0 0.04 0.01 0.09 – –

19. Public
administration
and social
organization

0.03 0.17 0 0 0.1 0.29 0 0.05 0.04 0.2 0 0 0.01 0.1 – –

20. Other
industries

0.03 0.17 0 0 0 0.03 0 0 0 0.02 0 0 0.3 0.46 – –

Employer type
1. Govern-
ment/party/
people’s
organization

0.06 0.24 0.09 0.29 0.05 0.22 0.01 0.07

2. State-owned/
collectively
owned public
institu-
tion/research
institute

0.09 0.29 0.16 0.36 0.06 0.23 0 0.06

Continued



Table 3.5 Continued

All Formal Informal Unemployed Not in the
labour forceUpper-tier Lower-tier

Self-
employed

Wage-
employed

Self-
employed

Wage-
employed

Self-
employed

Wage-
employed

Mean SD Mean SD Mean SD Mean SD Mean SD Mean SD Mean SD Mean SD Mean SD

3. State-
owned/state-
controlled
enterprise

0.13 0.34 0.22 0.42 0.08 0.27 0 0.06

4. Private
enterprise/
individually
owned
business

0.58 0.49 0.43 0.49 0.76 0.43 0.58 0.49

5. Enterprise
invested by
Hong
Kong/Macao/
Taiwan
capital

0.03 0.18 0.06 0.24 0.01 0.12 0 0

6. Other
enterprise

0.01 0.09 0.01 0.11 0.01 0.07 0 0.04

7. Individ-
ual/family

0.08 0.26 0 0 0 0 0.37 0.48

8. Residential
community
commit-
tee/village
commit-
tee/autonomous
organization

0.02 0.13 0.02 0.13 0.02 0.14 0.02 0.14

9. Other 0.01 0.1 0.01 0.09 0.01 0.09 0.01 0.12

Note: CCP denotes the Chinese Communist Party.
Source: authors’ calculations based on CFPS data (Institute of Social Science, Peking University 2018).
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earnings (CNY43,700). Thewage-employed in the upper-tier informal sector earn
CNY 27,070 and CNY 23,360 in the lower-tier informal sector. However, self-
employed workers in the lower-tier informal sector earn the least (CNY 5,270)
of all work status groups. Male workers make up 48 per cent of the sample and are
over-represented in the formal sector and the upper-tier informal sector, but they
only constitute 46 per cent of the self-employed in the lower-tier informal sector.

With regard to hukou status, in the lower-tier informal sector, 95 per cent of
the self-employed and 79 per cent of the wage-employed have an agricultural
hukou. On average, less than 50 per cent of formal wage-employed workers have
an agricultural hukou, which is the smallest among the six work categories. Over
three-quarters of workers in the formal sector have an urban hukou, whereas less
than one-quarter of the lower-tier informal self-employed have an urban hukou.

Most of the workers are of Han ethnicity (over 87 per cent of all six categories)
and married (over 81 per cent of all six categories). The formal-sector wage-
employed have an average of 12.26 years of schooling and the upper-tier informal
self-employed have an average of 12.75 years of schooling. The lower-tier informal
self-employed have the least number of years of schooling (5.68 years).With regard
to CCP membership, 19 per cent of the formal wage-employed are CCP mem-
bers, which is the highest of all categories. The upper-tier informal self-employed
are next with 10 per cent being CCP members, followed by the lower-tier infor-
mal self-employed, 4–5 per cent of whom are CCP members. For religion, there
is consistency across all informal worker categories, where about one-quarter of
informal workers have a religious belief. The formal wage-employed is the lowest
category (21 per cent) with religious beliefs and the formal self-employed has the
highest number (33 per cent).

In relation to firm size, 34 per cent of workers are employed in firms with 1–
10 employees, 39 per cent in firms with 11–100 employees, 17 per cent in firms
with 101–500 employees, and 11 per cent work for large firms employing over 500
workers. As for area of activity, 46 per cent of workers are employed in agricul-
ture, forestry, animal husbandry, and fishery. Overall, 90 per cent of the lower-tier
informal self-employed work in this area. The second-largest category is manufac-
turing (14 per cent), where 32 per cent are formal wage-employed and upper-tier
informal wage-employed. With regard to employer type, private enterprises and
individually owned businesses have the largest share of workers (58 per cent)
followed by 13 per cent for state-owned, state-controlled enterprises.

3.3 Empirical model

Our empirical model estimates fixed-effect regressions for the magnitude of dif-
ferent informal–formal earnings gaps with workers’ earnings as the dependent
variable. As the earnings data for some self-employed and the wage-employed
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in both the lower- and upper-tier informal sectors include non-positive values,
we use the inverse hyperbolic sine (IHS or arcsinh) transformation to address
the issue. This method has grown in popularity among applied econometricians
because it is similar to a logarithm and allows zero-valued (and even negative val-
ued) observations to be kept (Burbidge et al. 1988; MacKinnon and Magee 1990;
Pence 2006).We compute elasticities based on themethod byBellemare andWich-
man (2020). Besides the level of earnings, we transform the dependent variable by
cube-root and concave log-like transformationmethods, which allownon-positive
values, as suggested by Ravallion (2017).

We define six categories of work status using the method in Danquah et al.
(2019): formalwage-employed (FW), formal self-employed (FS), upper-tier infor-
mal wage-employed (UIW), upper-tier informal self-employed (UIS), lower-tier
informal wage-employed (LIW), and lower-tier informal self-employed (LIS).
Taking the formal wage-employed (FW) as the reference group, the estimated
equation is:

yit = α + β1FSit + β2UIWit + β3UISit + β4LIWit + β5LISit + X ′
itγ + λi + Tt + εit,

(1)

where yit is the earnings for worker i in year t and X is a vector of worker char-
acteristics, which include age, age squared, years of schooling, dummies for sex,
hukou status, urban residency, Han ethnicity, marital status, CCP membership,
and religious beliefs. We include province fixed effects λi and year fixed effects
Tt to control for unobserved heterogeneity. Industry fixed effects are included in
the full set of control variables specification. εit is the error term. The estimated
coefficients β1 to β5 are interpreted as a measure of the conditional earnings
premium (or penalty) experienced by workers who change their work status
between informal-sector jobs and formal-sector employment (or the reversal).
For example, β1 is interpreted as the conditional earnings gap between the formal
self-employed and the formal wage-employed—the FS–FW gap. Likewise, β2, β3,
β4, and β5 are the conditional earnings gaps for UIW–FW, UIS–FW, LIW–FW,
and LIS–FW. Our identification of these conditional earnings gaps compares the
earnings of movers and stayers and relies on our sample workers moving between
the six work status groups from one year to the next. Standard errors are clustered
at the province level.

To calculate the changes in earnings by work status transitions, we compute six
cases of stayers and thirty cases of movers over a two-year period. For example,
the changes in earnings for the six cases of stayers are:

E[yi2 – yi1|FWi1 = 1, FWi2 = 1] = Δ1 (2)

E[yi2 – yi1|FSi1 = 1, FSi2 = 1] = Δ2 (3)

E[yi2 – yi1|UIWi1 = 1, UIWi2 = 1] = Δ3 (4)

E[yi2 – yi1|UISi1 = 1, UISi2 = 1] = Δ4 (5)
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E[yi2 – yi1|LIWi1 = 1, LIWi2 = 1] = Δ5 (6)

E [yi2 – yi1|LISi1 = 1, LISi2 = 1] = Δ6 (7)

Where Δ = (X ′
i2 – X ′

i1) β. Equations (2)–(7) allow us to calculate changes in earn-
ings for workers who do not change their work status from period 1 to period 2.
For movers, if we take the formal wage-employed (FW) in period 1, for example,
the five cases of moving are:

E[yi2 – yi1|FWi1 = 1, FSi2 = 1] = Δ1 + β1 (8)

E[yi2 – yi1|FWi1 = 1, UIWi2 = 1] = Δ1 + β2 (9)

E[yi2 – yi1|FWi1 = 1, UISi2 = 1] = Δ1 + β3 (10)

E[yi2 – yi1|FWi1 = 1, LIWi2 = 1] = Δ1 + β4 (11)

E[yi2 – yi1|FWi1 = 1, LISi2 = 1] = Δ1 + β5 (12)

Equations (8)–(12) show the changes in earnings for those workers coming from
the formal wage-employed (FW) and moving, respectively, into the formal self-
employed (FS), the upper-tier informal wage-employed (UIW), the upper-tier
informal self-employed (UIS), the lower-tier informalwage-employed (LIW), and
the lower-tier informal self-employed (LIS). Likewise, the transitions ofmovers for
FS, UIW, UIS, LIW, and LIS from period 1 to period 2 can be shown accordingly.
Taken together, the changes in earnings for all 36 cases (six stayers and 30movers),
for example from period 1 to period 2, can be expressed as in Table 3.6.

Table 3.6 Changes in earnings from period 1 to period 2

Period 2
FW FS UIW UIS LIW LIS

FW Δ1 Δ1 + β1 Δ1 + β2 Δ1 + β3 Δ1 + β4 Δ1 + β5
FS Δ2 – β1 Δ2 Δ2 – β1 +

β2

Δ2 – β1 +
β3

Δ2 – β1 +
β4

Δ2 – β1 +
β5

Period 1 UIW Δ3 – β2 Δ3 – β2 +
β1

Δ3 Δ3 – β2 +
β3

Δ3 – β2 +
β4

Δ3 – β2 +
β5

UIS Δ4 – β3 Δ4 – β3 +
β1

Δ4 – β3 +
β2

Δ4 Δ4 – β3 +
β4

Δ4 – β3 +
β5

LIW Δ5 – β4 Δ5 – β4 +
β1

Δ5 – β4 +
β2

Δ5 – β4 +
β3

Δ5 Δ5 – β4 +
β5

LIS Δ6 – β5 Δ6 – β5 +
β1

Δ6 – β5 +
β2

Δ6 – β5 +
β3

Δ6 – β5 +
β4

Δ6

Note: FW: formal wage-employed; FS: formal self-employed; UIW: upper-tier informal
wage-employed; UIS: upper-tier informal self-employed; LIW: lower-tier informal wage-employed;
LIS: lower-tier informal self-employed.
Source: authors’ construction.
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4. Earnings gaps, job transitions, and changes of livelihoods

4.1 Main results

In Table 3.7, we report the fixed-effects OLS results from estimating equation (1).
The results in column 1 use levels of earnings as the dependent variable. To avoid
the issue of non-positive earnings, column2 adopts IHS-transformed earnings and
column 3 takes on cube-root transformation. All models in the three columns use
the formal wage-employed as the base category and include a full set of worker
characteristics, year, province, and industry fixed effects.

Our preferred specification is the IHS-transformed earnings in column 2,
which shows that in the formal sector, holding other variables constant, the self-
employed (FS) earn 142 per cent less than the wage-employed. In the upper-tier
informal sector, the wage-employed (UIW) earn 57 per cent less than the for-
mal wage-employed (FW) and the self-employed (UIS) earn 159 per cent less
than the formal wage-employed (FW). In the lower-tier informal sector, the wage-
employed (LIW) earn 34 per cent less than the formal wage-employed (FW)
and the largest earnings gap is between the lower-tier informal self-employed
(LIS) and the formal wage-employed (FW), whereas LIS earn 235 per cent less
than FW.

In column 1, which uses levels of earnings as the dependent variable, we find
that the formal wage-employed (FW) earn CNY 6,314 less than the formal self-
employed (FS) and CNY 1,104 less than the upper-tier informal self-employed,
but the two estimates are statistically insignificant. On the other hand, the formal
wage-employed (FW) have CNY 12,713 more annual earnings than the upper-
tier informal wage-employed (UIW). The earnings gaps further increase to CNY
13,915 for the lower-tier informal wage-employed (LIW) and to CNY14,760 for
the lower-tier informal self-employed (LIS). Column 3 presents the results using
cube-root earnings. The estimated gap coefficients are all negative and statistically
significant, which is in line with our preferred results in column 2, but column 3
should be interpreted with caution because of the much larger magnitudes.

The bottom part of Table 3.7 column 2—the IHS-transformed earnings—
presents the estimated percentage change of earnings (semi-elasticities) when
transitioning out of formal wage-employment (FW) to the other five work sta-
tus groups, calculated using the method in Bellemare and Wichman (2020).
For example, when the formal wage-employed (FW) switch to the formal self-
employed (FS), earnings drop by 76 per cent. Similarly, earnings decline by 43
per cent when switching to the upper-tier informal wage-employed (UIW) and
drop to 81 per centwhen switching to the upper-tier informal self-employed (UIS).
Finally, if the formal wage-employed (FW) switch to the lower-tier informal sec-
tor, earnings reduce by 29 per cent for the wage-employed (LIW) and by 91 per
cent for the self-employed (LIS).
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Table 3.7 Fixed-effects OLS estimates

Base category: (1) (2) (3)
Formal wage-employed
(FW)

Earnings
(level)

Earnings (inverse
hyperbolic sine)

Earnings
(cube roots)

Formal self-employed 6,314.36 −1.42*** −3.94***

(FS) (8,664.73) (0.14) (0.99)
Upper-tier informal
wage-employed

−12,713.12*** −0.57*** −4.41***

(UIW) (1,416.64) (0.04) (0.26)
Upper-tier informal
self-employed

1,103.57 −1.59*** −4.13**

(UIS) (5,322.00) (0.43) (1.60)
Lower-tier informal
wage-employed

−13,915.17*** −0.34*** −4.31***

(LIW) (1,485.06) (0.09) (0.38)
Lower-tier informal
self-employed

−14,760.01*** −2.35*** −9.14***

(LIS) (1,821.72) (0.14) (0.49)
Year fixed effects Yes Yes Yes
Province fixed effects Yes Yes Yes
Industry fixed effect Yes Yes Yes
Observations 49,194 49,194 49,194
Adjusted R-squared 0.24 0.26 0.46
ξ (Earnings, FS) – −0.76 –
ξ (Earnings,UIW) – −0.43 –
ξ (Earnings,UIS) – −0.81 –
ξ (Earnings, LIW) – −0.29 –
ξ (Earnings, LIS) – −0.91 –

Note: Clustered robust standard errors at the province level in parentheses; * p < 0.1,
** p < 0.05, *** p <0.01. All models include a full set of worker characteristics. The full set of
regression results are reported in Appendix Table D2 of Lin et al. (2020). ξ (Earnings, work
status) shows the percentage change of earnings (semi-elasticity) when transitioning from
the formal wage-employed to another work status using the inverse hyperbolic sine (IHS or
arcsinh) transformation.
Source: authors’ calculation based on CFPS data (Institute of Social Science, Peking
University 2018)

In short, we find a substantial decline in earnings when workers transition to
a self-employed job. The largest earnings loss is for transitioning to the lower-tier
informal sector, which reducesworkers’ annual earnings on average by 91 per cent,
followed by 81 per cent for the upper-tier informal and 76 per cent for the formal
sectors—a 10−15 percentage points difference. The reduction in earnings for tran-
sitioning to the lower-tier formal wage-employed is 29 per cent and increases to 43
per cent for the upper-tier formal wage-employed. Our interpretation is that, by
definition, the upper-tier informal wage-employed hold jobs in the formal sector
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but without work insurance. The formal sector provides a better and stable work-
ing environment than those of the lower-tier informal wage-employed. The data
shows that despite having lower earnings, the upper-tier informal wage-employed
have higher levels of satisfactionwith their jobs than the lower-tierwage-employed
in relation to safety, promotion opportunities, and working environment.

Taken together, the fixed-effects OLS results show that the livelihoods of Chi-
nese workers could be improved (i) by switching occupational position: from
being self-employed to wage-employed and (ii) by changing tier: from the lower-
tier informal self-employed to the upper-tier informal self-employed.

4.2 Gender

We present the estimated results by gender using the formal wage-employed as
the base category and IHS-transformed earnings in columns 1 and 2 of Table 3.8.
Compared to the formalwage-employed (FW), formal self-employed (FS) females
earn 89 per cent less; upper-tier informal wage-employed (UIW) females earn
69 per cent less; upper-tier informal self-employed (UIS) females earn 195 per
cent less; lower-tier informal wage-employed (LIW) females earn 59 per cent less;
and lower-tier informal self-employed (LIS) females earn 208 per cent less. Like-
wise, for male workers, the formal wage-employed (FW) earn 189 per cent more
than the formal self-employed (FS), 45 per centmore than the upper-tier informal
wage-employed (UIW), 140 per cent more than the upper-tier informal self-
employed (UIS), 13 per cent more than the lower-tier informal wage-employed
(LIW),⁹ and 260 per cent more than the lower-tier informal self-employed (LIS).

If the female formal wage-employed change job to work as self-employed in the
next period, their earnings decline by 59 per cent. Their earnings also decrease by
49 per cent, 86 per cent, 45 per cent, and 88 per cent when switching jobs to UIW,
UIS, LIW, and LIS, respectively. In the same way, the earnings of the male formal
wage-employed decline by 85 per cent, 36 per cent, 77 per cent, 12 per cent, and
93 per cent when they move to FS, UIW, UIS, LIW, and LIS, respectively.

From a gender perspective, we find that the main results in section 4.1 still
hold—transitioning out of self-employed jobs to wage-employment increases
female workers’ earnings by between 10 and 43 percentage points. For male work-
ers, the difference is even larger—between 41 and 81 percentage points. With
regard to the informal-sector tiers, the increase in earnings for the female self-
employed who move from the lower-tier to the upper-tier is only 2 percentage
points; within thewage-employed category, the same change results in a 4 percent-
age points increase. The transitions for male workers, however, are much larger
(1–24 percentage point increases). This is because having a self-employed job

⁹ Note that the coefficient for LIW (−0.13) is statistically insignificant.



Table 3.8 Fixed-effects OLS estimates by gender, hukou type, and hukou location

Base category: (1) (2) (3) (4) (5) (6)
Formal wage-employed (FW) Female Male Non-agricultural hukou Agricultural hukou Local Migrant

Formal self-employed −0.892*** −1.887*** −1.710*** −1.181*** −1.147*** −2.582***

(FS) (0.160) (0.231) (0.231) (0.149) (0.146) (0.561)
Upper-tier informal wage-employed −0.689*** −0.447*** −0.548*** −0.543*** −0.535*** −0.614***

(UIW) (0.069) (0.045) (0.040) (0.049) (0.036) (0.092)
Upper-tier informal self-employed −1.960** −1.403*** −1.809*** −1.406*** −1.414*** −2.209***

(UIS) (0.820) (0.301) (0.626) (0.359) (0.441) (0.738)
Lower-tier informal wage-employed −0.588*** −0.127 −0.814*** −0.192** −0.275*** −0.521***

(LIW) (0.128) (0.085) (0.124) (0.086) (0.086) (0.170)
Lower-tier informal self-employed −2.080*** −2.600*** −1.914*** −2.463*** −2.300*** −2.522***

(LIS) (0.140) (0.171) (0.322) (0.183) (0.142) (0.211)
Year fixed effects Yes Yes Yes Yes Yes Yes
Province fixed effects Yes Yes Yes Yes Yes Yes
Industry fixed effect Yes Yes Yes Yes Yes Yes
Observations 22,956 26,238 10,989 38,205 43,113 6,069
Adjusted R-squared 0.233 0.276 0.248 0.220 0.247 0.337
ξ (Earnings, FS) −0.59 −0.85 −0.82 −0.70 −0.68 −0.92
ξ (Earnings,UIW) −0.49 −0.36 −0.42 −0.42 −0.41 −0.46
ξ (Earnings,UIS) −0.86 −0.77 −0.84 −0.77 −0.77 −0.89
ξ (Earnings, LIW) −0.45 −0.12 −0.56 −0.18 −0.24 −0.41
ξ (Earnings, LIS) −0.88 −0.93 −0.85 −0.92 −0.90 −0.92

Note: Dependent variable is inverse hyperbolic sine (IHS) earnings. Clustered robust standard errors at the province level in parentheses. All models include a full set of
worker characteristics. The full set of regression results are reported in Appendix Tables D3 and D4 of Lin et al (2020). ξ (Earnings, work status) shows the percentage
change (semi-elasticity) of earnings when transitioning from the formal wage-employed to another work status using the inverse hyperbolic sine (IHS or arcsinh)
transformation; * p < 0.1, ** p < 0.05, *** p < 0.01.
Source: authors’ calculation based on CFPS data (Institute of Social Science, Peking University 2018).
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often means a higher risk of earnings and less job security. In the data, we find
that the variance (or coefficient of variation) in earnings for men is higher than
for women, implying that for male workers switching jobs will generally result in
a larger change in earnings than for females.

4.3 Hukou status by type and location

Columns 3–6 of Table 3.8 show the results of hukou status by type (agricultural
vs non-agricultural) and by location (local vs migrant). Compared to the formal
wage-employed (FW), workers who have an agricultural hukou and work as for-
mal self-employed (FS) have 118 per cent less earnings; likewise, the upper-tier
informal wage-employed (UIW) have 54 per cent less earnings, the upper-tier
informal self-employed (UIS) have 141 per cent less earnings, the lower-tier infor-
mal wage-employed (LIW) have 19 per cent less earnings, and the lower-tier
informal self-employed (LIS) have 246 per cent less earnings. For workers who
do not have an agricultural hukou, the formal wage-employed (FW) have 171
per cent more earnings than the formal self-employed (FS), 55 per cent more
than the upper-tier informal wage-employed (UIW), 181 per cent more than
the upper-tier informal self-employed (UIS), 81 per cent more than the lower-
tier informal wage-employed (LIW), and 191 per cent more than the lower-tier
informal self-employed (LIS).

If the formal wage-employed with an agricultural hukou change jobs to work
as formal self-employed in the next period, then their earnings decline by 70 per
cent. Their earnings also decrease by 42 per cent, 77 per cent, 18 per cent, and
92 per cent when switching jobs to UIW, UIS, LIW, and LIS, respectively. Sim-
ilarly, the earnings of the formal wage-employed without an agricultural hukou
decline by 82 per cent, 42 per cent, 84 per cent, 56 per cent, and 85 per cent
when changing jobs to FS, UIW, UIS, LIW, and LIS, respectively. In short, the
results by hukou type show the same findings, that is, that transitioning frombeing
self-employed to wage workers and from being lower-tier informal self-employed
to upper-tier informal self-employed increase earnings for both agricultural and
non-agricultural hukou workers.

Our study is particularly interested in understanding how the livelihoods of
rural–urban migrants may change when moving to different work status groups.
Columns 5 and 6 of Table 3.8 show the results for local workers andmigrant work-
ers. For migrants who are formal wage-employed (FW), earnings are 258 per cent
more than those of the formal self-employed (FS), 61 per cent more than the
upper-tier informal wage-employed (UIW), 221 per cent more than the upper-
tier informal self-employed (UIS), 52 per cent more than the lower-tier informal
wage-employed (LIW), and 252 per cent more than the lower-tier informal self-
employed (LIS). Likewise, for the local formal wage-employed, earnings are 115
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per cent more than those of the formal self-employed (FS), 54 per cent more
than the upper-tier informal wage-employed (UIW), 141 per cent more than
the upper-tier informal self-employed (UIS), 28 per cent more than the lower-
tier informal wage-employed (LIW), and 230 per cent more than the lower-tier
informal self-employed (LIS).

If the migrant formal wage-employed (FW) change jobs and work as self-
employed (FS) in the next period, their earnings decline by 92 per cent. Their
earnings decrease by 46 per cent, 89 per cent, 41 per cent, and 92 per cent when
switching to UIW, UIS, LIW, and LIS, respectively. Similarly, when the local
formalwage-employed (FW) change jobs to formal self-employed (FS), their earn-
ings decline by 68 per cent, by 41 per cent when changing to upper-tier informal
wage-employed (UIW), and by 77 per cent when changing to upper-tier informal
self-employed (UIS). If switching jobs to the lower-tier informal sector, earnings
decline by 24 per cent when switching to wage-employed (LIW) and by 90 per
cent when switching to self-employed (LIS).

In essence, the results show that, compared to local workers, migrants have
larger earnings deficits between the formal wage-employed job and the other five
categories of work status groups. Transitioning out of the formal wage-employed
to all other work status groups reduces migrants’ earnings substantially more than
their local counterparts, especially for self-employed jobs (formal self-employed
92 per cent, upper-tier informal self-employed 89 per cent, and lower-tier informal
self-employed 92 per cent). In other words, policymakers could enhance the liveli-
hoods of migrants by revising—if eliminating is not entirely possible—the hukou
system to close the rural–urban gap. Helping migrants to transition from the self-
employed to the wage-employed can substantially increase their earnings (more
than 50 percentage points from the estimation). Where migrants are working as
self-employed in the informal sector, to improve their livelihoods, the govern-
ment can also help them to move from the lower-tier to the upper-tier informal
self-employed.

5. Conclusion and policy guidance

Since China began its economic reforms and open-door policy in 1978, the
country has been experiencing remarkable economic growth, with people’s liv-
ing standards having increasedmore than tenfold in the past 40 years. Meanwhile,
informality in China’s labour market has also grown rapidly as the economy has
developed.However, how transitioning jobs from the informal sector to the formal
economy, or the reverse, affects the livelihoods of Chinese workers has remained
unanswered. Our study fills this gap by using the latest three waves of a nationally
representative longitudinal household survey data set to estimate the changes in
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earnings for wage earners and the self-employed within and between the informal
and formal sectors.

Our findings show that the formal wage-employed have the highest earnings
among all work status groups. We find that transitioning from the informal sec-
tor to the formal sector helps improve Chinese workers’ livelihoods. In particular,
switching from being self-employed to being wage-employed in either the formal
or informal sector helps to increase earnings. The self-employed in the informal
sector can also enhance their livelihoods by changing jobs from the lower tier to
the upper tier. The results are consistent by gender (female vs male), hukou type
(agricultural vs non-agricultural), and hukou location (local vs migrant).

Because of China’s abundant labour supply in the informal sector—over 80 per
cent of the 290 million rural–urban migrants—and insufficient labour demand in
the formal sector, transitioning from the informal to the formal sector is practically
difficult, though not impossible. In 2013, the Chinese Academy of Social Sciences
proposed a blueprint for promoting urban–rural integration. It is one of the factor
market integration plans (capital, labour, and information) in the government’s
policy guidelines for addressing the imbalanced development between rural and
urban areas. First, our empirical findings are in line with the urban–rural integra-
tion plan in calling for improving factor markets, enhancing infrastructures, and
creating more job opportunities in the formal sector to facilitate the movement
from the informal to the formal sector and the flow from the lower tier to the upper
tier. Second, our findings suggest that enforcement of and compliance with the
2008 Labor Contract Law should be strengthened. Under the law, the government
mandates all employers to provide work insurance and pensions to employees,
but noncompliance has been an issue (Giles et al. 2013). Offering social protec-
tion to the disadvantaged informal workers and the self-employed, as required
by the law, can help enhance their livelihoods. Third, our findings suggest that
there should be increased investment in human capital. Governments can provide
education and training programmes to self-employed workers in the informal sec-
tor and the lower tier; human capital theory and our empirical results show that
education plays a pivotal role in such workers’ earnings.¹⁰ Finally, we suggest that
the hukou system should be revised or abolished. The institutional barrier of the
hukou system has been discussed in numerous studies and has been criticized by
commentators as the major culprit responsible for the increased urban–rural gap,
rising income inequality, and threatened livelihoods.

Future research could extend the study through a distributional approach.
Another potential extension would be to provide evidence of the effects on
livelihoods for different types of firmownership, especially the role played by state-
owned enterprises and the thriving private firms during China’s unprecedented
economic transition.

¹⁰ See Tables D2–D4 in Appendix D in Lin et al. (2020) for full estimation results.
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4
Moving up or down the job ladder in India

Examining informality–formality transitions

Rajesh Raj Natarajan, Simone Schotte, and Kunal Sen

1. Introduction

Among developing countries, India has the largest number of informal workers
and a very high proportion of informal workers in the total workforce, at 83.5 per
cent in 2017–2018 (NSSO 2019). The persistence of informality has been a puz-
zling feature of India’s economic development pathway, given the rapid growth of
the Indian economy since the early 1990s (Raj and Sen 2016; Bardhan 2018). Fur-
ther, the persistence of informality in India makes the country ‘atypical’ among
fast-growing Asian economies, most of which have seen a decline in the size of the
informal sector in recent decades (McCaig and Pavcnik 2018). In addition, sev-
eral studies have documented the heterogeneous nature of India’s labour market
and that both the self-employed and the wage-employed in informal work have
upper-tier and lower-tier segments in India (see, in particular, Kannan and Pap-
ola 2007; NCEUS 2007). In this study, we ask: how likely is it for informal workers
to transition to formal jobs and are reverse transitions possible? Do mobility pat-
terns differ between self-employed and wage workers? Does lower-tier informal
work provide a pathway for a better paid job? Or is it a dead-end activity with
very limited possibility for upward mobility? How are education, caste, gender,
and location of workers associated with mobility? And what are the implications
of transitions for income gains or losses? We examine the patterns, correlates, and
consequences of worker transition, both from informal to formal jobs and from
lower-tier to upper-tier informal jobs, using a unique longitudinal data set for
over 37,000workers drawn from the IndiaHumanDevelopment Survey (IHDS) of
2004–2005 and 2011–2012 (IHDS-1 and IHDS-2, respectively) conducted by the
National Council of Applied Economic Research and the University of Maryland
(see IHDS 2020).

There is a large existing scholarship on the informal sector in India, which
has looked at both self-employment and wage-employment. Studies focusing on
self-employment have examined the productivity implications of household and
non-household enterprises (Marjit and Kar 2011; Kathuria et al. 2013;Mazumdar
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and Sarkar 2013; Banerji et al. 2016; Raj and Sen 2016; Raj and Sen 2020). Stud-
ies focusing on wage-employment have tried to understand whether government
regulations (such as labour laws) can explain why a formal firm may use informal
workers instead of formal workers, the relationship between wage-employment
and poverty, and the conditions of work among informal wage workers (Unni
1998; Unni and Rani 2003; Besley and Burgess 2004; NCEUS 2009; Saha et al.
2013; Barnes 2015; Kathuria and Raj 2016). However, these studies do not exam-
ine the possibility of workers transitioning from one work status to another as
they mostly use repeated cross-sectional surveys of the National Sample Survey
Office in New Delhi, India.¹ By using a nationally representative panel of work-
ers, in both formal and informal jobs, over the period 2002/05–2011/12 and by
implementing a classification of the work status of these workers (discussed in
section 2), we are able to provide a rich characterization of the trajectories of
workers across different tiers of the Indian labour market. The period of our anal-
ysis also coincides with the high growth episode of the Indian economy, when the
average annual growth in gross domestic product was 8.4 per cent, the highest in
the post-independence period, which allows us to examine whether India’s rapid
growth led to more informal workers moving to the formal sector as well as to
increases in their earnings.

In the empirical analysis, we first document the transition probabilities of indi-
viduals across different work status. We then estimate multinomial logit models to
examine the extent to which status choices and transition rates are correlated with
individual and household-level characteristics, such as gender, age, education,
geographic location, and social group. Finally, we estimate earnings equations to
provide a quantitative assessment of the change in earnings that may occur when
a worker moves from one work status to another.

Our results based on transition analysis suggest that self-employed workers
exhibit relatively more mobility than wage workers. The movement out of existing
status is more pronounced among formal self-employed workers and a majority
of them transition downwards into the lower tier of the informal sector. Among
the wage workers, we find high persistence rates for formal wage-employed and
lower-tier informal wage-employed. The higher churn rate among the upper-tier
informal wage-employed does offer some evidence towards upwardmobility, with
workers transitioning into formalwage-employment.However, we also find signif-
icant risk of downward mobility, with upper-tier informal salaried workers going
into lower-tier informal employment. We also find that women, lower castes, less
educated, and rural workers are less likely to move upwards in work status. As
expected, our results do suggest substantial income gains for workers experiencing

¹ These are the Employment and Unemployment Survey and the Unincorporated Non-Agricultural
Enterprises Survey.
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upward transition. Overall, our results suggest that lower-tier informal workers,
whether in self-employment orwage-employment, have limited upward transition
possibilities and are in a ‘dead-end’ work status.

The rest of the chapter is divided into five sections. Section 2 presents a frame-
work of analysis for the Indian labour market, considering the two-tiered nature
of informal work. Section 3 presents the data and definitions of various employ-
ment status groups identified in the study. In section 4, we look at the composition
of employment by work status and worker characteristics. We investigate the
flow of workers between different work status groups using transition matrices in
section 5. The results of our econometric analysis are also presented and discussed
in this section. Section 6 concludes.

2. Work status classification in India

In this section, we discuss how we apply the schema proposed by Fields in
Chapter 2 of the volume to the Indian context.

The social and economic structure of labourmarkets in Indiamakes the schema
particularly applicable to the Indian case. First, consider self-employment. In
India, formal manufacturing firms need to register with the Indian Factories Act
of 1948, which applies to manufacturing and requires registration of all enter-
prises with 10 or more workers if they use electricity and 20 or more workers
if they do not (in effect, the latter requirement has become irrelevant as most
firms in India use electricity; see Chatterjee and Kanbur 2014). Informal firms
(i.e. firms that do not register with the Factories Act) can be of two types: enter-
prises that use hired labour (non-household enterprises) and enterprises that use
only family labour (i.e. household enterprises). For the larger of the unregistered
non-household enterprises, the decision not to formalize may be because these
enterprises choose to avoid the occupational and health regulations that every for-
mal firmneeds to followunder the IndianFactories Act of 1948 (Kanbur 2017). For
the smaller of the unregistered non-household enterprises, constraints to growth
may be due to lack of availability of credit and skilled labour (Raj and Sen 2015).
Unregistered non-household enterprises are significantly more productive than
household enterprises in India and can be classified as upper-tier informal self-
employed, while household enterprises can be classified as lower-tier informal
self-employed (Raj and Sen 2016).

In the case of wage-employment, formal wage workers in India have perma-
nent job contracts and are typically protected from job dismissal—especially in
larger firms—under the Industrial Disputes Act, and have access to social secu-
rity benefits (Saha et al. 2013). Upper-tier informal wage workers do not have the
same job security as formal wage workers and can be employed in either formal
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or informal firms. However, they may enjoy de facto benefits such as subsidized
meals and housing. They may also be workers in skilled jobs, which require some
type of vocational training (such as those with degrees from national or regional
vocational training institutes). Lower-tier informal wage workers, on the other
hand, are free-entry occupations and are in unskilled work. In rural areas, these
are mainly agricultural wage workers; in urban areas, these are mainly casual
workers and day labourers, often in the construction sector. There is a wealth
of anthropological and economic evidence that these occupations are at the bot-
tom of the heap in India (see Harriss-White 2010). Agricultural labour in India
has the highest poverty rates among all occupational groups (Gang et al. 2008)
and lower castes in India’s social hierarchy of labour are over-represented in this
occupational group (Vaid 2012). This relationship between castes and specific
occupations can be traced back to the jajmani system: a system of hereditary
patron–client relationships between landed proprietors from the upper and mid-
dle castes and the bonded agricultural labourers from lower castes (Dumont 1970;
Bayly 1999; Gang et al. 2016). Despite the reduction in the incidence of the worst
forms of bonded labour and other coercive practices, the hereditary nature of the
link between caste and occupation, especially in the lower rungs of the caste sys-
tem, still persists in Indian society. In the case of construction labourers, these
are workers who are often paid a daily wage below the minimum wage and who
move from city to city searching for manual work in construction sites as ‘foot-
loose labour’, as India’s rapid growth led to a real estate boom (Breman 2012; Shah
et al. 2018).

We now turn to a discussion of the data we use to study worker transition
in India and how we operationalize the classification, as proposed by Fields in
Chapter 2, in the Indian case.

3. Data source and work status classification

3.1 Data

The data for this study are drawn from the IHDS, conducted in 2004–2005 and
again in 2011–2012 (henceforth referred to as 2005 and 2012, respectively; see
IHDS 2020). This nationally representative, multi-topic survey collected infor-
mation at both household and individual levels. In its first round in 2005, the
survey covered 215,574 individuals from 41,554 households in 1,503 villages and
971 urban neighbourhoods across all states and union territories of India (with the
exception of Andaman andNicobar and Lakshadweep islands).More information
on the data is provided in Natarajan et al. (2020). We made further adjustments
to the data described in Natarajan et al. (2020). These adjustments left us with a
balanced panel of 37,356 individuals.
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The key to this study is to accurately define the work status of the worker. We
base our definition of a worker on the minimum number of hours worked in a
year. Following Dhanaraj and Mahambare (2019) and Lei et al. (2019), we fix this
threshold at 240 hours, and those individuals who have reported to have put in at
least 240 hours in a particular activity are counted as being in the workforce. Activ-
ities in this case constitute wage or salary work, animal care, or working on the
household farm or business. Those who have worked for fewer than 240 hours are
treated as unemployed. As mentioned earlier, we concentrate on workers engaged
in non-farm activities and agricultural wage workers, although we also include
farmers and the unemployed in robustness checks of our main findings.

In defining the ‘activity status’ of a worker, our study considers their main job,
that is, the job where the worker has spent the maximum hours in the last year
out of all the jobs they have worked on. As discussed in section 2, the transitional
analysis in this chapter focuses on six mutually exclusive work status groups and
does not consider unemployment. However, we do a robustness check of the tran-
sition analysis including unemployment as an additional status. The results of this
additional exercise are not discussed in the chapter but are presented in Appendix
A of Natarajan et al. (2020).

3.2 Work status classification

Based on the strategy discussed in section 2, we classify the workers into six mutu-
ally exclusive work status categories as explained in Table 4.1. We start with wage
workers. Among the wage workers, those with permanent job contracts are clas-
sified as formal wage-employees. As mentioned in section 2, these workers enjoy
labour law protection and are also entitled to social security benefits. Within the
informal sector, the upper-tier wage-employment consists of workers in occupa-
tions that require some type of training and skills. As an approximation, we include
workers who are employed in one of the following four occupations: professional,
technical, and related workers (Divisions 0–1, Indian National Classification of
Occupations (INCO) 1968); administrative, executive, and managerial workers
(Division 2, INCO); clerical and related workers (Division 3, INCO); sales and
service workers (Divisions 4–5, INCO); and production and related workers
(Divisions 7–9, INCO).² Additionally, we also check whether these workers are
entitled to de facto benefits such as meals or housing. All remaining workers,
mainly agricultural, construction, and other manual labourers, are classified as
‘lower-tier informal’.

² All these occupations require some prior skill and are therefore not ‘free-entry’ occupations
(Howard and Prakash 2012).
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Table 4.1 Work status classification

Category Description

Formal wage-employees All wage workers with permanent job
contracts are classified as formal wage-
employees. All permanent workers in
India are offered labour law protection
and are also entitled to social security
benefits.

Upper-tier informal wage-employees Informal wage workers are classified as
upper-tier informal if they either work
in occupations that require some type of
training or receive some type of de facto
benefit (such as meals or housing) from
the employers.

Lower-tier informal wage-employees All remaining informal workers are
classified as lower-tier informal.

Formal self-employed All self-employed workers who are in pro-
fessions that require a high level of skills
(Division 0–1, INCO), or employ 10 or
more workers are classified as formal
self-employed.

Upper-tier informal self-employed All informal self-employed workers who
employ fewer than 10 but at least one
hired worker are classified as upper-tier
informal. These also include workers who
employ more than 10 workers but operate
from home or from a mobile location.

Lower-tier informal self-employed All informal self-employed workers who
employ only household workers are classi-
fied as lower-tier informal self-employed.
All contributing family workers are also
included in this category.

Source: authors’ compilation.

In the case of self-employed workers, we implement the formal–informal cat-
egorization of workers using the size of the businesses they own. Accordingly,
all self-employed workers in non-farm businesses employing 10 or more work-
ers are classified as formal self-employed. This definition is broadly in line with
the official criterion used to classify firms in India. This criterion was laid down
by the Factories Act of 1948, which demarcates all manufacturing firms employ-
ing 10 or more employees and using electric power as formal and those that
fall below these cut-offs as informal sector firms (Besley and Burgess 2004).³

³ One drawback of the IndiaHumanDevelopment Survey (IHDS) data set is that it does not provide
information on the number of workers employed by firms. Hence, using the information on the total
wages paid to hired workers, we arrive at the number of hired workers. We first compute the average
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Besides, we also treat all self-employedworkers who are in professions that require
a high level of skills as formal (Divisions 0–1, INCO). This category of occu-
pations includes physicists, architects, engineers, technologists, physicians and
surgeons, mathematicians, statisticians, economists, auditors, jurists, and teach-
ers. Among the informal self-employed, all those who own businesses that employ
fewer than 10 workers but at least one hired worker are classified as ‘upper-tier
informal’. These also include workers who are in businesses that employ hired
workers but operate from home or from amobile location. Self-employed workers
who are in activities that employ only household workers are treated as lower-
tier informal.⁴ All contributing family workers are also included in this category.
This is in line with the classification adopted by the surveys of the National
Sample Survey Office in India, where they regard enterprises that employ house-
hold workers as own-account enterprises. These are the enterprises that form
the bottom part of the manufacturing segment in the informal sector (Raj and
Sen 2016).

We summarize the criteria adopted to classify the workers into six mutually
exclusive work status groups in Table 4.1.

Our income estimates are derived from themain occupation, even thoughmany
individuals may have engaged in multiple jobs. We use the reported annual earn-
ings, which are then converted to real values using the consumer price index at
2004–2005 prices. Only individuals who are working and have reported positive
cash income are considered for the analysis. Following Danquah et al. (2019), we
do not consider in-kind income and agricultural income generated by family farms
for computing annual earnings.

4. Characteristics of workers in India’s multi-tiered
labour market

The shares of each labour work status for all individuals of working age
(15–64 years) for 2005 and 2012 are presented in Table 4.2. The shares look similar
between 2005 and 2012 except for notable changes in wage-employment. Table 4.2
shows that although informal employment makes up the major chunk of the total
sample, it saw a slide from 90 per cent in 2005 to 85 per cent in 2012. The decline in

wage in each National Industrial Classification group from the total wage bill for each round of IHDS.
We then estimate the number of hired workers by dividing the total wages paid to hired workers by
the average wage. Using the number of hired workers, we then separate the formal businesses from the
upper-tier informal ones. Accordingly, all workers who are part of the businesses that employ 10 or
more workers are classified as formal and those who are employed in businesses with fewer than 10
workers are counted as upper-tier informal.

⁴ We include workers in family farms under lower-tier informal, but they are excluded frommost of
our analysis.



RAJESH RAJ NATARAJAN ET AL. 71

Table 4.2 Distribution of workers by work status (percentage)

2005 2012

(a) Proportion of employment by work status
Self-employed Formal 1.29 1.56

Informal Upper-tier 7.72 6.50
Lower-tier 20.80 18.88

Wage-employed Formal 9.24 13.81
Informal Upper-tier 29.33 21.70

Lower-tier 31.62 37.55
Total number of observations 37,356 37,356

(b) Proportion of formal vs informal employment
Formal 10.53 15.37
Informal Upper-tier 37.05 28.20

Lower-tier 52.42 56.43
Total 100 100

(c) Proportion of upper-tier informality in informal employment
Upper-tier informal in total informal employment 41.41 33.32
Upper-tier informal in informal self-employment 27.08 25.60
Upper-tier informal in informal wage-employment 48.12 36.63

Note: We omit own farm work and animal care work and those who are unemployed from the final
estimation. However, our lower-tier informal workers include agricultural wage labour. We used
sample weights to arrive at these estimates.
Source: authors’ estimates.

the share of upper-tier informal employment contributed to the overall drop in the
contribution of the informal sector. The upper-tier of the informal sector reported
a decline of about 8 per cent during this period. Although the upper tier declined
in importance in both wage-employment and self-employment, it reported a steep
fall of about 12 per cent in wage-employment. On the other hand, the signifi-
cant gains in wage-employment led to formal-status employment increasing its
contribution during this period.

When we look at each work status separately, we find that formal self-
employment remains stable at around 1.5 per cent. Despite the fall in its share
over the 2005–2012 period, lower-tier informal self-employment remains a sub-
stantially large segment in the self-employment category. The upper-tier—the
second largest segment in the self-employment category—too finds its share
decliningmarginally during this period. As is evident fromTable 4.2, formal wage-
employment reported substantial gains as the share of workers increased from
9.3 per cent to nearly 14 per cent during the study period. A similar increase
in share is also noticed for lower-tier informal wage-employment. Maintaining
its position as the single largest employer, this segment accommodates about 38
per cent of the workforce in the non-farm sector in 2012. Upper-tier informal
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wage-employment retains its position as the second largest work status but has
registered an 8 per cent decline in its share over the 2005–2012 period. In sum-
mary, we observe significant increase in the share of workers in the formal status
andmore evidently in the wage-employment category. Evidence also points to the
declining importance of upper-tier informal sector in both wage-employment and
self-employment categories.

Table 4.3 provides a detailed analysis of the characteristics of the working-age
population in each work status. To be specific, the table shows major differences
in the characteristics of individuals of different status in the labour market. We
consider three important individual attributes in Table 4.3, namely, age, gender,
and geographical location. In general, self-employed workers are older than other
workers in the non-farm sector (Table 4.3). The only exception is wage-employed
in the formal sector, who are the oldest workers by average age. As Table 4.3 illus-
trates, the participation of workers is more skewed towards men—70 per cent of
workers are men—and women are underrepresented in all work status groups.
This finding is consonant with the studies indicating that women are increas-
ingly underrepresented in the formal sector in comparison to their presence in the
informal sector (Ghani et al. 2014). Our descriptive evidence points to a greater
preponderance of self-employment and lower-tier informal employment among
women. However, we also find a significant decline in the share of women in for-
mal self-employment. This lends credence to the existing evidence that women
tend to be more represented in the lower segment of the informal sector (Chen
et al. 2006). Table 4.3 also points to geographic inequalities in the composition
of jobs. A majority of about 70 per cent of non-farm workers are of rural ori-
gin. We find a significant share of urban workers in self-employment and formal
wage-employment.

Education level is a crucial factor in aiding the transition from informal to
formal employment (Benjamin and Mbaye 2014; ILO 2014). This is clearly evi-
dent from Table 4.4, which suggests a strong link between education levels and
formal-sector employment. We find that better-educated workers are more repre-
sented in the formal sector while the less educated mostly end up in the informal
sector. More than 70 per cent of formal-sector workers have secondary educa-
tion or above, while a major chunk of informal-sector workers has only received
primary education or have no schooling/education. This finding is perhaps con-
sistent with the existing evidence that more educated workers are less likely to
be employed in the informal sector (Shonchoy and Junankar 2014; Sheikh and
Gaurav 2020). Sheikh and Gaurav (2020) found clear differences too in education
levels between informal-sector and formal-sector workers, in favour of the latter.
To sum up, our descriptive analysis broadly suggests that informality appears to be
mostly evident among workers who are young, female, less educated, and who live
in rural areas.



Table 4.3 Average worker characteristics by work status

Period Self-employed Wage-employed Total

Formal Informal Formal Informal
Upper-tier Lower-tier Upper-tier Lower-tier

(a) Average age (years)
2005 34.33 34.07 33.5 39.79 33.89 34.68 34.62
2012 42.22 42.53 42.27 42.6 40.51 41.83 41.79

(b) Share of female workers (%)
2005 40.01 41.4 42.43 14.13 16.46 34.3 29.52
2012 37.99 41.91 43.21 15.59 17.82 32.02 29.52

(c) Share of urban workers (%)
2005 39.83 50.08 39.6 54.22 31.81 0.08 29.43
2012 48.31 51.29 42.41 52.69 33.39 0.07 29.43

Note: We omit own farm work and animal care work and those who are unemployed from the final estimation. However, our lower-tier informal workers include
agricultural wage labour. We used sample weights to arrive at these estimates.
Source: authors’ estimates.



Table 4.4 Average worker characteristics by education level

Period Self-employed Wage-employed Total

Formal Informal Formal Informal
Upper-tier Lower-tier Upper-tier Lower-tier

No schooling
2005 10.69 15.69 25.37 9.64 33.55 54.74 34.67
2012 12.41 16.13 25.32 9.22 31.28 52.60 33.83

Lower primary
2005 11.54 12.61 17.41 9.84 19.55 19.95 17.69
2012 9.51 13.55 18.33 9.34 21.31 21.24 18.38

Primary
2005 5.90 10.00 9.39 5.83 9.58 7.87 8.64
2012 4.88 8.67 8.42 4.84 9.48 7.62 7.81

Secondary
2005 24.22 33.40 30.95 33.60 25.51 14.12 24.38
2012 24.33 31.54 29.21 32.42 27.04 15.02 23.93

Higher secondary
2005 16.96 15.53 11.21 15.31 7.14 2.86 8.16
2012 15.33 15.43 10.33 16.64 6.94 2.97 8.11

Graduation
2005 30.68 12.76 5.67 25.78 4.68 0.46 6.46
2012 33.54 14.69 8.40 27.55 3.95 0.55 7.93

Note: We omit agricultural work and animal care work and those who are unemployed from the final estimation. However, our lower-tier informal workers include
agricultural wage labour. We used sample weights to arrive at these estimates.
Source: authors’ estimates.
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5. Transitions in informal and formal employment

In this section,we first discuss the likelihoodofworkersmoving fromonework sta-
tus to another using transition matrices. We then examine the correlates of worker
mobility. Finally, we assess the income gains and losses that may take place when
workers move from one work status to another.

5.1 Patterns in worker transition

Howmuchmovement is there among the work status groups in the non-farm sec-
tor in India? We examine this issue using the methodological tools discussed in
Natarajan et al. (2020). In Table 4.5, we present probability estimates, defined
as the probability of observing workers in a particular status at the end of the
period, conditional on their employment status at the beginning of the period. In
general, we observe considerable changes in employment status over the period
2004/05–2011/12. Close to half of the workers in our sample (47 per cent) change
employment status during this period. Overall, the probabilities show that self-
employed workers exhibit relatively more fluidity than wage workers. It is also
evident from the table that there is very little movement of workers from wage-
employment to self-employment. The findings also suggest that, in general, there is
moremobility within self-employment andwage-employment than between these
types of employment.

Job stability varies considerably across work status. For wage-employment,
there is a lot of stickiness for formal and lower-tier informal work status. As is
evident from Table 4.5, lower-tier informal wage workers report the highest reten-
tion rate, followed by formal wage workers. Nearly 73 per cent of the workers
who worked in lower-tier informal wage-employment—the largest segment of
our sample—retain the same work status in 2012. The finding of high persistence
rates for lower-tier informal wage-employment perhaps indicates that these work-
ers face significant challenges in changing jobs due to limited human capital and
skills and insufficient working capital, especially for those wanting tomove to self-
employment. Among those who transitioned out, very few ended up (about 17 per
cent) obtaining a salaried job in the upper-tier informal sector. The formal salaried
workers, who account for 10 per cent of the total workers, too demonstrate a higher
degree of immobility, with 65 per cent of them preferring to retain the same sta-
tus. The most visible transition out of formal salaried employment is that into
upper-tier informal wage-employment. Almost 17 per cent of the formal salaried
workers moved into the upper-tier of wage-employment. Upper-tier informal
wage workers are apparently the most mobile among wage workers, exhibiting
a mixed transition pattern. While 38 per cent chose not to transition out, 32 per
cent moved out as lower-tier wage workers, 16 per cent as formal salaried workers,
and 10 per cent as lower-tier self-employed workers. Indeed, the higher turnover



Table 4.5 Transition matrix across work status groups

Note: SE = self-employed; WE = wage-employed. (i) Employment status in the base year and in the final year are presented in rows and columns, respectively. (ii) Initial
size corresponds to the proportion of individuals who were in the particular employment status in the base year. (iii) The rows of the transition matrix sum to 1. (iv) The
likelihood of staying in the same employment status conditional on the base-year employment status is highlighted in grey. (v) The share of those who remain in their
employment status is the product of highlighted diagonals and initial size.
Source: authors’ estimates based on India Human Development Survey (IHDS) data.
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among upper-tier informal salaried workers offers some evidence of upward
mobility, showing workers transitioning into formal wage-employment. At the
same time, evidence also points to the existence of a significant risk of downward
mobility, with upper-tier informal salaried workers going into lower-tier informal
employment, either as wage earners or self-employed.

Turnover rates are highest among self-employed workers, implying that self-
employment activities exhibit a lower degree of persistence than salaried jobs. The
mobility out of existing status is more pronounced among formal self-employed
workers, who form just 1.3 per cent of the total sample of workers. Nevertheless,
they show a rather heterogeneous transition pattern. While those who remain
in the status were confined to 29 per cent, 25 per cent experienced a downward
transition to the lower tier of the informal self-employed and another 9 per cent
to the upper tier. We do see some mobility out of formal self-employment into
formal salaried jobs (14 per cent) and also to the upper tier and lower tier of wage-
employment at 11 and 12 per cent, respectively. Separation rates are also very high
among the self-employed in the upper-tier informal sector. The outflows from this
segment are mostly to the lower tier of informal self-employment, indicating a
deterioration in their work status. As Table 4.5 shows, the probability of transition-
ing from upper tier to lower tier stands at 41 per cent.We also find a high churning
rate for workers in the lower-tier informal self-employed sector—the largest seg-
ment in the self-employed group accounting for 21 per cent of the workers in 2005.
More than half of the workers (51 per cent) in this status opted to transition out.
Of those who chose to move out, 26 per cent saw an upgradation in their status:
14 per cent as upper-tier informal wage-employed and 12 per cent as upper-tier
informal self-employed. Another 17 per cent ended up as wage-employed in the
lower tier of the informal sector.

Theworker transition yieldsmore or less a similar patternwhenwe include fam-
ily farming under lower-tier informal self-employment activities in the destination
state and introduce unemployment as an additional destination state.⁵ Although
we do see some movement of workers in every status into unemployment, the
higher level of persistence of lower-tier informal wage-employment and formal-
sector wage-employment is still evident in the overall transition pattern captured
using the revised sub-sample of workers.

Our results based on an alternative classification, where we group together
workers in wage-employment and self-employment to form three categories
(namely, formal employment, upper-tier informal employment, and lower-tier
informal employment), also show higher persistence of formal employment and
lower-tier informal employment and lower persistence of upper-tier informal
employment.⁶

⁵ For the results, we refer the reader to an earlier version of this chapter, Natarajan et al. (2020).
⁶ For results, please refer to the Appendix Table A2 of Natarajan et al. (2020).
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We also find striking gender differences in transition (see Natarajan et al. 2020).
Our results show that the degree of mobility is substantially lower among female
workers than among male workers. We also find that mobility patterns for male
workers are more or less similar to the transition probabilities for the total sample.
As is the case with the total sample, we find higher retention rates among self-
employed workers and higher rates of persistence among wage workers in the
male sample. In the case of female workers, we find very high persistence rates
for lower-tier informalwage-employment and formalwage-employment, and they
are substantially higher than that of male workers.

5.2 Correlates of worker transition

Our preceding analysis suggests significant labour mobility across different work
status groups. The next step in our empirical analysis is to locate the factors
that might explain the transition between work status in the non-farm sector
using the methodological tools discussed in Natarajan et al. (2020). In particu-
lar, in this section, we attempt to understand how the differences in individual
and household attributes influence labour mobility across work status groups.
The marginal effects of the multinomial logit model estimation yield the influ-
ence of selected explanatory variables on the probability of leaving the baseline
work status for a certain destination status relative to the probability of not leav-
ing the baseline status.⁷ We test the robustness of our results by re-estimating
the multinomial logit specification by including family farms and unemploy-
ment as additional status.⁸ We also examine the coefficient estimates of worker
characteristics using an ordered logit specification where we group together work-
ers in wage-employment and self-employment to form three categories, namely,
formal employment, upper-tier informal employment, and lower-tier informal
employment.⁹

Figures 2–7 in Natarajan et al. (2020) present the average marginal effects on
worker transitions by initial status in employment.¹⁰ Here, we present themarginal
effects of the transition from lower-tier informal self-employment (Fig. 4.1) and
lower-tier informal wage-employment (Fig. 4.2) for illustrative purposes. Our
results suggest a significant role for education, age, gender, social group, and geo-
graphical location in shaping mobility patterns. We find that education level plays
a powerful role in explaining the mobility of workers from informal to formal
status.

⁷ For results, refer to Figures 2–7 and Appendix Table A3 of Natarajan et al. (2020).
⁸ The results are presented in Appendix Table A4 of Natarajan et al. 2020.
⁹ Results are not presented for brevity of space. Those who are interested may refer to the working

paper version of this chapter (Appendix Table A5 in Natarajan et al. 2020).
¹⁰ The regression results are presented in detail in Appendix Table A3 of Natarajan et al. (2020).
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The education level significantly influences the probability of transition of
workers from formal self-employment to formalwage-employment; the likelihood
of formal self-employed transitioning to formal wage-employment increases with
the level of education. Higher levels of education also increase the probability of
upper-tier informal workers moving to formal employment and lower-tier infor-
mal workers moving to upper-tier informal employment. Overall, these findings
highlight the importance of having skills, or human capital, which is onewaywork-
ers can increase their chances of experiencing an upward transition in their work
status. Moreover, our finding supports the existing evidence in the literature high-
lighting the critical role of education and human capital development in aiding
the transition of an economy towards formality (Gong et al. 2004; La Porta and
Shleifer 2014).

In the context of worker transitions, the gender of the worker appears to play
a significant role. In particular, women exhibit a higher likelihood than men of
transitioning from lower-tier informal self-employment to upper-tier informal
and formal self-employment. However, a similar upward transition is not visible
among women in wage-employment. In other words, compared with men, the
likelihood of womenmaking a favourable upward transition is less evident among
salaried workers. Our results also suggest that the probability of female work-
ers shifting from self-employment to wage-employment is low, but the reverse
flow is much more common. In essence, our findings on gender corroborate the
prevailing notion that women are significantly more likely than men to enter self-
employment and less likely to enter wage-employment. This is more or less in line
with the existing evidence thatwomen are underrepresented in salariedwork com-
paredwith self-employment in India (Neetha 2010). Given the traditional division
of gender roles and the family responsibility of women in India, there is an increas-
ing preference for flexible job options or part-time work among the women in
India. Further, the costs of searching for jobs in the formal sector are likely to be
higher for women than for men. It is argued that access to information about jobs
is a constraint and social norms often dictate that women devotemost of their time
to domestic duties rather than looking for work (Fletcher et al. 2018).

5.3 Consequences of worker transition: income gains and losses

Our findings unambiguously point to substantial labour mobility across various
work status groups in the non-farm sector in India.Does this labourmobility result
in income gains? In other words, do workers experience significant wage gains as
they transit across work status? In this section, we attempt to find an answer to this
question, with the important caveat that earnings among self-employed are likely
to bemeasured with error compared with earnings among wage-employed.We do
this using the methodological tools discussed in Natarajan et al. (2020).
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Fig. 4.3 Job ladder: Mean monthly earnings by work status
Source: authors’ estimates based on Indian Human Development Survey (IHDS) data.

Before we discuss the regression results, we look at the differences inmean earn-
ings across different work status groups and over time. We present the job ladder
in Fig. 4.3, which depicts the mean earnings of workers in different labour market
status groups to see whether mobility is systematically associated with changes in
earnings.¹¹ The significantly higher wages for the formal wage-employment clearly
explains why the formal wage workers tend to stay longer in the same status and
turn out to be the ones most reluctant to leave the existing status. The finding also
supports the traditional theory that formal salaried workers are paid significantly
higher than their informal counterparts. Our results also endorse heterogeneity
within informal employment as we find that the self-employed are often subject
to lower wages compared with salaried ones. In addition, we find that upper-tier
informal self-employed workers have somewhat higher earnings than formal self-
employed workers, which may suggest that upper-tier jobs carrying a significant
premium to compensate for the job security and other benefits of formal wage
work, as has been found in the Latin American case (Maloney 2004).

Now, we discuss the main results where we investigate the effect of the transi-
tions on worker’s earnings. FollowingDanquah et al. (2019), we separately control
for formality status and employment status. We present the detailed results in
Natarajan et al. (2020), and Fig. 4.4 presents the visual representation of the results.
Our results are more or less as expected. The gains in earnings over the period

¹¹ An important caveat here is that measurement errors are higher with self-employment earnings
than wage earnings so that the earnings across the two categories may not be directly comparable.
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Fig. 4.4 Labour income dynamics
Source: authors’ estimates.

2004/05–2011/12 are substantially higher for thosewho changed status from lower
tier to upper tier or formal status than for those who did not change their status.
We estimate that workers who transition from lower-tier informal employment to
upper-tier informal employment and formal employment, on average experience
a 33.1 and 63.9 per cent rise in earnings, respectively, relative to those who stay in
the same category.

Thus, as one would expect, the rise in earnings is substantially higher for those
who have made the transition to formal status (see Fig. 4.4). In other words, work-
ers who made the transition to the formal sector from upper-tier and lower-tier
informal status derived gains in earnings of similar magnitude. Further, posi-
tive income gains are also observed for those who transitioned from lower-tier
to upper-tier informality compared with those who failed to make the transition.
Expectedly, the largest inter-temporal change in earnings is reported by workers
who continued to be in the formal sector.

6. Conclusions

This chapter examines the nature, magnitude, direction, and implications of
employment transition patterns in India, the largest country in South Asia and
the country with the highest levels of informality. We find significant worker
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mobility across different work status, although with limited entry into formal
vis-à-vis informal employment. Overall, the transition probabilities suggest rel-
atively more fluidity among self-employed workers than among wage workers.
The findings also point to strong segmentation between wage-employment and
self-employment. Our transition probabilities suggest that workers in formal self-
employment are more likely to remain in that state or move into lower-tier
self-employment than to move into wage-employment. Regarding the mobility
pattern of informal self-employed workers, we do not find significant movement
of workers from informal self-employment to formal self-employment.

The formal wage workers turned out to be themost reluctant to leave their state,
endorsing the prevailing argument that workers regard formal wage-employment
as the most desirable work status as they are intrinsically more secure and stable
than those in the informal sector. There is also a relative absence of evidence
supporting the possibility of reverse transition from formal wage-employment
to formal or upper-tier informal self-employment, as is evident in some Latin
American countries (Maloney 1999). Our findings thus refute the hypothesis that
workers use formal wage-employment as an opportunity to upgrade the skill sets
and generate savings so as to set up their own businesses in the upper tier of the
informal sector. Upper-tier informal wage workers, on the other hand, exhibit a
higher likelihood of moving into formal salaried jobs. This perhaps points to the
possibility of formal employers using an informal employment relationship as a
screening device to overcome information asymmetries and test workers’ abilities
before providing formal contracts, as some of the studies on sub-Saharan Africa
suggest (Danquah et al. 2019).

Another noteworthy finding is the high persistencewithin the lower tier of infor-
mal wage-employment, with about three-quarters of workers in this segment not
making the transition upwards. The higher retention rate of workers in this seg-
ment possibly shows that theseworkers face significant challenges in changing jobs
due to limited human capital and skills and insufficient working capital, especially
for those desiring to move to self-employment. Therefore, they are most likely to
remain locked in a situation of inferior pay and conditions.

Our analysis on the correlates of labourmarket transitions suggests a significant
role for age, gender, social group, and geographical location in shaping mobility
patterns. In line with conventional wisdom, we find that the probability of transi-
tioning into formal employment increases with years of schooling, implying that
the more educated the worker the higher the probability of transitioning to a for-
mal job. We also find a definite gender pattern in transitions as male workers are
more likely to move into wage-employment while female workers are more likely
to stay in self-employment. Finally, as we would expect in the context of India, the
social group to which a worker belongs is found to influence worker mobility.

Our analysis on the implication of transitions on earnings suggests that the rise
in earnings is substantially higher for those who havemade the transition to formal
status. Positive income gains are also observed for those who transitioned from
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lower-tier to upper-tier informality compared with those who failed to make the
transition. As expected, the largest inter-temporal change in earnings is reported
by workers who continued to be in the formal sector.

Overall, our results suggest that lower-tier informal workers, whether in self-
employment or wage-employment, have limited upward transition possibilities
and are in a dead-end work status. That this has happened in a high-growth phase
of the Indian economy suggests that economic growth by itself may not make
much material difference to reducing the high rates of informality in India and
that direct state interventions that enhance the livelihoods of lower-tier informal
workers may be necessary.
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Progress and stagnation in the livelihood of
informal workers in an emerging economy

Long-term evidence from Indonesia

Mayang Rizky, Daniel Suryadarma, and Asep Suryahadi

1. Introduction

A common characteristic among emerging economies is the existence of a large
informal sector.¹ La Porta and Shleifer (2014) find that the informal sector makes
up about 40 per cent of total economic activity in the poorest countries. The share
is only about 15 per cent in the richest countries.

The existence of an informal sector can be explained by three main theories:
exclusion, rational exit, and dual economy (Rothenberg et al. 2016). The exclu-
sion theory argues that the informal sector exists because workers could not find
jobs in the formal sector. The rational exit theory stipulates that the net bene-
fits of joining the formal sector are negative. Finally, the dual economy theory
states that the informal and formal sectors coexist; they produce different goods,
have different productivity levels, pay different wage levels, and cater to different
consumers.

The literature on emerging economies generally finds support for the dual econ-
omy theory. Workers and firms in the two sectors are different. Gindling and
Newhouse (2012) and La Porta and Shleifer (2014) find that informal firms are
small, unproductive, and stagnant. They argue that a better regulatory environ-
ment would not bring these firms into the formal sector. Rothenberg et al. (2016)
evaluate an Indonesian government programme to ease firm registration. They
find that the programme has negligible impact, mainly because informal firms are
not interested in registering. Moreover, switching between sectors is rare. McCaig
and Pavcnik (2015) find that only 17 per cent of informal workers switched to for-
mal work in a four-year period, while deMel et al. (2010) observe that less than 10

¹ We would like to thank reviewers from UNU–WIDER and seminar participants at the Australian
National University for their comments and suggestions for this chapter. The views expressed are the
views of the authors and do not necessarily reflect the views or policies of ADBI, ADB, its Board of
Directors, or the governments they represent.

Mayang Rizky, Daniel Suryadarma, and Asep Suryahadi, Progress and stagnation in the livelihood of informal workers in an
emerging economy. In: The Job Ladder. Edited by Gary S. Fields, T. H. Gindling, Kunal Sen, Michael Danquah, and Simone
Schotte, Oxford University Press. © UNU-WIDER (2023). DOI: 10.1093/oso/9780192867339.003.0005
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per cent of own-account workers in Sri Lanka grew to having employees within
three years. Taken together, these findings support the dual economy theory.

In general, studies from emerging economies have two shortcomings. First,
the heterogeneity of the informal sector—documented by Gunther and Launov
(2012), among others—is often ignored. Second, the long-term livelihood of
informal-sector workers and firms is rarely studied. Most studies in emerging
economies rely on cross-sectional data sets. In Sri Lanka, deMel et al. (2010) could
only observe the same entrepreneurs for three years. In Viet Nam, available data
sets allow McCaig and Pavcnik (2015) to follow individuals for only four years.

In this study, we use a rich household longitudinal data set from Indonesia that
spans 19 years, from 1996 to 2014, to examine the livelihood of informal workers.
The data also allow us to differentiate between low-tier and high-tier informal and
formal workers. Finally, the data span a period in which Indonesia grew from a
low-income to a middle-income country. Thus, we were able to examine changes
in the proportion of low-tier informal workers as an economy grows.

In particular, we address the following research questions:

(1) What is the proportion of individuals whose first job is low-tier informal
compared with those whose first job is high-tier informal, low-tier formal,
or high-tier formal? What are the characteristics of individuals whose first
job is low-tier informal compared with those whose first job is high-tier
informal or formal?

(2) Has (1) changed over two decades as Indonesia has become a middle-
income country?

(3) Among individuals whose first job was low-tier informal, what is the pro-
portion of those who switch to other job types? Is the switch permanent
or temporary? Does the path from low-tier informal to formal always go
through high-tier informal? What are the characteristics of the individuals
who managed to switch?

(4) What is the earnings premium of switching to either high-tier informal,
low-tier formal, or high-tier formal jobs relative to staying in low-tier
informal jobs?

2. Economic development and informal workers in Indonesia

After some tumultuous years during the 1960s, which culminated in a regime
change, Indonesia started its economic development at the end of that decade.
The new government was able to quickly restore macroeconomic stability and,
awash with revenue from oil windfall, invested heavily in infrastructure. After
that, Indonesia experienced high economic growth, averaging around 7 per cent
annually, for the next three decades.
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The mid-1980s witnessed a drop in international oil prices, which quickly
dried up the government’s coffers. Due to the inward-looking import substitution
strategy adopted during the previous decade, Indonesian industries were
inefficient and unable to compete in the international market. To deal with the
dire situation, the government changed course quickly, adopting an export orien-
tation strategy. The change in strategy was initiated through a large devaluation of
the rupiah, whose exchange rate was pegged to the US dollar at that time. This was
followed by various deregulation measures to make the economy more efficient.
As a result, high economic growth was quickly restored.

This was brought to a sudden stop at the end of 1990s by the Asian financial
crisis (AFC). Starting as a currency attack on Thailand’s baht in 1997, the crisis
quickly spread to other East Asian countries. Indonesia, whose political future was
perceived as highly uncertain on account of its old and ailing president and lack
of a clear successor, soon became the worst affected country. In 1998, the rupiah
lost more than 80 per cent of its value in less than a year, prices skyrocketed (food
prices rose by 120 per cent), and the economy contracted by an unprecedented 14
per cent.

The crisis brought a lot of changes. The country once again underwent a regime
change as the authoritarian New Order government was toppled and Indonesia
became a democratic country. Central and regional government leaders are now
elected regularly by the people. Furthermore, pressure from the regions forced the
new government to decentralize, both politically and fiscally. Regional autonomy
was largely granted to the districts, bypassing the provinces.

The economy soon recovered from the crisis. The contraction in 1998 was fol-
lowed by near zero economic growth in 1999, and in the new millennium the
economy began to grow again, on average by around 6 per cent annually, helped
by a commodity boom. The boom ended in 2011, slowing economic growth to
around 5 per cent annually. The country’s post-crisis economic growth is clearly
lower than its pre-crisis level; nevertheless, the economy has grown steadily and
respectably by world standards.

Throughout Indonesia’s economic development, various social and economic
indicators have steadily improved. Per capita income has increased, poverty has
declined, education levels have risen, and access to basic services has improved.
In the labourmarket, the proportion of informalworkers in the total workforce has
shown interesting trends. In general, higher per capita income and improvement
in welfare are usually accompanied by a declining proportion of informal workers.
This was true in Indonesia during the pre-crisis period. However, during the post-
crisis period, this relationship did not hold. Even though the economy continued
to growandper capita income increased, the proportion of informalworkers either
increased or stagnated. Only after 2014 did the proportion of informal workers
tend to decline again.
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A deeper look at the labour market situation indicates that the reverse in the
relationship between economic growth and the proportion of informal workers
was largely due to the change in labour market regulations. During the pre-crisis
period, labour movement was tightly regulated and only one labour union was
allowed to operate. On the other hand, in the post-crisis period, the regulatory
framework became pro-labour, resulting in high minimum wages and severance
payments, complicated hiring-and-firing mechanisms, and mushrooming labour
unions. This resulted in firms avoiding hiring workers, especially on a permanent
basis, as much as possible. As a result, very little employment was created in the
formal sector during this period.On the other hand, around 2million newworkers
entered the labour market every year. Since there were few employment opportu-
nities in the formal sector, most of them joined the informal sector, resulting in
growing numbers of informal workers.

3. Data

3.1 The Indonesian Family Life Survey (IFLS)

Our primary data source is the Indonesian Family Life Survey (IFLS), a longitu-
dinal socio-economic survey in Indonesia. There are five waves of the IFLS, all
publicly available. The first wave, IFLS1, administered in 1993, was based on a
sample of more than 22,000 individuals from 7,224 households across 321 sam-
pling areas in 13 provinces. The data represented about 83 per cent of Indonesia’s
population in 1993. The other waves were fielded in 1997 (IFLS2), 2000 (IFLS3),
2007 (IFLS4), and 2014 (IFLS5). Household attrition is very low, at around 5 per
cent for each wave. The latest wave, IFLS5, managed to survey 6,647 households
that had been surveyed in all waves since 1993 (Strauss et al. 2016).

The IFLS consists of two sets of surveys: a household survey and a commu-
nity survey. The community survey collects information regarding infrastructure
at the level of the community, including health facilities, schools, roads, water
supplies, and sanitation. The household survey collects both household- and
individual-level information and includes data on each household member such
as their education, employment, and health. Information relevant to this study
includes labour market outcomes, education attainment, health outcomes, house-
hold expenditure, and demographic information.

Each IFLS collects labour market information on adults in respondent house-
holds since the previous survey. For example, in 1993, it collected labour market
information since 1988. Thus, the whole five rounds of IFLS data contain annual
labour market information on the same individuals from 1988 to 2014. However,
the annual labour market outcomes module was modified in two ways between
waves. First, IFLS3 was the first survey to differentiate between self-employment
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with and without employees; IFLS1 and IFLS2make no such distinction, which is
important in our study. Second, IFLS4 and IFLS5 did not record earnings, which
means that we could only address the fourth research question with relatively
short-term data covering seven years, that is, 1996–2000, 2007, and 2014. The
following subsection provides more details.

3.2 Informal workers in IFLS

In this study, we use the last three rounds of the IFLS (2000, 2007, 2014).
We start with the 2000 wave because (i) 94 per cent of answers on the year
of starting work and occupation codes are missing in 1993 and (ii) the clas-
sification of work status in 1997 differs from the other waves: in IFLS 1993
and IFLS 2000 onwards, the classification of work status for self-employment
type consists of self-employment without help, self-employment with the help of
unpaid family/temporaryworker(s), and self-employmentwith the help of perma-
nent/regular worker(s). IFLS 1997, however, lumps them into only one category
of self-employment.

The IFLS classifies workers as either employees or self-employed. Among the
self-employed, as stated above, it indicates whether individuals are self-employed
without help, with the help of unpaid family/temporary worker(s), or with the
help of permanent/regular worker(s). Employees are specifically asked whether
they work for the government, for a private company, or as an unpaid worker in
the family business.

The IFLS provides information on each individual’s type of work. There are two
sources of information in the data: an occupation classification code and a list of
daily primary duties. In each survey, the interviewer asks individuals about their
occupation using open-ended questions. The answers, recorded as free text, are
then coded using two-digit International Standard Text Code (ISTC) occupation
codes. The IFLS team also assign one-digit sector codes to the open-ended answers
on occupation.

In this study, we differentiate low-tier and high-tier informal workers through
a classification of both work status and occupation type. Those who are employ-
ees of either the government or a private company, in any job type, are classified
as formal workers. All those who are self-employed with the help of perma-
nent/regular worker(s) are high-tier informal workers. Individuals whose work
status is self-employed without help or self-employed with the help of unpaid
family/temporary worker(s) and whose occupation type is professional, manage-
rial, or official/administrative are also considered to be high-tier informal workers.
The classification of high-tier informal workers is determined not only by the data
on daily primary duties but also by the two-digit ISTC code. It includes occupation
codes of 40 or less and codes 50, 60, 70, 80, and 90, which indicate a manage-
rial level of workers in the service, agricultural, and production sectors. The rest
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of the self-employed without help or self-employed with the help of unpaid fam-
ily/temporary worker(s) are considered to be low-tier informal workers, as are all
unpaid family workers.

The classification of all employers as informal-sector workers may not be com-
pletely accurate. For example, employers whose businesses are formally registered
with the government or taxed should be considered as formal, but, unfortunately,
the IFLS does not collect such information. In the context of Indonesia, however,
96 per cent of micro firms (employing fewer than five people) and 93 per cent of
small firms (employing between 5 and 19 people) are not taxed and can therefore
be considered as informal (Rothenberg et al. 2016). This stylized fact supports
our decision to consider individual employers as informal, rather than formal,
workers. That said, this is an area for further study, once data become available.

We define all government employees or private-sector employees as formal
workers. To distinguish between high-tier and low-tier formal, we use the same
definition we use for informal workers: workers whose occupation type is pro-
fessional, director, or official are considered to be high-tier formal. The rest are
low-tier formal. Table 5.1 provides the classification matrix of types of workers
based on work status and occupation type.

We apply the above definitions not only to an individual’s current job but also
to past jobs. Each wave of the IFLS provides information on individuals’ employ-
ment before the survey: for example, IFLS 2000 gives information on individuals’
annual employment in 1996–1999, IFLS 2007 on employment in 1999–2006, and
IFLS 2014 on 2007–2015. We do not include 2015 employment in the analysis
because of the higher rate of missing values in the occupation coding. Using this
strategy, we can observe an individual’s employment record for a maximum of
19 years from 1996 to 2014.

Other than current andpast jobs, the IFLS also has amodule on the first employ-
ment of individuals. Given the information on the first job’s status and type, we
can identify whether an individual started as a low-tier informal (LTI), high-tier
informal (HTI), low-tier formal (LTF), or high-tier formal (HTF) worker using
the same procedure. There is also information on the year of starting work. How-
ever, when we compared data from the first job module and data from the current
and past jobs module, we found that 8 per cent of the occupation types were dif-
ferent. We therefore decided to use the informality type of first job supplemented
by information from the latter module.

Individual characteristics
To identify the characteristics of individuals whose first jobs are LTI, HTI, LTF, or
HTF, and the characteristics of individuals who switch tier or remain LTI workers,
we include demographic characteristics such as age, years of schooling, height,
and parental education. We use height as an indicator of early childhood health
levels (Hatton et al. 2018), standardizing each individual’s height data into a mean



Table 5.1 Definition of low-tier/high-tier and informal/formal workers

Work status

Self-employed Self-employed with
family member

Employer Government
employee

Private-sector
employee

Unpaid family
worker

Occupation Professional HTI HTI HTI HTF HTF LTI
type Director or

manager
HTI HTI HTI HTF HTF LTI

Official or
administrative

HTI HTI HTI HTF HTF LTI

Sales LTI LTI HTI LTF LTF LTI
Labour LTI LTI HTI LTF LTF LTI
Production LTI LTI HTI LTF LTF LTI
Transportation LTI LTI HTI LTF LTF LTI
Unskilled LTI LTI HTI LTF LTF LTI

Note: LTI = low-tier informal; HTI = high-tier informal; LTF = low-tier formal; HTF = high-tier formal.
Source: authors’ construction.
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of zero and a standard deviation of one. The correlates also include urban versus
rural residence.

For a subset of individuals (those between 7 and 24 years old in IFLS3), we have
information on their mathematics and cognitive skills. We measure cognitive and
mathematics skills using the results of the Raven’s and maths tests provided in
each wave of IFLS since 2000. The tests were administered for 7–14-year-olds and
15–24-year olds. The test design for the younger group consists of five primary-
school-level arithmetic and five shape-matching problems. There are five (more
complex) arithmetic and eight shape-matching problems for the older age group.

Community characteristics
To examine whether access to public services has an impact on first jobs, tran-
sitions into other types of job, and earnings, we include information on schools,
health facilities, and roads. We do not measure these variables using the commu-
nity survey in IFLS because more than 80 per cent of the sample has missing
information on the community they are located in. We use the Potensi Desa
(Village Potential Census) instead. Potensi Desa (Podes) is a village census car-
ried out once every three or four years. It contains information on village-level
characteristics from geographical location to infrastructures in the village.

We merge IFLS and Podes data. However, as village codes differ between IFLS
and Podes, we use information on schools, health facilities, and roads from Podes
at the district level. District-level school infrastructure comprises the average num-
ber of primary schools (SD) in the village, the average number of junior high
schools (SMP) in the sub-district, and the average number of senior high schools
(SMA) in the district. We differentiate district-level school infrastructure on the
basis of its administration level in accordance with the Indonesian government
policy of ensuring that all villages have at least one primary school, all sub-districts
at least one junior high school, and all districts at least one senior high school.
District-level health and road facilities are measured as a percentage of villages
with a health centre and roads that are usable year round. We use Podes 2000,
2008, and 2014 to match with IFLS 2000, 2007, and 2014, respectively.

4. Method

In this study, our focus is on individual workers rather than firms. Specifically, we
limit our sample to male workers in the non-agricultural sector. Given our focus
on following individuals from the time they began working, we further restrict
our sample to young workers (starting jobs a maximum of seven years before the
wave administered). Finally, we limit our sample to those with no missing data on
relevant variables. We use information on individuals’ work status and occupation
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type to create four groups: low-tier informal workers, high-tier informal workers,
low-tier formal workers, and high-tier formal workers.

The first and second research questions are tabulations by cohort and demo-
graphic characteristics across IFLS3 to IFLS5. To answer the third research
question, our sample consists of individuals who began as a LTI workers either
during 1996–2000 (observed in IFLS3) or during 2001–2007 (observed in IFLS4).
To examine their characteristics, we use the same correlates as above but only
using the year on the first job conditions to avoid reverse causality. We estimate a
survival model since our data are censored on the right. We create the following
outcome indicators: an indicator of switching to either HTI or formal employ-
ment, employment spells in each job type, and the number of switches between
job type.

The fourth research question examines whether switching to HTI, LTF, or HTF
jobs generates higher earnings compared with staying in LTI jobs. We build on
the method used by Levine and Rubinstein (2017). Specifically, we estimate the
following linear earnings equation:

yit = α + β1HTIit + β2LTFit + β3HTFit + βXXit + εit (1)

where the outcome variable yit is the log hourly earnings of individual i in year t.
Because log zero is undefined, we transform the log hourly earnings into inverse
hyperbolic sine (IHS) form to allow the retention of zero-valued observations.
Hourly earnings are calculated from individual i’s wage and profit information
divided by hours worked and adjusted using the consumer price index (CPI,
2012=100) from Statistics Indonesia.

In equation (1), HTIit equals 1 if individual i in year t is an HTI worker and 0
otherwise; LTFit equals 1 if individual i in year t is an LTFworker and 0 otherwise;
HTFit equals 1 if individual i in year t is an HTF worker and 0 otherwise. Xit is a
vector of covariates consisting of individual i’s age, years of schooling, cognitive
andmaths skills, height, residential location, parental education, whether individ-
ual i lives in an urban or rural area, and additional controls for public services in
the district (schools, health centre, and road facilities), all at time t. Cognitive and
maths test scores as well as heights are standardized. Parental education consists
of two binary variables: whether father has more than six years of education (Yes
= 1) and whether mother has more than six years of education (Yes = 1). Schools,
health facilities, and roads are measured at district level. The vector of covariates
also includes year, wave, and island fixed effects to control for trends in macroe-
conomic and regional differences that could affect the earnings. Finally, εit is the
error term that can be decomposed into three components:

εit = θi + αi (t) + φit (2)
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where θi is the individual-specific and time-invariant component, αi (t) is the time-
varying individual influences, and φit is the individual-time shock to earnings.
When excluding individual effects from equation (1), the estimated β1, β2, and
β3 parameters provide unbiased measures of the differences in residual earnings
for individuals in HTI, LTF, or HTF jobs relative to LTI workers with similar traits
included in Xit. When we include individual effects, we remove individual time-
invariant unobserved heterogeneity and individual-level trend into the choice of
job type. Therefore, the estimates for β1, β2, and β3 yield unbiased estimates of the
differences in residual earnings for individuals working in HTI, LTF, or HTF jobs
relative to when they were an LTI worker. To obtain a clearer picture of these dif-
ferences in residual earnings, we compare these estimated differences in earnings
with the average earnings of LTI workers and provide the percentage difference to
examine whether workers earn more when switching to HTI, LTF, or HTF work.
We estimate the model using least squares and median regressions.

5. Results

5.1 First job informality

To address the first and second research questions, Fig. 5.1 shows the proportions
of male workers, limited to those who worked in non-agricultural sectors, by the
types of (in)formality of their first jobs and year of starting their first job. The
figure clearly shows that, in non-agricultural sectors, the first jobs of male workers
are predominantly LTF, that is, 70 per cent in 1996, significantly declining to 40
per cent in 2001, and stabilizing at around 60 per cent between 2009 and 2014.
The decline in 2001 is most likely explained by the AFC. Among the remaining
workers, the proportionwhose first jobwas LTIwas 15 per cent in 1996,more than
doubling to 40 per cent in 2001, before following a fluctuating pattern between
2001 and 2014. The rate was at 27 per cent in 2014. The trend of first job as HTF
was roughly consistent at around 10–13 per cent over the period. Finally, only
around 1–2 per cent of workers’ first jobs were HTI.

Looking at the 19-year trend, there is some evidence that the informal sector has
declined as Indonesia’s economy has grown. But the decline has been very slow.
The share of workers whose first job was LTI increased by 80 per cent proportion-
ally over the period that we observe. The impact of the 1998 AFC, which more
than doubled the share of LTI first jobs, had yet to disappear by 2014. Over the
period, the proportion of workers whose first job was LTF declined by 13.5 per
cent proportionally. On the other hand, the share of workers whose first job was
HTF increased by only 13 per cent. This trend is evidence that even if the informal
sector appears to become smaller as an economy grows, the decline is very small
and can be rapidly overturned by an economic crisis.
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Fig. 5.1 Proportion of male workers starting jobs in non-agriculture in 1996–2014 by
type of job
Note: Number of observations: 3,025.
Source: authors’ construction based on data from the Indonesian Family Life Survey (IFLS) 2000,
2007, and 2014.

5.2 Sorting into first job types

We compare the characteristics of workers with different first jobs. Table 5.2 shows
the mean characteristics, combining IFLS3, 4, and 5 (so covering first jobs from
1996 to 2014). On average, these workers started workwhen they were 22–26 years
old. The average starting age of thosewho started as low-tier workers, either formal
or informal, is similar. Those who started working as high-tier workers tended to
start at slightly older ages, reflecting the fact that they remained in school about
three years longer.

The cognitive and mathematics scores of those who started as low-tier workers,
either informal or formal, are similar. Those who started as HTI or HTF workers
also have similar mathematics and cognitive scores. Overall, those who started as
HTI workers have the highest cognitive score, while those who started as HTF
have the highest mathematics score. Comparing the formal and informal sectors
as a whole, we find that those who started work in the formal sector have slightly
higher cognitive and maths scores.

Using height as an indicator of early childhood health levels, we find that indi-
viduals who started as LTI workers are the shortest by almost 1 centimetre. This



Table 5.2 Mean characteristics of workers in the first job sample

Informal Total informal Formal Total formal Total
Low-tier High-tier Low-tier High-tier

Observations 841 53 894 1.778 353 2.141 3.025
27.80% 1.75% 29.55% 58.78% 11.67% 70.45% 100.00%

Age 22.49 26.30 22.72 22.71 25.24 23.13 23.01
Years of
schooling

9.25 12.08 9.41 10.10 12.89 10.56 10.22

Cognitive score 5.86 6.35 5.88 6.00 6.24 6.04 5.99
Maths score 1.90 2.19 1.91 2.00 2.39 2.06 2.01
Height (in cm) 162.65 163.25 162.69 163.48 164.04 163.57 163.31
Father’s years of
schooling

3.34 6.06 3.50 3.87 6.01 4.22 4.01

Mother’s years of
schooling

2.81 4.85 2.93 3.11 4.64 3.36 3.23

Urban 0.58 0.75 0.59 0.64 0.66 0.65 0.63
By district:
Number of SD in
village

4.37 4.82 4.40 4.81 5.11 4.86 4.72

Number of SMP
in sub-district

11.65 11.47 11.64 12.51 13.22 12.63 12.34

Number of SMA
in district

77.54 67.83 76.97 81.05 83.92 81.53 80.18

% villages in the
district with:
Health centre 0.18 0.21 0.18 0.22 0.24 0.23 0.21
Year-round roads 0.74 0.74 0.74 0.81 0.81 0.81 0.79

Note: The sample is restricted to male workers in non-agricultural sectors who started their first job between 1996 and 2014 and answered questions on their first job in
IFLS 2000, 2007, and 2014.
Source: authors’ construction based on data from IFLS 2000, 2007, and 2014. Variables on public services (schools, health, and road facilities) are derived from Podes data
in 2000, 2008, and 2014.
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Fig. 5.2 Proportion of male workers starting jobs in 1996–2014 by industry and type
of job
Note: Number of observations: 841 (LTI, low-tier informal).; 53 (HTI, high-tier informal); 1,778
(LTF, low-tier formal); 353 (HTF, high-tier formal).
Source: authors’ construction based on data from IFLS 2000, 2007, and 2014.

information shows that those who begin as LTI workers have already faced worse
conditions even from early in life.

The pattern in years of schooling of workers is also reflected in the patterns
in their parents’ years of schooling. High-tier workers, whether informal or for-
mal, have the most educated parents. LTI workers have the least educated parents,
on average by two years. Overall, the parents of these workers have only between
two and four years of education, and the workers themselves have an average of
nine years of schooling. Incidentally, the large intergenerational increase in educa-
tional attainment shows the Indonesian government’s success in increasing access
to education.

Figure 5.2 shows the sector that theseworkers started in. About 33–39per cent of
low-tier workers started work in manufacturing, the rest in services. In contrast, a
largemajority of high-tier workers began in the services sector. AmongHTI work-
ers, 87 per cent started in services. Comparing these figures, we see, again, that the
main cleavage between workers is not between informal and formal but between
low-tier and high-tier.

Next, we use a multinomial logit regression to examine whether individuals
with different characteristics are more likely to enter the work force as LTI, HTI,
LTF, or HTF workers. We assess the sorting into first job types using IFLS3, 4,
and 5 for individuals who started work in 1996–2000, 2001–2007, and 2008–2014,
respectively. The independent variables are listed in Table 5.2.

Table 5.3 shows themarginal effects at mean. First, older individuals are slightly
more likely to have an HTF first job. An additional year of schooling is correlated
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Table 5.3 Selection into types of first job, IFLS3, 4, and 5

Informal Formal
Low-tier High-tier Low-tier High-tier
(1) (2) (3) (4)

Age −0.0027 −0.0002 0.0009 0.0020**

(0.00169) (0.00036) (0.00161) (0.00084)
Years of schooling −0.0229*** 0.0023*** −0.0056 0.0262***

(0.00455) (0.00048) (0.00509) (0.00430)
Cognitive score −0.0242** −0.0000 0.0245** −0.0003
(standardized) (0.01216) (0.00392) (0.01231) (0.00772)
Maths score 0.0019 −0.0001 −0.0222** 0.0205***

(standardized) (0.00887) (0.00315) (0.00955) (0.00740)
Height −0.0151*** 0.0001 0.0147 0.0003
(standardized) (0.00576) (0.00120) (0.01220) (0.01139)
Urban (Yes = 1) 0.0106 0.0026 0.0243 −0.0375***

(0.02084) (0.00641) (0.02645) (0.01128)
Father has more −0.0238 −0.0055 −0.0136 0.0429***

than six years of (0.02901) (0.00566) (0.02515) (0.01474)
education (Yes = 1)
Mother has more 0.0188 0.0088* −0.0288 0.0012
than six years of (0.02832) (0.00493) (0.03014) (0.02105)
education (Yes = 1)
By district:
Number of SD 0.0082 0.0008 −0.0135** 0.0045*

(0.00936) (0.00179) (0.00765) (0.00260)
Number of SMP 0.0038 −0.0001 −0.0037 −0.0001

(0.00342) (0.00071) (0.00326) (0.00186)
Number of SMA −0.0000 −0.0001 0.0004** −0.0000

(0.00024) (0.00008) (0.00020) (0.00006)
% village with −0.3055** 0.0054 0.3125*** −0.0124
health centre (0.13664) (0.01529) (0.10626) (0.05286)
% village with −0.0269 −0.0206 0.1205*** −0.0730
year-round roads (0.11729) (0.02071) (0.18875) (0.13249)

Observations 2,148 – – –
Pseudo R-squared 0.0909 – – –

Note: Sample is male workers in non-agricultural sectors who started working between 1996 and
2014; * p < 0.10, ** p < 0.05, *** p < 0.01. Coefficients come from a multinomial logit regression to
estimate the probability of an individual working as LTI (low-tier informal), HTI (high-tier informal),
LTF (low-tier formal), or HTF (high-tier formal). Estimations include year dummies on the first job,
wave, and island fixed effects. Standard errors are in parentheses, clustered at province level.
Source: authors’ construction based on data from IFLS 2000, 2007, and 2014.
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with a 0.2–2.6 percentage point higher probability of working as a high-tier worker.
Finally, having a more educated father is correlated with a 4.3 percentage point
higher probability of starting as an HTF worker. Given that only 11 per cent of
workers started in this category (Table 5.2), the benefit of having a more educated
father is very large. This could be related to connections in employment or it could
be that having a more educated father is a proxy for higher socio-economic status.
Taller men are less likely to start as LTI workers. At 1.51 percentage points, how-
ever, the effect is relatively small. Workers with a higher cognitive score have a
greater chance of starting work in LTF jobs and a smaller chance of starting in LTI
jobs. Finally, a higher mathematics score increases the probability of starting in
the HTF sector by 2 percentage points and reduces the probability of starting in
the LTI sector by 2.2 percentage points.

Overall, the strong message from these estimates is that workers in LTI jobs
are negatively selected. More favourable conditions increase the probability of
working in the formal sector.

5.3 The extent of job switching

In this section, we observe the labour outcomes of workers who began working
between 1996 and 2007. Among individuals whose first job was as an LTI worker,
we find that 46 per cent remained as LTI workers through the next 8–19 years.
About 7 per cent became HTI workers for at least one year, 37 per cent became
LTF workers for at least one year, and 8 per cent became HTF workers for at least
one year. These numbers show that switching out of LTI work happened about
50 per cent of the time, but the majority of those switches were to LTF work.
High-tier work appears to have a high entry barrier for those who started as LTI
workers.

Among the 54 per cent who switched to a different job type for at least one
period, the mean duration spent as an HTI worker is 0.46 years. The mean dura-
tion spent as an LTF worker is 3.48 years and the mean as an HTF worker is 0.37
years. Given that we are observing a career of between 8 and 19 years, these means
indicate a relatively short stint as a high-tier worker, either informal or formal.
Figure 5.3 also shows that switches occur mostly in the first seven years of an
individual’s career.

When we look at the number of times these workers switch between types, we
find that, on average, they switch three times. The average job spell (i.e. continuous
number of years in a particular job type) is only 0.16 years as an HTI worker, 1.48
years as LTF, and 0.14 years as HTF. The switchers still have their longest job spell
as LTI workers, with an average of 3.99 years.
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Fig. 5.3 Duration to switch of LTI first-job workers
Note: Number of observations: 529.
Source: authors’ construction based on data from IFLS 2000, 2007, and 2014.

Of the switchers who became a formal worker for at least one period, only
4.3 per cent also experienced working in the HTI sector. Therefore, most men
switched from LTI to formal-sector work without going through an HTI job. Our
data show that most LTI workers, when they switch, become LTF workers. Almost
none switch to high-tier work.

We next examine the characteristics of individuals who switch to a different job
type for at least one year compared with those who do not switch. We use the
same correlates as in Table 5.3. Table 5.4 shows that workers whose fathers are
highly educated have a 35.5–51.5 percentage points higher probability of switch-
ing. Interestingly, height, mathematics skills, cognitive skills, and educational
attainment have small correlations with switching. Only height is statistically
significant.

5.4 Wage premium of switching from LTI work

Our results so far show that individuals who start as LTI workers very rarely switch
to high-tier work. Of those who manage to switch, most become LTF workers.
These results corroborate previous findings that support the dual economy theory
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Table 5.4 Hazard ratio of switching from LTI work (IFLS3 and IFLS4)

Switching (Yes = 1)
Weibull Exponential Cox
(2) (3) (4)

Age 0.9756 0.9815 0.9771
(0.02932) (0.01565) (0.02749)

Years of schooling 1.0052 1.0211 1.0059
(0.03831) (0.02662) (0.03480)

Cognitive score (standardized) 1.0483 0.9982 1.0315
(0.06472) (0.05253) (0.05894)

Maths score (standardized) 0.8721 0.9362 0.8992
(0.08372) (0.06118) (0.07609)

Height (standardized) 0.9362** 0.9524** 0.9321**

(0.02645) (0.01944) (0.02447)
Urban (Yes = 1) 1.1920 1.1235 1.1689

(0.15341) (0.10714) (0.13724)
Father has more than six years 1.5148*** 1.3553*** 1.4966***

of education (Yes = 1) (0.2221) (0.1488) (0.20554)
Mother has more than six years 0.8341 0.7905 0.8125
of education (Yes = 1) (0.2957) (0.18889) (0.2493)
Community characteristics
Number of SD in village 1.0298 1.0383 1.0392

(0.06806) (0.06203) (0.70738)
Number of SMP in sub-district 1.0449 1.0181 1.0317

(0.02994) (0.02207) (0.02723)
Number of SMA in district 0.9995 1.0011 0.9998

(0.00139) (0.00092) (0.00128)
% village with health centre 0.0883*** 0.1510** 0.1126**

(0.08049) (0.13272) (0.10226)
% village with year-round roads 1.9302 1.0265 1.2364

(4.20054) (1.11631) (1.77104)
Observations 299 299 299

Note: Sample is male workers in non-agricultural sectors who started working between 1996 and
2000 and 2001 and 2007; * p < 0.10, ** p < 0.05, *** p < 0.01. Columns (1)–(3) are hazard ratios to
estimate the probability of individuals who started as LTI (low-tier informal) workers switching jobs.
Column (1) is the hazard ratios generated by a survival model with Weibull distribution and Column
(2) by a model with exponential distribution. Column (4) is the hazard ratios of the Cox proportional
hazard model. The magnitude of the hazard ratio (<1 or >1) indicates whether the probability of
switching is decreasing or increasing with the covariates. All regressions include wave and island
fixed effects. Additional controls are schooling, health, and infrastructure variables. Standard errors
are clustered at province level.
Source: authors’ construction based on data from IFLS 2000, 2007, and 2014.



MAYANG RIZKY ET AL. 105

D
en

sit
y

0 5 10 15 20
Hourly earnings (in IHS transformed values)

low-tier informal high-tier informal
low-tier formal high-tier formal

0.5

0.4

0.3

0.2

0.1

0

Fig. 5.4 Distribution of earnings by type of job
Note: Number of observations: 4,646.
Source: authors’ construction based on data from IFLS 2000, 2007, and 2014.

butwith a different nuance. It seems that the dual economy is divided between low-
tier and high-tier work rather than informal and formal work. Individuals who
started out as LTI workers can almost never switch to high-tier work but have a
relatively good chance of switching to LTF work. If we consider low-tier as blue
collar and high-tier as white collar work, the evidence shows that these sectors are
disconnected in the sense that blue-collar workers almost never become white-
collar workers.

However, the next question we ask is whether switching out of LTI work car-
ries a wage premium. Figure 5.4 compares the distribution of hourly earnings by
job types. We find that LTI and LTF workers have similar distributions. High-tier
workers, in either informal or formal work, also have similar distributions. Similar
to previous findings, the distinction appears to bemore apparent between low-tier
versus high-tier workers than informal versus formal workers.

Figure 5.5 shows the distribution of earnings of workers based on whether they
switch out of LTI work or not. Note that the sample here comes from the IFLS
labour market module rather than the first job module. The mean earnings of
the switchers are higher regardless of the type of work they switch to. Also, the
right tails of the earnings distributions are thicker. From the figure, it appears that
switchers to high-tierwork,whether informal or formal, earn the highest premium.

Table 5.5 shows the estimates. We focus on discussing the results with hourly
earnings as the dependent variable. Note that, depending on whether we include
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Fig. 5.5 Distribution of earnings by type of switching
Note: Number of observations: 4,646.
Source: authors’ construction based on data from IFLS 2000, 2007, and 2014.

individual fixed effects, the results show different contexts. Column 1 shows the
estimates without individual fixed effects, which show the differences in earnings
for individuals with similar characteristics but different job types. We find that
working as a non-LTI worker brings a large and statistically significant earnings
premium. The premium is similar for formal jobs, either low-tier or high-tier, at
almost 300 per cent. The premium for HTI work reaches 600 per cent.

Column 2 shows the results with individual fixed effects, which now show the
earnings premium for individuals of switching fromLTI ranging from285 per cent
to 335 per cent for switching to formal work (the difference between LTF andHTF
work is not statistically significant) and being 524 per cent for switching to HTI
work. Table 5.6 shows the median regression results.

In contrast to the stark earnings premiums for the averageworker, the premiums
for the median worker are much smaller. Again, the premium for LTF and HTF
work is very similar at 42–52 per cent. The earnings premium for HTI work is
about three times the earnings premium for formalwork. Thesemedian regression
results show that the enormous earnings premium shown in Table 5.5 is driven by
outliers. In conclusion, however, it appears that switching out of LTI into LTFwork
is a feasible way to improve a worker’s livelihood. Also, evidence shows that the
LTF sector is relatively accessible to LTI workers.
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Table 5.5 Wage premium of switching from LTI, OLS in levels

IHS hourly earnings IHS annual earnings
Levels Levels

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

High-tier informal 2.0883*** 1.9801*** 3.1128*** 2.5204***

(0.26015) (0.52584) (0.26602) (0.81805)
Low-tier formal 1.6099*** 1.6767*** 3.1996*** 3.2817***

(0.12899) (0.24220) (0.22053) (0.42302)
High-tier formal 1.5612*** 1.5791*** 2.8499*** 3.1535***

(0.14896) (0.28523) (0.25293) (0.47104)
Individual fixed effects No Yes No Yes

% difference from LTI worker
High-tier informal 607 524 2,048 1,042
Low-tier formal 300 335 2,253 2,462
High-tier formal 277 285 1,529 2,142

Observations 2,788 2,788 2,788 2,788
R-squared 0.1977 0.2042 0.2108 0.2247

Note: Sample is male workers in non-agricultural sectors starting work between 1996 and 2007.
Observed earnings are from 1996 to 2000, 2007, and 2014; * p < 0.10, ** p < 0.05, *** p < 0.01.
Earnings are calculated from wage and profit information and adjusted using the Consumer Price
Index (CPI 2012 = 100) from Badan Pusat Statistik (Indonesian Statistics Agency). For the
estimations, real earnings are transformed into IHS to include zero values. All regressions include
variables on age, years of schooling, cognitive and maths scores, height, father and mother with more
than six years’ education, urban/rural location, schools, health, and road facilities in the districts, as
well as year and island fixed effects.
Source: authors’ construction based on data from IFLS 2000, 2007, and 2014.

6. Conclusion

Like other developing countries, Indonesia has a large informal sector. Of the total
125 million working population, about 57 per cent are informal workers. In the
non-agriculture sectors, the proportion of informal workers has been around 50
per cent since 2000.

To understand the core drivers of informal worker dynamics, in this study, we
focus onmale informal workers in non-agricultural sectors and, instead of looking
at the whole workforce, we focus on the first jobs of young workers. We also split
the workers into low-tier and high-tier, including the latter to capture the fact that
some work, either formal or informal, requires high skills and knowledge. Specif-
ically, in this study, we measure the proportion of individuals whose first job is
low-tier informal, high-tier informal, low-tier formal, and high-tier formal; com-
pare their characteristics; calculate the number of low-tier informal workers who
switch to a high-tier informal or formal job; identify the characteristics of those
who switched; and estimate the earnings premium of switching.
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Table 5.6 Effects of switching from LTI, median in levels

IHS hourly earnings IHS annual earnings
Levels Levels

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

High-tier informal 0.8750*** 1.9621 0.8356*** 2.4478
(0.17537) (11.96927) (0.11766) (5.48840)

Low-tier formal 0.3534*** 1.6626 0.5948*** 3.2587
(0.05289) (4.2423) (0.06522) (2.01906)

High-tier formal 0.4165*** 1.5615 0.6155*** 3.1128
(0.06542) (5.53011) (0.09210) (2.51514)

Individual fixed effects No Yes No Yes
% difference from LTI worker

High-tier informal 140 – 131 –
Low-tier formal 42 – 81 –
High-tier formal 52 – 85 –
Observations 2,788 2,788 2,788 2,788
Pseudo R-squared 0.1182 – 0.1005 –

Note: Sample is male workers in non-agricultural sectors starting work between 1996 and 2007.
Observed earnings are from 1996 to 2000, 2007, and 2014; * p < 0.10, ** p < 0.05, *** p < 0.01.
Earnings are calculated from wage and profit information and adjusted using the Consumer Price
Index (CPI 2012 = 100) from BPS. For the estimations, real earnings are transformed into IHS to
include zero values. All regressions include variables on age, years of schooling, cognitive and maths
scores, height, father and mother with more than six years’ education, urban/rural location, schools,
health, and road facilities in the districts, as well as year and island fixed effects.
Source: authors’ construction based on data from IFLS 2000, 2007, and 2014.

We find that in non-agricultural sectors, the first jobs of male workers are pre-
dominantly formal; that is, between 60 and 80 per cent have formal jobs. Among
the remaining workers, almost all start as low-tier informal workers. Only 1–2 per
cent of workers have high-tier informal first jobs. The results from multinomial
logit regression indicate that individuals are negatively selected into low-tier infor-
mal work. People who have higher education, have higher cognitive scores, and are
taller are all less likely to start as low-tier informal workers.

Examining the trend of first jobs between 1996 and 2014, we find evidence that
the informal sector appears to become smaller as an economy grows. However, the
decline is very gradual and can be rapidly overturned by an economic crisis.

Among individuals whose first job was as a low-tier informal worker, almost
half remained low-tier informal workers through the next 8–19 years, about 7
per cent became high-tier informal workers for at least one year, and 45 per cent
became formal workers for at least one year, predominantly low-tier formal work-
ers. Among the half who switched to a different job type for at least one period, the
mean period spent as a high-tier informal worker is 0.46 years, the mean period
as a low-tier formal worker 3.73 years, and the mean period as a high-tier formal
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worker 0.37 years. These indicate a relatively short stint as high-tier informal or
formal workers. On average, these workers switch three times between types, the
average job spell being similar to the average years employed.

In terms of the switching pattern,most individuals switched from low-tier infor-
mal to formal-sector work without going through a high-tier informal job. The
characteristics of individuals who switched for at least one year indicate that work-
ers whose fathers are highly educated have a significantly higher probability of
switching. However, height, mathematics skills, cognitive skills, and education
attainment have weak correlations with switching.

We find that the earnings premium that low-tier informal workers could gain
by switching is large and statistically significant. Our median regression, which
provides a more modest result, shows earnings premiums of between 42 and 52
per cent for observably similarworkers in low-tier formal or high-tier formalwork.
The earnings premium for working in the high-tier informal sector is much higher
at 140 per cent, but only about 7 per cent of workers who started out as low-tier
informal workers were able to switch to this type of work.

Our findings imply two main points. First, low-tier informal workers are most
likely to switch to low-tier formal work. Only a very small proportion are able to
upgrade to high-tier informalwork, although this is the route thatmost policymak-
ers in developing countries appear to want low-tier informal workers to follow.
Second, the earnings premium of switching to low-tier formal work is as high as
42 per cent. While it is still much lower than the earnings premium of switching to
high-tier informal work, it seems that this is a more feasible route to improve the
livelihoods of low-tier informal workers. Therefore, rather than creating policies
that try to push low-tier informal-sector workers to become high-tier informal-
sector workers, governments would be better advised to create jobs, albeit low-tier
ones, that low-tier informal workers can apply for.
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Transforming informal work and

livelihoods in Costa Rica andNicaragua
Enrique Alaniz, T. H. Gindling, Catherine Mata, and Diego Rojas

1. Introduction

Costa Rica and Nicaragua are neighbouring countries in Central America that
present contrasting economic structures.¹ Most interesting for this chapter, Costa
Rica has one of themost formal labourmarkets in Latin America, while Nicaragua
has one of the least formal.

Informal work is often considered a place of residual employment for marginal-
ized and vulnerable workers. However, it can also be seen as a dynamic sector of
budding entrepreneurs: the staging ground for the development of firms that may
eventually employ a large number of workers. As noted in Chapter 2, any analysis
of informality must recognize this heterogeneity, differentiating between workers
who are informal because of lack of formal employment opportunities (‘lower-tier
informal’) and those who are self-employed or working in small firms voluntarily
because of comparative advantage or preferences (‘upper-tier informal’). Follow-
ing the framework laid out in Chapter 2, we study the wages and labour mobility
of heterogeneous informal work in Costa Rica and Nicaragua by dividing work-
ers into six work status groups: formal self-employed, upper-tier informal self-
employed, lower-tier informal self-employed, formal wage-employed, upper-tier
informal wage-employed, and lower-tier wage-employed.

We estimate that more than 80 per cent of workers in Nicaragua are informal,
while only 41 per cent of workers in Costa Rica are informal. Of these, fewer than
10 per cent of workers in Costa Rica are lower-tier informal, while 36 per cent are
lower-tier informal in Nicaragua. The lower level of informality, and in particular
lower-tier informal work, in Costa Rica compared to Nicaragua may be due to a
variety of factors, including greater enforcement of social security taxes and other
labour protection legislation (Gindling et al. 2015), higher gross domestic product
(GDP) per capita, and public support for education, health, training, and other
forms of human capital. GDP per capita in Costa Rica (US$ 19,762) is more than

¹ We are grateful to Kunal Sen, Simone Schotte, and Ira Gang for comments on earlier versions of
this chapter.

Enrique Alaniz et al., Transforming informal work and livelihoods in Costa Rica and Nicaragua. In: The Job Ladder.
Edited by Gary S. Fields, T. H. Gindling, Kunal Sen, Michael Danquah, and Simone Schotte, Oxford University Press.
© UNU-WIDER (2023). DOI: 10.1093/oso/9780192867339.003.0006
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three times that in Nicaragua ($ 5,834) and poverty is half (1.4 per cent vs 3.2 per
cent below $ 1.90/day, and 22 per cent vs 41 per cent at national poverty lines).²
Public spending on the social sectors is higher in Costa Rica than in Nicaragua:
21 per cent of GDP in Costa Rica ($1,325 per capita) vs 14 per cent in Nicaragua
($157 per capita; Acosta et al. 2017).

2. Definitions and identification of the formal, upper-tier
informal, and lower-tier informal work status groups

In this section, we describe the data and methodology used to identify which
workers belong to which of the six different work status groups.

2.1 Data

Costa Rica
The data used in this analysis consist of a panel data set of individuals con-
structed from the 2011–2018 annual Costa Rican National Household Surveys
(Encuesta Nacional de Hogares, or ENAHO, in Spanish). These household sur-
veys are cross-sectional surveys that are conducted annually by the Costa Rican
National Statistics and Census Institute. The ENAHO uses a rotating sample
design whereby interviewers in one year return to approximately 75 per cent of
the households interviewed in the previous year. Interviewers record a code iden-
tifying the address of each dwelling surveyed, which allows them to track dwellings
that are surveyed in consecutive surveys. The Institute next checks that the same
dwellings include the same households by comparing the personal characteristics
of each household member (i.e. age, gender, education levels, etc.) for each con-
secutive year. Finally, using information on the personal characteristics of each
member of each household, the Institute is able to match individuals across con-
secutive years. Using this strategy, the Institute has constructed seven year-to-year
panel data sets of households and individuals (2011–2012, 2012–2013, 2013–2014,
2014–2015, 2015–2016, 2016–2017, and 2017–2018). Each year, 25 per cent of
households are replaced in the sample; this implies that we will be able to fol-
low, at most, 75 per cent of households from year to year, although in practice our
sample is smaller. The year-to-year panels that we use include 37 per cent of all
individuals between the ages of 15 and 65 who were interviewed in the ENAHO
from 2011 to 2018.³

² World Bank World Development Indicators (2018) or most recent year. All dollar amounts are in
current purchasing power parity (PPP) dollars.

³ See Alaniz et al. (2020), which is an earlier version of this study, for additional detail on both the
Costa Rican and Nicaraguan data used in this chapter.
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Nicaragua
The primary data source used in this chapter for Nicaragua is a panel data
set collected by the Fundación Internacional para el Desafı́o Económico Global
(FIDEG), which follows households and household members from 2009 to 2017.
The FIDEG survey is designed to measure poverty annually using household
aggregate consumption as a welfare indicator and also includes data on household
and individual characteristics, wages and other employment characteristics, access
to some public services, and physical housing structure. It is a shorter version of
the Living StandardsMeasurement Survey and the sample is a nationally represen-
tative panel of 1,700 households located in urban and rural areas throughout the
country. The sample was designed using as the sampling frame the cartography of
the Population and Dwellings Census conducted in 2005 by the National Institute
of Statistics (INEC) and it is representative at national, urban, and rural levels; it
is probabilistic and stratified. The primary sampling units are ‘segmentos censales’
and the second-stage units are households within each segment. Eight households
were selected in each segment using systematic sampling with random start.

In both Costa Rica and Nicaragua, we limit our samples to the working-age
population, that is, those aged 15–65.

2.2 Identification of formal, upper-tier informal, and lower-tier
informal work among wage-employees and the self-employed

Following the International Labour Organization (ILO) Thesaurus, our frame-
work for identifying formal, upper-tier informal, and lower-tier informal workers
is based onwhether or not regulations andmandatory labour protections are com-
plied with. Employers and workers who comply with all registration requirements
and labour protections are identified as formal; those who comply with some
but not all regulations and worker protections are upper-tier informal, and those
who do not comply with any registration requirements or labour protections are
lower-tier informal. In addition, we distinguish between wage-employees and the
self-employed.

Costa Rica
In the ENAHO household surveys, wage-employees are self-identified as ‘wage
employees, un-paid assistants or private household workers’ (including domes-
tic servants). For private household wage-employees, the household (family) for
whom they work is considered the employer.Wage-employees also include unpaid
employees in family enterprises. We discuss first how we identify formal and the
two types of informal wage-employees and then how we disaggregate formal and
the two types of informal self-employed.
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In the literature, informality may be defined relative to the employer or the
worker. In this chapter, we focus on workers and follow the ILO Thesaurus
definition of informal work as comprising ‘all remunerative work (i.e. both self-
employment and wage-employment) that is not registered, regulated or protected
by existing legal or regulatory framework, as well as non-remunerative work
undertaken in an income-producing enterprise’ (ILO 2019). The common oper-
ationalization of ‘not protected by the existing legal or regulatory framework’ is
whether or not the employer contributes to social security (through payroll taxes)
for the employee. We follow this convention and identify formal wage-employees
as those whose employers contribute to social security for the worker. This oper-
ationalization makes sense in Costa Rica as social security (which provides both
health care and pensions) is the most widespread and desired social protection
and payment of social security contributions is the most strongly enforced tax.
Public-sector workers are also automatically included as formal-sector employees.

We identify upper-tier informal wage-employees as those whose employers
comply with some but not all regulations and mandated worker protections. In
Costa Rica, workers whose employers do not pay social security payroll taxes may
still be covered by other labour protections.Other labour protections inCosta Rica
include: sick leave, paid vacations, an aguinaldo (a mandated one-month salary
bonus inDecember), overtime pay, worker compensation insurance, safety regula-
tions, and maternal benefits. Our data include information on whether employees
receive any of these other benefits. We identify as upper-tier informal employees
those whose employers do not contribute to social security but who receive paid
sick leave, paid vacations, work risk insurance, or the aguinaldo. We also include
as upper-tier informal wage-employees those whose employers do not contribute
to social security but who do have salary deductions for income taxes. Professional
and technical wage-employees are also identified as upper-tier informal employ-
ees. We also identify wage-employees as upper-tier informal if they are covered by
social security but their employers do not pay their payroll taxes—for example, if
the employee is a direct dependant of someone whose employer does pay social
security payroll taxes. A few people also pay directly for private insurance, which
covers private clinics and hospitals but not social security clinics and hospitals. It is
likely that many of these employees voluntarily forgo employer-subsidized social
security in exchange for other forms of compensation such as higher wages. These
workers are informal but are likely to be voluntarily so.

Lower-tier informal wage-employees are identified as those who are neither
formal nor upper-tier informal wage-employees; that is, lower-tier informal wage-
employees are those who receive no social security insurance or other labour
protection benefits. These individuals could be employees in a firm, work in a pri-
vate household, or work as an unpaid family member or they could be workers
whose wage is paid in kind or in a single payment or per piece.
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Self-employed workers are those who self-identify as own-account workers or
owners of firms (employers). Self-employed workers in Costa Rica are legally
required to be registered with both Costa Rica Social Security (CCSS) and the
Ministry of Finance. Social security is mandated for all workers, including wage-
employees and the self-employed. Self-employed workers pay under a ‘special
regime’, which is the means by which they can contribute—and be affiliated—to
the social security system in Costa Rica. This is needed because the ‘normal’ way
that workers contribute to social security is through their employer, which self-
employed workers do not have. The self-employed must pay both the employer
and employee contributions to social security, although low-wage self-employed
workers are subsidized by the government and therefore pay lower social security
taxes.⁴Moreover, every private contractor is required to verify that a self-employed
worker offering goods or services to their business is registered to both public
institutions before contracting for any of their services. Each entity, the CCSS
and the Ministry of Finance (known as the Hacienda in Costa Rica), is in
charge of enforcing its own law and taxes, so it is possible for a self-employed
worker to be registered with the CCSS but not with the Ministry of Finance (or
vice versa).

For self-employedworkers to fully comply with the law in Costa Rica, theymust
both pay into social security and be registered. We identify formal self-employed
workers as thosewho follow all regulations: specifically, thosewho both contribute
to social security and are registered. Workers are identified as registered if they are
registered with the National Records or other public institution or keep formal
accounts for reporting to the government.

Upper-tier informal self-employed are identified as those who comply with
some but not all regulations—specifically, if they receive some type of social secu-
rity health insurance (including through the special regime, as a direct dependant
of an insured employee, insured by the government, or through private insurance)
but are not registered with the Ministry of Finance or if they are registered with
the Ministry of Finance but do not receive social security. Even if they are neither
registered nor paying social security, other self-employed workers are classified as
upper-tier informal self-employed if they are in a profession that requires post-
secondary education, if they are employers with at least one employee, or if their
place of work has a fixed premises.

⁴ For instance, workers earning less than 78.85 per cent of the minimum wage pay 6.43 per cent of
their income into the social security system under the special regime, workers earning between 78.85
per cent of and twice the minimum wage pay 9.3 per cent, workers earning between twice and four
times the minimum wage pay 12.28 per cent, etc. The maximum social security tax for those in the
special regime is 17.62 per cent of earnings (up to September 2017). This graduated payment scale by
income is designed to encourage all self-employed workers, including the poor, to become enrolled
into the social security system.
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Lower-tier informal self-employed are identified as those who do not comply
with any mandated government regulations—specifically, if they have no type of
health insurance and are not registered, have no paid employees, and are not pro-
fessional or technical workers. This includes those whose place of work has no
fixed premises (i.e. they work in the owner’s dwelling, are itinerant, or work on
construction sites or agricultural plots).

Nicaragua
In the FIDEG survey, wage-employees are those who self-identify as an employee
or a labourer (including domestic servants). Wage-employees also include unpaid
employees in family enterprises.

As in Costa Rica, we follow the convention of identifying formal wage-
employees as those whose employers contribute to social security for the worker.
Other wage-employees are informal. Unlike in Costa Rica, the Nicaraguan data
does not have information on other labour protections aside from social secu-
rity and therefore our definitions of lower-tier and upper-tier informal wage-
employees are not exactly the same in both countries. In Nicaragua, we identify
lower-tier informal wage-employees as domestic servants and others working in
private households. Upper-tier informal employees are all other employees whose
employers do not contribute to social security.

Self-employed workers are those who self-identify as own-account workers or
owners of firms (employers). Self-employed workers are not legally required to
contribute to social security, but they can personally and voluntarily pay social
security contributions through the ‘seguro facultativo’; however, we estimate that
very few—approximately 2 per cent of self-employed workers—do so. Workers
who do not contribute to social security still have access to local public health
clinics.

Formal self-employed workers are those who are affiliated with social security
in any capacity.⁵ Upper-tier informal self-employed are defined as those who work
in a unit with at least one wage-employee or who have private or other self-paid
health insurance. Lower-tier informal self-employed are all other self-employed
workers who have no health insurance (either social security or self-paid).

3. Descriptive analysis

In this section, we look at the characteristics of workers in each work status,
including wages, poverty, education, age, and gender.

⁵ Unlike in Costa Rica, the Nicaraguan data do not have information on whether self-employed
workers are registered with other government agencies. Therefore, our measures of formal, upper-tier
informal, and lower-tier informal self-employed in Nicaragua are not as nuanced as in Costa Rica.
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3.1 Distribution by work status

Table 6.1 presents the distribution of workers (and those not in the labour force)
in each work status for Costa Rica and Nicaragua. Overall, compared with Costa
Rica, work in Nicaragua is less formal, with a much larger proportion of lower-
tier informal workers. Formal work includes almost 60 per cent of workers in
Costa Rica compared with 19 per cent in Nicaragua.While in both Costa Rica and
Nicaragua upper-tier informal work accounts for a larger number of workers than
lower-tier informal work, the overall proportion of lower-tier informality is very
different; in Nicaragua, lower-tier informal work accounts for 36 per cent of work-
ers, while, in Costa Rica, it accounts for only 9 per cent; this represents 43 per cent
of informal workers in Nicaragua and 22 per cent in Costa Rica. In both countries,
the proportion of workers who are wage-employees is higher than the propor-
tion of self-employed workers, although the latter is larger in Nicaragua—38 per
cent compared with 22 per cent in Costa Rica. The proportion of formal self-
employment is particularly small in Nicaragua, at less than 1 per cent of workers,
compared with over 5 per cent of workers in Costa Rica.

3.2 The job ladder

Figure 6.1 summarizes the ‘job ladder’ in Costa Rica and Nicaragua by com-
paring monthly earnings by work status. In both countries, there is a clear
ordering: formal self-employment and formal wage-employment earn the most.
Next comes upper-tier informal self-employment, followed by upper-tier informal
wage-employment. At the bottom of the ladder comes lower-tier informal self-
employment, with lower-tier informal wage-employment as the lowest-earning
sector (although the differences between lower-tier self-employed and wage-
employees are small).

3.3 Wage dynamics

Comparisons of average wages in each work status are an incomplete description
of which are the best jobs for a given worker because the observed and unob-
served characteristics of workers in each work status may be different. Average
wages do not necessarily indicate the relative wages an observationally equivalent
worker would earn in each work status. To address this issue, we use the panel
nature of the data to examine whether wages for the same workers increase or
decrease when these workers changework status, andwe also adjust for observable
worker characteristics. We adjust for changes in observable characteristics (edu-
cation, vocational training, age, and gender) when workers change work status



Table 6.1 Percentage in each work and employment status for Costa Rica and Nicaragua

Costa Rica Working-age
population

Labour force All workers Informal workers Self-employed Wage-
employment

Self-employed Formal 3.1 5 5 – 24.2 –
Informal Upper-tier 7.9 13 14 33 61.7 –

Lower-tier 1.8 3 3 8 14.1 –
Wage-employees Formal 30.4 49 53 – 68

Informal Upper-tier 10.6 17 18 44 – 24
Lower-tier 3.6 6 6 15 – 8

Not employed Unemployed 5.0 8 – – – –
Full-time students 13.4 – – – – –
Out of the labour force 24.1 – – – – –

Nicaragua Working-age
population

Labour force All workers Informal workers Self-employed Wage-
employment

Self-employed Formal 0.5 1 1 – 1.8 –
Informal Upper-tier 14.1 20 20 25 54.0 –

Lower-tier 11.6 16 17 20 44.2 –
Wage-employees Formal 12.1 17 18 – – 28

Informal Upper-tier 17.8 25 26 32 – 42
Lower-tier 12.9 18 19 23 – 30

Not employed Unemployed 2.2 3 – – – –
Full-time students 6.6 – – – – –
Out of the labour force 22.2 – – – – –

Source: authors’ calculations based on the data described in section 2.1; for Costa Rica, average of ENAHO 2016, 2017, and 2018; for Nicaragua, average of FIDEG panel,
2009–2017.
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Fig. 6.1 Mean earnings by work status, Costa Rica and
Nicaragua
Source: authors’ calculations based on the data described in section 2.1.
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with regression analysis of wage changes. We interpret a labour status as pre-
ferred if workers who transition from another wage status into that labour status
experience an increase in earnings. For example, if wages increase when a worker
moves from upper-tier informal wage-employment to formal wage-employment,
this is evidence that formal wage-employment is preferred to upper-tier infor-
mal wage-employment. On the other hand, if there is no statistically significant
change in wages when an upper-tier informal wage-employee moves to formal
wage-employment, this is evidence that formal wage-employment is not neces-
sarily preferred to upper-tier informal wage-employment, and vice versa. See the
WIDER working paper version of this chapter (Alaniz et al. 2020) for a more
formal description of the methodology.

Proportional changes in these adjusted hourly wages given changes in sec-
tors are reported in Table 6.2 (the full wage equation results are presented later
in Table 6.6). The wage dynamics suggest a somewhat different job ladder than
do the mean earnings by work status. Probably the biggest difference is that the
wage dynamics suggest that, in bothCosta Rica andNicaragua, wage-employment
is preferred to self-employment within upper-tier informal work. For example,
wages fall when workers transition from upper-tier informal wage-employment
into upper-tier informal self-employment, while wages rise when the transition is
in the opposite direction. In addition, in both Costa Rica and Nicaragua, transi-
tions between formal self-employment and formal wage-employment do not lead
to statistically significant wage changes, suggesting that there is no clear order-
ing between these two work status groups. The evidence for lower-tier informal
self-employed compared with lower-tier informal wage-employed is that self-
employment is preferred in Nicaragua but that neither is preferred in Costa
Rica.⁶

In Costa Rica, the wage dynamics suggest that formal wage-employment has
the best jobs: for all but one work status, wages increase when workers transi-
tion into formal wage-employment and wages fall when workers transition out
of formal wage-employment into other work status groups. The exception is
upper-tier informal wage-employment: wages do not change significantly when
workers transition between formal wage-employment and upper-tier informal
wage-employment.

On the other hand, wages fall when workers transition from formal self-
employment into upper-tier informal wage-employment, suggesting that formal
self-employment may be preferred. Upper-tier informal self-employment is the

⁶ The differences between Fig. 6.1 and Table 6.2 may be because reported self-employed earnings
include both returns to capital as well as returns to labour so that, at any point in time, the level of self-
employed reported earnings may be higher than reported wage-employees even if returns to labour
in the two labour status groups are the same. This measurement issue may have a smaller effect on
earnings when wage-employees transition to self-employment.



Table 6.2 Adjusted monthly wage changes associated with transitions between working sectors

Costa Rica, 2011–2018 1. Formal
self-employed
(t + 1)

2. Upper-tier
informal
self-employed
(t + 1)

3. Lower-tier
informal
self-employed
(t + 1)

4. Formal
wage-employee
(t + 1)

5. Upper-tier
informal
wage-employee
(t + 1)

6. Lower-tier
informal
wage-employee
(t + 1)

1. Formal self-employed (t) – −0.158*** −0.399** −0.0887 −0.195*** −0.337
– (0.0574) (0.201) (0.0851) (0.0749) (0.277)

2. Upper-tier informal
self-employed (t)

0.216*** – −0.0803 0.564*** 0.173*** 0.00218

(0.0486) – (0.0672) (0.0659) (0.0571) (0.129)
3. Lower-tier informal
self-employed (t)

0.627*** 0.0311 – 0.675*** 0.363*** 0.00127

(0.149) (0.0820) – (0.105) (0.133) (0.104)
4. Formal wage-employee
(t)

−0.0933 −0.716*** −0.636*** – −0.170*** −0.657***

(0.0931) (0.0671) (0.0811) – (0.0259) (0.0531)
5. Upper-tier informal
wage-employee (t)

0.181** −0.208*** −0.570*** 0.235*** – −0.334***

(0.0795) (0.0499) (0.111) (0.0297) – (0.0484)
6. Lower-tier informal
wage-employee (t)

0.253 0.143 −0.125 0.624*** 0.366*** –

(0.358) (0.140) (0.0912) (0.0613) (0.0559) –

Continued



Table 6.2 Continued

Nicaragua, 2010–17 1. Formal
self-employed
(t + 1)

2. Upper-tier
informal
self-employed
(t + 1)

3. Lower-tier
informal
self-employed
(t + 1)

4. Formal
wage-employee
(t + 1)

5. Upper-tier
informal
wage-employee
(t + 1)

6. Lower-tier
informal
wage-employee
(t + 1)

1. Formal self-employed (t) – 0.423 0.199 0.063 0.240 NA
– (0.456) (0.441) (0.565) (0.417) –

2. Upper-tier informal
self-employed (t)

0.138 – −0.226*** 0.253** 0.385*** −0.325*

(0.167) – (0.061) (0.130) (0.068) (0.160)
3. Lower-tier informal
self-employed (t)

0.061 −0.002 – 0.183* 0.255*** −0.301***

(0.181) (0.066) – (0.096) (0.301) (0.090)
4. Formal wage-employee
(t)

−0.425 −0.333* −0.018 – −0.112*** −0.416***

(0.34) (0.200) (0.162) – (0.364) (0.120)
5. Upper-tier informal
wage-employee (t)

0.759* −0.593*** −0.478*** 0.058* – −0.133**

(0.424) (0.094) (0.089) (0.033) – (0.068)
6. Lower-tier informal
wage-employee (t)

0.328*** 0.037 0.621*** 0.231*** 0.163*** –

(0.094) (0.196) (0.116) (0.089) (0.072) –

Note: Heteroskedasticity-robust standard errors in parentheses. Wage changes are relative to the wage if the workers stay in the same sector at both time t and t + 1. OLS
regressions include the following controls: log of wage at time t; lagged wage; age and its square; gender dummy; regional dummies; primary, secondary, and tertiary
education dummies for time t; the change in these dummies between t and t + 1; dummy for non-formal (vocational) education at time t; the change in this dummy
between t and t + 1; fluency in English at time t; change in fluency between t and t + 1; and year dummies; * p < 0.1, ** p < 0.05, *** p < 0.001.
Source: authors’ calculations based on the data described in section 2.1.
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next most preferred. At the bottom of the job ladder are lower-tier informal
workers.

In Nicaragua, the wage dynamics suggest that the most preferred jobs are also
in formal wage-employment and formal self-employment. With the exception of
formal self-employment, when workers transition into formal wage-employment
wages increase. The nextmost preferred is upper-tier informal wage-employment:
wages increase when other types of informal workers transition into this status
and fall when workers transition from this status into other types of informality.
The next most preferred is upper-tier informal self-employment: wages fall when
workers in this status move to either lower-tier informal wage-employment or
self-employment, followed by lower-tier informal self-employment. The least pre-
ferred is lower-tier informal wage-employment: transitions from this status into
any other work status lead to higher wages, and transitions from any other work
status into this status lead to lower wages.

3.4 Other characteristics of workers in each work status

In bothCostaRica andNicaragua, lower-tier informalworkers (self-employed and
wage-employees) have the lowest education levels, formal workers (self-employed
and wage-employees) have the highest education levels, and upper-tier informal
workers are in between.

In both countries, self-employed workers have more vocational training than
wage-employees at each work status. Among both the self-employed and wage-
employees, formal workers have the most vocational training, followed by upper-
tier informalworkers, followed by lower-tier informalworkers. The only exception
is in Costa Rica, where formal wage-employees, formal self-employed, and upper-
tier informal self-employed have similar average levels of vocational training.

In both Costa Rica and Nicaragua, lower-tier informal wage-employees tend to
be young: 64 per cent of lower-tier informal wage-employees in Nicaragua and
48 per cent of lower-tier informal wage-employees are between 15 and 29. Self-
employed workers in all work status groups tend to be older than wage-employees.
For example, more than 38 per cent of upper-tier informal self-employed are age
50 or older, compared with fewer than 16 per cent of upper-tier informal wage-
employees. In Costa Rica, 41 per cent of formal self-employed are 50 or older,
while only 19 per cent of formal wage-employees are 50 or older.

The presence of women in each work status differs between Costa Rica and
Nicaragua. In Costa Rica, the proportion of women is highest in upper-tier infor-
mal and lowest in lower-tier informal and formal self-employed. InNicaragua, it is
the opposite: the proportion of women is highest in lower-tier informal and lowest
in upper-tier informal and formal self-employed. In both countries, formal wage-
employment is in the middle. When we look only at women with young children,
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the results are more consistent across countries. In both countries, women with
young children are over-represented in lower-tier informal work. For example, in
Costa Rica, approximately 55 per cent of women with young children are found
in lower-tier informal work status groups, while in every other work status this
proportion is less than 45 per cent. In Nicaragua, the difference between the pro-
portion of men and women with young children in lower-tier informal work is
greater than in any other work status.

For each work status (except formal wage-employees), a larger proportion
of workers is in agriculture in Nicaragua than in Costa Rica (see Table 6.3).
In both Costa Rica and Nicaragua, the proportion of agricultural workers
in lower-tier informal wage-employment is the highest (along with upper-tier
self-employment in Nicaragua). In both countries, lower-tier informal wage-
employees are also found in household service, and in Costa Rica, lower-tier
informal wage-employees are also found in construction. In both Costa Rica
and Nicaragua, the lowest proportion of agricultural workers is found in formal
wage-employment.

Many Nicaraguans migrate to Costa Rica for work. In Costa Rica, Nicaraguan
immigrants make up approximately 9 per cent of all workers and are concen-
trated in agriculture, construction, andhousehold services (OECDand ILO2018).
Nicaraguan immigrants are disproportionally found in the lower-tier informal-
ity. We calculate that 14 per cent of lower-tier informal wage-employees and
12 per cent of lower-tier informal self-employed were born in Nicaragua. This
compares to 7 per cent in formal wage-employment. Of course, because formal
wage-employment comprises themajority of Costa Rican workers, the majority of
Nicaraguan immigrants are also formal wage-employees.

A large proportion of formal wage-employees are in public/government
employment (public administration, teaching, health care, social assistance, etc.).
Public-sector workers make up about one-third of formal wage-employees in both
Costa Rica and Nicaragua. However, because formal employment is larger in
Costa Rica than in Nicaragua, this implies a different proportion of total work-
ers: 16 per cent of workers in Costa Rica are public compared with only 4.5 per
cent in Nicaragua.

Recall that a formal wage-employee is defined as one whose employer pays for
social security health insurance. In Costa Rica, we find that if an employer pays
for social security, then that employer is very likely to comply with other aspects
of labour formality. For example, of formal wage-employees in Costa Rica, 95 per
cent receive the aguinaldo, 90 per cent receive mandated sick days, and 91 per
cent receive paid vacation. Consistent with this, other research that we have con-
ducted in Costa Rica shows that policies designed to increase compliance with
minimum wages can lead to more employers complying with other labour pro-
tections and therefore to more informal workers becoming formal (Gindling et al.
2015).



Table 6.3 Descriptive statistics by work status, Costa Rica and Nicaragua (percentages)

Education

Primary
incomplete

Primary
complete

Secondary
complete

Some
tertiary

Non-formal
vocational
training

In agriculture Born in
Nicaragua

Poverty
rate

Costa Rica, 2011–2018
Self-
employed

Formal 8 50 18 23 34 20 3 11.5

Informal Upper-tier 15 56 15 14 36 22 4 23.0
Lower-tier 23 58 12 7 25 18 12 33.7

Wage-
employees

Formal 7 40 19 34 36 12 7 6.7

Informal Upper-tier 17 61 13 9 25 19 8 22.2
Lower-tier 23 61 12 4 17 27 14 35.7

Nicaragua, 2009–2017
Self-
employed

Formal 24 36 14 16 34 26 4.8

Informal Upper-tier 33 31 6 5 36 55 39.0
Lower-tier 30 36 9 7 25 25 36.0

Wage-
employees

Formal 9 37 18 32 36 7 23.6

Informal Upper-tier 27 37 11 7 25 48 48.0
Lower-tier 27 43 10 6 17 51 44.5

Continued



Table 6.3 Continued

Age

With children under 12
15–19 20–29 30–49 50 and

above
Female Male Female

Costa Rica, 2011–2018
Self-
employed

Formal 0 6 53 41 19 40 33

Informal Upper-tier 1 9 47 42 42 36 44
Lower-tier 2 18 53 27 26 40 54

Wage-
employees

Formal 2 27 52 19 37 45 42

Informal Upper-tier 10 22 43 25 51 42 42
Lower-tier 11 37 39 13 26 42 56

Nicaragua, 2009–2017
Self-
employed

Formal 2 9 33 57 52 61 69

Informal Upper-tier 3 12 52 34 36 72 70
Lower-tier 5 20 46 29 55 67 70

Wage-
employees

Formal 3 35 46 15 43 68 70

Informal Upper-tier 19 36 35 10 17 71 76
Lower-tier 33 31 27 9 55 64 73

Source: authors’ calculations based on the data described in section 2.1; for Costa Rica, average of 2011–2018 Costa Rica panel in 2015 colones; for Nicaragua, 2009–2017
FIDEG panel in 2017 córdobas.
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Poverty rates for the household in which the worker lives have a similar
ordering to monthly earnings. In Costa Rica, poverty rates are similar for the self-
employed and wage-employees in each work status. Formal self-employed and
wage-employees have the lowest poverty rates, followed by upper-tier informal
self-employed and wage-employees, and lastly lower-tier informal self-employed
and wage-employees. In Nicaragua, poverty rates are lower for the self-employed
than for wage-employees in each work status. The poverty rankings by work status
are therefore somewhat more complex than in Costa Rica. In Nicaragua, poverty
rates are the lowest for formal self-employed, followed by formal wage-employees,
followed by upper-tier informal self-employed; and poverty rates are higher for
upper-tier informal wage-employees than for lower-tier informal self-employed
(the opposite of Costa Rica). The highest poverty rate is for upper-tier informal
wage-employees.

Considering all of the evidence together suggests that formal is the most pre-
ferred work status. Formal wage-employees are paid the most, have the lowest
poverty rates, have more stable employment, are more likely to benefit from a
range of labour protections, and have the highest education levels. The formal
self-employed have similar earnings, poverty rates, and education levels. The
next most preferred jobs are upper-tier informal (both wage-employment and
self-employment), followed by lower-tier informal self-employment. Lower-tier
informal wage-employment is the lowest-paid work status in both Nicaragua and
Costa Rica.

4. Employment transitions

Table 6.4 presents Pi j, the proportion of those in each origin work status i at time
t who transition to another work status j or remain in work status i in year t + 1.

A key question is whether lower-tier informality is a persistent state where,
once entered, workers are stuck and unable to transition to better-paid work sta-
tus groups. The transitions reported in Table 6.4 do not support the argument
that individual lower-tier informal workers are stuck in lower-informal work in
either Costa Rica or Nicaragua. In both countries, the proportion of workers who
remain in the same work status from year to year is lower in lower-tier informal
work than in any other work status. This is true in both countries and in both
lower-tier informal work status groups. While many of the workers who transition
out of lower-tier informality leave employment or transition into another lower-
tier informal work status, most workers who do so transition to higher-paid work
status groups. For example, 41 per cent of lower-tier informal wage-employees
in year t in Costa Rica transition to either upper-tier informal or formal work sta-
tus groups in year t + 1, compared with 31 per cent who transition to other work
status groups or out of employment and 28 per cent who remain in lower-tier



Table 6.4 Year-to-year conditional probabilities of transition, as a percentage of the initial number in each status in year t

Costa Rica t + 1→ Self-employed Wage-employees Not employed Total
Formal Informal Formal Informal Unemployed Students Out of labour

forcet ↓ Upper-
tier

Lower-
tier

Upper-
tier

Lower-
tier

Self-employed Formal 48.5 34.6 1.0 3.5 6.8 0.6 1.1 0.2 3.8 100.0
Informal Upper-tier 12.6 45.1 4.1 5.0 10.3 1.8 2.5 1.7 17.0 100.0

Lower-tier 2.3 21.1 33.7 6.8 8.1 11.0 4.9 1.5 10.5 100.0
Wage-employees Formal 0.4 1.4 0.5 86.5 3.5 1.5 3.0 0.7 2.5 100.0

Informal Upper-tier 2.2 8.4 1.3 12.7 42.4 5.9 5.4 5.3 16.5 100.0
Lower-tier 0.6 4.5 5.8 15.2 20.7 27.9 9.9 4.3 11.2 100.0

Unemployed 0.6 4.7 2.4 22.3 11.0 7.9 22.8 9.8 18.6 100.0

Nicaragua t + 1 → Self-employed Wage-employees Not employed Total
Formal Informal Formal Informal Unemployed Students Out of

labour forcet ↓ Upper-
tier

Lower-
tier

Upper-
tier

Lower-
tier

Self-employed Formal 18.0 29.5 16.4 9.0 6.6 4.1 0.0 0.0 16.4 100.0
Informal Upper-tier 0.9 56.6 15.2 1.7 9.8 6.3 0.8 0.3 8.5 100.0

Lower-tier 0.8 20.5 40.0 2.4 10.8 7.6 1.4 0.8 15.7 100.0
Wage-employees Formal 0.6 1.7 2.2 75.7 9.8 1.8 2.4 0.4 5.5 100.0

Informal Upper-tier 0.1 7.8 6.8 9.3 56.1 8.8 3.0 1.7 6.4 100.0
Lower-tier 0.1 7.8 6.7 2.8 14.4 46.4 1.1 4.7 15.9 100.0

Unemployed 0.2 5.8 10.7 15.9 26.4 6.8 13.2 2.9 18.1 100.0

Source: authors’ calculations based on (for Costa Rica) Costa Rican panel 2011–2017 and (for Nicaragua) FIDEG panel 2009–2017.
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informal wage-employment. In Nicaragua, 25 per cent of lower-tier informal
workers in year t transition to higher-paying work status groups in the next year,
compared with 29 per cent who transition to other work status groups or out of
employment. When workers move from lower-tier informal wage-employment,
they are most likely to transition into upper-tier informal wage-employment: in
Costa Rica, 21 per cent of workers who are lower-tier informal wage-employees in
one year are upper-tier informal wage-employees in the next year; in Nicaragua,
the proportion is 14 per cent. A few lower-tier informal workers also transition
directly into formal wage-employment, although this is more common in Costa
Rica than in Nicaragua: 15 per cent of lower-tier informal wage-employees tran-
sition directly into formal wage-employment in Costa Rica from year to year
comparedwith 2.8 per cent inNicaragua.⁷ This difference betweenCosta Rica and
Nicaragua is at least partly due to the larger proportion of formal wage-employees
in Costa Rica.

Formal wage-employees have the least mobility into other wage status groups,
which iswhatwewould expect if formalwage-employment is rationed as predicted
by the dualistic labour market segmentation model: 76 per cent in Nicaragua and
86 per cent in Costa Rica stay as formal wage-employees from year to year com-
paredwith less than 57 per cent who stay in any otherwage status from year to year.
Most of the formal wage-employees who domove out of formal wage-employment
go into upper-tier informal wage-employment or out of the labour force (possibly
retiring). We find that very few formal employees transition to lower-tier informal
wage-employment or any type of self-employment. This finding is not consistent
with some other studies fromLatin America, which find evidence that workers use
human capital obtained in formal wage-employment to successfully transition to
self-employment (e.g. Maloney 2004).

Upper-tier informal wage-employees are more mobile than formal wage-
employees but less mobile than lower-tier informal workers. In both Costa Rica
and Nicaragua, when upper-tier informal wage-employees do change work sta-
tus, they are more likely to transition into better-paid formal wage-employment
than into lower-tier informal work. For example, 15 per cent of workers in upper-
tier wage-employment in Costa Rica in one year are formal wage-employees the
next; the proportion in Nicaragua is 9.3 per cent. This compares to 6 per cent of
upper-tier informal wage-employees in Costa Rica and 8.8 per cent of upper-tier

⁷ In Costa Rica, the proportion of lower-tier informal wage-employees who transition directly into
formal work is actually higher than the proportion of upper-tier informal wage-employees who tran-
sition directly into formal work. However, because upper-tier informal wage-employment in Costa
Rica is larger than lower-tier informal wage-employment, the number of workers who transition from
upper-tier informal wage-employment into formal work (1,024 in our sample) is higher than the
number who transition from lower-tier informal wage-employment into formal work (431 in our
sample).
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informal wage-employees inNicaraguawho transition into lower-paying informal
wage-employment.

Those in the formal and upper-tier informal self-employed status groups are
also reasonably mobile. In both countries, when the formal self-employed transi-
tion, they are most likely to move to upper-tier self-employment. The patterns
of transitions out of upper-tier self-employment differ between Nicaragua and
Costa Rica. In Costa Rica, upper-tier informal self-employed are most likely to
transition up the job ladder into formal self-employment and upper-tier infor-
mal wage-employment. In Nicaragua, upper-tier informal self-employed are most
likely to transition down into lower-tier informal self-employment, possibly due
to the smaller size of formal wage-employment in Nicaragua compared to Costa
Rica.

While we find that individual lower-tier and upper-tier informal workers have
substantial mobility up the job ladder into higher-paying wage status groups, we
also find that someworkers transition down the job ladder into lower-paying work
status groups. If mobility upwards is the same as mobility downwards, then the
total number of informal workers might not change even if many individual work-
ers transition into better-paying work status groups. However, this is not what we
find. When we compare the number of transitions, we find that the number of
workers who transition up the job ladder is greater than the number of work-
ers who transition down the wage ladder. For example, in Nicaragua we found
that 1,698 lower-tier informal workers in the sample transitioned into upper-tier
informal work status groups, compared with 984 who transitioned from upper-
tier informal into lower-tier informal. In Costa Rica, 1,101 workers in the sample
transitioned from lower-tier informal work status groups into upper-tier informal
work status groups, compared with 908 who transitioned from upper-tier infor-
mal work status groups into lower-tier informal work status groups. The number
of transitions from upper-tier informal to formal work is also greater than the
number who transition in the opposite direction. For example, in Nicaragua, 414
workers in our sample transitioned from upper-tier informal work into formal
wage-employment compared with 302 who transitioned from formal to upper-
tier informal wage-employment. In Costa Rica 1,024 workers transitioned up
the job ladder into formal wage-employment compared with 812 who transi-
tioned down the ladder into upper-tier informal wage-employment. Transitions
between upper-tier informal self-employment and wage-employment and formal
self-employment and wage-employment show similar patterns. There were also
more transitions from lower-tier informal wage-employment into formal wage-
employment than in the opposite direction (415 vs 340 in Costa Rica and 97 vs 54
in Nicaragua).

In summary, the transition matrices suggest that there is substantial mobil-
ity of individual workers from lower-tier informal into upper-tier informal, and
from upper-tier informal into formal, and even mobility from lower-tier informal
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directly into formal work status. However, there is also substantial churning as
workers move between upper-tier informal, lower-informal, and formal work sta-
tus groups; but even with this churning, there are still more total transitions up
the job ladder into higher-paying job status groups than down the ladder into
lower-paying work status groups.

5. Characteristics correlated with improved work status and wages
for informal workers

In this section, first we estimate work status transition equations to identify
the observed characteristics associated with improved work status. Next, we use
estimates of wage dynamics (wage change) equations to identify the observed
characteristics that are correlated with increasing wages for those workers who
remain in the same work status.

5.1 Characteristics correlated with transitions from informal
employment into better work status groups

To provide evidence on improving the work and livelihoods of informal workers,
we estimate equations that examine the correlates of transitions between sectors.
In these estimated transition equations, we examine the impacts of personal char-
acteristics (education and vocational training, age, gender), changes in personal
characteristics, family-level variables (presence of a partner, number of children
under 12 years old), changes in family-level variables, and public utilities that
each individual has access to as government-provided public services (sanitation,
potable water, and electricity).⁸

Although we estimate transitions between all work status groups, in Table 6.5
we present only a subset of the results—specifically, results of the employment
transitions equations from lower-tier informal (combining self-employed and
wage-employment) into upper-tier informal wage-employment, upper-tier infor-
mal self-employment, formalwage-employment, and formal self-employment.We
also estimate employment transition equations for transitions between upper-
tier informal work (combining self-employed and wage-employed) into formal
wage-employment and formal self-employment.

The interpretation of the impact of changes in independent variables on tran-
sitions depends on whether those variables are levels or changes. For example,
the education level of a worker was likely earned before that worker entered the

⁸ We also control for year fixed effects. Further details on the methodology used in this section are
available in the WIDER working paper version of this chapter (Alaniz et al. 2020).



Table 6.5 Estimation of the characteristics correlated with transitions from lower-tier and upper-tier informal status (self-employed and
wage-employed) into the formal and upper-tier informal status

Transitions from the lower-tier informal sectors Transitions from the upper-tier informal sectors
Independent variables (marginal
probabilities are reported,
standard errors in parentheses)

To formal
self-employed

To upper-tier
informal
self-employed

To formal
wage-employee

To upper-tier
informal
wage-employee

To formal
self-employed

To formal
wage-employee

(a) Costa Rica

Age 0.00264** 0.0116*** 0.000356 0.000795 0.0133*** 0.00514***

(0.00107) (0.00288) (0.00321) (0.00333) (0.00137) (0.00134)
Age 2 −2.76e-05** −0.000107*** −5.63e-05 −2.04e-05 −0.000139*** −0.000100***

(1.27e-05) (3.59e-05) (4.36e-05) (4.35e-05) (1.58e-05) (1.77e-05)
Female −0.0124** 0.00126 −0.0459*** 0.0563*** −0.0888*** −0.0524***

(0.00560) (0.0114) (0.0134) (0.0139) (0.00531) (0.00518)
Complete primary education 0.00747 0.0238* 0.0449** −0.00848 0.0439*** −0.00558

(0.00619) (0.0141) (0.0178) (0.0173) (0.00832) (0.00896)
Complete secondary (academic and
technical) education

0.0160** 0.0527*** 0.0981*** 0.00334 0.0621*** 0.0263**

(0.00784) (0.0201) (0.0223) (0.0250) (0.0101) (0.0108)
Some tertiary and post-graduate
education

0.0257*** 0.0715*** 0.108*** −0.0333 0.0992*** 0.0390***

(0.00860) (0.0252) (0.0284) (0.0366) (0.0103) (0.0113)
Earn a primary education degree 0.00401 0.0382 0.0186 0.0655* 0.0209 −0.00193

(0.0130) (0.0273) (0.0375) (0.0335) (0.0183) (0.0200)
Earn a secondary education degree 0.0260*** 0.0274 0.0173 −0.0898 0.0181 0.0240

(0.00724) (0.0370) (0.0378) (0.0600) (0.0155) (0.0156)
Earn some tertiary education 0.00524 0.0662* −0.0618 0.0457 0.0300** 0.0269

(0.0138) (0.0393) (0.0617) (0.0635) (0.0151) (0.0174)
Non-formal vocational education 0.00254 0.0173 0.0426*** −0.0158 0.0162*** −0.00716

(0.00484) (0.0135) (0.0139) (0.0175) (0.00517) (0.00635)



Earn vocational education 0.00769 0.0358** 0.0570*** 0.0287 0.0300*** 0.0135*

(0.00561) (0.0174) (0.0188) (0.0225) (0.00648) (0.00818)
Fluency in English 0.00745 0.0272 −0.0413 −0.0908* 0.00621 0.0388***

(0.00609) (0.0266) (0.0330) (0.0476) (0.00885) (0.0102)
Increase fluency in English 0.00696 0.00862 0.0344 0.0540 0.0144 0.0444***

(0.0146) (0.0484) (0.0461) (0.0584) (0.0139) (0.0150)
Presence of a partner 0.0106** 0.0592*** 0.0429*** −0.0110 0.0212*** −0.0148**

(0.00435) (0.0119) (0.0138) (0.0149) (0.00565) (0.00645)
Gain a partner 0.0123 0.0445 0.0526** −0.0788** 0.0137 0.0204

(0.01000) (0.0288) (0.0266) (0.0398) (0.0203) (0.0170)
Lose a partner −0.181*** −0.0266 0.0206 −0.0291 −0.0209 0.0263

(0.0277) (0.0338) (0.0353) (0.0448) (0.0185) (0.0177)
Number of children under 12 in
household

−0.00136 −0.0100* −0.0119* 0.00194 −0.00203 0.000489

(0.00189) (0.00550) (0.00692) (0.00656) (0.00277) (0.00346)
Change of children under 12 −0.00693* −0.00132 −0.00308 0.00192 0.000201 0.00365

(0.00382) (0.00811) (0.00941) (0.0110) (0.00468) (0.00576)
Potable water −0.00401 −0.0155 −0.0239 0.00985 −0.00317 0.0132

(0.00567) (0.0167) (0.0177) (0.0218) (0.00720) (0.00971)
Publicly provided sanitation system 0.000691 0.0139 0.00159 −0.0371* −0.0131** 0.00802

(0.00515) (0.0140) (0.0165) (0.0193) (0.00662) (0.00730)
Central Valley −0.00388 0.00286 0.000519 0.0434*** −0.00804* 0.0169***

(0.00386) (0.0104) (0.0117) (0.0132) (0.00461) (0.00547)
Time dummies Yes Yes Yes Yes Yes Yes
Observations 3,480 3,480 3,480 3,480 11,968 11,968

Continued



Table 6.5 Continued

Transitions from the lower-tier informal sectors Transitions from the upper-tier informal sectors
Independent variables (marginal
probabilities are reported,
standard errors in parentheses)

To formal
self-employed

To upper-tier
informal
self-employed

To formal
wage-employee

To upper-tier
informal
wage-employee

To formal
self-employed

To formal
wage-employee

(b) Nicaragua

Age −0.0002 0.0182*** 0.0016** −0.0002 0.0001 −0.0004
(0.0002) (0.0019) (0.0007) (0.0002) (0.0001) (0.0011)

Age 2 0.000004* −0.000193*** −0.000029*** 0.000004 0.000000 −0.000014
−0.000003 −0.000024 −0.000010 −0.000003 −0.000001 −0.000014

Female 0.0005 −0.0812*** −0.0061** 0.0005 0.0010** −0.0053
(0.0007) (0.0087) (0.0030) (0.0007) (0.0006) (0.0045)

Complete primary education 0.0010 −0.0011 0.0086** 0.0010 0.0006 0.0102*

(0.0011) (0.0095) (0.0043) (0.0011) (0.0006) (0.0055)
Complete secondary (academic and
technical) education

0.0034 −0.0043 0.0264*** 0.0034 −0.0005 0.0246***

(0.0038) (0.0167) (0.0102) (0.0038) (0.0005) (0.0102)
Some tertiary and post-graduate
education

0.0088*** −0.0112 0.0369*** 0.0088 0.0037*** 0.0713***

(0.0070) (0.0185) (0.0135) (0.0070) (0.0031) (0.0167)
Earn a primary education degree 0.0018 −0.0174 0.0225*** 0.0018 0.0006 0.0067

(0.0027) (0.0170) (0.0106) (0.0027) (0.0013) (0.0103)
Earn a secondary education degree 0.0012 −0.0314 0.0058 0.0012 0.0045*** 0.0013

(0.0026) (0.0212) (0.0077) (0.0026) (0.0038) (0.0106)
Earn some tertiary education Omitted −0.0578 0.0107 Omitted 0.0031 0.0631***

(0.0276) (0.0127) (0.0059) (0.0271)



Non-formal vocational education 0.0022* −0.0142 0.0237*** 0.0022 0.0008 0.0447***

(0.0018) (0.0121) (0.0072) (0.0018) (0.0007) (0.0084)
Earn vocational education 0.0019 0.0479*** 0.0579*** 0.0019 0.0024*** 0.0597***

(0.0021) (0.0172) (0.0118) (0.0021) (0.0016) (0.0112)
Presence of a partner 0.0039*** 0.0563*** −0.0018 0.0039 0.0008** 0.0109**

(0.0016) (0.0094) (0.0034) (0.0016) (0.0005) (0.0049)
Gain a partner Omitted 0.0228 0.0096 Omitted Omitted 0.0291**

Omitted (0.0265) (0.0091) Omitted (0.0151)
Lose a partner −0.0002 −0.0437* −0.0075 −0.0002 0.0000 0.0250*

(0.0017) (0.0206) (0.0069) (0.0017) (0.0009) (0.0176)
Number of children under 12 in
household

0.0001 0.0060** 0.0013 0.0001 0.0000 −0.0026

(0.0003) (0.0031) (0.0011) (0.0003) (0.0004) (0.0048)
Change of children under 12 0.0007* 0.0077 −0.0001 0.0007 0.0002** −0.0004

(0.0004) (0.0053) (0.0020) (0.0004) (0.0001) (0.0017)
Potable water 0.0011 −0.0025 −0.0002 0.0011 0.0001 0.0005

(0.0008) (0.0093) (0.0033) (0.0008) (0.0002) (0.0028)
Electricity Omitted −0.0087 0.0003 Omitted 0.0003 0.0238***

(0.0154) (0.0062) (0.0006) (0.0063)
Publicly provided sanitation system Omitted −0.0428*** 0.0090** Omitted 0.0005 0.0360***

(0.0115) (0.0033) (0.0004) (0.0046)
Residential telephone 0.0010 0.0483*** 0.0021 0.0010 0.0002 0.0021

(0.0015) (0.0215) (0.0057) (0.0015) (0.0006) (0.0080)
Time dummies Yes Yes Yes Yes Yes Yes
Observations 6,428 6,428 6,428 4,302 8,038 8,308

Note: Robust standard errors in parentheses; lower-tier informal sectors include informal self-employed and wage-employees results for transitions into unemployment,
full-time student, and out of the labour force are not included in this table but are available from the authors; * p < 0.1, ** p < 0.05, *** p < 0.01.
Source: authors’ calculations based on the data described in section 2.1.
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labour force. If levels of education promote transitions, this might indicate that
formal employers are simply choosing those who already have the most education
(who are presumably the most productive) to hire into rationed high-wage jobs.
On the other hand, if earning an education while employed promotes transitions
into higher-wage work status groups, then this is stronger evidence that earning
an education may increase the probability of a worker already employed in infor-
mal jobs transitioning to a higher-wage job. Changes in independent variables are
under the control of workers and are therefore more useful for policymakers who
are looking for policies to promote better jobs for informal workers.

In both Costa Rica and Nicaragua, earning vocational training (a change vari-
able) increases the probability of a transition out of lower-tier informal work status
groups into formal wage-employment and upper-tier informal self-employment.
Earning a vocational education also increases the probability of a transition
out of upper-tier informal work into both formal wage-employment and formal
self-employment. Earning on-the-job vocational training is the most consistent
correlate of transitioning from an informal sector into a better-paying sector and
is therefore a possible focus of public policy.

In both Costa Rica and Nicaragua, higher education levels promote transitions
from all informal work status groups into formal wage-employment. There is also
evidence in both countries that earning a tertiary education promotes transitions
from upper-tier informal into formal work and from lower-tier informal work into
upper-tier informal work. In addition, earning a secondary education can pro-
mote transitions into formal self-employment.⁹ Note that most workers enter the
workforce with their primary and secondary education already at the highest lev-
els they will reach. This may help to explain why earning a tertiary education has
a bigger impact on the probability of transitioning into a better work status than
does earning a primary education: more workers complete their tertiary educa-
tion after entering the workforce. In summary, the evidence suggests that earning
an education and having a higher education level are important correlates of an
increase in the probability of transitioning from informal work into a better work
status.

In both countries, an older age (a proxy for experience) promotes a transition
from lower-tier informal work into upper-tier informal self-employment. In Costa
Rica, an older age also promotes a transition from both lower-tier and upper-tier
informal into formal self-employment. The impact of age/experience has dimin-
ishing marginal returns: the probability that a worker transitions into higher-paid
self-employment is maximized around the upper 40s age group. In Costa Rica,
older workers are also more likely to transition from upper-tier informality into

⁹ Those who transition may be students who chose to work informally while in school as this may
be more flexible to combine with their studies. They may be quite different from the ‘average’ informal
worker.
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formal wage-employment and self-employment. This suggests that workers who
start out in informal work status groups may be gaining experience as lower-tier
workers before becoming successfully self-employed.

As vocational training, formal education, and experience are forms of human
capital, our results suggest that informal workers who increase their human capital
on the job are more likely to transition into better work status groups.

Compared with men, women are less likely to transition from informal work
into formal wage-employment and formal self-employment than men in both
Costa Rica and Nicaragua. This suggests that women may be disadvantaged in
their ability to obtain rationed formal employment.

Household structure also matters for transitions to better work status groups.
For example, having a partner (i.e. spouse) is generally positively correlated with
transitions from informal work into better work status groups.

5.2 Characteristics correlated with higher wages for workers
who remain informal

Table 6.6 presents the full wage change regression results described in section 3.3
(and in the WIDER working paper version of this chapter). We do not present
the coefficients on the variables that indicate changes in work status because these
results are already reported in Table 6.2. The coefficients on the independent vari-
ables in Table 6.6 can be interpreted as the effect on the wage changes of workers in
each work status if those workers remain in that work status. It is these correlates
that we concentrate on in this subsection. In Nicaragua, earning vocational train-
ing increases the wages for upper-tier and lower-tier informal wage-employees
who remain in those work status groups. In Costa Rica, fluency in English (which
is themost popular programme in theNational Apprentice Institute) also increases
earnings for upper-tier and lower-tier informal wage-employees. This evidence
suggests that providing vocational training to informal wage-employees could
contribute to higher earnings for those who remain in that work status.

In both Costa Rica and Nicaragua, earning additional education while
employed has little effect on the wages of workers who remain in lower-tier
informal wage-employment. Earning a tertiary education increases earnings in
lower-tier informal wage-employment but is not significant for any other types of
education. However, other education levels are not significant correlates of earn-
ings for those who remain informal in Nicaragua, although they are significant in
Costa Rica (except for lower-tier informal wage-employment).

Age (a proxy for experience) is correlated with higher wages for those who
remain in lower-tier informal wage-employment in Costa Rica but not in
Nicaragua. InNicaragua, age is correlated with higher wages for those who remain
in informal self-employment and in upper-tier informal wage-employment but
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Table 6.6 Wage change regressions, Costa Rica and Nicaragua

(a) Costa Rica
Upper-tier
informal
self-employed

Lower-tier
informal
self-employed

Upper-tier
informal wage-
employment

Lower-tier
informal wage-
employment

Log of hourly
wage in t

−9.90e-05*** −0.000182*** −0.000163*** −0.000419***

(1.01e-05) (4.55e-05) (1.45e-05) (3.60e-05)
Age −0.00589 0.00589 −0.00158 0.0224**

(0.0121) (0.0211) (0.00515) (0.0108)
Age squared 8.45e-05 −3.81e-05 4.49e-05 −0.000277*

(0.000139) (0.000258) (6.48e-05) (0.000148)
Female −0.00712 0.0165 −0.0158 −0.00174

(0.0418) (0.106) (0.0222) (0.0526)
Complete
primary
education

−0.0111 0.145 0.0273 0.0376

(0.0600) (0.0881) (0.0361) (0.0527)
Complete
secondary
education

0.0739 0.0784 0.0747 0.141*

(0.0790) (0.148) (0.0455) (0.0819)
Some tertiary
and
postgraduate
education

0.247*** 0.392** 0.385*** 0.256**

(0.0776) (0.168) (0.0535) (0.113)
Earn a primary
education
degree

−0.217 −0.0538 0.121 0.00498

(0.132) (0.209) (0.0781) (0.102)
Earn a
secondary
education
degree

−0.0732 0.0473 0.0372 0.0884

(0.127) (0.182) (0.0748) (0.174)
Earn a tertiary
education
degree

−0.115 0.441 0.108* 0.584***

(0.122) (0.295) (0.0629) (0.209)
Vocational
training

0.00657 −0.131* −0.0463* 0.0162

(0.0414) (0.0794) (0.0262) (0.0546)
Earn training −0.0112 0.124 −0.0129 0.0944

(0.0667) (0.114) (0.0338) (0.0737)
Fluency in
English

0.149* 0.218 0.173*** 0.232*

(0.0831) (0.178) (0.0559) (0.137)
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Change in
English fluency

0.0354 0.249 0.108 0.350

(0.118) (0.264) (0.0709) (0.291)
Central Valley 0.0236 −0.0439 0.0192 0.0164

(0.0367) (0.0746) (0.0217) (0.0402)
Year fixed
effects

Yes Yes Yes Yes

Wage status
dummy
variables

Yes Yes YES Yes

0.308 −0.0252 0.223** 0.0387
Constant (0.260) (0.441) (0.105) (0.199)
Observations 4,090 1,021 4,803 1,319
Adjusted
R-squared

0.140 0.220 0.145 0.286

(b) Nicaragua

Upper-tier
informal
self-employed

Lower-tier
informal
self-employed

Upper-tier
informal wage-
employment

Lower-tier
informal wage-
employment

Log of hourly
wage in t

−0.5993*** −0.6635*** −0.6583*** −0.6227***

(0.0203) (0.0233) (0.0309) (0.0607)
Age 0.0575*** 0.0503*** 0.0138** 0.0159

(0.0152) (0.0129) (0.0065) (0.0147)
Age squared −0.0006*** −0.0006*** −0.0002* (0.0002)

(0.0002) (0.0002) (0.0001) (0.0002)
Female 0.0297 −0.0650 −0.0387 (0.1094)

(0.0503) (0.0505) (0.0410) (0.0852)
Complete
primary
education

0.2524*** 0.1828*** 0.1518*** 0.0272

(0.0553) (0.0582) (0.0310) (0.0658)
Complete
secondary
education

0.2959*** 0.3470*** 0.2120*** 0.0412

(0.1032) (0.0941) (0.0455) (0.0997)
Some tertiary
and
postgraduate
education

0.7288*** 0.5831*** 0.4344*** 0.2566**

(0.1116) (0.1141) (0.0646) (0.1216)

Continued
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Table 6.6 Continued

Upper-tier
informal
self-employed

Lower-tier
informal
self-employed

Upper-tier
informal wage-
employment

Lower-tier
informal wage-
employment

Earn a primary
education
degree

0.2846** −0.0274 0.0851 0.1261

(0.1205) (0.1041) (0.0671) (0.1148)
Earn a
secondary
education
degree

−0.2814* 0.0937 −0.0070 0.0986

(0.1512) (0.1494) (0.0734) (0.1210)
Earn a tertiary
education
degree

0.2475 0.3065 0.1304 −0.0693

(0.2358) (0.2501) (0.0867) (0.2808)
Vocational
training

0.0356 −0.0901 0.0732 −0.0019

(0.0591) (0.0690) (0.0480) (0.1555)
Earn training 0.0187 −0.0194 0.1585*** 0.2342***

(0.0782) (0.0890) (0.0463) (0.0904)
Year fixed
effects

Yes Yes Yes Yes

Wage status
dummy
variables

Yes Yes Yes Yes

0.3240 0.8683*** 1.7201*** 1.5497***

Constant (0.3144) (0.2663) (0.1346) (0.2871)
Observations 2,498 1,775 3,046 464
Adjusted
R-squared

0.3332 0.3747 0.2799 0.348

Note: Robust standard errors in parentheses; * p < 0.1, ** p < 0.05, *** p < 0.01.
Source: authors’ calculations based on the data described in section 2.

not in Costa Rica. Wage changes for those who remain informal do not differ
between men and women.

In summary, we find evidence of few things that informal workers can do to
positively affect their wages if they remain in the same informal work status. The
strongest evidence of a variable increasing wages is related to vocational training,
which is positively correlated with higher wages for those who remain informal.

6. Conclusions

Our results suggest that it is important to distinguish between lower-tier and
upper-tier informal workers and between the self-employed and wage-employees.
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Employment andwage transition patterns are different for different informal work
status groups, as are the characteristics of workers in each work status and the
characteristics of workers that are associated with moves up the job ladder.

We find that in both Costa Rica and Nicaragua, there is a clear ordering
of work status groups. Earnings are highest for formal work (among both the
self-employed andwage-employees), next-highest for upper-tier informal, and last
for lower-tier informal.We also find that in bothNicaragua andCosta Rica,mobil-
ity out of the least favourable work status, lower-tier informal work, is greater
than out of all other work status groups. There is also substantial mobility out
of upper-tier informal work into formal work status. Formal wage-employment
is the least mobile work status. This suggests that individual workers in Costa
Rica and Nicaragua are not stuck in lower-tier informal work and that there is
scope for promoting transitions from lower-tier and upper-tier informal work into
better-paying work status groups.

While we find that individual lower-tier and upper-tier informal workers have
substantial mobility up the job ladder into higher-paying wage status groups, we
also find that someworkers transition down the job ladder into lower-paying work
status groups. If mobility upwards is the same as mobility downwards, then the
total number of informal workersmay not change even if many individual workers
transition into better-payingwork status groups. However, this is not what we find.
When we compare the number of transitions, we find that the number of workers
who transition up the job ladder is greater than the number of workers who tran-
sition down the wage ladder. The number of transitions from lower-tier informal
work directly into formal work is greater in Costa Rica than in Nicaragua, at least
partly due to the larger size of formal wage-employment and self-employment in
Costa Rica.

Informal workers can improve earnings and livelihoods by moving to better
work status groups or by staying as informal workers and improving their earn-
ings. In both Costa Rica and Nicaragua, earning vocational training increases
the probability of a transition out of lower-tier informal work status groups into
upper-tier informalwage-employment and increases the probability of a transition
out of upper-tier informal work into formal wage-employment and formal self-
employment. In both countries, higher education levels promote transitions from
all informal work status groups into formal wage-employment. There is also evi-
dence in both countries that earning a tertiary education promotes transition from
upper-tier informal into formal work and from lower-tier informal into upper-tier
informal work. An older age (a proxy for experience) promotes transition from
lower-tier informal work into upper-tier informal self-employment in both Costa
Rica and Nicaragua and from upper-tier informal into formal self-employment
and wage-employment in Costa Rica. As vocational training, formal education,
and experience are forms of human capital, our results suggest that informal work-
ers who increase their human capital on the job are more likely to transition into
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better work status groups. As the probability of transitioning to a better work status
increases with age until the mid-to-upper 40s, these results also suggest that voca-
tional training should be available not only for the young but also for informal
workers throughout their prime working lives.

On the other hand, we find few things that informal workers can do to posi-
tively affect their wages if they stay informal. The strongest evidence is related to
vocational training, which is positively correlated with higher wages for those who
remain informal.

Promoting formalization of informal workers may also be possible through
other government action. Costa Rica has been able to attain such a high propor-
tion of workers whose employers pay social security taxes through a combination
of increased enforcement among wage-employees and subsidies for low-income
self-employed workers (Saenz et al. 2010; Gindling et al. 2015). In addition, work
that we have done in Costa Rica shows that policies designed to increase compli-
ance with some labour regulations, such as minimum wages, can lead to more
employers complying with other labour protections and social security payroll
taxes and therefore to more informal workers becoming formal (Gindling et al.
2015). These policies included public relations campaigns, increased enforcement,
and incorporating workers into the enforcement process.

The strongest of our results suggest policies of providing vocational training
to informal workers as a way of improving wages for those who remain informal
and of promoting transitions into better-paying work status groups. Earning other
types of human capital, such as formal education, also improves aworker’s chances
of transitioning into higher-paying work status. Overall, our results suggest that
policies that promote investment in human capital for currently employed infor-
mal workers are an effective way to improve the livelihoods of informal workers
in Costa Rica and Nicaragua.
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7
Informality, labour transitions, and the
livelihoods of workers in Latin America

Roxana Maurizio and Ana Paula Monsalvo

1. Introduction

Since the 2000s, an increasing trend in labour formality has been observed in
several Latin American countries. However, despite this positive evolution, infor-
mal employment continues to be one of the most distinctive characteristics in this
region.

Informal employment is a very complex and heterogeneous phenomenon. It
encompasses wage earners and self-employed, including employers and own-
account workers. Likewise, informality may be found both in big firms and in
micro-enterprises. However, the existence of a broad group of informal workers is
mainly associated with a high presence of small, unstructured firms that operate
with very low levels of productivity and competitiveness.

The main aim of this chapter is to carry out an in-depth study of the structural
characteristics of the different segments of informal and formal workers and their
changes during the new millennium in six Latin American countries—Argentina,
Brazil, Ecuador, Mexico, Paraguay, and Peru—from a comparative and dynamic
perspective. In particular, this study: (i) assesses the intensity of occupational
turnover, focusing on the movements between informal and formal employment;
(ii) estimates the likelihood of different segments of informal workers moving to
a better position inside informal employment or to a formal occupation; and (iii)
assesses the impacts of labour mobility on the wage dynamics. This selection of
countries allows us to have a broad picture of the Latin American labour markets
since they have occupational structures and dynamics that greatly differ from one
another. Additionally, they account for about 70 per cent of the total population
in the region.

Three aspects of this study are worth emphasizing. First, it resorts to infor-
mation on labour transitions in addition to the more traditional cross-section
analysis. In this regard, this document contributes to the scarce but growing
literature on occupational mobility in Latin America.

Roxana Maurizio and Ana Paula Monsalvo, Informality, labour transitions, and the livelihoods of workers in Latin America.
In: The Job Ladder. Edited by Gary S. Fields, T. H. Gindling, Kunal Sen, Michael Danquah, and Simone Schotte,
Oxford University Press. © UNU-WIDER (2023). DOI: 10.1093/oso/9780192867339.003.0007
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Second, instead of focusing only on the dichotomy between formality and infor-
mality, we examine the heterogeneity of informal work, distinguishing between
lower-tier and upper-tier informal workers. This differentiation allows us to assess
whether informality is a last resort for the first segment of workers to earn income,
while it is preferred over formal employment for the second segment.

Third, a comparative analysis is carried out with the six Latin American coun-
tries. Their differences regarding labour market structures and overall level of
development provide insight for the analysis.

The results show that in all the countries considered, wages are the highest for
formal workers and the lowest for lower-tier informal jobs. Two contrasting labour
mobility patterns are found: on the one hand, the proportion of formal workers
who maintain the work status of origin or move up the job ladder is significantly
higher than the proportion who transition into lower-paying work status groups;
on the other hand, despite the high labour turnover experienced by lower-tier
informal wage-employees, most of them fail to move up the wage ladder.

Education strongly correlates with both higher probabilities of transiting to a
better job and with higher wages, even in an informal occupation. In other words,
informal workers who remain in this work status can still improve their wages with
higher education.

These results are particularly important considering the high informality that
still persists in the region and the close association between informality, low
productivity, and low wages. Therefore, the findings provide useful guidance for
the design of public policies aimed at reducing informality and enhancing the
livelihoods of workers and families in the region.

The rest of this chapter is organized as follows. Section 2 details the sources of
information and the identification of formal, upper-tier, and lower-tier informal
workers in the countries under study. Section 3 describes the methodologies used.
Section 4 analyses the evolution of labour formality during the 2000s. Section 5
identifies the patterns and characteristics of employment transitions. Section 6
assesses their impacts on wage dynamics. Section 7 concludes.

2. Data and measurement of informality

2.1 Data

Data used in this chapter come from regular household surveys carried out by
the national statistical institutes of each country. Although these surveys are not
longitudinal, their rotating panel sample allows flow data to be drawn from them.
In such schemes, the total sample is divided into a certain number of household
groups and each group remains in the sample for a given number of observation
periods.
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For Argentina, the data source is the Encuesta Permanente de Hogares (EPH)
carried out by the Instituto Nacional de Estadı́stica y Censos (INDEC). In the
case of Brazil, data come from the Pesquisa Mensal de Emprego (PME) and the
Pesquisa Nacional por Amostra de Domicilios Contı́nua (PNADC) conducted
by the Instituto Brasileiro de Geografia e Estadistica (IBGE). The PME ended
in 2015 and the PNADC began in 2012. In Ecuador, the Encuesta Nacional de
Empleo, Desempleo y Subempleo (ENEMDU) is carried out by the Instituto
Nacional de Estadı́stica y Censos (INEC). The Encuesta Nacional de Ocupación
y Empleo (ENOE) is the source of data forMexico. It is conducted by the Instituto
Nacional de Estadı́stica y Geografı́a (INEGI). The Paraguayan Encuesta Continua
deEmpleo (ECE) is carried out by theDirecciónGeneral de Estadı́stica, Encuestas
y Censos. Finally, in the case of Peru, the EncuestaNacional deHogares (ENAHO)
is the regular household survey conducted by the Instituto Nacional de Estadı́stica
e Informática (INEI).¹

In all cases, the sample rotation schemes allow building yearly panel data. In
order to obtain comparable data sets between countries, we included one transi-
tion for each individual. Since not all the surveys used are representative of each
country as a whole, and given that labourmarkets in rural areas and urban centres
may behave differently, our analysis only covers urban areas. To obtain sufficient
observations, yearly panels have been pooled in each country so the results are the
average for the period.

The period under analysis corresponds to the new millennium. However, spe-
cific years considered vary in each country according to data availability. In
Argentina, all years between 2003 and 2019 are analysed, 2002–2019 for Brazil
(2003–2015 PME, 2015–2019 PNADC), 2003–2019 for Ecuador, 2002–2019 for
Peru, 2005–2019 for Mexico, and 2010–2017 for Paraguay.

Our study is restricted to male workers between 15 and 65 years of age and
female workers between 15 and 60. The upper limits correspond to the compul-
sory retirement ages in the countries being analysed and we have used them in an
attempt to minimize the bias that might come from the exit of older individuals
from the labour force. Those individuals for whom information was incomplete
or inconsistent regarding personal or occupational variables were removed from
the sample.²

¹ For a more detailed description of the data, see Maurizio and Monsalvo (2021).
² There was no information in the databases that allowed us to differentiate loss of data due to attri-

tion from that associated with the survey rotation scheme. However, we compared key descriptive
statistics from panel and cross-section data and found no relevant differences between them.
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2.2 Identification of formal, upper-tier, and lower-tier
informal workers

The 15th and 17th International Conference of Labour Statistics (ICLS) of
the International Labour Organization (ILO) have established the classification
criteria for formal and informal workers. According to the ‘productive approach’,
the employment in the informal sector is defined as the workers employed in small
productive units that are not legally registered as firms, employ a reduced amount
of capital, and make limited use of technology. However, given that household
surveys do not inquire in depth into the characteristics of the firms, the ILO sug-
gests adopting ameasurement criterion based on the combination of occupational
categories, occupation groups defined according to job qualifications, and the size
of the firm. In this way, it is possible to identify the two major components of
the informal sector: (i) family units comprising own-account workers and fam-
ily workers and (ii) microenterprises comprising employers and wage earners in
establishments with less than five employees. In the case of independent workers,
only those with no professional skills (approximated by those individuals with
incomplete university studies) are considered as part of the informal sector, as an
operational way to leave only independent workers with low productivity in this
sector.

Another perspective of informality focuses directly on job conditions. The ‘job
approach’ associates informality with the evasion of labour regulations, defin-
ing informal employment as that of workers not covered by labour legislation.³
When putting the job approach into practice, we seek to make comparable the
formal wage-earners identification criterion, which does not necessarily imply the
same empirical implementation in each country, given that household surveys
capture this dimension in different ways. However, comparability is not verymuch
affected because, although every country chooses different variables, they all share
the same notion of informality, that is, the non-fulfilment or evasion of the labour
legislation and social security regulations.

By combining these two approaches (and based on comparable available data
across countries), this study identifies five different work status groups among
workers:

³ See ILO (2002); Hussmanns (2004).
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Work status Measurement

Formal wage-employees Argentina: those who answer that their
employers make payroll deductions to pay
social security contributions
Brazil: those who have signed a labour
contract
Paraguay, Mexico, and Peru: those enrolled
in a pension system
Ecuador: those indicating that they receive
social insurance from the job

Upper-tier informal
wage-employees

Informal wage-employees working in firms
with more than five employees

Lower-tier informal
wage-employees

Informal wage-employees working in firms
with up to five employees

Formal self-employed Owners in enterprises with more than five
employees and professional own-account
workers

Informal self-employed Owners in enterprises with up to five
employees, non-professional own-account
workers, and unpaid family workers

Source: authors’ compilation.

The identification of upper-tier informal wage-employees is somewhat different
from that used in other chapters in this book. In particular, we use the defini-
tions above to focus on a widespread phenomenon among informal workers in
Latin America: informal employees working in formal firms (with more than
five employees). In addition, due to the lack of comparable information across
countries, the informal self-employed group is not separated into lower-tier and
upper-tier.

3. Methodology

In addition to the descriptive analysis based on cross-section data, this study
relies on econometric exercises from annual panel data. Starting with the dynamic
analysis, the year-on-year transition matrices between different states (employed,
unemployed, and inactive) and different work status groups are computed. Then,
multinomial logit regressions are estimated in order to evaluate how these tran-
sitions vary according to observable workers attributes. Finally, wage dynamic
equations are performed to estimate the impact of the mobility across work status
groups on labour income changes.
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3.1 Multinomial logit regressions

Multinomial logit regressions are estimated to identify the observed characteristics
associated with changes in the initial work status, differentiating those attributes
positively correlated with transitions into higher-paying occupations from those
correlatedwith higher transits to lower-paying occupation. Specifically, from these
regressions we estimate the probability of being in an employment status k at time
t = 1 (Si1) depending on the initial work status at time t = 0 (Si0) and on observed
individual characteristics (Xi0).
The statistical model can be formulated as follows:

πi1k = P (Si1 = k|Si0, Xi0) =
eSi0θk+Xi0βk

1 +∑K
j=1 eSi0θ j+Xi0β j

(1)

where πi1k represents the transition probability from the base status Si0 to status
Si1 = k for the individual i. Thus, the θk and βk are the regression parameters
associated to outcome status k.

Then, equation (1) can be expressed using the logit link for a generalized linear
model (equation 2), in order to estimate the parameters:

log ( π1k
πi1(k+1)

) = Si0θk + Xi0βk (2)

We estimate employment transition equations between three work status groups:
(i) formal wage-employees and formal self-employed; (ii) upper-tier informal
wage-employees and (iii) lower-tier informal wage-employees and informal self-
employed. In this way, we obtain three multinomial logit equations for each
country under study, one for eachwork status and three outcomes in each one: stay
in the same work status or transit to one of the other two possible status groups.
For identifiability, the base category chosen is, in all cases, staying at the initial
work status.

3.2 Wage dynamics regressions

After evaluating the characteristics associated with different patterns of labour
mobility, we estimate the correlation between work status changes and wage
dynamics, controlling for observable worker attributes. For this purpose, we
regress the change in the logarithm of labour earnings between time t = 0 and time
t = 1 (Δy1), on the individual’s initial log earnings (y0), the initial worker charac-
teristics like education, age, gender, branch of activity (X0), and a set of dummies
to model transitions from the initial job status to each one of the remaining status
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groups (Di j). Our dynamic income model also considers fixed effects for year and
region (equation 3).

Δy1i = β0i + β1iy0i + β2iX0i +∑ j ϑ jiD ji + μi (3)

The subscripts i and j represent lower tier informal, upper tier informal, and for-
mal work status, and i≠j. The base category i means the worker did not change
his or her status between periods. The coefficients ϑ ji can be interpreted as the
premium or penalty when the worker moves from i work status to j work status
relative to the worker who remains in the same work status i.

4. Evolution of labour informality and labour composition
in Latin America during the 2000s

4.1 The labour formalization process

Latin America experienced a reducing trend in the informality rate among wage-
employees during the new millennium. In the six countries under study, labour
formalizationmeant an increase of around 12 percentage points (pp) in Argentina
and 16 pp in Brazil in the formality rate among salaried workers. Even more
intense was this process in Ecuador, Paraguay and Peru, where the share of formal
workers grew between 18 pp and 22 pp.Mexico, on the contrary, only experienced
a slight increase—about 2 pp—between the two ends of the period (Fig. 7.1).

The labour formalization process in these countries during the 2000s has been
associated, on the one hand, with a greater dynamism in the generation of new jobs
in a macroeconomic context characterized by a relatively high and stable growth
rate and, on the other hand, to the implementation of specific public policies aimed
at reducing the costs of informality through varied incentive mechanisms.

Indeed, the business cycle is a relevant factor to consider when analysing the
drivers of the decline in labour informality. There are theoretical arguments on
both the demand and supply sides of the labour market that account for the coun-
tercyclical nature of informality. The functioning of the labour market becomes
more predictable as a result of sustained economic growth, thus favouring an
increase in long-term contracts. In this context, formalization becomes more fea-
sible. In addition, a period of sustained growth in labour demandmight also lower
the expected probability of layoffs and consequently the probability of employers
having to face the costs of firing a formal worker. Hence, the incentives to main-
tain informal labour relations, associated with the relatively lower costs of staff
reductions in downward phases of the business cycle, are reduced. In this con-
text, employers can benefit from the positive effects of long-term labour relations:
productivity increases as a result of the intensification of training activities and
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Fig. 7.1 Evolution in the formality rate among urban salaried employment during
the 2000s
Source: authors’ elaboration based on household surveys.

higher levels of job engagement. There is evidence regarding the positive impact
of the economic cycle on formalization (Boeri and Garibaldi 2007; Bosch and
Esteban-Pretel 2009; Corsueil and Foguel 2012).

Even when the evidence supports the procyclical behaviour of labour formal-
ity, economic growth seems a necessary but not sufficient condition. In particular,
some of the specific policies implemented in these countries may also account
for the process of formalization, among them, incentives for employment for-
malization and labour inspections. Some studies have found positive impacts of
the reduction of employers’ contributions or the simplification of administrative
procedures to register workers on formal labour demand (Delgado et al. 2007;
Fajnzylber et al. 2009; Castillo et al. 2012; Monteiro and Assunção 2012), while
others have not found significant impacts (Chacaltana 2001, 2008; Cruces et al.
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2010). In addition, the few studies evaluating the impact of inspection seem to
confirm that they have a positive effect on labour market formality (Almeida and
Carneiro 2009; Berg 2010; Ronconi 2010; theWorld Bank 2012; de Andrade et al.
2013).⁴

However, after the significant increase in labour formality in the countries under
analysis (exceptMexico), this process slowed down, stopped, or reversed in recent
years, hand in hand with the weakening of the macroeconomic performance.
As shown in Fig. 7.1, the turning point seems to have been around 2014/2015.
In Argentina, after a certain stagnation of the formality rate between 2010 and
2015, it fell 2 pp between that year and 2019. A similar situation is observed in
Ecuador, with a slowdown in the increase in formality between 2012 and 2015
and a subsequent reduction of 4 pp over the past four years.

These two contrasting phases are also observed in Brazil, where there was an
increasing trend in formality until 2015 and a fall between 2015 and 2019 (−3.5pp).
After the strong formalization process in Peru and Paraguay until 2014 and 2015,
respectively, the proportion of formal workers remained relatively constant. Mex-
ico experienced a different process from the rest of the countries considered.
Initially, between 2007 and 2010, the formality rate reduced by 3 pp; then, it
remained at this level until 2012 and then experienced a slight increase of 2 pp,
mainly between 2012 and 2014. As mentioned, as a net result of these contrast-
ing dynamics, the formality rate only increased by 2 pp throughout the period
considered.

4.2 Labour composition

Behind these some common patterns, the composition of employment is highly
heterogeneous among the countries considered in this study, which gives greater
worth to the comparative analysis. As we can see in Fig. 7.2, Brazil exhibits the
highest level of wage formality in salaried employment (73 per cent), followed
by Argentina (65 per cent), Ecuador, Peru, and Mexico (about 60 per cent) and,
finally, by Paraguay (54 per cent).

The ranking of countries, however, is somewhat different when considering the
share of formality in total employment due to the dissimilar incidence of self-
employment.While inBrazil andArgentina aroundhalf of the urban employed are
formal wage earners, this value drops to 44 per cent and 41 per cent inMexico and
Paraguay, respectively, and to 36 per cent in Peru and Ecuador. Therefore, these
figures show that formal wage earners, those covered by labour regulation, repre-
sent a small portion (at most half ) of the total urban employed. In Ecuador and
Peru, this group of workers is even lower numerically than non-salaried workers.

⁴ ILO (2018) analyses policies implemented in Latin American countries supporting the process of
labour formalization.
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Fig. 7.2 Employment composition in six Latin American countries
Source: authors’ elaboration based on household surveys.

The distribution of different groups of individuals across the five work sta-
tus groups (formal wage-employment, upper-tier informal wage-employment,
lower-tier informal wage-employment, formal self-employment and informal self-
employment), unemployment, and labour also differs across country.

As already mentioned, employment in Brazil is more formal than the rest of the
countries considered. Together, formal wage-employees and formal self-employed
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account for about 35 per cent of the working-age population (58 per cent of total
workers). At the other end, these two groups of workers represent only 21 per cent
in Peru (30 per cent of total workers).

Except in Peru, formal wage-employees are the biggest group among the five
work status groups. In any case, the outlook is very alarming since this group of
workers represents at most only half of total urban employment. This work status
is followed by informal self-employed. They represent around 20 per cent of the
total workers in Argentina, one-quarter in Brazil, Mexico, and Paraguay, one-third
in Ecuador, and 40 per cent in Peru. Formal self-employedworkers are a very small
group, concentrating 5 per cent or less of total employment in all countries.

The relevance of informal non-salaried workers in the Latin American labour
market is more evident within total informal workers (even more among self-
employed workers), where they account for about 40 per cent in Argentina and
Paraguay, about 50 per cent in Mexico, and more than half in Brazil, Ecuador,
and Peru. In turn, although in all the countries they represent 80 per cent or more
of the total self-employed workers, the proportion of formal self-employed work-
ers is around 20 per cent in Argentina and Brazil, while it is 10 per cent or less in
Ecuador and Paraguay.

The size of lower-tier informal wage-employment is larger than upper-tier
informal salariedworkers. The gap between these two groups is particularly signif-
icant in Argentina, Ecuador, andMexico, where the first group represents between
50 and 70 per cent more than the second group.

In summary, with the exception of Peru, the ranking of work status groups
according to their relative importance in total employment is as follows: formal
wage-employees, informal self-employed, lower-tier informal wage-employees,
upper-tier informal wage-employees, and formal self-employed. In Peru, the first
two positions are exchanged, the rest being the same (Fig. 7.3).

4.3 Individual characteristics of workers and wages
according to their status

As found in the empirical literature for Latin American countries (Bertranou and
Casanova 2013; ILO 2014; Amarante and Arim 2015; Maurizio 2015; Maurizio
and Vázquez 2019; Alaniz et al. 2020) education level is highly and positively cor-
related with formality.⁵ In particular, formal workers are overrepresented among
workers with complete university education (UC). On the contrary, informal non-
salaried and lower-tier informal workers exhibit, on average, the lowest education
levels (secondary incomplete or complete and university incomplete). Upper-tier
informal wage-employees are in between.

⁵ The analysis of this section is based on data included in Table A3 andA4 inMaurizio andMonsalvo
(2021).
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Except in Ecuador, women are overrepresented among lower-tier informal
wage-employment. However, the distribution of the other work categories sig-
nificantly differs between countries. In Argentina and Brazil, the higher female
presence in the informal lower tier is offset by the lower proportion of women
among informal self-employed workers. As a consequence, the composition of
the remaining work categories by gender is relatively similar to the proportion
of women and men in total employment. On the contrary, in Ecuador, Mexico,
Paraguay, and Peru, women are overrepresented among informal self-employed
jobs. In all the countries, the proportion of men in upper-tier informal positions
is higher than the proportion in total employment. In addition, only in Peru are
men overrepresented among formal wage-employees.

As has been shown in previous studies (Bertranou and Maurizio 2011; Maur-
izio 2020), self-employment is not an ‘entry door’ to the labour market for young
workers in Latin America. Rather, young people work mostly in informal salaried
positions. On the contrary, the likelihood of formal employee or informal self-
employment grows linearly with age: old workers are overrepresented in these two
work status groups. In addition, there is a U-shaped behaviour in the association
between age and formal salaried employment where its incidence is the highest
among workers aged 25–45 years.

Informal workers earn lower wages than formal workers. This is verified both
among wage earners and among the self-employed. In addition, among wage-
employees, the mean hours worked are the highest for formal workers in all
the countries, followed by upper-tier informal and then by lower tier informal
salaried workers. Therefore, the gaps in monthly labour income are even wider
than those found in hourly labour income. Among the non-salaried workers, the
difference of working hours between formal and informal are (except in Paraguay)
less significant.

Figure 7.4 shows the monthly wages by work category. In all the countries,
formal self-employed workers are located at the upper tail of the wage distribu-
tion, followed by formal wage-employees. Depending on the country, the third
position is occupied by the upper-tier informal wage-employees or by informal
self-employed workers.

In order to test for statistically significant differences in average hourly earnings
across these work status groups, Fig. 7.5 presents the coefficient of the fitted one-
way ANOVA model, where the dependent variable is the log hourly earnings of
each group of workers and the covariates are the work status dummies. The base
category is formal wage-employment.

Results prove that formal self-employed exhibit the highest average hourly
earnings, followed by formal wage-employees. This wage difference is signifi-
cant in all the countries. Except in Paraguay, informality is associated with a
statistically significant earning penalty, with lower-tier informal being the lowest-
paying jobs. The gap between upper-tier informal wage-employees and informal
self-employed is significant in Argentina, Brazil, and Mexico.
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To sum up, the distribution of workers in each work status group is not random
in any country. Prime-aged workers and those with a higher educational level are
more likely to be formal than the rest of the workers. In turn, wages are statistically
higher among formal than informal positions. Formal wage earners are, addition-
ally, covered by labour legislation and receive social security benefits such as paid
vacation,maternity leave, and future contributory pension, among others.Overall,
this evidence suggests that formal is the most preferred job position. The follow-
ing analysis will contribute to a better understanding of the characteristics and
patterns of mobility of each work status.

5. Employment transitions

5.1 Transition matrices

Starting with the dynamic analysis, the year-on-year transition matrices between
different states (employed, unemployed, and inactive) and different work status
groups are analysed. Table 7.1 presents the average results for the whole period.

The first finding is that, as expected, formal workers in all the countries are
more likely to remain in a formal job than the rest of workers. In particular,
between 80 and 90 per cent of initially formal wage earners were still formal work-
ers one year later. The higher occupational stability among formal wage earners
may be explained by the existence of firing costs as well as by the fact that they are
more concentrated in big, more stable, companies.

For the remaining 10–20 per cent, the most frequent destination after leaving
a formal salaried position is upper-tier informal wage-employment in Mexico,
Paraguay, and Peru or inactivity in Argentina, Brazil, and Ecuador. However,
even in these three last countries, transitions between formality and upper-tier
informality are common.

On the contrary, in all the countries, very few formal employees go into lower-
tier informal salaried employment and even fewer to formal self-employment (at
most, 2 per cent). Recall that formal self-employment is made up of professional
own-accounts and employers in firms with five or more employees. Therefore,
these types of transitions imply that a formal employee becomes an independent
professional or employer of a medium or large firm. Therefore, it would not be
easy for salaried employees without a university degree, in particular, to become
employers ofmediumor large companies. This could explainwhy transitions to an
informal self-employment position are more frequent, albeit very low. In any case,
outflows from a formal salaried occupation to an informal wage position are, in all
the countries, more important than those going into an independent occupation.

Informal wage-employees (both segments considered within this group) are
the most mobile group of workers. Self-employed workers are in between. The



Table 7.1 Year-to-year conditional probabilities of transitions (percentage)



Continued



Table 7.1 Continued

Note: Each row indicates work status in the initial year and each column indicates work status in the next year. The likelihood of staying in the same employment
status conditional on the base year employment status is highlighted in grey.
Source: authors’ elaboration based on household surveys.
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lower labour stability of informal wage earners could be explained by the fact that
they have low or no legal firing costs, thus making them attractive for employ-
ment in industries with unstable demand and for unstable occupations. Moreover,
informal employees have a greater presence in small-scale firms, which are regu-
larly exposed to risks that make them more vulnerable. As they operate with low
capital/labour ratios, the decision to interrupt economic activity is easier.

Beyond this general outlook, in all the countries, upper-tier informal wage-
employees are even more mobile not only than formal workers but also than
lower-tier informal workers. Except in Paraguay, they are, indeed, the most unsta-
ble group of workers. Only about one-third of them stay in this work status
from year to year in Brazil, Ecuador, and Mexico, 40 per cent in Argentina and
Peru, and 50 per cent in Paraguay. These figures compare with 44 per cent and
up to 53 per cent among lower-tier informal workers. It is striking that a better
work status, at least in terms of average earnings, has less stability than another
considered as worse.

However, upper-tier informal workers are more likely to transit into formal
wage-employment than into lower-tier informal salaried employment. In fact, in
all the countries, formal salaried employment is the most frequent destination for
those workers. At least in part, this could be associated with the characteristics of
the salaried formalization process observed in the region for most of the period
under study. In particular, as found byMaurizio and Vázquez (2019) and Beccaria
et al. (2021), a significant proportion of the new formal workers in Latin America
actually became formal employees in the same job (in situ formalization); that is,
a worker becomes formal, maintaining the same occupation between t and t + 1.
In addition, a positive relationship is found between the probability of becoming
formal and the size of the firm. Therefore, the low job stability of upper-tier infor-
mal workers did not always imply that they actually left the position but sometimes
that they were formalized in the initial job. This may explain part of the ‘apparent’
transit from this work status to formality as this process was observed with greater
intensity in medium and big companies.

Mobility patterns are very different in the case of lower-tier informal wage-
employees, who, as shown before, are located at the lowest step of the job ladder.
On the one hand, between 44 and 53 per cent of them remain in this work status
for at least one year. On the other hand, when leaving this position, they are more
likely to go into informal self-employment than any other work status. Less than
10 per cent of these workers move to formal salaried employment.

Between 60 and 70 per cent of those workers in an informal self-employed posi-
tion (non-professional own-account, unpaid family worker, or employer in small
enterprises) remain in this status over the following year. The most frequent des-
tination for those workers who leave their initial occupation is inactivity. This was
to be expected as the intermittence associated with certain typical occupations of
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such workers could imply that many of them do not actively seek a new job while
‘waiting’ for a new demand of their services or products.

On the contrary, most informal self-employed workers do not find formal
jobs. Indeed, the percentage of transitions to a formal job is extremely low (less
than 5 per cent) in all countries. This type of worker and the inactive people
are the two groups of individuals with the least probability of moving towards
formality, even lower than the unemployed. Instead, their options are limited to
precarious wage-earning positions or another form of own-account employment,
probably of low quality as well. Therefore, transits between the two categories of
informality—informal self-employment and lower-tier salaried employment—are
very frequent. In fact, for each of these categories, the other category is the main
occupational destination after leaving the initial position.

Finally, given that in Latin America, including the countries concerned, unem-
ployment spells are relatively short, basically because of a lack or low coverage of
unemployment insurance, only about 15 –27 per cent of individuals who were ini-
tially unemployed remained so one year later. In most cases, this reflects the high
number of transitions to inactivity (20–30 per cent) and informal jobs (13–35 per
cent). In all cases, it is evident that although the unemployed quickly leave this ini-
tial state, this does not translate into intense entries into formality since, in almost
all cases (except inMexico), less than 16 per cent of those unemployed in one year
are formal one year later. The same happens for the inactive people, for whom the
probabilities of entering the workforce through a formal occupation are very low.
Asmentioned, transits between informal, self-employment, and inactivity are very
frequent in all the countries.

This evidence allows us to evaluate whether informality is a persistent state or
whether this is a stepping stone towards a better-paid occupation. Results sug-
gest that there is significant labour turnover of workers from lower-tier informal
salaried occupations. In fact, together with upper-tier informal wage-employees,
these are themoremobile categories of workers. On the contrary, the informal self-
employed exhibit a relatively high level (60–70 per cent) of job stability from year
to year.

Complementary to this, the analysis of the destination after leaving the initial
position is also revealing. Since the lower-tier informal wage-employees are in the
worst-paying work status, their alternatives are only two: remaining in this type of
occupation or transiting up the job ladder. More than half (between 52 and 67 per
cent) are part of the first group, meaning that a lower share of informal workers
improve their employment position by moving to a higher paying occupation:
about 30–35 per cent in Brazil and Paraguay, 40 per cent in Argentina andMexico,
and about 48 per cent in Ecuador and Peru. This suggests that an important group
of workers who were in this position in year t were in a better work status in year t
+ 1. However, even in the period under analysis, characterized by improvements
in the labourmarkets and by a strong formalization process, most of them failed to
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move up the wage ladder. Further, as shown before, only a small proportion (less
than one-third) of workers transitioned from a lower-tier informal wage job to a
formal salaried position.

The higher stability of informal self-employment positions (most of them
non-professional own-account workers), together with the high transits between
these occupations and lower-tier informal wage-employment, result in a very low
percentage of transits towards higher-paying job status (less than 13 per cent).

As mentioned, in all the countries, upper-tier informal wage-employees are
more likely to transition into (or become in the initial job) formal wage-
employment than into lower-tier informal salaried employment or informal self-
employed. However, when we consider the stayers and those transiting into a
worse work status, together they account for about two-thirds or more of total
transitions.

Finally, for the two formal groups of workers (formal self-employed and for-
mal wage-employees) the percentage of those who maintain their initial work
status (and those formal wage-employees moving up the job ladder) is signifi-
cantly higher than the share of workers transitioning into lower-payingwork status
groups (except in Paraguay, in the case of formal self-employed).

5.2 Characteristics associated with work status transitions

This heterogenous overview regarding labour turnover suggests that, in addition
to the work status of origin, observed personal attributes are also associated with
different probabilities of transiting into higher or lower-paying occupation.

For the multinomial logit regressions,⁶ we collapsed employment transition
equations into three work status groups: (i) formal wage-employees and for-
mal self-employed, (ii) upper-tier informal wage-employees, and (iii) lower-tier
informal wage-employees and informal self-employed.

With a few exceptions, education is a highly correlated factor with movements
from low-paid informal positions to better-paid jobs. In particular, higher edu-
cation promotes transits from lower-tier and upper-tier informal positions to
formal positions. These results seem to be consistent with previous findings on the
characteristics of the labour formalization in Latin America. For example, Maur-
izio (2016) found that skilled workers were benefited by this process with more
intensity than the rest of the people.

Education also plays a role in improving the position within informality since
it tends to correlate positively with transits from lower-tier to upper-tier informal
jobs. Conversely, having a secondary or university level reduces the chances of
leaving formality and moving towards either of the other two work status groups.

⁶ The results of themultinomial logit regressions are detailed in Table A6 inMaurizio andMonsalvo
(2021).
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Therefore, the positive correlation between education and formality is observed
through two channels: on the one hand, it contributes to a higher stability in
formal jobs; on the other, it fosters entries to this kind of job.

In addition, in almost all cases, the linear coefficient of age (used as a proxy
of general labour experience) is statistically significant and negative, and the
quadratic coefficient is positive. This means that the prime-aged are more stable
in formal jobs than the rest of workers. The role of education and age could be
explained by the accumulation of specific human capital, which usually comple-
ments general human capital. Formal workers with higher educational levels tend
to receive more specific training, and thus employers try to retain them.

Finally, gender is another dimension associated with different patterns of labour
mobility. Except in Paraguay, men have more probabilities of moving towards a
better position thanwomen. This seems consistent with the greater difficulties that
women have in the Latin American labour market, a stylized fact largely docu-
mented in the empirical literature for the region (ILO 2014; ECLAC and ILO
2019; Alaniz et al. 2020). However, unexpectedly, in Brazil, Ecuador, and Mex-
ico, men also experience some type of movement in the opposite direction with
greater intensity.

6. Wage dynamics

Finally, this section aims at evaluating the wage dynamics associated with labour
turnover.⁷ Figure 7.6 displays the estimated marginal effect on changes in log
earnings by initial and destination employment status.

In almost all the countries, except in Paraguay, econometric results confirm the
findings obtained from the descriptive analysis. The sign and themagnitude of the
transition effect indicate that formal work status is preferred over upper-tier infor-
mal work, and the latter is preferred over a lower-tier informal job. In particular,
the transit from formality to any other work status implies a loss of wage. This
happens with greater intensity when workers move towards a lower-tier informal
position or informal self-employment. On the contrary, transition from lower-
tier informal employment to formality always increases wage. However, only in
Argentina, Brazil, and Peru transits from lower tier to upper tier imply a true wage
premium. Finally, upper-tier informal workers are the ‘intermediate’ group since
they obtain an increase in wages when they move into a formal position, but they
experience a wage reduction when they transit to lower-tier informal work.

In addition, in almost all the countries (except in Paraguay), gender dimen-
sion is statistically significant: women experience a wage penalty in all work status
groups, suggesting wage discrimination against them. It is interesting, however, to

⁷ This section is based on Table A7 in Maurizio and Monsalvo (2021).
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Fig. 7.6 Labour income dynamics
Note: Each point shows the estimated marginal effect on changes in log earnings by initial and
destination employment state. The grey lines show the 95 per cent confidence intervals.
Source: authors’ elaboration based on household surveys.

note that its magnitude grows as we move down the job ladder: the wage penalty
reaches the highest value among lower-tier informal workers and the lowest level
among formal workers. It contributes to intensifying the observed higher inci-
dence of poverty and the working-poor phenomenon among women in the region
(Maurizio 2018; Amarante and Colacce 2019).

As expected, education is one of the most relevant dimensions in wage determi-
nation. It positively correlates with wages in all work status groups. Again, returns
to education are lower among formal workers than among low-paying informal
jobs. Age is also correlated with higher wages (except in Paraguay and Peru,
where some coefficients were not statistically significant). In Argentina, Brazil,
Ecuador, and Mexico, this variable reaches the highest (lowest) positive influ-
ence in lower-tier informal and informal self-employedwork status groups (formal
jobs).
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Therefore, wage gaps associatedwith different observable variables appear to be
lower in formality than in informality. This seems to be consistent with the above-
mentioned lower within-variance in the first group than in the second. Labour
institutions, such as minimum wage or collective bargaining, and labour regula-
tions could account for the lower wage dispersion among formal wage earners
(Keifman and Maurizio 2014; Amarante and Arim 2015). In particular, to the
extent that these institutions are binding and provide an income floor, they can
reduce inequality within the group of workers covered by them.

At the same time, results show that informal workers who remain in the position
of origin can improve their wages by increasing the level of education.

Finally, initial wage has a strong and negative impact on the change in earnings;
that is, the higher the initial wage, the lower their real growth during the period
under analysis. It is interesting to note that this is verified in a statistically signifi-
cantway in eachwork status but with even greater intensity in the lowest categories
of the job ladder. This pattern seems to be consistent with the reducing trend in
inequality observed in Latin America and, in particular, in these countries over
the 2000s (Cornia; 2012; Lustig et al. 2013; Maurizio and Vázquez 2016; ECLAC
2017).

7. Final remarks

This chapter analysed, from a comparative and dynamic perspective, the het-
erogeneity of formal and informal employment in six Latin American countries:
Argentina, Brazil, Ecuador, Mexico, Paraguay, and Peru. This selection of coun-
tries allows us to have a broad picture of the Latin American labour markets
since they have occupational structures and dynamics that greatly differ from one
another. Additionally, they account for about 70 per cent of the total population
in the region.

In particular, we have distinguished five work status groups: formal wage-
employed, formal self-employed, upper-tier informal wage-employed, lower-tier
informal wage-employed, and informal self-employed. We evaluated the intensity
and patterns of the labour turnover between these work status groups and assessed
its impact on wages.

In all the countries, formal workers earn the highest wages and lower-tier infor-
mal workers the lowest. Two contrasting labour mobility patterns were found: on
the one hand, the proportion of formal workers who maintain the work status of
origin or move up the job ladder is significantly higher than the proportion who
transition into lower-paying work status groups; on the other hand, despite the
high labour turnover experienced by lower-tier informal wage-employees, most
of them fail to move up the wage ladder.
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Education plays an important role by increasing the probability of transiting
towards a better job and also by increasing wages, even in informal occupations.
In other words, informal workers who remain in this work status can improve their
wages by increasing their level of education.

Different types of public policies are needed to improve labour conditions in
Latin American countries. As shown, after the significant increase in labour for-
mality in the countries under analysis (except Mexico), this process slowed down,
stopped, or reversed in recent years. This is particularly worrisome given that
labour informality is far from being negligible in the region. Therefore, progress in
employment formalization and the strengthening of labour institution policies are
essential processes to allow jobs to become an effective mechanism to overcome
poverty and achieve social protection.

In turn, efforts are required to increase investment in human capital. This
should be complemented with a coherent system of training as well as other
labour active policies. In order to progress towards an integrated training system
which can effectively lead to improvements in global efficiency, labour careers,
and labour conditions, a development path defined for the medium and long
run is needed that generates continuous demand for greater human capital,
either general or specific, which allows the offer of education and training to be
reflected in higher wages and better working conditions. Finally, all these poli-
cies should be framed within an economic development strategy built on the
basis of an integrated productive structure leading to high efficiency and systemic
competitiveness.
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Self-employment and labourmarket

dynamics ofmen andwomen in El Salvador
andNicaragua

Enrique Alaniz, Alma Espino, and T. H. Gindling

1. Introduction

Men and women in developing economies have unequal access to good jobs. In
this chapter, we focus on what factors help to achieve advantageous jobs in the
labour markets of El Salvador and Nicaragua and whether those factors differ
between men and women.¹ Specifically, we examine the influence of personal
characteristics (such as education), family characteristics (such as the number of
children), and job characteristics (such as the industry sector of employment) in
determining whether a woman (or man) moves up into an advantageous labour
market state from an unfavourable state.

Unlike most other chapters in this volume, we distinguish between rural and
urban, men and women, and explicitly discuss transitions to and from unpaid
domestic work, full-time students, and other states outside of the labour force.
In examining the different labour market dynamics of men and women, it is
important to consider transitions into and out of the labour force as many women
move back and forth between unpaid domestic work and paid work throughout
their lives.

In identifying ‘advantageous’ jobs, we recognize the heterogeneity of both
self-employment and salaried employment, dividing the first into advantageous

¹ This study is based on empirical research originally supported by the Canadian International
Development Research Center (IDRC) grant no. 107260-001, ‘Better Jobs for Central American
Women: LaborMarket Dynamics in Nicaragua and El Salvador’, which was awarded to the Fundación
Internacional para el Desafío Económico Global (FIDEG), Managua, Nicaragua. The research project
was directed by Enrique Alaniz of FIDEG. This research project involved collaboration between the
authors, FIDEG in Nicaragua, and the Fundación Salvadoreno para el Desarrollo Económico y Social
(FUSADES) in El Salvador. The research team at FUSADES included Margarita Beneke de Sanfelú,
Susana Maria Delgado-Vides, José Andrés Oliva-Cepeda, and Lidia Elizabeth Vázquez. The research
team at FIDEG included Enrique Alaniz and Gloria Carrión. We are grateful for useful suggestions
from Alejandro Martínez-Cuenca and Carolina Robino. The methodology and preliminary discus-
sions of the results presented in this chapter can be found in Alaniz et al. (2015) and Beneke de Sanfelú
et al. (2015).

Enrique Alaniz, Alma Espino, and T. H. Gindling, Self-employment and labour market dynamics of men and women in El
Salvador and Nicaragua. In: The Job Ladder. Edited by Gary S. Fields, T. H. Gindling, Kunal Sen, Michael Danquah, and
Simone Schotte, Oxford University Press. © UNU-WIDER (2023). DOI: 10.1093/oso/9780192867339.003.0008
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and unfavourable self-employment and the latter into formal and informal
salaried employment. We consider three labour market states to be ‘advantageous’
(‘favorable’ in Spanish): (i) formal salaried employees, (ii) non-agricultural self-
employed workers and employers with a decent income or an employer with a
successful and growing firm, and (iii) agricultural self-employed workers or an
employerwith a decent incomeor an employerwith a successful and growing firm.

Our results demonstrate that, in both countries, men aremore likely to be found
in advantageous labour market states compared to women. We find that there
is substantial mobility of men and women between informal salaried employ-
ment and self-employment. For women, there is also substantial mobility between
unpaid domestic work and these two states. On the other hand, we find very lit-
tle mobility into formal salaried employment. Those who work as formal salaried
employees tend to enter this sector soon after graduating from school (some
after short periods as informal employees, unemployed, or unpaid family work-
ers), and then remain in this sector for a long time. Very few older workers
transition from unfavourable labour market states into formal salaried employ-
ment. For older workers, the most likely transition from an unfavourable state
into an advantageous labour market state is into advantageous non-agricultural
self-employment. Most of the advantageous non-agricultural self-employed are
older workers who gained experience working as informal salaried workers or in
unfavourable self-employment before succeeding as advantageous self-employed.

Our findings suggest that education is the most important personal characteris-
tic promoting transition into non-agricultural advantageous labour market states
and reducing transition out of advantageous labour market states. In particular,
a tertiary (post-secondary) education is a strong predictor of whether a man or
woman is found in and stays in the most advantageous labour market state, for-
mal salaried employment. Along with a tertiary education, a secondary education
also promotes advantageous self-employment.

A finding with relevance to public policy is that the provision of public services
such as utilities (electricity, water, etc.) and health care significantly increase the
probability that men or women will transition into advantageous non-agricultural
self-employment. This suggests that providing these services to poor families
could be an effective way to promote transition by the poor into advantageous
non-agricultural self-employment.

Section 2 describes the panel data used in this chapter. Section 3 describes and
compares the labour market characteristics of men and women in the Salvadoran
and Nicaraguan labour markets. Section 4 uses the panel nature of our data to
measure the degree to which men and women move from unfavourable states to
advantageous labour market states and vice versa. Finally, Section 5 identifies the
characteristics that determine whether or not men and women transition into or
out of advantageous labour market states. Section 6 concludes and presents policy
recommendations.
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2. Data

2.1 Nicaragua

To study the labour market dynamics of women and men in Nicaragua, we
use annual panel data collected by Fundación Internacional para el Desafı́o
Económico Global (FIDEG) between 2009 and 2012. This data set allows us to
follow women and men as they change jobs or as the characteristics of their jobs
change. Consistent with official labour force statistics in Nicaragua and the avail-
ability of data, in our analysis, we consider anyone 10 years of age or older in
Nicaragua.

We have observations on 10,766 individuals (male and female 10 years of age or
older). For 28.6 per cent of these individuals, we have four years of panel data (the
maximum); for 15.7 per cent, we have three years of data; for 20.0 per cent, we have
two years of data; and for 35.8 per cent, we have only one year of data. In order to
check the representativeness of the sample, we compared some basic characteris-
tics of the workforce with those of the Nicaraguan Encuesta deMedición de Nivel
de Vida carried out by the National Institute of Statistics in 2009. The distribu-
tion of the workers by economic activity, the distribution by employment status,
and the unemployment rate are quite similar for the two samples. We find that
the FIDEG’s sample presents a higher labour force participation rate and higher
percentage of employees working less than 40 hours per week.²

2.2 El Salvador

To study labour market dynamics in El Salvador, we created an annual panel data
set using theMultipurpose Household Surveys (MHS) from the years 2008–2012.
These survey data have been collected by the General Directorate of Statistics and
Census (DIGESTYC) since 1975, although we only use the surveys from 2008 to
2012 because it is only in those years that the necessary variables are available
to allow us to match individuals across surveys. Consistent with official labour
force statistics in El Salvador and the availability of data, in our analysis, we con-
sider only those 16 years of age or older. The MHS is based on a census mapping
technique developed by DIGESTYC.

The division of segments allowed us to create year-to-year panels for the years
2008–2012. Our data effectively consists of four panel data sets, each of which

² These data are described in more detail in Alaniz, et al. (2019). Descriptive statistics on the ana-
lytical sample in Nicaragua and a comparison with the census can be found in the appendix of Alaniz
et al. (2015).
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follows households and individuals for two years (2008–2009, 2009–2010, 2010–
2011 and 2011–2012). The sample used is restricted to theworking-age population
and contains 266,546 observations—122,403 males (45.9 per cent) and 144,143
females (54 per cent). From this sample, 165,360 belong to the economically active
population—101,089males (61.1 per cent) and 64,271 females (38.9 per cent).³ On
average, 23 per cent of the MHS observations were repeated the following year. In
order to check the representativeness of the panel data sample, we compared some
basic characteristics of the panel data with the full cross-sectional data set. The
distribution of workers by gender, region of the country, economic activity, and
the distribution by employment status are all similar in the panel and full data.
Descriptive statistics on the panel data sample in El Salvador and a comparison to
the full cross-sectional data set can be found in Beneke de Sanfeliu et al. (2015).

3. Women and men in the labour markets of El Salvador
and Nicaragua

During the period that we study, in both El Salvador and Nicaragua, the labour
market is characterized by low rates of unemployment, a high rate of underem-
ployment, and a high degree of informality (see Table 8.1). For example, in El
Salvador, only 29.1 per cent of employed workers are covered by social security
andmore than 55.6 per centwork in firmswith five or fewerworkers. InNicaragua,
these percentages demonstrate even less formality: 11.2 per cent covered by social
security and 74.6 per cent in firms with five or fewer workers. Women are much
less likely than men in both countries to be participants in the labour force, and
if they are employed, women are more likely to be in precarious employment. For
example, in Nicaragua, 55.7 per cent of employed women are underemployed in
comparison to 34.3 per cent of men; 12.3 per cent of employed men are covered
by social security, while only 10.3 per cent of employed women are covered; 41.3
per cent of employed women are self-employed compared to 30.6 per cent of men;
and 19.3 per cent of women are unpaid family workers compared to 17.8 per cent
of men.

In both countries, the level of education of the labour force is low compared to
other countries in Latin America. In El Salvador, the mean worker has 7.6 years
of education and only 13.3 per cent have any type of tertiary education, while in
Nicaragua, the mean worker has only 5.9 years of education and only 8.7 per cent

³ To create the panel data, we matched households, then household heads, and finally all the
members of the household. This methodology considers key variables such as the segment number,
geographical location, year of birth, and gender and age of each individual to create a unique identifier
that allows a matching process of the head of household and the members living in the household for
each home.Wewere able tomatch the same individuals across two consecutive years but cannot follow
the same individuals for more than two years. Thus, our data effectively consists of four panel data sets,
each of which follows households and individuals for two years (2008–2009, 2009–2010, 2010–2011
and 2011–2012).
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Table 8.1 Selected labour market indicators and labour force characteristics,
comparison by country (2008–2012)

El Salvador (average
2008–2012)

Nicaragua (average
2009–2012)

All Men Women All Men Women

Participation rate 62.8 81.2 47.4 63.4 79.3 47.8
Unemployment rate 6.6 8.1 4.5 3.4 3.6 3.3
Underemployment rate 27.2 25.1 30.0 42.7 34.2 55.7
Proportion working in
firms with five or fewer
employees

55.6 55.2 56.0 74.6 72.0 76.8

Proportion of workers
insured by social security

29.1 29.2 29.0 11.2 12.3 10.3

Distribution of the labour
force by economic sector:
Agriculture and mining 22.2 33.8 5.7 38.5 52.6 16.2
Manufacturing/
construction

20.6 21.9 18.7 16.9 15.3 19.4

Commerce 28.5 19.1 42.0 21.6 14.2 33.1
High-complexity services 17.4 18.6 15.8 9.4 9.5 9.2
Low-complexity services 11.3 6.6 18.0 13.7 8.4 22.0
Distribution of the labour
force by employment
status:
Salaried employees 51.5 62.8 51.5 44.5 48.3 37.3
Owner 2.8 5.1 2.8 2.4 3.4 1.5
Self-employed 37.9 24.8 37.9 33.3 30.6 41.3
Unpaid 7.7 7.2 7.7 19.8 17.8 19.9
Distribution of the labour
force by education level:
No education 12.4 12.4 12.4 16.3 16.6 16.1
Primary 56.5 59.0 53.0 44.9 46.5 43.4
Secondary 17.8 17.1 18.8 30.1 28.8 31.3
Tertiary 13.3 11.5 15.8 8.7 8.2 9.1
Average years of
schooling of the labour
force

7.6 7.4 7.8 5.9 5.7 6.1

Source: authors’ calculations based on the data described in section 3.

of the labour force has any type of tertiary education.⁴ On average, women in the
labour force have higher education levels than men. For example, in El Salvador,

⁴ In 2009, in Argentina and Chile, the average education level of the population was 11 years of
study; in Uruguay, in 2011, the average worker had 9.8 years of education, and in Mexico, it was 8.7
years of education (SEDLAC 2017).
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Table 8.2 Gender wage gap

El Salvador Nicaragua

All 34.2 27.2
Salaried employees only 13.4 28.1
Adults (25–64 years) 37.4 28.7
Young (15–24 years) 24.6 21.4
Urban 32.9 36.1
Urban salaried adults 16.1 26.4

Note: The table shows the average percentage difference in the
hourly wages of men and women, after controlling for
education and potential experience.
Source: authors’ calculations based on the data described in
section 3.

women in the labour force have 7.8 years of education compared to 7.4 for men.
It is also more likely that women in the labour force have some type of tertiary
education compared to men.

The distribution of the employed by economic activity indicates that men are
concentrated in agriculture, while women tend to work in commerce, services
of low complexity, and manufacturing. Services of low complexity include per-
sonal and social services, domestic service, and services for the home. Highly
complex services include public utilities (electricity, gas, and water), transport,
telecommunications, financial services, and public administration.

Table 8.2 presents the gap in average hourly wages between men and women
(measured as the percentage difference in the average hourly wage earned by men
and women, controlling for education and potential experience). Women with
the same education and experience earn less than men in both El Salvador and
Nicaragua. In El Salvador, the average hourly wage of women is 34.2 per cent less
than that of men; in Nicaragua, the average hourly wage of women is 27.2 per cent
less than that of men.

4. The labour mobility of men and women in El Salvador
and Nicaragua

In this section, we use individual-level panel data to study labour market dynam-
ics with a focus on what factors help men and women to achieve advantageous
jobs in the labour market. We consider three labour market states to be ‘advanta-
geous’: (i) formal salaried employees, (ii) non-agricultural self-employed workers
with a decent income, and (iii) agricultural self-employed workers with a decent
income. In El Salvador, we define ‘decent income’ as a wage above the legal
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minimum wage; in Nicaragua, we define ‘decent income’ as household con-
sumption spending above the poverty line. We examine the transitions into and
out of these advantageous labour market states and other labour market and
non-labour market states including informal salaried employment, unfavourable
non-agricultural self-employment, unfavourable agricultural self-employment,
unemployment, unpaid family work, and out of the labour force (distinguishing
between those going to school, those engaged in unpaid domestic work, and those
engaged in other activities).

Our definition of ‘advantageous’ labour market states is similar to the Interna-
tional Labour Organization (ILO) concept of ‘decent work’. Two key components
of the ILO concept of ‘decent work’ are social security and remunerative employ-
ment (Ghai 2003): ‘Social security serves tomeet people’s urgent subsistence needs
and to provide protection against contingencies, and as such is an important aspect
of decentwork’ (Ghai 2003: 122).Our first advantageous labourmarket state is for-
mal salaried employment, defined as paid employment where workers are insured
by social security. Remunerative employment is work that pays sufficiently to allow
a worker’s family to live at an adequate level: ‘For developing countries, a good
indicator of remunerative work is provided by data on absolute poverty’ (Ghai
2003: 119). The ILO suggests that a good indicator of whether workers do not have
remunerative employment is the proportion of the working population earning
below the household poverty line (Ghai 2003: 118). The definition of advanta-
geous self-employment that we apply in Nicaragua includes those who live in a
household with an income above the poverty line, while in El Salvador, advan-
tageous self-employment includes those earning less than the minimum wage
(which is set below the poverty line).⁵ We do not use the term ‘decent work’ in this
chapter because our measure of advantageous labour market states does not take
into account other components that the ILO considers when defining decent work
such as basicworker rights and social dialogue (i.e. access to collective bargaining).
Box 8.1 describes how we identify each labour market state.

⁵ We also construct a measure of ‘advantageous’ self-employment in El Salvador, which is based on
whether or not the worker lives in a family with incomes below the poverty line. For comparison, tables
using this definition are presented in the appendix of theWIDERworking paper version of this chapter
(Alaniz et al. 2019). In general, the conclusions about mobility using this alternative definition in El
Salvador are the same as the conclusions reported in the body of this chapter. We do not highlight this
alternative definition of ‘advantageous’ in El Salvador becausewe havemore confidence in thewage and
earnings data from El Salvador than in the income data. Neither the minimumwage definition nor the
poverty line definition of ‘advantageous’ in El Salvador is identical to our definition of ‘advantageous’
in Nicaragua because we did not have access to the same variables in both countries (e.g. wages are
not available in the Nicaraguan data, while household consumption is not available in the Salvadoran
data). However, the fact that our results are similar using either definition (and in both countries) gives
us confidence that our results are robust.
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Box 8.1 Definitions of labour market states considered in this
study

Advantageous:

1. Formal salaried employees: includeswage and salariedworkerswho are
benefiting from social security, either employed full time or part-time.
Compared to other labour market states, wages and household income
are highest for formal salaried employees. This is the most advantageous
labour market state by these measures.

2. Advantageousnon-agricultural self-employed: includes self-employed
workers who are not engaged in agriculture, with household per capita
consumption above the poverty line (in Nicaragua) or whose labour
earnings are greater than the legal minimum wage (in El Salvador). In
Nicaragua, this category also includes employers of firms with five or
more workers and employers of firms with fewer than five employees
whose firm increased the number of employees last year. Advanta-
geous non-agricultural self-employment is the second most advanta-
geous labour market state in terms of wages and household income.

3. Advantageous agricultural self-employed: includes self-employed
workers who are engaged in agriculture, with household per capita
consumption above the poverty line (in Nicaragua) or whose labour
earnings are greater than the legal minimum wage (in El Salvador). In
Nicaragua, this category also includes employers of firms with five or
more workers and employers of firms with fewer than five employees
whose firm increased the number of employees last year.

Unfavourable:

4. Informal salaried employees: includes all wage and salaried employees
not benefiting from social security.

5. Unfavourable non-agricultural self-employed: includes all self-
employed workers and employers who are not engaged in agriculture
and that do not meet the conditions to be classified as ‘advantageous
non-agricultural self-employment’.

6. Unfavourable agricultural self-employed: includes all self-employed
workers and employers who are engaged in agriculture and that do
not meet the conditions to be classified as ‘advantageous agricultural
self-employment’.
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7. Unpaid family worker: includes any employed person who works with-
out remuneration in a business, firm, or family farm.

8. Unemployed: defined as people who, over the past week or last month
before the survey, looked for work or made efforts to install their own
business or company. Similarly, those who were not working but already
had jobs and were starting the next month are included in this category.

Not in the labour force:

9. Student: includes persons who are not part of the labour force and who
report to be exclusively devoted to studying.

10. Unpaid domestic work: includes persons who are not part of the
labour force who report to be exclusively devoted to domestic work. In
Nicaragua, this category also includes those who report to be inactive
because of any other reason (a small group). In El Salvador, those who
report being inactive for any other reason constitute a larger group and
we considered them as a separate category.

11. Other inactive: includes those who report not being in the labour force
for any other reason. This last category includes those who are retired
and young people who are neither working nor in school, plus the
disabled (El Salvador only).

In terms of a job ladder, formal salaried employment and advantageous non-
agricultural self-employment are the work states with the highest earnings in
both countries, followed by advantageous agricultural self-employment. Next
highest are informal salaried employment and unfavourable non-agricultural self-
employment. Unfavourable agricultural self-employment is thework statewith the
lowest earnings in both countries.⁶

Figure 8.1 presents the distribution of men and women in these 11 states sep-
arately for El Salvador and Nicaragua. The most noticeable difference between
men and women in both El Salvador and Nicaragua is that women are much
more likely than men to be in unpaid domestic work. This difference between
men and women is likely a consequence of the traditional expectation that wives
will provide unpaid domestic care to children and other dependents, while hus-
bands are expected to have full-time jobs outside of the home. A larger percentage

⁶ In Nicaragua, mean monthly earnings were 5,498 2012 córdobas for formal salaried employ-
ees, 4,098 for advantageous non-agricultural self-employed, 3,225 for advantageous agricultural
self-employed, 2,812 for unfavourable non-agricultural self employed, 2,651 for informal salaried
employees, and 1,358 for unfavourable agricultural self-employed. In El Salvador, mean monthly
earnings were 386 US dollars for formal salaried employees, 499 for advantageous non-agricultural
self-employed, 242 for advantageous agricultural self-employed, 97 for unfavourable non-agricultural
self employed, 185 for informal salaried employees, and 35 for unfavourable agricultural self-employed.
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state, comparison by country and gender
Source: authors’ calculations based on the data described in section 3.

of women are in unpaid domestic work in El Salvador compared to Nicaragua.
This may reflect a greater prevalence of these types of traditional family relation-
ships between men and women in El Salvador compared to Nicaragua.

In both El Salvador and Nicaragua, men are more likely to be in advanta-
geous labour market states compared to women. For example, men are more
likely to be in formal salaried employment (the most advantageous labour mar-
ket state). This is especially noticeable in El Salvador, where the formal sector is
larger than in Nicaragua andmen are almost twice as likely as women to be in this
most advantageous sector. In El Salvador, it is more likely that men (compared
to women) are in advantageous self-employment (non-agricultural or agricul-
tural). In Nicaragua, where advantageous self-employed workers are those who
live in families with incomes above the poverty line, it is more likely that women
(compared to men) are in non-agricultural advantageous self-employment. This
apparent inconsistencymay be because inNicaragua,many self-employedwomen
live in householdswhere the spouse earns above the poverty line but they earn very
low wages themselves. The evidence from El Salvador supports this hypothesis;
if we define ‘advantageous’ using the poverty line measure in both El Salvador
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and Nicaragua, then it is also true in El Salvador that women (compared to men)
are more likely to be in advantageous self-employment (see the Appendix in the
WIDER working paper version of this chapter, Alaniz et al. (2019)).

Women are more likely than men to be found in unfavourable non-agricultural
self-employment in both Nicaragua and El Salvador. This may be because women
in El Salvador and Nicaragua continue to have the primary responsibility for
domestic work (childcare, etc.) even if they are working. Women may there-
fore be more likely to be in unfavourable self-employment in both El Salvador
and Nicaragua because women value the flexibility of self-employment, in terms
of hours and location of work, more than men. On the other hand, this may
also reflect that the traditional division of labour between the sexes in Cen-
tral America forces women into unfavourable employment, while men are free
to spend more time searching for and working in advantageous labour market
states.

While a substantial proportion of men are unemployed in both El Salvador and
Nicaragua, fewwomen are unemployed in either country. To be considered unem-
ployed, onemust not have a job and also be actively searching for a new one. Itmay
be that when women lose their jobs, they do not spend very much time searching
for a new one but rather move directly to unpaid domestic work or another sec-
tor, while men spend more time searching for advantageous employment before
accepting less advantageous work or leaving the labour force. This suggests that
policies focused on speeding up the transition from unemployment to advanta-
geous employment are likely to have a larger impact on men than women (simply
because a higher proportion of men are unemployed). On the other hand, policies
focused on promoting the transition from unpaid domestic work into advanta-
geous employment are likely to have a bigger impact on women thanmen (simply
because more women are in this state).

Agriculture in both countries is dominated by men: almost no women are agri-
cultural self-employed workers. This suggests that policies that promote advanta-
geous agricultural self-employment will have little impact on the ability of women
to obtain advantageous employment in El Salvador and Nicaragua.

A major focus of this study is to understand the mechanisms by which peo-
ple in El Salvador and Nicaragua transition into and out of advantageous labour
market states. Because we have panel data, which allows us to follow the same
individuals and families from one year to the next, we can calculate how likely it
is that a person will switch states (transitions). Figure 8.2 presents the magnitudes
of mobility into each state; that is, Fig. 8.2 presents the proportion of our sam-
ple that transitions into each state from a different state the year before (excluded
from Fig. 8.2 are those who remained in the same state). For men, the greatest
mobility is into informal employment, followed by unemployment. For women,
on the other hand, the greatest mobility is into unpaid domestic work, followed by
non-agricultural self-employment (advantageous and unfavourable) and unpaid
family work, then followed by informal employment. In both countries, there is
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less mobility of women into informal employment or unemployment and more
mobility into self-employment compared tomen. Forwomen, there ismoremobil-
ity into advantageous self-employment in Nicaragua compared to El Salvador.
For both men and women, there is relatively little mobility into formal salaried
employment.⁷

Figures 8.3a and b show the origins (one year before) of those found in the
three advantageous labourmarket states. As noted before, there is very littlemobil-
ity into or out of the most advantageous labour market state—formal salaried
employment. Approximately 83 per cent (El Salvador) and 70per cent (Nicaragua)
of workers in formal salaried employment in one year were also in that sector
the year before. This compares to approximately 40 per cent of men and 50 per
cent of women (in both countries) who remain in advantageous non-agricultural

⁷ The full transition matrices for both men and women and for both countries are presented in the
appendix of the WIDER working paper version of this chapter (Alaniz et al. 2019). Using these tables,
we also examined the relative magnitudes of the transitions out of advantageous labour market states.
We do not present these figures in this chapter because the conclusions regardingmobility are the same
as those in this paragraph; that is, the states that men and women are most likely to move into are also
the states that men and woman are likely to move out of (see Tables A1–A4 in the WIDER working
paper version of this chapter).
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self-employment from one year to the next. Men and women who work as for-
mal salaried employees tend to enter this sector soon after graduating from school
(although not necessarily right away in the first year), and then remain in this
sector. Of those who do enter formal salaried employment from other states, the
largest number comes from informal salaried employment, followed by unem-
ployment. Some women (but almost no men) also enter formal salaried employ-
ment directly fromunpaid domestic work. Our evidence suggests that womenmay
leave formal salaried employment for a time to take up unpaid domestic work
and then return in a later year. Women may temporarily leave formal salaried
employment to have children or for unpaid domestic work. Few men do this.

Almost no one of either gender enters formal salaried employment from self-
employment, and very few workers enter advantageous self-employment from
formal salaried employment. However, this does not mean that there is no mobil-
ity into and out of advantageous self-employment; it is just that workers move
into and out of advantageous self-employment from other states. Our results show
that, for both men and women, there is substantial mobility of workers between
informal employment and advantageous non-agricultural self-employment. For
women, there is also substantialmobility between unpaid domestic work and these
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two states—this is an important difference between men and women and reflects
the fact that women have primary responsibility for childcare and other unpaid
domestic work in both Nicaragua and El Salvador.

Most of the advantageous non-agricultural self-employed are older workers
who gained experience working as informal salaried workers or unfavourable
non-agricultural self-employment before succeeding as self-employed. As we will
see, younger workers are more likely than older workers to transition into for-
mal salaried employment, while, for older workers, the most likely transition into
an advantageous labour market state is into advantageous non-agricultural self-
employment. Men in advantageous non-agricultural self-employment are most
likely to come from unfavourable self-employment (especially in El Salvador) or
informal employment. In both El Salvador and Nicaragua, women in advanta-
geous non-agricultural self-employment are also likely to come fromunfavourable
non-agricultural self-employment and informal employment. Women in advan-
tageous self-employment are also likely to come from unpaid domestic work and
unpaid family work.

Figures 8.2, 8.3a, and 8.3b summarize year-to-year moves by men and women
between states. This may miss longer-term trends. In Nicaragua, we can follow
the same individuals for longer than one year. Figure 8.4 presents the results of
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transitions over a three-year period (2009–2012). This figure confirms many of
the conclusions from the year-to-year transition data. For example, we still see very
little mobility into the formal sector; the majority of both men and women who
are in formal salaried employment in 2009 are still found in that sector in 2012.
Even over the four-year period, almost no one has moved from self-employment
into formal salaried employment. Once workers are self-employed, there is very
little chance that they will transition into formal-sector employment. Those who
do transition into the formal sector aremost likely to start out as students, informal
employees, or unemployed workers.

Women who transition into advantageous self-employment are most likely
to start out as unpaid domestic workers three years earlier, with a smaller yet
significant percentage starting out as informal-sector workers and unfavourable
non-agricultural self-employed. Again, this is consistent with the hypothesis that
it is unlikely for self-employment to be advantageous unless the worker already
has experience.

Figure 8.4 suggests a slightly different story about the advancement of recent stu-
dents than doFigs 8.1, 8.2, and 8.3. In these figures, we found that it is not likely that
workers transition into the formal sector or into advantageous self-employment
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directly from school. For both men and women, most students who leave school
enter the informal sector or work as unpaid family workers the first year after leav-
ing school (see the year-to-year transition matrices in the appendix). After three
years, however, those who left school are much more likely to have become for-
mal salaried employees and advantageous self-employed. These results suggest
that men and women who leave school may take a short period of time before
transitioning into salaried formal employment or advantageous self-employment.
Both men and women may spend a short time unemployed and searching for
work, as informal-sector employees or as unpaid family workers, before transi-
tioning into the salaried formal sector or advantageous self-employment. Women
are also likely to spend time out of the labour force directly following school before
obtaining employment. This is consistent with the key role of education in obtain-
ing formal salaried employment and advantageous self-employment, even though
students may not find salaried formal employment immediately after graduation.

5. Variables correlated with mobility into advantageous labour
market states

Next, we focus our study on the personal characteristics, family characteristics, and
job characteristics that may help men and women to achieve advantageous jobs in
the labourmarket.We use pooled data fromEl Salvador andNicaragua and regres-
sion analysis tomeasure the impact of each personal, family, and job characteristic
on the probability that a personmoves up to an advantageous labour market state.
Using a sample of workers in unfavourable states in time t, we estimate a probit
equation of the form:

Prob(INADVANTit = 1) = f (αo + X ′itβ +
T
Σ
t=1

γtYRt + μit). (1)

In this equation, INADVANTit equals one if the individual i is in an unfavourable
state at time t but is in an advantageous state at time t + 1 and zero if the individual
i is in an unfavourable state at time t and stays in an unfavourable state at time t
+ 1. We estimate equation (1) using probit regressions. Xit is the explanatory vari-
ables vector, which includes the variables described below in the text. In addition
to these personal, family, and job characteristics, to control for year-specific fac-
tors such as aggregate supply and aggregate demand changes or design changes in
the household surveys, we include a dummy variable for each year, YRt. From the
estimated coefficients, βit, we can calculate the marginal impact of each explana-
tory variable on the probability of a transition from a not advantageous state to
each advantageous labour market state.

The characteristics that we consider include: individual specific human cap-
ital variables (age, years of education); whether the individual lives in a high
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population density area; the relationship to the household head; change in the
marital status, industry sector, household characteristics (number of young chil-
dren, number of school age children, number of working-age householdmembers,
number of household members older than 65 years of age); whether the individ-
ual has access to public services (tube water and electricity); non-labour income
of the family; and the amount of remittances.

According to previous studies, those with more human capital are more likely
to be in the labour force and, if they work, are more likely to be full-time formal-
sector employees (Duryea et al. 2006; Bosch and Maloney 2010; Cunningham
and Bustos Salvagno 2011). We use age as a proxy for experience. Older work-
ers with more experience (especially in the formal sector) are more likely to be
successful entrepreneurs, while younger workers are more likely to be informal
employees (Cunningham and Bustos Salvagno 2011). Some studies suggest that
human capital is a more important factor in explaining success in the case of
women entrepreneurs compared to men (Bardasi et al. 2011).

It has been argued that the reasons for becoming self-employed may differ
between men and women; specifically, it has been argued that women become
self-employed because they seekmore flexiblework schedules (Delmar andDavid-
son 2000). To examine this possibility, other explanatory variables include some
that describe the structure of the family (marital status, number of young children,
number of school-age children, number of working-age household members, and
the household members older than 65 years of age). Others have argued that
women start fewer businesses and are less successful than men because they have
difficulty obtaining credit. If this were true, we would expect to find that women
from households with higher income levels (and therefore with fewer restric-
tions for credit) tend to survive and grow as entrepreneurs. Therefore, we include
non-labour income of the family and the amount of remittances.

It has also been found that the selection of economic activity differs between
men and women entrepreneurs. Women entrepreneurs are predominantly con-
centrated in service activities, while men tend to be owners of companies engaged
in manufacturing and construction activities (Bardasi et al. 2011). It has also been
shown that in developing economies, women are less likely to operate in high-
technology activities (Anna et al. 1999). To examine the role of the selection of
economic activity as a determinant of success, the regressions include economic
activity dummies as explanatory variables.

We also measure the impact of characteristics on the probability that a worker
will leave an advantageous state. Specifically, using a sample of workers in advan-
tageous states in time t, we estimate a probit equation of the form:

Prob(OUTADVANTit = 1) = f (αo + X ′itβ +
T
Σ
t=1

γtYRt + μit). (2)

In this equation, OUTADVANTit equals one if the individual i is in an advanta-
geous state at time t but is not in an advantageous state at time t + 1 and zero if the
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individual i is in an advantageous state at time t and stays in advantageous state at
time t + 1. Xit is the explanatory variables vector which includes the same variables
as those in the previous estimated equation.

Our estimates of equations (1) and (2), estimated separately for men and
women and for each advantageous labourmarket sector, are reported in Tables 8.3
and 8.4. A positive number in Table 8.3 indicates that an increase in the corre-
sponding explanatory variable increases the probability of transitioning from an
unfavourable state to each advantageous state indicated by the column of the table.
A positive number in Table 8.4 indicates that an increase in the corresponding
explanatory variable increases the probability of transitioning from an advanta-
geous state to each unfavourable state indicated by the column of the table. In our
discussion, we focus on those results that are statistically significant (which are
starred, and where more stars indicate greater statistical significance).

Our findings suggest that education is the most important personal characteris-
tic promoting transitions into non-agricultural advantageous labour market states
and reducing transitions from advantageous labour market states. In particular, a
complete secondary and a tertiary (post-secondary) education is a strong predic-
tor ofwhether amanorwoman transitions into and stays in themost advantageous
labour market state—formal salaried employment. Both a tertiary education and
a complete secondary education also promote advantageous non-agricultural
self-employment.

The positive impact of education on transitions into advantageous labour mar-
ket states is bigger for men than for women; that is, our results suggest that women
needmore education thanmen in order to get the same advantage in obtaining an
advantageous labour market state. This result is consistent with Esquivel (2007),
who finds that, on average, women in Latin America need substantially more edu-
cation than men in order to obtain a job in the formal sector. This suggests that in
El Salvador and Nicaragua even educated women are at a disadvantage relative to
men when they seek to obtain advantageous employment.

Our results provide no evidence that education increases the probability of
advantageous self-employment in agriculture. This does not mean that young
people in rural areas do not benefit from education. More education increases
the probability that everyone, including the children of farmers, enter non-
agricultural advantageous labour market states.

Access to public services such as utilities (electricity, water, and electricity) sig-
nificantly increases the probability that men or women will transition into advan-
tageous non-agricultural self-employment.⁸ This suggests that another policy to
promote advantageous non-agricultural self-employment is for the government
to provide these services to poor families.

⁸ This result may be related to greater access to public services in urban areas compared to rural
areas and the greater opportunities for urban workers (compared to rural workers) to transition to
advantageous non-agricultural self-employment.



Table 8.3 Marginal effects on the probability of entering an advantageous state, comparison by gender

Salaried formal sector
Advantageous non-agricultural

self-employed

Advantageous
agricultural

self-employed
Men Women Men Women Men Women

Number of observations 20,726 28,160 20,726 28,160 20,726 26,563
Pseudo R-squared 0.122 0.208 0.207 0.193 0.147 0.192
Log likelihood −3,166 −2,007 −2,826 −3,527 −2,968 −589.3
Age 0.0037*** 0.0007*** 0.0033*** 0.0030*** 0.0031*** 0.0002***

Age squared −0.000049*** −0.00001*** −0.00003*** −0.00005*** −0.00003*** −0.000002***

Complete primary schooling 0.0153*** 0.0057*** 0.0066** 0.0071*** −0.0019 0.0003
Secondary schooling (incomplete) 0.0291*** 0.0083*** 0.0110*** 0.0078*** −0.0062** 0.0001
Secondary schooling (complete) 0.0680*** 0.0304*** 0.0235*** 0.0114*** −0.0051 0.0008
Some tertiary schooling 0.0881*** 0.0443*** 0.0230*** 0.0178*** −0.0102*** Dropped
Household head 0.0025 −0.0004 0.0153*** 0.0161*** 0.0245*** 0.0015
Spouse 0.0108 −0.0017** 0.0115* 0.0112*** 0.0114 0.0002
Got married/found a companion 0.0100 0.0012 0.0066 0.0098 0.0004 0.0004
Got divorced/separated 0.0008 0.0046 0.0208** 0.0150** −0.0079 0.0047*

High population density area 0.0176*** 0.0065*** 0.0023 0.0025 −0.0191*** −0.0010***

Manufacture/construction 0.0070** 0.0099*** 0.0467*** 0.0532*** −0.0199*** −0.0010***

Commerce 0.0152*** 0.0023** 0.0727*** 0.0869*** −0.0223*** −0.0010***

High-complexity services 0.0493*** 0.0136*** 0.0373*** 0.0125*** −0.0175*** −0.0010***



Low-complexity services 0.0047*** 0.0025*** 0.0060*** 0.0050*** −0.0065*** −0.0009
Young children (0–6 years old) 0.0015 −0.0001 0.0001 0.0005 0.0007 −0.0001
School-age children (7–18 years old) −0.0002 −0.0004* −0.0016*** −0.0010** 0.0001 −0.0001
Working-age members (19−65 years old) 0.0017** 0.0004* −0.0002 −0.0010* 0.0009 −0.0001
Older members (older than 65 years) −0.0015 −0.0011* −0.0057*** −0.0009 0.0012 −0.0002
Tubed water inside the dwelling 0.0121*** 0.0008 0.0073*** 0.0028 −0.0062* −0.0007
Tubed water outside the dwelling 0.0042* 0.0016** 0.0045*** 0.0011 −0.0051** 0.0000
Electricity network 0.0011 0.0003 0.0125*** 0.0115*** 0.0011 −0.0018***

Total amount of monthly remittances −0.2190** 0.0019 0.0122 0.0271 0.3120*** 0.0115
Dummy Nicaragua 0.0166*** 0.0081*** 0.0391*** 0.0774*** 0.0066 0.0053**

Dummy 2010 0.0003 0.0001 0.0031 0.0017 0.0044* 0.0012*

Dummy 2011 −0.0028 0.0005 0.0033 0.0078*** 0.0031 0.0002
Dummy 2010 *Nicaragua −0.0038 −0.0029*** −0.0045 −0.0062*** −0.0013 −0.0004
Dummy 2011 *Nicaragua 0.0002 −0.0026*** −0.0102*** −0.0094*** 0.0010 0.0009

Note: *significant at 10 per cent, **significant at 5 per cent, ***significant at 1 per cent.
Source: authors’ calculations based on the data described in section 3.



Table 8.4 Marginal effects on the probability of leaving an advantageous state, comparison by gender

Salaried formal sector
Advantageous non-agricultural

self-employed

Advantageous
agricultural

self-employed
Men Women Men Women Men Women

Number of observations 4,580 2,741 1,794 1,903 1,569 123
Pseudo R-squared 0.0805 0.0874 0.056 0.0448 0.0242 0.356
Log likelihood −1873 −1041 −1155 −1260 −1060 −51.3
Age −0.017*** −0.0246*** −0.0290*** −0.0221*** −0.0121** −0.0389
Age squared 0.0002050*** 0.000273*** 0.0003160*** 0.0002070*** 0.0001140** 0.0003010
Complete primary schooling 0.014 0.0248 −0.0190 −0.0320 −0.1020** −0.2700
Secondary schooling (incomplete) −0.037** −0.0437* −0.0286 −0.0790** −0.1010** Dropped
Secondary schooling (complete) −0.077*** −0.0467* −0.0739* −0.0692 −0.1620** Dropped
Some tertiary schooling −0.089*** −0.0747*** −0.1840*** −0.1090** −0.1690* Dropped
Household head −0.119*** 0.023 −0.1490*** −0.1290*** −0.1850*** 0.1020
Spouse −0.033 0.0281 −0.1510** −0.0557 −0.0988 0.2980*

Got married/found a companion −0.021 0.0106 −0.0738 0.0181 −0.0877 −0.0041
Got divorced/separated 0.060 0.0628 0.0404 −0.0826 −0.0049 −0.5710
High population density area −0.014 −0.0245* 0.0337 −0.0006 0.0829 −0.0367
Manufacture/construction −0.053** −0.0955*** −0.0303 −0.1780*** Dropped Dropped
Commerce −0.033 −0.0566* −0.1420** −0.2400*** Dropped Dropped



High-complexity services −0.059*** −0.062** −0.0565 −0.1090 Dropped Dropped
Low-complexity services −0.025*** −0.0351*** −0.0288* −0.0532** Dropped Dropped
Young children (0–6 years old) −0.004 0.0023 −0.0588*** −0.0036 −0.0162 0.0427
School-age children (7–18 years old) 0.006 0.00701 −0.0013 0.0031 0.0093 −0.0976**

Working-age members (19–65 years old) −0.008* −0.00178 0.0245** 0.0154 0.0010 0.1390***

Older members (older than 65 years) 0.002 0.0248* −0.0310 −0.0038 0.0042 0.2570*

Tubed water inside the dwelling −0.065* −0.0365 −0.0577 −0.0582 −0.0666 −0.1240
Tubed water outside the dwelling −0.012 −0.0145 −0.0775** −0.0544 −0.0002 −0.1980
Electricity network −0.025 −0.0253 −0.1380*** −0.1310*** −0.0155 0.1270
Total amount of monthly remittances 1.238 0.0152 −0.2860 −0.5590 −0.3910 −1.2070
Dummy Nicaragua −0.077*** −0.0518 −0.0957 −0.2130*** −0.1010* −0.8830***

Dummy 2010 −0.010 −0.0338** 0.0188 0.0454 0.0030 −0.2940
Dummy 2011 −0.029** −0.0155 0.0565* 0.0643* −0.0372 −0.6300***

Dummy 2010 *Nicaragua 0.045 0.0419 −0.0075 −0.0094 −0.0168 0.2940
Dummy 2011 *Nicaragua 0.103** 0.0341 −0.0158 −0.0339 0.0240 0.4200***

Note: Dropped/dropped because of collinearity or because it predicts success(failure) perfectly; *significant at 10 per cent, **significant at 5 per cent, ***significant
at 1 per cent.
Source: authors’ calculations based on the data described in section 3.
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For bothmen andwomen, dependent children in a household reduces the prob-
ability of a transition into advantageous non-agricultural self-employment and
increases the probability that a woman will leave advantageous non-agricultural
self-employment.

In general, our results suggest that receiving more international remittances
decreases the probability of men transitioning into formal salaried employment
and decreases the probability that they will leave the private salaried employ-
ment. This may be because these workers are substituting leisure for labour
now that the increase in non-labour income makes this affordable. On the other
hand, remittances and other non-labour income promote advantageous agricul-
tural self-employment for men; receiving more remittances and other non-labour
income increases the probability of transitioning into advantageous agricultural
self-employment and decreases the probability of transitioning out of this advan-
tageous state. This may be because the inflow of money helps fund capital,
inventories, or training for small businesses.

Older workers are more likely to become successfully self-employed than
are younger workers; the probability of transitioning into advantageous self-
employment increases with age until men are about 50 years old and women are
about 30 years old. After the age of 30 for women and 50 for men, the probability
of becoming successful in non-agricultural self-employment decreases with age.
This suggests that the most likely age at which people enter advantageous non-
agricultural self-employment for men is in the mid-to-late 40s. On the other hand,
the age at which people are most likely to transition into the formal salaried sector
is at a much lower age; the maximum probability of transitioning into the pri-
vate formal sector is the high 30s for men and the low 30s for women. This again
suggests that workers enter formal employment soon after leaving school, while
those who are successful in self-employment gain experience first before becom-
ing successful in non-agricultural self-employment. The probability that a worker
leaves formal employment is largest for those in their mid-40s (for both men and
women). This is also consistent with the conclusion that the best age to transition
into advantageous self-employment is in the mid-to-late 40s.

For men and women, those who transition into both formal salaried employ-
ment and advantageous non-agricultural self-employment (and are least likely
to transition out of these advantageous sectors) work in the industry sectors of
manufacturing, construction, commerce, and services (vs agriculture, forestry,
and mining). The magnitudes of the impact of sector of employment are sim-
ilar for men and women except in high-complexity services. Our results imply
that advantageous self-employed men are more likely than women to come from
high-complexity services. This is consistent with Anna et al. (1999), who present
evidence that in developing economies, entrepreneurial women are less likely to
operate in high-technology activities.
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6. Conclusions and policy implications

The most advantageous labour market state in El Salvador and Nicaragua is for-
mal salaried employment. Those in this state are among the highest paid and
have access to social security medical care. Most people enter this state soon after
graduating from school and remain in this state for a long time; 80 per cent of
formal employees in El Salvador and 70 per cent in Nicaragua remain as for-
mal employees from year to year, and very few older workers transition from
non-advantageous labour market states into formal salaried employment. A com-
plete secondary and post-secondary (tertiary) education are particularly useful for
obtaining formal salaried employment and significantly reduce the probability of
leaving this work status. These results suggest that there should be clear efforts to
reduce school drop-out rates, especially among girls, and to promote secondary
school completion through alternative programmes for those already outside of
the school system.

Improving educational outcomes for women is necessary but not sufficient to
promote the success of women in the labour market. For example, our results
suggest that women need higher levels of education than men in order to access
advantageous formal salaried employment. Other factors also hold women back
from obtaining advantageous employment. In our discussions with policymakers
and civil society activists in El Salvador and Nicaragua, one barrier to the suc-
cess of women in the labour market that was mentioned frequently was domestic
violence against women. This suggests that programmes to change social norms
against traditional stereotypes of the role of women are important for improving
access of women to advantageous employment.

The focus of any policy to increase education levels will be on the young. Our
results suggest that it is not likely that older people who are in informal salaried
employment, self-employed, or are in unpaid domestic work will transition into
formal salaried employment, even if they obtain more education. This sug-
gests that most progress towards expanding advantageous employment, especially
formal salaried employment, will be intergenerational; that is, those currently
self-employed will not become formal-sector employees but their children may.

Our results suggest that access to electricity, potable water, sanitation, and
schools is particularly important in promoting transitions from unfavourable
states into all advantageous sectors. This suggests that itmay be important for these
public services to be widely provided.

Women who transition into advantageous self-employment are most likely to
have unpaid domestic worker as a previous job, possibly their first job. This sug-
gests that policies focused on promoting the transition fromunpaid domestic work
into advantageous employment, such as vocational training or assistance to stay
in school, are likely to have a bigger impact on women than men (simply because
more women are in this state).
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While a substantial proportion of men are unemployed in both El Salvador
and Nicaragua, few women are unemployed in either country. To be considered
unemployed, one must not have a job and also be actively searching for a new
one. It may be that when women lose their jobs, they do not spend very much
time searching for a new one but rather move directly to unpaid domestic work or
another sector, while men spend more time searching for advantageous employ-
ment before accepting less advantageous work or leaving the labour force. This
suggests that policies focused on speeding up the transition from unemployment
to advantageous employment, such as job search assistance, are likely to have a
larger impact on men than women (simply because a higher proportion of men
are unemployed).

Agriculture in both countries is dominated by men: almost no women are agri-
cultural self-employed workers. This suggests that policies that promote advanta-
geous agricultural self-employment will have little impact on the ability of women
to obtain advantageous employment in El Salvador and Nicaragua.

Both men and women are more likely to transition into advantageous non-
agricultural self-employment when they are older and have more working expe-
rience. For both men and women, those who transition into advantageous
non-agricultural self-employment are most likely to come from informal employ-
ment or unfavourable non-agricultural self-employment and not formal salaried
employment. These conclusions suggest that policies to promote advantageous
self-employment should be targeted towards olderworkers who already have some
relevant work experience and should target those currently working as infor-
mal employees or unfavourable non-agricultural self-employed and not formal
salaried employees.
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9
Informal work in urbanMexico

Characteristics, dynamics, and workers’ preferences

Robert Duval-Hernández

1. Introduction

In urbanMexico, around half of the employed population works in informal jobs.¹
This large group of informal workers is, however, far fromhomogeneous. Not only
do they differ among themselves in terms of socio-economic characteristics, but
they also have different reasons for being informally employed.

This chapter has two goals. First, it studies the heterogeneity in employment in
urbanMexico, analysing the different employment status groups that characterize
it as well as the dynamics across such status groups. Second, it uses a special mod-
ule of the 2015 Labour Force Survey to distinguish the workers that participate
voluntarily in informal employment from those that are informal due to a lack of
better options in the market. More specifically, it estimates the share of informal
workers that would rather be in formal wage-employment and it describes their
characteristics.

Like other studies in this volume, the present chapter distinguishes between six
different work status groups: formal wage-employment, formal self-employment,
upper-tier informal wage work, upper-tier informal self-employment, lower-tier
informal wage work and lower-tier informal self-employment (see Chapter 2 for
a discussion of this typology).

The analysis of the different employment status groups reveals the existence
of a job ladder, where better-paying jobs are found in formal employment, fol-
lowed by those in the upper tier of informal employment, while at the bottom of
the ladder are the lower-tier jobs. About half of the employed urban population
are formally employed, almost one-third are in lower-tier informal jobs, and the
rest are in upper-tier informal jobs. Eight out of nine formal workers are wage-
employees. In contrast, one in three informal workers are in self-employment,
irrespective of tier.

¹ I would like to thankGary S. Fields, T. H. Gindling, Kunal Sen, Simone Schotte,Michael Danquah,
and seminar participants at the project workshops as well as two anonymous referees for their valuable
comments. The opinions and views here expressed are my own and do not represent those of my
employer or of UNU–WIDER.

Robert Duval-Hernández, Informal work in urban Mexico. In: The Job Ladder. Edited by Gary S. Fields, T. H. Gindling,
Kunal Sen, Michael Danquah, and Simone Schotte, Oxford University Press. © UNU-WIDER (2023).
DOI: 10.1093/oso/9780192867339.003.0009
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As one moves down the job ladder, the workers’ years of schooling decrease
on average. In addition, within each segment (formal, upper-tier, and lower-tier)
the self-employed have higher earnings than the corresponding wage-employees
in their segment, probably because the self-employed are older and because their
reported earnings likely capture payments to both labour and capital productive
factors.

The analysis of employment and earnings dynamics over the course of a year
show that there is little employmentmobility at the top (formal) andbottom (lower
tier) of the job ladder. An analysis of the conditional correlates of employment
transitions indicates that lower-tier wage-employment serves as an entry state
to the labour market, while transitions into self-employment increase with age.
Males are more likely to experience upward transitions in the job ladder, and
this is particularly true for married men, while the opposite occurs for married
women. Schooling is a strong correlate of accessing formal jobs and, as expected,
movements up the job ladder involve positive earnings changes.

The analysis of stated preferences reveals that around 80 per cent of the respon-
dents who lack social security coverage would prefer to have a job with such
benefits, even if that entailed having to pay the corresponding contributions for
them. As argued below, this number likely reflects a preference for the entire
set of characteristics that accompany a formal job rather than a preference for
social security coverage per se, and this suggests that a large fraction of the urban
informal workers in Mexico are not voluntarily so.

In summary, the results from the analysis of stated preferences for formal wage-
employment contrast with the view put forward by a strand of the literature which
considers that most informal workers in Mexico prefer an informal job over a
formal one (see, for instance, Maloney 1999, 2004). Not only are urban Mexican
labour markets stratified along very heterogeneous status groups, but also a large
fraction of workers would rather move out of informal employment.

The rest of the chapter is organized as follows. Section 2 presents an overview
of the structure of urban labour markets in Mexico. In section 3, the analysis of
employment and earnings dynamics is presented. Section 4 discusses the evidence
on the valuation of formal jobs and section 5 concludes.

2. A descriptive view of Mexican urban labour markets

This section presents an overview of the structure of Mexican urban labour mar-
kets, with an emphasis on the heterogeneity of the different segments it comprises.
More precisely, it presents the main characteristics of six types of workers: formal
wage-employees, formal self-employed, upper-tier wage-employees, upper-tier
self-employed, lower-tier wage-employees, and lower-tier self-employed. As dis-
cussed in Chapter 2 of this volume, this taxonomy has three defining dimensions,
namely: (i) it distinguishes between formal and informal status; (ii) it distinguishes
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between wage-employees and the self-employed; and (iii) it creates two tiers
(upper and lower) within the informal status, where the upper tier is more likely
composed of informal workwith higher remunerations, with barriers to entry and,
therefore, this tier is more likely to be a segment of the market where workers
participate voluntarily.

The operationalization of these categories for the Mexican case is summa-
rized in Table 9.1. While there is no universal definition of what constitutes an
‘informal job’, in the case of Mexico, two dimensions have been used as defining
characteristics to establish whether a job is formal or not.² In the case of wage-
employees, the defining criterion for distinguishing between formal and informal
workers is whether the job offers social security coverage. For the self-employed,

Table 9.1 Work status definition and operationalization, the case of Mexico

Work status group Definition/operationalization

Formal self-employed These are the self-employed (own-account or owners) who
operate a business registered with tax authorities and with
fixed work premises. Also, all employers (with at least one
employee) in the agricultural sector enter this category.

Upper-tier informal
self-employed

These (own-account and owners) are those who voluntarily
enrol for social security coverage (through the government
or have private insurance), or work in a profession that
requires post-secondary or vocational education, or they
are employers with at least one employee, or their place of
work has fixed premises.

Lower-tier informal
self-employed

These include all other self-employed not in the above two
categories. This includes all self-employed working in
agriculture.

Formal wage-employees These include those whose employers contribute to social
security, except if the employer itself is a non-registered
business (i.e. the firm is not registered with tax authorities
and does not have fixed work premises).

Upper-tier informal
wage-employees

These are wage-employees whose employers do not
contribute to social security (or if they do, the employer
itself is a non-registered business) but who receive other
benefits such as paid annual leave, profit sharing,
(government-sponsored) housing credit, day-care facilities,
private insurance (life or health), saving funds, time for
parental care, or aguinaldo (mandatory one-month salary
bonus in December), or work in a profession that requires
post-secondary or vocational education, or they have a
permanent contract.

Lower-tier informal
wage-employees

These include all other employees. Also, all unpaid workers
are included in this category.

Source: author’s illustration.

² See, for instance, Levy (2018). See also Fields (2011) and Ruppert Bulmer (2018) for thoughtful
discussions of the many definitions that the term ‘informality’ takes in the literature.
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the formality status of a business is determined by whether it is registered with
tax authorities and has fixed work premises (see, for instance, INEGI 2014).³ This
second criterion is relevant becauseMexican law does not mandate self-employed
individuals to register themselves for social security coverage.⁴

The self-employed in the upper tier are those who: (i) are employers (i.e.
with employees of their own), (ii) have a place of work with fixed premises,
(iii) voluntarily enrol in a social security scheme, or (iv) work in an occupa-
tion that requires post-secondary education.⁵ Similarly, wage-employees in the
upper tier are those in skilled occupations, those with a permanent contract,
or those who, although they do not receive social security coverage, receive
other fringe benefits at work. All other informal workers are classified in their
corresponding lower tier, depending on whether they are wage-employees or
self-employed.⁶

Table 9.2 presents descriptive statistics for a representative sample of the dif-
ferent worker categories outlined above, as well as for the unemployed and those
out of the labour force in large urban areas in 2015.⁷ The table shows that about
half of the employed population are formally employed, almost one-third are in
lower-tier informal jobs, and the rest are in upper-tier informal jobs. Most for-
mal workers are wage-employees, as the self-employed represent only one-ninth
of the formal employed population. In contrast, one in three informal jobs are in
self-employment, irrespective of tier.

The self-employed are, on average, 10 years older than wage-employees, and
there are more males in formal employment and upper-tier self-employment,
while the gender distribution is more balanced in the other segments of the
market and among the unemployed. Schooling decreases monotonically as one
moves down the job ladder from formal employment to upper-tier and, last, to

³ A registered self-employed person working in a business without fixed work premises is classified
as informal. In addition, all employers in agriculture with at least one employee are considered formal.
In this chapter, this type of employer is less relevant as it focuses its analysis only on large urban areas.
The criteria for distinguishing formal work are those used by the Mexican Statistical Agency, Instituto
Nacional de Estadística y Geografía (INEGI 2014) in agreement with the guidelines set by the Interna-
tional Labour Organization (ILO). It should be noted that under the classification adopted by INEGI,
there can be informal workers employed in the formal sector but not the other way around. A business
is considered part of the formal sector if it is a registered entity for legal and tax purposes. For more
details, see INEGI (2014).

⁴ They can register voluntarily in a government-sponsored social security scheme. Few of them do
so, however.

⁵ I use the Labour Force Survey to find the four-digit occupationswhere themajority of workers have
post-secondary or vocational education. These include most of the managerial, professional, and tech-
nical occupations of the International Standard Classification of Occupations (ISCO) classification,
and a few select others.

⁶ All unpaid employees are classified as lower-tier informal wage-employees.
⁷ The data used for this table is the Labour Force Survey (Encuesta Nacional de Ocupación y

Empleo, ENOE) (INEGI 2015a) and I use geographical and temporal criteria to make it compara-
ble with the module that is analysed in section 4 of the chapter. Large, urban centres are those with a
population of 100,000 or more. Comparable statistics for the entire country are available upon request
from the author. To the extent that informality has been traditionally conceived as being an urban
phenomenon, little is lost through this narrower geographical focus. Furthermore, the module which
enquires about preferences for social security in section 4 is representative only at the level of large,
urban centres. All the estimates in this chapter are weighted using sampling weights.



Table 9.2 Descriptive statistics of Mexican labour markets, 2015, large urban centres

Formal employment Upper-tier informal Lower-tier informal
Wage-
employed

Self-
employed

Wage-
employed

Self-
employed

Wage-
employed

Self-
employed

Unemployed Out of labour
force

Percentage 46.9 5.8 10.1 5.6 20.3 11.3 5.2 39.0
Years of age 37.9 46.6 36.2 45.1 36.6 46.6 32.5 41.6
Male (%) 60.2 71.7 54.2 67.3 55.0 54.2 56.7 29.0
Years of schooling 12.3 13.2 11.1 10.1 8.7 8.2 11.4 9.3
Schooling level (%)

Elementary 8.6 10.5 16.9 25.8 30.7 38.0 10.8 26.82
Intermediate 54.4 37.2 52.8 53.3 61.8 55.4 60.3 56.1
Higher 37.0 52.4 30.2 20.9 7.5 6.6 28.9 17.08

Enrolled in school (%) 5.2 2.2 10.0 3.0 10.0 2.1 10.8 29.5
Married (%) 46.9 64.7 34.3 54.4 36.1 50.3 24.0 39.8
Occupation (%)

Managers 7.5 12.1 3.4 1.5 0.1 0.0
Professionals 28.7 34.4 34.9 35.0 1.4 0.0
Clerical 15.6 0.7 12.1 1.4 2.3 0.1
Sales 10.5 29.7 10.0 26.3 19.7 27.8
Services 8.5 8.0 8.2 12.6 11.9 9.8
Manual 4.2 10.0 7.3 20.0 13.4 28.6
Operators 15.0 3.5 6.4 0.9 11.1 7.5



Elementary 10.1 1.6 17.7 2.4 40.2 26.2
Industry (%)

Primary 1.4 1.3 0.7 0.0 1.7 2.4
Construction 4.4 4.6 5.8 12.4 11.9 11.1
Manufacturing 23.2 8.4 10.8 10.1 13.2 9.7
Trade 15.9 31.2 11.5 26.9 22.1 44.0
Communication 6.1 4.9 3.7 0.7 9.2 8.1
Business services 13.5 21.9 16.4 10.3 3.5 3.5
Education 10.5 1.5 7.6 4.1 0.6 0.0
Health 6.1 7.0 6.1 3.0 0.8 0.0
Personal services 8.3 19.2 32.3 32.6 36.2 21.3
Public admin. 10.7 0.0 5.1 0.0 0.7 0.0

Public sector (%) 24.9 0.0 9.9 0.0 1.7 0.0
Social security (%) 100 0.1 0.0 0.0 0.0 0.0
Earnings 7,576 10,598 5,201 5,589 3,085 3,667

Note: The definitions of the different work status groups follow the criteria in Table 9.1. The percentages are the shares of total employment in columns 1–6, the
unemployment rate in column 7, and the population out of the labour force as a percentage of the total working-age population in column 8. Earnings are measured in
2015 Mexican pesos per month and include individuals with zero earnings. All estimates use sampling weights.
Source: author’s calculations based on ENOE 2nd quarter 2015, large urban areas for individuals aged fifteen years and more (INEGI 2015a).
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lower-tier informal employment. However, the unemployed are not the least-
educated workers, and they have comparable education levels to those of workers
in the upper-tier informal segment. This indicates that, inMexico, the unemployed
are not necessarily the worst-off workers but, rather, a group that can ‘afford’ to
keep searching for better jobs without having to enter into informal employment
as a last-resort option. Also, very few self-employed are still enrolled in school,
while this share is 10 per cent among informal wage-employees. Finally, the statis-
tics show that informal wage-employees are more likely to be single than the rest
of the employed population.

In terms of occupation and industry, certain categories, such as managerial,
professional, and clerical occupations, as well as jobs in manufacturing, busi-
ness services, education, and health are over-represented in the formal and
upper-tier segments of the market. In contrast, jobs in personal services are over-
represented in informal employment, especially at the lower tier. As expected,
most public-sector workers are formal, but even this sector hires some wage-
employees informally. Finally, as previouslymentioned, only a small fraction of the
formal self-employed voluntarily choose to contribute to a social security scheme.

The last row of Table 9.2 presents the average earnings for each group of work-
ers. These numbers are reproduced in Fig. 9.1. Two patterns are visible in the
figure. First, earnings fall as one moves down the job ladder and, second, within
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Fig. 9.1 Mean earnings by work status
Note: All estimates use sampling weights.
Source: author’s calculations based on ENOE 2nd quarter 2015, large urban areas (INEGI 2015a).
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each segment (formal, upper-tier, and lower-tier), the self-employed have higher
earnings than the corresponding wage-employees in their segment. There may
be two reasons for this last pattern: first, on average, the self-employed are older
and thus have more experience; and second, their reported earnings likely cap-
ture payments to both labour and capital productive factors, especially for those
self-employed operating in the formal sector.

3. Employment transitions and earnings dynamics

The descriptive analysis of section 2 can be complemented by studying the tran-
sitions across the six employment status groups under consideration. Table 9.3
presents panel data evidence on these transitions over a period of one year for
those workers who were employed during both the initial and final periods.⁸
Several interesting findings arise from this table. First, formal wage-employees
have the highest share of stayers among all groups (87.4 per cent), reflecting the
greater job security enjoyed by these workers and the fact that they are at the top
of the job ladder and are therefore less likely to change jobs willingly. In contrast,
the greatest turnover is found among upper-tier informal workers, with about 34
per cent staying in their original employment category after one year.⁹ Of the
upper-tier movers, about half move down the job ladder to lower-tier informal
employment. The fact that lower-tier informal workers have a large share of stay-
ers, second only to formal wage-employees, implies that not only do these workers
have the worst jobs, but they also have a small chance of moving out to a better
segment of the market.¹⁰

The individual-level correlates of these transitions are analysed through the esti-
mation of multinomial logit models, one for each initial employment status. The
dependent variable in these models is a categorical variable of the six employment
status destinations one year later. The correlates studied are age (and its square),
gender andmarital status and their interaction, years of education, and enrolment
in school. In addition, the models include a set of city dummies to control for
local labour market conditions. To facilitate the interpretation of the results of the
models, instead of directly presenting the parameter estimates, Figs 9.2–9.4 present
the average marginal effects for each correlate. These effects measure the average
change in a given transition probability when a correlate increases marginally or,
in the case of a discrete correlate, when this variable changes values, holding other
factors constant.¹¹

⁸ A full transition matrix, including transitions into unemployment and out of the labour force, is
available from the author upon request.

⁹ This fraction of stayers increases to around 40 per cent if we consider transitions between wage-
employment and self-employment within the same tier.

¹⁰ More specifically, around 58 per cent of lower-tier informal workers remain in their original
employment category, and this fraction increases to around 66–77 per cent if we consider transitions
between wage-employment and self-employment within the same tier.

¹¹ The original parameter estimates of the multinomial logit models are available upon request from
the author.



Table 9.3 One-year transitions across work status

Note: All estimates use sampling weights.
Source: author’s calculations based on ENOE 1st quarter 2015 and 2016, large urban areas (INEGI 2015a).
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For each correlate, there are 36 average marginal effects, one for each possible
transition between the six work status groups. These effects are presented in the
following way. Figure 9.2 presents the results pertaining to the marginal effects of
age, Fig. 9.3 presents the marginal effects of gender and marital status, and finally,
Fig. 9.4 presents the marginal effects of the schooling variables.¹²

The estimates presented in Fig. 9.2 indicate that the probability of transit-
ing from upper-tier self-employment into formal self-employment increases with
age, especially for middle-age and older workers. Furthermore, the probability of
remaining in self-employment at a given tier increases with age. The probability of
moving into formal wage-employment falls with age, except for young workers in
upper-tier self-employment and older workers in upper-tier wage-employment.
The probability of remaining as a formal wage worker also increases with age
among young and middle-aged workers. Finally, the probability of remaining in
or transiting into lower-tier wage-employment decreases with age, indicating that
this status is an entry state into the labour market.¹³

Regarding the effects of gender, Fig. 9.3 shows that men are more likely than
women to remain in formal self-employment, while women are more likely to
transit from formal self-employment into upper-tier self-employment. Men are
also more likely than women to transit between self-employment and wage-
employment in the lower tier, while women are more likely to remain in their
initial type of employment within the lower tier. Finally, men in formal and upper-
tier wage-employment are less likely than women to remain in their original
employment states.

Figure 9.3 also presents the effects associated with marital status, separately for
each gender.Most of these effects are, however, very imprecisely estimated. Among
the patterns that are statistically significant (at the 95 per cent level), it is often
observed that married men are more likely to experience a movement up the job
ladder than single men. For women, the opposite is true; namely, relative to single
women, married women are more likely to experience movements down the job
ladder.

The average marginal effects of years of schooling in Fig. 9.4 show that this vari-
able has a strong positive association with either transiting into or remaining in
formal employment and is negatively correlated with transitions into the lower-
tier status groups. Finally, workers enrolling in school over the panel year are less
likely to transit into formal employment, and the initially formal self-employed
that enrol in school are more likely to transit into lower-tier self-employment. In
most cases, school enrolment is negatively associated with transitions from self-
employment into wage-employment, probably because the latter does not offer
the flexibility in schedules required by those attending school.

¹² The average marginal effects for age are reported at three different levels of age since this variable
enters in a quadratic polynomial in the multinomial logit estimations.

¹³ This finding is consistent with evidence that informal wage jobs serve to screen low-skilled young
workers (see, for instance, Cano-Urbina 2015).
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Fig. 9.2 Average marginal effects of years of age in
multinomial logit models
Note: Range plot indicates 95 per cent confidence interval with
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Source: author’s calculations based on ENOE 1st quarter 2015 and
2016, large urban areas (INEGI 2015a).
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Destination employment status: Formal wage-employment
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Destination employment status: Formal self-employment
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Fig. 9.3 Average marginal effects of gender and marital
status in multinomial logit models
Note: Range plot indicates 95 per cent confidence interval with
standard errors robust to clustering at the city level.
Source: author’s calculations based on ENOE 1st quarter 2015 and
2016, large urban areas (INEGI 2015a).



ROBERT DUVAL-HERNÁNDEZ 213
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Destination employment status: Formal self-employment
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Fig. 9.4 Average marginal effects of schooling variables
in multinomial logit models
Note: Range plot indicates 95 per cent confidence interval with
standard errors robust to clustering at the city level.
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2016, large urban areas (INEGI 2015a).
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Destination employment status: Formal wage-employment
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To complement the analysis of employment transitions, Table 9.4 presents the
earnings changes associated with such transitions. Three different estimates of
earnings changes are analysed. The first one, labelled ‘Unconditional’, is the aver-
age change in log earnings between the initial and final period in the one-year
panel for each of the 36 transitions between the six employment status groups.
A second measure, dubbed ‘Conditional’, reports the corresponding log earnings
changes after adjusting for age, gender, marital status, years of schooling, school
enrolment status, city-level dummies, and initial (log) earnings.¹⁴ Finally, a third
specification, labelled ‘Selectivity’, performs a Heckman-type selectivity correc-
tion to control for the potential selectivity bias arising due to the high fraction
of non-reporting of earnings in the sample.¹⁵

While the different estimates of earnings changes lead to different predictions,
whenever the earnings changes of a given transition are statistically different from
zero for more than one method, they share the same sign. Another regularity
observed in Table 9.4 is that the estimates from the selectivity-adjusted model
are always smaller (i.e. less positive, or more negative) than the ones from the
conditional linear regressions.

Turning to the specific patterns of earnings changes, it is observed that when-
ever the log-earnings changes of workers transiting into formal employment are
statistically different from zero, they have a positive sign in all but one case. The
opposite occurs for transitions into the lower-tier (informal) segment of the mar-
ket, as these transitions almost always involve earnings losses. Movements up the
job ladder from lower to upper tiers involve earnings gains and so do the earnings
changes of those remaining in the upper tier over the course of a year. Movements
from formal employment into upper-tier self-employment are accompanied by
earnings losses; however, transitions from formal employment into upper-tier
wage-employment involve gains according to the Conditional model.

Taking stock of the results presented in this section, we find little job mobil-
ity at the top (formal) and bottom (lower tier) of the job ladder. Instead, most
workers in the middle of the ladder (upper tier) end up moving to other segments

¹⁴ The adjustment ismade through a linear regression of log-earnings changes on initial log earnings,
a second-order age polynomial, gender interacted with marital status, years of education, dummies for
enrolment in school over both periods, city-level dummies, and a set of dummy variables for each
employment transition. The reported estimates are the predicted values of this regression when sepa-
rately setting each of the employment transition dummies to 1 (and the others to zero), while averaging
the other covariates over the sample.

¹⁵ Around half the observations (weighted) are lost due to non-reporting of earnings in either the
initial or the final period. Furthermore, this pattern is not random, as non-reporting increases steeply
with the years of education, indicating that higher-income workers refuse to report their earnings.
The selectivity-adjustment model estimates in the main equation a specification similar to the one
of the Conditional model described above, and the selection equation includes as regressors age (in
a second-order polynomial), gender interacted with marital status, years of education (in a second-
order polynomial), dummies for enrolment in school over both periods, the dependency ratio at the
household level, city-level dummies, and a set of dummy variables for each employment transition.
The original estimates for all regressions are available from the author upon request.



Table 9.4 One-year changes in log earnings

1st quarter 2016
Self-employed Wage-employed

Formal Informal Formal Informal
Upper-tier Lower-tier Upper-tier Lower-tier

Unconditional 0.09 −0.20* −0.04 0.02 0.28** −1.53***

Formal Conditional 0.33*** −0.02 0.06 0.32** 0.28*** −1.25**

Selectivity −0.003 −0.34* −0.16* −0.02 0.02 −2.06***

Unconditional 0.08 0.19*** −0.27 0.21** 0.28** −1.14**

Self-employed Upper-tier Conditional 0.26* 0.18*** −0.16 0.30** 0.41*** −1.14**

Informal Selectivity −0.03 −0.09 −0.45** −0.003 0.06 −1.44***

Unconditional −0.07 0.16 0.05 0.14** 0.24 −1.14***

Lower-tier Conditional 0.17* 0.21* −0.02 0.11** 0.29* −1.12***

Selectivity −0.17 −0.06 −0.23*** −0.07 0.14 −1.21***

1st quarter
2015

Unconditional 0.21 −0.38*** −0.25** 0.01** −0.04 −0.41*

Formal Conditional 0.45*** −0.12 −0.13 0.27*** 0.16*** −0.32
Selectivity 0.07 −0.31*** −0.36*** −0.003 −0.16 −0.55***

Unconditional −0.05 0.82** −0.06 0.08 −0.05 −0.18
Wage-employed Upper-tier Conditional 0.04 0.85*** 0.03 0.24*** 0.15*** −0.12

Informal Selectivity −0.44* 0.69** −0.24 −0.04 −0.07 −0.31**

Unconditional 1.61* 1.71* 1.40*** 0.85*** 0.66** −0.16*

Lower-tier Conditional 1.05** 0.87* 0.64*** 0.60*** 0.46*** −0.88***

Selectivity 0.75 0.64 0.36* 0.37*** 0.24 −1.07***

Note: Unconditional: average change in log earnings; conditional: log-earnings change controlling for age, gender, marital status, and schooling variables in linear
regression; Selectivity: conditional log-earnings changes after correcting for selectivity bias due to non-reporting of earnings; * p < 0.10, ** p < 0.05, *** p < 0.01 based
on standard errors robust to clustering at the city level. Earnings are in real terms at prices of February 2015.
Source: author’s calculations based on ENOE 1st quarter 2015 and 2016, large urban areas (INEGI 2015a).
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of the market. The analysis of the correlates of employment transitions indicate
that lower-tier wage-employment serves as an entry state to the labour market,
while transitions into self-employment increase with age. However, as formal wage
workers become older the probability of transiting into self-employment increases
by a very small amount. Therefore, the findings provide partial support to the
hypothesis that workers enter informal wage jobs, until they gain access to better
remunerated formal jobs, and eventually finish their career in self-employment
(see, for instance, Maloney, 2004 and Duval Hernandez and Orraca 2011). The
analysis also reveals that males are more likely to experience transitions up the
job ladder, and this is particularly true for married men, while the opposite occurs
for married women. Finally, schooling is a strong correlate of accessing jobs at
the top of the ladder. As expected, movements up the job ladder are accompanied
by positive earnings changes, and the opposite is true for movements down the
ladder.

While the analysis of transitions provides valuable information about how likely
it is for some workers to be trapped in poor-quality employment, it does not
answer the question of how many of the stayers in a given employment status do
so voluntarily rather than because of a lack of opportunities elsewhere in the mar-
ket. To answer this, it is necessary to have information about workers’ preferences
for certain types of jobs. In the remainder of the chapter, I analyse a special mod-
ule of the 2015 Labour Force Survey (INEGI 2015b) which contains this type of
information.

4. Voluntary versus involuntary informal employment

In the second quarter of 2015, the Mexican Labour Force Survey was supple-
mented by a module inquiring about the employment trajectories of workers in
large urban areas and their contribution to and valuation of social security pro-
tection.¹⁶ The MOTRAL module (after its acronym in Spanish) was applied to a
representative sample of workers aged 18–54 who were either employed or had
previous labour market experience. This target population represented around 90
per cent of the labour force in large, urban centres and 60 per cent of the overall
urban labour force in 2015.¹⁷

This module included the following key question: ‘Do you think it is better to
have a job with social security, even if you have tomake payments to be eligible for

¹⁶ The supplementary module is the Módulo de Trayectorias Laborales (MOTRAL) 2015 and its
data can be publicly accessed online (see INEGI 2015b). A similar module was also applied in 2012,
but, in that edition, the key variable used in the analysis next was not included.

¹⁷ The individuals interviewed in the module also answered the traditional Labour Force Survey,
and the two data sets can therefore be linked, as is done here, in order to have a richer set of variables.
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it?’¹⁸ This question is central to the analysis because most labour surveys contain
information on the sector of employment but they do not collect information on
the types of jobs workers value. Without this piece of information, researchers
have no choice but to try to infer through indirect methods what fraction of the
informal workforce is so because of a lack of options rather than by choice.

Given that having social security coverage is the defining characteristic of for-
mal wage-employment in Mexico, this variable can be used as a proxy for the
value workers give to this type of employment. Comparing this variable to the
current type of job (formal or informal) can help us to approximate the fraction of
involuntary informal workers.

Table 9.5 shows the percentage of the employed population who report prefer-
ring a job covered by social security protection and the main reason for valuing
this protection among thosewhoprefer jobswith social security coverage. The first
column shows that across all employment status groups the vast majority respond
affirmatively to the question of whether they prefer to have a job with coverage.

The highest proportion of positive responses are found among the lower-tier
self-employed and the formal wage-employees, with affirmative answers from
about 85 per cent of the respondents. In contrast, the lowest share of workers who
answer this question affirmatively is found in the upper-tier informal, where ‘only’
about 74 per cent of workers answer affirmatively. The table also shows that among
those respondents who prefer jobs with coverage, the most-valued attributes of
social security protection are usually health and pension benefits.¹⁹

The bottom rows of Table 9.5 compare the responses of workers in the upper tier
of the market with those in the lower tier, separately for wage-employees and the
self-employed. While upper-tier workers are less likely to prefer covered jobs, the
difference is only significant for the self-employed. Also, among those who prefer
covered jobs, respondents in the upper-tier value more health benefits relative to
respondents in the lower-tier.

Table 9.6 compares the characteristics of respondents depending on whether
they have social security coverage in their job and on whether they would prefer
to have a job with coverage. The table shows that the age and gender composition
is more or less homogeneous across groups except for workers with coverage who
do not value their social security benefits (in column 2), who are predominantly
male. Workers with coverage are more educated than those without coverage and,
within each group (with coverage or without coverage), respondents who do not
value social security are slightly more educated than those who value it.²⁰ Workers

¹⁸ The original question reads: ‘¿Considera que es mejor tener un empleo con seguridad social,
aunque tenga que realizar pagos para tener derecho a ella?’.

¹⁹ Specifically, the survey asked respondents to rank the value of the five attributes listed in columns
2–6 of Table 9.5. In Mexico, formal workers have very limited unemployment benefits and, probably
because of this, the access to such benefits was not listed in theMOTRAL questionnaire as a reason for
valuing social security coverage.

²⁰ Furthermore, workers without coverage are more likely to still be enrolled in school.
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Table 9.5 Preference for jobs with social security

Most-valued attribute of social security
Prefers job
with
social
security

Health
insur-
ance

Pension Life
insur-
ance

Housing
ben-
efits

Disability
benefits

[1] [2] [3] [4] [5] [6]

Formal
employment
Wage-employment 83.6 46.2 22.8 13.2 13.7 4.2
Self-employment 77.7 44.5 25.2 16.4 6.8 7.1
Informal
employment
Upper-tier
Wage-employment 73.7 55.2 15.3 11.5 10.2 7.8
Self-employment 75.3 52.2 14.3 4.5 25.3 3.7
Lower-tier
Wage-employment 79.3 41.3 14.1 21.3 16.4 6.9
Self-employment 86.3 39.4 19.8 13.6 19.4 7.8
Difference in
responses
upper–lower tier
Wage-employment −5.5 13.9* 1.2 −9.8*** −6.2 0.9

(5.31) (6.95) (3.63) (3.25) (4.20) (1.24)
Self-employment −11.1*** 12.9*** −5.5** −9.1*** 5.8 −4.1

(3.17) (3.13) (2.40) (1.88) (6.88) (3.66)

Note: Column 1 reports the percentage of individuals who consider it is better to have a job with
social security benefits, even if one must pay to be entitled to such benefits. Columns 2–6 show the
most-valued reason for preferring social security. The numbers in these columns are the row
percentages of respondents selecting a given reason among those individuals who declare preferring a
job with social security coverage. All estimates use sampling weights. The estimates listed under the
‘Difference in Responses’ panel of the table correspond to the estimates for the upper tier minus those
of the lower-tier averages, separately for the wage-employed and self-employed; * p < 0.10, ** p < 0.05,
*** p < 0.01 based on standard errors (in parentheses) robust to clustering at the city level.
Source: author’s calculations based on MOTRAL 2015 (INEGI 2015b) and ENOE 2nd quarter 2015
(INEGI 2015a).

without coverage who do not value social security benefits are less likely to be
married and have the lowest earnings of all groups. In contrast, the group that
exhibits higher average earnings is the workers with coverage who do not value
social security coverage.

While the question on the valuation of jobs with social security benefits is a new
useful piece of information, its interpretation requires careful thought. One prob-
lem with the wording of this question is that it does not distinguishes between a
preference over social security benefits alone and a broader preference for formal
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Table 9.6 Characteristics of employed population in 2015 MOTRAL module

Has social security Does not have social security
Wants
social
security

Does not
want
social
security

Wants
social
security

Does not
want
social
security

[1] [2] [3] [4]

Years of age 37.1 35.4 38.4 37.1
Male (%) 48.2 63.0 48.4 49.7
Years of schooling 11.8 12.4 9.9 10.7
Enrolled in school (%) 3.9 2.9 6.1 6.3
Married (%) 45.1 42.5 44.7 32.7
Earnings (monthly
Mexican Pesos)

7,456 9,167 4,461 3,652

Share of employment 43.5 8.9 38.3 9.3
No. of observations
(unweighted)

1,906 393 1,759 439

Note: Unless otherwise stated, all numbers are averages across the different employment groups. All
estimates use sampling weights.
Source: author’s calculations based on MOTRAL 2015 (INEGI 2015b) and ENOE 2nd quarter 2015
(INEGI 2015a).

employment, including all the characteristics that it comprises, such as higher
wages and greater job security, in addition to social security benefits.²¹

This limitation in the wording of the question can be problematic if some work-
ers answer stating their preference over social security benefits exclusively and not
their overall preference for a formal job, which, in the context of this chapter, is
the object of interest. For instance, 16 per cent of formal wage-employees state not
valuing social security benefits (see Table 9.5); still, it is clear they prefer formal
to informal employment in general as otherwise they would voluntarily move to
an informal job. In other words, they remain in formal employment because of
other job qualities such as higher wages, greater job security, and generally better
working conditions.²²

Since, in general, formal jobs are better than informal ones across several
dimensions, such as pay, job security, and work conditions, there is a smaller
risk of misclassifying a worker as involuntary informal when in fact his or her
answer to the valuation question reflected a preference over social security bene-
fits exclusively and not over a formal job in general. It is, of course, possible that

²¹ Neither does the MOTRAL survey inquire about the reservation wages that informal workers
have with respect to a formal wage job.

²² This interpretation is corroborated by the descriptive evidence in column 2 of Table 9.6 which
shows that workers with coverage who do not value social security coverage are, on average, more
educated than the others and have the highest average earnings of all groups.
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some informal workers prefer to remain informally employed because of a greater
flexibility in work schedules, a valuation for being ‘their own boss’, and so on. If
such workers were to answer the valuation question based on their preference over
social security benefits only, and not over formal jobs in general, then one would
misclassify them as involuntary informal. However, Levy (2008) argues that for
many low-income workers, such as those in lower-tier employment, the net ben-
efits package offered by the social security system is not necessarily superior to
the benefits available through non-contributory social protection schemes. If this
argument is correct, it should therefore be unlikely that informal workers declare
valuing covered jobs based on their preference over social security benefits alone
and not because of a preference for formal employment in general.²³

In Duval-Hernández (2020), I provide additional evidence using ancillary
information from a survey on micro-entrepreneurs conducted in 2012. That sur-
vey asked self-employed individuals whether they would accept a wage job with
a similar income to their current one but in which they had access to social secu-
rity and/or pension benefits. Around 60 per cent of the respondents declared
they would accept such formal wage-employment, and this proportion increases
monotonically as we move down the job ladder. These results support the evi-
dence presented in Table 9.5 and suggest that a large proportion of the informal
self-employed would rather be in formal wage-employment.

In that paper, I also analyse how socio-demographic characteristics of the
worker relate to the willingness to have a covered job and the probability of obtain-
ing one within the framework of a structural econometric model. The findings of
that estimation indicate that the traditional division of labour at home is a likely
culprit, limiting both the willingness of females to seek formal wage-employment
and their probability of being hired in such jobs. Also, the level of education of a
worker is positively associated with his or her chances of being hired in a formal
job and of earning a higher income from it.

Given the previous discussion, one can regard those informal workers who con-
sider it better to have a job with social security coverage as involuntarily employed
in their current job. Under this interpretation, based on the figures in Table 9.6,
involuntary informalworkersmake up 38 per cent of the employed and 80 per cent
of the employed without social security, while the voluntary informal comprise 9
per cent of the employed and about 20 per cent of the uncovered workers.²⁴

²³ The fact that very few self-employed voluntarily enrol for social security coverage (as permitted by
the law) indicates that few of them value social security benefits per se, given their current employment.
Therefore, those self-employed that declare preferring a job with coverage, answer based on an overall
comparison between being self-employed and being a formal wage-employee.

²⁴ Specifically, in columns 3 and 4 of Table 9.6 it is reported that 38.3 per cent of the sample are invol-
untary informal and 9.3 per cent are voluntary informal. Therefore, of the total informal population
(which represents 47.6 per cent of the sample), 80 per cent are involuntary informal (i.e. 38.3/47.6).
The same proportion of involuntary informal workers would arise if we defined formality not just by
social security coverage but if we also included the formal self-employed among them.
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Column 1 of Table 9.5 shows that this proportion of involuntary informal is
high, irrespective of employment status. In fact, there is no immediate one-to-one
association between being voluntarily in informal employment and being in the
upper tier of themarket since a large proportion of the upper-tier informalworkers
still consider jobs with coverage to be preferable. This can occur if some workers
have a comparative advantage in being employed formally, while, at the same time,
having an absolute advantage in both types of employment. Therefore, if they are
unable to obtain a formal job, they find an upper-tier informal job.

This high proportion of involuntary informal workers contrasts with the view
put forward by a strand of the informality literature which considers Mexican
labour markets to be mainly composed of voluntary workers (see, for instance,
Maloney 1999, 2004; Bosch and Maloney 2010). This literature reaches this con-
clusion mainly based on an analysis of the patterns of sector transitions over the
business cycle rather than from the direct measurement of workers’ stated pref-
erences, as this chapter does.²⁵ Sector transitions over the business cycle, while
interesting on their own, only provide indirect evidence about the preferred sector
of employment of a given worker. Furthermore, sector transitions, by definition,
do not tell us anything about the preferred jobs of stayers as they may remain
in their initial job either because they are satisfied with it or because they face
significant barriers to accessing a better job elsewhere.

Our results also contrast with the argument that informality is high in Mex-
ico because many workers find the benefits associated with social security not
worth the taxes that have to be paid to obtain them (Levy 2008). While it is pos-
sible that some informal workers do not value such benefits per se, the answers in
theMOTRALmodule survey indicate that a large proportion of informal workers
would prefer to be employed as wage-employees in a formal job with better pay
and working conditions.

To conclude this section, it is worthmentioning that a few studies in other Latin
American countries have exploited valuation questions similar to the one used in
this chapter, where workers are explicitly asked whether they would prefer to have
a formal job (see Soares 2004 and Contreras et.al. 2017). The proportion of invol-
untary informal wage workers in Brazil is similar to the one found in this chapter.
However, the proportions of involuntary self-employed in Brazil and Chile are
substantially lower than those found in Mexico.²⁶

²⁵ Maloney (2004) presents results on the reasons reported by the self-employed for leaving their last
job. This information, however, does not directly inquire their preferences over formal employment
and, by construction, excludes all informal wage workers, which, as shown in Table 9.2, nowadays
represent two-thirds of informal employment.

²⁶ Other papers in the literature have tried to estimate the proportion of involuntary informal
workers in Mexico using structural econometric methods. However, the estimates arising from these
indirect methods vary widely depending on the econometric specification used. For a discussion of
this literature, see Duval-Hernández (2020). For a novel application to Costa Rica and Nicaragua,
see Alaniz, et.al., (2021).
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In general, there is room for more extensive use of these types of counterfactual
questions to complement the information regularly collected by the labour sur-
veys. For example, Ulyssea (2011) argues that the analysis of traditional variables
such as wages, job transitions, and durations is insufficient to identify whether
labour markets are segmented or integrated. Therefore, incorporating informa-
tion about preferences seems a fruitful way to enhance our understanding of the
workings of the labour markets in developing countries.

5. Conclusions

The analysis presented in this chapter shows very heterogeneous forms of employ-
ment in urban Mexico. The traditional divides between formal and informal jobs
and between wage-employment and self-employment are not enough to char-
acterize the labour market. Instead, even within informal employment, one can
distinguish between better-quality jobs (the upper tier) and the rest (the lower
tier). The various employment status groups that can be formed by interacting
all the above dimensions indicate important differences in the composition of the
workforce as well as in their employment and earnings dynamics.

Of particular concern are the working conditions of those in the lower tier of
informal employment. Not only do they have the lowest level of earnings and few,
if any, additional fringe benefits, but also their mobility to higher rungs of the job
ladder is very limited.

Furthermore, the analysis of a unique data set with information about the stated
preferences regarding type of employment indicates that almost 80 per cent of
informal workers consider it preferable to be employed in a formal job. This sug-
gests that many of the urban informal workers are in this sector because of a lack
of better options. In spite of the diversity characterizing the various work status
groups identified in the chapter, there is an overwhelming preference for formal
wage-employment across the various segments of the market.

Structural econometric estimations in a companion study (Duval-Hernandez,
2020) identify two important factors that affect the workers’ access to formal wage-
employment, namely, the division of housework at the household level and the
levels of human capital. Therefore, policies that seek to encourage formal wage-
employment from the supply side of the labour market need to consider how they
can affect these two dimensions. Such policies could include the expansion of
access to higher education and incentivizing the provision of market substitutes
to home production so as to encourage female participation in the labour market
in general and in formal employment in particular.
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The dynamics of off-farm self-employment

in theWest African Sahel
Sènakpon Fidèle Ange Dedehouanou and Didier Yélognissè Alia

1. Introduction

In most developing countries, wage jobs are elusive (Fox et al. 2016). Studies
show that less than 5 per cent of working-age individuals in sub-Saharan Africa
(SSA) have a formal public wage job (Banerjee and Duflo 2007). The vast major-
ity of individuals, especially those living in rural areas, derive their livelihood
from agriculture. However, the agricultural sector coexists with a vibrant non-
farm sector. Thus, the majority of African workers in both urban and rural areas
are involved in some kind of non-farm self-employment. These workers choose
non-farm entrepreneurship through the creation and the management of small
businesses as a strategy to boost their income and enable them to mitigate unex-
pected shocks¹ to their livelihood because of the high-risk nature of the agricultural
sector and limited options in the formal employment sectors (Nagler and Naudé
2017). Thus, the non-farm economy has been shown to have the potential to spur
economic growth and poverty reduction (Fox and Sohnesen 2012). Yet, in most
African countries it is characterized by a high level of informality with a large pro-
portion of self-employed workers (Gollin 2008; La Porta and Shleifer 2014; ILO
2018).

Self-employed work consists mainly in small business activities, mostly involv-
ing workers with low skills and little opportunity to find decent salaried employ-
ment. Most non-farm businesses are small, and, in many cases, they are owned
by a single individual who is both the investor and the manager (McCaig and
Pavcnik 2015). These non-farm self-employedworkers are heterogeneous inmany
dimensions including the sectors of activity in which they operate, the structure
of the business activity, the growth potential of the business, and their likelihood
of becoming formal workers (Bruhn and McKenzie 2014). The most vulnerable
of these businesses are found in rural areas and face numerous constraints to
expansion and growth (Bekele and Worku 2008).

¹ Defined as events that cause an unexpected loss of revenue from non-agricultural and salaried
activity, negatively affecting the household’s financial capital potential.

Sènakpon Fidèle Ange Dedehouanou and Didier Yélognissè Alia, The dynamics of off-farm self-employment in the West
African Sahel. In: The Job Ladder. Edited by Gary S. Fields, T. H. Gindling, Kunal Sen, Michael Danquah, and Simone
Schotte, Oxford University Press. © UNU-WIDER (2023). DOI: 10.1093/oso/9780192867339.003.0010
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Another feature of non-farm self-employed workers in African and other
developing countries is that they are generally engaged in unregistered business
activities and it is unclear whether moving to formality would improve their
performance (McKenzie and Sakho 2010; Campos et al. 2018). Although the
importance of entrepreneurship for poverty reduction is acknowledged (Benjamin
and Mbaye 2012; McCaig and Pavcnik 2015; Mhando and Kiggundu 2018), there
is a concern that self-employment in Africa is generally survivalist or necessity-
driven (Williams and Youssef 2014). How to bring self-employed workers out of
informality is thus a continuing concern of policymakers, development practi-
tioners, and researchers alike. The recent COVID-19 pandemic has renewed the
question of informal work in SSA as the pandemic is deemed likely to be more
detrimental to informal workers (Balde et al. 2020; Danquah et al. 2020).

While several studies have clearly documented the importance of non-farm
self-employment, advances still need to be made in the literature related to the
understanding of its heterogeneity and dynamics (McCaig and Pavcnik 2015). We
add to the literature that acknowledges the existence of heterogeneities in informal
work and accounts for the division of informal employment work into upper-
tier and lower-tier in Central America and anglophone Africa (Danquah et al.
2019; Alaniz et al. 2020). In this chapter, we analyse the dynamics of non-farm
self-employment in two West Africa Sahel countries—Mali and Niger. We differ-
entiate non-farm self-employed workers according to three distinct work status
groups: formal self-employedworkers, lower-tier informal self-employedworkers,
and upper-tier informal self-employed workers. We examine the profile of these
workers and take advantage of the panel nature ofNiger data to extend our analysis
to mobility between work status groups and the factors explaining the transition
to a higher work status.

Our three-fold distinction in formality status is justified by the mixed lit-
erature showing that the transition from low-return to high-return non-farm
employment is welfare improving (Bezu and Barrett 2012), that inducing more
self-employment into formality will not necessarily lead to positive changes in
workers’ performance (McKenzie and Sakho 2010; McCaig and Nanowski 2019),
and that most of the non-farm self-employed workers in developing countries are
reported to be informal (Nagler and Naudé 2017) yet have a potential for grow-
ing their business activities (Fox and Sohnesen 2012). An understanding of the
heterogeneities governing non-farm self-employment could thus inform effective
specific policy interventions towards the informal sector.

Given widespread evidence of a gender gap in non-farm entrepreneurship (Jay-
achandran 2020), we also conduct the analyses through a gendered lens, asking
whether there are systemic differences between female workers andmale workers.

Finally, the literature is skewed towards specific regions and countries, creating
a risk of distorting understanding of the functioning of non-farm self-employment
across many settings. Our focus on the West African Sahel—a region that has
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received little attention in the literature so far—adds to the body of evidence on
informal self-employment.We complement the literature on Latin America, South
Asia, and Eastern and Southern Africa by studying two West African countries,
Niger and Mali, which are among the poorest in the world and face important
development challenges, thus also adding to understanding of the dynamics of
self-employment in fragile and conflict-affected countries. Specifically, our study
adds to the work of Grimm et al. (2012) on the informal sector in seven capital
cities in francophoneWest Africa, includingNiger andMali, which shows the exis-
tence of self-employed workers with the potential to become formal entrepreneurs
as they share the same business characteristics as these. We leverage the recent
availability of rich nationally representative data for these two countries—Mali
and Niger—to analyse work status groups in both urban and rural locations.
Besides examining the factors related to the characteristics of self-employed work-
ers and their business activity that might explain the transition between work
status groups, we also seek to establish how such a transition responds to the
occurrence of shocks.

The remainder of the chapter is structured as follows. In section 2, we pro-
vide a brief overview of the broader literature into which this study fits. We
then describe the data sets and their main features in section 3. In section 4,
we present some descriptive results on work status, the profile of self-employed
workers, and the characteristics of their business activities in the two countries of
study. Section 5 focuses on the analysis of employment dynamics. We then offer
concluding remarks in section 6.

2. Related literature

Our study, focusing on the West African Sahel, sits at the intersection of two large
and growing strands of the literature. The first deals with informal microenter-
prises in developing countries (Bennett 2010;McCaig and Pavcnik 2015). A recent
review by Jayachandran (2020), extending previous reviews, has documented sev-
eral areas this literature has explored, including the role of access to capital and
business training, the importance of barriers to hiring and formalization, and
gender differences in the profile and performance of firms. It is widely believed
that individuals in developing countries face steep challenges in starting busi-
nesses, which are therefore constrained to remain informal, with few prospects
for growth. Many of these individuals are self-employed by necessity rather than
self-employed as a calling (Jayachandran 2020). Our study is directly related to this
literature in that we characterize both the profile of self-employed workers and the
enterprises they work in, including the gender dimension.

The second strand of the literature our study ties into concerns the factors
explaining the dynamics of off-farm employment in low- and middle-income
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countries. Nagler and Naudé (2017) and, more recently, Van den Broeck and Kilic
(2019) explore this question using the World Bank’s Living Standards Measure-
ment Study—Integrated Surveys on Agriculture (LSMS—ISA) data for Ethiopia,
Malawi, Nigeria, Tanzania, andUganda.² They find that the drivers of entering off-
farm employment and staying in it are country- and gender-specific and include
vulnerability to shocks. Our study also uses the World Bank’s LSMS—ISA, but it
considers an extra dimension of off-farm employment dynamics other than entry
into or exit from off-farm employment.

Our study categorizes workers into informal self-employment status groups
and studies their transition between status groups with a focus on the drivers
of growth from lower-tier informal self-employment to either upper-tier infor-
mal or formal self-employment. Our approach is related to Grimm et al. (2012),
which studied non-farm employment in seven capital cities in francophone West
Africa and showed that a substantial share of self-employed workers are ‘survival-
ists’, whose business skills and entrepreneurial behaviour resemble those of formal
entrepreneurs.

It also aligns with recent studies in Central America and SSA (Danquah et al.
2019; Alaniz et al. 2020) that have examined employment movement within and
between formal and informal work status groups. Using data from Ghana, South
Africa, Tanzania, andUganda,Danquah et al. (2019) found significant heterogene-
ity among lower-tier and upper-tier informal self-employed workers, the latter
finding it difficult to make the transition to formal employment. This is contrary
to the situation in Costa Rica and Nicaragua, where self-employed workers have
not been found stuck in lower-tier informal work (Alaniz et al. 2020), showing the
necessity to study informal work dynamics in different contexts. The study of Dan-
quah et al. (2019) focused on SSA but was limited to anglophone Africa. Benjamin
andMbaye (2012) andGrimm et al. (2012) analysed the informal sector in franco-
phoneWest Africa andmade a distinction between large and small informal firms.
However, the authors focused only on the urban informal sector in some capital
cities. Our study, in contrast, uses nationally representative recent data covering
both urban and rural workers over multiple periods, allowing us to study employ-
ment dynamics in a region, theWest African Sahel, that has hitherto received little
attention in the literature.

3. Data sources, samples, and unit of analysis

We primarily use data from the LSMS—ISA in Mali and Niger. We use data from
two survey rounds for Mali (2014 and 2017) and two survey rounds for Niger

² The data were collected by the National Bureau of Statistics in collaboration with the World Bank
and can be downloaded from https://microdata.worldbank.org/index.php/catalog/lsms.

https://microdata.worldbank.org/index.php/catalog/lsms
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(2011 and 2014). The data for Mali are repeated cross-sectional data with differ-
ent households interviewed in the two rounds. The data for Niger are panel data
with the same households interviewed in both rounds. Both surveys collected rich
household-, individual-, firm-, and community-level information, and the samples
for each country are nationally representative.

In this study, we focus on the samples of off-farm self-employed workers, which
are the unit of analysis. Off-farm self-employed workers are individual household
members involved, during the twelve months prior to the surveys, in a self-
employment/entrepreneurship (non-agricultural) activity, either as own-account
workers or as owners (employers). The samples we use for Mali consist of 2,675
workers in 2014 and 952 workers in 2017. The samples used for Niger consist of
3,727 workers in 2011 and 2,885 workers in 2014. For the purpose of the analysis
of the employment dynamics, we additionally construct, with the Niger database,
a balanced panel of 1,465 off-farm self-employed workers in 2011 and 2014, based
on the same identifiers of households and household members tracked in these
two years of surveys.

The structure of the samples has the advantage of allowing a comparison of
statistics across location and over time.We can determinewhether the data present
the same picture within the same context for the same subjects in different years
(the Niger case in both survey rounds), within different contexts for different sub-
jects in the same year (Niger andMali cases for the 2014 survey round), andwithin
the same context for different subjects in different years (Mali case in the two
survey rounds).

4. Off-farm self-employment work and earnings in Mali and Niger

4.1 Business activities and formality status of self-employed workers

Table 10.1 presents the characteristics of the activities self-employed workers were
involved in during the 12 months prior to the surveys. Statistics are presented for
the total samples of each survey round, for sub-samples in urban and rural areas,
and for sub-samples of self-employed women and men, with significant differ-
ences between the last two groups tested using bivariate regressions with sampling
weights.

Table 10.1 shows that self-employment work in Niger and Mali is, overall, pre-
dominantly own-account-based work. Yet, some differences exist between the two
countries. Only a tiny proportion of self-employed workers in Niger share their
proprietorship with a non-household member (at most, 2 per cent), whereas in
Mali, the percentage of self-employed workers that co-own their business activ-
ities with external household members amounted in 2014 to 11 per cent and in
2017 to 22 per cent in rural zones and 21 per cent among self-employed men. We



Table 10.1 Characteristics of self-employment work and formality status

First survey round Second survey round
All Rural Urban Women Men All Rural Urban Women Men

Niger 2011 (N = 3727) 2014 (N = 2885)
Co-owns the business 0.01 0.01 0.02 0.01 0.02* 0.02 0.02 0.02 0.01 0.02***

Age of business (years) 9.74 10.38 8.77 8.66 10.70*** 10.32 10.42 10.20 8.79 11.55***

Location: fixed dwelling 0.44 0.49 0.38 0.71 0.21*** 0.39 0.41 0.36 0.64 0.19***

Location: fixed outside 0.25 0.18 0.35 0.14 0.35*** 0.25 0.18 0.34 0.15 0.34***

Location: mobile 0.30 0.33 0.27 0.15 0.44*** 0.36 0.41 0.29 0.21 0.48***

Salaried workers (#) 0.14 0.04 0.27 0.08 0.19*** 0.17 0.05 0.31 0.06 0.26***

Has registered workers 0.00 0.00 0.01 0.00 0.00 0.01 0.00 0.02 0.01 0.01
Has no salaried worker 0.96 0.97 0.93 0.98 0.94*** 0.94 0.97 0.89 0.97 0.91***

Registered 0.05 0.02 0.10 0.04 0.06 0.02 0.00 0.05 0.00 0.04***

Formal 0.04 0.02 0.08 0.03 0.05 0.02 0.00 0.03 0.00 0.03***

Upper-tier informal 0.25 0.20 0.34 0.16 0.34*** 0.27 0.20 0.36 0.17 0.36***

Lower-tier informal 0.70 0.79 0.58 0.81 0.61*** 0.71 0.80 0.60 0.83 0.61***

Mali 2014 (N = 2675) 2017 (N = 952)
Co-owns the business 0.10 0.11 0.10 0.08 0.11* 0.18 0.22 0.16 0.14 0.21***

Age of business (years) 9.83 10.00 9.65 8.95 10.50*** 10.12 8.67 10.69 8.57 11.27***

Location: fixed dwelling 0.33 0.41 0.24 0.46 0.22*** 0.38 0.59 0.28 0.51 0.28***

Location: fixed outside 0.29 0.18 0.40 0.21 0.35*** 0.38 0.24 0.45 0.24 0.49***

Location: mobile 0.39 0.41 0.36 0.33 0.43*** 0.24 0.18 0.27 0.25 0.23
Salaried workers (#) 0.31 0.26 0.35 0.18 0.40*** 0.68 0.87 0.59 0.40 0.90***

Has registered workers 0.01 0.01 0.02 0.01 0.02* Na Na Na Na Na
Has no salaried worker 0.90 0.91 0.88 0.94 0.86*** 0.76 0.75 0.77 0.84 0.70***

Registered 0.07 0.04 0.09 0.04 0.09*** Na Na Na Na Na
Formal 0.05 0.03 0.07 0.03 0.07*** Na Na Na Na Na
Upper-tier informal 0.29 0.22 0.37 0.23 0.34*** 0.51 0.42 0.55 0.34 0.63***

Lower-tier informal 0.65 0.75 0.56 0.74 0.59*** 0.49 0.58 0.45 0.66 0.37***

Note: ‘Na’ means ‘not available’ due to missing data on the related variables. Significant differences across gender are tested using bivariate regressions with sampling
weights. Significant levels are indicated by * p < 0.10, ** p < 0.05,*** p < 0.01.
Source: authors’ calculations based on LSMS–ISA data for Mali and Niger.
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note that in both Niger and Mali, self-employed workers generally persist in their
activities for a long period as the average age of their businesses is 10 years.Women
entered self-employment later than men in both countries and years.

Another key characteristic of self-employed workers in these two countries is
the location of their business activities. Close to half of the self-employed work-
ers in the samples operate at a fixed location, either in the household’s dwelling
or in an outside building. Slightly more than one-third of them are mobile, with
no fixed location. There is substantial heterogeneity across gender and place of
residence within each country. A high share of self-employed women operate in
a fixed location, with a more pronounced picture in Niger (64–71 per cent) than
in Mali (46–51 per cent). This confirms the notion that self-employed women in
developing countries tend to operate in the household dwelling to reduce costs
and to more easily combine family life with business activity (Amin 2010; Babbitt
et al. 2015). As a consequence, they are likely to sort into low-return home-based
economic activities (Bruhn 2009; Berge and Pires 2015).

We should note that hiring external workers is marginal in the study con-
text. Self-employed workers essentially employ family labour to assist them. Only
a handful of self-employed workers—mostly women and in rural areas—hired
salaried workers (generally ranging from two to four), only a small share of them
being formally registered in the national social security fund (henceforth NSSF).³
Few self-employed workers followed the standard business practice of keeping an
accounting system or a commercial register to record all transactions, and very
few enterprises had a fiscal identification number (what we define as ‘registered’);
most of those that did were managed by men and located in urban areas. These
statistics show the informal character of most self-employment in these countries,
as in developing countries in general (La Porta and Shleifer 2014; Jayachandran
2020).

Based on the figures shown in Table 10.1, we classified self-employed work-
ers in three work status groups (Table 10.A1 in the appendix), differentiating
between formal self-employed, upper-tier informal self-employed and lower-tier
informal self-employed, in accordance with the International Labour Organiza-
tion’s definition of informal employment (ILO 2018). The formal self-employed
are defined as own-account workers (with no salaried workers) who (i) have kept
written accounts, (ii) have a commercial register, or (iii) have a fiscal identifica-
tion number. They also include business owners and employers (those with at
least one employee) who have observed at least one of these three regulations
and registered their employees in the NSSF. Upper-tier informal self-employed
workers are identified as those who do not comply with the above regulations but
whose operations are in fixed premises outside the dwelling. Lower-tier informal

³ Niger’s fund is called the Caisse Nationale de Sécurité Sociale and Mali’s the Caisse Malienne de
Sécurité Sociale.
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self-employed workers are identified as those who do not comply with the above
regulations butwhose operations are in their dwelling orwho are itinerant/mobile.
Note that self-employedworkers are divided into informal work status groups only
for the second survey round in Mali due to missing data on variables related to
registration.

The share of self-employedworkers found in eachwork status is presented at the
bottom of Table 10.1 for each country. The majority of self-employed workers are
in the lower-tier informal work status in both countries, with a higher percentage
found in Niger. In both countries, self-employed women and self-employed work-
ers in rural areas are mostly found in the lower-tier informal work status, contrary
to their male counterparts and workers in urban areas, who are found mostly in
the formal and upper-tier informal work status groups.

In Table 10.2, we report summary statistics on the profile of the self-employed
workers and the main branch of activity they were operating in, according to their
work status. We also present results of a test for differences between means of
the variables between lower-tier informal and upper-tier informal self-employed,
using bivariate regressions with sampling weights. The figures in Table 10.2 indi-
cate that the majority of self-employed workers in the two study countries are
adults aged 25–64 years, predominantly in the lower-tier informal work status, the
average age being 38–42 years. A small proportion of workers are young (aged 15–
24) or old adults (aged 65 and above), with a greater proportion of them employed
in the lower-tier informal work status in both countries. Women are fairly rep-
resented among the self-employed workers, with, again, a greater proportion in
the lower-tier work status, the difference being statistically significant. We also
note that a majority of workers are heads of households, significantly found in
upper-tier informal or formal work status groups.

Table 10.2 also shows that 20–52 per cent of self-employed workers in Niger
have at least a primary education, that is, between two and seven years of educa-
tion.⁴ It is observed in both countries that most self-employed workers are able to
read orwrite in at least one language and that the educated aremore represented in
the formal and upper-tier informal work status groups in that order of importance.
InMali, youth and adult self-employed workers (aged 15–64) and those who have
some formal education are equally found in both informal status groups.

The distribution of self-employed workers by their main branch of activity indi-
cates that most self-employed workers operate in sales (39–58 per cent), both in
Niger and in Mali. The second predominant branch of activities is services in
Niger (25–32 per cent) and manufacturing and construction in Mali (21–38 per
cent). Self-employed workers operating in food processing are foundmostly in the
lower-tier informal status in both countries.

⁴ The survey in Mali did not collect data on the level of education of the self-employed. Instead, we
have used the information on the question of whether they studied in a school or on a private course.



Table 10.2 Self-employed workers’ profiles and branch of activity by work status

First survey round Second survey round
Work status Work status

All Formal Upper-tier
informal

Lower-tier
informal

All Formal Upper-tier
informal

Lower-tier
informal

2011 2014
Niger (N = #) (3,727) (157) (949) (2621) (2,885) (50) (787) (2,048)
Self-employed woman 0.46 0.39 0.29 0.53*** 0.45 0.12 0.28 0.52***

Self-employed married 0.79 0.83 0.79 0.78 0.81 0.88 0.83 0.80
Self-employed head of household 0.52 0.61 0.68 0.46*** 0.55 0.78 0.70 0.49***

Age of self-employed (mean) 39.71 42.94 38.87 39.82 41.71 43.44 41.84 41.62
15–24 years 0.12 0.09 0.11 0.12 0.08 0.08 0.06 0.09**

25–34 years 0.29 0.20 0.30 0.29 0.27 0.10 0.26 0.27
35–64 years 0.53 0.61 0.55 0.52 0.59 0.78 0.63 0.57***

65+ years 0.06 0.10 0.03 0.07*** 0.06 0.04 0.05 0.07**

Self-employed can read or write 0.32 0.44 0.37 0.29*** 0.35 0.72 0.45 0.31***

Education of self-employed (years) 2.23 3.48 2.72 1.98*** 2.22 7.10 3.04 1.78***

Self-employed has at least primary
education level

0.25 0.34 0.29 0.23*** 0.24 0.52 0.33 0.20***

Branch of activity: food processing 0.14 0.11 0.12 0.15*** 0.13 0.04 0.09 0.14***

Branch of activity:
manufacture/construction

0.20 0.11 0.17 0.21 0.17 0.06 0.13 0.19

Branch of activity: sales 0.42 0.52 0.46 0.39*** 0.43 0.58 0.51 0.40***

Branch of activity: services 0.25 0.25 0.25 0.25 0.27 0.32 0.27 0.27

Continued



Table 10.2 Continued

First survey round Second survey round
Work status Work status

All Formal Upper-tier
informal

Lower-tier
informal

All Formal Upper-tier
informal

Lower-tier
informal

2014 2017
Mali (N = #) (2,675) (120) (790) (1765) (952) (482) (470)
Self-employed woman 0.45 0.23 0.34 0.51*** 0.43 Na 0.28 0.58***

Self-employed married 0.80 0.86 0.81 0.80 0.82 Na 0.82 0.82
Self-employed head of HH 0.46 0.61 0.56 0.40*** 0.44 Na 0.51 0.36***

Age of self-employed (mean) 40.28 40.27 40.15 40.34 40.86 Na 41.01 40.69
15–24 years 0.12 0.11 0.11 0.13 0.10 Na 0.10 0.11
25–34 years 0.25 0.26 0.25 0.24 0.25 Na 0.25 0.25
35–64 years 0.57 0.60 0.59 0.56 0.58 Na 0.59 0.57
65+ years 0.06 0.03 0.05 0.07* 0.06 Na 0.06 0.07
Self-employed can read or write 0.37 0.58 0.41 0.33** 0.49 Na 0.53 0.44***

Self-employed has studied in formal
school

0.32 0.53 0.35 0.29 0.43 Na 0.46 0.40

Branch of activity: food processing 0.01 0.00 0.01 0.01 0.04 Na 0.03 0.05**

Branch of activity:
manufacture/construction

0.35 0.21 0.30 0.38 0.30 Na 0.27 0.33

Branch of activity: sales 0.46 0.56 0.52 0.42* 0.48 Na 0.51 0.45**

Branch of activity: services 0.18 0.23 0.17 0.18 0.18 Na 0.20 0.17

Note: ‘Na’ means ‘not available’ due to missing data on variables related to formal work status (see Table 10.1). Significant differences across informal work status groups
are tested using bivariate regressions and sampling weights. Significant levels are indicated by * p < 0.10, ** p < 0.05, *** p<0.01.
Source: authors’ calculations based on LSMS–ISA data for Mali and Niger.



DEDEHOUANOU ET AL. 239

4.2 Earnings and dispersal in earnings-related variables

Figure 10.1 presents the earnings (gross revenue) from self-employment in Niger
and Mali. Average earnings are calculated for each country on the pooled sample
(two rounds combined), adjusted for inflation and converted to 2017 US dollar
values.Observationswith zero earnings andwith outlier values are not considered.

Figure 10.1 shows the same trend inmonthly average earnings in both countries:
on average, formal self-employment work pays more than informal work of either
status. Within the informal work status groups, upper-tier informal self-employed
workers earn more than lower-tier informal self-employed workers.

Table 10.3 summarizes the earnings disaggregated by gender of self-employed
workers and the branches of their activity. Overall, the trend observed above is
consistent within the disaggregated groups of self-employed workers. In addi-
tion, irrespective of work status, self-employed men earn higher revenues in both
countries. This echoes the common trend observed in SSA and Latin American
countries (Bruhn 2009; Nix et al. 2015). Regarding branches of activity, formal
work status offers the highest earnings in both countries within all branches except
food processing, where high incomes are also observed in the upper-tier infor-
mal work status. Note, however, that the difference in average earnings between
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Fig. 10.1 Mean earnings by work status, Niger and Mali
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Agriculture (LSMS–ISA) data for Mali and Niger.
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Table 10.3 Average monthly earnings from self-employment, by gender and branch
of activity (US$ 2017)

All self-
employed
workers

By gender
of self-employed

worker

By branch of activity

Women Men Food
pro-
cessing

Manufacture
and con-
struction

Sales Services

Niger (N = 6,418)
All
enterprises

274.46 97.53 410.81 151.41 169.99 456.10 135.80

Formal 1,386.62 415.28 1,935.35 385.32 1,418.92 1,966.97 659.25
Upper-tier
informal

559.94 173.70 685.77 392.39 434.71 799.39 266.97

Lower-tier
informal

151.05 78.52 222.40 97.51 61.62 261.62 81.98

Mali (N = 2,414)
All
enterprises

352.63 132.38 553.41 136.28 274.00 434.08 290.76

Formal 1,290.40 249.48 1,571.39 52.24 2247.72 988.57 590.20
Upper-tier
informal

462.22 168.83 620.61 448.48 331.64 544.36 424.39

Lower-tier
informal

153.90 90.43 232.23 94.13 106.31 175.98 197.27

Note: Statistics are presented on the pooled sample (two rounds combined).
Source: authors’ calculations based on LSMS–ISA data for Mali and Niger.

the formal and the upper-tier work status groups is slight. Note also that average
earnings in the formal status (upper-tier informal status) inMalimay be underesti-
mated (overestimated) as the data derive only from the first survey, for the reasons
explained in section 3. The comparison within work status groups shows that, in
most cases, sales generate the highest average incomes when compared with other
activities.

It must be remembered that the workers considered in our study are self-
employed—either own-account workers or owners (employers)—and, as such,
likely to bear costs. With this in mind, we explore the heterogeneity in work sta-
tus observed above using two additional indicators related to earnings: profit and
labour productivity. Profit is defined as the net revenue from self-employment
activity, which equals the gross revenue minus the total cost of operating the
activity.We define labour productivity as the gross revenue divided by the number
of workers used in operating the activity, including family labour and the owner.
Figure 10.2 shows the dispersal of profit and labour productivity by work status in
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the two countries using the pooled data with the two rounds combined and kernel
density estimates.

Figure 10.2 shows large differences in profit and labour productivity between
work status groups, with more pronounced trends in Mali for both profit and
labour productivity, and, within Niger, for labour productivity. Overall, lower-tier
informal (formal/upper-tier informal) self-employed workers have lower (higher)
profits and labour productivity—a finding consistent with our expectation and
evidence reported in previous studies (Benjamin and Mbaye 2012; Bezu and
Barrett 2012). Differences in the educational level of the workers may be one
explanation for this. Based on the assumption that managerial capacity is impor-
tant for productivity, Nagler and Naudé (2017), using LSMS—ISA data for four
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anglophone African countries, found that literate self-employed workers, proxied
by the ability to read and write, operate more productively. This is consistent with
our data as we found that self-employed workers who were able to read and write
were more represented in the formal and upper-tier informal work status groups
in both countries (Table 10.2). The labour productivity pattern is also consistent
among self-employedwomen andmenbutwithmore dispersal andwider variance
for women (Figure 10.A1).

5. The dynamics of off-farm self-employment work

We also analysed the transition of self-employed workers from one work status
to another between the two survey rounds. As explained in section 3 on data,
we focused on the panel database of Niger with the 1,465 identical self-employed
workers followed in the two surveys.

5.1 Transition probabilities and livelihoods

Table 10.4 reports the transition probabilities between differentwork status groups
in Niger from 2011 to 2014. The cells in the shaded area of the table indicate the
percentage of self-employed moving from work status i in 2011 to work status j
in 2014. The rows refer to the number of self-employed workers in each initial
work status in 2011 and sum to 100 per cent. The column totals thus show the
percentage of self-employed workers who moved into work status j in 2014. The
proportion of workers who stayed in their initial work status is calculated as the
product of the transition matrix diagonals and the initial share of workers.

Table 10.4 shows that more than half of self-employed workers did not change
work status in 2014 (66.75 per cent), the majority of the stayers being found in
the lower-tier informal status (49.76 per cent). However, looking at the transitions

Table 10.4 Transition probabilities for self-employed workers in Niger (percentage)

Work status in 2014
Work status in 2011 Formal Upper-tier

informal
Lower-tier
informal

Total % (N) Share of
stayers %

Formal 13.41 41.46 45.12 100 (82) 0.75
Upper-tier informal 3.26 51.74 45 100 (460) 16.24
Lower-tier informal 0.98 20.04 78.98 100 (923) 49.76
Total % 2.39 31.19 66.42 100 (1465) 66.75

Source: authors’ calculation based on LSMS–ISA data for Niger.
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between work status groups, there is a non-negligible proportion of self-employed
workers that moved from their initial work status to alternatives. Of the 923 self-
employed in the lower-tier informal work status in 2011, 20.04 per cent and 0.98
per cent were able to transit to upper-tier informal work status and formal work
status, respectively. Of the 460 self-employed in the upper-tier informal work sta-
tus in 2011, 3.26 per cent were able to transit to formal work status. The frequency
of self-employed workers exiting the upper-tier informal and formal status groups
is higher than the frequency of upper-tier informal self-employedworkers entering
the formal work status, suggesting the difficulty of moving to a higher work status
and the existence of factors or forces pushing or maintaining self-employed work-
ers in a lower work status. This tendencymay be explained by workers’ gender and
household-related factors.

We therefore first disaggregate the transition matrix by the sex of self-employed
workers. Table 10.5 shows that the percentage of self-employedwomen thatmoved
to the lower-tier informal work status is even higher and the percentage of self-
employed women that transited to a higher work status is even lower than those
observed in thewhole sample of self-employedworkers. This transitionmovement
is contrary to that observed for self-employed men (Table 10.5).

Second,we compare themean initial household endowment (human andphysi-
cal capital) acrosswork status groups in the first survey round (Table 10.6).Human
capital consists of labour and education. Labour is defined as the number of adult
household members. Education is defined as the shares of adult household mem-
bers having a primary education level versus having at least a secondary level of
education. Physical capital are land per adult equivalent, tropical livestock unit,

Table 10.5 Transition probabilities by sex of self-employed workers in Niger
(percentage)

Work status in 2014
Work status in 2011 Formal Upper-tier

informal
Lower-tier
informal

Total % (N) Share of
stayers %

Self-employed women
Formal 4.17 4.17 91.67 100 (24) 0.18
Upper-tier informal 1.87 37.38 60.75 100 (107) 7.05
Lower-tier informal 0 11.93 88.07 100 (436) 67.72
Total % 0.53 16.4 83.07 100 (567) 74.95
Self-employed men
Formal 17.24 56.9 25.86 100 (58) 1.11
Upper-tier informal 3.68 56.09 40.23 100 (353) 22.05
Lower-tier informal 1.85 27.31 70.84 100 (487) 38.42
Total % 3.56 40.53 55.9 100 (898) 61.58

Source: authors’ calculations based on LSMS–ISA data for Niger.
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Table 10.6 Initial household endowment by work status in Niger in 2011

Work status in 2011
Formal (82) Upper-tier

informal (460)
Lower-tier
informal (923)

Mean SE Mean SE Mean SE

Adult household members (#) 3.70 0.25** 3.16 0.13 3.05 0.06
Adult with primary education (share) 0.17 0.03* 0.14 0.01 0.12 0.01
Adult above primary education (share) 0.09 0.02 0.09 0.01** 0.06 0.01
Livestock (tropical livestock unit) 3.24 0.80 3.02 0.43 2.68 0.17
Land holding (hectares) 3.96 0.67** 4.76 1.11 4.68 0.25
Value of assets owned (in 1,000 FCFA) 359.8 74.0*** 375.8 202.4*** 250.5 108.0

Note: ‘SE’ means standard errors. Significant differences between the higher work status groups and
the lower-tier informal work status are tested using bivariate regressions and sampling weights.
Significant levels are indicated by * p < 0.10, ** p < 0.05, *** p < 0.01.
Source: authors’ calculations based on LSMS–ISA data for Niger.

Table 10.7 Initial household endowment by transition into
lower-tier informal work status

Formal and upper-tier informal
work status groups (493)

Stayed (249) Moved (244)
Mean SE Mean SE

Adult household members (#) 3.43 0.23 3.08 0.13
Adult with primary education (share) 0.17 0.02 0.12 0.02**

Adult above primary education (share) 0.13 0.02 0.06 0.01***

Livestock (tropical livestock unit) 3.38 0.87 3.02 0.35
Land holding (hectares) 0.74 0.11 1.77 0.57*

Value of assets (in 1,000 FCFA) 97.95 20.87 29.80 3.64***

Note: ‘SE’ means standard errors. Significant differences are tested using bivariate
regressions and sampling weights. Significant levels are indicated by * p < 0.10. **
p < 0.05, *** p < 0.01.
Source: authors’ calculations based on LSMS–ISA data for Niger.

and per adult equivalent value of household assets such as vehicles, dwelling, fur-
niture, and appliances. Table 10.6 shows that households in the formal work status
have significantly higher human capital (labour and adult share with a primary
education level), higher assets, and lower land endowments than those in the infor-
mal work status groups. Households in the upper-tier informal work status have a
significantly higher adult share above a primary education level and higher assets
than those in the lower-tier informal work status.
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Overall, self-employed workers initially in the higher work status groups
possessed significantly higher household human and physical capital than self-
employed workers initially in the lower-tier informal work status. Moreover,
compared with those who stayed in their initial work status in 2014, formal and
upper-tier informal self-employed workers who transited into the lower-tier infor-
mal work status had significantly lower mean initial household endowments of
education and assets (Table 10.7). This supports the finding in the non-farm
employment literature that possession or accumulation of capital is necessary
for low-return non-farm employment to enter high-return non-farm employment
(Bezu and Barrett 2012).

5.2 The correlates of moving into upper-tier informal and formal
work status groups

Wenext determine the factors that explain the transition of self-employed workers
from the lower-tier informal work status to formal and upper-tier informal work
status groups. We pull the samples of formal and upper-tier informal work status
groups together because of the small sample size of the former. We thus estimate
the probability of self-employed workers moving from the lower-tier informal
work status in the first panel round to a higher work status in the second panel
round as:

P(moved into formal or upper–tier in formal work statusi, 2014=1|

being in lower–tier in formal work statusi, 2011=1)=αXi,2011 + ui,2014 (1)

where α is a vector of the parameters to be estimated and ui the error terms.
Xi is a set of explanatory variables defined at the previous survey round (2011)
to reduce potential reverse causality bias. These variables are human and physi-
cal capital, worker and household characteristics, and shocks experienced by the
households during the 12 months prior to the second survey round. Regarding
financial capital, the data set for Niger did not record any questions that might
allow an assessment of access to finance, except information on the main source
of financing self-employment work, recorded only in the second round of the sur-
vey. According to this 2014 survey round, financing stemmedmostly from savings
and gifts from parents and relatives (88 per cent of the 1,465 self-employed work-
ers of our panel data). Only in a few cases (5 per cent) did financing come from a
loan. We therefore use household income from non-employment work as a proxy
for access to financial capital.

The model (1) is estimated using a probit regression. The model was run on the
sample of lower-tier informal self-employed workers in 2011 and explains why
some moved to a higher work status while others did not transit at all. Results are
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presented inTable 10.8with different specifications, first including only household
characteristics (column 1), then adding other businesses activity characteristics
(column 2), community variables (column 3), shocks experienced by the house-
holds the workers belong to (column 4), and interaction between some shocks
and wealth variables (column 5). Standard errors are adjusted for cluster within
households in all regressions.

Table 10.8 shows that workers’ gender and age are significantly correlated with
moving into formal and upper-tier informal work status. Self-employed men in
the lower-tier informal work status are more likely than women to move out of
this work status. Most self-employed women operate their businesses from a fixed
dwelling, which is a specific characteristic of the lower-tier informal work status.
As those who generally take care of the family, they may not be able to move
their business activities to fixed locations outside the dwelling, where most upper-
tier informal workers run their business activities. Compared with the other age
groups, younger and older self-employed workers are also less likely to move out
of the lower-tier informal worker status.

Household characteristics and initial wealth endowment are also drivers of the
transition movement. Lower-tier informal self-employed workers belonging to
households with a higher share of dependants are less likely to exit the lower-
tier informal work status. More dependants in the household may indicate low
availability of the potential labour endowment required for higher work sta-
tus groups. Self-employed workers belonging to the Haoussa ethnicity (whose
members have historically been principally involved in marketing activities) are
more likely to transit into the formal and upper-tier informal work status groups,
suggesting the positive role of social capital not only in off-farm businesses devel-
opment in Niger (Dedehouanou et al. 2018) but also in off-farm employment
dynamics.

Initial asset holdings in terms of wealth are positively associated with transition
out of lower-tier work status, consistent with previous results found in Ethiopia
(Bezu andBarrett 2012). Initial earnings from self-employment are likely to induce
a move out of the lower-tier informal work status to a higher work status, proba-
bly because more productive self-employed workers have a potential to grow their
business activity and are thus able to become employers and comply with the reg-
ulations formal and upper-tier informal self-employedworkers are subject to. This
is in line with the study byMcCaig and Pavcnik (2017), which showed that initially
performant self-employed workers in Viet Nam are more likely to become formal
workers and employers.

An increase in household non-labour income itself is less likely to make lower-
tier informal self-employed workers transit. However, in column 5, the coefficient
of the interaction term between income shock and initial household non-labour
income is positive. Thus, for lower-tier informal self-employed workers belonging



Table 10.8 Probit estimation of correlates of moving into upper-tier informal or formal work status

(1) (2) (3) (4) (5)

Workerss is male 0.837*** 0.815*** 0.790*** 0.810*** 0.843***

(0.178) (0.188) (0.188) (0.187) (0.185)
Worker is married −0.161 −0.153 −0.141 −0.217 −0.238

(0.225) (0.234) (0.234) (0.241) (0.242)
Age of worker: 25–34 years (ref. 15–24 years) 0.885** 0.942** 0.921** 0.894** 0.811**

(0.395) (0.397) (0.406) (0.398) (0.406)
Age of worker: 35–64 years 0.896** 0.847** 0.837** 0.817** 0.735*

(0.364) (0.378) (0.383) (0.373) (0.383)
Age of worker: 65+ years −0.258 −0.430 −0.411 −0.394 −0.463

(0.429) (0.482) (0.483) (0.477) (0.491)
Education of worker (years) 0.013 0.013 0.011 0.014 0.016

(0.030) (0.032) (0.031) (0.030) (0.030)
Worker can read or write in any language −0.180 −0.168 −0.141 −0.160 −0.172

(0.173) (0.177) (0.176) (0.173) (0.174)
Number of adults in household −0.034 −0.028 −0.033 −0.025 −0.014

(0.047) (0.050) (0.049) (0.049) (0.050)
Number of dependants in household −0.072*** −0.071** −0.074*** −0.074*** −0.073***

(0.028) (0.028) (0.028) (0.027) (0.028)
Adult with primary education (share) 0.361 0.351 0.376 0.361 0.352

(0.352) (0.368) (0.365) (0.379) (0.377)
Adult above primary education (share) −0.562 −0.638 −0.709 −0.647 −0.767

(0.502) (0.506) (0.507) (0.491) (0.501)
Ethnicity: Haoussa 0.396** 0.353* 0.369* 0.348* 0.371*

(0.200) (0.208) (0.208) (0.211) (0.218)

Continued
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(1) (2) (3) (4) (5)

Ethnicity: Djema −0.327 −0.359 −0.271 −0.335 −0.330
(0.245) (0.256) (0.252) (0.256) (0.259)

Ethnicity: Touareg −0.085 −0.134 −0.092 −0.173 −0.155
(0.295) (0.314) (0.315) (0.315) (0.316)

Wealth (index) 0.071* 0.071* 0.073* 0.076* 0.105**

(0.043) (0.043) (0.043) (0.043) (0.044)
Livestock (tropical units) 0.007 −0.001 −0.003 −0.003 −0.032

(0.015) (0.015) (0.015) (0.016) (0.024)
Log (non-labour income) −0.024** −0.027** −0.026** −0.028** −0.032**

(0.012) (0.012) (0.012) (0.012) (0.013)
Age of business activity (years) – 0.011 0.012 0.011 0.009

– (0.008) (0.008) (0.008) (0.008)
Log (annual earnings from self-employment) – 0.059** 0.065** 0.063** 0.063**

– (0.029) (0.030) (0.030) (0.031)
Distance (km) to nearest major road – – 0.010 0.011 0.010

– – (0.007) (0.007) (0.007)
Distance to nearest market – – 0.001 0.002 0.002

– – (0.002) (0.002) (0.002)
Finance institution exists in community – – −0.201 −0.156 −0.107

– – (0.206) (0.210) (0.208)
Community radio exists in community – – 0.359 0.392 0.438*

– – (0.242) (0.242) (0.246)
Public transport passes through community – – 0.017 0.038 0.018

– – (0.151) (0.148) (0.149)



Geographical shock: drought/flood – – – 0.282* −0.100
– – – (0.149) (0.209)

Idiosyncratic shock: death/illness – – – 0.231 0.206
– – – (0.172) (0.173)

Price shock: food, input, output – – – 0.089 0.108
– – – (0.143) (0.143)

Income shock: loss of revenue from non-farm activity – – – −0.444* −0.978***

– – – (0.228) (0.300)
Geographical shock *Wealth – – – – −0.210*

– – – – (0.122)
Geographical shock *Livestock – – – – 0.083**

– – – – (0.040)
Income shock *Log (non-labour income) – – – – 0.079**

– – – – (0.040)
Rural −0.604*** −0.596*** −0.752*** −0.805*** −0.820***

(0.166) (0.172) (0.214) (0.214) (0.218)
Constant −1.423** −2.195*** −2.540*** −2.423*** −2.431***

(0.556) (0.600) (0.668) (0.695) (0.724)
Number of observations 923 876 876 876 876
McFadden’s (Pseudo) R-squared 0.17 0.18 0.19 0.21 0.22
Log pseudolikelihood −281,990.87 −268,787.17 −266,202.55 −260,913.19 −256,898.51

Note: Wealth index is calculated as the first principal component of household assets such as vehicles, dwelling, furniture, and appliances. Region dummies are included in
the regressions. Survey weights were used. Standard errors, adjusted for clusters within household, in parentheses. Explanatory variables are lagged with three time
periods (from the first survey round 2011). Significant levels are indicated by * p < 0.10, ** p < 0.05, *** p < 0.01.
Source: authors’ calculations based on LSMS–ISA data for Niger.
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to households that have experienced an income shock, higher initial household
non-labour income is deemed to be a factor likely to favour transition into formal
and upper-tier informal work status groups. This suggests the role of non-labour
income in mitigating income shocks that might otherwise keep workers in the
lower-tier informal work status.

Covariate shocks also affect the transition movement. For lower-tier informal
self-employed workers belonging to households that have experienced natural
disasters such as floods, droughts, or pest infestations, a higher initial livestock
endowment is positively related to movement into a higher work status. The exis-
tence of a community radio in the village or neighbourhood is likely to favour
transition out the lower-tier work status, suggesting the importance of information
transfer in employment dynamics.

Table 10.9 presents heterogenous results by sex of self-employed worker and
by geographical location of business activity. As the age of both female and male
self-employed workers increases, the likelihood of the transition into a higher sta-
tus group increases but with a return effect as age reaches a certain level. There
are some significant differences between female and male lower-tier informal
self-employed workers in terms of the factors moving them into higher status
groups. Table 10.9 shows that married men are more likely than married women
to transit out of the lower-tier informal work status. Literate men, members of
households with a higher share of dependants, and men living in rural areas are
less likely to move out of the lower-tier informal work status. Men with a long
history of self-employment, men belonging to the Haoussa ethnicity, and men
living in households with a high initial level of wealth are more likely to transit
to higher work status groups. Compared with male business owners, where no
significant results are found, performant female workers with previously or ini-
tially high annual business revenues are more likely to move into a higher work
status. Information transfer is also an important factor in the transition out of the
lower-tier informal status for self-employedwomen. For femaleworkers belonging
to households that have experienced negative consequences of aggregate shocks,
higher initial wealth (livestock) endowment is negatively (positively) related to the
transition to higher status groups, suggesting the mitigating role of livestock over
wealth.

Examining the results disaggregated by location, Table 10.9 also shows sig-
nificant differences in terms of human capital, financial capital, and shocks.
Regarding labour, urban self-employed workers with a high initial household
labour endowment are less likely to move out of the lower-tier informal work
status. Rural self-employed workers with a high initial household share of depen-
dants are also less likely to move out of the lowest work status. Education—even
primary school completion—is a significant factor explaining the likelihood of
self-employed workers transiting into the formal and upper-tier informal work
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Table 10.9 Probit estimation of correlates of moving into upper-tier informal or
formal work status groups, by sex of workers and location

By sex of
self-employed worker

By location

Men Women Urban Rural

Worker is male – – 1.411*** 0.776***

– – (0.220) (0.262)
Worker is married 0.866** −0.430 −0.167 −0.336

(0.391) (0.297) (0.252) (0.449)
Age of worker 0.108** 0.105** 0.123*** 0.142***

(0.045) (0.052) (0.045) (0.050)
Age of worker square −0.001*** −0.001* −0.001** −0.002***

(0.000) (0.001) (0.000) (0.001)
Education of worker 0.046 −0.014 −0.010 0.043
(years) (0.039) (0.042) (0.033) (0.049)
Worker can read or −0.379* 0.069 −0.358 −0.127
write in any
language

(0.203) (0.338) (0.244) (0.229)

Number of adults in 0.070 −0.030 −0.163** 0.015
household (0.076) (0.064) (0.063) (0.078)
Number of −0.097*** −0.050 0.037 −0.144***

dependants in
household

(0.037) (0.042) (0.039) (0.038)

Adult with primary −0.285 0.670 1.142*** −0.088
education (share) (0.474) (0.424) (0.410) (0.646)
Adult above primary −0.945 −0.635 0.684 −1.963*

education (share) (0.774) (0.685) (0.539) (1.095)
Ethnicity: Haoussa 0.764*** −0.222 −0.098 1.165***

(0.274) (0.348) (0.285) (0.398)
Ethnicity: Djema −0.373 −0.301 −0.123 0.273

(0.344) (0.384) (0.327) (0.460)
Ethnicity: Touareg −0.295 0.548 0.036 0.369

(0.351) (0.506) (0.380) (0.534)
Wealth (index) 0.203* 0.016 0.095** 0.261*

(0.106) (0.060) (0.045) (0.135)
Livestock (tropical −0.015 −0.107 −0.020 −0.053
units) (0.027) (0.069) (0.043) (0.035)
Log (non-labour −0.041** −0.045* −0.019 −0.036**

income) (0.017) (0.025) (0.019) (0.017)
Age of business 0.021** −0.016 −0.010 0.017
activity (years) (0.010) (0.015) (0.013) (0.011)
Log (annual 0.058 0.156** 0.109*** 0.044
earnings from
self-employment)

(0.040) (0.071) (0.042) (0.046)

Continued
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Table 10.9 Continued

By sex of
self-employed worker

By location

Men Women Urban Rural

Distance (km) to 0.011 −0.012 −0.066 0.009
nearest major road (0.009) (0.014) (0.091) (0.008)
Distance to nearest 0.005* 0.000 0.007 0.003
market (0.003) (0.004) (0.004) (0.003)
Finance institution −0.057 −0.386 0.152 −0.154
exists in community (0.292) (0.368) (0.224) (0.539)
Community radio 0.036 0.835** −0.236 1.214***

exists in community (0.324) (0.371) (0.321) (0.423)
Public transport −0.031 −0.169 0.268 0.043
passes through
community

(0.193) (0.290) (0.254) (0.191)

Geographical shock: 0.220 −2.127*** −0.229 −0.222
drought/flood (0.269) (0.815) (0.344) (0.366)
Idiosyncratic shock: 0.130 0.302 −0.513* 0.479**

death/illness (0.245) (0.332) (0.264) (0.227)
Price shock: food, 0.232 −0.257 −0.081 0.148
input, output (0.194) (0.293) (0.207) (0.186)
Income shock: loss −0.791** −2.457*** −0.366 −3.251*

of revenue from
non-farm activity

(0.332) (0.666) (0.329) (1.896)

Geographical shock −0.121 −1.397** −0.001 −0.344
*Wealth (0.162) (0.550) (0.135) (0.222)
Geographical shock 0.062 0.216** −0.233 0.124**

*Livestock (0.055) (0.084) (0.226) (0.053)
Income shock *Log 0.085* 0.193*** −0.017 0.327*

(non-labour
income)

(0.052) (0.062) (0.041) (0.188)

Rural −1.219*** −0.078 – –
(0.293) (0.318) – –

Constant −4.342*** −5.112*** −6.142*** −5.409***

(1.405) (1.529) (1.419) (1.452)
Number of
observations

466 403 344 532

McFadden’s
(Pseudo) R-squared

0.25 0.33 0.32 0.27

Log
pseudolikelihood

−171,397.59 −54,192.48 −54,877.8 −174,404.61

Note: Wealth index is calculated as the first principal component of household assets such as vehicles,
dwelling, furniture, and appliances. Region dummies are included in the regressions. Survey weights
were used. Standard errors, adjusted for clusters within household, in parentheses. Explanatory
variables are lagged with three time periods (from the first survey round 2011). Significant levels are
indicated by * p < 0.10, ** p < 0.05, *** p < 0.01.
Source: authors’ calculations based on LSMS–ISA data for Niger.
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status groups, especially in urban areas. High initial/previous annual income from
self-employment in urban zones is positively correlatedwith the likelihood of tran-
siting to a higher work status. Unexpected idiosyncratic shocks are likely to cause
urban self-employed workers to stay and rural self-employed workers to transit.

6. Conclusions

Evidence that the majority of self-employment work in most developing coun-
tries remains informal has prompted several attempts to encourage formalization
reforms, with mixed results (McKenzie and Sakho 2010; Bruhn and McKenzie
2014;McCaig andNanowski 2019).We have addressed the nature of informal self-
employmentwork in two fragile and conflict-affected countries in theWest African
Sahel—Mali andNiger. In doing so, we have gone beyond the duality of formal ver-
sus informal employment that is common in the literature. We have differentiated
informal non-farm self-employed workers into lower-tier and upper-tier work sta-
tus groups and have analysedmobility, and the factors explaining it, between work
status groups.

We find that a key characteristic of self-employed workers is the location
of their business activities, with more than one-third of workers employed in
mobile/itinerant microenterprises. Given that this type of business requires low
capital and skills, it is not surprising that themajority of self-employedworkers are
found in the lower-tier informal work status, especially inNiger (70 per cent). Self-
employed women, self-employed workers in rural areas, youth and young adult
self-employedworkers (aged 15–24), and older adult self-employedworkers (aged
65 and above) aremostly found in the lower-tier informal status inNiger andMali.
Although, in both countries, most self-employed workers are able to read or write
at least one language, educated workers are more represented in the formal and
upper-tier informal work status groups. On average, monthly average earnings are
higher in the formal work status than in the informal work status groups. Within
the informal status groups, upper-tier informal self-employed workers earn more
than lower-tier informal self-employed workers. The comparison within work sta-
tus groups shows that, in most cases, activities involving sales generate the highest
average incomes within, compared with other activities.

We also found thatmore than half of self-employedworkers did not change their
work status between survey rounds, themajority of the ‘stayers’ being in the lower-
tier informal status. The transition out of upper-tier informal and formal work
status groups is higher than the transition into these ‘high’ work status groups,
suggesting the existence of factors or forces pushing or maintaining self-employed
workers in the ‘low’ work status. Overall, self-employed workers initially in higher
work status groups possess significantly higher household human and physical
capital than those initially in the lower-tier informal work status, suggesting that
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possession of human and physical capital is necessary for self-employed workers
to transit out of the lower-tier informal work status. Consistent with the regression
results, we found that household characteristics, initial asset holdings, and initial
earnings from self-employment are drivers of the transition out of the lower-tier
informal work status. The regression results showed the mitigating role of house-
hold non-labour income on income shocks (unexpected loss of revenue from
non-agricultural and salaried activities) thatmight prevent self-employed workers
from moving out of the lower-tier informal work status.

Finally, we found significant differences between urban and rural workers and
between women and men in the lower-tier informal status in terms of the fac-
tors likely to move them into higher status groups. Self-employed men with a high
initial level of wealth are more likely to transit. Rural self-employed workers and
self-employed women with a high initial annual business revenue are also more
likely to move up. For rural workers belonging to households that have experi-
enced negative consequences of aggregate shocks and income shocks, a higher
initial livestock endowment and non-labour income are factors that may prevent
them from remaining stuck in the lower-tier informal work status.

These results indicate the heterogeneity of the groups of self-employed work-
ers found in the lower-tier informal work status. These groups of individuals
are the most vulnerable to shocks affecting their business activities. Given that
the movement from the lower-tier informal work status to the upper-tier infor-
mal and formal work status groups is likely to be welfare improving, the results
stress the importance of taking into account these specific groups of workers in
designing policy interventions for transforming informal work and livelihoods—a
fact further emphasized by the recent COVID-19 pandemic (Balde et al. 2020;
Danquah et al. 2020). Household-related factors such as asset holdings, livestock
endowment, and non-labour income, may play a role in helping these vulnerable
groups transit to a higher work status, even in the event of shocks.
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Appendix

Table 10.A1 Work status groups

Work status group Definition/operationalization

1. Formal We identify formal self-employed workers as own-account workers
(with no salary) that (i) keep written accounts, (ii) have a commercial
register, or (iii) hold a fiscal identification number given by the
Directorate General of Taxes (DGI). We also include owners or
employers (with at least one salaried worker) that follow at least one of
the above regulations and have additionally registered worker(s) in the
national social security fund.

2. Upper-tier
informal

Upper-tier informal self-employed are identified as those who do not
comply with the above regulations (in 1) but operate their businesses
in fixed premises outside the dwelling.

3. Lower-tier
informal

These are self-employed workers that do not comply with the above
regulations (in 1) but have no fixed business premises (outside the
owner’s dwelling) or are itinerant/mobile.

Source: authors’ illustration based on LSMS–ISA data for Mali and Niger.
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Informal–formal workers’ transition

inNigeria
A livelihood analysis

Abiodun O. Folawewo and Olusegun A. Orija

1. Introduction

In many African countries, especially in Nigeria, not only is the informal sector
large, but it is also a major absorber of labour (Jerome 1996; Folawewo 2013;
Medina et al. 2017).¹ The size of the sector is also growing across European coun-
tries (Adame and Tuesta 2017; Beręsewicz and Nikulin 2018). As indicated by the
International Labour Organization (ILO 2018), on average, about 60 per cent of
informal employment in Africa is within the informal sector. Furthermore, the
informal sector accounts for about 65 per cent of gross domestic product (GDP)
in Nigeria (NBS 2010; Medina et al. 2017). Generally, the growth of the sector has
been driven by slow economic development, poor economic performance, and
shrinkage of formal-sector jobs (Carr and Chen 2001; ILO 2004; Lapeyre 2017).

The informal sector in the Nigerian economy is spread across both rural and
urban areas and covers several economic activities. Hence, the informal sector is a
vital source of livelihood² for the vast majority of citizens. As in many other devel-
oping countries, the Nigerian informal sector is characterized by low productivity,
low wages, absence of social security, low capital and inadequate finance, and a
lack or inadequate coverage of official institutional regulations (ILO 2017, 2018).
This has led to a situation where informal-sector employment is precarious and
securing decent and sustainable jobs in the sector is not guaranteed. Similarly,
while the informal sector cushions the unemployment effect for the majority of
people that are either unable to secure jobs in or are laid off from the formal sector,
several factors hinder the movement of workers from the informal sector back to
the formal sector (Maloney 1999; Krstić and Sanfey 2006; Tansel and Kan 2012a).

¹ We are grateful for the support of UNU–WIDER and analysis assistance from Noah Olasheinde.
Any errors in the study are solely those of the authors.

² Generally, livelihood is defined as all forms of human strategies, capacities, resources, and activities
involved in making a living (see, e.g. Chambers and Conway 1992; Ellis 2000; UNDP—IRP 2011).

Abiodun O. Folawewo and Olusegun A. Orija, Informal–formal workers’ transition in Nigeria. In: The Job Ladder.
Edited by Gary S. Fields, T. H. Gindling, Kunal Sen, Michael Danquah, and Simone Schotte, Oxford University Press.
© UNU-WIDER (2023). DOI: 10.1093/oso/9780192867339.003.0011
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Informal employment inNigeria can be categorized as self-employment in agri-
cultural and non-agricultural activities, as unpaid family business, and as salaried
employment. This reflects the heterogeneous nature of the informal sector. In line
with this heterogeneity, the ILO (2019) classifies employment by formality status
(i.e. whether formal or informal employment) and bywork status in terms of wage-
employment and self-employment. Each of these categories has peculiarities, but
income and wage inequality is a common feature. Consequently, mobility across
different jobs within the informal sector is often pronounced, albeit with some
constraints. Given the significant employment role of the informal sector, we use
a panel of national household survey data to conduct an empirical analysis of the
relationship between the informal sector and livelihood and of the dynamicmove-
ments into and out of various forms of informal employment. Specific attention is
focused on the nature and factors affecting workers’ transition between informal
and formal employment.

We apply a binary logit model to a national General Household Survey (GHS)
panel data set for 2010–2011, 2012–2013, and 2015–2016. We find that informal
employment has a more positive impact on workers’ livelihoods. Our results also
show a very high dynamic of worker transition within the different types of infor-
mal employment, especially among the lower-tier segments. We further find a
likelihood of workers’ movement from informal to formal employment, this like-
lihood being higher among the upper-tier informal wage-employed. Our findings
also reveal a higher probability of workers’ transition from informal employment
to formal employment than from formal to informal.

The rest of the chapter ismade up of six sections. Section 2 provides an overview
of the Nigerian labour market, where the regulatory framework and wage and
employment issues are discussed. In section 3, a brief exploration of extant lit-
erature on informal–formal employment transition is made. Section 4 is devoted
to a description of the methodological approach and sources of data used in the
study. A descriptive data analysis is presented in section 5, and a discussion of the
regression results in section 6. Finally, in section 7, policy recommendations and
concluding remarks are provided.

2. Overview of the Nigerian labour market

TheNigerian labour market is characterized by heterogeneity and dualism, which
are the general features of most African and developing countries’ labour mar-
kets (Harris and Todaro 1970; Aminu 2010; Fields 2011). Its dualistic nature is
reflected in a rural–urban as well as a formal–informal dichotomy. The formal
labourmarket comprises public-sector organizations and large private firms, while
the informal segment is made up of micro, small, and medium-scale enterprises,
petty trades, and other forms of individual economic activity. Essentially, the
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formal and informal sectors differ in terms of governance and regulatory frame-
work, employment process, employees’ compensation (wage determination), and
productivity.

The governance of labour matters in Nigeria follows a tripartite framework
involving the government (the Federal Ministry of Labour and Employment
(FMLE) and allied agencies), employers (represented by Nigeria’s Employers
Consultative Association (NECA)), and workers (represented by their umbrella
unions, the Nigeria Labour Congress (NLC) and Trade Union Congress (TUC)).
Labourmarket relations are controlled by a variety of regulations. The Labour Act
(Decree) No. 21 of 1974 and its subsequent amendments, such as the Labour Act
1990 and Labour Act 2004, is complemented by the many international labour
standards that Nigeria has ratified and domesticated, while the Trade Unions Act
(Cap. T14 L.F.N 2004) provides guidelines for the formation of trade unions,
which generally advocate workers’ rights and welfare. Another form of regulation
guiding interactions among players within theNigerian labourmarket is the Trade
Disputes Act 2004 (Cap. T8 L.F.N). In addition, several minimum wage laws have
been implemented in the country in recent years, the latest being the National
Minimum Wage (Amendment) Act 2011 and 2019. All these Acts and regulatory
frameworks are set up to facilitate a smooth relationship and to resolve conflicts
that may arise between employers and employees.

Rules and regulations emanating from the legislation governing operations
within the labour market are, however, usually poorly implemented and most
often ineffective. Moreover, they cover only part of the labour market, the large
informal segment being uncovered. In the public sector, rules and regulations are
complied with, but in the private sector, the compliance level is low due to poor
monitoring and implementation (Folawewo 2016). This has also allowed a lack
of adherence to employment and compensation laws among employers across all
market sectors. Workers are therefore subject to exploitation, casualization, lack
of adequate protection, and job insecurity (Nwaka 2016).

In the informal sector, where adherence to official regulations is even poorer
than in the formal sector, hiring (employment) procedures are often based on
personal contact without any formal contractual agreement. This results in job
insecurity, employers having the freedom to fire employees at will, and poor
remuneration—usually below the national minimum wage. Similarly, inadequate
health-and-safety measures and environmental hazards are more prevalent in the
informal sector, where workers in all sectors are confronted with unsatisfactory
welfare facilities, practically non-existent occupational health services, and other
challenges (Forastieri 1999; Nwaka 2016). Because of the poor remuneration and
working conditions in the informal sector, workers often transit from the informal
to the formal sector, while there is little reverse transition—usually brought about
by retirement or retrenchment from formal jobs (Nwaka 2016; Roberts 2016).
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In recent times, the informal sector has witnessed rapid growth due to poor
economic performance and lack of growth in the formal sector (Folawewo 2016;
Medina et al. 2017). This shows that the informal sector serves as a reservoir of
workers who are readily available for formal employment once the opportunity
is provided. The transition of workers within informal activities is also com-
mon, especially among workers moving from informal salaried employment to
self-employment, and between self-employment in agricultural activities and non-
agricultural activities. Consequently, sectoral workers’ transition predicated on
differential working conditions is a regular feature of the Nigerian labour market.

3. Literature review

Theoretical distinctions between the formal and informal sectors and explanations
for workers’ transition between the two sectors can be found within market dual-
ism (segmented labour market) and modernization theories (Harris and Todaro
1970; Perry et al. 2007). The dual labour market/segmented theory posits that the
existence of minimum wages and other forms of compensation in the organized
(formal) segment of the labour market attracts workers to it. However, due to lim-
ited space and job availability, workers that are unable to secure employment in
the organized segment are pushed into the unorganized or informal sector, where
they are forced to accept the prevailing working conditions. The modernization
theory, on the other hand, argues that the dichotomy between the formal and
informal sectors is brought about by the development process. In the early stage
of development, informal activities usually surpass formal, but, as the economy
develops, the formal or modern economic sector begins to grow and informal
activities (production units) gradually fizzle out (Perry et al. 2007; Hillenkamp
et al. 2013). Themodernization theory therefore suggests that informality is a con-
sequence of underdevelopment or a failure of modernization. Both the segmented
labour market and modernization theories are regarded as orthodox.

A more recent view is based on institutional theory, which opines that existing
institutional arrangements may affect livelihoods as well as labour transition. This
view argues that the complex interactions between the formal and informal econ-
omy are affected by institutions and social norms (Perry et al. 2007; Hillenkamp
et al. 2013). Institutional arrangements affect interaction and economic activity
through their effects on contracts, property rights, and social networks. Institu-
tional arrangements often lead to the formalization of economic activities and
subsequently cause movement of workers from the informal to the formal sector
(Lapeyre 2017).

In all, the theoretical expositions on the formal–informal segmentation of the
labour market are suggestive that the formal sector is preferable to the informal
because of the perceived better working conditions such as higher compensation,
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job security, and availability of employment protection legislation (EPL). Conse-
quently, informal employment is seen as a temporary expedient, and workers seek
to transit from it to formal employment. Empirical literature on the informal–
formal transition has, however, been polarized along two strands. On the one
hand, informal employment is seen as voluntary and subject to workers’ willing-
ness and preference (Maloney 1999, 2004; Bosch andMaloney 2010; Fields 2019).
On the other hand, informal employment is seen as involuntary, with workers
being forced into it (de Soto 2000).

Recent literature has shown that both the orthodox and institutional theories
fail to adequately capture the heterogeneity within job status; hence, the extent
of dynamic mobility across different employment may not be fully measured.
Thus, in line with the ILO’s employment characterization (ILO 2019), formal
employment cuts across both the formal and the informal sectors. In this regard,
the formality status of employment is determined by the conditions surrounding
different types of work, such as coverage of EPL and the availability of social
and job security. With regard to work status, employment can also be classified
into wage-employment or self-employment. This view leads to six categories
of employment: formal wage-employment, formal self-employment, upper-tier
informal wage-employment, lower-tier informal wage-employment, upper-tier
self-employment, and lower-tier self-employment (Danquah et al. 2019;
ILO 2019).

There is divergent empirical evidence in relation to the potential for and
ability of workers to transit across the various job categories. This is due to dif-
ferential country features, time periods, and methodological approaches. While
showing that informality is a major source of livelihood for most Mexican work-
ers, Biles (2008) argues that there is high mobility of workers both within
informal activities and between informal and formal employment, with evi-
dence of voluntary transition from the formal to the informal sector. In line
with this, several other studies on workers’ mobility have noticed high rates of
mobility across formal and informal salaried jobs and a low rate between for-
mal salaried jobs and self-employment (Maloney 1999; IDB 2004; Pagés and
Stampini 2009; Bosch and Maloney 2010; Mahmud 2017). One common submis-
sion from all the studies is that voluntary transition from formal to informal is
a possibility.

Some other studies have investigated the determinants of workers’ transition
across sectors. Several factors have been found to affect the probability of mobil-
ity and transitions both within and between sectors. Individual and household
characteristics such as education and intrinsic demographics, experience and
wage differential, and location are among the crucial factors influencing mobility
(Krstić and Sanfey 2006; Tansel andOzdemir 2015; Núñez 2017; Bereęsewicz and
Nikulin 2018). In terms of within-sector/employment type transition, the sector
of economic activities has been shown to play a significant role. For example, there
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is a high probability of transition from informal employment to regular employ-
ment within the formal sector, and salaried employees are more likely to transit to
self-employment in the informal sector (Tansel and Kan 2012b; de la Parra 2017;
Gutierrez et al. 2019).

Other recent studies have shown comprehensive dynamism in formal–informal
workers’ transition between ILO employment classifications. Bosch and Mal-
oney (2010) studied Latin American countries (Argentina, Brazil, and Mexico)
and evidenced a high rate of transition among informal self-employed and
wage-employed workers and between upper-tier self-employed and formal self-
employed workers.While confirming that workers transit from informal to formal
employment, Danquah et al. (2019) also argued that gender plays a crucial role in
the participation of workers in formal versus informal employment. Specifically,
they showed that, on average, women in three African countries—Ghana, South
Africa, and Tanzania—prefer informal lower-tier self-employment and upper-tier
informal wage-employment.

The increasing extent of informal employment and its importance to liveli-
hood has been the preoccupation of many studies in recent times. In particular,
institutional and structural features and the cyclical nature of the economy are
found to affect the size and importance of the informal sector. In this connec-
tion, shrinkage in formal jobs and growing unemployment are major drivers of
informal-sector employment (Ndiweni et al. 2014; Hovsha and Meyer 2015; de
la Parra 2017; ILO 2018; Albertini et al. 2019). Stringent labour regulations and
restrictions are also argued to be major contributory factors to labour transi-
tion and the significant role of the informal sector in livelihood (Timalsina 2011;
Tshuma and Jari 2013).

4. Methodology and data

The impact of the informal and formal sectors on livelihood is evaluated
using descriptive analysis. This involves measuring the percentage of individu-
als engaged in various employment types and analysing the characteristics of
such individuals. The analysis of workers’ transition within and between informal
and formal employment is situated within the framework of a logistic probability
model. Unlike Tansel and Kan (2012a, b), we employed a standard binary logistic
model to investigate the probability of workers’ mobility across different informal
employment types and between informal and formal employment. This method-
ology is preferred as it enables us to evaluate the effect of individual workers’
characteristics on their ability to transit from one form of employment to another
over a given period. In this case, a worker’s movement from one specific form
of employment to another is treated as 1 and no movement as 0. The fact that
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the regressors are either categorical or continuous in nature further justifies the
suitability of the binary logistic model.

If we assume the log odds of a worker’s transition as p = P(Y = 1), given the
worker’s characteristics, then the standard logistic model can be specified as:

l = logb
P

1 – P
= β0 + βiZi (1)

where b is the base of the logarithm and Zi is the vector of the individual worker’s
characteristics. The odds of transition are recovered by expressing the log odds in
exponential form as follows:

P
1 – P

= bβ0+βiZi . (2)

Consequently, results from the logistic model estimations are reported in odds
ratios, unless otherwise indicated. The logit model is estimated in such a way that
it comprehensively reflects workers’ transition across different occupational posi-
tions and work status groups. Thus, the logit model is estimated for two forms of
occupational position, that is, whether a worker is self-employed or engaged in
wage-employment. The occupational position is embedded in the formality status
of the job—whether such a position is formal or informal employment. Informal
employment is further classified into upper and lower tiers.

The dependent variable in each regression is measured as a categorical variable
that assumes the value of 1 if an individual transits from a particular activity or
employment in period t to a reference activity in the subsequent period, t +1, and
0 if the individual does not transit to the reference employment. In the descriptive
analysis, it is also recognized that workers are not unlikely to engage in more than
one economic activity, that is, more than one type of employment. However, for
ease of analysis, in the logistic regression, workers are restricted to a particular
type of job at a given time; that is, the major form of employment (main economic
activity and source of income) of an individual is used as the employment type for
that individual in a particular wave. Workers’ characteristics in the base period are
also used in the regression analysis. For example, the age of a worker in Wave 1 is
used for movement from Wave 1 to Wave 2, and the age in Wave 2 is used when
analysing movement from Wave 2 to Wave 3.

In order to effectively capture workers’ transition among jobs, the GHS data set
for 2010–2011 (Wave 1), 2012–2013 (Wave 2), and 2015–2016 (Wave 3) is used.
The GHS is a panel survey covering 5,000 households across all the geopolitical
zones of the country. The GHS is conducted over two different periods: post-
planting and post-harvesting. The post-harvesting data set is used in this study
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as it contains information on both agricultural and non-agricultural activities,
unlike the post-planting data set, which concentrates on agricultural and farming
activities.

Given the limitations of the data set, which does not contain vital information
such as business registration or workers’ training other than formal education,
clarification of the method of classification and measurement of different occu-
pational positions and employment status groups is pertinent. All public-sector
(government) and large private firm/organization employment that is covered by
official labour market regulations—such as recruitment and dismissal, compen-
sation, and other EPL—is classified as formal and falls under ‘wage employment’.
Since the GHS data do not include information on business registration, partici-
pation in the National Health Insurance Scheme (NHIS) is used as an additional
criterion for determination of the formality status of an employment. Thus, work-
ers are also said to be in formal employment if they make NHIS contributions,
whether they are self-employed or in wage-employment. Forms of employment
that are neither covered by any official regulations nor linked to NHIS contribu-
tions are regarded as informal, irrespective of whether they are self-employment
or wage-employment.

Within informal employment, the educational level of workers is used as the
distinguishing factor for whether they belong to the upper or lower tier. As noted
earlier and supported by the literature (e.g. Gutierrez et al. 2019), a majority of
informal workers have little education; consequently, workers with secondary
education and below are categorized as lower-tier informal workers, while those
with post-secondary and tertiary education are classified as upper-tier.

5. Baseline descriptive data analysis

As ameans of achieving the objectives of the study, empirical analysis is carried out
in three stages. First, a descriptive analysis of unemployed and employed individ-
uals across the three waves of the data set is done. Second, a regression analysis of
the impact of various work status groups on livelihood is performed using earn-
ings as a key indicator of livelihood. The third phase of the analysis involves an
examination of the dynamic movement of workers within the different informal
jobs and an evaluation of their ability to move from informal activities to formal
employment.

Two sets of data are used: the number of individuals before data matching is
used for the basic descriptive analysis (see Folawewo andOrija 2020: Table 11.A1),
while the number of individuals after data matching is used for both the transi-
tion and the regression analyses (see Folawewo and Orija 2020: Table 11.A2). The
matched data set consists of household members that appear in all three waves of
the GHS, as shown by the household roster identifiers in the data set.
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5.1 Workers’ characteristics

We begin by looking at the characteristics of the unemployed, who account for
7.3 per cent of household members on average (see Folawewo and Orija 2020:
Table 11.A1). It is observed thatmoremale householdmembers were unemployed
than females (50.3 per cent as against 49.7 per cent; see Folawewo and Orija 2020:
Table 11.A3). The percentage (62.0) of unemployed household members within
the age bracket 18–30 was higher than that of those aged 31–60 (28.7), which con-
firms the generally high rate of youth unemployment in the country. On average,
the percentage of unemployed household members across the data set was high-
est among those with secondary education (42.4), followed by those with tertiary
education (24.0), those without formal education (no schooling) having the least
(3.4). This explains the high rate of joblessness among secondary school-leavers
and post-secondary institution graduates in the country. The percentage of the
unemployed was also higher for rural dwellers (56.3) than urban (43.47), an indi-
cation of the higher rate of unemployment in the rural centres, which often leads
to a high rate of rural–urban migration.

It is shown that in terms of the occupational position of household members,
more individuals were engaged in self-employment (67.4 per cent on average) than
were wage-employed (32.6 per cent; see Folawewo and Orija 2020: Table 11.A1).
It can be seen that while self-employment rose throughout the period under
study, the reverse is the case for wage-employment. Within the self-employed,
the average percentages for informal lower-tier, informal upper-tier, and formal
employed were 95.6, 4.2, and 0.2, respectively. For wage-employed individuals,
formal employment accounted for an average of 60.0 per cent, while the propor-
tions of lower-tier and upper-tier informal workers were 37.2 and 2.8, respectively.
This shows that the bulk of wage-employed workers could be found in formal
employment, while informally employed individuals dominated self-employment.
Furthermore, lower-tier workers constituted the larger proportion of the infor-
mally employed (for both self-employed and wage-employment) with an average
of 93.9 per cent, the remaining 6.1 per cent being upper-tier.On thewhole, in terms
of formality status and irrespective of whether self-employed or wage-employed, a
majority of household members were engaged in informal employment: an aver-
age of 83.8 per cent compared with 16.2 per cent in formal employment. Thus,
aggregately, in terms of employment opportunities, the informal sector provides a
better livelihood than the formal sector for households in Nigeria.

The occupational position of workers reflects the fact that, on average across all
waves, males were more engaged in wage-employment (54.7 per cent) than their
female counterparts (45.3 per cent; see Folawewo and Orija 2020: Table 11.A4). A
further disaggregation by work status indicates that formal wage-employment was
dominated bymales: an average of 63.7 per cent as against 36.3 per cent for females
(see Folawewo and Orija 2020: Tables 11.A5–7). Females were more prevalent in
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informal self-employment (55.7 per cent) than males (44.3 per cent). Upper-tier
informal wage-employment was dominated by males (61 per cent compared with
39 per cent for females). Conversely, the lower-tier informal wage-employed were
predominantly females, with an average of 54.3 per cent compared with 45.7 per
cent for males across the three waves. In addition, there was a higher percentage
of males (64.7) in upper-tier informal self-employment than females (35.3); on
the other hand, informal lower-tier self-employment had a higher proportion of
females (51.7) thanmales (48.3). Thus, in Nigeria’s setting, male workers are more
prominent in the upper tier of informal employment, whereas females are more
prevalent in the lower tier, as depicted in Fig. 11.1.

As shown in Fig. 11.2, the educational distribution of workers reflects the
fact that those without any formal education (no schooling) could mainly
be found in self-employment (19.7 per cent of all workers on average), with
relatively few in wage-employment (6.7 per cent). The proportion of self-
employed workers with primary education (39.0) was more than that of the
wage-employed (25.0). The average percentage of wage-employed workers with
secondary education was 32.2 as against 31.0 per cent for the self-employed.
Workers with tertiary education were dominant in wage-employment (36.0 per
cent) as opposed to self-employment (10.3 per cent). This implies that work-
ers with a low level of education are concentrated in self-employment; how-
ever, as workers move up the education ladder they become more engaged
in wage-employment.
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A further breakdown of the education distribution of workers by work status
(Fig. 11.3) reveals that on average, formal wage-employment was dominated by
workers with tertiary education (49.7 per cent), followed by secondary education
(30.3 per cent) and primary education (16.3 per cent). Across all waves, formal
self-employment was dominated by workers with secondary education (45.7 per
cent), followed by those with primary education (33.3 per cent), tertiary education
(11.7 per cent), and no education (9.3 per cent).

Strikingly, workers in upper-tier informal wage-employment and upper-
tier informal self-employment all had tertiary education (100 per cent—Fig.
11.3). The highest average percentage of workers in lower-tier informal wage-
employment had primary education (46.3 per cent), followed by secondary
education (44.3 per cent), and no schooling (9.3 per cent). Workers with pri-
mary education dominated lower-tier informal self-employment (44.3 per cent),
followed by secondary education (33.0 per cent), and those without education
(22.7 per cent).

In terms of the earnings of workers across work status groups (Table 11.1), we
found that formal wage-employed workers received the highest average monthly
earnings (NGN 92,573; equivalent to US$ 493.20). The second-highest average
monthly earnings were received by the upper-tier informal wage-employed (NGN
62,782/US$ 334.48), followed by the upper-tier informal self-employed (NGN
52,735/US$ 280.95) and the formal self-employed (NGN 52,110/US$ 277.50).
The lowestmonthly earnings were received by lower-tier informal wage-employed
workers, with an average of NGN 31,761 (US$ 169.21). Average workers’ earnings
are shown pictorially in Fig. 11.4, fromwhich it is obvious that while formal wage-
employment and upper-tier informal wage-employment deliver better welfare
and livelihood to workers in terms of income, both lower-tier informal self-
employment and lower-tier informal wage-employment have minimal impact on
workers’ livelihoods.

5.2 Transition of workers across work status groups

Before examining the nature of transition among workers across work status
groups, we first describe their initial distribution across such status groups.
Table 11.2 presents the proportions of individuals in the different employment
status groups in the three survey waves. The lower-tier informal self-employed
had the highest average proportion of 61.4 per cent, followed by the formal
wage-employed (17.4 per cent) and lower-tier informal wage-employed (17.2 per
cent).

According to Table 11.3 (panel A), about 22.2 per cent of workers transited
from formal self-employment in Wave 1 to lower-tier informal self-employment
in Wave 2. Similarly, 22.2, 11.1, and 44.4 per cent of formal self-employed in Wave
1 transformed to formal wage-employed, informal upper-tier wage-employed,
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and informal lower-tier wage-employed status, respectively, in Wave 2. Conse-
quently, no formal self-employed workers in Wave 1 maintained the same status
in Wave 2 as they were all able to transit to other forms of employment. Of the
upper-tier informal wage-employed in Wave 1, the total proportion of those who
were able to move to different employment types in Wave 2 was 46.5 per cent, a
majority transiting to upper-tier informal wage-employment (28.3 per cent of the
total). Thus, the share of stayers (i.e. those who remained in their initial employ-
ment position)—calculated as the product of the highlighted diagonals and initial
size³—in the first wave was 1.2. Out of the lower-tier informal self-employed
in Wave 1, 0.1 per cent were able to move to formal self-employment, 0.8 per

Table 11.1 Mean workers’ earnings by occupational position and formality status

Average monthly earnings (Nigerian naira, NGN)
2010/11 2012/13 2015/16 Average

Formal self-employed 60,913 43,898 51,520 52,110
Formal wage-employed 115,916 82,898 78,906 92,573
Upper-tier informal self-employed 54,598 52,574 51,033 52,735
Upper-tier informal wage-
employed

88,905 72,442 27,000 62,782

Lower-tier informal self-employed 43,761 51,700 48,486 47,983
Lower-tier informal wage-
employed

32,860 47,823 14,600 31,761

Source: authors’ computation from the National Bureau of Statistics General Household Survey (NBS
GHS) data sets.

Table 11.2 Proportion of workers by work status across waves

2010/11 2012/13 2015/16

Self-employment
Formal 0.2 0.1 0.2
Informal upper-tier 2.3 1.7 3.9
Informal lower-tier 59.7 45.7 78.9
Wage-employment
Formal 19.1 16.2 16.9
Informal upper-tier 1.3 2.4 0.04
Informal lower-tier 17.4 33.9 0.1
Total 4,384 (100.0) 4,436 (100.0) 4,450 (100.0)

Source: authors’ computation from GHS data set.

³ The percentage of workers that moved from a particular work status in wave t + 1 multiplied by
the initial number of workers in that same work status in time t, divided by 100.
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cent to upper-tier informal self-employment, and 2.8 per cent to formal wage-
employment, whilst 34.8 per cent transited to lower-tier informal self-employment
byWave 2. The share of stayers was 36.5 per cent, a reflection of the low probability
of transition for that category of workers in Wave 1.

With regard to themovement of workers away fromwage-employment between
Waves 1 and 2, 16.2 per cent migrated to lower-tier informal self-employment and
2.6 per cent to upper-tier informal self-employment. The proportion of workers
who maintained their Wave 1 status within formal wage-employment was 68.8
per cent, while 8.6 per cent transited to lower-tier informal wage-employment
and 3.8 per cent migrated to upper-tier informal wage-employment. Therefore,
the proportion of those that stayed in formal wage-employment was 13.2 per
cent. Furthermore, 10.7 per cent of workers moved away from upper-tier informal
wage-employment to upper-tier informal self-employment, 1.8 per cent moved to
formal self-employment, and 53.6 per cent transited to formal wage-employment.
A total of 33.9 per cent maintained their original work status, leading to a 0.4
per cent share of stayers. Table 11.3 (panel A) also indicates a low probabil-
ity of transition for lower-tier informal wage-employed workers as only 39.8
per cent of them were able to move to other employment by Wave 2, while
60.1 per cent remained in their initial work status, that is, 10.5 per cent being
stayers.

As for the transition of workers across Waves 2–3, Table 11.3 (panel B) shows
that 50 per cent of workers retained their Wave 2 job status within formal



Table 11.3 Workers’ transition matrices across work status groups and waves

Note: The sum of each row is 100 per cent and each cell represents the distribution of workers at the row’s wave. The share of stayers represents those who remained in
their initial employment position, which is calculated as the product of the highlighted diagonals and initial size (the percentage of workers that moved from a particular
work status in wave t + 1 multiplied by the initial number of workers in that same work status in time t, divided by 100).
Source: authors’ computation from GHS data set.
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self-employment, while the remaining 50 per cent transited to formal wage-
employment. Consequently, the proportion of stayers in formal self-employment
was 0.05. About 82.7 per cent of workers retained their Wave 2 upper-tier infor-
mal self-employment status as against the 17.3 per cent that moved to formal
wage-employment by Wave 3; that is, the share of stayers in upper-tier informal
self-employment was 1.4 per cent. The percentage of workers who maintained
their status as informal lower-tier self-employed was 97.4, as only 0.2, 2.4, and
0.05 per cent migrated to formal self-employment, formal wage-employment,
and lower-tier informal wage-employment, respectively, by Wave 3. This gives a
proportion of stayers of 44.5 per cent for self-employed informal lower-tier.

The transition of workers from wage-employment shows that 0.4 per cent
moved from formal wage-employment to formal self-employment, 4.0 per cent
migrated to upper-tier informal self-employment, and 12.6 per cent to lower-
tier informal self-employment. The percentage of those that changed from formal
wage-employment to both upper-tier and lower-tier informal wage-employment
was 0.1. The percentage of formal wage-employed in Wave 2 that remained was
82.7, which translates to 13.4 per cent stayers. Furthermore, 32.7 and 27.1 per cent
of upper-tier informal wage-employed workers in Wave 2 migrated to upper-tier
informal self-employment and formal wage-employment, respectively, byWave 3.
The remaining 40.2 per cent upper-tier informal wage-employed retained their
status, yielding a proportion of 1.0 stayers. A very large percentage (92.8) ofWave 2
lower-tier informal wage-employed workers transited to lower-tier informal self-
employment by Wave 3, while 5.9 of the remainers moved into other forms of
employment. Therefore, only 1.3 per cent of lower-tier informal wage-employed
individuals in Wave 2 stayed in that status in Wave 3, equivalent to a proportion
of 0.4 per cent of stayers.

A notable issue arising from Tables 11.2 and 11.3 is the inconsistency in the
transition pattern, especially from wave 2 to 3, and specifically within the dif-
ferent wage-employments. This observed phenomenon is because of the data
set used for the analysis. First, the GHS 2015–2016 (Wave 3) is a bit different
from the two previous waves (Waves 1 and 2) in terms of the total number of
households and individuals covered as well as the prevailing socio-economic sit-
uation under which the survey was generated. The survey was conducted during
economic recession and a period of high-level unemployment. Second, the transi-
tion matrix reflects the proportion of individuals that transited from one wave to
the other and from their initial (original) employment status to another across
the waves. Finally, the definition and measurement of the different work sta-
tus groups classification used herein also contributed to the seemingly observed
inconsistences.
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Overall, we found that, on average and across all waves, the probability of tran-
siting from formal employment, whether self-employment or wage-employment,
to informal employment was low. Similarly, the probability of moving from infor-
mal to formal employment was very slim and even slimmer (and minimal)
for lower-tier workers. In addition, upper-tier informal wage-employed workers
appeared to have better chances of transiting to formal wage-employment. Con-
versely, there was a high rate of workers’ transition within informal employment,
in particular from lower-tier wage-employment to lower-tier self-employment.
Observably, due to their low level of education, the bulk of lower-tier informal
self-employed workers are locked down and unable to transit.

6. Regression results

6.1 Informal sector and livelihood

The descriptive analyses have shown that the informal sector accounts for the bulk
of total employment in the country (about 80 per cent), as depicted by the GHS
data set. The importance and contribution of the sector to workers’ livelihoods is
further investigated with regression estimates using earnings as ameasure of liveli-
hood. Regression results on the impact of various characteristics and work status
groups on workers’ earnings are presented in Table 11.4. The results for Wave 1
(model 1) indicate that both age of worker and its squares have no significant effect
on earnings. However, as we move from one wave to the next, age becomes more
important in earnings determination. Gender and marital status of workers also
have significant positive effects on earnings, specifically when such workers are
male and married. It is also found that all levels of education influence earnings
significantly in positive ways. Of importance is that the more an individual climbs
the education ladder, the higher their earnings rise. The results further indicate
that urban residence is a crucial factor in the determination of earnings.

Turning to the impact of the different work status groups and employment
categories on livelihood, results show that all have significant positive effects on
earnings. With reference to self-employment, the impact of each of the two tiers
of informal employment (upper and lower) outweigh that of formal employment,
the lower tier having the most effect. Within wage-employment, across the three
waves, informal lower-tier has the most significant impact on earnings, but the
impact of formal wage-employment is greater than that of informal upper-tier. By
implication, formal wage-employment has more relevance to livelihood than for-
mal self-employment. Not surprisingly, both lower-tier informal self-employment
and wage-employment have an overwhelmingly greater impact on livelihood
than all other job categories. This is further confirmation of the importance to
livelihood of the informal sector in Nigeria.



276 INFORMAL–FORMAL WORKERS’ TRANSITION IN NIGERIA

Table 11.4 Livelihood regression results

Variables 1 2 3

Age 0.001 0.021** 0.058***

(0.420) (2.231) (7.281)
Age squared −0.000 −0.000 −0.001***

(−0.259) (−1.580) (−6.248)
Male 0.446*** 0.350*** 0.206***

(8.662) (12.007) (8.489)
Married 0.984*** 0.159*** 0.333***

(13.095) (3.325) (8.238)
Education
Primary 0.260*** 0.139*** 0.023

(4.227) (3.808) (0.735)
Secondary 0.644*** 0.246*** 0.247***

(9.093) (6.257) (7.492)
Tertiary 2.392*** 0.769*** 0.803***

(19.171) (10.977) (14.294)
Work status
Formal self−employed 7.208*** 10.391*** 10.220***

(11.803) (22.134) (37.290)
Upper−tier informal self−employed 5.263*** 9.849*** 9.639***

(22.991) (77.849) (122.256)
Lower−tier informal self−employed 7.359*** 10.585*** 10.332***

(71.365) (168.709) (209.925)
Formal wage-employed 4.219*** 9.886*** 9.757***

(35.641) (139.507) (178.219)
Upper−tier informal
wage-employed

4.968*** 9.544*** 4.242***

(16.907) (79.013) (8.343)
Lower−tier informal
wage-employed

6.310*** 9.549*** 2.313***

(52.907) (146.160) (9.796)

Urban 0.469*** 0.092*** 0.182***

(7.792) (2.832) (6.848)
Constant 1.530*** −0.775*** −1.467***

(13.939) (−4.568) (−10.362)

Observations 10,798 7,967 7,724
Adjusted R-squared 0.383 0.811 0.883
F−statistics 480.5*** 2443*** 4167***

Note: 1, 2, and 3 represent Wave 1 (2010/11), Wave 2 (2012/13), and Wave 3 (2015/16) models;
* p < 0.1, ** p < 0.05, *** p < 0.01. T-statistics in parentheses. Dependent variable is workers’ earnings.
Source: authors’ calculations based on NBS GHS survey data sets.
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6.2 Dynamic transitions within informal employment

The dynamic movement of workers within informal employment is analysed by
examining the probability of transiting from one form of informal activity to
another across the different waves. Dynamic transitions within the informal sector
are subject tomany factors (see Folawewo andOrija 2020: Table 11.A8). The prob-
ability of movement of workers between different forms of informal employment
from Wave 1 to Wave 2 is given in models (1)–(3), while the likelihood regression
results for transition from Wave 2 to Wave 3 are presented in models (4)–(7).

The results show that the likelihood of transition from lower-tier self-
employment to lower-tier wage-employment becomes higher as the age of a
worker increases. In terms of gender, male workers are less likely to transit from
lower-tier self-employment to lower-tier wage-employment. Level of education is
found to be an important factor that increases the chance of worker transition
from lower-tier self-employment to lower-tier wage-employment, workers with
primary education having a better transition chance than those with secondary
education.Marital status and geographical location are also important factors that
influence the probability of transition from lower-tier self-employment to lower-
tier wage-employment, with a higher probability for married and urban dwellers.
The likelihood of workers’ movement from upper-tier self-employment to upper-
tier wage-employment is significantly influenced by age and geographical location.
The transition of workers from lower-tier wage-employment to lower-tier self-
employment between two waves is determined by their gender, educational level,
marital status, and geographical location. However, the more educated a worker
is, the less likely they are to move from lower-tier wage-employment to lower-tier
self-employment.

The results of workers’ transition within the various informal employment
status groups from Wave 2 to Wave 3 indicate that education and marital sta-
tus have important effects on the transition from lower-tier self-employment to
upper-tier self-employment. The probability of transiting from lower-tier wage-
employment to lower-tier self-employment is significantly determined by gender,
education, and marital status, the probability reducing for males and those with
secondary education. Only secondary education and marital status appear to
be important factors affecting the likelihood of transition from lower-tier wage-
employment to upper-tier self-employment. There is no factor that has a signifi-
cant effect on workers’ transition from upper-tier wage-employment to upper-tier
self-employment.

Overall, we find that workers are most likely to transit from an initial position
of lower-tier self-employment to lower-tier wage-employment or from upper-
tier self-employment to upper-tier wage-employment, particularly from Wave 1
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to Wave 2. We also see a very low probability of transition for lower-tier wage-
employed workers to lower-tier self-employed; there is a slight increase in the
probability from Wave 2 to Wave 3, and this is significantly influenced by educa-
tional level, especially for females. There is also little likelihood of transition from
both lower-tier and upper-tier wage-employment to upper-tier self-employment.
Consequently, we can say that there is a highly dynamic workers’ transition move-
ment within the different types of informal employment, especially among the
lower-tier segments, which corroborates Bosch and Maloney’s (2010) results.

6.3 Formal–informal employment transition

Analysis of transitions of workers between informal and formal employment is
done at both aggregate and disaggregated data levels by looking at the possibility
of reverse transitions; that is, we examine the likelihood of transition from for-
mal to informal employment as well as from informal to formal. The results of
the transition from informal to formal employment at aggregate data level show
that age, gender, and education are significant factors in such a transition (see
Folawewo and Orija 2020: Table 11.A9). Specifically, the results indicate that as
workers grow older, their likelihood of transiting from informal to formal employ-
ment becomes higher between Wave 1 and Wave 2 but lower between Wave 2
and Wave 3. Male workers have higher odds of transiting from informal to for-
mal employment than their female counterparts across all waves. This indicates
that men have better access to formal employment than women. The likelihood
of transition becomes higher as the level of education rises from primary to sec-
ondary and tertiary, suggesting education as amajor constraint tomovement from
informal to formal employment. The likelihood of transition from formal to infor-
mal employment is affected by similar factors to that of movement from informal
to formal but it is slimmer.

The results of our analysis of the transition of workers from different forms
of informal to formal employment across waves (disaggregated data analysis) are
given in Folawewo and Orija (2020: Table 11.A10). It can be observed that across
all waves, workers in the lower-tier segment of both informal self-employment
and wage-employment are likely to transit to formal wage-employment, the like-
lihood being significant for male workers and those with secondary education.
Obviously, there is also a likelihood of upper-tier informal wage-employed work-
ers transiting to formal wage-employment from Wave 2 to Wave 3, this likelihood
being higher than for lower-tier workers. This finding is consistent with Danquah
et al.’s (2019) evidence from four sub-Saharan African countries (Ghana, South
Africa, Tanzania, and Uganda).

The logistic regression results for movement of workers from formal wage-
employment to different types of informal employment is affected by age, gender,



ABIODUN O. FOLAWEWO AND OLUSEGUN A. ORIJA 279

education, and location (see Folawewo and Orija 2020: Table 11.A11, model 1).
The results suggest that there is a very low chance of transition for workers from
formal wage-employment to lower-tier informal self-employment across all waves.
This chance is even lower for male workers and those with secondary and ter-
tiary education. A higher chance of movement from formal wage-employment
to lower-tier informal wage-employment can be observed between Wave 1 and
Wave 2. Furthermore, the likelihood of workers transiting from formal wage-
employment to upper-tier informal formal wage-employment is much lower than
the movement to both lower-tier informal self-employment and lower-tier wage-
employment. Our results are similar to those of Danquah et al. (2019) but differ
from Bosch and Maloney (2010) and Slonimczyk and Gimpelson (2015).

In general, our results reveal that while the likelihood of workers moving from
informal to formal employment is high, the reverse is the case for movement
from formal to informal employment. It is also found that both self-employed
and wage-employed informal workers have a good chance of transiting to formal
wage-employment, the upper-tier wage-employed having a better chance. On the
other hand, there is little or no likelihood of the formal wage-employed transit-
ing to upper-tier informal self-employment. We also find no likelihood of formal
self-employed workers transiting to formal wage-employment.

7. Conclusions

In this study, we examined the impact of informal and formal employment on
livelihood in Nigeria. We also analysed the dynamicmovements of workers across
different employment types within the informal sector as well as the factors that
determine the probability of workers’ transition from informal to formal employ-
ment and vice versa. Three waves of the Nigerian GHS survey data were used, that
is, 2010–2011, 2012–2013, and 2015–2016. The data were analysed using binary
logistic regression.

The descriptive analysis indicates that the informal sector plays a more sig-
nificant role with respect to its impact on workers’ livelihoods as more workers
are engaged in informal employment than in the formal sector. In addition,
informal employment has assumed an upward trend over time, while there has
been a continuous decline in formal employment. Furthermore, we find that
self-employment is the dominant form of employment in Nigeria, the lower-tier
informal segment providing the largest chunk of employment. We also find that,
while highly educated individuals are concentrated in formal wage-employment,
relatively few of them are in upper-tier informal wage-employment and for-
mal self-employment. Of importance is the fact that a majority of the informal
self-employed and informal wage-employed lack social security coverage, which
makes them vulnerable. This indicates the need for policy frameworks that ensure
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the provision of social security and a safety net for the large pool of workers found
in informal employment, whether self-employed or wage-employed.

Further analysis of the data reveals that formal wage-employed and upper-tier
informal wage-employedworkers are better off thanworkers in other forms of self-
employment and wage-employment as they earn higher incomes. This suggests
the imperative for policymakers to design income support programmes for low-
incomeworkers, with particular reference to the lower-tier informal self-employed
and wage-employed. Another important finding of our study is the constraint
imposed by a low level of education on lower-tier informal self-employed and
lower-tier informal wage-employed workers, which prevents them from transit-
ing to formal employment. Consequently, an education upgrade becomes perti-
nent for this set of workers—through either continuous education or on-the-job
training.

As expected, we find a high rate of dynamic movement of workers within the
various forms of informal employment, particularly among lower-tier workers in
both self-employment and wage-employment. The study further shows that both
self-employed and wage-employed informal workers have the likelihood of tran-
siting to formal employment. However, the chance of moving from informal to
formal employment is much higher for upper-tier wage-employed workers. More
importantly, whereas there is a high chance of transition forworkers from informal
employment to formal, the chance is much lower for the reverse transition from
formal to informal employment. An important policy implication of these find-
ings is the need for the creation of better working conditions for informal workers.
This would greatly enhance the welfare of informal workers and encourage them
to stay within their employment, given the limited employment opportunities in
the formal sector.
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1. Introduction

Inmany sub-Saharan African countries, informal forms of economic activity is the
norm as it captures over 90 per cent of all economic units (ILO 2018). Most busi-
nesses in sub-SaharanAfrica (SSA) are informal in theway they operate, andmajor
and essential economic activities such as public transport operations, market cen-
tres, and food processing are dominated by informal businesses (see Sacchetto
et al., 2020). Informal economic activity in SSA is not limited to some sectors or
aspects of the economy—it is far reaching, covering all genders, age groups, and
sectors. For instance, a census of business establishments in Ghana shows that
90 per cent of businesses in Ghana are informal (GSS 2015). Informal activities
also contribute significantly to economic growth—with estimates ranging from 30
to 65 per cent of gross domestic product (GDP) in many SSA countries (Charmes
2016). Following from the patterns of structural change in many SSA countries,
where we see labour moving out of agriculture into informal jobs in both services
and manufacturing, it is expected that informalization may increase in the future
(Rodrik 2016).

As discussed in Chapter 1, there is an increasing consensus in recent theoret-
ical and empirical studies that recognizes the extent of heterogeneity in informal
work (see, e.g. Perry et al. 2007; Echevin and Murtin 2009; Chen 2012; Grimm
et al. 2012; De Vreyer and Roubaud 2013; Radchenko 2017; Basu et al. 2018). For
example, within informal wage-employment, one may observe workers employed
as casual labourers in poorly paid unskilled jobs, at the lower end, along with
skilled workers employed in better-paid jobs that are not covered by labour legis-
lation or social protection provisions but nevertheless require some professional
training to obtain these jobs. Similarly, within informal self-employment, one
may observe subsistence own-account or household entrepreneurs, often referred
to as ‘penniless entrepreneurs’ (see Banerjee and Duflo 2007) or the ‘reluctant

Michael Danquah, Simone Schotte, and Kunal Sen, Informal–formal transitions in work status in sub-Saharan Africa.
In: The Job Ladder. Edited by Gary S. Fields, T. H. Gindling, Kunal Sen, Michael Danquah, and Simone Schotte,
Oxford University Press. © UNU-WIDER (2023). DOI: 10.1093/oso/9780192867339.003.0012
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self-employed’ (see Basu et al. 2018), along with larger and more productive
non-household enterprises employing hired labour, sometimes referred to as ‘con-
strained gazelles’ and ‘top performers’ (see Grimm et al. 2012). This internal
duality between a ‘lower-tier’ and a ‘upper-tier’ in informality can be observed
both in wage-employment and self-employment.

A key issue concerning the persistence of informality in the labour markets of
many SSA countries is whether informality itself—especially in lower-tier work—
is a persistent state such that the most disadvantaged workers are locked in a
situation of inferior pay and conditions or whether informality is a transient state
that all workers are roughly equally likely to experience at some point through-
out their working life. Closely related to this is the question of whether informal
employment provides a ‘stepping stone’ towards formal positions or, on the con-
trary, presents a ‘dead end’ without better job perspectives, with the result that
informal workers either stay in this position or drop out of the labour force
(Slonimczyk and Gimpelson 2015).

In this chapter, we examine the likelihood of workers moving from lower-tier
to upper-tier informal work and to formal work (and vice versa), as well as the
earning implications of such transitions, using comparable panel data for four
countries in SSA—Ghana, South Africa, Tanzania, and Uganda. Our results show
high persistence in the lower-tier segment of informality, where self-employed
workers in particular tend to remain locked in a situation of inferior pay and
conditions. Informal wage jobs, by contrast, can present a stepping stone into
formal employment relationships, especially for those in themore dynamic upper-
tier segment. We find a relatively strong segmentation between wage-employment
and self-employment in the SSA case, with few workers exiting formal or upper-
informal wage-employment for self-employment. Finally, we also find a significant
earnings gain for workers who make the transition from lower-tier employment
to upper-tier employment.

This chapter contributes significantly to the discussions on the nature, magni-
tude, and direction of employment transition patterns in the informal economy in
SSA, where our knowledge of such transitions is limited. A strength of our analy-
sis is the comparative nature of our study, which allows us to assess whether the
patterns of transitions that we observe is specific to one country context or holds
true for other countries in our sample. The location of the countries in our study—
in Western Africa (Ghana), Eastern Africa (Tanzania and Uganda), and Southern
Africa (South Africa)—provides a basis for making generalizable claims on the
patterns of mobility within and across the informal economy in SSA. The four are
among the few SSA countries for which at least two waves of household panel data
are available and where variable definitions can be harmonized across countries.

The chapter is organized as follows. Section 2 presents a brief description of the
data, work status classification, and methodology, whilst section 3 describes the
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patterns of employment mobility using transition matrices. Section 4 presents the
results from the econometric analysis and section 5 concludes.

2. Data, work status classification, and methodology

This study is based on the employment modules of living standard household
surveys from four SSA countries: Ghana (Ghana Socioeconomic Panel Survey,
GSPS), South Africa (National Income Dynamics Study, NIDS), Tanzania (Tan-
zania National Panel Study, TZNPS), and Uganda (Uganda National Panel Study,
UNPS). In addition to the geographic focus on SSA, the choice of countries is
based on the share of employment outside of smallholder agriculture and the
availability of at least two recent waves of nationally representative panel data
with individual-level information on demographic characteristics, labour earn-
ings, and employment, including direct or indirect information concerning the
individual’s formality status in employment. For reasons of data availability and
cross-country comparability, we focus the analysis on the two most recent waves
of panel data available in each of the four countries under study. The data were
collected between 2010 and 2017 with a two-to-four-year time gap between panel
waves.¹ The sample is restricted toworkers in primeworking age (15–64 years old).
We convert the labour earnings reported for different time periods to monthly
earnings based on reported working times.²

The work status classification schema for identifying formality status and tiers
for both wage-employment and self-employment follows the earlier description in
Chapters 1 and 2 of this book and can also be found in Danquah et al. (2019). The
detailed presentation of the methodology outlining the analysis of employment
transitions, labour income dynamics, and initial employment and attrition is also
available in Danquah et al. (2019).

3. Descriptive analysis

A key strength of our analysis is its comparative nature. The countries included
in our study cover different regions—Western Africa (Ghana), Eastern Africa
(Tanzania and Uganda), and Southern Africa (South Africa)—as well as the
different levels of development—including middle-income (South Africa), lower
middle-income (Ghana), and low-income (Tanzania and Uganda) countries.

¹ A full reference to the sources of the data for the four countries are available in Danquah et al.
(2019).

² All income data is deflated to 2010 prices and, for reasons of cross-country comparability, con-
verted to international dollars using the World Bank’s purchasing power parity conversion factor for
private consumption. Income levels above the 99th percentile of the distribution are considered out-
liers and replaced by the cut-off value. Only individuals working and reporting strictly positive cash
income are included, whereas in-kind income is not taken into consideration. Agricultural income
generated by family farms is excluded from the analysis as data on agricultural revenues and costs are
relatively noisy.
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In this section, we assess the differences and commonalities in the composition
of employment across these four countries, both from a static and dynamic
perspective.

3.1 Composition of employment

The summary statistics presented inTable 12.1 show the aggregated distribution of
workers in employment by work status. As widely established in the literature, the

Table 12.1 Distribution of workers by work status (percentage)

(a) Proportion of employment by work status
Ghana South

Africa
Tanzania Uganda

Wage-employed Formal 13.2 56.7 11.7 11.7
Informal Upper-tier 5.3 8.9 3.3 10.8

Lower-tier 18.9 21.4 28.6 26.0

Self-employed
Formal 8.9 4.0 9.1 3.1
Informal Upper-tier 11.9 5.4 3.9 5.8

Lower-tier 41.8 3.7 43.4 42.6
Total 100 100 100 100

(b) Proportion of formal vs informal employment
Ghana South

Africa
Tanzania Uganda

Formal 22.1 60.6 20.7 14.9
Informal Upper-tier 17.2 14.3 7.2 16.6

Lower-tier 60.7 25.1 72.0 68.6
Total 100 100 100 100

(c) Proportion of upper-tier informality in informal employment
Ghana South

Africa
Tanzania Uganda

Upper informal in total informal
employment

22.1 36.4 9.1 19.4

Upper informal in informal
self-employment

22.2 59.7 8.2 11.9

Upper informal in informal
wage-employment

22.0 29.4 10.5 29.4

Note: For each country, summary statistics are compiled for the initial wave of panel study under
study. Workers employed on family farms have been excluded from the analysis.
Source: authors’ calculations based on survey data from Ghana Socioeconomic Panel Survey (GSPS)
2009–2010, Tanzania National Panel Survey (TZNPS) 2010–2011, Uganda National Panel Study
(UNPS) 2010–2011, and National Income Dynamics Study (NIDS) 2014–2015.
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Table 12.2 Change in distribution of workers by work status, balanced panel

(a) Change (ppts) in proportion of employment by work status
Ghana South

Africa
Tanzania Uganda

Wage-employed
Formal 1.7 −0.4 5.0 −2.7
Informal Upper-tier −2.5 1.6 −2.4 0.0

Lower-tier −3.8 −3.3 −0.4 0.7

Self-employed
Formal 0.8 2.0 −2.8 1.3
Informal Upper-tier −1.5 −0.5 0.7 0.5

Lower-tier 5.3 0.6 −0.1 0.3

(b) Change (ppts) in proportion of formal and informal employment
Ghana South

Africa
Tanzania Uganda

Formal 2.5 1.5 2.3 −1.5
Informal Upper-tier −4.0 1.1 −1.7 0.5

Lower-tier 1.5 −2.6 −0.5 1.0

(c) Change (ppts) in proportion of self-employment
Ghana South

Africa
Tanzania Uganda

Self-employed 4.6 2.1 −2.2 2.1

Source: authors’ calculations based on survey data from GSPS 2009/10−2013/14, TZNPS
2010/11−2012/13, UNPS 2010/11−2011/12, and NIDS 2014/15−2017.

composition of the workforce in South Africa differs remarkably from the employ-
ment structure observed in poorer SSA countries. In South Africa, we observe
that 60.6 per cent of those in non-farm employment are formally employed (see
Table 12.1). By contrast, in Ghana and Tanzania, only about 20 per cent and,
in Uganda, 16.6 per cent of those employed in non-farm activities are in formal
employment, which means that about 80 per cent of the non-farm employment in
these three countries is informal.Most of the informalworkers in these three coun-
tries are in lower-tier informal self-employment, accounting for more than 40 per
cent of all non-farm employment. The latter share would be yet substantially larger
if family farms were included in the analysis (forming part of the lower-tier seg-
ment of informality), raising the informality rate in Tanzania and Uganda to just
above 90 per cent. Complementary tables on the proportion of employment by
work status, including family farms and unemployment, is available in Danquah
et al. (2019).
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The main difference thus consists in the relative absence of lower-tier infor-
mal self-employment in South Africa compared to the three other countries. This
difference can be attributed to two factors. First, South Africa’s economy pro-
vides relatively more employment opportunities in the formal economy. Second,
in South Africa, a larger share of workers can afford to be openly unemployed
(23.3 per cent) compared to the three poorer countries (below 2 per cent), where
workers revert to survivalist self-employment strategies in the absence of other job
opportunities and sufficiently developed social protection systems.

We observe no large changes in these country-level employment structures
between survey waves (see Table 12.2). In Ghana, South Africa, and Uganda, the
share of individuals in self-employment in the balanced panel (workers employed
in non-farm activities in both panel waves) moderately increased, while it slightly
decreased in Tanzania. Ghana, South Africa, and Tanzania show an increase in
the aggregate rate of formal employment among the balanced panel by 1.5–2.5
percentage points (ppts). In Ghana and Tanzania, this was mainly driven by a rise
in the share of formal wage-employment, mirrored by a decline in the upper-tier
segment of informal wage work. By contrast, in South Africa and Uganda, we see
an expansion in formal self-employment, accompanied by a moderate decline in
formal wage-employment. These relatively small changes in aggregate shares tend
to mask substantial mobility of workers across employment categories, which is
discussed in section 4.

Table 12.3 presents three additional descriptive features of our data. First,
we find that informal employment is more common among younger workers.
Second, women tend to be under-represented in formal wage-employment and
self-employment and to be importantly over-represented in lower-tier informal
employment. Finally, workers with secondary or tertiary education are over-
represented in formal employment, while workers who have either no educa-
tion or only completed primary schooling are dominantly found in informal
employment.

We also analyse labour market earnings across the six aggregate groups and
work status groups for all countries. The mean monthly earnings (in 2005 PPPs)
for the six aggregate groups for all four countries shows that formally employed
workers earn more than informally employed workers. Wage-employees earn
more on average than the self-employed, whilst upper-tier informal workers earn
more than lower-tier informal workers (see Fig. 12.1).

Disaggregating further using the six work status groups, the job ladder in Fig.
12.2 shows the mean monthly earnings (in 2005 PPPs) by work status for Ghana,
South Africa, Tanzania, and Uganda. The highest earning status in Ghana, South
Africa, and Tanzania is the formal wage-employed whilst the informal upper-tier
self-employed has the highest earning in Uganda. Across all countries, the lowest
earning status is the lower-tier informal self-employed.
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Table 12.3 Average worker characteristics by work status

(a) Average age (years)
Ghana South

Africa
Tanzania Uganda

Wage-
employed

Formal 43.5 37.5 40.5 36.1

(0.53) (0.16) (0.52) (0.71)
Informal Upper-tier 36.4 35.6 33.4 34.7

(0.82) (0.37) (1.00) (0.84)
Lower-tier 38.4 35.4 30.3 30.5

(0.46) (0.25) (0.35) (0.53)
Self-
employed

Formal 41.5 41.3 37.5 34.8

(0.64) (0.72) (0.54) (1.29)
Informal Upper-tier 40.3 40.2 34.7 38.8

(0.53) (0.54) (0.83) (0.95)
Lower-tier 40.8 38.6 31.0 34.8

(0.29) (0.69) (0.33) (0.47)
Total 40.5 37.2 32.7 34.1

(0.19) (0.12) (0.20) (0.29)

(b) Share of female workers (%)
Ghana South

Africa
Tanzania Uganda

Wage-
employed

Formal 33.7 41.5 32.5 41.3

(2.41) (0.75) (2.15) (3.77)
Informal Upper-tier 30.0 57.0 35.5 34.3

(3.55) (1.65) (4.33) (3.80)
Lower-tier 33.8 44.3 34.0 26.8

(1.91) (1.09) (1.55) (2.12)
Self-
employed

Formal 47.9 45.8 36.0 39.7

(3.24) (3.00) (2.83) (6.60)
Informal Upper-tier 50.0 40.3 25.4 29.4

(2.67) (2.25) (3.73) (4.25)
Lower-tier 81.7 58.4 63.9 47.9

(1.08) (2.96) (1.31) (1.85)
Total 56.8 44.2 46.7 38.9

(0.90) (0.55) (0.87) (1.19)

(c) Share of workers with secondary or tertiary education (%)
Ghana South Africa Tanzania Uganda

Wage-
employed

Formal 52.2 63.7 36.4 60.1

Continued
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Table 12.3 Continued

(3.02) (0.74) (2.29) (3.88)
Informal Upper-tier 37.8 55.5 39.9 59.7

(4.04) (1.66) (4.76) (4.09)
Lower-tier 19.1 28.0 1.2 11.8

(1.76) (0.98) (0.36) (1.66)
Self-
employed

Formal 18.6 69.3 2.4 42.9

(2.80) (2.78) (0.91) (6.74)
Informal Upper-tier 10.0 28.6 3.3 37.3

(1.82) (2.07) (1.56) (4.59)
Lower-tier 8.3 33.0 1.7 12.2

(0.95) (2.82) (0.38) (1.29)
Total 19.0 52.5 7.1 25.8

(0.83) (0.55) (0.47) (1.13)

Note: For each country, summary statistics are compiled for the initial wave of panel study under
study. Standard errors of mean values in parentheses.
Source: authors’ calculations based on survey data from GSPS 2009–2010, TZNPS 2010–2011, UNPS
2010–2011, and NIDS 2014–2015.

3.2 Patterns of transitions

We nowmove from the preceding static assessment to a dynamic perspective. The
transition matrices in Table 12.4 report the probabilities with which workers are
observed in a certain work status at the end of the period, conditional on their
initial state. Accordingly, the elements in the main diagonal give the probabilities
of staying in the same work status, while the elements outside the main diagonal
give the probabilities of moving to a different work status. The share of stayers,
defined as the proportion of workers who remain in their work status, is calculated
as the product of the highlighted diagonals and the initial share of workers in the
respective category.We observe the highest employmentmobility inGhana, where
just about 50 per cent of all initially employed individuals were observed in the
same work status at the end of the period. In the other three countries, the same
was true for about 60 per cent of all workers.

The transition patterns vary considerably across countries. However, a com-
monality observed is that employment stability tends to be highest among the
formally wage-employed. This may partly be attributed to these jobs being reg-
ulated and protected by existing legal standards. In South Africa and Tanzania,
around 80 per cent of all workers in formal wage-employment remain in this work
status from one survey wave to the next. This share is somewhat lower in Ghana,
at 65.1 per cent, and lowest in Uganda, at 48.3 per cent.
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(a) Ghana (b) South Africa

(c) Tanzania (d) Uganda
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Fig. 12.1 Mean monthly labour earnings (in PPPs, 2005) across six aggregate groups
Note: For each country, summary statistics are compiled for the initial wave of panel study under
study. Standard errors of mean values in parentheses.
Source: authors’ calculations based on survey data from Ghana Socioeconomic Panel Survey (GSPS)
2009/10–2013/14, Tanzania National Panel Survey (TZNPS) 2010/11–2012/13, Uganda National
Panel Study (UNPS) 2010/11–2011/12, and National Income Dynamics Study (NIDS)
2014/15–2017.

Labour turnover tends to be higher in formal self-employment, with impor-
tant differences observed across countries. In South Africa, among the formally
self-employed, 50.8 per cent stay in this state, 13 per cent move into formal wage-
employment, 23 per cent move into upper-tier informality, and only 13.2 per cent
move into lower-tier informality (being either self-employed or wage-employed).
On the contrary, only around 30 per cent of the formally self-employed in Ghana,
Tanzania, andUganda remain in formal self-employment fromone survey wave to
the next, while up to 40 per cent move into lower-tier informal self-employment.
While these movements may partly be explained by reporting errors, business
instability is assumed to also play a major role.
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(a) Ghana

(c) Tanzania
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Fig. 12.2 Mean monthly labour earnings (in PPPs, 2005) across six work status
groups
Note: For each country, summary statistics are compiled for the initial wave of panel study under
study. Standard errors of mean values in parentheses.
Source: authors’ calculations based on survey data from Ghana Socioeconomic Panel Survey (GSPS)
2009/10–2013/14, Tanzania National Panel Survey (TZNPS) 2010/11–2012/13, Uganda National
Panel Study (UNPS) 2010/11–2011/12, and National Income Dynamics Study (NIDS)
2014/15–2017.
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Furthermore, inGhana, Tanzania, andUganda, we observe high stability within
lower-tier informal self-employment, with around two-thirds of the respective
workers staying in this segment. The ‘stickiness’ in this segment reflects the lim-
ited alternative job opportunities available to workers in this group. Notably, when
including family farming under lower-tier informal self-employment activities in
the destination state, we observe an even higher level of persistence in this seg-
ment. Hence, a non-negligible share of workers may draw on a combination of
self-employment in agriculture and in lower-tier non-agricultural informality (see
Danquah et al. 2019 for additional information).

In Tanzania and Uganda, we observe a similar level of stagnation within
lower-tier informal wage-employment, with about 80 per cent of the respective
workers either remaining in this category or moving into lower-tier informal
self-employment. In Ghana and South Africa, higher mobility out of lower-tier
informalwage-employment into formalwage-employment is observed, suggesting
that for about 20 per cent of all workers in this group, lower-tier informal wage-
employment can present a stepping stone into formal employment relationships.
This may imply that workers take on informal employment to gain work expe-
rience (either voluntarily or due to the limited supply of formal (or regular) job
opportunities) beforemoving into better-paying activities. Itmay also reflect infor-
mation asymmetries, where employers first employworkers informally to test their
abilities before providing formal contracts. Furthermore, in all four countries,
those in upper-tier informality are more likely to move into formality compared
to those in lower-tier informality. This difference tends to be more pronounced
among the wage-employed.

4. Regression analysis

We begin this section with a short discussion of the estimation results of the
selected equations capturing initial employment and panel retention. Subse-
quently, we focus on the dynamics in employment status and labour income.

4.1 Initial employment and attrition

The subset of workers who were employed in non-farm activities in the initial
panel wave, as opposed to working on a family farm or being unemployed, ranges
from 78.1 per cent in South Africa, 51.7 per cent in Ghana, and 34 per cent in
Uganda to 33.2 per cent in Tanzania. Panel retention rates among the active work-
force are highest in South Africa (75.9 per cent) and lowest in Tanzania (69.1 per
cent).



Table 12.4 Transition matrices across work status groups



Table 12.4 Continued



Note: Each row indicates work status in the base period, and each column in transition matrices indicates work status in the next period; transition matrix rows sum to
100. The likelihood of staying in the same employment status conditional on the base year employment status is highlighted in grey. The share of stayers (proportion of
workers who remain in their work status) is calculated as the product of highlighted diagonals and initial size.
Source: authors’ calculations based on survey data from GSPS 2009/10−2013/14, TZNPS 2010/11−2012/13, UNPS 2010/11−2011/12, and NIDS 2014/15−2017.
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For the propensity of initial employment in non-farm activities, we use a binary
variable identifying household heads (as opposed to other household members)
as an instrument. Across countries, heads of household are significantly more
likely to be initially employed in non-farm activities, while the variable is validly
excludable from the main employment transition equation.

Finding a valid instrument for the propensity of panel retention that is available
across countries proved difficult. Following a similar approach to Schotte et al.
(2018), for South Africa, Tanzania, andUganda—where at least one previous wave
of panel data is available—we use a binary variable indicating whether the respon-
dent was a sample member in the previous survey wave. In Ghana, identification
relies on the non-linear form of the inverse Mills ratio. A full description of the
estimation strategy and additional results are available in Danquah et al. (2019).

4.2 Employment transitions

Table 12.5 presents the conditional transition probabilities estimated from the
multinomial logit regression. The average marginal effects in each column are
calculated by destination work status in t = 1. The reference status that is used
as both transitions’ starting point and destination is lower-tier informal self-
employment.Wepool the data for all countries so that the displayed results present
cross-country average marginal effects. To ensure that the somewhat different
employment structure and transition patterns observed in South Africa compared
to the three other countries are not driving the results (see section 3.1), we re-
estimate the regression excluding South Africa, finding largely similar results. We
also test how our results change when including family farms (under lower-tier
informal self-employment) and unemployment as additional destination states
and further explore the coefficient estimates of our control variables using a con-
densed ordered logit specification. All the regression estimates are provided in
Danquah et al. (2019).

The average marginal effects on initial work status reported in the upper panel
of Table 12.5 can be read similarly to the conditional transition probabilities of
a transition matrix.³ In this sense, the coefficient estimates on being in employ-
ment state k = {1,…, 5} at time t = 1, conditional on being observed in the same
state k at time t = 0 (main diagonal) give an indication of the degree of persistence
or state dependence in employment status that is not explained by differences in
education, age, gender, and geographic location (Gong et al. 2004; Liu 2015).

³ The likelihood ratio test rejects the null hypothesis that the dynamic factors play no role; that is,
the lagged labour states are jointly significant (p-value of 0.0000) and also, in most cases, individually
significant.



Table 12.5 Employment transitions

Multinomial logistic regression No. of observations = 7,816
Average marginal effects on work status in t = 1 Log likelihood = −7851.1291
Base outcome: lower-tier informal wage-employed Pseudo R-squared = 0.3353

(1) (2) (3) (4) (5)
VARIABLES Formal

wage-employed
Upper-tier
informal
wage-employed

Lower-tier
informal
wage-employed

Formal self-
employed

Upper-tier
informal
self-employed

Work status in t = 0 (base: lower-tier informal self-employed)
(1) Formal
wage-employed

0.628*** 0.037** −0.066** −0.128*** −0.096***

(0.028) (0.016) (0.033) (0.014) (0.029)
(2) Upper-tier informal
wage-employed

0.293*** 0.192*** 0.044 −0.099*** −0.078***

(0.026) (0.015) (0.033) (0.014) (0.028)
(3) Lower-tier informal
wage-employed

0.153*** 0.062** 0.264*** −0.104*** −0.062**

(0.008) (0.024) (0.042) (0.016) (0.025)
(4) Formal self-employed −0.045* −0.007 −0.079*** 0.227*** 0.043

(0.026) (0.023) (0.020) (0.033) (0.044)
(5) Upper-tier informal
self-employed

−0.012 0.028 −0.023 0.016 0.201***

(0.024) (0.022) (0.030) (0.014) (0.056)
Level of education (base: no schooling)
Primary 0.053*** 0.001 −0.089*** 0.023*** 0.001

(0.018) (0.009) (0.025) (0.006) (0.004)

Continued



Table 12.5 Continued

Multinomial logistic regression No. of observations = 7,816
Average marginal effects on work status in t = 1 Log likelihood = −7851.1291
Base outcome: lower-tier informal wage-employed Pseudo R-squared = 0.3353

(1) (2) (3) (4) (5)
VARIABLES Formal

wage-employed
Upper-tier
informal
wage-employed

Lower-tier
informal
wage-employed

Formal self-
employed

Upper-tier
informal
self-employed

Post-primary 0.121*** 0.011 −0.160*** 0.050*** 0.004
(0.023) (0.026) (0.033) (0.005) (0.005)

Secondary 0.196*** 0.008 −0.223*** 0.052*** −0.002
(0.025) (0.022) (0.034) (0.003) (0.012)

Post-secondary 0.246*** 0.026 −0.283*** 0.096*** −0.000
(0.028) (0.022) (0.036) (0.020) (0.012)

Tertiary 0.342*** −0.001 −0.337*** 0.107*** −0.016
(0.024) (0.019) (0.041) (0.038) (0.020)

Age 0.003 −0.002 −0.010*** 0.006 0.000
(0.003) (0.002) (0.003) (0.004) (0.002)

Age squared (x0.01) −0.002 0.002 0.009*** −0.006 −0.001
(0.004) (0.003) (0.003) (0.005) (0.003)

Female −0.037*** 0.029*** −0.008 −0.021*** −0.016***

(0.009) (0.003) (0.011) (0.005) (0.001)
Urban 0.029*** −0.027*** 0.015 0.007 −0.013***

(0.006) (0.007) (0.018) (0.009) (0.004)



Country (base: Ghana)
South Africa 0.122*** 0.037*** 0.005 −0.010 −0.020***

(0.006) (0.007) (0.012) (0.006) (0.003)
Tanzania 0.112*** −0.033*** −0.019*** 0.017*** −0.036***

(0.018) (0.004) (0.006) (0.002) (0.005)
Uganda −0.106*** 0.099*** 0.011 −0.018*** 0.007***

(0.005) (0.010) (0.007) (0.002) (0.002)
Sample selection
Panel retention −0.044** −0.019** −0.026* −0.007 −0.009
from t = 0 to t = 1 (0.020) (0.009) (0.015) (0.011) (0.013)
Employed (non-farm) 0.011 −0.002 0.010 0.005 −0.025**

in t = 0 (0.012) (0.021) (0.022) (0.014) (0.010)

Note: * p < 0.1, ** p < 0.05, *** p < 0.01. Standard errors clustered at the country level in parentheses.
Source: authors’ calculations based on survey data from GSPS 2009/10–2013/14, TZNPS 2010/11–2012/13, UNPS 2010/11–2011/12, and NIDS 2014/15–2017.
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Interestingly, we find a relatively strong segmentation between wage-
employment and self-employment. Workers in formal self-employment are most
likely to remain in this state or move into informal self-employment. By con-
trast, transitions from formal self-employment to formal wage-employment are
rare and even less likely to occur than a move from lower informal to formal
wage-employment. Similarly, we find a high degree of persistence in formal wage-
employment, which is expected given the prevalence of permanent contracts in
this groups.

More surprising is the observation that workers originating from formal wage
jobs do not display an elevated likelihood of moving into formal or upper-tier
informal self-employment, as some of the literature on Latin America would sug-
gest (Maloney 1999; Bosch and Maloney 2010). Our evidence thus does not lend
support to the hypothesis that workers use the human capital acquired in formal
wage jobs to set up own businesses and benefit from greater flexibility and inde-
pendence. While workers in lower-tier informal wage jobs are more likely than
other wage workers to move into self-employment, we still observe an important
extent of segregation between wage-employment and self-employment, even in
the lower-tier of informality.

As expected, workers in upper-tier informal jobs have significantly higher
chances of moving into formal wage jobs than those in the lower tier. It is
worthwhile noting that the same does not apply within self-employment, where
lower-tier and upper-tier informal workers display a similar (not statistically dif-
ferent) conditional likelihood to formalize. However, this does not imply that both
groups face the same obstacles to formalization, which in the upper tier may partly
be explained by choice.

We find that even after controlling for differences in education, location, age,
and initial work status, women are less likely than men to be formally employed.
They are more likely to engage in lower-tier informal self-employment or to
work in upper-tier informal wage jobs, which excludes them from the social pro-
tection benefits associated with formal wage-employment. This may partly be
explained by a higher preference for more flexible job arrangements but may also
be attributable to the difficulty of females finding jobs in the formal economy. Our
results, obtained using the ordered logit specification, confirm that women, on
average, face a higher likelihood of dropping out of formal jobs and slip into upper-
tier and particularly lower-tier informality more often than men (see Danquah
et al. 2019 for details).

Moreover, we find that higher levels of education are associated with a higher
likelihoodofworking formally (seeTable 12.5).When excluding SouthAfrica from
the sample, we furthermore observe that higher levels of education are associ-
ated with a higher likelihood of being in upper-tier rather than lower-tier informal
wage-employment. Interestingly, the correlation between educational attainment
and formality status is stronger in wage-employment than in self-employment.
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Fig. 12.3 Labour income dynamics
Note: Each point shows the estimated marginal effect on changes in log earnings by initial and
destination employment state, with ‘Informal lower’ and ‘Wage-employed’ being the base categories.
The dashed lines show the 95 per cent confidence intervals.
Source: authors’ calculations based on survey data from Ghana Socioeconomic Panel Survey (GSPS)
2009/10–2013/14, Tanzania National Panel Survey (TZNPS) 2010/11–2012/13, Uganda National
Panel Study (UNPS) 2010/11–2011/12, and National Income Dynamics Study (NIDS)
2014/15–2017.

From this, we conclude that the lack of schooling presents an important barrier
to attaining formal or upper-tier informal wage jobs, while, on the business side,
other barriers, such as access to credit, may play an additional role.

4.3 Labour income dynamics

Finally, we investigate changes in labour earnings by initial and destination work
status. The main estimated effects are displayed in Fig. 12.3. To keep the number
of transition categories manageable for illustrative purposes, we separately control
for formality status and tier (formal vs upper-tier informal vs lower-tier informal)
and occupational position (wage-employment vs self-employment). The observed
patterns are consistent with an alternative specification that splits the sample by
initial work status. The full regression results are presented in Danquah et al.
(2019).

We estimate that workers who transition from lower-tier informal employment
to upper-tier informal employment on average experience a 9.5 per cent rise in
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earnings relative to those who stay in the same category. As expected, a larger
positive earnings effect of 20.6 per cent is found for those who move into formal
employment. These effects are somewhat smaller than the coefficients estimates
derived from the fixed-effects panel regression model.⁴ Based on our findings,
we cannot reject the hypothesis that the earnings premium (or penalty) associ-
ated with moving from one work status to another is symmetric to the penalty (or
premium) associated with the reverse move.

All other things being equal, the largest inter-temporal change in earnings is
experienced by those who were initially in formal employment and sustained this
status over time. This may partly be attributable to unobserved individual charac-
teristics of workers in this group but may also reflect a premium on experience in
this labour market segment. Interestingly, while workers moving from formal to
upper-tier informal employment experience a less favourable change in earnings
compared to those who remain formal, they still tend to be better off than those
whowere already initially in upper-tier informal employment andmaintained this
status.

Furthermore, we observe that transitions from self-employment to wage-
employment are not significantly associated with an earnings premium. Transi-
tion from wage-employment to self-employment tend to come with an earnings
penalty, which, however, is not statistically significant.

5. Conclusions

Using panel data from Ghana, South Africa, Tanzania, and Uganda, this chapter
offered a comparative perspective on the composition of employment in four SSA
countries and documented the transition patterns between formal and informal
employment and across different forms of informality, distinguishing between
wage-employment and self-employment. Our analysis revealed that the distinc-
tion between lower-tier and upper-tier informal work is consequential in terms of
both employment and earnings dynamics.We found that, for most workers, infor-
mal work, especially in the lower tier, rather presents a ‘dead end’ than a ‘stepping
stone’. This particularly applies to workers in lower-tier informal self-employment,
who often remain in this position of inferior pay and conditions. Across countries,
upper-tier informality presents a more dynamic state, with a higher proportion
of workers formalizing than in the lower tier. However, when controlling for
differences in educational attainment and other worker characteristics, the gap
in the likelihood of moving into formal self-employment from either upper-tier

⁴ These suggest that, on average, upper-tier informal employment is associated with an earnings
premiumof 18.3 per cent and formal employmentwith an earnings premiumof 31.4 per cent compared
to lower-tier informality.
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or lower-tier informal self-employment shrinks and becomes insignificant. On
the contrary, workers in upper-tier informal wage jobs have significantly higher
chances of moving into formal wage jobs than those in the lower tier. This result
may partly be explained by formal employers using an informal employment rela-
tionship as a screening device before providing formal contracts. Moreover, we
find that workers who transition from lower-tier to upper-tier informal employ-
ment on average experience a rise in earnings. This positive earnings effect is yet
larger for those who move into formal employment.

As expected, employment stability tends to be highest among the formally
wage-employed. This can be attributed to these jobs being regulated and pro-
tected by existing legal standards. By contrast, formal self-employment is a much
more dynamic state, with particularly high mobility into lower-tier informal
self-employment being observed in Ghana, Tanzania, and Uganda. While these
movementsmay partly be explained by reporting errors, business instability prob-
ably plays a major role. Interestingly, we find a relatively strong segmentation
betweenwage-employment and self-employment; that is, transitions between self-
employment and wage-employment are comparatively rare and mainly occur in
the lower tier of informality. Exiting formal or upper-informal wage-employment
for self-employment is not common, particularly among better-educated workers.

Following from the findings, policymakers would first need to recognize the
heterogeneity in informal work and devise policies that are not necessarily a
‘one-size-fits-all’ approach to the informal economy. Second, given the limited
alternative job opportunities available, particularly to those in lower-tier infor-
mal self-employment, our findings suggest that specific policy measures that seek
to enhance the livelihoods of workers in this most disadvantaged segment may
be more relevant in the sub-Saharan context as compared to policies that aim to
reduce the regulatory barriers to formalization.
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The evolution of vulnerable employment

in Egypt, Jordan, and Tunisia
Shireen AlAzzawi and Vladimir Hlasny

1. Introduction

Youths in the Middle East and North Africa (MENA) face notoriously precarious
employment prospects. Youth unemployment there is the highest in the world, at
23 per cent in Arab states and 30 per cent inNorthern Africa in 2019.¹ Youth unem-
ployment in the Arab states was also the fastest growing in the world, increasing
from 19.5 to 23 per cent, between 2012 and 2020.² Unemployment among young
women in the region is more than twice that of young men, reaching 42 per cent,
and has been growing at a much faster rate than that of young men (ILO 2020b).

While youth unemployment is a major problem in the region, a more alarming
issue is that even those who are employed tend to work in vulnerable jobs that are
informal, lacking job security and stability, paid leave, social and health insurance,
and safety (WEF 2012). The share of youth in informal employment is as high as
85 per cent in Arab states (87.5 per cent in northern Africa), far higher than that for
adults (61 per cent) (ILO 2020a). Arab states have the highest youth–adult gap in
the world in terms of informal employment, which reflects the worsening labour
market conditions available to youths compared to older cohorts. Such vulnerabil-
ities are often closely associated with and reinforce multiple dimensions of social
and economic deprivation, as well as entrenched inequality of opportunity and
income, and may persist across generations.

There are a number of well-known structural faults in theMENA region’s labour
markets that stem primarily from the strong state of duality between ‘good’ for-
mal jobs, in both the public and private sectors, and ‘bad’ informal jobs. This
duality is a direct result of the state-led industrialization model that existed in
the 1950s through the 1970s in most of these economies. This contract started

¹ The International Labour Organization (ILO) defines ‘Arab states’ as consisting of the Arab
countries in Asia and reports separate statistics for North African Arab countries.

² Youth unemployment in Northern Africa stayed almost the same between 2012 and 2020 (ILO
2020a).
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to fray and disappear by the 1980s, following exchange rate and budget crises that
forced most of these economies to move towards neoliberal economic develop-
ment. The availability of formal public-sector jobs gradually declined over the
next several decades without a parallel increase in formal private-sector jobs, leav-
ing new labour market entrants at a considerable disadvantage compared to older
cohorts (Assaad 2014). In Egypt, Jordan, and Tunisia, for example, job creation
and access to formal jobs have all deteriorated over the past several decades, while
the share of irregular wage work has increased (Assaad and Krafft 2015; Assaad
et al. 2019; Shahen et al. 2020).

Restrictive employment contract laws andhigh ratios of formalminimumwages
to mean wages in some MENA countries push down labour demand and are
harmful to employment (Agénor et al. 2004). At the same time, the large pool of
unemployed workers aspiring to formal jobs empowers large corporate employers
to exert power over their hiring, restraining employment. Recent studies for Egypt
and Jordan have concluded that the type of higher education, a measure of human
capital and skill, has a lower effect on the employers’ choice of the limited num-
ber of hires from large applicant pools than circumstances such as background
and social class (Krafft and Assaad 2016; Assaad et al. 2018). The aspiration of
attaining a public-sector job discourages young MENA workers of higher socio-
economic standing from considering lower-quality jobs (Assaad et al. 2010; Egel
and Salehi-Isfahani 2010). By contrast, those without the advantage of connec-
tions must make do with informal and irregular private-sector jobs or are forced
to migrate to sustain their livelihoods (Binzel 2011; Hlasny and AlAzzawi 2018).

International development agencies—such as theWorld Bank, ILO, andUnited
Nations Development Programme—have long recognized the value of accounting
forwork statuswithin employment.Whenmost jobs available to a particular group
are informal jobs, members of the group face a higher level of instability and risk
in various aspects of their lives. It is therefore crucial to study the prevalence of
such vulnerable jobs and their evolution over time.

In this chapter, we contribute to the literature by examining the prevalence,
incidence, and evolution of vulnerable employment in three MENA countries—
Egypt (1998, 2006, 2012, 2018), Jordan (2010–2016), and Tunisia (2014)—during
periods of far-reaching economic and social change.³We utilize panel labourmar-
ket data spanning twenty years in Egypt (from the Egypt Labour Market Panel
Survey (ELMPS) for the years 1998, 2006, 2012, and 2018), six years in Jordan
(from the Jordan Labour Market Panel Surveys (JLMPS) for 2010 and 2016), and

³ This chapter is an extension of our previous Economic Research Forumworking paper (AlAzzawi
and Hlasny 2018) by extending the analysis to an additional country (Tunisia) and adding results for
the most recent data for Egypt (2018). In addition, it utilizes different definitions of youth and non-
youth and extends the static and dynamic analysis in several dimensions.
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retrospective labour market data for Tunisia (from the Tunisian Labour Market
Panel Survey (TLMPS) for 2014) (OAMDI 2019).

In Egypt, the period under study was initially characterized by a strong push
towards economic reform, trade opening, and privatization of publicly owned
firms, followed by the 2008 economic crisis and a surge of popular discontent
leading to the 2011 uprising and the 2011–2014 political changes. The 2018 survey
followed a series of significant currency devaluations in January 2013,March 2016,
and notably November 2016, which hit the most vulnerable households particu-
larly hard (AlAzzawi andHlasny 2019a). In Jordan, the period under study started
withwidespread discontent due toworsening living conditions and spans the post-
Arab Spring period and civil war in Syria, when Jordan absorbed a large fraction of
refugees, representing a sizeable shock to its labour market. In Tunisia, the period
under study is in the immediate aftermath of the Jasmine revolution in the winter
of 2010–2011, at a time when the political situation had largely stabilized and the
economywas steadily growing, raising the hope that youth employment prospects
would improve (Stampini and Verdier-Chouchane 2011).

These data allow both static and dynamic analysis of workers’ vulnerability at
multiple points in their careers and enable us to differentiate between cohorts by
age and gender. We are able to follow the same individuals over time, examining
the dynamics of starting out in a vulnerable job and the prospects of eventually
exiting into a decent job.

The rest of this chapter is organized as follows. We first review relevant lit-
erature, data sources, and concept definitions in sections 2 and 3. Section 4
describes the empirical approaches taken to isolate the driving factors of individu-
als’ employment vulnerability and employment mobility, directly followed by the
presentation of our findings. Section 5 reiterates the key conclusions and policy
implications.

2. Related literature

The unemployment rate among MENA region youths is the highest and fastest-
growing relative to other world regions (Pieters 2013). Kabbani and Kothari
(2005) confirmed that MENA region youths faced poor employment prospects
and that societal and enterprise social norms and childbearing breaks from the
labour market contributed to the particularly precarious conditions for women.
More recent research has relied on survey microdata to assess the outcomes of
various social groups. Majbouri (2017) contrasted mobility in expenditures per
capita in Egypt and Jordan and found mobility in Egypt to be low in absolute
terms as well as compared to Jordan.
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Assaad and Krafft (2015) used ELMPS 1998–2012 data to assess labour mar-
ket conditions for workers of all ages. They identified large differences in working
conditions, job stability, and risk of falling into poverty across workers of differ-
ent employment types. Informal workers were among themost vulnerable. Assaad
and Krafft (2014) analysed youth workers’ transitions from school to the labour
market. Workers’ employment prospects were found to be constrained by non-
meritocratic recruiting practices by employers and a skills mismatch. Women’s
personal circumstances, such as family resources and childbearing plans, also
affected their labour market achievements.

Public-sector jobs have diminished in recent years as the main employment
type in Egypt and Tunisia, signalling the governments’ efforts to reform and
rewrite the social contract in light of economic challenges (El-Haddad 2020). At
the same time, private-sector positions have become less likely to confer bene-
fits and contracts (Amer 2012, 2015; Assaad 2012). The prospect of public-sector
employment is particularly low among Egyptian youths as the legal age for hiring
in the public sector has increased and employers have been explicitly encouraged
to hire older workers. The role of connections in securing public-sector jobs in
Egypt has also grown since the 1990s for both men and women (Barsoum and
Abdalla 2020).

In Jordan, young workers are highly immobile and unable to transition from
informal to formal jobs, although they can move between formal private- and
public-sector jobs. Jordanian women are particularly vulnerable because of the
diminishing public-sector employment, lack of accommodation for their needs
in private-sector jobs, and sluggish reform of labour laws (Mryyan 2012; Assaad
et al. 2014). The share of youths not in employment, education, or train-
ing is high compared to developing countries in other world regions for both
sexes but particularly for females (Pieters 2013). Meanwhile, vulnerability in
employment has various socio-economic repercussions for the MENA region,
including for youths’ economic well-being, marriage prospects, education, men-
tal health, and the prevalence of conflict and violence (Fehling et al. 2016;
Ehab 2019).

Our study contributes by examining the drivers of vulnerable employment
among young workers and their prospects for job mobility. We assess the impact
of workers’ circumstances and labour market experience on their wage earnings,
their prospect of attaining a decent first job, and their prospect of attaining bet-
ter jobs in the following years. Multiple waves of high-quality panel surveys for
Egypt (four waves) and Jordan (two waves) and one wave for Tunisia are used to
gauge workers’ circumstances, follow the outcomes of workers over time, and link
the outcomes of fathers to those of their offspring. To our knowledge, this is the
only study that examines the dynamics of vulnerable employment among MENA
youths.
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3. Data used

Our data are from the 1998, 2006, 2012, and 2018 waves of the ELMPS, the
2010 and 2016 waves of the JLMPS, and the 2014 TLMPS. These high-quality
representative labour market surveys were conducted, harmonized, and made
available by theEconomicResearchForum (ERF) (OAMDI2019).⁴ These data are
ideal for our analysis as they cover workers’ labour earnings, occupation, educa-
tion, household assets, various demographics, and linked information about their
parents.

3.1 Employment vulnerability

The first task of this study is to identify measures that capture the monetary and
non-monetary aspects of workers’ vulnerability in the labour market. Using the
panel dimension of our surveys, we compare youth and non-youth workers in the
initial period and how their outcomes evolved in later years.

We classify workers as vulnerably employed if they engage in unpaid family
work, self-employment (without employing others), irregular wage work (casual
or seasonal work), or informal private-sector work (defined as lacking a contract
or social security). These workers share undesirable working conditions including
a lack of contracts, lack of benefits, low job security, and a lack of any form of social
protection from shocks.⁵

Our analysis distinguishes between youth (aged 15–29)⁶ and non-youth work-
ers (aged 30–59) and follows the respective groups across ranges of years. The
1998 cohort of Egyptian workers are followed over eight years, to 2006 (when the
youths were 23–37 years of age); after another six years, to 2012 (when they were
29–43); and after another six years, to 2018 (when they were 35–49). We there-
fore follow the ‘1998 youths’ over an extensive part of their careers. We follow the
‘2006 Egyptian youths’ across six years, to 2012, when they were 21–35, and to
2018, when they were 27–41. The ‘2012 Egyptian youths’ are followed to 2018,
when they were 21–35. We also follow the ‘2010 Jordanian youths’ over the next
six years, to 2016, when they were 21–35. The comparison group encompasses
those aged 30–59 in each survey wave, who are followed across six years in Jordan
and up to 20 years in Egypt.

⁴ See the appendix in AlAzzawi and Hlasny (2020) for a detailed description of the surveys used in
the analysis.

⁵ The World Bank (2020) defines the vulnerably employed group as the sum total of unpaid family
workers and the self-employed. This is a lower bound of our definition. Danquah et al. (2019), address-
ing informal employment, included all irregular, unpaid, and self-employment, notably excluding
self-employment in registered businesses. As we acknowledge, however, business registration infor-
mation is not available in our data sets. Moreover, the bulk of self-employment in the MENA region is
deemed to be precarious, so this study considers all the self-employed (without employing others) to
be vulnerable.

⁶ We extend the age of youths to encompass workers who were 15–29 instead of the traditional 15–
24. Many youths are students or military draftees until their early 20s. Restricting the age to below 24
would disregard the working status of these youths.
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4. Main analysis and results

The following sections appraise workers’ employment status andmobility in detail
and estimate the bearing of workers’ circumstances on these outcomes. The cor-
responding analytical approaches are briefly introduced in each section, followed
directly by a discussion of their results.

4.1 Static analysis of employment status and vulnerability

Wefirst briefly describe workers’ current employment sector, distinguishing youth
versus older cohorts and males versus females. This analysis encompasses those
who were unemployed and those out of the labour force as these status groups
are particularly prevalent among women.⁷ We find that in Egypt, overall, youths
are less likely to have formal job, whether public or private, than older men, while
women, both youth and non-youth, were overwhelmingly out of the labour force
altogether, except for a small minority of older women in formal employment. The
likelihood of formal employment declined steadily over the twenty years under
consideration for all groups, while that of the vulnerable job categories decreased
steadily for men. Women largely stayed out of the labour force.

A slightly better employment picture emerged initially for Jordan with young
men being equally likely to have formal jobs as older men but slightly more likely
to be in vulnerable jobs. By 2016, however, the share of young men in vulnerable
employment had shrunk dramatically and instead the share out of the labour force
increased to over 25 per cent. As in Egypt,most Jordanianwomen stayed out of the
labour force unless they were in the small group formally employed. In Tunisia,
youths were substantially more likely to be unemployed than to be in any other
employment status, both compared to oldermen and compared to both Egypt and
Jordan. Women were, once again, mostly out of the labour force regardless of age.

Mean monthly earnings of workers in each employment status for youths
and non-youths (see AlAzzawi and Hlasny 2020: Table 13.1a) also confirm that
youths are disadvantaged in terms of earnings compared to non-youths in every
employment status and especially in vulnerable employment categories.

4.2 Dynamic analysis of employment outcomes

Next, cross-tabulations between two sets of outcomes allow us to gauge workers’
performance as a function of their pre-existing circumstances. Workers’ current
employment status is linked to their past employment status (Fig. 13.1)

⁷ See AlAzzawi and Hlasny (2020: Figs 13.A1a–d for Egyptian youth in 1998–2018, A2a–b for
Jordan, A2c for Tunisia).
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Fig. 13.1 Employment sector transitions, male non-student youth
Source: authors’ illustrations based on the Egypt Labour Market Panel Survey (ELMPS) 1998–2018,
the Jordan Labor Market Panel Survey (JLMPS) 2010–2016, and the Tunisia Labor Market Panel
Survey (TLMPS) 2014 (OAMDI 2019).
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Figure 13.1 reports the employment transitions for 1998 Egyptian male youths
in the year 2006 (Fig. 13.1i), 2006 male youths in 2012 (Fig. 13.1ii), and 2012male
youths in 2018 (Fig. 13.1iii). Figure 13.1iv shows this for 2010 Jordanian male
youths in 2016.⁸ The results for Egypt (Figs 13.1i–iii) show very weak intertempo-
ral mobility to formal public- or private-sector jobs. Between 56 and 68 per cent of
those in vulnerable employment in 1998 remained so by 2006. At the same time,
66–88 per cent of those who started in formal jobs in 1998 had kept them in 2006.
With the benefit of hindsight, young graduates in 1998 who aspired to eventually
find decent work would have been advised to hold out in their search of formal
jobs—that is, if they had the luxury of choice. By remaining unemployed or out
of the labour force, they had a 19–29 per cent probability of finding formal jobs
by 2006, compared to an 18–23 per cent probability if they had accepted informal
work in 1998.

Between 2006 and 2012, the prospect of transitioning from an informal job to
a formal job was similarly slim (10–21 per cent) and even lower than among the
unemployed or economically inactive workers (19–31 per cent). At the same time,
the prospect of formal job workers keeping their status was high (59–82 per cent).
Between 2012 and 2018, the situation deteriorated even further, with over 75 per

⁸ Longer-term transitions for Egyptian youths mapping their employment transitions from 1998 to
2012 and from 2006 to 2018 also reveal a very high level of persistence of employment vulnerability,
even after such long work experience. See AlAzzawi and Hlasny (2020: Fig. 13.A3.)
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cent of those who started out in 2012 in a vulnerable job unable to exit it by 2018
and, even more alarming, over 40 per cent (65 per cent) of those who had for-
mal private jobs (were employers) in 2012 moving to vulnerable jobs by 2018.
The prospect of transitioning from informal to formal jobs was somewhat higher
during the period 1998–2006 than during the period 2006–2012. It declined once
again during the period 2006–2018.

Figure 13.1iv reports the transitions for Jordanian male youths during the
period 2010–2016. These youths were substantially more likely to move to for-
mal positions during the period 2010–2016 than Egyptian youths across all years.
Fewer than 40 per cent of Jordanians started out in vulnerable jobs, while more
than 60 per cent of Egyptians did so across all the years considered. Many Jor-
danians, however, chose unemployment or an inactive status in 2016 rather than
accepting vulnerable positions. Even though Egyptian youths were worse off in
terms of being stuck in vulnerable jobs, Jordanians were leaving the labour force
all together instead of holding on to precarious employment. At the same time,
almost 70 per cent of formally employed workers in 2010 kept their formal status
in 2016.

Only one survey wave is available for Tunisia (Fig. 13.1v), but this survey con-
tains retrospective questions regarding workers’ employment and student status
in 2011. Tunisian youths were as unlikely to move to formal jobs during the
period 2011–2014 as Egyptians during the period 2006–2012. Of the 46 per cent of
Tunisian young men who started in vulnerable jobs over this period, only 15 per
centmoved on to formal private- or public-sector jobs, while 62 per cent remained
in vulnerable positions and 23 per cent became unemployed or exited the labour
force. At the same time, of the 17 per cent of formally employed male youths in
2011, 76 per cent kept their formal status in 2014.

4.3 Cross vulnerabilities: parents’ wealth and education versus
job outcomes

We next evaluate the association between household wealth or parents’ educa-
tion, on the one hand, and workers’ current employment status, on the other.
Following a growing body of literature, we use principal component analysis to
impute households’ wealth as an alternative indicator of workers’ circumstances
and vulnerability (AlAzzawi and Hlasny 2019b; Hlasny and AlAzzawi 2019).

Egyptian youths (Figs 13.2i–2vii) from lowerwealth-quintile families are shown
to have beenmore likely to end upwith vulnerable employment, particularly irreg-
ular wage and informal work (Figs 13.2i–iv). Formal employment wasmost preva-
lent among the wealthiest quintile. Interestingly, there weremore unemployed and
inactive male youths in the middle quintile in 1998 and 2006 compared to 2012,
when middle-wealth youths were more prone to accept informal and particularly
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irregular wage work. Finally, between 2012 and 2018 more of the youths in the
lower wealth quintiles were employed in informal private jobs than irregular wage
work compared to previous years.

In Jordan, formal jobs were slightly more evenly distributed across wealth
quintiles in 2010 (Figs 13.2v–vi). The highest-quintile group had only a minor
advantage in its propensity for attaining formal public jobs but a large advantage
in attaining formal private positions. As many as one-third of youth in the second
and third quintiles were employed in the public sector, in contrast to the poor
employment outcomes of non-privileged Egyptian youths. Employment vulnera-
bility also had similar prevalence across all quintiles of wealth in 2010. By 2016,
employment among Jordanian youths had shrunk across all quintiles. The share
of unemployed and economically inactive did not appear to follow any simple pat-
tern against wealth quintiles: the outcomes were almost equally prevalent across
all quintiles.

In Tunisia (Fig. 13.2vii), the share of young workers who were either unem-
ployed or inactive was much higher for the lower quintiles (and compared to the
1998–2018 Egypt and 2010 Jordan cohorts). The prevalence of formal jobs was
only significantly different for the top wealth quintile, which again points to a high
degree of inequality of access to good jobs.

The relationship between fathers’ education and children’s employment out-
comes (not shown to save on space) reveals a relatively similar pattern,with father’s
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education being far more important in Egypt than in Jordan and Tunisia as a
determinant of employment status.⁹

4.4 Earnings vulnerability

We next assess the labour income vulnerability of Egyptian and Jordanian youths.
We use current labour market earnings for regular wage workers to evaluate the
prevalence of low labour earnings and earnings mobility. This analysis cannot be
performed for Tunisia as only one point in time is available.

For Egypt and Jordan, we use two benchmarks to identify low earnings: a rela-
tive one, based on belonging to the lowest earnings quintile, and an absolute one,
based on comparing labour earnings to a government-set low earnings line (LEL).
The LELs are taken from official poverty lines (PL) obtained from Jordanian DOS
(2010), the World Bank (2016), and CAPMAS (2018). To compute an individual-
level monthly LEL, the annual PL/capita is divided by 12 and multiplied by the
household-level dependency ratio as each worker typically supports more than
one family member.¹⁰

Table 13.1 shows vulnerability in labour earnings according to both the relative
and absolute benchmarks, distinguishing young and older workers. According to
the LELs, across all years in Egypt, youths are 1.5–2.5 times more likely than non-
youths to have labour earnings among the lowest quintile or to be low earners.

In Jordan in 2010, youths were also twice as likely to be in the lowest quintile
or low earners relative to the LEL. By 2016, this had changed, however, and
there was no significant difference between youths and non-youths. For both
categories, there was a one in four chance of being in the bottom quintile and
about 3 per cent were earning below the LEL. In Tunisia, youths were also at a
significant relative disadvantage compared to non-youths, with 1.5 times as many
in the bottom quintile as non-youths. For both categories, about 4 per cent were
earning below the LEL.

⁹ See AlAzzawi and Hlasny (2020: Fig. 133) and accompanying discussion for full details. We also
examine the long-term persistence of employment vulnerability across the years, given their initial
family wealth and their father’s education, 6–20 years prior. For Egypt, we find that even after a long
period of work experience, both family wealth and father’s education play an extremely large role in
workers’ employment outcomes. For Jordan, higher wealth was also associated with higher employ-
ment vulnerability 6 years later but also higher unemployment and inactivity, while father’s education
did not seem to play a very prominent role in employment status. (We cannot perform the same analy-
sis for Tunisia since we only have one survey wave.) These results are available in AlAzzawi andHlasny
(2020: Figs A4, A5).

¹⁰ See appendix in AlAzzawi and Hlasny (2020) for detailed information on the poverty lines and
construction of the LELs for each country.
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Table 13.1 Relative and absolute earnings vulnerability
(percentage)

Non-student
youths: 15–29

Non-youths:
30–59

All

Country Relative earnings vulnerability: lowest quintile
Egypt 1998 earnings 29.73 13.61 19.23

2006 earnings 34.87 13.13 21.28
2012 earnings 26.70 16.30 19.89
2018 earnings 28.22 16.87 20.15

Jordan 2010 earnings 29.01 15.69 21.35
2016 earnings 26.55 25.49 25.85

Tunisia 2014 earnings 28.90 17.29 20.41
Absolute earnings vulnerability: low earners compared to LEL

Egypt 1998 earnings 18.11 6.90 10.71
2006 earnings 14.38 5.33 8.69
2012 earnings 9.30 5.72 6.93
2018 earnings 10.14 8.11 8.65

Jordan 2010 earnings 4.02 1.35 2.49
2016 earnings 2.36 2.91 2.73

Tunisia 2014 earnings 4.82 3.90 4.15

Source: authors’ calculations based on ELMPS 1998–2018, JLMPS 2010–2016,
TLMPS 2014 (OAMDI 2019).

4.5 The effects of workers’ circumstances on employment outcomes

To investigate the standalone role of workers’ various circumstances, we estimate
multinomial logistic regressions of workers’ employment status on the conditions
in their youth, 6–20 years prior (Assaad et al. 2014; Assaad and Krafft 2014).
The contribution of this study is to analyse the detailed occupational distribu-
tion among youths and non-youths separately using longitudinal data in pooled
surveys. We thus derive the changes in labour market prospects for youths and
non-youths over time, mitigate the potential endogeneity of workers’ circum-
stances by using their backgrounds from previous survey waves, and mitigate
heteroskedasticity in the estimations due to latent heterogeneity across workers.

Multinomial logit regressions are used to fit the probability that an individual
will attain a specific value of a dependent variable—here, employment status—
compared to the probability of a baseline value—remaining economically inactive.
This baseline was selected as a natural state among fresh graduates contemplat-
ing whether to begin job hunting and can be thought of as the least-preferred
state, which is helpful for interpreting regression parameters. The model takes the
values of regressors, estimates outcome-specific parameters on those regressors
using maximum likelihood, and computes the probabilities of all the alternative
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outcomes. The outcome with the greatest probability of occurring is set as the
estimated outcome.

Tables 13.2–13.4 report the main regression specifications estimated on pooled
surveys for each country, separately for youth and non-youth workers for Egypt,
Jordan, and Tunisia. Table 13.2 shows the estimates for the pooled 2006–2018
ELMPSs, where workers’ employment outcomes in 2006–2018 are linked to
their circumstances in 1998, 2006, or 2012. As expected, workers’ employment
prospects are associated positively with their age, albeit with a slowly diminishing
rate. Female workers have significantly lower employment prospects than men in
all types of jobs and even have a lower probability of being unemployed relative
to their high risk of being out of the labour force.

Being literate and having a higher educational attainment increases the prospect
of attaining formal employment in the public or private sector but has a surpris-
ingly modest effect on other types of employment. Above-intermediate education
has the strongest effect across most employment types. Formal employment is the
only occupation status where higher education offers systematically positive and
significant (marginal) returns among youth as well as non-youth workers, so that
secondary and tertiary school graduates have the highest odds of being employed
there. Interestingly, the secondary- and tertiary-educated workers also have a
high risk of being unemployed, suggesting that these workers may be rejecting
inferior opportunities in search of formal employment. Among female workers,
education typically offers higher returns in terms of their prospects of being eco-
nomically active than among men because most education–gender interaction
terms—except for the model of unpaid family work but including the model of
unemployment—are positive. The effect is strongest for the prospects of formal
employment and unemployment and at the above-intermediate and tertiary edu-
cation level. As, formen, this suggests that higher-educated women join the labour
force but shun inferior job opportunities in search of formal employment.

Several results stand out related to workers’ family backgrounds. Household
wealth has a negative effect on workers’ employment prospects, except for the
prospect of becoming an employer, where it has no effect. Interestingly, the
wealth effect is as high among non-youth workers as among youths. Family wealth
thus has lifelong implications for workers’ employment. Fathers’ education and
employment status, by contrast, play a greater role in the employment prospects
of youth workers. Fathers’ higher education is associated with a lower probabil-
ity of informal employment and self-employment among their offspring, espe-
cially among youths. Fathers’ employment status has a strong effect on children’s
employment prospects, with the interesting finding that fathers who are employers
are more likely to have children who are self-employed or unpaid family workers
or who become employers themselves. These children are significantly less likely
to hold formal or informal paid work or to be searching for work.



Table 13.2 Multinomial logit regressions on pooled ELMPS 2006–2018 data, youth v. non-youth

Youth Non-youth
Self-
employed/
unpaid
family
worker

Informal +
irregular

Public +
formal
private

Employer Unemployed Self-
employed/
unpaid
family
worker

Informal +
irregular

Public+
formal
private

Employer Unemployed

Age–min (age) 0.423*** 0.580*** 0.666*** 0.740*** 0.222*** 0.191*** 0.215*** 0.290*** 0.286*** 0.244***

(0.041) (0.041) (0.045) (0.056) (0.045) (0.040) (0.049) (0.040) (0.054) (0.070)
Age–min (age)
squared

−0.011*** −0.017*** −0.016*** −0.018*** −0.007*** −0.003*** −0.005*** −0.004*** −0.005*** −0.005***

(0.001) (0.002) (0.002) (0.002) (0.002) (0.001) (0.001) (0.001) (0.001) (0.001)
Female = 1 −3.099*** −5.776*** −5.412*** −5.943*** −3.242*** −2.818*** −5.328*** −5.900*** −5.390*** −3.758***

(0.189) (0.225) (0.411) (0.377) (0.326) (0.131) (0.161) (0.237) (0.179) (0.299)
Reads and
writes

0.409 0.516** 1.324*** 0.625* 1.028*** 0.165 −0.193 0.682*** −0.052 0.188

(0.309) (0.262) (0.323) (0.340) (0.397) (0.216) (0.200) (0.206) (0.203) (0.360)
Less than
intermediate

0.033 0.098 0.737*** 0.063 −0.043 0.224 −0.305* 0.937*** −0.290 0.519*

(0.219) (0.192) (0.242) (0.252) (0.339) (0.185) (0.174) (0.184) (0.181) (0.311)
Intermediate −0.155 −0.129 0.994*** −0.239 0.387 0.516** 0.236 2.072*** −0.027 0.574*

(0.182) (0.162) (0.207) (0.224) (0.306) (0.200) (0.190) (0.207) (0.204) (0.304)
Above
intermediate

1.032*** 0.782** 2.664*** 0.817*** 1.779*** 1.192*** 0.126 2.475*** 0.011 1.938***

(0.352) (0.322) (0.339) (0.401) (0.428) (0.422) (0.421) (0.399) (0.443) (0.578)
University + 0.242 0.046 2.055*** 0.196 1.844*** 0.369 −0.261 2.767*** 0.226 0.873**

(0.226) (0.196) (0.233) (0.272) (0.322) (0.267) (0.264) (0.259) (0.270) (0.410)



Reads and
writes x female

−0.855** 0.566 −1.315 0.475 0.288 −0.451 0.225 1.230*** −0.736 0.278

(0.405) (0.433) (0.925) (1.060) (0.507) (0.297) (0.446) (0.434) (0.650) (0.609)
Less than
intern x female

0.098 0.345 0.325 −0.478 1.129*** −0.968*** 0.477 1.017*** −0.038 0.713

(0.277) (0.315) (0.504) (0.624) (0.409) (0.240) (0.295) (0.347) (0.400) (0.438)
Intermediate x
female

−0.090 1.201*** 1.896*** 0.587 2.385*** −0.850*** −0.142 2.521*** −0.413 2.068***

(0.221) (0.253) (0.423) (0.502) (0.341) (0.229) (0.280) (0.282) (0.349) (0.369)
Above intern x
female

−2.051*** 1.171*** 1.446*** 0.695 1.648*** −2.552*** −0.390 2.707*** −0.407 1.260*

(0.635) (0.452) (0.524) (0.821) (0.470) (0.832) (0.851) (0.462) (0.863) (0.679)
University x
female

−0.462 2.793*** 3.364*** 0.964 2.167*** −1.128** 1.347*** 3.401*** 0.441 2.555***

(0.317) (0.283) (0.430) (0.590) (0.351) (0.547) (0.442) (0.310) (0.531) (0.448)
Household
wealth

−0.174*** −0.351*** −0.101** −0.087 −0.140*** −0.195*** −0.441*** −0.150*** 0.110 −0.357***

(0.054) (0.046) (0.050) (0.080) (0.051) (0.052) (0.061) (0.058) (0.070) (0.094)
Household size 0.059*** 0.056*** 0.012 −0.038 −0.001 0.024 −0.016 −0.057*** 0.011 −0.062*

(0.014) (0.013) (0.014) (0.023) (0.013) (0.017) (0.021) (0.019) (0.020) (0.032)
Female-headed
head of
household

−0.088 0.239*** 0.085 0.269* 0.139 −0.023 0.233* 0.148 0.355** 0.194

(0.106) (0.088) (0.090) (0.149) (0.087) (0.119) (0.140) (0.115) (0.171) (0.187)

Continued



Table 13.2 Continued

Youth Non-youth
Self-
employed/
unpaid
family
worker

Informal +
irregular

Public +
formal
private

Employer Unemployed Self-
employed/
unpaid
family
worker

Informal +
irregular

Public+
formal
private

Employer Unemployed

Highest years
of education in
household

−0.054*** −0.083*** −0.019 −0.060*** −0.050*** −0.032** −0.039*** −0.009 −0.024 −0.042*

(0.014) (0.013) (0.015) (0.022) (0.016) (0.013) (0.014) (0.017) (0.017) (0.023)
Father reads
and writes

−0.115 −0.127 −0.017 0.026 −0.034 −0.033 −0.073 0.094 −0.011 −0.101

(0.093) (0.081) (0.088) (0.134) (0.093) (0.086) (0.099) (0.087) (0.104) (0.147)
Father <
intermediate

−0.217* −0.164* −0.019 −0.123 0.023 −0.047 −0.259* 0.090 0.089 0.040

(0.118) (0.096) (0.101) (0.167) (0.102) (0.135) (0.149) (0.116) (0.166) (0.198)
Father <
intermediate +

−0.324** −0.490*** −0.011 −0.079 0.010 −0.215 −0.263 −0.000 −0.003 −0.003

(0.141) (0.107) (0.107) (0.199) (0.104) (0.190) (0.209) (0.134) (0.213) (0.234)
Father
university +

−0.849*** −0.692*** −0.007 −0.353 −0.208 0.102 −0.560* −0.229 0.512* −0.055

(0.221) (0.148) (0.136) (0.266) (0.139) (0.273) (0.326) (0.178) (0.284) (0.384)
Father
employer

0.562*** −0.198** −0.371*** 0.719*** −0.225*** 0.413*** −0.105 −0.059 0.715*** −0.190

(0.085) (0.077) (0.085) (0.124) (0.086) (0.076) (0.088) (0.073) (0.095) (0.149)
Father
self-employed

0.228** −0.165* −0.385*** 0.179 −0.212** 0.226** −0.071 −0.268*** 0.248** 0.087

(0.112) (0.099) (0.109) (0.169) (0.104) (0.093) (0.110) (0.093) (0.118) (0.181)



Father unpaid
family
worker/non-
employed

−0.127 0.219* 0.180 0.114 0.204 −0.100 0.350 −0.145 −0.237 −0.092

(0.174) (0.130) (0.135) (0.238) (0.130) (0.284) (0.279) (0.254) (0.391) (0.392)
Rural residence 0.007 0.086 0.122 −0.080 0.158* −0.004 −0.011 0.002 0.064 0.138

(0.105) (0.091) (0.097) (0.155) (0.091) (0.104) (0.117) (0.103) (0.131) (0.169)
Cairo,
Alexandria

0.359 −0.272* 0.172 0.120 0.290** −0.155 0.016 −0.061 −0.090 0.002

(0.240) (0.143) (0.129) (0.268) (0.140) (0.195) (0.178) (0.151) (0.215) (0.239)
Urban
lower-tier

0.989*** 0.020 −0.050 0.414* 0.738*** 0.620*** 0.239 0.319** 0.829*** 0.249

(0.201) (0.124) (0.125) (0.225) (0.126) (0.158) (0.171) (0.151) (0.186) (0.214)
Urban
upper-tier,
rural lower-tier

1.012*** −0.271** 0.019 0.510** 0.392*** 0.472*** 0.085 0.522*** 0.922*** 0.220

(0.196) (0.123) (0.119) (0.220) (0.127) (0.161) (0.166) (0.142) (0.183) (0.213)
Rural
upper-tier

1.023*** −0.377** −0.231 0.536** −0.059 0.517*** 0.092 0.367** 0.948*** −0.403

(0.223) (0.155) (0.159) (0.271) (0.164) (0.192) (0.202) (0.173) (0.220) (0.276)
Round 2012 −0.504*** 0.239*** −0.364*** −0.391*** −0.269*** −0.180** 0.313*** −0.502*** −0.607*** 0.274

(0.088) (0.083) (0.074) (0.128) (0.083) (0.080) (0.113) (0.070) (0.093) (0.224)
Round 2018 −0.755*** 0.075 −1.115*** −1.338*** −0.523*** −0.312*** 0.537*** −0.951*** −1.120*** 0.811***

(0.098) (0.090) (0.087) (0.155) (0.091) (0.094) (0.117) (0.088) (0.110) (0.213)

Continued



Table 13.2 Continued

Youth Non-youth
Self-
employed/
unpaid
family
worker

Informal +
irregular

Public +
formal
private

Employer Unemployed Self-
employed/
unpaid
family
worker

Informal +
irregular

Public+
formal
private

Employer Unemployed

Constant −3.388*** −2.102*** −5.264*** −5.939*** −2.061*** −1.843*** −0.406 −3.210*** −3.176*** −3.456***

(0.395) (0.359) (0.396) (0.554) (0.421) (0.629) (0.789) (0.643) (0.864) (1.048)

Observations 24,295 24,295 24,295 24,295 24,295 21,424 21,424 21,424 21,424 21,424
Clusters 8889 8889 8889 8889 8889 8281 8281 8281 8281 8281
Chi-squared 7102 7102 7102 7102 7102 6637 6637 6637 6637 6637
Pseudo
R-squared

0.278 0.278 0.278 0.278 0.278 0.329 0.329 0.329 0.329 0.329

Note: Samples weighted using individual-level weights. Standard errors clustered at household level are in parentheses; * p < 0.1, ** p < 0.05, *** p < 0.01. Workers’ status as
‘youth’ and all household-level variables are lagged by one survey wave to estimate the effect of workers’ circumstances in their youth on their subsequent outcomes.
Source: authors’ calculations based on ELMPS 1998–2018 (OAMDI 2019).
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There are clear regional disparities in employment prospects, withworkers from
urban lower and urban upper governorates having better prospects, especially
among non-youth workers. Workers from rural areas are more likely to become
self-employed or unpaid family workers or to serve as employers, but these results
are insignificant when country regions are controlled for. Finally, there is strong
evidence that employment prospects for formal employment, self-employment,
and becoming employers deteriorated between 2006 and 2012. As the odds of
becoming informal/irregular workers significantly increased, some youth workers
gave up on their job search and remained out of the labour force, while non-youth
workers joined the ranks of the unemployed.

Table 13.3 reports the same regressions on the 2010–2016 surveys for Jordan.
The workers’ employment outcomes are taken from the 2016 wave, while their
circumstances and youth status are taken from the 2010 wave. As in Egypt, work-
ers’ employment prospects are strongly and positively associated with their age,
particularly their likelihood of becoming employers of others. This effect of age
diminishes only very slowly. Women are again substantially less likely to hold any
type of employment, but the male–female gaps in the employment likelihoods are
much lower in Jordan than in Egypt.

Education confers a systematically positive benefit in terms of the likelihood of
decent employment, which is very significant for formal employment and for the
prospect of becoming an employer. In contrast to Egypt, in Jordan, we find that
even primary and secondary education has a clear positive impact on youth work-
ers’ odds of labour market participation. Higher education levels are associated
only with a higher likelihood of formal employment. Those with less than inter-
mediate education have a comparable likelihood of labour market participation as
college graduates. The benefit of advanced education comes from a significantly
improved prospect of formal employment. Among women, university education
appears to have a stronger effect on their employment prospects, particularly on
formal employment and on the likelihood of searching for work. Some param-
eters on the gender–education interaction terms and on household-head gender
are large, suggesting that collinearity among covariates or a few influential obser-
vations, particularly when pursued bymany explanatory variables, may be causing
problems. This occurs particularly in models of the prospects of becoming an
employer or self-employed, where the sample of women is relatively small. The
absolute sizes of the relevant parameters must therefore be viewed with caution.

Among household circumstances, household wealth has a negative effect on
workers’ employment prospects, except for becoming an employer, where it has a
strong positive effect. The wealth effect on the odds of attaining formal or informal
employment, or of searching for jobs, is negative in Jordan. Like in Egypt, the
wealth effect appears to be as strong or even stronger among non-youth work-
ers, suggesting that initial family wealth is relevant throughout workers’ careers.
Fathers’ education, on the other hand, has a weak effect on employment prospects,



Table 13.3 Multinomial logit regressions on JLMPS16, separating youth and non-youth

Youth Non-youth
Self-
employed/
unpaid
family
worker

Informal +
irregular

Public +
formal
private

Employer Unemployed Self-
employed/
unpaid
family
worker

Informal +
irregular

Public +
formal
private

Employer Unemployed

Age–min
(age)

0.999**

(0.416)
0.550***

(0.148)
0.887***

(0.267)
0.919***

(0.301)
1.109***

(0.236)
0.699***

(0.247)
0.446**

(0.209)
0.641***

(0.136)
0.997***

(0.361)
0.210
(0.132)

Age–min
(age)
squared

−0.014*

(0.007)
−0.007***

(0.002)
−0.013***

(0.005)
−0.011**

(0.005)
−0.020***

(0.004)
−0.008***

(0.003)
−0.005**

(0.002)
−0.008***

(0.001)
−0.011***

(0.004)
−0.003**

(0.002)

Female = 1 −4.711***

(0.504)
−3.876***

(0.319)
−4.270***

(0.211)
−6.412***

(1.060)
−1.920***

(0.199)
−4.616***

(0.388)
−3.606***

(0.346)
−3.271***

(0.172)
−5.650***

(0.737)
−2.351***

(0.236)
Reads and
writes

1.420**

(0.642)
0.498
(0.499)

1.352***

(0.474)
1.629
(1.097)

−0.041
(0.432)

0.210
(0.504)

−0.689
(0.552)

0.361
(0.412)

−0.282
(0.755)

−0.967*

(0.510)
Less than
intermediate

1.298**

(0.646)
0.790
(0.497)

2.144***

(0.446)
0.790
(1.112)

0.200
(0.398)

−0.158
(0.529)

−0.099
(0.539)

0.738*

(0.404)
−0.710
(0.776)

−0.845*

(0.491)
Secondary
education

0.485
(0.749)

0.785
(0.532)

2.177***

(0.461)
0.819
(1.150)

0.373
(0.407)

−0.029
(0.563)

−0.795
(0.604)

1.386***

(0.416)
−0.737
(0.797)

−0.589
(0.519)

University + 0.229
(0.760)

−0.437
(0.629)

1.944***

(0.515)
−1.223
(1.311)

0.319
(0.468)

0.537
(0.731)

−1.088
(0.783)

2.410***

(0.498)
−0.836
(0.935)

−0.430
(0.734)

University x
female

2.172**

(1.030)
2.183***

(0.603)
3.112***

(0.313)
−14.244***

(1.236)
1.715***

(0.343)
−19.500***

(0.604)
1.825
(1.285)

1.336***

(0.355)
1.880
(1.404)

1.445**

(0.647)
Household
wealth

0.015
(0.201)

−0.114
(0.134)

−0.038
(0.096)

0.568**

(0.279)
−0.122
(0.102)

0.283*

(0.156)
−0.104
(0.172)

−0.206**

(0.099)
0.784***

(0.280)
−0.309*

(0.175)
Household
size

0.028
(0.063)

−0.010
(0.043)

0.056**

(0.027)
0.132*

(0.067)
0.071**

(0.031)
−0.089
(0.054)

0.036
(0.054)

−0.110***

(0.036)
0.010
(0.073)

−0.026
(0.056)



Female-
headed head
of household

−0.335
(0.538)

0.502
(0.374)

0.540*

(0.285)
1.125
(0.800)

0.626*

(0.347)
−20.387***

(0.447)
−20.766***

(0.297)
0.120
(0.341)

−19.632***

(0.536)
0.565
(0.531)

Highest years
of education
in household

−0.060
(0.072)

−0.096**

(0.048)
−0.003
(0.035)

−0.075
(0.120)

0.047
(0.040)

−0.076
(0.050)

0.015
(0.051)

0.084**

(0.035)
−0.023
(0.070)

0.112**

(0.055)

Father reads
and writes

0.696
(0.440)

0.233
(0.307)

0.182
(0.212)

1.513*

(0.870)
0.092
(0.218)

0.007
(0.252)

0.147
(0.250)

0.170
(0.150)

0.354
(0.315)

0.041
(0.242)

Father <
intermediate

0.040
(0.615)

0.822**

(0.363)
0.397
(0.243)

0.754
(1.087)

0.458*

(0.240)
0.217
(1.328)

1.348
(1.029)

0.567
(0.752)

−19.643***

(0.862)
0.734
(0.802)

Father
intermediate +

0.547
(0.530)

0.499
(0.345)

0.327
(0.237)

2.098**

(0.946)
0.128
(0.241)

0.725*

(0.416)
0.390
(0.445)

−0.323
(0.271)

0.625
(0.699)

0.212
(0.396)

Father
university +

0.594
(0.718)

0.996**

(0.484)
0.347
(0.289)

2.028*

(1.140)
0.361
(0.310)

1.188**

(0.519)
0.022
(0.756)

−0.210
(0.348)

1.603**

(0.787)
0.466
(0.554)

Father
employer

0.542
(0.515)

0.480
(0.367)

−0.007
(0.284)

1.495**

(0.663)
−0.270
(0.334)

0.273
(0.388)

0.240
(0.446)

−0.569**

(0.246)
0.487
(0.588)

0.164
(0.437)

Father self-
employed/
unpaid
family
worker

0.856**

(0.349)
0.230
(0.246)

−0.045
(0.191)

1.269**

(0.512)
0.021
(0.209)

0.386
(0.251)

0.317
(0.253)

−0.256
(0.165)

0.809**

(0.316)
−0.580**

(0.258)

Father non-
employed

0.562
(0.532)

−0.447
(0.502)

−0.275
(0.308)

0.955
(0.874)

−0.421
(0.390)

−0.138
(0.556)

0.281
(0.520)

0.117
(0.291)

0.460
(0.945)

0.073
(0.542)

Rural
residence

−0.657*

(0.356)
−0.841***

(0.236)
0.200
(0.132)

−0.556
(0.596)

−0.002
(0.150)

−0.376*

(0.225)
−0.739***

(0.249)
−0.021
(0.140)

−1.180***

(0.384)
−0.531**

(0.239)
North region −0.384

(0.292)
−0.254
(0.211)

0.472***

(0.140)
0.667
(0.444)

0.730***

(0.165)
0.208
(0.213)

−0.536**

(0.239)
0.549***

(0.142)
0.878***

(0.295)
1.173***

(0.260)

Continued



Table 13.3 Continued

Youth Non-youth
Self-
employed/
unpaid
family
worker

Informal +
irregular

Public +
formal
private

Employer Unemployed Self-
employed/
unpaid
family
worker

Informal +
irregular

Public +
formal
private

Employer Unemployed

South region −0.860*

(0.510)
−0.377
(0.344)

1.242***

(0.209)
1.841**

(0.807)
1.698***

(0.247)
−0.617
(0.417)

−1.420***

(0.397)
0.413*

(0.212)
−0.601
(0.471)

1.077***

(0.309)
Constant −3.754***

(1.127)
−0.819
(0.849)

−2.787***

(0.725)
−8.310***

(1.796)
−0.849
(0.730)

−3.707*

(2.182)
−2.549
(1.678)

−3.439***

(1.147)
−8.237**

(3.220)
−2.253*

(1.221)
Observations 3,597 3,597 3,597 3,597 3,597 3,429 3,429 3,429 3,429 3,429
Chi-squared 4896 4896 4896 4896 4896 33949 33949 33949 33949 33949
Pseudo
R-squared

0.241 0.241 0.241 0.241 0.241 0.287 0.287 0.287 0.287 0.287

Note: Samples weighted using individual-level weights. Standard errors robust to arbitrary heteroskedasticity are in parentheses; * p <0.1, ** p < 0.05, *** p < 0.01. Workers’
status as ‘youth’ and all household-level variables are lagged by one survey wave to estimate the effect of workers’ circumstances in their youth on their subsequent
outcomes.
Source: authors’ calculations based on JLMPS 2010–2016 (OAMDI 2019).
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without any consistent patterns. Fathers’ employment type also has a weak effect
on the likelihood of their offspring’s employment status, even though there is
some evidence of intergenerational transmission of employment status. Fathers’
employment type has the greatest impact on the likelihood of similar employment
types among their offspring. Children of economically inactive fathers have weak
odds of working or searching for jobs. Fathers who are self-employed or employers
are particularly likely to have childrenwho are self-employed/unpaid or employers
and less likely to have children working in the formal sector or being unemployed.

Like in Egypt, we find a great regional disparity in employment prospects
between the Central region (baseline) and the North and South regions and
between urban and rural areas. Workers in the North and South regions have
significantly higher odds of landing formal jobs and of searching for work and
have lower odds of being self-employed or having an informal job. In rural areas,
workers are substantially less likely to be self-employed or an employer, have an
informal job, or be searching for a job. Urban workers appear to have higher odds
of being unemployed. The availability of decent jobs relative to the pool of appli-
cants aspiring to get them is lower in urban areas. This may be the effect of an
influx of refugees on the availability of informal and other unskilled jobs.

Finally, Table 13.4 reports on the same regressions as those estimated on the
2014 survey for Tunisia. Because only one survey wave is available, all covari-
ates are taken from the same year, with the exception of youth status (taken from
six years prior, i.e. 2008), residence (urban/rural and region of birthplace), and
fathers’ characteristics when the worker was aged 15. We again find a strong pos-
itive but diminishing effect of age on employment (as well as unemployment)
prospects, and a strong negative effect of being female. Workers’ higher educa-
tion is strongly and positively associated with formal employment. Interestingly,
among youth workers, higher education is associated negatively with becoming
self-employed or an employer and positively with unemployment, while among
non-youth workers, the opposite is the case. Among youths, women’s return to
education in terms of the odds of formal employment is lower than among men,
while it is higher among older workers. On the other hand, higher-educated young
women are less likely to remain unemployed than their male counterparts, while
the opposite is true among higher-educated older women.

Household wealth increases the prospect of becoming an employer and lowers
the risk of irregular employment and unemployment. Like in Egypt and Jordan,
the wealth effect is highly persistent across youth and non-youth ages. Fathers’
education is negatively correlated with the risk of unemployment, but little can be
said about its effect on other employment status groups because the parameters
appear to be implausibly high. Data problems, including a small sample of highly
educated fathers or incidental collinearity with other covariates, are likely at play.
Like in Egypt and Jordan, fathers’ self-employment or status as an employer has a
strong positive effect on their offspring’s own self-employment or employer status.



Table 13.4 Multinomial logit regressions on TLMPS14, separating youth and non-youth

Youth Non-youth
Self-
employed/
unpaid
family
worker

Informal +
irregular

Public +
formal
private

Employer Unemployed Self-
employed/
unpaid
family
worker

Informal +
irregular

Public +
Formal
private

Employer Unemployed

Age−min
(age)

1.541***

(0.423)
0.561*

(0.324)
1.353***

(0.278)
1.924**

(0.775)
0.955***

(0.270)
0.379***

(0.048)
0.380***

(0.048)
0.716***

(0.057)
0.760***

(0.122)
0.346***

(0.062)
Age−min
(age) squared

−0.026***

(0.008)
−0.009
(0.006)

−0.022***

(0.005)
−0.030**

(0.013)
−0.017***

(0.005)
−0.004***

(0.001)
−0.005***

(0.001)
−0.008***

(0.001)
−0.009***

(0.001)
−0.005***

(0.001)
Female = 1 −1.732***

(0.331)
−2.273***

(0.330)
−1.572***

(0.249)
−2.212***

(0.839)
−0.939***

(0.267)
−3.220***

(0.251)
−3.763***

(0.268)
−4.024***

(0.270)
−5.217***

(0.809)
−3.429***

(0.320)
Reads and
writes

0.112
(0.343)

1.161***

(0.393)
0.431
(0.391)

−0.127
(0.796)

0.254
(0.369)

0.359
(0.231)

0.321
(0.227)

1.253***

(0.250)
0.605
(0.551)

0.411
(0.318)

Primary 1.816***

(0.431)
2.268***

(0.450)
1.756***

(0.458)
1.797***

(0.884)
1.941***

(0.453)
0.696**

(0.327)
0.252
(0.292)

1.352***

(0.323)
1.384**

(0.590)
0.152
(0.390)

Preparatory 0.789
(0.532)

1.591***

(0.514)
1.580***

(0.505)
1.212
(0.916)

1.586***

(0.529)
0.141
(0.362)

−0.874**

(0.342)
1.065***

(0.345)
0.526
(0.741)

−1.273***

(0.483)
Secondary −0.112

(0.553)
0.353
(0.568)

1.461***

(0.488)
0.481
(0.951)

1.205**

(0.484)
−0.940**

(0.439)
−2.022***

(0.464)
1.444***

(0.356)
0.147
(0.654)

−2.139***

(0.622)
University
short cycle

−0.828
(0.657)

0.041
(0.602)

1.465***

(0.479)
−2.432*

(1.322)
1.231***

(0.451)
−21.897***

(0.512)
−2.857**

(1.171)
3.027***

(0.553)
1.205
(1.044)

−1.697*

(0.925)
University
long cycle +

−24.032***

(0.509)
−0.479
(0.700)

1.575***

(0.507)
−2.732**

(1.359)
1.384***

(0.489)
1.240
(1.147)

1.689**

(0.825)
5.301***

(0.714)
3.122***

(1.082)
2.564***

(0.859)
Less than
intermediate ×
female

−2.170***

(0.581)
−1.947***

(0.549)
−0.792*

(0.455)
−23.003***

(1.085)
−2.067***

(0.548)
−0.484
(0.442)

0.230
(0.414)

0.250
(0.407)

−0.879
(1.330)

0.434
(0.485)



Intermediate ×
female

−0.830
(0.727)

−1.040*

(0.626)
−0.759
(0.511)

−2.061
(1.514)

−1.440***

(0.526)
0.171
(0.545)

1.132
(0.770)

1.288***

(0.446)
1.416
(1.187)

1.455**

(0.589)
University ×
female

−1.236
(0.769)

0.236
(0.673)

−0.530
(0.464)

−22.877***

(1.224)
−0.163
(0.458)

0.991
(0.668)

1.981***

(0.754)
1.605***

(0.409)
−19.021***

(0.878)
2.852***

(0.793)
Household
wealth

0.011
(0.185)

−0.778***

(0.200)
0.041
(0.115)

0.767***

(0.296)
−0.378***

(0.142)
−0.357**

(0.146)
−0.558***

(0.147)
0.035
(0.100)

0.638***

(0.231)
−0.682***

(0.195)
Household
size

0.040
(0.068)

−0.057
(0.064)

−0.154***

(0.055)
−0.327**

(0.139)
0.040
(0.052)

0.029
(0.051)

−0.017
(0.052)

0.038
(0.053)

−0.058
(0.101)

−0.076
(0.061)

Female
headed head
of household

−0.390
(0.571)

−0.346
(0.424)

−0.234
(0.350)

−1.087
(1.199)

−0.200
(0.358)

0.523
(0.382)

0.312
(0.365)

0.910**

(0.371)
0.312
(1.197)

0.232
(0.346)

Highest ears
of education
in household

0.083**

(0.033)
0.028
(0.030)

0.011
(0.030)

0.166***

(0.057)
0.070**

(0.031)
−0.018
(0.023)

−0.004
(0.022)

−0.025
(0.022)

0.010
(0.037)

0.046
(0.032)

Father reads
and writes

−0.001
(0.380)

0.286
(0.322)

0.331
(0.343)

−23.358***

(1.363)
0.745***

(0.279)
0.210
(0.409)

0.139
(0.379)

−0.631
(0.672)

−20.045***

(0.516)
0.712*

(0.368)
Father
primary

−0.448
(0.296)

0.128
(0.256)

0.098
(0.208)

−0.569
(0.708)

−0.429*

(0.230)
0.023
(0.223)

−0.013
(0.200)

0.100
(0.181)

0.166
(0.397)

0.282
(0.287)

Father
preparatory

0.093
(0.497)

0.131
(0.348)

−0.145
(0.279)

0.446
(0.738)

−0.180
(0.271)

−0.101
(0.645)

0.046
(0.557)

0.242
(0.325)

−0.409
(0.770)

−0.487
(0.571)

Father
university
short cycle

0.404
(0.968)

−0.027
(1.152)

0.781
(0.700)

3.025***

(1.169)
−0.509
(0.785)

−20.748***

(0.476)
0.276
(1.026)

−0.121
(0.840)

−22.292***

(1.311)
−0.416
(1.156)

Father
university
long cycle

−22.797***

(0.757)
−0.398
(1.169)

0.072
(0.498)

−22.446***

(1.017)
−1.059
(0.841)

−21.261***

(0.553)
−22.056***

(0.558)
−0.763
(0.782)

−20.833***

(0.879)
−0.843
(1.270)

Continued



Table 13.4 Continued

Youth Non-youth
Self-
employed/
unpaid
family
worker

Informal +
irregular

Public +
formal
private

Employer Unemployed Self-
employed/
unpaid
family
worker

Informal +
irregular

Public +
Formal
private

Employer Unemployed

Father
post-graduate

2.209
(1.703)

−23.076***

(0.923)
−0.613
(0.890)

−23.265***

(2.245)
−25.022***

(0.703)
−23.697***

(0.893)
3.962***

(1.297)
−25.585***

(0.766)
−25.766***

(1.297)
−24.508***

(0.978)
Father
employer

1.143**

(0.528)
0.206
(0.387)

0.322
(0.320)

1.993***

(0.602)
−0.706*

(0.422)
0.772***

(0.279)
−0.788*

(0.405)
−1.227***

(0.291)
1.096**

(0.427)
−0.832*

(0.503)
Father self-
employed/unpaid
family
worker

0.674**

(0.270)
−0.142
(0.243)

−0.299
(0.248)

0.064
(0.682)

−0.251
(0.240)

1.029***

(0.168)
−0.219
(0.174)

−0.249
(0.161)

−0.343
(0.382)

−0.031
(0.249)

Father non-
employed

−0.054
(0.362)

−0.541
(0.333)

−0.769***

(0.281)
−2.112**

(1.036)
−0.377
(0.256)

0.208
(0.447)

−0.851**

(0.333)
−0.247
(0.384)

−0.584
(0.786)

−0.289
(0.335)

Rural
birthplace

0.783***

(0.253)
−0.307
(0.208)

−0.061
(0.191)

−0.245
(0.448)

−0.323*

(0.188)
0.098
(0.189)

−0.044
(0.195)

−0.011
(0.171)

0.433
(0.298)

−0.029
(0.204)

Nabeul,
Zaghouan,
Bizerte

1.063*

(0.642)
0.450
(0.358)

0.643**

(0.257)
2.955**

(1.157)
0.710**

(0.297)
0.130
(0.379)

−0.198
(0.266)

0.375*

(0.225)
−0.617
(0.508)

−0.028
(0.438)

Beja,
Jendouba, Le
kef, Siliana

1.867***

(0.559)
−0.588
(0.385)

−0.538*

(0.319)
−20.737***

(1.303)
0.437
(0.332)

1.398***

(0.344)
−0.020
(0.286)

0.437*

(0.260)
−0.206
(0.602)

−0.070
(0.400)

Sousse,
Monastir,
Mahdia, Sfax

1.385**

(0.604)
0.483
(0.347)

−0.150
(0.262)

2.223*

(1.171)
0.320
(0.306)

1.031***

(0.366)
0.330
(0.296)

0.235
(0.252)

0.150
(0.480)

0.141
(0.369)



Kairouan,
Kasserine,
Sidi Bouzide

1.032
(0.638)

0.251
(0.413)

−0.393
(0.311)

2.178
(1.354)

0.925***

(0.338)
0.068
(0.367)

0.028
(0.291)

−0.084
(0.292)

−0.520
(0.585)

0.374
(0.371)

Gabes,
Mednine,
Tataouine

1.700***

(0.604)
0.186
(0.357)

−0.154
(0.305)

2.662**

(1.275)
0.278
(0.300)

0.700*

(0.418)
−0.060
(0.293)

0.165
(0.278)

0.242
(0.562)

0.110
(0.413)

Gafsa,
Tozeur,
Kebili

2.589***

(0.630)
0.772*

(0.431)
0.289
(0.373)

3.233**

(1.481)
−0.008
(0.401)

1.133***

(0.412)
−0.351
(0.443)

0.197
(0.325)

0.455
(0.657)

1.200**

(0.551)

Constant −3.559***

(0.993)
−1.317*

(0.794)
−0.712
(0.718)

−6.663***

(1.851)
−1.376**

(0.699)
−3.221***

(0.584)
−0.222
(0.486)

−4.419***

(0.579)
−5.899***

(1.113)
−0.690
(0.687)

Observations 2,371 2,371 2,371 2,371 2,371 4,543 4,543 4,543 4,543 4,543
Chi-squared 42,106 42,106 42,106 42,106 42,106 54,025 54,025 54,025 54,025 54,025
Pseuddo
R-squared

0.230 0.230 0.230 0.230 0.230 0.330 0.330 0.330 0.330 0.330

Note: Samples weighted using individual-level weights. Standard errors robust to arbitrary heteroskedasticity are in parentheses; * p < 0.1, ** p < 0.05, *** p < 0.01.
Workers’ status as ‘youth’ is lagged by six years (i.e. ‘youth’ are 21–35 years old in 2014) and region and rural/urban residence are from workers’ birthplace to estimate the
effect of workers’ circumstances in their youth on their subsequent outcomes.
Source: authors’ calculations based on TLMPS 2014 (OAMDI 2019).
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Finally, workers from rural areas are more likely to be self-employed or unpaid
family workers and less likely to remain unemployed.

When the smoothed probabilities of all employment status groups by age, level
of education, or wealth index score are plotted,¹¹ the figures show that, in Egypt,
the prospect of informal employment falls with workers’ ages and the prospect
of formal employment continuously rises. In Jordan and Tunisia, by contrast, the
likelihood of formal employment peaks around age 40 and falls thereafter and that
of informal employment stagnates throughout workers’ lives.

In addition to the baseline models in Table 13.2–13.4, estimations were con-
ducted as robustness checks of the sample composition and of the dynamics in
workers’ employment trends. To address the question of job transition from vul-
nerable employment, we restricted the samples in Table 13.2–13.4 to those who
were vulnerable in the prior period (previous survey wave in Egypt and Jordan,
first previous employment status in Tunisia). The results show that the risk factors
for transition out of vulnerability to various employment sectors are somewhat dif-
ferent to those for the general population of workers (regression results available
on request; predicted lines shown in Fig. 13.3). Parameter sizes change systemati-
cally from their levels in Table 13.2–13.4 because of the sample restriction but are
generally less significant because of the smaller sample sizes. We find that higher
education is more strongly associated with upward mobility, while higher house-
holdwealth, rural residence, and having a female household head are all associated
negatively with upward mobility. These parameters are not too far apart from
those inTable 13.2–13.4 because the restriction does not affect a large share ofmale
workers who started their youth lives in informal, irregular, or self-employment.
Those starting in formal jobs or as employers can be seen as outliers who do not
affect the predicted parameters too much.

Figure 13.3 shows that among vulnerably employed men, the odds of formal
employment are significantly lower than in the general sample of all men, and
the odds of informal/irregular employment are significantly higher. Among all
men, we have seen that the odds of formal employment rise sharply with age
and begin to dominate all other employment status groups by the ages of 28–39
in Egypt and by the ages of 22–26 in Jordan and Tunisia. By contrast, among
men initially employed in vulnerable occupations, the odds of formal employ-
ment are much flatter and never dominate the odds of informal employment. In
Egypt, they are half as high or lower than the odds of informal employment across
all ages. In Tunisia, they are half as high until the age of 42, and then gradually
approach the odds of informal employment by the age of 56. In Jordan, the odds
of formal employment are nearly as high as the odds of informal employment

¹¹ See AlAzzawi and Hlasny (2020: Figs 4, A6–A8).
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Fig. 13.3 Predicted probability of transition from vulnerability among men, by age
Source: authors’ illustrations based on predictions from multinomial regression results based on
ELMPS 2006–2018, TLMPS 2014, and JLMPS 2016 (OAMDI 2019).



342 VULNERABLE EMPLOYMENT IN EGYPT, JORDAN, AND TUNISIA

until the age of 36 and fall to two-thirds of the odds of informality for higher-age
workers.¹²

5. Conclusions and policy implications

We studied youth vulnerabilities in Egypt, Jordan, andTunisia in terms of employ-
ment status groups and the set of protections afforded to workers. We relied on
panel data to analyse the outcomes of youths in 1998, 2006, 2012, and all the way
to 2018 in Egypt. For Jordan, we tracked individuals between 2010 and 2016.
We only had data for 2014 for Tunisia but were still able to examine vulner-
ability statically and over a span of three years, as well as cross vulnerabilities
using workers’ birthplace, father’s education and employment, and household
wealth.

We found that youths in all three countries were disadvantaged in terms of their
employment status, with most youths landing vulnerable positions including self-
employment, unpaid family work, irregular wage work, or informal private-sector
work. Youth employment is likely to be associated with lower pay and this likeli-
hood increases across the years, particularly in Egypt. In Jordan in 2016, a notable
change was that larger groups of youths were either unemployed or out of the
labour force rather than in vulnerable jobs.

Dynamic analysis confirms that youths who started out in vulnerable positions
had a hard time transitioning to decent jobs later. Some even moved ‘down’ to
informal jobs, particularly those who were employers in 2012 and 2006. Parents’
wealth and education affected workers’ lifetime employment status groups. Lower
wealth and having less-educated fathers were very strong determinants of vulnera-
ble employment. There was a clear and stark reduction in this negative association
at higher levels of wealth and for more educated fathers. More importantly, these
associations between family circumstances and employment outcomes persisted
even years later—20 years in the case of Egypt. Similar patterns persisted for Jordan
and Tunisia in terms of family wealth. Fathers’ education had a different impact
in Tunisia, with children of the least-educated fathers more likely to be unem-
ployed or to remain inactive, while children of university graduates were almost
exclusively in formal jobs.

Multinomial logit regressions confirm that youth workers were less likely to
obtain good jobs than older workers. Comparing the regression results for Egypt,

¹² The models for Egypt were estimated with random effects, and even with fixed effects, to limit
the effects of unobserved heterogeneity across workers. As an alternative to the models restricted to
initially vulnerably employed workers (Fig. 13.3), dynamic models were considered using prior labour
market experience as a factor influencing current job. These models suffer from potential endogeneity
of the prior labour market experience.
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Jordan, and Tunisia, we found many consistencies in the demographic distribu-
tion across different types of jobs. College graduates in all three countries had a
high probability of remaining unemployed, perhaps hoping to land formal pri-
vate or public employment. While workers could rely on consistent returns to
education through prospects for better employment, substantial differences in the
returns existed betweenmales and females, and females remainedmost likely to be
out of the labour force. Family wealth helped to explain workers’ career-long job
mobility, while parental education and employment mattered mostly in workers’
youth.

These results suggest that, even among wage jobs, work may be informal, low-
security, and low-pay. It is crucial not to limit attention to unemployment and
self-employment rates as youth employment indicators. If the objective of youth
programmes is to secure decent work for young people, then productivity, com-
pensation, social protection, occupational safety, health, and job security need to
be reviewed.

Our results inform policymakers about the vital support systems needed
for vulnerable workers, especially youths, the poor, and those with less edu-
cated parents. They provide insights into the challenges young people face and
the inefficiencies in matching formal jobs with talent, as family wealth and
socio-economic background still dominate individual skills and effort. We hope
these results can be used to create a better framework for aligning skill sup-
ply with demand and to create more acceptable working conditions in the
informal and formal sectors to facilitate worker mobility and greater economic
efficiency.
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How to transform informal work

and livelihoods?
Lessons learnt and policy options

Gary S. Fields, T. H. Gindling, Kunal Sen, Michael Danquah,
and Simone Schotte

1. Introduction

The 11 case studies presented in this book offer a comparative perspective on
the composition of employment in 22 countries spanning Asia, Latin America
(LA), sub-Saharan Africa (SSA), and the Middle East and North Africa (MENA).
Each chapter characterizes the composition of employment in the specific coun-
try contexts, documents the transition patterns between formal and informal
employment, and across different forms of informality, distinguishing between
wage-employment and self-employment. The broad drivers of transitions between
different work status groups, as well the implications of moving from one work
status to another, in terms of income gains and losses, are also examined.

What can be learnt from each of these analyses? What are the bigger-picture
patterns that relate the findings? And what are the options for policies that could
improve the livelihoods of lower-tier informal workers? These are the three core
questions guiding this concluding chapter.

2. Summary of lessons learnt: country-by-country findings

The study on China, Chapter 3, shows that mobility was low at the top (formal
wage-employees) and the bottom (lower-tier informal self-employed) of the job
ladder, the latter particularly having little chance tomove up to higher levels. More
than two-thirds of formal wage-employees remained in their respective level and
they were least likely to move down to lower levels. The lower-tier informal self-
employed had little chance (about 3 per cent) tomove up and themajority of them
(79 per cent) remained at the same level. Over the period 2014–2018, about 5 per
cent of lower-tier informal workers moved up to the formal work status, 7 per cent
of themmoved up to the upper-tier informal work, and 78 per cent of them stayed
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put, while less than 1 per cent became unemployed and 9 per cent dropped out
the labour force. Over the same period, 25 per cent of upper-tier informal workers
moved up to formal work, 33 per cent of them remained in the same status, and
27 per cent of themmoved down to the lower-tier informal work, while 2 per cent
became unemployed and 14 per cent left the labour force.

Workers in the formal work status earn more than those in the informal. In the
formal work status, self-employed workers have higher mean earnings than wage-
employees over the 2014–2018 period.Over the 2014–2018 period, on average, the
formal self-employed have the highest annual earnings of all work status groups;
on the other hand, lower-tier self-employed informal workers earn the least of all
work status groups. Using fixed-effects models, the authors study earnings gains or
losses when transitioning between work status groups. They find that age, gender,
marital status, and years of schooling are statistically significant in determining
earnings in general. They also find a substantial decline in earnings when workers
transition from formal wage-employment to a self-employed job. The largest earn-
ings loss is for transitioning from formal wage-employment to lower-tier informal,
which reduces workers’ annual earnings on average by 91 per cent, followed by
81 per cent for the upper-tier informal and 76 per cent for the formal, a 10−15
percentage points difference.

Investigating the case of India, Chapter 4 finds clear differences in movement
from one work status to another between wage-employed and self-employed
workers, with self-employment being the more dynamic state. While about one-
third of the formal self-employed remain in the same work status, one-quarter
experience a downward transition to the lower tier of the informal self-employed.
In the case of upper-tier informal self-employed, the chapter finds that 2 per
cent formalize, while around 40 per cent of workers transition to lower-tier
self-employment work status. There is high upward mobility among lower-tier
informal self-employed, with about half moving out of their current work sta-
tus. In contrast to the high rates of movement from one work status to another
among the self-employed, the chapter finds high rates of persistence among formal
wage-employed and lower-tier informal wage-employed. Three-quarters of the
workers who work in the lower-tier informal wage-employment—the largest seg-
ment of the India sample—retain the same work status.¹ Formal wage-employed
also demonstrate a higher degree of immobility, with 65 per cent of them retaining
the same status.²

¹ A majority of lower-tier informal wage-employed are agricultural wage labourers, who remain in
farm employment for much of their working lives (Natarajan et al. 2020). This occupational group
also show very low inter-generational upwardmobility, with their children also likely to be in the same
work status (Iversen et al. 2017).

² A possible reason for the persistence of the work status of formal wage-employees could be the
provision of lifetime tenure for public-sector employees and for private-sector employees under the
Industrial Disputes Act of 1947 in India, which provides one of the most protective employment
legislation in the developing world (Saha et al. 2013).
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Using multinomial logit models to examine the correlates of mobility, the
chapter finds that increases in the level of education of the worker increases the
probability of transitioning to a formal job. Further, male workers are more likely
to move into wage-employment, while female workers are more likely to stay in
self-employment. There is a steep gradient in the job ladder, with formal wage-
employed earning the most among all the six work status groups. The largest
inter-temporal change in earnings is reported by workers who continued to be
in formal employment.

Analysing long-term panel data from Indonesia, Chapter 5 analyses transitions
between low-tier and high-tier formal (wage-) employment and low-tier and high-
tier informal (self-) employment. The chapter shows that transitions inwork status
are common amongworkers, except for those in the low-tier informal jobs. Specif-
ically, 81 per cent of low-tier informal workers in 1996 stay in that job type through
the next 8–19 years, 12 per cent move up to low-tier formal, 4.5 per cent to high-
tier informal, and 2.2 per cent to high-tier formal. At the same time, the authors
observe large entry rates into low-tier informal employment. Out of those in high-
tier informal work, 76 per cent move down to low-tier informality, while only 11
per cent sustain their position. Out of those in low-tier formal work, 36 per cent
remain in the same position, 54 per cent move into low-tier informal work, and 8
per cent move up to high-tier formal jobs. Finally, among those in high-tier for-
mal work, 46 per cent remain in the same position, while 20 per cent decline into
low-tier formal work and 29 per cent fall into low-tier informal work.

The results from multinomial logit regression indicate that individuals are neg-
atively selected into low-tier informal work. More favourable conditions, such
as higher education, higher cognitive skills, and age, increase the probability of
being in formal employment. Using survival and the Cox proportional hazard
model, the chapter shows that workers whose fathers are highly educated have
a higher probability of switching between different work status groups. The aver-
age monthly earnings by work status provides a clear pattern of the job ladder.
Low-tier informal workers earn the lowest, followed by low-tier formal, high-tier
formal, and high-tier informal workers. The rise in earnings is substantially higher
for those who have made the transition to formal status. Workers who made the
transition to formality from either upper-tier informality or lower-tier informal-
ity exhibit approximately equal earnings gains. Further, positive income gains are
also observed for those who transitioned from lower-tier to upper-tier informality
compared with those who failed tomake the transition. However, the largest inter-
temporal gain in earnings is reported by workers who continued to be in formal
employment.

Assessing data from Nicaragua and Costa Rica, Chapter 6 finds that in both
countries earnings are highest for formal work, next for upper-tier informal,
and lowest for lower-tier informal. This chapter also presents estimates of how
wages change when workers change work status groups. With one exception,
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these wage transitions are consistent with the ordering above. The exception is
upper-tier informal wage-employment; wages do not change significantly when
workers transition between formal wage-employment and upper-tier informal
wage-employment. This may be seen as evidence that upper-tier informal wage-
employment is in part voluntary.

Mobility out of lower-tier informal work is higher than out of any other work
status. Most workers who leave lower-tier informality transition to higher-paid
work status groups. This may be seen as evidence that lower-tier informality is a
not a persistent state for many lower-tier informal workers. In general, even with
some churning back and forth between work status groups, there are still more
total transitions up the job ladder than down the ladder.

Multinomial logits are estimated that compare year-to-year changes in work
status to year-to-year changes in individual characteristics. The strongest result
suggests policies that provide vocational training to informal workers as a way of
improving wages for those who remain informal and of promoting transitions into
better-payingwork status groups. Transitions fromall types of informality into for-
mality are more common in Costa Rica than in Nicaragua, partly due to the larger
proportion of formal workers within Costa Rica (58 per cent of workers in Costa
Rica are formal vs 19 per cent in Nicaragua).

Providing comparative evidence on Argentina, Brazil, Ecuador, Mexico,
Paraguay, and Peru, Chapter 7 finds formal wage earners to display the highest
levels of stability. This may be explained by the existence of firing costs as well
as by the fact that they are more concentrated in big, more stable, companies.
The most frequent destination after leaving a formal salaried position is upper-
tier informal wage-employment in Mexico, Paraguay, and Peru, or inactivity in
Argentina, Brazil, and Ecuador. However, even in these three last countries, transi-
tions between formality and upper-tier informality are common. On the contrary,
in all the countries, very few formal employees transition into lower-tier infor-
mal salaried employment and even fewer to formal self-employment (at most 2
per cent). Informal wage-employees (considered both segments within this group)
are the most mobile group of workers. Self-employed workers are in between. The
lower labour stability of informal wage earners could be explained by the fact that
they have low or no legal firing costs, thus making them attractive for employment
in industries with unstable demand and for unstable occupations.

Beyond this general outlook, in all the countries analysed in this chapter, upper-
tier informal wage-employees are even more mobile not only than formal workers
but also than lower-tier informal workers. Except for Paraguay, they are, indeed,
the most mobile group of workers. Only about one-third of them stay in this work
status from year to year in Brazil, Ecuador, and Mexico; 40 per cent in Argentina
and Peru; and 50 per cent in Paraguay. Upper-tier informal wage-employees
are more likely to transition into formal wage-employment than into lower-tier
informal salaried employment. Mobility patterns are very different in the case
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of lower-tier informal wage-employees who, as shown before, are located at the
lowest step of the job ladder.

In all the countries analysed in this chapter, formal self-employed workers
are located at the upper tail of the wage distribution, followed by formal wage-
employees. Depending on the country, the third position is occupied by the
upper-tier informal wage-employees or by informal self-employed workers.

To sum up, the distribution of workers in each work status is not random in
any of the countries studied in this chapter. Prime-aged workers and those with
a higher educational level are more likely to be formal than the rest of workers.
In turn, wages are statistically higher among formal than informal positions. The
results of the multinomial logit regressions shows that education is a highly cor-
related factor with movements from low-paid informal positions to better-paid
jobs. In addition, in almost all cases, the linear coefficient of age (used as a proxy
of general labour experience) indicates that the primed-aged are more stable in
formal jobs than the other workers. Finally, except in Paraguay, men have higher
probabilities of moving towards a better position than women. In almost all the
countries, except in Paraguay, the transits from formality to any other work status
implies a loss of wages. Upper-tier informal workers are the ‘intermediate’ group
since they obtain an increase in wages when they move into a formal position but
they experience a wage reduction when they transit to lower-tier informal work.

Chapter 8 examines the labour market dynamics of men and women in El Sal-
vador and Nicaragua, focusing on the factors that help men and women move
into an advantageous labour market state from an unfavourable state. The mobil-
ity patterns in the two countries show that workers in wage-employment have the
least mobility: 89 per cent of formal and 71 per cent of informal wage-employees
in El Salvador stay in the same work status from one year to the next, while, in
Nicaragua, the same applies to 83 per cent and 72 per cent, respectively. There is
little mobility between self-employment and formal wage-employment in either
country. In this way, one could argue that once workers become unfavourably self-
employed, they remain ‘stuck’ in self-employment. Of those who do enter formal
salaried employment from other states, the largest number come from informal
salaried employment, followed by unemployment. Some women (but almost no
men) also enter formal salaried employment directly from unpaid domestic work.

Using pooled data fromEl Salvador andNicaragua, the findings from the regres-
sion analysis suggest that education levels are themost important personal charac-
teristic promoting transitions into non-agricultural advantageous labour market
states³ and reducing transitions out of advantageous labour market states. Access
to public services such as utilities (electricity, water, and electricity) significantly
increases the probability that men or women will transition into advantageous

³ This chapter identifies ‘advantageous’ states to be formal wage-employees and self-employed
workers with a decent income or owners of successful and growing firms.
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non-agricultural self-employment. The results suggest that receiving more remit-
tances decreases the probability ofmen (but not women) transitioning into formal
wage-employment and decreases the probability that they will leave formal wage-
employment. Older workers are more likely to become successfully self-employed
than are younger workers.

Studying employment mobility in Mexico, Chapter 9 finds that formal wage-
employees have the highest share of stayers among all groups (87.4 per cent),
reflecting the greater job security enjoyed by these workers and the fact that they
are at the top of the job ladder and are therefore less likely to change jobs willingly.
In contrast, the greatest turnover is found among upper-tier informal workers,
with about 34 per cent staying in this segment after one year. Of the upper-tier
movers, about half move down the job ladder to lower-tier informal employment.
The fact that lower-tier informal workers have a large share of stayers (around 58
per cent), implies that not only do these workers have the worst jobs but they also
have a relatively small chance of moving out to a better segment of the market.
The proportion of lower-tier workers that have moved up to higher levels is 23
per cent and 33 per cent for lower-tier self-employed and wage-employed, respec-
tively. Earnings fall as one moves down the job ladder and, within each segment
(formal, upper-tier, and lower-tier) the self-employed have higher earnings than
the corresponding wage-employees in their segment.

The multinomial logit analysis of the age profiles of employment transitions
indicate that lower-tier wage-employment serves as an entry state to the labour
market, and transitions into self-employment tend to increase with age. How-
ever, as formal wage workers become older the probability of transiting into
self-employment increases by a very small amount. The analysis also reveals that
males are more likely to experience transitions up the job ladder, and this is partic-
ularly true formarriedmen, while the opposite occurs formarried women. Finally,
schooling is a strong correlate of accessing jobs at the top of the ladder. Move-
ments up the job ladder from lower to upper tiers involve earnings gains and so
do the earnings changes of those remaining in the upper tier over the course of
a year. Movements from formal employment into the upper-tier self-employment
are accompanied by earnings losses. However, transitions from formal employ-
ment into upper-tier wage-employment involve earnings gains for some of the
econometric models.

Chapter 10 uses detailed household-level data to analyse off-farm self-
employment dynamics in Mali and Niger. In Niger, two-thirds (67 per cent) of
self-employed workers did not change work status in 2014, with the majority of
the stayers being found in the lower-tier informal status (50 per cent). One in five
workers moved from informal lower-tier to informal upper-tier status. A larger
share (45 per cent) of workers moved in the opposite direction. Only 1 per cent
of lower-tier informal workers were able to transition to formal work compared
to 3 per cent of upper-tier informal workers. More importantly, the small share
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of workers in formality shrunk further over time, with half of them sliding into
lower-tier informality. In both Mali and Niger, the higher a worker in the job lad-
der, the higher are the earnings. Workers in formal self-employment earn more
than twice the income of workers in informal work status. Among informal work-
ers, the earnings of those in upper-tier employment status is substantially higher
than the earnings of those in lower-tier work status.

In Niger, where panel data is available, the authors estimate the probability of
self-employedworkersmoving from lower-tier informality in the first panel round
to a higher work status in the second panel round. The findings show that workers’
gender and age are significantly correlated withmoving into formal and upper-tier
informal work status. Self-employed men in lower-tier informal work are more
likely than women to move out of this work status. Compared with the other age
groups, younger and older self-employedworkers are also less likely tomove out of
the lower-tier informal worker status. Household characteristics and initial wealth
endowment are also drivers of the transitions. Initial asset holdings in terms of
wealth are positively associated with transitions out of lower-tier informality.

The mobility patterns in Nigeria over the 2010–2016 period, assessed in
Chapter 11, illustrate high levels of downward mobility out of formal self-
employment: 22 per cent of formally self-employed workers transition into lower-
tier informal self-employment and 44 per cent move into lower-tier informal
wage-employment. At the same time, 22 per cent moved into formal wage-
employment and 11 per cent moved into informal upper-tier wage-employment.
Of the upper-tier informal wage-employed, 46.5 per cent moved into different
work status groups. Out of the lower-tier informal self-employed, just a small pro-
portion were able to move to upper-tier informal self-employment and to formal
self-employment. Movements to formal wage-employment over the period was
also minimal.

In terms of the earnings of workers across work status groups, the authors found
that formal wage-employed workers received the highest average monthly earn-
ings. The second-highest averagemonthly earningswere received by the upper-tier
informal wage-employed, followed by the upper-tier informal self-employed and
the formal self-employed. The lowest monthly earnings were received by lower-
tier informal wage-employees. The logit regressions showed that education, mar-
ital status, and initial employment status are major drivers of transition between
different work status.

Providing a comparative assessment across four SSA countries, Chapter 12 finds
that transition patterns vary considerably across countries. However, a common
finding is that employment stability tends to be highest among the formally wage-
employed. In South Africa and Tanzania, around 80 per cent of all workers in
formal wage-employment remain in this work status from one survey wave to the
next. This share is somewhat lower inGhana, at 65 per cent, and lowest inUganda,
at 48 per cent. Labour turnover tends to be higher in formal self-employment,
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with important differences observed across countries. In South Africa, among the
formally self-employed, 51 per cent stay in this state, 13 per cent move into for-
mal wage-employment, 23 per cent move into upper-tier informality, and only
13 per cent move into lower-tier informality (being either self-employed or wage-
employed). On the contrary, only around 30 per cent of the formally self-employed
in Ghana, Tanzania, and Uganda remain in formal self-employment from one
survey wave to the next, while up to 40 per cent move into lower-tier informal self-
employment.While thesemovementsmay partly be explained by reporting errors,
business instability may also play a role. Furthermore, in Ghana, Tanzania, and
Uganda, we observe high stability within lower-tier informal self-employment,
with around two-thirds of the respective workers staying in this segment.

The ‘stickiness’ in this segment reflects the limited alternative job opportunities
available to workers in this group. In Tanzania and Uganda, the authors observe
a similar level of stagnation within lower-tier informal wage-employment, with
about 80 per cent of the respective workers either remaining in this category or
moving into lower-tier informal self-employment. In Ghana and South Africa,
higher mobility out of lower-tier informal wage-employment into formal wage-
employment is observed, suggesting that, for about 20 per cent of all workers in
this group, lower-tier informal wage-employment can present a stepping stone
into formal employment relationships. Furthermore, in all four countries, those in
upper-tier informality are more likely to move into formality compared to those
in lower-tier informality.

In terms of mean monthly earnings, formal workers earn more than informal
workers, wage-employees earnmore than the self-employed, and upper-tier infor-
mal workers earnmore than lower-tier informal workers. Formal wage-employees
are the highest-earning category in Ghana, South Africa, and Tanzania, while
informal upper-tier self-employed have the highest earnings in Uganda. Across
all countries, the lowest earning status is the lower-tier informal self-employed.

Using multinomial logistic regression for the analysis, the chapter finds that
higher levels of education are associated with a higher likelihood of working
formally. The correlation between educational attainment and formality status
is stronger in wage-employment than in self-employment. Ceteris paribus, the
largest inter-temporal change in earnings is experienced by those who were
initially in formal employment and sustained this status over time. This may
partly be attributable to unobserved individual characteristics of workers in this
group but may also reflect a premium on experience in this labour market seg-
ment. While workers moving from formal to upper-tier informal employment
experience a less favourable change in earnings compared to those who remain
formal, they still tend to be better off than those who were already initially in
upper-tier informal employment and maintained this status. Furthermore, it is
observed that transitions from self-employment to wage-employment are not sig-
nificantly associated with an earnings gain. Transition from wage-employment to
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self-employment tend to come with an earnings penalty, which, however, is not
statistically significant.

Providing comparative evidence on Egypt, Tunisia, and Jordan, Chapter 13
shows that very few youths transition from vulnerable jobs⁴ to non-vulnerable
ones (formal public/private and employers) once they start out in the labour mar-
ket in a vulnerable job. This is true even after 20 years in the case of Egypt.
Tunisian youth also face precarious working conditions and low probability of
transition. Jordanian youth are in somewhat better circumstances, but they are
also more likely to exit the labour force altogether than to take on informal
jobs. Socio-economic status as measured by family wealth, father’s education, or
father’s occupation is a strong determinant of vulnerable employment, with those
of higher socio-economic status likely to end up in non-vulnerable jobs and stay
in them while those of lower socio-economic status rarely move up to better jobs.

3. Comparative perspective

Not all chapters in this book are able to examine all six work status groups in
every country (see Appendix A for further details of the work status classifications
used in all the country chapters). Two work status groups are identified in almost
all countries: formal wage-employment and formal self-employment. Moreover,
most chapters identify at least one lower-tier informal work status, even though
not all chapters identify lower-tier informal work in both wage-employment
and self-employment (e.g. Chapter 7 combines upper-tier and lower-tier infor-
mal self-employment). In the MENA countries (Jordan, Egypt, Tunisia), specific
types of lower-tier informal workers, such as unpaid family workers, informal
private-sector workers, and irregular workers, are separately identified.

The full six work status categories are reported for 10 countries (China, India,
Costa Rica, Mexico, and Nicaragua in Latin America; Nigeria, Ghana, South
Africa, Tanzania, and Uganda in SSA). In an additional five Latin American coun-
tries (Argentina, Brazil, Ecuador, Paraguay, and Peru) upper-tier and lower-tier
self-employment are combined, but all other work status categories are reported.
In Mali and Niger, only self-employed workers are considered. In El Salvador,
self-employed informal workers are separated into lower-tier informal and upper-
tier informal, but informal wage-employees are not. The work status categories
reported in Indonesia and the threeMENAcountries (Jordan, Egypt, andTunisia)
differ in important aspects from the work status categories used in the other coun-
tries studied, which makes many comparisons between these countries and the
other countries in the book difficult.

⁴ These are jobs that are informal, lacking job security and stability, paid leave, social and health
insurance, and safety (World Economic Forum 2012).
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3.1 Distribution of workers between work status groups

Formal wage-employment is the largest work status in South Africa and in all Latin
American countries studied except forNicaragua, ranging from25 per cent in Peru
to 57 per cent in South Africa (Table 14.1). The share of formal wage-employment
in China, India, and the SSA countries studied ismuch smaller, ranging from 9 per
cent (India) to 22 per cent (China). Based on these patterns, it appears that for-
malwage-employment is generally larger in countrieswith higher average incomes
compared to countries with lower average incomes.

Formal self-employment typically comprises only a small share of theworkforce
in all countries, ranging from 0 per cent in Nigeria to 9 per cent in Ghana and
Tanzania.

Upper-tier informal wage-employment is larger in China, India, and in all of the
middle-income Latin American countries (except for the country with the lowest
income, Nicaragua) than in the SSA countries (except for the country with the
highest income, South Africa). This pattern is not true for upper-tier informal self-
employed, where in some SSA countries (Ghana,Mali, andNiger) this work status
is larger than in Latin America, China, or India. This pattern suggests that upper-
tier informal wage-employment tends to be a larger work status in middle-income
countries compared to lower-income countries.

Lower-tier informal self-employment, which is generally characterized by low
earnings and high levels of persistence, is a much larger work status in China and
SSA (except for South Africa) than in India and Latin America. The share of work-
ers who are in lower-tier informal self-employed in SSA (excluding South Africa)
ranges from 42 per cent (Ghana) to 70 per cent (Niger), while in Latin America,
the country where this work status is the largest (Nicaragua) includes only 17 per
cent of workers.

On the other hand, lower-tier informal wage-employment is higher in China,
India, and Latin America than in SSA. However, in all countries except for
India and Nicaragua, lower-tier informal wage-employment still encompasses a
relatively small proportion of all workers.

3.2 The job ladder

In almost all countries, the order of the work categories from highest wages to low-
est wages is: (i) formal, (ii) upper-tier informal, and (iii) lower-tier informal. There
are no clear distinctions between self-employed and wage-employees among for-
mal and upper-tier informal workers. See Appendix B, where we present figures of
job ladders for all the countries covered in the book.



Table 14.1 Share of workers by work status classifications

Continued



Table 14.1 Continued

Note: The work status classifications used in chapters 5, 8, and 13 are too country-specific to allow for full comparability across all categories. For Mexico, Chapter 9
identifies all six status groups, while Chapter 7 combines upper-tier and lower-tier informal self-employment. The distribution of workers across status groups is in a
similar range in both chapters.
Source: authors’ compilation based on country studies.



GARY S. FIELDS ET AL. 361

Table 14.2 Work status with highest average earnings

Work status ASIA Latin America MENA Sub-Saharan
Africa

Formal
self-employed

China Argentina,
Brazil, Costa
Rica, Ecuador,
Mexico,
Paraguay, Peru

Mali, Niger

Formal
wage-employed

India Nicaragua Egypt (private),
Jordan
(private),
Tunisia (public)

Ghana, Nigeria,
South Africa,
Tanzania

Upper-tier
informal
self-employed

Indonesia
(higher-tier
informal)

El Salvador
(advantageous
non-
agricultural)

– Uganda

Source: authors’ compilation based on country studies.

Formal wage-employees and formal self-employed are at the top of the wage
ladder (Table 14.2). Average wages in these formal work status groups are higher
than the average wages in any of the other four informal work status groups
in 19 of the 22 countries covered in this book (the exceptions are Indonesia,
El Salvador, and Uganda, where the highest wages are in upper-tier informal
self-employment). For the different types of formal workers, average wages are
highest in formal self-employment in 10 countries and highest in formal wage-
employment in 9 countries (Table 14.2). Whether the formal self-employed or
formal wage-employed workers report higher earnings is subject to substantial
regional variation. Out of the 10 countries where formal self-employed workers
lead the earnings ranking, 7 are located in Latin America. In SSA and MENA, by
contrast, formal wage-employees tend to be at the top of the earnings ladder (see
Table 14.2).

Formal self-employment typically comprises only a small share of the work-
force. For example, in countries where formal self-employment constitutes the
highest-paying work status, it only comprises 2 per cent (China and Paraguay)
to 6 per cent (Mexico) of total employment. Because of the small sample size
for this status, comparisons of the earnings of formal self-employed and formal
wage-employed workers should be interpreted with care.

The average earnings of both upper-tier informal self-employed and wage-
employees tend to be above the earnings of lower-tier informal self-employed
and wage-employees. As noted, in all but 3 of 22 countries, upper-tier infor-
mal wage-employees earn less than formal workers. This is not consistent with
the hypothesis that upper-tier informal wage-employees voluntarily forgo social
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Table 14.3 Work status with lowest average earnings

Work status ASIA Latin
America

MENA Sub-Saharan
Africa

(Lower-tier)
informal
self-employed

China, India,
Indonesia
(lower-tier
informal)

El Salvador
(unfavourable
agricultural),
Mexico

Egypt
(unpaid
family
worker)

Mali, Niger,
Ghana, South
Africa,
Tanzania,
Ugandac

(Lower-tier)
informal
wage-employed

– Argentina,a
Brazil,a Costa
Rica,
Ecuadora,
Nicaraguab,
Paraguaya,
Perua

Jordan
(irregular),
Tunisia
(informal
private)

Nigeria

Notes: a Average earnings for upper-tier and lower-tier informal self-employment are grouped
together in these five Latin American countries. b For Nicaragua, chapter 6 identifies lower-tier
informal wage-employment as the lowest paying category, while Chapter 8 identifies unfavourable
agricultural self-employment as the least paid status. c For Uganda, average earnings are virtually
identical in lower-tier informal self-employment and wage-employment.
Source: authors’ compilation based on country studies.

security and other labour protections of formal work in exchange for higher earn-
ings as informal workers. Upper-tier informal wage-employees and upper-tier
informal self-employees tend to have similar earnings.

Generally, the lowest-paid work status groups are either lower-tier informal
self-employed or lower tier informal wage-employees (Table 14.3). Some regional
patterns appear in Table 14.3. In the Asian and large parts of the Central Amer-
ican and SSA cases, the lowest average pay is recorded in lower-tier informal
self-employment. In the South American cases, as well as in Costa Rica, Jordan,
Tunisia, and Nigeria, we see the lowest average earnings in lower-tier informal
wage-employment. However, it is important to note that upper-tier and lower-tier
informal self-employed wages are grouped together inmost of the Latin American
countries (Argentina, Brazil, Ecuador, Paraguay, and Peru) and so these observed
regional patterns may misrepresent the Latin American pattern.

3.3 Transitions between work status groups

One of the key questions at the centre of this project is whether lower-tier infor-
mal work is a dead end where, once workers enter, there is little chance of moving
up the job ladder. Examining transitions between work status groups, we find
some evidence of this, especially among the lower-tier informal self-employed (see
Appendix C, where we present the transition matrices by country and region).
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In 12 of 15 countries where comparisons are possible, lower-tier informal self-
employment has the first or second highest rates of persistence (where persistence
is defined as a relatively high conditional probability of staying in the initial work
status).

However, this broader pattern is subject to substantial cross-country hetero-
geneity. The highest persistence rates in lower-tier informal self-employment are
observed in China (86 per cent), Indonesia (81 per cent), Niger (79 per cent),
Nigeria (61 per cent), Ghana (67 per cent), Tanzania (65 per cent), and Uganda
(73 per cent) and the lowest in Costa Rica (34 per cent), Nicaragua (34 per cent),
and South Africa (31 per cent), followed by India (48 per cent). Thus, in one group
of countries (China, Indonesia, Niger, Nigeria, Ghana, Tanzania, and Uganda),
lower-tier informal self-employment appears to be mostly a dead end with few
alternative opportunities, whereas in another group of countries (South Africa,
Costa Rica, Nicaragua, and India), informal self-employment appears to be amore
temporary and dynamic state, with greater options for upward mobility.

Overall, more workers appear to remain ‘stuck’ in lower-tier informal self-
employment than in lower-tier informal wage-employment. In 10 countries where
the comparison is possible, persistence rates are higher in lower-tier informal self-
employment, while in only 3 countries, persistence rates are higher in lower-tier
informal wage-employment. In lower-tier informal wage-employment, the high-
est persistence rates are observed in Mexico (49–57 per cent) and Paraguay (53
per cent) and the lowest in Costa Rica (28 per cent). While the chapter on Mexico
argues that lower-tier informal workers have a small chance of moving to a better
segment of the market, in Costa Rica and Nicaragua, mobility out of lower-tier
informal wage work is higher than out of any other work status, indicating sub-
stantial upward mobility as most of these workers transition to higher-paid work
status groups. In most of the SSA countries covered, there is also similar within-
regional heterogeneity in mobility patterns. While in Tanzania and Uganda, 80
per cent of the respective workers either remain in this category or move into
lower-tier informal self-employment, in Ghana and South Africa, higher upward
mobility is observed, suggesting that lower-tier informal wage-employment can
present a stepping stone into formal employment relationships. The higher entry
rate into formal employment in Ghana and South Africa compared to Tanzania
and Uganda may be associated with the countries’ higher level of development
and higher availability of formal wage jobs.

In almost all countries, formal wage-employment is the most persistent work
status. This is true in 13 of 18 countries where comparisons are possible. This
is consistent with formal wage-employment as the most preferred work status
where workers are unlikely to leave voluntarily once they obtain employment.
The high persistence in this status may also be attributed to the nature of the
employment relationship—usually defined in terms of having a written, perma-
nent work contract with social security entitlements, indicating higher turnover
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costs—as well as the typical engagement in larger-scale private companies or
government jobs, which may provide a more stable work environment. Formal
self-employment, which tends to be the smallest work status, displays relatively
lower persistence compared to formal wage-employment, indicating higher risks
of downward shifts. An exception from this rule is Brazil, where 71 per cent of
formally self-employed workers sustain their position.

Across regions, we observe upper-tier informality, especially upper-tier infor-
mal wage-employment, to be the least persistent work status. In 12 of 15 countries
where the comparison is possible, upper-tier informal wage-employment is the
first or secondmost mobile work status. Across regions, upper-tier informal wage-
employment can present a stepping stone into formal wage-employment, with an
average transition rate from upper-tier informal into formal wage-employment
of about 20 per cent reported across the Asian and Latin American countries
and 35 per cent for the SSA case studies. However, transitions out of upper-tier
informality present not only opportunities for upward mobility but also risks for
downward slides with more or less equal probabilities. Transitions out of upper-
tier informal wage-employment are more likely down the job ladder than up the
job ladder in seven countries, but more likely up the job ladder in six countries.
Movements fromupper-tier informal self-employment to formal self-employment
occur less frequently but, with an average rate of 10 per cent compared to 4 per
cent, are still more frequent than transitions from lower-tier informal to formal
self-employment.

Concerning the personal worker-level characteristics that can be associated
with mobility patterns, first, the education level of a worker is consistently men-
tioned as one of the key factors associated with upward transitions into better-
paying work status groups. Education also tends to be positively associated with
employment stability in higher-wage work status groups and a lower risk of
downward shifts. Second, most studies find that men display higher chances of
moving towards better positions than women. Particularly married men display a
higher likelihood to climb the job ladder, while the opposite is true for married
women. Moreover, male workers are more likely to move into wage-employment,
while female workers are more likely to stay in self-employment. Considering
that self-employment offers more flexible working times, this may reflect a pref-
erence or constraint. Third, workers in prime working age appear to hold the
most favourable positions in most contexts. In some countries, lower-tier wage-
employment appears to serve as an entry point to the labour market for young
workers, while transitions into self-employment tend to increase with age. House-
hold wealth in terms of assets is furthermore positively associated with transitions
out of lower-tier informality. Even though assets can benefit household produc-
tion, this relationship may be explained by third factors and does not warrant
causal claims.
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3.4 Limitations of the empirical analysis

Two features of our book make it particularly noteworthy but also point to some
limitations of our empirical analysis. First, our book is perhaps the first of its
kind in examining heterogeneity within informal work by applying a common
conceptual framework and empirical methodology across a diverse range of coun-
tries across Africa, Asia, and Latin America. The fact that we can do like-for-like
comparisons using a common conceptual approach to categorizing formal and
informal employment is a strength of our empirical analysis and aids greatly in
gleaning the comparative findings that we have presented in this section. How-
ever, to implement the work status classifications introduced in Chapter 1 of the
book, the authors of the country chapters had to rely on existing secondary data
sources such as labour force surveys. As noted in the beginning of this section, our
ideal-type classification of the six work status groups could not be implemented
in all the countries due to data limitations. Specifically, the available data was
not granular enough in some country contexts to sufficiently distinguish between
lower-tier and upper-tier informal employment. Our book points to the need for
labour force surveys in developing countries to obtain information on occupa-
tions of workers that can differentiate between formal, lower-tier, and upper-tier
informal employment, and between self-employment andwage-employment with
sufficient accuracy.

Second, we were able to document transition patterns across different formal-
ity and work status groups as well as to explore the possible factors that may
explain transitions across work status as all country studies were able to use
panel data of two or more waves. The availability of panel data is scarce in low-
and middle-income countries. A key contribution of the book is that authors
are able to assess patterns and correlates of labour market transitions with such
data, which would not be possible if we had to rely on cross-sectional data. How-
ever, for several of the countries, the panel data lacked representativeness at the
national level, given the relatively small number of workers that were surveyed
initially or could be followed in the panels. In addition, the relatively few waves
of panel data that were available, especially for SSA, did not allow us to infer
whether the movement of workers from one work status to another was tem-
porary (due to business cycle-related factors) or more permanent. Therefore, it
is critical that we have panel data that follows workers over time, with larger
representativeness, and over longer periods, especially for low-income countries.
We hope that the book can serve as a call to arms for data-collecting agen-
cies like national statistical organizations and multilateral development agencies,
such the World Bank, to compile such panel data for developing country labour
markets.
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4. Some policy options suggested by the chapters

The chapter authors were asked for the key policy recommendations of their
findings. The answers were often quite nuanced, and their emphases differed
considerably across the different chapters.

Here, we summarize the recommendations across several dimensions. One
regional difference bears mention at the outset. In the Africa chapters, formal
job creation did not receive as much attention as in Asia and Latin America.
This may be because formal wage-employment is such a small percentage of total
employment in Africa, with the notable exception of South Africa.

4.1 Economic growth

Economic growth was suggested by many. Some country studies suggest that eco-
nomic growth, by itself, may not be sufficient for improving the livelihoods of
lower-tier informal workers. For example, the India study characterized lower-
tier informal workers as being in a dead-end work status, despite the high-growth
phase of the economy, leading the authors to conclude that direct state interven-
tions that enhance the livelihoods of lower-tier informalworkersmay be necessary.
The Latin America chapter called for economic growth to be complemented with
a coherent system of investment in education and training, as well as other active
labour market policies.

4.2 Raising the earnings of the lower-tier self-employed

Raising the earnings of the lower-tier self-employed was the most common policy
recommendation. The specific suggestions varied from place to place:

InGhana, SouthAfrica, Tanzania, andUganda, policies should not be one size fits
all. Given the limited alternative job opportunities for those working informally,
the authors recommend (1) focus on policy measures to enhance the livelihoods
of those workers where they are and (2) do not emphasize policies that aim to
reduce the regulatory barriers to formalization (see chapter 12, Danquah et al.
this volume).

In Nigeria, given the limited employment opportunities in the formal sector,
the authors suggest that creating better working conditions for informal workers
would greatly enhance their welfare and encourage them to stay within their
employment.
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In Mali and Niger, the focus of the policy recommendations is transforming
informal work and livelihoods. Specifically, (i) addressing household-related fac-
tors such as asset holdings, livestock endowment, and non-labour income; and (ii)
promoting and strengthening non-farm employment.

4.3 Creating more formal jobs for those down
the job ladder to move into

The recommendations for China include: recognizing the insufficient labour
demand in the formal sector and therefore creating more formal jobs; creating
more wage-employment, as opposed to self-employment; these results are con-
sistent by gender (female vs male), hukou type (agriculture vs non-agriculture),
and hukou location (local vsmigrant); these recommendations are consistent with
China’s urban–rural integration plan.

In Indonesia, the authors suggest that, rather than creating policies that try to
push low-tier informal-sector workers to become high-tier informal-sector work-
ers, government would be better advised to create jobs, albeit lower-tier ones, that
lower-tier informal workers can apply for.

InMexico, the author states that ‘many of the urban informal workers are in this
sector because of a lack of better options […] There is an overwhelming preference
for formal wage jobs across the various segments of the market.’ The study distin-
guishes between the worker’s decision to apply for formal wage jobs and the hiring
decisions of formal firms, noting that policies that seek to encourage formal wage-
employment from the supply side of the labour market need to consider how they
can affect these two dimensions—for example, expanding access to higher educa-
tion as well as encouraging female participation in formal employment through
the provision of market substitutes to home production.

4.4 Providing those on the bottom of the job ladder
with more human capital

The study of six Latin American countries calls for increased investment in human
capital, including ‘a coherent system of training’ and other active labour market
policies.

The chapters on Costa Rica, Nicaragua, and El Salvador distinguish between
levels and changes. Changes in formal education are a statistically insignificant
determinant of whether or not a worker transitions up the job ladder, probably
because few workers earn more formal education after they enter the labour force.
On the other hand, many workers participate in vocational training after entering
the labour force. In Costa Rica, Nicaragua, and El Salvador, it is found that earning
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vocational training and investment in human capital after entering the labour force
promotes both transitions up the job ladder and improvements in the earnings of
those who remain in lower-tier work. Vocational training policy should focus on
experiencedworkers. It should target those currently working as informal employ-
ees, not formal wage-employees. In addition, the authors urge that efforts be made
to reduce school drop-out rates, especially among girls, and to promote secondary
school completion through alternative programmes for those already outside of
the school system.

In China, the chapter calls for education and training programmes to self-
employed workers in the informal sector and the lower tier.

4.5 Formalizing the upper-tier informal and increasing
the enforcement of labour protections

Our framework in this book suggests that upper-tier informal workers may be
informal voluntarily, willing to forego social security and other labour protections
in exchange for higher wages or the flexibility of informal work. For example, in
India and Latin America, upper-tier informal wage-employees are often employed
in formal firms and work alongside workers who have social security and other
labour protections. This suggests that one appropriate strategy for promoting for-
mality is to increase enforcement of labour protection laws in formal firms and
among upper-tier informal wage-employees. Such policies are likely to be most
effective in countries where the upper-tier wage-employees are a large percentage
of workers. Indeed, the country studies which suggest this policy as a way to pro-
mote formality are China and Latin America, regions where our country studies
find that upper-tier wage-employment is common (especially compared to SSA).

In six Latin American countries, given that the increase in labour formality
has slowed down, progress in employment formalization and the strengthening
of labour institutions policies are identified as essential mechanisms to overcome
poverty and achieve social protection.

In Costa Rica, increase compliance with labour regulations with respect to
labour protections and social security payroll taxes, thereby enabling informal
workers to become formal.

In China, enforce compliance with the 2008 Labour Contract Law, which
mandates that employers provide work insurance and pensions to employees.

4.6 Other country-specific and region-specific measures

In North Africa, a particularly pressing issue is the employment problem facing
young people. The study of Egypt, Jordan, and Tunisia highlights the need for
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support systems for vulnerable workers, especially youths, the poor, and those
with less educated parents. It also calls for aligning skill supply with demand and
creating more acceptable working conditions in the informal and formal sectors.

In El Salvador and Nicaragua, recommendations were made specifically for
women by getting them out of domestic work. There, women cannot be helped
by promoting advantageous agricultural self-employment because agriculture in
both countries is dominated by men.

In China, the authors suggest that to enable movements from lower-tier to
upper-tier self-employment the government should create the conditions for the
integration of rural and urban markets, as suggested in the government’s policy
guidelines for addressing the imbalanced development between rural and urban
areas. The authors also suggest that an additional policy to help integrate rural and
urban labour markets is to abolish or revise the hukou system, which ties the pro-
vision of social services, such as education and health care, to the region and city
where a person is born (even if they migrate from rural to urban areas).
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APPENDIX A

Work status definition and
operationalization

II. ASIA

3. Transforming informal work and livelihoods in China

Carl Lin, Linxiang Ye, and Wei Zhang

Work status
group

Definition/operationalization

Formal
self-employed

A person who is self-employed and pays work insurance (retirement
pensions, medical insurance, unemployment insurance, work injury
insurance, and maternity insurance) as an individual or a private
business owner. Note that such work insurance belongs to work
protection which has a higher protection level than New Rural
Cooperative Medical Insurance and Urban Resident Basic Medical
Insurance. Most Chinese residents, regardless of being employed or
not, are included in the social protection system. It is therefore not
straightforward to identify formal employment by whether they have
work insurance in the case of China.

Upper-tier
informal
self-employed

A person who is self-employed in individual and private businesses in
which the size of the work unit is equal to or greater than seven
people. Or the self-employed who have college degrees or above and
in job classes 1 (family agricultural work), 3 (agricultural work for
other families), and 5 (non-agricultural casual workers).

Lower-tier
informal
self-employed

A person who is self-employed in the informal sector and has a
high-school diploma or below. Farmers and individually-owned
small-scale businesses dominate this category.

Formal
wage-employed

The formal wage-employed are wage workers whose employers
provide them with work insurance such as retirement pensions,
medical insurance, unemployment insurance, work injury insurance,
and maternity insurance.

Upper-tier
informal
wage-employed

A person who works for wages in the formal sector (governments,
party, people’s organizations, military, state-owned and collectively
owned public institutions, state-owned or state-controlled
enterprises, companies with foreign capital investments or with
investments from Hong Kong, Macao, Taiwan, or working in a firm
employing seven or more people) but where the employer does not
provide work insurance.

Lower-tier
informal
wage-employed

An employed worker in the informal sector where the work unit does
not provide any work insurance. These individuals include, for
example, labourers employed by private businesses, agricultural
workers, and non-agricultural casual workers.



APPENDIX A: WORK STATUS DEFINITION AND OPERATIONALIZATION 371

4. Moving up or down the job ladder in India: examining
informality–formality transitions

Rajesh Raj Natarajan, Simone Schotte, and Kunal Sen

Work status group Definition/operationalization

Formal
self-employed

All wage workers with permanent job contracts are classified as
formal wage-employees. All permanent workers in India are
offered labour law protection and are also entitled to social
security benefits.

Upper-tier
informal
self-employed

Informal wage workers are classified as upper-tier informal if
they either work in occupations that require some type of
training or receive some type of de facto benefit (such as meals
or housing) from employers.

Lower-tier
informal
self-employed

All remaining informal workers are classified as lower-tier
informal.

Formal
wage-employed

All self-employed workers who are in professions that require a
high level of skill (Division 0–1, INCO), or employ 10 or more
workers are classified as formal self-employed.

Upper-tier
informal
wage-employed

All informal self-employed workers who employ fewer than 10
but at least one hired worker are classified as upper-tier
informal. These also include workers who employ more than 10
workers but operate from home or from a mobile location.

Lower-tier
informal
wage-employed

All informal self-employed workers who employ only
household workers are classified as lower-tier informal
self-employed. All contributing family workers are also
included in this category.

5. Progress and stagnation in the livelihood of informal workers
in an emerging economy: long-term evidence from Indonesia

Mayang Rizky, Daniel Suryadarma, and Asep Suryahadi

Work status group Definition/operationalization

Low-tier informal We identify low-tier informal workers as workers who are
self-employed without help or self-employed with the help of
unpaid family/temporary workers and with work types in sales,
labour, production, transportation, and unskilled. All unpaid
family workers are also considered to be low-tier informal
workers.

Continued
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Continued

Work status group Definition/operationalization

High-tier informal Those who are self-employed with the help of
permanent/regular worker(s) are high-tier informal workers.
Workers who are self-employed without help or self-employed
with the help of unpaid family/temporary worker(s) and whose
work type is professional, managerial, or official/administrative
are also considered to be high-tier informal workers. The
classification of high-tier informal workers is determined not
only by the data on daily primary duties but also by the
two-digit occupation code. It includes codes of 40 or less and
codes 50, 60, 70, 80, and 90, which indicate a managerial level of
workers in the service, agricultural, and production sectors.

Low-tier formal Those who are employees of either the government or a private
company, in any job type, are classified as formal workers.
Employees whose work type is sales, labour, production,
transportation, and unskilled are considered to be low-tier
formal.

High-tier formal Those who are employees of either the government or a private
company and whose work type is professional, managerial, or
official/administrative are considered to be high-tier formal.

III. LATINAMERICA

6. Transforming informal work and livelihoods
in Costa Rica and Nicaragua

Enrique Alaniz, T. H. Gindling, Catherine Mata, and Diego Rojas

Work status
group

Costa Rica Nicaragua

Formal self-
employed

We identify formal self-employed
workers as the self-employed
(own-account or owners) who
follow all regulations—specifically,
those who both contribute to social
security and are registered. Workers
are identified as registered if they
are registered in the National
Records or other public institution
or keep formal accounts for
reporting to the government.

Formal self-employed workers are
those who are affiliated with social
security in any capacity.
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Upper-tier
informal self-
employed

These are identified as those who
comply with some but not all
regulations—specifically, the
self-employed (own-account and
owners) who are registered or
receive some type of social security
health insurance (including the
special regime, as a direct
dependent of an insured employee,
insured by the government, or with
private insurance) but are not both
registered and receiving social
security. Even if they are neither
registered nor receiving social
security, other self-employed
workers are classified as upper-tier
informal self-employed if they are
in a profession that requires
post-secondary or vocational
education, if they are employers
with at least one employee, or if
their place of work has a fixed
premises.

Upper-tier informal self-employed
are defined as those who work in a
unit with at least one
wage-employee or who have private
or other self-paid health insurance.

Lower-tier
informal self-
employed

These are self-employed workers
who have no type of health
insurance and are not registered,
have no paid employees, and are
not professional or technical
workers. They include those whose
place of work has no fixed premises
(i.e. they work in the owner’s
dwelling, are itinerant, or work on
construction sites or agricultural
plots).

Lower-tier informal self-employed
are all other self-employed workers
who have no health insurance
(either social security or self-paid).

Formal wage-
employees

These are wage-employees whose
employers contribute to social
security or who are public-sector
employees.

These are wage-employees whose
employers contribute to social
security for the worker or who are
public-sector employees.

Upper-tier
informal
wage-
employees

These are wage-employees whose
employers do not contribute to
social security but who have social
security health insurance as a
dependant of someone who is
directly insured; who pay through
the ‘special regime’ or ‘cuota
voluntaria’; who are insured by the
state or private insurance;

Upper-tier informal employees are
all employees who are neither
formal nor lower-tier informal.

Continued
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Continued

Work status
group

Costa Rica Nicaragua

or who receive other mandated
benefits such as paid annual leave,
paid sick leave, work risk insurance,
or aguinaldo (mandated one-month
salary bonus in December) or from
whose salary income taxes are
deducted; or who are professional
or technical employees.

Lower-tier
informal
wage-
employees

These are all other employees—that
is, lower-tier informal employees
have no health insurance and
receive no other labour protection
benefits.

Lower-tier informal
wage-employees are identified as
domestic servants and others
working in a private household.

Source: authors’ construction based on ILO (2019).

7. Informality, labour transitions, and the livelihoods
of workers in Latin America

Roxana Maurizio and Ana Paula Monsalvo

Work status Measurement

Formal
wage-employees

Argentina: includes those who answer that their employers
make payroll deductions to pay social security contributions.
Brazil: includes those who have signed a labour contract.
Paraguay, Mexico, and Peru: includes those enrolled in a
pension system.
Ecuador: includes those indicating that they receive social
insurance from the job.

Upper-tier informal
wage-employees

These are informal wage-employees working in firms with
more than five employees

Lower-tier informal
wage-employees

These are informal wage-employees working in firms with
up to five employees

Formal self-employed These are owners in enterprises with more than five
employees and professional own-account workers

Informal self-employed These are owners in enterprises with up to five employees,
non-professional own-account workers, and unpaid family
workers.
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8. Self-employment and labour market dynamics of men
and women in El Salvador and Nicaragua

Enrique Alaniz, Alma Espino, and T. H. Gindling

Work status group Definition/organization

Formal wage-employees Both in Nicaragua and El Salvador, this category
includes wage and salaried workers who are
benefiting from social security and are either
employed full time or part time.

Informal wage-employees
(upper-tier and lower-tier
informal wage-employees)

In both countries, this category includes all
wage-employees not benefiting from social security.

Advantageous non-agricultural
self-employed (formal and
upper-tier informal
non-agricultural self-employed)

In Nicaragua, this category includes self-employed
workers who are not engaged in agriculture with
household per capita consumption above the poverty
line. It also includes employers of firms with five or
more workers and employers of firms with fewer than
five employees whose firm increased the number of
employees in the past year.
In El Salvador, this category includes self-employed
workers who are not engaged in agriculture and
whose labour earnings are greater than the legal
minimum wage.

Advantageous agricultural
self-employed (formal and
upper-tier informal agricultural
self-employed)

In Nicaragua, this category includes self-employed
workers who are engaged in agriculture with
household per capita consumption above the poverty
line. It also includes employers of firms with five or
more workers and employers of firms with fewer than
five employees whose firm increased the number of
employees in the past year.
In El Salvador, this category includes self-employed
workers who are engaged in agriculture and whose
labour earnings are greater than the legal minimum
wage.

Unfavourable non-agricultural
self-employed (lower-tier
informal non-agricultural
self-employed)

In both countries, this category includes all
self-employed workers and employers who are not
engaged in agriculture and do not meet the conditions
to be classified as ‘advantageous non-agricultural
self-employment’.

Unfavourable agricultural
self-employed (lower-tier
informal agricultural
self-employed)

In both countries, this category includes all
self-employed workers and employers who are
engaged in agriculture and do not meet the conditions
to be classified as ‘advantageous agricultural
self-employment’.

Continued
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Continued

Work status group Definition/organization

Unpaid family worker In both countries, this category includes any
employed person who works without remuneration
in a business, firm, or family farm.

Unemployed In both countries, this category includes people who,
over the past week or month before the survey, looked
for work or made efforts to install their own business
or company. Similarly, those who were not working
but already had jobs and were starting the next month
are included in this category.

9. Informal work in urban Mexico: characteristics, dynamics,
and workers’ preferences

Robert Duval-Hernández

Work status group Definition/operationalization

Formal self-employed These are the self-employed (own-account or owners) who operate a
business registered with tax authorities and with fixed work
premises. Also, all employers (with at least one employee) in the
agricultural sector enter this category.

Upper-tier informal
self-employed

Upper-tier informal self-employed (own-account and owners) are
those who voluntarily enrol for social security coverage (through the
government or have private insurance) or work in a profession that
requires post-secondary or vocational education, or they are
employers with at least one employee, or if their place of work has
fixed premises.

Lower-tier informal
self-employed

These are all other self-employed not in the above two categories.
This includes all self-employed working in agriculture.

Formal
wage-employees

These are wage-employees whose employers contribute to social
security, except if the employer itself is a non-registered business (i.e.
the firm is not registered with tax authorities and does not have fixed
work premises).

Upper-tier informal
wage-employees

These are wage-employees whose employers do not contribute to
social security (or if they do, the employer itself is a non-registered
business) but who receive other benefits such as paid annual leave,
profit-sharing, (government-sponsored) housing credit, day-care
facilities, private insurance (life or health), saving funds, time for
parental care, or aguinaldo (mandatory one-month salary bonus in
December), or work in a profession that requires post-secondary or
vocational education, or they have a permanent contract.

Lower-tier informal
wage-employees

These are all other employees. Also, all unpaid workers are included
in this category.
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IV. SUB-SAHARANAFRICA

10. The dynamics of off-farm self-employment
in the West African Sahel

Sènakpon Fidèle Ange Dedehouanou and Didier Y. Alia

Work status group Definition/operationalization

Formal
self-employed (1)

We identify formal self-employed workers as own-account
workers (with no salary) that (i) keep written accounts, (ii)
have a commercial register, or (iii) hold a fiscal identification
number given by the Directorate General of Taxes (DGI).
We also include owners or employers (with at least one
salaried worker) that follow at least one of the above
regulations and have additionally registered worker(s) in the
national social security fund.

Upper-tier
informal
self-employed (2)

Upper-tier informal self-employed are identified as those
who do not comply with the above regulations (in 1) but
operate their businesses in fixed premises outside the
dwelling.

Lower-tier
informal
self-employed (3)

These are self-employed workers that do not comply with the
above regulations (in 1) but have no fixed business premises
(outside the owner’s dwelling) or are itinerant/mobile.

11. Informal–formal workers’ transition in Nigeria:
a livelihood analysis

Abiodun O. Folawewo and Olusegun A. Orija

Work status group Definition/operationalization

Formal
wage-employees

These are workers in public-sector (government) and large
private firm/organization employment that are covered by
official labour market regulations such as recruitment and
dismissal, compensation, and other forms of employment
protection laws (EPL) and have National Health Insurance
Scheme (NHIS) coverage.

Formal
self-employed

Since the Global Human Settlement (GHS) data do not
include information on business registration, participation in
the NHIS is used as an important criterion for determination
of the formality status of an employment. Thus, workers who
are self-employed (own-account and owners) but have NHIS
are classified as formal self-employed.

Continued
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Continued

Work status group Definition/operationalization

Upper-tier
informal
wage-employees

Within informal employment, the educational level of
workers is used as the distinguishing factor for whether they
belong to the upper or lower tier. As noted earlier and
supported by the literature (e.g. Gutierrez et al. 2019), a
majority of informal workers have little education;
consequently, informal salary (wage-employed) workers
with post-secondary and tertiary education and without
NHIS are classified as upper-tier informal wage-employees.

Lower-tier
informal
wage-employees

These are salary (wage-employed) workers with secondary
education and below who work in business organizations
outside of public-sector and large private firms/organizations
and without NHIS contribution are regarded as lower-tier
informal wage-employees.

Upper-tier
self-employed

Workers who are self-employed (own-account and owners)
and have post-secondary and tertiary education are classified
as upper-tier informal self-employed.

Lower-tier
self-employed

These workers who are self-employed (own-account and
owners) with secondary education and below are identified
as lower-tier self-employed.

12. Informal–formal transitions in work status in sub-Saharan Africa:
a comparative perspective

Michael Danquah, Simone Schotte, and Kunal Sen

Work status group Definition/operationalization

Formal
self-employed

These are workers (own-account or owners) with business activities
that are registered with national state authorities (e.g. with social
security, sales, or income tax authorities).

Upper-tier
informal
self-employed

These are workers (own-account or owners) with unregistered
business activities who either employ at least one person (who is not
a household member) or who are in activities that require some type
of professional training (defined as International Standard
Classification of Operations (ISCO) groups 1–4, covering managers,
professionals, technicians, and clerks).

Lower-tier
informal
self-employed

All other self-employed workers not in the above two categories are
classified as lower informal. This includes all contributing family
workers, irrespective of the nature of the enterprise. Workers in
smallholder agriculture (family farms) would be classified as lower
informal but have been excluded from the main analysis presented in
this chapter.
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Formal
wage-employed

These are employees who contribute to social security.

Upper-tier
informal
wage-employed

Wage workers not covered by social protection provisions
who are in professions that require some type of professional
training (ISCO groups 1–4) are classified as upper informal.
In addition, wage workers who report having a written
employment agreement and/or are entitled to de facto
benefits such as paid sick or maternity leave fall into this
category.

Lower-tier
informal
wage-employed

All other wage workers not in the above two categories are
classified as lower informal wage-employed.

V. NORTHAFRICAANDTHEMIDDLEEAST

13. The evolution of vulnerable employment in Egypt,
Jordan, and Tunisia

Shireen AlAzzawi and Vladimı́r Hlásny

Non-vulnerable
employment

Formal private Private-sector workers with either social
security or a contract in the past three
months

Formal public Public-sector and government workers with
either social security or a contract in the
past three months

Employer Employers, who employ others, where no
information on formality status of the
establishment was available in the survey

Vulnerable
employment

Self-employed Self-employed, without employing others,
where no information on formality status of
the establishment was available in the survey

Unpaid family
worker

People who work without pay in a
market-orientated establishment operated
by a related person living in the same
household

Irregular wage
worker

Workers who receive wages on a daily basis
or are in temporary employment

Informal private Private-sector workers who either lack
social security or had not had a contract in
the past three months
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II. ASIA

3. Transforming informal work and livelihoods in China

Carl Lin, Linxiang Ye, and Wei Zhang
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4. Moving up or down the job ladder in India: examining
informality–formality transitions

Rajesh Raj Natarajan, Simone Schotte, and Kunal Sen
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5. Progress and stagnation in the livelihood of informal workers in an
emerging economy: long-term evidence from Indonesia

Mayang Rizky, Daniel Suryadarma, and Asep Suryahadi
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III. LATINAMERICA

6. Transforming informal work and livelihoods
in Costa Rica and Nicaragua

Enrique Alaniz, T. H. Gindling, Catherine Mata, and Diego Rojas
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Fig. B.6 Mean earnings by work status: Costa Rica and Nicaragua
Source: authors’ calculations based on the data described in section 2.1.
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8. Self-employment and labour market dynamics of men and women
in El Salvador and Nicaragua

Enrique Alaniz, Alma Espino, and T. H. Gindling
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Fig. B.8a El Salvador
Source: authors’ calculations from the 2008–2012
Encuesta de Hogares de Propósitos Múltiples (EHPM).
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Fig. B.8b Nicaragua
Source: authors’ calculations from the 2009–2012
Encuesta de Hogares para Medir la Pobreza–Fundación
Internacional para el Desafio Económica Global
(EHMP–FIDEG).
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9. Informal work in urban Mexico: characteristics, dynamics,
and workers’ preferences

Robert Duval-Hernández
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Fig. B.9 Mean earnings by work status
Note: All estimates use sampling weights.
Source: author’s calculations based on ENOE 2nd Quarter 2015, large urban areas (INEGI 2015b).
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IV. SUB-SAHARANAFRICA

10. The dynamics of off-farm self-employment
in the West African Sahel

Sènakpon Fidèle Ange Dedehouanou and Didier Y. Alia
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Fig. B.10 Mean earnings by work status, Niger and Mali
Source: authors’ illustration based on LSMS-ISA data for Mali and Niger
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11. Informal–formal workers’ transition
in Nigeria: a livelihood analysis

Abiodun O. Folawewo and Olusegun A. Orija
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Fig. B.11 Informal-formal workers transition in Nigeria: a livelihood analysis
Source: authors’ computation from NBS GHS datasets.
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12. Informal–formal transitions in work status in sub-Saharan
Africa: a comparative perspective

Michael Danquah, Simone Schotte, and Kunal Sen
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Fig. B.12 Mean monthly labour earnings (Purchasing power parity (PPPs), in 2005)
across six work status groups
Note: For each country, summary statistics are compiled for the initial wave of panel study under
study. Standard errors of mean values in parentheses. Source: authors’ own calculations based on
survey data from Ghana Socio-Economic Panel Survey (GSPS) 2009/10–2013/14, National Income
Dynamics Study (NIDS) 2014/15–2017, Tanzania National Panel Survey (TZNPS)
2010/11–2012/13, and Uganda National Panel Study (UNPS) 2010/11–2011/12.
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V. NORTHAFRICAANDTHEMIDDLEEAST

13. The evolution of vulnerable employment in Egypt, Jordan,
and Tunisia

Shireen AlAzzawi and Vladimı́r Hlásny
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Fig. B.13a Egypt: Mean income by employment status and age 1998–2018 in real 2018
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Source: authors’ illustrations based on the Egypt Labour Market Panel Survey (ELMPS) 1998–2018,
the Jordan Labor Market Panel Survey (JLMPS) 2010–2016, and the Tunisia Labor Market Panel
Survey (TLMPS) 2014 (OAMDI 2019).
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(OAMDI 2019).
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5. Progress and stagnation in the livelihood of informal workers in an
emerging economy: long-term evidence from Indonesia

Mayang Rizky, Daniel Suryadarma, and Asep Suryahadi

Table C.5 Progress and stagnation in the livelihood of informal workers in an
emerging economy: long-term evidence from Indonesia

Source: authors’ construction based on data from IFLS 2000, 2007, and 2014.
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ná

nd
ez

Ta
bl
eC

.9
O
ne

-y
ea

rt
ra

ns
iti

on
sa

cr
os

sw
or

k
sta

tu
s

So
ur

ce
:a

ut
ho

rs
'c
al
cu

la
tio

ns
ba

se
d
on

EN
O
E

1s
tQ

ua
rte

r2
01

5
an

d
20

16
,u

rb
an

ar
ea

s(
IN

EG
I2

01
5b

).



APPENDIX C: WORK STATUS DYNAMICS 407

IV. SUB-SAHARANAFRICA

10. The dynamics of off-farm self-employment in the West African
Sahel

Sènakpon Fidèle Ange Dedehouanou and Didier Y. Alia

Table C.10 Transition probabilities for self-employed workers in Niger (in %)

Source: authors’ calculation based on LSMS-ISA data for Niger.
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