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The urban informal sector as a means of 
livelihood improvement among youth: Evidence 
from Hawassa city, Ethiopia
Tariku Lorato1*, Tasew Tadesse2, Yodit Abebe Mamo3 and Berhanu Getinet4

Abstract:  The informal sector constitutes a vital part of developing countries’ 
economy. It serves as a major source of employment and livelihood for the urban 
poor. However, despite its multifaceted economic contributions in many developing 
countries, little is known about its contribution. Hence, this study examines the role 
of the urban informal sector in improving the livelihoods of the participants in 
Hawassa city, southern Ethiopia, using primary data. A random sample of 182 
informal sector participants was selected from eight kebeles using multi-stage 
sampling techniques. Descriptive statistics and a logistic regression model were 
used to analyze the data. The descriptive analysis results showed that the majority 
of the participants (67%) perceived that participating in the informal sector has 
considerably improved their livelihood. The econometric analysis reveals that 
informal business operators who earn a higher monthly income, those who save 
their income, stayed longer in the business, have access to credit and own more 
working capital, and those who get training opportunities are observed to have 
better livelihood improvement compared to their comparative group. Given the 
sector’s role in creating employment opportunities for the burgeoning urban labor 
force and improving livelihood, informal businesses should not be treated as 
a hostile group with a marginal role in the economy. Thus, along with designing 
strategies for the formalization of informal enterprises, facilitating access to 
finance, training programs, improving the business environment, and provision of 
business development services prepare youth to navigate the informal sector in the 
study area, in particular, and Ethiopia, in general.
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1. Introduction
International Labor Organization ILO (2021) defines the informal sector as all economic activities 
by workers and economic units that are in law or practice—either not covered or insufficiently 
covered by formal arrangements, unlike the formal counterparts. In developing countries, the 
informal sector accounts for up to half of the economic activity. It provides a livelihood for billions 
of people. Nevertheless, its role in economic development remains controversial (La Porta & 
Shleifer, 2014). The controversial issues of the role played by the informal sector in absorbing 
urban unemployed youth have attracted great interest in the economic development literature. At 
this moment, the importance and contribution of the informal sector can be understood in the 
multitudes of economic, social, and geographic differences in the international context of the 
sector. In many countries, especially in developing countries, informal sectors are commercial by 
nature organized, owned, and operated mostly by the poor. They account for a substantial share of 
the total employment and contribute significantly to the alleviation of youth unemployment, 
income generation, and improved livelihood. The sector can be beneficial to growth as it provides 
de facto flexibility for firms that would be otherwise constrained by burdensome regulations 
(Meghir et al., 2015).

Moreover, the sector has not only reduced youth unemployment but also made a paramount 
contribution to overall national income and employment (Benjamin et al., 2014). According to 
Schneider and Enste (2013) estimation, the informal sector contributes about 19% of the GDP in 
OECD nations, 30% in transitional nations, and 45% in developing nations in the 2000s.

Current patterns show that the informal economy is growing in cities, particularly in those where 
urbanization is taking place quickly (Elgin & Oyvat, 2013; Satterthwaite & Mitlin, 2013). In devel
oping nations, it represents more than half of all non-agricultural employment, and significantly 
more in those areas that are rapid urbanization, including 82% in South Asia, 66% in sub-Saharan 
Africa, and 65% in East and Southeast Asia (Vanek et al., 2014). Within sub-Saharan Africa, 
informal employment is the main source of employment in Central Africa (91.0 %), Eastern 
Africa (91.6 %), and Western Africa (92.4 %) (ILO, 2018). Theoretical models of rural–urban 
migration such as the Haris-Todaro model indicate that because of urbanization in developing 
countries and the associated rural–urban influx of people are not accompanied by industrialization 
and expansion of employment opportunities in the formal sector, most of the migrants and the 
urban labor force add to the existing pool of urban unemployment (Harris & Todaro, 1970). In 
other words, owing to the limited number of job opportunities in the urban formal sector (notably 
due to the slow growth of employment in manufacturing and elsewhere), the bulk of new entrants 
to the urban labor force remains unemployed and hence seemed to create their own employment 
or to work for small-scale family-owned enterprises in the informal sector.

Ethiopia is experiencing rapid urbanization and massive rural–urban migration of people. This 
high rate of urbanization places Ethiopia’s urban centers under great stress, one being unemploy
ment (Central Statistical Agency (CSA), 2004). Hawassa city is a rapidly expanding city in Ethiopia. 
According to the Ethiopian Central Statistical Agency’s estimation, the population of Hawassa city 
was 351,469 and it had an annual population growth rate of 4% (Central Statistical Agency (CSA),  
2020). About 65% of the population are young and under 25 years of age, while 5.5% are over 
50 years of age. There is a high rate of unemployment in the city. According to the Central 
Statistical Agency (CSA; 2004), the rate of unemployment in Hawassa city is 29%. It is estimated 
that 48,864 people are unemployed, of which 51.55% are female and 48.45% are male (BoFED,  
2018).
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There has been a general outcry on the persistent rise in the unemployment rate in Ethiopia in 
general and Hawassa city in particular. However, the formal sector is unable to provide job 
opportunities to the increasing number of youths. Owing to this, an increasing number of youth 
people are becoming dependent on the informal sector as an important source of employment 
and a means of livelihood.

The informal sector, which ought to be a saving grace for the unemployed youth, has continued 
to suffer from the problems of the shortage of working capital, lack of working places, inadequate 
market, lack of raw materials, and technical support (Asmamaw, 2014). Moreover, the sector is 
also facing problems related to a lack of access to organized markets, credit, modern technologies, 
formal training, and public services (ILO, 2015). Besides, they do not have a fixed place to work; as 
a result, they often carry out their business in small shops, street vendors, outlets, home-based 
activities, and chest shapes (Central Statistical Agency (CSA), 2004, Central Statistical Agency 
(CSA), 2020). What is more, apart from limited or no access to credit from financial institutions, 
they also experience eviction by urban authorities (Admasu, 2019) since they are seen as denying 
the government tax revenue.

Notwithstanding the challenges, the urban informal sector activities have become a key path
way to increasing income and improving livelihood in urban centers. The sector plays a significant 
role in income generation, reducing unemployment and thereby contributing to the livelihood of 
the urban poor (Admasu et al., 2019). In addition, the sector plays an important role in urban 
unemployment alleviation by creating jobs and poverty reduction (Reddy et al., 2003). Moreover, 
the sector also provides a wide range of services and produces a variety of basic goods and 
services that can be used by all classes of consumers, especially low-income groups (Asmamaw,  
2014). The significance of informal sector activities is gradually emerging worldwide (Darbi & Knott,  
2016) as a tool for reducing poverty (Chidoko & Makuyana, 2012), which has been noted as a key 
challenge to humanity (Sutter et al., 2019). Thus, informal sector activities are viable in reducing 
poverty for youth men and women in the informal sector.

However, despite its predominant economic contribution in developing countries, including 
Ethiopia, little is known about the informal sector’s contribution (Nordman et al., 2016). Some 
works have been carried out in this field using household surveys, but they only consider some 
emerging countries such as Argentina, Brazil, and Colombia (Bargain & Kwenda, 2011, 2014), 
Mexico (Gong et al., 2004)., South Africa, Ghana, and Tanzania (Bargain & Kwenda, 2011, 2014), 
Ethiopia (Asmamaw, 2010, 2014; Delbiso, 2013; Delbiso et al., 2018; Fillmon, 2011), urban Africa 
(Falco et al., 2011), Vietnam (Nguyen et al., 2013),) (Doğrul, 2012) for Turkey, and (Nordman et al.,  
2016) for Madagascar.

Nevertheless, it is difficult to generalize these results to other parts of the developing world such 
as Ethiopia, in general, and Hawassa city, in particular, where the informal sector is the most 
widespread. Particularly, the studies conducted on the informal sector (which refers to street 
vending in this study) were inadequate and the information available is largely deficient and 
locality specific in Africa (Mengistu & Jibat, 2015). Negligence of the sector has resulted in the 
lack of accurate estimates of its size, particularly street vendors. As a result, there is less under
standing of the contribution and role it plays in making the life of the poor safe and easy (Mengistu 
& Jibat, 2015). Moreover, the studies conducted so far are concerned with the controversies on 
informal sector operation with emphasis on problems and prospects for a development strategy, 
earnings gaps between the informal and formal sector, determinants, and challenges of partici
pants in the informal sector in other countries. Even if the informal sector is becoming the major 
employer, there is no detailed investigation regarding the role of the informal sector in improving 
livelihood, and challenges facing the sector in Ethiopia, in general, and in cities harboring the bulk 
of the informal activities like Hawassa city, in particular. Only a few studies were conducted on the 
study subject in Ethiopia. Regarding this, Fillmon (2011) examined the role of the informal sector 
on household livelihood by taking a survey of street vendors in Mekelle city using a descriptive 
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approach; and Delbiso (2013) assessed the role of the informal sector in reducing youth unem
ployment in Hawassa city.

Unlike the extant studies that used household surveys, this study adds to the pool of knowledge 
by examining the contribution of the sector to livelihood improvement using the enterprise survey 
that directly captures the business establishments and perception of the informal sector partici
pants (street vendors) about changes in their livelihood status. Besides, previous empirical studies 
used a descriptive approach and did not identify the type of informal business activities that is 
crucial to formulate appropriate policies. Therefore, this study examined the role of the urban 
informal sector in improving the livelihood of participants and the type of livelihood improvement 
of the participant using the descriptive and econometric approach. In particular, we assessed the 
perceived impact of participation in the informal sector on the livelihood status of the participants. 
We also explored the type of informal sector activities operated by the participants and the major 
challenges facing the sector in Hawassa city, Southern Ethiopia.

The remainder of the paper is organized as follows. Section 2 presents a review of the extant 
literature, and Section 3 offers the materials and methods used to analyze the data. Section 4 
reports the results and discusses the findings, and the final section draws concluding remarks.

2. Literature review

2.1. Definition, conceptualization, and drivers of the informal sector
The informal sector exists in all countries, irrespective of the individual country’s level of socio
economic development, but it is far more prevalent in developing countries. There is no universally 
accepted definition of the informal sector. The informal sector generally refers to an unofficial, 
underground, hidden, invisible, shadow, parallel, second, unregulated, unrecorded, unmeasured, 
and unobserved economy (World Customs Organization, 2015). It is considered to be marginal or 
peripheral and not linked to the formal sector or to modern capitalist development. For this reason, 
it was viewed to disappear once developing countries achieved sufficient levels of economic 
growth or modern industrial development (Chen, 2012).

The term informal sector as used in this study refers to those unorganized, unregulated, and mostly 
legal but unregistered micro businesses operating on a small scale on the streets. In other words, as 
indicated by De Soto (2000); Soto (1989), and structuralists, we emphasized “micro-entrepreneurs” 
who choose to operate informally, mostly in an unauthorized space on the streets. In particular, we 
considered youth-owned street vending activities that serve as a source of employment opportunities 
and means of livelihood for the growing youth population in Hawassa city.

In terms of role, the informal economy provides the largest share of employment globally and is 
vital to the jobs, incomes, and consumption of poor women and men. Of those that are employed 
globally, 61.2% are in the informal economy (ILO, 2018). Poor people are more likely to be in 
informal than formal employment (Avirgan et al., 2005; International Institute for Environment 
and Development (IIED), 2016; ILO, 2018; (Bonnet et al., 2019). Informality rates are higher among 
young people, the elderly, women, minority ethnic communities, migrants, workers with disabil
ities, and, more generally, those groups in society that experience economic and social disadvan
tage, labor market discrimination, and lack of adequate access to education, training, and capital 
(Pathways Commission, 2018).

Different schools of thought conceptualized the nature of the informal sector and pointed out 
the causes for its emergence. Here we highlighted the central ideas of each strand of thought.

According to the Dualist school, the informal sector of the economy consists of marginal 
activities that are distinct from and unrelated to the formal sector, which generates income for 
the underprivileged and acts as a safety net during times of crisis. It is an independent activity with 
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few (if any) connections to the rest of the economy. Additionally, informal operators are barred 
from contemporary economic prospects because of imbalances between the population growth 
rates and current industrial employment and a mismatch between people’s skills and the structure 
of modern economic opportunities (Hart, 1973; Sethuraman, 1976). This is consistent with a 
development theory, which emphasizes the dualism of the urban economy in emerging nations, 
which is divided between a formal and an informal sector. According to the dualists, governments 
should increase the number of official jobs and offer financial and business development assis
tance to unregistered companies.

According to the Structuralist school of thought, formal firms’ attempts to lower labor costs and 
boost competitiveness, their responses to the influence of organized labor, state regulation of the 
economy (particularly taxes and social legislation), international competition, and the industriali
zation process are what cause informality (notably, off-shore industries, subcontracting chains, 
and flexible specialization)(Castells & Portes, 1989; Moser, 1978). The structuralist school of 
thought contends that governments should regulate commercial and employment interactions 
to rectify the uneven connection between “big business” and delegated producers and workers.

Moreover, according to the Legalist school, the informal economy is made up of “plucky” 
microentrepreneurs who choose to conduct their business clandestinely to avoid the expenses, 
time, and effort associated with formal registration and who require property rights to transform 
their assets into legally recognized assets (De Soto, 2000; Soto, 1989). According to this school of 
thinking, the self-employed operate informally according to their informal extra-legal norms due 
to the unfriendly legal system. According to the legalist school, governments should simplify 
bureaucratic processes to encourage informal businesses to register and extend legal property 
rights for the assets they hold to maximize their potential for productivity and turn their invest
ments into actual capital (De Soto, 2000; Soto, 1989). Unlike the Legalist school, the Voluntarist 
school of thought does not place the burden for the onerous registration processes on informal 
entrepreneurs who consciously try to circumvent regulations and taxes. The voluntarists contend 
that to broaden the revenue base and lessen unfair competition by informal businesses, and the 
government should formally regulate informal businesses.

Theoretically, a blend of factors drives the choice of informality over formality among entrepre
neurs in developing countries. The different schools of thought ascribe a blend of causes for the 
emergence of the informal sector. While the dualists consider it as an autonomous, yet marginal 
economic activity with a limited link with the formal economy, the structural school views it as an 
outcome of the nature of capitalism growth. In terms of drivers of informality, the schools of 
thought suggest factors ranging from skills mismatch to failure of the formal sector to create 
adequate employment opportunities for the growing population, the intent to avoid and/or reduce 
transaction costs in the formal sector (e.g., the costs, time, and effort of formal registration) to 
escaping regulations and taxation, and the hostile business environment in the formal sector to 
the unequal relationship among business firms in a capitalist economy.

This study is motivated by the gap in the literature, which calls for further empirical investigation on 
the issue. Some empirical studies focused on the magnitude and causes of the wage differential 
between the formal and informal sectors using household surveys in some emerging countries 
(Nguyen et al., 2013); (Falco et al., 2011); (Bargain & Kwenda, 2011, 2014). Other studies, for instance, 
Aguilar and Campuzan (2009),Bonnet et al., 2019), and Phuong(2016), examined the role of the 
informal economy as a means of livelihood in other developing countries. Nevertheless, it is difficult to 
generalize these results to the Ethiopian context where the informal sector is the most widespread.

A handful of studies have also been carried out in Ethiopia’s informal sector (Fillmon, 2011); 
(Delbiso, 2013). Even those studies conducted locally in Ethiopia focused on the controversies on 
the functioning of the informal sector, with a focus on issues of employment opportunities, 
opportunities for a development strategy, as well as the drivers and difficulties of involvement in 
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the sector. In particular, there is no detailed investigation regarding the role of the informal sector 
in improving livelihood and challenges facing the sector in Ethiopia in general and Hawassa city in 
particular. Unlike the extant studies that used household surveys, this study adds to the pool of 
knowledge by examining the contribution of the sector to livelihood improvement using the 
perception of the participants about changes in their livelihood status and the type of livelihood 
improvement of the participant taking a wide range of informal sector activities in the city.

3. Methodology

3.1. Description of the study area
Hawassa is a city in Ethiopia, on the shores of Lake Awassa in the Great Rift Valley. It was 
established in 1952 when the Sidama people of the Adaare village were displaced to make room 
for a new settlement by the Haile Selassie government (BoFED, 2018). It is 273 km south of Addis 
Ababa via Bishoftu, 130 km east of Sodo and 75 km north of Dilla Town, and 1,125 km north of 
Nairobi, Kenya. The city serves as the capital of the Sidama region. The city lies on the Trans- 
African High Way-4: an international road that stretched from Cairo (Egypt) to Cape Town (South 
Africa). The study area is located at Sidama region of Ethiopia, particularly at Hawassa city 
(Figure 1). Geographically the city is bounded by longitudes of 38° 24’ 51” to 38° 33’ 26”E and 
latitudes of 6° 54’ 42” to 7° 05’ 50”N (Gebere et al., 2021).

The city of Hawassa is one of the fast-growing cities in the region, and it has a city administration 
consisting of 8 sub-cities and 32 kebeles. The sub-cities are named Addis Ketema, Hayk Dar, Bahil 
Adarash, Misrak, Menahreya, Tabor, Mehal Ketema, and Hawela-Tula. The city administration has an 
area of 157.2 (sq. km) with a total population of 315,267. Currently, the city is serving as the capital of 
the Sidama regional state, and the seat of the Southern Nations Nationalities and People Region.

4. Data types and sources
This study employed cross-sectional survey data collected during the month of February, 2– 
10 March 2020, in selected areas of Hawassa city. To collect the necessary information, the 

Figure 1. Location of the study 
area.
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study used primary sources of data. The primary data was collected through a cross-sectional 
survey from representative respondents among the target population found in the study area. 
Both qualitative and quantitative data were collected from youth who are engaged in the informal 
sector during the study period. Following the ILO definition, informal sector operators aged 14–24 
were considered in the study.

5. Sampling techniques and sample size determination
The study used multi-stage sampling techniques, which is a combination of purposive, stratifica
tion, and simple random sampling methods. In the first stage, among the cities found in Southern 
Ethiopia, Hawassa city, was selected for the study purposively. Hawassa city was selected as the 
focus of the study by taking into account the existence of high youth unemployment and various 
informal enterprises, providing a means of livelihood for a significant portion of the urban labor 
force and migrants from the surrounding rural areas. In the second stage, using a stratified 
sampling technique, the eight sub-cities found in the study area were classified into three strata 
based on informal business activities concentration as low, medium, and high.

In the third stage, a simple random sampling technique was applied to select sub-cities from 
each stratum based on the high concentration of informal business in the sub-cities. Accordingly, 
Hayek Dar, Tabor, Menehariya, and Misrak sub-cities were considered. In the fourth stage, out of 
the twelve kebeles in the selected four sub-cities, eight kebeles (the smallest political and admin
istrative unit in Ethiopia) were selected. While four of them, namely Gudumale, Gebeyadar, Tesso, 
and Wukro, were selected purposively considering the high concentration of informal businesses in 
these areas, the remaining four were selected randomly (namely Dume, Fura, Piassay, and 
Millennium Square) considering the high population movement, recreation centers, and business 
activities in the selected sub cities. Finally, informal sector participants were selected by a simple 
random sampling method.

6. Sample size determination
Since there is no fixed number (registered) of target populations for the research, the unknown 
sample size determination formula that was proposed by Cochran (1977) was used to determine 
the sample size from the target population. 

n ¼
Zα

2

e

� �2

P 1 � Pð Þ ¼
Za
2
e

� �2

PQ; n ¼
1:69ð Þ

0:05

� �2

0:23 1 � 0:23ð Þð Þ

n ¼ 202, where e is the level of precision, which is set at 5%, α is the level of significance, which is 
set at 5%, and P is the estimated proportion of participant youth in the informal sector. According 
to the unemployment survey of Hawassa city, among the currently employed youth population in 
the selected kebeles, about 23% are employed in the informal sector (Central Statistical Agency 
(CSA), 2020). Hence, p = 0.23 is used to calculate the sample size. By substituting the values in the 
above formula and adding 5% contingency, a sample of 202 informal sector participants were 
selected. Based on the size and density of the strata, a quota was fixed in order to draw sample in 
each selected kebeles(see Table 1).

7. Methods of data collection
A questionnaire was used to collect data from the respondents. Before carrying out the survey, the 
questionnaire was translated into the local language (Sidaamu Afoo) and pre-tested taking 10% of 
sample respondents from four sub-cities that were not included in the sample. Following the 
pretesting of the questionnaire, some wording problem was corrected and gaps were filled before 
the actual administration of the data collection process. Then, the informal sector participants 
were personally approached by the researchers. And then data collection was carried out using 
a questionnaire and the respondent’s interview was conducted using a semi-structured 
questionnaire.
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8. Method of data analysis and model specification
To address the research objectives, we used both descriptive and econometric methods of analysis. 
The descriptive statistics were used to identify the type of livelihood improvements of the partici
pants, the type of informal business activities, and the challenges of the sector in the study area. 
The logistic regression model was used to examine the determinants of livelihood improvements 
of informal sector participants.

The dependent variable is livelihood status, which is based on a self-assessment of whether the 
participant has perceived improvement in his/her livelihood status due to participation in the 
informal sector, and it is a binary/dichotomous dummy variable. It takes 1 if the participant 
perceived that his/her livelihood is improved due to participation in the informal sector business, 
and 0 otherwise. It elicits participants to reflect on their perceived livelihood improvement follow
ing participation in the informal sector activities.

The most commonly used approaches to estimate dummy dependent variable regression mod
els are the logit and the probit models (Damodar, 2004). The logit and probit models are compar
able, the main difference being that the logistic function has slightly flatter tails i.e., the normal 
and probit curve approaches the axes more quickly than the logistic curve. The close similarity 
between the logit and probit models is confined to dichotomous dependent variables. Ignoring this 
minor difference, the most widely used estimation techniques for a binary analysis are logit and 
probit, one can easily estimate a logit as well as a probit and we likely get similar estimates of 
probabilities.

Hosmer et al. (2000) pointed out that a logistic regression model is advantageous over others in 
the analysis of dichotomous outcome variables in that it is an extremely flexible and easily usable 
model from a mathematical point of view and results in a meaningful interpretation. Therefore, the 
binary logit model is employed in this study to examine the factors that affect the likelihood of 
improvement in the livelihood of informal sector participants.

Based on Damodar, 2004 and Hosmer et al. (2000) the functional form of the logistic model is 
specified as follows: 

Pi ¼ E Y ¼ 1=Xið Þ ¼
1

1þ e� ðβ0þβiXiÞ
(1) 

For ease of exposition, we write (1) as 

Pi ¼
1

1þ e� Zi (2) 

The probability that a given participant’s livelihood is improved is expressed by (2) while the 
probability of not improved is 

1 � Pi ¼
1

1þ e� Zi (3) 

Therefore, we can write 

Pi
1 � Pi

¼
1þ eZi

1þ e� Zi (4) 

Now, (Pi/1-Pi) is simply the odds ratio in favor of livelihood improvement. The ratio of the prob
ability that a participant will improve livelihood to the probability that it will not.
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Finally, taking the natural log of equation (4), we obtain 

Li ¼ ln
Pi

1 � Pi

� �

¼ βoþ β1X1þ β2X2þ . . .þ βnXnþ Ui (5) 

where Pi is the probability of improved livelihood, which takes either 1 or 0.

Zi = is a function of the explanatory variables (X), which is expressed as 

Zi ¼ βoþ β1X1þ β2X2þ . . .þ βnXnþ Ui (6) 

βo is an intercept β1, β2 . . . . . . βn are slopes of the equation in the model(see Table 2 for definition 
and expected sign of the variables)..

Li is the log of the odds ratio, which is linear in Xi, Xi is a vector of relevant household character
istics, and Ui is the disturbance term. The maximum likelihood method is employed to estimate the 
parameter estimation of the logit model. The parameter estimates of the logit model give only the 
direction of the effect of explanatory variables on the dependent variable, but the estimates 
neither stand for the actual size of change nor the probabilities (Damodar, 2004). However, the 
marginal effect measures the expected change in the probability of a given choice that has been 
made concerning the unit change in the explanatory variable (Greene, 2007). Hence, we used 
marginal effect results to interpret the results of the study.

9. Diagnostic tests
Before conducting econometric analysis, it is vital to look into the problem of multicollinearity 
among the continuous explanatory variables and verify the degree of associations among dummy 
explanatory variables otherwise, the parameter estimate would seriously be affected by the 
existence of multicollinearity among variables. To this end, the variance inflation factor (VIF) 
was used to test the degree of multicollinearity among the continuous variables, and contingency 
coefficients were used to check for the degree of association among the discrete variables. As 
a rule of thumb, the VIF of a variable exceeding 10 indicates the existence of multicollinearity 
among the continuous variables (Damodar, 2004). For dummy/discrete variables, according to 
Damodar, 2004, the contingency coefficient is a chi-square-based measure of association, where 
a value of 0.75 or above indicates a stronger relationship among dummy variables.

The heteroscedasticity problem is a common problem in cross-sectional data. The Breusch– 
Pagan test is used to test the heteroscedasticity problems of the data in this study (Greene, 2012). 
STATA version 14 Statistical software was used for data analysis.

10. Results and discussion

10.1. Descriptive statistics
This part presented and discussed the results of the analysis on the livelihood of informal sector 
participants, the type of business activities in the study area, and the challenges of the sector. Out 
of the 202 questionnaires distributed to respondents, only 182 questionnaires were completed and 
returned, whereas the remaining 20 questionnaires were not returned and are incomplete. 
Therefore, this study was analyzed using a sample of 182 informal sector respondents to address 
the objective of the study.

11. Informal sector activities practiced in the city
The informal sector covers a wide range of activities. Some of the activities include selling clothes 
and shoes, fruits and vegetables such as banana, mango, lemon, orange, cabbage, spiritual books 
and pictures, candles, soft drinks, various items such as chewing gum, tissue papers, cigarette, 
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biscuits, selling/recharging air time, artificial pieces of jewelry, cocks, and underwears in kiosks, 
selling milk (cow), tree seedlings, food processing, small manufacturing of goods, production, 
maintenance and repair of goods (bicycle, cell phone, tape, battery, and others), small-scale 
artisans, and a shoeshine. Of these business activities; trade accounted for 40.10%, service for 
35.72%, production (16.49%), construction (4.40%), and urban agriculture for only 3.30% (see 
Table 3).

12. Status of livelihood improvements of informal sector participants
Among the sample of 182 informal sector participants, about 67% of participants reported that 
their livelihood is improved due to participation in informal business, whereas 33% of the partici
pants reflected that participation in the informal sector activity has not contributed to livelihood 
improvement. According to respondents’ responses, this is due that the participants were engaged 
in the sector with low initial capital, selling low-cost items, do not get training, lacking credit 
access, experience, and skills and they use their daily income for survival and to support their 
dependent family. Low initial capital, lack of skills, lack of access to credit, less experience, lack of 
training, and selling low-cost items are major factors that hinder livelihood improvements of 
participants in the sector. In addition, participants may be engaged in the sector as transient 
workers before moving to other jobs (Agadjanian, 2002) Furthermore, according to Cohen (2010), 
street traders begin by selling only a few low-cost items like cigarettes and candies before 
switching to selling high-profit items such as shoes and clothing. However, the majority of the 
participants improved their livelihood after participating in the informal business as indicated in 
Table 4.

In this connection, 35.71% of the operators have indicated that they have managed to meet 
their basic needs, and 30.22% of them depicted that they have been relieved from the unemploy
ment problem after they joined the sector. In addition, 12.09% of them reported that the income 
earned from the activity is used to support their family, 9.34% have started to participate in social 
life that requires financial contribution, 8.24% have resumed their education, and 4.4% created 
a permanent asset (see Figure 2). In sum, about 7 out of 10 operators have perceived that their 
livelihood is improved in one way or another after they have joined the sector. This suggests that 
participation in the informal sector has a positive role in the livelihood improvement of the 
participants. This finding supports the findings of Timsalina (2011) who finds street vending creates 
an opportunity for work, employment, and livelihood improvement.

Similarly, Fillmon, 2011 reported that street vending play important role in improving the 
participant’s livelihood assets, income welfare, and saving. Delbiso, 2013 also indicated that 
informal sector participation improves the livelihood of the participants and their saving status. 

Table 1. Distribution of sample by sub-city and kebele
Four sub-cities were 
selected out of eight 
sub-cities Kebeles Sample size Percept
Hayek Dar Gudumale 25 12

Dume 24 12

Tabor Gebeyadar 27 13

Fura 26 13

Menehariya Tesso 24 12

Millennium square 26 13

Misrak Wukro 21 10

Piassay 29 15

Total 202 100
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Phuong, 2016 also documented that informal sector participation contributed to total household 
income, the improved living condition of households, reduced income inequality, and the prob
ability of escaping from poverty. Furthermore, this agrees with Brown & McGranahan, 2016, who 
noted that the informal sector has positive contributions to informal dwellers.

This demonstrates that engagement in the informal sector activities helps the youth participant 
to meet their basic need, help their family, participate in different social life affairs, continue their 
education, hold fixed assets, and make them free from unemployment. Thus, informal sector 
participation helps the participants to improve their livelihood assets and their welfare income. 
This result accords with the findings of Fillmon (2011), who find participation in the informal sector 
has a significant contribution to changing the economic status of the vendors, helps them to 
continue their education, become self-sufficiency and lead an independent life, able to generate 
income and having savings in the bank; Phuong, 2016 find informal sector participation contribu
tion to total household income, improve the living condition of household, decrease income 
inequality, and alleviate household poverty. Moreover, Timalsina (2011) also finds that participants 
get a living with hard work on the street and pursue their education.

13. Challenges of informal sector enterprises
Many informal sector business enterprises face problems that hinder the growth, start-up of the 
business, employment generation, and livelihood improvement of the participants for a significant 
number of urban poor and unemployed youth. The major problems of the sector are related to the 
shortage of capital for start-ups and expansion of the business activity, lack of access to credit 

Table 2. Definition and measurements of variables and expected signs

Variable Code Measurement
Types of 
variable Expected sign

Dependent
Livelihood status LD 1 if the participant 

perceived a livelihood 
improvement due to 
informal business, and 0 
otherwise

Dummy

Independent 
variables
Age AGE In years Continuous (+)

Education EDUC Last grade completed Continuous (+)

Income LINCOM Monthly income in 
Ethiopian Birr

Continuous (+)

Training LTRAING 1 = if yes, 0 = otherwise Dummy (+)

Credit CREDITU 1 = if yes, 0 = otherwise Dummy (+)

Family size FSIZE Number of people in the 
household

Continuous (+)

Saving SAVING Monthly savings in 
Ethiopian Birr

Dummy (+)

Sex SEX 1 if male, 0 otherwise Dummy (-)

Marital status MARTST 1 = single,0 = otherwise Dummy (+)

Experience EXPER In year Continuous (+)

Working hours WHOURS In hours Continuous (+)

Capital CAPITAL In Ethiopian Birr Continuous (+)

Migration MIGRATI 1 if migrants, and 0 
otherwise

Dummy (-)
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Table 4. Livelihood status of informal sector participants

Variables 
livelihood status

The livelihood of informal sector participants

Frequency %
Improved 123 67

Not improved 59 33

Source: Survey result, 2020. 

Figure 2. Types of livelihood 
improvements of the informal 
sector participants.

Source: Own computations 
based on survey, 2020.

Table 3. Types of informal sector business activities in Hawassa city
Business 
sector Trade Service Production Construction

Urban 
agriculture

Activities Selling clothes/ 
shoes, spiritual 
books, pictures, 

candles, soft 
drinks, candles 
various items, 

such as 
vegetables and 

fruits

Selling cooked 
foods, roadside 
beauty works/ 
salons, shoe 

polishing,

Home-made 
food staff 
producers, 
weaving

Bicycle/motor 
bicycle, mobile, 

tape, and 
battery 

maintenance 
and repair; 
providing 

construction 
services along 

streets

Selling small 
trees and milk 

(Cow)

Frequency 73 65 30 8 6

Percentage 40.10 35.72 16.49 4.40 3.30

Total 182 182 182 182 182

Source: Own computation based on a survey, 2020. 
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facilities from concerned microfinance institutions, lack of provision of land for manufacturing/ 
processing and selling of their products, the limited share of market demand for the product and 
stiff competition, insufficient technical and managerial skills of the participant to run the business 
process, shortage of raw material used in the production process and government administrative 
regulations that are related with the legalization of the enterprise, municipality-related problems, 
and absence of support and provision of a solution to the sector by the concerned body.

The informal sector business enterprise problems and challenges identified in this study are 
summarized in Figure 3 depending on the frequency of responses and severity of the problems 
facing the informal sector enterprises. 24.18% of participants identified lack of initial capital as the 
major problem hindering business start-ups. This is followed by the absence of land premises used 
for manufacturing and displaying their products for sale (17.03%), limited access to credit facilities 
from financial institutions (16%), limited market demand and marketing problems (12.64%), and 
lack of skills of participants (11.54%). In addition, inconvenient government administrative regula
tion (7.14%), shortage and expensiveness of raw materials (5%), government policy and private 
shop guards (4%), and finally natural shocks or loss of commodity by rain or sun risks (3%) are also 
the other problems faced by the enterprises.

Based on this information, the top five problems facing the informal sector participants that play 
a role in the process of improving their livelihood in the form of income and employment genera
tion are shortage of capital to start and expand the business, limited access and provision of a land 
premise for production and marketing of the products, limited access to credit facilitates, limited 
market demand, and lack of skills. The other problems such as shortage and expensiveness of raw 
materials, government policies, and natural shocks are also challenges that the sector has been 
facing in the study area. These results are consistent with the findings of Admasu (2019); (Bargain 
& Kwenda, 2014); (Fillmon, 2011); (Delbiso, 2013); and Pathways Commission (2018), who find 
a lack of fixed place, lack of access to capital and credit, lack of customers, lack of equipment and 
municipality-related problems, lack of skills, lack of adequate access to education, and training are 
major challenges of the informal sector.

14. Econometric results
Under this section, important variables (demographic, socioeconomic, and institutional) that were 
hypothesized to contribute to livelihood improvements of the informal sector participants are 
analyzed by using the logistic regression model.

24.18%

17.03%
16%

12.64%
11.54%

7.14%
5% 4% 3%

0
5
10
15
20
25
30
35
40
45
50

Frequences

Figure 3. Challenges and con
straints of informal sector 
operators.

Source: Own computations, 
2020.
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15. Diagnostic test results
Before applying the logistic regression model, the hypothesized explanatory variables were tested 
for the existence of multicollinearity and heteroscedasticity problems. Based on the VIF result, the 
mean value of VIF (1.29) shows that there is no problem of multicollinearity among the continuous 
explanatory variables in the model.

The contingency coefficient results of the study reveal that there was no serious problem of 
association among discrete explanatory variables in this study with a maximum degree of asso
ciation of 0.67, which is less than 0.75. The Breusch–Pagan test result (Prob>chi2 = 0.0018) is 
significant, which indicates the problem of heteroscedasticity in the model. Thus, to solve this 
problem, the robust standard error method was used.

16. Determinants of the livelihood improvement of informal sector participants
The results of the logistic regression model and marginal effects are indicated in Table 5.

The goodness of fit determines the accuracy of the model prediction approximates to the 
observed data. Wald chi-square test shows the overall goodness of fit of the model at a 1% 
probability level. Wald chi-square test shows that at least one of the predictors’ regression 
coefficients is not equal to zero. The Wald chi2 statistics of 47.87 with a chi-square distribution, 
which is significant at less than 1% probability level, shows at least one of the explanatory 
variables in the model has a significant effect on livelihood improvement of informal sector 
participation and that the explanatory variables jointly influence the livelihood of informal sector 
participant.

As expected, the sex of the participant is negatively related to the perceived improvement of 
livelihood of informal sector participation significantly at a 5% probability level of significance. The 
result implies that male youth who are engaged in the informal sector are less likely to improve 
their lives than their female counterparts. The estimated marginal effect indicates that with other 
variables being kept constant, female respondents are 18.7% more likely to improve their lives 
than their male counterparts. This reveals that women are more likely to improve their livelihood 
than men when they engage in informal business activities. Previous studies also indicated that 
women tend to be more concentrated than men in informal employment (Chant, 2013; Nordman 
et al., 2016; M. Chen, 2010). This is because the sector allows women to work fewer hours and 
combine their income-generating activities with domestic household tasks and take this kind of job 
as a response to a reduction in household income (Gong et al., 2004).

The age of informal sector participants, in line with our expectation, is positively and significantly 
related to livelihood improvement of informal sector participation at a 5% significance level. This 
implies that with age, the participants will have better work experience and skills that enable them 
to improve their livelihoods. The marginal effect results of the model revealed that the likelihood of 
informal sector participants’ livelihood improvement increases by 1.2% for one additional year in 
the business. The result is in accord with the findings of Abdullahi et al. (2022), who find an 
increase in the age of informal sector operators by one more year empowers the youth and helps 
them to improve their livelihood than the new operators.

Access to credit is found to have a positive and statistically significant effect on the livelihood 
improvement of informal sector participants at a 1% level of significance. This indicated that youth 
who got credit access are more likely to be engaged in informal sector activities and improve their 
lives than those who did not get it. This is because credit access is important to have startup 
capital for informal sector participation, which leads to livelihood improvement. The marginal 
effect results of the model indicate that the likelihood of livelihood improvement increases by 
48.1% for the youth who had access to credit relative to those who did not have any.
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Income obtained from the informal sector is an important variable that affects the probability of 
livelihood improvement. It has a positive and significant effect on the likelihood of livelihood improve
ment of informal sector participants at a 1% level of significance. The estimated marginal effect 
shows that the likelihood of informal sector participants’ livelihood improvement tends to increase by 
0.22% for each additional birr earned.1 The result is consistent with the study by Phuong (2016), who 
find the informal sector as one of the main income sources of total household income, improve the 
living condition of household, and significantly contributes to reducing income inequality. In this vein, 
Fillmon, 2011 also reported that street vending improves the income or welfare of the participant. 
Moreover, Brown and McGranahan (2016) also argued that the informal sector has positive contribu
tions to the livelihood of informal dwellers. Likewise, saving was found to have a positive and 
significant effect on the livelihood improvement of informal sector participants at a 5% significance 
level. The reported marginal effect indicates that the likelihood of livelihood improvement for the 
youth who save increases by 23.6% compared to those who did not practice saving. This suggests 
that income obtained from the informal sector enables them to save more, expand their business and 
improve the livelihood of participants. This shows that the youth who saved part of their income is 
more likely to improve their lives than those who did not save. The finding supports the results of 
Delbiso, 2013, who find informal sector participation improves the saving status and livelihood of the 
participants, and also Fillmon (2011) noted that street vending improves the saving, livelihood assets, 
and welfare income of the participant.

The initial start-up capital has a positive and significant effect on livelihood improvement at 
a 5% level of significance. This might be because higher initial capital help to start and expand the 
business, facilitates engagement in better income-generating activities, and improves the liveli
hood of the participants. The estimated marginal effect indicates that the likelihood of informal 
sector participants’ livelihood improvement increases by 0.00741% for each additional birr used for 

Table 5. Maximum likelihood estimation of logit model
Maximum likelihood estimation of logit model
Variables Coef. Robust std. err. Z P>|z| ME (dy/dx)
SEX| −2.38 1.01 −2.34 0.019** −0.187

AGE 0.211 0.091 2.32 0.020** 0.012

MARTST| 0.642 1.138 0.56 0.572 0.040

FSIZE 0.177 0.154 1.15 0.250 0.010

EDUC 0.459 0.313 1.46 0.143 0.026

MIGRATI| −1.689 1.760 −0.96 0.337 −0.096

CREDITU| 4.443 1.359 3.27 0.001*** 0.481

LINCOM 0.037 0.0129 2.86 0.003*** 0.0022

CAPITAL 0.012 0.0045 2.66 0.004*** 0.000074

SAVING| 4.137 1.808 2.29 0.022** 0.236

WHOURS 0.508 0.822 0.62 0.536 0.0271

LTRAING| 0.878 0.190 4.60 0.000*** 0.0501

EXPER| 0.891 0.440 2.02 0.043** 0.0508

Constant −20.873 3.83 −5.45 0.000***

Dependent variable: livelihood of informal sector participant
Log likelihood 
Number of Obs 
Prob>Chi2 

Pseudo R2

−23.39 
182 

0.0000 
0.79

Mean VIF 
Contingency coefficient 
Heteroscedasticity X2 1ð Þ

Hosmer–Lemeshow’s X2 1ð Þ
Wald chi2(13)

[1.28] 
Max 0.67 

[9.76] 0.0018 
[5.52] (0.7008) 

47.87

16.1.Note: *** and ** indicate 1% and 5% significance level, respectively. 
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business start-ups. The result is in line with the findings of Bamlaku (2006), who find initial capital 
plays a role in expanding the business and helps the participants to earn more income, thereby 
livelihood improvement.

The result of the study indicated that training has a positive and significant effect on the 
livelihood improvement of youth participants in the informal sector at a 1% level of significance. 
The marginal effect indicated that the likelihood of livelihood improvement of the youth who got 
training is greater by 5% relative to those who did not get such an opportunity. This implies that 
providing business development training to youth participants empowers the youth and helps 
them in improving their livelihood in the informal sector participation. The result is in line with the 
findings of Abdullahi et al. (2022), who find training among informal sector operators has a positive 
and significant influence on the likelihood of youth empowerment and livelihood improvements.

As hypothesized, experience has a positive and significant effect on the livelihood improvement 
of informal sector participants at a 5% level of significance. This might be because experienced 
people have a better understanding of the operation of the business and become profitable 
compared to operators with limited experience. The marginal effect of the model indicated that 
the likelihood of informal sector participants’ livelihood improvement tends to increase by 5.09% 
for each additional year of experience in the informal business. This is consistent with the findings 
of Delbiso et al. (2018), who find operators who stayed longer in the informal business improved 
their livelihood than new operators and operators who stayed in the sector for more than 1 year 
have more chance of improving their livelihood compared to those who are new to the sector. 
Magidi (2022) also finds that the experience and skills acquired from the informal sector play 
a critical role in empowering the poor, fighting poverty, and building the livelihoods of the 
participants.

17. Conclusion
This study examines the role of the urban informal sector in improving the livelihoods of partici
pants in Hawassa city, southern Ethiopia. The descriptive analysis results showed that the majority 
of the respondents (67%) reported that participating in the informal sector has improved their 
livelihood status. This is due to that the participants started their business with low initial income 
and they do not have skills, experience, training, credit access, and they are selling low-cost items 
that provide them with low daily income. However, the majority of the participants improved their 
livelihood after joining the informal sector. This indicates the critical role played by the informal 
sector in improving the livelihood of informal sector participants. In the econometric analysis, age, 
credit access, monthly income, initial capital, saving, training, and experience are found to affect 
the likelihood of livelihood improvement of the participants positively while sex is found to have 
a negative effect. The most dominant informal sector business activities where participants are 
engaged in the study area are trade, service, and production of goods. Besides, construction and 
urban agriculture are also informal business activities participants are engaged. Therefore, regional 
government, as well as local government, should work more on the formalization of these sectors 
or design supportive strategies, which provide mutual benefit for the participants and the govern
ment. Moreover, effective institutions and a legal framework are important for ensuring the 
smooth performance of these informal sector activities in the study area. Notwithstanding the 
role played by the sector in improving the livelihood of the urban youth, the shortage of start-up 
capital, lack of access to credit, inadequate technical and managerial skills, lack of working place, 
shortage of raw materials, limited market demand, and government policies are the major 
challenges facing informal sector participants. Given tshe role played by the sector in absorbing 
the urban unemployed labor force and contributing to livelihood improvement, governments, and 
non-governmental organizations should facilitate enhanced access to finance and business devel
opment services for informal enterprises. Designing livelihood skills training programs for youth is 
very important in improving the skills of youth and preparing the youth to navigate the informal 
sector and reduce unemployment problems in the study area as well as the country. In addition, 
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regional government and City administrations should arrange a convenient place for informal 
business activities.

Informal sector participation offers an opportunity to engage in diverse job opportunities and 
hence contributes to unemployment reduction and income growth. In this context, until the formal 
sector expands enough to absorb the low-skilled urban unemployed youth, the informal sector 
shall be seen as a viable instrument for reducing unemployment and improving livelihood in the 
growing cities of Ethiopia. Furthermore, the creation of job opportunities in the formal sector and 
improving the business environment shall be among the government’s strategies to reduce the 
expansion of informal business in the long run. In general, more is needed to support and prepare 
youth for success in the informal sector.

18. Limitations and the suggestions for future research
This study did not investigate all aspects of informal sector business in the study area. It focused 
primarily on the contribution of informal sector participation to livelihood improvements of the 
youth participants, taking street vending in the study area. However, to fully exploit the role of the 
sector and its potential in securing the livelihood of the poor; other studies may consider a holistic 
examination of the sector taking evidence from multiple cities, the underlying challenges, and 
strategies for the formalization of the informal sector.
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