International
Labour
Office

Geneva

The informal economy in Africa:
Promoting transition to formality:
Challenges and strategies



Copyright © International Labour Organization 2009
First published 2009

Publications of the International Labour Office @njcopyight under Protocol 2 of the Universal Copyr
Convention. Nevertheless, short excerpts from theay be reproduced without authorization, on coaditha
the source is indicated. For rights of reproductioriranslation, application should be maddltO Publication
(Rights and Permissions), International Labour €2ffi CH1211 Geneva 22, Switzerland, or by en
pubdroit@ilo.org The International Labour Office welcomes suchligpfions.

Libraries, instittions and other users registered with reproductights organizations may make copie!
accordance with the licences issued to them far glrpose. Visitvwww.ifrro.org to find the reproduction rigk
organization in your country.

The informal economy in Africa: Promoting transitito formality: Challenges and strategies / Intéameal
Labour Office, Employment Sector and Social PradecSector. - Geneva: ILO, 2009

66 p.

ISBN: 978-92-2-122696-3; 978-92-2-122697-0 (web) pdf

International Labour Office; Employment Sectorgeimtational Labour Office; Social Protection Sector

informal economy / informal employment / entrepnansdip / microenterprise / enterprise development /
vocational training / social security / labour lafrica

03.01.5

The designations employed in ILO publications, varaece in conformity with United Nations practicedahe
presentation of material therein do not imply tkpression of any opinion whatsoever on the pathef
International Labour Office concerning the legaltss of any country, area or territory or of itsheuities, or
concerning the delimitation of its frontiers.

The responsibility for opinions expressed in sigagttles, studies and other contributions resilpgaith their
authors, and publication does not constitute amesgiinent by the International Labour Office of tipénions
expressed in them.

Reference to names of firms and commercial prodarmtisprocesses does not imply their endorsemetteby
International Labour Office, and any failure to rien a particular firm, commercial product or presés not a
sign of disapproval.

ILO publications and electronic products can betgd through major booksellers or ILO local offide many
countries, or direct from ILO Publications, Intetinaal Labour Office, CH-1211 Geneva 22, Switzedlan
Catalogues or lists of new publications are avilétee of charge from the above address, or byilema
pubvente@ilo.org

Visit our web sitewww.ilo.org/publns

Printed in Switzerland



Preface

In June 2002, the International Labour Confereric€)(adopted the resolution and
conclusions concerning decent work and the infore@nomy, which provide a new
framework for action. The conclusions define tHerimal economy broadly as referring to
“all economic activities by workers and economidgtaithat are — in law or in practice —
not covered or insufficiently covered by formal aargements”. The broadened term —
informal economy rather than informal sector — taskount of the considerable diversity
of workers and economic units, in different sectofrshe economy and across rural and
urban contexts that are particularly vulnerable iasdcure.

In Africa, the majority of the labour force is ihe informal economy. It is estimated
that as many as nine in ten rural and urban workave informal jobs. Most are women
and young people who have no other choice thaintbemal economy for their survival
and livelihood. While some activities in the infah®conomy offer reasonable livelihoods
and incomes, most people engaged in informal déietsvface a wide range of decent work
deficits and often remain trapped in poverty anev lproductivity. Improving the
productivity of and market access for workers aratpcers in the informal economy and
facilitating their access to mainstream economgoueces and social protection is at the
heart of many poverty reduction strategies in taioent.

Formalization and transition to the mainstream eoconare desired goals. However,
different views exist about what is meant by forimation and how to achieve it. From a
policy perspective, transition to formality callsr fthe development of a comprehensive
and integrated strategy cutting across a rangelfypareas that eliminates the negative
aspects of informality while preserving the sigrafit job-creation and income-generation
potential of the informal economy, and at the same promotes the protection and
incorporation of informal economy workers and eauoi units into the mainstream
economy.

The fact that informality is gaining ground and ens a crucial development
challenge does not mean absence of an innovathiey pmplemented to fight vulnerable
employment and working poverty. African countrige gearching for new policies and
practical responses in order to promote decent Vimrla significant proportion of the
working population who are engaged in the informe@bnomy. In this context, the ILO
Tripartite Interregional Symposium on the Inforntatonomy organized in November
2007 highlighted a number of good practices tha& emerging in different regions,
including Africa, enabling transition to formalizan. *

The current international financial and economisisrposes additional challenges to
reduce decent work deficits in the informal econoamd to promote transition to the
mainstream economy. First, most of those thatledé their jobs in the formal sector will
have no other choice than to move into informaivdids, leading to a rise in informal
employment. Second, informal economy activitieke lbthers, are strongly affected by
changes in domestic aggregate demand, by reductioribe flow of credit, by the
downside of international trade and by other direrss of the economic crisis. Third,
informal economy workers have very few means toecofth the decline in household
income generated by the crisis, and need urgemosuand social protection benefits.

Considering the importance of the informal econam#frica, the African Union, in

collaboration with the ILO and the Ministry of PublAdministration, Employment,
Labour and Professional Organizations of Senegajardzed an Expert Workshop in

! www.ilo.org/public/english/employment/policy/evefinformal/index.htm.
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Dakar on 20-22 October 2008 on the informal econamAfrica. The principal objectives

of the Workshop were to review and strengthen tlfiic&n Union draft “Study on the

informal economy in Africa”, to review and draw ptigal policy lessons from the national
“good practices” for successful policies and progres and to identify key policy
recommendations for an action plan integratingitiiermal economy into development
policy priorities. The ILO contribution was basedh @ background paper entitled
“Strategies to promote transition to formality ifriéa”.

The present report is a revised and extended veddiohis background paper. It is
the result of a collective effort by staff at themloyment and Social Protection Sectors of
ILO; Frédéric Lapeyre and Philippe Marcadent cawaitid this effort. The report responds
to the goals of the 11th ILO African Regional Megti held in April 2007, which
underscored the necessity of implementing a rarigetegrated and coherent policies
aimed at moving economic units into the mainstregonomy. It examines six key policy
areas for enabling transition to formality in Afiicnamely pro-poor and job-rich growth;
the legal framework; entrepreneurship and enterprggrading; microfinance; skills and
vocational training; and social protection.

The report seeks to provide readers with a useference on current policy debates
and good practices to promote decent work anditramso formality.

José Manuel Salazar-Xirinachs Assane Diop
Executive Director Executive Director
Employment Sector Social Protection Sector
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Introduction

It is now three decades since the ILO launchedctmeept of the “informal sector”
(latterly, “informal economy”). The ILO’s pioneegrwork on informality began in Africa
with the Kenyan multidisciplinary employment missimm 1972. This was the first ever
comprehensive ILO employment mission to Africa, ameé of its most lasting legacies is
the notion of the “informal sector”, a term coiniedthe report which followed, entitled
“Employment, incomes and equality"The Kenya report played a seminal part, not only
in being the first to define the informal sectout lalso in the analysis that it provided of
the broader employment situation. Since that tithe,ILO has played a leading role in
analysing both the conceptual and the underlyimgasand economic problems related to
this important sector.

In the context of the global decent work deficitedking out of informality is
increasingly seen as one of the main developmaeiteciyes. While some activities in the
informal economy offer reasonable livelihoods andomes, most people engaged in
informal activities face insecure incomes and aewidnge of decent work deficits. The
informal economy is the main and often only sounédivelihood for many groups of
workers who accumulate multiple layers of disadagatbased on gender, ethnic origin,
migrant status and other factors. These disadvadtagoups, in turn, represent the
majority of informal workers and entrepreneurs. btorer, gender inequality is more
prevalent in the informal economy, where women @mBcentrated in the lower-quality
jobs. It is also in the informal economy that chidbour and bonded labour are most
prevalent and most difficult to address.

The persistence and depth of poverty in Africa, asdecially sub-Saharan Africa
(SSA), appears to be strongly related to both thetire of employment and the very low
level of productivity. It is a fact that the largeairt of the world’s working population earns
its livelihood under the vulnerable and insecureditions of the informal economy, but it
is in SSA where the share of informal employmenthis highest. It is estimated that
informal employment comprises about 65 per cennhaf-agricultural employment in
developing Asia, 51 per cent in Latin America, 48 pent in North Africa and 72 per cent
in sub-Saharan Africd. This share would be significantly larger in sonmmumtries if
informal employment in agriculture were included.

If economic growth is not associated with a movemato better employment
opportunities or an improvement in the conditiofiemployment in informal activities,
then the impact of growth on poverty will be minimahis issue is central to realizing
decent work, as a global goal and for all workets; achieving the Millennium
Development Goals; and to promoting a fair glolaian. It is against this background
that the informal economy debate and possibleegfied towards formalization are gaining
new momentum at all levels and in all regions efworld.

But transition to formality has now to face new lvages related to the impact of the
global financial crisis on domestic economies. &dlethe global financial crisis is now
spilling over to advanced economies as well as gmgrand developing economies. The
world economy is slowing markedly, and world grovishexpected to fall to its lowest
level since the Second World War. Global growtlinestes for 2009 dropped from 3.9 per

2 |LO (1972):Employment, incomes and equity: A strategy fordasing productive employment in
Kenya(Geneva: ILO).

% ILO (2008): Global Employment Trends. Economic and Labour Markealysis retrieved
December 2008 from www.ilo.org/public/english/empteent/strat/global.htm.
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cent in July 2008 to 0.5 per cent in January 2008 worsening global economy picture
is increasing the stress on developing countrieghey will also suffer serious setbacks.
Latest IMF projections now indicate a 3.4 per agnawth rate for Africa, compared with
5.2 per cent in 2008 and 6.2 per cent in 200he present crisis will be much deeper and
broader and will last much longer than forecastialy. African economies will be
seriously hit by slowing trade flows, lower commntydprices, the credit crunch, reduced
remittances, declining aid and a drop in foreigmestments followed by exchange rate
depreciation and higher interest rates on capitakets.

In view of the fact that the informal economy camsea significant majority of
workers in developing countries, especially in Adri addressing decent work deficits in
the informal economy, especially during a majorbglocrisis, remains central to realizing
decent work as a global goal.

* IMF (2009):World Economic Outlogklanuary 2009 (Washington, DC, IMF).
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1.

1.1.

Table 1.

Informal economy, decent work deficits
and poverty in Africa

Growth and poverty in Africa: Recent trends

In the past ten years, African economies have éxpegd faster and steadier
economic growth than in the preceding two decadigga’s growth performance between
1995 and 2005 reversed the collapses of 1975-8velsas the stagnation of 1985-95.
The average rate of economic growth for 2007 wagBr cent and, prior to the currently
developing world financial crisis, it was predictem reach 5.4 per cent for 2008; this
implies that, for the first time in three decadédrican economies were, on average,
growing at a similar pace to the rest of the wotld.

Seventeen African countries, though still in the-lacome group, have experienced
sustained annual growth rates exceeding 5 perfoemhore than a decadeAmong the
most successful growing African economies have bbenoil- and mineral-exporting
countries, which have benefited from high priceswell as 18 non-mineral economies,
representing more than a third of the sub-Saharfiitaf population. Some African
countries have also been able to expand non-waditi manufacturing exports and
diversify export destinations, especially to newgtit@tions in Asia where there is strong
demand for resource-based produtts.

Average growth rates of African regions (annual percentage change)

Region 2000-05 2006 2007  2008(e) 2009(p)  2010(p)
Central 57 34 40 5.0 28 36
East 49 76 8.8 7.3 55 57
North 4.1 56 5.3 5.8 33 4.1
South 4.1 68 70 5.2 0.2 46
West 74 5.1 54 54 42 6.6
Africa 48 60 6.1 5.7 2.8 45

Memorandum items

North Africa (including Sudan) 4.2 6.1 5.7 6.0 35 4.2
Sub-Saharan Africa 5.2 59 6.4 5.5 24 4.7
Oil-exporting countries 54 6.1 6.8 6.6 24 4.5
Oil-importing countries 4.1 58 54 46 3.3 4.5

Source: Various domestic authorities; IMF World Economic Outlook and authors’ estimates (e) and projections (p).

* World Bank (2008):Africa Development Indicators 200fWashington, DC, World Bank),
pp. 1-2.

® Benno, N. (2008):Challenges of African Growth: opportunities, comstts and strategic
directions(Washington, DC, World Bank).

® IMF (2007): “World Economic Outlook: Globalizatioand Inequality, World Economic and
Financial Surveys”, inWorld Economic and Financial Surveydctober 2007, (Washington, DC,
IMF), p. 28.
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These good growth results have been reached ddbpgitstrong impact and high
prevalence of HIV/AIDS in Africa. For Africa as ahele, the decline in life expectancy
caused by AIDS is estimated to be responsibleri@raual reduction in economic growth
of about 1.7 per centThis impact is much stronger for countries witgthprevalence.
For example, it is estimated that in 2010 Southcafs GDP per capita will be around 8
per cent lower while consumption per capita willdi®ut 12 per cent lower than would
have been the case without the AIDS pandefnic.

Moreover, the pattern of growth highlighted abdvis affected by the current
intensification of the financial and economic @iaind its rapid spread worldwide. It has
already dramatically changed growth projectionsalinregions. According to the IMF
estimates, expected growth in emerging markets dagloping countries should be
marked down from 8.3 per cent in 2007 to 3.4 pet ae 2009."° The Bank predicts that
the low-income countries, including many in Afrieai]l be significantly affected by the
crisis through slower export growth, reduced reamites, lower commaodity prices (which
will reduce incomes for commodity exporters), andeduction in private foreign and
domestic investment flows, making those economies dess able to cope with poverty
reduction and decent work objectivés.

The current world economic recession should notertbheless, distract from the fact
that the economic recovery experienced so far imcAfhas not resulted in evidence of
significant increases in decent work or falls invgty. As a consequence, sub-Saharan
Africa is the only region of the world where proggeowards meeting poverty reduction
and human development targets — such as thosaratim the Millennium Development
Goals — has fallen far short of expectations. Thigspecially the case with regard to the
goal of reducing poverty by half by 2015. Regrdttathe pattern of growth of African
economies has failed to generate better livingwoiking conditions for the large number
of unemployed and underemployed people, partiguianing people.

According to the latest updated World Bank estimait poverty, the incidence of
poverty in sub-Saharan Africa in 2005 was virtuaihchanged, at about 50 per cent, from
the level in 1981. Within this period, the numbarsreased until the mid-1990s, with an
encouraging downward trend thereafter. By the neerliiVBank standard of US$1.25 a
day, the number of poor almost doubled in SSA benn981 and 2005, from 200 million
to over 380 million. By this measure, the sharehef world’'s poor living in Africa rose
from 11 per cent in 1981 to 27 per cent in 200% frend for increases in SSA’s share of

" Jamison D., Sachs J. and Wang J. (200h§ Effect of the AIDS Epidemic on Economic Welfare
in Sub-Saharan AfricaCMH Working Paper Series No. WG1:13 (Geneva, ‘WoHealth
Organization; Commission on Macroeconomics and tHpal

8 Arndt C.; Lewis J., (2001): “The HIV/AIDS pandemin South Africa: Sectoral impacts and
unemployment”, inJournal of International Developmemtio. 13, pp. 427-450.

® McDonald, C. and Drummond, P. (2008). “Africa Ging/Rapidly, But Faces Risks”, retrieved
Dec 2008, fromiMF Survey Magazingeb site, at
www.imf.org/external/pubs/ft/survey/so/2008/CAROR3B.htm.

9MF (2009):World Economic Outlogklanuary 2009 (Washington, DC, IMF).

" World Bank (2008): “Global Financial Crisis Resplatg Today, Securing Tomorrow”, retrieved
Dec 2008, from the World Bank web site, at
http://web.worldbank.org/WBSITE/EXTERNAL/NEWS/O0, ju@ntMDK:21972885~pagePK:64257
043~piPK:437376~theSitePK:4607,00.html
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poverty, if it continues, will have the result thhis region will be home to one third of the

world’s poor by 2015. In terms of consumption lsyghe mean consumption of Africa’s

poor is not only lower than in any other regionhas also shown very little increase. The
mean daily consumption of those living with unde331.25 a day in Africa was US$0.74
per person in 1981, falling to US$0.73 in 2085.

Poverty incidence is worsened by the food and juele crisis. In 2008, through to
July, world market prices for rice rose by 111 pent, for wheat 89 per cent and for maize
48 per cent, and world market prices for fuel patduose by 64-82 per cent. These
increases are quite damaging considering that gednauseholds in Africa spend about
half of their income on food. The direct impacttbé fuel price crisis is expected to be
smaller given that households spend on averagéeotie of their income on fuel products,
but the overall effects may be larger becauseifuah intermediate input into most other
goods.*® However, energy prices are projected to declin@bper cent between 2008 and
2010 while food prices are projected to declineabgut 26 per cent over the same period.
The decline in food world prices could have a pesitmpact on the poor but food prices
will remain at a relatively high level and the g impact of this trend could be more or
less compensated by domestic currency devaluafion.

The UNCTAD Report on Least Developed Countries (sp@mphasizes the fact that
the correlation between GDP growth and poverty ¢8dn in its sample of LDCs has been
weakening since the early 19985Moreover, economic growth has only translated into
falling poverty rates for those people living osdethan US$1 a day. It has not had an
impact on the poverty incidence of those livinglm®iween $1 and $2 a day. The report
finds that the period of rapid economic growth iDQ@s which preceded the report,
especially in SSA, was associated with a slow ohfgoverty reduction and slow progress
towards the Millennium Development Goals. This ecduse of the type of economic
growth occurring and the development model in piadde LDCs. From 2000, economic
growth accelerated sharply in the LDCs but, cogtrém expectations, this was
accompanied by only a marginal increase in the pHcpoverty reduction (see next
section).

1.2. Employment and the informal economy in Africa

The annual labour force estimates produced byli@eshow an African labour force
totalling 368.8 million persons in 2006, represegta participation rate of 68.6 per cent.
The estimated labour force for the world was 3,08illion (a little over 3 hillion),
suggesting that Africa accounted for 11.9 per adnthe world’s economically active
population. Africa’s participation rate exceededttbf the world by some 3.1 percentage

12 Chen, S. and Ravallion, M. (2008): “The developivgyld is poorer than we thought, but no less
successful in the fight against poverty”, PolicysBarch Working Paper 4703 (Washington, DC,
World Bank), pp. 23-24.

13 IMF (2008):Regional economic outlook: Sub-Saharan Affiéashington, DC, IMF).

14 World Bank (2009)World Economic Prospec{®Vashington, DC, World Bank).

1> UNCTAD (2008): “The Least Developed Countries Re@08”, from UNCTAD web site, at
www.unctad.org/templates/Download.asp?docid=1014a8+1&intltemID=1397
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Figure 1.

points. The participation rate for sub-Saharandafiis estimated to have been even higher,
at 74.2 per cent, whereas for North Africa it waisly low at 50.9 per cent®

In Africa, it is estimated that as many as ningen rural and urban workers have
informal jobs, and this is especially the caseviomen and young people, who have no
other choice than the informal economy for theirvia@l and livelihood. The highest
prevalence of informal employment is generally fdun low-income countries. Figure 1
below illustrates this situation, considering enypbent in the informal economy
(including agriculture).

Employment in the informal economy as percentage of total employment
(including agriculture)

100
H Total
80 OMen
OWomen
60 -

Benin
[2002]
Brazil*
[2002]
Chile*
[2003]

) IN
o o o
Thailand [N
]

Share in total employment | including agriculture
Tanzania
[2006]
India**
[2004/2005]
Zambia
[2005]
[2002]
Bolivia*
[2002]
Costa Rica
[2003]
South Africa
[2004]
Ukraine
[2002]

* Urban areas only

Sources: ILO-STA: Employment in the informal sector database; India: Kannan, National Commission for Enterprises in the
Unorganised Sector; Zambia and the United Republic of Tanzania, ILO-SECSOC.

Informal employment is generally a larger sourcemployment for women than for
men in the developing world. Outside of North Afjicwhere 43 per cent of women
workers are in informal employment, 60 per centnwre of women workers in the
developing world are in informal employment (ouésabriculture). In sub-Saharan Africa,
84 per cent of women non-agricultural workers afermally employed compared with
63 per cent of male non-agricultural workéfs.

In all developing regions, self-employment constifua greater share of informal
employment (outside of agriculture) than wage emplent: specifically, self-employment
represents 70 per cent of informal employment mSaharan Africa, 62 per cent in North
Africa, 60 per cent in Latin America, and 59 pentda Asia. If one excludes South Africa,
where black-owned businesses were prohibited duhegapartheid era and have only
recently begun to be recognized and reported, liheesof self-employment in informal
employment increases to 81 per cent in sub-Sahsirgea. Self-employment represents
nearly one third of total non-agricultural employrmevorldwide and constitutes as much
as 53 per cent of non-agricultural employment ib-Saharan Africa, 44 per cent in Latin

% 1LO (2007): “African Employment Trends”, retrievé&@kcember 2008 from
www.ilo.org/public/english/employment/strat/downtidgetaf07.pdf

ibid.
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America, 32 per cent in Asia and 31 per cent inthdkfrica.'® These aggregate data
should not overshadow disparities of employmenstagus among African countries, as
illustrated by figure 2.

Figure 2.  Distribution of employment by status and informal/type of employment in selected African
countries (percentage of total non-agricultural employment/total employment)

100%

80%

7

727

70%1+—

60%1—

50% 1+—

40%1—

30%1—

20%
10%
00|

Women ‘ Men Women Men Women Men Women Men

Mali 2004 - Non Mali 2004 | Employment | South Africa 2004 | Non Ethiopia 2004 | Non
agricultural employment in Agriculture agriculture agricultural employment

Informal | Domestic employees

ElInformal | Employees (excl. Domestic employees)
Informal Contributing family workers

OInformal | Own account

O Formal | Domestic employees

m Formal | Employees (excl. Domestic employees)
W Formal | Own account

Source: ILO-STAT estimates, data on distribution of male and female employment by status in employment and informality.

In addition to the status in employment, the diitgrsf informal employment among
countries can also be captured through a set oactaistics related to activity (type and
size of enterprise, location of activity), sociabgction (contribution to social security),
employment protection (type and duration of contraonual leave protection) that can be
considered to define a “scale of informality® Figures 3, 4 and 5 provide a distribution of
total employment by “level of informality” in thremuntries?

18 ibid.

9 See for detailed information regarding the methoglp on levels or scale of informality the
following publications: ILO (2008):Zambia Social Protection Expenditure and Perforneanc
Review and Social Budg@beneva: ILO); ILO (2008)Tanzania Social Protection Expenditure and
Performance Review and Social Budg€eneva: ILO); ILO (2004, revised 2005rconomic
Security for a Better Worl{iGeneva: ILO).

% The number of “informality levels” (which can dff from one country to another) depends on the
number of criteria used to define the scale acogrdd data availability. Whatever the number of

categories, the selected set of criteria refldu¢sthree main dimensions indicated above: type of
activity, social protection and employment protecti
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Figure 3.  Mozambique: Distribution of employment along the scale of informality, by sex
(percentage of persons in employment)
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Source: Mozambique, ILO People Security Survey 2006 .21

Figure 4.  Zambia: Distribution of employment along the scale of informality, by sex
(percentage of persons in employment)
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Source: Zambia, Labour Force Survey 2005.

%L See for additional information about the ILO PeoBecurity Survey ILO (2004, revised 2005):
Economic Security for a Better Worl@eneva: ILO).
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Figure 5.  United Republic of Tanzania: Distribution of employment along the scale of informality
excluding and including agriculture for both main and secondary activities
(percentage of total employment)
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QHigh level of informality [1/4]

OLowlevel of informality [3/4]

Percentage

QO Formal employment [4/4]

Main activity All activities Main activity All activities

Excluding agriculture Including agriculture

Source: United Republic of Tanzania: Integrated Labour Force Survey 2005.

Another very important characteristic of SSA ecoresnaffects their performance in
fighting poverty: an agricultural sector markedayery low level of productivity. Indeed,
in SSA, 64.7 per cent of all people employed warlagriculture, but only 32 per cent of
GDP growth is created in this sector (see figuré®6)

Figure 6.  Sectoral shares in employment, world and regions, 2007

100%0
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22 51 (20)
40%0 - O Employment in
309 agriculture (20)
o I
20%0 —
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0%6
W orld North Sub-
Africa Saharan
Africa

Source: ILO, 2008: Key Indicators of the Labour Market.

Taking agriculture into account also influencesdkerall share of the different forms
of employment status, as illustrated by box 1 lier tynited Republic of Tanzania.

22 |LO (2007):African Employment Trends — April 20O, Geneva).

The informal economy in Africa: Promoting transition to formality: Challenges and strategies 9



Formal / informal sector and sex

United Republic of Tanzania: Persons employed in the informal and formal sectors in total employment,

Excluding agriculture

Box 1

including and excluding agriculture, and composition according to status in employment
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Source: United Republic of Tanzania: Integrated Labour Force Survey 2005.

Formal / informal sector and sex

Not only do most people in employment work in informal economy enterprises — and women appear to be more exposed
than men - but also all the forms of employment status are represented in informal economy enterprises, including a significant
proportion of paid employees.

Including agriculture

A paid employee —

§ Informal sector - /AworkOnomj,f,armorj?amba,m

—p %employmentin the formal _sector
. Formal sector I —» %employment in the informal _ sector
_ Formal sector '
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+ Percentage in total employment [including agriculture]

5.9% 94.1 %

It is commonly noted that the primary problem inriédn countries is not open
unemployment per se, but underemployment and itdials working very long hours in
low-productivity activities in which earnings areteemely low. The gap between
sub-Saharan Africa and other regions remains langeis increasing in most cases. Today,

10
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the value added of a worker in sub-Saharan Afisci3i times lower than that of a worker
in the developed world®

Figure 7. Labour productivity by region (1997 and 2007)
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Source: ILO, 2008: Key Indicators of the Labour Market. 24

Informal economy and decent work
deficits in Africa

Most informal workers, both self-employed and wageners, are deprived of secure
work, workers’ benefits, social protection and esgmtation. As a result of these and other
factors, there is a significant, but not completegrlap between working informally and
being poor. Poverty trends mirror this patterncduintries where informality is retreating,
the numbers of working poor are also declining. ¥@osely, in countries where
informality is on the rise, the numbers of workjmapr are increasing or remain the same.

As an example, the 1-2-3 surveys carried out ierseapitals in francophone West
Africa in 2001-03 indicated that the average incoafeworkers in private formal
enterprises is three times higher than in informaits.?® The average wage in public
administration is five times higher than in theormhal economy. The relationship between
working informally and earning low income is alsonfirmed when using a scale of
informality levels, as indicated in figure 8 forrdhia.

% |LO (2008):Global Employment Trend&eneva, ILO).

# 1LO (2008, September)Key Indicators of the Labour MarkeiLO-KILM, from ILO,
www.ilo.org/kilm.

% Surveys carried out by Afristat with the techniaasistance of DIAL and the financial support of
the EU.
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Figure 8.

Zambia: Average monthly earnings including salary and allowances, by degree of informality
of employment and by gender (Kwacha)
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Source: Zambia, Labour Force Survey 2005.

Figure 9.

Ratio between the highest and the lowest
individual monthly income in the last 12
months

As well as being low, levels of incomes in the mmfial economy are more instable
than in formal employment.

United Republic of Tanzania (PSS, 2001): Income variability (ratio between the highest and
the lowest individual monthly income over the past 12 months) according to degree of
employment formality

[Group 1] [Group 2] Very [Group 3] High [Group 4] [Group 5] Low [Group 6]
Totally informal  high level of level of Medium level of Totally formal
informality informality informality informality

Degree of employment formality

Source: United Republic of Tanzania, ILO People Security Survey 2001.

Following the widespread conviction that poverty caly be reduced if people have
a decent and productive job, in 2006 a new target added under the first Millennium
Development Goal (MDG 1): “Achieve full and prodwet employment and decent work
for all, including women and young people”. Fouligators have been selected to monitor
the new target. These are: (i) employment-to-pdmra ratios; (i) vulnerable
employment; (iii) the share of working poor (US$lday) in total employment; and
(iv) growth in labour productivity.

In SSA, the combination of a continuing very higlvdl of vulnerable employment
with slow productivity changes that cannot payifareases in income is reflected in the
trend shares of working poor (see figure 10). Despidecrease of 4.3 percentage points in
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the share of working poor at the US$1 a day ler@hf1997 to 2007, more than half of
those employed still do not earn enough to liftnieelves and their families out of
poverty.*

In 2007, 85.4 per cent of those employed stilldiva less than US$2 a day, and this
share has remained almost unchanged since 1997 r&et are the highest of all regions,
and the gap with the other regions continues teease. The total number of working poor
on both levels has increased over the ten-yeaogheln 2007 there were 20.4 per cent (or
26.6 million) more working poor at the US$1 a davdl and 28.1 per cent (or
55.5 million) more at the US$2 a day level thad 997.

A greater cause for concern is that, despite tiséipe economic trend in more recent
years, these numbers have continued to grow. Bet@@@6 and 2007 alone, there were an
additional 2.9 million working poor at the US$1 aydevel and 6.2 million at the US$2 a
day level.

Figure 10. Working poverty (US$1 a day level) (487 million in 2007)
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Source: ILO, 2008: Key Indicators of the Labour Market.

Lack of social security coverage is also a charmtie of informal employment.
Tables 1 and 2 below illustrate this situation fozambique. While exclusion from
formal contributory social security schemes is dise linked with the definition of
informal employment (table 1), it should also betedo that persons with informal
employment are often not aware of the existencetagffinanced social assistance
programmes targeting poor and vulnerable grouxe(i2).

%1LO (2008):Global Employment Trend&eneva, ILO).
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Table 2. Mozambique: Among paid employees, employment benefits according to the degree of
employment formality (percentage of paid employees)

Level of employment formality

T _ w52 ® £ g€ © £ @ é
OfE OfE Oft O3St O8%E 0Of§ °
Reimbursement of medical
expenses* 2.9 10.3 29.7 29.7 56.3 70.4 34.0
Remunerated sick leave* 11.8 34.5 38.9 69.4 89.6 92.6 57.6
Retirement pension or retirement
compensation 3.4 27.8 37.8 70.8 76.9 37.6
Remunerated annual leave 6.1 20.7 35.1 67.6 89.6 96.2 54.3
Remunerated maternity leave 6.9 16.7 28.6 57.4 69.2 30.4
Severance payments* 3.4 19.4 40.5 63.8 69.2 34.0
Advantages associated with employment
Free or subsidized food 21.2 20.7 24.3 10.8 35.4 38.5 25.2
Free or subsidized transport 5.9 13.8 27.8 21.6 37.5 30.8 23.8
Scholarship/support for children’s
education 10.8 10.8 10.4 11.1 7.5
Base: employees (staff) (72) (30) (38) (38) (48) (26) (252)
Percentage of total employment 8.6 24.4 69.1 88.4 98.0 100.0 22.2
Base: Paid employees (22.2 per cent of the employed population).
* Retained criteria for definition of different levels of formality.
Source: Mozambique: ILO People Security Survey 2006.
Table 3. Mozambique: Awareness of government-financed assistance programmes, according to level

of employment formality (percentage of employed workers)

Level of employment formality

[Group 1]
Completely
informal
[Group 2]
Very strong
informality
[Group 3]
Strong
informality
[Group 4]
Moderate
informality
[Group 5]
Weak
informality
[Group 6]
Formal
employment
Total

Assistance — disability 18.6 35.0 33.3 27.9 34.7 44.4 22.8
Assistance — retirement 22.8 52.0 43.6 59.5 61.2 88.5 31.5
Assistance — combating poverty  22.6 38.2 40.7 32.6 53.1 74.1 28.0
Assistance — veterans 26.6 48.0 56.4 58.1 65.3 80.8 34.5
Labour-intensive

public programmes 15.9 30.1 29.6 39.5 42.9 57.7 21.1
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Base: Total employed population

Source: Mozambique: ILO People Security Survey 2006.
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The regulation of working conditions such as wagesyking time, maternity
protection and work—family balance is generally sinig in the informal economy. The
1-2-3 surveys carried out in seven capitals inclpphone West Africa in 2001-03
indicated that only 9 per cent of informal emplayé&ave a written contract.

The impact of the absence of decent working camtion the health, economic
status and quality of life of workers and their fé@s should not be underestimated (see
for example figure 11). A brief examination of tiverking conditions deficits faced by
pregnant workers, and the risks they create forhisgth of the worker and her baby,
provides a telling example of the devastating ¢ffelack of protection can have.

Many pregnant workers, particularly those workimgtine informal economy, feel
unable to speak out, or to ask for any allowandeetonade for their condition, for fear of
being dismissed. The lack of employment securityhim informal economy is a critical
factor that prevents pregnant workers from takisgeatial steps to protect their health and
that of their future child.

The consequences of the lack of maternity protea&scribed above are a reality for
millions of women, particularly in developing cotiats. In 2000, 95 per cent of maternal
deaths occurred in Africa and Asfd.According to WHO, UNICEF and UNFPA?
women in sub-Saharan Africa have a 1-in-16 charfcelying during pregnancy or
childbirth, compared with a 1-in-2,800 risk in diped regions, and the region accounts
for 85 per cent of all maternity-related deatfi§See further discussion in section 3.6.2.)

Informal economy workers, and in particular womesd@ are overrepresented in the
informal economy), are generally exposed to thetrhagardous jobs and at high risk of
accidents as, in most cases, they have no accesgctgational safety and health
measures. When one considers that women supplgnéie financial support for 30 per
cent of the world’s homes, it can be appreciated itmproving working conditions has a
significant and direct role to play, not only irogiding a decent working environment but
also in poverty reduction.

2 WHO (2003): Making pregnancy safer initiative: A health stragefpr improving maternal
newborn morbidity and mortalitfGeneva, WHO).

2 ibid.

29 |LO (2007):Safe maternity and the world of wq®eneva, ILO).
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Figure 11. Zambia: Use of protective clothing when working, by degree of informality of employment
(percentage of workers who suffer from any injury due to work in the past 12 months)
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Source: Zambia: Labour Force Survey 2009.
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2. The ILO and the informal economy

2.1. Recent ILO policy discussions dealing
with the informal economy

In 2002 the International Labour Conference (IL&)mposed of governments and
employers’ and workers’ organizations from some &@@ntries, held a major debate on
decent work and the informal economy. Although diswot the first time that the ILC had
addressed this issue, it still remains a landmargonsidering the informal economy from
all angles of decent work: rights at work, proteatiand vulnerability, work—family
balance, employment and productivity, organizatiepresentation and voice.

The ILC held an in-depth tripartite review and dission of trends and developments
in labour markets; the root causes of informaldyid the challenge of redressing the
decent work deficits that are most severe for warkend entrepreneurs in the informal
segment of the economy. The term “informal econonmds proposed in place of
“informal sector”, to accommodate all economic ties that are in law or practice not
covered or insufficiently covered by formal arramgmts. The broadened expression takes
account of the considerable diversity of workerd aconomic units, in different sectors of
the economy and across rural and urban contexss.|0® highlighted the need to give
priority to enabling the transition to formalityt. ddopted a resolution on decent work and
the informal economy and a broad range of condhssiand directions for action. The
conclusions provide a new and comprehensive framead reflect the most recent and
broadest global consensus in addressing the chjebeof the informal economy.

Since 2002, addressing the informal economy has kgieen prominence in
commitments reached at meetings such as the 20@gbAfUnion Extraordinary Summit
of Heads of State and Government on Employment Rowkrty Alleviation, the ILO
African Regional Meeting in 2007, the ILO Asian Rewl Meeting in 2006, the Summit
of the Americas in 2005, the OECD Job Strategy 2808 the ECOSOC Ministerial
Declaration 2006.

In March 2007, the ILO Governing Body's Committee Bconomic and Social
Policy reviewed the progress made in operatiomadithe framework since 2002. The rich
discussion showed that while informality is gainiggpound and remains an important
development challenge, many countries are searchingnew policies, innovative
solutions and practical responses in order to ptentecent work for a significant
proportion of the working population.

The informal economy was a central focus at thé 11® African Regional Meeting
in Addis Ababa, held in April 2007. The meeting argtored the necessity of
implementing a range of integrated and cohereritipslaimed at moving economic units
into the mainstream economy: policies for employnhgemeration, the extension of social
protection, a favourable regulatory environment,onpotion of Ilabour rights,
entrepreneurial and skill support, local developnat strengthened social dialogue were
needed to break out of informality. It found thpesific policy agendas should consider a
reorientation of growth and investment, and Pov&gduction Strategies targeting the
informal economy. Fiscal space should also be ededb provide social protection
coverage, with measures to prevent discriminatr@h@omote equality.

The meeting provided the platform for governmemd gocial partners to provide
updates on the policies and programmes addressiaginformal economy in their
countries. Niger and the United Republic of Tanaahighlighted efforts in extending
social protection. Zimbabwe emphasized the needréate employment and support
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2.2.

micro-enterprises, particularly in the informal somy. Ghana shared its experience of the
Decent Work Pilot Programme, which targeted theroeronomic framework as well as
the informal economy, with priority given to you#mployment, gender equality, the
elimination of child labour, and social protecti@®outh Africa indicated that its informal
economy workers were covered by the Unemploymentramce Fund, and that more than
half a million domestic workers had access to urleympent benefits that included
sickness, maternity and adoption benefits.

In this context, an ILO tripartite interregionalnggosium on the informal economy
was organized in November 2007 with the aim of érarg a number of good practices
that are emerging in different regions, enablirgttansition to formalization, and to share
knowledge and experience among participants. Skegrsamples of policies and practices
to extend social security coverage were presemethbly two different approaches to
extend social health protection in the informal remoy (Ghana and Thailand),
experiences in self-employed workers (ArgentinajleCland Uruguay) and providing
minimum social security coverage to all informabesmy workers (India)°

The informal economy and the
Decent Work Agenda

The four equally important strategic objectivedhs ILO, through which the Decent
Work Agenda is expressed, are: (1) rights at w{k;employment promotion; (3) social
protection; and (4) social dialogue. These foumatstyic objectives are inseparable,
interrelated and mutually supportive. The failuwgptomote any one of them would harm
progress towards the others.

These objectives hold for all workers, women andh,nie both formal and informal
economies; in wage employment or working on thain account; in fields, factories or
offices; in their home or in the community. Thuse Decent Work Agenda helps build a
common framework to address the diversity of tiiermal economy.

The informal economy is clearly an important tarfget the Decent Work Agenda
because of the glaring decent work deficits whiohhate within it. Typically, though not
in all cases, informal workers are exposed to igadee and unsafe working conditions,
and have high illiteracy levels, low skill levelscainadequate training opportunities. They
have more uncertain, less regular and lower incotimas those in the formal economy,
suffer longer working hours and an absence of ctile bargaining and representation
rights, and often have ambiguous or disguised eynmmt status. Their physical and
financial vulnerability is increased by the vergtfaf working in the informal economy,
which is either excluded from or effectively beydhe reach of social security schemes or
safety and health, maternity and other labour ptite legislation®

Formalization and transition to the mainstream eoconare desired goals; however,
different views exist about what is meant by forization and how to achieve it. The
policy debate often places undue emphasis on slie isf the regulatory framework and its
impact on informality, in a rather narrow definiticof both. Empirical evidence to
underpin the policy prescriptions is limited. It wd seem that the developmental goal

30 |LO (2008): “The transition to formalization: Retdrends, policy debates and good practices on
the informal economy”, Proceedings of the Tripartibterregional Symposium on the Informal
Economy: Enabling Transition to Formalization (Geme27—-30 November 2007).

31|LO (2005):World Employment Report 2004-Gf
www.ilo.org/public/english/employment/strat/wer2004n
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Figure 12.

should be equally based on how to make labour rtekerk more efficiently and more
equitably for both workers and small businesses. mhin benefit of formalization should
be considered in terms of the increased sociakandomic security which it facilitates by
both extending social and labour protection to joesly excluded workers and, at the
same time, offering increased opportunities foregrise development support to be
delivered. Formalization builds a platform for ist@ent and enables informal operators
to take a longer perspective on their future thayrtd-day survival allows.

In avenues towards formalization, diagnoses angqsals vary on whether enabling
the transition to formality is about expanding tbapacity and outreach systems of
institutions that were primarily and historicallysigned to address larger and formal-
sector wage employment situations, or whether mefahould go much further in
rethinking or reinventing the frameworks, instrunseand culture of outreach to suit the
specific conditions of the informal economy. Reviegvthe relative weight of coercive
actions against policies that favour incentives angporting measures, and recognizing
the need and role for extended education, infoonatind advocacy campaigns, are both
part of the debate on formalization.

From a decent work perspective, the transitiorotanélity is cast within each of the
four pillars but its intrinsic value is essentialtythe integration and interaction among the
policy actions covered under each pillar. The 2002 provides probably a unique
integrated global framework that recognizes andmotes the twin objectives of
preserving and expanding employment, income gedoerand the poverty reduction
potential of the informal economy, while extendsugial protection and rights to the vast
majority of those working in the informal economy.

International experience shows that strategiedrémsition to formality need to be
developed in seven interconnected policy areasfigpae 12).

Decent work strategies for the informal economy

Adapted to local conditions, integrated policies that address:

Growth strategies and quality employment generation

Regulatory environment, including ILS and core rights

Organization, representation
and social dialogue

Gender equality and the informal economy

Entrepreneurship, skills, finance, management,
access to markets

Extending social protection, including social security

Local (rural and urban) development strategies
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Adopted in June 2008, the ILO Declaration on Sodistice for a Fair Globalization
reaffirms the commitment of the ILO and its Membtirghe four strategic objectives of
the Decent Work Agenda. Through the Declaratiowegaments, employers and workers
from all member States call for a new strategy ustan open economies and open
societies based on social justice, full and pragacemployment, sustainable enterprises
and social cohesion. From this perspective, thermél economy is more than ever at the
top of the ILO’s policy priorities.
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3.  Enabling the transition to formality:
Key policy areas

This section examines key policy areas for enabthry transition to formality in
Africa. However, they are not the only relevant @ntn particular, strengthening the
organization and representation of workers andeprgéneurs in the informal economy is
an essential element of a strategy towards foraiadiz, and the gateway towards realizing
rights or accessing resources.

3.1. Growth and decent work:
Towards a new policy agenda

The type of growth dynamic experienced by many @sfni economies during the past
decade has often been concentrated within extgroaknted enclaves, such as capital-
intensive natural resource extraction sites or gxpmcessing zones, with few linkages
with the rest of the economy. Such a pattern ofvgrds not generally inclusive and pro-
poor as it has very low employment and income pligtis. It benefits only limited
segments of the population (those somehow linkegkpmrt activities), while leaving the
majority excluded from the benefits of growth. Thadure of export-led economic growth
to translate into significant poverty reductiorparticularly evident in those LDCs where
growth has been propelled by investment in thetabpitensive mining and oil industries.
The UNCTAD 2008 report on LDCs shows that, in thkeemporting LDCs of their
sample, growth in private consumption per capitzebrated sharply between 1995-2000
and 2000-05, from 0.4 to 9.6 per cent a year, whierhythm of expansion of the number
of people living in extreme poverty only changeahfran annual rate of 2.1 to 1.9 per cent
during the same period.

At the root of the problem of the informal econoraythe inability of economies to
create sufficient numbers of formal jobs to absibid labour force. In recent years, the
pattern of development and growth in Africa — bat anly there — has not met the global
demand for jobs. Research and analysis of datertaietn by the ILO especially, show
that employment growth in the formal segment of d@®nomy in most countries has
lagged behind the growth of the labour force, ameké trends are likely to continue in
future. Even in countries such as China, whererdkes of economic growth and poverty
reduction have been remarkable, there is an engemioblem of the informal economy.
Moreover, retrenched workers from restructured stdles and migrants from rural areas
find themselves in situations of underemploymentd asasual labour. Widespread
underemployment and informality have therefore bezstructural characteristics of the
developing countries’ economies, especially in S&#d not a peripheral problem that can
be addressed in isolation from the mainstream dewednt strategies.

More than in any other region, trends in employmer8SA have also been strongly
affected by the AIDS pandemic. The pandemic hasHerpast decade been destroying
human capital and interrupting the transfer of Iskib the next generation. It has a
measurable effect on labour supply and productiviityiuding the survival of enterprises —
and this affects not only the creation of jobs et maintenance of existing employment,
thus limiting the absorption capacity of the forraabnomy.

Curbing the spread of informality means first andefmost making employment a
central concern of economic and social policiespnmting employment-friendly

32 UNCTAD (2008): The Least Developed Countries Report 2088m UNCTAD web site, at
www.unctad.org/templates/Download.asp?docid=1014a8+1&intltemID=1397
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macroeconomic frameworks and making the produceaors of the economy a priority
target of poverty reduction strategies (PRSs)uiiclg Poverty Reduction Strategy Papers
(PRSPs)> Channelling appropriate levels of investments, estin and foreign, into those
sectors of the economy that increase labour absorpind improve productivity in the
rural and urban informal economy is a significaattpof the response to reducing the
growth of informality. Specific policy agendas shibeonsider a reorientation of growth
and investment and PRSs targeting the informal @ogn

To address the issue of the informal economy, nemonomic policy should be
oriented towards achieving growth and poverty rédaoc targets together with
macroeconomic stability. In other words, decent legipent generation should be
targeted along with macroeconomic stability. Thpliek goal of the new macroeconomic
framework should be taaise productivity, facilitate economic transforroat, and
increase the availability of decent jobs, while rmpng the ability of African workers to
do those jobs.

Thus, macroeconomic policy must be focused not onlynacroeconomic stability,
but also on creating a supportive environment fompleyment generation, resource
mobilization and allocation, and economic transftion. This has important implications
for Central Bank policy and institutional structurnancial policy and regulation,
industrial policy, and fiscal policy. It means th@entral Bank policy, for example, must
remain part of the overall coordinated governmen&elopment effort rather than a
completely isolated entity, while having sufficieatitonomy to ensure its stabilization
function. ** Moreover, the financial sector must become muchremsupportive of
economic development and growth than it is at presehis means that new financial
institutions should be created, including, for epéen a Development Bank and related
financial entities, and that the financial regutatshould take a more active role in
stimulating financial mobilization and decent enypient-oriented lending.

Macroeconomic tools, such as asset-based resemyairaments, development
banking, and loan guarantees, should be made bleatla support priority sectors with a
high employment multiplier, both to direct investmtegto and mobilize resources for high-
value-added, high-employment sectors. From thisgestive, to increase the mining and
oil sector’s contribution to sustainable, povergucing development, it is crucial to (1)
increase its positive linkages to the national ecoyy (2) address the potential negative
environmental impacts and (3) increase its findr@atributions in the form of royalties
and tax revenues over the long term that can bwesied in infrastructure, skills, and
institutions for positive structural transformatidrhe revenue issue is central. Mining, by
itself, generates few jobs, while investment in imjncan contribute to an overvalued
exchange rate which can harm the development @raéctors of the economy. So, if
mining is going to contribute to the long-run demhent of the economy, it must generate
substantial amounts of government revenues whichst mhe reinvested in key
infrastructure, and investments in other sectorglvban sustain decent employment and
poverty reduction over the long term.

% Heintz, J. and Pollin, R. (2008)argeting employment expansion, economic growth and
development in sub-Saharan Africa: Outlines foratternative economic programme for the region
(Addis Ababa, UNRCA).

3 Epstein, G.; Heintz, J. ; Ndikumana, L. and Chakg(2009 forthcoming)Employment, Poverty
and Economic Development in Madagascar: A Macroenun FrameworKGeneva, ILO).
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3.2. Legal framework and informality

The conclusions of the general discussion on indbreconomy that took place
during the International Labour Conference in 200&icate that the term “informal
economy” refers to:

... all economic activities by workers and economiits that are — in law or in practice — not
covered or insufficiently covered by formal arramgmts. Their activities are not included in
the law, which means that they are operating oettie formal reach of the law; or they are
not covered in practice, which means that — althotigey are operating within the formal

reach of the law, the law is not applied or notoecéd; or the law discourages compliance
because it is inappropriate, burdensome, or impesesssive costs (paragraph 3).

Informality is commonly understood in a legal cotite those activities falling de
facto or de jure out of the reach of law — butsitalso an issue of governance, i.e. the
capacity to implement existing laws. In this serise,institutional context and the capacity
of institutions are vitally important: good lawsdaregulations are useless in the absence of
strong and effective institutions to implement théinis therefore crucial, in any attempt to
support the transition to formalization, to clarifyhy some economic activities are not
covered by formal arrangements and what refornthanges could reverse this situation.

Social partners are key actors in finding solutitmguestions related to extending the
coverage of law to workers and economic units dpegan the informal economy. To
have a voice, membership-based organizations okwagkers, own-account workers,
self-employed persons or employers in the inforez@nomy should be allowed to operate
under the legislation and be duly represented @mabdialogue institutions and processes.
In many circumstances, representation of infornc@nemy workers has been effective
through the extension of employers’ and workergjamizations already present in the
formal economy.

Three types of legal and institutional frameworks af particular importance vis-a-
vis the informal economy: labour legislation; comuoial laws; and legal frameworks to
secure property rights (including land rights). S'eéction deals with the first of these, and
will address three issues: the relationship betwabaur law and informality; the “law-
growth” nexus; and the “labour regulation pyramid’he section concludes with a
discussion of legal frameworks and workers’ protect

3.2.1. A causal relationship between labour
law and informality?

There is considerable debate in the literature t iboportantly, no consensus —
regarding regulatory barriers, such as stringelnbda laws, said to keep the size of the
formal economy artificially small: as employers lse® evade their stringency by
remaining informal, or as formal firms remain smaither to avoid a firm-size threshold
of labour law coverage or because employers fibddalaw provisions a disincentive to
hiring. ** There is at least conceptual soundness to thes dihargument, even if an
empirical consensus remains lacking.

% See Kucera, D. and Roncolato, L. (2009): “Inforneahployment: Two contested issues”, in
International Labour ReviewVol. 147, No. 4; Maloney, W. (2004): “Informalitsevisited”, in
World DevelopmentVol. 32, No .7; G. Perry, W. Maloney et al. (200hformality: Exit and
Exclusion(Washington, DC, The World Bank); Jitting, J.; |Bdri, J. and Xenogiani, T. (2008):
“Informal Employment Re-loaded”, OECD Developmergn@e Working Paper No. 266 (Paris,
OECD).
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The soundness resides in the fact that there cdiotbeincentives and disincentives
to remaining informal. For example, recent reseatcthe ILO empirically investigated a
number of possible reasons that could explain the of the informal economy’ The
strongest “predictor” of informality was found te Istate corruption. Thinking along the
lines of rational behaviour, moreover, the inforneakrepreneur will weigh the costs of
informality against the benefits of formality. Alsere is a “cost” to formality (compliance
with the law, payment of taxes, etc.), the infornealtrepreneur will make a rational
decision on whether the benefits of formality outyeits costs. This will depend as well
on the opportunity costs of formality relative tdarmality.

A coherent national strategy to overcome the tré&pinformality should also
recognize that the “regulatory” costs of workinpimally are high to businesses, workers
and the community. The absence of law does not niearabsence of rules and rule
enforcers. Private means of imposing some ordénennformal economy are often very
costly to businesses and workers and sometime®smetste threat of violence. If the costs
of moving into formality can be eased, many busiaesmay volunteer to come above
ground, pay their taxes, observe labour laws anéfiidrom the security that access to the
judicial system can give to property and contratit®© research in seven developing
countries found that MSEs which complied with basigistration requirements had better
access to financial services and provided theikersrwith better access to social security
coverage. Enterprises that complied with regisimatiequirements were found to create
more employment over time than those that did not.

The challenge in Africa as elsewhere is the needddress in stronger empirical
terms the causes of informality. The question istivar there is a causal relationship
between labour law and informality and, if so, Wisstlaw is merely a “constraint”, with
an impact at the margin, or a “binding constraifitis relation between informality and
laws should not be understood as meaning that faatian has only — or even mainly — a
legal dimension. The causes of informality are rfmddghiand most of these are unrelated to
the legal field itself.

Therefore, it would be inefficient to pursue formation through reforms and
changes at the legislative level only. It shoulkbabe noted that formal arrangements are
not regulated solely by labour legislation but algoa range of legal rules of a civil,
commercial, administrative, fiscal, labour and absiecurity nature. Parts of these legal
rules may apply or be enforced and others may3wieral levels of application of these
legal rules could be considered to indicate difietevels of formalization or “profiles” of
informalization.

That said, legal institutions and laws do haveraatibearing on the sustainability and
growth of enterprises and the protection of work&vsrkers in informal MSEs typically
lack job protection and benefits such as accesletith and safety provisions, wage
protection, insurance, pensions and trade uniam®rrhal MSEs also have restricted
access to investment and credit. By being outsite formal regulatory framework,
informal activities are harder to tax, which rems lost revenue to governments. Thus,
MSEs operating in the informal economy can be aidrato broader and sustainable
economic development.

3.2.2. The “law-growth” nexus: Labour law
coverage of MSEs

There are two main issues to be considered in stadeting how labour law works in
regard to micro- and small enterprises. The fgghe formal scope and coverage of labour

% Reinecke G. and S. White (2004): Policies for $mmalerprises (Geneva, ILO), p. Xiv.
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laws themselves: do they apply to MSEs? The setotite application of labour laws to
MSEs in practice: how do administrative policies atrategies promote and enforce those
labour laws that officially apply to MSESs?

Recent research conducted by the ILO’s Small Enteevelopment Programme
in 12 countries in sub-Saharan Africa shows thatdbuntries can be divided into three
groups separated by scope and coverage of labauinlaelation to MSES?’ In the first
group, States make no exception in the scope ofl#i®ur laws for MSEs. In the second
group, States use a differentiated labour code thaludes MSEs from particular
requirements of the labour law. In the last gro8mmtes completely exclude all micro-
enterprises; for example, Kenya in regard to owssant and family workers. The
tendency, as seen in Kenya, towards explicit retnofvBormal scope and coverage instead
of extending it to better apply to precarious workhe informal economy is especially
alarming, since the removal of the formal scopeaohon-applied law sends a clear
message that removed regulatory areas are not tampoio the Government and are
consequently not subject to the rule of law.

In contrast to this threefold approach to scope @ndkrage in regard to MSEs, all
12 countries have differentiated treatment for M3Egegard to non-labour laws; for
example, tax, zoning and commercial law. Howevex af the countries with
differentiated treatment for MSEs in regard to temsur laws, easing the costs and
burdens of compliance, make no exception in thpesad their labour laws. This could be
the result of a misconception that labour law hagfluence on enterprise formalization.

The above research results point to a conclusianléitvour and social security laws
are not the main or “binding” constraints on MSEnfalization and growth, and that
issues such as taxation, skills, management, pityxand access to markets, exports and
finance provide a larger disincentive to formalitWevertheless, if labour law is a
constraint, easing the regulatory burden througbgdtiated) labour law reform and
creating incentives for compliance could provide thasis for a transition towards
formalization. Again, it is an empirical question.

The exclusion of MSEs from the rule of law is npésific to sub-Saharan Africa. For
example: in the Republic of Korea the Labour StadslaAct only applies to enterprises
that employ more than five workef8In India, section 2 of the Factories Act of 1948
provides that labour legislation only applies téegprises with more than nine employees.
Pakistan’s Factory Act also limits the reach ofolablegislation to enterprises with more
than nine employee¥’ A common exemption of enterprises and workers ftoenrule of
law is based on enterprise size. ILO Recommendimril98 (Employment Relationship)
provides guidance for addressing this issue.

Legal and institutional frameworks can provide Hasis for successful policies and
campaigns fighting legal illiteracy and also highli the benefits of complying with the
legislation and regulations. (Among other mattdisere is likely to be substantial
information asymmetry between the formal and inf@reconomies, rural and urban areas,
etc.) Institutional structures and procedures dtonal and local level can play an
important role in promoting formalization. Besidegislative and judicial powers, a non-

37ILO (forthcoming publication)TC-project: Law Growth Nexu&eneva, ILO).

3 |LO (1995): The employment relationship, retrievé December 2008, from International
Labour Conference Reports web site, www.ilo.orgligddnglish/standards/relm/ilc/ilc95/pdf/rep-v-
1.pdf

391LO (2001): General Survey — Unjustified dismissalL.C, 89th Session (Geneva: ILO).
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corrupt and effective structure, especially coesisy in the application of law, could
demonstrate the benefits of formality.

Again, responsive labour legislation must balano® Icost with incentives for
compliance. Application of labour legislation to BSshould be gradual, starting with the
fundamental principles and rights at work: (a) fflem of association and the effective
recognition of the right to collective bargainir{@) the elimination of all forms of forced
or compulsory labour; (c) the effective abolitiohahild labour; and (d) the elimination of
discrimination in respect of employment and occigpat

The fundamental principles and rights at work drmel€ore Conventions apply to all
workers. A two-tiered system with parallel laboagimes is thus not needed. Nor is there
any need for partially or completely exempting MSEsn the scope of law. However,

there is a need for different approaches and mésinarfor guaranteeing the application of
laws to the informal economy.

3.2.3. Innovative strategies for the enforcement

of labour law

A broad and comprehensive definition of “regulatios “the intentional activity of
attempting to control, order or influence the beébaw of others according to defined
standards or purposeé® The State cannot achieve its regulatory goalsealBartnerships
between the State and the regulated community beusirmed. Enterprises are not simply
formal or informal; there is a continuum of inforiyawithin which each enterprise exists.
Enterprises make strategic choices about the lagysdhoose to abide by. Thus, the State
must use a wide range of regulatory and enforcertemitniques to achieve its policy
goals. Techniques to design regulatory systemsarahshould, includbybrid strategies
using both governmental and non-governmental gdvemultifaceted using a number of
different strategies simultaneously; and mayrarect This is not a stand-alone solution;
States cannot abandon traditional regulatory agesathrough hard law. However, States
should expand their regulatory arsenal to incluthep more responsive measures.

States should search for more innovative formsegulation than the prescriptive
approach that has been commonly associated witinrf@nd and control” regulation, and
which can lead to unnecessary rigidity. Some ofrtiuee effective innovative regulatory
approaches have succeeded precisely because treehden inclusive and participatory in
their design and implementation. States might foeeetake one of a number of broad
approaches to creating an enabling regulatory enwient for MSEs, based on the
responsive recognition and application of laboghts and standards. Importantly, they
might do so as well as creating laws that set doimnum labour standards and recognize
basic labour rights. Three different regulatoryht@ques may prove particularly fruitful:

(@) education and information;
(b) provision of financial subsidies and other mibees;

(c) Innovative procedural regulatic.

40 Black, J. (2002): “Critical reflections on regutat”, in Australian Journal of Legal Philosophy
Vol. 27.

*1 Fenwick, C and. al. (2007): “Labour and laboustetl laws in micro- and small enterprises:
innovative regulatory approaches”, SEED Workingdtadyo. 81 (Geneva, ILO).
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A particularly productive tool is thiabour regulation pyramidsee figure 15). It can
be used in the design of responsive labour regulatfor MSEs. It is based on the
assumption that regulations are more likely to fiecéve when there are different options
available to enforce laws. Legal rules and normshiening labour rights and standards as
non-negotiable behavioural minima, with non-commdi@ being subject to non-
discretionary punishment, are at the apex of thramid, which also serves as the overall
goal of the pyramid. However, frequently the moBeaive way for governments to
achieve behavioural change in recognition of ladawris if MSEs themselves choose to
comply with relevant rights and standards, withietapplication of sanctions.

The pyramid therefore contemplates other regulastrgtegies that the State might
use, often in collaboration with other regulatocyoas, to achieve the desired change in a
manner that is responsive to the circumstances SE# A particular advantage of the
labour regulation pyramid is that it is flexibléet pyramid will not necessarily be the same
for every country. Thus, it is not a concept ofimal labour regulation that might be
applied in any social, economic, cultural or poéti context. Rather, it is a way to
conceptualize — and to depict graphically — a raofginterlinked regulatory approaches
that States might adopt, all of which reflect amdnpote key development objectives by
working both towards and from a rights-based approathus, an essential feature of
each pyramid would be the apex of substantive lalights and standards, with sanctions
for non-compliance. This is because in the absefdbe apex, regulators will have far
less capacity to apply any leverage against MSkallumg to comply with labour law.
The rest of the pyramid, however, would be desigmedifferent ways according to
different circumstance$’

Figure 13.  The labour regulation pyramid

Puni-
tive

Tailored sanctions

Warnings

Monitoring compliance and
coordination of state and private actors

Information, education and
incentives for compliance with labour law or for
enterprise formalization
exercise

“2 ibid.
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Development of micro- and small enterprises initii@mal economy is not a goal in
itself. It is merely a means to an end of allevigtpoverty and promoting decent work for
all women and men, irrespective of where they watkie deep causes of informality are
not only in the legal frameworks but accompaniedabyultitude of causes, and most of
these are not related to the legal field itselfwidger, the transition towards the formal
economy must be simplified by the use of conducagilatory systems.

In the immediate term, actors in the informal ecogionust be recognized by labour
and labour-related laws. In the short and mediumggea responsive regulation allowing
and encouraging MSEs to gradually enter the fomsahomy must be formulated. In the
long term, macroeconomic policies ensuring the tmeaof formal employment
opportunities must be developed.

States face considerable difficulties in designiegulatory environments conducive
to the informal economy. The informal economy dffgreat potential for generating jobs
and generating wealth; however, the quality andstistainability of jobs are low. States
must combine conducive regulatory frameworks witbrdinated policies and transparent
governance at both national and local level to sedan the task of formalization.

3.2.4. Legal frameworks and workers’ protection

The international labour standards provide a siolidrnational basis for extending
rights at work in the informal economy. De factesgite some opposite beliefs, most of
the international labour standards apply to “waskewithout distinction of being formal
or not. In particular, the application in the infaal economy of the ILO Declaration on
Fundamental Principles and Rights at Work shoulgoenoted without delay and by all
possible means. It is worth noting also that sontermational Conventions focus on
specific categories of workers that are mostlyd@veloping countries, in the informal
economy, such as homeworkers or rural workers. Th#the case, for example, of the
Home Work Convention, 1996 (No. 177).

It is necessary to take into consideration the tgieeersity of workers’ status in the
informal economy (employees, own-account workeastributing family workers, etc.)
and the diversity of the activities they undertaegriculture, domestic work, craft
industry, street vendors, etc.). The laws thatyapplthese different categories of workers
and activities will differ. Needs and possible legesponses will also certainly differ,
depending on the circumstances.

Some Conventions that deal mainly with formal ergplent contain explicit
provisions to extend their coverage to informal rexay workers. This is the case, for
example, of the Labour Administration Conventio®,7& (No. 150), whose Article 7
indicates that, according to national conditiond aith a view to meeting the needs of the
largest possible number of workers, each ILO Mengbedl promote the extension of the
functions of the system of labour administratiorcédegories of workers who are not, in
law, employed persons, such as self-employed wesikecupied in the informal economy.

At country level, the application of rights at warifers to the national labour laws
and institutions. To overcome the rights defidités critical to analyse both the content of
the labour laws — in particular their scope of aggtion — and the way in which they are
applied or enforced in practice.

Usually, labour laws as understood in the broadge¢labour codes or general labour
laws and social security laws) cover workers thateha clear employment relationship
(employees/employers) but do not cover autonommaegendent) workers, contributory
family workers or members of cooperatives. Someptons exist in developing countries
where occupational health and safety measurescalgr independent workers. In some
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cases, coverage of statutory social security has lextended to own-account workers.
Often, due to different circumstances, some wagekaeve are not under the scope of the
labour laws. This is sometimes the case for cedatagories of dependent workers, such
as domestic workers and casual workers; howevesettworkers may be covered by
specific legislation??

One of the main and growing causes of the exclusiowage workers from the
protection of labour laws is the development otgrats of work organization that are not
adequately covered by law. Some contractual arraeges can have the effect of
depriving workers of the protections they are darg] vulnerable workers appear to suffer
particularly from such arrangements where the et of an employment relationship is
unclear, ambiguous or hidden. The Employment Rmiahip Recommendation, 2006
(No. 198) provides guidance to overcome such diltiies. In sum, one way to extend
rights to informal economy workers is to extend sbepe of labour legislation to all types
of employment relationships. Provision of socialiséy benefits and occupational health
and safety measures to independent workers shizdda promoted.

Often, activities in the informal economy are iresithe formal reach of labour laws
but the workers are not covered in practice, bexdhe laws are not applied or not
enforced. There can be many reasons for suchisitgailhe laws may not be adapted, for
example because they do not take into accounteildies of modern work organization.
In many circumstances, workers are not coveredauotige by labour legislation, because
the enterprises they work in are not registered ¢getion 3.2.2 above). In some cases, the
laws are highly complex, as are the work-relatedcedures. Several countries have
carried out reform to simplify their labour lawsdawork-related procedures. This includes
reducing or eliminating the expense involved inistging enterprises with labour
administrations and social security authoritiesppdifying the requirements, forms and
procedures for hiring workers through public emphent offices; and recognizing
contracts of employment irrespective of the formwhich they are concluded, and
accepting any means of evidence.

Another important reason for the non-applicatiomon-enforcement of labour laws
is the weak capacity of labour administration, angarticular labour inspection, in many
countries. Frequently, labour inspectors are ndficgently resourced even to inspect
medium-sized and large enterprises adequately egularly; they can rarely if ever turn
their attention to the problems of informal econoemterprises and workers. Expanding
the scope of labour inspection to include all catesg of workplace would in most cases
require an increase in the resources allocatedesérvices in question. When resources
are scarce, focusing on selected priorities sualtaspational safety and health conditions
and eliminating child labour and bonded labour Ire tinformal economy may be
particularly cost-effective.

Traditional approaches to labour inspection maydneebe adapted to the specific
circumstances of the informal economy. It seemdsatile to initiate innovative labour
inspection approaches combining advisory and indtion services, public and private
interventions, and incentives with prevention amforement procedures, to improve
compliance. Finally, to be effective, improvemehtlte labour inspection system should
go hand-in-hand with easy and rapid access to Edaind the judicial system as well as
with a sound and mature industrial relations system

*3 Daza, J.L. (2005) Economie informelle, travail non déclaré et admtimison du travail
(Geneva, ILO).
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3.3.

Entrepreneurship and enterprise upgrading
in the informal economy

Enterprise development strategies that promotendeeerk and ensure economically
sustainable and competitive enterprises are cemtrathe achievement of full and
productive employment, and they are also centrpbterty reduction strategies.

Yet Africa remains a very difficult place to do lness. It takes a lot of time and
considerable cost to register an enterprise. Tasenumerous and sometimes confusing
licensing procedures, property rights are poorlfoeed (only 1 per cent of land in sub-
Saharan Africa is officially registered), there at®quitous problems concerning contract
enforcement and obstacles in trading across bqrdegdit is invariably hard to come by
and entrepreneurs are often faced with inconsigtemz unpredictability in taxation.
Women in particular often face legal obstaclesatodl ownership and access to formal
credit.

Consequently, sub-Saharan Africa suffers from l@amestic and foreign investment,
high capital flight and low remittance flows relaito other developing countries. The
challenge is to ensure that the business envirohimenore conducive to the creation and
growth of sustainable enterprises across the pdtsum of society so that the potential
for enterprises to create decent jobs is enhanced.

3.3.1. Promoting micro-, small and medium-sized

enterprises

The business environment in Africa is highly ingecand this tends to thwart
enterprise creation, encourage informality andrdeg@mod governance. However, it is clear
that the private sector — from micro-enterprisesuph to large multinational firms, and
including the agricultural sector where most Afrisastill work — has a central role in
driving growth and poverty reduction. Making impements to the business environment
is thus essential in helping markets work bettat mmproving the investment climate in
Africa. This implies the need to focus on the “basi(basic education and health,
macroeconomic stability, good governance and adoirgsnfrastructure weaknesses) that
create the opportunity for the private sector towgand diversify and thus provide more
productive and decent jobs for women and men. kl$® important to recognize that
country-specific challenges and solutions will yeamd countries must develop their own
strategies to address them.

In line with the ILO’s Job Creation in Small and &Mem-Sized Enterprises
Recommendation, 1998 (No. 189), enterprise polisiesuld have a dual focus. They
should aim at improving productivity and having ess to competitive resources, and they
should ensure that conditions at work result initggiin particular between women and
men), poverty eradication and social welfare. Megthese interlinked challenges requires
a mixture of policies at the international, natipnsectoral and local levels to raise
productivity, promote innovation and make smallegptises more competitive.

By improving job quality in small enterprises, iaasing economic opportunities for
women, promoting association-building by employemnsd workers, and upgrading
employment for workers in the informal economy, gwal is to unlock the potential for
creating more and better jobs in small enterprises. small enterprises, acquiring the
management skills to survive and grow is vital. [Bup is needed to build national and
local capacity to deliver cost-effective and susdale business development services, such
as management training, access to finance, infewmabn technologies, export and
domestic market access, and inter-firm linkages.
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Due to their limited resources and the lack of affe@ advocacy means, small
enterprises are typically absent from the policykim@ process. As a consequence, they
tend to face greater obstacles in accessing makath as for government procurement,
as well as financial and non-financial servicese Tégulatory framework is usually hostile
and the cost of operating in the formal economgroftrohibitive. It is therefore important
to give small enterprises a voice in the policygess, strengthening the capabilities of
their organizations and the skills of their leatiggsAn innovative way of giving informal
economy operators a voice in the policy reform psscis demonstrated in Uganda, where
an ILO project supports radio stations in focusomg small businesses’ concerns and
channelling their demands to policy-makers, whpoes via phone-in broadcasts.

When it comes to the legal and regulatory envirammfer business, fewer and
simpler laws and regulations usually lead to a nayreamic and efficient private sector.
But if sustainable enterprises are to be fostetled, regulatory framework should not
compromise international labour standards and stewld be gender-sensitive. Reforms
to the business environment should make it easieinformal enterprises to enter the
formal economy and should provide them with incgggito do so. It is also important that
policy reform be integrated into national developmelans and poverty reduction
strategies, and that donors work together anddsectollaboration with governments so
that national and regional initiatives such aslthestment Climate Facility are given the
best chance of succe8s.

Policies also need to support the inclusion of @sin enterprises in value chains at the
global, national and local levels; horizontal ligka between firms through approaches
such as partnerships and clustering, networks esaH@ased development strategies; and
vertical linkages between producers, suppliers madket buyers. Such linkages can be
particularly effective in overcoming many of theaditional constraints facing African
enterprises, particularly enterprises owned by wagmsech as access to markets, services,
technologies and know-how. Once such access isdqamyAfrican enterprises can create
and maintain quality jobs by increasing their prctddty, market presence and share.

Cooperatives of various types play an importang inolmany sectors of the African
economy, especially in rural areas. The cooperatement has, however, had to
overcome the legacy of heavy state interventionickvhin many countries severely
damaged the credibility of cooperatives in the egégheir members and customers.
Following the adoption of the Promotion of Coopmet Recommendation, 2002
(No. 193), many African countries have used ILOisoy services to help revise their
legislation on cooperatives. The Cooperative Raditir Africa (CoopAfrica) is a technical
cooperation programme for the promotion of coopegadevelopment in Africa. Together
with a wide range of international and nationaltpars, CoopAfrica promotes an enabling
legal and policy environment and effective coopeeatinions and federations, as well as
demand-driven services for cooperatives, currénthine countries.

Business development services play an importaet iroupgrading the productivity
of informal economy units. It is important to inase access to appropriate services in
finance, training, marketing, quality improvementlanformation. Access to finance is a
vital concern for operators in the informal econof@jten they resort to moneylenders or
tontines for emergency loans, but many other firdnmeeds are not covered.
Microfinance can facilitate the passage to the #&rmconomy for those wishing to

*The ICF is a private—public partnership, focusadroproving the continent's investment climate
by removing obstacles to domestic and foreign itnmest and by promoting Africa as an attractive
investment destination. The Donor Committee for efmtise Development has published
“Supporting Business Environment Reforms — pratticédance for development agencies”, which
aims to document lessons learned and good practice.
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undertake that step, and it is also a catalyst gimup organization. The business
development services can be delivered between dmsis within value chains and
clusters, by constituents and independent orgaoimator by mass media, which can
provide a platform for information, advocacy andldgue. Business development services
to upgrade workplace practices can only be sudibnand effective if rooted in
understanding and promotion of the benefits toeatkrprise stakeholders, including the
workers, owners and managers as well as the udimagtomers. By focusing enterprise
development initiatives on value chains with highelative growth rates, they are more
likely to be cost-effective.

The ILO’s Start and Improve Your Business (SIYB)thaelology has proved to be an
effective vehicle in this context. Used in morerntt@® countries worldwide, 34 of them in
Africa, it follows a capacity-building multipliertategy, working with 75 ILO-licensed
Master Trainers who train trainers from existingdband national organizations; they in
turn train the small entrepreneurs, thus reachangel numbers of people on a sustainable
basis. The ILO GET (Gender and Enterprise TogetAbead for Women in Enterprise
programme, which primarily addresses the needsamhenm entrepreneurs, is particularly
relevant for use in Africa.

While formality is associated with a higher qualiti/working conditions and social
protection than informality, the differences camestimes be marginal. So, in providing
enterprise development with a view to promotingeased employment opportunities and
a transition into formality, it is vital that jobuglity is addressed explicitly, with an
emphasis on the contribution it can make to impdgweductivity.

The ILO’s WISE (Work Improvement in Small Enter@s$3 training package for
small and medium-sized enterprises takes a paatmip, action-oriented approach which
underlines the potential to improve productivityraihgh low-cost improvements in
working conditions. The training provides core mieduon good working conditions and
practices which are adapted, through ground-leibgue, to each set of local conditions
and realities. The emphasis is on promoting logdgpractice and encouraging an
ongoing sharing of expertise and networking amanglisenterprises.

WIND (Work Improvement in Neighbourhood Developnmgrapplies the same idea
to meet the particular needs of farmers and tlanilfes, and to help them to make rapid
and sustainable improvements in their safety, healbhd working conditions, and
productivity (see section 3.6.2).

3.3.2. Promoting women'’s entrepreneurship

Even within the informal economy, women are conegat in the lower end where
decent work deficits are the greatest. Outside gyfcalture, women are in the least
protected and most precarious forms of work, inclgdas domestic workers, unpaid
contributing family workers and industrial outworke Those in this last category have
some of the lowest average earnings of all, siheg often lack firm contracts, they may
not be paid for months and they are made resp@&ibhon-wage costs of production.

The heavy representation of women in the inforntanemy, both agricultural and
non-agricultural, arises directly from their lackather means of survival and livelihood.
This absence of choice, in turn, results from a Wioation of factors including social
pressures and discrimination, a lack of economiggoar control, their biological role as
child bearers, and the greater burden they camclidd rearing. Promoting women'’s
entrepreneurship is one way to facilitate transitioom the informal to the formal
economy. However, as discussed above, this can lmnlgffective if the elements that
constrain women to work in the informal economy addressed.
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In most regions, self-employment is a more impdrsource of employment among
women workers than among men. Social norms thattein women’s mobility in some
regions are often reflected in a higher incidenteemen working from homé?® When
self-employed women in the informal economy workisale their home, available
evidence indicates that their enterprises tend dosimaller both in terms of workers
employed and in terms of the value of their asd#dtsmen’s enterprises also tend to be
concentrated in the less remunerative, low-investnsectors which build on traditional
skills. The reasons for this include the heavy dedsaof unpaid work that fall primarily on
women, and the particular barriers to and lack dégaate support for women's
entrepreneurship which can limit the growth of themterprises. These include limited
access to assets such as land, credit, skillspodmdy, networks, business information and
markets.

An integrated approach that is sensitive to gewlifégrences is required in order to
equip women entrepreneurs with the means to enhéte to shift from marginal income
generation to profitable business. At the micreelethis includes combining provision of
skills training with basic business development atiter soft skills, which in many cases
may include literacy. This is in addition to a rar@f support services which include legal-
awareness-raising, support for unpaid family resfmlities and access to information,
including on markets and microfinance opportunities

At a meso level, policy needs to ensure that bssirgevelopment support and
financial providers do not exclude women, and thdeed when necessary they develop
targeted approaches towards women. Market accealsdsessential and encompasses a
range of strategies, from encouraging women toigyeate in trade fairs to e-commerce
programmes, development of fair-trade initiativeagyporting women producers in design,
guality control and marketing strategies and ligkivomen to trade and export markets. At
a macro level, equality-promoting legislation arafiges to enhance access to productive
resources for women including land, property, iithace, technology, skills development
and credit are a vital component of an enablingirenmment for pro-poor growth
strategies. Fiscal and trade policies need to Begled in ways that avoid distortions in
favour of male producers and towards large scalefareign owned businesses. Investing
in infrastructure, roads, utilities, sanitationalie facilities, childcare and labour saving
technologies in the home can significantly increthgeamount of time women can devote
to remunerative production.

In conclusion
The enterprise-upgrading policies for the informabnomy include:

— promoting a greater awareness of the benefits @notection that come with
formalization;

— creating an enabling policy and regulatory envinent that reduces, both at the
national and local levels, the barriers to formaian while protecting workers’
rights;

> |LO (2002), “Women and men in the informal economystatistical picture”, retrieved
December 2008, from
www.wiego.org/publications/women%20and%20men%?20id#t@%20informal%20economy
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3.4.

—  a particular focus on women entrepreneurs;

—  fostering linkages between enterprises of diffesizes in value chains and clusters

to improve market access;

— access to finance and business development esyaind

— encouraging informal enterprises to join togethemproduction conglomerates or

cooperatives.

Microfinance and the informal economy

For better or worse, informal financial marketsiv@rin most African counties.
Moneylenders do a brisk business providing uncaidized loans to small enterprises that
need extra cash to take advantage of a market oymitgr as well as to families requiring
consumption-smoothing assistance to pay bills st jaut food on the table. Rotating
savings and credit associations (ROSCAs) and testallow the poor to pool small sums
so that members can purchase household items estimv business activities. Similarly,
savings collectorgsusus)make a living by providing a valuable service, igatarly daily
collections for market vendors who want to safeduhbeir limited funds. In some regions,
persons working in the informal economy also copih wheir insurance needs through
informal mechanisms such as burial societiesrantlielles santdnformal money transfer
systems, sometimes known lasndi or hawalg enable migrant workers to send money
home to their relatives. The prevalence of inforriadncial mechanisms highlights a
failure in the formal financial markets to meet theeds of workers in the informal
economy, both those who are employed and the s®ifegred. But moneylenders,
ROSCAs, sususand the like also represent excellent learningodppities for formal
financial service providers that want to serve itifermal economy. In many situations,
informal financial services have significant adeay®s over the services provided by banks
and other formal financial institutions.

Box 2
Comparing formal and informal finance: Money transfers

ILO research in Bangladesh revealed that the time of transfer for remittances varied between one hour (via
hundi) and 25 days (demand draft). On average, it took 15 days to liquidate the money sent by bank draft, while
a draft from an informal exchange house could be cashed immediately upon receipt. Despite its low transfer
speed, the demand draft was the most popular formal transfer method because people had more confidence in
the security of this approach.

To encourage the formal financial system to seheelbw-income market, policy-
makers in some countries have promulgated finanuhlsion regulations to encourage or
require banks and insurers to serve the informahemy. In India, for example, financial
institutions are required to have a portion of theortfolios in the “rural and social
sectors”. South Africa has adopted a voluntary @@@n whereby financial institutions
were involved in setting the targets under the tgis Financial Sector Charter. The
effect in South Africa has been quite impressiviac&the Charter was launched in 2003,
the proportion of adult South Africans with transac banking accounts increased from
45 to more than 60 per cent in 2007 (FinScope ysjve

In many countries, microfinance institutions (MFlsave emerged to serve the
financial needs of the informal economy, at leamttially. Often they have done so by
imitating informal finance structures. For examphee group lending methodologies used
by many MFIs, which rely on social collateral anglep pressure, adapt many of their
characteristics from ROSCAs (and moneylenders #$. wecareful understanding of how
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the informal economy finances itself can generateable lessons for financiers who are
interested in financing the informal economy.

Microfinance institutions can even be an importaehicle for promoting decent
work, for example by encouraging their micro-entesg borrowers to adopt appropriate
occupational safety and health measures, or byugliaging their clients from using child
labour. They can even help to formalize the infdre@nomy by creating incentives for
informal businesses to incrementally formalize. A8A, a microfinance institution in
Egypt, for example, borrowers eventually need teehausiness licences and tax receipts,
but not right away. When they return for a repean| they need to show that they have
taken certain steps in that direction.

Although they have started to step into the voitiveen formal financial institutions
and informal finance, in most countries microfinanmstitutions have three main
limitations.

1. Breadth Most African MFIs serve a limited number of perspwith market
penetration often well below 5 per cent. In contrddFls in Bangladesh, such as the
Grameen Bank, BRAC and ASA, all serve several amlliow-income households; in
Mexico Compartamos has just reached the 1 milliostamer mark, and several other
Latin American MFIs will soon follow. Yet in Africkew MFIs exceed 100,000 client§.
There are numerous explanations for this, includioballenging demographic
environments (e.g. high percentage of populatiospgarsely populated rural areas) and
unfavourable macroeconomic and regulatory conditioBox 3 highlights a notable
exception, Equity Bank in Kenya, which shows thaisipossible for African financial
institutions to be profitable while serving thearrhal economy.

Box 3
Equity Bank in Kenya

Equity began as a building society in Nairobi in 1984. Less than a decade after its inception, however,
stagnant deposits, undercapitalization, poor management, a constrained macroeconomic environment and the
high risk of term loans led to the bank’'s near collapse. The chairman responded by bringing on new
management and shifting the institution’s focus to microfinance. The subsequent decade of Equity history was
dramatically different, marked by consistent growth and competitive performance. Today, Equity Bank (no
longer a building society) provides microfinance services to nearly 2 million low- and moderate-income persons,
including nearly 400,000 outstanding loans, via a network of branch offices, as well as mobile banking units to
reach clients in rural areas. The bank offers a range of financial services, including loans for micro- and small
businesses, agriculture, household, education and emergency, as well as special savings accounts for
businesses, children, groups and older people. In 2007, Equity generated a return on equity of nearly 20 per
cent, down from the 40 per cent earned in 2006, even though the average outstanding loan is less than
US$1,000.

Source: CGAP Agriculture Microfinance Case Study, The MIX Market.

Another constraint on the growth of microfinanceviders in Africa is the limited
capacity of middle managers. Often MFIs promotdrtbest loan officers to be branch
managers, but do not provide them with any trairanghow to manage. To address this
issue, the ILO has developed a two-week course niiddle managers, “Making
Microfinance Work: Managing for Improved Performahdqsee http://mmw.itcilo.org).
Currently there are a dozen certified trainers fricA who are available to offer the course
in English, French, Arabic or Portuguese.

“® There are some important exceptions to the scalblgm in Africa, particularly in Morocco
(Al Amana and Zacoura), Ethiopia (Dedebit and Arajaand Kenya (Equity): all have more than
100,000 clients each.
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2. Scope Although they are known as microfinance instidnt, most are actually
microcredit providers, typically focused on onlyopiding micro-enterprise loans. In
Africa, for example, although the Moroccan MFIs @asucceeded in reaching large
numbers of low-income persons in a way that is omoon in the rest of the continent,
they are largely prohibited from offering otherdircial services. While the provision of
micro-enterprise loans is undoubtedly a criticahtdbution and a significant driver of
employment and increased incomes among workersl¢getg and self-employed) in the
informal economy, it only addresses part of theaiiitial service needs of low-income
households.

One of the ILO’s main messages with regard to fuenservices for the informal
economy is to promote a balanced approach thatidemsboth the productive and
protective needs of the target group. The prodactide consists primarily of micro-
enterprise loans to boost incomes and create JaEiswhen these businesses experience
difficulty, or when the entrepreneurs or their faes encounter a shock, any gains to
employment or income generation can easily be [Bisé productive approach must be
balanced with the protective aspect, which incluthes provision of savings, emergency
loans and insurance to enable informal workeropeavith shocks and risks. To this end,
the ILO has recently started the MicroinsuranceWation Facility, designed to encourage
the provision of better insurance products to mdewv-income households
(www.ilo.org/microinsurance).

3. Cost structure Compared with other regions, African MFIs carhge tbiggest
salary burden; that is, average salaries are migttehin relation to average outstanding
loans than in Latin America or Asia. Consequertttybecome viable businesses, African
MFIs have to either increase their loan balancésofwmight move them out of the micro
market), decrease their salaries (not likely tager too well with staff) or find other ways
of enhancing efficiencies to compensate for thatiredly high salary costs. Consequently,
efforts to use technology, such as cell phone Imgnkiom Wizzit in South Africa, are
gaining increasing attention.

3.5. Skills, vocational training and the
informal economy

Training by itself does not create jobs; nor deegcessarily raise productivity in the
informal economy. But these objectives can besadigeved in an economic and labour
market environment that supports the developmetitusie of skills and the formalization
of informal activities. In the long term, meetingtional and global commitments to
improve basic education and increase literacy @pkn technical and vocational training
opportunities to a broader section of the poputatla the meantime, however, there is a
need to develop innovative ways of upgrading skifid recognize the latent skills of those
already in the workforce, even if they have not bddquate basic education. Strategies to
improve productivity in the informal economy musiable workers there to use new skills
as leverage to help them move into decent formakwo

It is in the informal economy where skills gaps #ne largest. In many African
countries, the low level of education and vocatiahkéls of informal workers results in a
vicious circle of low productivity, low income aolw investment in skills. Improving the
skills of informal economy workers is key to theibility to access gainful jobs and
improve productivity and income.
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Formal training systems have proved inadequatedolr out to and meet the needs of
informal economy workers. The formal system, intipatar public training institutions, in
many countries lacks the flexibility and accesg#ipiheeded to cater to the diversified
needs of informal economy workef§A major shortcoming of earlier training strategies
in developing countries was their exclusive coneditin on the needs of the formal
economy to the detriment of the informal and tiad#l training systems. Statistical
surveys show that in most countries formal vocatioimaining has reached between
0.1 (Ethiopia) and 5 per cent (Morocco) of infornregbnomy workers® In addition, the
proportion of technical and vocational educatiord draining (TVET) enrolments in
general secondary education is low, often belowdrCcent*®

More recently, skills development in the informaloeomy has increasingly been
considered a strategic element in increasing theambility of workers and productivity
of enterprises, alleviating poverty and using néillssas leverage to help workers move
into decent formal work. It is essential in meetmagional and global commitments to
improve basic education — the foundation on whigtthier skills development needs to be
built.

3.5.1. Skills for working out of poverty

Skills development and equal access to training kane elements in successful
employment-promoting strategies for effective ptwereduction and social inclusion.
Most African countries have developed specific su® and programmes that provide
training for income-generating activities. Targgtand meeting the special training needs
of these groups is essential for effectivenessnifrg programmes need to be tailor-made,
flexible, practical and adapted to the diverse ati@ristics and educational levels of
trainees, who are usually a heterogeneous groupagitumulated layers of disadvantage.
Training needs to be demand-led, helping poor wsrkeften at subsistence level in
family-based activities or in service or trade atigs, gain access to more productive self-
employment or job opportunities.

Given the enormous numbers of people living in cemities without any distinct
skills or access to acquiring these, community-tdsarning has a huge potential for
improving people’s capacities to reduce povertynM&GOs and some public training
institutions deliver short-term training, for exampgn mushroom-growing, roof repair,
water pump maintenance, welding, animal husbaredcy,However, in order to lift people
out of subsistence-level activities, skills develgmt needs to be integrated into a local
economy development strategy. This provides a labw@rket and economic environment
that supports the use of skills and the formaliatf informal activities.

The ILO has developed an integrated methodologyainihg for Rural Economic
Empowerment, or TREE — to improve the productieityl employability of the rural poor,

“7ILO (1999): World Employment Report 1998-9Geneva, ILO); ILO (1999)Working out of
Poverty Report of the Director-General (Geneva, ILO); Belh P. (1999): “Learning to change:
Skills development among the economically vulnezabhd socially excluded in developing
countries”, Employment and Training Paper No. 43plByment and Training Department
(Geneva, ILO).

“8 Walther, R. and Filipiak, E. (2007): “Vocationahining in the informal sector — Or how to
stimulate the economies of developing countriesAclisions of a field survey in seven African
countries”, Research Department, Agence Francaid@édeloppement (Paris, AFD).

49 Atchoarena, D. and Delluc, M. (2002): “Reuvisitirtgchnical and vocational education in
sub-Saharan Africa: An update on trends, innovatemd challenges” (Paris, International Institute
for Educational Planning/lUNESCO).
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especially women, disenfranchised youths, persoitls disabilities and communities
rebuilding after natural disasters or civil strifdhe approach demonstrates how the limited
opportunities for skills development in poor ruaabas can be expanded and then linked to
employment: by identifying local potential econonoigportunities and skills constraints,
designing and delivering (or extending access tstieg) community-based training, and
providing post-training services (such as entregueship, obtaining wage employment,
and access to credit and markets). An importantpoorent of TREE is empowering and
mobilizing groups in the community so that they oaork with local leaders and
stakeholders in designing interventions and takéherresponsibility of working together
to improve their skills and living standards. Tnastudies revealed that trainees were
using their new skills and earning higher incomi@REE is an asset in the ILO’s portfolio
of tools to enable constituents to meet needsdoedt work at the local level and has been
adapted for use in local development. It has bgghea in several developing countries
and is currently being implemented in MadagascageiNand Burkina Faso.

3.5.2. Skills for technological catch-up and

diversification

The changing patterns and organization of workhretogical change, and the
increase in trade and foreign direct investmentAfinica may result in emerging
opportunities for informal enterprises and newnirag and skills needs. In particular, the
more advanced enterprises in the informal econoemetit from this development by
becoming subcontractors and partners to the modeamomy. This is the case, for
example, in the construction and civil engineerimdustry in Morocco and Senegal, the
metal and beverage industries in South Africa, palimproduction in Cameroon, or
weaving in Ethiopia® Linking new and higher skills with advanced tedogees lies at
the heart of the potential for improving the protikity and competitiveness of workers
and firms. The combination of technical, businesd management skills increases the
capacity of the more dynamic enterprises to adapenadvanced technologies, diversify
into new and higher-quality products and becomeencompetitive.

A major policy challenge is to reform and upgradarfal vocational education and
training systems for improved effectiveness andgaorse to those new opportunities.
Greater involvement on the part of the private @eit skills development is necessary,
both in the design of reforms and in the provisibskills. For example, incentives need to
be provided to formal enterprises to transfer rahevechnological knowledge and skills to
subcontractors to ensure that they meet qualitydstals of products and services.

Local or regional clusters of firms have the patdrtb support the catching-up and
learning process in more dynamic informal entegwjighereby boosting local economic
growth and development. The upgrading of produdt\aark processes requires firms to
invest in a learning process, adjust technologedotal circumstances and develop
workforce skills and new competencies. In additionych technological knowledge is
“tacit” and can only be transmitted by demonstratand observatiori* Close working

0 Walther and Filipiak (2007), op. cit.

1 Evenson, R.; Westphal, L. (1995): “Technologicélamge and technological strategy,” in
Chenery, H. and Srinivasan, T. (eddandbook of Development Economie®l. 3a (Amsterdam,
Elsevier BV), p. 2213.
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relationships between firms within clusters faatit knowledge-sharing, problem-solving
and skills development?

Skills development policies combined with policiesupgrade technologies in the
informal economy increase incentives for entergried workers to become formal.

3.5.3. Upgrading the informal training system

Few countries in Africa have training policies whiemphasize skills development in
the informal economy. Some countries, notably Gh&enin and Mali, have recently
designed policies that emphasize training for warka the informal economy. African
countries need to acknowledge the informal econ@syan important source of skills
development in its own right. In particular, théerof informal apprenticeship systems in
training the majority of young people in the cradtsl trade sector needs to be recognized.
Young apprentices largely outnumber youth trainedthe formal TVET system. For
instance, in Senegal around 300,000 youths arneetfaas apprentices as compared with
some 10,000 graduates from the formal vocatioaalitig centres’*

There is now a new way of looking at the informrairting system. Recent research
by the ILO in the United Republic of Tanzania destoaies that apprenticeship in the
informal economy is not “unregulated®.Rather, it is based on a (written or oral) tragnin
contract and regulated by informal rules such aditions, norms and conventions. This
informal institutional framework sets the incensvior master craft workers and young
people to participate in apprenticeship, definesning arrangements and provides a
financing mechanism. Informal apprenticeship isrefme widespread because many
youths can meet the entry requirements in termedofcational achievements; and it is
more affordable: since apprentices pay for trainitty their labour, poverty is not a bar to
access. They receive training in a trade, andemlakills preparing them mainly for self-
employment in the informal economy.

The informal “apprenticeships” have a very larggeptial for speeding up local
growth and development when integrated into thallaod national development strategy.
Investment in skills development needs to be fodusesectors, activities and occupations
with a growth and development potential, helpingnthaccess local, regional and even
international markets.

2 |LO (2008): ILC 97 Report V —Skills for improved productivity, employment growahd
developmentGeneva: ILO).

>3 Nelson, E.; de Bruijn, E. (2005): “The voluntamyrralisation of enterprises in a developing
economy — The case of Tanzania”, Journal of International DevelopmenYol. 17, No. 4,
pp. 575-593.

* Johanson, R.A.; Adams, A.V. (2004): “Skills dey@twent in sub-Saharan Africa”, World Bank
Regional Sectoral Studies (Washington, DC, WorldiBa

*ILO (forthcoming): “Informal institutions and cumepractices regulating informal apprenticeship
in Mtwara and Lindi/Tanzania” (Geneva, ILO).

** Nbler, 1. (2007): “Apprenticeship in the informatonomy: An institutional approach”, paper
prepared for the Workshop on Apprenticeship in thisrmal Economy in Africa, May 2007
(Geneva, ILO).
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The challenge for policy-makers is to upgrade imfar apprenticeship, thereby
addressing its weaknesses and shortcomings. Pofieid to build upon the informal rules
and institutions. Interventions need to be cargfdéisigned, as there is a risk of weakening
the incentives for master craft workers and apjmestto participate in apprenticeship.
Policies need to improve the quality and effectagnof training in order to prepare for
higher-value-added work and technological changié.is good practice to create links
with formal or informal training centres so as tooywde informal apprentices with
complementary theoretical knowledge and new tedugies, and master craft workers
with technical, entrepreneurial and pedagogicdlsskurther, some of the rules need to be
modified in order to achieve development and deaeotk objectives, in particular
prevention of child labour, improved social segyribccupational safety and health
measures, and equal access to training for womeg:men.>®

A survey of seven African countries showed thabrimfal apprenticeship can be
reformed and transformed into dual systems that booen on-the-job training with
theoretical learning? This needs to be a gradual process, as demomshptihe cases of
Benin, Ghana and Mali. Successful schemes to gligdogrove apprenticeship practices
involve the partners and stakeholders concerneeé. Jdrticipation of informal crafts
associations and youth organizations in desigréfigrms of training systems ensures that
the skills and training needs of the informal eaagaare articulated. Public authorities
need to develop appropriate long-term financingrimsents and review current budget
allocations, which are largely biased towards tléing provided by the formal TVET
system. In Benin and Mali, trade associations ligrmal apprenticeship evolve into a
dual training system and are involved in qualitgumance, such as defining skills and
competencies.

3.5.4. Enhancing the portability of informal

workers’ skills

Portability of skills enhances the employabilityvabrkers and facilitates their access
to more productive jobs in the formal econoff\skills are portable if the skills acquired
are transferable and can be used productively fierdnt jobs enterprises, both in the
informal economy and the formal sector. This higihls the importance of training
apprentices and workers in general technical skillsh as operating and maintaining
machines or using IT. Core work skills refer to s®t of non-vocational skills such as the
ability to read and write, communicate with othersbe punctual, the ability to make
judgements and solve problems, and the abilityntmovate and learn additional skKills.
These core skills are relevant across occupatindspeofessions, as well as across low-
and high-level jobs, and are therefore highly goega

Portability also requires that the skills of workerre recognized in the labour market.
Skills gained through experience, training on tble, jor apprenticeship in the informal
economy, are usually not recognized in formal labmarkets. Countries need to build
institutions and develop mechanisms that assesskili® and competencies workers have
acquired, validate them through certificates anduen their recognition. Furthermore,

*"ibid.

ILO (2008): “Apprenticeship in the informal econonity Africa”, Employment Report No. 1
(Geneva, ILO).

¥ Walther, R. and Filipiak, E. (2007), op. cit.

®91LO (2007): “Portability of skills”, Committee oEmployment and Social Policy, Governing
Body, 298th Session, Geneva, March 2007, GB.298&E&seneva. ILO).
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recognition of skills and certificates requirestttiee mechanisms and institutions to assess
and certify skills are transparent, consistent emedlible. Benin, Ghana, South Africa and
the United Republic of Tanzania provide interestexgamples of recognition of prior
learning. Assessment and certification of skillsl grior learning also help informal
workers have their skills and competencies recaghilzy the formal training system,
which facilitates access to continuous trainingjskipgrading and lifelong learning.

Providing skills and vocational training in the omfhal economy requires a
coordinated and integrated skills developmentegsgttaking into account reforms in the
formal and informal training system and incorpargtihe best skills development schemes
and practices into a comprehensive reform of exgdtiaining systems.

3.6. Social protection and the informal economy

By definition, activities by informal economy worseand units are not covered or
are insufficiently covered — in law or in practieeby formal arrangements. This means
notably that informal economy workers have no agcesthe formal social security
associated with employment (social insurance iiqudar) or to the protection provided
by labour laws on working conditions (wages, leaverking hours, occupational health
and safety, etc.).

There is a tremendous lack of reliable and comparatatistical data on social
security coverage, and most broadly on the qualityemployment in Africa, which
prevents any precise assessment of these probldmeertheless, the available data
confirm that informal economy workers face worserkireg conditions than those in the
formal economy, and that they do not benefit fram form of social security coverage, at
least in low-income countries. The ILO estimatest tim sub-Saharan Africa only about
10 per cent of the economically active populatisrcdovered by statutory social security
schemes, most of the informal economy workers bekaiuded.

This lack of social protection (understood herecamprising social security and
decent working conditions) is often associated witparticularly high exposure to risk.
Informal economy workers, and in particular womefien work in the most hazardous
jobs, conditions and circumstances. Preventive areado reduce risks at work often do
not reach the informal economy. Although not evesym the informal economy is poor, a
significant proportion of the poor are in the inf@al economy and, because they are poor,
a larger proportion of them than of the overall glagon tend to face risk-inducing factors
such as poor-quality nutrition, low access to drigkwater and sanitary facilities, low
access to education and health services, precdrausing, etc.

High exposure to risk combined with low social piton coverage places most
informal economy workers in a very vulnerable ditwa Not only is this damaging to the
well-being of these workers and their families iatiso constitutes, as a range of evidence
shows, a severe constraint preventing householdsn fincreasing productivity,
undertaking more speculative but profitable aggeitreducing child labour and increasing
investment in children’s health and education,mdihg a route out of poverty.

Extending social protection to the informal econoappears to be one of the main
challenges to decent work deficits, supportingttaasition to formalization and reducing
poverty. Some aspects of this extension are disdusslow.
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3.6.1. Social security

Social security is a basic human right, as affirbgdArticle 22 of the Universal
Declaration of Human Rights: “Everyone, as a mendjesociety, has the right to social
security.” This right constitutes the first sourgkelegitimacy for the extension of social
security coverage to all. But social security isoah fundamental means of reducing
poverty and social exclusion and promoting soaidiesion. A growing body of evidence
in developing countries shows the important contidn of social security to improving
access to health, education and productive econopportunities, reducing child labour
and facilitating the participation of the poorestmbers of society in the labour markeét.
The improved knowledge and understanding of theritrtion of social security to the
development agenda have incited many countriehiéndeveloping world to undertake
initiatives to extend coverage to those excludedchfexisting schemes, and in particular to
informal economy workers. These efforts are botkcarae and urgent; nevertheless, the
transition from the informal economy to the maieatn remains a priority to reduce
decent work deficits and extend the protective messattached to formal employment to
a larger share of the population.

The informal economy includes workers with venyffaliént characteristics in terms of
income (level, regularity, seasonality), statuginployment (employees, employers, own-
account workers, casual workers, etc.), sectocifites (trade, agriculture, industry, etc.)
and needs. Extending coverage to such a heterogersst of workers requires the
implementation of several (coordinated) instrumextapted to the specific characteristics
of the different groups, to the contingencies tacbeered and to the national context. It is
not possible here to effect an analysis by groupamtingency of current experiences in
coverage extension. The different approaches thabréefly described below provide only
a generic view of some ways of extending coverafese are not “either-or” policies but
rather, in most cases, complementary.

Some countries, such as Tunisia, have engagedarm® to extend statutory social
insurance coverage. Currently, social insurancersel, if they exist at all, usually cover
only limited sections of the labour force in thermal economy. Legislators have
frequently envisaged extending their cover at arlatage. In practice this extension, by
bringing in successively smaller enterprises andioluding new categories of workers
such as the self-employed, has not so far reachsmdy rmore groups of the working
population in Africa, with the exception of a fewuntries. Even small enterprises may
present additional problems given their rudimentggounts and arrangements for paying
workers and their stronger tendency towards nonptiamce. Self-employed workers are
usually unwilling, and frequently unable, to paye tbombined worker and employer
contribution. As might be expected, schemes forf-esaployed workers are more
successful when the government is willing to sulsigiart of the premium.

®! The Social Security Department of the ILO is prtidg a Compendium on existing evidence on
the effects of social transfers on developmentaugs. See also Barrientos, A. and J. Scott (2008):
“Social Transfers and Growth: A Review”, BWPI Wargi Paper 52, Poverty Institute, University
of Manchester; Briére, B., and L. Rawlings (200&Examining Conditional Cash Transfer
Programs: A Role for Increased Social Inclusion®aghington, DC, World Bank); Tabatabai, H.
(2006): “Eliminating Child Labour: The Promise ofoitional Cash Transfers”, International
Programme for the Elimination Child Labour (GeneldD) ; Srinivasan, T. (ed.)Handbook of
Development Economidg\msterdam, Elsevier BV); Posel, D.; Fairburn, dd d.und, F. (2004):
“Labour Migration and Households: A Reconsiderat@inthe Effects of the Social Pension on
Labour Supply in South Africa”, iEconomic ModellingVol. 23, No .5; Medeiros, M.; Britto, T.
and Soares, F. (2008): “Targeted Cash Transferr&mges in Brazil’, International Poverty
Centre, Working Paper No. 46.
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Some of the efforts to extend the coverage of satsarance are also dedicated to
adapting benefits, contributions and operationthéocharacteristics of informal economy
workers. This may include giving beneficiaries aick whether to affiliate to all branches,
according to their needs and contributory capaaiiyre flexible contribution payments to
take into account income fluctuations or seasoeatmues (in agriculture for example);
introducing specific mechanisms to determine cbuatron levels for employees and self-
employed workers where real incomes are difficaltassess (capitation or lump-sum
payment based on size of economic activity, eteducing the costs of registration; and
offering small-scale contributors “simplified schest in terms of both registration and
compliance with tax obligations.

It should be noted that in some African countrtbe, coverage of social insurance is
also limited due to the inconsistencies of its afien, the inability of the State to enforce
mandatory contributions and the lack of confideimggublic institutions. A badly designed
and implemented social insurance scheme may cexat@centive for informalization.
This is one of the reasons why efforts to imprdwe governance and efficiency of social
insurance should be included in policies to redudermalization of employment and
extend coverage.

Another way observed in Africa of extending coveramostly in health, is through
the development of microinsurance schemes. Ovepabedecade the continent has seen a
proliferation of new microinsurance and other comitysbased social security schemes.
Microinsurance schemes are often initiated by @ettiety organizations and are delivered
through a diversity of organizational settings. lteamicroinsurance has shown good
potential for reaching groups excluded from stagutsocial insurance, mobilizing
supplementary resources, contributing to particypatn civil society and empowering
socio-occupational groups including women. Howevstand-alone, self-financed
microinsurance schemes have major limitations inmse of their ability to become
sustainable and efficient mechanisms capable ahieg large segments of the excluded
populations. Their impact should be increased rpthp developing functional linkages
with extended and expanded national or social arste systems, contributing in this way
to better equity and efficiency in national sos@cturity policies.

Microinsurance is not by any means the only emergirethod of extending social
health protection in Africa. Social health proteati defined as guaranteeing effective
access to affordable quality health care and filhmrotection in case of sickness, is
probably the area in which the number and size jjublic investment) of initiatives to
extend coverage of social security are the mosbitapt in the continent. There are many
reasons for this focus on social health protectibocess to health is universally
recognized as one of the most fundamental rights ankey factor in stimulating
productivity and growth. Guaranteed access to hezlte is also in many circumstances
the first security that poor and vulnerable pedptik for. The impact of health shocks on
poverty is also quite severe in the continent affieces millions of people every year.
Social health protection is increasingly perceiasda crucial component of policies and
reforms aiming to improving health systems and s&te quality health services in Africa.
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Box 4
Extending social security in health

Senegal

In Senegal the extension of social security to uncovered populations is a high priority for the Government.
It is conducted through social dialogue, as demonstrated by the creation in 2003 of a National Commission on
Social Dialogue (CNDS) to develop a strategy to specifically address the extension of social security and social
protection. In 2005, Senegal revised its social protection policy to address the problem of extension of social
security. The new National Social Protection Strategy (SNPS/GR) is the third pillar of the Poverty Reduction
Strategy Paper (PRSP).

The ILO Subregional Office contributes to the extension of social protection in Senegal by providing
political and technical support for these initiatives, notably through its Strategies and Tools against social
Exclusion and Poverty (STEP) programme. ILO/STEP is also training social partners on the extension of social
security; furthermore, it supports — in partnership with the CNDS and transport operators’ trade unions - the
design and implementation process of a social health insurance scheme for transport operators. These workers
are particularly affected by exclusion from social security. Today, their unions are actively involved in the design
and implementation of a health insurance scheme that aims to cover all transport operators and their families
(some 400,000 people).

Rwanda

In December 2004 the Government adopted a national policy on the development of mutual health
organizations. Mutual health organizations have since been set up in each of the 30 health districts, with a
mutual section presence at health centre level (there are 403 of these units). In 2006 the Government adopted
a policy of compulsory health insurance for the entire Rwandan population. The membership rate of mutual
health organizations has sharply increased over the past few years: starting at just 7 per cent in 2003, it rose to
27 per cent in 2004, 44.1 per cent in 2005 and 73 per cent in 2006, standing at 85 per cent by the end of June
2008.

The annual premium for a primary healthcare package at health centre level was set at 1,000 Rwandan
francs per person as from January 2007, with a 200 francs co-payment due upon treatment. In addition to this
package, beneficiaries have access to complementary benefits covering hospital services and treatment. The
1,000 francs package is financed via district and national risk pools on behalf of the beneficiaries. Upon
treatment, a co-payment of 10 per cent of the total bill is required at the district or reference hospital. The
district-level risk pool is made up of contributions from the national risk pool, 10 per cent of each 1,000 francs
premium paid by beneficiaries for the primary package, and donor subsidies. The national risk pool or
“Solidarity Fund” is constituted mainly by contributions from the State, donor agencies and public and private
sector workers.

Even though the 1,000 francs premium for the primary healthcare package is kept low in relation to the
real costs of health care, it remains out of reach for many Rwandans living in extreme poverty. The Global Fund
to Fight AIDS, Tuberculosis and Malaria, together with other NGOs (e.g. the Red Cross, Oxfam, Caritas) and
government programmes such as FARG (the Genocide Survivors’ Support Fund), has therefore opted to
finance health insurance premiums for the poorest Rwandans, orphans and people living with HIV/AIDS.

For more information, see GESS platform at www.socialsecurityextension.org/gimi/gess/.

In this context, in addition to “classical” tax-fued health systems, several countries
in Africa such as Ghana have launched nationakth@zsdurance with a view to providing
universal access to comprehensive benefit pack&g&etting up and implementing
national health insurance raises many challengdgheabrganizational, institutional and
financial levels. The success of these schemdsashighly dependent on the existence of
good provision of quality health care services. ©hgoing schemes are too young for any
conclusions to be drawn about their effectivenest sustainability but, despite the hard
challenges mentioned above, some are showing pramigsults. Other demand-side
financing mechanisms have also been introduced muraber of countries, notably to
improve targeting of equity subsidies, increaseuoist and raise the productivity of the
health systems. Reproductive health vouchers ageegample of these mechanisms that

62 National health insurances are insurance scheangsting all citizens and financed both by tax

revenues and contributions for those who can afiford
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have been adopted by countries such as Ug&Adalithin each of these financing
mechanisms lies a range of options for organizimgngements for pooling funds and
purchasing services, leading to a great divergigystems in the continent.

In most of these countries, several schemes aitangrovide social protection in
health coexist. The key challenges are to imprdwe dfficiency and coverage of the
schemes (national health services, national orabb&alth insurance, community-based
health insurance, etc.) and incorporate them ime equitable and well-regulated
pluralistic national systenf?

A promising way of extending social security in theea of income security is
through non-contributory, tax-financed cash trarsséelivered in various forms and ways:
a universal social pension paid to all the eldpdpulation; cash benefits paid to families
with children, often conditional on school attendaror participation in public health
programmes; benefits aimed at specific groups siscphersons with disabilities, orphans
and other vulnerable people; and targeted socsastasce programmes. During the past
two decades, social assistance programmes havedganportance worldwide and, at the
same time, experienced considerable transformatignich indicates an increasing
willingness to go beyond their traditional redistriive role, emphasizing stronger,
multiple and positive linkages with labour markeligies and aiming at fostering social
inclusion and human development.

This trend in social assistance programmes appeats promising as a means of
tackling extreme poverty in Africa. Existing oppanities for extremely poor people are
severely constrained due to mismatches betweesttheture of opportunities available
and the complex set of constraints they face. Ithdasv accepted that mainstream
development approaches, especially microfinancaells sklevelopment, cooperative
promotion or access to basic social services, hatggass this population group. One of
the reasons is that they are engaged in daily\alrtd respond to their immediate needs
and are thus in no position to engage any spaoeimess (including time) or capacities in
activities that do not provide an immediate retornvhere that return is seen as uncertain.
New social assistance programmes seek to respanatihodifficulties by using approaches
that combine transfers to overcome the immediate fandamental needs of the most
poor®® with active support to strengthen their accesscmnomic opportunities and basic
social services.

Experiences of non-contributory, tax-financed ctahsfers in low-income countries
in Africa are limited but gaining considerable m&st from governments and international
agencies. Social pension schemes are being imptethéna growing number of African
countries and some of them, such as Cape Verde, fegently increased their coverage
and level of benefits. Zambia is piloting the deyshent of conditional cash transfers: the
2006 Livingstone Call for Action resulting from arderence organized jointly by the
African Union and the Government of Zambia illustsathe growing interest in tax-
financed cash transfers in the continent.

%3 During pregnancy, out-of-pocket fees and indirasts (like transportation) required for maternal
and obstetric services mean that access to appteprare remains beyond the reach of many.
Maternity care may not only be expensive for poaudeholds but also be a low priority in the use
of scarce household resources. Without effectiveess to affordable quality health care and
protection against related financial burdens, psomen and their families are often discouraged
from seeking the care they need.

% |LO (2007): “Social health protection: An ILO stegy towards universal access to health care”,
Issues in Social Protection Discussion Paper 19¢Gs 1LO).

% particularly cash and food transfers.
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As indicated, several of the policy instrumentsctibed above may logically coexist
in one country because they seek to provide coeefaigdifferent contingencies and for
groups with different characteristics. The rightxmoif policy instruments used and their
design should be adapted both to the specific cteiatics and needs of the groups to be
covered and to the national environment. To beciefit, as stated in 2001 by the 89th
International Labour Conference, the different fgpiels and initiatives on the extension of
coverage should be taken within the context of @megrated national social security
strategy”. Improving policy coordination and cohme between the various social
security mechanisms remains an important task ist fxican countries to maximize the
utilization of resources, avoid the exclusion obups of the population and promote the
formalization of employment.

Despite the progress made during the past decastenie countries, exclusion from
social security coverage still affects the immemsajority of people working in the
informal economy in Africa. Affordability problemare often mentioned as the most
serious constraint on extension of coverage. MimdelMvork on affordability is helping
policy dialogue move beyond anecdotal evidence assumptions about the financial
burden of long-term social security programmess™ork shows that providing a basic
set of social security benefits is affordable insinof the middle-income countri€§.In
some poor countries, significant long-term aid vidé required until non-contributory
social benefits can be funded solely from tax reesn

In practice, any increase in domestic revenuesatinl to basic social security is
determined by both fiscal space and the politicdl t@ increase the share of public
expenditures dedicated to this policy field. Capato create a fiscal space should be
considered in the context of a comprehensive gonemt expenditure framework in the
medium term. Capacity to mobilize additional revenlbly increasing the tax base,
improving the efficiency of expenditure by strerggimg public institutions, and adequate
policies to sustain productivity remain the keytéas in creating fiscal space in poor
countries. The decision to increase the share lofgexpenditure dedicated to basic social
security will depend on the political will to do smd on how much of the government
budget is already committed. To support the degismaking process, overall feasibility,
both financial and administrative, should be asstksand the projected outcomes of
providing basic social security estimated.

To reduce coverage gaps while taking account cdniral constraints, the ILO
promotes the introduction of a package of basidas@ecurity guarantees that ensure
minimum levels of security for people in low-incomeuntries. They include:

— access to basic, essential health care;
— income security for children;
— some social assistance when poor or unemployed; a
— income security through basic pensions when ottisabled.
Even if a basic social security benefit packagenoare implemented at once, a

sequential approach can generate immediate bemnefisms of poverty reduction, pro-
poor growth and social development. The basic mgelshould be considered as part of a

® pal, K.; Behrendt, C.; Léger, F.; Cichon, M. andgemejer, K. (2005): “Can Low Income
Countries Afford Basic Social Protection? First Besof a Modelling Exercise”, Issues in Social
Protection Discussion Paper 13 (Geneva, ILO).
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progressive strategy providing for higher levelssotial security as countries develop
economically and the fiscal space for social trarsincreases.

Finally, it must be stressed that extending soseturity coverage should be
integrated with other economic and social policiggecial emphasis should be placed on
two areas of work: first, strategies and approachas integrate the two dimensions of
prevention and protection, including occupationalk r prevention, improvement of
working conditions, income security and accesseith care adapted to the special needs
of groups, especially women; and second, approablaedink and combine social security
measures with employment creation, organizing warkend employers and promoting
rights at work. In particular, the capacity of werk and employers to organize is a key
element in the move away from informality. Expedershows that social security is one
of the best ingredients for organization-buildimgi gromoting social dialogue.

3.6.2. Working conditions

In most countries, especially in Africa, the infaneconomy plays a major role, not
only in economic activities but also in the sociéself, by providing people with work
opportunities. Efforts to improve working condit®need to address deficits that exist in
the informal economy in each and every elementakimg conditions, including wages,
working hours, freedom from discrimination and eiote, representation and bargaining
rights, maternity protection, social security pge@n and occupational safety and health.

Take wages and working hours for instance. A worikegds to earn enough to be
able to support both self and family. If this ig possible, or if it is necessary to work for,
say, more than 50 hours each week to do so, tleewdbker’'s quality of life, at home and
at work, will be poor. The worker’s health is ligeb suffer as a result and ultimately, for
the worker, this can lead to unemployment and pggvEr the country, it can mean a loss
of worker productivity, an increase in poverty, anthrger burden on medical and social
services.

The above provides an example of the knock-on effécone element of poor
working conditions, upon the life of workers andaghe economy as a whole. The reality
is that the different elements come together aadsaffered jointly, most frequently by the
poorest workers. For example, a worker in an infdrotothing factory is likely to be on
low pay (a poor piece rate), have no right to j@innion, be at risk of dismissal without
notice and, if the worker is female, be paid ewass Ithan poorly paid male colleagues. The
combined effect on the worker is to reaffirm poyeand insecurity, demoralization and
demotivation, and to increase the risk of accidantsill-health, and loss of livelihood.

Earlier in this paper, the impact of the absencenwfternity protection was
mentioned. The Maternity Protection Convention, @OQNo. 183), sets down
internationally recognized minimum maternity prdiec standards. These include
providing 14 weeks’ maternity leave, benefits dgrieave, protection from dismissal, and
health protection in the workplace. Each of thes®vipions is designed specifically to
provide essential (minimum) protection for the kieaf the mother and child — but few
African workers could even imagine enjoying suclotection. For many workers,
particularly in the informal economy, the reality ho leave, no benefits, no health
protection and no protection from dismissal. Is&f-evident that, as with other working
conditions deficits, the consequences for the wworKker the newborn baby, for
productivity, for the economy and for the societylarge, work against the aims of
improving pro-poor growth and productivity and rechg poverty.

The informal economy in Africa: Promoting transition to formality: Challenges and strategies 47



Box 5
Some of the consequences of a lack of maternity protection

From early on in her pregnancy, an expectant mother needs to drink more and increase her nutritional and
calorie intake so that her body can support and nourish the growing foetus. If, in the workplace, she has no
ready access to clean drinking water, if there is no toilet facility for her to use, or if her access to either is limited
to strictly controlled break times, she can quickly develop a urinary or kidney infection.

A pregnant worker is also very vulnerable to fatigue and hypertension, particularly in the later months, as
her heart works harder to pump blood around her body and that of her baby, and as her size and the weight she
is carrying increase. The risks are significant. Exhaustion in pregnant women can put the life of the mother and
child in danger: hypertensive disorders are one of the major causes of maternal mortality. Despite this, in
workplaces that do not provide maternity protection — many of them in the informal economy - pregnant women
are often expected to work in a standing position for long hours or do demanding machine-paced work.

There are many other workplace practices that represent an increased risk to pregnant workers, including
carrying heavy weights, which can bring on a haemorrhage or miscarriage, and exposure to chemical and
biological products and pollutants, which can result in malformations or retardation in the child’s development.
Maternity leave is a vitally important aspect of maternity protection as it provides the pregnant mother with the
time she needs to rest in the later weeks of pregnancy, and to recover after the birth. It also enables her to
properly care for and feed her baby during the first few weeks of its life. The internationally recognized minimum
maternity leave period is 14 weeks. * However, in Africa, only 46 per cent of countries provide this minimum
and, even in countries where this leave is regulated for, informal workers are unlikely to benefit from it. **

* The Maternity Protection Convention, 2000 (No. 183). ** Oun O. and G Pardo Trujilo (2005):, “Maternity at work: A review
of national legislation” (Geneva, ILO).

Efforts to address poor working conditions needddress the full range of problems
that businesses and workers face. For example, Wwdeking at wages, effective and
enforced minimum wage legislation, and the esthblent of social dialogue and
bargaining procedures can make a vast differendbeovages that workers receive. In
relation to maternity protection, legislation ispantant, but education and awareness
raising, training, and the development of healtth social service provision, would also be
essential elements of the response.

Box 6
Tanzanian “One UN” programme on improving maternal and newborn health

The ILO is currently working with UNESCO, WHO, UNICEF, WFP and UNFPA on the Tanzanian One UN
programme. Launched in mid-2008, this focuses on achieving change at national level, including increased
budget allocation and resource mobilization, improved information management and health care delivery, and
policies and practices to promote maternal and newborn health. The ILO’s role includes promoting and
implementing Convention 183 and national legislation on maternity protection as part of a continuum of policies
needed to secure the health and economic well-being of mothers and newborns; supporting the Department of
Labour's OSH department and the Health Institute to identify key health risks in particular sectors and
responses to those risks, including risks to health workers; and promoting advocacy on key issues for women
workers and maternal health.

This project takes place against the background of a Demographic and Health Survey which shows that
Tanzanian maternal and neonatal mortality has remained at unacceptably high levels despite government
efforts. Maternal mortality is currently estimated at 578/100,000 live births while neonatal mortality is 32/1,000
live births. Neonatal mortality accounts for 29 per cent of the under-5 mortality rate and 47 per cent of the infant
mortality rate. *

* United Republic of Tanzania Demographic and Health Survey TDHS 2004-05, retrieved from the Internet at
www.measuredhs.com/pubs/pdf/GF6/tanzania_fact_sheet.pdf.

It is well known that the rate of work-related atmits and diseases is much higher in
small-scale than in large-scale industry and, alghodata on the precise rates in the
informal economy are insufficient, the prepondeean¢ small-scale enterprises in this
sector, in itself, points to an increased riskhaitt other factors being taken into account.
This means that, in designing efforts to addresskiwg conditions in the informal
economy, the prevention of work-related accidentsidlnesses must be an essential issue,
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and preventive measures on it should be urgenthbkshed. These efforts must include
raising awareness of the risks among informal eecgnavorkers and their employers.
Currently, the awareness of workers is low andelation to informal entrepreneurs, those
that are aware of the risks often do not have emdugpwledge or resources to address
them.

Unfortunately, the most pressing concern of infdrrmaonomy units and their
workers is simply their survival, and perhaps ewuelty the growth of their businesses. It
is therefore crucial for the success of awarenaising and knowledge dissemination
activities that they establish a positive connectietween occupational safety and health
conditions (and other good working conditions), ligyaproduction, productivity and
competitiveness. Those activities need also to ptenunderstanding of the fact that
actions to improve such conditions are not outeafch, either financially or technically.
Action should be based on simple, low-cost andtm@dmprovements that respond to the
felt needs of the workers and families concerndiis & the type of approach that has been
intensively developed and implemented by the IL@ukhh methodologies such as WISE
(Work Improvement in Small Enterprises) and WIND dqi% Improvement in
Neighbourhood Developmentf).

As mentioned above, WIND is a participatory tragnimethod that involves
promoting improvements in farming and agricultueakerprises through neighbourhood
involvement and development. Its implementation @wvgrs families, on a gender
equality basis, to improve their own living and Wiog conditions. Success relies upon the
voluntary involvement of small agricultural entesgr owners, local and national non-
governmental and governmental agricultural orgdimma, and the local community at
large, with both participants and trainers beintunteers. WIND is particularly gaining
popularity in African countries due to its adaplifito local needs and its potential to
support local economic development initiatives.

Box 7
WIND in Senegal

The ILO is currently managing a pilot project in West Africa (Benin, Mali and Senegal) which has as its
objective improving the living and working conditions of families and children in the agricultural sector. WIND is
being used within the project to encourage small farmers to make simple, low-cost changes to their living and
working environments that result in improvements in productivity. The training package has so far been
carefully adapted to reflect the local conditions and experience of agricultural families in Mboro, in Senegal,
where 13 volunteer trainers were trained and agricultural producers identified to take part in a pilot training
project in February and March 2009.

The project has, in accordance with the WIND approach, promoted and relied upon cooperation with a
wide range of local and national organizations and been successful in maximizing national and local institutional
involvement. It has also benefited from the cooperation of the Senegalese Government, for which increasing
food productivity is a key objective. The newly trained trainers reflect the diversity of groups committed to the
success of WIND in Senegal, being drawn from associations of producers, women’s organizations, NGO and
state technical agricultural services, villagers, and regional labour inspectors.

To ensure relevance, as well as sustainability, WIND is very much reliant on, and responsive to, farmers’
own initiatives, knowledge and resources, and it promotes good, local practices and affordable and practical
solutions that are within the reach of all. This approach has a particular resonance in Africa at a time when
increasing food productivity is a key objective across the continent.

In WIND, completing the training is not the end of the process. The larger aim is to build a momentum for
continuing and sustainable improvements in productivity by creating local networks of farmers and supporting
community development that provides long-term support for farmers and a driver for continued productivity
gains.

®”The WIND methodology of the ILO specifically foass attention on households and children
living on farms and exposed to hazardous and stiehwural agricultural contexts. WIND can be
understood as a training approach for improving $ladéety, health, and working and living

conditions of small farmers. It also encompassesgeption of children, and increased production
levels and quality of products, leading to possibtgeases in family income.
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Efforts to improve occupational safety and heattlthie informal economy must also
give due regard to institutionalization of corresgimg strategies. At a national level,
labour and health ministries and the ministriesifolustry or agriculture concerned with
micro-enterprises and self-employment activitias ath potentially play an important role.
Unfortunately, improving occupational health andesa conditions in the informal
economy is not often included in their strategiesaddition to a lack of awareness of these
conditions, these ministries face strong financ@hstraints. Labour ministries, which in
most countries have the main responsibility witlpadvernment for occupational safety and
health, are not even able to carry out these fanstiadequately for larger and formal
enterprises due to a shortage of staff and otlsmurees. Making sustainable progress in
this area in the informal economy will thus requitee strengthening of national
occupational health and safety systems as a whole.

Another difficulty is that the methodology used fimproving occupational safety and
health in large-scale industry cannot be appliethéoinformal economy in many cases. In
large-scale industry, legal frameworks and systEmicreasing compliance are efficient
measures to improve and maintain better workinglitmms. In the informal economy, it
is more efficient to provide training and inforn@atiand encourage participatory activities
to improve occupational safety and health and otfweking conditions.

In the informal economy, working and living condiis are often intertwined.
Improving working conditions means improving theygical and psychosocial conditions
and income security of workers and the interfadevéen their work and their personal,
family and community lives. Issues such as wageslation, working time, maternity
protection and work—family balance have historichieen perceived as largely irrelevant
in the informal economy. A priority area of actisrto demonstrate that this is not the case
and what can be done. Multi-country studies hawmwvsh for example, that a statutory
minimum wage seemed to have a pull-up impact onewag the informal economy. In
some instances, the promotion of a minimum wagebeaa tool to address simultaneously
the problems of in-work poverty in the formal amfiormal economies. A second priority
area is to better understand how to make a moeetefé difference to the lives of women
and men in micro- and small enterprises and thenmél economy through better working
and employment conditions. This understanding shéedd to changes in the policy or
regulatory framework for small and medium-sized egmiises, informal economy
development and working and employment conditi@useh changes should be aimed not
only at upgrading conditions in the informal ecolyobut also, and most importantly, at
supporting a transition towards formality.

Part of the explanation for women’'s preponderano®rey informal economy
workers lies in the social and economic relatiotst t relegate unpaid family
responsibilities to women. In every society, wonhemd to spend far more hours in unpaid
work than men do. The fact that unpaid work coirs¢ravomen’s choices about whether
they can participate in the labour market, for Homg, and how far from home has long
been at the core of discussions about gender ggualis clear that for many women, the
lack of public and private support for family reggibilities means that the informal
economy may offer the only paid work that provide®ugh flexibility, autonomy and
geographic proximity to home to allow them to con@bipaid economic activity with
family responsibilities.

Existing evidence suggests that among the supmated to better conciliate paid
work and family responsibility, childcare is one the topmost concerns. Nevertheless,
most developing countries provide little public pag to develop childcare. The lack of
support stems from assumptions that families cnore each other to cope, or that work—
family problems are too expensive to solve and ¢ésspriority than other pressing issues.
Growing evidence suggests that families face gdbfficulties making a living and
meeting their care responsibilities, given the iogilons and long-term costs associated
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with poverty, informality and gender inequality.vasting in targeted interventions for
childcare and creating an environment that is nmeducive to supporting workers’
family responsibilities can provide important lotegm returns to these broader
development goals.

3.6.3. Protection of specific groups

In Africa, the majority of those living with HIV,raat risk of HIV infection, are in the
most productive phase of their working life, betwd® and 49 years of age, and many of
them are working in the informal economy. The gahaharacteristics of informal
workers, such as absence of steady income, povemyeducation levels, lack of social
protection and limited access to health facilitiesg factors that increase individual
vulnerability and susceptibility to HIV. Householdffected by HIV/AIDS lose income
earners, provide the bulk of care and coverageeafical costs; and often have recourse to
the labour of children. Many of the most vulneralbteiseholds are female-headed. At the
same time, micro-, small, medium-sized and houskhmiterprises in the informal
economy face HIV/AIDS-related costs in terms oft Iskills and revenues and medical
expenses that are unmanageable and can leadrttotiaécollapse.

The issue of addressing HIV/AIDS in the informaloeemy encompasses the
following two points:

- How to ensure that informal workers access infdiom and awareness on
HIV/AIDS.

— How to ensure that informal workers develop ovehaccess to impact mitigation
strategies to manage the risks linked to HIV/AID®luding access to health care
and income to cover related costs.

The first point is linked to prevention strategi€ae most viable way to sustain these
within the informal economy is to integrate preventinto existing programmes (training,
business development or literacy programmes). iEhthe line the ILO has followed in
programmes targeting informal workers, such asout!$ Africa.®®

The second point relates to impact mitigation. Thidudes working towards social
protection schemes that cover vulnerable groupsenible them to overcome financial
barriers of access to health care and antiretrigvifdRVs); it also takes in income-
generating activities and improving business opyities to ensure a sustainable income
for persons living with HIV/AIDS (PLHIV) to cover ugh expenses. Integrated
programmes covering both HIV/AIDS prevention ando@tt mitigation strategies for
informal workers and their families are being impénted by the ILO in Mozambique,
Ethiopia, Benin and Cameroon.

When addressing HIV/AIDS within the informal econpand designing instruments
for prevention and impact mitigation, there is tiezd to consider the specificity of AIDS
and some common features of informality: for exampinany informal financial
institutional mechanisms are time-bound and notasueble in the long run, while the
need for ARVs is lifelong® informal workers may not have the same prioritiad hence

% SIDA-funded programme on HIV/AIDS prevention iretmformal economy, pilot — 2002—03.

%9 SIDA-funded programme on HIV/AIDS prevention amgpiact mitigation in sub-Saharan Africa,
component on “Mobilizing cooperatives and infornsdctor in the response to HIV/AIDS”,
2006-09.
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the same life planning as workers in the format@e®©ther lessons learned from ongoing
experiences that are relevant for the informal econcould be formulated as follows:

— There is the need to take into account the health needs of PLHIV and ensure the
long-term sustainability of interventions. Conseatflie governments should
recognize that the HIV/AIDS epidemic will creatdoag-term welfare bill and find
ways of supporting this.

—  Support should be targeted to households angistandividuals.

— Various institutions have a role to play in cdniting to or implementing prevention
programmes and safety nets. Outside HIV/AIDS-affdcthouseholds and
communities, other stakeholders, notably NGOs, gowents and donors, should
scale up community safety nets.

—  The existence of cultural, social and religioasriers is particularly emphasized in
the informal setting and is still the cause of paccess to or use of servicés.

—  Outreach may be improved if employers’ and wakerganizations and others such
as microfinance institutiond! cooperatives and business development services are
involved.

There is also a great need to develop interventioriessen the poverty impact of
HIV/AIDS in the informal economy. Such intervent®omay include skills training and
employment creation for young workers living witiMil and management of HIV-related
risks at the enterprise level with the aim of maimihg productivity, avoiding
discrimination and preventing infection. Providiggcial assistance benefits, for example
old age social pensions, for careers who are pimyidare in poor AIDS-affected
households is also a key to reducing the poverpachof the pandemic.

Another particularly vulnerable group in the inf@heconomy are migrants. Internal
migrants (who move internally from rural to urbareas) and international migrant
workers (who cross borders) are an important segnmethe informal economy in all
regions, including Africa. Some African migratioraynnot be voluntary, as people are
pushed into other countries by armed conflict aatliral hazard events. Most of them try
to survive in the informal economy. While there aenumber of regional economic
communities, there is also limited progress on fre@vement of persons, especially
relating to labour mobility. Thus, most of the beratrossings may be informal in nature
and involve undocumented workers. These do noive@ny support or social protection
in the host countries, and need attention in aratesyy for the informal economy. The ILO
Multilateral Framework on Labour Migration: Non-bling principles and guidelines for a
rights-based approach to labour migration, whidtesaaccount of labour market needs,
proposes guidelines and principles for policiesedasn best practices and international
standards.

0 Slater R. (2004): “HIV/AIDS and Social Protectiontetrieved from the Internet, at
www.odi.org.uk/resources/download/1083.pdf

"L A number of MFIs operating in sub-Saharan Africa affering products designed to mitigate the
impact of the epidemic on either the institutiogelf or its clients, or both. Among the products
currently being offered are credit and health iasge, as well as conventional loans and savings
products. Organizations such as FINCA, FOCCAS/Ugaadd Opportunity International have
begun to think strategically about the impact oHind the consequences for sustainability and
client survival. See Amy McDonagh (2001): “Micradince strategies for HIV/AIDS mitigation and
prevention in sub-Saharan Africa”, ILO Working Papl. 25 (Geneva, ILO).
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Box 8
Street vendors lead the HIV response in Mozambique’s markets

When Maria Jacinto Sitoe became pregnant and the hospital told her she was HIV-positive, her husband
kicked her out. “He said | was guilty, that | had committed adultery, and he abandoned me,” she says. “Since
then | have been working in the market. | sell second-hand clothes and other small articles.”

Around 85 per cent of Mozambique’s workforce make their living like Maria in the informal economy. Itis a
hard life with poor working conditions, low wages, little or inadequate social protection and usually no means of
representation or public voice. They are particularly vulnerable to HIV because of lack of knowledge, choices
and resources to fall back on. Their situation is of great concern to the Associagdo de Operadores e
Trabalhadores do Sector Informal (ASSOTSI), a Mozambican association that represents 48,000 informal
sector workers countrywide.

“HIV is a major concern to informal sector traders, particularly the effects of stigma and discrimination,”
says Maria da Gléria, Coordinator of HIV/AIDS activities for ASSOTSI. “In the markets it is common to see
vendors just giving up their stalls because they can no longer face the exclusion and discrimination from their
colleagues. With no job and no money, they and their families face so many problems. Often the children leave
school to live on the streets because there is no food and they can't pay for transport. Many times we hear of
abuse against them.”

As part of a wider national programme set up by the ILO and the Swedish International Development
Cooperation Agency (Sida), ASSOTSI started running a range of HIV/AIDS activities in 2006 to help give its
members the skills and knowledge to prevent HIV and cope with its impact on their lives. It started when two
ASSOTSI staff members were trained by the project, and they in turn passed on their expertise to 30 informal
sector operators (17 men and 13 women) who became HIV peer educators.

Between them they cover 27 informal markets in the capital city of Maputo, carrying out HIV activities on a
regular basis. They focus on HIV prevention, strategies to fight discrimination and exclusion, and access to
services such as condoms, antiretroviral therapy (ART) and voluntary counselling and testing (VCT). In two
years they have reached about 6,000 people, including vendors and clients. Similar programmes are being
implemented in Manica and Sofala provinces with support from the One UN Fund.

“The kindness and support of the peer educators in this market has helped me to recover my self-esteem
because they have given me and other people living with HIV the information and will to live positively,” says
Maria. “My colleagues in the market do not stigmatize me, they understand my situation and they help. They eat
with me and socialize with me.”

A key component of the ILO programme is to help vendors increase their profits so that they are less
financially vulnerable to the effects of HIV. In the markets the project is running training sessions on small
business management that have so far involved 60 people (40 women and 20 men). These are very popular
and the benefits offered by the training also help to make the HIV activities more attractive to workers who can't
easily afford to take time off from earning a living.

Outside Maputo, the project is supporting micro-credit schemes to help people set up small businesses,
again with the aim of reducing their vulnerability to HIV. Pilot groups have been set up in Beira, Nhamatanda
and Dondo districts, mostly involving women members. One pilot project on the outskirts of the capital involves
a group of 45 families affected by HIV, who have started a chicken breeding business. The project has
managed to access free antiretrovirals through the local hospital and is involved in many HIV sensitization
activities.

“We have noticed many changes in behaviour as a result of the ASSOTSI HIV programme,” says Maria da
Gléria. “Many vendors have gone for VCT and some are now enrolled in treatment. There are a lot of people
using condoms and we distribute plenty of materials about HIV and AIDS.”
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4.

Conclusions

The primary goal of the ILO is to promote opportigs for women and men to obtain
decent and productive work. This goal will not beached without addressing the
underlying causes of informality and the barrieysehtry into the economic and social
mainstream. These causes are multidimensional argingle intervention can overcome
the constraints faced by informal economy workerd anits. To make progress towards
this goal, which is deeply related to poverty rdoug growth as such is not enough. A
context-specific mix of interventions within a ppoor growth policy framework is
needed. The five dimensions discussed above ayesonie of those that could be relevant
for that purpose.

In Africa, fighting poverty requires promoting detevork within both the formal
and the informal economy. Taking into consideratiog poor performance of growth in
terms of poverty reduction during the past decaidés crucial to develop innovative
patterns of growth associated with higher earniagd employment multipliers. Such
patterns of growth should be country-specific amoludd include the informal economy as
one of the main components of the developmentegiyatThis shift in policy-making
should lead to a redefinition of priority sectonsdaa greater concern for agriculture,
productivity, skills, entrepreneurship and micrafice.

One of the strongest obstacles to designing sowfidigs to address decent work
deficits in the informal economy is the lack of @asch studies linking the pattern of
growth and the informal economy. Forward and baciiakages between the formal and
informal economies need to be assessed in a metensgtic way. Meanwhile, national
household surveys are rarely tailored to addresgdhticularities of informal employment.
Reliable data on the livelihood characteristicshoiseholds engaged in the informal
economy, notably their employment, earning and dipgn patterns, the factors of
vulnerability they are submitted to, their accesdasic services and productive factors,
are some of the elements that need to be undersitootder to design and monitor
adequate policies. Gender-differentiated data waddally help policy-makers better
target their interventions. Countries should esghciincrease their efforts to fill this
current gap in statistical data.

Improved understanding of the informal economy ifrica would allow better
capturing of the high heterogeneity of the inforraabnomy from a dynamic rather than
static perspective. In particular, many types opkyment status are considered under the
term “informal”: employers, own-account workers, mayees, casual workers, unpaid
family workers, etc. These different employmenttustas generally have different
implications in terms of income level, risk of potye and vulnerability. The various
activities and sectors of the informal economy enésa very different set of constraints
and opportunities for the workers and the entegpuisits. Policy design should recognize
this multi-segmented nature of the informal econamterms of employment status, work
arrangements, sector of activities and associabsts and benefits, all of these factors
having implications in terms of possible optionsresponses.

In order to address the entire challenge of thasttian to formality, individual
countries, along with the social partners, wouldchtd design an integrated set of policies
and programmes. Even so, implementation would neraamajor challenge, especially
given that most countries have limited experiencmtervening in the informal economy
in a holistic manner. The four interrelated stratewpjectives of the ILO’s Decent Work
Agenda can provide a strong basis for the formuatf such an integrated framework.
The ILO, through its knowledge base, tools and awrge of experiences, would be
eminently well placed to support member Statesthadsocial partners in addressing the
multiple challenges faced by informal workers amdegprise units, and facilitating the
transition to formality.
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Appendix

Key questions to consider about the informal econom y

Growth and decent work

What are the key elements of a macroeconomic fraoriethat would increase the likelihood
that the MDG targets, and more specifically decentk and poverty reduction, will be
reached?

What are the sectors that generate the most addks, employment, multipliers, and
linkages?

What are the appropriate employment diagnosti¢stém monitor the pattern of pro-poor
growth?

What could be the policy tools of financial redota and the Central Bank to encourage
greater intermediation and financial investmentthhy commercial banks and the financial
sector as a whole to support micro- and small prises (MSES) in the informal economy?

Legal framework and informality

Informal entrepreneurs: do they want to brealddke or are they forced to?

Property rights and wrongs: how can governmenss teengthen property rights and ensure
that formality has a solid foundation?

What incentives can governments provide for bussies to comply with laws and regulations
AND for public servants to implement them?

Extending the rule of law to the informal econonhow can governments expand the
employment relationship to cover workers in th@infal economy?

Entrepreneurship and enterprise upgrading in the
informal economy

What should be done to promote better policies @utilations for enterprise registration,
operation and expansion?

What are examples of practical and successfutesfies for upgrading the productivity of
informal economy operators and policy reforms tilitate the transition to formality?

What should be done to reduce the costs and tésdenefits of informal-enterprise units
joining the mainstream economy?

What institutions and services are most effective raising the productivity and
competitiveness of MSEs?

How can governments and social partners facilitaée presence of the informal economy
operator’s voice in the process of creating a neox@bling policy environment?

Microfinance and the informal economy

Why are formal financial institutions not servitige informal economy? Do they not have the
expertise or motivation? Are regulations preventthgm? How can these obstacles be
overcome?

Are financial inclusion regulations an approprietgy of encouraging financial institutions to
go “downmarket”?

Is it reasonable to expect financial institutidmgromote decent work among their borrowers?

Is it possible to enable financial institutionattldo focus on the low-income market to provide
a diverse set of financial services, not just mienterprise loans?
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Skills, vocational training and the informal econom y

What institutions are needed to facilitate thenflof technological knowledge and skills from
the formal to the informal economy?

What is the experience of countries in upgradirigrmal apprenticeship systems?
What are effective policies for recognition ofliskacquired in the informal economy?

How can governments and social partners facilithie design of an integrated skills
development strategy?

How to coordinate policies to link the formal anfbrmal training systems?

Social protection and the informal economy

What are the factors internal and external tostiwdal security system that lead to exclusion of
coverage?

What incentives and adaptation in design and implgation are required to expand coverage
of contributory schemes to the unaffiliated labfmrce with some capacity to pay?

What possibilities exist for overcoming the maiscél and institutional constraints on
extending the coverage of non-contributory schem&séfat would be the priority risks or
groups for such extension?

What are the best strategies to increase awarefi@szupational safety and health problems
among informal economy workers and economic units?

What approaches can labour inspection develomfwdve occupational safety and health in
the informal economy?

How should minimum wage policies be designed ftece African realities and constraints,
and what criteria should be used to set the lefvalinimum wages?

What possibilities exist for practical improvemernh extending maternity protection to
women workers, including in the informal economy®at/action can ministries of labour and
employment, employers’ organizations and trade nsidake to respond to this most
fundamental of needs?
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