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Abstract. This article addresses two contested issues of crucial importance to policy,
namely: formal labour regulations as a cause of informal employment, and so-called
“voluntary” informal employment. The authors provide theoretical overviews on
both issues and an extensive survey of empirical studies on the effects of formal
labour regulations on informal employment. The article closes with observations on
the relevance of the ILO’s four decent work objectives for informal employment and
economic development, with particular emphasis on the significance of — and poten-
tial for — organizing workers in the informal economy.

here are at least ten publications to date whose titles tell us that informal

employment is being “revisited”. With so many visits and revisits, one

risks a worn out welcome. Yet disaccord persists on such fundamental issues as

the causes and quality of informal employment. Against this background, this

article addresses two contested issues, both of policy importance: so-called

voluntary informal employment, and formal labour regulations as a cause of
informal employment.

Perhaps the most essential work on voluntary informal employment is
Fields (1990), but the issue has received renewed attention with the contribu-
tions of Maloney (1999 and 2004) and his co-authors (e.g. Maloney and Bosch,
2007). The basic idea is that informal employment is heterogeneous, character-
ized by what Fields calls “easy-entry” and “upper-tier” informal employment,
and that “upper-tier” informal employment is “better” than and “preferred to
formal sector employment” and is “voluntary” (Fields, 1990, pp. 50 and 66).
Voluntary informal employment poses a challenge to conceptions concentrating
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on “easy-entry” informal employment. Maloney suggests that it also poses a
challenge to the ILO’s definition of decent work. He writes: “This view of the
voluntary informal entrepreneur has important implications for how we think
about good vs. bad jobs, ‘unprotectedness’ and precariousness. The Inter-
national Labour Organization, for instance, defines ‘decent’ work as jobs
covered and protected by formal labour institutions” (2004, p. 1159).

Yet in its last major report on informal employment, the ILO also empha-
sized the heterogeneity of informal employment in a manner consistent with the
notion of voluntary informal employment:

Increasingly, “informal sector” has been found to be an inadequate, if not mislead-
ing, term to reflect these dynamic, heterogeneous and complex aspects of a
phenomenon which is not, in fact, a “sector” in the sense of a specific industry group
or economic activity [...] There is no simple relationship between working infor-
mally and being poor, and working formally and escaping poverty (2002, pp. 2-3).

The implication is that some informal workers are not in poverty and that
some formal workers are, and therefore that some informal jobs are better than
some formal jobs with respect to incomes. So it is unremarkable that some
workers would prefer informal to formal work, and that is what is meant in these
debates by voluntary informal employment. The question is not whether there
exists some voluntary informal employment in developing countries, but rather
how widespread it is and how this might vary for countries at different levels of
development and for different workers, particularly men and women. Among
the policy issues at stake are the coherence of endeavouring simultaneously to
increase formal employment while improving conditions for informal workers,
as well as how the constrained choices informal workers face might be expanded.

Reducing informal employment has been a persistent challenge of econ-
omic development and remains a primary policy objective for the ILO. One of
the ILO’s defining policy instruments is labour regulation, based on ILO Con-
ventions and Recommendations. Yet, an influential view is that labour regula-
tion is itself an important cause of informal employment, implying that the ILO’s
means contradict its ends. A noteworthy example is the World Bank volume
Informality: Exit and Exclusion (Perry et al., 2007), surveying empirical studies
that purportedly provide evidence for this view.

One counter to this view is that it focuses unduly on unintended negative
consequences and does not give due weight to the extent to which labour regula-
tions fulfil their intended objectives. It is a point worth making, but policy-
makers need to know if labour regulations have unintended negative conse-
quences, both to make informed decisions in the face of trade-offs and, if pos-
sible, to better the design and implementation of labour regulations. In this
spirit, this article provides a brief discussion of theories addressing formal labour
regulations as a cause of informal employment and then an alternative reading
of the empirical literature.

The article addresses these contested issues in two parts, each with its own
short conclusion, and closes with observations on the relevance of the ILO’s four
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decent work objectives for informal employment, including the role of organ-
ized labour.

Informal employment is a defining issue of development economics. Lewis’s
(1954) seminal paper in this field presents a familiar picture of urban informal
employment even though his paper predated such terminology:

The phenomenon [of “disguised” unemployment] is not, however, by any means
confined to the countryside. Another large sector to which it applies is the whole
range of casual jobs — the workers on the docks, the young men who rush forward
asking to carry your bags as you appear, the jobbing gardener ... petty retail trad-
ing (p. 141).

These are Lewis’ examples of self-employment. For wage employment,
Lewis wrote, “most important [...] is domestic service” (1954, p. 142).

Informed by their research in sub-Saharan Africa, Harris and Todaro
(1970) developed a formal model of labour market dualism.! The Harris-
Todaro model provides an account of why the number of rural to urban
migrants could exceed the number of available urban jobs, resulting in open
urban unemployment. In this model, entry-level urban wages are “politically
determined” above both agricultural earnings and a hypothesized market-
clearing level. In this setting, the authors write: “The distinguishing feature of
this model is that migration proceeds in response to urban-rural differences in
expected earnings ... with the urban unemployment rate acting as an equilibriat-
ing force on such migration” (Harris and Todaro, 1970, p. 126).2

Though the Harris-Todaro model did not address informal employment, it
nonetheless provided the foundation for subsequent theories of informal
employment. Fields (1975) extended the Harris-Todaro model in several direc-
tions, most relevantly by incorporating an urban informal sector. Employment
in this sector is characterized as “underemployment”, an alternative to open
unemployment for rural migrants unable to find work in the urban formal sector.

All three contributions share the perspective that unemployment, under-
employment and informal employment are undesirable and that development
policies should aim to minimize them. At the same time, the heterogeneity of
informal employment was not just recognized but indeed emphasized in the
earliest studies referring explicitly to an “informal sector”. Of urban Ghana,
Hart wrote: “In practice, informal activities encompass a wide-ranging scale,
from marginal operations to large enterprises” (1973, p. 68). Of his typology of

1 We use labour market dualism as synonymous with labour market segmentation or multi-
sector labour markets, consistent with the literature (e.g. Fields, 2005a; Ranis, 2006).

2 Expected rural (or agricultural) earnings are equal to actual rural earnings on the premise
of free entry; expected urban (or manufacturing) earnings are equal to actual urban earnings times
the probability of finding an urban job (urban employment divided by urban labour force), which
is less than one.
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informal activities, Hart wrote that it “serves to illustrate the range of income
opportunities widely available to the urban sub-proletariat” (ibid., p. 69).

Fields (1990) built on such observations as well as his own research in
urban Costa Rica and Malaysia, developing the idea of dualism within urban
informal employment characterized by “easy-entry” and “upper-tier” informal
employment. Fields found that many upper-tier informal workers had previ-
ously worked in formal employment, where they had gained the skills and sav-
ings to set up their own informal enterprises. Though Fields emphasizes that
upper-tier informal employment is “voluntary”, he also refers to its “constrained
voluntary nature”, elaborating that “given the constrained choices available to
them, a great many of informal sector workers are in that sector voluntarily”
(1990, p. 67).

Maloney’s (2004) description of voluntary informal employment is similar
to Fields’ in many respects, but differs in emphasizing formal social protection
both as a defining characteristic of formal employment and for its role in creating
incentives to work informally. For example, in a scenario in which an entire fam-
ily is eligible for medical benefits as long as one member is formally employed,
there is weaker incentive for additional members to be formally employed. This
is based on the assumption that workers pay for these benefits in some form and
that the formal and informal jobs in question are broadly comparable. Another
scenario is that workers may eschew mandatory contributions to pension
schemes because of their upfront cost relative to uncertain future return. More
generally, the less efficient the delivery of formal social protection, the weaker
the incentive to participate.3

While Fields (1990) situates voluntary informal employment in the context
of dualism within the informal urban labour market, Maloney (2004) goes fur-
ther, writing that “as a first approximation we should think of the informal sector
as the unregulated, developing country analogue of the voluntary entrepreneur-
ial small-firm sector found in advanced countries” (p. 1159).4 Maloney does not,
however, develop a formal model and so strict parsimony considerations do not
come into play, calling into question the usefulness of such a “first approxima-
tion”. It seems more fruitful to pursue Fields’ line of inquiry and consider the
relative importance of voluntary versus involuntary informal employment and
the implications and determinants of this relationship.

The policy implications are of first importance. For instance, the higher the
ratio of voluntary to involuntary informal employment:

3 See Saavedra and Tommasi (2007), for a related discussion on “social contracts” and in-
formality in Latin America.

4 Similarly, Bosch, Goni and Maloney (2007) write: “The dominant perspective with intel-
lectual roots dating at least from Harris and Todaro (1970), equates the [informal] sector with
underemployment or disguised unemployment — the disadvantaged sector of a market segmented
by rigidities in the ‘formal’ or covered sector of the economy. However, another emerging view
[...] argues that, as a first approximation, the sector should be seen as an unregulated, largely
voluntary self-employed/micro firm sector” (pp. 3—4).
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1. The less meaningful is informal employment as an indicator of a decent
work deficit and underdevelopment more generally.

2. The more meaningful is the open unemployment rate as an indicator
of labour market slack, with attendant implications for macroeconomic
policies.

3. The more contradictory may be policies aiming to increase formal employ-
ment while simultaneously improving conditions for informal workers.>

There are also research and data implications.® For instance, Fields argues
that studies that do not account for such dualism within informal employment
are “rendered dubious, if not downright invalid” (1990, p. 50). He criticizes the
ILO’s and other definitions of informal employment in this regard: “One is hard-
pressed to see how these working definitions of the informal sector conform to
earlier notions based on free-entry” (1990, p. 64).7 Yet measuring voluntary
informal employment is intrinsically thorny, for it requires knowing not just the
characteristics of the informal job in question (as per existing definitions), but
the characteristics and availability of the formal jobs the worker is qualified for
as well as the worker’s qualifications themselves. We will return to this point.

Much of the evidence on voluntary informal employment comes from
Latin America; in Maloney’s case, from Argentina, Brazil and especially
Mexico. These three countries have micro panel data, enabling one to trace the
movement of workers between formal and informal employment. Yet these are
among the most developed of developing countries, raising the question of how
meaningful their findings are for poorer developing countries and regions.
Fields (2005a) makes this point in reference to Maloney’s work: “Perhaps most

5 The underlying assumption is that the higher the ratio of voluntary to involuntary infor-
mal employment, the more workers are on the threshold of indifference between formal and
voluntary informal employment. The point is suggested by Maloney (2004), who writes: “As a sim-
ple example, universal basic medical care not linked to other dimensions of formality is implicitly
a subsidy to those contemplating leaving formal protections for informal entrepreneurship”
(p. 1173). See also Levy (2007 and 2008) for a discussion of these issues regarding social pro-
grammes in Mexico.

6 See Jiitting, Parlevliet and Xenogiani (2007) for a useful discussion of these issues in the
context of the broader debate on voluntary informal employment. The paper also contains an
appendix describing the range of definitions of informal employment used in recent empirical
studies.

7 The ILO’s definition of employment in the informal sector is based on a Resolution of the
International Conference of Labour Statisticians of 1993. Previously, however, ILO offices in
Latin America and the Caribbean employed a broadly similar definition, based on employment
in small firms, self-employment (non-professional) and employment in domestic service (see
Hussmanns, 2005, for a discussion of relevant ILO definitions, discussed further below). Ranis and
Stewart (1999) address dualism within the informal sector, providing a formal model, conceptual
and working definitions, and data analysis for Bangkok and Manila. They refer to the “traditional”
(or “stagnant”) versus “modernizing” (or “dynamic”) components of the informal sector. Their
conceptual definition overlaps to some extent with Fields’ upper-tier and easy-entry informal
employment, but their working definition of the traditional and modernizing components seems
to overlap less, as it is based on dividing workers in small establishments by industry, traditional
versus modernizing, according to average industry characteristics. Therefore, it is not clear the
extent to which such a measurement approach would satisfy Fields’ concerns.
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informal entrepreneurs are in the upper-tier in Mexico, but I doubt this is the
case in India, Bolivia and Kenya” (p. 25).8 Supporting this view, for example, are
the findings of a study on Cote d’Ivoire, estimating that about twice as many
urban workers want to work in formal employment than actually do, and that
about three times as many urban workers are in the lower tier of informal
employment than want to be (Giinther and Launov, 2006).

Indeed there are several reasons to suspect that there might be a generally
positive relationship between the ratio of voluntary to involuntary informal
employment and levels of economic development. More developed countries
generally have stronger unemployment insurance systems, and thus open unem-
ployment can more readily provide an alternative to involuntary informal
employment in the face of job loss.

Consider too that the share of informal employment is highest in the poorest
developing regions, particularly in South Asia and sub-Saharan Africa, as shown
in figure 1 (with informal employment approximated by self-employed and un-
paid family workers in urban and rural areas, for want of better regional esti-
mates). In India, for example, the share of informal employment was 76.7 per
cent in urban areas and 94.8 per cent in rural areas in 1999-2000 (Sakthivel and
Joddar, 2006, p. 2110). In South Asia and sub-Saharan Africa, there are lower
propensities for a family member to be in formal employment and so more lim-
ited possibilities for other members to opt out of formal employment while
receiving formal social protection (in cases of extension to family members).
More fundamentally, voluntary informal employment implies a choice: that pur-
portedly voluntary informal workers could work in formal employment if they
so wished. Clearly the possibilities for this are exceedingly limited when the
share of formal employment is very low.?

Poorer developing countries and regions also have such high shares of
informal employment and rates of poverty that there is necessarily much overlap
between the two. In 2004, the two-dollar-a-day poverty ratio was 22.2 per cent in
Latin America and the Caribbean, compared to 72.0 per cent in sub-Saharan
Africa and 77.1 per cent in South Asia (World Bank, 2007). Our view is that
informal workers in poverty cannot be voluntary in any meaningful sense of the
word.10 From these considerations it follows that the concept of voluntary infor-
mal employment is least relevant where informal employment is most pervasive.

8 Even the case of Mexico remains unsettled, as a study by Duval-Herndndez (2006) takes
a different approach to analysing the micro data and finds evidence that a large majority of urban
informal workers in Mexico are involuntary.

9 Even in countries where the share of formal employment is higher (e.g. Mexico), while
any given ostensibly voluntary informal worker might be able to work in formal employment indi-
vidually, not all could do so at the same time. In this sense, estimates of the share of voluntary
informal employment can be illusory, the result of a fallacy of composition.

10 The point is strengthened when one considers child labour, informal and involuntary by
definition, which is of greatest severity in the poorest developing regions. For 2004, the economic
activity rate of 5 to 14 year olds was 5.1 per cent in Latin America and the Caribbean, compared
to 26.4 per cent in sub-Saharan Africa and 18.8 per cent in Asia and the Pacific (ILO, 2006).
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Regarding poverty, Maloney (2004) takes a different view: “ Arguing that
workers are voluntarily informal does not, of course, imply that they are not liv-
ing in poverty, only that they would not obviously be better off in the formal jobs
for which they are qualified ... many are simply making the best choices they can
given their low level of education” (pp. 1160 and 1164). This returns us to the
issue of the “constrained voluntary nature” of purportedly voluntary informal
employment.

For voluntary informal employment to be a meaningful notion, it is import-
ant to consider the quality of this employment as well as formal employment
alternatives in an absolute, not just a relative, sense!! — for there are good and bad
jobs within the formal sector, dualism within both the formal and the informal
sectors. Indeed, it was concern about the growth of marginal employment within
formal establishments that motivated the ILO’s new definition of informal
employment, adopted in 2003, which adds to employment in informal establish-
ments (that is, employment in the informal sector) informal employment in for-
mal establishments (Hussmanns, 2005).

These points are illustrated in figure 2, showing hypothetical distributions
of formal and informal workers according to the quality of their jobs and assum-
ing commensurability among the full range of job quality characteristics, includ-
ing social protection.!? At points 1 and 2, equivalent job quality is available to
formal and informal workers, who therefore may be indifferent between formal
and informal employment. At point 1, however, formal and informal workers
are below the poverty line, whereas at point 2 they are above it. In our view, the
difference between points 1 and 2 should be central to discussions of purportedly
voluntary informal employment. This holds for decent work more generally,
many aspects of which are defined in an absolute rather than a relative sense, for
example, regarding minimum working age and maximum working hours (see
Anker et al., 2003).

The contingent nature of voluntary informal employment creates serious
conceptual and measurement problems. Less-educated workers have more
limited formal employment prospects, so consider what would happen if the
level of educational attainment were to increase in a country. In such a case,
more workers would be qualified for good jobs in the formal sector and so fewer
would contentedly settle for informal employment. That is, the ratio of volun-
tary to involuntary informal employment would be lower, even though the ratio
of good to bad jobs would remain the same. Or consider what would happen if
the quality of formal jobs were to worsen. Previously involuntary informal
workers might now prefer to remain informal rather than seek formal employ-
ment. In this case, the ratio of voluntary to involuntary informal employment
would be higher, even though the ratio of good to bad jobs would be lower. In

11 A similar point is made by Heintz and Pollin, who write that “such situations emerge [...]
not primarily because informal employment opportunities are highly desirable, but rather because
the formal jobs are highly undesirable” (2003, p. 3).

12 This figure was suggested to us by ILO economist Patrick Belser.
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Figure 2. Job quality distribution for formal and informal workers
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short, the ratio of voluntary to involuntary informal employment does not neces-
sarily tell us anything about what we most want to know: the quality of jobs in an
economy. Indeed these examples show how it can be downright misleading.

The notion of informal workers voluntarily opting out of formal social pro-
tection also raises concerns. This point is raised by Maloney, who writes:

What I am suggesting is that those contemplating opening their own firms may
survey the array of available social protection mechanisms, both formal and
informal and then, comparing the utility of the portfolio they can cobble together
in the two sectors, make the decision to open an informal business and leave for-
mal protections (2004, p. 1167).

Social protection policies can indeed have unintended negative conse-
quences. For example, if workers’” and employers’ contributions to social protec-
tion schemes are too high, both parties have an incentive to keep their
relationship off the books, whether within or outside of formal establishments.
This provides a sense of the challenges of policy design, involving the extent to
which social protection is financed from contributions versus government tax
revenues.

Yet there are other fundamental issues at stake in considering formal and
informal social protection as alternatives. Two forms of social protection that
have received much attention are pensions and health care (e.g. Mesa-Lago,
1992). There can be informal alternatives to formal pensions, of which trad-
itional family support has been most important historically. But there has been a
breakdown of such support in developing countries as a result of migration
(internal and international) and the decline of the extended family household
(Cassirer and Addati, 2007). And for formal health care, there are no viable
informal alternatives. More generally, though it is true that poorer workers have
less incentive to participate in formal social protection when service delivery is
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poor, this also applies to better-off workers.13 Poorer workers can less readily
afford to waste or risk their money. Still, that poorer rather than better-off
workers are more likely to forgo formal social protection seems more a reflec-
tion of constraints — of poverty itself — rather than a meaningful expression of
choice.

Women are disproportionately represented in informal employment, and
so debates on the quality of informal employment have particular bearing on
them (see figure 1). Some studies of formal-informal employment dynamics
evaluate men and women together (e.g. Calder6n-Madrid, 2000, on Mexico),
while others exclude women from the analysis altogether (e.g. Maloney, 1999,
also on Mexico). However, studies that evaluate men and women separately
find much less mobility between formal and informal employment for women,
which their authors interpret as providing stronger evidence of labour market
segmentation for women (Funkhouser, 1997, on El Salvador; Gong and van
Soest, 2002, on Mexico).

Though Maloney’s emphasis is on men’s voluntary informal employment,
he also discusses women’s informal employment, arguing that it too may be
largely voluntary:

[t]he explanation for the disproportionate representation of women in informal
self-employment may also again be found in certain desirable characteristics of
the sector, particularly, flexibility ... Given the constraints that poor women face
in balancing home responsibilities and the need to work, informal employment
may be a relatively desirable alternative (Maloney, 2004, pp. 1162-1163).

An alternative view is provided by Cassirer and Addati (2007), based on
in-depth research on the childcare needs of informal workers in 13 developing
countries. They find that the lack of childcare provision in developing countries
leaves women with limited options in balancing work and family responsibilities.

The lack of supports for unpaid family responsibilities may force many women,
particularly poor women, to accept the low wages and poor working conditions
typical of the informal economy, but as a survival strategy, such employment does
not meet the broader aspirations of the working poor for economic security and
freedom from poverty (Cassirer and Addati, 2007, p. 7).

These authors provide evidence that the challenge of balancing family
responsibilities with paid work has become increasingly difficult as a result of the
breakdown of traditional family support, the increased number of female-
headed households, and a lack of public support for unpaid work. They also
argue that the want of childcare provision contributes to the growth of informal
employment in that it creates demand for domestic workers as childcare pro-

13 This point about richer and poorer workers was made to us by ILO economist Christoph
Ernst.
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viders. Cassirer and Addati address not only childcare problems, but also child-
care solutions, describing programmes directed toward informal women
workers in several developing countries. Indeed, if the question of whether
women are voluntarily in informal employment is to be meaningful, one must
endeavour to understand the constraints under which these women choose. !4

Fields (1990) developed the idea of a dualistic informal sector, characterized by
voluntary upper-tier and involuntary easy-entry components. The distinction is
helpful in understanding the heterogeneity of informal employment and labour
market dynamics in developing countries, such as voluntary movements of
workers from formal to informal employment and that some rural-to-urban
migrants seek informal rather than formal employment. More generally, the
value of multi-sector labour market approaches is that they provide explan-
ations of phenomena that are otherwise paradoxical (Fields, 2005a).

At the same time, the contingent nature of voluntary informal employ-
ment makes it difficult to measure. Moreover, current debates about voluntary
informal employment are meant to be about job quality, about decent work.
This calls for consideration of the quality of purportedly voluntary informal
employment as well as formal employment alternatives in both relative and
absolute senses.

There is also reason to think that voluntary informal employment may be
the least prevalent where informal employment is itself the most prevalent, i.e.
in the poorest developing regions. Further research on this hypothesis would be
useful, if only to counter the tendency to project research findings from the most
developed of developing countries onto the developing world as a whole. Given
the paucity of micro panel data on poor developing countries, such research
would probably have to rely a good deal on worker surveys. To best inform pol-
icy, such research should be mindful of the constraints under which workers
make choices, because understanding whether informal workers are meaning-
fully voluntary requires understanding their options. More generally, making
sense of the debates on voluntary informal employment means contending with
the possibility that policies can do what they are meant to do, and that is to
expand options.

The World Bank’s Informality: Exit and Exclusion (Perry et al., 2007), though
focusing on Latin America and the Caribbean, contains a fairly comprehensive

14 For a useful discussion of the elusive nature of choice regarding women’s part-time employ-
ment, see Procter and Padfield (1999).



332 International Labour Review

survey of the empirical literature on labour regulations and informal employ-
ment and provides a useful point of comparison for our reading of this litera-
ture.1> Particularly relevant is the chapter by Maloney and Bosch (2007), “The
informal labour market in motion: Dynamics, cycles and trends”.

We first provide a short theoretical overview, focusing on the literature
deriving from models of labour market dualism and related to labour regula-
tions.1® Among the issues addressed are trade unions, minimum wages, and
hiring and firing costs. Taken together, these theories suggest that the effects of
formal labour regulations on informal employment are ambiguous a priori.

Looking back over the period since the publication of his 1954 paper, Lewis
wrote that “[u]rban wages [in less developed countries] have been rising faster
than we would have predicted” (1979, p. 223). He attributes this to several fac-
tors: trade unions and their “strict control of entry”, “civil service unions raising
government pay”, the “pressure of governments on foreign employers”, and
minimum wage regulations (ibid., pp. 225 and 227).17 Consistent with his re-
liance on the neo-classical demand curve for labour (1954, p. 150), Lewis’s con-
cern was that these factors give rise to less employment in the formal sector and
more in the informal sector.

Harris and Todaro (1970) did not elaborate on how entry-level urban
wages are “politically determined” above a hypothesized market-clearing level.
Their model was extended in this regard by Calvo (1978), incorporating unions
on the assumption that they are concerned with the difference between rural
wages and union members’ urban wages. Calvo argued that this model was also
relevant without unions, insofar as governments establish urban minimum
wages. Quibria (1988) also extended the Harris-Todaro model, most relevantly
by incorporating urban formal and informal sectors and unions on the assump-
tion that they are concerned with the difference between wages in these two
urban sectors. A key policy implication of the difference between these assump-
tions of union behaviour is that in Quibria’s model, government policies can
eliminate urban unemployment and informal employment without having to
resort to controls on rural-urban migration. In this sense, the effects of unions on
informal employment are benign. At this abstract level, the effects of unions are
therefore ambiguous, and, more concretely, we know that unions’ attitudes and

15 For a review of this book, see International Labour Review, Vol. 147 (2008), No. 2-3,
pp. 291-295.

16 For a review of the literature on why formal-sector wages might be above a hypothesized
market-clearing level, see Fields (2005a), who addresses institutional, efficiency-wage and supply-
side considerations.

17 Lewis also refers to trade unions in his 1954 account of the difference between wages in
the “capitalist” and “subsistence” sectors (p. 150).
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behaviours vary widely in developed and developing countries, from conflictual
to cooperative.18

Fields (2005b) uses the Harris-Todaro model to evaluate the effects of
three labour market policies — “modern sector job creation”, “modern sector
wage restraint” and “rural development” — on four labour outcomes, namely,
unemployment, total labour earnings, inequality of labour earnings, and poverty.
In this context, Fields’ finds that “modern sector wage restraint” can result in
either higher or lower unemployment, depending on whether the demand for
labour is sufficiently elastic or inelastic. “Modern sector job creation” results in
higher unemployment. More generally, the effects of “modern sector wage
restraint” and “modern sector job creation” have both negative and positive
effects on the labour outcomes considered. Only “rural development” is found to
be unambiguously beneficial.

Originally intended to explain unemployment, insider-outsider theory
also provides an account of labour market segmentation, including segment-
ation between formal and informal workers (Lindbeck and Snower, 1986 and
2001; Solow et al., 1985). Central to this theory is a conflict of interests between
higher-paid insiders and lower-paid (or unemployed) outsiders. In Lindbeck
and Snower’s version of the theory, a key reason why firms do not replace insid-
ers with outsiders lies in the associated hiring and firing costs, which can be influ-
enced by labour regulations. The higher the hiring and firing costs, the higher
insiders’ wages can reach above a hypothesized market-clearing level and so the
greater the potential extent of unemployment and informal employment.
Unions can also come into play in insider-outsider theory insofar as insider
status is associated with union membership. Unions can act to increase hiring
and firing costs as well as strengthen insiders’ bargaining power.

There is a sizeable empirical literature on the effects of employment pro-
tection legislation on levels of employment. The theoretical effects are ambigu-
ous, however. As Bertola, Boeri and Cazes write, “Theoretical models show that
employment protection does tend to have a constraining effect on both layoffs
and hirings, job creation and destruction, unemployment inflows and outflows,
with the extent to which one effect dominates the other depending on the values
of the parameters” (2007, p. 237). In other words, employment protection legis-
lation is expected to dampen the volatility of employment, but not necessarily
affect the levels of employment. Employment protection legislation generally
applies only to formal workers, so there is no clear expectation that employment
protection legislation would affect the shares of formal and informal workers in
an economy. Employment protection legislation could increase hiring and firing
costs, though, returning us to the insider-outsider dynamic.

We have noted Fields’ (2005b) finding that the effects of modern-sector
wage increases on unemployment are ambiguous. Another way of looking at

18 Nelson (1991) illustrates this variance and argues that it depends on union strength, the
state of the economy, and the relationship of unions to political parties. There is also a debate on
whether strengthening trade union rights gives rise to more or less economic and social stability
and thus more or less informal employment (see Singh and Zammit, 2000; Galli and Kucera, 2004).
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this is to consider the macroeconomic effects of wage increases depending on
whether a country is in a scenario of wage-led versus profit-led growth. This
depends on a country’s comparative savings rates out of profits versus wages, the
strength of “accelerator effects”, and exposure to international competition
(Blecker, 1996). In a wage-led growth scenario, formal-sector wage increases
could result in formal sector employment increases.

Such a wage-led growth scenario is at odds with the neo-classical theory of
unemployment that underlies the above models and the expectation that
stronger formal labour regulations result in less formal and more informal
employment.19 Job search theory is also an offshoot of the neo-classical theory of
unemployment, for which the social wage — which includes unemployment insur-
ance benefits —is argued to be the relevant determinant of unemployment. A use-
ful overview of the neo-classical theory of unemployment and its offshoots is
provided by Card and Krueger (1995), particularly as regards minimum wages
and low-wage labour markets. Motivated by the empirical findings of their and
other studies that the effect of minimum wage increases on employment is
“centering on zero”, these authors argue that the predictions of the neo-classical
theories of unemployment can be confounded when employers have a degree of
discretion in wage-setting (Card and Krueger, 1995, p. 383).

The theoretical foundations of the neo-classical theory of unemployment —
and, by implication, its various offshoots — have also been extensively critiqued,
particularly regarding the derivation of the demand curve for labour (e.g.
Garegnani, 1990; Felipe and McCombie, 2008). This calls into question the inter-
pretation of observed inverse relationships between wages and employment and
brings another element of doubt into the expected effects of formal labour regu-
lations on informal employment.

In their contribution to the World Bank’s Informality: Exit and Exclusion,
Maloney and Bosch write that “variations in business flexibility account for
16 per cent of the variance” in self-employment (2007, p. 121). This is based on a
finding in Loayza and Rigolini (2006), who estimate the effects of “credit, labor
and business” regulations on shares of self-employment (urban and rural) in a
cross-country panel data analysis evaluating samples of developed and develop-
ing countries over the period from the mid-1980s to 2004.20 For the full sample
of 42 countries, the study finds a borderline statistically significant relationship

19 The neo-classical demand curve for labour also underlies the notion of a trade-off
between the quality and quantity of employment. See Fields (2003), who rechristens this curve the
“decent work frontier”.

20 The study uses an index developed by the Fraser Institute that addresses in one bundle
the “regulation of credit, labor and business”. The five labour regulation components of the index

”» G«

address “impact of minimum wage”, “hiring and firing practices”, “centralized collective bargain-
ing”, “unemployment benefits” and “use of conscripts to obtain military personnel”. Note that ten
of the 15 components of the “credit, labor and business” index are not based on coding of regula-

tions but rather on survey responses.
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(10 per cent) between stronger regulations and more self-employment. How-
ever, for samples of developing countries only, or only countries in Latin America
and the Caribbean, the relationship is the opposite, though not statistically sig-
nificant. In short, weak as the relationship is for the full sample of countries, for
samples of developing countries it is non-existent.?!

The volume Law and Employment, edited by Heckman and Pagés (2004),
surveys and compiles a number of studies on the impact of labour regulations in
Latin America and the Caribbean. Of this volume, Maloney and Bosch write
that “[f]or the region and several countries, a credible case can be built that labor
legislation has a substantial impact on the size of the formal sector” (2007,
p- 121). The volume is noteworthy for its emphasis on studies analysing micro
data (representing individuals). Most relevant are studies evaluating the effect
of “job security costs” (cost of dismissing a worker) on formal employment in
Argentina, Barbados, Brazil, Chile, Jamaica, Peru, and Trinidad and Tobago.

Among these seven countries, statistically significant relationships
between higher job security costs and less formal employment are found only in
Argentina and Peru. But are the implications of job security costs for informal
employment, the topic of Maloney and Bosch (2007)? For Argentina, the
answer is ambiguous, as different definitions of informal employment show
movements in opposite directions: defined as workers in informal establish-
ments, the share of urban informal employment decreased in the 1990s; defined
as workers without social security coverage, the share increased.?? The case of
Peru is more straightforward. In the 1990s, job security costs fell while formal
employment increased (Saavedra and Torero, 2004). Yet, by all measures, urban
informal employment increased even more rapidly, meaning that falling job
security costs coincided with a rising share of informal employment.23

Rather than being anomalous, Peru typifies the relationship between
changes in job security costs and shares of informal employment in Latin
American and Caribbean as well as OECD countries. The relevant study is
Heckman and Pagés-Serra (2000). This study estimates the effects on shares of

21 See Maloney and Bosch’s table 3 (2007, p. 28), based on the authors’ model including GDP
per capita. Not shown but described by the authors are results from a model not including GDP per
capita. Without GDP per capita, the authors report that results are similar between the full sample
of countries and samples of developing countries (p. 19). Our view is that GDP per capita belongs in
the model (it is the variable with the greatest explanatory power) and that the corresponding results
are the ones that matter. Note also that Loayza, Oviedo and Servén (2006) estimate the effects of
labour and other regulations on the size of the informal economy (rather than informal employment)
across countries, using estimates of the “shadow economy” constructed by Schneider (2004). Schnei-
der’s estimates are the output of a model in which the size of the “shadow economy” is predicted
based on its hypothesized determinants, one of which is the “burden of regulation”. It is therefore
circular to treat Schneider’s estimates as endogenous and indicators of labour and other regulations
as exogenous.

22 This resulted from a compositional shift in employment from informal to formal estab-
lishments alongside declines in social security coverage in both informal and formal establishments
(Galli and Kucera, 2008). The index of job security costs constructed by Heckman and Pagés-Serra
(2000) shows no change for Argentina over the 1990s.

23 Saavedra and Torero’s (2004) data refer to Lima (for corroborating evidence, see Heck-
man and Pagés-Serra, 2000; Galli and Kucera, 2008).
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self-employment (non-agricultural) of job security costs, measured as the cost of
dismissing a worker according to law, expressed in multiples of monthly wages.
This is a cross-country panel data analysis evaluating samples of Latin
American, Caribbean and OECD countries from 1990 to 1999. Regressions
driven mainly by variation across countries (OLS) show a positive relationship
between job security costs and shares of self-employment. In contrast, regres-
sions driven by change over time (fixed effects) show the opposite, and such lon-
gitudinal evidence provides the better test of policy impact. The longitudinal
evidence is also stronger in terms of both the estimated strength and statistical
significance of the relationship (table 1). As with Peru, changes in job security
costs in Latin American, Caribbean and OECD countries are associated with
opposite changes in shares of informal employment

Though not addressed by Maloney and Bosch (2007), Galli and Kucera
(2004) provide relevant findings. This study estimates the effects of trade union
rights on shares of formal and informal employment in a cross-country panel
data analysis evaluating a sample of Latin American countries from 1990 to
1999. It finds that countries with stronger “civic rights” for workers tend to have
higher shares of formal employment.

In addition to the study by Paes de Barros and Corseuil (2004) in Law and
Employment, Brazil is also the subject of a study by Bosch, Goni and Maloney
(2007) that endeavours to determine the causes of the increase in the share of
informal employment in the 1990s, particularly in the light of trade liberalization
and the constitutional reform of 1988. These authors’ data show an overall
increase in the share of urban informal employment (self-employed and infor-
mal salaried workers) of about ten percentage points from 1990 to 2002, with a
slight decline from 2000 to 2002.24 Their study estimates the effects of “union
power” on the share of urban formal employment, job creation and job destruc-
tion in a cross-industry panel data analysis (with time and industry fixed effects)
for Brazil from 1983 to 2002, with union power measured by union enrolment
rate in each industry. The study also evaluates the effects of overtime costs and
“firing costs”.2> Results from the authors’ “preferred specification” show
that higher union enrolment is associated with higher shares of formal employ-
ment (Bosch, Goni and Maloney, 2007, p. 20). Moreover, the estimated positive

24 Based on alternative definitions of informal employment, Gasparini and Tornarolli
(2007) and Ernst (2008) present different trends in informal employment in Brazil. From 1990 to
2003, Gasparini and Tornarolli show a peak in the share of urban informal employment in 1996 by
a “social protection” definition (workers with pensions linked to employment), with an overall
increase of about seven percentage points over the period, and a peak in 1999 by a “productive”
definition (unskilled self-employed, unpaid, and salaried workers in small private firms), with an
overall increase of about two percentage points. From 1992 to 2004, Ernst shows a peak in 1999 in
the share of non-agricultural informal employment by an employment status definition (self-
employed, unregistered, unpaid, and subsistence workers), with an overall increase of about two
percentage points over the period.

25 Proxied respectively by the share of employees working more than the post-reform legal
limit of 44 hours and the average job tenure of fired workers. Along with the union enrolment rate,
these variables are constructed as industry annual averages for the pre-1988 period multiplied by
a dummy variable with a break at 1988/1989.
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Table 1. Estimated effect of job security costs on shares of self-employment

OLS Fixed effects
OECD plus Latin America/Caribbean 1.37 (5 per cent) -8.43 (1 per cent)
Latin America/Caribbean 1.09 (10 per cent) -8.34 (1 per cent)

Source: Heckman and Pagés-Serra (2000).

and negative effects of union enrolment, overtime and firing costs on formal job
creation and destruction cancel each other out over time.26

In spite of these findings, the authors write that “[a] small fraction of this
[rise in informality] is driven by trade liberalization, and the remainder seems
driven by rising labor costs and reduced flexibility arising from Constitutional
reform [...] We establish that trade liberalization played a relatively small part in
this increase [in shares of informal employment], but find suggestive evidence
that several dimensions of Constitutional reform, in particular, regulations relat-
ing to firing costs, overtime, and union power, explain much more” (ibid., pp. 1
and 26). Figures 3 and 4 show union enrolment rates and real manufacturing
wages in Brazil during the period under review.2” Hourly compensation costs in
manufacturing (including non-wage labour costs) also declined markedly in
Brazil during this period, as did aggregate real wages in both rural and urban
areas after the mid-1990s (ILO, 2007¢c; IPEA, 2006). It is not evident how to rec-
oncile the authors’ conclusions with the sharp declines in these measures.

The economic effects of labour regulations in India are addressed by
Besley and Burgess (2004). These authors construct an indicator, equal to plus
or minus one, of changes in labour market regulations related to the Industrial
Disputes Act (IDA) and employ it in a cross-state panel data analysis for the
period 1958-1992. They find that “pro-worker” amendments to the IDA were
associated with lower output and employment in formal manufacturing and
higher output in informal manufacturing. Their study (and others using the
Besley-Burgess indicator) has come under a number of criticisms, most exten-
sively from Bhattacharjea (2006). Regarding problems with the indicator, for
example, Bhattacharjea writes of “inappropriate classification of individual
amendments, summary coding of incommensurable changes as either +1 or -1,
and misleading cumulation over time”. He also notes that the indicator does not
account for judicial interpretation of the IDA and that the IDA is only one of at
least 45 acts addressing labour at the national level (ibid., p. 218). In addition,

26 That is, coefficient estimates on contemporaneous and lagged (one year) variables are
close in magnitude and of opposite sign. This holds most strongly for coefficient estimates on for-
mal job creation but also for the estimated effects of overtime and firing costs on shares of formal
employment.

27 Bosch, Goni and Maloney’s union enrolment data are constructed from the Brazilian
National Household Survey for “individuals of 18 to 65 years of age, economically active in the for-
mal sector, and earning a positive wage” (2007, p. 17). Based on this same survey, Cardoso (2004)
found the union enrolment rate for all wage earners to have declined much less, from 21.9 per cent
in 1988 to 20.1 per cent in 2002.
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Figure 3.  Union enrolment rate, Brazil, 1986-1999 (percentages)
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Bhattacharjea writes that “the results of their [Besley and Burgess’] econo-
metric analysis are extremely fragile”, for instance with regard to model specifi-
cation (ibid., p. 212).

Several studies evaluate the effects of labour regulations in Colombia, and
our reading of these studies largely concurs with that offered by Maloney
and Bosch (2007).28 Both Maloney and Nufiez Mendez (2003) and Arango and
Pachén (2004) use micro data and find that higher minimum wages are associ-
ated with less employment and more unemployment. While these studies do not
focus on the distinction between formal and informal employment, they none-
theless estimate weaker effects on self-employment than other forms of employ-
ment, consistent with the view that minimum wage increases led to higher shares
of self-employment. Kugler and Kugler (2003) estimate the effects of higher
payroll taxes on formal manufacturing employment in Colombia. Their study
evaluates firm-level panel data from 1982 to 1996 and provides evidence that the
substantial increase in payroll taxes during this period (not offset by a decrease
in wages) led to declines in formal employment.

The case of Colombia provides a useful caution that badly designed and
implemented labour regulations can have negative repercussions. For example,
Colombia’s minimum wage was already among the region’s highest when it was

28 The exception is Kugler (2000), which Maloney and Bosch interpret as providing evidence
that lower job security costs led to lower unemployment, based on an analysis of hazard rates into
and out of unemployment. However, Kugler emphasizes that her results are for an upturn period and
that the effect of job security costs on unemployment is likely to be asymmetrical over upturns
and downturns, with lower job security costs having an opposite effect on unemployment in down-
turns and thus an inconclusive overall effect.
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Figure 4. Real manufacturing wage index, Brazil, 1994-2002 (2000 = 100)
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raised further in the midst of the deep recession of the late 1990s, during which
the unemployment rate more than doubled to a historical high of 20 per cent.
But the case of Colombia is not representative. A study on Brazil by Lemos
(2007), for example, provides evidence that higher minimum wages had the
intended consequence of reducing earnings inequality without the unintended
consequence in reducing employment, neither for workers in general nor for
vulnerable workers. More generally, the effect of minimum wages on formal
employment depends on a range of factors in addition to the state of the econ-
omy, including the difference between minimum and prevailing wages.??
Maloney and Bosch cite Djankov et al. (2002), along with Friedman et al.
(2000), to support the statement that “[a] substantial body of literature sees the
size of the informal sector to be determined substantially by regulatory distor-
tions or corruption” (Maloney and Bosch, 2007, p. 121). Yet Djankov et al. is
better read as an example of the potentially negative repercussions of badly
designed and implemented regulations rather than “regulatory distortions” as
such. Across 85 developed and developing countries for 1999, their study finds a
strong positive correlation between the number of procedures (including labour
and social security-related procedures) required to start a company and the size
of the “unofficial economy”, measured as a share of GDP and a share of the
labour force. However, the number of such procedures tells us the extent to
which a given state endeavours to regulate labour through firm entry (i.e. how it
regulates labour), rather than either the overall strength of labour regulations or

29 For comprehensive discussions of the workings and impacts of minimum wages in devel-
oping countries, see Saget (2006) and Eyraud and Saget (2008).
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de facto working conditions in a country. Canada and China provide a telling
comparison: Canada requires only two procedures to start a company — zero for
labour and social security — while China requires 12 — five of which relate to
labour and social security.

Friedman et al.’s (2000) main findings refer to corruption and taxes, which
they summarize as follows: “Across 69 countries [developed and developing for
the 1990s], higher tax rates are associated with less unofficial activity as a per-
centage of GDP but corruption is associated with more unofficial activity”
(p. 459). Friedman et al.’s findings leave open the possibility that higher taxes
might be associated with stronger regulations — on the hypothesis that the associ-
ated costs of regulations are paid for from taxes — and, thus, stronger regulations,
with less “unofficial” activity.

Given what is at stake for workers in developing countries, the advocates of
weakening labour regulations as a means of reducing informal employment
ought to hold themselves to a high standard regarding the strength of empirical
evidence. This standard has not been met. The empirical evidence is recapitu-
lated in table 2. Some of the statistically strongest results in the literature show a

Table 2. Empirical studies on formal labour regulations and informal employment

Citations Overview

Loayza and Rigolini (2006)  Stronger “credit, labor and business” regulations are associated
with more self-employment (10 per cent statistical significance)
for a sample of developed and developing countries, but not for
samples of developing countries only, where the relevant coefficient
estimates are of opposite sign (though statistically insignificant).

Heckman and Pagés Statistically significant relationships between higher job-security

(2004) costs and less formal employment are found in only two of seven
Latin American and Caribbean countries evaluated, Argentina
and Peru. Yet these findings do not have clear-cut implications
for informal employment. For Argentina in this period, the share
of informal employment varied by different measures; for Peru,
the share of informal employment increased by all measures,
even though job-security costs fell.

Heckman and Pagés-Serra  For samples of OECD, Latin American and Caribbean countries,

(2000) OLS results (driven mainly by cross-country variation) show a
positive relationship between job-security costs and shares of
self-employment; fixed-effects results (driven by change over time)
show a stronger negative relationship between job-security costs
and shares of self-employment, consistent with the case of Peru
noted above.

Galli and Kucera (2004) For a sample of Latin American countries, stronger “civic rights” for
workers are associated with higher shares of formal employment.

Bosch, Goni and Maloney  The authors attribute the rising share of informal employment in

(2007) Brazil in the 1990s to “rising labour costs” and “regulations relating
to firing costs, overtime and union power”. Yet this conclusion is not
supported by the study’s econometric analysis nor by the patterns
of declining union enrolment rates and labour costs.
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Citations Overview

Besley and Burgess (2004) Besley and Burgess (2004) find that “pro-worker” amendments

and Bhattacharjea (2006)  to India’s Industrial Disputes Act are associated with less formal
manufacturing output and employment and more informal manu-
facturing output, but their indicators and analysis have been
extensively critiqued by Bhattacharjea (2006) and others.

Maloney and Nufez In the midst of the historically deep recession of the late 1990s,
Mendez (2003) minimum wages in Colombia were increased; this was associated
and Arango and Pachén with more unemployment and less employment, with weaker
(2004) effects on self-employment than on other forms of employment.

Kugler and Kugler (2003) Higher payroll taxes in Colombia are associated with less formal
manufacturing employment.

Lemos (2007) Higher minimum wages in Brazil are associated with reduced
earnings inequality but not with lower employment, either for
workers in general or for vulnerable workers.

Djankov et al. (2002) For a sample of developed and developing countries, a higher
number of procedures required to start a company is associated
with a larger “unofficial” economy, measured as a share of GDP
and a share of the labour force. Yet the number of procedures is
more indicative of the means by which a country regulates rather
than the strength of regulations or de facto conditions (e.g. while
China requires five labour and social security-related procedures
to start a company, Canada requires none).

Friedman et al. (2000) For a sample of developed and developing countries, higher taxes
and less corruption are associated with a smaller “unofficial”
economy, measured as a share of GDP. Yet stronger regulations
may be associated with a smaller “unofficial” economy on the
hypothesis that the associated costs of regulations are paid for
from taxes.

positive relationship between the strength of labour regulations and shares of
formal employment. We have noted, for example, the longitudinal results from
Heckman and Pagés-Serra (2000). Most of the studies essentially show no rela-
tionship. In short, the empirical evidence does not support the view that weaken-
ing labour regulations is an effective policy for reducing informal employment.
Given the popularity of this view, we hope that this article will prove useful to
policy-makers — for good policy-making is as much about what not to do as it is
about what to do.

Reducing informal employment poses a fundamental challenge for policy-
makers. Historically at least, economic development is characterized by urban-
ization. Yet, in the Harris-Todaro model and its extensions, the process of
urbanization itself gives rise to urban unemployment and informal employment,
in that the urban labour force increases more rapidly than urban formal employ-
ment. These are more than abstract musings, for it is not by chance that theories
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of urban unemployment and informal employment arose alongside the industri-
alization of developing countries following the Second World War. At the same
time, it should be noted that urban informal employment is not an ineluctable
outcome of urbanization and economic development. The experience of the east
Asian “Tigers” would seem to defy the predictions of the Harris-Todaro model.
Indeed, if Harris and Todaro had worked in those countries rather than in sub-
Saharan Africa, one wonders if there would be a Harris-Todaro model at all.

A key policy recommendation that follows from the Harris-Todaro model
is rural development (Fields, 2005b). Rural development is essential not just
because it reduces urban informal employment (restricting rural-urban migra-
tion would do the same) but because it does so by reducing rural poverty. But
rural development is not enough. Broader economic development, historically
at least, is characterized by industrialization, with productivity increases in
industry driving productivity increases and employment growth in the aggregate
economy (Pieper, 2000). Because of agglomeration economies, industry is con-
centrated in urban areas (Isard, 1956).30 In this sense, economic development
can be seen as both the cure for (longer run) and the cause of (shorter run) urban
informal employment, at least in the many developing countries unable to
achieve sufficiently dynamic industrialization.

We have discussed decent work insofar as it defines formal and informal
employment, but it has broader implications. Decent work is defined by the
simultaneous — not sequential — pursuit of four objectives: employment and
income opportunities; social protection; fundamental rights at work and inter-
national labour standards; and social dialogue.

Since urban unemployment and informal employment can arise out of the
process of economic development, it is economic development itself that creates
the need for stronger social protection. This is all the more so insofar as rural-
urban migration weakens traditional family support. From the perspective of
decent work, the very nature of economic development thus calls for addressing
social protection and employment and income opportunities together, as part of
the same policy package.

We have described the empirical evidence on the effects of formal labour
regulations on informal employment or —in decent work terms, more generally —
the effects of labour standards on employment and income opportunities. The
predominant direction of this evidence is clear: it points to the coherence of
simultaneously endeavouring to reduce informal employment and improve the
quality of formal employment through labour regulation. But the exceptions —
raising minimum wages in the midst of a deep recession, requiring a large
number of procedures to start a new company — are instructive too. They suggest
that the debate should be not about regulation versus deregulation as such, but
rather about the optimal design and implementation of labour regulations in

30 Agglomeration economies are also relevant for services, so economic development based
more on services does not necessarily resolve the problem.
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country- and time-specific contexts. This holds for the design of social protection
programmes as well (see Levy, 2007 and 2008).

The ILO advocates social dialogue — among governments and organiza-
tions of workers and employers — as a means of informing policy design and
implementation. Yet unions are sometimes regarded as either hostile — in
insider-outsider theory — or irrelevant to the interests of informal workers. We
did not find empirical evidence supporting the insider-outsider theory as regards
formal and informal employment. Relevant in this regard is a historical study of
Spain and Latin American countries which finds that potential conflicts of inter-
est between formal and informal workers offer no basis for generalization but
depend on country-specific factors, such as how repressive governments are and
whether unions are included in governing coalitions (Etchemendy, 2004).

There are both logistical and legal obstacles to organizing informal work-
ers, many of whom work in small-scale or household establishments, in a self-
employed capacity, or in disguised employment relationships without a recog-
nized employer.3! Domestic workers are among the most difficult to organize,
yet unions of domestic workers — some claiming membership in the thousands —
have been established in East Asia, South Asia, sub-Saharan Africa, Latin
America and the Caribbean. As an example of the potential effectiveness of
these unions, the National Federation of Domestic Workers in Peru was instru-
mental in the passage in 2003 of legislation providing domestic workers with
social security and health care coverage, vacation time and an eight-hour work-
ing day. A confederation of national unions of domestic workers in Latin
America and the Caribbean has also been established (Gallin and Horn, 2005).

Street vendors would also seem difficult to organize, but here too there
have been successes. The National Association of Street Vendors in India
(NASVI) claimed to represent 168,000 street vendors from 20 states of India in
2003 (ILO, 2007a). A confederation of eight national unions of street vendors
in Latin America and the Caribbean was established in 2005 (Gallin and Horn,
2005). StreetNet International, established in Durban (South Africa) in 2002, is
an international alliance of membership-based organizations of street vendors,
including unions, cooperatives and associations (StreetNet International, 2008).
The number of membership-based organizations representing street vendors,
compiled by StreetNet, is noteworthy: 120 in Africa, 40 in Asia and 113 in Latin
America.

The lack of arecognized employer presented the Self-Employed Women’s
Association (SEWA) in India (nearly a million members in 2006) with diffi-
culties in gaining formal recognition as a union, both nationally and internation-
ally (Gallin and Horn, 2005; SEWA, 2008). Yet SEWA addressed this concern:
it was recognized as a union by the Indian Government in 1972 and joined the
International Confederation of Trade Unions (ICFTU) in 2006. SEWA has
served as the model for SEWA Turkey, SEWA Yemen and the Self-Employed

31 Other legal obstacles include exclusions by sector, occupation and establishment size, but
in our view the lack of a recognized employer is fundamental.
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Women’s Union (SEWU) in South Africa (ILO, 2007a). SEWA also played a
role in the adoption of the ILO’s Home Work Convention, 1996 (No. 77) (Gal-
lin, 2007).

Informal employment in household establishments —not domestic workers,
but mainly self-employed and family workers — presents both legal and logistical
obstacles to organizing. Though there may not be a recognized employer, house-
hold establishments commonly produce for a single contractor (see Anker et al.,
1998, for examples from India). And in many cases, household establishments in
an industry are tightly clustered, facilitating the logistics of organizing and bar-
gaining collectively, such as for higher piece rates from contractors.

Yet the relevance of unions for informal workers is wide-ranging, going
well beyond collective bargaining. This is suggested by a study of organizations
of informal workers in the clothing, construction, street vending and taxi indus-
tries in South Africa (Goldman, 2003). Not only do these organizations engage
in collective bargaining, but they also represent the interests of members to local
governments, manage the number of members operating in an area, resolve con-
flicts among members, coordinate orders and bulk buying, and facilitate access
to benefits and services.

This provides but a snapshot of selected organizations of informal workers,
and there are many others.32 Yet it suffices toillustrate that a good many informal
workers want to be organized — they regard unions as relevant to their interests —
and that the legal and logistical obstacles to doing so are surmountable. In the
face of stagnant or declining union representation in most countries of the world,
this is worth bearing in mind (Visser, 2002).
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