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ABSTRACT

Using comparable micro-level data from three countries, we ask what type of
person works in the informal sector and whether informal workers earn lower wages
than observationally equivalent workers in the formal sector. The characteristics of
informal workers are similar across countries. Surprisingly, when we control for
these personal characteristics, we find a significant wage premium associated with
formal employment. A model of endogenous selection offers little help in explaining
the differences in wage patterns. The research casts doubt on the received wisdom
that the informal sector, always and everywhere, is a poorly-paid but easily-entered
refuge for those who have no other employment opportunities.
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Introduction

For many researchers, social scientists, and more generally for
observers and policymakers, it is taken for granted that the bulk of female
labour force, in developing countries, is engaged in the informal sector. As
a consequence, it is also admitted that the contribution of women to GDP,
and especially to informal GDP, is widely under-estimated, because
informal sector activities are under-estimated by nature and for
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methodological reasons, and within the informal sector, female activities
are those which are the most difficult to capture and to measure (Charmes,
1998).

Since 1993 when an international definition was adopted for the
informal sector as a concept of labour force, by the XVth International
Conference of Labour Statisticians (ILO,1993a and 1993b), a great
impetus has been given to data collection and statistical estimation for this
sector at national level. For many developing countries, in various regions
and for various periods,overall estimates of the numbers engaged in the
informal sector are now available (Charmes, 1998). Similar data for
informal sector contribution to GDP remain scarce, except in Africa where
such an exercise was taken as a necessity, given the very small size of the
formal sector (see also Charmes, 1998). But more and more countries in
Asia, and in Latin America, are now attempting to produce such estimates
which reveal particularly useful in order to understand how the households
- and the economy as a whole — cope with, and succeed in maintaining
their levels of living and their performance during the crises of the business
cycle.

Although the informal sector has been characterized by several
attributes, noncompliance with the legal and administrative regulations is
often regarded as its most important characteristic. Castells and Portes
(1989: 12) state that the most central feature of informal sector activities is
that they are .unregulated by the institutions of society, in a legal and social
environment in which similar activities are regulated.. Portes (1994) and
Assaad (1997) emphasize that it is noncompliance with the legal and
administrative regulations rather than with social regulations that is
important.

Theearly development literature assumed that in the developing
countries the informal sector would disappear over time as it did in the
developed countries. Turnham (1993: 147) estimated the proportion of
informal employment for groups of countries at different levels of
development and found that the share of informal employment declines as
the level of development rises. His definition of informal sector
employment included wage workers in small enterprises and the self-
employed excluding professionals and technicians. Recently, governments
and international organizations have emphasized the dynamic features of
the informal sector and its job creating aspect. Ranis and Stewart (1999)
examined the informal sector in relation to the rest of the economy and



110 Journal of Women's Entrepreneurship and Education (2011, No.1-2, 108-116)

divided it into two parts, a modernizing dynamic component and a
traditional stagnant one. The traditional view sees the informal sector as
the disadvantaged segment of a dualistic labor market. This view is
expressed in the Harris-Todaro (1970) model and by Mazumdar (1983)
among other writers. According to an alternate view, dualism arises
endogenously from efficiency wage type considerations which lead large
firms to pay emuneration above market clearing levels. This is expressed
by Stiglitz (1974), Esfahani and Salehi-Isfahani (1989) and Rosenzweig
(1989). According to a more recent conceptualization of duality, large
firms confronted by global competition subcontract to unprotected workers
in order to reduce costs and gain flexibility. For this view see Portes,
Castells and Benton (1989) and Portes and Schauffler (1993).This study
focuses on the gender earnings differential of private sector wage earners
and the self-employed. The wage earner in this study is defined to include
regular employees (wage and salary earners) and casual workers. Two
groups of private sector wage earners are considered: those who are
covered by a social security program and those who are not covered by any
social security program. They are sometimes referred to as protected and
unprotected workers respectively. They will be referred to as covered and
uncovered wage earners in this paper. They are parts of the formal and
informal sectors respectively. Self-employment defined to include people
who own their business.They are the sole workers of their enterprises.
They do not hire labor or use services of unpaid family members. They
exclude the professionals and technicians and as such they are part of the
informal sector. In the survey used in this study no question was asked
about the social security coverage of the self-employed. Thus, uncovered
wage-earners and all of the self-employed (excluding professionals and
technicians) are taken to form the informal sector. This may not be the
general way of identifying the formal and informal sectors in the literature
(Radovic ,Markovic M.”et.al. 2010)

Literature Review

Self-employment outside agriculture has increased at world-wide
level over the past three decades, and so did the share of women in self-
employment, although at a lesser rhythm.The diversity of experiences of
economic informality is reflected in the economic literature, parts of which
emphasize the choices which workers make while other parts underscore
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the constraints on choice.Some allege that the “modern” sector is incapable
of generating sufficient employment. The small firms of the informal
sector then offer second-best opportunities in easily-entered, competitive
markets (Tokman, 1989). Others see the informal sector as that part of the
economy which is “unregulated by the institutions of society, in a legal and
social environment in which similar activities are regulated” (Castells and
Portes, 1989, p.12). For better (de Soto, 1989) or for worse (Roberts,
1990), people freely shift operations between the formal sector, where
licensing is enforced and worker entitlements are protected, and the
unregulated informal sector (Marcouiller and Young, 1995). The first of
these strands of thought intertwines naturally with the analysis of labor
Despite these recent efforts and greater concern and sensibility for gender
issues, disaggregation of informal sector data by sex are not always nor
often available for various reasons: even when ad hoc surveys at national
level have been carried out for measuring the informal sector, the
published reports and tables may have not emphasize such issues, although
they are of primary importance for the understanding of the sector, where
estimates are based on comparisons of various sources, it frequently and
surprisingly occurs that disaggregation by sex is missing for registered
employment in the formal sector. This is why it is useful to distinguish two
segments or sub-sectors in the informal sector as it is internationally
defined: the self-employed comprising of independent own-account
workers and family workers, the micro-enterprises sub-sector comprising
of employers and their regular employees in enterprises with less than 5 or
10 permanent employees. For comparisons purposes and in order to
facilitate the use of existing statistical sources of data, most of the
following tables and figures include the employers in the category of self-
employed, so that the micro-enterprises segment only comprises of
employees in enterprises with less than 5 or 10 employees. These proxies
greatly facilitate the comparisons and their impact on the overall actual
figures for the informal sector is negligible, given the low number of
employers in the formal sector on the one hand, and in both formal and
informal sectors on the other hand. Taking ground of available data or
other data elaborated for this purpose through a common conceptual
framework and methodology, we will present a compilation of women’s
participation to the labour force and to informal sector employment in a
first section, then in a second section, women’s contribution to informal
sector in GDP.
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The first of these strands of thought intertwines naturally with the
analysis of labor market segmentation. Theories of segmentation generally
make two assertions. The first is that “rewards in different economic
sectors may differ for workers of equal potential productivity” (Magnac,
1991, p.165), or, more specifically, “that there is a distinct low-wage
(secondary) labor market in which there are no returns to schooling and
workers do not receive on-the-job training” (Dickens and Lang, 1985,
p-792). The second assertion is that, “because of institutional barriers to
occupational mobility between sectors, a worker in the lower sector has
less than full access to a job in the upper sector held by an observationally
identical worker” (Gindling, 1991, p.585). The image of workers queued
for high-wage formal jobs fits this frame. What do the data show? Using
individual- and household-level data from surveys of urban areas in three
different countries, we ask what type of person works in the informal
sector and whether informal workers earn lower wages than
observationally equivalent workers in the formal sector. We find
significant wage premia associated with work in the formal sector in El
Salvador and Peru. In Mexico, on the other hand, a premium is associated
with work in the informal sector. Our paper does not formally test the
segmentation hypothesis.3 However, the evidence we offer on wage
differentials does challenge the widespread notion that informal
employment is, by its nature, the last resort of those who have no other
choice. Papers using recent large-scale household surveys from different
countries in a completely consistent approach to the analysis of the
informal sector are few and far between. Our work is close in spirit to
Gindling’s analysis of informal, private formal, and public labor markets in
Costa Rica (1991). Terrell (1989) estimates wage regressions for
Guatemala City. Tannen (1991) and Telles (1993) study the wage
structures of parts of Brazil. Heckman and Hotz (1986) explore a more
general notion of primary and secondary labor markets in Panama. A
recent working paper by Funkhouser (1994) presents interesting
comparative analysis of household data from the five Spanish-speaking
Central American countries. For all regions in the world, except in South-
Eastern Asia (a region which has known a rapid industrialisation in the
recent period until the 1997 financial crisis which has abruptly the process,
and the impact of which is not taken into account in the present statistics),
and in Northern, the proportion of non-agricultural self-employment
(i.e.non-wage employment) has steadily increased over the past three
decades. From 33.4 per cent in the 70’s, self-employment rose up to 43.7
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per cent in Southern Asia, from 23.0 to 34.0 per cent in North Africa, from
28.8 to 37.8 per cent in Latin America, from 3.5 to 8.5 per cent in
transition countries of Eastern Europe (which started from quasi-universal
wage employment outside agriculture) and even from 20.9 to 25.0 per cent
in Southern (Mediterranean) Europe. So that in the current period, self-
employment represents nearly 1/3 of the total non-agricultural labour force
in Asia, 2/5 in Latin America, 1/6 in Europe (but 1/4 in Southern Europe)
and 1/10 in North America.Sub-Saharan Africa takes however the lion’s
share with an increase from 29.6 per cent in the 70’s to 66.9 per cent in the
90’s (more than 2/3 of the non-agricultural labour force). At world
level,self-employment increased from less than 1/4 (22.6 percent) to 28.4
percent of the labour force outside agriculture. Such a figure can be taken
as a minimum proxy for the informal sector, and it could be improved and
it is actually confirmed by using the data collected by informal sector
surveys, as shown in tables 5, 6 and 7 hereafter: according to the most
recent surveys, the share of self-employment in total non-agricultural
labour force rose up to 75.6 percent in the 90’s.

At country level, the most dramatic growth of this component of the
labour force and of the informal sector over the past decade are recorded in
Poland, a country which embarked resolutely and rapidly into the process
of privatization (4.2 percent in the 80’s, 15.9 percent in the90’s), Italy, a
country well-known for its fabric of small family enterprises particularly in
its Northern part (from 19.7 percent to 30.8 percent, a very huge increase
for a developed country), Tunisia where the small industries play a major
role in the industrialisation process, and Brazil (20.9 to 32.0 percent),
Ecuador (39.9 to 49.4 percent) and Venezuela (26.8 to 35.3 percent) in
Latin America. Coming now to the share of self-employed in female non-
agricultural labour force, it comes out from the compiled data that it has
also increased over the three decades and for the same regions, but less
markedly: in the current period, self-employment represents nearly 1/3 of
non-agricultural female labour force in Latin America, 2/7 in Asia,1/4 in
North Africa, and 1/5 in Southern Europe. Here again, sub-Saharan Africa
is outstanding: for women, the bulk of nonagricultural labour force is
represented for more than 43 per cent by self-employment in the 70’s and
this proportion has increased up to more than 5/6 in the 90’s; many
indications show that this trend is continuing in the recent period. The
same sources that are referred to in tables 5 to 6 hereafter show that female
self-employment as a share of female non-agricultural employment has
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increased up to 88.4 percent in the 90’s. On the contrary, in Eastern and
South-Eastern Asia, the share of self-employment in female non-
agricultural employment has slightly decreased as a consequence of the
industrialization process, a process which may have transformed many of
these self-employed women into piece-rate home workers, an even less
secure type of job.

On these grounds, the share of self-employed women at world level
would represent nearly 2/7 of female non-agricultural labour force in the
90’s (compared to 1/4 in the 70’s).

At country level, the most dramatic drop are recorded in Mexico
(from 44.3 to 19.8 percent over the past decade) and in Thailand (from
42.5 to 36.8 percent), probably due to the increase of homework (or the
“putting out system” which inserts women into the labour market but
leaves them at home). Elsewhere, and especially in the same countries
where self-employment as a whole has rapidly increased, the share of self-
employed women grew steadily: Poland (from 1.9 to 9.4 percent), Italy and
Portugal (from 17.2 to 30.2 and from 9.9 to 16.0 percent respectively),
Brazil, Ecuador and Chile, but also in Sweden and UK (from 1.1 to 7.5 and
from 3.9 to 8.0 percent respectively, such changes highlighting various
modes of insertion on the labour market).

Even if these trends are partly due to improvements in the
measurement of women’s activities or to the extension of the definition of
economic activity (or at least its better understanding by the persons in
charge of data collection operations), they are also significant of the entry
of women into the labour market in these times of structural adjustment
and of necessity for them to undertake market activities in order to earn a
living and to maintain the living standards of their families.
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