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The structure of employment in most African countries is characterized by a relatively small share of private industrial employment, a dominance of agricultural employment, and widespread self-employment in informal, non-agricultural enterprises. Of course, exceptions exist (e.g. South Africa) and there is noticeable heterogeneity in employment arrangements among countries with similar economic structures. However, coherent employment policies that explicitly recognize the structure of employment often remain elusive and underdeveloped. This chapter examines the nature of employment in Africa, the importance of the employment-poverty linkage, and the biases implicit in standard employment policies through the lens of informal employment and the informal sector.   
The concept of employment in the informal sector was first developed and applied in the African context. Two widely cited early studies are Keith Hart’s (1973) research on the informal sector in Accra, Ghana and the report of the well-known ILO mission to Kenya (ILO, 1972). These studies identified the variety of livelihood activities in which individuals were engaged, but which did not correspond directly to standard categories of wage employment and traditional farming activities. These activities collectively constituted the informal sector in which formal regulations did not apply and in which access to formal institutions, such as commercial banks, was non-existent or sharply curtailed. Since that time, the idea of the informal sector and informal employment has been used to describe labour markets around the world and informality remains a defining feature of employment in African countries.


The new concept of the informal sector supplanted, at least in part, surplus labour models of labour markets in developing countries (e.g. Lewis, 1954). In surplus labour approaches, the jobs provided by the formal economy at the prevailing wage falls short of total labour supply. Individuals who cannot find formal employment work in subsistence activities. Informal employment therefore becomes an undifferentiated residual – a kind of employment of last resort. As an economy develops, productivity improvements in the formal economy would increase labour demand and reduce the amount of surplus labour. Eventually, the informal residual would disappear. Informality becomes a marker of underdevelopment and economic ‘backwardness.’ For economists adopting this residual concept, informal employment may be associated with inefficiency, as labour is allocated to activities with very low levels of productivity.


In contrast, Hart (1973) and the ILO’s mission to Kenya introduced a different conceptualization of the informal sector. They saw the informal sector as consisting of a diverse set of activities that represented a critical source of employment income, particularly for the urban poor. Hart stressed the heterogeneity of informal employment, in which barriers to entry might exist, depending on the specific type of activity. Informal employment often supplemented income from formal employment, particularly in the context of high inflation and falling wages. The ILO report on Kenya argued that the development of informal activities could constitute an important element of an overall employment strategy.
 Economic policies could be developed to explicitly improve working conditions in the informal sector. 
This alternative view suggested that the solution to problems of low productivity, poverty, and precarious earnings associated with the informal sector was not to eliminate informal employment over time, but rather to improve conditions among individuals working in these activities. Instead of viewing the informal sector as an indicator of underdevelopment and ‘backwardness,’ this new approach viewed the informal sector as a potential basis for improving employment opportunities, if appropriate strategies were adopted.
 These conflicting viewpoints – informality as underdevelopment versus informal employment as an important livelihood strategy – continue to influence employment policies and development strategies today.


As the empirical review presented later in this chapter suggests, the structure of employment in many African countries has not changed significantly from that described in these early studies of employment in the informal sector. Moreover, productivity and earnings remain low and poverty is widespread. This raises the important question of what framework is appropriate for formulating employment policies in Africa, given the context of widespread informality. We return to this question at the end of the chapter.

Employment and poverty
Policies to promote economic growth will only reduce poverty and mitigate inequalities if the benefits of such growth are widely shared. In African countries, the improvement of employment opportunities represents a critical channel through which the additional income associated with faster growth can be distributed throughout the population. Labour is the one factor of production which poor and low-income households typically command in abundance (Islam, 2006; Khan, 2006; Squire, 1993). Therefore, policies which more fully employ labour resources and which raise the returns individuals can expect to earn from their paid work create a foundation for more egalitarian growth and development.

Development strategies that aim to distribute the benefits of growth through improved employment opportunities must do so along a number of dimensions. First, the policies must address problems of insufficient labour demand. In African countries, problems of open unemployment may not be as significant as wide-spread underemployment. This is particularly true outside of urban areas and in informal activities. However, both unemployment and underemployment have a common root cause: lack of sufficient labour demand, recognizing that labour demand is derived, in part, from the demand for other goods and services. 

Second, economic policies to address poverty should support improvements in the quality of employment. Possibilities for raising the quality of employment opportunities are often constrained by low productivity and the inability of workers to capture the benefits of productivity improvements. We can think of raising the returns to labour in terms of improving labour’s terms of trade – that is, the income received from work relative to the costs of sustaining workers and their families. In African countries, workers’ often face unfavourable terms of trade – i.e. remuneration is low relative to the costs of living (Fox and Gaal, 2008). Finally, workers must enjoy sufficient economic mobility to take advantage of new and better opportunities when they become available. Barriers to mobility – including labour market segmentation in which individuals are excluded from certain employment relationships or activities – limit the redistributive impact of an employment-centred development strategy.


Poverty is typically defined and measured at the household level while the attributes of employment are assed at the level of the individual or job. Therefore, two sets of institutions shape the employment-poverty connection: the labour market and the household. These institutions are closely intertwined and exhibit highly gendered dynamics. For example, women’s participation in remunerative employment is partly determined by conditions in the household. However, women’s access to paid employment also impacts total household income and the risk of poverty. Similarly, extended family networks in African countries frequently mean that the benefits from a single source of employment are distributed widey. The impact on poverty rates are therefore more broad-based than they would first appear to be if we only focused on individual earnings and welfare. Differences in household composition, the structure of employment, returns to labour, and the segmentation of the labour force shape the dynamics of employment and poverty. 
Structure of employment in Africa: examples from five countries

Knowledge of the structure of employment – specifically in terms of the economic arrangements and institutional settings in which labour is exchanged – is important for prioritizing and focusing policy effort. Labour can be exchanged through various channels and this is broadly reflected in the status in employment categories. For paid employees, labour is directly exchanged for a wage. For the self-employed, individuals realize the returns to their labour through other forms of market exchange. There are hybrid forms – e.g. piece-rate workers – who may effectively be working as paid employees, but are treated as self-employed, albeit in highly dependent forms of self-employment.

In addition, employment relationships are differently regulated. Employment arrangements for paid employees are typically regulated through labour legislation and by non-government forms of regulation (e.g. collective bargaining). However, paid employees are not always covered, de facto if not de jure, by regulatory protections and collective agreements. These workers, lacking basic legal and social protections, represent informal paid employees. In contrast, the self-employed are excluded from the regulatory system which governs wage employment. Instead, the enterprises in which the self-employed work are the subject of regulation, not the employment relationship itself. Self-employment is deemed to be informal if the enterprise falls outside of the regulatory sphere (i.e. it belongs to the informal sector).
 


Table 1 presents estimates of the distribution of employment by employment status and informality status which give a useful overview of the structure of employment for five countries: Ghana, Mali, Kenya, Madagascar, and South Africa.


We can draw a number of broad inferences from Table 1 which are generally indicative of the structure of employment in many sub-Saharan African countries, recognizing that South Africa remains an exception. First, the agricultural sector is a critical source of employment opportunities. Second, informal employment accounts for a significantly larger share of total employment than does formal employment. Third, informal self-employment – both agricultural and non-agricultural – provides a large number of economic opportunities. Fourth, the public sector remains an important source of formal jobs in African countries. 


As mentioned, South Africa is an exception among the countries featured in Table 1. Formal wage employment in the private sector is the dominant form of employment in South Africa. Informal self-employment and agricultural employment are significantly less important when compared to other African countries. Wage employment accounts for a larger share of agricultural employment than does self-employment – in the other four African countries, agricultural self-employment is dominant. The public sector is an important source of formal jobs, but the private sector dominates formal employment arrangements. Finally, South Africa currently has very high measured rates of open unemployment – i.e. the unemployed do not enter into informal self-employment at a rapid rate (Heintz and Posel, 2008). The distinct structure of employment in South Africa has important implications for the political economy of employment policy – a theme to which we return later.


Although South Africa is clearly unique among the countries examined here, the other four countries also exhibit diversity in the structure of employment. Employment in Africa cannot be taken as homogenous or invariant across countries. For example, in Ghana and Mali, non-agricultural informal self-employment is particularly important, accounting for one-quarter to one-third of all employment. However, in Kenya and Madagascar, informal non-agricultural wage employment is as important as informal self-employment outside of agriculture. In Ghana, Mali, and Madagascar, formal wage employment represents a small fraction of total employment. In Kenya, the share of formal wage employment is twice as large as in the other three cases.

Table 1. Structure of Employment in Five African Countries. Distribution of formal and informal employment by employment status.

	
	Kenya

(2005)
	Ghana

(1998/9)
	Mali

(2004)
	Madagascar

(2005)
	South Africa

(2004)

	Total Formal Employment

	Formal, private wage employment
	6.9%
	1.0%
	n/a
	2.5%
	40.8%

	Formal, public wage employment
	5.4%
	4.1%
	n/a
	2.7%
	16.5%

	Total formal wage employment
	12.3%
	5.1%
	5.8%
	5.2%
	57.3%

	Formal, self-employment
	1.3%
	3.6%
	5.1%
	1.6%
	4.2%

	Informal Employment (agricultural and non-agricultural)

	Informal wage employment
	18.0%
	9.3%
	11.0%
	9.3%
	22.8%

	Informal self-employment
	64.8%
	81.6%
	78.1%
	83.8%
	14.4%

	Other/undeclared
	3.6%
	0.4%
	0.0%
	0.0%
	1.3%

	TOTAL
	100%
	100%
	100%
	100%
	100%

	… of which …

	Agricultural wage employment
	n/a
	1.2%
	0.9%
	3.3%
	10.6%

	Agricultural self-employment
	50.0%
	52.3%
	41.2%
	77.2%
	4.7%

	Additional ratios

	Informal non-agricultural self-employment (% of total)
	14.8%
	29.3%
	36.9%
	6.6%
	9.7%

	Informal as a % of non-agricultural employment
	66%
	80%
	81%
	65%
	27%


Source: Kenya, authors’ calculations based on the 2005 Household Integrated Budget Survey; Ghana, authors’ calculations based on the 1998/9 Ghana Living Standards Survey; Mali, ILO Bureau of Statistics; and South Africa, Heintz and Posel (2007). See appendix for detail on definitions.
Table 1 does not contain an example of a Northern African country. Northern African countries exhibit a distinct structure of employment when compared to sub-Saharan countries, particularly in terms of women’s employment. Official measurements of women’s labour force participation rates, and hence rates of employment, are significantly lower in North African economies compared to the rest of the continent. In the Arab States, a particularly large share of women works as unpaid contributing family workers in informal enterprises, both agricultural and non-agricultural (Heintz, 2007).


In African countries, earnings are typically lowest and poverty rates are highest in agricultural employment (see, for example, Chen et al., 2005; Pollin, Githinji, and Heintz, 2008; Epstein, Heintz, Ndikumana, and Chang, 2008). In non-agricultural informal employment – both wage employment and self-employment – earnings are higher than in agricultural employment, but lower than in formal employment. Exceptions exist – for example, informal employers who hire other workers can earn more on average than formal wage workers. Apart from these employers, individuals in formal employment enjoy the highest earnings, and lowest risks of poverty. Given these patterns of earnings, migration out of agricultural and into non-agricultural informal employment often represents a step upwards in terms of earnings and economic mobility, even though poverty rates are high among households that depend on informal employment as the primary source of income. Therefore, movement into non-agricultural informal activities, in both urban and rural settings, represents an intermediate step in the transition out of agriculture, particularly in the context of widespread informality. It also helps explain rural-to-urban migration, in which individuals leave agriculture to work informally in cities.

Labour market regulation and employment 
Economists often identify labour market rigidities – due to excessive regulation or the bargaining activities of trade unions – as the primary constraints to employment growth. It is argued that such rigidities tend to increase labour costs and reduce labour demand relative to supply. If wages cannot fall so as to ‘mop up’ the excess supply, the result will be an overall reduction in labour demand. This line of argument was central to the Washington Consensus and neoliberal approach to addressing problems of unemployment and underemployment.

Note that this proposition only applies to formal wage labour markets – in which regulations are binding and in which the supply of labour can be easily distinguished from the demand for labour. Standard dualist theories of labour markets frequently argue that high labour costs due to labour market rigidities constrain employment growth in the formal economy (e.g.  Harris and Todaro, 1970; Fields, 1975).
 Formal job opportunities are rationed and those without formal jobs work in ‘traditional’ activities (i.e. agricultural or informal activities) or are openly unemployed. Under these assumptions, labour market rigidities cause either informal employment or open unemployment. To the extent this holds true, informalization could be reduced by removing all rigidities. In effect, this would ‘informalize’ formal jobs by removing the regulatory structure.


Arguments that high wages and excessive regulation are responsible for a lack of formal employment, high unemployment, or widespread underemployment have only limited relevance for most African countries. As we have shown, formal (i.e. regulated) private wage employment typically accounts for a small fraction of total employment – often well below 10 percent of all employment. Although labour market regulations may slow the growth of formal employment, they cannot be fully responsible for the existence of unemployment or informal employment in African countries, given the small size of the regulated workforce (Heintz and Pollin, 2008). Only in a country like South Africa, with a large share of regulated wage employment, would those labour market institutions have the potential to have large-scale impacts on employment dynamics. It is not surprising, therefore, that conflicts about employment policy in South Africa often focus on the degree of regulation of wage employment. This is not to say that labour market rigidities are the primary cause of unemployment in South Africa, but rather to point out that the structure of employment shapes the political economy of employment policy.

It is also important to recognize that not all imperfections in labour markets can be attributed to formal regulations. Non-regulatory market failures are commonplace in all labour markets (Heintz, 2008). These include real costs associated with labour market participation, job search, and monitoring (i.e. positive transactions costs); imperfect information; costly enforcement of contracts (both explicit and implicit); and unequal degrees of market power among economic actors, including the various intermediaries operating in the informal economy. Researchers have found evidence of barriers to mobility between formal and informal employment, and between different forms of informal employment in African countries (Heintz and Posel, 2008; Günther and Launov, 2006). Similarly, Hart (1973) emphasizes the importance of a variety of barriers to entry, including the role of kinship networks for determining access to informal employment in Ghana. Such non-regulatory barriers can be more important in determining access to employment opportunities than the system of formal labour market regulations. 


The significant point of this discussion is that limited employment opportunities in Africa are not primarily the result of over-regulation of formalized labour markets and rigidities in the governance of wage labour. The solution to most employment problems must therefore be found outside of the formal wage labour market institutions and involve additional factors such as market access, financial services, agricultural dynamics, and urban policy. In other words, the challenge of creating decent jobs in African countries is a development challenge, one that requires a comprehensive set of employment-focused policies.

Beyond the labour market:  improving informal employment opportunities


Many constraints operate to limit the quality and quantity of employment in African countries and, as stressed above, these are not restricted to regulatory distortions caused by the regulation of wage labour. If labour market rigidities are not to blame for the persistence of low-quality employment, what are the real constraints to improving employment opportunities? As suggested above, the solution to employment problems in Africa requires addressing constraints found outside of the labour market. We demonstrate the relevance of this argument by exploring constraints in three areas that are particularly important for informal employment: the financial sector, market access, and urban policy. We focus on non-agricultural employment, specifically informal non-agricultural employment, because other chapters in this volume address issues concerning agricultural livelihoods in detail (CITATIONS FROM CURRENT VOLUME: the chapters by Nubukpo, Oya, and Anseeuw, this volume)

The financial sector.  Banks remain the dominant financial institutions in much of Africa. In most African countries, the developmental role of the banking sector is circumscribed by limited access to the appropriate type of financial services that would encourage an expansion of productive activities. Barriers to credit and financial markets are a particularly severe problem for smaller enterprises, those operating in the informal economy, and agricultural activities. Not only is access to credit limited, the cost of credit is typically high throughout Africa. Financial market rigidities frequently have a more profound negative impact on the quality of employment in African countries than labour market inflexibility.
A number of factors are particularly important in contributing to the relatively high costs of credit in African banking systems. First, the risk premium that borrowers must pay in formal credit markets is extremely high. This is due to perceptions, often incorrect, that most creditors are high risk borrowers and not bankable (Atieno, 2001). The reliance on perceptions is important, since many commercial banking sectors never developed the capacity to collect information on the creditworthiness of potential borrowers outside of their traditional clientele (Kimuyu and Omiti, 2000; Nissanke and Aryeetey, 1998; Steele, et al., 1997). For small-scale and rural borrowers, transactions costs may also raise the cost of credit from commercial banks. Because many banks in Africa have traditionally extended credit to the public sector or to finance international trade, they may be inefficient in managing loans to small producers (Steele et al., 1997). A second contributing factor to the sizeable interest rate spreads observed in Africa is the market structure of the banking system itself. Banking tends to be highly concentrated, with a few large banks dominating the sector. Finally, central bank policies which target low rates of inflation often yield excessively high real interest rates (Heintz and Pollin, 2008).

One reason behind the low quantity of credit extended to the private sector is that banks in sub-Saharan Africa currently tend to hold excess liquidity (Sacerdoti, 2005; Mkandawire, 1999; Steele et al., 1997). That is, commercial banks prefer to hold short-term government securities rather than extending loans to borrowers whom they perceive to be high-risk. Under these conditions, credit to the private sector is rationed. Credit rationing is likely to be particularly severe for rural and small-scale borrowers for the same reasons that interest rates are extremely high: lack of credit information systems and perceptions of risk.


In short, institutional barriers in the banking sector limit the availability of credit to small-scale producers and the informal self-employed. Since these individuals tend to have limited access to capital assets, credit represents one channel through which this constraint could be relaxed. However, the informal self-employed are effectively excluded from participating in the formal financial sector and, when they do have access to credit, the terms under which they must borrow are unfavourable. Such economic exclusion, and unfavourable inclusion, limits the scope to improve the quality of employment opportunities by, for example, investing in capital equipment which could raise productivity and living standards.

Market access. For the informal self-employed and those working in small enterprises, the domestic market is the primary source of demand for goods and services. For example, research has found that, in Ghana, informal employment depends on domestic demand in local markets (Barwa, 1995). In Kenya, informal enterprises rely almost exclusively on domestic markets (Pollin, Githinji, and Heintz, 2008). Therefore, barriers to market access and insufficient local demand will limit the ability of these individuals to realize income from their productive efforts. A number of factors contribute to enhancing market access. For example, public investments in roads, storage facilities, and communications infrastructure improve access. Macroeconomic policies have a direct impact on the level of domestic demand and the development of markets. Often, substandard infrastructure and restrictive macroeconomic policies constrain access to domestic demand. 
In many cases, the majority of the informally self-employed in African countries, outside of agriculture, are engaged in the provision of services (see, for example, Pollin, Githinji, and Heintz, 2008). This has important implications for how we think about policies to improve earnings and productivity. Productivity in services is distinct from productivity in manufacturing and other industrial activities. Productivity in services, and by extension earnings in service activities, is strongly influenced by the level of demand and development of markets. For example, a street trader’s productivity will be largely determined by the quantity of goods she sells within a given time period. In manufacturing, productivity is often thought of as a ‘supply-side’ factor, linked to the nature of production technology. In services, the boundary between the supply-side and demand-side is blurred in the determination of overall productivity – issues of domestic demand and market access become crucially important.

Institutional barriers to direct market access can affect earnings in other ways. In some cases, informal workers must go through various intermediaries in order to access markets. This worsens their terms of trade, since the intermediaries capture a significant share of the value produced along the supply chain. Often specific interventions can increase direct market access and improve the terms of trade. For example, in South Africa, the municipal government of Durban/eThekwini established buy-back centers in the city to allow companies to purchase recyclable materials directly from self-employed waste collectors. Prior to the establishment of the buy-back centers, waste-collectors often had to rely on intermediaries for market access. In this way, a targeted, municipal-level intervention was able to increase market access and to create a type of market exchange which was not prevalent before (Chen et al., 2005). 
Urban policies. The governance of urban space in general – and public space in particular – is central to the livelihood strategies of many of the informal self-employed. Moreover, the issue will only become more important in the future, given the rates of rural-to-urban migration and the projected growth rates of the urban population in Africa. The informal self-employed need space in order to operate their enterprises. However, because the majority of these workers are asset-poor, they lack private property rights over such space. In some cases, it is possible to operate the informal business from a residential structure. Even then, the tenure rights of these households may be uncertain. In other cases, the activities cannot be restricted to private homes. For example, street traders need to go to their markets – their markets may not come to them.

Urban public space may be considered a type of public asset – although with specific properties. For example, access may not be entirely unrestricted or non-monitored, some level of exclusion is possible. Moreover, the use of urban public spaces by one individual does not necessarily preclude its use by others (e.g. mobile roadside retailers), but issues of congestion and diminishing returns can become serious problems. One approach to addressing problems of congestion, insecure tenancy, and ‘tragedy of the commons’ effects is to increase the excludability of such space by defining enforceable private property rights (de Soto, 1989). The benefits of privatization is a common theme of the neoliberal policies which have dominated the development strategies of most African countries over the past several decades. 

However, privatizing public space may not produce welfare improvements when informal use of public space generates synergies among informal activities (e.g. clustering of informal activities facilitates the development of markets and higher levels of demand), economies of scale exist (e.g. when multiple uses of public space are possible without significantly raising the costs or lowering the productivity of other users), or there are concerns over equity (e.g. if the poor are unable to secure access to privatized property rights). Therefore, a viable regulatory framework for the urban environment is needed, one that improves the security of access to public assets among the informal self-employed. Some of the approaches to the management of competing uses of urban spaces, adopted by municipal governments in many African countries, which aim to ‘clean up the streets’ can be disastrous for the livelihoods of the informal self-employed. The so-called ‘backwardness’ of informal employment is deemed to be inconsistent with a modern urban setting and so-called ‘world class cities.’ However, this style of urban management will undermine attempts to improve the employment opportunities of the poor and thereby reduce poverty.

African employment in the context of widespread informality

We now return to the question raised at the beginning of the chapter: what is the appropriate employment strategy for African economies in which informal employment tends to be the rule, rather than the exception? 

It is hard to escape the fact that informal employment, in all its diversity, represents an important source of livelihoods. Given the low level of private industrial employment in most African countries, even if formal employment opportunities were to grow rapidly, informal employment will remain critically important for decades. However, because informal employment is seen as a marker of underdevelopment, it has been marginalized in policy discussions and development strategies. 
Instead, the blame for poor quality employment is often levied on labour markets, despite the paucity of evidence in support of this proposition. Financial and industrial policies typically cater to larger firms, with more political and economic influence. Moreover, the banking sector will resist reform when the current way of doing business is quite profitable. Exporters also disproportionately influence the direction of economic policy. An emphasis on exports de facto excludes informal enterprises, which are linked to domestic markets. Those individuals and households relying on informal employment have little voice, and therefore employment policies remain disconnected from the reality of people’s livelihoods in Africa. Since policies are often not crafted with informal employment in mind, it is not surprising that the constraints outlined in the previous section – in terms of finance, market access, and urban space – continue to limit earnings and productivity among informal workers.

What is needed is a shift in thinking and politics to re-orient employment policy towards removing the constraints that limit productivity and mobility in informal employment. At the same time, we must acknowledge that this is only a partial answer. Informal employment in most African countries is concentrated in service activities where the scope for productivity improvements is limited. Own-account workers in informal manufacturing cannot capture the benefits of economies of scale due to the nature of informal enterprises. In short, there are real limits to productivity improvements in informal activities that go beyond the institutional and policy constraints highlighted earlier. Nevertheless, informal employment will not disappear any time soon – the informal sector remains as relevant today as when it was first discussed by the ILO with regard to Kenya and Hart with regard to Ghana.
Therefore, efforts to improve the working conditions of informal workers must be seen as complementary to, and not a substitute for, a broader economic development agenda that includes an emphasis on agrarian livelihoods and expansion of formal employment opportunities. The policy playing field is not level – systematic biases against informal employment exist, and these must be eliminated. Employment strategies must be inclusive of informal activities and aim to integrate them more closely into development policy. This involves a particular process of ‘formalization’ of informal employment, one that goes well beyond the notion of registering the unregistered enterprises – i.e. extending to the informal economy economic services (e.g. finance), appropriate regulation (e.g. urban policy), and stronger linkages with the domestic economy (e.g. market access). Moreover, the kinds of barriers to mobility discussed earlier represent impediments to the fuller integration of formal and informal spheres of the economy. Identifying and removing these barriers would also encourage greater economic inclusion.
In conclusion, it is useful to reiterate the observation that improving employment opportunities in Africa is a development challenge, one that requires a variety of specific interventions, the precise nature of which depends on the structure of employment and the particulars of the institutional setting. Informal employment must be included in broad-based strategies for economic development and poverty reduction, but with an ultimate aim of transforming these employment arrangements so that they are no longer marginalized in terms of economic institutions and policy formulation.  The creation of such an inclusive, employment-centred approach to economic development is necessary to lay the foundation for egalitarian growth in Africa.
Appendix
Notes on country-specific definitions of informal employment.
Ghana. For the self-employed: individuals who work in unregistered enterprises. For paid employees: formal employees had access to paid leave and/or some kind of pension.

Kenya. For self-employed: individuals who work in an unregistered household enterprise. For paid employees: based on the sector of the employer, given the design of the Kenya Integrate Household Budget Survey. Employees are considered to be formal if they work in private corporations, government departments, public enterprises, or national/international NGOs. Employees of individuals or other categories of employers are considered to be informal.
Madagascar. For the self-employed: individuals who work in unregistered household enterprises (without a número statistique). For paid employees: informal employees have no access to a pension, or any social protection in the form of medical coverage.
Mali. For the self-employed: individuals who work in an unregistered enterprise. For paid employees: employees are informal if there are no employer contributions to the social fund, no paid leave, and no sick leave.
South Africa. For self-employed: individuals who work in an unregistered enterprise. For paid employees: employees are formal if they have an employment contract or if the employee receives both paid leave and pension contributions.
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Notes
�    In 2003, the 17th International Conference of Labour Statisticians made a distinction between informal employment and employment in the informal sector. We use this distinction in this chapter. The informal sector is defined in terms of the nature of the enterprise. Informal enterprises are not registered with a government body or subject to the full set of formal regulations. In contrast, informal employment uses a jobs-based definition. Informal employment refers to jobs that are not covered by a basic set of social and legal protections.


�     Santiago Levy makes a similar argument about the inefficient employment of labour in informal activities in Mexico, but in this case, he assumes that informality is freely chosen. He argues that distortions introduced by Mexico’s social security system create incentives for individuals to enter informal employment. The allocation of labour to low-productivity activities hinders economic growth (Levy, 2008).


�    For example, the ILO report argues that “the informal sector is not a problem but a source of future growth” (ILO, 1973, p. 505).


�    Hart raises the question, “Does the ‘reserve army of urban unemployed and underemployed’ really constitute a passive, exploited majority in cities like Accra, or do their informal activities possess some autonomous capacity for generating growth in the incomes of the urban (and rural) poor?” (Hart, 1973, p. 61).


�    Hussmanns (2004) presents a more detailed discussion of the international definitions of informal employment, based on the recommendations of the International Conference of Labour Statisticians.


�    For a review of various theories of informality, including dualist approaches, see Kucera and Roncolato (2008).
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