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Abstract 

 

This paper seeks to better understand informal employment among young people (15-29 years) 
in countries of the Asian and Pacific region where comprehensive and comparable data are 
available. It argues that youth in informal employment are at a significant disadvantage relative 
to those in formal employment, especially concerning wages, job benefits, job satisfaction and 
access to finance. Evidence is provided by ILO School-to-Work Transition Survey (SWTS) 
micro datasets for descriptive statistics as well as for a regression analysis. Moreover, policy 
recommendations, which include reference to the Sustainable Development Goals, are put 
forward as ways to ameliorate circumstances around youth employment and overall 
development.   
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I. Introduction 

1. Youth, often considered agents of change, play an important role in achieving the 

Sustainable Development Goals. However, they frequently face obstacles to fulfilling 

their potential. In this context, Asia and the Pacific, in 2018, had a youth (those aged 

15-24) unemployment rate of 10.9 per cent, over three times greater than the adult 

unemployment rate of 3.3 per cent. The Asia-Pacific youth unemployment rate is low 

compared to 13.7 per cent for Africa, 16.5 per cent for Europe, and 18.1 per cent for 

Latin America and the Caribbean;1 and less than one-third of the rate in the Middle 

East and North Africa, where 26.9 per cent of youth were unemployed in 2018.2 Yet, 

low unemployment and inactivity rates are not necessarily signs of a stronger labour 

market, as they may mask high rates of informal employment and working poverty. 

Such a situation is noted by General Assembly Resolution 68/130 of 18 December 2013, 

which sates “…generating decent work for youth is one of the biggest challenges that 

needs to be tackled”. 

 

2. This paper looks specifically at informality in the labour market among youth in 

the four developing countries of Asia and the Pacific where comprehensive and 

comparable data on youth in informal employment are available, namely: Bangladesh, 

Cambodia, Nepal and Viet Nam. Despite the relatively high economic growth 

experienced in all four countries over the past few years,3 with the partial exception 

of Viet Nam, a significant portion of their populations still live in poverty, including 

a large percentage of youth.4 To reiterate General Assembly Resolution 68/130, one of 

the most critical problems faced by young people in these countries and many others 

in Asia and the Pacific is a lack of opportunities to make a decent living. Many young 

people face obstacles finding their first job, and when they do, it is often on a short-

term contract or part-time basis. Too often, they are in informal jobs with no benefits 

or prospects for progress.5  

 

3. In 2018, youth unemployment rates in Bangladesh, Cambodia, Nepal and Viet 

Nam were, respectively, 11.6, 0.5, 4.3 and 7.3 per cent. The levels in the latter three 

countries were well below the aforementioned Asia-Pacific aggregate of 10.9 per cent, 

while all four countries had levels below the global aggregate of 12.7 per cent. 6 

Nevertheless, in the selected countries, the size of the informal sector is quite 

remarkable, ranging from 47.6 per cent of the employed labour force in Bangladesh to 

91.4 per cent in Nepal.7 Moreover, young people are often overrepresented in the 

                                                           
1 ESCAP Online Statistical Database. Available from: http://data.unescap.org/escap_stat/#data/ 
2 World Bank Database. Available from: https://data.worldbank.org/indicator/SL.UEM.1524.ZS 
3 ESCAP Online Statistical Database. Available from: http://data.unescap.org/escap_stat/#data/ 
4 ESCAP, Switched On: Youth at the Heart of Sustainable Development in Asia and the Pacific (ST/ESCAP/2744). 
5 ESCAP, Regional trends regarding education and employment, particularly the challenges arising from the transition from 
school to work (E/ESCAP/CSD(4)/3). 
6 ESCAP Online Statistical Database. Available from: http://data.unescap.org/escap_stat/#data/ 
7 ILO School-to-work transition survey (SWTS) micro data files (Geneva: ILO, 2016). Available from: 
http://www.ilo.org/employment/areas/WCMS_234860/lang--en/index.htm 
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informal sector.8 According to recent ILO estimates, informality is prevalent among 

the young population, with 86.3 per cent in informal employment in the region 

compared with 67.1 per cent of the adult population.9 

 

4. High levels of youth participation in informal employment lead to several 

concerns, in particular due to the inherent vulnerability of such employment and, as 

seen below, many unfavourable attributes. The situation is confounded by events 

occurring during the formative period of the lives of young people. Youth is an 

essential time for building human and social capital. Engaging in formal work has 

been shown to increase a person’s civic participation and sense of belonging in 

society.10 On the other hand, informal employment largely impedes human and social 

capital development due to a lack of regulations and adequate opportunities for 

training and networking.11 Moreover, the lower wages often associated with informal 

employment, relative to those in formal employment, can lead to compromises in 

terms of health and well-being. A further consideration is that by not starting to 

contribute towards some form of social protection scheme during their early working 

years, there is the risk of youth being unable to maintain a decent standard of living 

in later life. Beyond the individual, there are significant consequences to society. The 

informal economy represents a loss of potential government tax revenue and acts as a 

major barrier to broader implementation of social and labour protection 

mechanisms.12   

 

5. Although informal employment among youth is prevalent in Bangladesh, 

Cambodia, Nepal and Viet Nam, there is a dearth of comprehensive research on the 

characteristics most strongly correlated with participation in informal work. By carrying 

out such research, this paper aims, through analysis and policy recommendations, to 

contribute to a better understanding of youth in informal employment and how to 

improve their situation, such as through strengthened labour control, support to social 

protection schemes, while accelerating the process of shifting labour from the informal 

to the formal sector. The paper is structured as follows: section two includes a literature 

review, data overview and descriptive statistics; section three presents the econometric 

model used and explores the results of the regression analysis; and section four provides 

conclusions and policy recommendations aimed at helping policymakers address issues 

concerning informal employment among youth. 

                                                           
8 ILO School-to-Work Transition Surveys used to compute average youth informality rate and ILO national reports 
used to calculate the total population informality rate. 
9 ILO. Women and men in the informal economy: a statistical picture (third edition) (International Labour Office – 
Geneva: ILO, 2018). 
10 World Bank, World Development Report 2013: Jobs (Washington, D.C.:  World Bank, 2012). Available from: 
https://openknowledge.worldbank.org/handle/10986/11843 
11 David James-Wilson, Youth Livelihoods Development Program Guide (USAID, 2008). Available from: 
http://www.hiproweb.org/fileadmin/cdroms/biblio-reference-0912/documents/RRD-143-youth-
LivelihoodsGuide.pdf 
12 Marc Bacchetta, Ernst Ekkehard and Juana P. Bustamante, Globalization and informal jobs in developing countries 
(Geneva: ILO, 2009). Available from: 
http://www.ilo.org/wcmsp5/groups/public/@dgreports/@dcomm/documents/publication/wcms_115087.pdf  

 

https://openknowledge.worldbank.org/handle/10986/11843
http://www.hiproweb.org/fileadmin/cdroms/biblio-reference-0912/documents/RRD-143-youth-LivelihoodsGuide.pdf
http://www.hiproweb.org/fileadmin/cdroms/biblio-reference-0912/documents/RRD-143-youth-LivelihoodsGuide.pdf
http://www.ilo.org/wcmsp5/groups/public/@dgreports/@dcomm/documents/publication/wcms_115087.pdf
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II. Literature, data and descriptive statistics 

A. Understanding informal employment 

6. The term ‘informal sector’ originated in the 1970s defining economic activities 

taking place outside of corporate public and private sectors. A pioneer in usage of the 

term was the British anthropologist Keith Hart during his 1971 study of economic 

activities among rural migrants in Accra, Ghana. He found that the informal economy 

offered financial rewards despite a lack of formal employment opportunities and a low 

wage remuneration ceiling, while indicating that informal opportunities diminished with 

the development process. 13  Yet the informal sector remains a significant element of 

contemporary capitalism;14 moreover, it has endured, in spite of economic growth, such 

as the case with outsourcing, where formal companies may use informal subcontractors 

to save on costs. Hart’s view aligns itself largely to the dualist school of thought, which is 

briefly outlined below, along with the three other main schools of thought: 

 

a) Dualist: the informal economy is marginal to the formal economy and 

provides the poor with income and emergency safety nets.  

b) Structuralist: it comprises small economic units acting to reduce labour 

costs of large capitalist companies and which, in turn, increases their 

competitiveness. 

c) Legalist: it consists of entrepreneurs who purposefully avoid extra costs 

and the effort of formal registration but need legal rights to translate their 

assets into official property. 

d) Voluntarist: it is composed of entrepreneurs who operate informally to 

circumvent taxation, fees such as electricity and rent, commercial 

regulations and associated costs of formal operation.15  

 

7. Participation in the informal sector may be voluntary or involuntary.16 In this 

regard, the extent of involuntary informal employment has been said to account for 

around 45 per cent of the informal sector, implying that informal sector work is very often 

a strategy of last resort, especially in poorer developing countries. 17 This is reinforced by 

the assertion that, given the significant overlap between high proportions of informal 

employment and poverty rates, “informal workers in poverty cannot be voluntary in any 

                                                           
13  Keith Hart, “Informal income opportunities and urban employment in Ghana”, The Journal of modern African  
studies, vol. 11, No. 1 (1973), pp. 61-89. Available from: 
www.jstor.org/stable/159873?seq=1#page_scan_tab_contents 
14 Anthony Roberts, “Peripheral accumulation in the world economy: A cross-national analysis of the informal 
economy”, International Journal of Comparative Sociology 2014, vol. 54, No. 5-6, pp. 420–444. Available from: 
http://journals.sagepub.com/doi/pdf/10.1177/0020715213519458 
15 Martha Alter Chen, The informal economy: Definitions, theories and policies, WIEGO Working Paper No.1, 2012. 
16 Voluntary participation occurs when workers make a choice based on income or utility maximization. 
Involuntary participation implies that this is the only chance of the worker getting a paid job. 
17 Andrey Launov and Isabel Günther, “Informal employment in developing countries: Opportunity or last 
resort?”, Journal of development economics, vol. 97, No. 1 (2012), pp. 88-98. 

 

http://www.jstor.org/stable/159873?seq=1#page_scan_tab_contents
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meaningful sense of the word”.18 There is also the view that the size of the informal 

economy is a consequence of poorly designed and implemented laws, rather than labour 

regulation per se, given a strong positive association between the number of procedures 

required to start a business and the size of the informal economy.19  

 

8. Other views include seeing informality as motivated by individuals, families and 

firms exiting voluntarily the formal sector after conducting cost-benefit calculations as to 

the worth of state benefits. Individual countries differ significantly in their history, 

institutional makeup and legal frameworks regarding formal and informal employment; 

thus, the extent of exclusion from state benefits or voluntary exit will vary, given the 

national context.20 

 

9. Statistical definitions of the informal economy differ. The 17th International 

Conference of Labour Statisticians (17th ICLS), in 2003, adopted a conceptual framework 

to streamline these differences, supporting countries to develop national definitions of 

informal employment as well as allowing for international comparability of the resulting 

statistics. The term “informal economy” was considered preferable to the traditional 

“informal sector”, because informal workers and economic activities do not belong to one 

sector of economic activity, but cut across many sectors. Moreover, informal employment 

is a broader concept that includes employment of an informal nature in formal enterprises, 

as well as wage and self-employment in informal households and businesses. As for the 

informal economy, the ILO defines this as: “all economic activities that are, in law or 

practice, not covered or insufficiently covered by formal arrangements.”21 Employment in 

the ‘informal sector’ and ‘informal employment’ are concepts referring to different aspects 

of the ‘informalization’ of employment. The ILO further notes that the two concepts need 

to be defined and measured coherently and consistently, so that one can be distinguished 

clearly from the other.22  

 

10. Informal employment can offer workers a certain number of benefits, such as 

greater flexibility and autonomy, and the possibility to avoid paying for high 

administrative costs and services provided by formal jobs that are perceived to be of low 

quality.23  Informal employment can also carry high costs and risks; workers may be 

                                                           
18 David Kucera and Leanne Roncolato, “Informal employment: Two contested policy issues.” International Labour 
Review vol. 147, No. 4, (2008) pp. 321-348. Available from: 
http://ilo.org/public/english/revue/download/pdf/s2_kucera_roncolato.pdf 
19 Simeon Djankov, Rafael La Porta, Florencio Lopez-de-Silanes and Andrei Shleifer, “The regulation of entry.” The 
Quarterly Journal of Economics vol. 117, No. 1 (2002), pp. 1-37. Available from: 
http://www.jstor.org/stable/2696481 
20 Guillermo Perry, William Maloney, Omar Arias, Pablo Fajnzylber, Andrew Mason and Jaime Saavedra- 
Chanduvi, Informality: Exit and Exclusion (Washington D.C.: World Bank, 2007). Available from: 
https://openknowledge.worldbank.org/bitstream/handle/10986/6730/400080Informal101OFFICIAL0USE0ONL
Y1.pdf;sequence=1 
21 ILO, Transitioning to Formality in the Rural Informal Economy (Geneva: ILO, 2015). 
22 ILO, Measuring informality: A statistical manual on the informal sector and informal employment (Geneva: ILO, 2013). 
23 Johannes Jütting, Jante Parlevliet and Theodora Xenogiani, “Informal employment re-loaded”, OECD 
Development Centre Working Paper No. 266 (Paris: OECD, 2010). Available from: 

 

http://ilo.org/public/english/revue/download/pdf/s2_kucera_roncolato.pdf
http://www.jstor.org/stable/2696481
https://openknowledge.worldbank.org/bitstream/handle/10986/6730/400080Informal101OFFICIAL0USE0ONLY1.pdf;sequence=1
https://openknowledge.worldbank.org/bitstream/handle/10986/6730/400080Informal101OFFICIAL0USE0ONLY1.pdf;sequence=1
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subject to unpredictable income due to casual contracts, lack all the benefits generally 

provided by formal jobs and endure poorer working conditions, such as long working 

hours and exposure to occupational hazards and workplace accidents. In addition, setting 

up a business in the informal sector may be more expensive than in the formal sector: 

bribes or high fees may be required to start a business and to stay in operation.24 From a 

broader perspective, informality has gained increasing attention as having a potentially 

negative impact on  economic growth and social well-being, as well as acting as a force 

corrosive to the integrity of societies.25 From the fiscal side, since informal enterprises and 

workers do not sign written contracts and often do not report accurate income figures, 

income and sales tax collected is less than the appropriate amount. This results in smaller 

total fiscal revenue, which limits the ability of governments to offer reliable and 

sustainable economic infrastructure and public services.26 Empirical evidence from Latin 

America demonstrates that an expansion of the ‘informal economy’ can decrease 

economic growth, because of reduced availability of public services for all, while also 

increasing the inefficient utilization of such services.27   

 

11. Turning to specific groups, young workers, particularly those with a lower level 

of education, have a higher probability of being informally employed. Women also tend 

to be over-represented in informal labour markets.28 Women are often drawn to work in 

the informal sector since it will give them the flexibility and autonomy to concurrently 

work and take care of family responsibilities.29 While data exist, there is still a dearth of 

analysis on the main socioeconomic and sociodemographic factors that entice young 

workers to take part in informal employment. This paper aims to fill this gap with specific 

reference to Bangladesh, Cambodia, Nepal and Viet Nam. 

 

 

 

                                                           
http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-
1190659532424/Informal.pdf 
24 Johannes Jütting, Jante Parlevliet and Theodora Xenogiani, “Informal employment re-loaded”, OECD 
Development Centre Working Paper No. 266 (Paris: OECD, 2010). Available from: 
http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-
1190659532424/Informal.pdf 
25 Guillermo Perry, William Maloney, Omar Arias, Pablo Fajnzylber, Andrew Mason and Jaime Saavedra-
Chanduvi, Informality: Exit and Exclusion (Washington D.C., World Bank, 2007). Available from: 
https://openknowledge.worldbank.org/bitstream/handle/10986/6730/400080Informal101OFFICIAL0USE0ONL
Y1.pdf;sequence=1 
26 Robert Kappel and Esther Ishengoma, “Economic growth and poverty: Does formalisation of informal 
enterprises matter?” MPRA Paper 1456, University Library of Munich, Germany, 2006. Available from:  
https://www.giga-hamburg.de/en/system/files/publications/wp20_ishengoma-kappel.pdf 
27 Norman A. Loayza, “The Economics of the Informal Sector: A Simple Model and Some Empirical Evidence from 
Latin America”, Policy Research Working Paper 1727 (Washington D.C.: World Bank, 1999). Available from: 
http://documents.worldbank.org/curated/en/685181468743710751/pdf/multi0page.pdf 
28 ILO, Women and Men in the Informal Economy – Statistical Picture (Geneva: ILO, 2012). Available from: 
http://laborsta.ilo.org/informal_economy_E.html. 
29 Johannes Jütting, Jante Parlevliet and Theodora Xenogiani, “Informal employment reloaded”, OECD 
Development Centre Working Paper No. 266 (Paris: OECD, 2010). Available from: 
http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-
1190659532424/Informal.pdf 

 

http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-1190659532424/Informal.pdf
http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-1190659532424/Informal.pdf
http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-1190659532424/Informal.pdf
http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-1190659532424/Informal.pdf
https://openknowledge.worldbank.org/bitstream/handle/10986/6730/400080Informal101OFFICIAL0USE0ONLY1.pdf;sequence=1
https://openknowledge.worldbank.org/bitstream/handle/10986/6730/400080Informal101OFFICIAL0USE0ONLY1.pdf;sequence=1
https://www.giga-hamburg.de/en/system/files/publications/wp20_ishengoma-kappel.pdf
http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-1190659532424/Informal.pdf
http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-1190659532424/Informal.pdf
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B. Data 

12. All data used in this analysis are from the ILO School-to-Work Transition Survey 

(SWTS) covering youth aged 15 to 29.30 These datasets are based on the responses to the 

standardized ILO surveys carried out between 2012 and 2016 in 28 developing countries 

around the world, and funded by the Work4Youth partnership between the ILO Youth 

Employment Programme and The MasterCard Foundation. Of the 28 countries, 

Bangladesh, Cambodia, Nepal and Viet Nam were selected, using the latest year with 

available data, to paint a comprehensive picture of informal youth employment in these 

countries as well as a more general view of the situation in South and South-West Asian, 

and South-East Asian subregions, with possible relevance in the greater Asia-Pacific 

regional context. Table 1 summarizes survey information related to the selected countries. 

Table 1: Surveys sample sizes and coverage 
 

Country 
 

Sample size 
(15-29 years old) 

 
Geographic 

coverage 

 
Reference period 

Bangladesh            9,197   National  January-March 2013 
        
Cambodia            3,396   National  July-August 2014 
        
Nepal             3,584   National   April-May 2013 
        
Viet Nam             2,234   National  May-June 2015 
        
Total            18,411            

 

13. The questionnaires were all based on the same survey model prepared by the ILO. 

Nevertheless, as the surveys were adapted by the respective national statistical offices 

overseeing their administration, a series of compatibility issues arose including missing 

survey questions and sections, and incongruous categorization of variables. The most 

significant complication for analysis was examining respondents’ educational attainment 

with variables heterogeneously categorized across surveys. Through the redefinition of 

education in each country by factoring in educational levels (primary, secondary and 

post-secondary), it was possible to create a comparable cross-country measure of 

educational background.  

 

14. The definition of informal employment used in this report follows that of the 17th 

ICLS.31 Hence, any young worker belonging to any one of the following categories would 

be classified as informally employed: 

a) Own-account workers and employers employed in their own informal 

sector enterprises. 

                                                           
30 ILO “School-to-work transition survey (SWTS) micro data files” (ILO: Geneva, 2016) Available from: 
http://www.ilo.org/employment/areas/WCMS_234860/lang--en/index.htm 
31 Ralf Hussmanns, “Statistical definition of informal employment: Guidelines endorsed by the Seventeenth 
International Conference of Labour Statisticians” In 7th Meeting of the Expert Group on Informal Sector Statistics 
(Switzerland: Delhi Group, 2003). Available from: 
http://www.ilo.int/public/english/bureau/stat/download/papers/def.pdf 

http://www.ilo.int/public/english/bureau/stat/download/papers/def.pdf
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b) Contributing family workers, irrespective of whether they work in formal 

or informal sector enterprises. 

c) Employees holding informal jobs, whether employed by formal sector 

enterprises, informal sector enterprises, or as paid domestic workers by 

households. 

d) Members of informal producers’ cooperatives.   

e) Own-account workers engaged in the production of goods exclusively for 
own final use by their household. 

 

15. Given the availability of survey data, the report includes all agriculture-related 

jobs as part of informal employment, contrary to certain practices, especially in light of 

limited survey reach and high costs. The reason is that in Bangladesh, Cambodia, Nepal 

and Viet Nam, the agricultural sector still accounts for a significant portion of the 

employed labour force, amounting to 41, 42, 73 and 42 per cent, respectively.32 Ignoring 

this would mean losing an important piece of information on informal youth employment, 

especially given the informal nature of much agricultural employment in the target 

countries. 

 

C. Descriptive statistics 

a) Wage differentials 

16. When considering youth employment, informal work consistently delivers lower 

wages compared to formal work across all indicators (education levels, sex and urban-

rural residence), as demonstrated in table 2. The only exception is youth with post-

secondary education in Cambodia, where those working in informal jobs earn marginally 

higher mean monthly wages than their counterparts in formal jobs, possibly due to a 

mismatch between skills with jobs for more-educated individuals, which makes 

engagement in informal jobs more economically beneficial. In Viet Nam, where the 

highest wages are found, formal employment provides remuneration at levels most 

noticeably greater than informal employment. This is starkest in the case of no education, 

where wages are almost three times higher for formal employment. These findings are 

consistent with the assertion that the proportion of youth informally employed is 

considerably lower among those who have completed post-secondary education and 

training than among those with lower education levels.33 

 

 

 

 

 

 

 

                                                           
32 World Bank Database. Available from: https://data.worldbank.org/indicator/SL.AGR.EMPL.ZS 
33 Sarah Elder, Labour market transitions of young women and men in Asia and the Pacific (Geneva: ILO, 2014). 
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Table 2: The effect of informality on mean monthly wage (current US$), disaggregated by 
sex, education level and geographic location (all figures in PPP US$) 
 

 Bangladesh Cambodia Nepal Viet Nam 

  Formal Informal Formal Informal Formal Informal Formal Informal 

Male  248 199 361 223 372 220 527 315 

Female  214 152 351 227 460 263 473 258 

No education  88 351 111 363 186 512 183 

Primary education 196 170 346 202 349 248 506 266 

Secondary education 215 194 356 253 380 290 472 321 

Post-secondary education 290 216 369 386 532 313 521 391 

Rural 226 191 372 264 422 243   

Urban 237 184 347 213 440 269   

key   
 

  Less than US$100 
 

  US$100-199 
 

  US$200-299 
 

  US$300-399 
 

  US$400-499 
 

  More than US$500 
 

  No data available 
 

Source: ESCAP based on STWT surveys. 
 

17. Reflecting challenges in the context of SDG 5 on gender equality, young women 

typically earn less than their male counterparts, besides in Nepal, where young women 

have higher wages than young men in both types of employment. This could be explained 

by the portion of Nepali women in the survey being, on average, better-educated than 

Nepali men. Around 18 per cent of women are educated to the post-secondary level, 

compared to 12 per cent of men; moreover, the figures for no education are 16 and 21 per 

cent, respectively. Otherwise, while many women obtain a relatively high level of 

education across the four countries, the average man is still better educated than the 

average woman. Being educated generally allows individuals to secure better-paid jobs, 

while avoiding domestic or unpaid work. This could explain why Nepali women tend to 

earn more than their male counterparts.  

 

18. Apart from Cambodia, the wage gap between formal and informal workers is 

more significant for female than male youth. This suggests that, while men earn higher 

average wages than women, disparities along gender lines deserve attention when 

analysing informality among youth.  

 

19. Table 2 also shows some anomalies; for instance, in formal employment 

individuals with no education earn more than those with primary education. On the other 

hand, within informal employment, individuals with a primary education earn 

substantially higher incomes than those with no education. This could result from 

individuals engaging in formal employment having fewer income incentives to pursue 

higher levels of education, an observation supported by people with secondary education 
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not receiving substantially higher returns on education, and, in the case of Viet Nam, 

receiving lower income returns, than those with less education.  

 

20. When looking at wage gaps between informal and formal workers, as education 

increases, the wage gap tends to decrease. This observation is consistent across all four 

countries at the lowest levels of education and is true for all educational levels in 

Cambodia and Viet Nam. This could reflect the differences in quality of employment 

between informal and formal jobs, with education acting as an equalizing force 

minimizing the adverse effects of informality. The trend reverses at the post-secondary 

level, in Bangladesh and Nepal, where the wage gap becomes much more significant – it 

increases from 11 to 35 per cent and from 31 to 70 per cent, respectively, when comparing 

secondary and post-secondary education. 

 

21. Considering wages in these countries are not very high regardless of the kind of 

work engaged in, even marginally higher wages can make a dramatic difference to quality 

of life. A closer examination of income distribution in each country illustrates a deeper 

understanding of gaps in income between formal and informal workers (figure 1). 

 

22. Bangladesh stands out as the country with both the closest average incomes and 

most similar distributions between informal and formal employment. The distribution of 

formal jobs in Cambodia is closest to a normal distribution and the flatness of the informal 

job line. The latter shows less clustering around the average income line than the other 

line, and also, unlike in the other countries, income levels considerably higher than the 

highest formal job income levels.  

 

23. The phenomenon of few youth in informal jobs earning relatively high levels is 

also seen in Viet Nam and particularly in Nepal, where the average informal income level 

is pulled to the right of the peak of the informal job line by these high earners. Nepal also 

shows the most significant difference in average income earned between formal and 

informal jobs, respectively US$431 (PPP) and US$250 (PPP): informal workers earn, on 

average, only 58 per cent of formal workers.  
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Figure 1: Income (PPP US$) distribution among youth in formal and informal jobs 
 

   
Bangladesh                                                                Cambodia 

 
 

   
Nepal                                                                 Viet Nam 

 

Source: ESCAP based on STWT surveys. 

 

24. Besides Bangladesh, informal job income is more positively skewed than formal 

job income, meaning that the average income ‘increases’ by the relatively few high-income 

observations at the upper-end of the distribution. This is one of the characteristics of 

informal employment, whereby few members of higher income groups are found in 

certain lucrative informal activities.34 It results in the majority of youth in informal jobs 

earning less than the average income level, putting them in a more vulnerable situation 

of low earnings. As seen below, this is confounded by such youth in informal work having 

far fewer job benefits relative to their counterparts in formal work. 

 

 

 

 

                                                           
34 Keith Hart, “Informal income opportunities and urban employment in Ghana”, The Journal of modern African 
studies, vol. 11, No. 1 (1973), pp. 61-89. Available from: 
http://www.jstor.org/stable/159873?seq=1#page_scan_tab_contents 

 

http://www.jstor.org/stable/159873?seq=1#page_scan_tab_contents


Social Development Working Paper           No. 2019/02 

 

 
13 

b) Job benefits 

25.  Informal employment often lacks the social protection offered by formal 

employment.35, 36 Social protection is a universal right and features in SDGs 1 (poverty), 3 

(health), 5 (gender), 8 (employment) and 10 (inequality). Furthermore, it is an essential 

element of decent work, as repeatedly noted by ILO and other United Nations entities.  

 

26. In addition to a lack of social protection, informal workers typically receive low 

and unreliable incomes as well as endure hazardous working conditions, all of which 

make them highly vulnerable.37 In this context, the share of young workers who receive 

benefits in both formal and informal jobs was computed, as elucidated in table 3.  

 

27. As can be seen, less than 20 per cent of informal workers receive almost all types 

of benefits. Conversely, formal workers have much higher levels. This is consistent with 

every benefit category in all four countries, except for meal allowances in Nepal, where 

the rate for informally employed individuals is higher than for formally employed ones. 

At the country level, Viet Nam and Bangladesh display the highest disparities between 

formal and informal workers. The most significant variations in all four countries occur 

regarding annually paid leave, paid sick leave, pensions or old-age insurance, social 

security contributions, occupational safety, childcare facilities and maternity/paternity 

leave.   

 

28. Coverage of pensions or old-age insurance and childcare facilities are the lowest, 

with figures mostly at or below one per cent for youth in informal employment, while the 

figures for those in formal employment are generally well above 10 per cent and as high 

as 45 per cent. Another striking example is that 83.4 per cent of formally employed 

individuals in Viet Nam enjoy annual paid leave, compared to 10.0 per cent of their 

informally employed counterparts. This is influenced by most informal workers being 

employed on a daily casual or contract basis and thus not being provided with paid leave, 

while their salary is deducted on the days they are not at work.38 Consequently, such 

workers do not have the basic employment security that formal employment offers.  

 
 
 
 

                                                           
35 Ana-Maria Oviedo, “Economic Informality: Causes, Costs, and Policies: A Literature Survey of International 
Experience.” Background Paper prepared for Country Economic Memorandum (CEM)–Informality: Causes, 
Consequences, Policies, Turkey 2009. Available from: 
http://siteresources.worldbank.org/TURKEYEXTN/Resources/361711-
1277211666558/bpg_CausesCostsAndPolicies.pdf 
36 Johannes Jütting, Jante Parlevliet, & Theodora Xenogiani, “Informal employment re-loaded”, OECD 
Development Centre Working Paper No. 266 (Paris: OECD 2010). Available from: 
http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-
1190659532424/Informal.pdf 
37 Francie Lund, Social Protection and the Informal Economy: Linkages and Good Practices for Poverty Reduction and 
Empowerment: Promoting Pro-Poor Growth: Social Protection (Paris: OECD, 2009). 
38 Catherine Saget, Wage fixing in the informal economy: Evidence from Brazil, India, Indonesia and South Africa (Geneva: 
ILO, 2006) Available from: http://www.ilo.org/wcmsp5/groups/public/---ed_protect/---protrav/---
travail/documents/publication/wcms_travail_pub_16.pdf 

http://siteresources.worldbank.org/TURKEYEXTN/Resources/361711-1277211666558/bpg_CausesCostsAndPolicies.pdf
http://siteresources.worldbank.org/TURKEYEXTN/Resources/361711-1277211666558/bpg_CausesCostsAndPolicies.pdf
http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-1190659532424/Informal.pdf
http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-1190659532424/Informal.pdf
http://www.ilo.org/wcmsp5/groups/public/---ed_protect/---protrav/---travail/documents/publication/wcms_travail_pub_16.pdf
http://www.ilo.org/wcmsp5/groups/public/---ed_protect/---protrav/---travail/documents/publication/wcms_travail_pub_16.pdf
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Table 3: Job benefits accrued by youth in formal and informal employment, percentages 
 

 Bangladesh Cambodia Nepal Viet Nam 

  formal informal formal informal formal informal Formal informal 

Transport 
allowance   59.1 20.0 38.3 13.7 37.7 6.6 

Meal allowance   63.9 36.2 30.4 36.4 65.3 40.2 

Annual paid leave   80.8 17.6 85.8 22.0 83.4 10.0 

Paid sick leave 65.7 7.8 52.8 16.0 79.0 20.6 71.6 6.6 

Pension/old-age 
insurance 26.5 0.9 17.7 5.4 27.3 0.6 44.7 1.3 

Severance/end of 
service payment   47.3 9.8 42.3 7.5 6.4 0.0 

Overtime pay   77.5 25.9 40.1 31.6 73.5 29.6 

Medical insurance 
coverage   51.6 7.9 38.7 10.1 83.7 3.8 

Bonus/reward for 
good performance   66.1 19.8 47.7 8.9 54.7 15.6 

Social security 
contribution   33.2 5.7 20.1 3.4 79.8 2.3 

Educational or 
training courses   39.7 12.5 68.9 14.2 39.5 3.1 

Occupational safety 58.6 6.2 44.1 11.2 46.3 11.9 62.5 11.2 

Childcare facilities 21.0 1.1 3.0 0.7 11.9 4.1 11.2 0.5 

Maternity/paternity 
leave 59.0 3.8 67.4 12.6 55.9 10.2 51.1 3.1 

key   

  0-20 per cent 

  21-40 per cent 

  41-60 per cent 

  61-80 per cent 

  81-100 per cent 

  No data available 

 
Source: ESCAP based on STWT surveys. 

 

29. In conjunction with low wages, a lack of benefits renders informal workers highly 

vulnerable to external shocks in both the short- and long-term. In the short-term, 

aside from covering daily needs, individuals may also have to save a portion of 

their income to cover medical or educational expenses. In the long-term, a lack of 

savings and contributions to pension funds puts informal workers at risk of living 

in poverty in old age. While there are significant disparities between youth in 

formal and informal jobs, youth as a whole lack many aspects of social protection. 

The findings reveal that few benefits are received by more than half of the total 

employed youth population. For example, in Cambodia, Nepal and Viet Nam, the 

share of the total workforce in the sample with medical insurance is just 23.4, 18.4, 

and 47.1 per cent, respectively. Similarly, only 5.4, 9.8, 8.4 and 24.9 per cent of the 
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respective sample workforce in Bangladesh, Cambodia, Nepal and Viet Nam, are 

part of a pension or old-age insurance fund. 

 

c) Job satisfaction 

30. One of the most critical factors in understanding the labour market is ascertaining 

whether individuals voluntarily choose informal employment or are pushed into such 

jobs because of barriers to formal sector jobs.39 However, due to the lack of information 

on individual motivation, it is challenging to be sure whether the decision is driven by 

perception of opportunities or as a strategy of last resort.40 Despite this obstacle, non-

monetary motivations can be represented by observations of job satisfaction.  

 

31. Table 4 demonstrates that most young workers are satisfied (either very satisfied 

or somewhat satisfied) with their current employment, whether they are employed in the 

formal or informal sector. However, youth with formal jobs are consistently more satisfied 

than those in informal jobs. Nepal stands out as the only country where workers (in this 

case youth with informal jobs) are more dissatisfied than satisfied and there is a very 

sizable difference between those in formal and informal employment.  

Table 4: Job satisfaction among youth in formal and informal employment, percentages 
 

  

Bangladesh Cambodia Nepal Viet Nam 

Formal  Informal Formal  Informal Formal  Informal Formal  Informal 

Very 
satisfied 13.3 6.9 57.6 47.6 34.4 7.2 14.5 6.5 

Somewhat 
satisfied 70.3 71.8 40.2 46.4 47.0 25.3 77.1 68.4 

Somewhat 
dissatisfied 14.8 19.9 1.8 5.3 15.3 50.4 8.4 23.2 

Very 
dissatisfied 1.5 1.4 0.3 0.8 3.4 17.1 0.0 1.9 

 
 

Note: Figures have been rounded. 
Source: ESCAP based on STWT surveys. 

 
32. When looking specifically at the category ‘very satisfied’, formal workers have 

values substantially higher than informal workers, indicating that, as a group, they are 

not only more satisfied, more of them are very satisfied than somewhat satisfied relative 

to informal workers. Nepal again stands out, since 17.1 per cent of informal workers report 

being ‘very dissatisfied’ with their jobs, whereas in the other three countries values are all 

less than 2.0 per cent for this group.  

 

33. There are many reasons why young people appear satisfied in their employment, 

and a look to the previous analysis of job benefits received offers possible explanations. 

As more workers in formal employment enjoy employment benefits, it follows that they 

tend to be more content with their employment compared to those in the informal sector. 

                                                           
39 Andrey Launov and Isabel Günther, “Informal employment in developing countries: Opportunity or last 
resort?” Journal of development economics, vol. 97, No. 1 (2012), pp. 88-98. 
40 Ibid. 
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Another reason may relate to the relative wages between formal and informal workers. 

As seen earlier, informal workers almost exclusively earn less than their formal 

counterparts. Relatively low wages, coupled with a lack of adequate benefits, renders 

informal jobs less desirable than formal jobs. Therefore, if individuals in informal 

employment are dissatisfied but unable to transition into formal employment, whether 

due to a lack of opportunity or lack of required skills, participation in informal 

employment is likely a strategy of last resort.  

 

34. Despite the aforementioned assessment, there are young people working in 

informal employment who are relatively satisfied with their jobs. This phenomenon is 

supported by recent evidence gathered in Argentina, Bolivia, Columbia and the 

Dominican Republic. Here, a significant proportion of independent informal workers 

were found to value the autonomy, flexible working hours and good prospects afforded 

from their work status and would not leave their informal jobs in favour of a job with a 

contract. 41 , 42  This evidence highlights the challenging position of policymakers and 

regulators  if the advantages of formal employment, including higher earnings and better 

conditions, are not perceived as incentives to transition to formal employment. Relatedly, 

informal workers may lack the knowledge and information necessary to fully understand 

the vulnerability of their employment, especially the long-term implications. 

 

d) Hours worked 

 

35. Hours worked as well as flexibility of working hours sheds further light on youth 

employment in formal and informal settings. Gerxhani posits that individuals may choose 

informal employment because it allows flexible working hours and more leisure time.43 

Jutting et al. acknowledge that flexibility is one benefit of informal employment, while 

also identifying long working hours as a factor rendering informal employment costly to 

society.44 Individuals must work longer hours to ensure they accrue adequate earnings, 

while employers may require overtime to increase productivity rather than changing 

work structures or investing in training.45  

                                                           
41 Johannes Jütting, Jante Parlevliet and Theodora Xenogiani, “Informal employment re-loaded”, OECD 

Development Centre Working Paper No. 266 (Paris: OECD, 2010). Available from: 
http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-
1190659532424/Informal.pdf 
42 Guillermo Perry, William Maloney, Omar Arias, Pablo Fajnzylber, Andrew Mason and Jaime Saavedra-

Chanduvi, Informality: Exit and Exclusion (Washington D.C.: World Bank, 2007). Available from: 
https://openknowledge.worldbank.org/bitstream/handle/10986/6730/400080Informal101OFFICIAL0USE0ONL
Y1.pdf;sequence=1 
43 Klarita Gerxhani, “The informal sector in developed and less developed countries: A literature survey”, Public 
choice, vol. 120, No. 3-4 (2004), pp. 267-300. 
44 Johannes Jütting, Jante Parlevliet and Theodora Xenogiani, “Informal employment re-loaded”, OECD 
Development Centre Working Paper No. 266 (Paris: OECD, 2010). Available from: 
http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-
1190659532424/Informal.pdf 
45 Jon C. Messenger, Sangheon Lee and Deirdre McCann, Working time around the world: Trends in working hours, 
laws, and policies in a global comparative perspective (London and New York: Routledge, 2007). Available from: 
http://www.ilo.org/wcmsp5/groups/public/@dgreports/@dcomm/@publ/documents/publication/wcms_104
895.pdf 

http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-1190659532424/Informal.pdf
http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-1190659532424/Informal.pdf
https://openknowledge.worldbank.org/bitstream/handle/10986/6730/400080Informal101OFFICIAL0USE0ONLY1.pdf;sequence=1
https://openknowledge.worldbank.org/bitstream/handle/10986/6730/400080Informal101OFFICIAL0USE0ONLY1.pdf;sequence=1
http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-1190659532424/Informal.pdf
http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-1190659532424/Informal.pdf
http://www.ilo.org/wcmsp5/groups/public/@dgreports/@dcomm/@publ/documents/publication/wcms_104895.pdf
http://www.ilo.org/wcmsp5/groups/public/@dgreports/@dcomm/@publ/documents/publication/wcms_104895.pdf
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36. The findings from the four target countries of this report do not substantiate the 

aforementioned observations. In fact, on average, formal employees in the four countries 

work around seven hours longer than informal workers. Table 5 shows that Bangladesh 

is the only country where formal and informal workers had similar working hours and 

where those in informal employment worked marginally longer hours than those in 

formal employment.  

Table 5: Average hours worked in a week among youth in formal and informal 
employment 
 

  Bangladesh Cambodia Nepal Viet Nam 

Formal 43 50 45 48 

Informal 44 39 38 38 
 

Source: ESCAP based on STWT surveys. 
 

37. The reasons for those in formal employment working more hours include 

incentives to work longer and receive compensation in the form of overtime payments on 

top of contract-based salaries. Informal employees lack such incentives as well as official 

contracts, and often work shorter hours.  

 
e) Access to finance 

38. Access to financial and social assets (to develop human/social capital) is a crucial 

step to giving youth agency over their economic decisions and providing a path to escape 

poverty, by encouraging entrepreneurship and capacity to save. This is noted by SDG 

target 8.3, which also seeks to promote creativity and innovation. Valuable financial 

services include savings accounts and appropriately structured loans for investment in 

education or enterprise. These services are especially effective when supplemented with 

training in entrepreneurship and financial literacy, and mentorship opportunities. 46 

Despite these benefits, few youth have a savings account, as they face many barriers to 

access financial services. Moreover, there are limited financial service providers that 

understand and effectively serve the youth market, while regulatory frameworks are not 

designed to be youth inclusive or protective of youth rights.47  

 

39. Informality is often associated with the lack of access to finance;48 it can present 

insurmountable obstacles for small and informal entrepreneurs. In fact, an estimated 44 

per cent of informal enterprises see financing as the main hurdle for doing business, while 

the figure for large formal enterprises is only 14 per cent.49 Table 6 demonstrates that, in 

                                                           
46 United Nations, Division for Social Policy and Development, “Financial Inclusion,” Available from: 

https://www.un.org/development/desa/socialperspectiveondevelopment/issues/financial-inclusion.html 
47 United Nations Capital Development Fund, “Youth Financial Inclusion - Factsheet”. Available from: 

http://www.un.org/esa/socdev/documents/youth/fact-sheets/youth-financial-inclusion.pdf  
48 T. H. L. Beck and Mohammad Hoseini, “Informality and Access to Finance: Evidence from India,” DFID 

Working Paper (Tilburg: Tilburg University, 2014). 
49 Ibid. 
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comparison to those in formal employment, youth in informal employment generally 

have less access to finance. 

Table 6  
Access to finance among youth in formal and informal employment, percentages 
 

  Bangladesh Cambodia Nepal Viet Nam 

Formal 23.4 19.5 81.4 50.1 

Informal 21.5 14.3 64.5 12.5 

 

Source: ESCAP based on STWT surveys. 

 
40. The difference in access to financial services between formal and informal workers 

is relatively small in Bangladesh and Cambodia. However, the difference is much more 

pronounced in Nepal and Viet Nam, where those in formal employment have over four 

times the access of those in informal jobs, highlighting the significant barriers faced by 

informally employed youth in accessing loans, savings accounts and other financial 

services. 

 

III. Regression analysis of the characteristics of informality 

A. Background to the analysis 

41. As noted, this paper seeks to highlight the challenges related to informal 

employment among youth - especially how youth in informal jobs are at a 

disadvantage relative to those who are formally employed. In this context, the 

following regression analysis includes certain variables that assist in explaining an 

individual’s probability of engaging in informal employment. To better 

understand the implications of each variable, the following three categories are 

used: 

 

a) Sociodemographic: gender and age.  

b) Socioeconomic: level of education, parents’ level of education, 

access to finance, migrant status and urban or rural residence. 

c) Individual: having children and disability. 

 

B. The model 

42. The following regression was run to explore the relationship between 

participation in informal employment and other variables. Since being informally 

employed is a dichotomous variable, only taking the values 0 (not active) and 1 (active), a 

logistic regression model was used: 

log (
p(informally employed)

1 − p(informally employed)
) =  α +  ∑ βi

11

i=1

∗ xi +  ε 
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43. The coefficients α  and βi  are to be estimated and xi (i=1,..,11) are the level of 

education, children, father’s education, mother’s education, access to finance, migrant 

status, a dummy variable identifying people living in urban or rural areas, disability, sex 

and age.  The results of the regression are shown in the annex. 

 

44. Lastly, to show the marginal effects of the variables of interest on the probability 

of being informally employed, the following transformation was made (these results are 

also shown in the annex): 

(informally employed) =
e α+ ∑ βi

11
i=1 ∗xi

1 + eα+ ∑ βi
11
i=1 ∗xi

 

45. The estimation of the regression allows for quantification of the average effect of 

each variable (while all other variables are kept constant) on the probability of an 

individual participating in informal employment. From this, possible determinants of 

informal employment of youth in the target countries can be ascertained. 

 
a) Sociodemographic characteristics 

46. The findings reveal that young women are 15.5, 11.1, and 5.3 per cent less likely to 

be employed informally than young men in Viet Nam, Bangladesh and Cambodia, 

respectively. These observations are contrary to findings that women are over-

represented in the informal sector worldwide, and especially in developing economies, 

where they are often employed as own-account or subcontract workers, and where few 

engage in high-income activities such as being employers who hire paid employees.50 

However, the situation in Asia differs from other regions in that manufacturing (largely 

formal sector work) tends to be a female domain; with ILO survey results showing that in 

Bangladesh, Cambodia and Viet Nam, manufacturing has a greater share of young 

women than young men as workers.51 This characteristic is related to the dominance of 

garment and high-tech manufacturing in these countries, and the former type of 

manufacturing being gendered as a ‘female’ occupation, while the latter sees gender 

stereotypes leading employers to prefer women. 

 

47. Regarding age, this variable is statistically significant only in the case of 

Bangladesh and Viet Nam. As a person gets older (people in the age group 15-29 years are 

included in the analysis), with each additional year the probability of participating in 

informal employment decreases by 1.2 and 1.3 per cent, respectively, in Viet Nam and 

Bangladesh. One potential explanation for this trend is the educational attainment of 

individuals. Young workers, notably those who are less educated, have reduced chances 

of entering formal employment and are more often found engaged in informal work.52 

                                                           
50 Sylvia Chant and Carolyn Pedwell, Women, gender and the informal economy: An assessment of ILO research and 
suggested ways forward (Geneva: ILO, 2008). 
51 Sarah Elder, Labour market transitions of young women and men in Asia and the Pacific (Geneva: ILO, 2014). 
52 Johannes Jütting, Jante Parlevliet and Theodora Xenogiani, “Informal employment re-loaded”, OECD 
Development Centre Working Paper No. 266 (Paris: OECD, 2010). Available from: 
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Young individuals are frequently drawn to informal employment partly due to ease of 

entry and partly due to the desire to gain experience and occupational skills. Similarly, in 

many countries, informal enterprises train more apprentices and workers than formal 

education and public job-training schemes altogether.53 Apprentice opportunities in the 

informal economy may be one reason why young people enter informal employment. 

However, many have expressed the desire to leave once they accumulate the skills and 

experience to meet the requirements of formal employment.54, 55 

 

b) Socioeconomic characteristics 

48. The most robust finding from the analysis points to the relevance of SDG 4 on 

ensuring inclusive and equitable quality education and promoting lifelong learning 

opportunities for all. Looking at the results table, higher levels of education are associated 

with a lower probability of informal employment in all four countries. Relative to 

someone with no education, obtaining a post-secondary degree decreases the likelihood 

of an individual being engaged in informal employment by 46.6 per cent in Viet Nam, 33.3 

per cent in Bangladesh, 17.2 per cent in Cambodia, and 13.3 per cent in Nepal. Having a 

secondary education diploma decreases the probability of being in informal work only 

slightly less than having a post-secondary degree. This negative relationship between 

level of education and informality of employment is to be expected since the informal 

sector is the dominant employer of unskilled and low-skilled individuals with low 

educational attainment.56 Also, the relationship tends to be monotonic: the more educated 

a person is, the less likely that person will be informally employed.57 The data support 

this at the secondary and post-secondary education level, but not at the primary education 

level.  

 

49. Obtaining a primary education certificate does not appear to have a statistically 

significant difference compared to no education on the probability of informal 

                                                           
http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-
1190659532424/Informal.pdf 
53 Truman Packard, “Do workers in Chile choose informal employment? A dynamic analysis of sector choice” 
World Bank Policy Research Working Paper 4232 (World Bank: 2007) Available from: 
https://openknowledge.worldbank.org/bitstream/handle/10986/7121/wps4232.pdf?sequence=1&isAllowed=y  
54 Ana-Maria Oviedo, “Economic Informality: Causes, Costs, and Policies: A Literature Survey of International 
Experience.” Background Paper prepared for Country Economic Memorandum (CEM)–Informality: Causes, 
Consequences, Policies, Turkey 2009. Available from: 
http://siteresources.worldbank.org/TURKEYEXTN/Resources/361711-
1277211666558/bpg_CausesCostsAndPolicies.pdf 
55 Diego Angel-Urdinola and Kimie Tanabe, “Micro-determinants of Informal Employment in the Middle East and 
North Africa Region” (SP Discussion Paper No. 1201, 2012). Available from: 
http://siteresources.worldbank.org/SOCIALPROTECTION/Resources/SP-Discussion-papers/Labor-Market-
DP/1201.pdf 
56 World Bank, The Scope and Main characteristics of Informal Employment in Ukraine (World Bank, 2011). Available 
from: http://siteresources.worldbank.org/UKRAINEINUKRAINIANEXTN/Resources/455680-
1310372404373/InformalEmploymentinUkraineEng.pdf 
57 Ramani Gunatilaka, “Informal Employment in Sri Lanka: Nature, Probability of Employment and Determinants 
of Wages”, ILO Asia-Pacific Working Paper Series, 2008. Available from: 
http://www.ilo.org/wcmsp5/groups/public/---asia/---ro-bangkok/---sro-
new_delhi/documents/publication/wcms_123348.pdf 

 

http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-1190659532424/Informal.pdf
http://siteresources.worldbank.org/INTLM/Resources/390041-1141141801867/2275364-1190659532424/Informal.pdf
https://openknowledge.worldbank.org/bitstream/handle/10986/7121/wps4232.pdf?sequence=1&isAllowed=y
http://siteresources.worldbank.org/TURKEYEXTN/Resources/361711-1277211666558/bpg_CausesCostsAndPolicies.pdf
http://siteresources.worldbank.org/TURKEYEXTN/Resources/361711-1277211666558/bpg_CausesCostsAndPolicies.pdf
http://siteresources.worldbank.org/SOCIALPROTECTION/Resources/SP-Discussion-papers/Labor-Market-DP/1201.pdf
http://siteresources.worldbank.org/SOCIALPROTECTION/Resources/SP-Discussion-papers/Labor-Market-DP/1201.pdf
http://siteresources.worldbank.org/UKRAINEINUKRAINIANEXTN/Resources/455680-1310372404373/InformalEmploymentinUkraineEng.pdf
http://siteresources.worldbank.org/UKRAINEINUKRAINIANEXTN/Resources/455680-1310372404373/InformalEmploymentinUkraineEng.pdf
http://www.ilo.org/wcmsp5/groups/public/---asia/---ro-bangkok/---sro-new_delhi/documents/publication/wcms_123348.pdf
http://www.ilo.org/wcmsp5/groups/public/---asia/---ro-bangkok/---sro-new_delhi/documents/publication/wcms_123348.pdf
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employment. Evidence from North Africa shows that unemployment is often significant 

among educated youth since they may have higher expectations of attaining particular 

forms of employment, and may also have family and other  support mechanisms allowing 

them to search for jobs longer or ‘wait’ until they get jobs matching their expectations.58  

It is frequently the case that less-educated and poorer youth have to take whatever they 

can and this, again, acts to blur the distinction between voluntary and involuntary 

participation in informal employment. Across all countries, the proportion of youth with 

less than primary or only primary education is greater for youth in vulnerable 

employment, while those in nonvulnerable employment are more likely to have a 

secondary or tertiary level of qualification.59 

 

50. The relevance of education is reiterated by a study from Albania which finds that 

highly educated individuals are less likely to participate in informal employment for two 

reasons. First, they usually have high income-related returns from education, resulting in 

greater human capital accumulation and fewer incentives to depend on the informal 

sector financially. Secondly, education may shape the attitudes of a person by raising civic 

engagement or lowering tax immorality, thus reducing the incentives to engage in 

informal employment.60  Another possible explanation is that more education reduces 

informality by increasing a worker’s productivity and making the prospect of being in 

formal employment more appealing.61 On the other hand, when there is no clear path out 

of social exclusion, many individuals have fewer incentives to work, acquire skills, or 

invest in education for themselves and their children, thus increasing the probability of 

perpetually remaining in the trap of informality.62  

 

51. Bearing in mind the above assertion, it was hypothesized that a parent's highest 

level of education might, to some degree, influence the decision of the individual to 

participate in informal employment. While the father’s education variable does not 

appear to be statistically significant in any of the four countries, the results show that the 

mother's education variable is of statistical significance in Nepal. In this country, a mother 

                                                           
58 Ghada Barsoum, Sarah Wahby and Aditya Sarkar, “Youth and Employment in North Africa: A Regional 
Overview”, Report Prepared for the Conference on Youth and Employment in North Africa, Geneva, 26-27 
September 2017. Available from: http://www.ilo.org/wcmsp5/groups/public/---africa/---ro-
addis_ababa/documents/meetingdocument/wcms_577306.pdf 
59 Theo Sparreboom and Anita Staneva, “Is education the solution to decent work for youth in developing 
economies? Identifying qualifications mismatch from 28 school-to-work transition surveys” Work4Youth 
Publication Series No. 23 (Geneva: ILO, 2014). Available from: http://www.un.org/youthenvoy/wp-
content/uploads/2014/10/Work4Youth-Publication.pdf 
60 Klarita Gërxhani and Herman G. Van de Werfhorst, “The effect of education on informal sector participation in a 
post-communist country.” European Sociological Review, vol. 29, No. 3 (2011), pp. 464–476. Available from: 
http://hermanvandewerfhorst.socsci.uva.nl/ESR2012.pdf 
61 Ibrahim Elbadawi and Norman Loayza, “Informality, employment and economic development in the Arab 
world.” Journal of Development and Economic Policies, vol. 10, No. 2 (2008), pp. 25-75. Available from: 
http://siteresources.worldbank.org/DEC/Resources/Elbadawi_InformalityEmploymentandEconomicDevpt.pdf 
62  Ana-Maria Oviedo, “Economic Informality: Causes, Costs, and Policies: A Literature Survey of International 
Experience.” Background Paper prepared for Country Economic Memorandum (CEM)–Informality: Causes, 
Consequences, Policies, Turkey 2009. Available from: 
http://siteresources.worldbank.org/TURKEYEXTN/Resources/361711-
1277211666558/bpg_CausesCostsAndPolicies.pdf 
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having a higher level of education decreases the chance of the individual participating in 

informal employment by 2.4 per cent at each level of education. Research findings from 

Nepal show the significance of maternal education; children with fewer years of schooling 

have a greater proportion of mothers with lower levels of schooling as well as other 

attributes of family and economic capital.63   

 

52. In Viet Nam, the country with the highest wages of those in this analysis, having 

access to finance decreases the probability of being in informal employment by 29.3 per 

cent. Financial institutions frequently regard youth as a high-risk group since they tend 

to have little or no collateral or experience to back up an application.64 Without access to 

adequate financial resources, youth are left with limited choice or opportunity, and often 

need to depend on informal employment to make a living. Nevertheless, access to finance 

allows young individuals and entrepreneurs to save, ensuring they are prepared for 

external shocks while also developing skills in risk-management.65  

 

53. Young people who are internal migrants are often exposed to vulnerable 

employment situations because they have limited access to information on their rights 

and entitlements, along with weak social connections.66 However, the results from the 

logistic regression do not reveal any statistically significant relationships between migrant 

status and informality of employment. 

 

54. Regarding geographic location, the logistic regression analysis shows that the 

urban variable is statistically significant only in Nepal. That is, Nepali youth working in 

urban areas are 6.6 per cent less likely to be in informal employment than youth in rural 

areas. This result is, to a degree, consistent with relevant literature that reports youth 

working in rural areas as often engaging in subsistence work and typically facing issues 

such as land scarcity, weak property rights, a lack of access to finance and irrelevant 

education. Conversely, urban youth benefit from the concentration of people, business, 

government and information, hence possessing a higher chance of engaging in formal 

employment..67 The selectivity of migration is an additional factor of relevance; those who 

migrate to cities are more likely to have what is required to succeed there, including 

education, sufficient income, social capital and networks. On the other hand, those in rural 

areas are more likely to be ‘left behind’, lacking resources and opportunities. 

                                                           
63 Akanksha A. Marphatia et al, “Maternal phenotype, independent of family economic capital, predicts 
educational attainment in lowland nepalese children” American Journal of Human Biology, vol. 28, No. 5 (2016), pp. 
687-698. doi:10.1002/ajhb.22852 
64 Nicole Goldin et al., “Toward Solutions for Youth Employment: A 2015 Baseline Report”, (Solutions for Youth 
Employment, 2015). Available from: http://www.ilo.org/wcmsp5/groups/public/---
ed_emp/documents/publication/wcms_413826.pdf 
65 Ibid. 
66 Janneke Pieters, “Youth employment in developing countries”, Development and Cooperation - Europeaid 
(European Commission: 2015) Available from: https://ec.europa.eu/europeaid/sites/devco/files/study-
background-paper-youth-employment-2013_en_0.pdf 
67 Nicole Goldin et al., “Toward Solutions for Youth Employment: A 2015 Baseline Report”, (Solutions for Youth 
Employment, 2015). Available from: http://www.ilo.org/wcmsp5/groups/public/---
ed_emp/documents/publication/wcms_413826.pdf 
67 Ibid. 
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c) Individual characteristics 

 

55. The issue of having or not having children does not yield any statistically 

significant findings. As for disability, this has a statistically significant relationship with 

the informality of employment only in the case of Nepal. Using marginal effect estimation, 

the probability of a person with disabilities participating in informal employment is 5.7 

per cent higher than a person without disabilities. The WHO posits that people with 

disabilities prefer contingent and part-time work arrangements because of the flexibility 

in the scheduling and other aspects of work, giving them time to prepare for work, to 

travel to and from their work, or to deal with health concerns.68 Additionally, the ILO 

notes that, in many developing countries, it is widely assumed that if persons with 

disabilities earn a livelihood at all, it will be in the informal economy.69 

 

IV. Conclusions and policy recommendations 

A. Conclusions 

56. The findings from the four countries of this study – Bangladesh, Cambodia, Nepal 

and Viet Nam – shed light on informal employment among youth. The findings all 

support the argument that a move to more formal employment among youth provides 

greater individual and societal benefits.  

 

57. Youth in formal employment consistently have higher wages than their 

counterparts in informal employment, with a tendency for the greatest differentials to be 

between little or no education and post-secondary education. In Nepal, the country with 

the most significant difference in average income earned between formal and informal 

jobs, the latter earn only 58 per cent of the former. Income distribution, with the exception 

of Bangladesh, shows that informal job income is more positively skewed than formal job 

income. This indicates that there is an ‘increase’ in the average income caused by a 

relatively small number of informal workers who earn substantially higher than others. 

As a result, the majority of informal workers earn less than the average for them as a group 

and considerably less than the average for formal workers. 

 

58. While informal workers typically receive low and unreliable incomes, along with 

unsafe and unhealthy working conditions, the situation is confounded by a lack of social 

protection in the form of job benefits. With almost all types of benefit, under 25 per cent 

of informal workers are recipients: for those in formal employment, the figures are much 

higher and mostly between 40 and 85 per cent. In Bangladesh, Nepal and Viet Nam, 

respectively, a mere 0.9, 0.6 and 1.3 per cent of those in informal employment have 

foreseen benefits of pensions or old-age insurance, compared to 26.5, 27.3 and 44.7 per 

                                                           
68 WHO and World Bank, World report on disability 2011 (Geneva: WHO, 2011). Available from: 
http://www.who.int/disabilities/world_report/2011/en/ 
69 ILO “Making TVET and skills systems inclusive of persons with disabilities”, Policy Brief, September 2017. 
Available from: http://www.ilo.org/wcmsp5/groups/public/---ed_emp/---
ifp_skills/documents/publication/wcms_605087.pdf 
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cent of those in formal jobs. This renders informal workers highly vulnerable to external 

shocks in both the short- and long-term, including the risk of living in poverty in old age. 

 

59. Youth in informal jobs are consistently less satisfied than those in formal jobs; in 

Nepal, 32.5 per cent of the former group are satisfied, compared to 81.3 per cent of the 

latter group. Furthermore, as a group, youth in informal employment are not only less 

satisfied, fewer of them are very satisfied than somewhat satisfied relative to formal 

workers. In addition, when hours worked per week are considered, although there is little 

difference in Bangladesh, in the four countries, on average, informal employees work 

around seven hours less than formal ones. This indicates that they lack incentives, unlike 

formal workers, to work longer hours and receive compensation in the form of overtime 

payments on top of contract-based salaries. 

 

60. Access to finance is fundamental when supporting youth to invest in themselves 

and their livelihoods or career paths, especially those who wish to engage in 

entrepreneurial activities. In all four countries, youth in informal jobs have less access to 

finance than youth in formal employment. This is especially the case in Nepal and Viet 

Nam, where significant differences occur; in the latter country a mere 12.5 per cent of 

youth in informal employment have access to finance, compared to a figure of 50.1 per 

cent for their formally employed counterparts. With higher levels of education, superior 

satisfaction, greater job benefits and better access to finance, youth in formal employment 

are at a clear advantage, and, as their life course progresses, those advantages can magnify, 

leading to greater inequalities and those in informal jobs left further behind.   

 

61. According to this study, young women in Cambodia, Nepal and Viet Name are 

5.3 to 15.5 per cent less likely to be employed informally than young men. Asia differs 

from other regions because of manufacturing (largely formal sector work) tending to be 

more of a female than male domain. Age has a weak association with informal work: each 

additional year making the probability of participating in an informal job decrease by just 

over 1 per cent in Bangladesh and Viet Nam. These results accord to common findings 

noting that those who are younger and thus less educated have fewer chances of entering 

formal work and hence are more frequently engaged in informal employment.  

 

62. The strongest finding is that, in all four countries, higher levels of education are 

associated with a lower probability of informal work. Moreover, the more educated an 

individual is, the less likely she or he will be informally employed. Youth with a post-

secondary degree are between 13.3 and 46.6 per cent less likely to be engaged in informal 

employment than those with no education. This negative relationship between 

informality of employment and level of education reinforces the premise that the informal 

sector is the dominant employer of last resort for unskilled and low-skilled workers with 

low educational attainment. It also strengthens the argument that youth in informal 

employment are at a significant disadvantage compared to their formally employed 
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counterparts and accords to the statement that “Informality is a fundamental 

characteristic of underdevelopment”.70  

 

63. The aforementioned analysis identifies challenges to SDG attainment, especially 

with regard to SDG 10 on reducing inequalities. When individuals are trapped in informal 

employment, without benefits and with minimal prospects for advancement, inequality 

is compounded, resulting in a widening gap between youth in formal employment who 

enjoy, among others, greater benefits and career progression, and those trapped in 

informal employment. This points to the need for government investments in skills 

development, such as technical and vocational education and training (TVET), especially 

for disadvantaged youth. In Sri Lanka, the National Strategy on TVET Provision for 

Vulnerable People is an initiative that works to do just this. It specifically targets school 

drop-outs, former child labourers, internally displaced persons, ex-combatants and 

persons with mental and physical disabilities, noting that low education levels frequently 

prevent disadvantaged youth from applying for mainstream TVET. The Strategy  focuses 

on providing flexible entry TVET that waives the requirement for formal education 

credentials.71 There are many other examples from across the region; these include the 

Skills and Employment Programme of Bangladesh; the Samoa Chamber of Commerce 

Internship Programme; Mongolia’s Cooperative Vocational Training in the Mineral 

Resource Sector; and the Philippines Government Internship Program. 72  The key is 

maintaining a clear focus on the SDGs and on investing in youth, with responsive and 

inclusive policies and programmes that engage diverse stakeholders and especially young 

people. 

 

B.  Policy recommendations 

64. Given the weak position many youth in informal jobs have – lacking social 

protection and capital, both monetary and human – policies and related programmes 

should be tailored to create more opportunities for youth to be employed in formal jobs. 

This is especially the case for those who are at risk of being left furthest behind, such as 

those with no education, no access to finance, and no contributions to pensions or old-age 

insurance.  

 

65. Drawing from the main findings from the study, the following recommendations 

are put forward: 

 

a) Enhance the collection, analysis and dissemination of comparable, reliable and 

disaggregated data on informal employment among youth across Asia and the 

Pacific in order to gain a clearer picture of the diverse challenges they face and put 

                                                           
70 Ibrahim Elbadawi and Norman Loayza, “Informality, employment and economic development in the Arab 
world.” Journal of Development and Economic Policies vol. 10, No. 2 (2008), pp. 25-75. Available from: 
http://siteresources.worldbank.org/DEC/Resources/Elbadawi_InformalityEmploymentandEconomicDevpt.pdf 
71 For further information, see: http://yptoolbox.unescapsdd.org/portfolio/sri-lankas-national-strategy-tvet-
provision-vulnerable-people-sri-lanka/ 
72 For more information and other good practices, see: http://yptoolbox.unescapsdd.org/good-practices-asia-and-

the-pacific/ 
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into effect more robust policies and programmes. When gathering data on SDG 

indicator 8.3.1, focusing on the “Proportion of informal employment in non-

agriculture employment, by sex”, include additional relevant characteristics, such 

as age and disability. 

 

b) Improve provision of and access to quality education and training, so that a 

minimum of secondary education is attained by all youth, in line with SDG target 

4.1. For those with little or no education, provide opportunities for training and 

skills development to increase literacy, numeracy and other skills, including by 

means of promoting formal sector internships and apprenticeships, and flexible 

courses that can be taken outside work hours. 

 

c) Engender financial literacy and greater capacity to save, and ensure access to 

quality financial options, including appropriately structured loans, to facilitate 

youth investments in education and training, and other aspects of knowledge 

development. This would also support entrepreneurial activities and small 

business creation and accords to SDG target 8.3 “…encourage the formalization 

and growth of micro-, small- and medium-sized enterprises, including through 

access to financial services”. 

 

d) Create and make accessible opportunities for more formal employment for youth, 

including entrepreneurship and on-the-job training in line with the study’s finding 

that formal employment is beneficial for both workers and employers, as well as 

the wider economy. 

 

e) Expand and deepen the coverage of social protection, including for youth in 

informal employment, with the aim of realizing universal social pensions. Such 

action would stimulate savings and investments and reduce risks such as those 

associated with sickness and growing older without a pension or old-age 

insurance; it could also act as a protective measure, enabling young people to hold 

out for better jobs while building human capital, for instance, through training. 

This echoes the call of SDG target 1.3, to: “Implement nationally appropriate social 

protection systems and measures for all…”, and indicator 1.3.1, which includes 

data distinguished by diverse population groups. 

 

f) Build the capacity, in a progressive manner, of organizations of informal workers 

and representation of informal workers in policymaking and norm-setting bodies 

so that these can spread awareness and facilitate the shift to formal employment. 

Such efforts can support achieving the SDGs, especially target 17.1: “Strengthen 

domestic resource mobilization, including through international support to 

developing countries, to improve domestic capacity for tax and other revenue 

collection”. 
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Annex 

 
Results of the regression 

 

     
 Bangladesh Cambodia Nepal Viet Nam 
VARIABLES 

Informal employment 
 

 
Level of education: 

    

1. Primary education 0.510 0.154 1.256 0.375 

 (0.342) (0.184) (0.661) (0.287) 

2. Secondary education 0.345 0.094* 0.346* 0.217** 

 (0.230) (0.116) (0.190) (0.163) 

3. Post-secondary 
education 

0.231** 
(0.154) 

0.027*** 
(0.037) 

0.139*** 
(0.088) 

0.139** 
(0.107) 

       
Children - 1.200 0.768 1.090 

  (0.188) (0.258) 
 

(0.213) 

Father’s education 0.967* 0.998 1.033 1.011 

 (0.019) (0.055) (0.156) 
 

(0.048) 

Mother’s education 0.991 0.977 0.701** 0.914 

 (0.028) (0.048) (0.113) 
 

(0.059) 

access_fin 0.983 0.730 0.588 0.245*** 

 (0.155) (0.194) (0.235) 
 

(0.069) 

migrant  1.223 0.962 0.521 

  (0.204) (0.433) 
 

(0.253) 

urban 0.795* 1.210 0.378***  

 (0.102) (0.407) (0.128) 
 

 

disability 0.907 1.159 2.324*** 0.689 
 (0.275) (0.295) (0.686) 

 
(0.255) 

sex 0.618*** 0.385*** 0.695 0.470*** 
 (0.138) (0.081) (0.199) 

 
(0.101) 

age 0.748*** 0.985 0.938 0.945*** 
 (0.054) (0.020) (0.047) (0.019) 

     

Constant 3.108 49.57** 7.992 10.62*** 

 (2.998) (87.89) (10.52) (9.004) 

     

Observations 2,718 2,140 842 1,160 

Pseudo R-squared 0.122 0.379 0.379 0.478 
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Robust form in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 

 
 
Results of the transformation 

 

 Bangladesh 
(3) 

Cambodia 
(2) 

Nepal 
(4) 

Viet Nam 
(1) 

VARIABLES Predicted prob. Predicted prob. Predicted prob. Predicted prob. 

     
Secondary - -0.117* -0.072** -0.304** 
education    (0.062) (0.029) 

 
(0.125) 

Post-secondary  -0.333** -0.172** -0.133*** -0.466*** 
education (0.151) (0.070) (0.032) 

 
(0.125) 

Sex -0.111** -0.053***  -0.155*** 
 (0.052) 

 
(0.013)  (0.040) 

Age -0.013***   -0.012*** 
 (0.003) 

 
  (0.005) 

Access to     -0.293*** 
Finance 
 

   (0.056) 

Mother’s education   -0.024**  
   (0.012) 

 
 

Urban    -0.066***  
   (0.023) 

 
 

Disability   0.057*  
   (0.030)  
     
Observations 1,160 2,140 2,718 842 

 
Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
Note: All predictors at their mean value. 
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