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  Abstract 

 

  

Throughout the developing world the informal (“black”) 

economy is a current issue. It constitutes a source of 

vulnerability to the people affiliated to it, and further 

hampers the nation´s economic performance. In addition it 

is at large unresponsive to policy change, and is further on 

difficult to monitor by government officials. The informal 

economy is a global problem. Previous studies on the 

informal economy suggest, in agreement with the classical 

theory, that the informal economy will wither away with 

growth. However, this study, using proxy-data from 102 

developing countries suggests that the decreasing effect of 

growth on the informal economy cannot be taken for 

granted. This paper argues that, to ensure that the size of 

the informal economy is decreasing with growth, policy 

makers need to take steps to increase the cost associated 

with informal employment arrangements. An altering of 

the institutional settings regarding employment 

arrangements is crucial to ensure that the informal 

economy is indeed decreasing with growth. 
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1. Introduction 

 

Throughout the developing world, the informal economy is a current issue (ILO, 2014). It 

ranges from the slum areas of the vibrant megacities, via the tea venders in the business areas, 

over the workers of multinational corporations, through the servant quarters of the wealthy 

families in the suburbs, and finally to the self-sustaining farmer in the countryside (UN-

HABITAT, 2007; Vanek et al, 2014). It consists of people employed informally, who lack 

sufficient legal and social protection (ILO, 2013).  

The informal economy is a global problem in the developing world. First, it hampers 

economic performance at national level as well as at the firm-level (Chen, 2006). Second, it 

constitutes a major source of vulnerability for employees as well as employers (ILO, 2004), as 

it provides a great number of unsecure jobs, and typically unsatisfying and uncertain levels of 

income (Günther & Launov, 2012). Third, it is finally at large unresponsive to policy change 

(Guha-Khasnobis et al, 2006), and its evasive nature makes it difficult to monitor by 

government officials (Chen, 2006).  

Traditionally, the presence of an informal economy has not troubled local policy makers 

much (Loayza et al, 2006), At most, a policy of penalization towards the people engaged in 

economic informality has been adopted (Kinyanjui, 2014). Among the reasons for this lack of 

interest is the conviction among government policy makers that the informal economy will 

wither away with growth (Loayza et al, 2006). However, the informal economy continues to 

be a present issue throughout the developing world (Chen, 2012). 

Hence, it is crucial for policy makers to alter their approach and adopt a sound and reasonable 

approach towards the informal economy. In order to determine what such an approach would 

imply, a wider understanding of the dynamics of the informal economy must be sought and, 

eventually, reached (Baccheta et al, 2009).  

In this essay, I aim to contribute to a wider understanding of the dynamics of the informal 

economy by outlining the effect of growth on the relative size of the informal economy. 

However, the evasive nature of the informal economy makes this difficult (Schneider & 

Buehn, 2016). Using the words of economist Friedrich Schneider, researching the informal 

economy “can be described as a scientific passion of knowing the unknown” (Schneider, 

2006, pp. 3). Thus I construct proxies aiming to capture the size of the informal economy. 
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This is common procedure when examining the size of the informal economy (see, for 

instance, Heintz & Pollin 2003, Galli & Kucera 2003, Loayza & Rigolini, 2006). Previous 

research tends to emphasize that the relative size of the informal economy is indeed 

decreasing with growth (Chen, 2012). However, the generated results depend on 

methodology, notably which proxy is used to capture the informal economy. Commonly used 

proxies are: national estimates (Heintz & Pollin, 2003), the residual method (Charmes, 2000), 

and proportion of self-employed in the economy (Loayza & Rigolini, 2006). In contrast to 

most previous research on the relationship between growth and the relative size of the 

informal economy, I partly use different proxies. Those are Working Poor and Vulnerable 

Employment (ILO, 2011). I use proportion of Self-Employed as an additional proxy for the 

relative size of the informal economy. Each one of these proxies displays characteristics that 

make them good estimates for the relative size of the informal economy. In using these three 

different proxies, my results account for the heterogeneity of the informal economy to a 

greater extent than the previous studies on the relation between growth and the size of the 

informal economy.  

In this essay I run an OLS regression test to determine what effect an increase in per capita 

GDP has on the relative size of the informal economy in 102 developing countries from 2002 

to 2015. In doing so, I will be able to answer the following question: 

 What effect does growth have on the relative size of the informal economy? 

The key question I aim to answer is whether growth has a formal employment generating 

function. I run a regression for all countries in the sample, as well as separate regressions for 

regions and based on level of development.  

The results I am presenting in this essay indicate that the formal employment generating 

function of growth cannot be taken for granted by government policy makers. Accordingly, 

there is a need for an altering of the institutional settings regarding employment arrangements 

in the developing world. The cost of an informally employing formal firm should be elevated 

to ensure the formal employment generating function of growth. This can be accomplished by  

 Establishing proper legislation  

 Imposing penalties on employers choosing informal employment arrangements 

 Increasing official monitoring and surveillance 

 Raising awareness among consumers 



3 

 

These policy suggestions may be crucial in order to increase the costs of informal 

employment arrangements. This is fundamental in ensuring the formal employment 

generating function of growth, and thus enabling the relative size of the informal economy to 

decrease with growth.  

This essay is structured as follows. Section 2 presents a background to what the informal 

economy is. In this section, I elaborate on the distinctive characteristics of the informal 

economy, and how these further imply economic issues that need to be dealt with. Section 3 

offers a review of two opposing theoretical views of what the informal economy is, and 

whether the relative size of it is decreasing with growth. Proceeding, in section 4 I explain 

how I have constructed measures to capture the size of the informal economy. In this section, 

I further account to how my measures are good estimates for the size of the informal 

economy. Then follows section 5, where I present my results having tested whether growth 

has a decreasing effect on the relative size of the informal economy in 102 developing 

countries from 2002 to 2015. Moving on, in section 6 I analyse my results and offer policy 

suggestions that aim to ensure the formal employment generating function of growth. In this 

section, I also identify potential obstacles for these policies to be implemented. Section 7 

concludes the essay. In this section I present concluding remarks, where I stress the need for 

more exhaustive research on the dynamics of the informal economy. But let us begin from the 

start, with the key characteristics of the informal economy.    
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2. Background 

 

When the first summit of the Organisation of African Unity (OAU) was to be held in Nairobi 

in 1981, the city officials made efforts to clean the streets of informal kiosks and shanties, 

concluding that such were “an eyesore and a symptom of the lack of modernization” 

(Kinyanjui, 2014). This anecdote is typical for the way government officials have dealt with 

the informal economy in the developing world. Among policy makers all over the developing 

world, an agreement has been prevailing that the presence of economic informal activity were 

a result from unsatisfying levels of growth (Loayza et al, 2006). The mere existence of an 

informal economy was seen as an indicator of the city´s, county’s, and/or country´s inability 

to bring about said levels of economic success (Loayza et al, 2006). But due to a certainty that 

growth and modernization would eventually take place, policy makers generally felt no need 

to deal directly with the causes of informality, as the informal economy would vanish when 

economic growth prevailed (Chen, 2006; 2012). The informal economy was, in most 

developing countries, shoved under the rug, where it was to eventually disappear.  

Yet, three and a half decades later, the informal economy continues to be a highly present 

issue in many developing countries. Whether the resilience of the informal economy is due to 

unsatisfying levels of growth or whether it is best explained by other factors remains debated 

among economists and policy makers. Some policy makers and researchers have felt the urge 

to re-examine the notion of informality to develop, and sometimes contradict, the approach of 

the earlier generation (see, for instance, Maloney 2004, Fields 2004, Chen 2006). However, 

the general idea that informality poses a historical anomaly, in the sense that it will vanish as 

the wheels of growth and modernization rolls off into the future, consequently prevails among 

policy makers at large (Chen, 2006).  

What are the distinctive characteristics of the informal economy? This is the theme for the 

next section. 

2.2. Features of the Informal Economy 

 

The informal economy is prevalent throughout the developing world. It goes by many names, 

such as the subterranean, hidden, underground, shadow, secondary, black, invisible, 

unofficial, parallel, unobserved economy, or simply the economy of the poor (see Hope 2001, 
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Guha-Khasnobis et al 2006, Günther & Launov 2012). Regardless of designation, scholars 

more or less refer to the same phenomena. That is: economic activity that is not or not 

sufficiently registered with, and regulated by, government officials.  In this essay, I refer to 

this type of economic activity as “informal”. The range and expression of informal activity 

differ from country to country, from city to city. There are, however, some similar 

characteristics of the informal economy that distinguish it from the formal (conventional) 

economy, whether the place of investigation is Kolkata, Caracas or Kigali (Guha-Khasnobis 

et al, 2006). 

Guha-Khasnobis, Kanbur and Ostrom (2006) outlines three of these features, together 

composing the distinct characteristics of the informal economy in the developing world. First, 

the informal economy strongly tends to be far more labour intensive than the formal economy. 

Production and distribution of goods and services in the informal economy relies heavily of 

the contribution of labour, be it by own-account workers or workers employed by firms. 

Access to capital is limited in the informal economy. Second, the informal economy is to a 

larger extent devoted to small scale production. Third, the informal economy is largely 

unregulated. The economic activities occurring in the informal sector are not or not 

sufficiently formally registered with, or regulated by, government officials. The firms in the 

informal economy are to a great scope unincorporated and in some meaning unorganized in 

comparison to their formal counterparts. (Guha-Khasnobis et al, 2006) 

There are beyond a doubt some positive elements associated with the informal economy. For 

example, the informal economy is highly labour intensive. Hence it offers a great number of 

employment opportunities for skilled and, mainly, unskilled workers (ILO, 2013). Moreover, 

the informal economy is unregulated, why some researchers emphasize the innovative and 

entrepreneurial features of informality, and argue that the informal economy should be seen as 

a haven where micro entrepreneurs are not limited by fees of entry and cumbersome 

legislation (see, for instance, De Soto 1989, Kinjanyui 2014).  

However, the informal economy also displays non-desirable key characteristics. These can be 

categorized as issues of economic performance, exposure to vulnerability, and responsiveness 

to policy and monitoring. In the following sections, I elaborate on each one of these issues. 
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2.2.1 Economic Performance 

 

The productivity in informal economy is lower than the productivity in the formal economy, 

which further puts constraints on the nation’s economic performance (Vanek et al, 2014). 

This is due to the following reasons. First, employers in the informal economy face a large 

labour supply, implying the wage in the informal economy is lower than the wage in the 

formal economy, which has been shown by a number of studies (see, for instance, Maloney 

2004, Chen 2006, Vanek et al 2014). Since labour costs are held at a minimum in the informal 

economy, informal employers partly lack the incentive to invest in innovative technology. 

This keeps productivity in the informal economy low (Galli & Kucera, 2003).  

Second, the small-scale nature of the informal economy poses limits to economic 

performance, as firms and corporations remain sub-optimally small, either as attempt to work 

under the government radar to avoid reprisals, or due to lack of access to capital (Loayza et al, 

2009). The small-scale labour intensive production that is occurring in the informal economy 

further implicates that returns to investment in human capital is considerably low in the 

informal economy (Galli & Kucera, 2003). This decreases the incentives for an individual 

affiliated to the informal economy to invest in an education, which likely hampers the 

macroeconomic performance (Jones & Vollrath, 2013).  

Third, the unregulated nature of the informal economy creates a vacuum of power, leaving 

room for local authorities exercising illegitimate power. Parts of the earnings received by 

employers and employees in the informal economy serve as economic contributions to 

various local official or unofficial authorities, or in other words: as bribes (ILO, 2014). This 

limits the economic performance of the informal economy as well as the nation as a whole 

(De Rosa et al, 2010). In addition, since informal economic activity is not registered, the 

informal economy does not generate any direct tax revenue (Chen, 2006). The informal 

economy is thus withholding funds for government investments in, for instance, 

infrastructure. Moreover, the conditions under which informal actors operate differ 

significantly from the conditions of a well-functioning market. Informal firms strongly tend to 

lack access to appropriate finance and market information, as well as access to public 

infrastructure (Chen, 2012). Rules regarding default and bankruptcy are unclear at the best, 

and property rights are often insufficiently defined (Chen, 2012). These conditions represent 

ill-functioning institutions, and further constitute a hindrance to macroeconomic performance. 

In putting constraints on business expansion, the informal economy has a preventing effect on 
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the country´s ability to fully develop a domestic industry and thus, benefit from access to the 

world economy (Bacchetta et al, 2009). 

2.2.2 Exposure to Vulnerability 

 

One key contribution of Nobel laureate Amartyia Sen is the suggestion that policy-makers 

should consider development economics as a matter of vulnerability and capabilities (Sen, 

1999). According to Sen, every human has a certain combination of capabilities, and it is the 

degree to which she is exposed to vulnerability that determines whether she has the ability to 

fulfil these capabilities (Sen, 1999). A person who is exposed to a large degree of 

vulnerability will not have the same opportunity to fulfil her capabilities, compared to a 

person who is exposed to a low degree of vulnerability. Therefore, in promoting development 

and unlocking human potential, it is crucial to identify and counteract the sources of 

vulnerability. 

 

People engaged in the informal economy are subjects to informal employment arrangements, 

and are thus in general exposed to vulnerability. The unregulated nature of the informal 

economy implies that the workers employed informally are exposed to higher levels of risk of 

losing their jobs, more seldom enjoy economic opportunities and rights, lack legal protection 

and are less able to exercise collective action by, for example, unionizing (ILO, 2014). The 

small-scale nature of the informal economy further implies that the average wage received in 

informal employment arrangements is substantially lower than the average wage received in 

formal employment arrangements (see, for instance, Maloney 2004, Chen 2006, Vanek et al 

2014). This constitutes a source of vulnerability. The relatively low informal wages further 

puts a downwards pressure on the formal wages (Heintz & Pollin, 2003). The informal 

economy thus constitutes a potential source of vulnerability for formally employed workers as 

well.  Income generated by informal economic activity is also more volatile than income 

generated by formal economic activity (Günther & Launov, 2012). In addition, informal 

employers consequently face the risk of government reprimands, which is yet another feature 

of vulnerability (Chen, 2012). 
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2.2.3 Responsiveness to Policy, and Monitoring  

 

The informal economy is, at least to some extent, beyond the reach of the mechanisms of 

official governance (Guha-Khasnobis et al, 2006). Regulations regarding for instance 

minimum wage, workplace safety and congestion do not necessarily make their way into the 

informal economy (Guha-Khasnobis et al, 2006). Hence, legislation proposed by national 

officials as well as international policy makers, how well intended they ever may be in 

promoting development, might wind up resulting in status quo in the informal economy, 

failing to affect the lives of the vast masses engaged in informality. 

 

Furthermore, the unregulated nature of the informal economy makes it cumbersome and 

difficult to monitor it. Evidence suggests that the prevalence of production of illegal 

commodities is far more widespread in the informal economy than in the formal economy 

(Chen, 2006). Where government surveillance is scarcer, illegal actors are more likely to be 

able to avoid reprimands, and presence of child labour and distribution of narcotics are 

frequently reported (Chen, 2006). The evasiveness of the informal economy makes 

discovering and counteracting these activities cumbersome. 

 

2.3. The Informal Economy – a Problem 

 

There are undoubtedly positive features and functions of the informal economy. But the 

negative features of the informal economy and the economic challenges they generate far 

surpasses the potentially positive externalities (Loayza et al, 2006). Accordingly, the presence 

of an informal economy is rightly considered an issue by researchers and policy makers.  

 

However, the dynamics of the informal economy is still largely unknown. What are the causes 

of the informal economy, and what can policy makers do to make sure that more people make 

their way into formal employment arrangements? The literature offers two different views to 

these questions. In the next section, I elaborate on these opposing theoretical stances more 

profoundly.  
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3. The Future of the Informal Economy 

 

As shown in the previous section, the informal economy should be considered an issue, as it 

 Constitutes an expression of vulnerability 

 Poses limits to economic performance 

 Lack responsiveness to policy action 

However, it is important to distinguish between two opposing views of the informal economy. 

In the following section, I elaborate on the predictions regarding the informal economy and 

growth championed by each one of these two opposing views. I start with the classical theory 

of informality, where the informal economy is predicted to wither away with growth. Then I 

discuss the New View of informality, where the informal economy is thought of as far too 

heterogeneous to be affected by the growth rate. I start from the beginning. 

3.1. The Classical Theory  

 

The “discovery” of the informal economy, though most likely older than the formal economy, 

is commonly designated to economist Keith Harts through his studies of urban employment in 

Ghana in the early 70´s (Hart, 1973). Hart´s presentation of an informal sector existing 

alongside the conventional economy was then rapidly adopted by the ILO (Chen, 2006). 

Theoretically, the notion of informality was put into the dual two-sector labour market model 

of Arthur Lewis, dividing the economy into one formal sector and one informal sector where 

firms and workers operating in both sectors are profit-maximizing and income-maximizing, 

respectively (Guha-Khasnobis et al, 2006). Central to this perception is the wage differences 

between the formal and the informal sector, and the approach concludes that the general 

relation between the wages earned in the two sectors is 

 winf < wf    

, where winf is the wage earned by any individual worker in the informal sector, and wf is the 

equivalent in the formal sector (Lewis, 1972). Modelling the intersectoral relationship 

according to Lewis´s theory of the dual labour market, one important insight is that employers 

in the formal sector meet an “unlimited” supply of labour due to the wage differential. This 

implies that the formal wage remains unchanged, simply because employers do not need to 
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raise it. The competition among workers keeps the formal wage from increasing. Furthermore, 

economic growth is, according to Lewis, solely occurring in the formal sector (Fields: 2004). 

Growth is also assumed to be generating formal employment (Fields: 2004). According to the 

classical theory, the future of the informal economy is dependent of growth. This is due to 

two core assumptions, which constitute the main underlying assumption upon which the 

prediction of the classical theory is built. 

 Workers prefer formal employment arrangements over informal employment 

arrangements. 

 Growth generates an increase in available formal jobs.  

From this model, Lewis (1972) makes two predictions regarding the implications of economic 

growth:  

1. As long as the surplus of labour in the formal sector is withstanding, economic growth 

implies intersectoral shifts of employment, from the informal to the formal. But the 

rise in real wages in the formal sector will be small or even non-existing. 

2. However, the labour supply to the formal sector is not purely unlimited. Once it is 

exhausted a turning point is reached, and further economic growth will generate rising 

real wages throughout the economy.  

The Lewis model is the first theoretical framework which manages the presence of an 

informal economy (sector). Since presented, a number of elaborations have been brought 

forward, most notably by John Harris and Michael Todaro (Fields, 2004). A keyword to these 

classical theories is dichotomy. The formal and the informal sector are seen as two separate 

units in the economy, either a person is part of it, or she is not. There is no room for nuances.   

In the classical theory the informal sector is believed to mainly consist of small scale 

entrepreneurs engaging in survivalist activities (Chen, 2006). They may prefer formal jobs, 

but the lack of such, perhaps combined with the burden of taxes and heavy regulation makes 

people engage in informality (Harris & Todaro, 1970). Moreover, further applying the 

theorems of Lewis, the informal sector is thought of as (part of) the traditional sector, and 

hence constitutes a remnant which will wither away as industrial modernization and, 

particularly, growth, will make way for new, formal ways of economic activity (Chen, 2006). 
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3.2. The New View of Informality 

 

Today, the dichotomist approach to the informal economy will soon be half a decade old. And 

as the informal economy consequently constitutes a prevalent feature around the globe, it is 

instead the dichotomist approach that, perhaps not withers away, but becomes contested. New 

ways of looking at the informal economy are emerging and informality is ascribed additional 

attributes, in a debate partly lead by the ILO. These New View (of informality) theorists 

conclude that neither one of the sectors can be seen as existing independently. They are more 

likely intertwined, as the informal sector produces goods that are purchased by formal 

employees, and the formal sector partly relies on the services of the informal sector (Todaro 

& Smith, 2009). The New View argues that the sectorial interdependence makes setting up a 

theoretical framework consisting of separate units unnecessary simplifying. Rather than 

labelling the formal and the informal spheres as sectors in a dichotomist relationship, New 

View economists suggest that it is more appropriate to reason in terms of economies, 

interdependently coexisting but at the same time displaying distinctively different conditions, 

notably in terms of employment arrangements (Heintz & Pollin, 2003). The notion of a clear 

dichotomy between the formal and the informal sector is abandoned by the New View. Thus, 

viewing economic activities associated with informality as forming a distinct sector becomes 

problematic (Sindzingre, 2006). The informal economy spans over all conventional sector of 

the formal economy (Heintz & Pollin, 2003).  

Regarding the effect of growth on the relative size of the informal economy, the New View 

takes quite a different stance on the core assumptions of the classical theory outlined in the 

previous section. Starting with the first assumption, that workers prefer formal employment 

arrangements over informal employment arrangements, the New View offers certain 

reservations. Maloney (2004), among others, suggests that there is presence of voluntarism in 

the informal economy, implying that some workers prefer informal employment arrangements 

over formal employment arrangements. This may be due to the possibility that some workers 

enjoy a comparative advantage in the informal economy (Günther & Launov, 2012). Their 

specific set of abilities generates a higher income in the informal economy than in the formal 

economy. Heintz and Pollin (2003) has presented evidence of the presence of voluntarism 

from the Dominican Republic, where informal fruit venders would not leave their informal 

jobs for an entry level formal job, simply because they earned more conducting their informal 

business. However, it is important to emphasize that just because there is some evidence of 
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voluntarism in the informal economy, this does not mean that everybody affiliated with the 

informal economy is there voluntarily. Fields (2004) suggests that there is a duality within the 

informal economy, consisting of (1) the upper tier – where presence is voluntary to a higher 

extent - and (2) the lower tier – where entry barriers are few or non-existing and the economic 

activity display more survivalist tendencies. In most developing countries, the overwhelming 

majority of workers employed informally are affiliated with the lower tier, where the informal 

wage is substantially lower than the formal wage, making the issue of voluntarism a 

peripheral phenomenon (Fields, 2004). So even if the New View poses some reservations to 

the first core assumption of the classical theory, it agrees with the classical theory that 

workers, in general, prefer formal employment arrangements over informal employment 

arrangements.  

Moving on to the second condition, the formal employment generating function of growth, the 

New View is harsher in its reservations. In this essay, I assume that growth is generating 

employment, even though this is debated (see, for instance, Mukherjee 2014). The question of 

interest is rather whether the employment generated by growth is formal or informal 

employment. Where the classical theory assumes that formal employment will by created as 

growth prevails, the New View elaborates the matter to reasoning about institutions. 

Assuming that the wage payed in informal employment arrangements is substantially lower 

than the wage payed in formal employment arrangements, profit-maximizing employers, 

whether formal or informal, face an incentive choosing informal employment arrangements 

over formal employment arrangements. To ensure that employers choose formal employment 

arrangements over informal employment arrangements, an institutional setting that imposes 

costs to informal employment arrangements is required. The institutional setting might 

consists of  

 Legislation regarding employment arrangements. 

 Punitive measures towards employers who rely on informal employment 

arrangements. 

 The probability an informally employing firm faces getting caught. 

 Potential decrease in demand for the product supplied by an informally employing 

firm. 

 Additional factors imposing costs on firms which choose informal employment 

arrangements.  
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To deal with this theoretically, I construct a composite measure of all the factors above and 

call it L, a factor determining the choice of type of employment arrangements. I present this in 

Graph 1. 

Where the classical theory takes a level of L higher than or equal to L0 as given a priori, the 

New View argues that the institutional setting present priors informal employment creation 

over formal employment creation. The flexibilization of employment arrangements 

constitutes a major factor keeping the relative size of the informal economy from decreasing 

with growth (Chen, 2006). The New View stresses that, in contrast to the classical theory, that 

the informal economy is a feature of contemporary growth, and should be approached 

accordingly (Chen, 2012).  
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3.3. Opposing Predictions 

 

The theoretical framework described in the previous sections offers two opposing predictions 

of the effect growth will have on the relative size of the informal economy. The classical 

theory proclaims that as growth prevails, new formal jobs will be generated. The people 

affiliated with the informal economy will then make their way into formality in search for 

these jobs. In this process, the informal economy (sector) will decrease in size until it 

constitutes a negligible issue. Moreover, the degree of vulnerability in the informal sector will 

also decrease, as incomes in the informal economy rises with growth. 

In contrast to the classical theory, the New View anticipates no effect of growth on the 

relative size of the informal economy. The very heterogeneity of the informal economy makes 

it a sturdy phenomenon. It takes on new guises and merges into new shapes, and dynamics of 

casualization and informalization of employment relations makes the informal economy a 

resilient feature of modernization and contemporary economic growth. Since the institutional 

setting required to ensure the formal employment generating function of growth likely is 

inadequate in most developing countries, the relative size of the informal economy is 

independent of growth rate.  

In the following sections, I show that the informal economy is indeed displaying the resilience 

designated to it by the New View. The institutional setting required to ensure the formal 

employment generating function of growth is likely not present at large in the developing 

world. To do this, I require data on the informal economy. But how does one measure such an 

evasive phenomena as the informal economy? This is the theme for Section 4. 
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4. Methodology  

 

In this section I present on how to define and measure the relative size of the informal 

economy, and how to interpret the variables obtained. I use three different proxies as my 

dependent variables, each capturing different aspects of informality. Next follows a 

description on how I construct the independent variables. Then I formalize my estimation 

strategy, and elaborate on how I take precautions to ensure that the estimation is efficient and 

discuss the potential endogeneity. But let us begin with the issues of definition.   

4.1. The Data   

 

As specified in section 2, I define “informal” as any economic activity not, or not sufficiently, 

registered with, and regulated by, government officials. Informal employment arrangement is 

thus defined as employment arrangements that are not properly registered with the official 

branches of government. Any worker employed informally is hence part of the informal 

economy (ILO, 2011). The variable of interest in the following sections is the relative size of 

the informal economy, which should be interpreted as the share of employed persons 

employed informally. This includes workers at formal firms whose employment arrangements 

are informal. 

However, informality is a heterogeneous phenomenon in the developing world. Thus, there 

are likely degrees of informality. Employees could be engaged in informal economic activity 

to various degrees. For instance, a person holding an additional part-time informal job 

alongside a full-time formal job is not engaged in informality to the same degree as a person 

whose only source of income stems from informal economic activity. However, there is no 

commonly used method to fully capture the heterogeneity of the informal economy, even if 

efforts to establish one have been made (see Maloney, 2004; Nguimkeu, 2014). In this essay, I 

do not attempt to discriminate between types of informal employment. Hence I am using a 

binary approach in the empirical investigation where an employee is either a subject to 

informal employment arrangements and thus affiliated with the informal economy, or not a 

subject to informal employment arrangements and thus affiliated with the formal economy.  

It is not without reason that the informal economy is sometimes referred to as “the unobserved 

economy” (Schneider & Williams, 2013). As noted previously, the evasive nature of the 
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informal economy makes it cumbersome to construct a measure that properly displays the size 

of it. But to determine the effect of growth on the informal economy, data on informal 

employment is required. For most developing countries, data on informal employment 

remains non-existing, unavailable and/or of insufficient nature. Thus, consistent with existing 

literature, I use proxy measures. There has been some debate whether using proxies is a 

proper way to examine the size of the informal economy (see, for instance, Dixon 1999). But 

since no other data is available to a satisfying extent, I, like previous studies (Heintz & Pollin, 

2003; Galli & Kucera 2003; Loayza & Rigolini 2006), use proxies. For the analysis in the 

following sections, I employ three different measures as proxies
1
 for the relative size of the 

informal economy. These are: 

 Working Poor – This proxy is recommended by the ILO (2011).  It contains all 

workers who live under the nationally defined poverty line. This proxy corresponds to 

compound evidence that the wage received in the informal economy is substantially 

lower than the wage received in the formal economy (see, for instance, Maloney 2004, 

Chen 2006, Vanek et al 2014).  

 Vulnerable Employment – This proxy is also recommended by the ILO (2011). It is 

based on International Classification of Status in Employment, and contains all 

workers classified as own-account workers or contributing family workers. Together 

they compose the proxy. The vulnerably employed strongly tend to lack the social and 

legal protection associated with formal employment arrangements.  

 Self-employment – This proxy is commonly used as a proxy for the informal economy 

(see, for instance, Loayza & Rigolini 2006). It contains all workers who are self-

employed. Like the vulnerably employed, the self-employed strongly tend to lack the 

social and legal protection associated with formal employment arrangements. 

Using three different proxies of the informal economy enables a better estimation of the 

effects of growth on relative size of the informal economy in the following section. However 

all three proxies are likely to underestimate the relative size of the informal economy. For 

instance, the UN, the ILO, WIEGO, and others propose that the share of the people employed 

informally in Sub-Saharan Africa amounts to between 60% and 80%, thus surpassing the 

observed value of either one of the proxies (see, for instance, Chen 2006, Nguimkeu 2014, 

Heintz & Pollin 2003, UN-Habitat 2007, Vanek et al 2014). Any proxy intended to capture 

                                                           
1
 For a more elaborate description on how I construct the proxies, see the Appendix. 
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the relative size of the informal economy is likely underestimating the size of it
2
. Nonetheless, 

I use proxies, as doing so constitute the “least-worst” option in measuring the size of the 

informal economy.  

When examining the informal economy in the developing world, data at a sub-national level 

is largely unobtainable. Hence, I use data at the national level. I rely on the UN:s 

classification of developing countries, which leaves me with 107 developing countries in 

Africa, Asia, Latin America and the Caribbean (UN, 2012). To make my study up-to-date, I 

use the latest data available. To compare effects over time I use observations from each year 

dating back to 2002. 

In accordance with Loayza, Maria, and Servén (2006), I use the natural logarithm of per 

capita GDP in as my output variable. The GDP is in 2010 US dollars. Moreover, industrial 

modernization has a decreasing effect on the relative size on the informal economy according 

to the classical theory. I thus add a variable for modernization, when available. For this I use 

the share of employed person employed in the industrial sector, which may be used as an 

indicator for the level of modernization (Stockener & Sundström: 2016).  

Moving on, I add control variables to my test to get a more thorough indicator of the level of 

development in the country of interest. I use data for internet users per 100 inhabitants which 

is an indicator of the level of development in a specific country. I also use data for life 

expectancy in years at birth, which is a non-monetary indicator for the level of development 

in the country. Last, I use the rate of population growth as a control variable, as it constitutes a 

factor indicating the level of development in the country. I use these control variables as an 

attempt to isolate the effect of growth on the relative size of the informal economy.  

All observations are listed by country and year. Due to lack of data, four countries (Djibouti, 

Taiwan, Somalia and the Arab Republic of Syria) are omitted from the dataset, leaving 102 

developing countries. 30 of them are Asian, 24 are LAC, and 43 are Sub-Saharan. Five are 

North African countries. 36 of the countries are classified as LDC:s
3
 (UN, 2016). Since the 

data set contains observations over time and individual countries, it is to be defined as a 

longitudinal dataset, or: a panel. Next, it is time to put my data to work.  

 

                                                           
2
 Using Proxies as outcome variables reduces the precision of the OLS estimates, but does not affect their 

consistency as long as the measurement error is classical (see Bingley & Martinello, forthcoming)  
3
 For a full list of the countries examined, see the Appendix 
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4.2. The Model   

 

I specify the estimation strategy I use to the effect of growth on the relative size of the 

informal economy.  Since I have three proxies for the relative size of the informal economy I 

run three separate OLS-regressions, where each proxy constitutes the dependent variable. In 

all regressions the growth rate in per capita GDP for the current year and the growth rate in 

per capita GDP from the previous year constitute independent variables. Data for employed 

persons employed in the industrial sector is largely unobtainable for African countries and 

LDC:s. Thus I only use this variable when running regressions for Asia and LAC separately. 

For all the regressions, I use the control variables. The OLS-regression model is: 

𝑊𝑃𝑖,𝑗  𝐨𝐫 𝑉𝐸𝑖,𝑗  𝐨𝐫 𝑆𝐸𝑖,𝑗 = 

𝛽0 + 𝛽1𝑔
𝑖,𝑗

+ 𝛽
2
𝑔

𝑖,𝑗−1
(+ 𝛽

3
𝐼𝑁𝐷𝑖,𝑗) + 𝛽

4
𝛥𝑃𝑂𝑃𝑖,𝑗 +  𝛽

5
𝐼𝑁𝑇𝑖,𝑗 + 𝛽

6
𝐿𝐼𝐹𝐸𝑖,𝑗 + 𝜆𝑖 + 𝜆𝑗 + 𝜀𝑖,𝑗 

  

WP is the Working Poor-proxy, VE is the Vulnerable Employment-proxy, and SE is the Self-

Employment-proxy. 𝑔𝑖,𝑗 is the natural logarithm of GDP per capita, 𝑔𝑖,𝑗−1 is the same lagged 

variable, and IND is the share of employed people employed in industry. ΔPOP constitute the 

annual percental growth rate in population, INT is the amount of internet users per 100 

inhabitants, and LIFE is the life expectancy at birth in years. β1, β2, and β3 are the estimated 

coefficients in the regression, and the main point of interest, since they tell us how the 

independent variables affect the relative size of the informal economy. β4, β5, and β6 are the 

estimated coefficients of the control variables, why they are of little interest to the 

forthcoming analysis. The same goes for β0, which constitutes an intercept in the regression 

model. ε is an error term. i denotes a specific country, while j denotes a certain year. I run 

separate regressions for each independent variable of interest (𝑔𝑖,𝑗,𝑔𝑖,𝑗−1, and IND (for Asia 

and LAC)), and one multivariate regression containing all independent variables available. 

The data set contains data on 102 developing countries in Africa, Asia, Latin America and the 

Caribbean, over a period from 2002 to 2015. For some years and countries, the data set 

contains missing values. Since I am computing a longitudinal data set, I take steps to adjust 

the OLS to the distinct characteristics of a panel. I allow for heteroscedasticity, by clustering 

the standard errors by country. Furthermore, I use fixed effects for country as well as for year. 
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𝜆𝑖 denotes the fixed effects for a specific country and 𝜆𝑗denotes the fixed effects for a specific 

year.  

All investigations of the effects of growth on the relative size of the informal economy face a 

problem of endogeneity due to simultaneity. Since I am interested in whether the relative size 

of the informal economy decreases with growth, but also suspect that the relative size of the 

informal economy hampers growth (Loayza et al, 2006), I have to conclude that my model 

might suffer from endogeneity due to simultaneity (Dougherty, 2011). The issue of 

endogeneity is eased using a lagged independent variable (Buch et al, 2013). In addition, 

previous studies on the effect of growth on the informal economy has not been able to 

establish a method to work around the issue of simultaneity (see, for instance, Loayza & 

Rigolini 2006, Heintz & Pollin: 2003, Galli & Kucera 2003). The fact that I am using fixed 

effects for country and year further eases the issue of endogeneity. 

My model sets out to determine the effects on growth (and modernization) on the relative size 

of the informal economy. The effects are measured in terms of coefficients. For the relative 

rate of informality to decrease with growth, provided that the vast majority of workers 

employed informally prefer formal employment arrangements over informal employment 

arrangements, the formal employment generating function of growth must be prevalent. The 

classical theory assume that is. The New View suggests that it most likely is not. In the 

following section, I present results that provide evidence to the latter. 
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5. Results 

 

As outlined in previous sections, I am assuming that the majority of informal workers prefer 

formal employment arrangements over informal employment arrangements. My test is hence 

determining whether growth generates an increase in available formal jobs. The results are 

presented in Tables 1 to 4. First I present the results for the sample as a whole, after which I 

display the results for different subgroups (Sub-Saharan Africa, LDC:s, and Asia)
4
.  

The bottom row in Table 1 shows that the mean of the share of employed people who are 

affiliated with the informal economy, in the countries in the sample, ranges between just 

below a third to just above 40%, depending on which proxy I use. Then what about the effects 

of growth on the informal economy? Consider the Working Poor-proxy. For both 𝑔𝑖,𝑗 and 

𝑔𝑖,𝑗−1 the first two rows in Table 1 show a three-star significance (
***

) that the coefficients are 

negative. This results imply that an 1%-increase in this year’s ln(GDP/capita) would render a 

decrease in the relative size of the informal economy of just above 0.4%, ceteris paribus. This 

                                                           
4
 For results not presented in section 5, see the Appendix.  
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further on implies that, holding all else constant, that an annual growth rate in per capita GDP 

of, say 2%, after ten years would result in a decrease of the relative size of the informal 

economy by almost 9%. In other words: the informal economy withers away with growth. 

This result holds regardless whether I run a regression containing just one of the explanatory 

variables or containing both. If I use the Working Poor-proxy for all developing countries in 

the sample, there is evidence that the prediction of the classical theory is accurate. 

But when looking at the Vulnerable Employment-proxy and the Self-Employment-proxy, 

Table 1 shows no effect of growth on the relative size of the informal economy. For 𝑔𝑖,𝑗 the 

coefficient is negative. But for 𝑔𝑖,𝑗−1 the coefficient is positive, implying that the relative size 

of the informal economy is actually increasing with the growth rate of the previous year. 

However, since none of the results correspond to a significant P-value, I conclude that growth 

has no effect on the relative size of the informal economy when using Vulnerable 

Employment or Self-Employment as proxies for the relative size of the informal economy. It 

is true, however, that the numbers of observations are substantially lower for Vulnerable 

Employment and Self-Employment, than for Working Poor. Row three in Table 1 shows the 

number of observations. However, the number of observations for Vulnerable Employment 

and Self-Employment is adequate.  

Different institutions are operating in different regions. Likely, the effect of growth on the 

relative size of the informal economy varies across geographic regions. In Table 2 below, 

only the Sub-Saharan countries in the sample are considered. 
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The upper rows in Table 2 show that growth has a significant negative effect on the relative 

size of the informal economy, when using the Working Poor-proxy. However, the effect is 

substantially smaller than it was when considering all countries in the sample as Table 1 

shows. The bottom row in Table 2 shows that the mean of the relative size of the informal 

economy is substantially larger for the Sub-Saharan sample than for the complete sample. The 

informal economy is large in Sub-Saharan Africa.  

Furthermore, looking at the Vulnerable Employment-proxy and the Self-Employment-proxy, 

Table 2 shows no significant negative effect of growth on the relative size of the informal 

economy. This provides evidence to the idea of a resilient informal economy independent of 

growth rate. 

The relative size of the informal economy is presumably largest in the least developed 

countries. Table 3 shows the effects of growth on the relative size of the informal countries in 

the LDC:s in the sample.  
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The bottom row in Table 3 shows the mean of the relative size of the informal economy in the 

LDC:s. Not surprisingly, the relative size of the informal economy is substantially large in the 

LDC:s. Moreover, the upper rows in Table 3 show that the effect of growth on the relative 

size of the informal economy is larger when only considering the LDC:s in the sample. Using 

the Working Poor-proxy, an annual growth rate per capita of 1% implies somewhere around a 

0.5% decrease of the relative size of the informal economy. But using the Vulnerable 

Employment-proxy or the Self-Employment-proxy, Table 3 offers no evidence that the 

relative size of the informal economy decreases with growth.   

In fact, there is only one situation when Vulnerable Employment or Self-Employment is 

significantly decreasing. In Table 4 below, only the Asian countries in the sample are 

considered.   
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Table 4 contains an extra explanatory variable, Industrial Employment, in addition to growth 

rate and growth rate of previous year. Using the Vulnerable Employment-proxy or the Self-

Employment-proxy, Table 4 shows that the relative size of the informal economy is solely 

significantly decreasing with share of employed person employed in the industrial sector. The 

effect, is however, quite small, which row three in Table 4 shows. Row one and two in Table 

2 further show that growth has no significant effect on the relative size of the informal 

economy.  
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5.1 Summary of Results 

 

In summary, growth seems to have a decreasing effect on the relative size of the informal 

economy. But that only holds using the Working Poor-proxy. Using the Vulnerable 

Employment-proxy or the Self-Employment-proxy, growth has no significant effect on the 

relative size of the informal economy. The only situation where the relative size of the 

informal economy is decreasing, using Vulnerable Employment or Self-Employment, is when 

Industrial Employment increases, and that is only for the Asian countries in the sample.  

It is likely that the Working Poor-Proxy is biased. Growth might elevate the incomes of 

workers employed informally, and thereby have a decreasing effect on the Working Poor 

proxy without affecting the actual size of the informal economy, in line with Lewis´s (1972) 

second assumption (without implying the first  assumption). The Working Poor-proxy might 

hence tell a misleading tale about the effect of growth on the relative size of the informal 

economy. Growth might have a decreasing effect on certain income related aspects of the 

vulnerability associated with the informal economy. But the problems of the informal 

economy regarding economic performance, and responsiveness to policy and monitoring, 

prevail independent of growth rate.  

Relating this to the core assumption of the previous sections, it is clear that policy makers 

cannot take the formal employment generating function of growth for granted. The relative 

size of the informal economy does not necessarily decrease with growth. What are the causes 

of this, and how should policy makers approach this problem? This is the theme for the 

following section.      
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6. Analysis and Policy suggestions 

 

As shown in the previous section, growth has a decreasing effect on the relative size of the 

informal economy only when using the Working Poor as a proxy for the relative size of the 

informal economy. However, that only holds for certain regions and groups of countries. In 

addition, the Working Poor-proxy might be biased. 

Furthermore, using the Vulnerable Employment-proxy or the Self-Employment-proxy, 

growth has no significant decreasing effect on the relative size of the informal economy. This 

implies that the formal employment generating function of growth cannot be taken for granted 

by policy makers. The theme for the following section is why formal employment is not 

spurring with growth. Proceeding, I elaborate on what policy makers can do to ensure the 

formal employment generating function of growth. 

6.1. Analysis: Why growth does not necessarily generate an increase in formal 

jobs 

 

In a situation with unemployment and a large informal economy, workers are desperate to 

obtain any income-generating contract. Workers prefer formal employment arrangements, but 

they also prefer any employment arrangements over no employment arrangements. This 

implies that the employers possess strong influence when deciding on type of employment 

arrangements.  

There is an obvious benefit for employers in choosing informal employment arrangements. 

Since the wage in informal employment arrangements is substantially lower than the wage in 

formal employment arrangements, profit-maximizing employers make a profit-maximizing 

decision in choosing informal employment arrangements over formal employment 

arrangements. Any additional demand for labour generated by growth is a matter of choice of 

employment arrangements by the employer. Assume that the cost of informal employment 

arrangements is lower than the cost of formal employment arrangements. Further assume that 

the employer can attract the same type of worker regardless of type of employment 

arrangements. This situation implies that the employer will accordingly choose informal 

employment arrangements over formal employment arrangements.  
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The results I presented in the previous section indicate that growth likely does not generate an 

increase in available formal jobs. This implies that the cost of choosing informal employment 

arrangements is lower than the cost of choosing formal employment arrangements, why 

employers are choosing informal employment arrangements over formal employment 

arrangements. This keeps the relative size of the informal economy from decreasing with 

growth. Recalling the Graph 1 presented in section 2, I conclude that, in majority of the 

countries examined, the level of L is lower than L0. 

The presence of the informal economy is generating negative externalities, matters of, 

economic performance, vulnerability, and responsiveness to policy and monitoring. It is thus 

crucial that measures are taken to ensure that growth indeed generates an increase in available 

formal jobs. But, the informal economy is at large unresponsive to policy change. The next 

section offers suggestion on how policy makers can act to deal with this. 

6.2. Policy Suggestions – How to ensure that growth generates an increase in 

available formal jobs 

 

To make sure that the relative size of the informal economy is indeed decreasing with growth, 

policy change is required. However, the evasive nature of the informal economy implies that 

the effects of policy change do not necessarily make their way in to the informal economy. 

How should policy makers then go about in reinforcing the formal employment generating 

function of growth?  

An important actor contributing to the size of the informal economy is formal firms choosing 

informal employment arrangements. These firms are, in contrast to informal firms, formally 

registered with official branches of government. However, they are at the same time 

displaying a tendency of informalizing jobs, choosing informal employment arrangements 

over formal employment arrangements. Nonetheless, since these firms are formally registered, 

they are subjects to regulation. Thus formal firms employing informally may be affected by a 

change in policy.       

Steps must be taken to  

 Prevent employers from infomalizing employment arrangements.  

  Encourage employers to formalize employment arrangements.  
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This is once again a matter of costs of employment arrangements. Returning to the analytic 

framework I presented in section 2, a convenient way to achieve this is by elevating L. This is 

done by changes in the institutional setting. I present potential ways of achieving this below.   

Establish proper legislation. The legislative framework regarding employment arrangements 

should favour formal employment over informal employment. In many developing countries 

legislation regarding employment arrangements is dubious and unclear (Loayza et al, 2006). 

Efforts should be made to establish a clear and coherent legal framework for employment 

arrangements. 

Impose penalties on employers choosing informal employment arrangements. Employers 

which choose informal employment arrangements over formal arrangements should be 

subject to punitive measures such as fines or a temporary ban on business activity. This would 

increase the risk, and thus the cost, of choosing informal employment arrangements.  

Increase official monitoring and surveillance. To ensure that the legislation is heed by 

employers, officials should make efforts to consequently monitor the nature of employment 

arrangements. This could be done by introducing or increasing random controls by 

government agencies. 

Raise awareness among consumers. Consumers should be aware about the negative 

externalities associated with informal employment arrangements. Moreover, employers 

relying on informal employment arrangements should be branded in some kind of way, to 

raise consumer´s awareness about the nature of employment arrangements for the specific 

employer. This will potentially result in a decrease in profit for employers relying on informal 

employment arrangements.  

If these policy suggestions are implemented, the cost of using informal employment 

arrangements is likely to increase. Thus, the formal employment generating function of 

economic growth will increase, generating a decrease in the relative size of the informal 

economy. To illustrate this, I turn to the analytic framework presented by Heintz and Pollin 

(2003). 
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An additional potential policy action that could be implemented in order to ensure the formal 

employment generating function of growth is to lower formal wages. This would decrease the 

cost of formal employment arrangements, which theoretically would make the profit-

maximizing firm keener to hire employees formally. However, lowering the formal wage 

could increase the rate of voluntarism in the informal economy, posing a counteractive effect. 

The net effect of lowering formal wages on the relative size of the informal economy is 

unclear. 
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6.2.1. Potential Obstacles for Policy Change 

Policy makers could ensure the formal employment generating function of growth by 

implement policy changes that raises the costs of informal employment arrangements for 

employers. However, the policies I discussed in the previous section might be cumbersome to 

implement by national governments. Some formal firms hiring informally are multinational 

corporations (MNC:s). If the cost of informal employment arrangements rises in one country, 

the multinational corporations might choose to allocate its production to another country. 

Legislation regarding employment relations, penalties, and monitoring and surveillance might 

thus be policy actions facing resistance from MNC:s and from interests affiliated with the 

MNC:s.   

There is an obvious need for joint international action when it comes to policy change. If 

developing countries simultaneously implement the policies suggested, the risk of the MNC:s 

moving is likely decreasing. Furthermore, many MNC:s market their products in more 

developed countries. Raising awareness among consumers in these countries regarding the 

negative externalities of informal employment arrangements could hence be crucial to ensure 

the formal employment generating function of growth. Global actors like ILO and WIEGO 

likely have an important role in this.   
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7. Concluding remarks 

 

The evidence present in this essay suggests that the relative size of the informal economy is 

not necessarily affected by growth rate. The presence of an informal economy is not a 

symptom of lack of growth. It is rather a symptom of the inadequacy of institutional settings 

required to ensure the formal employment generating function of growth. Until adequate 

institutional settings are functioning throughout the developing world, the informal economy 

will likely continue to be a present issue, regardless of growth rate.  

Growth is, however, likely an important policy tool in decreasing the relative size of the 

informal economy. But additional steps must be taken to increase the costs of choosing 

informal employment arrangements. The most policy responsive part of the informal 

economy is formal firms hiring informally. Accordingly, these are the ones that should be 

targeted by policy makers at the global and at the national level.   

However, an altering of the institutional settings regarding employment arrangements is likely 

not enough in itself to ensure that every part of the informal economy is decreasing with 

growth. It is important, but needs to be accompanied by additional policy actions stimulating 

the transition from informal to formal in parts of the informal economy other than informally 

employing formal firms. To determine what such accompanying policy actions would imply, 

much more research on the informal economy must be conducted. The economic dynamics of 

the informal economy differ between countries, cities and blocs. Thus, to achieve 

formalization of all parts of the informal economy through policy change, more exhaustive 

research is needed on the specifics of the dynamics of the informal economy at a local and at 

a global level. This is something that cannot be ignored by policy makers. 
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9. Appendix 

 

Proxy-construction 

 

I am using three different proxies in this paper. Here follows a detailed description on how I 

went about when I constructed the proxies.  

 The Working Poor. The ILO database ILOSTAT provides statistics over the number of 

working people who live under the nationally defined poverty line. These statistics are 

partly based on estimations. The ILO differs between (1) extremely poor, (2) 

moderately poor, and (3) near poor. In constructing the proxy I am adding (1) and (2), 

which I then divide by the total number of employed persons, including self-employed 

persons, for the specific country and year. 

 Vulnerable Employment. The ILO database ILOSTAT provides statistics over status in 

employment for some countries and periods in line with the International 

Classification of Status in Employment, differing between wage- and salary workers, 

and self-employed. Among the self-employed further differentiate between (1) 

employers, (2) members of producer’s cooperatives, (3) own-account workers, and (4) 

contributing family workers. The two latter, own-account workers and contributing 

family workers, together constitute the variable Vulnerable Employment when divided 

by the total number of employed persons (once again containing self-employed), for 

the specific country and year. The data regarding status in employment is partly based 

on estimations.  

 Self-Employment. This proxy is used by Loayza and Rigolini (2006). I obtain data on 

number of self-employed person from World Development Indicators. I use a different 

database to avoid Vulnerable Employment being a subset of Self-Employment. I then 

divide the number of self-employed persons with the total number of employed 

persons for the specific country and year. Data on number of persons self-employed is 

not based on estimations and accordingly generates more missing values.  
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