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Preface

There is arenewed concern for socia protection in recent years in both the developed
and deveoping world, in part due to the growing trend toward informdization in the labor
markets, but more importantly due to a rise in the leve of poverty in severa countries.
Globalization, reflected in increasing trade and capitd flows between countries, combined with
changes in technologies dso seems to have aggravated this concern. Countries in trangition
toward a market economy are adso faced with asmilar problem owing to changes in inditutions,
and the consequent difficulties in adaptation a the firm and household leved. Public schemeslike
‘socid safety net’ have sought to minimize the insecurity confronting the populetion, a leest in
the short term, with limited success. Labor standards have likewise sought to improve income
security for workers in the long run through a variety of measures ranging from unemployment
benefits to hedth and old age security. With an increasing share of the labor force outsde the
formal labor markets, such protective seaurity is not available or accessible to al workers. The
need for more effective gpproaches and instruments toward socia protection is therefore
evident.

This paper conssts of two parts. Thefirgt part identifies the sources of income insecurity
and vulnerability among workers in the so cdled informa sector in developing countries, al of
whom, by definition, are excluded from the formd labor market, and hence indigible to the
conventiona forms of protection. This sector accounts for an increasing proportion of
employment in these countries. Since there is a strong overlap between poverty among
households and employment in this sector, measures to provide socid protection to these
workers would aso benefit large sections of population in these countries. This paper examines
dternative approaches to socid protection for the informa sector. It is argued that attempts to
extend orthodox socid protection measures to those in the informa sector in developing
countries are unlikely to succeed in providing effective protection, and a more comprehensive
goproach is required because much of the income insecurity for them is derived from ther
informdlity.

The second part dedls with the chalenge of developing a comprehensive gpproach to
socid protection for the informa sector. Arguing that the narrow congtructs that characterize



many current programs that “target” the informa sector need to be broadened, this part of the
paper uses two recent comprehensive approaches that have been put forward by the World
Bank to assst the poor and excluded — namely World Development Report (WDR) 2000/1 on
“Attacking Poverty” and Socid Protection Sector Strategy Paper on “Socid Risk
Management”. It discusses in detail what it means to move towards this broader gpproach and
explains how various policies, programs and regulations which have hitherto not treated the
informal sector needs can indeed be used to provide effective socid protection for the informa

sector. It then discusses what such a broader perspective entails for the World Bank and other
donors and explores how World Bank’s lending and non-lending instruments can be used to
provide comprehensive socid protection for those in the informal sector. This paper not only
highlights the chdlenges but aso the opportunities for extending socid protection on a
sustainable basis.

The authors wish to thank the participants of a seminar a the World Bank in which a
draft verson of the paper was discussed in May 2002. They would dso like to acknowledge
with thanks the congtructive suggestions received from Marty Chen of WIEGO and Vijay
Kaavakonda of the World Bank. The comments reveded that there is a need to extend the
ideas contained in this paper to specific target groups with in the informal sector as the structurd
causes of risks and opportunities facing them differed considerably. It also became clear that
there are a number of stakeholders in extending socid protection to those in the informal sector
who play a critical role. Given the exploratory reture of this paper, these issues will be the
object of futurework inthisarea.

This paper is the outcome of a collaborative work between Mr. Sudharshan
Canagargjah of the Socid Protection Unit of the World Bank and Mr. S.V. Sethuraman
(Consultant) funded by the Professonad Development Grant of the World Bank. Mr. SV.
Sethuraman was responsible for the first part of the paper, and Mr. Sudharshan Canagargjah,
for the second. In view of the exploratory nature of the paper, it isintended primarily to stimulate

discusson and invite comments.



Social Protection for the Informal Sector: The |ssues

Sudharshan Canagargjah and S.V. Sethuraman*

PART |

1. Introduction

Ever since the emergence of a market economy during the 19t century, providing socid
protection to workers has remained a mgjor concern among the developed countries. In recent
years this has become an area of concern in the developing world too, presumably due to arise
in the levd of poverty in severa countries, attributed to a variety of factors including poor
economic performance in these countries. The proximate causes behind this increased concern
for socid protection is however beieved to lie in the changes in the |abor market. The quality of
employment, measured in terms of wages and conditions of work, is believed to have worsened
in mos countries. The rae of unemployment has not only been Sgnificant but may have
worsened too in severa countries, in part due to growth and change in the structure of Iabor
force, attributable to demographic factors! Underemployment, as reflected in ether part-time
and casua work, or as measured in terms of income, appears to have risen too.2 Further, firms
are believed to be reying increasingly on labor outside the factory premises i.e, homeworkers
who operate on a sub-contracting basis, and hence without protection envisaged in the labor
laws.® Thistrend toward "informaization” in the labor market viz., increasing proportion of “poor
qudity” employment, in both developed and developing countries, explans the incressng
concern for both job and income insecurity among workers. Informalization in the labor market
is in part derived from the increasing competitive pressure in the globad markets, which has
forced firms to minimize cogts, especidly |abor, by avoiding high payroll taxes and socid security
contributions. This has been made possible in part by the weakening power of trade unions in

* The authors Sudharshan Canagargjah of the Social Protection Unit of the World Bank and Mr. S.V.
Sethuraman (Consultant) funded by the Professional Development Grant of the World Bank. Mr. S.V.
Sethuraman was responsible for the first part of the paper, and Mr. Sudharshan Canagarajah, for the second.
*1LO (2000)

? Standing (1999), pp.105-106

*In the European member countries, for example,” over 12 percent of the employed usually or sometimes
worked from home...”. Standing (1999), p.109



most countries. Gregter capital mobility across countries in recent years, besides contributing to
greater voldility in invesment and production, and hence employment, is aso bdieved to have
aded this process. New technologies have aso played a role because they made more flexible
forms of work possible. Labor regulations, because they condtrained the freedom to shed
redundant workers, have dso encouraged firms to avoid hiring them on a regular basis; by
keeping them as contract workers outsde the firm they have gregter flexibility. Changesin trade
and technology, accompanied by greater globd linkages between nations, are thus seen as
posing athreat to workers income and socid security, especidly in the developing world.

Perhaps a more important reason behind the renewed concern for socia protection,
especidly in the developing countries, is not the informdization of the forma labor market, but
the rapid expanson of what is known as the "informa" economy or sector, which implied low
income and poor conditions of work, as the discusson later will show. Thisisin part the result
of weak growth in “good qudity” jobs. Forma employment in the organized private sector and
in the government, which by definition is of ‘good’ quality because they respect the labor
standards, failed to grow repidly in most developing countries; in fact it stagnated or declined in
many. Diminishing role of the date, reflected in the fdling share of public sector employmert,
aso no doubt contributed to this trend. This, combined with labor force growth and poverty in
these countries, led many new entrants to aeste jobs on their own, ether by establishing small
and micro enterprises, or as independent service workers i.e., the informal economy. To be
aure, growth of such ‘informa employment’ in these countriesis also in part demand driven. The
subgtantia presence of low-income population in these countries provided a market for goods
and sarvices dbeit of poor qudity, and hence at low cod. In other words, many individuas have
found it profitable to engage in their production and distribution in spite of fierce competition,
even though they had little capability.

The net result of the above trend has been an increase in employment but of a poor
quality i.e., lacking both income and socia security that are characteritic of the forma economy.
This is because the informa economy functioned mogtly outside the accepted institutional

framework, and hence beyond the reach of most conventiona socia



protection schemes. Because most of the poor households in these countries depend on this
sector for income and employment their income security depends on that of these workers.# The
need for socid protection however varied within the informa sector because some worker
categories (e.g., women) are exposed to greater risks and insecurity than others. Lacking access
to formal socia protection measures, these workers had no choice but to develop their own
informa or indigenous mechanisms of socid protection. The chdlenge in extending formd socid
protection schemes to these workers is therefore evident. As a recent publication of the ILO -
World Labor Report 2000: Income security and social protection in a changing world
pointed out, designing effective socia protection measures for workers in the informa economy
does indeed pose a formidable chalenge to policy makers in these countries®

This paper explores the question of socid protection to workers in the informal
economy mainly in the developing country context, though its conclusons are likely to have
wider rlevance. Since the issue is sometimes clouded by ideologica or emotiond overtones the
paper attempts to clarify the issues and put the debate in its proper perspective. It is intended
primarily to stimulate discusson on what condtitutes socid protection for these workers, which
hopefully will shed some light on how to go about in addressing the problem. The section below
briefly discusses the terminology ‘informa sector' in these countries, and identifies the sources of
income ingecurity for its workers. The meaning and sgnificance of socid protection as well as
current attempts to extend it to workers in the informal sector are examined in section three. The
fourth section presents a critica gppraisal of the current thinking and approach toward socia
protection, especidly their rdevance and adequacy for the informal sector. The last section
raises issues for reflection in shaping astrategy for the future.
2. The Informal Sector in the Developing World: A Selective Review

A diginguishing feature of employment in the developing countries is that it varies
enormoudy in terms of quality and other characteristics, compared with the developed countries.
A subgtantiad proportion of the labor force in these countries is in the rurd aress, engaged
primaily in agriculture, which is dominated by smdl and subsistence farming.6 Due to low and

N Though there is a strong overlap between poverty and the informal sector not al those in the latter are
necessarily poor; nor are all the poor in these countries in this sector.

® ILO (2000)

® Seefor example ILO (1998), Statistical annex, Table 3



unpredictable incomes many are dso employed as wage labor. Most of such employment
occurs outside the regulatory framework, with little control over the conditions of work and
remuneration. Outside agriculture, the bulk of the employment is not created by economic agents
that operate within the framework of law as in the developed countries. A substantial part of
production and digtribution occurs in the informa economy’ where enterprises (or agents of
production and distribution) remain outside therecognized institutional framework.

What is the informal economy?

The informa economy congsts of dl economic activities that remain outsde the officid
inditutional framework. Consequently the governments have little control over the qudity of
employment.® In fact they do not even have dtatistics on them. For purposes of the present
paper the term ‘informa economy’ is defined to exclude agriculture mainly because it requires a
somewhat different analytical trestment (see below). There are a variety of reasons why these
activities fail to conform with the inditutiona framework. A vast mgority of the enterprises that
engage in production and digtribution in these countries tends to be very smdl, as the individuds
who gart them are often ill-equipped in terms of education and skills, and possess few resources
for ggnificant physcd invesment such as premises and equipment, and machinery.
Consequently they are either unaware about the regulations and the procedures for compliance,
or are unable to comply with them owing to resource congraints. Low incomes, for instance,
oblige these smdl producers to avoid compliance with the exidting inditutiona framework
because full compliance with dl the reguations involve sgnificant cost, reducing their income
subgtantiadly. Besides direct financid cog, it dso involves time and effort in overcoming the
bureaucratic and adminidirative obstacles. More importantly, many are not sure about the
benefits that they would get in return. Ambiguity in the regulaions as wdl asin their enforcement,
derived from wesk inditutional capecity, dso no doubt explans noncompliance in these

countries.

" For an estimate of the size of the informal economy in selected countries see ILO (2000), Statistical annex,
Table7

® The termsinformal economy and informal sector are used in this paper interchangeably.

° The institutional framework is generally defined to include not only regulations that govern the
establishment and functioning of enterprises but also a host of other regulations such as labor, fiscal, and
environmental, that they are expected to comply with. Typically it requires enterprises to be registered and
licensed, which in turn bind them to respect other obligations.



Compliance with the regulations, one could argue, would have been better if these
enterprises had access to resources and markets such as land and credit. Because of the
frequent absence of organized markets, or due to imperfections in existing markets, these
individuas who own and operate small and micro enterprises often find it difficult to access non
labor resources, especidly credit, and land in large urban locations. Government policies and
ingtitutions have aso frequently exacerbated the Stuation by rendering the access difficult, either
due to interventions in the market or control over resources. Access depended sometimes on
the enterprise scale. These enterprises, unlike their counterparts in the forma economy, aso
frequently faced discrimination in various markets, access is determined not by the
characteristics of enterprises such as their economic activity and viability, but by the traits of
individuals who own and operate them. This is unique to the informa economy as a large
majority of smal and micro enterprises is owned and operated by single individuals. Women, for
ingtance, faced discrimination due to certain ingtitutiona practices derived from culturd, ethnic or
religious congderations. Generdly spesking age, sex, education, and ethnicity of individuas
seem important determinants of access to credit and other resources. These congraints imply
that they have to rely more on their own labor and persond savings, which explains their smdll
scade and low revenue from business. Because of land related regulations these enterprises dso
have unclear title to land or premises on which they are located, making them ineligible for legd
status.

Degpite their informdlity i.e, remaining outside the ingtitutionalized part of the economy,
they are neverthdess able to exploit profitable production opportunities, which arise, as noted
earlier, due to the existence of amarket for avariety of products and services of low quaity and
low price - derived from the substantial presence of low-income households in these countries,
and the resulting congtraints on purchasing power. The markets these small scae activitiestry to
reach are also such that they do not often warrant alarger scale of operation. These enterprises
therefore choose technologies appropriate to keep the costs low viz., intensive in labor and
other indigenous resources. Congtraints on access to resources mean that they are not operating
on an effident scae, nor utilizing optimum technologies that would minimize the cogs. Since
there are few entry barriers, competition has aso kept their income a the minimum, most of

which being essentidly returns to their own labor. These smadl and micro enterprises congtitute



the 'informal™ economy or sector. Informality among these enterprisesis thus derived from two
basic criteriac absence of legal recognition and the absence of access to organized markets
and resources.1°

It would however be incorrect to conclude from the above that for mal ingtitutions done
are respongble for the emergence of an informa economy. Besides government regulations,
customary laws have dso played a role as they constrained operation of these enterprises; in
some countries they determined land dlocation, inheritance and succession, and property rights
in generd. In Zambia, for example, women are reluctant to expand their business for fear of
losing their property to relatives after the husband's death. Women in sub-Saharan Africa lack
title to land they cultivate; they often lack control over their income eg., from cash crops; to
obtain credit they are forced to rely on informa means like ROSCA (rotating savings and credit
asociations or the equivadent eg., tontine, susu, ec.). In Zaire, for instance, women need the
husband's consent and signature to open a bank account.™* Clearly such "informd congraints'
have dso hindered the performance of smdl and micro enterprises in a sgnificant way because
of ther excluson from certain markets. Informa economy is in short the result of both formd
and informa inditutiona congraints.

Heterogeneity of the informal economy

The foregoing discusson implies the existence of a dichotomy, formd and informd
economy. Studies on the informa economy in developing countries over the last three decades
have shown that such a characterization viz., dichotomy does not in fact correspond to the
redity. According to the available evidence, mogt of the smal and micro enterprises in these
countries are neither formal nor totally informa by the criteria mentioned above; rather they are
in between the two. This is because they often have "partid" recognition, and enjoy "partid”
access to resources and markets. Legal status of an enterprise, for instance, is not determined
by a angle or unique criterion, but by a variety of regulations ranging from purely administrative
rules to labor, fiscd and other laws governing business operation. It has been found that smdll

and micro enterprises tend to comply with only some of them and not others, which assures

*It should also be noted that a small proportion of small enterprises that are quite capable of assuring wages
and social protection to their workers as envisaged in the labor standards also “hide” in this sector mainly in
order to gain pecuniary advantages.

! Sethuraman (2000), Chapter 2



them partia recognition by the authorities!?2 This choice of sdective compliance can be
explained by the risk minimizing strategies of the poor; where noncompliance threatens their
very survivd as a business they often choose to comply only with those regulations that matter
viz., that improve their income and security. For example, enterprises with significant invesment,
and engaged in non-traditiond ectivities, often find it codly to remain totdly informd (i.e,
invisble) because they require backward and forward linkages with the rest of the economy for
efficient operation.

Likewise, the extent to which enterprises have access to organized factor and product
markets, public resources, information and opportunities has been found to vay
consderably, reflecting the extent of market imperfections including fragmentation and
discrimination; some tend to enjoy greater access than others. Unequa accessis dso in part the
result of ambiguous legd gausi.e, inditutiona condraints, and a function of initid endowments
of these individuas. Because of ther exclusion from forma or organized markets they have to
rely more often on "informa" markets eg., credit and skills. Even access to informa marketsis
not easy as it frequently depends on the individud's access to 'socid networks (i.e, socid
capital) and other non-economic factors. Women for example have difficult access to certain
networks and therefore have developed dternative networks of their own. These findings imply
that there is no single criterion by which an enterprise can be classified as forma or informd.
Instead, enterprises vary in their "degree of informality".3

There is thus consderable heterogeneity within the informa economy depending on the
incidence of informality in enterprises. Those that are very small, owned and operated by
individuas with little or no schooling, by women, and by the poor tend to be more informd.* In
other words there is a whole range of enterprises with varying degrees of informaity, with
informa economy a one end of the spectrum, and forma &t the other. This means one can
define the informa economy as narrowly or broadly as one wishes. This dso implies that the
cost of remaning informa (discussed below) is relatively higher for certain categories of

 For evidence on this from sub-Saharan Africa see for example Sethuraman (2000), Chapter 3; and
Maldonado et al., (1999)
Y1t is not possible to classify the degree of informality as the extent of formality or informality among
enterprises varies continuously in terms of a number of indicators. They may be visualized as lying on a
ﬂ)ectrum varying from formal at one end to informal on the other.

See Sethuraman (2000), Chapter 2 for more details.



workers, risks, congraints and opportunities facing those in the informa economy thus vary.
Insecurity defined in terms of insufficient income and vulnerability seems to be greater for
certain categories of workers. Since income insecurity and vulnerability vary directly with the
extent of informdlity (see later discussion), the need for socia protection varies too.

I ncreasing importance of the informal economy

These activities in the informa sector account for a substantial share of tota employment
in the developing countries - ranging from a third to two thirds or more, particularly in urban
areas® They dso make a sgnificant contribution to the GDP. Nationd levd data on
employment and income generated in the informa economy is generdly not avalable. Indiais
one of the few exceptions where it has recently been estimated that the informal sector (including
agriculture) accounted for 80 percent of dl mae and 92 percent of dl femae employment, and
68 percent of the net domestic product.® In Ahmedabad city (India), for example, 77 percent
of dl employment and 47 percent of adl vaued added are estimated to originate from the
informa economy.” The informa economy is dso believed to be rising rapidly, partly due to
poor performance in the ret of the economy, epecidly in sub-Saharan Africa

Globdization measured in terms of trade and capital flows between countries, and
technologica change is believed to have played an important role in the process, as dready
noted. They may have intengfied competition among firms, driving down labor costs. Since
these cogts are lower in the informa economy, as they generdly do not comply with labor
regulations such as legd minimum wage, socid security contributions and other provisons, an
increesing proportion of employment in these countries is believed to be informd. In South
Africa, for example, women retrenched by textile and garment industries are now in the informa
sector, as petty traders.’® Increasing internationd trade likewise appears to have crested more
employment for women especidly in Asa and Latin America, but mogtly in the informa sector.
Many of them are engaged as homeworkers, operating on a sub-contracting basis - without
adequate socia protection.”® Improvements in technology are aso believed to have contributed

' For arecent estimate of the size of the informal sector and its contribution to GDP in selected countries see
Charmes (1998)

*® sudharshan (2000)

" Unni (2000)

| undetal., (2000)

L0 (1994)



to such informdization of employment asit opened up new possibilities for increased divison of
labor.2° Poor economic performance, resulting from poor management, especidly in sub-
Saharan Africa, has dso led to arise in informa employment following the implementation of
sructurd adjustment programs and retrenchment in the public sector and the organized private
sector?! Rising poverty in severa countries has encouraged women participation in the labor
force, especidly in the informa economy, which is dso partly due to discrimination in the forma
labor market. These trends implied a rdaively higher growth of femae employment in the
informal sector.??

Scope of the informal economy

Before proceeding with further discusson on the sdient festures of the informa
economy and its significance for policy as it concerns socia protection, it seems necessary to
clarify the scope of these activities. The term informa economy, though applied in principle to dl
branches of economic activity, has in practice been gppied in the empiricd literature mogtly to
the nonagricultural sector. Thisis because there is no evidence to suggest that forma ingtitutions
have been a source of hindrance, obliging farms to operate outside the framework of law, even
though numerous subs stence farms co-exist dong with large commercid farms. Unlike the non
agricultural sector where enterprises are expected to be registered and licensed, and comply
with a hogt of regulations, there are no such obligations in agriculture because they have dways
formed part of the traditional economy and recognized as such. All farming activities enjoy equa
legd status in these countries even though there is considerable heterogenety in terms of size,
organizaion and access to markets. Informa ingtitutions on the other hand have sometimes
imposed codts on certain farms due to discrimination. In sub- Saharan Africa, for example, smdl
farms operated by women are known to be subjected to informal congraints. Even though
government regulations have not discriminated between farms in terms of their legd Satus -
because they generdly have a clear title to land that they cultivate and hence are not ‘informa’

i.e, outsde the law, most smdl farmersin the

% Seefor example Sethuraman (1998), pp.17-18. Indeed thereis avast literature supporting this view.
21

Sethuraman (2000)
% For more on this see Sethuraman (1998)



developing countries are known to have difficulties in accessng resources such as credit and
inputs2 Since market ingtitutions have tended to discriminate between farms based on scae or
other condderations (e.g., subsgence farms), one could argue that informdity exigs in
agriculture too. The scope of the informa economy is however defined to exclude agriculture in
this paper for reasons dready mentioned?* By virtue of the fact that most nonagricultura
activities tend to be concentrated in urban locations, it follows that the informal economy, as
defined in this paper, is essentidly an urban phenomenon.®

Another caveat gpplies to the work force. The discusson above may have over
amplified the Stuation in that the informa economy is defined as conggting of only smadl and
micro enterprises. This implies that its work force comprised those who own and operate these
enterprises viz., heads or micro entrepreneurs, hired workers and gpprentices, and unpaid family
workers engaged in them. In practice there is a fifth category - known as independent service
workers - conggting of those who neither have fixed activity nor work for a fixed enterprise or
employer such as domestic servants, porters and other smilar footloose workers, sometimes
labeled as casual workers. Since their work is largely outside the recognized ingtitutiona
framework in these countries, they are dso considered as part of the informa sector. In some
cases it dso includes workers who are engaged not by enterprises but by households, as such
employment remains unrecognized by governments in most countries. In Latin America for
ingtance this is an important category. To illustrate, in urban Mexico in 1988, informa sector
employment was digtributed as follows: individuals operating an enterprise on own account, 37
percent; heads of micro enterprise who engaged workers, 8 percent; wage workers, 23
percent, unpaid family workers, 13 percent; domestic servants, 13 percent; and casual workers,

% Seefor example Tendulkar (1992) on India.

# Clearly there is a need to address the social protection concerns of those engaged in agriculture, which
however is not attempted in this paper owing to time and resource constraints. Issues pertaining to this
topic would have to deal with the institutional, structural, policy environment (as well as those derived from
geographical / climate and ecological factors) and the risks they impose on workers. But based on the issues
discussed in this paper one can draw an analogy.

% Arguments somewhat similar to those for agriculture also apply to rural non-farm activities. institutions do
not appear to have played a discriminating role because regulations enforcement in rural areas are generally
weak; also few have a problem with access to land.

10



5 percent.?6 |n discussing the socid protection needs of the informa sector clearly dl these
worker categories matter 2’

A further digtinction is often made within the informal sector between those who operate
from their residence, and other micro enterprises. Not al those operating from their residence or
home are truly independent enterprises, taking risks and making decisons, many, especidly
women, are pad for their work by "the employer, subcontractor, agent or middlemen” and
hence consdered as "homeworkers' or ‘disguised wage workers. In other words those who
operate from resdences consst of both home-based and homeworkers. In Ahmedabad city
(Indig) in 199899, for example, of the totd female employment in the informa sector, 32
percent belonged to home-based, and 24 percent to homeworker categories; corresponding
figures for men were 3.3 and 2.5 percent respectively.?® Thisadso illustrates the invisibility and
heavy dependence on sub-contracting, and hence the increased vulnerability and insecurity,
of women, as they remain beyond the reach of the regulatory authorities. Since homeworkers do
not interact directly with the market, they differ from other 'home-based' enterprises; and the
sources of income insecurity and vulnerability are different. For homeworkers, their income and
conditions of work are determined by the terms of contract with their 'employer' (or contractor),
which is not governed by any labor standards or regulaions in most developing countries.
However, the ILO Conference in 1996 adopted a Convention and a Recommendation to
protect homeworkers, which provides a basis for countries to develop new nationa guiddines
or standards.® This tendency to engage workers outsde the factory premises on a sub-
contracting basis is widdy seen, as dready mentioned, as a process of "informalization”, and
interpreted as a means by which employers disown responghility for their welfare envisaged in
the labor standards.

% Sethuraman (1998), p.28

?" From the point of view of social protection one should also consider those workers engaged by the large
private firms that operate within the framework of law viz., the formal sector, but who are denied protection
through the labor standards on the pretext of temporary, part-time or casual labor. Normally such violations
should not exist, but in practice they do as many formal firms take advantage of the weak law enforcement
capacity in these countries; they are able to get away from non-compliance because of the travesty of law.

%% Unni (2000)

?* Home Work Convention 1996 and Home Work Recommendation 1996
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Informal economy: Some empirical magnitudes

There is a vadt literature on the empiricd magnitudes of the informa economy, a
discusson of which is outsde the scope of this pgper. But one may summarize some sdient
feetures that are pertinent to the question of socid protection. Firg, it is obvious that these
enterprises are quite smal, moslly below ten workers per establishment, the cut-off line
commonly usad for licenang and regidration requirement viz., legd recognition in most
countries® In fact a vast mgjority of the enterprises (not employment) - anywhere between 65
and 85 percent - is owned and operated by single individuds, and hence quite small, with little
or no capita investment, and hence low productivity and income. Second, a large mgjority are
engaged in tertiary activities congsting of petty trade and service activities, though the proportion
varies between the poor, medium and high income devel oping countries. In the poorest African
countries for example they often tend to account for dmost 90 percent. This concentration in
low productive activities isin part areflection of entry barriers to other more lucrative activities,
which require not only more capitd but adso sgnificant technical and entrepreneurid skills -
which incidentally are aso the ones that provide much of the wage employment in this sector.
Conversdy, it is the heavy transaction costs resulting from poor ingtitutions that seem to explain
this phenomenon. The concentration is dso partly due to the risk aversion behavior of the
poor as inditutions in these countries have tended to enhance the risks and uncertainties in non
trade activities. Third, most of those who own and operate enterprises with significant amount of
capitd, funded through persond savings or informd credit mechanisms, have an income,
according to the evidence, above the legd minimum wage mainly because of returns from
capitd, in addition to returnsto labor. This meansthat a vast mgjority of those operating on own
account with very little capita, or even without a premises, and those who are engaged as wage
labor, earn below the legd minimum wage, and hence the most deprived, needing socid
protection. To the extent legd minimum wage reflects the minimum or subsistence income in the
country concerned, digtribution of workers by earnings or income provides an indication of the
extent of income insecurity for workers. In many sub-Saharan African countries, for ingtance,

the lega minimum wage has falen in red terms in recent years, and hence such data may not

* This choice of ten may seem arbitrary; it could be any number that signifies the inclusion or exclusion from
the institutionalised part of the economy, which no doubt varies from country to country.
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reved the true extent of income insecurity. These findings have a significant bearing on the design
of socid protection schemes for these workers.

Fourth, because they are mostly urban, these enterprises face serious congraints in
accessing land or space; where land markets exist and function, few can afford to own or rent
because of land scarcity. Zoning and other land related regulations may have further aggravated
the gtuation by limiting the space available, or by imposing heavy transaction costs. Many are
therefore driven to operate businesses out of their resdence, or in the residentia neighborhoods,
or in other invisble locations including dums, and other margind aress eg., in the fringes of
urban aress like hill dopes, beside train tracks, garbage dumps and so on. This implies that they
lacked direct contacts with markets, as they were obliged to rely on intermediaries. Findly, the
activities dso differ in their objectives, some seek to maximize current income while others focus
on the long-term goa of maximizing business assets through enterprise devel opment. Women for
ingtance are bdlieved to engage more frequently in petty trade or services in order to supplement
household income, and hence are considered as part of the survival economy - as opposed to
the more productive activities like manufacturing that have a potentid to grow. This however
contradicts the fnding that a risng proportion of women are dso the main bread-winnersin
these economies.

Conseguences of informality

Scarcity of land (or space) for business, besides pushing individuas to margina locations
and condemning them to ‘invighility’ (i.e., operating from residence), has aso induced them to
violate property rights through encroachment of public and private property and assume the
attendant risks - encouraged in part by the ambiguities in the law. It would seem in retrospect
that such action has paid off, even though they may have become more vulnerable in the
process, exposed to bribery and threats of eviction from regulating authorities. Their success is
in part due to the weak law enforcement capacity in these countries. In many African countries it
is explained by the absence of a land market and unclear property rights. These surviva or
coping strategies of the poor have helped them to avoid starvation, if not earn income above the
poverty line. Another implication is of course that those who managed to acquire space earlier
derive a substantid part of their income in the form of rent, and therefore rdatively wdl off.
These imperfections in land markets have no doubt sgnificant efficiency and welfare codts.
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Perhaps the most significant consequence of lack of access to land on alegd basis has been
that a subgtantia proportion of these activities are indigible for legd satus and hence
recognition by the state, as mentioned earlier. It is one of the mgor deterrents to becoming
formdl.

This has a cascading negative effect on these enterprises because, without a clear title to
land or space they occupy, they are dso denied access to credit from banks as wdl as
assstance schemes funded by the government. In severd sub-Saharan African countries, for
example, it dso implied lack of access to other key inputs including those imported, and other
raw materids (e.g., products from forests and mines) as their supply was often controlled by the
date directly or indirectly. In other words, informality compounded by mar ket imperfection,
not only rendered these activities less viable but also their participants more vulnerable.
Their ability to compete in the market is diminished, especidly againg some products and
services of the forma sector, which tends to enjoy a favored treetment in the policy framework
in many countries, or againg imports that are made artificidly chesp by overvaued exchange
rates. They are unable to minimize the cogt; nor are they able to diversfy their output. They have
few incentives to accumulate capitd, acquire skills, and improve technology.

This dso raises questions about some of the current efforts that have tried to promote
investment in human capital like skills and education. Can they succeed, in the absence of a
more favorable environment facing these activities i.e,, low returns to invesment in skills and
as=ts? In other words it is not dways the deficiencies in the supply mechanisms thet is holding
back investment in this sector. It is aso a question of adequate returns to such investment that
matters.3! The need to make the environment facing these informa producers more friendly is
therefore evident.

Lack of access to resources has often forced individuas to turn to ‘informa markets' or
seek employment based on sub-contracting relationship. Often they have to borrow at
exorbitant rates of interest from money lenders or merchants though some have relied on
informal mechanisms such as ROSCA mentioned earlier. Others have resorted to sub-

contracting work because the contractor advances the inputs and markets the output, but a a

%! See for instance Bigsten et a., (2000) for evidence on factors constraining returns to human capital in
manufacturing sector in selected sub-Saharan African countries.
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price - unfair terms and conditions, derived from unequa bargaining strength. These and other
consequences of being informd (see discusson in the next section for more on the
consequences) obvioudy increased the income insecurity of individuds as wel as ther
vulnerability. This suggests that measures to improve socid protection should be concerned with
ways to diminate informaity. But should they be aimed atthe most vulnerable groups only, or dl
those participating in this sector?

3. Social Protection and the Informal Sector

Background

Although it was not defined in those terms, the origins of socia protection can be traced
back to the Poor Law of 1601 in England, which aimed at providing work to every able bodied
person; and it was the responsibility of the parish to provide such work, which was empowered
to mobilize the necessary resources through 'taxes or rates on land and other property. This,
together with other statutes pertaining to labor, known as the Code of Labor, provided the
framework for socid protection in England, though it placed redtrictions on labor mobility and
wage determination. In the modern sense of the term it however made its appearance only in the
early 19th century when the laws protecting labor hitherto were abolished, and labor assumed
the character of a commodity, fredy bought and sold in the market - which implied, as Karl
Polanyi put it, that human beings were deprived of their "protective cover” derived from their
socid and culturd inditutions. Though labor was now free to move, it dso lost the guarantee to
employment and minimum income, or the 'right to live' as it was sometimes called, provided by
the earlier laws. This change towards a 'market’ economy, necessitated by the Industria
Revolution and the ensuing expansion of industry, exposed labor to new risks in terms of abor
mobility and wage flexibility, which a variety of new socid and labor legidation sought ©
minimize. Doubtless such a change aso provided workers new opportunities for higher wagesin
the urban setting.

Socid protection in the developed countries, which has evolved over years, thus
consisted of measures that gave workers freedom to organize themselves into trade unions
to safeguard, defend and advance ther interests, especialy through increased bargaining
strength, leading to better wages and working conditions. They aso included factory laws to
ensure worker safety, and labor regulations that defined not only the conditions of work such
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as limitations on hours of work, rules regarding dismissal, maternity benefits and legd minimum
wage but dso the employers lidbility with regard to employment rdaed injury caused to
workers, and respongibility for old-age security in the form of socia security contributions and
for insurance againgt unemployment or social insurance These measures, which aimed at
safeguarding the human character of labor, laid the foundation for extending socid protection to
workers in the forma or organized sector conssting of enterprises that functioned within the
framework of law, or the legd inditutiond framework. Notwithstanding their comprehensive
nature, they did little to reduce the risk derived from increased ingtability of earnings resulting
from changesin trade, or from mass unemployment caused by business cycle.

Over the years, however, a variety of other policies have complemented the specific
measures noted above, which have sought to reinforce socid protection for workers in these
countries. For example, a variety of proactive policies such as hedth care, and public policies
toward training and education have tended to reduce income insecurity by minimizing the risks of
unemployment and earning incgpacity. These policies and measures, which involved sgnificant
financid transfers from the government to the needy, currently amounting to about a quarter of
the GDP, are believed to have contributed to a sgnificant reduction in poverty in these countries
during the last 50 years.32 Last but not the leedt, there is little doubt that favorable macro
economic policy environment that is friendly to employment creation has aso played a vitd role
in reducing the insecurity facing workers.

What is social protection ?

There seems to be a broad consensus now that the insecurity facing workers in both the
developed and developing world is largely derived from income inadequacy and income
variability, though they may manifest themsdvesin different forms. The god of socid protection
has once again come to be regarded as one of assuring minimum and stable income to
workers, without of course the guarantee by the state as in the earlier period. As arecent ILO
report noted, the aim of socid protection is not only alleviating poverty, but also minimizing
the risk that, "through no fault of their own, individuasfal into poverty".®3 Thisisindeed amuch
broader goa, more ambitious than what was originally envisaged under socid protection through

2 1LO (2000), p.2
*1L0 (2000), p2
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labor stardards, asit cdls for action on a much wider front, well beyond the immediate working
environment of workers, but it fals wel short of providing a'socid safety net’, with a minimum
income defined in dsolute or relaive terms,

Broadening of the objective of socid protection in recent yearsisin part explained, and
perhaps judtified, by the fact that a vast mgority of workers in the developing countries -
probably around 90 percent of the workforce - isin the informa economy that is outsde the
intitutiona framework, and consequently beyond the reach of conventiona socia protection
messures, by definition. They have neither an 'employer’ who can share the cost burden that
these measures entail, nor can their enforcement be monitored by the government as these
activities remain unrecorded and unregistered. But it is unclear who should take responsibility for
minimizing the risks. Achieving the broader gods of socid protection underscores not only the
need to prevent a fall inincomes of workers, but aso how to improve incomes. It dso implies
the need for innovative mechaniams of socid protection that would reduce the risks
contributing to income insecurity - innovative because these risks are different from those facing
workers in the forma sector (see later discusson for more on this). They need to be innovative
a 50 because the burden of implementing the new protective measures has to be borne largely by
the workers themsdalves, most of whom are known to have only alimited earnings. The chalenge
is therefore evident.

The ILO approach

Derived from the above condderations, and based on the 1952 Convention 102 - the
Socid Security (Minimum Standards) Convention - the ILO, which recently undertook a globa
review of issues pertaining to socid protection, has defined social security "as the protection
which society provides for its members through a series of public measures:

to offsat the absence or substantid reduction of income from work resulting from various

contingencies (notably sickness, maternity, employment injury, unemployment, invdidity,

old age and desth of the breadwinner)

to provide people with health care; and

to provide benefits for families with children."3*

*1LO (2000), p.29
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It is noteworthy that the definition does not mention explicitly the need to raise workers
incomes. Socid protection is defined "to include not only public socia security schemes but dso
private or non-statutory schemes® with a similar objective, such as mutua benefit societies and
occupational penson schemes™ The various socid protection mechanisms for workers,
identified and assessed by the ILO report, fal essentidly into two categories. @) schemes that
amed & maintaining the earning capacity of the worker during the working career; and b)
schemes that provided income security to the worker and hisher family after the end of the
working career, and thereby minimizing the risk of faling below the poverty line. Schemes amed
a maintaining the earning capacity of workers broadly conss of:

Hedlth care - as accessto it enables the worker to maintain health and hence the earning

capacity. It may be provided by the government or through voluntary schemes including

what are known as micro-insurance schemes for hedlth care.

Socid protection during periods of incapacity - which enables workers to avoid alossin

income ether due to sckness, or disability resulting from employment injury or other

unforeseen events, both in the short and long term through income replacement benefits.

It may be provided through a socid security scheme, the cost of which is shared by both

the employer and / or the government; or through occupationad hedth services and

rehabilitation sysems. Clearly this dso covers benefits to workers who retire
prematurely owing to disability. Long-term disgbility benefits are typicaly provided by
socid insurance penson schemes.

Maternity protection schemes for working women, a socid security scheme whose cost

is shared by both male and femae workers as well as employers and the government.

Unemployment insurance, provided by the state, mostly in developed countries, funded

in part by employer contributions, whose benefits may however be only for a limited

duration; and other ad hoc employment generating schemes such as public works mainly
in poor countries.

Socid protection schemes that am a maintaining the living standards of workers and the

survivors of hisher family beyond the working career include:

% Excludes schemes where contributions are whol ly determined by market forces. (p.30)
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dd-age and survivors penson schemes - which includes government schemes that

provide minimum income or pensonsfor the ederly;

contributory socia security schemes, widely known as socia insurance;

mandatory retirement savings schemes such as the provident funds;

complementary voluntary retirement schemes; and

socid assgtance schemes, tax financed benefits mainly for the poor who receive little or

no benefits from other forms of socid protection (or universal benefits).

A variety of other supportive measures such as child care services are dso seen as
contributing to income security, though indirectly, by helping women to participate in the market
more effectively. Smilarly, education and insurance schemes that minimize the risks to hedlth of
workers resulting from occupationd accidents and exposure to hazardous substances dso form
part of the package.

Current approaches to extending social protection: A critique

Socid protection schemes listed above vary not only in their coverage, funding and
adminigration but dso in terms of the level of protection. It is aso obvious that these measures
address only the risks faced by workers as individuds, and thus exclude collective (or
covariate) risks such as naturd disasters and unforeseen politica events including wars. Many of
the above schemes are not in generd available to workers in the informa sector for reasons
dready cited viz., not having an employer, and not operating within the recognized indtitutional
framework. Even in the developed countries many workers face the threat of losing access to
the above measures because employers are increasingly resorting to informd forms of
employment, avoiding compliance with labor regulations, high socid security contributions or
payroll taxes are often seen by them as a hurdle to extending socid protection in the
conventional sense of the term viz., forma schemes funded by the government and employers
because they raise labor costs sgnificantly.®® This means the burden of socia protection rests
increasingly on the workers themsdves. Given the limited financid capacity of workers who bear
much of the cost burden, especialy in the developing countries, these schemes necessarily tend
to limit the package of benefits commensurate with lower contributions. Both the range and leve

* In the industrialized countries non-wage labor costs as a share of total labor costs varied between 13 and
30 percent in 1995. Standing (1999), p.99
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of protection tend to be limited.3 Further it is not clear if they possess the tools necessary to
manage the risks on their own.

The emerging response to the problem has been one of 'maximum benefits a minimum
codt'. For example, increasing emphasis is being placed on organizations of workers (or smal
producers) in the informa economy in order to pool risks, and thereby lower the cost of
insurance eg., group insurance schemes, they have dso led to cost reduction, especidly
adminigrative and managerid, through participatory management at the grassroot level. Such
informal mechanisms are dtill in an experimental stage. Despite innovations and adaptations few
schemes seem to reach workersin the informal sector as the discussion below shows.

A number of developing countries have designed schemes that provide access to hedlth
care for the genera population; but very few socid protection schemes in operation are either
comprehengve, as suggested in the ILO approach, or focus exclusvely or mainly on workersin
the informa sector. In Africa, socid hedth insurance schemes in a least 13 countries are
believed to provide benefits to a substantial proportion of the population. Smilarly severd Asian
and Lain American countries are believed to have socid hedlth insurance schemes® In Balivia,
the Indtituto Politecnico Tomas Katari (IPTK) has indtituted a mutua hedlth insurance scheme in
1996 which, among others, aso serves the informa sector workers. A smilar scheme isin its
early stages of operation in West Africa®® Women have access to maternad and child hedth
services but it has been found to be uneven, depending on the level of education and rurd/urban
status, according to the evidence from Boalivia, Egypt and Kenya in 1988.4° Among the few
countries thet focus on the informa sector is Mexico where workers now have access to socia
hedth insurance protection in exchange for a nomind annua payment® But difficulties in
"disseminating information about the scheme and bureaucratic obstacles' are believed to have
limited the outreach, especialy among the more vulnerable groups.

Likewise in Africa, Tanzania has recently started a scheme of micro insurance for hedth

care - under the auspices of UMASIDA (an acronym for Mutuad Society for Hedlth

*" |LO (2000), Chapter 10
** |LO (2000), p.85

* | LOWIEGO (2000)
“*1LO (2000), p.80
*'ILO (2000), p.80
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Care in the Informd sector) - in Dar es Sdaam since 1995 for workers in the informal sector.2
It is ill too early to say the extent to which these schemes have been successful, taking into
account ther financiad sustainability. A mgor hurdle to universal access to hedth care has been
the income disparity among potentid beneficiaries. Another example is the case of Sdf-
employed Women's Association (SEWA) in India, which is currently implementing an Integrated
Socid Security Program covering some 32000 women workers in the informa sector in
Ahmedabad city and elsewhere. "The scheme covers hedlth insurance (including smal maternity
benefit component), life insurance (death and disability) and assat insurance (loss of or damage
to housing or work equipment)."® Similar examples can be found in Bangladesh, the Philippines,
Colombia and South Africa though in some cases the coverage goes beyond hedlth care to
include asst and life insurance, and pendons. These ae frequently community-based
mechanisms, though some are formd insurance schemes and transfers* Micro-finance
indtitutions have aso contributed to increased socid protection for informa sector workers
mainly through the provison of loans though some have provided other services such as
insurance. They seem to have yielded only modest results partly because the beneficiaries tend
to divert loans intended for business to other purposes; in part it seems to be the result of these
inditutions pursuing multiple objectives induding "mobilizing the poor, building on socid capitd,
and empowering women'". 4

In the case of sickness benefits, though there are socia security and labor legidation that
protect employees, mostly in developed countries, they tend to provide little coverage for the
sf-employed. Smilarly socid insurance penson schemes rardly provide long-term disability
benefits to salf-employed, even in the developed countries. There have been some isolated small
scae experiments with regard to insurance againgt employment injury and occupation related
diseeses in the informa ®ctor. Similarly with regard to old-age security and survivor benefits,
"the governance of socia security schemesin many developing countries has been so week that
satisfactory compliance rates have often not been achieved, even among the limited groups of

*21LO (2000), p.89

*1LO (2000), Box 10.3, p.201

* These include: Grameen Kayan in Bangladesh, CLIMBS and SHINE schemes in the Philippines,
AMUANDES in Colombia, and the South African Old Age Pension Schemes in South Africa. See Lund and
Srinivas (2000)

** Lund and Srinivas (2000), p.91
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workers who should legdly be covered by the scheme."46 Consequently informal sector workers
in developing countries can expect no more than smal financid trangfers from the government,
under the socid assstance schemes, based on a means-test. About ten countries in Latin
America and the Caribbean have gpparently legdly established socid assistance pensons for the
poor but their effect seems to be negligible*” Findly, the only type of insurance agangt
unemployment that informa sector workers in some countries can aspire for is employment
through labor-intensive public works schemes eg., the Maharashtra employment guarantee
scheme in India® The cogt is shared equaly between the beneficiaries, externd donors and
corporations (public and private insurance). These compromise solutions, as the ILO report
warns, should not be seen as away for the governments to escgpe from their responsibility in the
fied of socid protection; instead, they should be considered as complementing the efforts by the
government*°

In sum, the "new" mechanisms, mogt of which are il in their early stage of operation,
are fraught with a number of difficulties. Though some of them hold promise for the future, given
the problems of 'scaing up’ and the doubtful financid sustainability, quite apart from the
problems of inditutiona capacity and governance, it seems fair to conclude thet they sill have a
long way to go, and far from assuring a rgpid and satisfactory resolution of the problem. Given
the sheer magnitude of workers who need socia protection, this means that it could indeed take
a very long time before any vishble impact. This gives added reason to look for dternative
solutions. Before doing so it seems necessary to discuss the relevance and adequacy of the
various schemes mentioned above for protecting the workers in the informal sector.
Income insecurity and vulnerability of workersin the informal sector

Socid protection for workersin theinforma sector in developing countries must address
at least two types of risks: first, risks that are faced by any worker at the work place, or the
immediate working environment, namdly, a potential fal in income resulting from various
contingencies sipulated in the ILO definition above; and second, risks that are unique to
workers in this sector, derived from their status of informdity - briefly discussed in the last

**ILO (2000), p.119
*"ILO (2000), p.181
**1LO (2000), p.165
**1LO (2000), p.15
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section, and elaborated below in greater detall. It must also address the needs of at least four
digtinct categories of workers, noted earlier:

those who are sdlf-employed, operating a business either on own account, with or

without family labor, or as amicro enterprise, with few hired workers and gpprentices

homeworkers

wage workers and apprentices in the micro enterprises

independent service workers, who neither have a fixed busness activity nor a fixed

employer.

Unpaid family labor is not treated as a separate category since they essentidly share the
revenue as well as the risks with those who own and operate the activities in which they are
engaged.® Following the ILO approach, the aim of socid protection may be assumed to be the
provison of income security; and the measures therefore consist of schemes that contribute to
maintenance of current and future income of workers, as well as those thet minimize the risks of
insecurity. What are the factors that threaten the income security of workers in the informa
sector? And to what extent do the various measures designed to provide income security to
workers in the forma sector are also adequate for workers in this sector? These are discussed
below, focusing firgt on individuas who operate their own business in the informal sector.
Protecting investment in human capital:

Considering the firgt category viz., individuds who own and operate their smal business
(either as own account workers or as heads of micro enterprises), it is clear that any risk to
their health could thresten their income security, both in the short and the long term, as their
ability to run business would be compromised. Measures such as those discussed earlier could
therefore help, as they either prevent or minimize hedth rdaed risks (including occupation
related accidents and hedth hazards). To the extent they are comprehensive and complete, they
help these individuas maintain the leved of human capitd investment, and thereby ensure flow of
returns from such invesment. And in the case of women, hedth care that includes maternity
benefits can prevent a fal in income and thus provide some security. Maternity benefits are
particularly important due to the disproportionate presence of women in the informal economy.

* Formal sector workers who are denied adequate protection through labor standards are not considered
here as their insecurity is primarily derived from the weakness in the institutional capacity; elimination of
ambiguitiesin the law and stricter enforcement of standards should take care of this problem.
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These measures however assure income security only partialy because they compensate
for hedth related costs but not the income loss derived from sickness and disability; some
insurance schemes no doubt cover, at least partidly, the loss of income due to long term
disability. Such health insurance schemes thus provide only partial protection to these
workers. It is dso evident that the workers have to bear part or dl of the cost burden involved
in such insurance schemes since these workers do not have access to the statutory schemes, and
they have to rely mostly on socid hedlth insurance schemes funded partly by the state, or on
micro-insurance schemes (uch as those mentioned earlier) that are typicdly offered by micro-
finance indtitutions but dso by other community-based organizations. In fact most of these
workers lack access even to such minima protective schemes and are obliged to borrow or
deplete their accumulated assats or savings to meet such contingencies. Thus micro credit often
serves a protective role.

With regard to risks derived from occupationa accidents and hedth hazards, isolated
attempts have been made by donor funded projects to sengtize workersin specific activitiesin a
few countries, which are thus preventive in character. Given the risky environment in which
these workers operate, and their low capacity to pay, it is not surprising that the private sector
hes little interest in insuring such risks.5 How should these work-related risks be addressed?
Because of the externdities involved, there is a strong case for state involvement in developing
suitable schemes, but lack of legd status and organization among enterprises gppear to be a
major deterrent.

Protecting investment in physical capital:

These micro entrepreneurs are aso frequently exposed to the threst of loss of income
due to damage to physical assets utilized in their business. These risks are unique to the
informal sector as part of the workers income is derived from such assets - unlike in the formal
sector. Such losses are in addition to the losses they may incur with regard to their nontbusiness
assets such as dwelling, which aso contribute to income insecurity. Their assets are exposed not
only to risks such as flood and other natura disasters, but dso other man-made contingencies
like civil disturbances and fire leading to destruction of property or theft viz., falure of the State
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to protect property. Frequently such losses aso result from law enforcement i.e., arbitrary action
by the regulating authorities (eg., police) leading to confiscation of assets, and eviction - arisk
derived from the informd gatus of the activity. In many cities of the developing world it is not
uncommon to find poor traders being not only chased away but aso their merchandise and
equipment like carts taken away; and many are aso bulldozed on the ground of unauthorized
congruction. This risk can be atributed largdly to the failure of state to protect their property
rights because of their informdlity i.e, lack of legd recognition.>

Clearly such risks are disproportionatdly large for those in the informa sector, partly
because of their inaccess to infrastructure but aso derived from indtitutiona congtraints i.e,
ambiguous property rights. (See the discussion on access to land below). Though such risks are
not addressed explicitly by the socid protection measures mentioned earlier, they are in practice
sometimes covered through a composite insurance mechanism such as those in operation under
SEWA in India which includes a component for asset loss. Such schemes mostly cover losses
due to theft, fire and other unforeseen risks but not those resulting from enforcement of
regulations. Since the 'market’ for such insurance services is mostly absent in the developing
countries (presumably because the private sector does not find it attractive), these individuals
have often no choice except to face the loss and eventudly replace the assat through new loans,
which of courseis not easily accessible. Their incomes are consequently reduced. It isaso clear
such risks strike more severdly those enterprises that do possess physicd assets for business
purposes, especidly the ones with insecure premises or none & al. In other words, it may be a
less important factor of income insecurity for the very smal business such as petty trade and
services who possess little inventory or equipment, who however are faced with a different set
of risks (see below). Satisfactory management of these risks therefore seems to depend on a
change in the indtitutiond environment.

Assuring minimumincome:

Unlike workers in the formd sector who are protected by legd minimum wage

legidation, workers in the informa sector have no comparable protection. As noted earlier,

51 .. . . . . . . .

Employment injury is most frequent in informal construction work; tuberculosis, silicosis and other
respiratory diseases affect weavers, beedi workersin India, quarry workers, etc.; exposure to lead poisoning,
other toxic substances, hazardous chemicals, etc. are also frequent.
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those who own and operate their own enterprise are more likely to earn above the legd
minimum mainly because their income includes nat only returns to labor but dso own resources
invested in the business as well as rewards to entrepreneurid tasks. Since a vast mgjority lacks
such non-labor assets their earnings are below the legal minimum income, which means that
measures to protect physica assets are of little help in reducing their income insecurity. In the
absence of other measures they can redize higher income ether by accumulating assets i.e,
physcd capitd including land, and skills, or by finding wage employment in the forma sector.
Social assstance measures in some countries perhaps assure some of these workers with a
minimum subs stence dlowance.

Preventing income fluctuations:

Asin the case of forma sector workers, these micro entrepreneurs are aso exposed to
the risk of unemployment, and hence income insecurity. This can hagppen when the physica
and human capitd assats at their disposd, even if they are maintained, fail to generate income
owing to market related risks and uncertainties i.e., either the assets remain under- utilized, or
they are unable to redize optima returns. Asin the case of agriculture where farmers often suffer
from income losses due to draught, the resources owned by an enterprise can remain under-
utilized and fail to generate adequate returns for avariety of reasons. high transaction costs (poor
indtitutions), price digtortions (often policy induced), non-availability of complementary inputs
(market imperfections). Demand fluctuations, either seasond, or due to unforeseen events
including natura disasters, politica disturbances (civil unrest and crises), abrupt changes in the
macro economic environment (e.g., structurd adjustment programs), and business cycles dso
often precipitate afdl in revenue. Unlike wage workers in the forma sector whose employment
and wages are largey protected by the employers and the state, these enterprises are often
exposed to the threat of unemployment in an indirect manner via under- utilized capital. Asthese
enterprises command few resources, they cannot, like their forma sector counterparts,
overcome such risks through the use of 'politica capita’ (i.e.,, privileged access to decison
makers in the government), output diversification, or other buffer mechanisms. What they can
do, in the event of prolonged threst, is to deploy the resources they avn into dternative

*2In South Africa, 55 percent of the street traders in Johannesburg were reportedly robbed, and 10 percent
were assaulted. Lund et al. (2000), p.38
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ventures. But this is not dways easy owing to congtraints on mohility (e.g., shifting the business
location) and market access eg., inability to acquire new sKills, credit and know-how.
Consequently, they lack effective mechanisms to protect themselves against such
contingencies.

Thisisarisk that is endemic in most developing countries which can be overcome only
in the long run with the development of ingtitutions and improved economic management that
reduces uncertainties. It should aso be noted that these smal producers face greater difficulties
in adjusting to change partly because of their low level of education but aso due to other
condraints. Since these risks are quite serious, the most common response has been for these
entrepreneurs to choose those activities thet are least risky eg., trade, especidly in basic need
items where they are assured of stable demand among others, even though returns are low;
clearly these are ds0 the activities where there is little scope tr productivity increase. They
prefer to engage in activities where there are less uncertainties and lower likdihood of
unforeseen changes. This then seems to explain, partialy, why many in the informa sector have
inadequate incomes, not only present but aso future. The various socia protection measures
listed earlier totaly ignore these risks. These risks can only be addressed through ingtitutiona
and policy reforms that reduce such uncertainties and hence transaction costs, making it
worthwhile to undertake investment.

Old age security:

All categories of workers in this sector, it is obvious, are exposed to the risk of falling
below the poverty line once their working career comes to an end as they do not have access to
ether statutory or nongautory penson schemes, though in some countries they may have
access to socid assgtance. In other words they have to develop their own mechanisms for
protection, or assure old age security through private savings and insurance schemes such as
those discussed earlier. Since these workers lose, when they cease to work, only the income
derived from human capital investment, one may assume that the non-labor assets they own ill
remain in tact and represents an important source of accumulated savings, which can provide a
basis for designing a socia security scheme. But in most cases this would be meager. With
indtitutiond reforms enabling these enterprises to accumulate capita, they could become an

important source.
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Income insecurity and informality

It was noted earlier (section I1) that informdity congraints prevent these enterprises
from generating higher income, and thus contribute to income insecurity of workers. Lack of
legd recognition, one of the two criteria of informdity, implies access to nonlabor resources, in
particular land and formd credit is congtrained, either due to government control or regulations.
They are often unable to expand and regp gains through economies of scale, or diversfy their
output; neither can they compete effectively in the market, especidly against comparable output
from larger firms, or imports, that tend to enjoy ‘protection’ due to price distortions or other
incentives. In fact these condraints are believed to have prevented many smdl and micro
enterprises from entering into more lucrative activities because of entry barriers, which few are
able to overcome. This is most evident, as noted earlier, in the concentration of petty trade and
sarvice activities within the informal sector.  Productivity and income are not only low but dso
under congtant threet owing to the absence of entry barriers, suggesting that much of the
insecurity for workers in the informa sector is derived from inditutionad congraints. In sub-
Saharan Africa, for example, these activities have grown at a phenomend rate during the last
two decades or more, with a corresponding fal in red incomes. It is this involutionary
development that has been a the root of income insecurity and vulnerability for a mgority of
workers in Africa. It is in this context that access to credit assumes particular Sgnificance;
easier access to credit can result in improved productive capacity and help these producers
move into more productive lines, if accompanied by a change in the business environment thet
ensures adequate incentives.

Unfortunately, under conditions of informdity, these workers have few incentives to
invest either in themselves or in physical assets or to improve technology - quite gpart from
the question of access to resources. This means that there are few prospects for raising the leve
of human capitd investment in the informa sector, which is dready quite low. There is some
evidence from Latin Americawhich suggest that the returns to investment in education are lower

for workers in the informad sector.®2 In Africa, though education and training increases incomes

% Expected return to schooling for self employed men was 13.8 percent compared to 14.7 percent for
employees in Brazil; for men in informal sector, 9.2 percent compared to 10.1 percent for men in formal and
informal sectorsin Costa Rica; for men self employed, 8.8 percent compared to 12 percent for men in formal
sector in Honduras; in Peru in contrast self employed men had a higher return, 9.4 percent compared to 9.1
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of workers in the informa sector, the extent of the increase is limited owing to the non
availability of complementary capita inputs> To the extent income insecurity isinversely related
to the leve of investment, the prospects of improving income security for these workers seem
blesk, unless the environment for investment is made more attractive, and access to markets
improved. Incidentaly, improved access to credit, even in the absence of such inditutiona
reforms, contributes to improved socia protection for workers in the informa sector as it helps
them to overcome the problems of uneven cash flows. This is evident from the experience of
micro level credit schemes in severa countries, which dso show that the poor need banking
facilitiesi.e.,, accessto markets.55

Not being able to access land in a legal manner, likewise, also contributes to increased
insecurity, as many individuas are driven to violate the laws, especidly those pertaining to land
and property rights, which explains the wide spread "invason” of land by the poor in many cities
of the developing world. This has been made possible no doubt by the acquiescent law
enforcement capacity in these countries. Ambiguities in the laws and regulations have adso no
doubt played a role. There is overwhelming evidence to suggest that a mgority of informa
activities lack premises with a proper legd title. This has increased the risk of losng their assets
(aready mentioned), besides loss of income in the form of pendties for violating the law.
Another consequence of poor access to resources has been that these smal producers have
little choice but to remain invisible, cut off from direct links with the markets, by operating out of
the resdence, which however exposes them to different sort of risks (see discusson on
homeworkers below). Findly, lack of access to nonlabor resources aso pushes these
enterprises to use labor at their disposd more intensvely, often resulting in self-exploitation. Not
only those who own and operate the smal scae activities but dso the unpaid family labor are

exposed to long hours of work under deplorable conditions for meager returns.

percent for men in wage and salary employment. No similar evidence is available for Asia and Africa
Sethuraman (1998), Table 4.3, p.109

* Birksetal., (1994) As mentioned earlier returns to human capital investment in manufacturing in selected
African countries are indeed quite low owing to low level of physical capital at the enterprise level. See
Bigsten et al. (2000)

% Many studies show that one of the reasonswhy the poor borrow isto smoothen the uneven cash flows;
often they need to borrow in order to meet lumpsum expenditures for birth, wedding, funeral, etc.
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Indtitutions have constrained maximization of revenue in these enterprises not only
through redricted access to resources, but dso through price distortions resulting from
government interventions and poor functioning of marketsi.e., ssgmentation and
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fragmentation. and imperfect market structure. In fact many markets in developing countries are
either absent, or characterized by monopolies; the state for example assumed the dlocative
function, often on a discretionary basis, giving room for discrimination based on legd status or
other grounds. Imperfections in markets have been a source of insecurity to the extent they raise
production costs above the potentid minimum, and lower revenue in these enterprises. These
imperfections reflect in part the governments failure to organize markets and assure |lower

transaction costs through efficient functioning. Since the very existence of the informa sector is
predicated on the existence of markets, where individuds interact directly with the markets in
generating vaue added, the consequences of sich imperfections is obvious. Besides land which
is often under state control and heavily regulated, access to training and credit is redtricted either
because of regulations or due to the absence of private training sysems and few commercia

banks. In sub-Saharan Africa, for ingance, virtudly al non-labor inputs (including imported
items such as spare parts and equipment) that the micro enterprises require, were either under
state monopoly or control; and their availability subjected to uncertainty, rasing the transaction
cogts. Frequently they were dso under private monopolies. The informa sector is consequently
obliged to turn to pardld or informa mechaniams, which however dleviaie only some of the
congraints. Smal scale units dso imply higher input prices due to rdiance on intermediaries and
retail buying. These inefficiencies are often compounded by discrimination in the markets based
on gender or other individua characteristics such as age, education, caste, ethnicity and so on.
This is most evident in accessng credit. Such discrimination have no doubt contributed to
increased income insecurity among specific worker categories. In the case of women, informal

congtraints derived from socid, cultural and religious consderations have also prevented them

from improving their income security.

A vaiety of local government policies and regulaions have aso placed redrictions on
vending activity in most cities of the developing world which, as one would expect, has
increased the income insecurity and vulnerability, especidly of women vendors. This has led
women vendors to organize themsalves in severa countries. In part this has been inspired by the
cregtion of Internationd Alliance of Street Vendors, founded in Bellagio (Itay) in 1995,
condsting of representatives from eleven countries, created in order to promote and protect the

rights of street vendors. Since then it has evolved into whet is known as 'sreet net’ with more
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countries joining the net; and is currently endeavoring to improve the policy and regulatory
environment facing street vendors, and thereby reduce their vulnerability and income insecurity.®
Similar regtrictions (on routes, licensing and other regulations) on informa transport operators
(mogtly three wheder rickshaws, motorized and nonmotorized ) in severd Adan (eg.,
Indonesia, Philippines, India, and Bangladesh) and African countries (e.g., Kenya, Senegd,
Ivory Coast) have contributed to their vulnerability and income insecurity. Besides increasing the
vulnerability, indtitutions in developing countries have adso threstened the income security of
workers because of the financia cost of non-compliance with regulaions. A deeper andysisthus
suggests that inditutions have contributed to workers income insecurity and vulnerability both
directly and indirectly. Elimination of informaity can therefore have a double impact on income
security: not only can it reduce the risk of a fdl in income, but dso improve the chances of
redizing higher incomes.

Homeworkers:

Turning to other worker categories, homeworkers, as noted earlier, are mostly women
and employed on a sub-contracting bas's, and hence differ from other enterprisesin the informal
sector in severd respects. Problems relating to accessing inputs or disposad of output are
virtualy absent as they are generdly taken care of by the contractors; but they risk receiving
lower remuneration for the work they do, besides being exposed to contractua risks.> Though
they have a choice of operating independently, assuming the attendant risks derived from
markets (such as those described earlier), they seem to prefer working on a sub-contracting
basis despite the lower income it entails, and the risk of being exploited by contractors through
unfair terms and conditions. This is evident from the fact that severd millions are actudly
operating as homeworkers. This choice is presumably explained by their risk minimizing
srategies, the risks associated with contract work seem to be less, in their estimation, compared
with those derived from direct exposure to markets, which in addition aso requires management
kills. Higher transaction costs dso perhaps explain this preference as independent businesses
haveto

* This is one of the program elements of WIEGO. Research-cum-action is currently in progressin Kenya,
and nearly completed in South Africa. Other countries are to follow.

* See ILO (1994) for a detailed discussion on the importance of homework and the problems facing
homeworkers.
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incur sgnificant codts in terms of time and money eg., searching for input supply sources,
trangport cost, and the need for working capital. Home- based workers, on the other hand, face
the risk of lower income partly due to congtraints in accessing resources discussed earlier, but
more importantly due to their week linkages with markets resulting from ther invisibility i.e.,
lack of information and knowledge about the markets or their competitors. Because these
activities are small, scattered, and invisible they are highly vulnerable to exploitation; this
vulnerability is also in part derived from market imperfections. Often they have to rely on
only a sngle or a handful of traders or intermediaries to dispose of their output, who naturaly
exercise their monopsony power.

The concentration of women in homebased work and homework is explained by severa
factors. The choice of operating from home is in pat dictated by the informd congraints
(Section 1), especidly access to land, credit and other resources, to which women are often
subjected to. Such a choice aso avoids potentid conflicts between market participation and
respecting socio-culturd norms that oblige women to remain invisble. For many it dso
represents away of obtaining labor market flexibility i.e., combining gainful work with household
and child care responsihilities.

Women homebased workers, in some instances, have been able to overcome the
vulnerability noted above by organizing themsdves (eg., SEWA in India), leading to an
improved bargaining strength, and hence better prices for their output. Homeworkers too
appear to have used smilar strategies to improve the terms and conditions of their contract. But
the general absence of protective labor standards have deprived women of these gains. The ILO
Convention on Homework (1996) cited earlier appears to have improved the prospects for their
socid protection. But much remains to be done as countries have yet to formulate legidation and
implement them, which means they have to build the rdevant inditutiona capacity. This aso
implies that these workers need to be identified and recognized. The need for protecting women
isevident from the fact that they are frequently the sole earners or breadwinnersin the family.
Wage workers:

Turning to wage workers in the informa sector, their number is rdatively smdl as very
few enterprises in this sector are big enough to have hired workers, and most of them are in

manufacturing, trangport and services according to the available evidence. Given the lack of legal
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recognition of the enterprise, and the absence of forma wage contracts, their income is generaly
below the legd minimum wage. Workers are dso exposed to unemployment risks, as there are
no employment contracts. Like their employers, they have virtudly no access to the different
statutory or voluntary social protection schemes. Many however do enjoy adegree of security in
the event of threet to ther hedth, as their employers often provide at least partid financid

assistance, depending on the number of years of service and other factors, which however can
not be claimed as amatter of right. They are particularly vulnerable because of their exposure to
risks derived from their work (occupationd hedlth hazards, exposure to hazardous materids,
inadequate safety measures at work place, accidents, absence of emergency ad). To some
extent ther plight is dso explained by discrimination in the labor market. Since they can not
expect any sgnificant improvement in their employment and working condition, most of them
tend to leave and st up their own smal scde activity once they have accumulated sufficient
savings and gained access to the business and market network. Though they can improve their
income security in this manner the process is no doubt hindered by the different corgraints
noted earlier.

Independent service workers:

Finaly, with regard to independent service workers such as domestic servants, porters
and the like, who are not attached to any single employer, the evidence shows that their income
tends to be the lowest. Because these workers lack any specialized skills, and are mostly paid
on a piece rate basis, they are congtantly exposed to competition, driving down their wages.
More importantly they are faced with discrimination in the labor market. Women in particular
earn much lower wage than men; they are dso more likely to be in dead-end jobs with few
prospects of learning new skills. But there have been isolated cases where they have been able
to organize themsalves into unions, and impose saf-discipline, which has brought them not only
gans in income and greater job security, but aso improvements in working conditions such as
holidays, sick benefits and partid insurance against Smple contingencies. A few seem to have
successfully converted themsdlves into service companies. These cases are yet to be carefully
documented and their experience andyzed, but they seem to hold promise for the future. But
most governments seem to be ether unaware of such experiences, or indifferent to the plight of



these workers. It seems fair to conclude that these workers would lack socid protection aslong
as they remain unorganized.

Insecurity facing workers in this sector has often been overshadowed by the risks
derived from poor macro economic environment prevailing in many countries, and there is very
little recognition of this fact. Where the economic performance has been poor, workers are
faced with greater insecurity it seems, because of the sharp conflicts of interests. In many sub-
Saharan African countries, for instance, worker insecurity gppears to have worsened over years
sgnificantly, judged by the phenomend expansion of the informa sector and the rise in poverty,
which is largely explained by the poor macro economic performance, exacerbated in part by the
Sructurd adjustment programs.

It is evident from the foregoing discussion that nothing short of a comprehensiveset of
measures, well beyond those under debate currently, amed a diminaing informdity, can
improve socid protection for workers in the informa sector on a sustainable basis. What are
they ? The section below looks at these issues.

4. Social Protection at Crossroads ?

The risks facing workers in the informa sector in developing countries are indeed
overwheming; they contributed not only to income insecurity but aso ther vulnerability. These
workers, it should be recalled, had little choice but to assume greater risks mainly because of
their exclusion from formal labor markets. They gppear to be far more serious compared with
the situation facing workers in England in the 19t century because of the presence of informality
in the developing world today. It adso differed in another respect: trangtion toward a market
economy in the earlier period, though it created new risks for workers, wes aso accompanied
by adgnificant rise in both employment and wages due to arapid expansion in world trade and
improvements in technology. In contrast, workers in the informal sector today seem to have
benefited little from globalization and technologica change. In fact income insecurity may have
worsened for many, because global competition has tended to lower labor cods. Reative
abundance of labor in these countries, and the presence of an informal economy have aso no
doubt aggravated this trend. These risks are mostly derived from their informal satusincluding
ther low initid endowments (reflected in low schooling and skills, as well as poverty), and not

from the immediate working environment viz., the various work related contingencies. This
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means that the threat to income security for these workersisfar greater, compared with workers
in the formal sector. The need for socid protection to workers in the informal sector is therefore
obvious. Can the current attempts to extend socia protection to workers in the informa sector
diminate theserisks ? Thisis discussed below.

It should be noted at the outset thet the very existence of the informa economy in these
countries can be interpreted as a mechanism of protection through which individuds atempt
to overcome income insecurity on their own, notwithstanding the risks that such effort entails>®
As dready pointed out, this involves more intensve utilization of the resources at their disposd
(induding sdf-exploitation sometimes), accessng private or public property through illega
means (assuming the attendant risk), resorting to the use of common resources and recycled
waste materias a little or no expense, and adapting technologies®™ In the process, they have
a0 assumed sgnificant hedth rdated risks. Some of them have improved their income by
gaining access to credit and other resources either by organizing themselves (e.g., ROSCA or
mutua credit and savings societies) or by exploiting the various socia networks successtully i.e.,
by building up 'socid capitd’, which in turn has enabled them to redize higher returns to
resources owned by them.

In recent years, they have even attempted to dter the environment in which they are
obliged to function, an important source of insecurity. There is an increasing tendency among
informa producers to organize themsdaves and create their own network, not only to improve
their access to land and other resources, but aso to obtain other concessions (e.g., fiscd), to
reach wider markets, and even to exert pressure on the authorities to bring about a change in the
regulatory environment, though not aways successfully, dl of which seem to have reduced the
extent of their insecurity and vulnerability. Thisis evident from the various grassroot experiences
such as StreetNet (network of vendors), HomeNet (network of homeworkers), and other
informal sector organizations (artisan associations, trangport operators organizations, women's
groups, €tc,) cited earlier, though many more still remain undocumented. In other words they are
atempting to overcome the congraints derived from informdity. These efforts are more

*® Some would like to interpret the emergence of theinformal sector as a response to “the lack of protection.
* Maldonado and Sethuraman (1992)
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successful in some countries than others, partly due to the differences in the macro economic
policy environment i.e., the presence or absence of economic growth.

Notwithstanding these efforts, the risks, and hence the insecurity, remain. The process
by which these individuas seek to improve their security thus gppears to be inefficient in the
sense that it has been dow to produce visble results measured in terms of income security.
More importantly they have been able to overcome only some of the condraints because others
require mgjor reforms, which the state alone can initiate (discussed later). In the abosence of such
reforms they have essentidly resorted to coping strategies. In short, they still require an
effective social protection mechanism. Governments in developing countries, in contragt, have
generdly adopted an attitude of benign neglect, if not total indifference, to the phenomenon of
informa economy. Thereis little awareness of the need, or concern, for socia protection in the
informa sector. How can they be motivated or persuaded to adopt a drategy of socid
protection? What should such a strategy consist of ? Before answering these questions it seems
necessary to examine the extent to which current approaches and measures for socia protection
respond to the needs of the informal sector.

Can Orthodox Social Protection Schemes Help?

The gap between those who have socid protection and those who dont in the
developing countries is indeed large, not only because of the vast number of workers in the
informa sector but aso due to the enormous differences in the quality of employment. Extending
socid protection to workers in the informa sector in the developing world poses formidable
chalenges not only because of the vast number of workers involved, but more importantly due
to their exclusion from the recognized ingtitutiona framework, and hence the organized markets
- unlike in England during the 19th century. Further, the number requiring protection has been
rising because of demographic changes as well as the trends in globalization and technological
change.

Capacity to pay: It was noted earlier that incomes of workers vary enormoudy, with a
large mgjority earning below the equivaent of legd minimum wage because they have few non

labor assets. In severd sub-Saharan countries for instance not only the level of income has been
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low, but it is dso believed to be faling.6° As long as the workers are expected to participate in
the cost of providing socid protection, its leve is determined inter alia by their income, within
the framework of utility maximization. Clearly such a

® Employment in the “irregular and independent marginal workers’ or the precarious category increased
more rapidly than in the salaried workers category in Burkina Faso, Cameroon, Ivory Coast and Mali in
recent years. See Sethuraman (2000), Chapter 1.
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level may not be adequate to assure income insecurity. For the poorest, for example, there could
be a conflict between satisfying current consumption needs versus buying security for the future.
The poor for instance may choose not to participate in a scheme if it improves their income
security only margindly. If this is true these protection measures will not make any real
difference to their income security. In fact this low capacity of beneficiaries to pay for the cost
seems to explain why socid protection schemes have failed to develop in the private sector even
though there is a consderable need. In other words, income congtraint, besides making socia
protection inaccessible to many, isaso likely to limit the scope and leve of protection.

Government subsidy: There is some confusion in the literature between 'need’ and
‘demand for socia protection. Socid protection is generdly consdered as a need, implying that
the society (or the state) has an obligation to provide it. Given the considerable number of poor
workers in the informal sector, the cost burden on the state is evident. The Sate is therefore
likely to provide a minimum level of socia protection, irrespective of the ability of the worker to
pay, implying subsidies for the poor. These subsidies can be judtified, quite apart from other
consderations like equity, on the ground that social benefits will exceed socia costs owing to
the presence of postive externdities such as higher productivity in the economy and investment
in hedth. Frequently they are judified on the ground that such messures provide ‘socid
insurance i.e,, benefits to dl members of the society. Even though one can judify dtate
involvement, to what extent is it redidtic to expect governments in the developing countries to
devote resources for socid protection for the informa sector, especidly when they have
adopted an attitude of ‘benign neglect’ if not indifference toward these activities?

Can the schemes reach the informal sector?: There is little doubt that even a
minimum level of socid protection, designed "to offset the absence or substantia reduction of
income from work resulting from various contingencies’, as suggested by the
ILO, could bring considerable relief to these workers by protecting them from someif not dl of
the contingencies noted earlier ( assuming that the shortcomings noted below can be removed).
The key issue is however whether these schemes can reach workers in the informa sector as
long as it remains invisble, outsde the inditutiona framework - except indirectly through
genera schemes that aim at covering the poor or low income population as a whole. In fact

many of the current schemes address the poor or low income population in generd, and not
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specifically the workersin the informal sector. The limited evidence from Indiaregarding socid
assgtance to the dderly - ‘means tested old-age pensions - which has been in operation in
severd dates and financed by the government, suggests that less than a fifth of the old people
under the poverty line benefited from it because of lack of information on the part of digible
beneficiaries and redtrictive qualifying conditions, aong with corruption and procedurd delays
limiting the effective access®

Shortcomings in the schemes: Among the many schemes envisaged, hedlth care and
micro savings and insurance schemes are perhaps the only ones that respond to the security
needs of these workers to some extent. Currently, life insurance schemes for the poor are more
often oriented to protecting credit ingditutions from potentid financia losses rather than persons,
though they could be linked to savings. Schemes to protect assets, for example, may not
necessarily reduce income insecurity because the returns from them are il open to fluctuations
and not protected, and could cause a fal in income. Further, asset insurance in many current
schemes is believed to cover only the loss of assets financed by credit, and that too for the
outstanding loan amount only. In other words the insecurity will remain unless socid protection
measures adso include appropriate initigtives that would guarantee adequate returns to
investment in these smdl scae activities. For this to happen, clearly the inditutional and policy
environment in which these informa activities are carried out need to be improved.

Supply mechanisms. Though the schemes currently being experimented have sought to
lower the cost through risk pooling and sharing of management and adminidretive codts to
improve the outreach, the problem of ‘scaling up’ micro leve initiatives remain. Some of these
issues are beginning to be addressed®? What about private sector involvement? Private hedth
insurance is not considered as a vaid option for full population coverage by some, because of
high transaction costs, derived from the need to undertake risk-reting, which requires detailed
information and andyss. But some private insurance schemes seem to hold promise. In other
words, it is ill unclear if these schemes can be effectively managed to reach dl potentia
beneficiariesin the informal sector, and to assure delivery without cumbersome procedures.

®! Guhan (1992), pp.287-289; See a so van Ginneken (1998)
®2 Brown and Churchill (2000)



It would thus seem that the various innovative approaches to extend socid protection
viz., ‘protective security’ to the informa sector, which have been identified in recent years,
ether fail to respond adequately to the security needs of workers, or are beyond their reach.
Perhaps the most important drawback of the orthodox schemes is thet they fail to address the
fundamenta causes of income insecurity and vulnerability facing workers in the informa sector
because they were not so designed. These schemes are but an “extenson” of the measures
designed to protect workers in the forma sector, more specifically in the industridized countries
context. As Guhan puts it, “In the developed countries, the origins of modern socia security
were based on an empirica diagnosis of want, which postulated that much of poverty in these
countries could be related to the interruption, reduction, or loss of earnings [of workers] from
contingencies such as temporary unemployment, sickness, disability, old age, death of main
earngs in the family, and large household sizes”® While such contingencies, and the insecurity
derived there from, gpply to workers in the informa sector too, they are relatively a less
important source, compared with the insecurity derived from structural factors such as those
discussed in this paper. Risks to income security for workers in the informa sector in developing
countries are more often derived from the conditions governing their employment and
income generation viz.,, informality. Orthodox measures to socid protection thus imply a
‘Band-Aid approach’ to the problem because they respond only to the symptoms rather than
the disease; they are more in the nature of coping with risks from various contingencies through
remediad measures, and fail to address the fundamenta causes of insecurity and vulnerability.

How does one then explain the current emphasis on protective security based on
orthodox measures? It may reflect the existence of a 'professona’ bias, which takes a narrow
view of socid protection, based on historical experience. Alternatively, since the remova of
fundamenta causes of insecurity and vulnerability among workers in the informal sector hinges
on economy-wide reforms, many probably consder them as extraneous to conventiona socia
protection instruments. Or perhaps they take a pessmidtic view of reforms because of the
difficulties in implementing them, which by definition is along-term politica undertaking. Perhaps
a ampler explanation is that current attempts to socid protection have smply overlooked the

Sructura causes of income insecurity in the informa sector. Practica considerations such as

® Guhan (1992), p. 291
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limited resources and implementability of well-defined and time-bound schemes may have aso
influenced this choice.
An Alternative Approach

Do the arguments above then imply that the emphass should be exclusvey on
‘preventive’ and ‘promotional’ aspect of socia protection i.e., addressing the structural
causes underlying insecurity?®* Or should it dso include ‘protective’ security? Should socid
protection dso include eimingtion of vulnerability of workersin this sector besides improving
income security? There are several reasons why the approach toward socid protection, asfar as
the informa sector is concerned, should be comprehensive, amed at not only protecting against
various contingencies implied in the orthodox agpproach, but aso promoting income security
through the elimination of risks. Even if the emphasis is placed on the promotiona aspect the
need for protective security will continue to exist because a certain proportion of these workers
or their families will dways experience income shortfals, as the experience of indudtridized
countries show.

Broadening the god of socid protection - from risk ‘'minimization’ or ‘dleviaion' to risk
‘dimination’ - would however imply a shift in the Strategy - from preventing afdl in income or
minimizing itsfluctuation, to raising the level of income® Instead of designing schemes to cope
with, or mitigate the consequences of risks, the focus will shift to more fundamenta reforms that
atempt to modify the inditutiond environment in which the informa sector functions. Thisis
inevitable as much of the risks facing these workers is derived from their ‘informdity’, and hence
rooted in the inditutions. Instruments of socid protection, it is aso evident, would then become
indistinguishable from those aimed a poverty reduction.

What are these reforms? Since income insecurity and vulnerability of workers in the
informal sector are largely derived from ther informality viz., lack of legd recognition, reforms
amed a diminating such discrimination seem essentid. In many sub- Saharan African countries,
for example, vulnerability of informa workers is manly derived from the refusa of locd
authorities to provide legd recognition as many of them were considered ‘vagabonds, depriving

them access to resources and opportunities. Apart from discrimination based on lega status,

* Following Marty Chen's suggestion, promotional measures may be defined to include also preventive
measures.
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high transaction costs derived from poor inditutions including market deficiencies dso explan
their excluson from organised markets. They could include not only regulaory reforms
pertaning to busness regidration and licenang, labor, fiscd and other adminigtrative
requirements, but dso land related regulations as they render many informal producers indligible
to legd status. Ambiguities both in the regulaions and in their enforcement need to be eiminated
as wdl, snce they contribute to informality. Informa congraints derived from socid and cultura
practices would aso need to be reviewed.

Smilarly, reforms amed at improved functioning of markets and improved access to
them by those in the informa sector could help not only in raising the income of workers but dso
in reducing their vulnerability and improving equity. These market related reforms are important
because the essentid characteritic of informal sector isthat individua producers attempt to gain
income by interacting with various markets directly; outcomes in terms of employment and
income criticaly depend on how well they function. They would aso enable them to enhance
their cgpabilities in the long run, resulting in productivity improvements. These reforms could
include measures that not only diminate market fragmentation and discrimination but also reduce
the risks and uncertainties leading to lower transactions costs and higher returns to investment.
One of the reasons why developing country governments have faled to place adequate
emphasis on this aspect in the past has been the strong presence of the public sector in the
provision of resources or their alocetion.

In addition to the above, other reforms that protect property rights of the poor
(especidly women) and improved access to law and justice would also seem necessary to
ensure socia protection. These need to be complemented by policy reforms as they also seem
to matter, to the extent ingppropriate policy environment including negeative policy bias and
distortions discriminate againgt the informal sector and exacerbate the risks. Thisis most evident
in sub-Saharan Africa where structura adjustment programs seem to have increased the income
insecurity facing workers, especidly in petty trading and services, as noted in the last section.

These reforms, it is clear, address various kinds of deprivations confronting the workers

in the informa sector and thus emphasize the link between socid protection and the rights of

* Thisismentioned in Lund and Srinivas (2000), p.43 but not pursued through.



individuas as argued by Sen.% They underscore the importance of right to access organized
markets and resources, to access land with a proper legd title, lega recognition as well as right
to access various public socid protection measures including labor standards. They aso rase
questions about street vendors' right to access space, and trade in public places, and protection
from harassment by the regulating authorities.

Socia protection based on such a broad srategy would no doubt have far reaching
implications, and they aso pose a number of formidable chalenges. But it dso offers a number
of advantages. Ingtitutional reforms could have a pogtive effect on the economy as a whole and
thus improve employment prospects in the forma sector, leading to a reduction in the size of
the informal sector. With increased incomes, workers in the informa sector could afford a
higher level of social protection offered by various schemes, reducing the need for State
subsdy. This is important Snce severa micro level hedth insurance schemes in operdtion are
believed to be financialy unsustainable, though some recent examples show promise. Such a
strategy would also open the prospects for greater government involvement in the provison of
socid protection as it would dlay their fears on resource commitment. It should be recdled that
many governments are reluctant to commit themsaves to extending socid protection to the
informal sector because its size has been expanding inexorably. It would aso encourage private
sector involvement. Risks facing workers in the informa sector would become more
manageable. In fact many of the risks facing workers in this sector, especialy those derived
from the market, are not susceptible to management by individuds through conventiond tools,
making it necessary to place emphasis on promotiond aspect of security. In other words it is
likely to ensure sustainability, as it reduces the dependence on externd financia support.

Perhaps the most important argument why socid protection for the informa sector
should place emphasis on such reforms is thet it would bring the informa activities within the
institutional fold, making it possible for the government to extend existing schemes. Aslong as
they remain outside the institutional framework, invisible, the workers chances of
accessing social protection schemes will remain bleak. Legidaion incorporating new |abor
dandards intended to protect workers in the informa sector (eg., ILO Convention on

Homeworkers), for example, can contribute to socid protection but only if these smdl scde

* Sen (1999)



activities are brought within the inditutiona fold so that they can be effectively enforced and
monitored. It is therefore an illusion to think that there is a choice between protective and
promotional security. Successful implementation of the former criticaly depends on reforms
that diminate informality. Thus a comprehensive gpproach to socid protection seemsinevitable if
it is intended to provide income security and eiminate vulnerability of workers in the informd
sector in developing countries on asustainable bass.

It should be noted that the above reforms may not be as radicad or far-fetched as they
may sound because a careful andysis of the recent experience in these countries suggests that
informa producers are dready atempting to improve the inditutiona environment in which they
function, and gain access to various rights. This is evident in the existence of StreetNe,
HomeNet and other sdf-hdp organizations which are manifestations of increased
empower ment of workers. What they could not achieve individudly, they are able to achieve
callectively, though only afew governments are yielding to such pressures grudgingly, in part due
toits political implications.

Turning to the issue of implementation, it is evident that the prospects for reforms, and
their success vary between countries because of the chalenges they pose. Though certain
bureaucratic reforms may be easier to implement, this may not be the case with others. Some
reforms are likely to involve trade offs between equity and efficiency which may not be essy to
resolve; with gppropriate andlysis and research, it may be possible to minimize such conflicts.
Messures to compensate any financia loss in the short term, for instance, could pave the way
for certain reforms where loss of government revenue is the sticking point. Regulations governing
business for ingtance have generdly been used in these countries to raise locd government
revenue (and encourage rent seeking) rather than lower the transaction costs, and consequently
ther reform could meet with some resstance. Similarly, in the Latin American context, labor
regulations have played a more important role in separating informa from formd enterprises.
Reforms in this area are no doubt fraught with difficulties because of the well entrenched trade
union interest. Once the authorities are convinced of the benefits, and a popular support can be
developed, they are however more likely to support them.



Certain reforms, such asthose amed at strengthening the markets and making access to
them more equiteble (i.e, diminating discrimination) may not meet with much resstance though
they will face hurdles in terms of inditutiona cgpacity. But reforms such as those related to law
and judtice, or to land regulations, may however prove to be difficult because of politicd
obgtacles, and partly due to the need for extensive consultation and legidation. In many African
countries, for example, the land market is often aosent, making reforms in this area more
complex and difficult. It may be possible to overcome opposition to reforms through education
amed a cregting awareness of the potentid benefits. But these difficulties $would not be
underestimated.

It is precisdy for this reason that a strategy for socia protection should place emphasis
on empowerment and participation of those in the informa sector. Given the ‘benign neglect’
atitude toward the informal sector in most countries, it would be unredidtic to expect
governments to take the necessary initiatives in the direction of reforms unless there is pressure
from the grassroot organizations. It is in this context that the emerging experience of informa
organizatiors assumes particular sgnificance. These organizations are not just helping their
members to overcome various scae- related disadvantages (lower input prices through bulk-
buying, better output prices through collective bargaining) and market imperfections (improved
access to credit and other resources); they have aso been instrumental in obtaining lega
recognition, and in creating indigenous or informa socid protection mechanisms. They remain
the potential, and perhaps the most important, watch-dog that can make the governments
accountable, and ensure the effective delivery of socid protection

5. Conclusions

Informa sector in the developing countries is essentidly a manifestation of the
protection mechanism by which workers have sought to gain access to income, and hence
security, by integrating themselves with the mainstream economy through whatever means. It is
aso in part areflection of the failure of governments to assure formal employment i.e,, jobs with
adequate wage and socid protection. By failing to adapt inditutions they dso seem to have
caused the expangon of the informa economy. In other words the number of individuds
requiring ‘socid protection’ would have been condgderably smaler if gppropriate inditutions
incdluding well functioning markets hed
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been put in place. What is surprising is that they have shown little concern for the income
security of workers in the informa economy. They have generdly assumed that these workers
would somehow assure their security needs on their own. Few governments seem to be aware
of ether the extent of income insecurity facing these workers, or the fact that their own action
(or inaction) isthe principa cause of such insecurity.

Without access to organized markets, basic infrastructure and legal recognition, it is not
surprising that workers in this sector, despite their best efforts, have been able to improve their
income security only partially. In fact a vast mgority of them is exposed to considerable
insecurity and vulnerability, though the extent varies between countries. Besides low initid
endowments of these individuds in terms of schooling, skills and physicd capitd, inditutiond
condraints and poor macro economic environment aso seem to explain why they have been
unable to overcome income insecurity and vulnerability on their own. These digtinguishing
features explain why workers in the informa sector are faced with greater need for socid
protection, compared with those in the formal sector. What has perhaps aggravated the concern
for socid protection in theinforma sector in developing countriesin recent yearsis the rate of its
expanson. The need to protect workers in the informal sector is therefore not in doubt.

Evidence emerging from countries suggest that as long as they are subjected to
informality constraints, few can either overcome income insecurity or vulnerability. In
other words provison of socia protection to these workers hinges criticaly on the eimination of
such congtraints, and making the sector more “vishle’. They seem to be a far more serious
source of threat than the risks derived from various work related contingencies, which many
orthodox socia protection schemes have attempted to address. What is needed is a more
comprehensive approach toward socid protection than has been attempted hitherto, that
includes not only short-term measures to cope with risks i.e,, ‘protective security”, but aso a
long-term strategy to eliminate them, especidly those derived from inditutional congtraintsi.e.,
measures to promote security. Since macro economic policy environment has aso been an
important source of insecurity for these workers, both inditutional and policy reforms should
form an integrd part of such a srategy.

Such reforms would help informa producers in these countries in many ways. Improved

access to resources partly through lower transaction costs would provide incentives for



investment and productivity improvement, as well as encourage them to engage in more lucrative
activities through greater mobility. Since failure to protect the rights of these individuds has often
been an important source of insecurity and vulnerability, these reforms, by assuring them their
rights, could contribute to their socid protection. In short a comprehensive gpproach is likely to
not only diminish the need for socid protection through risk and cost reduction, but aso enhance
their capacity to pay for a higher level of protection owing to its postive effect on workers
incomes. It is not only desirable but dso seems necessary to assure effective protection and its
sustainability; unless these activities are brought within the ingtitutiona fold, workers in them
have little chance of gaining accessto socid protection of any kind. Such a strategy isdso likely
to encourage state involvement in the provison of socid protection because it implies smaller
public outlays. Needless to add these reforms, because they lower transaction costs, will dso
have a sautary effect on economic growth; in fact they are Ikdy to hep the growth of
employment in the forma sector, and thereby reduce the size of informa economy in these
countries. These reforms, by removing the vel of informality, hold the promise of contributing
sgnificantly to socid protection in the informa sector. Evidence from countries suggest thet it is
ease to implement such reforms in a growth context as it minimizes potentid conflicts and
trade-offs, and eases the tension.

It should be recaled that workers in this sector are dready attenpting to overcome
various congraints dong the directions mentioned above. They have attempted to modify the
inditutional environment through collective effort, mosily by organizing themsdves into a visble
force, with or with out the help of other non-governmenta organizations committed to ther
advancement. But such attempts are Hill few and in the early stages, and the extent of ther
suceess is limited. Notwithstanding this, these initiatives have demonsrated the potentia for
bringing about a postive change in the environment through empower ment and participation of
those in the informa sector. The proposed reforms could build on this experience. By
encouraging such grassroot organizations, and hence peopl€'s participation, it would seem
possible to bring the issue of inditutiond reforms into the development agenda

Besides reforms, there may dso be scope for improving conventiona socid protection
measures to make them more efficient and accessible. Some attempts are dready being madein

this direction. For ingtance, innovative measures to cover the risk could help micro finance
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inditutions extend their services. By linking insurance premium to savings (such as those being
implemented by SEWA in India) these schemes could provide incentives for workers to join.
Where micro hedth insurance schemes are not possible owing to the absence of grassroot
organizations, it may be worth consdering the franchising gpproach, whereby a network of small
scale private initigtives could be encouraged and supported to develop a supply mechanism.
Such an approach holds the promise for ‘scaling up’ the supply of hedth services, besides the
prospects of lowering the cost. Such innovative measures remain to be discovered and
documented based on actud experiences on the ground. In certain cases it may be possible to
improve socid protection of particular groups of workers through new initiatives. For example,
in India, it has been proposed that by levying premia on contractors, the construction workers
engaged by them can gain access to injury, disability and death benefits, by collecting premia
through taxes on the find output, socia protection schemes can be designed to reach specific
occupational groups in the informa sector (eg., weavers, beedi workers, quarry workers,
etc.).5” Smilaly, in the context of globdization, governments in developing countries could
consider congtituting a'socid security fund' designed to benefit homeworkers engaged on a sub-
contracting bas's, especidly in manufactured exports, financed out of the gains from trade. These
illustrations can be multiplied through a careful anadysis, but obvioudy they need to be
experimented on a pilot scale before wider gpplication. Findly, other promotiona measures such
as improved access to schooling and skills could dso complement the above in order to build
‘cgpabilities, especialy among the poorest.

Since the conclusions presented above are generic in nature, they need to be adapted to
the specific country context, especialy because of the variaions in the Sze and structure of the
informal sector. The scope for, and the nature of, action will no doubt depend on the redities on
the ground. Thus the agenda for action will congst of further research to verify the underlying
assumptions. The main thrust of the arguments developed in this paper viz., the need for a more
comprehensve framework toward socid protection including ingtitutiond and policy reforms,
underscores the importance of inditutions in economic growth. The earlier efforts during the
1970s to promote “growth with redistribution”, it would seem in retrospect, failed to yield the
expected results partly because they ignored the role of ingtitutions. The time is perhaps ripe to

®” Guhan (1992), p. 295
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congder promoting “growth with socid protection”, with particular emphasis on empowerment
and participation.
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Part 1l

Social Protection for the Informal Sector: Towardsa Comprehensive Framework

1. Background

It is clear from the discussionsin Part | that approaches to socia protection (SP) for the
informal sector are currently inadequate to address the complex risks and uncertainties that
affect this sector. The existing approaches to socid protection have been very narrow and
sdective and have treated the informal sector as a “target group”, without acknowledging its
inherent heterogeneity 8 Indeed, rather than talking about the informa sector, one may rightly
talk about severa informa sectors or, even better, the informal economy.® Most of the social
protection programs to date have been mainly concerned with developing coping strategies for
risks as they appear on the scene. Naturdly, this approach is very limited and in the long term
unsustainable, because it is better to address risks at their source rather than develop coping
strategies to dea with the myriad of consequences of each risk. Some of the early approaches
of informa sector were naturally based on a narow view of the informa sector: early
development economic theories expected that with sustained economic growth the informa
sector would shrink and ultimately disappear (i.e., become formdized) . Evidence over time
has proved this is not true and very unlikely to be even anywhere near the redity. Thus, the
approaches to socia protection aso need to move away from the traditional narrow view of the
informal sector to a more inclusive and comprehensive one where informa sector workers and
their households are active partakers in the growth process. This part of the paper tries to
precisdly do this, with the help of some recent development frameworks which have been
proposed to assist practitioners move away from the narrow constructs of traditional economic

theories to a more inclusive and comprehensive socio-economic framework as we address the

% sethuraman (1998) discusses this point to show how historically the international donor community
adapted the “target group” approach to the informal sector as economic policy reforms and “trickle down”
?gpproach failed to benefit the informal sector and the poor.

ILO Director-General Juan Somavia (ILO, 1999) first used the phrase “informal economy” to refer to the
informal sector in his paper “Decent Work for All” in his address to the 87" session of International Labor
Session.

" Castells and Portes (1989) give quite a few examples of the way in which informal sector has grown over
the years in many countries including United States. Tokman (1989) also shows figures for Latin America.
Charmes (1998) Table 1 shows figures for Sub Saharan Africa, North Africa, Latin America and Asia to
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future welfare of those in the informa sector. In addition, recent risk management gpproaches
enable us to develop a framework within which risks and ex ante and ex post risk management
approaches can be discussed as they relate to the informal sector.

The next section discusses the traditiona gpproach to socia protection of the informal
sector and the need to broaden that approach not least to account for the inherent dynamism in
the productive informal sector. The section that follows briefly describes the three frameworks
which have appeared recently and are relevant for broadening the socia protection gpproach to
the informa sector. Section 4 discusses the World Development Report (WDR) 2000/1 by the
World Bank as a basis for expanding the framework for ®cid protection, while section 5
supplements this same theme with the Socid Risk Management (SRM) framework developed
by the Socid Protection Unit of the Bank , both of which complement each other as a
development paradigm. The subsequent section argues how this broader approach is consistent
and congruent with the objectives of internationa donor community and especidly the World
Bank and sketches some options towards addressing informal sector needs through its policy
and lending activities. The final section concludes with a summary and agenda for further
research.

2. Moving Towards a Comprehensive Approach to Social Protection

The traditiona gpproach to socid protection is quite narrow. It conssts of targeted
programs which primarily address risks “ex post”. Thus, many of the socia protection programs
are risk coping in nature, athough some tend to adso steer towards risk mitigetion. Because
many socia protection programs pursue the ‘ex post” gpproach they could not ded with risk
prevention. Risk prevention or an ex ante approach is a cost effective way of addressing the
consequences of risk at it source. Ex ante approaches will reduce the need for plethora of ex
post programs which can be extremely expensive. Hence a broader approach for SP requires
that risk management interventions be aso ‘ex ante’. For example, economic and other
government policy reforms which could be amed at reducing vulnerability and income variability
of the informa sector has not been considered part of a socid protection strategy for the
informa sector. Thus, the informa sector in the past was viewed as a resdud sector which

highlight the point that independent of level of growth the share of employment in the informal sector has
increased.
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benefited more by chance than by design from broad macro policy reforms’t However, it is
clear from part | of this paper that the varied and complex set of risks that the informal sector
faces require a broader gpproach which includes policy reforms and program interventions.™
This will ensure that socid protection is not just risk coping but dso includes risk reduction and
mitigaion under a comprehensve risk management framework. This means that socid
protection is not a short term or interim Srategy to asss the informa sector but a long term
drategy for diciting efficiency gains centrd to economic development. Therefore, socid
protection needs to adopt a more coherent gpproach than the few ad hoc measures which fill the
gpace of socia protection schemes currently in many countries. SP needs to be seen as a
centrd dement of any nationd government policy and should underline dl government policies
and programs — whether they be economic or socid or politica for that matter.

In addition, sociad protection needs to move away from top down approaches by the
date to a more inclusve and bottom up gpproach, especidly in terms of design and
implementation of socia protection programs. Most commonly, the lack of understanding of
risks has resulted in public or state-run socid protection programs being ineffective in asssting
the informa sector risks. Literature aso dscusses how various programs and policies of the
government are in conflict with each other. To avoid this, the informa sector should be a centrd
stakeholder in the design of socid protection measures such that social protection policies and
programs are equitable, accountable, transparent and cognizant of inditutiona capacity issues.
Apart from ensuring that socia protection is more comprehensive such an gpproach will aso
ensure that the informal sector condtituency is an equd partner in implementing socia protection
measures together with the state. Definitely, this will increase the efficiency and effectiveness of

socid protection programs.

™ To our knowledge there is not much evidence of economic policies being treated as part of a
comprehensive SP strategy. This is because, we believe, that economic policies have not been seen as
measures which include social protection among other things as important in their objective function. We
believe this is wrong for two reasons. One it perpetuates a wrong view as economic policy by definition is
meant to address overall welfare — including economic andsocial. Second it encourages economic policy not
to be concerned with social protection and social welfare despite absorbing large amount of financial and
institutional resources. Unless this trend is reversed, most government programs will not be accountable to
most welfare needs of the population and we will need a plethora of specia programs, which unfortunately is
the reality in many developing countries.



Redefining Social Protection - Narrow ver sus Broad Approach

Broad SP leads to a comprehensive risk management framework which includes risk prevention
and risk mitigation while narrow or targeted SP mainly leads to risk coping. Broad SP leads to
new opportunities and through that leads to empowerment and enhanced security, while narrow
SP mainly grives for greater security and lowering exposure to vulnerability, athough in afew
cases can d o dedl with facilitating empowerment and promoting opportunity.

Broad SP includes macro economic policy reform, regulatory and lega reform, socid sector
reform and amyriad of specid programs targeted at the vulnerable and excluded.

Macro Policy reform includes trade reform, price reform, exchange rate reform, pension and
socid security reform which directly and indirectly will influence the opportunity set of the
informa economy. Different polices may derive different levels of weight in the way they relate
to the informal sector. It can dso include reforms related to expanding market opportunities for
informa sector.

Regulatory reform here means laws and regulations which apply to the legd Satus and
registration of informa sector activities and workers. These measures will seek to define the
rights and respongbilities of informa sector clearly. Some of the measures can be slf enforcing
or can be left to the respective occupation group or trade association relieving loca government
officas of the responghility of regulating this sector. Legd reform will ensure that informal sector
has clear litigation process and build their confidence in the judicia system of the country as it
relatesto them.

Socia sector reform deds with measures the government adopts to increase access and
improve qudity of hedlth, education and socid welfare services. This can aso include broader
public service provison ssues which ded with infrastructure — namely roads, water supply,
sanitation, etc. — which has a important bearing on the activities of the poor in general and the
informa sector ectivitiesin particular.

Penson and Socid Security reforms are becoming important aspects in addressing worker
welfare and old age issues. Although these reforms have been concerned mainly with efficient
management of existing programs for those currently covered; in some cases, coverage for those
in the informd sector who are currently not covered by these programs are dso being
addressed.

Narrow SP includes targeted programs — training, safety nets, socid assstance, unemployment
assgance, socia security, micro credit, and micro insurance schemes. Descriptions of some of
the narrow approaches to SP can be found in Holzmann and Jorgensen (1999), Lund and
Srinivas (2000). Many other World Bank, ILO, WIEGO publications on the informa sector
have details of the narrow SP approaches and hence they are not expounded here.

2 Lund and Srinivas (2000) in Table 4.2 provide a list of risks that the informal sector faces which are
different in character and intensity from those of the formal sector.
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The fiscal outlay of socid protection programs can be substantial and one needs to
ensure the sustainability and long term benefits of programs implemented. Hence one needs to
move away from just consumption smoothing gpproaches to socid protection (athough they are
important in many cases) to an investment gpproach which seeks to address risk at its source.
This will ensure programs are not “band aid” solutions as they currently tend to be, but are
complete cures to the root sources of risks and uncertainty thet the informal sector faces. This
would aso mean a move away from risk coping Strategies to ensuring risks are prevented or
their harmful effects reduced when they are non preventable. Such a broad approach would
ensure that the informa sector is empowered and strengthened such that it has at its disposa
effective means of managing risks common to the sector. In the absence of a comprehensive
and broad approach to socia protection we will have amultitude of ad hoc measures.

3. Frameworksfor a Broader SP Strategy for the Informal Sector

Given the limitations in the existing (narrow) gpproaches to socid protection, especidly
to the informa sector, we want to highlight here the frameworks that could be useful in
broadening our view of SP and ensuring the proposed strategy is comprehensive enough to ded
with the limitations of past gpproaches.

In the recent padt, three frameworks have emerged which have been usgful in
highlighting the limitations of current gpproaches to development broadly and socid protection in
paticular. The first of these is the ILO Director Generd’s “Decent Work Agenda.””® This
perspective having revolutionized previous narrow views of providing assistance to workers has
implied subgtantive revisions of the objectives and scope of activities in SP. This has dso
naturally started to change the ILO’ s gpproach to worker welfare and broadened the scope of
socid protection for workers. However, this paper will not deal with the implications of this
framework extensively, dthough many issues we address in relation to the other frameworks will
be relevant. The second and third frameworks that we want to discuss here are recent additions
from the World Bank — namely World Development Report (WDR) 2000/1 and Socia Risk
Management (SRM) framework. They complement each other in the way they relate to SP. The
WDR 2000/1 on “Attacking Poverty” provides avery broad view of development that has not

" This was presented by ILO Director General Juan Somavia as his address in the 87" session of the
International Labor Conferencein 1999.
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hitherto been emphasized in a coherent framework. The three pillars presented — promoting
opportunity, facilitating empowerment and enhancing security — thought not mutudly exclusive,
are very timedy and rdevant concepts not only for understanding how to iminate poverty but
aso how to bring out the full potentid of the informa sector. The SRM framework dso has
three dements for managing risks individuas and households face — namely risk prevention, risk
mitigation and risk coping. The SRM gpproach negily complements the WDR and ILO
goproachesin criticaly evauaing current gpproaches to socid protection and ensuring that new
comprehensive gpproaches are developed to address al three aspects of risk management. The
next two sections that follow will discuss how the WDR and SRM gpproaches, respectively,
enable us to develop the broad and comprehensive approach to socid protection which we
promote in this paper as opposed to the current narrow view and see how such an approach is
consgtent with the objectives of reducing poverty and managing risks of the poor n the
developing world.

4. Informal Sector and the WDR 2000/1

The objective of this section is to develop a broader framework for addressing the
needs of those in the informa sector usng WDR. The informa sector is currently under alot of
strain as a consequence of wrong macro-economic policies and absence of specific policies or
programsto asss the informa sector. Thus, we explore here the issues that need addressing to
ensure those in the informa sector are able to redize their full potentid asaresult of the reform
programs that are being adopted in these economies. We use the WDR 2000/1 framework of
promoting opportunities, facilitating empowerment and enhancing security and andyze the
implications for the informal sector from these three angles. ™
4.1  Promoting Opportunities

The literature has severd examples and extensve evidence as to how the lack of

productive employment opportunities in the overdl economy leads people to join the informal

"It isworth emphasizing again that the heterogeneity of the informal sector. Thisimplies that all programs
and policies discussed here may not apply in the same way to all working groups— e.g. micro-entrepreneurs,
self-employed, home-based workers, unpaid workers, apprentices and wage workers. Wherever necessary,
we will highlight the exclusive relevance of some instruments only for a smaller segment of the informal
sector.
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sector and how those in the informa sector are deprived of access to many opportunities.™
This lack of opportunities does not enable those in the informal sector to aitain the full potentiad
in the activities they are involved in due to various condraints. Thus as pat of any
comprehensive SP drategy, it is important to ensure that their opportunity sets are expanded
through a variety of messures. In this context, government should focus on measures which
increase employment and income opportunities through jobs, roads, power, and markets for
products and inputs. Also schools, water supply, sanitation and health aspects which seek to
enhance human capita can expand the opportunities for a large part of the informa sector.
Government policies should strive to increase lucrative job opportunities for those in the informal
sector micro-entrepreneurs so that they can gpply ther skills and entrepreneurship to activities
where returns are high. Thus the government has to focus on removing the policy biases such
that they can augment the productive apecity of the informa sector. This, gpart from enabling
them to involve in high return activities, will dso provide incentives for them to grow out of
poverty and expand their business opportunities.

Access to Credit

In addition, many studies have consstently revedled that the informal sector is curtailed
by the lack of access to forma credit sources. It is clear that most individuds involved in the
informal economy are “asset” poor and hence can not provide the required collateral for credit,
except their limited human capitd, skills or household asset base. Thus, financid indtitutions
which serve this segment of the credit market should be encouraged and incentives should be
given for thelr sustainability. 76 This problem has been identified as even more crucid in the case
of women whose entry into informal sector is limited by the lack of titles to assets by women in
most societies’”  Hence, until measures can be designed to remove such discriminatory

practices the future of women in the informal sector will be limited due to pre-existing conditions.

" Tokman (1989) and Bromley (1978) among others argue that lack of opportunities as an important concern
for the informal sector. Others (e.g. Sethuraman, 1998) highlight the public sector contraction and lack of
private sector growth as important issues in understanding the growth and trends in informal sector.

® As Tokman (1989) puts it credit is an important part of “productive assistance package” to informal
sector.

"’ See Sethuraman (1998), Ela Bhatt (1999) among others argue that women have limited access to credit
which affects their informal sector activities.
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Government and donors have in a small way addressed these credit market constraints through
expanding micro credit services to poor areas and informal sector activities.®

Access to Markets

Mog of the informa sector activities (especiadly micro-enterprises and home based
workers) thrive on a very thin profit margin due to exorbitant costs of production, out of which
trangport accounts for a large share. In some Sub- Saharan African (SSA) countriesit isclamed
that a very large proportion (some times up to 30 — 70%) of the difference between cost of
production and price received for sde of fina product goes to take care of transport costs
(including actud costs and bribes). Hence, reducing the transport costs and overal transaction
codis by improving infrasiructure and information technology in linking with markets can increase
the profit margin and income of informa sector households. There are dso many examples of
the exigence of primitive or outmoded production technologies in the informal sector. Some of
these are due to lack of information and know-how while others are dso due to lack of
eectricity and supporting infrastiructure. Naturally, these inefficient production technologies lead
in some cases to subgtantid reduction in productivity and profit in the informa sector. Thus,
measures which ensure a steady supply and access to dectricity and dissemination of
information on improved production techniques will leed to a greater use of machinery, such that
productivity and profits will be enhanced.

One of the perennid problems for the informal sector has been their limited access to
potentid markets. For instance, because the markets are not accessible, many informa sector
producers are not able to achieve their full potentid in terms of sales or profits. There are dso
instances where the informal sector does not have strong knowledge of the markets for which
they could cater their products. This limits the potential set of activities of the informa sector
and limits the potentid for higher earnings. These issues dearly indicate the need for linking
markets to people and ensuring that information regarding untapped markets are made known to
the informa sector, an areain which the state could play a meaningful role, and indirectly lead to
the upliftment of the informa sector. For ingtance, in many countries in SSA and Asa, the

"® CGAP review shows that there has been substantial progress in micro finance institutions enabling poor
access credit. Seealso ILO-STEP, WIEGO, USAID publications.
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improvement in infrastructure — including access to water, dectricity, roads — has opened up
meny more market opportunities to the informal sector than existed previoudy.

In this context, in addition to domestic markets one aso need to focus on internationa
markets. There are many examples where opening the economy has generated demand for
many loca products, especialy for home workers, which were not redized hitherto. However,
it is dso important to mention that opening borders are not dways favorable to the informa
sector.”® As we had dready observed the thin profit margins in the informa sector make
participants very susceptible to international competition and can adversdy affect certain
activities. But on the whole, the lack of opportunities for the informa sector micro-enterprisesis
definitely an area where opening new markets can help future trade and industrid policy reforms
and should be the focus of future interventions.

Access to Human Capital

In addition to those congraints which limit the earning potentia of those in the informd
there are issues which impinge directly on the part of the population that depends on informa
activities. Due to lack of recognition by inditutions, difficulty in complying with regulations and
sometimes scare tactics of state officials or the organized sector, the informa sector tries to be
invisible to the rest of the economy and indtitutions® One of the implications of this is thet the
informa sector population (especialy women and margindized groups) is cut off from many
sarvices, epecialy socid services provided by the state and is unable to redize the full potentia
benefit from those services criticd to  enhancing their limited human capitd. For instance,
education, water, sanitation and hedlth are services provided by the government in most cases
but not very well implemented to reach those in the informal sector, epecialy the women in the
urban dums of big cities and rurd areas. Thus, to ensure that the informa sector benefits from
these services the state should make a specid effort to target programs such that those in the
informal sector are able to benefit from them. It has been observed that because those in the
informal sector are less educated and low on skills, they tend to vaue

®Lee (1997, 1998) indicates that the research community and policy arena has both positive and negative
examples of opening trade barriers for the prospects of the informal sector.

® As Sethuraman (1998) points out informal sector can save up to 50 % savings by non-compliance of
regulations and going underground, which also indicate the incentive for “invisibility”.
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education less and dso do not pay adequate attention to the human capital needs of their
children.8! Hence awareness and advocacy campaign programs should be developed to inform
the mothers of the benefits of education and provide specid assstance to encourage the
enrollment and learning of children from informa sector housatolds. Thiswill dso ensure thet the
future generation of the informa sector will have a higher level of education and better able to
regp the benefits of increased human capitd. The development literature clearly indicate thet this
isasure way to aworld of unlimited opportunities.®

Health Needs

Thelack of accessto water and sanitation also has an impact on the hedlth of the adults
and children in such households. Thus, in urban and rurd areas where informal sector activities
are concentrated, government programs should seek to improve water and sanitation needs. It is
essentid that a specid effort is made to target hedth services for those in the informa sector
communities such that they can benefit from public expenditures by the State on hedlth and other
socid sarvices. Given that informality, and sometimes illegdity, underlies most of informa sector
many government services do not reach them or they have very limited access to them. Unless
the government makes a specid effort to reach those in the informa sector who are driven
away from the visble existence into hidden shelters they may never benefit from the government
programs which seek to improve their lives. Targeted interventions might be necessary in the
beginning to ensure they know of the availability of services These interventions will enable the
government to be a pro-active partner in expanding the opportunities for the informa sector
which will in itsdf be more than adequate to pull them out of ther vicious cyde of low earnings,
low profitability and resultant poverty. Such messures will dso reduce vulnerability and the
probability of exposure to shocks. However, it is essentid to underscore the importance of
alowing the informal sector to maintain its character and not try to formaize them before they
can have access to these services. When such approaches were pursued in many countriesit has

resulted in afallure to address the core needs of wdfare of theinforma sector workers.

o Among others Tokman (1989), Sethuraman (1998) and Lund and Srinivas (2000) discuss this point in some
detail.
% World Bank (2000) shows how human capital isan important way out of poverty and low incomes.
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Economic Growth

Irrespective of the above mentioned government programs, it is undoubtedly clear that
overdl economic growth is essentid to expand opportunities. Lack of economic growth limits
the potentid of informa sector activities and their profitability. Hence, sable fiscad and monetary
policy, sable investment regimes, sound financid systems, and a transparent business
environment can generate direct and indirect benefits to the informa sector. Although overdl
economic growth is important, it is even better to have sustainable growth in sectors where the
potential for productive activity is high and the activities availed by the informa sector are
lucrative. This clearly shows that the pattern and qudity of growth is dso important for
increasing the right type of opportunities for the informa sector. In order to ensure that the
economy grows a a hedthy pace it is clear that the country needs to adopt the right type of
economic policies which unleash the potential of each of the productive sectors. For instance,
public invetments need to complement private invetments which am a enhancing
competitiveness and generating employment opportunities. In addition to the overdl economic
policies which support growth, policies which remove structurd barriers are an essentia part of
government policies. The implementation of economic reform programs — adopted in most
countries in the 1980s and 1990s - has removed many congraints enabling rurd and urban
households to expand their opportunities, elther by venturing into new aress or diversfy exigting
activities to capitalize on newly generated opportunities. For ingtance, through liberdization,
expanding access to internationa markets in agriculture, services and industry naturaly offers
huge opportunities for job and income growth for the informa sector.8 Therefore, if a country
experiences duggish growth, it will naturdly limit the potentid of the informa sector and not
enable those in such activities to earn a lucrative return on their invesments and activities
Hence, even if targeted programs are amed at asssting those in the informa sector, the lack of
economic growth — especidly the right type of growth - can limit the opportunities for those in
the informal sector which are essentia for many to move out of poverty. This emphasizes the
point that economic policies which promote growth should be the center piece of any socid
protection strategy for the informa sector.

% Charmes (1998), Tokman (1989) among others highlight the importance of the right type of economic
growth as anecessary way to assist the informal sector activities and best form of social protection!
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It is essentid to mention here that dl economic policies are not pro informal sector;
some policies will adversdy affect informal sector activities and households. For ingtance, it is
not inconceivable to have certain policies and regulations which limit the opportunities that the
informal sector currently enjoys. In such cases dleviative programs need to be put in place to
assig those who are adversdly affected by economic policy reforms such as liberdization, price
and regulatory reforms — dl of which am to remove unfair barriersto trade. During economic
reforms in Asia, SSA and LAC (Latin America and the Caribbean) there were many instances
where policy reforms unfairly affected certain groups of informa sector workers and activities,
which had to be addressed using programs which aimed a easing the adverse effects.84 In
addition, attention should be given to the sequencing of policies and programs such that they do
not unfairly disadvantage informa sector activities. Also, policies should give respect to the
infant nature of mogt indudtries in the informa sector as opening trade and capita markets can
lead to unfair advantage to certain multi nationds a the expense of locd enterprises in the
informa sector.

Asset Ownership

The limited stock and access to human, physicd, naiurd and financiad assets of the
informa sector is clearly highlighted by many past sudies. There is a very close link between
ast ownership and access to opportunities. Government programs in hedth, education,
infrastructure, etc. mentioned above are a very important means of building the human capita
ast base of those in the informa sector. This means the government has to ensure that
expenditures on these programs are protected over time so that the poor in the informa sector
who depend on them are not adversdly affected even during times of crises® It is possible that
the State can aso provide incentives to the forma private sector to participate in the provison
of some of these services, in addition to ensuring that government ingtitutions do a better job in
ddivering quality services. One of the issues for improving the qudity and relevance of these

sarvices is the participation of informal sector groups in deciding the types of programs they

* Tokman (1989) shows how economic reforms hurt the poor, especially in the informal sector in Latin
America. Demery et al (199?) discuss the social dimensions of adjustment highlighting both the negative and
Esositive effects of economic liberalization.

SSA economic reform and East Asian crises literature highlight the magnitude of this challenge.
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need and where they are needed mogt, epecidly in an environment of tight fiscal resources®
The linkages between different types of assets — human, physicd, socid, natura and financid —
necessitate that action on dl fronts are important and the inadequacies in one asst is closdy
linked to ancther. This definitely cdls for a comprehensive framework for SP such that the inter-
linkages are redlized.

Gender and Social I nequalities

The lack of opportunities which limit the potentid of the informa sector are not
homogenous throughout the informal sector. These inequdities and differences are sometimes
based on gender, ethnic, racid and socid divides. The inequdities of opportunities in terms of
gender are described in the literature and by the groups who are organizing themselves to fight
such ingtitutiond discrimination.®” Aswe have aready observed, women, who form the mgjority
in the informa sector, are the primary victims of gender based discriminations and inequalities
that exist in societies. However, it isimportant here again to note that even among women there
are some who are better endowed than others — that is to say those who have access to assets
are less affected than the poor women who are ingtitutionally and asset wise powerless. The
heterogeneity in these aspects has not received adequate atention. There are other socidly
entrenched inequdities through ethnic, racid and class identities in different societies which
prevents the redization of their full potentid. There are instances where one group or caste
dominates a trade area which naturdly prevents others from being free to engage in such
activities® These issues have received inadequate atention in the cal for public action hitherto.
In SSA, and South Asa there are many examples in the informa sector where class, race and
ethnicity in addition to gender perpetuaing inequdities which need to be addressed if the
informal sector is to provide equal access to opportunities for al. Government actions to resolve
some of these chdlenges involve inditutional change, and reforms which dlow for loca
participation and public spending alocations to address the needs of those discriminated. In the

case of gender, some of the areas which have received attention has been increasing access to

% Woolcock and Narayan (2000) discuss the effective role the poor can play in ensuring better service
rovision.
’ Charmes (1998) Lund and Srinivas (2000) discuss this point in more detail.
% For instance, in Ghana it has been observed that the “Market Queens’ monopolize the trade of fruits and
vegetables which limits the potential for other women groups to enter such activity.



schooling, increasing access to credit through microcredit programs and reforming legal and
regulatory frameworks to address asset ownership discrimination of women.

Spatial 1nequalities

In addition to these socid inequdities there are spatia inequdities which undermine the
potential  opportunities of informa sector activities. The literature clearly indicates that the
informal sector is disadvantaged when located in poor and remote areas of most countries while
the same activities are more profitable when they are closer to markets and better
infrastructure.®® For instance, many urban sums and rurd areas face many disadvantages which
limit their opportunities. The lack of hedth, education, infrastructure and financid services in
these areas is looked upon as a form of discrimination againg the informd sector. Some of the
policies and programs mentioned above can directly and indirectly remove the inequdities which
exig in the remote areas. However, in addition, there may be need for targeted interventions to
remote areas to remove any barriers or basis of disadvantage those regions may face.

It is evident from this discussion that the areas in need of action are enormous and the
State should join hands with al stakeholders, including informa sector workers and employers,
if it isto be successful in ensuring that hindrances are removed and opportunities are crested for
the informa sector to be an important player in the economy and society of any country.

4.2  Facilitating Empower ment

We saw that enhancing the opportunities of the informa sector is a means to improve its
predicament. However, it is important to verify that those in the informa sector have the means
of benefiting from increased opportunities. Studies reved that dthough opportunities are
important it is not ways possble for those in the informa sector to benefit because they are cut
off from the channds of transmisson and they sddom have the ability to teke advantage of
available opportunities® It is indeed their status of informality that enhances ther chances of
being left out of many lucrative opportunities. Hence, it is essentid that those in the informa

sector are empowered to

* In fact Sethuraman (1998) discusses the positive and negative effects of being visible and closer to
markets for informal sector activities.

* The point that economic reforms and growth per se is adequate to address the informal sector is a naive
view as highlighted in the literature repeatedly (see Tokman 1989; Portes, 1994; Sethuraman, 1998;)
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clam ther fair share of the economic dividend of policy reforms and are dso able to exploit
opportunities that open up for them. It is aso true that increased opportunities for the informa
sector can in themselves lead to grester empowerment. Thus, opening up a world of
opportunities through economic reforms mentioned in the previous section can go a long way
towards eiminating some of the obgstacles to empowerment. One needs to recognize
empowerment as a public good with many positive externdities to the broader economy and the
informa sector. Empowerment can effectively act as arisk prevention and mitigation mechanism
and reduce the need for a “band aid” gpproach to risk management. Where there are ill

condraints to empowerment, specific policy and program measures might be essentid to dedl

with them.

I nstitutional Reforms

The processes which inhibit the empowerment of thosein the informal sector are deeply
entrenched and sometimes epitomize the current inditutiona limitations. Thus, it is essentid that
ingtitutiona reforms are implemented to remove the barriers to empowerment and enable those
in the informa sector to have free access to the opportunities.  Inditutions are not dways
accessible to those in the informa sector3/, due to inditutionad measuresy, some of which are
unintended while others are ddliberate owing to an unclear view of the workings of theinforma
sector. Thus, locd government administration which is meant to assg the informa sector
workers who are street vendors, market women, and SMEs have become agencies which are
dienating and sometimes confrontationa towards the informa sector. To change the current
adversd rdationship one needs to bring about indtitutiond reforms which remove exigting
bariers to interaction with the informa sector and aso measures which communicate
information about the rights and responsibilities of informa sector workers, which, in turn, will
fecilitate the empowerment of the informal sector.

Role of Trade Unions

Despite the increased recognition of informal sector’s contribution to employment and
GDP among others, the lack of worker rights and lega status has tended to adversdy affect the

" Here again note our position is that economic policies and programs should be seen as first option for
addressing empowerment before designing special programs to address specific empowerment needs.
Among others McKee, Bhatt and Chen (1989) al so support thisview.
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informa sector progpects. Trade Unions which traditionaly tended to focus on protecting the
formal sector workers have recently become increasingly aware of the need to bring the informal
sector into their fold.” Recent work by the ILO (2000) shows that the demand for such
empowerment of the informal sector is great and the unions have to address these concerns if
they are to represent all worker interests. In developing countries there are some “good
practice’ examples of the role of trade unions can play in asssting informa sector. Trade unions
have the capacity and know-how to assst the informal sector workers to organize and make
representation in nationa policy debates such that their rights are protected. Hence the need to
empower workers in the informa sector and provide the much needed legd assgtance is
greatest today.®* Unions adso need to voice ther concerns on behdf of the informa sector on
issues such as the minimum labor standards, minimum wage negotiations among others to
protect the rights of wage workersin the informal sector.

In many countries the lack of strong principles underlying governance has led public
adminigration, legd inditutions and public service ddivery to become less efficient and
accountable to the people it serves. Some of these problems are doubly serious for the informal
sector as they do not have a cordia relationship with the state. The State for its part mostly
views them as those who are evading tax and is mogtly interested in pursuing them for tax
purposes® As argued by many, some of these positions are based on flawed or old fashioned
economic theories, which viewed the informa sector as anillegd or underground activity. Some
economigts even seriously believed that the processes of economic growth and development will
gradudly diminate the informa sector by making it forma.®> All these views, have with time
been proven inadequate and overly smplisic. It is now clear that informa enterprises
(especidly SMES) are legitimate and they are here to stay and will not disappear with economic
growth. In fact, there is evidence to the contrary — the informal sector is a growing phenomenain
many parts of SSA and South Asia. These trends call for a conplete change in the economic

% Ratnam (1999) shows how in India unions traditionally considered interests of the organized and the
informal sectors as conflictual and as threat to organized sector’s future. Even when unions represent
informal sector they mostly represent the interests of those in paid work.

* For instance, Adu-Amankwah (1999) demonstrates how trade unions in Ghana play an effective role in
nurturing links with the relevant public authorities which can provide the protection the sector needs.

*In fact, there is long tradition of academic literature which has perpetrated this argument as discussed in
Castells and Portes, (1989); Tokman (1989; Sethuraman (1998), Swaminathan (1991)
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theories and outlook on informd activities and indtitutions. Therefore, governance reforms which
seek to make the ingtitutions more accountable and efficient need to pay specid attention to the
way exidting inditutions relate to the informa sector. Ingtitutions need to be responsive to the
needs of the informal sector by design and functioning, necessitating a culturd change in the way
indtitutions accommodate the needs of the informal sector. Inditutions need to be transparent
and dlow for participation of those in the informa sector as they seek to serve them so they will
be able to better relate to those in the informal sector and to their needs. One area which can
hep informa sector empowerment is the legd assstance both in terms of disseminating
information about rights and responsibilities and dso in terms of accessto legd ad in the course
of legd procedures.® This is an area where the informa sector has been consstently
disadvantaged and has shown a reed for assstance.®” The State, therefore, has a definite
responsibility to protect the rights of the workers and ensure they are protected from
discriminatory practices.

Participation

An important means to empower people is to promote community development with,
participation of community members. Given that most informa activities are organized around
occupationd groups, the problems they face tend to be smilar. Thus, forming them into groups
and drengthening their networks to address some of their needs is essentid.  This will dso
ensure that government interventions are sdlective and mainly ded with issues which are not
addressed due to market failure or where the informal sector needs public sector interventions
most. SEWA, among others, has shown how most informa sector needs can be addressed
through organizing and encouraging full participation of members of the informa sector
community.® There are many other countries where loca trade unions have played an effective

® Lewis (1954), Garcia (1982) among others expected informa sector to decline dramaticaly with

industrialization. But as the data presented in Castells and Portes (1989) shows that it did not happen.

% Bhatt (1999) describes the importance of legal assistance in terms of her SEWA experience and Tokman
(1989) also discusses thisin some detail as part of his action plan.

*" For instance Chune and Egulu (1999) discuss how the Kenyan unions have been on the forefront putting
in place an enabling legal environment to assist in informal sector representation with government.

% The work of WIEGO, Home Net and Street Net in this aspect has been noteworthy as they have been at
the forefront of organizing informal sector groups and empowering them.
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role in enabling informa sector groups to be integrated into broader development polices and

programs.®® In

*yu (1999) discusses how unions in Phillipines have risen up to the occasion to represent the informal
sector interests.
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addition, there is dso sometimes a need for decentraizing the indtitutions which seek to serve the
informa sector. When inditutions are remote, they inhibit community participatiion and
identification. Thus, we need to take the ingtitutions closer to communities involved in informal
Sector activities to ensure that the informal sector relates better to the ingtitutions that seek to
serve them and bendfit from it. Governments should aso encourage diaogue between public
indtitutions, trade unions and the informa sector groups as a way of empowering them. Given
that most problems are common to most informal sector groups, seeking to understand their
problems and explore solutions through open didogue is very essentia for appropriate reforms.
In addition, government may aso encourage discussions between and within informal sector
groups such that through collective action and learning from others, the informa sector can be
enabled to take measures to reduce their exposure to risks and uncertainties that are common to
them.

Strengthening Networks

A very important way of empowering people is to encourage and strengthen networks
among groups. This gives a group solidarity and sociad cohesion which encourages minority or
discriminated groups to make their voice heard in policy and indtitutiond reforms®® Sometimes
the divisons among these groups dso lead to lower bargaining power. Hence, occupationd
groups and trade associaions can be important media of empowering the informa sector
activities. They will be able to ensure that their rights and benfits are not infringed out of
ignorance or through deliberate measures. In addition to representetion at the nationd levd,
there is dso a need a the internationa level to recognize the rights of informa sector groups
such that their concerns can be addressed through international fora and indirectly put pressure
on governments to address the needs of informal sector groups. Here again WIEGO, HomeNet
and StreetNet are some examples of international networks which provide a voice to informal
sector groups at the nationd and internationd levels.

Social and Gender Discriminations

Some of the congtraints on the empowerment of the informa sector are discriminatory
practices in terms of class, gender, locdlity or industry which introduce barriers to ther

' Robb (2000) and Narayan (2000) among others have emphasized the importance of the poor’'s views in

influencing policy and programs choices, which equally appliesto theinformal sector.
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interactions with ingtitutions. Thus, measures need to be introduced to address these issues at the
source of their origin such that they can be treasted with appropriate measures to address the
root cause of the problem. Empowering marginalized groups should be an essentia dement of
any SP drategy for theinforma sector.

Empowering Women

Aswe dready noted under opportunities, women are avery integrd part of the informal
sector. They exceed men in terms of participation in informa activities!® This means that
gpecid attention needs to be given to women and womens groups such that they can be
empowered to fight both structurd and indtitutiona discrimination. In many cases, access to
resources and markets are constrained dong gender lines. Also, in the context of families where
culture unfairly trests women with limited rights, the women who are involved in the informd
sector face double discrimination both within the family and a work place. Thus, gender
empowerment deserves specid attention and as many examples indicate, gender based solutions
go along way towards empowering those in the informal sector . In addition to ensuring gender
discriminations are addressed, empowering women will make certain their contribution to the
family and the economy is further enhanced. However, given tha some of this
disenfranchisement is deeply rooted, evidence shows that the measures for empowerment
require action on many fronts — politica, legd, public action and awareness credtion.
Representation of women in loca government and indtitutions which seek to address informal
sector issues can ensure that women's @ncerns are recognized and addressed. It aso gives
women a seet a the table when it comes to politica, local government or ingtitutional reforms.102
Discriminations in access to credit markets has received a lot of attention and experience shows
measures through micro finance has enabled women to be empowered in their activities. 103

Empowering the Poor and Voiceless

In addition to gender, there are dso class based inequdities which exclude certain
groups. These become obstacles in carrying out economic activities, especidly in the informal

1% Charmes (1998) very clearly show using statistics the growing importance of women in the informal
sector, while Sethuraman (1998) gives many examples of women being treated unfairly compared to men in
the informal |abor marketsin terms of working conditions, wages and other benefits.

% SEWA has some pioneering work in this area encouraging women to have their concerns expressed in
variouslocal government institutions.

71



sector. It is clear that given that some of these class based discriminations are deep rooted,
affirmative action may be required to empower them to fully participate and benefit from the
economy. Some of these discriminatory practices are aso supported by loca written and
unwritten legidation. Hence, legd and legidaive sysems need to be reformed as part of
empowering groups which are sysematicaly discriminated.  Also, representation of minority
groups in loca government, community organizations and nationa organizations can ensure that
to some extent their interests are represented.

4.3 Enhancing Security

By virtue of its character and in terms of its activities, the informa sector is exposed to a
vaiety of risks which makes people insecure. In addition, the prevailing conditions in the
economy aso leads to differing levels of vulnerability which aso needs to be consdered in
conjunction with exposure to risks and existing insecurities!® The informal sector — like many
other groups in society — is exposed to economic shocks, naturd disasters, ill hedth, disability
and persond violence.

Economy wide Shocks

The economic literature, especidly the economic history literature, provides ample
evidence to conclude that economic shocks are more the norm than the exception (Collier).
Many countries face economic crises due to one reason or another, which results in substantial
downturns in fortunes and opportunities of various activities in the economy. This is even more
true for the informa sector which is vulnerable due to the many precarious conditions under
which it operates. Also, the fact that most informa sector activities are trying to exploit the
limited profit margins from activities in the periphery of the forma economy, they are more
exposed to the harsh consequences of economic downturns. The fact that a majority of those in
the informa sector lack opportunities for diversfication and have inadequate capacity to cope
with economic downturns makes their predicament worse than most others in the economy.
Hence, specia condderation may have to be given in times of economic shocks to protect those

in the informa sector againgt the vagaries of crises. Also, programs must be put in place ex ante

% Murdoch (1999) among others discuss this point in detail.

104Alwang and Siegel (2000) discuss the concept of vulnerability and exposure to risk and highlight how our
lack of understanding might lead to wrong policy choices and instruments in dealing with them.
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to build their capacity to mitigate risks when they occur, in addition to addressing risk prevention
and risk coping drategies. Governments may choose to develop insurance programs which

enable those in the informal sector to be protected during times of crises. Some of these
insurance programs can be community based or at micro level of an industry or occupationa

groups.1® Examples of this abound in large numbers around the world athough the efficacy of
thisinstrument is till somewhat unclear. But the fact that many in the informa sector do not have
access to formal sector insurance, socia protection for the informa sector naturdly opens the
door for innovations such as micro insurance or community insurance which can go along way
towards reducing the harsh effects of economic shocks and other household crises. The
literature emphasizes the need for a mix of community based, markets based and Sate leve

interventions to support the management of risks in the informa sector (Holzmann and
Jorgensen, 2000). The specific combination of programs and policies will of course depend on
the nature and frequency of risks and adequacy of exigting risk management srategies (Lund
and Srinivas, 2000). Of course, indtitutiona and implementation capacity is another criteria that
determines what programs are relevant.

Macro Shocks (Covariate Risks)

It is clear that there are some common risks which al households and workers face.
Financid and terms of trade shocks have impact on dl activities but more so for the dready
vulnerable informa sector through quick and arbitrary changes in input and output prices. In this
sense it is essentid that governments implement sound macro economic policies and financid
systems to ensure that they are reslient or have the potentid of reducing the effects of broad
macro shocks. In addition, measures need to be put in place to protect the public spending on
programs which seek to serve the poor and informal sector during times of fiscd crises such that
they are not exposed to additional shocks during such downturns. Apart from these broad
policy measures, it isimportant to design and activate safety net programs during macro shocks
such that the informal sector does not face harsh effects. Since these can be expensve,
governments need to be prudent in mixing safety nets with broad policy support to dicit sef help

and other coping Strategies as aternatives.

1% SEWA, Grameen Kalyan, FINCA afew of the examples of many of these programs. Brown and Churchill

(2000) discuss many of these programsin detail.
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Natural Calamities

In addition to economic shocks, there are many natura disasters like floods, drought,
famine, earthquake, etc., which aso have a devadtating impact on the informa sector.
Sometimes the informa sector not being engaged in diversfication of primary agrarian activities
makes their dtuaion even more vulnerable to naturd disasters. Also, as we have aready
observed, natura disasters do not only wipe out the productive base of the informal sector, but
can dso affect the limited household assets they own. This, therefore, becomes a double
negative effect on the informa sector prospects. Thus, in order to reduce the harmful effects of
natura disasters on the informa sector, programs may have to be put in place, in addition to the
generd programs for the affected population. Westher based insurance schemes have been
proposed in a few countries to reduce the impact of weather related disasters on the primary
agrarian activities and other informa sector activities, which are derived from it.1%® Government
support for these programs have been limited and the need for overal government policy
support will go along way towards securing the future for informal sector in the midst of natura
disagters, which have become dl too common.

[1Iness

One of the important insecurities any worker faces is the risk of illness, which can have a
detrimental effect on the earnings potentid. This is especidly important for informa sector
worker/employer whose hedlth risks do not only affect his business but dso the welfare of the
whole family. Many studies show hedlth risks as the primary risk of informal sector workers.X
Many hedth insurance schemes have been experimented around the world and have shown to
be useful in addressing hedlth risks. However, in addition to the generd risk of health conditions,
the case of the informa sector can be more precarious due to several work related factors.
Adherence to Occupational Safety and Hedlth (OSH) standards are very weak in many micro

and small scaleenterprisesin

*® This new instrument seems promising and measures are under way to experiment them in few countries

(see Skeeset al, 1999; Varangiset a, 2001).
“"Dror and Jacquier (1999) discussin detail the demand and innovations in health insurance in the informal
sector to protect those excluded from formal schemes.
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the informa sector. The low profit margins and lack of knowledge of safety standards have been
prime reasons for higher levels of accidents in the informa sector, leading to adverse hedth
outcomes. Evidence from developing countriesis replete with examples of many informa sector
activities having low safety standards leading to the higher incidence of accidents, which are
seldom addressed by socia protection measures. The lack of coverage of safety standards and
limited coverage of compensation schemes for the informa sector necessitates action by the
government to improve security in the informa sector. Improving safety standards in the
informal sector will decrease accidents and increase their security againgt such hedlth effects and
thereby prevent and mitigate the risks due to the lack of OHS.1%® On the other hand, reforms
amed a improving socid protection schemes such as compensation and socid security will
enaure that in caseill hedth limits the earning potentid of informa sector participants in the short
or long term, there are programs tha protect the incomes and the welfare of their families,
thereby proving options for coping with risks.

HIV/AIDS

Another recent development in hedth concerning the informa sector is the incidence of
HIV/AIDS. The high rate of thisin informa sector can be attributed to many reasons, which are
beyond the scope of this paper. Within the purview of this paper, however, it is important to
explore how to develop programs which can reduce the incidence of HIV/AIDS and how the
industry can cope with those who have aready become victims of this illness. There are many
examples of community level awvareness campaigns, which am a informing individuas about
risky sexua behavior.1%9, |n addition, there are aso programs which aim at providing care and
rehabilitation to those infected at the community leve.

Insurance

One way in which informa sector has been ale to cope with shocks and natura
cdamitiesis through a variety of insurance products. Most of the forma insurance programs and
pensions schemes which are very useful helping individuas cope with risk in the forma sector
are sddom available to those in the informa sector. The lack of formd insurance, socid

% Eorastieri (1999) discussthe OSH policy issuesin the context of informal sector in detail.

%1 und and Srinivas (2000) discuss the HIV/AIDS issues in the informal sector with some community care
optionsin detail.
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Security or pension type insruments to protect informa activities has necessitated innovetive
mechanisms!® In terms of providing socid security for different occupationd groups Welfare,
Funds have become very popular in assigting informa sector manage risks in times of crisis. In
Indig, for example, there are many examples of occupationd group based wdfare funds in
insuring occupation specific risks'* However, the efficacy of these instrument when covariant
risks affect the whole economy or informa sector group is till not clear. This is an area which
needs more research. It is worth mentioning, in the absence of insurance, thet nationa safety nets
or risk management programs which have proven effective in protecting households from the
many covariant risks have aso aided sef employed and home based workers immensdly.

Civil War

One outlier, of course, is the risks generated by civil drife. Naturdly, these unrests
among other consequences limit the potentia of those in the informa sector to earn aliving. The
opportunities of the informa sector can be unfairly affected during civil war. Although the firs-
best measure to ded with these risks are to prevent the crigs in the first place, when that is not
possble one needs to put in place programs which sustain informa sector workers and
employers such that the short fal in incomes can be compensated 112

Discrimination/Austerity measures

The informal sector has evidenced many sources of discrimination from public agencies
in the process of their productive activities. The authorities have resorted to violent activities
againg individuds and households in the informa sector bringing about much physica harm and
loss to productive activities. Some of these have been carried out in the pretext of ensuring the
informa sector is registered and is ligble for taxes. The lack of legd protection for informa
sector has resulted in insecurity for those in the informal sector againgt the violent atrocities
committed againgt them. This means that the State has to put some protective clauses which
secure the informal sector individuas and their activities from violent attacks. This will aso

ensure that informa sector activities are carried out to ther full potential without having to

o Alwang and Siegel (2000) discuss the potential and problems of micro insurance which has shown new

promise as a risk management instrument for the poor and those in the informal sector.
111 Subrahmanya (2000) discusses the existing experience and potential for innovation of these welfare funds
in detail. See also Rajan (2001) for a discussion on the promise of many Keralawelfare funds.

76



operate underground and for the fear of being harassed, which tend to curtail their investments.
In addition to measures of legd protection, the state may aso put in place programs which will
reduce the harmful effects due to violence againgt informa sector. The street vendors in many
countries have faced violence which has been addressed both through legidative reforms and
introduction of programs. For example in South Africa, in Durban township, there have been
innovetions which have brought about amicable solutions for the informa sector and local
government authorities concerned with the implementation of law and order (Lund and Srinivas,
2000). There is a need for every government to learn from such “good practices’ such that the
plight of the informa sector can be addressed and their concerns about their safety and security
resolved.

There are examples of public authorities, which when aderted to these excesses, have
taken gppropriate action which have resulted in substantial improvements on the working
conditions of informa sector workers and hence addressed their insecurities. However, there is
a definite need for clarification of rules and regulations by which informa sector has to operate
and by which authorities enforce laws. Unless and until this is done informa sector will continue
to be insecure and vulnerable to the many obscure laws. The above discussions shows thet the
informal sector is frequented by risks — both covariate and idiosyncratic — to a grester extent
and is in need of sustainable and cogt effective risk management instruments to continue their
productive role in the economy.

5. Informal Sector and the SRM framework

The SRM framework provides an integrated approach to SP, primarily using risk asthe
foundation. It explains how dl individuas, households and communities are vulnerable to multiple
risks from different sources. It aso distinguishes between different types of risk (e.g. covariate
and idiosyncratic), especialy highlighting the fact that some risks can be prevented and mitigated
while others are unavoidable and how the strategies for risk management have to be cognizant of
those redlities as they develop a variety of instruments and coping strategies. This, therefore,

provides a framework to discuss how the poor in particular can better manage income and

"2 Collier has addressed the economic and social consequences of civil war and conflict and how is affects

the livelihood strategies of the poor which isrelevant here.
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consumption risks. In this context it discusses three broad mechanisms of dedling with risks —
namdly risk prevention, risk mitigation and risk coping™=.

According to the SRM gpproach “Socia Protection conssts of public interventions (i)
to asss individuals, households and communities better manage risks and (i) to provide support
to the criticaly poor.”** However, because the SRM approach dedls with the whole
population or dl the poor, it does not expound in detail or exclusvely address issues related to
workers interaction with markets and risks nor does it address the concerns of workers who
are outsde the formal sector, whose incomes are dependent on informal activities. This section
will try to explore in some detail the implications of the SRM framework for understanding the
informa sector risks and how it can ad in developing a comprehensve gpproach to socid
protection for the informa economy.

At the outset it is clear that those in the informal sector face risks and uncertainties which
are different and sometimes with greeter probability than the poor population or workers in
generd. Hence, firgt understanding the sources of risks the informal sector face and trying to see
what measures are in place to ded with them will dlow us to evauate the adequacy of the
existing socid protection measures for the informa sector. As we have argued dready, such an
exercise will dso more clearly highlight the narrowness of the current SP gpproaches, especidly
in the light of the needs of the informd sector.

The informa sector literature provides numerous examples to highlight the fact that
informa sector workers and employers face increasing vulnerability due to the absence of a
conducive regulatory environment or failure to implement existing policy measures. In addition,
the inability to ded with the risks they face leads those in the informa sector to engage in low
yield and low risk activities. This could be due to the fact that existing risk management
instruments are week or inadequate. It is important to

2 Holzmann and Jorgensen (1999) provide clear definitions and examples for each of the risk management

categories (Table 1), while Lund and Srinivas (2000) provide informal sector specific examples for each (see
Tables4.2 and 5.2). Hence we will not repeat them here.

** Holzmann and Jorgensen (2000, p9) provides this definition. This definition is more inclusive than the
other ones in the literature which tend to limit to special programs and interventions targeted at the informal
sector, especialy for risk coping. Lund and Srinivas (2000) do go beyond risk coping but do not include
economic policies and traditional government programs such as health and education among others. We
want to highlight that such an inclusive approach is an integral part of any SP strategy, because economic
policies and health and education interventions primarily seek to address risk management comprehensively,
abeit inadequate to cover all risk management.
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emphasize that in addition to sometimes poorly designed SP instruments, there are numerous
examples of good socid protection insruments being weskly implemented due to the lack of
inditutional capacity or budgetary problems leading to significant increases in socid codts to the
informal sector. The inadequacy and lack of gppropriate instruments to dedl with risks lead the
informal sector to use strategies which endanger future earnings capacity, contributing to deeper
poverty and dedtitution in many cases, eg. child labor, misuse of physca and human assets,
corruption, illegd activities, ec.

Asymmetric information problems which are abundant in the informa sector lead to
absence or poor functioning of insurance markets which are essentid in managing risk. For
ingtance, mord hazard, adverse sdlection and insufficient property rights which lead to limited
insurance options for the informal sector need to be addressed by appropriate public
interventions which address regulatory reform and facilitate the development of gppropriate
insurance instruments to manage risks. It isimportant to note, as we aso mentioned in enhancing
opportunity section, that some of the measures to ded with market failures of this kind require
efficiency and redigtribution considerations which go much beyond the narrow congtructs of
current SP programs.

In addition, the concepts of vulnerability and exposure to risks which are important in
SRM has relevance for designing appropriate SP interventions for the informa sector. Many SP
discussons do not pay adequate attention to these two issues which are very important in
deciding the end result of any risk.**® SP measures can be designed such that they can reduce
exposure to risks. The presence of risk in itsdf should not deter informa sector activities as
many high risk activities are dso high return activities. Thus, measures which reduce exposure to
risk through mitigative actions are important in encouraging a lucrative and attractive informal
sector. In addition, even if one is exposed to risk, measures can be put in place such that the
level of vulnerability is reduced . Such measures can go a long way towards reducing the
harmful effects of many inevitable risks the informa sector faces. Hence, the SRM framework
points us towards actions which are more pro-active and inclusive rather than passive and

narrow in dealing with risks which are pervasive in the informa sector.

us Alwang and Siegel (2000) provide an excellent discussions on thisimportant issue.
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6. Implicationsfor Bank’s SP Operational Strategy

The previous two sections have highlighted how these different development
frameworks which have been put forward can be used to view the various issues that impinge on
the informal sector and what they mean for developing an appropriate socid protection strategy
for the informa sector. The role for each of the stakeholders can be spelt out based on the
above discussons. However, in this section we mainly ded with the implications of these
frameworks for a broader view of SP for The World Bank and its strategy to assist the informal
sector as an integra part of its devdopment agenda. Parts of these discussons can be
generdized to be gpplicable to other international donor communities, of which there may be
others, which are not spelt out in detail here because they are beyond the Bank’s current
mandate. It is worth emphasizing that this section should be seen as the beginning of a didogue
on expanding current SP strategy and not the last word.

It is essentid that informa sector concerns are well integrated into the Bank’s work
program. The Bank’s mandate of addressing poverty through lending and nonlending services
should integrate informa sector concerns clearly as part of its objectives. In addition to
incorporating informal sector issues into on-going operationd tasks and nonlending services,
one may need to develop new instruments which can provide the services required by countries.
In this section we provide some possible suggestions on how the Bank and possibly other
donors might address informal sector issues by modifying their interventions.

The Bank has 4 possible options for the way it can approach SP for informa sector.
They are:

1. No Changein current Policy

2. Expand non-lending Servicesto recognize and address informa sector issues

3. Encourage ongoing lending programs and new lending operations to incorporate
informal sector issues

4. Change operationd practices and design new ingruments to ded with informa

Sector issues

The Bank’s current policy, however, does not exclusvely address informal sector

concerns as part of its on-going activities. Hence the firgt option of “no change in current policy”

80



is basicdly not a posshility. In fact, such a postion will be in conflict with Bank’s mandate of
poverty reduction, given that a large mgority of informal sector workers would be classfied as
below or near the poverty line. Thus the Bank needs to move away from its gpathetic view of
the informal sector and ensure thet it is consdered as an integrd part of its development
mandate and didogue. To be fair, one can say that the Bank is not completely indifferent b
informal sector concerns, but its current concern with that issue is rather inadequate.

The second option for the Bank is to objectively include informa sector issues in
Andyticd Advisory and Advocecy (AAA) sarvices. These AAA sarvices broadly include
Bank’s non-lending and policy didogue services which are an integrd part of Bank services to
its client governments. It is clear that this option is very necessary to address informa sector
concerns much more broadly as discussed in this paper. The falure to address this will not
enable the government to use the instruments at its disposd to effectively address informa sector
concerns. If AAA activities increase the knowledge base of donors and other stakeholders to
develop a better understanding of the informal sector issues that in itself can go a long way
towards expanding the options for addressing such issues.

The third option of encouraging Bank’s lending programs to recognize and include
informa sector issues in on-going and new lending programsis both necessary and feasible. This
gives opportunity for the Bank to engage in a didogue through its lending operations to highlight
and include informa sector needs through projects. For ingtance, Bank’s lending programs
address a variety of development concerns of a country and this gives the best opportunity to
integrate informal sector into the maingtream policy and program interventions. This will dso
provide options for selectivity in addressing informa sector through macro or sector programs
asthe case may be. Thisis an area which has had the least amount of progress and a concerted
effort is required to remedy this Stuation.

The fourth and find option is to explore the possihility of designing new interventions —
both lending and nonlending services —which can address informal sector concerns. Thisisakin
to the outcry by some externa agencies for the Bank to expand its insruments such that it can
work with partners other than the government in poverty reduction efforts. Such new
approaches among other things will include options to provide lending and nortlending services
to NGOs, informa sector occupation groups, and community organizations representing
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informa sector interests. Although the payoff from such a srategy is greet it involves changesin
Bank’ s operationd practices which may not be feasible in the short run.

Let us now explore in detail what options two and three entaill.  These include nor
lending services and lending programs which the Bank provides to countries and how they can
be used to address informa sector concerns. It is obvious that the former is definitely the most
important and aso can form the basis for the latter given the current lack of understanding of
informal sector needs.

Non-lending Services

It is clear that there is arange of nonlending services which should take a high priority in
the Bank’s effort to address informal sector SP needs. This is because we need to know more
about factors that influence the welfare of those in the informdl sector. It is extremdy difficult to
design useful interventions based on our existing limited knowledge. Also, current policies are
very narrow and policy reforms need detailed information on issues and options in a broad array
of interventions.

At the country leve a firg task the Bank could assg in carying out is a risk and
vulnerability mapping and SP inventory exercise for the informa sector. It is essentid in this
regard to do a risks analysis-social protection matrix which will highlight the source,
correlation, frequency and intengty of risk and a mapping of responses by different
stakeholders. 6 We will have to then identify which current SP programs address identified risks
and assess their adequacy and effectiveness to address the specific risks. It is essentia that there
is a detailed andysis of risks and existing forma, informa and market based programs for the
informal sector before one decides what new programs, if any, should be introduced. This will
lead to the subsequent exercise which is how to comprehensively protect individuas from the
risks they face. For instance, in some cases it will be measures which can expand the existing
program, while in others it will be reforming exigting approaches, in ill some others it will be to
desgn new indruments. This exercise and resultant didlogue will provide a conducive
environment to discuss SP issues for informal sector within the broader SP framework espoused

in the previous sections. In the PRSP/HIPC countries there is a good opportunity to address

116

World Bank (2000) PRSP SP toolkit has suggestions on how such a risk-vulnerability mapping exercise
can be done. Few of these exercises are currently under way in World Bank’s Latin Americaregion.
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these issues contextually as the mgority of poor in these countries belong to the informal sector
and are exposed to many risks and lack interventions which can assist them.

In addition, this in-depth knowledge will assst in ensuring the policy reforms pursued,
say, in the financid, private, agriculture, and industria sectors, or issues rdating to the regulatory
environment can be meaningfully addressed. Currently, there are extremely few cases in which
reform programs have exclusvely recognized and addressed informal sector issues. In fact, one
could say most government policy choices do not consider the existence of informa sector as a
legitimate entity. Even the World Bank’s CAS didogue is mostly oblivious to informal sector
needs. Sometimes projects redize too late during implementation when it is dmost impossible to
address informa sector issues. This lack of recognition of the informa sector in policy reforms
can lead to adverse consequences due to errors of omission or errors of commisson. By errors
of omisson we mean that implementation of certain components of the reform programs which
ignore informal sector having a harmful effect, while errors of commission implies the limited or
incorrect informa sector view in policy agenda leading to implementing anti informa sector
reform measures which unfairly affect those in that sector. Both these are equaly harmful and,
thus, need to be addressed by al stakeholders.

Indtitutiond reforms aso need to include informal sector issues in its agenda. Also,
inditutiona capacity building and awareness programs need to ensure informal sector issues are
given importance. The lack of understanding and ignorance of inditutions about informa issues
leads to inappropriate actions by those in authority. Informa sector inditutions themselves
should make appropriate reforms to better work with the wider economy and government
adminigtration. For instance, lack of information leads those in the informa sector not to follow
regulations due to ignorance. Apart from lack of understanding, the absence of regulations and
laws which protect the rights of thosein the informal sector also needs to be addressed. Judicia
and legd reforms which form an essentia part of reviving private forma sector growth should
aso congder private informa sector which is much bigger and has grester potentid in many
countries. The Bank and the broader development community should address together with the
government informa sector concerns as part of judicid reform, regulatory reform for the private
sector, urban upgrading programs, socid sector reforms and safety net interventions. In this
context, broad macro and development policy didogue with government should incorporate
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informa sector issues. The Bank should assigt client governments to undertake a criticd review
of exiging policies, programs and reforms being implemented or proposed, to identify and dert
governments to the potentid adverse effects it could have on the informa sector. Such
interventions will ensure that the untapped potentia of the informal sector is effectively redized
for broader economic gains and private sector growth.

The Bank should forge partnerships — interndly and internationdly - to further the
informal sector cause. This is important because the effectiveness of SP for informa sector
depend upon the existence of socid dliance which seeks to protect informa sector. On the
internationd front, the Bank has aready started working on informal sector issues with some of
the lead agencies like ILO (STEP), WIEGO, and SEWA among many others as a way of
increasing knowledge of the Bank and its clients on this issue and raise public exposure to the
issue. The Bank is participating in conferences on informa sector to play arolein the formulation
of the emerging consensus on policies regarding the informa sector. Internaly Bank’s ability to
rase avareness and sendtivity of gtaff to informal sector issues will be a prerequisite for the
success of these interventions. Socia Protection network a the Bank has dready dtarted a
series of seminars and workshop on many informal sector issues towards achieving this
objective. Interndly there is dready regiond (South Asia, Latin America, Sub-Saharan Africa)
and network (Macro (PREM), Financid Sector (FSD), Gender) partnerships which are
collectively addressing the common informal sector concerns. These activities inform staff of the
facts about informa sector, promote discussons on how Bank could address informa sector
issues through its many activities. In fact, the Bank commissioned two semind papers on the link
between informa sector, poverty and gender as part of WDR 2000/1 which has become very
useful not only for the Bank but dso for the outside world to understand the problems and
potentials of this “hidden” sector.

The Bank should aso emphasize the importance of strengthening socid capitd and
socid networks in dient countries through its policy didogue It is very dear that informa
sector problems are not addressed partly because they do not have networks which can
collectively find solutions to the many risks and uncertainties they face. The lack of socid capitd

" Woolcock and Narayan (2000) discuss the importance of social capital issues for development policy and
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has proven a mgor handicgp for the informa sector in terms of addressing risk and
uncertainties that frequent the sector. Hence an effective program to build and harness socid
capita is an important part of SP for the informal sector. It is aso important for the Bank to
expand its didogue to include informa sector associations, say in CAS or PRSP discussions,
such that their views and concerns can be represented as part of the national didogue. Thisisan
areawhere the Bank has just started to broaden its scope and there is along way to go, at least
in terms of bringing the informal sector into the fold.

Lending Services

Currently, the Bank has at its disposd many instruments which can address informa
sector needs. Refocusing lending programs to address informal sector concerns is a feasble
option. This may, however, involve redesigning or developing new project components which
can be integrated within exigting lending operations. On going and new socia sector invesments
— hedlth, education, socid wefare — need to include the informa sector as an important
beneficiary of its investments. Such programs can address the human capita needs of the
informal sector. Apart from building human capitd, lending activities can dso assigt in building
physca capitd through infrastructure interventions, through road projects and socia fund
programs. Many sudies show that limited access to markets and ancillary facilities unfairly
affect the informa sector activities which can benefit from investment in infrastructure, especidly
if they are developed in areas where informa activities are predominant. Poverty reduction
initiatives dso have to ensure they address the needs of the informa sector poor. Given that
large number of informa sector workers are poor women and have limited access to credit, has
enabled Bank’s gender and micro credit programs to address the informal sector needs in many
countries. However, now the chalenge is in mainstreaming some of these experiences such that
they can be replicated widely.

In addition, the Bank should ensure that informal sector needs are addressed when it is
called upon to design and finance safety net interventions, which mostly ignore the peculiar needs
of the informa sector. For ingance, after the East Asa criss, the Bank designed safety net
programs which did indude the informa sector as an exclusve beneficiary. These activities
show that there are many opportunities to address informa sector needs. The Bank should adso
retrospectively review existing lending programs in each of the sectors, during mid term reviews,
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to ensure that informa sector activities are not being neglected and are addressed wherever
possible.

New initiatives like Community Driven Deveopment (CDD), Poverty Reduction
Strategy Credit (PRSC) and HIPC should be seen as potentid opportunities to explore how
informa sector issues can be addressed in a country. These new instruments provide additiond
opportunities to include informa sector issues as part of the lending operations of the Bank.

7. Concluding Thoughts

As dready mentioned, this paper is just a beginning on the didogue to expand SP
ingdruments and interventions which deal with the informa sector. We hope that these
discussons will not merdy end up expanding our understanding but will dso influence
goverrment and donor policies and programs which address informal sector issues.

It is worth emphasizing the congruence of the different frameworks which we have
highlighted in enabling us to expand the SP framework. All three measures or action fronts of the
WDR — opportunity, empowerment and security - are equaly important to revive the informa
sector and to provide grester impetus to the future of informa activities. These three principles
complement the SRM framework of risk prevention, mitigation and ®©ping. For instance,
increased opportunity will increase the security and bargaining power of the informa sector in
relation to dae, society and markets. Smilarly, empowerment measures will  expand
opportunities and result in grester security. Also, increased security means greater scope for
new opportunities, diversfication of portfolio and greater power. Hence, the three lines of attack
on the informa sector need to continue. This paper has argued that there is a role for state,
formad and informd inditutions, markets and community organizations, individuds and
households in meeting the formidable chalenge of providing SP measures to the informa sector
in order to protect workers from the risks they face and realize their untapped potentia.
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