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Abstract

The objective of this working paper is to review the literature on informal and non-
standard employment and to highlight the increased awareness of the global society about trends
in labor markets and their implications for workers and social protection policy. This paper
presents information on developing, emerging, and advanced economies, especially the United
States. Evidence and hypothetical findings suggest that working-life poverty and retirement
income insecurity are the main consequences of the growth in informal and non-standard
employment arrangements. High risks of poverty and vulnerability among workers emphasize
the important role of the state and in particular public social insurance and non-contributory

pension programs.



Introduction

Informal employment has always been associated with the developing world. It is an
important contributor to economic growth and remains the main source of employment for the
poor!.

Informal employment also plays a significant role in the developed world. It can be found
in the United States, Canada, and most advanced European economies (United Kingdom,
Germany, France, etc.), Australia, and in developed Asia (Japan, Singapore, South Korea, etc.).
Traditionally, informal employment has been viewed as agricultural and other rural employment.
Self-employment, as well as different manual and household employment, has often been
referred to as being part of informal sectors, i.e., sectors outside of tax and regulatory systems?.
However, the forms of employment, both in the developing and developed worlds, have been
evolving over time, as has public policy perspective on employment.

Today, informal employment is widely viewed as precarious and insecure (not covered
by employer-sponsored social protection benefits), both in rural and urban areas, and within
developing and developed worlds.? Most importantly, informal employment is found more and

more often within formal sectors (i.e., within the tax and regulatory system) due to the process

!'In many developing and emerging countries, the contribution of informal enterprises to gross domestic product
(GDP) and gross value added (GVA) is substantial. For instance, estimates of the average (unweighted) share of the
informal sector in non-agricultural GVA vary from a low of 14 percent in Eastern European and Central Asian
countries to of 30 percent in Colombia and Guatemala, and of 46 and 50 percent in India and sub-Saharan Africa
respectively. This reflects the importance of the informal sector in their total GVA (ILO and WIEGO 2012; WIEGO
2019). Informal work plays an important poverty reduction role particularly in countries with sizable informal
sectors and in which social protection policies are weak (Chen et al. 2005; Chen 2007; Winters 2002; World Bank
2009).

2 While in the broadest sense informal economic activities can also include illegitimate criminal activities and a
“shadow economy,” this working paper excludes a discussion of those areas.

3 International Labour Organization suggests that missing social protection coverage such as a pension (provided
through employer) makes employment arrangements informal. This is described in greater detail in the next section
of the current working paper.



often referred to as “informalization” of jobs*. Most non-standard jobs® such as temporary, part-
time, casual work, are unprotected and insecure from social protection® policy perspective.

In this working paper, we discuss both informal and non-standard forms of employment
since they have similar social protection policy implications and consequences for workers in
developing and developed countries. Workers with informal and non-standard employment
arrangements represent substantial parts of world economies and labor forces. For instance,
millions of workers in the U.S. are involved in informal and non-standard employment, including
agricultural and nonagricultural workers, self-employed and hired workers, and white- and blue-
collar workers. These workers can work both in real off-line” and gig economies and can
combine multiple jobs, including formal traditional jobs. Most temporary and part-time workers,
who represent the most vulnerable category, are employed in education and health industries
(over 30 percent), professional and business services (15 percent), and construction, retail,
leisure, hospitality services (around 10 percent each). They often combine this work with other
non-standard work they can find off-line or through electronically mediated platforms, such as
driving for a ride-share company, doing housekeeping or technical writing, or performing some
other job?.

On a global scale, most of the workers in informal and non-standard employment live in
poverty or are at high risk of poverty during their work life. Even in the U.S., most of these
workers, when compared to traditional workers with more stable employment, are more likely to
live below poverty thresholds and be dependent on federal and state assistance (GAO 2015).

Additionally, these workers, while representing about 70 percent of the labor force in the

4 The term “informalization” refers to the replacement of jobs that are formal, standard/traditional jobs, with jobs
that are non-standard, and often less formal. The phenomenon started decades ago and is due to globalization,
economic development and technological progress, automation, digitalization, and innovation. It shows that
production forms are changing fast and moving out of large and registered factories and firms toward decentralized,
flexible, specialized and automated units, as well as digital platforms that often offer flexible, low-quality, low-paid,
and less formal or informal employment (ILO 2013; ILO 2018c).

5 In contrast to non-standard jobs/employment, standard employment (often referred to as “traditional” in the U.S.)
is full-time and permanent and subordinated by employer at a.

6 “Social protection” is an umbrella term that also encompasses “social insurance.” In this working paper, the term is
used to refer to social protection systems that encompass both contributory (social insurance) as well as non-
contributory systems. It is noteworthy to mention that in the economic literature, the terms “social protection” and
“social security” are often used interchangeably.

" Here “real” is used in order to differentiate online from regular work activities.

8 Fox (2014) discusses trends related to self-employment occupational categories and emphasizes the growth in self-
employment within recent decades. A variety of highly demanded physical and technical work is actively
undertaken by self-employed workers and freelancers today.



developing world and less than 20 percent in the developed world, lack access to social
protections, including pension coverage (ILO 2018c¢). In the U.S., a very small number of these
workers have access to private pension plans available through employers (BIS 2018). Thus, the
nature of informal and non-standard employment, as well as gaps in existing labor and social
protection policies, leave many of the world’s workers vulnerable and unprotected.

This working paper reviews reports and articles by international organizations and federal
agencies, such as the European Commission, the International Labour Organization, the
International Monetary Fund, the Organization for Economic Cooperation and Development, the
World Bank, the United Nations, the U.S. Government Accountability Office, and the Bureau of
Labor Statistics of the U.S. Department of Labor, as well as research and working papers by
leading U.S. economists and other experts on the nature, extent, and policy relevance of informal
and non-standard forms of employment.

We discuss informal and non-standard employment and explore its impact on social
protection policy, particularly retirement and pension policy, in developing and developed
countries, with an emphasis on the U.S. The goal is to weigh in on the debate about placing
informal employment and non-standard employment issues on the international and national
policy agendas and emphasizing the need and feasibility for improvement of relevant social
protection policies.

The working paper is organized as follows. The first section explains basic definitions
and concepts related to informal and non-standard employment and their relevance to social
protection policy. The second section describes the scope of informal and non-standard
employment worldwide, including in the U.S. The third section discusses some of the most
obvious challenges associated with these forms of employment and their causes and relevant
policy implications, particularly for the U.S. The fourth section suggests that global
policymakers can potentially contribute to changes in social protection policy in order to
improve pension coverage for workers. The final section concludes and identifies specific issues

for further research.



Background: Definitions, Concepts, and Policy Relevance
Informal Employment

The International Labour Organization (ILO) adopted international definitions, concepts,
and frameworks related to the informal sector and informal employment worldwide. In general,
informal employment includes self-employment, wage employment, and non-remunerative work
undertaken in income producing enterprises and households. ILO (2013; 2018b) defines informal
employment according to a “legalistic” or “social protection” view based on the characteristics
of the production units (enterprises) and job status and identifies two categories of workers:
workers involved in informal employment within the informal sector’ and workers involved in
informal employment outside the informal sector (i.e., within the formal sector).

In general, the concept of informal employment in the informal sector encompasses
economic activities that are outside tax and regulatory policies (including registration, taxation,
labor and social protection policies). However, informal employment outside the informal sector,
i.e., within the formal sector, is a job-based concept, and it is defined in terms of the employment
relationship and protections associated with the job. According to the ILO methodology, in
practice, the formal or informal nature of a job held by an employee is determined based on
operational criteria related to social protection and employment policies. Those operational
criteria include social protection contributions, most importantly and specifically, pension
contributions by the employer (on behalf of the employee), and also entitlement to employee
benefits such as advanced notice of dismissal, severance pay, paid sick leave, and paid annual
leave, etc.!? In other words, informal jobs beyond informal sectors, in law or in practice, are not
subject to labor legislation and regulations or social protection (ILO 2003; ILO 2018c).

The differences between informal employment in the informal sector and informal
employment outside the informal sector create important implications for social protection
policy, and they represent important, but different, targets for policy-making. While workers
employed in both the informal sector and the formal sector often lack access to official social

protection systems, the concern related to informal employment outside the informal sector is

® Often referred to informal sector workers.
10 These operational criteria are to be determined in accordance with national criteria and circumstances (ILO
2018c).



focused on the flexibility, precariousness, and the unprotected nature of the employment contract

(ILO 2013).

Non-standard Employment

Non-standard employment!! describes a diverse set of employment arrangements that can
be precarious and that often overlap with informal employment. Therefore, they also raise similar
social protection policy implications related to the forms of employment relations and the
unprotected nature of the employment contract (ILO 2016).

Non-standard workers in formal sectors include: 1) workers involved in temporary
employment; 2) part-time and on-call workers; 3) workers involved in temporary agency work
and other working arrangements that include multiple parties; 4) workers with disguised
employment relationships and dependent self-employed workers. These workers usually have
less formal contracts, or no contracts at all, and lower earnings. Most importantly, they often lack
access to employment and social protection benefits since they are often outside the scope of
labor and social protection laws and regulations, or they do not meet qualifying thresholds in
terms of earnings, length of employment and/or numbers of hours worked. Thus, workers in non-
standard employment arrangements tend to be more frequently in informal employment. This is
particularly the case for temporary, part-time, and on-call workers (ILO 2016; ILO 2018b).
However, workers in non-standard employment arrangements are not always informal by law

and/or practice depending on different jurisdictions'?.

Informal and Non-standard Employment in the U.S.
Smith Nightingale and Wandner (2011) highlight that in the U.S. and many other
advanced countries, there are numerous definitional complexities related to informal

employment, which is found both within informal and formal sectors. Informal employment can

! Like the concept of informal employment outside informal sector, non-standard employment is another umbrella
term that also describes a diverse set of employment arrangements.

12 There can be different distinctions between the above-mentioned concepts that set some informal employment
arrangements apart from non-standard ones, depending on countries and their regulatory and working practices and
traditions. One of the most important distinctions between the terms non-standard employment and informal
employment is related to self-employment in both the developing and developed words. While in developing and
emerging economies, workers depend on the form of self-employment as a means of subsistence, in advanced
economies, self-employed individuals are often better regulated by laws and receive partial legal protection. Hence,
not all self-employed workers are in informal employment, particularly in advanced economies (ILO 2016).



often be considered illegal under U.S. legislation since it is characterized by, for example: not
reporting for tax purposes by self-employed entrepreneurs and other workers; dealing and
manufacturing counterfeit goods; performing work by unauthorized immigrants. Smith,
Nightingale, and Wandner (2011) state that the distinction between formal and informal work
can be ambiguous in the U.S., for example, counterfeiting can happen within legitimate business
activities, and illegal immigrants can perform legitimate economic activities'®. The authors
underline that, in addition to those complex activities, informal employment can also include
various regular economic arrangements in the U.S., and suggest that informal employment often
overlaps with non-standard employment.

Attention to non-standard employment in the U.S. has been increasing in recent years.
Reports and independent research studies suggest significant changes in the U.S. labor market —
—millions of workers are no longer in traditional full-time, year-round jobs!“.

In the U.S., non-standard employment refers to the term nontraditional employment and
encompasses contingent work, alternative employment arrangements, and electronically
mediated employment (GAO 2019). It is worth mentioning that these three arrangements
overlap'> and are often informal by nature (i.e., not covered by employment and social protection
policies). Thus, they raise important social protection policy implications.

As in many other countries, the concept of contingent work in the U.S. can be viewed
narrowly or broadly. In general, contingent workers include those who do not have an implicit or
explicit contract for ongoing employment. Workers in alternative employment arrangements
include those with expectations of continuing employment arrangements: 1) independent
contractors; 2) on-call workers; 3) temporary help agency workers (with and without temporary
jobs); 4) workers provided by contract firms (BLS 2018). In addition to contingent workers and
workers with alternative employment arrangements, a new category of workers has been
identified in relation to the gig economy. Electronically mediated workers include the rest of

non-standard workers in the U.S. who obtain employment through mobile applications and

13 Smith Nightingale and Wandner (2011) underline that in the U.S., when informal employment is considered it is
always viewed in terms of black market (i.e., criminal and illegal) activities, undocumented immigrants, or white-
collar tax evasion.

4 GAO (2019) increases awareness regarding non-standard employment in the U.S. and discusses the importance of
reassessing the concepts and measures of non-standard employment by the Bureau of Labor Statistics.

15 For example, a worker that temporarily drives for a ride-share company while waiting to start a new job would be
considered both a contingent worker and an electronically mediated worker (GAO 2019).



websites that both connect workers with customers and arrange payment for tasks. Most workers
who are now under this category previously were simply identified as self-employed and
independent contractors.

Eligibility for employer-provided employment benefits, such as health insurance, family
leave, pension or retirement plans for contingent and alternative workers varies across the groups
and specific employment arrangements. On average, U.S. non-standard workers are less likely to
be eligible for employer sponsored health insurance and pension and retirement plans compared
to workers in traditional employment arrangements (BLS 2018). This issue is discussed in more

detail in section three.

Informal and Non-standard Employment Data and Statistics
Informal Employment: Global Outlook

Statistical information suggests that informal employment, both in informal and formal
sectors, is in wide use in the developing and developed worlds!®. Globally, two billion of the
world’s employed population ages 15 and over work informally, representing over 60 percent of
global employment. The ILO estimates the size of informal employment to be over 18 percent in
advanced countries and almost 70 percent in developing and emerging countries. Informal
employment is prevalent in informal sectors of the developing world (ILO 2018c). Despite
significant improvements in business regulatory environments, as well as economic growth, in
developing and emerging economies, informal employment has remained high during the last two
decades (World Bank 2019).

The share of informal employment varies significantly by region (see Figures 1 and 2).
The highest levels of informal work are in Sub-Saharan Africa and Southeast Asia (around 90
percent)!”. In contrast, the lowest numbers are found in developed Europe and northern America
(the U.S. and Canada). This pattern demonstrates a strong correlation between the levels of
socioeconomic development, education, and formal employment. Additionally, women’s

involvement in informal employment also significantly correlates with socioeconomic

16 TLO (2018c) states that half of the world’s employed population work informally in non-agricultural activities.

17 Statistical information discussed and presented in the current working paper, show the number of workers
involved in informal employment (both in informal and formal sectors) according to the workers’ main jobs. It does
not identify situations of workers who combine formal and informal jobs as second or third jobs. Considering
workers combining all jobs would obviously lead to higher proportions of informal employment worldwide (Private
communication with ILO representative, Florence Benet, 2019).



development and is lower in countries with high economic development (ILO 2018c). It is worth
mentioning that a substantial part of informal employment is represented by self-employment.

While the ILO does not make strong conclusions regarding regional and global trends,
some countries show either an increase or decrease in informal employment. Furthermore,
almost all countries in Eastern Europe and Central Asia show increases in informal employment,
which plays an important role particularly in countries with transitioning economies (ILO
2018c¢)'3.

Across the globe, informal employment substantially overlaps with non-standard

employment, specifically in developing and emerging countries.

Non-standard Employment in Developing, Emerging, and Advanced Economies

Studies identify a strong link between structural changes such as globalization,
digitalization, and the 2007 global crisis, and an increase in nonstandard employment in recent
years throughout the world®.

ILO (2018b) suggests that temporary and part-time employment is one of the most
significant forms of non-standard employment that is either increasing or has remained stable
during the last decade in the largest emerging and advanced economies. The highest incidence of
temporary employment is found in emerging Asia, as well as in Africa and South America. Its
magnitude can vary from over 30 percent in China to a high of 80 percent in Indonesia,
compared with about 15 percent in the European Union countries (ILO 2018b; ILOSTAT
2019).2°

It is worth mentioning that temporary employment, and especially temporary part-time
employment, is the most vulnerable form of employment. Figure 3 shows that the share of

informal employment among non-standard workers is the highest for employees in temporary,

18 This is particularly obvious in the Russian Federation, Serbia, and Moldova (ILO 2018c). Increasing and high
levels of informal employment are also found in Ukraine (Commander et al. 2013; Front News 2019;
Miroshnichenko 2012; Onoshchenko 2012) in recent years. Additionally, informal employment is increasing in
Central Asia (Kidd 2017).

1 For instance, in most of the European Union member states the proportion of non-standard employment has
increased since 2007 (European Commission 2015; 2017). A similar trend is found in the U.S. (Katz and Krueger
2019).

20 There are challenges related to statistics on non-standard employment. Concepts and definitions describing non-
standard employment can greatly vary from country to country, making it difficult to compare countries (ILO 2016).



part-time jobs in developing and emerging countries (on average over 90 percent and about 80
percent, respectively), and about 22 percent in advanced countries (ILO 2018b; ILO 2018c).

Employment through digital labor platforms is often temporary and part-time. Estimates
suggest that this sort of employment remains small — for instance, approximately 3 percent of the
labor force in Europe (ILO 2018a). However, one study suggests that the global rate of
utilization of digital labor platforms is growing by approximately 25 percent a year (Graham et
al. 2015). Employment through digital labor platforms is more common for the U.S. and

European, Asian, and Latin American countries (ILO 2018a).

Informal and Non-standard Employment in the U.S.

Estimates of the scale of both informal employment and non-standard employment in the
U.S. are not complete. Smith Nightingale and Wandner (2011) suggest that different studies
show estimates of a very large range of total informal employment, from 3 percent to 40 percent
of the total U.S. labor force. According to Smith Nightingale and Wandner (2011), it is difficult
to know the extent of informal economic activity in the U.S. due to the complexity and lack of
uniformity in the definition of informal work and problems with measurement related to
unauthorized and otherwise informal economic activities.

Similarly, the U.S. Government Accountability Office (GAO) estimates that the size of
total non-standard employment as a proportion of the total U.S. employed labor force can range
widely, depending on how it is defined. For instance, when including all self-employed and part-
time workers, non-standard workers reached over 40 percent of the total work force in 2010
(GAO 2015).

The U.S. Department of Labor’s Bureau of Labor Statistics BLS (2018) estimated that in
2017, about 4 percent (5.9 millions) of the total working population worked as “contingent”
workers, i.e., temporary workers, who most likely work part-time. The number has been stable
for many years and may have even decreased slightly. GAO (2019) states that the data on
contingent workers needs more research since, in contrast to the BLS number, studies suggest a

significant increase in other forms of non-standard employment in the U.S.



Causes, Consequences, and Policy Implications of Informal and Non-standard
Employment
Overall Prospect of Workers

All over the world, informal and non-standard employment arrangements provide
workers with opportunities to enter labor markets and avoid unemployment. For example, in the
developing world, with its large informal sectors, self-employment, micro and small
entrepreneurship, manual and casual employment, provide workers and their households with a
living subsistence. In the developed world, informal and non-standard employment allows young
people, mid-career workers, and retirees to work part-time or have additional income. However,
evidence suggests that worldwide, most people undertake informal and non-standard
employment not by choice but as a consequence of a lack of opportunities in labor markets and
due to the shortage of “good jobs”(ILO 2018c; WB 2019).

Additionally, overall prospects for workers in informal and non-standard employment are
not positive. As mentioned earlier, informal and non-standard employment is often precarious
and insecure. These workers lack access to employment and social protection benefits, including
retirement savings and pension coverage. Additionally, informal and non-standard working
arrangements also provide fewer opportunities for transitioning to permanent jobs and gaining
promotion, for establishing a career path, and for commanding higher earnings over a working
life, and, most unfortunately, they often lead to unemployment (ILO 2016).

Informal and non-standard workers are at much higher risk of income insecurity and
poverty during their work lives and in retirement than standard, traditional workers who have
formal full-time, permanent employment arrangements and are usually covered by labor and
social protection policies. Figures 4, 5 and 6 present comparisons of poverty rates for workers in
informal and formal employment in selected regions and countries. The poverty rates suggest
that in developing, emerging, and advanced countries a strong correlation exists between poverty
and informal job arrangements. As is the case with informal employment, across Europe the risks
among non-standard workers and the self-employed are high compared to standard workers (EC
2017). In the U.S., non-standard workers are much more likely than standard workers to live in
poverty, and (as is in Europe) they are more likely to be dependent on federal and state assistance
and welfare such as cash assistance programs, the Supplemental Nutritional Assistance Program

(known as food stamp program) and Supplemental Security Income (GAO 2015).
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It is also worth mentioning that not all workers in informal and non-standard employment
are poor. In developing and emerging countries, informal sector jobs and other informal jobs
represent the main source of employment and can possibly provide entrepreneurs and other
workers with decent levels of income (ILO 2018c; WB 2009). However, the risk of poverty is
substantial since earnings are often distributed among dependents in households. Additionally,
the income levels for some well-educated and experienced freelancers in developed Europe can
be significantly higher than workers doing similar work in standard employment. In the U.S., the
earnings of experienced self-employed workers can be comparable to those employed in standard
jobs (BLS 2018; GAO 2015; Katz and Krueger 2019). However, this discussion illustrates the
exception rather than a trend for all of the workers involved in informal and non-standard
employment.

Below, we first look at particular challenges of informal employment in the developing
world, since any discussion of the impact of sizeable informal sectors and informal employment
in those countries on social protection systems cannot be significantly separated from the
discussion of non-standard employment. Then, we discuss causes and consequences of non-
standard employment in mostly advanced countries with an emphasis on the U.S. Both
subsections look at the work and retirement income security of the workers and the relevant

policy implications.

Developing World: Challenges of Informal Employment and Relevant Policy Implications
Historically in developing and emerging countries, informal sectors and informal
employment have been associated with a lack of legal and regulatory frameworks, including low

levels of social protection available to workers (ILO 2017; World Bank 2009).

Unpaid domestic and family work, all remunerative work including self-employment,
casual employment, micro-entrepreneurship, and others, have been important informal economic
activities for the poor in many developing and emerging countries. However, informal work in
many cases provides workers and their families with little more than a subsistence living.
National poverty rates indicate the potential impact of informal work on earnings. Women are

usually very vulnerable and have lower income than men?!.

2! Studies conducted by ILO, World Bank, and a number of researchers and other organizations confirm poor
earnings and conditions of women and men in informal sectors in Asia, Africa, Latin America and Caribbean.
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Workers engaged in informal employment outside informal sectors are also very
vulnerable in terms of earnings. Low incomes are the product of weak registration and taxation
regulatory frameworks and a lack of labor and social policies. Only about 50 percent of
emerging countries and over 10 percent of developing ones have implemented unemployment
insurance systems (IMF 2019).

In many developing and emerging countries, pension systems are often established for
dependent employees. Thus, informal elderly workers’ ability to earn a living is often strongly
dependent on remaining physically and mentally active, particularly in countries with large
agricultural sectors and significant manual labor. A number of studies show that in Asia, Africa,
and Latin America, the pension coverage is low, and workers face significant challenges in
providing for their own retirement; the vast majority of elderly live in poverty and/or insecurity
(Kidd 2017; UN 2018). Even in countries in which informal sectors and employment prevails,
such as Bangladesh, India, Indonesia, Nigeria, and Pakistan, which account for about a third of
the world’s population, the percentage of people covered by pension systems has not exceeded
single digits for decades (Rutkowski 2018). For instance, in Asia, existing mandatory pension
systems mostly provide coverage for formal workers and coverage is low (with the lowest in
India (5.5 percent), Pakistan (6.3 percent) and the highest in Malaysia (33.5 percent) and China
where coverage reaches 50 percent (OECD 2018b)?2. In Latin America and Caribbean the
coverage on average reaches 56 percent. However, this figure is strongly influenced by coverage
in a small number of populous countries, such as Argentina, Brazil, and Mexico (Kidd 2017). In
Africa, less then third of older people on average are covered by any social protection programs,
and the number is about 17 percent in Sub-Saharan Africa (ILO 2017)%.

Additionally, in most developing and emerging countries, existing poverty-— targeted
pension programs usually provide coverage for a minority of the population and often create
substantial coverage gaps that leave millions of informal workers unprotected (United Nations
2018).

The main challenge in most developing and emerging countries is that social protection

systems are usually established for workers involved in formal employment, but the level of

22 Kidd (2017) underlines that achievement of a significant coverage level in Chinana is mostly due to government
incentives that may not have a continuing effect in a long-run.
23 Pension coverage in the south of Africa is rather moderate.

12



formalization is low. A related problem a reduction in the number of workers who contribute to
the pension plans. This trend was found in Latin American countries, where coverage gaps have
expanded substantially (Holzmann, Robalino, and Takayama 2010), as well as in Eastern
European and Central Asian countries (Palacios and Knox-Vydmanov 2014). Furthermore, in the
Eastern Europe and Central Asia reductions in formal employment challenge social protection
systems that are traditionally based on payroll contributions?#. Thus, the trend of growing
“informalization” in the region jeopardize the proportion of covered workers since fewer workers

will be able to contribute to pension plans.

Evidence in U.S. and Other Economies: Policy Implications of Non-standard Employment
Studies suggest that often the less formal, insecure and precarious employment

arrangements of non-standard workers lead to lower wages and exclusion from bonuses,

overtime payments, and employment benefits such as unemployment, maternity, healthcare

insurance, and pension and retirement savings benefits.

Work life Earnings of Non-standard Workers. In general, the earnings of non-standard
workers differ from the earnings of standard workers. While ILO standards and EU directives
exist to regulate minimal wages, in practice, wage gaps for non-standard workers can vary from
a few percentage points to 60 percent of standard workers’ wages in different countries (with the
highest rates in emerging countries). Empirical findings suggest that worldwide wage differences
between standard and non-standard workers, even if controlling as much as possible for job and
worker characteristics, are significant. For instance, wage penalties (i.e. disadvantages in pay
relative to standard workers) for temporary workers in developed Europe vary from 10 percent to
20 percent and are the highest in Germany and France. Additionally, it is typical that part-time
workers’ wages are not high (ILO 2016).

In the U.S., non-standard workers earn about 10 percent less per hour on average than
standard workers earn and about 50 percent less annually, since they work fewer hours per week

as well. Additionally, a typical temporary, contingent worker earns a median annual personal

24 In most of the post-Soviet countries, pension systems are based on payroll contributions; this reflects their Soviet
history. In Soviet Union member countries, social protection systems were based on social insurance bases.

13



income that is roughly $20,000 lower than that earned by a traditional worker (GAO 2015).
Contingent and temporary help agency workers (not necessarily in temporary jobs) and on-call
workers, among other types of the non-standard workers, earn the lowest wages in the U.S. (BIS
2018; Katz and Krueger 2019). Additionally, non-standard workers, and in particular temporary
workers, are often left uncovered by U.S. labor protection policies such as unemployment and
health insurance policies (GAO 2015; BIS 2018)?°. Additionally, available information suggests
that women’s earnings are substantially lower for all groups of non-standard workers compared
to their male workers counterparts.

In contrast to the most vulnerable U.S. non-standard workers, earnings for about half of
independent contractors, who tend to be more educated, experienced and self-employed, are
more likely to be higher than those of other non-standard workers and can also be comparable to

earnings of traditional American employees (GAO 2015; Katz and Krueger 2019).

Retirement Income Security of Non-standard Workers. In general, the consequences of
non-standard employment in retirement are not much explored across the world. The problem of
pension coverage of non-standard workers is prevalent in countries with payroll-based
contributory pension systems. Workers with short tenure, low-earning workers, and workers who
work too few hours have limited or no access to social protection entitlements. This problem is
common for both the developing world and advanced countries with well-established payroll-
based contributory pension systems that have changed very little since they were first
implemented for workers engaged in stable full-time jobs(ILO 2016; ILO 2018b; OECD 2018a;
European Commission 2015; 2017).

Studies suggest that, in general, temporary and part-time workers are the most vulnerable
since they are more often excluded, at least partially, from social protection coverage (in many
developing and emerging countries across the world) or are entitled to lower pensions (for

instance in the European Union (EU) member countries)?¢. For instance, the problem of lower

25 One-fourth of temporary workers have employer provided health insurance, compared with half of the rest of
workers. However, most temporary workers do not receive health insurance from their jobs; a substantial share,
nearly 3 in 4, have health insurance from some source, including coverage from another family member's policy,
through a government program, or by purchasing it on their own (BIS 2018).

26 The ILO states that in developing and emerging countries non-standard workers lack access to any social
protection retirement coverage (ILO 2016). In European Union member countries, almost all workers have access to
both contributory and non-contributory pensions. However the problem of adequacy is prevalent to developing
member countries (European Commission 2015; 2017).
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pension benefits that arise due to low levels of contributions is prevalent in many EU member
countries where pensions are closely linked to contributions (for example, Bulgaria, Hungary,
Ireland, Slovakia, and Romania). However, in the rest of the EU, where non-standard workers
have access to an adequate public basic pension regardless of employment status (as in Denmark,
the Netherlands, Finland, and Sweden), the problem is less of an issue (European Commission
2015).

Specific types of vulnerable workers in EU member countries, in terms of statutory
access, besides temporary and part-time workers, include: temporary agency workers, on-call
workers, casual workers, seasonal workers, as well as immigrant workers (European
Commission 2015; 2017). Additionally, with respect to self-employed workers, the most
problematic issues related to statutory access to social protection arise when social protection is
organized on a social insurance basis, i.e., based on contributions from the employee and the
employer (European Commission 2017).

While having access to public social protection should be an important factor retirement
security for U.S. non-standard workers, evidence suggests that the situation can be challenging
for these workers. In the U.S. certainly, all non-standard workers have full access to the benefits
provided by the state social insurance program: Social Security. However, specific situations of
non-standard workers, such as lower earnings and precarious employment, in particular for
temporary and other low-earning workers (for example, on-call and temporary help agency
workers), can potentially impact Social Security coverage and benefit levels. Related findings
made by Rutledge et al. (2019) suggest that non-standard workers, in particular temporary
workers, are less likely to be eligible for potential Social Security disability benefits and are
more likely to have lower potential benefits. Rutledge et al. (2019) found that this is due to two
main reasons. First, these workers, may be employed spottily and therefore not qualify for Social
Security disability program requirements. Secondly, even though non-standard workers are
working consistently, their earnings are often unreported or underreported, and as a result, they
often do not accumulate enough covered work history to be eligible for the benefits.

In the U.S., most non-standard workers are not offered a pension and retirement plan but
are covered by Social Security (BIS 2018; Gale at el. 2016). Contingent workers as a group, are
the most vulnerable; only around 20 percent of the workers compared to about 50 percent of all

other non-standard workers, are eligible for employer-provided pension or retirement plans. In
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fact, only 18 percent of temporary workers participated in such plans in 2017. Among other non-
standard workers, who are not necessarily involved in temporary work, temporary help agency
workers (13 percent) and on-call workers (35 percent) are also less likely to be eligible to for
employer sponsored retirement and pension plans (BIS 2018). Independent contractors, as a
group, almost completely represented by self-employed individuals, are excluded from
employer-provided private pension plans.

Additionally, less is known about electronically mediated workers in the U.S., who can
often be represented as self-employed and have temporary and half-time employment
arrangements. There is neither data on private pension participation of electronically mediated
workers in the U.S. (BLS 2019), nor evidence of their eligibility for retirement plans available
through an employer in the gig economy (Gale et. al., 2016).

In general, whether in the U.S. or in the rest of the world, much work within the gig
economy is out of any regulatory framework. In fact, across the globe, the digital economy is
highly self-regulated and does not offer workers any employment and social protections (ILO
2018a).

Obviously, having Social Security coverage is also vital for self-employed independent
contractors, as well as electronically mediated workers. However, their eligibility for Social
Security and their benefit levels can be jeopardized since their earnings are often unreported or
underreported. In fact, U.S. independent contractors and electronically mediated workers do not
disclose some or all of their earnings. Bruckner et al. (2019) estimated that in 2014 over 3
million independent contractors underreported self-employment income, potentially resulting in
about $5 billion of self-employment tax that should have been paid, and approximately $4 billion
constituting non-payment of Social Security contributions. Moreover, a large share of the U.S.
gig workers are not reporting all of their income either. This resulted in an estimated non-
payment of $2 billion to Social Security in 2014 (Bruckner 2019). Evidence suggests that, as it is
the case in the U.S., gig economy workers’ earnings worldwide are usually unreported (ILO
2018a).

A related problem is the misclassification of U.S. workers. . The problem is also
prevalent worldwide, and creates risks of lower social protection benefits and eligibility. Non-
standard workers can be misclassified as self-employed, contract employees by themselves and

their employers in order to go untaxed or avoid costs related to social protection and employment
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benefits associated with contractual employment relationship (ILO 2013; MERCER, CFA
2015)%7. GAO (2009) states that it is difficult to measure the extent of misclassification in the

U.S., which is potentially substantial.

A Lack of “Good Jobs.” While legal and statutory requirements can limit access to
retirement security for non-standard workers worldwide, including in the U.S., another common
reason that workers do not have access to pension participation is that employers simply do not
offer employees access to social protection benefits. The reasons can differ from employers’
desire to reduce business costs and to the lack of firms/companies that are financially sustainable
and able to cover their workers with social protection benefits (ILO 2016; World Bank 2019).

Wu and Rutledge (2014) suggest that in the U.S. one of the primary reasons for the lack
of pension coverage for lower income workers can be the lack of employment itself and, in
particular, employment within firms that offer access to pension programs. Moreover, Munnell,
Fraenkel, and Hurwitz (2012) found that more than one-third of U.S. households. have never
been covered by private pensions, and the lack of pension coverage is concentrated heavily
among lower-income households. It is worth mentioning that among the most vulnerable are
immigrant employees whose work is outside of the regulatory system, which makes them
ineligible for social protection coverage (Smith Nightingale and Wandner 2011).

Additionally, awhile social protection programs that entitle (by law) non-standard
workers to pension programs may exist, the reasons for low participation and coverage can be
related to the lack of application of social protection laws and regulations in practice worldwide

(ILO 2018c).

A Review of Policy Recommendations: Achieving Decent Retirement
International society is increasingly aware of current labor trends and their impact on
work patterns, living standards, inequality, societies, and consequently, labor and social

protection policies. The main policy recommendations provided by international organizations

27 As economic literature suggests, challenges associated with misclassification of employees often relate to self-
employment: exclusion of self-employed individuals from private pension programs create unfortunate arbitrage
opportunities that encourage some employers to require their employees to become self-employed as contractors
(MERCER, CFA, 2015). Katz and Krueger (2019) underline that workers are being misclassified as contract
employees or work being redefined to make greater use of contract workers and independent contractors.
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and experts include efforts aiming to increase the “formalization™?®

of jobs and make informal
and non-standard employment decent.

On the one hand, it is important to “disaggregate” informal employment into policy-
relevant categories, including social protection and tax and registration policies (Keen 2015). On
the other hand, policymakers need to make improvements in social protection and labor laws and
regulations in order to ensure adequate life-long and old-age income for workers with informal
and non-standard employment arrangements.

Policy recommendations provided for countries in which informality and poverty prevails
have been focused on the need for reimagining social protection systems to adapt labor market
conditions that ... shift the pattern of demanding worker benefits from employers to demanding
welfare benefits directly from the state”. Expansion of social protection toward universality
through a combination of contributory social insurance and non-contributory programs and tax-
financed guaranteed minimum basic protections to the most vulnerable are suggested as essential
policies in those countries (Rutkowski 2018; World Bank 2019). Most importantly, the emerging
consensus is on a greater reliance on the state and on financing through general government
revenue sources in order to close coverage gaps®’.

Many countries in the developing world have already undertaken measures to improve
their pension systems through implementing and/or enhancing social insurance and non-
contributory pension policies to adapt to the needs of their workers. However, the main
challenges still include the lack of pension coverage and benefits adequacy. Most importantly,
the near- and long-term sustainability of public pension systems is one of the main issues,

particularly in less developed countries (ILO 2017; United Nations 2018)3°,

28 The term “formalization” is often used in economic literature to describe the process of transition of jobs to formal
economy.

2 There has been a growing interest in non-contributory social protection and in particular, old-age pensions during
the last two decades. Many studies provide rational regarding implementation of non-contributory social protection
systems in less developed countries and even argue the World Bank multi-pillar approach that require sufficient
contributory capacities of workers (Barr 2012; Barr and Diamond 2009; Kidd 2019).

30 In fact, governments in many developing and emerging countries have been implementing measures to increase
coverage of the most vulnerable, including informal workers, through the combination of adapted contributory
social insurance and non-contributory poverty targeted programs. The United Nations report (2018) underlines that
governments in many countries tried to expand the coverage of existing contributory social insurance schemes by
adapting contributions and administrative procedures to the situation of workers in informal employment or by
subsidizing contributions. Some countries, have put new schemes in place. In Uruguay, for instance, tax authorities
and the social security administration have created a simplified collection scheme for small contributions - the
“monotax” - to promote coverage among workers and companies that are not otherwise covered by the social
security system. Additionally, the report identifies that some countries have designed micro-insurance schemes
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Policy options to address the challenges related particularly to non-standard employment
most specifically highlight the need to strengthen the resilience and adaptability of payroll-based
contributory pension models to ensure that non-standard workers are not left uncovered by
systems that were set up with formal sector traditional workers in mind.

For instance, one set of recommendations includes changes to regulatory and legal
systems such as: eliminating or reducing thresholds on minimum earnings, hours, or duration of
employment; making systems more harmonized and flexible with regard to contributions
required to qualify for benefits; and allowing for interruptions in contribution periods in order to
allow all to contribute. Additionally, simplifying procedures for registration and contribution
payments, and making benefits portable across jobs and forms of employment is recommended
(ILO 2016; ILO 2017; OECD 2018a). Studies emphasize the importance of preventing
misclassification of workers and providing both public and private pension coverage to self-
employed workers (ILO 2016; Mercer, CFA Institute 2015; OECD 2018a).

Some recent reforms have focused on strengthening social protection coverage for those
who were previously excluded or inadequately covered, such as part-time and temporary workers
and the self-employed. Many EU and other OECD countries already employ strategies to provide
social protection to non-standard workers, including the self-employed (European Commission
2017; ILO 2016; OECD 2018a).

Additionally, while it is reasonable to maintain the contributory nature of pension
systems, further recommendations proposed by international organizations and experts underline
that tax financed, public non-contributory pension programs (including means tested) may close

the gaps in pension coverage for non-standard workers by guaranteeing a basic level of

specifically for workers in the informal economy. Particular interest is paid to the expansion of tax-financed
schemes (specifically, old-age pensions) that helped to extend coverage to some workers in informal employment
and lift them out of extreme poverty. Such public investments took already place in more than 30 countries
including Bolivia, Georgia, Lesotho, Namibia, Nepal, Mauritius, Thailand, etc. (Kidd 2017; UN 2018).

However there are still a lot of challenges related to all of the above mentioned efforts, including institutional and
structural ones that prevent developing of social protection systems in less developed countries, as well as
sustainability and adequacy of social protection systems (ILO 2017). The United Nations (2018) highlights that
overall coverage of workers in the informal employment is limited, and social insurance schemes remain beyond the
reach of most of them. Where tax-based schemes reach some of the workers (usually those living in extreme
poverty), their impact is limited by low transfer values.
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retirement income security in situations where benefits are adequate and are politically
sustainable (ILO 2016; OECD 2018a)*!.

Furthermore, key policy recommendations suggest that making pension systems
mandatory is essential®2. In contrast, evidence suggests that current voluntary pension schemes
cannot be effective for non-standard workers: they are not in active use by workers in developed
Europe or in the U.S. (Gale at el. 2016; OECD 2018a)*. Innovative and digital voluntary
individual- and group-based solutions have been discussed recently to address the challenges
facing non-standard workers>4.

It is worth mentioning that policy debates on social protections for non-standard workers
are on-going in many advanced and developing countries®® and interest anthem is gaining
momentum.

In focusing on the U.S., experts highlight that informal and non-standard employment
still tends to be overlooked in policy circles. Smith Nightingale and Wandner (2011) underline
that the informal and non-standard work has implications for numerous policy options related to
workers and their families, and to U.S. businesses. The authors focus on the importance of
enhancing tax and worker security policy incentives (such as occupational skill training, child-
care support for working parents, and immigrant workers’ support) that can significantly
facilitate participation in and shift to formal and standard employment.

Recent studies emphasize specific challenges related to employer-provided social
protection systems and of non-standard workers in the U.S., and they find solutions to address
weak connections between employers and non-standard employees. For instance, Munnell at el.
(2018) suggest that compulsory pension and retirement coverage for non-standard workers and
self-employed persons can close the gap in the U.S. social protection system. Additionally,

improving portability, decoupling retirement savings and pension plans from employers, and

31 Such systems exist in Canada and Sweden among developed countries, and Bolivia, Mauritius, Nepal, etc. among
developing ones. Other countries employ universal non-contributory pension coverage: Netherlands, New Zealand,
Norway, Georgia (World Bank 2019).

32 For instance, Barr (2018) discusses a theoretical rational for making social protection systems mandatory.

33 For instance, Gale et al. (2016) suggest that only a very small percentage of contingent workers regularly
contribute to voluntary pensions (IRAs) in the U.S. In general, less than 14 percent of all individuals contribute to
IRAs, and fewer than 10 percent make the consistent contributions necessary to build retirement security.

34 Solutions such as consumption based contributions (Barr 2018), micro pensions (Netspar 2015), and others have
being proposed to facilitate pension savings for lower income workers in general.

35 Reforms and policy changes are currently discussed in many European Union member countries as well as in Asia
(European commission 2017; ILO 2016).
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encouraging innovative and Internet-based solutions are suggested to address the needs and
circumstances of non-standard American workers (Gale et al. 2016; Munnell et al. 2018).

Besides the problems specific to non-standard workers, there are more comprehensive
concerns regarding the importance of achieving retirement security for all Americans. Currently,
more than half of U.S. employees are not enrolled in employer-provided retirement savings or
pension plans (GAO 2015), and, not surprisingly, non-participants are more likely to be lower-
income or non-standard workers. Wu and Rutledge (2014) suggest that the most prominent and
ambitious solution would be to require all employers to offer pensions to their workers. Relevant
policy options can include providing all employees with access to retirement plans and
automatically enrolling them. Such policy options can potentially benefit traditional and non-
standard workers since the problem of pension coverage has become more compelling due to the
reduction in the number of employer-provided pension schemes in the U.S. and a demographic
shifts*®. However, Wu and Rutledge (2014) underline that providing universal pension coverage
in the workplace would still leave a large fraction of lower income individuals without coverage
due to their low employment rates.

Box 1 summarizes main parametric and systematic policy recommendations discussed in

the literature reviewed in the current section of the working paper.

36 Munnell et al. (2016) found that the overall participation in employer-provided pension plans is lower due to the
decline in Defined Benefit plans participation, and highlights that employer-sponsored plans provide less today than
in the past, and future retirees will be more dependent on Social Security than in the past.
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Box 1. Enhancing Retirement Security through Social Protection Policy for Non-standard

Summary of comprehensive policy directions:

e Make pension systems mandatory or consider the level of compulsion, and
reduce possibilities for exemptions.

e Make social protection more universal.

e Complement social insurance programs with non-contributory programs that
can provide a basic level of coverage for all.

e Develop innovative, Internet- and digital-based pension and retirement
solutions: work related and voluntary, individual and group based.

e Improve application of social protection laws and regulations in practice.

e Reinforce counselling as well as information and advice services to inform the
workers about their social protection rights.

Specific parametric policy options:

¢ Eliminate or lower thresholds regarding working hours, earnings or the
minimum duration of employment.

e Allow more flexibility and harmonization with regard to the contributions
required to qualify for benefits and interruptions in contribution periods.

e Enhance portability of entitlements among different schemes and employment
statuses.

e Simplify administrative procedures for registration and contribution payments.

Policy options relevant for self-employed:

e Avoid exclusion of self-employed from private and public pension programs.

e Prevent misclassification of workers aimed at avoiding social protection
coverage and ensure adequate pension and retirement savings coverage.

e Monitor taxation of self-employment jobs including in the digital economy.

e Consider measures to fight against under-declaration of income and tax
avoidance in order to improve the financing of social protection benefit
schemes and provide adequate benefits to workers.

e Enhance legal and regulatory framework for digital economy.

Concluding Remarks

From a social protection policy perspective, the most significant issues that result from
informal and non-standard employment arrangements include a lack of income security and
limited access or no access at all to pension coverage for workers in informal and non-standard
employment both in developing and developed worlds.

In a broader sense, poverty and vulnerability are important consequences of informal and
non-standard employment. Studies suggest that among non-standard workers worldwide, the

most vulnerable are temporary and part-time workers, since they often lack access to employer-
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provided and/or public retirement and pension coverage, or their benefits are often low or
inadequate. Adapting social protection policy for self-employed individuals, including those
working through online platforms, needs special attention as well. Most importantly, workers
with both informal and non-standard employment arrangements are significantly dependent on
state social insurance and non-contributory assistance. This is relevant to most developed and
developing EU member countries. At the same time, a problem that arises in the EU includes
tradeoffs between providing state assistance to the most vulnerable workers and an increase in
government spending (EC 2017).

Evidence and hypothetical findings suggest that the retirement well-being of U.S. non-
standard workers, particularly temporary, temporary agency, on-call, and gig-economy workers,
as well as self-employed, is substantially dependent on the U.S. government’s Social Security
program. In general, the importance of state social insurance benefits is increasing in the U.S.,
and undoubtedly more workers, including traditional ones, will be dependent on Social Security
in the decades ahead due to the current trend of reductions in employer-provided pensions and
aging (Munnell et al. 2016).

It is worth mentioning that in the EU and the U.S., an increase in non-standard work may
increase the demand for state assistance programs. GAO (2015) highlights that if non-standard
workers do not receive work-provided health or retirement benefits, or do not qualify for
workers’ compensation or unemployment insurance programs, costs formerly borne by
employers and employees may be shifted to federal and state public assistance programs, such as
Medicaid and others.

The discussion in the current paper points to the need for further research on retirement
income security, particularly for the most vulnerable groups of the U.S. non-standard workers
and the self-employed. As recommended in the literature review, there is a need to address
challenges associated with an expansion and improvement in the access to employer-provided, as
well as voluntary, pension and retirement coverage and the provision of adequate benefits for the
workers. Innovative retirement and pension saving solutions, including digital approaches,
should also be developed to complement existing public benefits.

Related areas need to be explored as well: misclassification of workers and non-reporting
and underreporting of taxes, which also potentially affect the sustainability of public and private

social protection systems. Special attention should be paid to the regulatory frameworks that
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cover electronically mediated workers and their employers. Knowledge about lower income
workers in general who tend to have informal and non-standard work arrangements and represent
the most disadvantaged socio-economic groups should be shared with policymakers. Finally,
research is needed around the world to assess the effects increases in informal and non-standard
employment on social protections and to identify ways to adapt policies to those changes.
Specifically, the causes, consequences, and policy implications of an increase in informal and
non-standard employment in Eastern Europe and Central Asia should be analyzed. Transition
economies with traditional payroll-based pension systems and sizable informal and non-standard
employment need special attention. Other specific issues for further research may also include
challenges related to social protection for women in informal and non-standard employment. In
general, the share of workers covered by contributory pension systems is consistently lower for
women, as are their benefit levels, and women tend to be at a disadvantaged in terms of their
earnings and retirement income security across regions and countries. This is becoming
particularly compelling as the world’s labor force is aging, and inequality in pension coverage

needs to be addressed.
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Figure 1. Share of Informal Employment as a Percentage of Total Employment in Developing
and Emerging Countries, by Regions (2016)
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Figure 2. Share of Informal Employment as a Percentage of Total Employment in Advanced
Economies, by Regions (2016)
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Figure 3. Share of Informal Employment among Employees in Standard and Non-standard
Employment in Developing, Emerging, and Developed Countries (percentages, latest available
years)
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Figure 4. North and South Americas, and Eastern Europe: Absolute Poverty Rates in Informal
and in Formal Employment in Selected Developing and Emerging Countries (at US 3.10 $ PPP
per capita per day)
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Note: This figure illustrates a magnitude of poverty rates in developing and emerging countries by regions.
Source: ILO (2018c).

31



Figure 5. Africa and Asia: Absolute Poverty Rates in Informal and in Formal Employment in
Selected Developing and Emerging Countries (at US 3.10 $ PPP per capita per day)
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Note: This figure illustrates a magnitude of poverty rates in developing and emerging countries by regions.
Source: ILO (2018c).

Figure 6. Relative Poverty Rates in Informal and in Formal Employment in Selected Advanced
European Economies (60% median value of household disposable income)
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Note: This figure illustrates a magnitude of poverty rates in developed Europe.
Source: ILO (2018c).
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