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Introduction

This volume indudes a large portion of papers initially presented at the conference, Rethinking
Informalization in Labor Markets, which took place at Cornell University in October 2002. The objective
of the conference was to bring together academics, researchers, and practitioners working on issues of
labor market informalization, urban informality, poverty, and sodial protection with the purpose of
discussing these issues as they were unfolding at the dawn of the new century. We brought together an
interdisciplinary group that could approach these questions from different angles and experiences with a
focus on different geographical areas. This collection represents many of the papers presented at the
conference, though the gathering also induded other participants who enriched the debates and
discussions beyond what is being published here.

We were especially interested in understanding the processes and reasons behind the increasing use of the
expression “informal economy,” instead of “informal sector,” when referring to the large range of activities
that take place outside, or at the borderline of what tends to be viewed as “formal economy.” The first of
these reasons was the tremendous growth of informal activities experienced across countries during the
past two decades. Contrary to the expectations of those who initially focused on the informal sector in
developing countries in the early 1970s, its extent and importance had been on an increase over time
rather than absorbed by the “modern sector” as expected.

Globalization, deep economic restructuring across countries, and neoliberal polices have led to
increasingly informalized and decentralized processes of production, transforming labor markets and the
world of work, both inthe North and the South. Productive activities that used to be performedin core
firms have been relocated to the periphery of smaller and often geographically distant firms in search of
lower production costs, often avoiding different types of regulations and even reaching production levels at
the borderline of illegality. Thus, outsourcing and subcontracting have typified the increasing capacity of
firms to segment out production in order to meet the pressures of global markets. This has transformed
labor markets and generated growing informality, precarious jobs for a large proportion of the population,
and rising economic insecurity. Informality has reached many levels of activity ranging from mid-size
subcontracting firms to microenter prises, workshops, sweatshops, and home- based production.

Alongside these processes of informalization tied directly or indirectly to core production, developing
countries have continued to experience the growth of subsistent activities generated by the inability of their
economies to absorb the unemployed and underemployed. These constitute the more traditional urban
informal activities in developing countries, as typified by the street vendors in many urban centers, and
represent an economy in which, in the words of Pérez-Séinz in this volume, “the poor produce for the
poor,” induding some of the most precarious forms of survival for individuals and households. To be sure,
there is a high level of fluidity between different forms of informal activities, as well as between formal and
informal jobs and between paid and unpaid work, the latter being particularly the case for women.



The result has been the tremendous heterogeneity of informal activities. Far from being the low-
productivity, “backward” sector described in the early literature, the informal economy has proved to be
dynamic and a source of growth in many areas and sectors, even if representing extreme forms of
precariousness in others. lts fluidity has led to the increasingly blurred differentiation between the formal
and the informal, even between the legal and illegal across countries. It is no longer possible to dearly
delineate where the formal ends and the informal begins; on the contrary, the high degree of integration
and linkages between the two is what led the ILO, inits 2002 annual conference, to em phasize the notion
of the “informal economy.” Due to the processes of labor market flexibilization and deregulation that have
taken place under neoliberal policies, working conditions and labor standards have deteriorated for a large
proportion of the working population, affecting both formal and informal activities. This has led to a new
regime of labor-capital relations in which labor has lost much of the hard-won bargaining power that had
resulted from years of struggle. Levels of unionization have decreased worldwide, not to mention the
absence of bargaining power for the millions of unorganized workers involved in informal activities.

A different objective for the conference was to explore the need to link poverty eradication strategies to
macroeconomic and labor market policies, em phasizing the generation of decent jobs and the im portance
to focus on distribution. In addition, some papers focused on the connection between informality and
poverty while others examined the need to rethink social protection under the circumstances prevalent in
informal economies. Neoliberal policies have represented a massive redistribution of income and
resources from the sodial to the private sector, from labor to capital, and from low to high skill labor. The
increasing reliance on the unregulated market has not been accompanied by any effort to address the
corresponding rise in economic and sodal inequalities while concerns about distribution and redistribution
have been neglected. Programs of social protection have been limited to targeted populations, often
temporary and insufficient, de-em phasizing the notion of universal protection despite the many voices
calling attention to its importance. In many ways, the state has retreated from these responsibilities, and
social protection has been privatized and left at the level of the individual, the household, and sodial
organizations, as exemplified by the experience of SEWA (Self-Employed Women'’s Association in India)
examined in Mirai Chatterjee’s talk at the conference, which was later transcribed for this volume.

Almost three years after the deliberations of the original conference, the debates and discussions that took
place are as relevant as they were then. The world needs a “global labor movement,” following the model
of the environmental movement initiated in the early 1970s, to reverse the direction set by the great
march towards informalization and the loss of bargaining power of labor. The papers presented in this
volume provide illustrations of the multiple layers through which this discussion takes place.

I want to thank those without whom the conference would not have been possible. Neema Kudva was a
major contributor and co-organizer, and she took primary responsibility for moving the edited volume
forward. Many thanks also to Ravi Kanbur, who provided the funds through Cornell's Program on
Inequality and Development that covered conference costs, as well as subsequent costs of translation,
editing, and publication. The Department of City and Regional Planning at Cornell provided generous help
with conference logistics and graduate student assistants. We decided to make this publication an open



source volume that would be available freely by working with Cornell’'s electronic publishing initiative.
However, to maintain established standards of scholarly publication, the majority of papers in this volume
have been through a blind peer-review process. We would like to extend our thanks to the reviewers, to
Julie Simmons-Lynch for her careful editing, and to graphic designer, Deepa Kamath, who took a collection
of papers and produced the electronic volume. Last but not least, our deepest appreciation to all
conference participants; in different ways and levels, they contributed to its success with their ideas and
interest.

Lourdes Beneria
[thaca, New York
May 2005
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I. INTRODUCTION

This paper is based on the notion that the nature and depth of labor market informalization across
countries requires rethinking in order to guide action and formulate policies for eliminating poverty and
reducing economic inequality and job insecurity. Using homework as a case in point, it explores the
dynamics of informality and its distributional aspects by demonstrating the interconnectedness of job
precariousness, vulnerability, and gender relations. The paper develops a conceptual framework for our
comparative study of urban, low-income households with home-based workers in four countries: Bolivia,
Ecuador, Thailand, and the Philippines. It builds on some of our empirical findings in the 2002 sample
survey data based on the Latin American and Thailand parts of the study.

During the 1970s and early 1980s, studies on the informal sector often assumed that, with economic
growth, it would tend to be absorbed by the modern economy. The tremendous growth of informality
since then has reversed these expectations, pointing to the strong tendencies in the global economy to
generate precarious jobs that provide unstable incomes. According to ILO figures, informal employment
represents one half to three-quarters of nonagricultural em ployment in developing countries. Regional and
country differences are significant but the growing importance of informality has been registered in high-
income countries as well; self-em ployment, part-time work, and tem porary work represent 30 per cent of
overall employment in |5 European countries and 25 per cent in the United States (ILO, 2002).

For a variety of reasons, women are disproportionately represented in informal em ployment, which
accounts for 60 per cent or more of female em ployment in developing countries. In OECD countries that
reported data, women represented 60 per cent or more of the part-time workers in 1998. In some labor
categories such as home-based work, their participation ranges between 30 and 80 per cent of all
workers, while 80 percent of industrial homework is carried out by female labor (ILO, 2002). Our
empirical work is based on qualitative insights and interview surveys carried out in urban, low-income
communities during 2002. The study’s overall objective is to evaluate the ways in which labor markets'
liberalization and informalization affect home-based workers in urban, low-income households by
analyzing household dynamics linked to household survival, coping strategies, finances, and gender
relations. Thus, our focus on urban households provides a window into informality from the specificangle



of how poverty is lived by home-based workers and their families. It illustrates how economic vulnerability
affects not only their decisions regarding em ployment but also their risk burden and well-being.

Il. THE INADEQUACY OF THE FORMAL/INFORMAL DIVISION

Since its inception, the notion of the “informal sector” has been subject to debates and criticisms,
particularly in terms of the heterogeneity and artificiality of the formal/informal division. The implication of
the initial 1970s formulations by Keith Hart—and of the ILO mission to Kenya in 1972—was that
modernization and economic growth would fadilitate the absorption of the “informal sector” by the
modern sector (Hart, 1973; ILO, 1972)." By contrast, the literature during the 1980s em phasized the
links, rather than the divisions, between the two sectors, pointing to the dependency of the modern
sector on the informal sector, as a way of lowering costs; thus, implying that there was no incentive for the
modern sector to absorb informal activities (Benerfa and Roldan, 1987; Portes and Castells, 1989). The
1990s saw a deepening of these processes and an expansion of informality under neoliberal policies, thus
increasing the need to further understand the factors that have reversed the initial predictions. To date,
there have been continuing debates on the topic, espedially in the context of understanding the persistence
of poverty and the increasing vulnerability amidst an expanding global economy (Rakowski, 1994; de Soto,
2000; ILO, 2002).

This raises questions regarding the differences between earlier and current stages of informalization. Have
conditions changed and, if so, in what way? Several observations can be made in this respect.” First, since
the 1980s, the macroeconomic context has changed significantly due to the implementation of neoliberal
policies in many countries.” Privatzation, market deregulation, and economic restructuring have
contributed to set up the conditions for an expansion of informal activities and precarious working
conditions. Second, the expansion and deepening of markets has extended the links, direct or indirect,
between formal and informal activities while the distinction between the two has become increasingly
blurred (Pérez Séainz, 2000). Large firms have developed, directly or indirectly, increasing links with
informalized production through outsourcing and subcontracting while other forms of informal work
remain disconnected from the more formal productive activities. We provide specific examples related to
home- based work in subsequent sections.

Third, informal activities are no longer viewed as the anomaly that eventually will disappear. On the
contrary, the trend has been the opposite; the dedline in formal employment in many countries,
particularly in the public sector, and the dynamism of the informal economy in many cases has enhanced
the relative attractiveness and predominance of the latter.

"' Hart's study, published in 1973, was based on a 1971 study of urban Ghana.

2 For amore elaborate version of these arguments, see Beneria, 2001

3 Along these lines, the literature on structural adjustment policies has provided ample evidence on the efects o deregulation and labor market
flexibilization across countries since the 1980s. For a summary of this literature, see Beneria, 2003.
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Fourth, although the traditional association of informal work with low skills and low productivity still holds,
the last two decades have introduced many changes that produce new modes. With the increase in
outsourcing and subcontracting under globalization, many informal activities have their center of gravity in
the core firms that generate them. In this sense, they may not be assocated with low productivity if
technology transfers take place through different organizational forms and modern equipment.

Fifth, increased job insecurity and the deterioration of working conditions in developing countries during
the past two decades have taken place in a dimate that has emphasized citizenship, political rights,
individual agency, and democracy. Hence, the contradictions and social tensions between these discourses
emphasize empowerment and equality on the one hand, and the realities of precariousness, poverty, and
powerlessness associated with informality on the other. Finally, globalization and the accompanying
economic restructuring have intensified these tensions by enlarging their scope and sphere of reference,
and by contributing to the factors that generate informality.

As a result, nonstandard forms of employment have multiplied, thereby introducing a greater diversity in
situations and working life patterns for both men and women workers. There is wide variation in the range
of activities, skill requirements, and the terms and conditions of work experienced by these workers.
Among home-based workers, this tends to indude a wide range of labor-intensive production activities
such as in garment work, crafts, furniture construction, and shoemaking. Others work in capital, and
information-intensive professional activities such as data processing and providing software technical
assistance. The result is a great heterogeneity in terms of work arrangements but also in its income
generating capacity.

These changes have raised new questions about how to best reconceptualize the informal economy in
order to understand its nature and consequences. In this paper, we want to further this discussion by
focusing on the distributional aspects of informalization. There have been recent efforts to expand the
concept of informality and to rethink its nature and functions from a socioeconomic perspective. The ILO
analysis, for example, emphasizes an “expanded concept” of the informal sector by introducing the notion
of “informal economy." The latter concept demonstrates the widening and deepening of the
informalization process and thus “incorporates the whole of informality—induding both enterprise and
employment relations—as manifested in industrialized, transition, and developing economies.” Thus, the
notion of informal economy captures “the real world dynamics in labor markets today, particularly the
employment arrangements of low-income workers.” (ILO, 2002: | I).

From a different perspective, the work of Peruvian social scientist Hernando de Soto (2000) has emphasized
the importance of informal activities and of their entrepreneurial initiatives in developing countries. Focusing
on the legal/illegal divide, de Soto argues that the official recognition of legal titles for the land and dwellings
occupied by the poor could be used to generate large sums of capital and contribute to a take-off in
entrepreneurial activity and growth in developing countries. Once officially recognized, the value of informal
assets among the poor could then be converted as loan collateral thereby facilitating the growth of credit for
development. Unlike the ILO approach that focused on labor and working conditions, de Soto’s main















































































































































































































































































































































































































































































































































