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This study provides a comprehensive analysis of informal workers in Thailand
by utilising the 2006-2019 Thai Informal Employment Survey data. The estimated results reveal the
adverse effects of informal employment on workers’ economic and social conditions.

Policymakers may adopt schooling-related policies to improve informal workers’ welfares. In
contrast, to help workers who inevitably remain in the informal sector, the government may resort to

policies regarding working experience to help informal workers earn more wages and become less
vulnerable.

This study provides a comprehensive analysis of informal workers in Thailand
by utilising the 2006-2019 Thai Informal Employment Survey data. The estimated results reveal the
adverse effects of informal employment on workers’ economic and social conditions: 1) the wages gap
working against informal employment, confirming that informal employment is not a choice but rather
an unavoidable constraint, 2) a negative relationship between informal employment and wages, and 3)

a positive association between informal employment and occupational risks. Furthermore, the
analyses manifest the importance of schooling in reducing the tendency to work in the informal
sector, narrowing the wages gap, and lowering occupational risks and iInjury severity. However, the
estimated results from the pseudo-panel fixed effects regression show no relationship between
schooling and informal workers’ wages but a positive relationship between their wages and working
experience.
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The issue of informal employment is common among developing economies, and Thailand is not
an exception. In Thailand, widespread informal employment has persisted for many years.
Recent estimates (the National Statistical Office of Thailand (NSO), 2020) reveal that the
informality rate, measured as the percentage of the labour force not registered in the social
security system, was as high as 53.8% or 20.4 million workers. As informal employment accounts
for a large part of the labour market but may have adverse effects on economic growth and

social well-being, the issue is worth closer examination.

Studies on the informal economy have gained momentum in the labour economics literature
since the 1970s, and there have been theoretical debates over the nature and composition of
the informal economy. The empirical research in this field has revolved around two dominant
schools of thought, namely ‘dualist’ and ‘legalist’ (Chen, 2012; Maloney, 1999, 2004; Perry et al.,
2007).! Based on the exclusion hypothesis, the dualist school argues that the formal and
informal sectors are fundamentally different due to productivity heterogeneity between the two
sectors (Harris and Todaro, 1970; Hart, 1973; International Labour Office, 1972; Lewis, 1954;
Sethuraman, 1976; Tokman, 1978). With insufficient human capital or limited productivity,
economic agents (e.g. labour and micro-firms) find it difficult to survive in the formal sector and,
therefore, inevitably enter the informal sector to make a living. Hence, the informal sector exists
to absorb these economic agents and provide a safety net to them in times of crisis. The informal
sector will become unnecessary and cease to exist when the formal sector can provide enough

jobs to all economic agents.

In contrast, the view of the legalist school is based on the exit hypothesis and therefore the
informal sector is seen as a collection of firms that choose to operate informally to avoid taxation
and other regulations or to enjoy the benefits of property rights (de Soto, 1989, 2000; Levy,
2008). Thus, the legalist school argues that informality is a choice, while the dualist approach

views informality as an unavoidable constraint.

Recent studies empirically test the dualist and legalist views through three strands of the
literature, namely wage inequality between formal and informal workers, the determinants of
informal workers, and occupational risk exposure of informal workers. It is possible to presume
that workers voluntarily work in the informal sector if one of the following conditions holds. First,
there are no differences (e.g. in terms of wages, determinants, and working conditions) between
the formal and informal sectors. Second, the differences between the two sectors are in favour

of informal workers.

1 For more details on theoretical discussions, see Chen (2012).



Against these theoretical and empirical backdrops, the objectives of this study are as follows.
First, this study aims to identify the determinants of informal employment and characterise the
livelihoods of informal workers. The second objective is to observe the earning and gender
disparities among and between formal and informal workers. Lastly, this study aims to provide
policy recommendations to enhance the welfare and livelihoods of informal workers and

promote the inclusion of informal workers into the formal sector.

This study significantly contributes to the long-standing policy debates on determinants and
wage inequality of informal workers with the unexplored dataset and the comprehensive
estimation methods and research design. This study also introduces a new research area and
policy debate concerning informal workers’ livelihoods and occupational risks. In addition, it
provides policy recommendations to enhance informal workers’ welfare and livelihoods, a
smooth transition of workers from the informal sector into the formal sector, and gender

equality and equal income distribution within and between the formal and informal sectors.

This study provides a comprehensive analysis of informal workers in Thailand. First, the study
utilises cross-sectional probit regression analysis to examine the determinants of informal
employment. Second, this study applies the Oaxaca—Blinder (OB) decomposition technique to
investigate the earnings gap between formal and informal workers and to see how much of the
disparity can be explained by differences in observable and non-observable characteristics over
time. This study then estimates Mincer wage equations at the mean (ordinary least squares
(OLS) regression) and at different quartiles of the wage distribution (quantile regression).
Moreover, the analysis employs a pseudo-panel approach and a fixed-effects model to take into
account unobservable characteristics and identify the factors that explain differences in earnings.
Lastly, a cross-sectional probit model assesses whether informal workers face higher
occupational risks than formal workers. All the analyses utilise the 2006—-2019 Thai Informal

Employment Survey (IES) data.

Based on cross-sectional probit regression analysis, the study finds that personal and job-related
characteristics, i.e. sex, age, marital status, area of residence, years of schooling, working hours
per week, and wage type, are the determinants of informal employment. Furthermore, the
estimated results from the OB decomposition confirm the legalist approach’s argument that
informal employment is not a choice but an unavoidable constraint since the wage gap favours
formal workers. The estimated results from the quantile regression model reveal that the wage

gaps between formal and informal employment exist in general and in all quartiles of the wage



distribution, implying the absence of internal duality within the informal sector. The relative
wages penalty of working in the informal sector is the largest for the lowest tail of the wage
distribution (20" quartile). Regarding occupational risks, the results show that informal
employment, the working environment (non-behavioural risk factor), and safety issues at work
(behavioural risk factor) are the main factors that significantly increase the probability of
occupational injury and illness. In general, the analyses point out that informal employment
adversely affects workers’ economic and social conditions. Therefore, policies to smooth the
transition of informal workers to the formal sector are crucial. The analyses also highlight the
importance of schooling in reducing the tendency to work in the informal sector, narrowing the
wage gap, and lowering occupational risks and injury severity. Hence, policymakers can use
education to improve the mobility and welfare of workers. However, the estimated results from
a pseudo-panel approach with a fixed-effects model find that education does not impact
informal workers’ wages regardless of gender but show a positive relationship between their
wages and working experience. In other words, working experience is more relevant than formal
education for workers who inevitably remain in the informal sector. Thus, policies regarding the
training of necessary skills can help these informal workers earn higher wages and, in turn,

become less vulnerable to economic shocks.

Chen, M.A. (2012). The informal economy: Definitions, theories and policies (WIEGO Working
Paper 1(26)). Manchester: Women in Informal Employment: Globalizing & Organizing. Retrieved
from https://www.wiego.org/sites/default/files/publications/files/Chen_ WIEGO_WP1.pdf

De Soto, H. (1989). The other path: The invisible revolution in the third world. New York: Harper

and Row.

De Soto, H. (2000). The mystery of capital: Why capitalism triumphs in the west and fails

everywhere else. New York: Basic Books.

Harris, J.R., & Todaro, M.P. (1970). Migration, unemployment, and development: A two-sector

analysis. American Economic Review, 60(1), 126-142.

Hart, K. (1973). Informal income opportunities and urban employment in Ghana. In: R. Jolly et
al (Eds.) Third world employment: problems and strategy (pp. 113-125). Harmondsworth:

Penguin.

International Labour Office (ILO). (1972). Employment, incomes and equality: A strategy for

increasing productive employment in Kenya. Geneva: ILO.

Levy, S. (2008). Good intentions, bad outcomes: Social policy, informality, and economic growth

in Mexico. Washington, DC: Brookings Institution Press.



Lewis, W.A. (1954). Economic development with unlimited supplies of labor. Manchester
School of Economic and Social Studies, 22(2), 139-191.

Maloney, W.F. (1999). Does informality imply segmentation in urban labor markets? Evidence
from sectoral transitions in Mexico. World Bank Economic Review, 13(3), 275-302.
Maloney, W.F. (2004). Informality revisited. World Development, 32(7), 1159-1178.

National Statistical Office of Thailand (NSO). (2020). The Informal Employment Survey 2020.
Bangkok: NSO.

Perry, G.E., Maloney, W.F., Arias, O.S., Fajnzylber, P., Mason, A.D., & Saavedra-Chanduvi, J.
(2007). Informality: Exit and exclusion. Washington DC: The World Bank.

Sethuraman, S.V. (1976). The urban informal sector: concept, measurement and policy.
International Labour Review, 114(1), 69-81.

Tokman, V.E. (1982). Unequal development and the absorption of labour: Latin America 1950-
1980. CEPAL Review, 17, 121-133.



Upalat Korwatanasakul 160

Determinants, wage inequality, and occupational risk exposure of informal workers: A 2021
comprehensive analysis with the case study of Thailand

PIER Discussion Paper (Puey Ungphakorn Institute for Economic Research) 1-25

DOl

Upalat Korwatanasakul

Determinants, wage inequality, and occupational risk exposure of informal workers: A comprehensive analysis with the case
study of Thailand

The 17th EAEA International Convention (2022)

2022




