Earnings Premiums and Penalties for SelEmployment and Informal
Employeesaround the World

August 2016

T. H. Gindling (UMBC), Nadwa Mossaad (UMBC)
and David Newhouse (World Bank)

Abstract

This paper examines the earnings premiums associated with different types of employment
in 73 countries. Workers are divided into four categori@sprofessional owsaccount
workers,employersandownaccountprofessionad, informal wage employees, arwtrhal
wage employeesApproximatelyhalf of the workers in lowincome countries are nen
professional owsaccount workers and the majority of the rest are informal employees.
Fewer than 1@ercentare formal employees, and onlp@rcentof workers in lowincome
countries are employers arwnaccountprofessionals. Ager capitagross domestic
productincreasesthere are large net shifts fronon-professional owsaccount worknto
formal wage employmentAcross all regions and income levels, qoofessonal own
account workers and informatage employeefsce an earnings penalty comparetith
formal wageemployeesBut in low-income countrieghis earnings penaltis small and
nonprofessional owraccount workers earn @ositive premium relative to all wage
employeesEarningspenalties fomon-professional owsaccount workersend toincrease

with gross domestic produand are largest for female workearshigh-income countries
Men earn greater premiums than women for being leyeps or ownaccount
professionalsTheseresults are consistent witbmpensating wage differentials afiicin
guastrents playing important rolesin explaining crosscountry variation inearnings
penalties, andaise questions about the extent to which the unskilledesaffloyed are
rationed out of formal wage work law-income countries.



[. Introduction

A defining characteristic of labor markets in developing countries is the high propafrtion
workers who areself-employed orwork in the informal sector. Despite sazeable
literature, thereemaindittle consensus on the extent to which satiployed and informal
sector workers are in those sectors because they are excluded from formal sector
employment or bcause they choose to be in those sediasgd on pecuniary or non
pecuniary factors Earnings penalties for seland informal employment are often
interpreted as evidenad exclusionfrom higherpaidformal employment. Mny studies
have examined eanys differences between informal and formal employment and self
and wage employmerior individual countries or for some regions of the world such as
Latin America. Howevercomparative literature on how and why these earnings gaps
differ across counteisaround the worlds sparse

This paper contributes to the ongoing discussion oresaffloyment, informalitylabor
market segmentation and earnirdgerentials It usesmultiple yearsof data from and
from the World Bank International Income Distribution Database (12®2pmprehensive
set ofharmonizechousehold survey$p estimate the proportion and wadiferentials of
selfemployedjnformal, formal and salaried workers frof countriesaround the world.
The first contributionis to provide new comprehensiestimate of theproportion of
workers who are neprofessional owsaccount workersiriterpreted broadly as a measure
of unskilled seHemploymen), employersand ownaccountprofessonak (a measure of
skilled selfemploymen), informal sector employees and formal sector employees. Our
second major contribution is an estimate of the waggalties or premium®r each of
these groupsin countriesaround the worldThe estimatedoremiuns/penaltiesfor each
country/yearare fromordinary leastsgquaresestimate of wage equationandcontrol for
worker characteristics such as age, education, gender, as well as industry. of work

This study addressthe following eight questionsWhat proportion of workers fall into

the following categories: neprofessional owsaccount workers, employers anavn
accountprofessiona (which, for conciseness, we will alsoe f er t o as fiempl o0
pr of e s sinfanmhahdsfarmal employees? How does the proportion of workers in
each category change as countries develop? How does the proportion of workers in each
category differ across countries and region®® workersappear toearn a earnings
premium or pay a earnngs penalf for selfemploymentand informal sector employmént

Is there a difference between the satiployed who are employers aond/naccount
professionalsand those who areon-professionalown-accountworkers?How does the
estimatedselfemploymentearnings penalt or premium change aper capita GDP
increase8How doestimates of thipremiumor penalty vary across countries and regions?
How do these penalties premiuns differ betweertypes ofworkers withincountries?

We find that approximatehhalf of the workers in low income countries are Ron
professional owsaccount workers. Fewer than fércentare formal employees, and only
2 percenbf workers in low income countries are employers or professionajzerAspita
GDP increasesthe proportion of workers who are formal employees, emplqyens



professional owsaccount workers increases, while the proportion of workers who are non
professional owsaccount workers falls.

Across all regions and income levels, faofessional owsacount workers and informal
sector workers face an earnings penalty compared to formal employees. Both-the non
professional owsaccount and informal earnings penalties are small (and often
insignificant) in low income countriesurthermorein a larger sample of 20 lowincome
countries, selemployed workers earn a statistically significant wage premium compared
to the averag@nformal andformal) wageemployees The earnings penalties faced by
nonprofessional owsaccount and informamployeesendtoncreaseas countr yos
increasesThe earnings penalties for informamployeesare largest in middle income
countries, while he earnings penalties faron-professional owsaccount workersare

largest in high income countries.

On averageacrossall countries in the samplemployers andwn-accountprofessional
workers earn a premium compared to employees, although there are important differences
across countries and between men and wo@ender differences are particularly strong
when examining eamgs premiurs for employers and professionals. Overall, male
employers and professionals earn an 18 percent premium compared with all esploye
while women face a penalty of roughly the same magnitude. In terms of regional
differences, arnings premiumsor employers and professionals are largest for men in
middle incomeLatin American countriesOn the other hand, women employers and
professionalslo notearn a statistically significant premium compared to employessy
region of the world In addition, neither male nor female employers and professionals earn
premiums in either high income or developioguntries inEurope and Central Asia.
Conditions appear to be favorable for employers and professionahtin America as

they are moraumerousand earmgreatempremiums ersusformal employeesOn the other
hand,conditions seem to be less favorabletf@same groujin Europe and Central Asia
where thg are fewer andio not earn premiums versfamal employeesVariations in
regulatons and laws in the two regiongyexplainsome ofthese regionatlifferences.

The rest of the paper is organized as follows. Sectiosumhmarizeshe theoretical
literature on wage differentials and labor market segmentation as well as the latest
empirical findingsacross countriesSection llibriefly describe the data while section IV
describes the methodology used to estinvadge differentialsfor selfemployed and
informal workers across various groups. sections V we presentestimats of the
proportion of sekemployed, informal, formahnd salaried workers from around the world
In section V] the main section of the pap&re examine te wage differential$or self
employed, informal, formablnd salaried workers by country income level and regions of
the world. In particular, & empirically test the hypothesis that the informal and self
employmensectorsareheterogeneousy dividing selfemployment into professional and
nonprofessional and by further examining the two groagrosseducation level,
experience (measured by aggender and whether there arerrban/rural differences.
Section VIl concludes.
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Il. Literature Review
A. Theoretical

In astandard nealassical model in which labor markets are perfectly competitive, labor
is free to move between sectaaad workers maximizearningsidentical workers would
earn the same amount whether they are-esalployed employees in small firmsor
employees in large firm$n a competitive labor markehis will be trueeven thougtarger
firms may offer facilities that boost worker productivifysuch asccess to capital, export
marketsand the opportunity tepecialze. Assuming diminishing returns to labor in wage
employmentthefree movement of labawvill equalize earnings between wage employees
in different firmsand the selemployed.

What are departures from the competitive labor market model that could lead to an
observedearninggpenalty or premiunfor selfemployed workers vers@snployees or for
employeesin different types of firm8 Most explanatiors of persistent earnings
differentials between the seémployed and employeese based on barriers to movement

in response to a systematic earnings difference between s@cti@ditional view oflabor
marketsin developing economies that they are segmented or dualistibere fomal

sector jobs are restricted by minimum wage, tax Jams labor market regulations that
limit employment in the formal sector. Key to this view is tle#&her government
regulations, especialiyhose orlabor marketpr efficiency wagedimit the availability of

formal sector employmemind make it difficult for nofiormal sector workers to compete

for for mal sector jobs. That i s, some wor k

labor market regulations or efficiency wag@#is view argueghat workers unable to find
adequate employment opportunities in the formal sector are forced to take emplagment
selfemployed workerer employeesn the low paid, marginal informal sectfims. In

this view, both selemployed workers and informatngp | oy e e s a rfrem thee x c |

formal sector workers above therketclearingwage in the excluded sectors, resulting in
wage penalties for the excluded workeihe dialistic labor market view subscribes to
the notion that informality stems from an imbalance between high population growth and
t he sl ow gr owt hjobsaHarridiand Todato, 187@:reldsa2i005 2009
Tokman 1978De Mel et al. 2010)

Onedistinguishing feature ofbor market segmentation is earnidggerentials; earnings

gars between informal sector workefisoth selfemployed and employeeahd equally
gualified formal vage and salaried employees has often been interpreted as a measure of
the degree of labor market segmentatiBohultz 1961Becker 1962Mincer 1962) For

exampl e, Fields (2009) notes, AThe distingui

Lewis (1954) and Simon Kuznet$955)as well as other dual economy modelers is the
fact that workers earn different wages depending on the sector of the economy in which
they are able to find wkr. 0 I n t-empleymentnd informas veagefemployment

are prevalent inlow income economies because the formal economy is incapable of
providing enough good, higivage jobs. As countries develop, the proportion of workers
who are selemployedand informal employeeshould fall and the wage differential
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between the sedmployed andnformal employeesversusformal employeesshould
eventually disappear.

An alternative explanation for why there might be asgiploymenbr informal employee
earnings penalty that does not rely on segmented labor markets is that workers maximize
utility rather than earnings, leading $ystematiccompensating wage differentials. For
example, if selemployment is more desirable than wage employment for reasons
unrelated to earnings, such as greater autonomy and flexibility, we would expect to see a
selfemploymentearnings penalty. Unlike the labor market segmentation explanation for
selfemploymentand informal sector earninggenalties, the compensating ditatial
explanation suggests that th@ninggenalty will be particularly large in more developed
countries and among better educated workers, where the opportunity cost of time is higher
and therefore the flexibility of seémployment will be valued mer

A third possibility is that thstandarcheoclassicalabor market modas correct, but that
empirically the compensation of sedimployedworkers,informal employeesor formal
employeesis not measuredproperly Absolute estimates of wage gaps arkerently
imprecisedue to the difficuly of measuring selfeported profits and of valuing namage
benefits For example, selémployed workers might systematically undeport earnings,
which could lead to an observed sefhployed penalty even when nogasts (Hurst, Li
and Pugsley, 2010). On the other hand, thersglbrted earning of employees include
only returns to labor, while the seakported earnings of the se&mployed may also
include returns to capitabs well ageturns to the risk of entrepreneugshFailing to
account for this magverestimate the sefimploymentearnings premiumFurthemore,
formal sectowwage employees often do rintludein their reported earningbe value of
nonwage benefits s uch as f istopensionsesick day, seberance may and
health carewhile selfemployed workers and informal sector workersowlio not receive
these norwage benefits, may receive higher paid wages as compensating differdntials.
the competitive labor market described abovelf-employed and informal sector
employeesvould include compensation for teeforegone norwage benfits (Meghir et

a. 2012) which would lead taverestimabn of sel-employmentand informal sector
earnings (and may even lead to a measured premium fa@amsplbyment and informality)

When examining earnings premiunitsis useful to distinguish between leskilled self

employment, entrepreneurial selinployment, and informal wage emphognt While

many have identifiededf-employmentn developing countries with ¢hinformal sectqr
othersidentify sel-employment wth entrepreneurshifénnett and Estrin, 2007; DeSoto,

1989. Higher skilled, more mrepreneual selfemployedmay earn avage premium

compared to formal employmenthis could arise if the most motivated and productive

workers became entregmeurs, or if there are compensating earnings differentials for
entrepreneurs thatompensafori ncr eased ri sk and volatilidt
compensation is underestimated in the data.

High adjustment or entry costs irdatrepreneurshipoud also contribut¢o an observed
selfemployment premiunbecausehe future earnings aéntrepreneursvould need to
compensate for these cast®ne such adjustment cost is the initial investment needed to



set up a small business, oft@mancedthrough cedit. If credit markets are imperfect and

it is difficult to obtain credit, then sefmployedentrepreneursust be paid more than

they could get as employees in order to compensate them for the high costs of credit. On
the other hand, ilow incomecountries manysel-employmenbpportunitiesmay require

little capital, while searching for highgaid wage employment may involwelocatingor

other expensive search costd-or those facing credit constraints, starting a-level
business as a pigttrader or farmer may entail less upfront cost than searching for a wage
job. In this case, imperfect credit markets would create @sgtfoymentarninggpenalty.

Another adjustment cost selfemployment and entrepreneursbquld be associatedth
complying with regulations and permits needed to stdmisiness. These costs can be
substantial in many developing countriBeSoto, 1989). If there are regulatory and other
costs to becoming sedfmployed that limit access, then seffiployed wokers will be paid
more to compensate for these additional costs, causing an obsenad@Eelyment wage
premium. For example, if it is costly and time consuming to obtain all of the necessary
permits and permissions to work as sa&tiployed (i.e.a moe regulated economy), or if
taxes are higher for the saployed than for employees, then satfiployed workers
may be paid more than they could get as emplogee®mpensatiofor the high costs of
entry. Note that the sefimployed would need to b@mpensated for these regulatory
costs evan if they attempt to avoid therhthereare costs to violating these regulations.

A final possible reason whiprmal sectowage employees may earn more than similar
selfemployed workers is thdbrmal sector employees may successfully bargain for a
portion of the quasients earned by firmsSeveral studies have identified Roompetitive
rents as an important determinant of ifAtetustry wage differentials.Most recently,
Abowd, et al (2012) find that shared quasents account for a large percentage inter
industry wage differentials in the United States and FraBased on wage bargaining
models that allow for on the job sear@afiuc, et al2006 Mortenson, 2003 they posit
that the wagéormal sector firms pay employeisshe sum of the opportunity cost of wage
employment plus the workershare of quasients.Under the assumption that comparable
wor ker s 6 pempldymentsr theé infornsakskctois an approximation dibrmal
sectorwage wor ker so0 o pgi-emplbymatiandyinfortnal €£mploymertt e
earnings penaltiesill be determined byhe bargaining power of workers ati size of

the quasirent. That is, the seléemploymentand informal sectoearnings pealty will
increase if the relative bargaining powerfafmal sectore mp |l oyees i ncreases
guastrents increase.

The bargaining power of workers, and therefore sgiploymentind informal sectovage

penalties, could be increased by presnce of efficiency wages dabor market
institutions such as union¥an Reenan (1996pcuses on the role of innovation and
increased labor productivity in generatingquas nt s , which firms can

1 The costs of searching for wage employment include information costs. A lack of information may help
to create a semployment wage penalty. For example,-sslfployed farmers in rural areas in developing
countries may not be aware that they could @aore in urban areas (Bryan, Chaudhuri, and Mobarak,
2012, Jensen 2012).

2 See, among others, Dickens and Katz (19RM)eger and Summers (198&nd Mortenson (2003)
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workers as efficiency waged hat studypresents strong evidence that workerBiitish

firms that adopt more innovative and productive technologies earn more than identical
workers in other fimsltar gues t hat more productive fi
rent so fr om Kkersinthe farin df bigherwagebBwtherextenformal sector

firms share quagients with workers, thisvould contribute toa selfemploymentand
informal sectowage penaltyThese penalties would be larger in countries where firms are
moreproductive, and therefore have more guasits to shargnd/or in countries in which

labor market institutions favor workers in the wage bargaining process.

In one traditional dualistic model of economic development, dhmdl sector in least
developed countries is small (and satfiployment and informal employment daege)
because lack of demand, credit, reliable inputs, and export markets keep scale and
productivity lowfor formal sector productsee Lewis, 1954 andalPorta and Schleifer,
2014). For this reason, formal sector firms in low incomentges will be less productive.
Since firms inlow income countries tend tdoe less productive than those in more
developed countries, quagnts andy extensiorselFemgdoyment penalties would likely

be smaller for workers ifow income countries.As demand increases for domestic
products and crediénd input and export markets expand, the scale of production and
productivity increase in the formal sectors éountries e@velop firms not only earn more
guastrents, but labor market institutions may also become more effective in increasing
wor kersd bargaining power. Both of these
sector employees relative to the satfiployed and informal sector workers.

B. Empirical

This paper contributes tthe literature orthe estimation of the magnitudes edrnings
differentials between selfemployed and informal sector employees relative to formal
sector and salary employdesdeveloping economieMany of these studies are based on
data from Latin America and the Caribbean and most focus on middle income countries
Almost universally, these studies fitldat workers in the informal sector earn less than
equally qualified ermloyees in the formal sectard. Heckman and Hotz 198&indling,
1991, Basch and Paredédolina, 1996 Launov, 2006 and Gunther & Launov, 2012)
However, not all informal sector workers are satiployed, and the sedéfmployed may

be very different from informal sector employees. In a review of the evidemmd_atin
America,Perry et al. (2007, p.@ponclude that the sefmployed voluntarily opt out of the
formal sector, while informal salaried workers are queuing for rdesgable jobs in either
the formal salaried sector or as saffiployed workers.

When researchers estimate forrrdbrmal wage differentials separately for informal
sector employees and selinployed workers, thetypically find different results for the

two groups. Compared to formal sector wage and salary empldyeas,and Khamis
(2009)find an earnings penaftfor informal wage and salary employees buearnings
premium for selfemployed workers in Argentinblguyen et al. (2013)nd the sameesult

in Vietnam.Using quantile regressions, Nguyen et al. (2013) further find that both informal
employees aththe seHemployedare likely to face an earnings penalty at the bottom of the
earnings distribution and an earnings premium at theltoPeru,Saavedra and Chong
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(1999)find an earnings penajtfor informal sector employees, but no diface between
the wages of informal seémployed workers and formal sector employedaloney
(21999) finds that workers w transition from wage and salary employment into-self
employment in Mexicdenefit fromhigher earnings, while workers who transition into
informal sector wage and salary employment experience a decline in earnings.

The studies reviewettusfar are from developing economies. Astebro and Chen (2014)
review estimates from OECD and other devel op
studies confirm that the estimated average returns t@sgifoyment are negative, or at

| east n o AAsteproand Chen2014pshow that, at least for the United States, the
selfemployment penaltynay exist because entrepreneurs systematically underrepresent
their earnings. Most studiesindicate that the distribution of earnings among the -self
employed éntrepreneurs) is more skewed than that of employees, with a somewhat thicker
and longer tail at the upper end of earnings. This suggests that there may be a self
employment wage penalty at the bottom of the distribution but a premium at the top.
Sorgner Fritsch and Kritikos (2014) show that this is true in Germahys studyfurther
distinguistesthe selfemployed in Germany between those who have employees and those
without employees, and find that, on average, there is a wage premium for those with
employees and a wage penalty foosk without.

We know of very few studies that use comparable data and techniques to compare informal
or seltemployment earnings differentials acrass$arge set otountries from different
regions of the worldand for a vide range of income group&asparini and Tornarolli
(2007) present estimates for 19 Latin American countries and conclude thatdalaniald
workers earn substantially more than informal salaried workers but that there are no
statistically significant ifferences on wages between saffiployed and salaried workers

The only study that we know of to compare estimates from countries in different regions
of the world isBargain and Kwenda (2@}, who compare estimates from two Latin
American countriegBrazil and Mexico) and South Africdhey find an average wage
penalty forinformal employees all three countries. Howeversing quantile regressions
(and controlling for individual fixed effectsthey show that the informal sector wage
penalty is lager in the lower part of the conditional distribution and tends to disappear at
the top For selfemployed workers, the premigrdiffer by country. In Mexico, there is a
wage premium for selémploymen especially at the top of the distributjan Braal,

there is nosignificant difference in earnings between the-setployed and employees
while in South Africa both informal sector and sedimployed workers pay an earnings
penaltyat most points in the distributiprelative to formal sect@mployees.

In summary, while the literature on wage differentials points to consis@mings
penaltes forwage and salary employmeint the informal sector relative to the formal
sector this is not the case for safmployment relative to wage andaad employment

in either sectarMost published studies conclude that -setfployed workers do not earn

less than equally qualified formal sector wage and salaried employees. However, most of
these studies are from middle income and/or Latin Americantges, there are few
studies of selemploymentearningdifferentialsin low incomecountries outside of Latin
America. Our paper contributes to the literaturardarmal and selemploymentwage



penalties or premiuntsy estimating and comparing thessningslifferentials for a wider
range of developing and high income countries than currently exists in the literature.

II. Data

The data sourcr this papeis the International Income Distribution Database (128)2)

a database ahicro-level household surveysmrmonizedy the Development Economics
Researclroup of the World Bank, This database consistsatibnally representative
labor force surveys, budget survegsliving standards measurement survéysnany
cases, the sueysprovide information on thearningsand other relevant socioeconomic
characteristicef selfemployedandwage and salary employees. The data include three
sets of consistently defined and coded variables: (i) demographic, (ii) edueatigin)
labor force variables.

Not all variables are available in all countries and ye¥rs.limit our analysisto surveys
where we can identify whether the worker is-sgtiployed or a wage drsalary employee,
andwhere data is collected on the earningsaih the selemployed and wage and salaried
workers? In most countriesdata are available for multiple yea@®ur full sample consists

of 347surveyqcountry/yea combinations), representing 73 countries, from 1980 t0.2013
We limit our analysisto theworking age population, 165 years old. The full countiy
year combinations available for our analysis, as wethagstimatedearnings premims

(+) andpenaltieq-) for each country/year observation, astdd in Appendix @ble Al

We begin by examining the earnings differentials betweeresaioyed workers and all
wage and salaried employe&d¥e are able to examinearnings differentialsising 347
household surveys fron3&ountries.Two thirdsof these surveyss@ percen} are flom
Latin Americawhile 90 percentare from either Latin America or Europe and Central Asia.

We recognize that within the sadfmployed there may bkarge differences between
employers, professional or technical owaccount workers (i.e. lawygr doctors,
accountants, etc.) and npnofessional owsaccount workergunskilled sefemployed)
Therefore, where possible, wepaeate selemployed workers o two categories: (o
professional owsaccount workers an@i) employers andwnaccountprofessionks. We
are able to examine earningsferentials between these two pgs of seHemployed
workers versusmployees in 152 surveys and 42 countries. Oveeb€entof the surveys
are from Europe and Central Asia (@ cenfrom high income ECA countrie$8 percent
from developing ECA countrigend 34percentare from Latin America.

There may also be substantial differences between formal and informal employees,
especially in developing countriéd/e identify brmalemployees athose who exhibit one

3 The database is an updated version of that described in Montenegro a(0B@&h Version 4 of the 12D2,

which was released in October 2013, was dsethis study

4 Seltemployed workers include those who ddiéntify as either an own account worker or an
owner/employer. We use the ILO definition of own account workefisa® r k er s whmtheirowmnor ki ng o
account or with one or more partners, hold the type of job defined as &mselbyed job, and have not

engaged on a continuous basis any employees to work f
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or more of the following characteristicsnion membershipa formal work contracor an
employemwho paystowardssocial securityr health insurance, or has. Employees who are
not identified as formal are classified as inform&le are able to examine dffences
between formal and infmal employees and betweeaelfemployed workers versus
informal or formal employees 190 surveys fron34 countriesMost (90 percentdf the
surveyswhere we can identify formal from informal employaes fromby LatinAmerica

IV.  Methodology. Estimating the SelfEmployment Earnings Penalty/Premium

We estimate thearnings premiusipenaltiesn each survey using individual worker
level (i) data to estimate ttiellowing earnings equatiofor each country(c) and yed) (
combination

bed® | ObzYO T &

[1]
Where

1 Yicis the dependent variable, sedfported monthly earnings of workien country c
in year t

1 Xictis asetof variableghat partially control for observatifferences between

workers and industrieFhese areyears of education, years of education squared,

age, age squared, a gender dummy variable, an urban/rural dummy variable, a set of

dummy variables for ondigit industry code, and a set of dumnariables

representing the frequency of wage payments.

‘ isthe error term

“Y'O is a dummy variable indicating whether the worker is-egiployed (1por a wage and

salary worker (0)

1 EPcis theaverageselfemploymentearnings premim, estimated separately for each
survey (countrfc) andyealt) combination

= =

The first set of earnings differentatstimates that we present use this specification to
estimate the earnings premi(panalty between seimployed workers and all employees.
In a second set of estimates weestimate equation 1 and include two satiployment
dummy variabledo identify nonprofessional owsaccount workers and employers and
own-accounfprofessionals (the reference category is all employees). From this regressi
we obtain estimates of the earnings differentials betweerprajassional owsaccount
workers \ersusemployees,employers and professionals versmmployees, and nen
professional owsaccount workers verswemployers and professionals. In a third det o
estimates we separate formal and informal sector and estimate the earnings differentials
betweerthem as well as betweeall selfemployed workers versusformal employees,
and all selfemployed workers versdsrmal employees. Finally, we-gstimateaquation

1 and interact the two sedimployed and formal/informal dummy variables to obtain

5The frequency of wageayments is included as a control in order to guard against errors in the coding of
wage payment frequencies across surveys, which could otherwise severely distort the results.

10



estimates of the earnings differentials between-professional owraccount workers
versusformal sector workers, neprofessional owraccount workers versusformal

employees, andemployers and professionals versosnprofessional own-account
workers.

Equaion 1 is estimated separately for every county (c) and year (t) for which we have the
appropriate variables in the 12D2 data set. This results in estimates of the earnings
premiuns for each country (c) and year (t) combination in the 12D2 datdset, O 0 is

the percent by which the earnings of the s&tiployed differ from the earnings of wage

and salary workers. If EHs positive,thatindicates that there is an earnings premium for
selfemploymenta negativéO 0 indicates an earnings mpeaity.

Tables 3 and4 summarize the results of these estimations for all countries in our sample
by income leveland regios. In calculating these means across surveys we weight the
estimates in three ways. First, in calculating means across coutiteesstimates of the
earnings differentials in each countige weighted by total employment for that country
and yeain order to take into accoutie differences in themploymentevel for each
country In addition, because the number of surveys in the data for each country are
different, the results from each survey (country/year combination) are weighted by the
inverse of the number of surveys for each country. Weighted this way, each country is
given equal weighgeven if there are more than one survey for that country. Finally, to take
into account theoncern that thestimates okarnings differentials in each country are
based on varying sample sizegl thus havdifferent standard erroraie weight the results

from each survey by the inverse of the estimated standard adrtbe averageself
employmentearnings premim, which we estimateseparately for each survey.e(
country/yearcombination O 0 8This produces a more efficient estimate by accounting
for heteroscedasticity in the estimated penalties and premiums.

V. The Extent of SelfEmployment and Informal Employment around the
World

Tablel preserd the mean proportion of workers in each employment category across all
surveys in the sample and for countries at different income levels. Specifically,1Table
preserg the proportion of workers who are: selhployed (divided between non
professional ow-account versus employers and owaccount professionad) and
employees (divided between informal employees and formal employggspximately

50 percentof workers in low income countries are rprofessional own account workers
(Table 1. As per capita income increases, the proportion ofprofessional own
accountvorkersfalls to 20percenin upper middle income countries angétcenin high
income countries. At the same time, as per capita income increases from low to upper
middle income countries the proportion of employers and professionals increases from 2
percentin low income countries to over 4gercentin upper middle income and high
income countries.

Fewer than half of workers in low income countries are wage and sadanigloyeegsee
Table 1a) This proportion increases as the per capita income of a country grows, and
almost 90percentof workers in high income countries are wage and salaried employees.
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In addition, the proportion of employees in the formal sectaeases, from less than 10
percentof workers in low income countries to almost half of all workers in upper middle
income countriegTable 1c) We do not have direct estimates of informal and formal sector
employees for high income countries, g expecthatmost wage employees are formal
in high-income OECDcountries.

Table 2 presestthe proportion of workers in each category by region of the world. For
most regionsthe proportion of workers in each category follows ¢lestingpatterns by
incomegroup. For example, in regions characterized by low and ongdle income
countries (East Asia and the Pacific, Middle East and North AfliEaNA), South Asia

and SubSaharan Afric&)the proportion of formal sector employees is relatively small and
the proportion of noiprofessional own account worker is relatively la(@able 2b and

2c). At the other end of the income scale, in high income countries of Europe and North
America, the proportion of formal sector employees is relatively large anddperpon

of nonprofessional own account worker is relatively small. In Latin America, composed
mostly ofmiddle incomecountries, the proportion of workers in each category is between
those otthe low income and high income countries.

Middle incomecountries inEurope and Central Asieombine elements dfigh income
European and Central Asian countriegh those ofmiddle incomelLatin American
countries. For example, the proportion of sstiployed workers in developing European
and Central Asianauntries is very low, percent compared to 1fpercentn high income
Europe and Central Asia and B&rcentin middle incomelLatin America. On the other
hand, the proportion of informal employees in the developing economies of Europe and
Central Asia is high, 4percentcompared to 2Bercentin Latin America and almost zero

in high income Europe and Central Asia.

VI.  Earnings Penalties and Premiums for SeHEmployment and Informal
Employeesaround the World

In Table3 we report the results of thestimation ofwagepenalites ¢) and premiums (+)
for all selfemployed workers versiadl employees, neprofessionalown accountvorkers
versusformal and informal employegemployers and professionals versosnal and
informal employees, and informal verdosmal employees.

On average@oss countries a clear ordering emeygétercontrolling for education, age,
gender, regin of residence and industry secg@lf-employedemployers andwn-account
professiona earn the mostin particular, enployers and professionals earn more than
formal and informal employees, and more thsi-employednon-professional own
account workers. After employers and professionals come formal sector employees, who
earn more than neprofessional owsaccount workers aniiformd employees. Finally
nonprofessional owsaccount workers earn more than the lowsstl category, informal
employes

6 It should be noted that our MENA sample is limited to only Yemen and Djiladnile our South Asia
sample is represented by Bangladesh and Pakistan which might not be representative of the entire regions.
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By Level of Development (GDP per Capita)

Table3 also presents earnings differentials separately for coubgrieeome levelThese
figures show substantial differences between low, middle and high income couxtmes.
professional owsaccount workers face an earnings penalty compared to emplioyees
countriesof all income levés, but the estimated premiums vary significantly and are largest

in low-income countries (see table 3b). In these countriesprafessionabwn account
workers are estimated to earn a substantial premium of 27 percent relative to employees,
while in highincome counties they face a penalty of 24 percent. Disaggregating employees
into formal and informal employees is informative but comeswjar cost, as the sample

is reduced from 42 to 15 countries. In that small sample, the estimated penalty faced by
nonprofessional own account workers relative to formal employees is similar across
country income groups. Specificallyhe estimated pertsl is 15 percent (and not
statistically significant)n low-income countriesand 23 and 12 percentlomwerand upper
middle-income countries, respective($ee Table 3d) Figure Ja and 1bwhich present

the distribution of selfe mp | oy me nt earnings penalties and
income levelfurtherillustrate this pattern. Most (but not dthw incomecountries exhibit

a seltemployment earnings premium, for middle income coastrthe earnings
differentials between seémployed workers and employees cluster around zero (although
most are negative/penalties), while almost all high income countries eghiniings
penalties for selemployment. This pattern of increasing earnimgoenalties for self
employedworkersis maintainedvhether we examine earnings differelstibetween the
selfemployed versugmployees(Figure la)or nonprofessional owsaccountversus
employeeqFigure ). Moreover the same patterappeardor all demographic sub
groups weconsider urban, rural, male, female, by age group and by education level.

Informal employeegace an earnings penalty compared to formal employees in developing
countiesin eachincomegroup As with the earnings pelty for nonprofessional own
account workers, the informal earnimgalty is small and not significantly different from
zero in low income countriegnformal employesdearnings penalty increases with GDP
per capitahoweverto over 30percenin middle and higheincome countrieg§Table 1c)

Employers and professionals earn a statistically significant premium in low and middle
income countries. This premium disappears in high income courfiigese X presents
earnings differentials betweemployers and professionals versagployeedor the each
country in our sampleln most low and middle income countries employers and
professionals earn a premium compared to emplogaethe other handnimanyhigh
income countiesemployers and prassionals face a penalty compareénployees, and

in high income countries whesmmployersand professionals earn a premium compared to
employees, the premium is small

By Region of the World
In Table4 we report the results of tlestimaesof penaltes ¢) and premiums (#)y region

of the world. As we have notezhrlier, over 90percentof our sample of surveys comes
from either Latin America or Europe and Central Asf@utside of Latin America and
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Europe and Central Asia, the largest group of eygvin our sample comes from Sub
Saharan AfricaWe therefore focus on these regions in our regional analysiéind some
similarities between regions, but also santeresting differences, which suggest tteate
should be taken when generalizing tlesults from studies in Latin America to other
regions of the world

In all regions for which we have data (Latin America, developing Europe and East Asia,
and SubSaharan Africa), noprofessional owsaccount workers pay an earnings penalty
relativeto formal employees. On the other hamdhile employers and professiosaarn
statistically significant premiumsompared toemployeesin Latin Americaand Sub
Saharan Africathis is not true inEurope and Central Asialn both high income and
developingeconanies there is nostatistically significant difference in the earnings of
employers and professionalsompared to formalemployees Similarly, informal
employees earn significantly less than formal employees in Latin America, but not in the
developingmiddle incomeEuropean and Central Asian economiksken together, these
results suggest that informal employees are particularly disadvantaged in Latin America
(but not in the developing economies of Europe and Central Asia), while employers and
professbnal ownraccount workers do much better in Latin America and-Salvaran
Africa than in Europe and Central Asiss Latin American and the developing countries

of Europe and Central Asia have similar GDP per capita, it is not likely that level of
developmat explains these regional differences. Regional differences may be due to
different legal and regulatory environments, an issue we examineifa detail ina
companion papgiGindling, Mossaad and Newhouse, 2015)

For Urban Workers Oyl

Many analysesf selfemployment and labor market segmentation focus on urban and non
agricultural labor markets. Therefore, it is lusdo examinethe resultsfor only urban
workersand see if thegmre consistent with results found using data for all workers (urban
plus rural)! Table5 replicates Table 3 using data for only urban workers.

There are no noticeable differences between s&b{arban plus rural) and talslé (urban

only). The results for urban workeese similar to the results fall workers togetherA

clear ordering emergeacross countrie®f all income levels After controlling for
education, age, gender, region of residence and industry sector, employers and professional
ownraccount workers earn the most. Employers and profealsi earn more than formal

and informal employees, and more than -poofessional owsaccount workers. After
employers and professionals come formal sector employees, who earn more than non
professional owsaccount workers and informal employees. Finaflonprofessional
ownraccount workers earn more than the lowsst category, informal employees.

In low income countries penalties for nprofessional owraccount workers versfisrma
employees and for informal versdisrmal employees are small ambt statistically
significant. In middle income countries penalties for poofessionalown-account

" Results for nofagricultural workers only are similar to those presented for urban workers only.
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workers versuformal employees and for informal verdosmal employees are larger than
in low income countries and are statistically different from zer®enalties for non
professional owsaccount workers are largest and highly statistically significant in high
income countries. Panels a and Irigure 2,further illustrate this pattepresenng the
distribution of seHemployment earnings penalti@sd premiums by country income level.
Most (but not all)low incomecountries exhibit a semployment earnings premium,
middle income countriés semplofymentearnings differentials cluster around zero
(although most are negative/penaltieahd almost all high income countries exhibit
penalties for selemployment.

Figure Z presents earnings differentials betwesmmployers and professionals versus
employees. In most low and middle income countries employers and professionals earn a
premium compared to employees. In no high income country, do employers and
professionals earn a premium compared to employees, and in many high income countries
employes and professionals pay a penalty.

For Men and Women

In most countriesepresented in the sampilgomen are primarily responsible for unpaid
family responsibilities such as child care, housework and elder care. This suggests that
women may value thégiibility of self-employment more than men, and therefore may be
willing to accept lower earnings to compensate for the greater flexibility in hours and
location of work(motherhood wage gaplt is possible, therefore, that selinployment

and informal arnings penalties/premiums may differ between men and wofthenalso
possi bl e that suwoobsendeivaluedand m keturh,dhe evage structure
within such countries might reflethat sentimentTo examine this possibility, we +e
estimatethe entire set of earnings differentials separately for men and women. Table 6
presents the results

The results showhat both non-professional owsaccountmen and women workers face
earnings penaltiebutthe penaltiesvomenfacetend to bdarger tharthosefaced bymen.
The additional penalty faced by female fanoefessional owsaccount workers increases
as the pecapita income of a country increas€or example, the differencethe earnings
penaltybetween men and women in the earnings penaltydioprofessional owsaccount
versudormal employees are not significantly different from Zerdow incomecountries,
but islarge and statistically significant in middle income countries. From middienne
to high incomecouwntries the gap betweemmen and women increases furtheheT
difference in norprofessional owsaccountcompared tcemployeesearnings penalties
between men and women is largest in high income countries.

Differences between mala@ female employers armvn-accountprofessionals is even

more striking. In middle and upper income countmeale employers and professionals
earn a premium compared to employees, while women pagaity. Theseesults suggest

that women may be more willing than men to accept a negative compensating earnings
differential for selfemployment and that this phenomenon is more pronounced in high
income countries.
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On the other hand, the earningsnaltiespaid for informal emplyment (versugormal
employmentiare similar for men and womemThis suggests that the differences between
men and women in sefmployment penalties/premiums may be because of compensating
differentials for the flexibility of selemploymat, while no similar flexibility exists for
informal sector employees.

Table 7 preseskearnings penalties/premiums, separately for men and women, for different
regions of the world. In all regions women pay a higher penalty than men for non
professionalown accountcompared tdormal employment On the other handniall
regions the earnings petiak for informal employment versdermal employment are
similar for men and women.

The most noticeable regional difference ishaearnings differenceselbbween employers

and profesionals versuemployees. In Latin America men earn a premium as employers
and professionals but women do not, while in Europe and Central Asia neither men nor
women earn a significant premium or penalty as employers and poofass

Figures 3 and 4 present the distribution of earnings premiums/penalties for men and women
by count r i es o6Patteidsfor pachrgendea qrd stimdar to the overall patterns.
Earnings penalties for both m@rofessional owsaccount workers and informal
employees are small low incomecountries and increase with GDP per capita.

By Education Level

Table 8 presestself-employmentand informal/formalearnings penalties/premiums for
workers at for education levels: primary incomplete, primary graduate, secondary
graduate/university immmplete and university gradu&tén general, there are statistically
significant sefemploymentearningspremiumsfor less educated workens low income
countries put statistically significant earnings penalties for this grioumiddle and high
income countriesSel-employment arnings premiums/penaltieare not significantly
different from zerdor the most part for seémployed secondary and university gradgat

At all education levelsinformal employees face earnings penalties compared to formal
employees. Also at all levets educationearnings penalties faced by informal employees
increase as a countries6é6 GDP gnatiesacamalt a i nc
and often insignificant inow income countries and increase and become statistically

significant in middle income countries

By Age
Previous research suggests that successfuesgifoyed workers tend to be older, mid

career workers. This suggests that we might find earnings premiurtieefader self
employedbut earnings penalties fdine youngersel-employed To examine this isse,

8 Because professional ovatcount workers are almost surely university graduates, it does not make sense
to report earnings differentials by education level separately for employers and professionals and non
professional owsaccount workers.
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Table 9 preserg earnings diferentials for selemployed versussmployees,non
professional owsaccount versugmployees ancemployers and professionals versus
employees for three age groups:24 2544 and 4%4. Neither earnings penalties for
non-professional owsaccount workers nor earnings premiums for employers and
professionals show any clear pattern between age groups; for some income groups they are
bigger for older workers and for other income groups they are smaller for older workers
compared to younger workers.

For all age levels, informal employees face earnings penalties compared to formal
employees. Also at all age levels, earnings penalties faced by informal employees increase

as a countrieso6 GDP per capita inndofterases.

insignificant inlow incomecountries and increase and become statistically significant in
middle income countries.

Discussion and Interpretation of Results

Whether selemployed workers pay a penalty or earn a premium depenavamety of

faco r s, including their countryods | evel of
gender,and whether those sedémployed workers aremployers (enépreneurs)and

skilled own-accountprofessionals or argpresumablyunskilled nonprofessionalown

account workergOn this last pointemployers an@dwn-accounfprofessionals tend to earn
greater premiums, which is consistent with the hypothesis thatefmingsreflect not

only their greater productivity, but also returns dapital and risk In other words,
employers and professionals likebceive a positive earnings compensating differential to
make up for the additional costs or risks involved in starting their own business.

Male employers and professional ovascount workers irmany devebping countries
enjoya particularly largeearnings premiursompared to formal employeeashile female
employers and professionals do not. In fact, our estimates suggest that female employers
and professionals in low and high income countries pay a safligtsignificant penalty
compared to employeesvhile in middle income countries estimated penalties are
statistically insignificantThese gender differenceareconsistent with the hypothesis that
women are more willing to accept lower wages as congpeigsearnings differentials for

the flexibility of selfemployment.

The premiums earned by employers amdraccountprofessionad also vay by region.

These workers eatarge and statisticallgignificant premiums compared to employees in
Latin America. But in high income and developing economies in Europe and Central Asia,
there is no significant difference in the earnings of employers and professionals compared
to formal employees. This sugds either that employers and professionals face
disadvantages in Europe and Central Asia that they do not face in Latin America or Sub
Saharan Africaor that Latin American employers require greater profits to enter or
maintain their business than thasdzurope.

Evidence onlabor marketsegmentation is mixed, amduchstronger for middlencome
countries than for lovincome countriesln developing countriesion-professional self
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employed workergace earnings penaltie®mpared to formal employeeshi$ resultis
consistent with the hypothesis of labor market segmentation in developing coantties
can explain the high levebf non-professionhown-account selemployment However,

we also find evidence that as the per capita GDP of a canotgases the earnings of the
selfemployed fall relative to the earnings of formal employees. This igdri®th non
professional owsaccount workers aneimployers angrofessional owsaccount workers.
Thisfinding is not consistent with the hypotli®ghat labor market segmentation is causing
penalties for selemployment and informal employmehtstead, it isnoreconsistent with

the hypothesis that earnings differentials are due to compensating differentials where self
employed and informal emplegs are willing to pay an earnings penalty in exchange for
the flexibility of selfemployment or informal employment.

Evidence on segmentation for informal wage workers follows a similar paltéanmal
workers in developing countries tend to faearnngs penaltiesrelative to formal
employeeswhich isconsistent with labor market segmentation between the formal and
informal employment sectors in developing countries caused by the exclusion of informal
employees from the formal sectoHowever, arnngs penalties faced by informal sector
employees are low and insignificant in low income countries and large and statistically
significant in middle income countries. This suggests that labor market segmentation
between formal and informal employmenmsre prominent in middle income countries
than in low income countries.

Looked atdifferently, the increase in the sedmployment penalty as GDP increases
indicateshatas countries develofgrmal employeed e a ninaréasegaster than those

of the selfemployed. Thissuggests thatocus should beon what happens to formal
employees rather than selmployed and informal employeesThis is true m one
traditional dualistionodel of economic development whéehe formal sector in the least
devebped countries is small (and selihployment and informal employment are large)
because lack of demand for formal sector produdatsigficient to allow for the necessary
economies of scale (see Lewis, 1954 and La Porta and Schleifer, 2014). Feagbis r
formal sector firms in low income oatries will be less productive. As demand increases
for domestic products, the scale of production and productivity increase in the formal
sector. This will lead to an increase in the proportion of workersingdloemploymenand

it will also lead to an increase in earnings for formal sector employees.

Our evidence is consistent with the view that earnings gaps between taepkdfed and
employees are due to efficiency wages and the sharing ofiguisi Becausetiis likely

that firms in low incomecountries ardess productivethanto those in more developed
countries, and offer fewer resourd¢bat boost worker productivifyhese firms earfewer
rentsthat can beshare with workers As countries develop and firms gain acctss
innovative technologies, employpeoductivity increasesllowing firmsto share more of
their quasirents with workersThisincreags the wages of employees relative to the-self
employedlt is also reasonablto expect that the bargaining power of employees will
increase as countries develaue to the increasing prevalence of unions and the better
enforcement of labor regulation$f. the bargaining power of workers is positively
correlated with level of delopment and labor productivity, then the relationship between
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t he wor k er 0-sentswitladeweloponént aspdipaoductivity will be even stronger.

VII. Conclusion

This paper usedata froma comprehensive set barmonizechousehold surveyisom 73
countries and multiple yeats estimate the proportion and wage differentials self
employed, informal, formal and salaried workers from around the world.

We find that approximatelyhalf of all workers in low income countries are Ron
professbnal owraccount workerswhile only 9percentare formal employees, and only 2
percentof workers in low income countries are employers or professionals. As countries
develop, the proportion of workers who are formal employees, employers and professional
ownraccount workers increases, while the proportion of workers who arprotessioal
owrnraccount workers falls. In high income countrie®nprofessional owsaccount
workersmake up percentof all workers employers and professionafmke up less than

5 percent areand almost 9@ercentare employees.

The proportion of selemployedis smallest in the developing economies of Europe and
Central Asia. Our most comprehensive estimate is that approximatghgr8éntof
workers in Europe and Central Asia are wage and salaried empl@yesigh half of
these are informal employ@esrhis is higher than thé8 percent of Latin American and
the Caribbeamorkers who are employeasd even higher than the proportion of workers
who are employeas high income European countries

Across all regions and income levels, fofessional owsaccount workers and informal
employeesface an earnings penalty compared to formal employees. This penalty is
statistically significant in all regions except for the developing economies of Europe and
Central Asiawhere the penalty is small and ofteot statistically significant.However,

both the norprofessional owsaccount and informal earnings penalties are small (and often
not statisticallysignificant) in low income countriegnd in a larger sample of countries,
nonprofessional owsaccount workes in lowincome countries earn a premium relative

to all (informal plus formal)\wage employeesrhe penalties to being sedmployedor
infformali ncrease as a countryés GDP increases.
employees are largest in middle ino® countries, and the earnings penalties for- non
professional owsaccount workers are largest in high income countries.

Across all countries, on average, we find that employersoameaccountprofessionad
enjoyan earnings premium compared to employe&ts major differences between men

and women. While earnings premiums for employers and professionals are largest for men
in middle income and Latin American countries compared to employees, their female
counterpag consistently earn a penalty in all coues (or an insignificant premium).
Further, we find that neither male nor female employers and professionals earn premiums
in Europe and Central Asia. This we believe might be due to fundamental differences in
labor market and other regulations and lawdich can directly affect earnings
premiums/penalties, between Latin America where employers and professionals are
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favored and Europe and Central Asia where employers and professionals are penalized.
We explore this hypothesis in a companion papeavhich we examine the relationship
between rigid labor market and other regulations and wage premiums/penalties of workers
(Gindling, Mossaad and Newhouse, 2015)

Gender differences are particularly striking for employers and professiGtalistically
significant measured earnings premiums for male employers and professionals are
consistent with the hypothesis that men in these categories have a comparative advantage
in selfemployment, or are being compensated for the higher costs and risks-of self
employmat compared to wage and salarmuployees Thesizeable average penalties

for female employers and professionals suggestsntieat and women make different
calculations when deciding to become and remain employers or professional w@nkers
possibility is that because women are primarily responsible for unpaid domestic work,
women aremore willing to accept lower earnings as employers and professional own
account workerascompensation for flexibility in hours and location of work.

In general, the findings areot consistent with high rates of labor market segmentation in
low-income countries. In these countries, we find small earnings penalties f@coount
nonprofessional workers relative to formal employees, and in a largetesafrgountries,
ownraccount nofprofessional workers earn an earnings premiefative to all wage
employeesFurthermore, the seémployment premium in loincome countries is largest
for less educated worker8s countries develop, tee premiums decle and become
substantial penalties in highcome countriesThis evidenceruns counter to the standard
labor market segmentation view, which self-employment is prevalennithe poorest
economies becauseost workers are excluded from the formal ecopoamdthe formal
economy is incapable of providisgfficienthigh-wage jobgor everyone who wants them
According to thisstandardview, the proportion of workers who are selinployed fallsas
countries develo@and the wage differential between tbel-employed and employees
should eventually disappear.

Instead, evidence of moderate amounts of segmentation appears to be stronger in middle
and highincome countries than lomcome countries. In particulaas GDP per capita of

a country increasedye earnings of formal employees increases relative to employers and
professionals, noeprofessional owsaccount workers and informal employees. We
highlight two other hypotheses that are consistent with the trend that earnings of formal
employeesncreaseelative tothat ofsel-employed and informal employeasGDP per
capitaincreases One is a dualistic economy model where formal sector firms in low
income countries have low productivity because a lack of credit, lack of reliable inputs,
lack of expot markets and lack of demand do not allow them to take advantage of
economies of scale. For these reasons, formal sector firms in low income countries will be
less productive and employee wages will be low. As countries develop, demand increases,
and credit and export markets develofnus the productivity of formal sector firms
increases. The increase in productivity allows firms to share rents with workers, driving
up the earnings of formal employees relative to informal employees arehgaliyed
workers.
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The second hypothesis is that ssifiployed workers may be willing to accept lower
earnings as compensation for increased flexibility in terms of hours and location of work.
This is likely to especiallpetrue for women who are responsible for the mayaf unpaid
domestic work such as child care or elder care.-&gffloyment may be valued because

it provides the flexibility that allows for both domestic work and paid employment,
whereas wage and salaried employment with inflexible working hours rimeshe
compensating differential explanation suggests that theesglfoymentearninggpenalty

will be particularly large in more developed countries, where the opportunity cost of time
is higher and therefore the flexibility of semployment will bevalued moreEvidence
supporting this last hypothesis is that penalties foresalployment are larger for women
than for men, and that the additional penalty that women pay foemsglioyment
compared to meincreases as GDP per capita increases.
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Table 1: Proportion of Workers in Each Employment Category, by Income Group

selt Employee Number of =~ Number of

A. Self-employed and employees employment (Standard Error) ploy! (Standard Error) ;
Shares Countries Surveys
Shares
Total sample 0.267 (0.089) 0.733 (0.089) 73 347
Income Group
Low Income 0.546 (0.061) 0.454 (0.061) 20 32
Low Middle Income 0.441 (0.026) 0.559 (0.026) 23 134
Upper Middle Income 0.274 (0.026) 0.726 (0.026) 16 114
High Income 0.115 (0.003) 0.885 (0.003) 14 67
B. Dividing self-employed into non Non-
) . Employers &
professional own account and Professional . Number of Number of
. (Standard Error)  Profe ssionals (Standard Error) .
employers/professional own- Own-account Countries Surveys
Share

account Share
Total sample 0.225 (0.104) 0.033 (0.010) 42 152
Income Group
Low Income 0.501 (0.076) 0.020 (0.001) 7 9
Low Middle Income 0.436 (0.030) 0.013 (0.007) 8 29
Upper Middle Income 0.203 (0.025) 0.049 (0.004) 14 52
High Income 0.070 (0.003) 0.045 (0.002) 13 62
C. Dividing employees in to Informal (Standard Error) Formal (Standard Error) Numbe.r of Number of
informal and formal Employees Employees Countries Surveys
Total sample 0.244 (0.029) 0.447 (0.034) 34 190
Income Group
Low Income 0.135 (0.037) 0.089 (0.018) 9 11
Low Middle Income 0.319 (0.090) 0.385 (0.062) 20 104
Upper Middle Income 0.216 (0.019) 0.485 (0.036) 5 75
High Income na na na na 0 0
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Table 2: Proportion of Workers in Each Employment Category, by Region of the World

self Employee Number of Number of
A. Self-employed and employees = employment (Standard Error) (Standard Error) ;
Shares Shares Countries Surveys
Total sample 0.267 (0.089) 0.733 (0.089) 73 347
Region
Latin America & Caribbean 0.321 (0.005) 0.679 (0.005) 20 217
Europe & Central Asia (High-Income)  0.108 (0.007) 0.892 (0.007) 13 58
Europe & Central Asia (Developing) 0.055 (0.009) 0.945 (0.009) 19 43
Other 0.272 (0.034) 0.728 (0.034) 21 29
East Asia & Pacific 0.467 (0.002) 0.533  (0.002) 3 3
Middle East & North Africa 0.493 (0.014) 0.507  (0.014) 2 3
North America 0.116 (0.015) 0.884  (0.015) 1 3
South Asia 0.455 (0.020) 0.545  (0.020) 2 3
Sub-Saharan Africa 0.521 (0.077) 0.479  (0.077) 13 17
B. Dividing self-employed into non Non-
professional own account and Professional Employe_rs & Number of Number of
employers/professional own- Own-account (Standard Error) | Professionals (Standard Error) Countries Surveys
account Share Share
Total sample 0.225 (0.104) 0.033 (0.010) 42 152
Region
Latin America & Caribbean 0.235 (0.007) 0.056 (0.002) 7 52
Europe & Central Asia (High-Income)  0.051 (0.025) 0.021 (0.010) 12 56
Europe & Central Asia (Developing) 0.053 (0.011) 0.056 (0.010) 12 31
Other 0.240  (0.134) 0.028 (0.013) 11 14
East Asia & Pacific 0.460 (0.000) 0.007 (0.000) 2 2
Middle East & North Africa 0.469 (0.002) 0.025 (0.000) 2 2
North America 0.072 (0.000) 0.044 (0.000) 1 3
South Asia 0.437 (0.000) 0.020  (0.000) 1 2
Sub-Saharan Africa 0.323 (0.183) 0.021 (0.002) 5 5
_C. Dividing employees in to Informal (Standard Error) Formal (Standard Error) Numbe_r of Number of
informal and formal Employees Employees Countries Surveys
Total sample 0.244 (0.029) 0.447 (0.034) 34 190
Region
Latin America & Caribbean 0.229 (0.010) 0.445 (0.027) 18 172
Europe & Central Asia (High-Income) na na 0 0
Europe & Central Asia (Developing) 0.454 (0.301) 0.526 (0.299) 9 11
Other 0.177 (0.041) 0.338 (0.144) 7 7
East Asia & Pacific na na 0 0
Middle East & North Africa 0.630 - 0.069 - 1 1
North America na na 0 0
South Asia na na 0 0
Sub-Saharan Africa 0.176 (0.041) 0.338 (0.144) 6 6
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Table 3: Self-employment and Informal Earnings Premiums(+) or Penalties(-), by Income Group

A. All self-employed vs. all Selr (Standard Number | Number
employment of of
employees Error) )
vs. Employees Countries Surveys
Totalsample_ 0.095 _ (©O78) _ ... 73347 _
Low Income 0.236 (0.055) *** 20 32
Low Middle Income -0.168 (0.080) ** 23 134
Upper Middle Income -0.027 (0.118) 16 114
High Income -0.238 (0.023) *** 14 67
. Non-
B. Non-professional own-accoun professional  (Standard Employgrs & (Standard Number Number
and employers and professionals Professionals of of
Own Account  Error) Error) .
vs. all employees vs. Employees Countries Surveys
vs. Employees
Total sample -0.096 (0.067) 0.284 (0.095) *** 42 152
Low Income 0.286 (0.021) *** 0.590 (0.030) *** 7 9
Low Middle Income -0.167 (0.079) ** 0.223 (0.131) * 8 29
Upper Middle Income 0.035 (0.043) 0.563 (0.028) *** 14 52
High Income -0.243  (0.018) *** 0.076 (0.030) 13 62
C. All Self-employed vs_. informal Self-employed (Standard Self-employed (Standard Informal vs. (Standard Number Number
and formal employees, informal  vs. Formal Error) vs. Informal Error) Formal Error) of of
vs. formal employees Employees Employees Employees Countries Surveys
Jotelsample  _ _ _ _ _ _ . :0.208 _ (0114) = | | 0131 (0095 _ _ -0.341 (0013w 34 190 _
Low Income -0.123 (0.236) 0.076 (0.140) -0.016  (0.080) 9 11
Low Middle Income -0.184 (0.028) *** 0.129 (0.065) ** -0.362  (0.015) *** 20 104
Upper Middle Income -0.218 (0.150) * 0.132 (0.113) * -0.337 (0.017) *** 5 75
High Income na na na na na na 0 0
. Non- Non- Non-
D. Non-professional own-accoun rofessional rofessional professional Number Number
vs. formal employees, informal p (Standard p (Standard O.A. vs. (Standard
Own-account Own-account of of
employees and employers and Error) Error) Employers Error) .
- vs. Formal vs. Informal Countries Surveys
professionals Emplovees Emplovees and
ploy ploy Professionals
Total sample -0.150 (0.052) *** 0.245 (0.059) *** -1.015  (0.048)*** 15 58
Low Income -0.157 (0.304) -0.379 (0.122) *** -0.170 (0.192) 4 4
Low Middle Income -0.234 (0.045) *** 0.207 (0.074) *** -0.968 (0.086) *** 7 24
Upper Middle Income -0.117  (0.063) * 0.260  (0.057) *** -1.042  (0.040) *** 4 30
High Income na na na na na na 0 0

Notes: * significantly different from zero at 1%; ** significant different from zero at 5%; **singnificantly different from zero at 10%
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Table 4: Self-employment and Informal Earnings Premiums(+) or Penalties(-), by Region of the World

A. All self-employed vs. all Self (Standard Number | Number
employment of of
employees Error) )
vs. Employees Countries Surveys
Total sample -0.095 (0.076) 73 347
Latin America & Caribbean -0.017 (0.099) 20 217
Europe & Central Asia (High-Income) -0.212 (0.146) 13 58
Europe & Central Asia (Developing) -0.226 (0.060) *** 19 43
Other -0.169 (0.073) ** 21 29
East Asia & Pacific -0.278  (0.000) *** 3 3
Middle East & North Africa 0.379  (0.006) *** 2 3
North America -0.243  (0.000) *** 1 3
South Asia 0.269  (0.044) *** 2 3
Sub-Saharan Africa -0.248  (0.068) *** 13 17
. Non-
B. Non-professional own—ac_count professional  (Standard Employe_ s & (Standard Number Number
and employers and professionals Professionals of of
Own Account  Error) Error) .
vs. all employees vs. Employees Countries Surveys
vs. Employee:
Total sample -0.096 (0.067) 0.284 (0.095) *** 42 152
Latin America & Caribbean 0.049 0.027) * 0.495 (0.059) *** 7 52
Europe & Central Asia (High-Income) -0.398 (0.118) **+ 0.103 (0.110) 12 56
Europe & Central Asia (Developing) -0.325 (0.057) *** -0.039 (0.046) 12 31
Other -0.173 (0.061) *** 0.076 (0.049) 11 14
East Asia & Pacific -0.252  (0.000) *** 0.024 (0.000) *** 2 2
Middle East & North Africa 0.389  (0.004) **+ 0.702  (0.005) *** 2 2
North America -0.225  (0.000) *** 0.109 (0.000) *** 1 3
South Asia 0.270  (0.000) *** 0.565  (0.000) *** 1 2
Sub-Saharan Africa -0.364  (0.006) *** 0.420 (0.016) *** 5 5
C. All Self-employed vs_. informal  Self-employed (Standard Self-employed (Standard Informal vs. (Standard Number Number
and formal employees, informal vs  vs. Formal Error) vs. Informal Error) Formal Error) of of
formal employees Employees Employees Employees Countries Surveys
Total sample -0.150  (0.115) 0.186 (0.113)* -0.337  (0.015)** 34 190
Latin America & Caribbean -0.146 (0.116) -0.036 0.084 -0.329  (0.016) *** 18 172
Europe & Central Asia (Developing) -0.024 (0.062) 0.190 0.116 * -0.018 (0.054) 9 11
Middle East & North Africa 0.190  0.000 -0.431 na 0.241 na 1 1
Sub-Saharan Africa 0.530 (0.019) *** 0.134 0.027 *** -0.663  (0.006) *** 6 6
) Non- Non- Non-
D. Non-professional own-account rofessional rofessional professional Number  Number
vs. formal employees, informal p (Standard p (Standard O.A. vs. (Standard
Own-account Own-account of of
employees and employers and Error) Error) Employers Error) )
- vs. Formal vs. Informal Countries Surveys
professionals Employees Employees and
POy d Professionals
Total sample -0.150 (0.052) *** 0.245 (0.059) *** -0.674 (0.035) *** 15 58
Latin America & Caribbean -0.122 (0.055) *** 0.259 (0.055) *** -0.670 (0.037) *** 6 47
Europe & Central Asia (Developing) -0.221 (0.099) **+ -0.245 (0.130) * -0.368  (0.137) *** 6 8
Sub-Saharan Africa -0.696  (0.000) *** 0.035 (0.009) *** -1.002  (0.039) *** 3 3

Notes: * significantly different from zero at 1%; ** significant different from zero at 5%; ***singnificantly different from zero at 10%
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Table 5: For Urban Workers Only: Self-employment and Informal Earmings Premiums(+) or Penalties(-), by Income Group

A. All self-employed vs. all Selr (Standard Number | Number
employment of of
employees Error) )
vs. Employees Countries Surveys
Totalsample 0.046 _ (0065 _ . .. ... ... 73347 _
Low Income 0.248 (0.050) *** 20 32
Low Middle Income -0.053 (0.046) 23 134
Upper Middle Income -0.010 (0.090) 16 114
High Income -0.224 (0.022) *** 14 67
. Non-
B. Non-professional own-accoun professional  (Standard Employgrs & (Standard Number Number
and employers and professionals Professionals of of
Own Account  Error) Error) .
vs. all employees vs. Employees Countries Surveys
vs. Employees
Total sample -0.126 0.072)* 0.234 (0.125)* 42 152
Low Income 0.272 (0.020) *** -3.556 (1.933) * 7 9
Low Middle Income -0.173 (0.047) *** 0.216 (0.161) * 8 29
Upper Middle Income -0.040 (0.077) 0.456 (0.095) *** 14 52
High Income -0.305 (0.017) *** 0.079 (0.052) * 13 62
C. All Self-employed vs_. informal Self-employed (Standard Self-employed (Standard Informal vs. (Standard Number Number
and formal employees, informal  vs. Formal Error) vs. Informal Error) Formal Error) of of
vs. formal employees Employees Employees Employees Countries Surveys
Jotelsample  _ _ _ _ _ _ . 0074 _ (0063) | 0.208_ _ (0084)r _ -0.657 _ (0013)»* 34 190 _
Low Income 0.091 (0.178) 0.283 (0.148) * -0.220 (0.110) * 9 11
Low Middle Income -0.056  (0.016) *** 0.216  (0.052) ** -0.715  (0.022) *** 20 104
Upper Middle Income -0.079 (0.076) 0.204 (0.099) ** -0.636  (0.026) ** 5 75
High Income na na na na na na 0 0
. Non- Non- Non-
D. Non-professional own-accoun rofessional rofessional professional Number Number
vs. formal employees, informal p (Standard p (Standard O.A. vs. (Standard
Own-account Own-account of of
employees and employers and Error) Error) Employers Error) .
- vs. Formal vs. Informal Countries Surveys
professionals Emplovees Emplovees and
ploy ploy Professionals
Total sample -0.156 (0.066) ** 0.253 (0.069) *** -0.627  (0.045)*** 15 58
Low Income -0.215 (0.390) -0.072 (0.174) -0.134 (0.116) *** 4 4
Low Middle Income -0.223 (0.045) *** 0.220 (0.101) ** -0.589 (0.065) *** 7 24
Upper Middle Income -0.134 (0.085) 0.265 (0.067) **+ -0.639  (0.042) *** 4 30
High Income na na na na na na 0 0

Notes: * significantly different from zero at 1%; ** significant different from zero at 5%; **singnificantly different from zero at 10%
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Table 6: Male vs. Female: Self-employment and Informal Earnings Premiums(+) or Penalties(-), by Income Group

A. All self-employed vs. all
employees

Self-employment vs. Employees

Female (SB Male (SB
TJotalsample  _ _ _ _ _ _ i _. 0177 _ (080 0053 _(067) i ...
Low Income -0.145 (0.084) * 0.310 (0.036) ***
Low Middle Income -0.142 (0.028) *** -0.224 (0.106) **
Upper Middle Income -0.084 (0.118) -0.002 (0.106)
High Income -0.400 (0.054) *** -0.072 (0.037) *

B. Non-professional own-accoun

and employers and professional
vs. all employees

Non-professional Own Account vs. Employees

Employers & Professionals vs. Employees

Female (SB) Male (SB Female (SB Male  (SB)
Total sample -0.218 (0.090) ** -0.114 (0.072) -0.190  (0.075)** 0.184  (0.156)
Low Income -0.116 (0.099) 0.347 (0.007) *** -0.441  (0.195)** -3.567  (2.003)*
Low Middle Income -0.147 (0.018) *** -0.313  (0.082) *** -0.186  (0.106) * 0.266  (0.146) *
Upper Middle Income -0.070 (0.071) -0.006  (0.046) -0.035  (0.025) 0.584  (0.037) ***
High Income -0.487 (0.014) *** -0.134 (0.037) *** -0.279  (0.068) *** 0.196  (0.070) ***

C. Informal vs. Formal

Non-professional Own Account vs. Employers &
Professionals

Informal Employees vs. Formal Employees

Female (SB) Male (SE) Female (SB) Male (S
Totalsample_ | 0214 _ (©ss7) __ _-0192 o025 | -0.341 _ (0013  -0.337 _(0.021)"" |
Low Income 5.852 (0.638) *** 4.236 1.890 ** -0.016 (0.080) -0.238  (0.105) **
Low Middle Income 0.063 (0.478) -0.428 0.036 *** -0.362 (0.015) *** -0.353  (0.041) ***
Upper Middle Income -0.669 (0.059) *** -0.610 0.021 *** -0.337 (0.017) *** -0.332  (0.018) ***
High Income -0.410 (0.013) *** -0.373 0.019 *** na na | na na

D. Non-professional own-accoun
vs. formal and informal

Non-professional Own-account vs. Formal

Non-professional Own-account vs. Informal

employees Employees Employees

Female (SE) Male (SE) Female (SE) Male (SE)
Total sample -0.226 (0.071) *** -0.123 (0.043)*** 0.163 0.078)** -0.273  0.045 ***
Lowincome [ 0284 (0427 -0.234  (0318) | 0176 (0299  0.408 0162 ** |
Low Middle Income -0.327 (0.036) *** -0.153 (0.074) ** 0.136 (0.095) -0.213  0.076 ***
Upper Middle Income -0.193 (0.089) ** -0.104 (0.047) ** 0.175 (0.084) ** -0.296  0.039 ***
High Income na na na na na na na na

Notes: * significantly different from zero at 1%; ** significant different from zero at 5%; ***singnificantly different from zero at 10%
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Table 7: Male vs. Female: Self-employment and Informal Earnings Premiums(+) or Penalties(-), by Region of the World

A. All seli-employed vs. all Self-employment vs. Employees

employees

Female (SB) Male (SB)
Total sample -0.177 (0.080) ** -0.053 (0.067)
Latin America & Caribbean | 0.091 (0% 0011  (osey |
Europe & Central Asia (High-Income) -0.162 (0.041) *** -0.256 (0.131) **
Europe & Central Asia (Developing) -0.254 (0.054) *** -0.202 (0.062) ***
Other -0.300 (0.099) *** -0.075 (0.099)
B. Non-professional own-accoun
and employers and professional Non-professional Own Account vs. Employees Employers & Professionals vs. Employees
vs. all employees

Female (SB Male (SB) Female (SB Male  (SB
Total sample -0.218 (0.090) ** -0.114 (0.072) -0.190  (0.075)** 0.184  (0.156)
Latin America & Caribbean -0.059 (0.056) 0.000 (0.029) -0.069  (0.043) 0.498  (0.050) ***
Europe & Central Asia (High-Income) -0.634 (0.178) *** -0.368 (0.123) *** 0.030 (0.026) -0.027  (0.075)
Europe & Central Asia (Developing) -0.433 (0.057) *** -0.322 (0.059) *** 0.001 (0.036) -0.074  (0.064)
Other -0.328 (0.119) *** -0.130 (0.102) *** -0.429 (0.090) *** -0.102  (0.316)

Non-professional Own Account vs. Employers &

C. Informal vs. Formal .
Professionals

Informal Employees vs. Formal Employees

Female (SE) Male (SE) Female (SB) Male (S
Totalsample | 0214 (0667) _ _-0192 0259 | -0.341 (0.013)™*  -0.337 (0.021)* |
Latin America & Caribbean -0.663 (0.054) *** -0.587 (0.034) *** -0.335 (0.009) *** -0.329  (0.025) ***
Europe & Central Asia (High-Income) -0.503 (0.134) *** -0.415 (0.049) *** na na na na
Europe & Central Asia (Developing) -0.330 (0.056) *** -0.251 (0.020) *** -0.035 (0.071) -0.009  (0.046)
Other 0.730 (1.208) -0.040 0.409 0.671  (0055)** | -0.643 (0.013)**
D. Non-profes;mnal own-accour Non-professional Own-account vs. Formal Non-professional Own-account vs. Informal
vs. formal and informal

Employees Employees

employees

Female (SE) Male (SE) Female (SE) Male (SE)
Total sample -0.226 (0.071) *** -0.123 (0.043)** 0.163 0.078)** 0.273  (0.045)***
Latin America & Caribbean -0.186 (0.065) *** -0.105 (0.049) ** 0.182  (0.074)* 0.284  (0.042) **
Europe & Central Asia (High-Income) na na na na na na na na
Europe & Central Asia (Developing) -0.283 (0.217) -0.202 (0.033) *** -0.257 (0.211) -0.115 (0.074) *
Other -0.887 (0.023) *** -0.578 (0.007) *** -0.090 (0.010) *** 0.130  (0.007) ***

Notes: * significantly different from zero at 1%; ** significant different from zero at 5%; ***singnificantly different from zero at 10%
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Table 8: By Education Level: Self-employment and Informal Earnings Premiums(+) or Penalties(-), by Income Group

Secondary
A. All self-employed vs. all Primary (Standard Primary (Standard = Graduae and (Standard = University  (Standard
employees Incomplete Error) Graduate Error) University Error) Graduate Error)
Incomplete
Totalsample . 0042  (0060)  _-0.099 (0104 0004 (0025 0004 (0007)
Low Income 0.239 (0.089) *** 0.168 (0.076) ** -0.013  (0.014) 0.001  (0.006)
Low Middle Income -0.128 (0.034) *** -0.238 (0.077) *** -0.027 (0.074) 0.032 0.091
Upper Middle Income -0.037 (0.089) 0.012 (0.134) 0.077 (0.023) *** 0.034 (0.022)
High Income -0.167 (0.049) *** -0.143 (0.026) *** -0.168  (0.029) *** -0.014  (0.011)
Secondary
B. Informal vs. Formal Primary (Standard Primary (Standard Grac_iuae _and (Standard  University  (Standard
Incomplete Error) Graduate Error) University Error) Graduate Error)
Incomplete
Totalsample . 0363 _ (o015  -0.379 (0025 0431  (0.041)7r  -0.444  (0.039) ***
Low Income -0.362 (0.248) -0.196  (0.060) *** -0.253  (0.151)* -0.058  (0.155)
Low Middle Income -0.394 (0.037) *** -0.365 (0.051) *** -0.520 (0.104) *** -0.408 (0.036) ***
Upper Middle Income -0.353 (0.016) *** -0.385 (0.020) *** -0.391 0.025 *** -0.471  (0.053) ***
High Income na na na na na na na na

Notes: * significantly different from zero at 1%; ** significant different from zero at 5%; ***singnificantly different from zero at 10%
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Table 9: By Age: Self-employment and Informal Earnings Premiums(+) or Penalties(-), by Income Group

A. All self-employed vs. all Standard Standard Standard
oiployses pioy! Age 15-24 (Em) Age 25-44 (Em) Age 45-64 (Em)
Totalsample  _ _ _ 0075 _ (0107) _ _ _-0.080 _(107) _ _ -0.056 _ (0.027)*"
Low Income 0.077 (0.010) 0.208 (0.062) *** 0.205 (0.052) ***
Low Middle Income -0.250 (0.045) *** -0.128 (0.057) ** -0.068 (0.010) ***
Upper Middle Income 0.037 (0.095) -0.008 (0.088) -0.051 (0.011)
High Income 0.317 (0.469) *** -0.248 (0.025) *** -0.356 (0.306)

B. Non-professional own-accoun Standard Standard Standard
workerspvs. all employees Age 15-24 ( Error) Age 25-44 ( Error) Age 45-64 ( Error)
Total sample -0.137 (0.084) -0.153 (0.057)*** -0.202 (0.073)™**
Low Income 0.193 (0.055) *** 0.255 (0.039) *** 0.302 (0.029) **+
Low Middle Income -0.247 (0.035) *** -0.200 (0.028) *** -0.205 (0.117) *
Upper Middle Income 0.031 (0.048) -0.059 (0.045) -0.080 (0.053)
High Income -0.235 (0.049) *** -0.319 (0.012) *** -0.332 (0.020) ***
C. Employers and Professionals Standard Standard Standard
o Enﬁ’plgyees Age 15-24 (Emr) Age 25-44 (Error) Age 45-64 (Error)
TJotalsample . 0917 _ @287 _ | 0187 (0152 _ _ 0.277 _ (0.123)"
Low Income -5.436 (0.114) *+* -2.718 (2.078) -2.588  (2.216)
Low Middle Income 0.114 (0.310) 0.143 (0.158) 0.465 (0.055) ***
Upper Middle Income 0.537 (0.045) *x* 0.522 (0.057) *** 0.554 (0.074) ***
High Income 0.889 (0.471) * 0.025 (0.044) 0.106 (0.051) **

. . Standard Standard Standard
En:;fc‘)’;em:;"s Formal Age 15-24 (Emr) Age 25-44 (E”or) Age 45-64 (Error)
TJotalsample . 0.311 _ (024 x _-0.317 _ (0019 _ -0.393 _ (0.020)"*
Low Income -0.090 (0.117) -0.132 (0.063) -0.232  (0.133) *
Low Middle Income -0.330 (0.050) *** -0.324 (0.032) *** -0.416 (0.021) ***
Upper Middle Income -0.305 (0.016) *** -0.315 (0.019) *** -0.388 (0.025) ***
High Income na na na na na na

Notes: * significantly different from zero at 1%; ** significant different from zero at 5%; **singnificantly different from zero at 10%
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Table Al: Earnings Differentials for various workers by country, year and region of the world
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