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Introduction 

Article 23.1 of the Universal Declaration of Human Rights states, “Everyone has the right to work, to 

free choice of employment, to just and favourable conditions of work and to protection against unemployment.” 

Thereby, granting work as a basic human right, with each and every individual being guaranteed the right to 

accessible, safe and free work. The responsibility to execute this human right, much like many others, falls in 

the hands of governments aiming to act in the best interests of their citizens. Governments ensure optimal 

working conditions for all through stringent sets of standardised and enforceable regulations, guidelines and 

laws, all for the purpose of preventing the exploitation of workers. 

However, a significant part of the global economy exists outside of the sphere of influence of national 

governments. This is known as the informal economy due to its unregulated and unsupervised nature and 

consists of over 60% of the global workforce, in addition to over 90% of Micro and Small Enterprises (MSEs) 

around the world. As a direct result of being completely independent from any government and trade union 

sanctioned regulations or standards, workers in this informal sector are highly susceptible to unemployment, 

exploitation and unsafe working conditions. Yet the sector continually attracts people due to the freedom and 

flexibility enjoyed by informal workers, as well as the low financial and skill based barriers of entry. 

The general problems faced by informal workers have been exacerbated in the current climate as a 

consequence of the Covid-19 pandemic. Firstly, the lockdowns on an international scale, have led to the loss 

of jobs, furloughs and general job insecurity on an almost unprecedented scale, and resulted in an alarming 

increase in global poverty and hunger. Both these indices have a largely positive correlation with the level of 

informality in a country’s economy due to the vulnerability of the informal sector to these problems, and indicate 

how informal workers have faced severe economic repercussions as a result of the pandemic. Similarly, 

informal workers are also at a higher risk of health and safety impacts of the pandemic. With many informal 

workers living and working in crowded areas with a lack of adequate and accessible healthcare facilities, they 

are highly vulnerable to the spread of disease and healthcare problems under general circumstances, 

something that is exponentially worsened by the pandemic. 
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Many individual experts and international organizations insist that the first step in alleviating the 

difficulties faced by informal workers is formalisation of the global economy on a large scale. They argue that 

this would allow workers to access more benefits provided by workplaces and the government, leading to an 

immediate improvement in their situation. However, this is a difficult task not only due to its massive scale, but 

also due to its impact on the modern gig economy which largely runs on informal freelancers. This has led to 

recent conflicts with major parties in the gig economy, such as the rideshare giants Uber and Lyft whose workers 

are classified as informal to a large extent. Any feasible solution to assist informal workers should therefore 

involve realistic methods of formalisation, without negatively disrupting the economy, while also taking into 

account the special case of the ever growing gig economy. 

 

Definition of Key Terms 

Informal Economy 

In accordance with the definition used by international bodies like the International Labour 

Organisation (ILO), the informal economy refers to the paid production and sale of goods and services 

which are unregistered by, or hidden from ( therefore also called the “invisible” or “grey” economy), the 

state for tax and/or benefit purposes but which are legal in all other respects. Examples of informal 

economies include uncontracted domestic workers and unregistered household enterprises, among 

others. 

Gig Economy 

The Oxford Dictionary defines the gig economy as a labour market characterized by the prevalence 

of short-term contracts or freelance work as opposed to permanent jobs. Some popular examples include 

ridesharing services like Uber, Grab and Lyft. 

Micro and Small Enterprises (MSEs) 

Microbusinesses are generally defined as having five or fewer employees and a total valuation less 

than 250,000 USD per year. Some common examples include catering, childcare and cosmetology. In 

comparison, small businesses are generally classified as having fewer than five hundred employees, with 

a total valuation less than 1 Million USD. 

Disguised Unemployment 

It is the unemployment that does not affect aggregate output of a nation. This exists when employed 

workers are left with no work or are working redundantly yielding very low real productivity. An indicator of 

disguised unemployment in an economy is when national productivity is low, and a very large part of the 
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workforce is filling a very small number of jobs. For instance small and micro farmers in countries like India 

contribute very little to the country’s economy, but are technically “employed” 

2020 California Proposition 22 

This is a proposition that seeks to amend the previous Assembly Bill 5 in the California Supreme 

Court by creating special exemptions for app based drivers which would see them being classified as 

independent contractors. This would mean that drivers of rideshare services like Uber and Lyft would not 

be classified as employees of those companies and would not be liable for any employee benefits. 

Formalisation of the Economy 

Formalisation refers to bringing informal businesses under the regulation of the government. While 

this means that the business is subject to more laws and taxes, it allows for standardised practices like 

minimum wage, health benefits etc. to be adopted into the business for the benefit of its employees. 

 

Background Information 

The issue of informal workers is vast and complex. The informal economy is the economic 

backbone of many nations and it is important to understand the extent to which informality exists on a 

global scale. In general, informal workers face various problems as previously mentioned; however, this 

is aggravated massively as a result of the Covid-19 pandemic and informal workers are currently more 

vulnerable to life threatening consequences than ever before.  

The Causes and Span of the Informal Economy 

 The informal sector accounts for 2 billion people, which is over 60% of the world’s total workforce. 

This is in large part due to the sector having low barriers to entry which makes it accessible for large parts 

of the working populations in Less Economically Developed Countries (LEDCs). However, aside from this, 

many More Economically Developed Countries (MEDCs) also show significantly high informality, 

something that has increased as a result of the increasing popularity of freelancing and the gig economy. 

 Traditional informality  

In the most traditional sense of the concept, international organisations like the International Labour 

Organisation (ILO) believe that informality arises as a result of parts of the working population being 

people being forced into informality rather than choosing to be informal workers. This can especially 

be seen in reports that show that 93% of the informal employment around the globe is in emerging 

and developing countries. Additionally, there is a significant negative correlation between education 
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and informality indices, with highly educated people rarely working in the informal sector while 

those with none or low levels of formal education make up a significant portion of the informal 

workforce. This adds to the conclusion that given a choice, a majority of people with the opportunity 

to work in the formal sector choose to not work in the informal sector, while those with limited 

opportunities might be forced into informality. Furthermore, the rural population is twice as likely to 

be engaged in informal employment than their urban counterparts, with Agriculture being the 

industry with the highest level of informal employment (estimated to be over 90%). Finally, there 

are links between informality and poverty, with informality often being described as both a cause 

and an effect of poverty, therefore creating a vicious cycle that breeds higher levels of poverty and 

informality. 

 Non-Traditional Informality and Development 

While the traditional occurrence of informality makes up a majority of all informal employment 

observed around the world, there has been a transformation to this trend in recent years. With the 

gig economy’s expanding scope, a large part of the highly educated, urban workforce in More 

Economically Developed Countries (MEDCs) are choosing to work in the informal sector.  

Prevalence of Informality in Developing Nations (Source: ILOSTAT) 

According to recent statistics published by the World Economic Forum (WEF), highly developed 

member nations of the Organisation for Economic Co-operation and Development (OECDs) still 
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have over 15% of their GDPs coming from the informal sector. The accessibility of the gig economy 

has also had a major impact on regions like Sub-Saharan Africa where informality was always high. 

As a result of the low barriers to entry and increasing access to technology, regions like this have 

quickly adapted to the gig economy with businesses like Uber, Airbnb and even local 

entrepreneurial startups all account for a large percentage of the total employment. Many 

supporters of the gig economy argue that regions like these need the gig economy to thrive as it 

provides the easiest transition into jobs for young members of the workforce and the low barriers 

to entry combined with the ease of technological access make it ideal for future development. 

The Problems Faced by Informal Workers 

 Although there are arguable benefits of certain aspects of the informal economy as discussed 

above, there are also problematic aspects of the phenomenon that need to be addressed. For this purpose, 

the United Nations Sustainable Goal 8 “Promote sustained, inclusive and sustainable economic growth, 

full and productive employment and decent work for all” makes a special mention to formalisation in target 

8.3, “Promote development-oriented policies that support productive activities, decent job creation, 

entrepreneurship, creativity and innovation, and encourage the formalization and growth of micro-, small- 

and medium-sized enterprises, including through access to financial services”. This is indicative of the fact 

that informality of the economy is a major problem in the present world, and it is one that must be 

addressed on a global scale. 

 General Problems 

Some of the main problems faced by informal workers arise from the lack of sufficient legislation 

and regulation regarding the rights of informal workers. By definition, informal employment is out 

of the span of control of governments which makes it extremely difficult to ensure workers are 

provided safe and decent working conditions as well right like minimum wage, health benefits and 

sick days. Additionally, a lot of informal employment is in reality disguised unemployment whereby 

worker productivity is very low and workers may even face intermittent unemployment. As a result 

of the low productivity, and many workers employed to fill in a small number of roles, the earnings 

of an informal worker are 19% less than the earnings of their formal counterpart per year. This can 

result in informal workers often being pushed into poverty which pushes them deeper into the 

informal sector, leading to the aforementioned vicious cycle of poverty and lack of decent work. 

 Problems Augmented by the COVID-19 Pandemic 

The general problems faced by informal workers are aggravated by the COVID-19 Pandemic as 

the world transitions into damage limitation and recovery, often at the expense of the informal 

sector. Firstly, while governments were able to furlough and protect many employees in the formal 
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sectors from unemployment in the extended periods of global lockdown, workers in the informal 

sector received no help at all from the government and in turn saw nearly unprecedented rates of 

unemployment. The lack of work also resulted in loss of earnings for households of already 

impoverished informal workers which further pushed them into poverty and chronic hunger. These 

factors alone led to the loss of lives of many informal workers during the pandemic, without even 

accounting for those who contracted the virus. The workers who did need medical attention were 

often unable to obtain it due to their limited access to healthcare facilities and their inability to pay 

the bills for hospital stays and treatments, leading to a further loss of lives. Furthermore, informal 

workplaces are more likely to lack appropriate sanitation facilities for the prevention of the spread 

of the virus which results in greater risks of transmission and contraction among informal workers, 

thereby further worsening the impact of the pandemic on informal workers as a whole. 

Access to healthcare resources with respect to the level of informality (Source: World Bank) 
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Major Countries and Organizations Involved 

International Labour Organization (ILO) 

 The International Labour Organization is a United Nations tripartite agency that is composed of 

governments, employers and employees of the 187 member states. The role of the ILO is to set 

international standards for labour and ensure access to safe and decent work for all workers. Since the 

inception of the concept of an informal sector in 1993, one of the ILO’s main objectives has been the 

formalisation of the global economy, especially in Less Economically Developed Countries (LEDCs) 

which tend to have a high rate of informal employment. In 2015, the ILO adopted a resolution titled 

Recommendation 204 concerning the Transition from the Informal to the Formal Economy, a strong 

proposal with aims to facilitate transition of informal business to the formal sector, make the formal 

sector more sustainable and accessible for all and create preventive measures against further 

informalisation. 

Sub-Saharan Africa 

 With just under 40% of this region’s total Gross Domestic Product coming through the informal 

economy and informal employment accounting for 86% of this region’s workforce, Sub-Saharan Africa is 

largely dependent on informal work. This dependence is intensified by inequitable distribution of 

resources in the region which push more people into the informal sector due to its low barriers to entry. 

While formalisation is a key goal for this region, the existing informal sector, despite its flaws, provides 

livelihoods to some of the region’s most vulnerable people. Therefore, the challenge for governments 

and NGOs alike is to ensure that existing setups can be formalised without disrupting the lives of tens of 

thousands of citizens. 

Uber and other major companies in the gig economy 

 The prevalence of the gig economy in the modern era, largely due to multinational corporations 

like Uber and Airbnb, has reshaped the global landscape of formal and informal employment. Uber’s 

business model of not considering its drivers as employees has recently caught flak from employees, 

NGOs and governments alike. With tensions high in the California legal dispute regarding Uber and 

Lyft’s organizational structures, Uber has threatened to exit the California market altogether. While the 

final decision regarding the proposed Proposition 22 is yet to be made, Uber and similar parties in the 

gig economy’s next steps are instrumental in demonstrating whether the gig economy can coexist with 

better worker rights and formalisation.  
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Timeline of Events 

Date Description of event 

1993 
The 15th International Conference for Labour Statisticians (ICLS) adopted the 

definition of the informal sector 

2002 

 

90th Session of International Labour Conference, where the task to help nations 

with the collection, analysis and dissemination of informal labour statistics was 

prescribed to the International Labour Organisation. 

 

2012 

 The ILO published a Manual on Surveys of Informal Employment and Informal 

Sector on methodological issues for conducting surveys of the informal 

economy at the national level. 

2015 

 

The ILO adopted Recommendation 204 concerning the Transition from the 

Informal to the Formal Economy,  

2020 

 

Uber and Lyft face a lawsuit in California mandating them to formally include 

drivers as employees, effectively forcing them to change their basic business 

model 

 

Relevant UN Treaties and Events 

● Promoting Full Employment and Decent Work for All, 2008 (E/RES/2008/18) 

● Follow-up to the World Summit for Social Development and the Twenty-Fourth Special Session 

of the General Assembly: Priority Theme: Promoting Full Employment and Decent Work for All, 

2008 (E/CN.5/2008/NGO/2) 

 
 

Previous Attempts to solve the Issue 

 The most recent, relevant and important attempt to solve the issue in has been the 

Recommendation 204 adopted by the ILO in 2015 concerning the transition from the informal to the 

formal economy. This document creates a framework for ILO’s goal for formalising the workforce on a 

global scale. It further aims to create and preserve sustainable formal employment and prevent increase 

in informal employment, thereby positioning itself as a permanent long term solution to the problem of 
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informal employment. The main strategies included in this recommendation involves government 

legislation and policies to ensure fluid transition from the informal to the formal sector, employment 

policies that would protect and benefit those who transition into formal workers, incentives to business to 

formalise and come under government regulations, and giving workers the right to organise themselves 

and speak freely regarding their issues. The ILO’s current projects focusing on formalisation are largely 

based on this document and any future solutions involving formalisation would seek to build on the 

framework established in this document. 

 

Possible Solutions 

 As with any multi-faceted problem on a global scale, there are multiple perspectives with different 

ways to assist informal workers, all of which vary based on the extent to which they consider informality 

problematic as a concept and support formalisation.  

 The first and most orthodox way to address this problem would be to formalise work on a 

massive, global scale. This would involve governments actively initiating formalisation for thousands of 

businesses with the assistance of international bodies like the ILO. Formalisation would ensure 

standardisation of business practices and employee benefits in the newly formalised business, with 

previously informal workers now getting government mandated rights like access to a minimum wage 

and healthcare benefits. While a long, somewhat expensive and arduous process, this would see the 

problems associated with the informal economy alleviated on a large scale at a fast rate. A weakness of 

this solution however, may be its logistical and monetary feasibility, especially at the time of the COVID-

19 pandemic when workers need help the most, making this more of a long term goal than an immediate 

fix to the problem. 

 Another solution could see the quality of the informal and gig economies being improved, 

ensuring that while these still stay technically informal, workers are able to enjoy basic rights that are 

guaranteed in the formal sector. Doing so would prevent disorder as workers gain more rights with 

minimum disruptions in business and minimum external influence. This process would also be 

significantly faster and less expensive than the other proposed solution. On the other hand, the lack of 

technical formalisation still allows businesses to not legally adhere to certain standards which decreases 

the scope of this resolution. Additionally, the responsibility for such small scale changes might fall out of 

the sphere of governments, especially since the government earns no additional revenue without proper 

formalisation. Thereby leaving this solution solely in the hands of the employers and NGOs. 

 Both solutions mentioned above come from polarised perspectives and entail different processes. 

The most feasible way to assist informal workers in the short and long run would most likely be a 
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combination of the two, promoting formalisation while also ensuring small scale changes to the gig and 

informal sectors to varying extents. Finding the right balance between managing the needs of the 

workers with the feasibility of the proposed solution is instrumental in truly being able to assist informal 

workers. 

An alternate solution from a different angle might involve providing small informal businesses 

microfinance options which could help take care of initial costs of formalisation and allow the businesses 

to grow into sustainable formal enterprises. This could involve national governments and private entities 

coming together to provide loans at low interest rates and this would be in the interest of all parties as it 

does not directly enforce formalisation, rather allowing businesses to gradually achieve that goal. It also 

protects newly formalised businesses from going under immediately due to higher expenses. However, 

governments must find a way to ensure that the microfinances provided are used towards formalisation 

for this solution to succeed and may still need some form of legislature to ensure the same. 
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