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Informal is the new normal

Egypt’s Informal Sector is on the Rise,
Can Help Turn the Tide

but Careful Regulatory Innovation
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Problem
In Egypt today, employment is a tenuous thing. 55 percent of

workers age 15-64 are informally employed: they lack both a
written contract and social insurance. Moreover, nearly one
in five of these workers are irregularly employed and have
only seasonal or intermittent work. Egyptian workers crave
security and stability; unemployed Egyptians report being
willing to work for 20 percent lower wages in exchange for a
formal private sector job over an informal one.

Analysis
Informality in Egypt is a two-fold problem:

1. Much of Egypts economy is scattered among small,
unproductive firms, and these firms lack the capacity
to offer formal employment. 95 percent of Egyptian
firms employ less than 10 workers, and these micro-
firms accounted for 72 percent of employment in 2006.
Micro-firms are typically informal enterprises—they are
unregistered, unlicensed, and they do not keep regular
accounting books. These informal firms can only offer
informal jobs to their workers. That 70 percent of jobs
are being created by micro-firms is one reason why infor-
mality is on the rise. While some informal micro-firms

are entrepreneurial, many of them are “subsistence”



Worker Private sector wage workers

Employer type
Informal firm: Informal firm:
no registration, no license, 49%

no regular accounting books

Job type
Informal job: no social insurance,
no written contract

Informal job:
95%

Formal job:

Formal firm:

51%

Informal job: Formal job:
51% 49%

firms—endeavors of last resort for poor and vulnerable
households.

2. Even larger, formal firms are not offering their workers
formal jobs. Only half the workers at formal firms are
hired with contracts and covered by social insurance.

Solutions

Addressing informality in Egypt will require a three-fold ef-
fort to promote the growth of medium-size firms (see Issues
Note 1), encourage larger informal firms to formalize, and
reduce the costs to firms of hiring formal workers.

I. A careful, soft approach to encourage firms to formal-
ize by increasing the benefits of being formal.
Policies that force micro-firms to formalize carry substan-
tial risks. Placing additional burdens on non-entrepre-
neurial micro-firms may immiserate a vulnerable popula-
tion by taking away their remaining means of earning a
living. While there may be social gains from increasing
formality among entrepreneurial micro-firms, this goal
must be pursued with the understanding that firm own-
ers make conscious, rational decisions about whether or
not to formalize based on costs and benefits. Interna-
tional evidence suggests that the best way to encourage
formalization is not to decrease the cost of formality or
increase the cost of informality, but rather to increase the
benefits of formality. Business entry reforms that reduced
or subsidized the costs of business registration in Brazil,
Mexico, Peru and Sri Lanka had little or no effect on
formalization. One way of demonstrating the benefits
of formalization is a nationwide enterprise registry that
involves no costs or penalties to firms irrespective of size
and formality. As trust in the system builds, firms who
may otherwise be hesitant will join the registry. This will
help policy formulation by providing timely and accu-
rate information on the private sector, and can be used as
a vehicle for delivering benefits and incentives.

Il. Incentivize firms to formalize workers.
Beyond formalizing firms, there are several other ways
that the government can give firms incentives to formal-
ize their workers. Tax breaks and reduced employer con-
tributions for social insurance, especially for small firms,
may help reduce the costs of formalizing workers. Al-
ternatively, worker protection can be extended through
government-supported efforts, which could be delivered
through the national registry proposed above.

Wll. Extending protection to the unorganized and infor-
mally employed.
Finally, the issue of worker formality may be sidestepped
by extending health insurance and pensions to informal
workers through other means: through membership
in trade unions, non-governmental organizations, or
through a public-private partnership. This may carry the
additional benefit of encouraging entrepreneurship: in
the United States, an expansion of government-provid-
ed health care has been shown to increase entrepreneur-
ial activity.

The trend towards informality has long preceded the cur-
rent crisis. Today, it is compounded by an increase in the
irregularity of informal work. By carefully combining in-
centives to formalize and extending protection to vulner-
able workers, while actively fostering formal private sector
growth, policy-makers may be able to reverse these trends
and improve the lives of millions of Egyptians.

For references and detailed analysis and policy recommen-
dations, refer to chapters 2, 5, 6, and 7 of the complete 2014
World Bank Labor Market Report: “More Jobs, Better Jobs:
A Priority for Egypt”.
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