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ABSTRACT
I

I lie informal sector is a major employer of many Kenyans and should thus he considered
capable ol making important contributions to the national economy. Thus the informal
sector should be designated as a development priority in Kenya to enable maximization
ol opportunities for all who work within the sector. This study was aimed at identifying
and analyzing the determinants of informal sector participation in Kenya. |he study
applied logit regression model to estimate predictors ol informal sector participation in

Kenya. il

| he results indicated that the independent variables selected for the study were all
statistically significant determinants ol informal sector participation in Kenya. Mean
household income and sexes of participants were found to have a negative relationship to
informal sector participation. Marital status, education level, vocational c|ualiHcations.
locations and ages of participants showed evidence of a positive relationship to.informal
sector participation. | he study concluded that in Kenya, socio-economic characteristics
of labor market participants continue to impact informal sector participation in significant

and important ways.



CHAPTER ONE
.1 BACKGROUND
| ke informal sector in Kcn\a plays an important role in employment creation, lor workers who
find themselves unable to secure work in formal employment, the need lor subsistence and
income-generation demands that they find work elsewhere. Millions of workers particular!) in

developing economies have turned to the inlormal sector for employment ((ioK, 1998; (ioK,
2000).

flic informal sector contributes an important role in reducing the extent of poverty and income
inequality in developing countries. People in poor households are often reported to participate in
the informal labor force in relatively larger numbers, relative to the nén-poor (King, Id1 !
Liebbrandt, 1998). 1hey arc more likely to participate in the informal sector ;(nd to car

incomes. Previous research has shown a strong association between the female gender.
informality and poverty (Chen, 2005; Chen, 2004). Ilowever, empirical evidence suggests that
despite low incomes, these informal sector participants arc able to tame the intensity of poverty
and the relative share of poorest families is reported to diminish with participation in the informal
sector (Sellmraman, 1998; Chen, 2005).

The International | abor Organization estimates that there are 550 million working poor and their
numbers may double before 2015 (Chen, 2004; Kajuju, 2003; Njoka, 1998). If the Millennium
Development Goal (M I)(i) relating to poverty is to be.met, greater emphasis must be placed on
improving both the quantity and the quality of informal participation, and on overcoining any

hindrances to involvement in informal sector opportunities ((’lien, 2004).

12 Brief History of the mlojinal sector in Kenya

Economic models of the 1950's and 1960’s first identified and understood the informal sector as
a ‘poor traditional sector’, which could be transformed and completely absorbed into the formal
or modern sector using the right combination of policy and resources (Caslclls, 1989; Bivens,
2005). Ilaving seen how liurope, North America and Japan had reconstructed mass production in
their modern economies after ‘World War If, the same model was endorsed as the blueprint for

I
economic growth in developing countries (Castclls, 1989). £

I lowever, the model did not yield similar results in Kenya and empirical evidence from Kcn\a in
the early 1970’s revealed that a significant proportion ol the labor force was involved in the

informal sector (ibid). The sector was by then better known as the traditional sector, and those



participating within it were classed as ‘unemployed’, thus leading to highly exaggerated
unemployment ratios (Bivens, 2005; Chen, 2004). In response to this in 1972, the ILO launched
a research mission to investigate the causes of unemployment landings of the If.O (1972) noted
that the traditional sector was a vibrant economic arena and a significant labor force participation
arena, | ar from being unemployed, participants in the traditional sector had been able to cope
with economic crises, and not only had they survived, they had also expanded and efficiently

diversified (Chen. 200 1).

I1.() observed the increasingly important contributions of the informal sector to the economy, and
adapted the term ‘informal sector' to refer to the range of small-scale and unregistered economic
activities within the country (ibid). |he conceptual definition of the informal sector luts since
been continuously broadened by the II.() in a bid to consistently reflect the dynamic EC(atomif;

realities of the informal sector (11.(), 1986; 11.0 2002).

13 W orking conditions in the Informal Sector

In developing economies, informal employment tends to be a comparatively greater source of
employment for women than for men, and according to 11.() (1998), every African region except
North Africa where the minority (13%) of informal workers are women, 60% or more of women
workers in Africa arc engaged in informal employment. In sub-Saharan Africa. 8 1% i>f women
workers are informally employed compared to 63% of men; and in Latin America the figures aie
58% of women in comparison to 48% of men (ILO, 1998). flic growing informalization of the
developing economies has caused a rise in the number of economically active women, thus

raising participation rates of women in the informal sector. ]

Poverty is significant in discussing informal employment because in sub-Saharan Africa, strong
associations are reported to exist between poverty and type of employment (Liebbrandl, 1998;
Selluiraman, 1998; Kajuju, 2003). In several African cities, research has shown evidence that a
large proportion of “ marginal self employed’ and “irregular workers” will tend to belong to poor
households. In other words informality is more often than not, correlated with the incidence of

poverty ( Kajuju, 2003; Chen, 2004;).

According to the ILO (1997), there is consensus that the informal sector is steadily growing in
almost all developing countries. In Africa, the urban informal sector currently employs 60% ol

«lie urban labor force and will create more than 90% of all additional jobs in this region. A
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substantial component of labor force participation in developing countries suc|i as Kenya is
categorized as informal because much of it is organized and performed outside ol recognized
institutional frameworks (Charmes, 2002; ( hen, 2001; de Soto 1080). Consequently the quality
ol such employment in terms of income, conditions of work and gender equity lends to be below
national and international standards (Scthuraman 1998). lieing outside the recognized
institutional framework, informal labor force participants have neither the obligation nor the
means to create and gender-equitably distribute good quality jobs (ibid). |he places where

informal sector participants work can often be dirty and hazardous.

Among street vendois in countries such as India and Latin America, research has found that men
are more likely to sell noil-seasonal, non-perishable goods while women arc more likely to sell
seasonal, perishable goods (such as fruits and vegetables) (Chen, 2001; Scthuraman, 1998). | his
implies that women are more likely to participate in the volatile, irregular and seasonal informal
markets, while men arc more likely to participate in non-scasonal andlsteadier informal marl}cils.
| he net effect is that women’s informal sector participation tends to be more intermittent, while

men’s informal sector participation tends to be more regular and stable (Chen, 2005; Chen 200 1, j
Setlmraman, 1998).

Depending on the regulatory environment, street vendors for example face great insecurity in
regard to their place of work as they often are not entitled to a secure site from which to trade.
Informal workers are often viewed as a nuisance or obstruction to other commerce and the free
How ol trallle (ILidlender, 2003; Kajuju, 2003). Since street vendors typically lack legal status
and recognition, they may experience frequent harassment and evictions from their selling, place
by local authorities or competing shopkeepers. Historical patterns of urban Hettlimcnl or current
pressures on limited urban land forqge many people to trade in marginal locations that ae not
economically viable. |heir goods may be confiscated and arrests arc hot uncommon (King,, 1990;
Scthuraman, 1998).

Scthuraman (1998) reports that even though there are between 30 - 35 thousand hawkers in
Nairobi, the city authority issues only 5,000 licenses annually. | his limit condemns the vast
">aloi ily of informal sector participants to remaining illegal and to being continuously subjected
to police threats (ibid). Asa result, 61% of hawkers experience various forms of police

harassment including demands for bribes, confiscation of goods, demolition of premises, and only;j



IN% of informal workers belong to some hawker or business association, in the hope of

increasing their voice through representation (ibid).

Desides being small m terms of output and employment, informal enterprises also tend to be labor
intensive and to use little physicaleapilal and low human capital. They often operate without
proper business premises, work long hours, work from locations vulnerable to harassmlent by
police, and often remain economically invisible (( harmes, 2000). These factors Contribute to low
productivity, low income and poor work conditions within the informal sector (('hen, 2001; (lien.
2005)

| he labeir market is .1 critical arena for economic participation, poverty alleviation and j'cnder
g . , . 1 , ' I

equity. Ihe’informal labor market in particular has emerged in Kenya as a major source olb

employment for both men and women (11.(>, 2001, ('HS, 2001). |lowever the determinants of

In Kenya, labor participation in the informal sector has not been sulliuienlly analy/ed and

explored.

In particular, the study will examine socio-economic determinants of labor participation in the!
informal sector, in Kenya. 1lnis the study will contribute a contemporary analysis ol informal
labor participation and fill knowledge gaps on socio-economic predictors of informal sector

participation in Kenya.



16 JUSTIFICATION OF 111l. STUDY

I hc nature and quality of informal sector employment has a fundamental impact on the socio
economic experience and well-being of informal sector participants (11.(), 1998; Moghadam,
1999). Ihe government of Kenya has identified the improvement of informal sector opportunities
as an important development priority, in order to attract higher’ quality participants and higher
productivity from informal sector participants (Nguli, 2001). This study will contribute a better

understanding of the determinants of informal labor participation in Kenya.

| he task force on the UN Millennium Project has recognized and given strategic priority to
reducing poverty by empowering low-income earners, especially those in the informal Sector, and
to efforts to improve the economic; security of this particularly vulrllerable group (Chen, 700 I)
Reflecting this priority, the | IN Task Force has highlighted the need to explore and study
significant relationships at the core of informal labor participation, for use as policy planning and
implementation tools in pursuit of the Millennium Development (ioals (ibid).

1 «1
An informed and comprehensive yoliey approach to labor participation in the informal econclmy|
needs to take as its point of deparlurehhe premise that, focusing on critical determinants of labor
participation in the informal sectors is an essential pathway to understanding and reducing
poverty, and to maximizing equitable distribution of opportunities for economic productivity in

developing economies. (Chen, 2001)
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The following literature review examines factors that affect labor participation in the informal
sector. |he literature draws on informal sector research based in developing economies, and

discusses the impacts of selected determinants on informal sector particip{i(ioil.

| he literature review explores how these determinants interact within the informal sector. |hc
key determinants of informal labor participation reviewed below include gender, education levels,
vocational qualifications, location of participants, incomes of participants and marital status.

I 1
21 DF/TERM INANTS OF LLAIIOU PARTICIPATION IN THE INFORMAL SECTOR

GENDER

Cunningham (2001) has reported that women of all age groups tend to depend on the informal
sector more heavily than men, and to he over-represented in the informal sector in the sense that
their share in the informal sector is higher than their share in the total labor force. Cunningham
(2001) dé's'c':'r'ibé's"'t'h'ié"t'fé'h'd"éié"t'hé""iéﬁi'i’rﬁ/’é't'i'c’;ﬁ'"cSi"t'hle informal sector, | emini/ation ol the
informal sector is a said to exist when the number of women participating in the informal sector
significantly and over time exceeds the number of men, or the number of women in the informal

sector significantly and over time exceeds the number of women in the formal sector (ibid).

Masculi/ation of the informal sector exists when is the reverse situation is occurs.

] - 1 | 1 I
Comparisons of labor force participation ratios have been used as important indicators of

women's empowerment (WowT Hank, 2001). Some studies have found that higher labor forlce
participation of women in the informal sector seems to be related to higher Ipvcls of nutrition for
children and lower mortality rates for both female adults and children (Sadaf, 2002).
[ . [ 1
Cender discrimination in the formal labor market has been said to pressuri/e women into
increasingly disproportionately participating in the informal sector. | his explains in part the
disproportionate concentration of women in informal sector, because it limits women's access to
huinal and wage employment (Kaifa, 2005; 11X), 2002). In addition the reduction in public
sector jobs has been shown to affect women more than men, because ol the latter's concentration

M temporary and lower level formal public sector jobs. |lInis the overall trend of decline in
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formal and public sector employment has impacted on many women and compelled them to turn

[."
to (lie informal sector lor work (MX), 1908: Moghadam, 1998).

In Africa, research has established that most often men dominate the most lucrative iulbimal
sector opportunities, while women dominate the least lucrative opportunities. | his trend has been
observed in various studies such as ( unningham (2001 ). Sethurnman (1908), Chen (20(H) and
Chen (2005) and in World Bank studies (20(H). In such situations, women in the informal sector

are marginalized and increasingly disadvantaged.

(lender-based division of labor can be obs_erved in the informal sector, anc'i woinen in the informal
sector tend to rely on the skills they hav\é i";lcquired through experiences in their socio cultural /
traditional roles as unpaid family woikers, in domestic work (Bullock, 199 1; I INI-SC() (1995);
Budlcnder (2003). 1 Inis food processing, small-scale trading, sewing, domestic and personal
services have become important areas of women'’s participation in the informal economy. In
Kenya's informal sector as well as in Windhoek (Namibia), it was found that men were mainly in
construction-related activities, garage, vehicle repair and maintenance, news paper vending, etc.,
while women were engaged in basket weaving and doll making , activities that are seen as an

extension of ‘traditional’ domestic roles (()bilo, 1989).

Women in some countries for example cannot engage in an incJependent occupation or professior!l
\vaithout the consent of their husband (Chen, 2004; Chen, 2005). Accordinglto one study in

| anzania, of 2000 men interviewed, 44% did not support the idea of women working. | he other
56% stated that they would oppose the employment of their wives if their occupational positions
and incomes were higher than those of their husbands (Chen, 2005). Men'’s attitudes however
seem to vary based on ethnicity, geography and other factors (ibid). In Zimbabwe in 1990, 88%
ol women in the informal sector never attempted to secure credit, partly because mauyisome had

doubts about the ability to repay the loan amount and some did not seek credit becaustj they

needed permission from their husbands, and their access to credit was pegged on the husband's
status (I1cin, 1986; ( harmes 2000).

Colter (1999) used multi-level analysis to estimate gender differences in labor participation,
hi the study, ('otter utilized multilevel techniques to analyze the effects of demand for labor on
gender differences in labor force participation across metropolitan areas. |,abor markets were

controlled for micro-level factors know n to influence labor participation. Measures of gendered
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to compute standard micro-level models of labor force participation of males and females.

( otter el al. (2001) analy/ed ho\V structural demand for female labor impacted gender differences
in labor force participation. Using a measure of the demand for labor by indexing, the degree to
which the occupational structure was skewed toward usually male or female occupations was (
empirically determined. Using census data from 1910 through 1990 and National | ongitudinal
Sample of Youth (NLSY) data from 26 1labor markets, ('otter et al. (2001) showed that gender

differences in labor force participation co-vary across time and space.

Schrier (2000) compiled the British ( ollulmhia | abor force Participation I%ale 1I\/Iodel1

UiCIl.f KRM). It was an attempt to combine economic, social and demographic factors that affect
labor force participation in British (‘olumhia. Participation rates were first modeled for specific
age and gender groups to capture the purely demographic effects, for most age/gender groupings,
statistical regression was employed to develop equations lint could be solved in forecasting
participation rates. |he equation for each group had a unique structure distinct from the rest. |lie
separate age/gender equations were then applied to a population projection to obtain the labor
force figures for those groups. |hesc figures were summed to derive the male component, female
component and total labor force figures, from which the overall labor participation ratjes for

British Columbia could be calculated.

market owing partly to their characteristics, and partly to existence of gender discrimination in
wage setting. Multinomial logit techniques and ordinary least squares (()I S) were applied to
investigate participation and earnings. | he paper concluded that education and other demographic

factors are significant determinants ol choice ol sector of employment and earnings,

Anker and Knowles (197S) assessed determinants of female labor force participation in Kenya bv
carrying out an analysis on how social, economic and demographic micro and macro variables
1leci t>e(male labor force participation. Using OKS estimation technique, the study dei ived

micro-level and macro-level variables which impacted on female labor participation. |he study
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concluded that macro urban labor market conditions seemed to have a favorable effect on urban
female labor force participation. 1
EDUCATION AND VOCATIONAL QUALIFICATIONS I !
United Nations lakes a lead rftlc in promoting education and vocational training in developing
countries, through conferences, seminars policies and implementation programs for informal
sector participants (bravo, 2003). because education is recogni/cd as a major vehicle for
promoting and improving the status ol people, and especially of women, comprehensive action

plans hav e emerged to address gaps in education and training (Okojie, 2002; bravo, 2q03).

| ducalion s regarded as the corner stone of poveily eradication because it' enables people to
respond to economic opportunities, to challenge their environments, confront employment
cci)nstraints. In addition, it has become Wl'éely acknowledged that genuine 1and Isustainable human
development is rendered incomplete for as long as many people remain ignorant, semi literate
and marginalized (Catagay, 2001). |bis was reiterated in the Human Development Report
(IIN'DI'. 1007), which stressed that an important strategy for empowerment is promotion of
access to education. Previous studies have established strong negative correlations between
higher education levels and poverty (Catagay, 2001; budlender, 2001). Nevertbeless studies have
concluded that participation in the informal sector does not eliminate poverty, though it

signilicantly reduces the depth and severity of poverty (bivens, 2005).

TJNI’S( () (1095) highlighted the need for adult education and \I/ocational training, progszrams for |
both men and women in the inlojmal sector, and also developed such vocat{onal courses targeted
a improving informal sector productivity. 1INKS('() highlighted that one of the key challenges

in this area was the task of devising meaningful training programs for the informal sector, owing

to their consistently lower levels of literacy (IINIISCO, 1995).

I he highest level of education reached by a participant also seems to influence the d-e%ision to
participate in informal work, as well the choice of activity to be engaged in ((.’'lien, 7()()1;
5elluiraman, 1998; Moghadam, 2001). l.ow levels of schooling prevent people from moving to
modern type of activities. Research has however revealed that men tend to exploit formal
muployment opportunities more successfully than women. As a consequenc]e, for example in

Mali and Nigeria, it has been found that in the informal sector, older and Igj»s educated women
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tend to he concentrated in traditional activities while the young and more educated arc ¢likely to
participate in the formal economy (Sethuranian, 1998; ( hen, 2001; 11X), 2002).

1. i 1]
In South Africa, education levels of workers in the formal and informal economy differ
dramatically. Approximately 1*6% of workers in the formal economy have completed less than a
sixth-grade education while 37% of workers in the informal economy have less than a sixth grade |
education (llivens, 2005). Ily contrast, nearly 22% of formal economy workers hold a diploma or
higher degree, whereas fewer than 1% of informal economy workers have the equivalent level of
education. It is estimated that 95% of all informal economy workers have less than secondary
school qualifications (ihid). This study therefore provided evidence of an association between
education completion and participation in the informal sector.

i

In a study of the informal sector by Sethuranian (1998). it was found that among women with no
formal education, 90% of them worked in the informal sector; among those with incomplete
primary education, 87% were in informal sector; among women with complete primary, 57%
worked in informal sector; and in among those with higher education than secondary, only 12%
worked in informal sector. Corresponding figures for men were respectively: 36%, 29%, 19% and
2% percent, further, 86% of unskilled women were found working in the informal sector,
compared to 36% among unskilled men. | he study therefore establishes a relationship between

f I
education level and gender participation in the informal sector.

than average levels of formal education and vocational qualifications, who are working in
informal employment. (iiven this, it seems hard to argue that these workers engage in the
informal sector because they have inadequate education and/or low levels of productive skills.

| he existence of substantial numbers of educated workers in the informal economies studied
provided compelling evidence that there are just not enough good jobs in these economies (Chen.
-901; llivens. 2005; Anyonga, 2005). As such, these studies argue for the possibility Hint
informal sector participation is not only related to low education levels, but also that in some
situations, highly educated people may opt to participate in the informal sector if they (fan lind
better jobs than are available m the formal sector, for example, 5% of all workers in the informal
economy had a university or post-graduate degree in f'gypt. In Russia in 2()()!), almost half those

formally employed had at least a high school education. Although only 19% of all workers in (



the informal economy are categorized as "skilled workers" in the Russian | ongitudinal
Monitoring Survey, between 10% and | 1% of all workers in the informal economy hold a highei

degree (Bivens, 2005). j

According to a World Bank study (2001), it was found that education and vocational training, in
till; informal sector is often directly productivity enhancing. |he skills demanded loi woik in the
informal sector arc directly linked to the activities to be undertaken. I his contrasts the Ibimal
sector where to some extent, skill acquisition is dcmniid-niul-supply driven, with incieasingl\
higher skill levels being used as a signal and a screening device for recruitment (ibid). Ilie World
Bank (2001), in underlining the different approaches to education in the formal and informal
sector, warns against over-emphasi/ing higher formal education levels in the iulbimal sector.
Rather than try to merely “ formalize” the informal sector, a more useful approach would involve
targeting particular challenges faced by informal sector workers, and how these can be improved
upon through education and or vocational training (ibid).

I

|

In a study based in Sri Lanka, Standing (1978) conducted a survey of determinants of female
labor force participation. Using a household decision-making behavioral model, lie used a lineai
function to estimate lljic impact of education, marriage and fertility on female labor force acti\ it\
Standing (1978) concluded that while education lead to increased labor participation In women, it
still did not mean that given ecpial levels of education for men and women, that women would

participate in equal proportions to men.

Pang (1978) noted in a study on labor supply in Singapore (1957 197d). that education,
household income and number of children all had an effect on female labor force pailicipaliou.
Ndua and Ngetlie (1984) studied the informal sector in Nakuru, and found that both work
experience and investment ;i*t statistically significant in explaining changes in laboi participation,
further, education had a negative correlation to participation in the informal sector. Rise in

i education level was found to be more consistent with working in formal sector rather llian with

die informal sector.

Aticno (2004) studied female labor market participation in the informal sector in Kenya. |he
study applied multinomial Logit model to estimate the determinants of participation in the laboi

"“‘ULet. It concluded that education was among the key factors that determine women's
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participation in the labor market. Education was found to increase the chances of women being

employed not only in the private and public sector, but also in the informal sector in Kenya

LOCATION

Location ol an enterprise in the informal sector influences the conduct of business. As
informality and informalization in each country follows its own trajectory, informal employment
in each country can produce unique patterns of participation. Informalization experiences tend be

emerge along location-specific and country-specific institutions, histories, cullu es and even

geography (World Rank, 201)1).

It has been reported that women’s choice of location in the informal sector is often influenced by
a preference to work near their homes (I1.0, 2002; Setimraman, 1998; Kajuju 2003). Large
shares of women who are home-based informal workers were found to be operating out of their
resilience or in their neighborhood (ILO, 2002; Kajuju 2003). Lor women, maintaining their role
in the family including child care will often impose restrictions not only on the choice of informal
sector activity, but also on the location of work (Giro, 2002). In Dar es Salaam 89% of women in
the informal sector located their work in the “same ward as residence” compared to 59j% for men

in the same category (Chen, 2004).

According to a study in India, besides 50% who arc home-based, work within two kilometers
from residence; only 14% traveled beyond 5 kilometers distance (Setl?nrama]h, 1908). ()ver a |
third of the respondents cited “staying at home”, and a quarter “ flexible hours of work" as reasons
lor choosing their curreii®activily. In Hombay (1979), 62% of the women in slum households
who were not employed preferred work in the same slum; only 38% were ready to work further
away from their homes (ibid). Ilowever the more educated women were more willing to work

away from their homes.

‘siender differences in access to physical capital in the informal sector iuchidclcxlcnt of
investment including nature, t>pe of business premises and location (C harmes, 2000). Indicators
°l physical capital such as the type of premises, whether they are exclusively used as business
pi'‘cmiscs, whether they operate from variable locations, are important in the informal sector.
Physical capital is a reliable proxy for measuring gender aspects of informali/alion (Sclhmnman,
*()98). One of the key indicators of investment in physical capital in the informal sector is the

guality o| business premises, as few possess any machinery and equipment. Though most
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women, especially in trade operate in open markets, many are also loeated in the residential areas
(ibid). Women owned enterprises tend to be much smaller, more often located in home, with lew
market linkages and network contacts (Charities, 1998; Charities, 2000; Scthiiraman, 1998). In
addition, men are found to be more likely to sell front push-carts and bicycles while women arc
more likely to sell from baskets on their* heads, or on the ground, or simply from a cloth spread on

the ground (Chen. 2004; Ngelhc, 1984; Setlmraman, 1998)

. . . , | .
I he United Nations set up an Kxpert Group Meeting set up to examine the effects changing

location through migration, on female participation in developing countries, and how it relates to
the changing roles of women in society (United Nations, 1999). By examining the determinants
and consequences of migration from a gender perspective, their objective was to elucidate under
which circumstances migration led to improvement in the status of women, with reference to
among other factors, women’s participation in the informal sector (ibid).

I
Authors such as Mwatha (1990). Ma/.umdar (1976) and |lein (1986) have explored the role of
rural and urban locations in the informal sector. Findings have démonstrated significant patterns
of informal sector labor participation with reference to rural and urban locations.

! : o 1 e 1
lielenthalet's (1994) study also found that women who live in urban areas arc significantly more
likely to participate in the formal sector than women who live in rural areas, furthermorle, women
who live far from main roads are less likely to participate in the formal sector and more likely to
participate in informal work. |ltese findings indicate that women's labor participation behavior in
developing countries varies across formal, informal and other relevant)sectors. |he study also
concluded that examining forffial and informal labor participation sectors as a similar and

homogeneous labor markets causes biased estimation and thereby creates misleading information

lor policy makers.

(irafl-Johnson (1978) examined labor force participation in Ghana, and estimated a model whose
I Hidings established that migrant women often migrate to accompany husbands, and migrant
women’s labor participation rates in Ghana peaked at 50 to 54 years, when child care

responsibilities had been completed and many women had become widows.



INCOME

Wage differentials have been found to exist in both the informal economy and the (brutal sector
(knila, 2005). Ilowever, in the informal economy where most women are employed, there is

evidence that they are paid lower wages than men, because little legislation exists to prevent

discrimination (Sethuraman, 19°)8; <hen 2001; Chen, 2005; Sadaf, 2002).

Different segments of the informal sector are associated with different earning potentials for both
men and women. For example, a study of employment in the informal sector in | unisia found
that informal sector employers who hire others the micro-entrepreneurs are not poor. Indeed,
the average income of micro-entrepreneurs was found to be four times as high as the legal

minimum salary and 2.2 times the average salary in the formal sector (("hen, 2.0(H).

Although micro-entrepreneurs may haw relatively high earnings in lunisja and elsewhere
most workers in informal employment do not fare so well (("harmes, 2000). More broadly, data
from M countries compiled by Jacques ( harmes (ibid) show the disparities in earnings within
informal employment, (.'harmes compared average monthly income to average salaries in the
formal and informal economy. In every case, except Kenya, the average monthly income of
micro-entrepreneurs in the informal economy is higher than the average monthly wages of the
employees of micro-enterprises, Generally, the wages of employees tend to hover around the

minimum wage which in itself may be less than the minimum needed for survival (( harmes,
2000). I

|
Neoclassical economic theory proposes that labor participation of women is a function of the
woman's market wage offer (substitution effect) and her family’s welfare (income effect). The
lamily becomes an ecoﬁomic agent which maximizes its welfaré subject to time and budget
constraints, and the family chooses between labor participation and leisure to njaximi/e its utility).
| mpirieal studies on women's labor participation often use the substitution effect (her income).
her husband'’s earnings (income effect), education, woik experience and, number of children as
variables to explain labor participation, including participation in the informal sector. In many
empirical studies where males earn higher incomes than women, higher male labor participation

«ales are found to exist while women register lower labor participation rates, and this creates a (

spill over effect into informal sector participation (I leekman, ITM and SeimIt/, 10KO as cited in

Mem* 1())K).



I iefenlhaler (1991) as tiled in Meng (1998) used a similar methodology lo analyze inloimal labor
participation in the Philippines. |lie study predicted that expectation of higher WagesI correlates
positive!} with the probability of participation for both genders, and correlates negalivcijly to non
participation. When wage-oiler effects are controlled, human capital variables, education apd age
correlate positively with lhe probability of participation in formal and informal sector.’
Standing (' 19/8) studied female labor participation in the urbal!"n labor t\hree ini Jamaica. |le d
identified the behavioral determinants of female participation in Kingston’s metro area using two
models. One model measured female participation in terms of the opportunity cost of inactivity.
Opportunity cost was expressed as a function of women’s human capital, objective need for
income and taste lor income. A second model measured opportunity cost of inactivity as a
function of household income, age of children and availability of substitute domestic labor.
Standing's (1978 ) revok ed around the opportunity cost of activity and inactivity of women and
concluded that various socio-economic chlaracteristics of women influenced llulir labor

participation in the formal economy.

MARITAL STATUS
While it has been widely reported that women have been gaining an increasing, share of access to
all types of formal and informal employment, this has happened in the context, of decline in the
social power of labor and growing unemployment paiticulai ly in developing economics, wlicie
women's labor-market participation has not been accompanied by a redistribution of domestic,
household, and childcare responsibilities (Moghaden, 1999; 11,(), ?.()02; World hank. 2001).
H o . | [ i
Regarding women’s choicaof activities in the informal sector, it is believed (hat many informal
sector roles are essentially an Extension of women’s domestic roles, and also the result of
constraints imposed by society (( hen, 2001; Sclhuraman,I 1998; 11.(); 2002). In order to
participatle irr1 society’s shared value systemsI in gender roles, wor"king women make cr:oices
consistent with the social expectations denial ded of them as wives and mothers, f or example, a
‘'voipan generally chooses work for its regular, predictable hours as well as for its beudllts that
Nill protect the health and well-being of her family (Sclhuraman, 1998; 11.(); 2002). |Ims it has
been argued that women's economic choices arc more likely than men's to reflect theirmeneed 'ﬁo
hdlill family-based. homemaking responsibilities rather than to enhance their professional

‘Epilations, fo ensure that the time required for performing informal work is|predictable,

"omen s business choices in the informal sector also lend to involve less risk (ibid). I



Women continue to work longer hours than men in most countries ol the world and often carry a

saekey (2005) measured labor force participation of women using both the I'robil and the
nulliuvomial logit tcchniijties to lliul out what factors explain women'’s decision to participate in
lie labor market. 1his included the impact of man iage and family on the labor participation
lecisions made by women. |he coefficients obtained in the probit estimation or results provided
i sense ol the direction ol the effects ol covariates on participation in the labor market, but were
tot to be used for impact analysis. To estimate the actual impact, a probit model was specified. /\

multinomial logit model was also used to estimate the probability of labor participation choice.

Ilcckman (1()SO) presented an empirical model to measure labor participation as a function of the
life cycle of married women, in an environment of perfect certainty. Annual work hours spent a
woik and annual participation in the workforce were analyzed through integration into an inter
temporal framework. The model was applied to estimate the labor participation responses of
married women to changes in income. A lixed effect |obit model was proposed for empirical

analysis of panel data, and its statistical properties were discussed.|

| he literature review focused on determinants of informal labor participation, with a particular
emphasis on gender, education levels, vocational (Jualiflcatibns, sex of individual, location,
income and marital status. Within the contexts of developing economics, these factors have been
shown to have important impacts and influences on the nature and)characteristics ol informal
sector participation.

I lie emergence and growth ol informal sector paiticipatiou has been shown to follow different
;"»d uniijue patterns in developing countries. |lowcver there is need for more literature and
‘escarch into specilie impacts of the selected determinants on Kenya's informal sector. [lhis

s,U(ly will |i|| know ledge gaps by analy/ing detei minants of informal sector partit:ipotion in



21

( HAIMT.U TIHHUKK

3.1. THKOKKTICAL I'UAMI'AVOHK
I

Relationships between informal sector participation and various socio-economic
characteristics of individuals have been studied by many scholars as discussed in the
literature review. It is generally acknowledged that socio-economic characteristics can
and do impact informal sector participation in an economy.

. r | 1 B - . 1 B
| he theoretical premise ol this study is that socio-economic characteristics are useful
determinants and predictors of informal sector participation in Kenya. | he specific
socio-economic characteristics examined in this study include mlarital status, highest
education level attained, vocational qualifications of an individual, sex ol the individual,
location and mean household income of the individual. |lie study aims to establish how
these characteristics are related to. and contribute to informal sector participation in

Kenya.

llypolhesi/ed Relationships

H]i-gher levels of e}cademic education aie expected to lead to reduced informal 'sector
participati>on_as the highly educated may be more likely to seek employment in the formal
sector. llaving vocational qualifications is expected to increase the probability of
informal sector participation, as there may be higher demand for vocational skills in the
informal sector than in other sectors of the economy. In terms of gentler, no significant
gap between women's and men's participation in the informal sector is'expected, because
the barriers of entry into the informal sector are relatively low. It is hypothesized that
persons in both monogamous and polygamous marriages are more likely to participate in
the informal sector owing to issues such as need for flexible time for family care, and
larger as well as extended land lies demanding more resources, thus causing married
participants to seek more incomes from the informal sector. On the other hand, the
divorced, separated, and those not yet married may be more likely to work in sectors

nulside the informal sector. Location is expected to increase the probability ol informal

sector participation in urban areas. | his is because rapid urbanization is often attributed
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to increased minimal sector participation in Kenya. Household income is expected to be a
significant determinant of informal sector participation. It is expected that owing to the
often unpredictable nature of the informal sector, comparatively lower levels of mean
household income are generated in the informal sector, than in other sectors of the labor
market.

52 MTillODOfOCV

In order lo annly/e die relationships between the particular socio economic characteristics and
informal sector participation, the study will use binary logistic regression. | he independent
variables will be regressed against the dependent variable, and regression results will be anlily/cd
|

and interpreted. |he independent variables selected for regression are: Marital status, highest

education level attained, vocational qualifications. Sex, Localion, age and mean household

income. f
Sector - flic labor sector in which the participant works
Dummy: I works in the informal sector

0 works in ‘other sectors'

(‘Other sectors' includes Modern private. Modern public, small scale lanqing and pasloralisis)

Marital status Whether participant is married or not
Hummy: I if in a monogamous or polygamous marriage

0 if has never man ied, is divorced or separated

l.dcation I lighest level ol education achieved
[hinum: I il has had secondary education and/or post-secondary school education

i |
0 il has had no education, nursery education and up to primary education onl\

Vocational

Dy,

Whether participant lias acquired vocational qualifications or not

if participant has acquired vocational qualifications

o

if participant has no vocational qualifications

. . ' \
Il participant is male or female™l

Dumy. 1 if participant is female j

Sexes



| oealion

NHummy:

Income

Dummy:

Thimmy:

0

26
if participant is male

Il participant is located in a rural or an urban area
il located in urban area

il located in rural area

Mean household income of participant
il earns above mean income

il earns below mean income

Age of participant
il above retirement age (55 years)

if below retirement age (55 years)

Analysis ol the above data categories will include descriptive statistics, correlation analysis (and

logistic icgiession as well as analysis and interpretation ol inarginal effects.l Policy

recommendations will then be made.

|*
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33 MODEL SPECIFICATION

I lie probability ol an event must lie between 0 and I. [ltis study seeks to analyze determinants
ol informal sector participation, and to derive the probability of participation in the informal
sector.

I, it ' ‘ 1 I *
| he dependent variable is represented by /,.

i "l
/. " I'>g  ( PAj )
I PA
PA, is the probability that the individual participates in the informal sector

11
I he model below assumes that /., is linearly related to the predictors.

/, b | b.Vocational | ~Location * bdneome t b,Ldncalion | bsMarital t b6Sexes | b/Age 1]
| | j ‘o i

Where: j

b, is the jilt eoeflieient

n is the error term

Vocational is vocational ijualitlealions attained by participant

Location is either the rural or urbanrlocation of the participant

Income is mean household income of participant

| dneation is hi'éhest level ol /I:duca;lt_icl)'n reache<ij by participant L

Marital stains is whether participant is married or not

V'\cs is whether participant is male or female

is the age of the participant



J.1 DATA LYLES AND SOIHUT S

I lie (hita used in this study is drawn I'min the Integrated Labor force Survey 1998/99. the
1098/99 Integrated Labor | oree Survey (Il | S) was conducted in all administrative districts of
Kenya as constituted in 19X9, with the exclusion ofSaiuburii, |urkana and Marsabit districts.
I he ILLS utilized the National Sample Survey and Evaluation Programme (NASSEP III)
framework. The NASSEL IIl frame has L 119 clusters from which 12,8LI households were

randomly selected for interview (CDS, 2001).

I he NASSEP Ill frame is a two-stage stratified cluster design, and is multi pm pose for house
hold based surveys. In NASSE.P Ill. the Enumeration Areas (EA's) are the sampling Primary
Sampling Units (PSILs), which were selected using the probability proportional to size (PPS)
method. |he LSILs were then further segmented into units of about 100 households, which
constituted one Measure of Size (MOS). One segment from each LSI! was raudoml) selected Ibi

[ ]
the creation ol a ‘cluster . |he Iramc was fminer classified into urban and rural sub strata.

L1 09 out of the I, 119 selected clusters gave a 9d.7% response rate. At household level, 11,019
out of the selected 12, XII households participated in the survey, giving a response rate of 86.2%.
(tin of a total population of 29, 60.1.500 people, 19.9 % (or M,777,2.10 people) were men, while
50.1 % (or Id. X26, 270) were women. (hit of the economically active population, the labor force

participation rale of men was found to be relatively higher than that of women (< 1IS. 7.00\)l

I he data used in this stud) was based-on responses ol 52. 0 16 participants, drawn front the
Integrated Labor Eorce Survey. 50% of the ILLS dataset was randomly selected to comprise llip

data set lor this study's purpose”. |Ims the study analyzed feedback from 76. 008 participants.
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CHAPTER FOUR

41 DKSC'KirriVK STATISTICS

I he following section presents descriptive statistics and discusses cross tabulations }
between the sector an individual participated in. and each of the seven independent

variables.

A participant either worked in the informal sector, or worked in *{)thcr sectors' ol the
labor economy. “Other sectors ' included the modern sector (both private sector and
public sector), as well as small-scale farming, pastoralists and other income-earning

activities outside ol the informal sector.

lahie 1 Sector one works in hy Sexes of participants (Percent)

Sectorl() ne Works 1nh ! total sample Males h'emalcs
Intorm at sector -195 136 10.8
Other sectors 505 .86.1 89.2
1 Total 100 ; 100 100
t al

86.4% of all men in the sample worked in Other sectors outside the informal sector, while
the remaining 1d.6% worked in the informal sector. 89.2% of the women worked in
Ollier sectors outside the informal sector, while 10.5% of women worked in the informal

scrlor. Thiis a larger proportion of men than women had chosen to work in the informal

sector.



liable 2: Sector one works in by Marital status (Percent)

Sector One Works In Unmarried Married

Informal Sector 4.3 27.1

Other Sectors 95.7 72.9
Total 100 100

Table 2 shows the distribution of marital status among participants. Marital status was
divided into two categories: the unmarried and the married participants. Unmarried
participants included the 3 categories of those who had never married, the divorced and
the separated. Married participants comprised both monogamous and polygamous

marriages.

67.7% of participants were in the unmarried group, while 32.3% of all participants were
either in monogamous or polygamous marriages. Among the unmarried, a 95./%
majority worked in Other sectors iffits"ide the informal sector, while only 4.3% of

unmarried participants worked in the informal sector.

Among married participants, 72.9% worked in Other sectors, while 27.1% of married
Participants worked in the informal sector. Because only 4.3% of unmarried people
Or*ed in the informal sector, and 27.1% of married people worked in the informal
tQ\ it appeared that the informal sector was more attractive to married people than ii

to unmarried people.
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Table 3; Sector one works in hy Ldncatioo Levels (Percent)

1 i

Sector ()nc \\ orks 1n Lower lduration Level Higher Lducnlion Level
Informal Sector 18 111
Other Sectors 82 88.9
Total 100 100
1 1 1 1

lable 3 show s the education levels of participants. Participants who had either acquired
no education, had only nursery education, or only completed up to primary school
education, were grouped as ha\ ing 'lower education'. Participants with secondary school

|
and/or posl-seeondarv school education were grouped as having 'higher education'.

\ ' |
Of the total participants, 8d% had lower levels of education levels, while 16% had higher
education levels. Among the highly educated particip;ants. 82% worked in Other sectors.

while the remaining 18% worked in the informal sector.

\mnng the lower educated participants. 88.()% worked in 'other sectors’, while 11.1%
worked in the informal sector. 18% of highly educated participants worked in the
informal sector, compared to the 11.1% ol lower educated people who worked in the
enlormal sector. It therefore appeared that a larger proportion of people with higher
education people were drawn to the informal sector than were those with lower levels of

education. i



I'ahlc 4: Sector one works in hy Vocational ()ualilications (Percent)

Sector One Works In  No vocational qualilications  lias vocational qualifications
Informal Sector 11.4 ' 30.8
(>Lher Sectors 88.6 60.3
total 100 100
1 -

1)6.2%ofall participants had no vocational qualifications, while 3.8% had acquired

vocational qualifications.

I | 1 11 1

i
Among participants who had no vocational qualifications! 88.6% worked in Other

sectors, while 11.1% worked in the informal sector. Among those who had acquired*
vocational qualifications. 69.7.% worked in Other sectors, while 30.8% worked in the-

B R ~ i
informal sector.

I 1
11.4% of people without vocational qualifications worked in the informal sector while
20.8% of people with vocational qualifications worked in the informal sector. Ihus it

I 1.
appeared that more people who aquired vocational qualilications tended to preler

informal sector work, than did those without vocational qualilications.
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Table 5: Sector one works in by Location of participants (Percent)

Sector One Works in Uural Locations Urban 1mentions
Informal Sector 114 16.1
Other Sectors 88.6 83.9

Total 100 100

I lie locations of participants were categorized into two types rural locations and urban
locations. 84.2% of all respondents were from rural locations, while 15.8% were from

urban locations.

Of the participants who lived in rural locations, 88.6% worked in Other sectors, while
1 14% of rural participants worked in the informal sector. Of those who lived in urban
i

locations, 83.4% worked in Other sectors, while 16.1% worked in the informal Isector.

A larger proportion of participants in#«rban locations (16.1%) worked in the informal
t

sector than did participants in rural locations (11.4%).
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liil)lc 6”_Scdor one works in >y IN*«»i Household Income (Percent}

Sector One Works In Above Mean Income Below Mean Income
Informal Sector 12.2 2.2
Other Sectors 87.8 87.8

Total 100 100

I'lie mean household income of all participants was found to he Ksh.7990. Table 6
shows that of die total participants, 72.3% earned below the mean income, while 27.1%

|
earned above the mean income.

Among those who earned below mean income, 87.8% worked in Other sectors, while the
remaining 12.2 % worked in the informal sector. Among those who earned above mean

income, 87.8% worked in other sectors, while 12.2% worked in the informal sector.

Table 7: Sector one works in hy Retirement Ages (Percent)
*

t co
Sector One Works In Above Retirement Below Retirement
Informal Sector 10.8 28.8
Other Sectors 89.2 71.2

Total 100 100
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Retirement age was set at 55 years. 92.3% of the participants were below retirement age,

while 7.7% were above retirement age.

Of those participants below retirement age, 89.2% worked in Other sectors, while 10.8%
worked in the informal sector. Among those above retirement age, 71.2% worked in
Other sectors, while 28.8% worked in the informal sector.

It appeared that a larger proportion of people above retirement age were turning to

informal sector work (28.8%). than were people who were below retirement age (10.8%).

UNIVERSITY OP * MROI
EAST AFR;C ANA COLLcCTIOIl

‘Java KENYA,7A UEUCjmai
11&RA&V
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| ? cniMtKLATION ANALYSIS
liii.s section discusses csirelations between llu* \ ai iables.

llii* lollnwing com dal inn maliix was obtained lo measure llu* cm relations.

Table 8
Sector Income 1localion Ages Sexes Nfaiilal Ldncation Vocational
Sedoi 1.(000
Income 11)1)3/ 1.DOIII)
wcalion u.05-10 0.2217 1.0000
AgCSj 0.1517 0.0505 0.0660 1.0000
Sexes 0.0 180 0.0115 0.0075 0.0235 1.0000
f\ Jai ilal 0.3303 0.0155 0.0613 0.2656 0.0177 1.0000
bducalion 0.0855 0.1907 0.2001 0.0830 0.0531 0.1735 1.0000

Vocalioual 0.119/ 0.0935 0.1021 0.0018 0.07300.1606 0.2311 1.0000

(‘'mrelation coefficients arc used lo indicalc pieseni e of mulli collincai ily. <midalimi
coefficients of higher ihan”l 5 indicate Ihal llicic aic niiilli col linearily piohleins in llie

variables, which may require dial die variables be changed.

In iliis slinlv. a corielalion end licicnl ol 1 0.5 was taken In indicate die presence of
mull i col lineal ily. linm die condal ion mall i\ in table 8, no mull i collincai ily pmblcm
was observed. Iherelorc die vai iablcs icmaincil die same. 1lie vai iables williin die

model specification wen* llien applied lo die logistic icgrcssion analysis below.
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1his section discusses the logit regression results of factors that influence participation in

the informal labor sector.

Table 9: Marginal 1.fleets

Variable

Marital status*

F.dtication*

Vocational*

Sexes*

Location*

Income

Arcs*

(*) dy/itx is for discrete change of dummy variable from 0 to |

dy/dx

2430021
.0181185
.045866
-.0341871
.0028991
-.0010435

0673277

DISCUSSION OF RFSULTS

Fdiicnlion

11.93

2.81

3.00

477

117

-0.94

7.72

*>M

0.000
0.005
0.003
0.000
0.243
0.348

0.000

336329
18228
.04409
496405
.143582
8128.76

.782105

Education displayed a positive and statistically significant relationship with informal

sector participation. Individuals with secondary and post-secondary school education

'vere 0.018 times more likely to participate in the informal sector than individuals with

primary school education and less. This suggested that persons who advanced their

education beyond completion of primary school had a higher probability of participating
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in the informal sector, than persons whose education stagnated at/or below primary
school level.

Other studies have also found that the level of education reached by a participant
influences the sector one works in as well the choice of activity one engages in, and also
that low levels of schooling prevent people from moving to modern types of activities
both in the informal sector and in other sectors. (Chen, 2004; Kabubo, 2003 ;

Sethuraman, 1998; Moghadam, 2001).

This study’s findings imply that higher levels of education can lead to increased informal
sector participation. Empirical evidence in this study shows that substantial numbers of
Kenyan workers with higher levels of formal education are working in informal
employment. While previously the highly educated almost always entered the formal
sector for employment (Standing, 1978; Child (1973), this study confirms the current
trend in Kenya that not all highly educated people are finding work in the formal
economy. Bivens (2005), Buckley (1997) and Anyonga (2005) have noted that when the
informal sector is able to geneny”™ economic opportunities that are comparable to those in
other labor sectors, more participantts with higher education levels may opt to participate
in the informal sector. Also with retrenchments and redundancies causing shrinking of

the formal sector (Sethuraman, 1998; Bivens, 2005), more highly educated people are

turning to the informal sector for employment.
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Vocational qualifications
Vocational qualifications had a positive and statistically significant relationship to
informal sector participation. The probability that a person with vocational qualifications
participated in the informal sector was 0.045 times greater than that of an individual with
no vocational qualifications. This suggested that acquiring vocational qualifications can
positively influence an individual’s choice to participate in the informal sector.
These findings are corroborated by World Bank (2001) and United Nations studies such
as (Nkinyangi, 1995; United Nations, 2000), which found that providing vocational
training to informal sector participants empowered them to participate more productively
in the informal sector.

i
A person’s ability to acquire vocational qualifications is affected by one’s literacy level
and education level, as has been noted by authors who have found that low education
levels can be a barrier to acquisition of vocational qualifications (Chen, 2004; 1LO 2002).
However the World Bank (2001) has cautioned against over-emphasizing the role of
education in vocational training, aspis could lead to formalization of the informal sector.
The World Bank (2001) identified that tthe role of vocational qualifications in the
informal sector was directly productivity enhancing. Thus the relevance of education to

vocational training is not as an end in itself, but only to the extent that it provides ™n

individual with the literacy level required to undertake vocational training.
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Sexes

I here was a negative, statistieally significant relationship between being womah and
participating in the Informal sector. The probability that a woman participated in the
informal sector was 0.034 times less than that of a man. This implied that men were

more likely to participate in the informal sector than women.

I he findings can be partly explained by the findings of Atieno (2004) who used time-
series data to demonstrate changes in women’s informal sector participation between
1002 and 1007. Atieno (2004) found that while in 1002 land ownership was associated
with significant increases in women’s informal sector participation, in 1007 land
ownership increased the chance of women’s agricultural participation but simultaneously
reduced women’s participation in the informal sector, f luctuations such as these can

explain the current lower levels of female participation in the informal sector in Kenya.

Cotter et al. (2001) also analyzed how structural demand for female labor impacted
gender differences in labor force participation. Using census data from labor markets,
Cotter el al. (2001) showed that gender differences in labor force participation co-varies
across time and space. Thus women’s participation levels in the informal sectoir can rise

and fall over time in response to prevailing conditions in the labor market.
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Marital status

I here was a positive and statistically significant relationship between informal sector
participation and being in either a monogamous or polygamous marriage. lhe
probability that a married person participated in the informal sector was 0.24 times
greater than that of an unmarried individual. Ihis suggested that comparatively more

married people preferred working in the informal sector, than did the unmarried.

Heckman, (1980) and Hill (1983) have explained that married women lend to prefer
working in the informal sector because of the llexibilily it affords them to attend to
domestic duties. Women's choices of activities in the informal sector have been found to
be essentially an extension of women’s domestic roles, and also the result of gender
constraints imposed by society (C hen, 2004; Selhuraman, 1998; 11.0; 2002). In order to
participate in society's shared value systems in gender roles, married women tend to
make choices consistent with the social expectations demanded of them as wives and
mothers. (Setluiraman. 1998; Il (); 2002). Thus it has been argued that women’s
economic choices are more likely than men's to relied their need to fulfill family based,
homemakrng responsibilitiers rather than to enhance their professional aspirations
(Selhuraman, 1998).

This would explain why more married than single women would tend to work in the
informal sector, and why more single women seek work in other sectors of the economy.

I he tendency of married men to participate in the informal sector may perhaps arise from

demand for additional resources with which to support his family and dependants.
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times as unlikely for informal sector participants. This finding suggested that informal
sector participants tend to earn less income than their counterparts in other sectors of the

economy.

Similar trends have been observed in other African cities, and research has shown
evidence that a large proportion of self employed and informal workers tend to belong to
poor households. In other words informality is more often than not, correlated with the
incidence of poverty ( Kajuju, 2003; Chen, 2004; Charmes, 2000). Thus poverty is
significant in discussing informal employment because in sub-Saharan Africa, strong
associations are reported to exist between poverty and type of employment (Liebbrandt,
1998; Sethuraman, 1998). Bivens (2005) concluded that participation in the informal
sector does not eliminate poverty, though it significantly reduces the depth and severity

of poverty.

Location

There was a positive and significant relationship between being located in urban areas
and participating in the informal séctor. Participants located in urban areas were 0.003
times more likely to participate in the informal sector, than those who were located in the
rural areas. <

Other studies have found that people in urban locations are more likely to participate in
the informal sector than people in rural sectors, owing to factors such as better

infrastructure in urban areas than is available in rural areas (Mwatha, 1990; United

Nations, 1999; Hein; 1986). Tiefenthaler's (1994) study also found that women who live
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in urban areas are significantly more likely to participate in the formal sector than women
who live in rural areas.

Ages

The relationship between age and informal sector participation was found to be positive
and statistically significant. The probability of informal sector workers being above
retirement age was 0.067 times greater than that of participants in other sectors. This
meant that informal sector workers are more likely to work past retirement ages than
people who work in other sectors. Some people retire from work in the formal sector and
start businesses in the informal sector using their savings and retirement benefits
(Sethuraman, 1998; Charmes, 2000). This trend can explain why more people in the

informal sector can be found working past their retirement age.

The pseudo-r statistic for the logit model in this study is 0.2. This demonstrates that the
level of variation in informal sector participation that is explained by the independent
variables in the model is 0.2 out 01: a maximum of 1

Thus the predictors included in this miodel explain 20% of variation in informal sector
participation. This statistic suggests that the impact of socio-economic characteristics of
an individual such as marital status, education, vocational education, and gender

contribute 20% of variation in informal sector participation.

%
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4.7 LIMITATIONS OF THE STUDY

The Integrated Labor Force Survey (ILFS) dataset used for this study was collected
without cognizance to the specific objectives of this study. Therefore the data was not
coded to accurately reflect the objectives of the research.

This limitation was corrected by applying binary coding to the variables. This helped to

categorize data into relevant groups for purposes of empirical analysis in the study.
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CHAPTER FIVE
5.1 SUMMARY
I his section gives an overview of the findings of this study. The objectives of the study
were to identify and analyze the determinants of labor participation in the informal sector
in Kenya. After reviewing literature on the informal sector, the study used data from the
Integrated Labor force Survey (ILL'S, 1998), to examine the determinants of informal
sector participation in Kenya. The determinants selected for analysis included education
level, vocational qualifications, marital status, location of participants, mean household
income, age and sexes of participants. Descriptive statistics were analyzed and
discussed, and logit regression results were used to estimate the predictors of informal

sector participation.

I he results showed positive and statistically significant relationships between informal
sector participation and education level, vocational qualifications, marital status,
locations and ages of participants. A.negative and statistically significant relationship
was found to exist between infernal sector participation and mean household incomes, as

t
well as sexes of participants.

Among the seven predictors, marital status was found to be the strongest predictor of
informal sector participation, with married people being more likely to participate in the
informal sector than unmarried people. The study concludes that socio-economic
characteristics of individuals are important predictors of informal sector participation in

Kenya.
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5.2 POLICY IMPLICATIONS

The informal sector is an important source of economic sustenance, on which many
Kenyans are economically dependent. This study found that advancement of education
into secondary and post-secondary levels is associated with a higher probability of
participating in the informal sector. With retrenchments and redundancies causing
shrinking of the formal sector (Sethuraman, 1998; Bivens, 2005), more highly educated
people are turning to the informal sector for employment. Therefore when the informal
sector is able to generate economic opportunities comparable to those in other lucrative
labor sectors, more participants with higher education levels may opt to participate in the
informal sector. Therefore in keeping with the finding that the informal sector is
becoming an employer to highly educated people, the government should invest in
creating sufficiently sophisticated work opportunities in the informal sector*which the
highly educated are skilled to take advantage of. This will help improve the overall
productivity of the informal sector, and can over time contribute to poverty alleviation in
Kenya.

The study also found that acquiring vocational training is associated with increases in
informal sector participation. However, as low education levels can be a barrier to
acquisition of vocational qualifications, the World Bank (2001) stated that relevance of
education to vocational training is not as an end in itself, but only to the extent that it
provides an individual with the literacy level required to undertake vocational training.
The government policy of providing free primary school education for all Kenyans is a
critical step in elimination of illiteracy, thus it will enable more Kenyans to acquire
vocational training, and empowering them to respond to the economic challenges and

opportunities not only in the formal labor market but also in the informal labor sector.
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I mlher the realization that having vocational qualillcations significantly contributes to
higher informal sector participation suggests that government policies should aitm at
encouraging and supporting high quality vocational training, to the benefit of informal

sector participants.

I'he study found that women are less likely to participate in the informal sector than men.
further, Colter (1999) and Cotter et al. (2001) found that women’s participation levels in
the informal sector can rise and fall over time in response to prevailing conditions in the

labor market. Iherefore the government should implement policies aimed at encouraging

and increasing female participation in the informal sector.

This finding that comparatively more married people preferred working in the informal
sector than did the unmarried, suggested that the informal sector is a critical channel
through which many Kenyan families can be assisted and empowered. Implementation of
significant improvements in the informal sector, leads to uplifting the quality of life for
many married participants who prefer informal sector work, and thereby for many
children and dependants. |

[
I he study’s finding that informal sector participants were less likely to earn above mean
income than their counterparts in other sectors corroborates many studies which show
that informality is more often than not, correlated with the incidence of poverty ( Kajuju,

2003; (‘hen, 2004; Charmes, 2000). Thus poverty is significant in discussing informal

employment because in sub-Saharan Africa, strong associations are reported to exist
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between poverty and type of employment (Kiebbrandt, 1998; Sethuraman, 1998). While
informal sector participation docs not eliminate poverty, it significantly reduces the depth
and severity of poverty (Bivens, 2005). |Inis the government should continue to

strategically resource the informal sector as a means for poverty reduction in Kenya.

I'he study found that people living in urban locations were more likely to participate in the
informal sector than were people in rural sectors. The higher quality of public services
and infrastructure in urban areas compared to rural areas, can contribute to this trend.
The government should prioritize enhancement of infrastructure in rural areas to

encourage increased informal sector participation in the rural areas.

By strategically improving the quality of opportunities in the informal sector, the overall
productivity of the informal sector in Kenya would be uplifted. A stronger informal
sector in Kenya would impact the lives of many Kenyans who depend on the informal

sector for their livelihoods.
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Appendix 1

iocitmcm ssion m sm is

Sector One Works Cod". Std. Krr. P>z
Income -.0978127 .0496653 0.049
Imention .2362099 .0561831 0.000
Ages 5409176 .0649646 0.000
Sexes -.3656357 .0432979 0.000
Marital Status 1.983657 .0481962 0.000
l.duration .1323873 .0557447 0.018
Vocational 5210716 .081976 0.000

(*) clyfelx is for discrete change of dummy variable from 0 to 1, for marginal effects
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