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The livelihoods of the poor in developing countries often depend critically on 

informal activity. Informal employment accounts for about 70 percent of employment in a 

typical developing economy. Beyond employment, informal output has been estimated at some 

35 percent of GDP in developing economies, compared with about 15 percent of GDP in 

advanced economies (World Bank 2019). While offering the advantage of flexible employment 

under some circumstances, informality is associated with a wide range of adverse economic 

outcomes, including low productivity, limited fiscal resources, poverty and income inequality. 

As such, informality is an important consideration in policy decisions aiming sustainable 

development. Although informality is a ubiquitous phenomenon all around the world, the 

determinants and effects of it are yet to be agreed upon by economists. Even though various 

ideas were thrown into focus, many issues about its nature and consequences still remain largely 

under-explored or unresolved. In this paper, we investigate the relationship between different 

dimensions of sustainable development and informal sector size. Using a novel annual cross-

country unbalanced panel dataset that includes 160 economies over the period of 1950 to 2016 

(as well as some additional datasets for robustness checks), we examine how informal sector size 

is associated with different variables used as proxies of sustainable development, namely income 

and gender equality, education (as measured by different attainment ratios), growth, health (as 

measured by life expectancy as well as spending as % of GDP), and environment (different 

emission statistics). We find that the nature of the relationship between informal sector size and 

different dimensions of sustainable development are strikingly different. Moreover, we also 

observe that there are significant non-linearities in some of these relationships as well as 

interactions with other variables. This makes the following contributions to the literature: First, 

to the best of our knowledge this is the first paper examining the relationship between different 

dimensions of sustainable development of informality. Second, our results highlighting non-

linearities and interactions shed significant light on policy design towards sustainable 

development.


