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Abstract

In spite of its predominant economic weight in depeng countries, little is known about
informal sector income dynamics vis-a-vis the forsector. Some works have been done in
this field using household surveys, but they ordpsider some emerging Latin American
countries and a few African countries. As a mabfeconsequence, there is still no way to
generalize the (diverging) results to other parthefdeveloping world. Taking advantage of
the rich VHLSS dataset in Vietnam, in particula fhree waves panel data (2002, 2004,
2006), we assess the magnitude of various fornfiatfimal earnings gaps while addressing
heterogeneity issues at three different levelswbeker, the job (wage employment vs. self-
employment) and the earnings distribution.We edeméxed effects and quantile
regressions to control for unobserved individuarelteristics. Our results suggest that the
informal sector earnings gap highly depends ontbikers’ job status and on their relative
position in the earnings distribution. Penaltiesynrasome cases turn into premiums. By
comparing our results with studies in other devielgpcountries, we draw conclusions
highlighting the Vietnam’s labour market specifjcit
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1. Introduction

In spite of its predominant economic weight in depexg countries, little is known about
the informal sector's income dynamics vis-a-vis fibrenal sector. Some works have been
done in this field using household surveys, butytbaly consider some emerging Latin
American countries (Argentina, Brazil, Colombia aviéxico; Gonget al, 2004; Perryet
al., 2007; Bargain et Kwenda, 2010) and more recebdlyth Africa, Ghana and Tanzania
for Africa (Falcoet al, 2010). As a matter of consequence, there isstivay to generalize
these (diverging) results to other parts of theettgyng world, in particular in countries
where the informal sector is the most widespreadh{Saharan African, and more generally
poor countries).

From a labour market perspective, two competingisieegarding informality are at stake in
the literature: the exclusion and the exit hypatisedollowing Hirschman masterpiece
(Perryet al, 2007). The first one, also called the “dualispra@ach”, is an extension of the
works by Lewis (1954) and Harris and Todaro (19T0js based on a dual labour market
model where the informal sector is considered @Esi@ual component of this market totally
unrelated to the formal economy. It is a subsisgemmonomy that only exists because the
formal economy is incapable of providing enoughsjobondemned to disappear with the
development process. Informal workers, sufferimgrfrpoor labour conditions, are queuing
for better jobs in the formal sector. The second, @iso known as the “legalist approach”
considers that the informal sector is made up aroséntrepreneurs who prefer to operate
informally to evade the economic regulations (déoS@989); this conservative school of
thought is in sharp contrast to the former in thatchoice of informality is voluntary due to
the exorbitant legalisation costs associated vathél status and registration.

Recent empirical evidence shows, however, thatrélaé situation is a mix of these two
hypotheses. Confirming Field’s stylized assessm@®90), they stressed the huge
heterogeneity among informal jobs, which combine tmain components (Roubaud, 1994;
Maloney, 1999, 2004; Perst al, 2007; Bargain and Kwenda, 2010): a lower-tiemseif,
where occupying an informal job is a constrainticedexclusion hypothesis); an upper-tier
segment, in which informal jobs are chosen fordretarnings, and non-pecuniary benefits
(exit hypothesis). Usually, the former segment ssimilated to the informal wage jobs,
while the latter is associated with the self-empbbyobs. Therefore, whether one segment is
predominant over the other is an empirical questitapending on local circumstances. To
test these alternative views, one major stranditefature focuses on the estimation of
earning gaps. Embedded in reveled preferencesipienand considering income as a proxy
of individual utility, the approach assumes thatnifiormal workers earn more than their
formal counterparts (controlling for observed antbhserved characteristics), one could
have good presumptions that they have deliberatebgen the informal sector. This may
not be true for all informal workers. Thus, the lidrage is to identify segments of jobs (for
instance by job status) or position in the inconwridbution where informal workers get a
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higher pay. In this paper, our objective is to shglt on these alternative views in the case
of Vietnam using the formal/informal earning gapp@ach. We take advantage of the rich
VHLSS dataset in Vietnam (a LSMS type household/esy); in particular its three-wave
panel data (2002-2004-2006), to ask the followingegtions: Is there an informal job
earnings penalty? Do some informal jobs provideupgsy premiums? Which ones? Do
possible gaps vary along the earnings distribution?

The case of Vietnam is interesting because it kpsreenced spectacular social, economic
and political changes in the recent period. Impvessconomic growth of the last decade
has entailed a remarkable drop in poverty figudkastic changes of the labour market
structure, but also a surge in earnings inequaltyfurther trade liberalization and world
integration have been developed. Although the foreeator of the economy has grown
progressively, the steady dynamics and still imgdrishare of informal employment (two
thirds of the labour force) — which is generallg@sated with poor working conditions —
along with the increasing share of wage workersotal employment represent intriguing
facets of the Vietnamese labour market. HoweveingCkt al (2010a) provide a
comparative analysis showing that Vietnam’s infdrsector shares many similarities with
Africa’s, despite numerous differences, especiatiyterms of development level and
economic structure.

While most of the papers on this topic are drawomfr(emerging) Latin American or
African countries, Vietnam represents an intergstiase. First, no previous analysis on this
issue has been undertaken in this region of thédwbo Vietnam’s specific circumstances
(unique economic regime, role of the State, fastvgrg economy) make a difference? This
topic is all the more relevant that it is diredilyked to a key policy issue: a universal social
insurance scheme is to be implemented in the commrmys by the Socio-Economic
Development Strategy (SEDS 2011-2020). Secondwouk intends to complete the puzzle
by broadening the spectrum of developing countrilbsre the two alternative views can be
assessed, in order to draw more general conclushorsarticular, does the exit option still
hold in poorer countries?

Our empirical analysis consists of assessing thgninade of different types of informal-
formal earnings gaps using OLS and quantile regnessWe use a worker level definition
of informality, the so-called informal/formal emplment divide (Hussmanns, 2004).
Standard earnings equations are estimated at tha ara at various conditional quantiles
of the earnings distribution. In particular, weimstte fixed effects quantile regressions to
control for unobserved individual characteristibscusing particularly on heterogeneity
within both the formal and informal employment gpgiges. Our purpose is to address the
important issue of heterogeneity at two levels: therker level, taking into account
individual unobserved characteristics; the job leeemparing wage workers with self-
employed workers.



Our results suggest that the informal earningstagply depends on the workers’ job status
(wage employment vs. self-employment) and on thelative position in the earnings
distribution. Penalties may in some cases turn pgmemiums. In particular, while informal
workers suffer penalties vis-a-vis formal workettsis feature is mainly due to informal
wage earners. In fact, informal self-employed woskeceive a premium vis-a-vis formal
wage workers, which is increasing along the pagdéadGender issues are also examined.
By comparing our results with studies using simitaethodologies in other developing
countries, we draw conclusions highlighting the tii@n’s labour market specificity. This
specificity puts Vietnam closer to Mexico (and tdeaser extend Brazil) than to South
Africa, where the informal-formal gap, although @ssing along the earnings distribution,
is always negative, even at the highest end ofdtk&ibution. Vietham, although a much
poorer country, already exhibits a more integrdaébdur market, which is a characteristic of
emerging Latin American countries compared to thelidtic Sub-Saharan African
countries. Finally, in spite of the unique naturke tbe Viethamese economy and its
contextual background, our results are in line \hth literature, emphasizing the dual nature
of informal jobs.

The remainder of this paper is organised as foll@&extion 2 presents the context, the data
and some descriptive elements of income dynamidfenrecent period, while Section 3
focuses on the econometric approach to assess lforfmamal earnings gaps. Empirical
results are discussed in Section 4. Section 5 udesl

2. Context, Labour Market Dynamics in Vietham and Data

Context

The growth model embraced by Vietnam during thé ta® decades, in an urbanization
context, has prompted deep social economic tramsfiton. The private sector has been
thriving with the transition of a centrally plannedonomy towards a “socialist-oriented
market economy” since the Doi Moi (Renovation) lelued in 1986. Economic growth has
helped reduce poverty considerably but, in the ri&n spark increasing social inequality.
The gap within a region and between urban and lsacgas has widened (VASS, 2010;
Cling et al, 2009). Market freedom, meanwhile, paved the vemyttie development of an
informal economy.

On the labour market, two main striking features arstake in recent years: first, the rising
rate of wage and non agricultural employment; sdcansharp increase in real wages and
labour incomes in recent years (Clieigal, 2010b).

Vietnam’s impressive economic growth over the thstade has triggered a sharp increase
in the rate of wage employment: the rate rose fi@% in 1998 to 33% in 2006. Wage



employment grew particularly sharply in the indiadtrsector (including construction)
during the last ten years.

This spread of wage employment has affected alluladipn categories (urban, rural,
male,female, skilled and unskilled), but substantifferences in level subsist. Wage
employment is obviously more developed among thetrskilled manpower (86% among
the highly skilled as opposed to barely one-quateong the unskilled), and it is also more
prevalent among urban dwellers and among men (35%pared to 25% for women).

The spreading of wage employment on the Vietnamied®ur market has been
accompanied by a steep decline in agricultural egmpént. From 1998 to 2006, the share
of agricultural jobs has been reduced by 18 peacgnpoints, from 67% to 49%. This trend
is due to a vibrant urbanization proces8ut, at the same time, in all kinds of geographic
areas, the proportion of out farm jobs has beethernise, a shift particularly important in
peri-urban areas (Clingt al, 2010c). For instance, in the rural surroundinfishe two
biggest cities (Hanoi and Ho Chi Minh), agriculiuesnployment has fallen down from
58% to 22% during the period.

Despite an important rate of underemployment, theosd important feature of the
Vietnamese labour market is that wages gradua#lg foom 1998 to 2006. Sharp economic
growth prompted a 56% increase in wage earnergageeannual remuneration over the
period observed, which works out at an average angnowth rate of 5.7%. Real wages
grew at a slower pace in agriculture than in osemtors over the period (28% vs. 34% and
78% for secondary sector and services; see Tabl&/aye dynamics was higher for the
semi-skilled and high skilled workers than for uiied workers (67%, 62% and 36%
respectively). At the same time, the increase waget for men than for women
(respectively +51% and +60% from 1998 to 2006), ntyaigiven the changes of the
structure of the labour market (more in favour efmale workers). This leaded to a
reduction in gender inequalities to some extennh@3t al, 2009).

Table 1. Changes in labour structure and earningsi Vietnam, 1998-2006

Jobs (%) Real income (100 = 1998; wage only)
Sector 1998 2002 2004 2006 1998 2002 2004 2006
Agriculture 67.1 56.5 52.0 49.2 100 96.2 107.4 128.3
Secondary sector 13.9 19.7 21.7 23.0 100 109.4 119.6 134.3
Services 19.0 23.8 26.3 27.8 100 146.1 158.3 177.7
Total 100 100 100 100 100 121.2 137.1 155.7

Wage workers 17.5 28.6 31.0 33.1 - - - -

Source: VLSS 1998, VHLSS 2002, 2004 & 2006, GSGhang’ calculation.
Note: Secondary sector includes fishery, miningpufacture and construction.

! According to the latest population census conduate@009, the population has been growing by 3.4%
annually in urban areas over the last decade, cadpa 0.4% per year in rural areas (GSO and UNFPA,
2009).
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This context has brought a very optimistic viewtloa dynamism of the economy and of the
labour market in Vietnam. Still, this analysis fees only on the global trends and fails to
take into consideration the informal economy. Thegoing restructuring of the labour
market clearly benefitted the non-farm private gedhe formal sector (both domestic and
foreign enterprises) but also the household busesgsvhich the informal sector is the main
part. The share of large enterprises in total labdorce doubled, from a very low 4% in
1998 to 8% in 2006. In the meantime, non-farm kesses employment increased from
20% to 35% during the same period. In parallel,itfiermal jobs (those not covered by
social insurance scheme) still represent a massimgonent of the economy. The Labour
Force Survey conducted in 2007 gives a precisaungicdf these two dimensions of the
informal economy (Clingt al, 2010a). Informal sector jobs represent 23% el jobs and
nearly a half of non-farm jobs; informal jobs acobtor 82% of total jobs and two-thirds of
non-farm jobs.

Whatever the growth hypotheses in the years to cem@loyment in the informal sector
and its share in total employment will rise evenheut the economic downturn of 2008-
2009.This phenomenon is due to the limited capacityhefpirivate formal sector (even if it
continues to grow with the same frantic rhythm asrpto the crisis) to absorb the new
entrants in the labour market and the workers whmvenfrom agricultural to non-

agricultural activities. Therefore, understandiregtér the informal employment dynamics
is a key challenge to design policies aiming atguiing its workers, improving the labour
conditions and increasing productivity, keepinghwis intrinsic flexibility.

Data description

The data used in this paper are drawn from threEessive rounds of the Vietnam
Household Living Standards SurvefigHLSS 2002, 2004 and 2006). These surveys are
LSMS surveys’ type, probably one of the most poptleusehold surveys in developing
countries. In addition, the VHLSS has the reputatibbeing one of the best LSMS surveys
in the world. Initially designed by the World Bami& measure and monitor poverty and
inequality, LSMS became multi-purpose studies, doge almost all aspects of the
economic and domestic activities of households.

In terms of sample design, the VHLSSs are a clak8icee-stage stratified random survey,
covering the ordinary households at the nationadife The sample size is quite large even
if it has been progressively reduced, from 75,00Q002 to 45,000 in 2004 and 2006 (see
Table 2). A detailed questionnaire (including exgiemes and other subject specific
modules) has been applied to a random subsam@6,000 and around 9,000 households
respectively. To track individual changes over time panel component has been

? The primary sample units are the communes/war@sséicondary sample units are the census enumeration
areas or villages and the tertiary sample unitsespond to households. For more details, see Phndg
Nguyen (2006).
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implemented, selected among the three subsampges Ather studies, individuals have
been matched between the three surveys using timenco individual identifier across
years, cross-checked with gender, age and othesdndl information. After undertaking
thorough data cleaning including checking consistesf time-invariant variables between
the three survey rounds, we have been able to eecavsubstantial number of new
individuals, and to correct misclassified onestHa end, we obtained a more exhaustive
panel than previous works on the same data .

Our balanced panel includes 7,408 individuals nedchetween all the three rounds of
VHLSS (see Table 2); 10,891 individuals observety an 2002 and 2004; and 9,529
individuals observed only in 2004 and 2006. As thajor objective of our study is to
investigate the question of earnings of workersigpating in formal/informal employment
in private or household enterprises, we retaindy throse individuals who are 15 years old
or more, engaged in non-agricultural and non-publitivities. Finally, our empirical
analysis is based on a panel of non-farm workesisidting 952 individuals observed in all
three years (balanced part). In the unbalanceds,péinere remain 1,564 individuals
observed in both 2002 and 2004 but not in 2006,1a887 individuals who are observed as
non-farm workers in both 2004 and 2006, but weitesnoveyed in 2002.

Table 2. Building the panel of individuals with VHLSS 2002, 2004 and 2006

2002 2004 2006
Full sample (household) 75,000 45,000 45,000
Detailed sample (household) 30,000 9,000 9,000
All individuals
- Unbalanced Panel 18,299 27,828 16,937
- Balanced panel 7,408 7,408 7,408
Population aged 10 years or over*
- Unbalanced Panel 13,732 23,326 15,336
- Balanced panel 5,742 5,742 5,742
Non-farm workers aged 15 years or over
- Unbalanced Panel 2,516 4,413 2,849
- Balanced Panel 952 952 952
- Observed in 2002 and 2004 1,564 1,564 -
- Observed in 2004 and 2006 - 1,897 1,897

Source: VHLSS, 2002, 2004 & 2006, GSO; authorwalions.
Note: * Those whose information on employment wsieed for in 2004 and 2006. In 2002, this section of

questions was applied for the population aged 6syaad over.



The VHLSS does not allow us to capture the conoépbformal sector following strictly
the international definition (ILO, 2003; SNA, 2008 the survey has not been designed for
such a purpose. In Vietnam, timformal sectoris defined as all private unincorporated
enterprises that produce at least some of theidg@nd services for sale or barter, are not
registered (have no business licence) and are edgagnon-agricultural activities. The
informal employmentorresponds to employment with no social secunsyrance. On the
job side in the VHLSS, the formal/informal dividarconly be computed for wage workers.
On the firm side, household businesses can be lsgiliteen registered and not registered
ones, but no information is available on the jobaegated by these businesses. Therefore,
we created an informality proxy, perfectly consitevith the ILO definition of informal
employment, which combines job and firm approackesir main groups are distinguished.
Among wage workers, informal ones are those whondbbenefit from social security
insurance. Among employers and self-employed, m&dmworkers are those whose business
is not registered. As in other studies, we exclaggiculture from the analysis. This
classification provides the best available measof@sformality in Vietnam, previous to the
LFS2007 (which unfortunately does not provide aaggd component; Clingt al, 2010).

Information on informality can be tracked in theegtionnaire by the Employmerit and
“Non-Farm Household BusinésgNFHB) modules. Apart from our formal/informal
variable, we compute the labour income associati¢ld @ach remunerated job. For wage
workers, earnings are obtained by summing the dinege with all the supplementary
benefits perceived in cash or in kind and conveitgd pecuniary equivalent (public
holidays, bonuses, social allowance, etc.). Fors#ieemployed, we compute their annual
net income by subtracting all the expenses eng@gestmediary consumption, labour costs,
taxes, etc.) to the production generated by thesé¢loald business. Hourly earnings used in
the econometric analysis are deduced using thé notaber of hours worked per year.
Additionally, all the classical individual and halld based socio-demographic variables
are appended to our database.

Finally, regional and time deflators have been @lated to compute real earnings. As the
regional deflators (16 locations, i.e. 8 regionswo areas, urban and rural) included in the
VHLSS databases have been criticized for not beowgistent over time (McCaiegt al,
2009), we combined the VHLSS 2006 regional defia(supposed to be the most reliable)
with the provincial CPIs (63 provinces) providedthg General Statistics Office aggregated
at the regional level. This adjustment is quitessabtial given the high differences in price
levels and inflation: a difference of more than 7ireprices is observed between the lowest
price level (rural North-East region, 2002) andheist one (urban South-East region, 2006),
showing that markets are far from being fully ineggd in Vietnam.



3. Econometric Approach to Measuring Informal-Formal Earnings Gaps

The empirical analysis consists of assessing thgnimale of different types of informal-
formal earnings gaps using OLS and quantile regmesswith log hourly earnings as
dependent variable. Standard earnings equationghase estimated at the mean and at
various conditional quantiles of the earnings tstion. The models are regressed on a
pooled sample of workers over years employed fdgmahd informally. The different
covariates introduced into the regressions arednepleted years of education, the years of
potential experience (with quadratic profiles foese two regressors), a dummy for being
married, a dummy for being a woman, eight dummyiabdes of branch activitiésto
account for technological differences between &e#s; seven regional dummies and two
time dummies to control for macroeconomic treneé&# on earnings.

A number of studies based on data on African mantwuifeeg firms have shown that wages
are positively correlated to firm size, conditional standard human capital variabléEhe
literature discusses numerous reasons why wagepgoargvely correlated with firm size.
One of the frequently made arguments is that firme & correlated with omitted worker
guality because large firms usually attract moredpctive workers. In this paper, due to
lack of information on the demand side charactiesstve cannot control for the size of the
wage workers’ firms but we control for both obsehveuman capital and time-invariant
unobserved characteristics, thus mitigating thevdeeck of not accounting for firm size in
the regressions.

To account for informal-formal differences in eags at the mean earnings level, we rely
on pooled OLS regressions across years and Fixiedt&fOLS regressions (FEOLS), the
latter accounting for time-invariant unobservedehegeneity. The FE model can be written
as

Yit = x{tﬁ + vyl +a; + & (1)

where x;; denotes the vector of characteristics of individuabserved at time (which
includes a constant terml}, represents a dummy taking value one if pensobserved at
time t is an informal worker; is the time-invariant individual heterogeneity (ibre
individual fixed effect) anck;; is an i.i.d. normally distributed stochastic teamsorbing
measurement error. Note thBfe;:|x;;, I;;, @;] = 0. One could use a random effect (RE)
model assuming in addition th&{a;|x;;, I;;] = 0. However, as in many other cases, this
condition is very unlikely to be satisfied as indival unobserved characteristics are
generally correlated with workers’ observable chemastics. Hausman's specification test

% These dummies include “Food and beverage”, “Text#ather, wood, handicraft”, “Construction”, “Wio
sale”, “Retail sale”, “Hotel and restaurant”, “Tsgrortation and wharehouse” and “Other manufact(ited
reference being “Public sector services”).

* See Strobl and Thornton (2002), Manda (2002) arte@idm, Teal and Wambugu (2005).



indeed confirmed a systematic difference in theaRE RE estimators, meaning that the FE
estimator is consistent, but that the RE estimiatoot.

The estimated coefficienf is interpreted as a measure of the conditionahiegs
premium/penalty experienced by workers in inforraadployment compared to workers in
formal employment. However, as mentioned previgusifprmal employment is extremely
heterogeneous and a finer job divide should beidered. We then define four categories of
workers split by job status (wage workers vs. sefiployed workers) and institutional sector
(formal vs. informal) and create four dummies tagkualue one if the individualat timet is

an informal wage worker¥;;), a formal wage workerF{/;;), an informal self-employed
worker (S;;) and a formal self-employed worketS;;). Taking the formal wage workers as
the reference category, the model we estimate eanritten as

Vit = x{tﬂ + 51Wit + HISl't + AFSl-t+0(i + Eit (2)

The estimated coefficients § and/ are interpreted, respectively, as thé— FW IS — FW
and FS — FWconditional earnings gaps. ldentification of thesaditional earnings gaps
relies on the presence in the samplenolversbetween employment states over time. Those
movers can be compared to #tayersin terms of earnings. As an illustration, we cdesia
simple two-period example and eight cases of tti@ns out of the various possibilities of
professional trajectories (which are 16 in a twagueexample):

2 cases of stayers

Elyp —yullWy = 1L,IW;,; =1] = A )
Elyp —yullSiy = 11S;; =1] = A (4)
with A = (xi; — x;1)B

6 cases of movers

Elyp —yullWy =1,1S; =1]=A+0-35 (5)
Elyp —yullWy =1LFW;, =1 =A-35 (6)
Elyp —yulFWiy =118 =1]=A+6 (7)
Elyi, —yulFWiy = LFS; =1l =A+2 (8)
Elyi, —yullSu = LFSp =1 =A+A1-9 )
Elyz —yullSu =1,FW;, =1 =A-6 (10)

with A = (xf, — x/,)B

Equations (3) and (4) give examples of the chamyesrnings foistayers i.e. for workers
that do not change their employment state betweenwo periods. Equations (5) and (6)
illustrate the changes in earnings for those warlkeming from an informal wage job and
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moving, respectively, into an informal self-empldyjeb and a formal wage job; equations
(7) and (8) represent these earnings differenfiaisthose coming from a formal wage
employment and moving, respectively, into an infarself-employed job and a formal self-
employed job. Finally, the cases of informal seifptoyed workers moving to, respectively,
formal self-employed and formal wage jobs are abergid in equations (9) and (10).

The identification strategy of FE on movers is gutandard but, in practice, one should
verify that the number of moves across employmeates is sufficient for a valid use of this
estimator. We verify that this is the case in Talfle5 and 6 in the next section.

Finally, to allow the earnings gaps between joktusts to differ along the earnings

distribution, we rely on Quantile Regressions (QRantile earnings regressions consider
specific parts of the conditional distribution bethourly earnings and indicate the influence
of the different explanatory variables on conditibearnings respectively at the bottom, at
the median and at the top of the distribution.

Using our previous notation, the model that we deeadstimate is:
qo(Vie) = x{eB(0) + 8(0)IWe + 8(0)1S; + A(Q)FSit+a;, Vo € [0,1] (11)

where q,(y;¢) is theo™ conditional quantile of the log hourly earningsheT set of

coefficientsB (o) provide the estimated rates of return to the diffiercovariates at the"
quantile of the log earnings distribution and tleféicients§(p), 8(o) and A(¢) measure
the parts of the earnings differentials that are tuinformal-formal job differences at the
various quantiles. In a quantile regression, thstridution of the error term is left
unspecified. The quantile regression method previdebust estimates, particularly for
misspecification errors related to non-normality &ieteroskedasticity.

When then turn to Fixed Effects Quantile Regressi0REQR). The extension of the
standard QR model to longitudinal data has beeginaily developed by Koenker (2004).
More recently, Canay (2010) proposed an alternatia simpler approach which assumes
that the unobserved heterogeneity terms have alpcaéon shift effect on the conditional
guantiles of the dependent variable. In other wotltlsy are assumed to affect all quantiles
in the same way. It follows that these unobsereeths can be estimated in a first step by
traditional mean estimations (for instance by FESQPLThen, the predicted, are used to
correct earnings, such g5 =y; — &, , which are regressed on the other regressors by
traditional QR.

When running the regressions (2) and (11), we atwagvide robust standard errors using
bootstrap replications. To reduce a possible bigstd measurement and reporting errors in
the earnings and independent variables, we trimddia and drop influential outliers and
observations with high leverage points from our gi@nthat we identify by the DFITS-
statistic. As suggested by Belsley, Kuh and Wel¢tB80), we use a cutoff-value
DFITS|,, >2Jk/N With k, the degrees of freedom (plus 1) ahdthe number of
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observations. This procedure removes 497 obsengfiom our initial unbalanced panel
sample.

4. Descriptive statistics and validity checks

Table 3 presents some basic summary statistidseofniain characteristics of the panel data
used in our analysis. These descriptive statisties reported for the sub-samples of
wage/self-employed workers, broken down by fornmal emformal jobs.

The results obtained for average earnings areéwiith common findings in the literature.

Workers holding formal jobs earn more on averaga tthose engaged in informal jobs.
Among each group of formal and informal workerdf-eenployed workers are those with

higher earnings in comparison with wage earnefsrimal workers tend to be younger than
their formal worker counterparts, especially forgeaworkers. Self-employed workers

exhibit on average longer potential experiencena labour market (which is calculated as
age minus years of reported schooling minus fike)expected, workers having higher level
of education are less likely to be engaged in midremployment and vice versa.

At the aggregate level, the gender ratio does aoy between formal and informal jobs.
However, female workers have more opportunity to fgemal wage jobs than informal
ones. Finally, formal and informal workers are eliéintly allocated across branches of
activity. Specifically, informal employment is fodnmore in trade, restaurants and
transportation, while formal jobs are more concaett in services. Interestingly, the share
of manufacture is much higher for informal jobsrttiar formal ones (31% vs. 18%). Within
employment sectors, the distribution is also faulybalanced: formal wage workers are
stubbornly engaged in services (60%), whereas forsadf-employed workers hold
transportation and hotel & restaurant jobs (12% &880 respectively). Informal wage
workers engaged prominently in construction (13%J &rade (35%) while informal self-
employed job’s structure looks like the formal satfiployed one. These significant
differences in the distribution of job structuredeniine the importance of controlling for
sectors of activity in our earnings estimations.
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Table 3. Summary Statistics (pooled waves 2002-2602006)

Formal workers

Informal workers

Self- Self- Wage
All workers Employed Wage workers  All workers ~ employed workers
Std. Std. Std. Std. Std. Std.

Mean Dev. Mean Dev. Mean Dev. Mean Dev. Mean Dev. Mean Dev.
Hourly earnings 1949 063 2134 070 1885 0.60 1552 0.60 1.64567 0 1.450 0.50
Potential experience 2198 1065 26.12 10.66 20.52 10.p6 24.22 13.083628.13.08 19.66 11.48
Age 38.79 10.13 4047 9.93 38.20 10.14 37.05 12.22 840.81.98 32.83 11.03
Female 0.462 050 0536 050 0436 050 0438 0.50 0.603490 0.256 0.44
Married 0.787 041 0824 038 0.775 042 0703 0.46 0.793410 0.604 0.49
Position in the family
Head of household 0.399 049 0390 049 0402 049 0376 0.48 0.382490 0.369 0.48
Spouse 0.299 046 0375 048 0.273 045 0.257 0.44 0.38649 0 0.115 0.32
Children 0.273 045 0.199 040 0.299 046 0.337 0.47 0.20941 0 0.479 0.50
Others 0.029 0.17 0.036 0.19 0.026 0.6 0.030 0.17 0.023150 0.036 0.19
Education
No degree 0.020 0.14 0.033 0.18 0.015 0.2 0.091 0.29 0.105310 0.075 0.26
Primary 0.112 032 0.236 043 0.069 025 0.324 0.47 0.33047 0 0.318 0.47
Secondary 0.489 050 0613 049 0445 050 0455 0.50 0.432500 0.481 0.50
University & others 0.379 049 0.117 032 0471 050 0.129 0.34 0.133340 0.126 0.33
Industry
Food and beverage 0.037 0.19 0.038 0.19 0.037 0.9 0.060 0.24 0.068250 0.051 0.22
Textile, leather, wood,
handicraft 0.075 0.26 0.068 0.25 0.077 0.27 0.154 0.36 0.147350 0.162 0.37
Construction 0.119 0.32 0.062 024 0.139 035 0.083 0.28 0.040200 0.131 0.34
Whole sale 0.031 0.17 0.004 0.06 0.041 020 0.180 0.38 0.013110 0.364 0.48
Retail sale 0.025 0.16 0.049 0.22 0.016 0.3 0.017 0.13 0.02516 0 0.009 0.09
Hotel and restaurant 0.149 036 0513 050 0.022 0.15 0.264 0.44 0.433500 0.078 0.27
Transportation &
wharehouse 0.040 020 0.134 034 0.006 0.08 0.086 0.28 0.135340 0.033 0.18
Other manufacture 0.059 0.24 0.067 0.25 0.057 0.23 0.093 0.29 0.09329 0 0.092 0.29
Other services 0.465 050 0.066 0.25 0.605 0.49 0.063 0.24 0.047210 0.081 0.27
Number of observations 4,036 1,049 2,987 5038 2,639 2,399

Source: VHLSS, 2002, 2004 & 2006, GSO; author akions.

Tables 4, 5 and 6 report the transition matricesroployment status

between 2002-2004,

2004-2006 and 2002-2006 obtained from our unbathpe@el dataset. In order to provide a
more general picture of the dynamics of switchiegween employment status, we present
the results obtained from the panel of all indialduaged 15 or more. The categories shown
in the matrices include then not only the four ram employment statuses but also
“agriculture” and “not-working” (the latter categoincluding, to simplify the notation,
those who are inactive or unemployed). This predmmt allows identification of both
transition flows within the non-farm sector emplagmh and those into or out of the non-
farm sector. The figures in the first two rows amlumns of each matrix reveal that the
latter are not negligible. Among these, we obséhat the most important flows are those

between informal non-farm and agricultural jobse3é patterns of mobility would partly
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reflect the low entry barriers to both sectors adl\as the fact that the majority of the
workforce in Vietnam is still predominantly emplalyen agriculture. Another striking
evidence on the flows of transition from non-farmpgoyment is the rather high probability

of becoming inactive or unemployed for those whoeneviously self-employed.

Table 4. Transition matrix of employment status bewveen 2002 and 2004 (%)

2004
Agri- Formal Informal
Not- cultural Formal Informal Self- Self-
2002 working emp. Wage Wage employed employed Total
Not-working 62.77 19.64 3.45 5.74 2.33 6.06 100 (21.7)
Agricultural emp. 7.4 80.39 1.59 5.58 0.68 4.36 100 (50.2)
Formal Wage worker 3.51 6.15 7434 13.76 0.88 1.37 100 (8.9)
Informal Wage worker 5.01 17.05 3.65 62.25 3.11 8.93 100 (6.5)
Formal Self-employed
worker 7.1 5.03 1.78 5.33 55.92 24.85 100 (2.9)
Informal Self-employed
worker 6.7 16.3 1.45 8.06 12.23 55.25 100 (9.8)
Total 18.88 47.98 8.64 10.25 3.96 10.28 100 (100)

Source: VHLSS, 2002 & 2004, GSO; authors’ calcolai

Table 5. Transition matrix of employment status bewveen 2004 and 2006 (%)

2006
Agri- Formal Informal

Not- cultural  Formal Informal Self- Self-
2004 working emp. Wage Wage employed employed Total
Not-working 81.34 10.36 1.96 35 0.92 1.92 100 (33.4)
Agricultural emp. 10.33 78.24 1.54 4.73 0.89 4.26 100 (39.7)
Formal Wage worker 3.72 537 81.51 6.61 0.62 2.17 100 (6.7)
Informal Wage worker 5.5 15.26 8.7 60.16 2.57 7.81 100 (7.9)
Formal Self-employed
worker 12.13 6.07 1.57 3.72 49.12 27.4 100 (3.6)
Informal Self-employed
worker 7.7 1468 1.84 6.58 9.3 59.9 100 (8.7)
Total 33.07 37.61 7.66 8.92 3.46 9.27 100 (100)

Source: VHLSS, 2004 & 2006, GSO; authors’ calcolai

Table 6. Transition matrix of employment status bewveen 2002 and 2006 (%)

2006
Agri- Formal Informal
Not- cultural  Formal Informal Self- Self-
2002 working emp. Wage Wage employed employed Total
Not-working 55.29 17.65 6.87 9.62 2.64 7.93 100 (19.9)
Agricultural emp. 7.32 76.44 2.76 6.44 1.12 5.92 100 (52.5)
Formal Wage worker 4.29 581 7449 11.87 0.76 2.78 100 (8.3)
Informal Wage worker 5.35 17.06 4.35 55.18 3.68 14.38 100 (6.2)
Formal Self-employed
worker 13.1 7.59 2.07 2.07 51.03 24.14 100 (3.2)
Informal Self-employed
worker 10.34 20.46 2.95 7.38 9.7 49.16 100 (9.9)
Total 16.95 47.48 9.64 10.55 3.93 11.45 100 (100)

Source: VHLSS, 2002 & 2006, GSO; authors’ calcolati
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For the purpose of measuring informal earnings gassfocus hereafter on the transition
flows within the non-farm jobs (figured in the sleddcells in the transition matrices). They
show that, on average, not negligible flows areeole=d between non-farm job’s categories.
For the two time periods, around one quarter ofkens changed position from one of our
four job’s status to another. Around 20% of thaltsample moved from informal to formal
jobs and the rates of formal-informal transitioms about 40%. However, the flows are
balanced in absolute terms. The fluidity betweegavand non-wage jobs is smaller, but is
far from being negligible (from 13% to 15% of thetal sample, depending on the years).
Here again, the movements to and from wage jobsedatively symmetrical. At a more
disaggregated level, job mobility is at its high&st formal self-employed workers, where
less than two thirds keep the same status in dfaereimt panels. Formal wage workers are
the most stable (82% to 74% of stayers), whilermfal workers (wage and non-wage) are
in between with a proportion of stayers rangingrr65% to 62%. Formal wage workers
mainly move to informal wage jobs. When movingpimhal wage workers tend to privilege
informal self-employed positions, and secondamlgnfal wage jobs. Formal self-employed
movers mainly get their business informalized (jtd due to adverse conditions). A lower
share of informal self-employed workers makes tinelise move, by formalizing their
business. However, a substantial proportion alssed their business to become informal
wage workers.

All in all, the high consistency between our tréiesi matrices over different samples and
time periods appears to be a sound indicator od datality. We would claim that the
observed changes reflect real phenomena and donaioly capture measurement errors.
Furthermore, on the methodological side, the sulisianumbers of movers is key for our
estimation strategy. However, it is also importiat the movements between these types of
jobs do not specifically concentrate on certainkeos in the sample. In order to verify that,
we examine the rate of transitions across employstatuses at different earnings quantile
levels. Figure AO in Appendix shows the proportminmovers out of (or into) informal
employment in each earnings quantiles in the baseufrent) period. As can be seen in this
figure, there is a substantial proportion of moveteein both directions at all earnings
levels. Overall, the transitions are more frequerthe upper quintiles and this is found for
both types of transition.

Another necessary validity check for our estimatminearnings gaps is to verify the
existence of actual job changes resulting fromated changes in occupation and industry
type. Theoretically, tenure in the current job cbbk another ideal criterion to assess job
changes. However, available information in VHLS®2@loes not allow this assessment.
Table AO in the Appendix reports the rates of clegngn occupation and/or industry of
activity accompanied by transitions across inforraad formal employment. Overall,
around 60% of inter-sector movements are concotmtéth changes in at least one of the
two employment characteristics. This reinforces @anfidence in the existence of limited
measurement errors related to the reported emplalyst&tus at certain time.
15



To end this section on descriptive analysis, lehage look at the earnings dynamics by
employment status. We focus on the period 2004-2006é first panel of Table 7 shows the
level of real earning in 2006 by transition statfmal wage stayers being our basis.
Consistently with Table 3, formal self-employed tens get the highest pay, while informal
wage workers are at the lowest end of the earrader. Compared to the pooled sample,
in 2006, informal self-employed workers reversegirtiposition with formal wage workers,
meaning that the earnings hierarchy between thesecategories of workers is not fixed,
but may vary over time. Furthermore, earnings ek highly dependent on transitions.
For instance, and as expected, whatever their fatuss in 2004, those who moved to
informal wage jobs earn the less. Conversely, thgkars who got the opportunity to open a
formal business earn the most. The results ares qumbilar in terms of earnings growth
(second panel of Table 7). Systematically, movimghformal wage jobs is associated with
the lowest increase in earnings over the periockreds being able to change to a formal
self-employed job is associated with the highesiniags growth. Of course, these
unconditional averages should be controlled foreol=d and unobserved characteristics,
which is the purpose of the following sections.

Table 7. Earnings dynamics by employment status beeen 2004 and 2006

Real earnings levels in 2006

2004 2006
Formal wage Informal wage Formal self- Informal self-  Total
worker worker employed employed
Formal wage worker 100.0 58.5 106.8 83.1 75.0
Informal wage worker 62.5 49.7 72.7 55.2 54.5
Formal self-employed 99.8 67.6 157.7 132.7 114.8
Informal self-employed 86.2 61.4 123.5 94.8 85.3
Total 82.9 59.2 121.7 88.0 80.1
Real hourly earnings growth 2004-2006

2004 2006
Formal wage worker 100.0 90.0 100.2 95.7 94.5
Informal wage worker 92.4 86.1 94.9 87.5 87.9
Formal self-employed 99.7 92.9 104.5 102.4 100.9
Informal self-employed 97.5 90.8 101.6 97.7 96.4
Total 96.9 90.0 102.1 95.5 95.0

Source: VHLSS 2002, 2004 & 2006, GSO; authors’dations.
Note: base 100= Income level and income growth @egbto formal wage workers’ stayers between 2004
and 2006.

5. Earnings gaps analysis

In this section we discuss the earning gaps betwesnal and informal jobs at the
aggregate level, estimated using the four estimatfrocedures presented in Section 3. As
discussed earlier, the informal sector, and momadiy the informal employment, is
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immensely heterogeneous. The theoretical literatae our own empirical evidence,
suggests that a key divide should be consideredirwthe informal jobs, between wage
workers and self-employed. If the point is now westablished in the literature, formal job
heterogeneity is rarely acknowledged. So we disisig between four groups of workers,
split by job status (wage workers vs. self-emplQyadd institutional sector (formal vs.
informal). In the following discussion, we compdhe three other work status with formal
wage workers, as our benchmark. We also investibatgender issue.

Formal vs. informal workers

At the aggregate level, the OLS estimate of thermal employment earnings gap is a
rather huge -25% (Figure 1A and Table Al). Takingpiaccount the (time invariant)
unobservable individual characteristics (UICs) tlgio fixed effect OLS estimation
(FEOLS) reduces the earnings penalty significarttbun to -15%. Thus, nearly half of the
gap can be explained by unobservable charactsristiee most productive workers
privileging the formal sector. As always, this stard feature does not tell us much about
what specific factors are really at play. On the ¢rand, the innate ability or the “talent
parabola” is commonly stressed in the literatune tia2 other hand, many other explanations
can be put forward. For instance, UICs may havectevith more efficient social networks
to get a formal job. However, the remaining -15%,gance we control for UICs, highlights
that formal jobs provide higher earningsr se Here again, this result can be due to various
factors which end up, at the firm level, in a higpeoductivity or market power, and/or, at
the worker level, in a stronger bargaining powerfamimal workers to negotiate higher
earnings.

To go beyond average, we ran quantile regressigRs Figure 1A and Tables A4 and A5).
While suffering earnings penalties at all levelstioé conditional distribution, informal
workers suffer a smaller gap at the bottom padnfaround -23% for the first two quartiles
of income, the gap increases to reach -30% atgperttier of the distribution (quantile .90).
However, the bootstrapped 95% confidence interaaddo0 large for the estimated QR gaps
to be significantly different from the OLS estimat®he Fixed Effects Quantile Regression
(FEQR) gap not only confirms the key role of Ul@sreducing the “true” gap but also
reveals a remarkable change in the pattern alomgdnnings distribution. Opposite to the
estimated QR gaps, the FEQR gaps are decreasingnwmmsly along the earnings
distribution, from 19% for the bottom quantile t@% for the upper one. If a higher number
of observations could have increased the preciaur estimates, this result is mainly due
to the fact that the “dualistic assumption” is tamugh, gathering together very diverse
categories of workers within each sector, whichinvestigate below in more details.
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Formal vs. informal wage workers

As expected, within wage workers, those employddrinally are on average worse-off
than those formally hired, the global picture besigiilar to the one observed for all
workers (Figure 1B and Table Al, column (3)). TheSOgap (-23%) is significantly
reduced to -11% when individual fixed effects aredduced, suggesting that informal wage
workers may have a disadvantage in terms of thedbserved productive attributes. Not
taking into account the fixed effects, no cleatrdisitional effects can be identified; which
is not the case when controlling for UIC (Figure aBd Tables A4 and Ab): the gap is
continuously decreasing from -16% (quantile .10)}536&0 (quantile .90). Nevertheless, in
both cases, formal salaried workers conserve amrgm advantage at any position in the
pay ladder. Even if we cannot exclude that non piacy disadvantages of formal wage jobs
may be compensated by earnings (such as poor vgockinditions), these results could be
taken as an acceptable validation of éixelusion hypothesigor this category of workers),
according to which informal wage workers are camastrin their job choice, and are
probably queuing for formal jobs.

Formal wage vs. informal self-employed workers

For the bulk of the labour force, this alternatoleice is probably the main trade-off, and
also the most discussed in the literature. At odtl ¥he previous case considered and more
generally the dualistic approach, the condition&lSQgap is positive, with a significant
premium of +6% for the informal self-employed (FiguLlC and Table Al, column (3)).
Furthermore, the FEOLS models increase the prenfisither to +14% (column (5)). This
would mean that informal self-employed workers haveisadvantage in terms of their
unobserved productive characteristics (probablyerms of their entrepreneurial skills),
which produces an underestimation of the premiuso@ated with being an informal self-
employed worker compared to exerting as a formabewvavorker if this individual
heterogeneity is not accounted for. We neverthedassild be cautious before claiming that
the exit optionmay be at stake, as the self-employed earningsheayverestimated for at
least two reasons: first, the measure of earnirg€amputed remunerates both labour and
capital factors, the latter being far from negllgibn the informal sector (Clingt al,
2010a); second, the self-employed earnings inclhdeshare which should be attributed to
the productive contribution of unpaid family workerAs we do not have any order of
magnitude of these two phenomena, it is difficalekclude the possibility that the premium
we obtain may not turn into a penalty, once thesefactors are taken into accouint.

® For a detailed analysis of the possible existiegumiary compensations for working conditions aldiney
earnings distribution, see Fernandez and Nordm@®9(2in the case of UK.
® The definitive assessment is even more compleremsurement errors in incomes are usually considese
more important for self-employed than for wage vewslk as the former usually do not know their pestgsel
of income (especially informal workers who do natvé book accounts), and the richest ones tend to
understate their level of activity.

18



When turning to quantile regressions (Figure 1C &ables A4 and A5), the distributional
profile of the gap presents a clear pattern, conti@ that of the formal vs. informal wage
workers. The gap steeply increases with earningd,land is in favour of the informal self-
employed workers. In absolute terms, informal setiployed labourers suffer a penalty only
at the lowest end of the conditional distributiap ¢o about quantile .30). Afterwards, the
gap is reversed into a significant premium, gronwaegtinuously up to around 35% for the
richest decile, crossing the OLS estimate at thdiamepoint of the earnings distribution.
FEQR confirm this trend, the only difference bethgt the range of variation of the gap
along the distribution is attenuated. However, otiee UICs are controlled for, informal
self-employed workers are better-off at all poiotshe pay scale, from +2% at quantile .10
to +28% at quantile .90. All in all, and given thige of the premium, we can confidently
conclude that informal self-employment may be mduerative that formal wage
alternatives, especially for the richest workers. @matter of consequence, we have good
presumptions to assert that, in Vietham, a subistgrdrt of the labour force has deliberately
chosen to work in the informal sector as non-wagekers, for pecuniary reasons.

Formal wage vs. formal self-employed workers

The earnings comparison of formal wage workers famthal self-employed workers is
clearly in favour of the latter, whatever the mod#losen (Figure 1D and Tables Al,
columns (3) and (5)). The OLS estimate presentgd@%6+premium, just slightly reduced
with fixed effects (+32%). Compared to the informseélf-employed workers, their
unobserved productive attributes may be better thase of the formal wage workers. As in
the case of informal self-employed workers, thenpuen is continuously increasing with
earnings levels, but is translated upwards, a ipatie line with the empirical results
obtained in the literature for developed countr@sntrolling for UICs or not, formal self-
employed workers are always better-off in termgarnings than formal wage workers, the
premium culminating at +70% (QR) or +47% (FEQR)e@l, it seems that the Viethamese
labour market functions under a regime of wageesgion. Whatever the reasons - macro
pressures of international integration or deliberpolicies to control inflation, or weak
bargaining power of the wage workers -, it seensbaly preferable to work as an
independent (even in the informal sector) than asage worker (at least in non-farm
activities).

Formal vs. informal self-employed workers

Lastly, we turn to the comparison between the tialk of self-employed workers: formal
and informal. Formal self-employed workers are lyao®nsidered in the literature, may be
because they are too few in the countries congsiddiigat is clearly not the case in Vietnam,
as they represent 13% of our sample and more tBé&n &f the self-employed workers.
Furthermore, there are many additional reasonsdasfon this category of workers: first, to

compare our results with those obtained in develameintries on salaried vs. non-salaried
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workers’ earnings gap, as in these countries seffleyed workers are quasi-exclusively
formal; second, because it allows us to estabhishlink with the existing formal/informal
sector literature from a business perspective joimt Finally, the comparison appears more
legitimate as the nature of incomes and unobsezsgbtentially at play are in both cases
equivalent (which is not true concerning wage woske

Formal self-employed workers are systematicallyaibetter position than their informal

counterparts, all along the pay scale (Figure hE;reference group is now informal self-
employed workers; regressions tables are not regpad save space). Returns to firm’s
formalization is always positive and increasinghwttte net earnings, even when controlling
for entrepreneurial skills and other unobservedradtaristics, the most favoured in this
respect choosing disproportionately the formal @ecthis advantage of formal household
businesses may be due to higher initial level ofspial capital or more productive

combination of factors (our models do not provideneents on this point), but it is

compatible with the potential intrinsic benefits gétting formal (access to credit and
markets) as found by Rand and Torm (2010) in tlse cd Vietham.

A gender perspective

Exploring the gender dimension associated withrm#dity is crucial for various reasons.
First, there is strong imbalances in the job stmetfemale being more prone to hold
informal jobs than their male counterparts. Sectimelyfaw gender earnings gap is in general
significantly higher in the informal sectbFinally, and more importantly, the motivation to
hold informal jobs is highly dependent on gendeioriién may have a welfare function
which is less dependent on income incentives, @g ke more care of extra professional
activities (as family life, children care, socialations, etc.), where informal jobs could be a
more satisfying option. Without going into detailge highlight the main findings displayed
in Figures 2 and Figures 3 and their correspondéggession tables reported in Tables A2,
A3 and A6 to A9.

Firstly, whatever the models’ specifications angl ttegory of workers considered, females
always financially suffer more (or benefit less) amhthey are informally employed. For
instance, at the aggregate formal/informal leveyffes 2A and 3A), the OLS gap is -19%
for men and -30% for women; the FEOLS being respelgt -11% and -20%. Such a
feature is compatible with the idea mentioned abthet women may accept lower wages in
the informal sector because it provides other necupiary advantages, relatively more
valuable to them. However, it can also reveal besror labour market segmentation, which
would be more pronounced for women competing ftarssd jobs. Interestingly, while the

’ For Africa, see Nordman, Robilliard and Roubaudl(@0for estimates of the gender earnings gap in the
formal and informal sectors of different West A&iiccapital cities using household surveys, and iMardand
Wolff (2010) for formal sector gender earnings gagig matched worker-firm datasets for seven Afric
countries.
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penalty for being informal wage workers remainsssabtial for women once UICs are
controlled for (-18%, Figure 3B and column (5) adble A3), it is no more significant for
men. For the latter, working informally is at ledstancially as rewarding as having a
formal job, whether dependent (Figure 3B) or incejaat (Figure 3C).

Secondly, in spite of differences in absolute Isyéte distributional profile of the earnings
gaps is quite similar across gender: no noticeafflect for wage workers, an increasing
premium for self-employed workers, both formal anfbrmal. The only exception is for

informal wage workers, where this type of jobs sedémbe relatively more attractive for
women in the upper tier, while the gap increasesashty for men.

Thirdly, the sorting process in the allocation aérnmand women across employment status
(which is partly revealed by the effect of contirgdl for UICs) does not differ substantially
across gender: informal wage workers have detriahedtCs (in order to get a better
income) vis-a-vis formal wage workers, while theolbserved skills are favourable for self-
employed workers (whether formal or informal). Taely exception is for male wage
workers, who have comparable UICs along the folinfakimal divide.

The Viethamese case in perspective

Comparing our results with those obtained in otteveloping countries allows us to
highlight the Vietnam’s labour market specificiti€3ne point should be stressed however:
the number of countries of comparison is ratheitéd) mainly restricted to Latin America;
more, to our knowledge, the only paper to undertak®R is Bargain and Kwenda (2010),
with the limitation that these authors presentnestes for a subsample of full time male
workers (but with the advantage of much larger damjzes). In spite of the unique nature
of the Vietnamese economy and its contextual backgt, our results are in line with the
literature, emphasizing the dual nature of inforjoak. Furthermore, as our estimations are
also conducted for women, with globally similar gsfpuctures, these converging results
may be generalized as a stylized feature.

While, on the whole, informal workers suffer perestvis-a-vis formal workers, this feature
is mainly due to informal wage earners. In factoimal self-employed workers receive a
premium vis-a-vis formal wage workers, which isrgasing along the pay ladder. This
feature put Vietnam closer to Mexico (and to adessxtend Brazil) than to South Africa,
where the gap, although decreasing, is always ivegagven at the highest end of the
earnings distribution. Vietnam, although a much rpo@ountry, already exhibits a more
integrated labour market, which is a characterisfiemerging Latin American countries
compared to the dualistic Sub-Saharan African cmsit(see Bocquier, Nordman and
Vescovo, 2010). It seems that the labour markenhsegation is even less pronounced there
than in the former countries, as it is the onltledg four abovementioned countries where
informal wage workers do not suffer penalties core@ao their formal counterparts (only
for males).
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Finally, formal self-employed workers representesyvspecific job segment, at the top of
the earnings hierarchy, which should neither beeggged with formal wage earners, nor
discarded from the analysis as in many other ssudie

6. Conclusion

Our paper focuses on formal/informal earnings gaygietnam, in order to shed light on two
alternative views as regard informality: the exmuashypothesis vs. the exit hypothesis.
Taking advantage of the rich VHLSS datasets, theethounds of panel surveys (2002, 2004
and 2006) give the unique opportunity to contral time invariant unobserved individual
characteristics. Using both standard and fixedceffearnings equations estimated at the
mean and at various conditional quantiles of thmiergs distribution, we address the key
issue of heterogeneity, at three different levelee worker level, taking into account
individual unobserved characteristics; the job lewemparing wage workers with self-
employed workers; the distributional level. Gendesues are also examined. To our
knowledge, this approach is applied for the finstet ever in Vietham, and more broadly in
the South-East Asian region.

Our results suggest that the informal earningshygiply depends on the workers’ job status
(wage employment vs. self-employment) and on thelative position in the earnings
distribution. Our main conclusion is at odds witle texclusion hypothesis and what would
show the observed raw earnings gaps: in many cagesmal jobs are more rewarding
(self-employment) or as rewarding (male wage wakas formal wage jobs. This feature is
due to the relatively low wages of formal wage jolise reason for such a specificity should
be investigated further (international competitipnessure? wage repression policy?).
Second, Vietnam’s labour market seems more integrdtan what its development level
would have predicted. The earnings gaps look mde those observed in emerging
countries, characterized by a weak segmentatiomdest formal and informal jobs, than the
standard dualistic Sub-Saharan labour marketsdTthe systematic premium at all points
of the distribution of formal self-employed workewyver their informal counterparts
suggests that formalization of non-farm householinesses seems to be beneficial.
Policies aiming at easing administrative proceducesegister informal firms should be
encouraged. Finally, females always financiallyfesumore (or benefit less) when they are
informally employed. This feature opens space factic policies to align the functioning
of labour market for women with that of men (redoctin entry barriers to formal jobs,
improvement of access to physical capital, etc.).

Our paper raises further promising prospects, andtdde extended in various directions. A
first extension would be to better control for midual unobserved characteristics, by
purging our earning estimations of differenceshia amount of physical capital (for self-
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employed workers) and social networks. A firm bagadel approach may be an interesting
alternative entry in this respect. Another potdrdgxtension would be to exploit further the

nature of our data (three point panel) by estingatipnamic earnings equations. Lastly, our
work could be usefully complemented by investigatine determinants of job satisfaction,

to enlarge the perspective which relies exclusivatyearnings outputs and to check the
robustness of our conclusions in this regard.
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Figures 1. Estimated Earnings Gaps for Full Samplef Men and Women
(with reference to formal wage workers)

Note: Fixed Effects (FE) OLS are denoted by FEOh& Rixed Effects Quantile Regressions (QR) by FEQR.
Bootstrapped 95% confidence intervals are repreddny the grey surface for QR and by dashed lioethé
OLS.
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Figures 2. Estimated Earnings Gaps for Women and MeSeparately by OLS and QR
(with reference to formal wage workers)

Note: Fixed Effects (FE) OLS are denoted by FEOh& Rixed Effects Quantile Regressions (QR) by FEQR.
Bootstrapped 95% confidence intervals are repreddny the grey surface for QR and by dashed lioethé
OLS.
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Figure AOQ: Distribution of Movers in/out of the Inf ormal Employment (%)
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Source: VHLSS, 2002 & 2006, GSO; authors’ calcuolzi
Note: Quintiles of real hourly earnings.

Table AO. Inter-sector Switches and Job Changes (%)

Job changes/Type of transition 2002 — 2004 2004 — 2006
Informal — formal

Change in occupation 41.9 46.7
Change in industry 36.5 42.7
Change in occupation and/or industry 50.0 62.7
Formal — informal

Change in occupation 42.4 44.4
Change in industry 40.0 41.7
Change in occupation and/or industry 69.0 59.7
Source: VHLSS, 2002 & 2006, GSO; authors’ calcuolzdi
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Table Al. Mean Earnings Regressions For All Workers

Dependent Variable: Log Hourly Real Earnings

Vietnam VHLSS 2002-2004-2006

) 2) 3) 4) (5)
VARIABLES Pooled OLS Pooled OLS Pooled OLS  Fixed Effects  FideEffects
Informal Worker -0.250%** -0.152%*
(0.016) (0.024)
Informal Self-Emp.Worker 0.058*** 0.143%**
(0.021) (0.045)
Informal Wage Worker -0.228*** -0.110%**
(0.018) (0.030)
Formal Self-Emp. Worker 0.402*** 0.326***
(0.027) (0.053)
Years of schooling -0.015** -0.017*** -0.033**
(0.006) (0.006) (0.006)
Years of schooling squared 0.004*** 0.004*** 0.005%**
(0.000) (0.000) (0.000)
Potential experience 0.027*** 0.025*** 0.023*** 0.027*** 0.026***
(0.002) (0.002) (0.002) (0.008) (0.008)
Potential experience squared  -0.000*** -0.000*** -0.000*** -0.001*** -0.001***
(0.000) (0.000) (0.000) (0.000) (0.000)
Female -0.113*** -0.120*** -0.133***
(0.013) (0.013) (0.013)
Married 0.132%** 0.127*** 0.105*** 0.035 0.027
(0.016) (0.016) (0.016) (0.039) (0.038)
Year dummy 2004 0.098*** 0.110*** 0.111%* 0.147** 0.149***
(0.014) (0.014) (0.014) (0.014) (0.014)
Year dummy 2006 0.201*** 0.214%** 0.218*** 0.290*** 0.293***
(0.016) (0.016) (0.015) (0.023) (0.023)
Constant 0.881*** 1.144%** 1.099*** 1.584*** 1.493***
(0.047) (0.049) (0.047) (0.136) (0.133)
Observations 9074 9074 9074 9074 9074
R-squared 0.252 0.274 0.307 0.093 0.109
Number of id 4306 4306

Robust standard errors are in parentheses. *@ik0* p<0.05, * p<0.1.
The regressions also include seven regional dumanidsight branch activity dummies.



Table A2. Mean Earnings Regressions for Men
Dependent Variable: Log Hourly Real Earnings

(1) 2) (3) @ B)
VARIABLES Pooled OLS Pooled OLS Pooled OLS Fixed Effects Fideeffects
Informal Worker -0.194%** -0.109***
(0.021) (0.033)
Informal Self-Emp.Worker 0.115%* 0.201%**
(0.029) (0.055)
Informal Wage Worker -0.163*** -0.066*
(0.023) (0.039)
Formal Self-Emp. Worker 0.421%** 0.345%*
(0.037) (0.068)
Years of schooling -0.020** -0.019** -0.036***
(0.008) (0.008) (0.008)
Years of schooling squared 0.004*** 0.004**+* 0.005%**
(0.000) (0.000) (0.000)
Potential experience 0.031*** 0.029*** 0.028*** 0.027** 0.027**
(0.003) (0.003) (0.003) (0.012) (0.011)
Potential experience squared -0.001*** -0.001*** -0.001*** -0.001*** -0.001***
(0.000) (0.000) (0.000) (0.000) (0.000)
Married 0.120*** 0.117*%+* 0.099*** 0.017 0.009
(0.024) (0.023) (0.023) (0.043) (0.042)
Year dummy 2004 0.097*+* 0.107*** 0.108*** 0.151*** 0.154***
(0.018) (0.018) (0.018) (0.018) (0.018)
Year dummy 2006 0.202*** 0.213*** 0.217%** 0.297*** 0.297***
(0.020) (0.020) (0.019) (0.029) (0.029)
Constant 0.880*** 1.078*+* 1.045*** 1.606*** 1.501%**
(0.064) (0.065) (0.063) (0.179) (0.173)
Observations 5004 5004 5004 5004 5004
R-squared 0.264 0.278 0.317 0.109 0.130
Number of id 2366 2366

Robust standard errors are in parentheses. **@ik0* p<0.05, * p<0.1.
The regressions also include seven regional dumanidsight branch activity dummies.



Table A3. Mean Earnings Regressions for Women
Dependent Variable: Log Hourly Real Earnings

(1) 2) 3) @ )
VARIABLES Pooled OLS Pooled OLS Pooled OLS Fixed Effects Fideeffects
Informal Worker -0.306*** -0.197***
(0.023) (0.035)
Informal Self-Emp.Worker 0.017 0.042
(0.033) (0.079)
Informal Wage Worker -0.330%** -0.178%*
(0.029) (0.048)
Formal Self-Emp. Worker 0.378%** 0.251%*
(0.040) (0.088)
Years of schooling -0.005 -0.011 -0.026%**
(0.010) (0.010) (0.010)
Years of schooling squared 0.003*** 0.003*** 0.004***
(0.001) (0.001) (0.001)
Potential experience 0.025*+* 0.023*** 0.021*** 0.028** 0.025**
(0.002) (0.002) (0.002) (0.013) (0.013)
Potential experience squared -0.000*** -0.000*** -0.000*** -0.001** -0.001*+*
(0.000) (0.000) (0.000) (0.000) (0.000)
Married 0.146*** 0.141%** 0.110*** 0.068 0.060
(0.023) (0.022) (0.022) (0.091) (0.090)
Year dummy 2004 0.100%*** 0.112*** 0.114%** 0.143*** 0.145%*
(0.022) (0.022) (0.022) (0.024) (0.024)
Year dummy 2006 0.198*** 0.211%** 0.217%** 0.282*** 0.289***
(0.025) (0.024) (0.024) (0.040) (0.040)
Constant 0.749%** 1.062*** 1.005*** 1.563*** 1.510***
(0.071) (0.074) (0.070) (0.251) (0.248)
Observations 4070 4070 4070 4070 4070
R-squared 0.241 0.273 0.303 0.084 0.092
Number of id 1955 1955

Robust standard errors are in parentheses. **@ik0* p<0.05, * p<0.1.
The regressions also include seven regional dumanidsight branch activity dummies.



Table A4. Pooled Quantile Earnings Regressions Fa@yl Workers
Dependent Variable: Log Hourly Real Earnings

VARIABLES

@

(6) @)

®)

9)

(10)

Pooled .10 Pooled .25 Pooled .50 Pooled .75 |Bdo90

Informal Worker

Informal Self-Emp.Worker
Informal Wage Worker
Formal Self-Emp. Worker
Years of schooling

Years of schooling squared
Potential experience
Potential experience squared
Female

Married

Year dummy 2004

Year dummy 2006

Constant

Observations

-0.234%
(0.024)

-0.043%*
(0.009)
0.005**
(0.001)
0.019***
(0.003)
-0.000%*
(0.000)
-0.142%*
(0.021)
0.115%*
(0.028)
0.099*+*
(0.024)
0.183**
(0.024)
0.597%*
(0.078)

@ @) @) ®)
Pooled .10 Pooled .25 Pooled .50 Pooled.75 Poo%
-0.232%*  -0.225***  -0.253**  -0.305***
(0.020) (0.020) (0.018) (0.033)
-0.042%*  -0.029*** 0.009 0.030**
(0.009) (0.007) (0.008) (0.012)
0.005***  0.004***  0.002*** 0.001
(0.000) (0.000) (0.000) (0.001)
0.026**  0.027**  0.026™*  0.028***
(0.002) (0.002) (0.002) (0.003)
-0.000***  -0.000***  -0.000***  -0.000***
(0.000) (0.000) (0.000) (0.000)
-0.149**  -0.115***  -0.089***  -0.123***
(0.016) (0.017) (0.018) (0.029)
0.101**  0.086***  0.145%*  0.178***
(0.023) (0.019) (0.020) (0.035)
0.077**  0.100***  0.135**  0.156***
(0.017) (0.018) (0.017) (0.025)
0.181**  0.210***  0.235**  0.263***
(0.021) (0.018) (0.020) (0.034)
0.857**  1.077**  1.401%*  1.758***
(0.059) (0.058) (0.062) (0.115)
9074 9074 9074 9074

9074

-0.134%*  -0.069**
(0.039) (0.027)
-0.224%  -0.203%*
(0.029) (0.021)
0.114*  0.208**
(0.055) (0.034)
-0.043*  -0.051%*
(0.009)  0(B)
0.005***  0.006***
(0.001)  OQD)
0.020***  0.025*+
(0.003)  0QR)
-0.000%*  -0.000%**
(0.000)  O(D)
-0.159%*  -0.149%
(0.026)  O(B)
0.102**  0.086**
(0.024)  op1)
0.004**  0.080%*
(0.023)  0(B)
0.180***  0.192%+
(0.023)  o0pR)
0.504%*  (.873%
(0.074)  08B)
9074 9074

0.080%*
(0.028)
-0.204%+
(0.022)
0.432%+*
(0.035)
-0.045%*
(0.007)
0.005***
(0.000)
0.025**
(0.002)
-0.000%**
(0.000)
-0.117%
(0.017)
0.068**
(0.020)
0.118**
(0.017)
0.226**
(0.020)
1.098**
(0.056)

9074

0.190***  0.206**
(0.036) (0.042)
-0.250%  -0.260*
(0.024) (0.037)
0.582%++  0.697**
(0.042) (0.047)
-0.015%*  -0.006
(0.006) (0.011)
0.004%*  0.003**
(0.000) (0.001)
0.024%+*  0.027**
(0.002) (0.003)
-0.000%*  -0.000%**
(0.000) (0.000)
0.111%%  -0.140%
(0.016) (0.020)
0.101%*  0.129**
(0.021) (0.027)
0.120%*  0.161%*
(0.018) (0.026)
0.230%**  0.250%*
(0.018) (0.028)
1.201%%  1.444%*
(0.057) (0.099)
9074 9074

Bootstrapped standard errors (150 replicationsjngparentheses. *** p<0.01, ** p<0.05, * p<0.1.
The regressions also include seven regional dumamiésight branch activity dummies.



Table A5. Fixed Effects Quantile Earnings Regressis For All Workers
Dependent Variable: Log Hourly Real Earnings
Vietnam VHLSS 2002-2004-2006

@) @) ©) @) ®) ®) @) ® ©) (10)
VARIABLES FE .10 FE .25 FE .50 FE .75 FE .90 FE .10 FE .25 FD FE .75 FE .90
Informal Worker -0.195**  -0.181** -0.152** -0.121** -0.103***
(0.015) (0.009) (0.002) (0.010) (0.015)
Informal Self-Emp.Worker 0.022 0.072%*  0.143%*  0.221**  (0.283***
(0.020) (0.015) (0.005) (0.015) (0.020)
Informal Wage Worker -0.159**  -0.138*** -0.110*** -0.077*** -0.056"**
(0.019) (0.012) (0.005) (0.012) (0.017)
Formal Self-Emp. Worker 0.193**  0.262**  0.326**  0.395**  0.466***
(0.022) (0.021) (0.005) (0.021) (0.027)
Potential experience 0.031**  0.028**  0.027***  0.026***  0.024**  0.031***  0.027**  0.026™*  0.025**  0.022***
(0.002) (0.001) (0.000) (0.001) (0.002) (0.002) o) (0.000) (0.001) (0.002)
Potential experience squared.001***  -0.001*** -0.001** -0.001** -0.001** -0.001** -0.001*** -0.001*** -0.001*** -0.001***
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)  0(m) (0.000) (0.000) (0.000)
Married 0.028 0.028***  0.035***  0.042***  0.048*** 0.018 0.@7** 0.027***  0.033*** 0.040**
(0.017) (0.010) (0.002) (0.012) (0.015) (0.015)  01a) (0.003) (0.009) (0.017)
Year dummy 2004 0.184**  0.167**  0.147**  0.140**  0.131**  0.188**  0.165**  0.149**  0.141**  0.132***
(0.015) (0.012) (0.002) (0.008) (0.015) (0.013)  01a) (0.003) (0.009) (0.013)
Year dummy 2006 0.320*  0.298**  0.290***  0.285**  0.292**  0.314**  0.296**  0.293**  0.291**  0.289***
(0.017) (0.012) (0.003) (0.010) (0.015) (0.016) 01a) (0.004) (0.010) (0.015)
Constant 1.185**  1.411*%*  1.584**  1.734**  1.962%*  1.127***  1.339**  1.493***  1.646**  1.817%*
(0.030) (0.025) (0.004) (0.026) (0.030) (0.035)  Om&) (0.006) (0.026) (0.032)
Observations 9074 9074 9074 9074 9074 9074 9074 9074 9074 9074

Bootstrapped standard errors (150 replicationsjngparentheses. *** p<0.01, ** p<0.05, * p<0.1.

The regressions also include seven regional dumamiésight branch activity dummies.



Table A6. Pooled Quantile Earnings Regressions fdflen
Dependent Variable: Log Hourly Real Earnings

@ @ @) @) ®) ©) % ®) ©) (10)
VARIABLES Pooled Pooled Pooled Pooled Pooled Pooled Pooled Pooled Pooled Pooled
.10 .25 .50 .75 .90 .10 .25 .50 .75 .90
Informal Worker -0.150%**  -0.154*** -0.193*** -0.237*** -0.297***
(0.032) (0.027) (0.027) (0.025) (0.047)
Informal Self-Emp.Worker -0.016 0.065 0.126***  0.173*  0.330***
(0.047) (0.045) (0.039) (0.045) (0.051)
Informal Wage Worker -0.148%* -0.103*** -0.145*** -0.228** -0.230**
(0.038) (0.035) (0.029) (0.027) (0.040)
Formal Self-Emp. Worker 0.202**  0.368***  0.424** (0.599***  (0.744***
(0.087) (0.053) (0.055) (0.059) (0.053)
Constant 0.475** 0.868** 1.039*** 1.357** 1.624** (0.438*** 0.828** 1.065*** 1.301*** 1.348***

(0.090)  (0.081)  (0.076)  (0.084)  (0.153)  (0.085) oOgl)  (0.071)  (0.072)  (0.125)

Observations 5004 5004 5004 5004 5004 5004 5004 5004 5004 5004

Bootstrapped standard errors (150 replicationsjrgparentheses. *** p<0.01, ** p<0.05, * p<0.1. Tregressions also include
the set of control variables present in Tables®A% plus seven regional dummies and eight bractikity dummies.

Table A7. Pooled Quantile Earnings Regressions faVomen
Dependent Variable: Log Hourly Real Earnings

@) B} @) @) ®) () @) ®) ©) (10)
VARIABLES Pooled Pooled Pooled Pooled Pooled Pooled Pooled Pooled Pooled Pooled
.10 .25 .50 .75 .90 .10 .25 .50 .75 .90
Informal Worker -0.324**  -0.342** -0.295*** -0.266*** -0.277***
(0.038) (0.032) (0.029) (0.034) (0.052)
Informal Self-Emp.Worker -0.275** -0.175**  0.063 0.209*+*  0.364***
(0.065) (0.048) (0.048) (0.049) (0.057)
Informal Wage Worker -0.388*** -0.359*** -0.322*** -0.320*** -0.227**
(0.063) (0.046) (0.043) (0.044) (0.054)
Formal Self-Emp. Worker 0.020 0.235%**  0.415%*  (0.585***  (0.736***
(0.078) (0.067) (0.053) (0.055) (0.059)
Constant 0.431** 0.663**  0.960*** 1.428** 1.714** 0.480*** 0.678** 1.045** 1.293** 1.346***

(0.132) (0.073) (0.119) (0.128) (0.141) (0.125) 0@m) (0.092) (0.112) (0.108)

Observations 4070 4070 4070 4070 4070 4070 4070 4070 4070 4070

Bootstrapped standard errors (150 replicationsjgparentheses. *** p<0.01, ** p<0.05, * p<0.1. Thegressions also include
the set of control variables present in Tables@®A% plus seven regional dummies and eight branthity dummies.



Table A8. Fixed Effects Quantile Earnings Regressis for Men
Dependent Variable: Log Hourly Real Earnings

)

@)

(3) 4) (5) (6) (7) (8) 9) (10)
VARIABLES FE .10 FE .25 FE .50 FE .75 FE .90 FE .10 FE .25 D FE .75 FE .90
Informal Worker -0.132**  -0.129***  -0.109***  -0.087*** -0.073***
(0.018) (0.012) (0.004) (0.014) (0.021)
Informal Self-Emp.Worker 0.125**  0.138**  0.201**  0.265**  0.295**
(0.027) (0.018) (0.008) (0.021) (0.025)
Informal Wage Worker -0.095**  -0.085*** -0.066*** -0.051**  -0.043
(0.020) (0.013) (0.008) (0.014) (0.025)
Formal Self-Emp. Worker 0.246**  0.280***  0.345**  0.415**  0.463***
(0.030) (0.028) (0.009) (0.029) (0.033)
Constant 1.154**  1.444**  1.606**  1.766***  2.000***  1.084**  1.346**  1.501**  1.665**  1.879***
(0.044) (0.030) (0.010) (0.032) (0.042) (0.050)  082) (0.014) (0.029) (0.043)
Observations 5004 5004 5004 5004 5004 5004 5004 5004 5004 5004
Bootstrapped standard errors (150 replicationsjngparentheses. *** p<0.01, ** p<0.05, * p<0.1. Thegressions also include
the set of control variables present in Tables®A% plus seven regional dummies and eight brantkity dummies.
Table A9. Fixed Effects Quantile Earnings Regressits for Women
Dependent Variable: Log Hourly Real Earnings
(1) (2) (3) 4 (5) (6) (7) (8) 9) (10)
VARIABLES FE .10 FE .25 FE .50 FE .75 FE .90 FE .10 FE .25 559) FE .75 FE .90
Informal Worker -0.254*  -0,238**  -0.197** -0.165** -0.128***
(0.024) (0.015) (0.004) (0.017) (0.022)
Informal Self-Emp.Worker -0.103**  -0.034 0.045%*  0.124*%*  0.225%*
(0.030) (0.027) (0.009) (0.026) (0.034)
Informal Wage Worker -0.259%*  -0.232%*  -0.176** -0.126*** -0.089**
(0.029) (0.021) (0.010) (0.023) (0.028)
Formal Self-Emp. Worker 0.107**  0.190*%*  0.253%*  (.324**  0.442%**
(0.040) (0.036) (0.009) (0.033) (0.044)
Constant 1.211%*  1.403%*+  1563**  1.718%*  1.897**  1.166***  1.361**  1.508%*  1.645**  1,791%*
(0.047) (0.035) (0.008) (0.042) (0.049) (0.045)  08B) (0.012) (0.042) (0.041)
Observations 4070 4070 4070 4070 4070 4070 4070 4070 4070 4070

Bootstrapped standard errors (150 replicationsjngparentheses. *** p<0.01, ** p<0.05, * p<0.1. Thegressions also include
the set of control variables present in Tables®A% plus seven regional dummies and eight brantkity dummies.



