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Measuring disincentives to formal work

Does formal work pay? Synthetic measurements of taxes and benefits
can help identify incentives and disincentives to formal work
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AUTHOR’S MAIN MESSAGE

Disincentives to accepting a formal job often outweigh the incentives. Evidence from transition economies shows a significant
positive correlation between measures of disincentives for formal work and the incidence of being informal. The formalization
tax rate and the marginal effective tax rate are useful measures. The higher these measures are, the more likely especially low-
wage workers will be informal. The tax wedge is an alternative measure; however it fails to adequately capture disincentives.
To design policies that encourage formalization, policymakers need measures that help them understand the disincentives
associated with formal work.
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