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Foreword

The informal economy has increasingly become one of the crucial components of Nepal’s overall national 
economic sphere. It provides forms of relatively easy access to income generating activities for people 
who fail to meet prerequisites of formal sector jobs. Workers in the informal sector are often stigmatized 
as “shady” or illegal since they frequently avoid government set standards, but most of them are simply 
trying to earn an honest living. 

Today, the ongoing effects of the COVID-19 pandemic has affected close to 80% of the workforce 
worldwide. Workers in the informal sector are hit the hardest.  The urgency brought upon by lurking 
threats of the COVID virus, devastating impacts of full/ partial lockdowns and increased need for their 
health and income security demands for a better understanding of their current conditions and calls for an 
immediate plan of action. 

Pursuing this vital issue, Centre for Social Change (CSC) is pleased to share this preliminary study report, 
“Amid the Pandemic and Beyond: Status of Informal Workers in Nepal”. The report is based on 
initial analyses of secondary data and is further guided by the outcomes from the CSC organized policy 
dialogue discussion titled- “Impact of COVID-19 on the Status of Informal Sector Workers of Nepal”. 
Outcomes yielded from the dialogue program include valuable insight of the current context of conditions 
and challenges of informal workers provided by government and trade union representatives, experts, and 
other relevant stakeholders.  

CSC would like to take this opportunity to thank Open Society Foundation for their support and the entire 
CSC team for their diligent and timely contribution in research, design, and publishing of this report. We 
are also equally grateful for the many consultations and suggestions received from experts along the way.

It is our hope that the result of this report, as well as other pursuits by CSC on the agenda, will help initiate 
much-needed discussions on issues faced by informal workers, support labor governance institutions and 
assist policymakers, practitioners, and other relevant stakeholders to protect the rights and wellbeing of 
informal workers of Nepal.
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Executive Summary

The crippling impacts of the COVID- 19 pandemic has tinted the economy of almost every country in the 
world. A novel breed of the virus that emerged in Asia in late 2019 rapidly led to the declaration of a global 
health emergency by World Health Organization, affecting lives and livelihoods worldwide. In response 
to the pandemic, measures that resulted in health and security emergencies, lockdowns, travel restrictions 
and sudden stoppage in economic activities have affected workers around the world. However, informal 
sector workers in developing nations share a disproportionate burden of these disruptions. 

Almost 62.2% of Nepal’s working population- i.e., more than 4.4 million Nepalese are involved in the 
informal sector. Already working in precarious conditions, deprived of fundamental workers’ rights, in 
absence of social security and an economic safety net, informal workers in Nepal now face an even greater 
threat of being pushed to the deeper end of poverty. 

In response to urgency of the issue, Centre of Social Change presents the preliminary study report- “Amid 
the Pandemic and Beyond: Status of Informal Workers in Nepal”. Realizing the vast and diverse nature of 
the informal sector, the report does not segregate or focus on any specific subdivision within the umbrella 
of informality. Rather, it attempts to provide an overview of the general scenario of the citizens involved in 
informal work. With an aim to provide comprehensive reference materials, sound policy recommendations 
and identify existing knowledge gaps, the report mainly focuses on the following:

• An overview of the status of informal workers in Nepal, discussing various demographic characteristics 
that influences the informal sector. 

• An overview of the impact of COVID- 19 on informal workers, their preexisting challenges, along 
with some pandemic induced opportunities. 

• An overview of labor governance institutions, labor mechanisms and principal laws and policies that 
affect worker rights and influence informality in the Nepali economy.

Following are the overall findings that bring forward the key issues and possible areas of policy improvement 
associated with informal sector workers, their status and well- being: 

1. An accurate meaning of informal sector and terminologies associated with the concept has no clear 
definition in Nepal’s context. Policies, regulations, and various studies have exercised the flexibility to 
choose definitions that fits their purposes. A precise definition of the informal sector and its’ divisions 
must recognize its nature that changes with time, context, and issues.

2. Nepal lacks concrete studies and data measuring the informal sector. The significance of national 
accounts and detailed structural data to understand the demographics, gender disparities, education 
status, occupation, and actual contribution of informal sectors to the economy must be realized in order 
to understand its magnitude and develop influential policies. 

3. Major policies affecting worker rights including social security, work benefits, insurance, work hours 
and working conditions fundamentally target formal sector workers in general. More than half of the 
working population that are involved in informal sector are either inadequately or not at all protected 
under the existing labor laws and benefits. Lack of information on the extent of the informal economy 
and realities of informal workers widens the existing policy gaps and aggravates the barriers to worker 
rights and protection.
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4. Due to lack of reinforcement and unclear division of responsibility and accountability, labor governance 
institutions and mechanisms are not in effective operation. There is a strong need to strengthen 
institutions managing labor rights to effectively perform their duties in representing and protecting the 
informal workers

5. Nepal’s COVID-19 relief measures have failed to reach the neediest groups. Issues such as misuse 
of resources, lack of documentation and absence of accountability are mounting while the problems 
of informal workers continue to worsen with the pandemic. Identification of informal workers and 
vulnerable groups is urgent for COVID-19 relief and future crises interventions to reach them.

6. Policymakers need to assess emerging concepts like ‘platform economy’, ‘work from home’ and 
increased digitalization of services that has created income generating prospects for many citizens 
since the pandemic started, but at the same time has increased informality in the work force.

7. COVID- 19’s impact on informal workers is multifaceted, affecting individuals in different forms. 
Formalization of the informal economy and its response measures need to realize this nature of 
informality and policy interventions must sustain beyond the span of the pandemic. 
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Introduction to Key Concepts

For the purposes of bringing clarity to key concepts surrounding the informal sector, this report has used 
comprehensively accepted and widely used definitions offered by the International Labor Organization 
(ILO) in accordance with the Geneva conventions. Concepts of employment, enterprises, formality, and 
informality used in the present study align with international standards set by the International Conference 
of Labour Statisticians (ICLS),1 Central Bureau of Statistics of Nepal (CBS),2 Industrial Enterprises Act of 
Nepal (IEA, 2020)3 and the standards applied in the most recent Nepal Labor Force Survey (NLFS, 2018).4

1 Referred to: ILO. (2018). International Conference of Labour Statisticians. ICLS meeting documents. Retrieved from 
ILOSTAT: https://ilostat.ilo.org/about/standards/icls/icls-documents/

2 Central Bureau of Statistics. (2018). National Economic Census. Retrieved from https://nada.cbs.gov.np/index.php/
catalog/92

3  Ministry of Industry, Commerce and Supplies. (2020). Industrial Enterprises Act 2020 (2076). Retrieved from Ministry of 
Industry, Commerce and Supplies: https://moics.gov.np/en/category/laws

4 Central Bureau of Statistics. (2018). Report on Nepal Labour Force Survey 2017/18. Central Bureau of Statistics being the 
most recent study measuring the national scope of Nepali labour market including both formal and informal sectors.

Informal Sector
A broad concept of the informal sector includes units engaged in the production of goods or services 
with the primary objective of generating employment and incomes for the persons concerned. 
These units typically operate at a low level of organization, with little or no division between labor 
and capital as factors of production and on a small scale. This study also includes notions of unpaid 
workers in family enterprises, casual wage employment, home-based worker or service providers 
and street vending as informal sector workers.

Formal Sector
Government or state-owned enterprises, national or international organizations, incorporated 
companies and establishments that are registered with relevant authorities.

Informal Economy
All economic activities by workers and economic units that are in law or in practice and not 
covered or insufficiently covered by formal agreements.

Informal Employment
The total number of informal jobs, whether carried out in formal sector enterprises, informal sector 
enterprises, or households, during a given reference period.

Economically Active Population
Population aged between 15- 59 working or actively seeking work. 

Home-Based Workers
Dependent, subcontracted workers who work directly or indirectly for employers or their 
intermediaries, usually on a piece rate basis. They often include unpaid family workers on a regular 
or irregular basis. 

Self-Employed Own Account Workers 
Independent workers who design, produce and market their own products but cannot be considered 
to be running small businesses.
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Major characteristics of informal workers

• Generally engaged in small or micro enterprises for which, registration, taxation or other governmental 
procedures are not regulated.

• Casual, part- time or seasonal employment.
• Precarious working conditions and low job security.
• Unclear employee- employer relationship or contract.
• Often not covered by labor laws or social security systems.
• Low income and wages that are largely cash based.
• Absence of representation by unions or other representative groups.

Livelihoods

Nepal’s informal sector is vast. Almost all economic sectors of the country have a substantial grasp of 
informality. According to NLFS (2018)5 findings, one in every five working persons in Nepal are involved 
in agriculture- the largest employing industry of the country. Following suit, trade industry has the second 
largest share of employment and then construction comes to the third. With lives and livelihoods of workers 
being affected by various factors, informal sector provides a refuge for many even though it offers low 
productivity and difficult working conditions with no social protection. 

Some of the livelihood alternatives that informal sector workers are involved in are as street vendors, 
rickshaw pullers, garment factory workers, waste pickers, roadside barbers, tailors, cobblers, day laborers, 
entertainment performers, load carriers and many more. 

It is essential to understand that not all workers in the informal sector are underprivileged and there are 
vulnerabilities faced by workers in the formal sector too. However, studies show that those involved in 
informal sector work face a higher risk of poverty and lower productivity.6  An already complex status 
of being unregistered, unregulated and poverty often compromise their dignity and expose them to 
exploitation without power to negotiate or advocate themselves, manipulation and unfavorable and hostile 
treatment from society and government bodies.

5 Refer to 4.
6 Stuart, E., Samman, E., & Hunt, A. (2018). Informal is the new normal. Improving the lives of workers at risk of being left 

behind. Overseas Development Institute.
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1. Statistics on Informal Workers of Nepal

1.1 Overview

In developing countries with high urbanization and population growth rate, informal sector plays an 
integral role in creating opportunities for employment, production, and income generation.7 In developed 
nations, close to 18% of employed population are involved in informal sector but in South Asian context, 
those numbers are close to 80%. Additionally, more than 90% of South Asian businesses are informal.8

Today, two billion- almost 61% of the world’s working population are employed in informal jobs according 
to ILO.9 In the case of Nepal, CBS reports that more than 62.2% of the total work force- i.e., around 4.4 
million Nepalese are engaged in the informal sector.10 Varying from precarious jobs to profitable ventures, 
informal sector includes a wide range of activities and unlike the formal sector; it is neither taxed nor 
supervised by the government. Hence informal workers are often devoid of fundamental rights, basic 
services, social protections and largely vulnerable to threats of poverty, risky working conditions, and 
exploitation. 

Recent learnings since the outbreak of COVID-19 virus demonstrate that informal sector workers are 
among the ones who are hit the hardest.11 The already existing challenges they faced are now worsened by 

7 United Nations. (1997). Handbook for producing national statistical reports on women and men, social statistics and 
indicators. Series K. No. 14. Retrieved from https://www.ilo.org/wcmsp5/groups/public/---dgreports/---stat/documents/
publication/wcms_422437.pdf

8 The World Bank. (2020). Beaten or Broken? Informality and COVID- 19. Retrieved from South Asia Economic Focus. Fall 
2020: https://openknowledge.worldbank.org/bitstream/handle/10986/34517/9781464816406.pdf

9 ILO. (2020). ILO Monitor: COVID- 19 and the world of work. 2nd Edition. Retrieved from https://www.ilo.org/global/
about-the-ilo/WCMS_740877/lang--en/index.htm

10 Central Bureau of Statistics. (2018). National Economic Census. Retrieved from https://nada.cbs.gov.np/index.php/
catalog/92. 

11 Press release: The World Bank. (2020). COVID-19  impact  on Nepal’s economy hits hardest informal sector. Retrieved from https://
www.worldbank.org/en/news/press-release/2020/10/08/covid-19-impact-on-nepals-economy-hits-hardest-informal-sector

© Anish Khatri
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the aftereffects of lockdown measures, income loss and health and safety demands. 

In this regard, this study is an attempt to provide an overview of the status of informal sector workers 
in Nepal. The study also focuses on government policies and mechanisms regulating and managing the 
informal sector of the country, especially of the ones that are directly and severely affected by ongoing 
impacts of the COVID- 19 pandemic.

1.2 Nepal’s labor market

Confirming to a rapidly growing labor force in the country, more than 4,50,000 youths enter Nepal’s 
labor market annually.12 While on one hand rapid growth of labor force guarantees availability of human 
resources for production of goods and services, on the other hand it places immense pressure in creation 
of additional decent work opportunities. As a result, more than 70,000 youths are already migrating to 
foreign countries on a yearly basis with aspirations of finding better job prospects.13

The gradual development in the industrial and service sectors of the country in the recent years is 
expected to bring more quality work opportunities and accommodate the increasing labor force.  In 
response to which, close to 4 million jobs were added to Nepal’s economy within the past decade14 but 
with minimal improvement in quality, stability, and access even for active job seekers. The most recent 
labor market survey reports out of 20.7 million working age population, 7.1 million were employed 
while 908 thousand were unemployed.15 

From a previously rigid structure though, Nepal’s labor market scenario has changed progressively with 
central legal reforms in labor laws, social security schemes, improvement in industrial relations and 
workplace co- operations. World Bank reports that the share of wage workers in Nepal has increased 
from 17% to 25% of the total employment between 2008 and 2018.16 Aligning to a global pattern, 
it signals economic activities in the country have diversified their production activities and jobs are 
increasingly becoming firms or company based. However, poor implementation of the existing labor 
laws, lack of government monitoring and absence of social protection has led many to turn to informal 
jobs that are seasonal, low in productivity and often unsafe.

12 National Planning Commission . (2015 ). Retrieved from https://npc.gov.np/en
13 Ministry of Labour, Employment and Social Security. (2020). Nepal Labour Migration Report- 2020. Retrieved from 

https://moless.gov.np/wp-content/uploads/2020/03/Migration-Report-2020-English.pdf
14 Ruppert Bulmer , E., Shrestha , A., & Marshalian, M. (2020). Nepal Jobs Diagnostic. Job Series;No. 22. . Retrieved from 

The World Bank: https://openknowledge.worldbank.org/handle/10986/33956 License: CC BY 3.0 IGO.
15 Refers to population who are unemployed but actively seeking jobs: Report on Nepal Labour Force Survey. (2017/18). 

Central Bureau of Statistics. Nepal.
16 Refer to 14.

High levels of informality in a country’s economy often create linkages between low GDP 
and high levels of informal employment sectors. 

However, this also means a large number of workers are vulnerable to low and fluctuating 
income, low social standing, exploitation, difficult working conditions, hostile social 
environment and deprivation from fundamental rights and legal protection, especially in 
developing nations like Nepal. 



 3

1.3 Status of informal businesses in Nepal

Micro- enterprises are relatively small sized entities defined in terms of limited investment of less than NRs 
20 lakhs and having less than nine employees.17 In Nepal, micro-enterprises comprise 95.4% of the total 
enterprises and 58.8% of employment share.18 Appallingly, 52.1% of them are unregistered, exposing a 
large number of workforces to no provision of reliable income, workplace safety, labor rights and security. 
This is excluding household-based enterprises where most of the work is carried out by family members 
with little to no pay, especially by female family members. As stated already, more than 62.2% of the total 
work force- around 4.4 million Nepalese are currently engaged in the informal sector which is mainly 
driven by a large number of unregistered micro and small enterprises and cottage industries.19

1.4 Employment in formal and informal sector

With NLFS being the only sizeable national research (that is extensively used by this study) that has most 
recent comprehensive set of informal sectors and considering a serious lack of consistency in description, 
characterization and key indicators of informal activities, Nepal is yet to measure its concrete status and 
a precise size of the magnitude of the country’s informal economy.  Portrayal of an overall scenario 
nevertheless was possible with the available data and reports assembled from various national and 
international sources that are presented as follows.

Figure 1: Formal and informal employment share (%) in all provinces

Source: (NLFS, 2018)

As shown in Figure 1, Province 2 has the largest share of informal employment while Bagmati province- 
that has the largest population in the country accounts for the smallest share. Lesser presence of informality 
in Bagmati province perhaps signals its urban and pre- existing centralized nature that is leading in various 
development criteria including formal sector jobs.

17 Ministry of Industry, Commerce and Supplies. (2020). Industrial Enterprises Act 2020 (2076). Retrieved from Ministry 
of Industry, Commerce and Supplies: https://moics.gov.np/en/category/laws. While the previous charter Labour Act 1992 
was only applicable to enterprises with more than 10 employees, present Labour Act, 2017 is relevant to all enterprises 
regardless of their employee numbers.

18 Central Bureau of Statistics. (2018). National Economic Census. Retrieved from https://nada.cbs.gov.np/index.php/
catalog/92

19  Ibid

 Formal

 Informal

Province 
1

Province 
2

Bagmati Gandaki Lumbini Karnali Sudurpas-
chim

National 
Average

15.2

84.8

8.1

19.4 17.1 15.3 16.9 14.8 15.4

91.9

80.6 82.9 84.7 83.1 85.2 84.6
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Table 1: Employment share in formal and informal sector

Formal 
Employment 

(in thousands)

Informal 
Employment 

(in thousands)

Total (in 
thousands) 

Formal 
Employment 

(%)

Informal 
Employment 

(%)
Formal Sector 1093 1583 2675 40.9 59.2

Informal Sector 0 4411 4411 0 100

Total 1093 5994 7086 15.4 84.6

Source: (NLFS, 2018)

Given table shows that close to 4.4 million Nepali workers are involved in the informal sector and even 
within the formal sector workforce, approximately 1.5 million are informally employed. This implies 
that more than half the employed population even in formal sector lack fundamental worker benefits like 
paid leaves, health coverage or social security.  With close to 6 million workers involved in the informal 
economy, Nepal needs to prioritize their protection.

1.5 Demographic characteristics of informal workers in Nepal

In many empirical studies, it is emphasized that informal sector is affected in various forms by socio- 
economic dynamics of workers.20 It includes a diversified set of often unregistered employees who differ 
in qualifications, gender, region, etc. Present study proceeds further realizing that demographic attributes 
of the informal sector workers, similar or different, can be indicative of their conditions and needs and can 
largely help determine the drivers of informality.21 

Following discussions are therefore an attempt to provide a brief overview of major demographic contexts 
that influence informality in Nepal: 

i. Age group in informal employment

The informal economy is expanding in many contexts. As discussed already, creating decent job 
opportunities for growing work force is an existing issue. Formal sectors in general list prerequisites 
for jobs but informality in these circumstances provide quick refuge even without previous experiences, 
education, or skillsets. Since working population often shares the dependency of non- working population, 
it becomes essential to understand and prepare the working age group for the socio- economic changes and 
crises that may come with time and context.

In the figure below, the highest informal employment share can be seen among youth of age group 15-24 
years at 94.4% and then among 65 years and above, at 91%. In both cases,  informal sector provides a 
relatively easy access than formal sector. The young age group often enter the workforce without previous 
job experiences or any developed skill sets. Many times, informal sector is a temporary refuge to step on 
to formal jobs but there are also chances that they stay trapped in the cyclic nature of informality. 

20 GÖRMÜŞ, A. (2017). The micro determinants of informal youth employment in Turkey. In S. KOÇ , A. Orhan, & M. 
GÖZEN, Unregistered Employment (p. Chapter 12). London: IJOPEC.

21 Başbay, M., Elgin, C., & Torul, O. (2018). Socio-demographics, political attitudes and informal sector employment: A 
cross-country analysis. Science Direct Journals & Books, Volume 42, Issue 4.
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Figure 2: Informal employment (%) by age group

94.4

85.2

78.8

78.6

87.3

91

15-24

25-34

35-44

45-54

55-64

65+

Source: (NLFS, 2018)

In cases of the elderly population, many are either retired or unable to keep up with the work momentum. 
Limited ability to work, absence of savings and growing dependence on other working family members 
can often push them into informal lines of work. An astounding involvement of 65 years and above people 
in informal work in Nepal stresses the significance of pensions, social security and retirement schemes for 
elderly citizens and  need for policy responses that recognize the special vulnerbilites of elderly population.

ii. Education in informal sector 

Education and skills attainment can play a crucial role in one’s chances of securing formal jobs22. Higher 
a person’s education level, lower will be their chances of entering the informal sector. People lacking 
in education often face difficulty in meeting the requirements of formal work and in far too many cases 
informal line of work is the only means to earn a living or gain work experience.

Figure 3: Education attained in formal and informal sector

Source: (NLFS, 2018)

The figure attached alongside shows majority of formal sector workers have attained higher level education 
while most of the informal workers have basic education. Equal access to education and opportunities 
are already existing issues in Nepal and even with provisions of government sponsored or NGO- based 
livelihood trainings and skill building programs, those with no education find it difficult to take advantage 
of such opportunities.

22 Jacobs , F. (2019 ). Informal work: Better education and training. Retrieved from Development and Cooperation: https://
www.dandc.eu/en/article/more-education-crucial-create-less-informal-and-more-formal-work. Majority of adults globally 
with no formal education work on an informal basis. Even among those who have graduated from secondary schools, the 
figure is only close to 50 %.

Tertiary Secondary Basic Literate Illerate Nepal

91.6%
8.4 %

76.1%

23.9% 62.3%

37.7%

27.8%

72.2%

16%

84%

46.5%

53.5%

 Formal

 Informal
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iii. Urban-rural lens

In case of Nepal, majority of rural population are mainly informally engaged in agriculture and informal 
employment outside agriculture is more concentrated in urban areas.23. Illiteracy, lack of awareness of 
basic rights and the lack of recognition by laws and policies are major factors that continue to foster 
informal sector work and workers in rural areas of Nepal.  

Figure 4: Informal employment in urban and rural regions

Source: (NLFS, 2018)

As the figure shows, informal employment is higher in rural areas of Nepal than urban areas. Since 
agriculture is the largest sector in rural areas fostering informal employment, ILO reports that people 
living in rural population are twice as likely to be engaged in informal employment than ones in urban 
areas.24  Lack of access to know how of decent employment opportunities, lack of resources and recently 
apprehended digital divide continues to expand informal employment in rural areas of Nepal.

iv. Women in informal sector

When not involved solely in household or subsistence farming, many women seek for income generating 
opportunities outside domestic roles either as sole bread winners or as to supplement male earnings, 
especially when obligated by poverty and scarcity.25 For them, informal sector provides some income 
opportunities but these activities in majority are low income generating, physically demanding with little 
scope for upward mobility. Their informal activities often include street vending (vegetables and fruits, 
poultry, cigarettes, and candies etc.), domestic work, construction site jobs, casual employment in small 
enterprises or agriculture. 

A global pattern shows that mostly in household work, women share a larger burden of unpaid labor domestic 
chores and care for children and elderly26 much of which activities are ‘invisible’ and not accounted as 
work but are rather ‘expected’ of women by social norms. The disparities can also be analyzed through 
following data: 

23 ILO. (2004). The Informal economy and workers in Nepal. Series 1. Retrieved from ilo.org: https://www.ilo.org/kathmandu/
whatwedo/publications/WCMS_113778/lang--en/index.htm

24 ILO. (2018). Women and men in the infromal economy: A statistical picture. Third Edition. Geneva: ILO. Retrieved from 
https://www.ilo.org/wcmsp5/groups/public/---dgreports/---dcomm/documents/publication/wcms_626831.pdf

25 Leach , F. (1996). Women in the informal sector: The contribution of education and training. In Development in Practice 
(pp. Vol. 6, No. 1). Taylor & Francis, Ltd.

26 UNICEF. (2020). Greater support needed for working families as COVID-19 takes hold. Newly released recommendations 
for businesses aim to help employers strengthen support for families during the pandemic.

 Formal Sector  Informal Sector

Nepal

Urban

Rural

15.4%

18.2%

9.1%

84.6%

81.8%

90.9%
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Figure 5: Men and women’s employment share (%)

Source: (NLFS, 2018)

Given figure shows that within employed population of women, 66.5% are engaged in informal sector and 
for men, it is 59.7%. Involvement of women in informal sector despite low pay without any labor contracts 
for insurance, social security schemes or worker benefits can be attributable to lack of know-how of market 
and investments, education and skills, absence of own property and savings, familial constraints and fierce 
competition with men and struggle with already prevailing gender-based wage gaps in both sectors.27

Figure 6: Average monthly earnings (in NRs) in formal and informal sectors

Source: (NLFS, 2018)

Figure 5 as presented suggests average monthly earnings for men are higher in both formal and informal 
sectors. Validating the prevailing gender-based pay gap, given data reinforces gender disparities in terms 
of earnings in both formal and informal line of work. 

Figure 7: Average (weekly) hours worked in formal and informal sector

Source: (NLFS, 2018)

In above figure, average work hours can be seen as high as 50.5 and 40.5 hours per week for men and 
women respectively in formal sector. Lower working hours in informal sector can suggest absence of work 
contract hence flexible hours especially for self-employed and own account workers.

Nepal’s 2015 constitution promoting women’s inclusion and participation in governance, enabling 
property ownership and advocacy of women’s rights have enhanced women representation but policies 

27 Ramani, S. V., Thutupalli, A., Medovarszki, T., & Chattopadhyay, S. (2013). Women in the Informal Economy: Experiments 
in Governance from Emerging Countries. UNU Policy Brief. United Nations University .
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and regulations supporting sustainable livelihood possibilities, income protection, flexible working 
arrangements, and access to quality care for family members can enhance women’s sense of security and 
productivity. 

As drawn from the data and figures shown above, the prevalence and reproduction of the informal sector 
is impacted by multiple factors:

• Higher involvement of women in informal sector urges a need for policy interventions that account for 
disproportionate burden of family care and household chores. 

• Formal employment shares that were seen greater in Bagmati province- vastly urban region of the 
country and among population with higher level of education reinforces the notion that availability and 
access to formal jobs lessens involvement in informality.

• Higher incidence of informality in rural working population that poses major challenges for workers’ 
rights also suggest better analysis of their circumstances.

• Higher involvement of youth and elderly in informal sector suggests that Nepal needs to create 
productive opportunities for youth and coming generations as they enter the work force and urgently 
ensure coverage of the elderly by social security and retirement plans. 

Unlike formal economy, activities in informal economy are largely unregulated by any form of government 
and not accounted for in the Gross Domestic Product (GDP) of the country. The informal economy is not 
only vast but also heterogenous, comprising of a wide range of activities and enterprises. Converting them 
into data and numbers can be an arduous challenge. Given the lack of substantial source for data relating 
to informal sector, a precise measurement or magnitude of informal economy is difficult to determine.

Inclusion of informal sector workers in the population census, household surveys and further research 
and studies are therefore necessary to understand the demographics, gender disparities, education status, 
occupation and actual contribution and magnitude of informal sectors to the economy in order to develop 
influential policies. 

Key policy recommendations:

1. Labor policies must recognize the heterogenous working population of Nepal and must be aware that 
one form of policy framework will not work for all groups and must target group specific. For example, 
age specific or gender specific polices must be oriented around challenges faced by the particular 
group.

2. Social security and retirement schemes must urgently be extended and able to reach senior citizens. 
3. Policies must address the complicated structural challenges in informal sectors as a result of which 

they lack access or awareness of their rights and conditions. 
4. Policies must reach and protect marginal groups and must be designed to increase productivity.
5. Provision of skills and trainings to use tools and technology, practical aspects of trade, business and 

bookkeeping for example can enhance skills necessary to earn livelihood.
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2. Labor Governance in Nepal 

Function of a particular governance system deeply influences the status of people it aims to serve. A well 
functioned governance system is combined with the existence of pro-people laws and policies, institutional 
mechanisms serving in the best interests of people, smooth policy enforcement processes, and effective 
leadership to drive the governance. While assessing the status of informal workers in Nepal, it is imperative 
to understand Nepal’s labor governance regulating and managing the country’s informal economy.

This section mainly attempts to describe the availability of laws and policies and institutional mechanisms 
affecting Nepal’s labor governance.

2.1 Laws, policies and programs affecting worker rights in Nepal

The fundamental labor and employment related laws and policies of Nepal, ensure employment rights for 
every Nepali citizen and have the potential to influence informal jobs and economy.  Its implementation 
however has proven to be ambiguous and faulty, especially with the transforming nature of Nepal’s political 
scenario, availability of resources, political commitments, as well as bureaucratic failures in addressing 
the urgent needs of workers.

In current circumstances where rights and benefits of formal sector workers are only recently being 

Lockdown measures and travel restrictions enforced in response to the global pandemic 
has most affected those working in the informal economy that are unprotected and often 
overlooked. 

Present circumstances however have urged nations to examine their existing policies 
associated with worker rights, social protections, working conditions, employment- 
employer relationships, rights to unionize and partake in collective bargaining.

© Anish Khatri
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recognized, protection of informal workers is an emerging issue that is yet to be addressed. This study 
proceeds further with a thorough examination of existing mechanisms, laws, and regulations to provide 
fresh perspectives for policy reforms.  

From a previously narrow policy structure, Nepal has brought about much improved flexibility in provision 
of rights, facilities, remuneration, safety, and security of workers in various Nepali sectors in the recent 
years. Although new reforms in national acts and rules are far more inclusive and promising, informal 
sector workers are largely left out. Policies and provisions specifically targeted for informal workers are 
yet to be installed.

The following is a list of existing acts and rules that majorly safeguard formal sector workers but have the 
potential to influence the rights and wellbeing of informal workers as well:

• Bonus Act, 1974
• Trade Union Act, 1992
• Foreign Employment Act, 2007
• National Employment Policy, 2015
• Labor Act, 2017 
• Labor Rules, 2018 
• Social Security Act, 2018 
• 15th periodic plan (2019/20- 2023/24)
• Industrial Enterprises Act, 2020

Along with above listed national directives, Nepal has also ratified to several international conventions 
relating to the rights and standards of labor. Although not directly responsible for formulation, Nepal’s 
labor related Acts and Rules are influenced by the following international instruments as well: 

• ILO Core conventions
• Universal Human Rights Declaration
• Sustainable Goal #8- Decent work and economic growth

The legal foundations and framework for policy formulation in Nepal is fundamentally set by the 
Constitution of Nepal 201528 under the relevant sectoral ministries. Concurrently, Ministry of Finance 
(MoF) and National Planning Commission (NPC) are responsible for national budget allocation and 
formation of national directives.29 This report proceeds further by discussion major components of the 
existing policies and programs that affect worker rights in Nepal. 

i. Constitution of Nepal (2015)

The 2015 Constitution of Nepal has several provisions that guarantees safe and equal access to labor, 
employment and social security for every Nepali citizen including informal workers and workers from 
marginalized groups. Table presented below provides an overview of these articles and provisions made 
under each of them:

28 The Constitution of Nepal. (2015). www.nepal.gov.np
29 ADB. (2019). Governance and institutional risks and challenges in Nepal. Retrieved from Asian Development Bank: 

https://www.adb.org/sites/default/files/publication/543056/governance-institutional-risks-challenges-nepal.pdf
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Table 2: Labor and employment related provisions in Constitution of Nepal

Article Right Description
33 Right to employment Every citizen has the right to employment or to choose employment.
34 Rights regarding labor Every citizen has the right to engage in appropriate labor, to receive 

appropriate remuneration, form or join trade unions, engage in 
collective bargaining, to work in decent working conditions and to 
contributory social security. 

38 Right of women Every woman has the right to special opportunity in the sphere of 
social security, based on positive discrimination.

41 Right of senior citizens Senior citizens have the right to special protection and social security.
43 Right to social security Senior citizens, single women, people with disabilities, children, and 

citizens of endangered ethnicity in an economically poor, incapacitated 
or helpless state have the right to social security, as provided in the 
law. 

Source: (ILO, 2017; Constitution of Nepal 2015)

ii. Social Security

Recognized by Nepal’s Constitution of 2007 for the first time, social security and protection is the 
fundamental right of every Nepali citizen. Beneficiary coverage of social security scheme that had started 
in 1994/95 with a single program has substantially expanded in the recent years in its attempts to protect 
marginal communities, single and widowed women, senior citizens, and people with disabilities and so on. 
It is estimated that around 12% of the budget allocation goes towards social security schemes30 that largely 
provides legal foundations to protect the most vulnerable groups of the nation. The recent Contribution 
based Social Security Scheme, 2017 introduced by government of Nepal is supported through formal 
sector employers and workers.

While the scheme ensures security and benefit plans for medical treatments, maternity, accidents, disability, 
and old age for working class, it widely generalizes workers across the economy, including informal 
workers. So far, its achievement in practice is unconvinced since issues exist in registration of workers into 
social security program, attainment of prerequisites like PAN/ taxpayer identification number and bank 
accounts and lack of awareness and advocacy for their social security rights. 

iii. Prime Minister Employment Program (PMEP)

PMEP is a government initiative that was launched in 2019 and functions under MoLESS. The program 
was initiated with an aim to provide a minimum of 100 days of wage employment for unemployed Nepali 
citizens between age of 18 and 59 and to provide job opportunities to more than 100,000 citizens for 
30 days across all 753 local levels. Although the program is capable of changing the Nepali course of 
unemployment and employment informal sectors, a deeper analysis of the program implementation 
showed wide discrepancies in budget, resources and management.31 While some local units faced difficulty 
in spending the allocated budgets in others stated the budget was not enough to see through successful 
implementation of a program.  

By the end of the first fiscal year, PMEP could provide only 13 days of work in average for 175, 909 

30 Referred to budget speech for fiscal year 2020/21. Ministry of Finance. (2020). Website: https://mof.gov.np/en/
31 Jha , N. (2021). Cracks in the job programme. Published date May 4, 2021. Retrieved from The Kathmandu Post: https://

kathmandupost.com/columns/2021/01/24/cracks-in-the-job-programme
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applicants in 2019.32 It raises concerns if PMEP upholds any vision of sustainable jobs or any understanding 
of sector- wise employment issues. A government led program that could have proved crucial in relieving 
the informal sector employment issues, stands struggling among uncoordinated government structure, 
weak research of the needs and improper implementation of the program.  

iv. National budget allocation for fiscal year 2020/21

The 2020/21 fiscal year budget emphasizes on PMEP despite several failed components and has widened 
its allocated budget to NRs. 11.6 billion from NRs. 5.1 billion of last fiscal year.33 With an aim to generate 
additional 200,000 employment opportunities. The program ensures employment especially for workers 
and returnee migrants who are affected by COVID-19.

Similarly, NRs. 1 billion is allocated to facilitate employment for 50,000 people through skill-based 
training and NRs. 4.34 billion to support organizations that provide such trainings and create employment 
opportunities, especially for informal workers and returnee migrants. The allocated budget further envisions 
to create jobs for people through provision of credit for small farmers, Youth and Small Entrepreneur Self 
Employment Fund and jobs in the private sector. With not much change in policy framework, total budget 
of NRs. 67.50 billion is allocated for social security allowances.34

To ensure the above-mentioned fundamental rights and policies to benefit all Nepali citizens, the 
Government of Nepal has distributed either exclusive or concurrent powers to different layers and sectors 
of the government. While the central body has the responsibility of formulating the overall policies and 
standards and providing the budget to ensure delivery of all services, the subnational bodies of governments 
are responsible for its implementation. 

This report further discusses the key institutional bodies responsible for managing labor governance in 
Nepal and mechanisms that currently affect the rights and well-being of Nepali workers:

2.2 Institutional mechanisms influencing labor governance in Nepal

Since the formation of three-tiered government in 2017, the federal, provincial, and local bodies are the 
policy making and implementing authorities that often function under exclusive and shared dominions. 

In case of labor polices, laws and guidelines, Ministry of Labor, Employment and Social Security 
(MoLESS) is the leading federal body that is responsible for its formulation, implementation, monitoring 
and evaluation.  Primary objective of the MoLESS is to create dignified work opportunities aligned with 
right to labor and employment as granted by the 2015 Constitution of while reducing unemployment and 
underemployment.  Additionally, the ministry also oversees employment oriented vocational trainings, 
regulation of Trade Unions and management of national data, studies and research on employment and 
underemployment.

Within the Ministry, following are the integral divisions accountable for workers’ welfare and wellbeing:

32 Poudel, U. (2020). We are fundamentally trying to ensure that the needy get a job under PMEP. Published 
date Februrary 25, 2021. Retrieved from The Himalayan Times: https://thehimalayantimes.com/business/
we-are-fundamentally-trying-to-ensure-that-the-needy-get-a-job-under-pmep/

33 Refer to 23.
34 Nepal Economic Forum . (2021, February 15 ). What next for Nepal’s Informal Economy Actors? Retrieved from https://

nepaleconomicforum.org/neftake/what-next-for-nepals-informal-economy-actors/#_ftn7



 13

Table 3: Divisions related to labor and employment and their responsibilities.

Divisions Major responsibilities
Employment 
Management Division

Formulate national policies, set criteria and regulations related to labor and 
employment. Formulate, amend and introduce bills and regulations in accordance 
with national as well as foreign employment laws. Disseminate precise and 
reliable information regarding employment opportunities.

Department of Labor 
and Occupational 
Safety

Prepare skilled and competitive human resources in accordance with the 
national and international labor market standards. Provide labor force with 
safe, productive, and healthy working environment in both formal and informal 
sectors. Ensure inclusive employment opportunities and rights to include 
workers from marginalized groups. 

Labor Relations and 
Social Security

Promote measures to maintain industrial democracy. Resolve labor and 
employment related issues through mutual negotiations and consultations with 
authorized bodies. Implement and monitor the right to social security for all 
workers in both formal and informal sector. 

Labor and 
Employment Office

Authorize and inspect internal and foreign labor supplier companies and licenses. 
Oversee issues related to industrial labor relations. Oversee issues related to 
trade union laws and collective bargaining agreements.

Social Security Fund 
(SSF)

Mandate all workers and employers to register with SSF and to contribute 31% 
of the employer’s basic salary to the fund. Provide citizens with social security 
numbers. Disburse protections schemes (health, accidents, retirement, etc.) to 
workers and benefits to recipients identified by government.  

It is however essential to mention that the newly adopted federal system of governance is transitional 
in nature and several institutions in all three tiers yet to be established and several laws, polices and 
guidelines yet to be endorsed. With relatively recent establishment of provincial and local government 
bodies, downsize of sectoral ministries and redefinition of their functions and responsibilities, most 
government departments lack adequate institutional capacity. 

As a result, labor offices have taken upon responsibilities of regulating multiple localities while they may 
be equipped of supervising only a couple of them. Strengthening of labor governance in the present seems 
as much important as consolidating worker rights in the present circumstances. 

2.3 Role of Trade Unions in the informal economy

Trade Unions in general are organizations formed by workers from related fields to represent common 
interest of its members and act as medium of communication between employers and workers. Trade 
unions in Nepal are not fundamentally governmental organizations, their forte being industrial sector but 
because of their interest in laws governing labor and employment, they are highly politicized inevitably. 

A traditional concept of Trade Union is associated with formal companies and workers35 and their 
conventional objectives do not extend to informal economy issues.  In present context however, Trade 
Unions play a relevant role in organizing and mobilizing a workforce that is diverse and increasingly 
informal in nature. They are in an ideal status to form an alliance with workers in informal economy.36  
Especially the ongoing effects of the COVID-19 pandemic has highlighted their abilities to defend and 

35 ILO. (2004). The Informal economy and workers in Nepal. Series 1. Retrieved from ilo.org: https://www.ilo.org/kathmandu/
whatwedo/publications/WCMS_113778/lang--en/index.html

36 ILO . (2019 ). Organizing informal economy workers into trade union: A trade union guide. Retrieved from https://www.
ilo.org/wcmsp5/groups/public/---ed_dialogue/---actrav/documents/publication/wcms_711040.pdf
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represent workers, their rights and wellbeing in the informal sector.  

Some specific roles of Trade Unions that can aid informal workers during and beyond the pandemic are 
listed as below:

• Ensure minimum wage and fundamental rights for workers.
• Prioritize involvement and representation of minority groups in union activities.
• Emphasize in organizing informal workers, particularly ones in highly unorganized sectors like 

agriculture. 
• Build awareness among workers and employers about social security schemes.
• Intervene in national policy frameworks in favor of informal workers. 
• Increase proactiveness in effective functioning of labor governance. 
• Ensure Occupational Safety and Health (OSH) standards during and beyond covid.

In the light of the pandemic, Nepali Trade Unions strongly opposed job loss or pay cut of workers solely 
based on COVID- 19 as an excuse and provided support in relief distributions. Bipartite dialogue between 
unions and employers’ organizations during the first wave of the pandemic had settled that private sector 
businesses must pay at least 50% of the salary to workers during lockdown periods.37 Food industries, 
pharmaceutical companies, banks, and other essential services that stayed open during the lockdown were 
to pay full salaries to workers (both formally and informally employed). However, unorganized informal 
workers were not covered by the dialogue and implementation of the agreement has not been ensured. 

2.4 Effectiveness of labor governance

Various existing governance mechanisms in Nepal promote fundamental rights and wellbeing of Nepali 
workers but a deeper analysis shows that these mechanisms may not be effective in the present context of 
an expanding informal economy. Following is an attempt to address the major governance mechanisms 
that critically influence informality and lives of informal workers:

i. Business and tax registrations

One of the major traits of workers in the informal sector is that they are not registered under government 
standards hence unregulated by any government body. It is argued that businesses, workers, and employers 
skip the formal registration procedures because they bear it as complicated, costly and time consuming.38 
According to Industrial Enterprises Act (2020) Nepal, permission to own and operate a business is obtained 
through several layers of approval and registration procedures. Additional approvals in cases of relocation, 
changes of structure, capacity or objectives and insurance are further mandated. Micro and small-scale 
industries with annual turnovers between NRs. 2 to 50 million are eligible for income tax exemption of 
up to 20% but industries with greater turnovers also try to avoid the rules by staying below the income tax 
threshold.39 

37 Himalayan News Services. (2020). Even shut businesses to pay 50 per cent salary to workers. Published 
on April 20, 2021. Retrieved from The Himalayan Times: https://thehimalayantimes.com/business/
even-shut-businesses-to-pay-50-per-cent-salary-to-workers

38 ILO. (2014). Labour laws, the business environment and growth of micro and small enterprises in South Asia. Nepal- 
Country Report. Retrieved from ILO: https://www.ilo.org/wcmsp5/groups/public/---asia/---ro-bangkok/---sro-new_delhi/
documents/publication/wcms_344398.pdf

39 Omg Nepal . (2020). One of the highest tax exemption In Nepal. Published on June 15, 2020. Retrieved from https://
omgnepal.com/9645-2/
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In case of salaried workers, the government of Nepal has made it obligatory to obtain Permanent Account 
Number (PAN) and all employers to issue salaries through formal banking channels. Although the mandate 
makes it possible to track payment of taxes and revenue leakages, informal workers and their conditions 
remain unaffected. Especially seasonal workers, daily wage earners like domestic and construction workers 
continue to be exposed to exploitation from employers as they are often paid less than minimum wage, 
in cash, are not protected by any contracts and easily terminated. Government interventions therefore 
must focus on facilitating legal procedures of personal or business registration achievable by workers 
from vulnerable groups as well. Trade Unions often play an integral role in ensuring them their rights, but 
unorganized workers are still at risk of being exploited. 

ii. Use of public spaces

Informal jobs largely provide a bare minimum economic cushion that is often insufficient to lead comfortable 
lives. Their economic activities are often haphazardly planned and rental payment for spaces for shops and 
businesses on top of basic necessities is not easily affordable to many. Public spaces, streets, sidewalks, 
parks in such cases provide a refuge for informal workers’ livelihood activities. Informal workers, mainly 
urban informal workers, for example vegetable vendors, shoe cobblers, bicycle mechanics, barbers, waste 
pickers and other small-scale retail and service enterprises function mainly in unregulated open public 
spaces. 

Management of public spaces however is not an easy task. Many times, the needs of multiple users and 
private, public, and political interests need to be balanced. A general perception of government strategy has 
been to remove informal vendors from the public land and prohibit its use. However, without provisions 
of an alternative for their livelihood activities, informal workers are simply going to move from one 
unregulated space to another. Regulated use of public space is also recommended as a key aspect of 
formalization of the informal economy in ILO (Recommendation 204)40 and majority of urban workers are 
informal, but issues related to their workspaces have not been addressed by policies. Government perceives 
informal workers using public spaces as problematic but innovative alternatives to bring changes are not 
implemented yet. Urban planners, urban development policies and local planning authorities in this case 
must realize the existence of informal workers in urban spaces and provide a framework for its inclusive 
and regulated use. 

iii. Grievances and complaints

Grievances are formal complaints charged against employers by employees within the workplace due 
to breach of fundamental rights, labor law or employment contract. In formal sector, grievances and 
complaints are generally handled by committees, management bodies or are represented by unions. While 
formal workers can rely on contracts and legal instruments to protect them, informal workers lack that 
security completely. As a result, wage theft, mistreatment at workplace, unsafe working conditions, sudden 
termination from work are prevalent issues faced by informal workers. 

Furthermore, the ones who are disadvantaged due to their gender, caste, language, region, and ethnicity are 
barely represented by any union or organization are to face greater hardships.

40 The essence of urban spaces goes beyond the physical extent and includes a socio- culture and political significance as 
explained by, WEIGO. (2018 ). Inclusive public spaces for informal livelihoods: A discussion paper for urban planners and 
policy makers. Retrieved from WEIGO: https://www.wiego.org/sites/default/files/publications/files/Public%20Space%20
Discussion%20Paper.pdf. 
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Grievance Redress System41 under Department of Roads and Foreign Employment Tribunal42 under 
Department of Foreign Employment are active illustrations of ongoing efforts and although unions, 
organizations and advocacy groups are involved in representing the voices of informal sector workers, 
much more needs to be done to ensure their safety. A safe space where they can share their grievances 
through an uncomplicated system among local representatives can make a difference.

Nepal’s work and employment directives including social security, work benefits, insurance, work hours 
and working conditions are fundamentally directed toward formal sector workers. Although the current 
reforms state that informal workers can take benefit of the policies, there are no specifications to increase 
access or even awareness in the matter. Social security schemes may cover disadvantaged groups like 
single women, people with disabilities and unemployment but do not represent the voice of informal 
workers especially those standing at the bottom end of the poverty.  

It has been established thus far that informal sector thrives when there is lack of jobs in the formal sector. 
Hence, any employment policy and labor mechanism must prioritize creation of decent and sustainable 
jobs that enhances lives, livelihoods and productivity for both workers and employers. Even with the 
development of employment policies, its proper implementation and regulation is facing an undeniable 
lag. As a result, misuse of resources, incorrect documentation and absence of accountability is mounting 
while issues of the informal workers worsen with the pandemic. 

Key policy recommendations: 

1. Labor policies that are largely formal sector based must realize that informality challenges formal 
fiscal monetary policies hence must be revisited to include informal workers’ agenda.

2. Labor ministries and institutions that currently are operating beyond their capacities must be assessed 
and strengthened with proper recourses and guidelines.

3. Significant roles of Trade unions in forwarding the voices of informal workers must be realized and 
strengthened and tripartite dialogues between government, unions and informal workers must be 
achieved to address of the actuality of informal workers’ plights.

4. Urban planning strategies and must recognize use of public spaces by informal workers and provisions 
of regulated spaces or other alternatives must be provided.

5. A safe space where informal workers can share their grievances should be established.   

41 Grievance Redress System for Department of Roads. Ministry of Physical Infrastructure and Transport. Website: https://
grms.dor.gov.np/

42 Foreign Employment Tribunal. Website: http://www.fet.gov.np/
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3. Impact of COVID-19

With worldwide outbreak of a novel breed of corona virus in late 2019,43 almost all nations around the 
world were forced to take restrictive measures. Globally, the ongoing effects of the pandemic has affected 
approximately 80 per cent of the workforce. Given the full/ partial lockdown measures, international 
travel bans, quarantine routine and health and economic crisis, impacts of the global pandemic has had 
multidimensional impacts on the Nepali economy as well and has hit informal sectors of developing 
nations the hardest.44

According to recent ILO estimate, 1.6 to 2 million jobs are likely to get disrupted in Nepal severely 
affecting livelihoods of many people.45 Informal workers who already lack basic social protection and 
coverage are to face greater risks due to reduced working hours, income loss, sickness or quarantine and 
absolute absence of formal measures as a safety net to help them bounce back from the economic setback.46 

43 WHO Director General’s speech on March 11th, 2020. https://www.who.int/director-general/speeches/detail/
who-director-general-s-opening-remarks-at-the-media-briefing-on-covid-19---11-march-2020

44 The World Bank. (2020). Informal Workers Hit Hardest in Bangladesh. Press Release. October 8, 2021. Retrieved from 
https://www.worldbank.org/en/news/press-release/2020/10/08/informal-workers-hit-hardest-in-bangladesh

45 ILO. (2020). ILO Monitor: COVID- 19 and the world of work. 2nd Edition. Retrieved from https://www.ilo.org/global/
about-the-ilo/WCMS_740877/lang--en/index.html

46 The World Bank. (2021). Global economic prospects: South Asia. Retrieved from https://pubdocs.worldbank.org/
en/171081599838759959/Global-Economic-Prospects-January-2021-Regional-Overview-SAR.pdf

From home- based workers to street vendors, rickshaw pullers to domestic workers, ones 
involved in informal jobs are often unregistered, undocumented, many living just above 
the poverty line and often out of reach from government interventions. 

With estimations that COVID- 19’s impact may push more people even from formal sectors 
to informal jobs, understanding their risks and needs becomes urgent than ever.

© Anish Khatri
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While the nation focuses on setting the economy straight, informal sector workers who rarely hold any 
major savings, continue to struggle with daily uncertainty of income and safety. The highly politicized 
and fragmented status of Trade Unions has also botched responses towards the welfare of informal sector 
workers. 

3.1 Sectors affected by the COVID-19 pandemic

As predicted by ILO on the impact of COVID- 19 on Nepal’s labor market during the first wave, the 
jobs disrupted by the pandemic includes nearly 780,000 workers in wholesale and retail trade, 446,000 
in manufacturing, 404,000 in construction, 211,000 in transport and 62,000 in accommodation and food 
service activities and 83,000 in other services, real estate and administrative activities.47

Figure 8: Potential COVID-19 job disruption (informal employment share in thousands) by sector

Source: ILO assessment (higher risk scenario) based on Nepal Labor Force Survey data, 2017/18

Travel restrictions for trade and business and disruption in supply chains due to lockdown have highly 
affected the above stated sectors. Since majority of workers in all sectors are informally employed working 
in absence of social protection or an economic safety net, they are to face the highest aftereffects of income 
loss. 

Among the ones who continue to be severely affected by the pandemic are the informal wage workers who 
rely on each day’s earning for survival. Lockdown measure that has restricted their movement and earning 
prospects have made matters much worse for them. Home-based workers- majority being women are 
another category of informal workers that face high economic aftereffects of the lockdown.48 With global 
supply blocked due to the pandemic, and production of goods halted for export, their source of livelihoods 
are in jeopardy.

3.2 Pre-existing challenges worsened by the impacts of COVID-19

ILO estimates that in developing nations, lost labor income prompted by lockdown and pandemic measures 

47 ILO. (2020). ILO Monitor: COVID- 19 and the world of work. 2nd Edition. Retrieved from https://www.ilo.org/global/
about-the-ilo/WCMS_740877/lang--en/index.html

48 ILO. (2020). COVID-19 labour market impact in Nepal. Retrieved from https://www.ilo.org/wcmsp5/groups/public/---
asia/---ro-bangkok/---ilo-kathmandu/documents/briefingnote/wcms_745439.pdf
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could lead to an increase in relative poverty for informal workers and their families.49 With the pandemic’s 
sudden and severe impact on their livelihoods, many have already faced permanent loss of their income. 
Worldwide, informal employment represents 90% of the total employment in low- income countries. For 
them, staying at home without working and lack of savings can result in food scarcity, destitute and life 
threating repercussions all too soon.  

A survey conducted by Kathmandu Metropolitan City (KMC) about impact of COVID- 19 on livelihoods 
of working people in Kathmandu reported that close to 77% of the respondents were involved in the 
informal sector in and lived in rented rooms or apartments and 56% of them had taken loans.50 81% of 
those respondents reported they were unable to pay the rent, loans, and daily expenses due to sudden job 
loss or pay cuts during the pandemic. 

Nepali informal workers who labor in precarious conditions, in absence of health or safety measures 
in workplace were already vulnerable to economic shocks. Now, the preexisting challenges of lack of 
social protection, poor access to health care and sanitation are further aggravated by sudden demands for 
COVID- 19 testing, quarantine, sanitizing equipment, medical visitations, healthy and immune boosting 
diet etc. 

3.3. Psycho-social distress

Early studies and surveys during the initial phase of the pandemic have showed that informal workers 
have suffered a surge of traumas instigated by loss of livelihood, continued fear of the COVID-19 virus 
transmission and harrowing uncertainty of the future.51 Especially in cases of both rural to urban domestic 
migrants and foreign migrant workers who had to make painstaking journeys back home to their families, 
during strict lockdowns have had to gather strength yet again to travel back for work within a span of 
weeks. In extreme cases of tragedy, daily wage workers made on foot voyages for days on empty stomach 
only to be apprehended by Nepal security forces at the Nepal- India border for violating lockdown 
restrictions.52 Government instructions directed people everywhere to stay where they were but for many 
informal workers, each day spent indoors meant losing the day’s meal.

Stress caused by the impacts of the pandemic is expected to further magnify the already existing 
social stratification among workers, aggravate existing vulnerabilities and social exclusion.53 Present 
circumstances press an even greater threat of crisis on informal workers who are completely devoid of a 
safety net that could at the very least give hope to bounce back from the economic set back.

3.4 Women in informal sector further affected by the pandemic

Along with the psycho- social distress, as COVID-19 lockdown and quarantine measures kept people 
strictly inside their homes, the responsibilities of familial care and domestic chores has mounted drastically 
for both men women. However, studies have shown that even before COVID-19, women spent three times 

49 Refer to 47.
50 Himalayan News Service. (2020). Informal, salaried workers hit hard by COVID-19 in Kathmandu valley: Study. 

Published on August 12, 2021. Retrieved from The Himalayan Times: https://thehimalayantimes.com/kathmandu/
informal-salaried-workers-hit-hard-by-covid-19-in-kathmandu-valley-study

51 The Asia Foundation. (2020). The impact of COVID- 19 lockdown on Nepal’s construction sector: A rapid assessment. 
Retrieved from https://asiafoundation.org/wp-content/uploads/2020/05/The-Impact-of-Covid-19-Lockdown-on-Nepals-
Construction-Sector.pdf

52 Mishra, P. (2020). Dying to get home. Published on April 22, 2020. Retrieved from The Kathmandu Post: https://
kathmandupost.com/columns/2020/04/22/dying-to-get-home

53 Refer to 51.
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more time in unpaid care and household chores worldwide.54 With home care of children due to school 
lockdowns, care of sick or isolated family members, and additional household chores, women have found 
themselves in an endless cycle of domestic chores and caregiving. 

In Nepal, women, and children, especially women informal sector is reported to have faced a greater extent 
of emotional, economic and physical burden during the lockdown periods55.  Added familial responsibilities 
are expected to prevent women and girls from going back to work, trainings or schools worsening the pre- 
existing gender gap in education, income, and employment prospects56. 

Now is a crucial time to acknowledge the unpaid care work burden shared by women. Data and numbers 
must not only account for COVID- 19 infected rates but also should account for the gender-based impacts 
and encourage more gender responsive policies.  

3.5 Government response

With majority stress on health status of the nation, Nepal government’s COVID response was majorly 
oriented around provision of health assistance, full/ partial lockdown measures, quarantine, and social 
distancing protocols. Here are some government initiatives that aimed to mitigate the economic shock of 
COVID- 19:

• Regulatory requirements for banking and financial institutions were loosened and standard interest 
rates were reduced by the central bank.

• Short term loans for tourism and aviation enterprises.
• Extension in utility and tax payment dates.
• Relief food packages and hygiene kits were distributed.

It is essential to mention that current relief efforts in the form of cash or kinds did not cover all affected 
sectors and were not specified to reach the informal workers who are often unseen by the government and 
relief agencies. Relief agendas that mainly rely on poverty thresholds may be adequate to protect some 
informal workers but those who do not meet these criteria are nonetheless left behind. 

As discussed above, COVID- 19 has had multi layered effects in the informal economy of Nepal. Affecting 
across sectors, gender, socio- economic aspects and physical and psychological attributes, informal 
workers are undisputedly facing disproportionate consequences of COVID- 19. With no social protection, 
access to savings or credit, they are bearing dire uncertainties of income, safety, and a future. While debt 
relief measures, welfare in cash or kind and COVID- 19 safety measures are immediately necessary to 
reach the informal workers, ensuring a long-term intervention beyond the span of pandemic is also equally 
important. 

Informal workers now need interventions to help them bounce back from the economic set back and 
policies are especially critical to making the recovery effective and sustainable. Stronger instructions and 
policy actions are now required to alleviate the preexisting challenges and improve their status even beyond 
the pandemic. Following are some key issues that need to be addressed by upcoming interventions: 

54 UNWOMEN. (2020). COVID- 19 and its economic toll on women: The story behind the numbers. COVID-19 and its 
economic toll on women: The story behind the numbers | UN Women – Headquarters

55 Reported by National Women Commission. Women, children highly affected by COVID-19. Published in The Himalayan 
Times.

56 K.C., L. (2020) How COVID- 10 worsens gender inequality in Nepal. The Diplomat. How COVID-19 Worsens Gender 
Inequality in Nepal – The Diplomat
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i. Identification of the most vulnerable groups

During the lockdown periods, many informal workers could not get access to the relief funds due to lack 
of identification and unclear perceptions as to who the beneficiaries were. For example, home based, and 
domestic workers were not paid with justification that employers themselves had lost their jobs and relief 
funds did not address them either as needy groups. Local government was given the responsibility of relief 
distribution to informal workers but without a protocol of identifying them, other formal groups ended up 
collecting them.57  

Government in this matter must identify where support is needed the most. An increased national budget 
of NRs. 90.69 billion from NRs. 68.78 billion as of May 2020 was allocated to Ministry of Health and 
Population58 to combat the impact of COVID- 19. However, due to haphazard and ill implementation of 
the relief plans, the conditions of the neediest of the groups remain deeply affected.

A government authorized protocol to identify of vulnerable informal workers is urgently necessary for 
provision of relief, delivery of health services and sanitary equipment and measures of social welfare and 
protection to reach them. Effective governance and policy measures can then target interventions to help 
them recuperate from the consequences of the ongoing crises. 

ii. Increased need for Occupational Safety and Health (OSH) protocols

Precarious and unsafe working conditions are often associated with informal line of works. Due to lack of 
awareness, compromised status and lack of support, informal workers continue to work in any conditions 
they are instructed without complaints. This makes them more vulnerable to injuries and illnesses. 

Identified by several health professional bodies, risks of transmitting COVID- 19 virus potentially increase 
from close contact work environment, poor protection equipment, unsafe working practices, and knowledge 
gaps among the workers themselves. Roles of employers and unions in ensuring workers’ safety at the 
workplace is an essential component in productivity. Their functions are now further emphasized by the 
pandemic.   

By engaging workers, their unions, and employers the need to ensure COVID- 19 safety protocols at 
workplace is urgent. Especially essential workers working in the front-line like cleaners, waste pickers, 
street vendors who are regularly exposed to COVID- 19 threats firsthand, must be aware and protected by 
the work safety protocols. Although major OSH related guidelines about formulation of health and safety 
policy, formation of safety and health committee, additional duty of the employer on workplace safety 
and health are detailed in the Labor Rules 2018, the federal government has yet to build the capacity of 
provincial and local government, employers and workers on OSH awareness and practices. 

iii. Stronger requirement for social dialogues and collective voices

Social dialogues play an integral role in ensuring the needs of informal workers and transition from informal 
to formal economy.59 A tripartite dialogue at a national level can assist in recognizing and reducing issues 
related to unemployment, underemployment, and existing inequalities.

The effects of the pandemic on informal sector have stressed an urgent need for co- ordination among 

57 Nepal Economic Forum. (2021). What next for informal workers? Nepal Economic Forum. What next for Nepal’s Informal 
Economy Actors? - NEF (nepaleconomicforum.org)

58 Ministry of Finance. (2020). Retrieved from https://mof.gov.np/en/
59 ILO. (2020). Social dialogue for the transition from the informal to the formal economy: Thematic Brief. Retrieved from 

https://www.ilo.org/wcmsp5/groups/public/---ed_dialogue/---dialogue/documents/publication/wcms_750495.pdf
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unions, government, and employers in Nepal. Central level dialogues are often arranged and attended. 
A more grounded dialogue prospects among employees, employers, unions, and authorities are however 
difficult to achieve but necessary, nonetheless. 

Major gaps in communication, collaboration and implementation of responsibilities can be seen among 
institutions and authorities managing labor governance. Due to which, informal economy stays unregulated 
and informal workers continue to face challenges and remain deprived of their fundamental rights. 

iv. Strict measures to absorb economic and social shocks

Nepal’s history demonstrates that the nation and its people has experienced one economic blow after 
another in the last few decades. The civil war, earthquake, economic blockade has had severe repercussions 
in the Nepali economy in the span of couple of decades. It should establish that the country must have 
learned from its historical accounts and must have enhanced its emergency crisis response mechanisms. 
However, as the pandemic hit, it was quickly disclosed that Nepal had barely gathered any learnings or 
proactive preparedness strategies from the severity of previous crises. 

Although, based on the trends and developments of the global COVID-19 pandemic, Government of 
Nepal has proceeded on strategies like The Nepal Preparedness and Response Plan (NPRP)60 that outlines 
preparedness actions and key response activities to be undertaken in Nepal, more needs to be done to 
address its impact in informal sector. Nepal must identify that vulnerable groups who already are at a 
compromised status will be hit harder by national economic and social shocks. Their plights therefore 
must be prioritized by crises mechanisms. 

v. Opportunities brought by the pandemic

Informal sector today includes work force that is diverse and disproportionately fragmented by the 
pandemic’s consequences. The already existing social stratification among workers in terms of income 
and stature is now further magnified by the pandemic. While some have been able to adapt and cash 
the opportunity, many have been pushed to the deeper end of poverty. On one hand, many businesses 
have been able to embrace digital strategies and to new concepts like ‘work from home’ and ‘platform 
economy’. Although digitalization of services has increased informality in workforce, it is certain that 
COVID adaptation strategies along with threats has also brought opportunities and has opened the world 
to new income generating options.

In cases of returnee migrants who would favor to stay in their hometowns rather than work in foreign 
lands, proper opportunities must be created for them to stay back.  In existing scenario where Nepal is 
having to import skilled workers, it comes as a prospect to recognize and utilize skilled human resources 
that are accessible in the country. 

Key policy recommendations:

1. Government must develop a dedicated mechanism for identification of informal workers for workers’ 
rights along with COVID- 19 and other future crises reliefs to reach them.

2. Nepal must form a crisis response reserve that can provide immediate monetary reliefs to workers in 
cases of unforeseen economic shocks and emergencies. 

3. Policy measures for supporting the income during COVID-19 and other crises must differ according to 

60 UN, Nepal. (2020, April). COVID-19 Nepal: Preparedness and Response Plan (NPRP). Retrieved from https://www.
who.int/docs/default-source/nepal-documents/novel-coronavirus/covid-19-nepal-preparedness-and-response-plan-(nprp)-
draft-april-9.pdf?sfvrsn=808a970a_2
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nature and severity of the crisis, target group and time frame. 
4. OSH measures enforcing COVID safety measures must be implemented at workplaces. 
5. Interventions in digital skill enhancement and development of digitally sound human resources is 

required for upkeep with the expanding digital economy.
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4. Conclusion

With more than half of Nepal’s the working population involved in informal jobs, a significant portion of 
the country’s economy remains unobserved. Given that it is largely based on micro and small enterprises, 
the informal sector plays a very significant role in generating economic opportunities to millions of people. 
However, informal employees are generally critically deprived of the basic rights and protections that a 
working citizen is entitled to. Informal activities often come with high risks and low returns, exposing 
workers to exploitation, poverty, low productivity, and vulnerability towards economic shocks. 

This study demonstrates that the informal sector has emerged as a significant contributor of the country’s 
economy in the past few decades. As also instilled by the COVID- 19 pandemic, the sector provides 
positive contribution to the economy as well as both voluntary and involuntary employment opportunities 
especially for disadvantaged groups. However, issues of wage discrimination, economic insecurity and 
absence of social protection continue to characterize the informal economy and emphasize its existence 
and cyclic nature. Low educational attainment, gender disparities, poor advocacy and lack of representation 
worsen the status of informal workers even further. Now, cases of wage theft, sudden job loss, absence of 
a safety net to help workers bounce back have left them with little hope for a decent future.  

As the impact of COVID- 19 continues to push more and more workers into the informal sector, a largely 
cash based, and unregulated economy is taking center stage in Nepal. A transforming and experimental 
political course of the country poses an even bigger threat to the ones who are in the informal sector, being 
left without an alternative while providing leniency to the ones who do have a choice. 

While the ongoing effects of pandemic has formed uncertainties about the course of the global economy, 
it has also provided a unique opportunity for nations to examine their existing policies associated with 
worker rights, social protections, working conditions, employment- employer relationships, rights to 
unionize and partake in collective bargaining.

© Anish Khatri
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Realizing this current unfortunate status of informal workers, reinforcement, and co-ordination of government 
at all tiers is essential in order to represent workers’ rights, guarantee decent work opportunities, encourage 
participation in social dialogues, policy debates and processes concerning labor and employment. Policies 
and programs must focus on bringing informal sectors to the economic mainstream by providing skills 
and training, prioritizing digital education, increasing awareness of fundamental rights, promoting social 
security, and reducing instances of exploitation and exclusion. Policy measures in the light of COVID-19 
disruptions must provide interventions that will sustain beyond the course of the ongoing pandemic. 

The formalization of the informal sector is the way forward. However, this can only occur when policies 
and institutional mechanisms recognize that more than one dimension is attached to informality and more 
than one person is simultaneously affected by it. Often the plight of one informal worker is concurrently 
affecting the lives of their companions, children, and acquaintances. Additionally, no two workers engaged 
in the informal sector are likely to be facing the exact same issues with the same levels of intensities. 
The informal sector is thus diverse and multi-faceted, and the relative vulnerabilities faced by informal 
employees are themselves multi-layered. To capture the challenges and possibilities of the area, continuous 
and issue specific studies providing evidence for policy formation and interventions are critical in improving 
the status and protection of workers in the informal sector.  




