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1. Introduction

Although informal employment is
historically expected to decline with
industrialization and modernization,
empirical studies in the past decade show
that it continues to exist in developing and
developed countries and brings negative
consequences for governments,
businesses, workers, and consumers
(Horodnic, 2022). Among these negative
consequences, the low income of informal
workers can be mentioned. Now, this
income level can significantly affect
consumer choices and the entire
economy. In fact, consumer choices are
influenced by several factors, one of the
strongest of which is the change in
income. The change in the consumer's
choice due to changes in his income is
narrated by Engel curves. Engel's law
states that allocating people's income to
different groups of consumer goods and
services is strongly influenced by their
available income.

Currently, about two billion people, i.e.,
more than 60% of the world's workforce,
are informal workers (ILO, 2018); this
represents the main area of production
and consumption in the world and the
basis of the importance of understanding
this area. It also indicates that a more
significant share of informal workers are
low-income and adjust their consumption
patterns and preferences to economic
realities and income levels. Moreover,
considering that understanding the
dynamics of household consumption
patterns in relation to employment status
is vital for designing effective policies that
support sustainable development and
improve the well-being of households in
the country, this study tries to examine
the pattern of consumption among

informal and formal workers of urban and
rural households in Iran by Engel curve in
2022.

2. Method

This study aims to identify essential and
luxury goods among informal and formal
workers in Iran. For this purpose, the
Engel curve was used; this curve shows the
change in household expenditure for a
particular good or service as a result of a
change in household income and helps
determine whether a particular good is a
necessity or luxury (Roy and Kundu, 2022).
One of the most common forms of the
Engel curve, in accordance with the
collectability property of demand, is the
secondary form proposed by Working-
Leser. Also, this model is estimated using
the regression method of seemingly
unrelated equations (SUR) and the micro
data of urban and rural households’ cost
and income plans in 2022.

3. Findings

The results of the model's estimation
regarding the informal workers of urban
households show that food items, housing,
communication, and other expenses are
essential goods, and beverages and
tobacco are inferior goods, while clothing
items, household appliances, healthcare,
transportation, cultural and recreational,
educational, hotel and restaurant,
religious items, and compensation and
diya are considered luxury goods.
Therefore, Engel's law is valid for the
informal workers in urban households.

In addition, the results of the estimation
of the model regarding the formal workers
of urban households show that food items,
beverages and  tobacco, housing,
communication, and other expenses are
essential goods, while clothing items,
household appliances, healthcare,
transportation, cultural and recreational,
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educational, hotel and restaurant,
religious items, and compensation and
diya are considered luxury goods.
Therefore, Engel’s law is valid for formal
workers in urban households.

Moreover, the results of the estimation
of the model regarding the informal
workers of rural households show that
food items, beverages and tobacco,
housing, communication, and other
expenses are essential goods, while
clothing items, household appliances,
healthcare, transportation, cultural and
recreational, educational, hotel and
restaurant,  religious  items, and
compensation and diya are considered
luxury goods. Therefore, Engel’s law is
valid for informal workers in rural
households.

The results of the model’s estimation
regarding the formal workers of rural
households show that food items,
beverages and  tobacco, housing,
communication, and other expenses are
essential goods, while clothing items,
household appliances, healthcare,
transportation, cultural and recreational,
educational, hotel and restaurant,
religious items, and compensation and
diya are considered luxury goods.
Therefore, Engel’s law is valid for formal
workers in rural households.

4. Results

Considering that the level of income from
informal employment can have significant
effects on the consumption pattern of
households and, as a result, on general
well-being, life satisfaction, political
participation, and social cohesion,
continued efforts should be made to

, 2024, 19(41): 115-144.

create more formal, decent, and better-
paying job opportunities at all skill levels
and in all sectors and occupations. A
critical point in the present study is that
the same consumption pattern of informal
and formal workers both in urban and
rural areas indicates systemic poverty due
to the neglect of technological production
associated with increasing productivity,
which is associated with backwardness
and various instabilities. The available
reports also confirm this, as 30% of the
country's population is below the poverty
line, and 40% are on the verge of falling
below the poverty line (Majlis Research
Center, YoYY). In fact, people save on

insurance to receive more wages in the
short term, and due to the instability of
informal employment, the individual and
society face a medium and long-term
crisis. This finding can be presented as a
serious warning that the only way to deal
with it is to return to technological
production and development-level
attitudes.
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