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Abstract

Realising the increasing significance of the informal economy in the agendas of the advanced
economies in general and the UK in particular, this study seeks to explore the magnitude and
characteristics of the informal work conducted by the second largest ethnic minority group of the
UK. Until now, and despite a substantial influx of non-white immigrant workers into the UK
economy, little attention has been paid in a UK context to the relationship between ethnic
minorities, immigration and informal work. The aim of this thesis is to begin to fill this void by
evaluating the size and nature of the informal economy aloﬁg with the motivations for
conducting such work of the Pakistani community in Sheffield. Drawing upon 50 semi-
structured and 3 focus group interviews conducted with Pakistani households in three
neighbourhoods of Sheffield where this ethnic minority community is concentrated, this survey
reveals that the Pakistani community is heavily engaged in both supplying and purchasing paid
informal work. Of all the households interviewed, 98% and 58% of the respondents stated that
they had purchased and supplied informal goods/services respectively. Nevertheless, not every
Pakistani household is equally likely to engage in informal economic activities; in fact there are
significant variations in the participation rates of people with different employment status. The
paid informal work of the Pakistani workers is heavily concentrated in a narrow range of sectors,
including retail, transport, catering and mostly lightly the construction services. Contrary to the
conventional belief, however, the engagement of the Pakistani households in the informal
economy is not purely motivated by economic gains; in fact, a considerable fraction of their
informal trade is also based on certain social motives. The thesis concludes by calling for further
research in other Pakistani communities as well as more widely, to explore whether the results
are replicated, so as to eliminate the gap in understanding concerning the relationship between
the informal economy and ethnic minority communities. This survey method, it concludes, offers
a comprehensive survey structure to be replicated in the localities of other ethnic minority

populations.
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Introduction

The Context

The unemployment rate is increasing, the employment rate is falling, job vacancies are
contracting, average earnings are experiencing significant decline and the proportion of the
population claiming job-seekers allowance is rising. This is the present trajectory of the UK’s

formal labour market.

Competency and educational qualifications can no longer guarantee a successful career and
secure a steady income stream for someone working in the UK. The entire UK economy is going
through turmoil. Official figures disclosed by the National Bureau of Statistics (NBS) and other
private organisations confirm that the economy is losing momentum and that business conditions

are getting tougher, which is resulting in joblessness for millions of people.

According to the recent data from the National Bureau of Statistics (NBS), the unemployment
rate in the UK has escalated to 7.8% in July 2010 marking an increase of 2.4 percentage points in
just the last two years. In terms of numbers, the total strength of unemployed people in the UK,
with already an alarming magnitude of 1.67 million in 2008, has further expanded to reach 2.47
million in July 2010. Simultaneously, there has been a fall in the overall size of the British labour
market, where the employment rate has dropped from approximately 73% in 2008 to almost 70%
in the first quarter of 2010, amounting to a considerable plunge in terms of the number of people
employed. Another organisation, namely the Confederation of British Industry (CBI),
pessimistically predicted in 2008 that more than 200,000 people would lose their jobs by the end
of 2009, which in turn would increase the number of people out of work to 1.89 million,

declaring it the worst downturn of the decade in the British formal job market.

The aftermath of this recession in the British labour market seems to lingering. While the
currently employed are losing their jobs, the labour market does not appear to be producing
enough opportunities for the future workers as well. Graph 1.1 clearly displays erratic changes in

the number of job vacancies over the period of 4 years.



Graph 1.1: Number of job vacancies in the UK employment
market
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The graph illustrates a massive slump during year 2009, the number of jobs available in the
formal labour market of the UK decreasing from approximately 7,632,000 in 2008 to the lowest
of 5,415,000 in the last quarter of 2009. Strikingly, it has been a massive cut of more than 2
million in the number of job vacancies available in the formal job market of the UK over the
period of just one year. More importantly, the most recent statistics have confirmed that same
depressing trends continue to hover over the British job market even during the first half of the
current year. As reported by the NBS, the year 2010 has witnessed a steady fall in the number of
job vacancies to 467,000 in August 2010, down 14,000 over the last eight months — losing an
average of 1700 job opportunities per month in the current year. The CBI has also endorsed the
fact that now there are a lot more number of graduates for each job than what used to be the case
5 years ago. It has lead to the prevalence of demoralisation among young graduates who enter

into the labour market with bright expectations.

Another repercussion of the whole recession in the labour market comes in the form of a

declining rate of growth in average salaries of formal employment. As discovered by the NBS,



and as illustrated in Graph 1.2, the annual rate of growth in average earnings of people employed
with registered organisations as both salaried and self-employed workers has decreased by more
than 2% over the period of just 2 years, starting from roughly 4.0% in 2008 to approx. 1.6% in
2010 with a massive plunge in the first quarter of year 2009. In other words, the reward for
working in the formal labour market is diminishing for people to offset the increase in their cost

of living'.

Graph 1.2: Average annual earnings in the formal labour
market of the UK
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Surprisingly, the impact of this employment crisis has been much severer and longer in case of
the public as opposed to the private sector. Once again, according to the records of the NBS,
public sector employment has shown a consistent net fall of 5% from 1992 to 2004 without
showing a single year of any considerable growth. From 2006 onwards, also, there has been a
consistent negative growth in the public sector employment with occasional marginal upsurges.
Most recently, there is a fall of 22,000 jobs in the public sector during the second quarter of

2010. Why it is important to know about the employment recession in the public sector is

' The inflation rate for 2008 was recorded as 5.4% by National Bureau of Statistics



because it depicts a crucial fact concerning the employment preferences of people in the UK.
The regular exit of people from the public sector suggests that they are either living jobless,
which is very unlikely to be the case, or finding employment in the private sector. And under the
situation when the private sector is also suffering from the deflation of job vacancies, the
likelihood of people, who have exited the public sector, to initiate their own businesses has

become quite significant.

The exclusion of people from the formal labour market is also reflected in an upsurge in the
percentage of people claiming job-seeking allowance due to unusual delays in finding jobs after
graduation. Referring to the figures quoted by NBS, the claimant count was 1,397,000 at the end
of August 2010, up by 630,000 from what was recorded at the end of year 2007.

The crisis does not end at the eradication of employment opportunities for native workers; it is
rather accompanied by the arrival of foreign workers. While the formal labour market of the UK
is shrinking, there has been a massive influx of immigrant workers over the last decade. As
illustrated in Graph 1.3, the number of immigrants arriving in the UK had been consistently

increasing over the period from 1999 to 2008.

Graph 1.3: Number of immigrants arriving in the UK per annum
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Increases in the rate of immigration has been so enormous that the annual influx of immigrants
in the UK has jumped from almost 450,000 in 1999 to 600,000 in 2008, depicting a rise of 34%
in just 10 years. Confronted with the recession of the labour market, immigrant and ethnic
minority workers are finding it very hard to insert themselves into the regular economy of the
UK. Immigrant and ethnic minority groups constitute the class of workers who are experiencing
the worst impact of this economic downturn. The rate of unemployment among ethnic minority
and immigrant workers is higher than the dominant white population of the UK, who are more
likely to capture the leftover jobs in the formal labour market. According to the figures released
by the Office of National Statistics (ONS) in 2008, the average unemployment rate of all the
ethnic minority groups (12.6%) far exceeds the unemployment rate of white workers (4.7%).
Growing rates of immigration along with their higher exclusion from the formal labour market
have caused ethnic minorities and immigrants to be trapped in a vicious circle, where further

immigration is causing further exclusion.

There is, however, a very interesting phenomenon going on within the functioning of the UK
economy. Under the scenario in which the unemployment rate is constantly rising, job
opportunities are reducing, average earnings are declining and more and more foreign workers
are entering the labour market, it might be surprising to know that the economic activity of
people has gone up. The number of economically inactive people of working age, as presented
by National Bureau of Statistics, fell by 84,000 over the fiscal year 2007/08. Similarly, the
figures released by the Labour Force Survey have depicted an increase of 17.5% and 7.1% in the
economic activity rate of white and ethnic minority workers during the period of 1997 to 2005

respectively.

The situation is certainly paradoxical in the light of increasing unemployment and decreasing
employment, but quite stimulating. It compels academics and policy makers to think about what
is enabling people to enhance their economic activity when the whole labour market is
experiencing a terrible turmoil. How have people managed to stabilise their economic activity
when the employment opportunities are eroding? What makes it possible for the labour market to
absorb so many new workers when the existing ones are losiﬁg their jobs? The answers to these
questions lie within an understanding of the dynamics of the informal labour market, a segment
of the economy that has been empowering the advanced nations to fuel their economies despite
the destabilisation of formal employment, and yet regarded as an inferior and rejected form of
employment. The informal labour market, or informal employment, refers to the paid production

and sale of goods and services that are unregistered by or hidden from, the state for tax, social
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security services and/or labour law purposes, but which are legal in all other aspects (Williams
and Windebank, 1998, p.4). It entails businesses that keep a part, or sometimes all, of their
income hidden from tax and social security authorities, otherwise selling and producing legal
goods and services through legitimate operations. In advanced economies, informal employment
is often regarded as an inferior substitute for the formal labour marker that consists of small-
scale marginal activity which will disappear as the economies become more advanced. Many
researchers, however, have recognised this sector of the labour market as an integral part of
economy that plays an instrumental role 1n the functioning of advanced economies as well (e.g.
Cappechi, 1989; Gershuny, 1985; Harding and Jenkins, 1989; Thomas, 1992). The expansion of
informal economic activity at the expense of formal employment during recession periods has
been witnessed on several occasions in different advanced economies (e.g. Amin, 1996; Castells

and Portes, 1989; De Soto, 1989; Frank, 1996; Ybarra, 1989).

It was not until recently that the governments of many advanced economies, due to fiscal and
welfare problems, started to recognise that they can no longer afford to ignore the significance of
informal employment. The UK government is no exception. Given the crisis of the formal labour
market explained above, it has become crucial for the government to explore this apparent
substitute source of employment, which has so far acted as a buffer for the slump of the regular
job market. The formation of effective strategies to deal with informal employment, however,
depends on achieving a thorough understanding of the way this sphere operates, which is mainly
determined by the nature and extent of the work taking place within this sector. The initiatives
concerning the exploration of informal employment are rapidly coming to the top of policy
agendas as well as the academic community of the UK (e.g. Her Majesty’s Revenue and
Customs, 2005; Office of National Statistics, 2005; Renooy et al, 2004; Thomas, 1992; Williams
and Windebank, 1998, Williams, 2004a, 2006).

The recognition of informal employment as a substitute for the formal economy under conditions
of economic crisis and the insistence of governments on generating knowledge about its size and
characteristics have instigated many researchers to conduct studies on various socio-spatial
dimensions of the informal labour market. Trying to explore the realm of informal employment,
researchers have generated a comprehensive literature on the classification of the informal.labour
market in terms of employment status, gender and spatial variations based on numerous direct

and indirect studies.
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The Theoretical Debate

The unprecedented emphasise on the engagement of people in informal work in the post-
capitalist and post-socialist era has lead to the emergence of various theorisations attempting to
generalise the explanations for the dynamics of the informal economy. Contrasting perspectives
are seen to replace each other in different decades. Nevertheless, the dawn of this millennium has
brought a widespread conceptual change amongst the scholars and many international
organisations with regard to the existence of the informal economy. The informal economy
everywhere is now seen as a sizeable and expanding sphere. It is increasingly becoming an
international opinion supported in various parts of the world (e.g. ILO, 2002a; Rodgers and
Williams, 2009; Charmes, 2009; Jutting and Laiglesia, 2009; Biles, 2009; Maloney, 2004;
Schneider, 2008; Williams and Round, 2010; Williams, 2010; Feige and Urban, 2008). In
consequence, a great level of interest is visible amongst scholars to unleash the factors/rationales

resulting in this massive expansion of the informal sphere.

1- Modernisation thesis

It is the first theoretical perspective that came to the fore with regard to the informal economy.
Modermnisation theory tends to describe informal work as a residue or leftover from pre-capitalist
formations that are bound to disappear along the inevitable shift of the global economic system
towards formalisation (Williams, 2006). The proponents of this thesis read the informal sphere as
an epitome of ‘backwardness’ and ‘under-development’, and the formal economy, on the other
hand, is portrayed as an accurate symbol of ‘modernisation’ and ‘advancement’ (Lewis, 1959;
Geertz, 1963). It views the global economy to be embarked on a uni-dimensional trajectory of
development that naturally leads to the expansion of the formal sector and the disappearance of
the informal one, as nations become more ‘advanced’. Consequently, the economies owning
relatively large formal sectors are positioned at the front of the development course, and then
serve as a measuring rod for other economies with smaller formal realms to be ranked as lagging
and underdeveloped (Williams and Round, 2010; Williams and Windebank, 1999a). In short, the
informal sector is a primitive, stagnant and shrinking realm currently based on downgraded
labour, which is to be overpowered by the formal sector in the course of

modernisation/advancement.
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Despite its popularity through out the pre-capitalist and capitalist eras of the 21% century, the
modernisation thesis has confronted strong criticism in the last two decades. Gathering evidence
from various parts of the world, a host of scholars have revealed that informal work is persistent,
extensive and even expanding with respect to the formal sector (Charmes, 2009; ILO, 2002;
Williams, 2002a, b, 2003, 2004a; OECD, 2002; Schneider, 2008). This belief is what led to the
development of the ‘globalisation thesis’. Instead of viewing the rise of capitalism as a cause for
the demise of so-called “residual” economy of informal activities, the globalisation thesis
characterises informal employment as ‘a new facet of contemporary capitalism’ (Williams, 2006,
p-34) that is growing in tandem- with economic globalisation (Castells and Portes, 1989; ILO,
2002; Sassen, 1997). The result is, and to repeat, the development of different competing
explanations for the variable existence and expansion of this activity. Endorsing the fact that the
size of informal economic activity is growing all over, these competing theorisations tend to
strongly contradict each other when it comes to explain the rationales for this growing
participation of people in the informal economy. It is to these theorisations that the focus of

debate will now shift.
2- Structuralist theory

This is the perspective that views the engagement of people in informal work as a direct result of
their involuntary ‘exclusion’ from the mainstream economy. What is meant by exclusion is the
incapacity of workers to work up to the “superior” standards of the formal labour market, and
thereby trimmed out of the modern economy to be left with no other alternative but to endeavour
informal employment (Williams and Round, 2010). Informal work is therefore deemed as akin to
‘downgraded labour’ existing at the bottom of the hierarchy of employment and characterised by
sweat-shop like exploitative and low-paid forms of work acting as a survival resort for those
excluded from the formal employment (Castell and Portes, 1989; Sassen, 1997; Gallin, 2001;
Portes, 1994). Another structuralist perspective, as presented by Jeremy Seabrook (2003, p.9-10),
a populist commentator, is that ‘the Western poor are dead souls ... hustlers and surv-ivors,
economic shadows in the shadow economy, the discouraged and despairing who have fallen
through the bottom line of accounting system’. Similarly, many political economists, while
acknowledging the growth of the informal sector, have termed it as a form of work prevailing as
an inherent component of contemporary capitalism and engaging people in a vicious race to the
bottom (Williams, 2006). As Davis (2006, p.186), for example, asserts that such ‘primitive forms

of exploitation ... have been given new life by postmodern and globalization’.
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There are two reasons that structuralists put forward as possible explanations for this increasing
engagement of marginalised population in the informal work. First, it is the growing quest of
formal enterprises to reduce their business costs by sub-contracting their work to informal
firms/self-employed individuals under exploitative work relations (e.g. Bender, 2004,
Espenshade, 2004; Hapke, 2004; Ross, 2004). Second, it is the failure of states to provide
comprehensive welfare system and attain full-employment that has direct bearing on the
increasing reliance of the weak on informal employment as a survival strategy (e.g. Amin at al.,
2002; Hudson, 2005). The new post-Fordist and post-Socialist era, as argued by structuralists,
provides no economic space for those who fail to sufficiently work in compliance with the rules

of contemporary capitalism.

The informal realm is solely characterised by ‘negative’ attributes in this structuralist
perspective. It is seen as a fraudulent activity that causes enormous financial losses to national
accounts, promotes the culture of hypercasualization, provides unfair competitive advantage to
informal businesses and adulterates the procedures of collective bargaining; in short, it distorts
the whole dynamics of a perfect market (e.g. Grabiner, 2000; Gallin, 2001; SBC, 2004; Jordan
and Travers, 1998; ILO, 2002; ).

This perspective seems to draw its basis from the ‘marginality’ thesis, and as a result, reinforces
the traditional formal/informal dualism. Meaning, it views the formal and informal sectors as two
separate and mutually exclusive spheres of the economy, with the latter being constituted of
marginalised groups (Williams, 2006). In doing so, the structuralists provide the strongest divide
between the formal and informal economy, defining each as an economic space for two very
contrasting classes of population. As for the rationale of informal work is concerned, the
structuralist theory very bluntly describes such work as conducted “out of necessity as a survival

strategy” (Williams and Round, 2010, p.4).
3- Neo-liberal theory

This perspective sees the engagement of people in informal work as rationalised by their
~ voluntary ‘exit’ from the over-regulated realm of the formal economy. Gaining currency in the
1980s, the neo-liberal perspective appears to attract exceptional support in the mid-1990s that
continues until today (Williams, 2006, 2010). Indeed, it is the first genuine attempt to challenge
the popular struturalistic description of informal work as low-paid, sweat-shop like and

exploitative form of employment. In contrast, the neo-liberal account presents the participation
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in informal work as a product of voluntary exit from the declared realm in order to pursue more
‘flexible’ and ‘autonomous’ forms of employment (De Soto, 1989; Cross, 2000; Gerxhani, 2004;
Renooy, 1990; Maloney, 2004; Warren, 1994; Snyder, 2004, Williams, 2004a, 2005b, 2006c¢).
As Gerxhani (2004, p.274) puts it, workers ‘choose to participéte in the informal economy

because they find more autonomy, flexibility and freedom in this sector than in the formal one’.

Neo-liberalists view the formal economy as an arena of over-regulated market, where state
interventions and rigid power structures tend to strip away the possibility of a free market
economy (De Soto, 1989; Sauvy, 1984; Minc 1982; Williams, 2006). As De Soto (1989, p.255)
puts it, ‘the real problem is not so much informality as formality’. Meanwhile, the informal
sphere is seen as a fair, flexible, free and well-rewarding place that nurtures entrepreneurial spirit
and provides unobtrusive opportunities for dynamic workers to voluntarily undertake
entrepreneurial ventures, largely by micro-entrepreneurs choosing to operate on an informal
basis to avoid time, effort and cost of operating in the formal sectbr (Small Business Council,
2004; Cross and Morales, 2007; Perry and Maloney, 2007; Franks, 1994; Cornwall, 1998). For
the neo-liberals, therefore, as stated by Williams and Round (2010, p.5), ‘undeclared workers are
cast as heroes throwing off the shackles of a burdensome state’. Recognising the extensive
existence of entrepreneurship in the informal economy, neo-liberals urge the academic fraternity

to view this realm as an asset rather than obstacle.

This perspective rationalises the participation of people in the informal economy as a matter of
“choice” taking place as a result of their “voluntary” exit from the over-regulated domain of the
formal economy. Nevertheless, it describes the functioning of the informal sector as premised on

the same profit-motivated market-based model as the one governing the formal economy.
4- Post-structuralist theory

More recently, however, a new ‘exit’ perspective has emerged. This theory also views the
expansion of the informal sector as a result of ‘voluntary exit’ of people from the formal sphere;
however, the motives behind this transformation are not the same as explained by the neo-
liberalistic perspective. It is a relatively very new perspective, inspired by a small stream of post-
capitalist, post-colonial and post-structuralist thought (e.g. Williams and Round, 2010; Williams,
2010; Williams and White, 2009; Zelizer, 2005; Gibson-Graham, 2006; Williams, 2004a; Davis,
1992; Chakrabarty, 2000) attempting to describe the dynamics of monetised exchange beyond its

conventional ‘thin’ depiction of being universally driven by market-like and profit-maximisation
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motives. Examining the ‘thicker’ application of this approach in the field of informal work, the
proponents of this theory rejects the concept that informal workers always act like rational
economic actors working on market-based models of exchange only to improve their cost-benefit
ratio. They rather call attention to a large number of occasions where informal work was
conducted for and by kin, friends, neighbours and acquaintances not to seek profit, but for

community-building and redistributive rationales.

Community-building rationales, as stated by Putnam (2000, p.19), are the development of “social
networks and norms of reciprocity and trust worthiness” within or outside the circles of kinship
(Williams and Windebank, 2002; Williams, 2004b; Williams and White, 2009). Redistributive
rationales, on the other hand, involve the exchange of money purely to help others without
attaching any connotation of charity (Williams, 2004; Williams and Windebank, 2002). It is,
however, important to note that both types of informal exchanges do not entail any form of
profit-motivation despite the monetised exchange involved in the latter case. Stripping away the
conventional projection of informal exchanges as purely profit-motivated and market-oriented,
post-structuralists do not only reject the ‘exclusion’ thesis of the structuralist theory, but also
explains informal work as a response to the ‘exploitation’ of informal workers in the neo-liberal

economic system (Whitson, 2007a, b; Biles, 2008, 2009).

Besides social motives, the latest narratives of post-structuralism also tend to include a range of
other incentives to engage in informal work. However, none of these incentives are profit-
motivated. The post-structuralism, in this different discourse, views the engagement of people in
informal work as their “expression of resistance” (e.g. Whitson, 2007) towards the corrupt and
exploitative system of the free marker economy, which is engineered to provide undue power to
certain groups, such as the state and big employers of the economy. Moreover, the post-
structuralism also argues that it is not only the influence of structural forces that causes workers
to engage in informal economic activities, it is rather their choice to seek certain work identities
that they believe may not be achievable in the given opportunities of formal employment. Snyder
(2004; p.1), for example, in her study of informal self-employed workers in New York City’s
East Village neighbourhood discovers the informal sector as a “conduit of identity change and
transformation”. The post-structuralist school, in short, explains the participation in informal
work more in terms of social, redistributive, resistance and identity rationales than pure market

logics.
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The overwhelming conclusion is that there are various competing explanations for participation
in in the informal economy, each premised on an extremely different set of arguments.
However, the dilemma has been that these theories are largely treated as mutually exclusive. The
proponents of one theory tend to depict their explanation of informal work as universally
applicable while casting doubts on the validity of other competing narratives (Williams, 2010).
None of these theories, in reality, are solely able to encapsulate the multifarious character of the
informal sphere (Williams and Round, 2010; Williams, 2010). The mutually exclusive character
of these theories is therefore strongly contested. Different population types, socio-economic
localities and occupational groops are found to rationalise their participation in the informal
economy based on inconsistent theories (e.g. Chen, 2004; Perry and Maloney, 2007; Williams
and Winidebank, 1998; Evans at al., 2006). Furthermore, as argued by Williams and Round
(2010, p.22), “exit’ and ‘exclusion’ are not neat dichotomous terms. The meanings of these terms
may vary across different populations and localities. The ‘choice’ of an individual, for example,
to exit informal work may vary across different areas depending upon the opportunity structures
within which an individual is operating (Williams and Round, 2010). Since the meaning of exit
and. exclusion can vary across different populations, so can the rationales for participating in
informal work. It is therefore of utmost importance to develop a more refined and descriptive
understanding of how the rationales for informal work change in relation to different contextual

factors.

Interestingly, nevertheless, the context-bound validity of these theorisations is yet premised on a
very narrow and weak evidence base. In fact, as argued by Williams (2010), the emerging
theoretical framework of the informal economy discussed above has emerged out of reviews that
simply synthesise the results of few studies conducted in particular areas or populations, but
which use very different definitions and methodologies. There is, therefore, a d.esperate need yet
to consolidate the validity of these theorisations by testifying their application in more different
types of populations and contexts. It is one of the primarily contributions that this research

suffice.

Despite the increasing use of the theoretical framework, consisting of structuralist, neo-liberal
and post-structuralist theories, in explaining the characteristics of the informal economy in
different populations and communities (e.g. Williams, 2010; Rodgers and Williams, 2009;
Maloney, 2004; Perry and Maloney, 2007; Williams et al., 2010; Biles, 2009), no study has so
far attempted to use this theoretical framework in the context of an ethnic minority community.

It is for this reason that although there is a growing pool of studies on the immigrant informal
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economy in the developed countries, there is serious lack of compatibility between the
theoretical findings of studies conducted on ethnic minorities and those of the dominant white
population. Rather, one can see an entirely different form of theoretical framework being used to

explain the participation of ethnic minority populations in informal work.

One of the most important theoretical frameworks used to explain the participation of ethnic
minority and immigrant workers in informal economic activities is that of the mixed-
embeddedness theory. Embeddeness has become a crucial factor in explaining the success of
entrepreneurs in general and that of immigrants in particular (e.g. Granovetter, 1985; Granovetter
and Swedberg, 1992; Portes, 1995a; Waldinger, 1995; Rath, 1999b), in the latter case also with
respect to informal economic activities for as far as they take place outside the regular
framework (e.g. Robert, 1994; Jones et al., 2010; Kloosterman et al., 1999; Ram et al.,2008).
The concept of mixed-embeddedness finds its theoretical premise in Granovetter’s (1985) idea of
‘embededness’, which is based on the study of immigrant entrepreneurs in the US. Granovetter
(1985, p.481-482) developed the notion of ‘embeddedness’ particularly in relation to economic
behaviour. He argues that the economic behaviour of immigrants is not solely predicated on
some rational self-serving decisions, but also a product of their interpersonal ties and networks,
something he termed as ‘embeddedness’. In furtherance to his study, he classified his idea of
embeddedness in two broad categories: ‘relational embeddeness’ and ‘structural embeddedness’.
Relational embeddeness in this context refers to the extent and quality of an immigrant’s social
relationships with people involved in his work domain, such as suppliers, customers, competitors
and so on.. Structural embeddedness, on the other hand, points to the broader institutional

networks these immigrants are connected to. It surely surpasses personal ethnic relationships.

Kloosterman in one of his latest articles (see Kloosterman, 2010), nevertheless, highlights the
restrictive nature of Granovetter’s (1985) structural embeddeness. According to him, although
Granovetter (1985, p.491) tries to make a clear distinction between ‘social relations’ and
‘institutional arrangements’, he does not dwell on this latter category in sufficient detail, and as
additionally misses out the notion of ‘opportunity structure’ while explaining the dynamics of
ethnic entrepreneurship. He therefore argues that the concept éf embeddedness, as described by
Granovetter (1985) and other American scholars (e.g. Portes, 1995a; Waldinger, 1995, 1996),
tends to portray only a ‘one-sided’ explanation of ethnic entrepreneurship (i.e. social integration)
and neglects the wider economic and institutional context in which immigrants are inevitably
embedded (see also Kloosterman et al., 1999). It, therefore, places both formal and informal

economic activities of immigrant workers within a wider social, economic, regulatory and
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institutional framework, with special focus on the nature of ‘opportunity structures’ available to
the immigrants. For immigrant entrepreneurs the opportunity structure with respect to business
openings, for example, is contingent on market conditions, which themselves are embedded in
institutional policies like market rules and regulations, structure of welfare support system, trade
and fiscal policies and regulation of business support institutions (Kloosterman et al., 1999).
Such are the institutional factors that significantly affect opportunity structures at all cadres of
regional and national level. As stated by Kloosterman (2010, p.26), “In a nutshell: the kind of
business an immigrant starts (formal and informal) and its role in the immigrant process of
incorporation are not just deterrﬁined by the resources this aspiring entrepreneur can mobilise,

but are also decided by time-and-place specific opportunity structure”.

The mixed-embeddedness approach, in consequence, does recognise the fact that ethnic
entrepreneurs are embedded within co-ethnic social networks and their ability to mobilise social
capital is what determines the extent of their economic activities, in both the formal and informal
economies. However, it does not describe social capital as the only determinant of ethnic
entrepreneurship, but rather calls it just one part of the whole contextual equation. While it
adjusts ethnic economic activities in wider sectoral, spatial and regulatory environment, it also
places great emphasis on the presence and mobilisation of different forms of capital (in addition
to social capital). Furthermore, its strong focus on ‘context’ and ‘opportunity’ is particularly
significant with regard to the immigrant informal economy. And with regard to opportunity
structure in particular, the recent emphasis of Kloosterman (2010) on how ‘markets’ in advanced
capitalist economies are so crucial for the provision of opportunities to ethnic minority

businesses (EMB) is of great relevance.

Of course, due to very different theoretical frameworks there appears to be Strong disconnect
between the theoretical underpinnings of the studies conducted on the dominant white and ethnic
minority populations in the developed countries. Nonetheless, on a deeper analysis, one can
identify some fairly strong linkages between the two apparently dissimilar theoretical
frameworks. The general theorisations prevailing in the literature of the informal economy -
structuralist, neo-liberal and post-structuralist theories - seem to resonate with some of the
arguments underlying by the mixed-embededdness theory when applied in the context of the
immigrant informal economy. There is, however, so far no empirical study to present concrete
evidence attempting to explore this relationship. Accordingly, one of the main contributions of
this research will be to bring together the two hereto largely separated theoretical frameworks

and to testify their validity in the new context of one of the largest ethnic minority communities
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in the UK. In view of the given agenda, this research envisages to address the following

theoretical questions in particular.

a- How useful are the theories of structuralism, neo-liberalism and post-structuralism in

explaining the participation of an ethnic minority community in paid informal work?

b- Can the participation of an ethnic minority community be explained with the aid of one
particular theory, or is it actually the combination of various competing theorisations that is

needed?

c- How helpful is the mixed-embeddedness theory, in conjunction with the prevailing
theorisations of the informal economy, in explaining the nature of paid informal work conducted

by an ethnic minority community?

In order to answer the aforementioned theoretical questions, the following empirical objectives
are set to generate data on the “Size” and “Nature” of paid informal work conducted by the

Pakistani community of Sheffield.

o To estimate the ‘size’ of paid informal work ‘supplied’ by the members of the Pakistani
community in Sheffield;

e To estimate the ‘size’ of informal work ‘demanded’ by the members of the Pakistani
community in Sheffield,;

e To explain the ‘rationales’ for the Pakistani households to engage in the supply and
demand of paid informal work being traded in Sheffield;

¢ To identify and analyse the major ‘types of informal work’ being supplied and demanded
by the members of the Pakistani community;

o To determine the ‘types of Pakistani workers’ who are most likely to participate in the
informal labour market of Sheffield;

¢ To estimate the ‘share of Pakistani men and women’ living in Sheffield with respect to

their participation in the informal economic activities.

This thesis has been divided into six major chapters. The first three chapters summarises the
relevant aspects of the existing literature on informal employment and helps the reader to
develop a general understanding of the subject by reading through the competing theorisations of

the British informal economy in general and the immigrant informal economy more particularly.
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The fourth chapter involves a detailed account of the research methodology. It explains the
selection of research methods against the available range of methods that are normally used for
the evaluation of the informal economy. As well as explaining the characteristics of the target
population, it also discusses the significance of the selected community with respect to other
ethnic minority and immigrant groups of Sheffield. After discussing the sampling and data
collection process, the chapter includes a discussion on survey design. The fifth chapter
discusses the results. It presents the salient findings of this study in both a quantitative and
qualitative manner. Furthermore, it contrasts some of the major findings of this study with the
results of the previous surveys and shows how the output of this study fills the gaps in the
existing literature. The last chapter concludes by reporting the major findings as well as the
limitations of this study. It also hints about how this survey can be replicated in other ethnic
minority communities and how all these studies can then be integrated to form a national level
projection of ethnic minority and immigrant populations with regard to their engagement in

informal economic activities.
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Chapter 1

(Literature Review I)
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Informal work: a ‘state of the art’ overview

Defining Informal Work

Describing the scope of informal work has always been as difficult for academics and
economists as determining its nature and magnitude. A wide range of literature can be found
struggling with various labels and definitions. Researchers from different parts of the world tend
to describe informal work according to the local conventions and jargons prevailing in their

region. It is, therefore, not easy to form a universal definition of informal work.

The concept of informality, nevertheless, needs to be understood in order to progress with more
complicated issues. Based on various literature and surveys, table 2.1 summarizes a few of the

labels being used at national and international level.

Table 2.1: Labels used for informal work

Adjectives Nouns
Black Shadow Economy
Cash-in-hand Twilight Sector
Hidden Unofficial Activity
Off-the-books Unorganised Work
Underground Subterranean Employment
Invisible Parallel
Irregular Second
Unregulated Ghetto
Precarious

Source: Williams (2004a, table 1)

In order to reach a precise definition, it is essential to understand the meanings associated with
major labels used to denote such an endeavour. An account by Williams and Windebankh(1998)
and Williams (2004) as a result of their analysis of different labels used in various regions of the |
advanced economies to indicate informal work can be a good narrative in this regard. In

Europe, for example, as described by them, the most favoured adjective as a whole has been
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traditionally “black™ but the level of usage varies from country to country. For instance, the most
popular labels, as further stated in their description, in France, Italy, Germany and the
Netherlands are “subterranean”, “submerged”, “shadow” and “black™ respectively. In North
America the denotation of “black” is seriously condemned because it is likely to give the
impression of racial discrimination. Similar is the reason for its rapid demise in use in Europe.
The adjectives usually employed in North America are “underground” and “hidden” instead

(Williams and Windebank, 1998).

Although all of the aforementioned adjectives are being employed in different parts of the world,
each one of them has been criticised and declared inappropriate at different occasions. Labels
like “irregular” and “precarious” are considered unacceptable because not all informal activity is
of this type. Some are engaged in very regular or stable informal work despite being unregistered
and hidden from official authorities. Similarly, the adjectives like “hidden”, “invisible”,
“twilight”, “unobserved”, “subterranean”, “underground” and “shadow”, as mentioned by
Williams (2004a), are also criticised for their inability to define all forms of informal work. All
these terms portray informal work as only existing in the hidden realms of modern society and
only known to the ones working in it. On the contrary, informal work in the majority of localities
is fairly conspicuous to both civilian and government authorities (e.g. SBC, 2005; Community
Links, 2007; HMRC, 2005; Eurobarometer, 2007, Renooy et al, 2004). Furthermore, the
denotation of ‘cash-in-hand work’, as stated by Williams (2006), is open to criticism because of
the fact that cash is not always the only medium for informal businesses to undertake their
transactions, but they may also often use cheques for such purposes. The use of cash-in-hand
work to label activities in this case tend to create an impression that it is ‘only’ the work ‘paid in
cash’ which should be viewed as lying outside the ambit of the formal economy — the remaining
forms of informal work discussed in subsequent sections, meanwhile, may not be read as being

part of the subject when labelled under this title.

Care has to be employed on choosing a noun to use with these adjectives. Nouns like
“economy”, “sector” and “activity” are normally considered inappropriate. Academics fear to
use informal “economy” because it is likely to misguide fhe readers by giving them the
impression of a “dualistic” economic structure i.e. that informal work constitutes a separate
economy altogether whereas in reality, the businesses and employment conducted in the informal
realm contribute towards the same national economy. Defining it as an “economy” of informal
activity would imply that such work maintains a degree of autonomy from other economic

spheres, which may not always be the case.
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“Sector” is also a controversial term according to the documents of the Standard Industrial
Classification index that defines a sector by the homogeneity of goods they produce and the
nature of services they offer. The informal domain, in contrast, is a set of extremely
heterogeneous tasks and spread over multiple occupations and industrial sectors. This is the most
common rationale used to reject the use of “sector”. Many literatures (e.g. COMPAS, 2004,
Ram et al, 2004; International Organisation for Migration, 2008; Williams and Windebank,
1998) can be found using the noun “employment” in order to define the informal part of the
economy, but this usage is also confronted with a reasonable objection. The objection in this
case, as argued by Williams and Windebank (1998), is that the term “employment” only refers
to market-like and paid activities of informal work and ignores the unpaid reciprocal exchanges,

which is a recently emerging class of informal work (see, Williams, 2005, 2008).

Doubtless, one can see the relevant literature using a multitude of nouns and adjectives quite
interchangeably to denote the activities taking place outside the ambit of the formal economy
with specific labels being more prevalent in certain regions and groups of scholars, making it
difficult for researchers to pick a universal denotation for all such forms of work. Having said
that, and following the claim made by Williams (2006, p.5-6), it may be said that of all the labels
applied to denote such work, it is the phrase of ‘underground economy’ that tend to find the
broadest popularity and usage especially due to its widespread recognition in North America.
The adjective, nevertheless, used in this study to represent the ambit of the informal activities
that maps the scope of its research, as drawn by the definition discussed later, is ‘informal’ in
iterative combinations with nouns, such as ‘work’, ‘activity’, ‘sector’ and ‘economy’. The
rationale for using this denotation is quite straight forward. Firstly, it is assumed that this label
would make it easier for readers to verbally separate the ‘informal’ work relations and activities
of the ‘economy’ from the more ‘formal/organised’ segment of business activity traditionally
taught in various management schools. It is, however, important to mention that the word
‘economy’, though largely used to represent the domain of informal work in this study, 1s not
intended to suggest that there exist dual economies in the society. Instead, the only assumption is
that the term ‘economy’ would resonate more convincingly with the type of informal activities
studied in this research, i.e. the paid informal work, which usually takes place: under
conventional market-like work relations. Second, as stated by Williams and Windebank (1998),
the term ‘informal’ is also one of the relatively popular labels used amongst the international

fraternity of commentators and scholars, and thereby may have good instant recognition. No
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other rationale should be inferred regarding the usage of these particular denotations in this

study.

Despite all these variations and debates with respect to finding an appropriate catch-all label for

informal work, one can see a strong consensus, as asserted by Williams (2006), amongst

academic commentators and government institutions regarding the definition of such work.

Official definitions of informal work from a range of selected countries (see table 2.2) are

compiled by the International Labour Organisation (ILO) for the purpose of developing a sense

of homogeneity at the international level with respect to mapping the boundaries of what

generally constitutes the domain of the informal economy.

Table 2.2: Definitions of informal work in selected countries

Country Source Definition
Household unincorporated enterprises with less
Brazil Urban Infgrmal Economy than 6 employees and without complete set of
urvey 4
accounts (agriculture excluded)
) National Survey of Household unincorporated enterprises, which
Mexico Occupation and have no complete set of accounts and are not
Employment registered (agriculture excluded)
Panama Household Survey Household umncorpor_ated enterprises with less
than 5 employees (agriculture excluded)
Household unincorporated enterprises, which
are not registered with the national statistical
AFRISTAT 1-2-3 Surveys institute or other administrations, and/or which
do not have formal written accounts according
to the standard plan (agriculture excluded)
Household unincorporated enterprises without
Ethiopia Urban Employment- accounts book, which have less than 11
Unemployment Survey . : .
employees or no license (agriculture included)
Private enterprises with less than 11 persons
Mali Labour Force Survey engaged, which are not registered with the
2004 National Institute for Social Protection and do
not have accounts (agriculture excluded)
Household unincorporated enterprises with less
Tanzania Integr ateguia/:;ur Force than 10 employees and without complete set of

accounts (agriculture excluded)

Rep. of Moldova

* Labour Force Survey

Household unincorporated enterprises which are
not registered (agriculture included)

Russian

Federation

Population Survey on
Employment Problems

Household unincorporated enterprises which are
not registered as legal entity or have no legal
status (agriculture included)

Turkey

Household Labour Force
Survey

Household unincorporated enterprises paying
lump sum tax or not paying any tax, and with
less than 10 persons engaged (agriculture
excluded)
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India

National Sample Survey,

Household unincorporated enterprises

55t Round (1999-2000) (agriculture excluded)
Household unincorporated enterprises owned
Pakistan Labour Force Survey and operated by (i) own-account workers or (ii)

employers with less than 10 persons engaged
(agriculture excluded)

Source: ILO Bureau of Statistics, as cited in Manuals on Surveys of Informal
Employment and Informal Sector (2010)

In a bid to conjoint the definitions of informal work from various regions of the globe into an

international statistical standard on the topic, the Fifteenth International Conference of Labour

Statisticians (15" ICLS) adopted a resolution concerning statistics of employment in the informal

sector (see ILO, 2000). The objective of the resolution was to formulate standard criteria for

international researchers and policy makers so as to facilitate them in pursuing their research

activities in a more objective and homogeneous manner. The standard conditions set by the 15®

ICLS, based on its analysis of international definitions, for an enterprise to be declared informal

is given in figure 2.1.

Figure 2.1

Criteria of the definition of informal sector enterprises

Criterion Purpase
1. Legal organisation: enterprise not Identification of unincorporated
constituted as a legal entity separate from | enterprises
1ts owner(s)
2. Ownership: enterprise owned and Identification of household
controlled by member(s) of household(s) | unincorporated enterprises

3. Type of accounts: no complete set of
accounts including balance sheets

Exclusion of quasi-corporations from
household unincorporated enterprises

4. Product destination: at least some
market output

Identification of household
unincorporated enterprises with at least
some market production; exclusion of
household unincorporated enterprises
producing goods exclusively for own
final use by the household

5. Kind of economic activity

Exclusion of households employing paid
domestic workers;

possible exclusion of enterprises engaged
in agricultural and related activities

6.1 Number of persons engaged/
employees/employees employed on a
continuous basis: less than n

and/or

6.2 Non-registration of the enterprise
and/or

6.3 Non-registration of the employees of
the enterprise

Identification of informal sector
enterprises as a subset of household
unincorporated enterprises with at least
some market production

Source: Manuals on Surveys of Informal Employment and Informal Sector, 2010; Diagram 2
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Undoubtedly, the efforts by the ILO to compile definitions of informal work from various
countries as well as the subsequent attempt by the 15® ICSL to formulate a set of standard
parameters for the description of informal enterprises can be a very useful contribution regarding
the subject of the informal economy. There is, however, one very important point to be made
with respect to the scope of all the definitions/criteria mentioned above before one can choose an
appropriate definition matching the objectives of this study. Examining the way the informal
sector is described in various economies (see table 2.2) and the standard conditions set in figure
2.1, it takes a cursory look to recognise the fact that all of them tend to limit the classification of
an informal enterprise in terms of either size (No. of employees) or its registration status.
According to the criteria given by the 15% ICSL (ILO, 2000) and as also asserted in its report, for
example, it is only the firms with less than a maximum size of workforce and ‘total’ non-
registration of their business activity and employees that can be termed as working on an
informal basis. It, therefore, discounts the inclusion of businesses such as those that tend to have
a formal business registration and yet keep a part of their business activities or accounts hidden
from relevant authorities. Similarly, according to these criteria, an enterprise is informal only if
‘none’ of its employees are registered; absolutely disregarding the count of businesses having a
fraction of their workforce employed as unregistered workers. Putting a restriction on the
maximum number of employees an informal enterprise can possibly employ, as listed in table
2.2 and figure 2.1, would also make it inevitable for researchers to transcend their study beyond

businesses with a specific size of workforce.

Given that the objectives of this study are not set to examine the engagement of the Pakistani
informal businesses with any specific size of employment/business activity, none of the
definitions compiled by the ILO as well as the criteria presented by the 15% ICSL may be
suitable for this study to achieve its full scope. Additionally, this study does acknowledge the
fact that registered businesses may also tend to keep a part of their accounts undeclared, and
hence can not be discounted as potential participants of the informal economy. To limit its
definition of informal work only to fully unincorporated enterprises, therefore, would not match
the underlying scope of the objectives stated in the preceding chapter. In consequence, this study
uses the following definition given by Williams and Windebank (1998; p.4) as the most

appropriate description of informal work within the framework of its research objectives.

“The informal work refers to the paid production and sale of goods and services those are

unregistered by or hidden from, the state for tax, social security and/or labour law purposes, but
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which are legal in all other respects. As such, informal work is composed of three types of
activity:
¢ evasion of both direct (e.g. income tax) and indirect taxes (e.g. VAT, excise duty);,
e social security fraud where the officially unemployed is working whilst claiming benefit;
e and avoidance of labour legislation, such as employers’ insurance contribution, minimum
wage agreements or certain safety or other standards in the workplace, such as through
hiring labour off-the-books or sub-contracting work to small firms and the self-employed

asked to work for below-minimum wages”

This definition by Williams and Windebank (1998), in addition to addressing a diverse range of
informal activities, does not make it conditional for an enterprise to: a- either exist as a fully
unregistered entity; b- or not to have any specific number of employees, in order to be counted as
working on an informal basis. Furthermore, as asserted by Williams.(2006; p.5), “this definition
of what is included and excluded in the underground economy confirms in its entirety to nearly
all other definitions found in the academic literature”. A comparison with the list of definitions
in table 2.2 and the criteria set in figure 2.1 will also reveal the fact that the scope of this
definition tends to corresponds with almost all the possible variables of informal work
collectively stated by them. However, at the same time, it emancipates itself from the limiting
conditions of those definitions/standards, giving the researcher a better room for exploration.
Furthermore, one can not understate the coherence of this definition with the ones adopted by a
bulk of academic and policy institutions (e.g. Feige, 1990; Leonard, 1994; Pahl, 1984; Portes,
1994; European Commission, 1998; Grabiner, 2000; ILO, 2002; OECD, 2002).

Following Williams and Windebank (1998), there are two important points to be mentioned
about this definition at the outset of the thesis. First, it does not include any form of unpaid
informal work in its scope, and so does this study on informal work of Pakistani immigrants in
Sheffield. It does not, nevertheless, tend to understate the recent emphasise on the study of
conventional market-like work relations, taking place in the form of unpaid reciprocal exchanges
and self-provisioning work (e.g. Williams, 2004a, c, e, 2005¢c; Jensen et al., 1995; Nelson and
Smith, 1999; Cornuel and Duriez, 1985). Attempts can also be seen at the policy level (e.g.
OECD, 2002, 2004; Renooy et al., 2004) to integrate unpaid activities into the official definition
of informal work in view of the fact that the number of studies, as argued by Williams (2006),
identifying the presence of non-market relations lately seems to reach a critical mass so as to
make it difficult for the academics and government authorities to ignore it as a potential arena of

informal work. Renooy et al., (2004), for example, in their study of undeclared work for the
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European Commission (EC) replaces the terminology of “paid activities” from the definitions of
earlier publications of EU (e.g. Mateman and Renooy, 2001) with that of “productive activities”
as an attempt to include unpaid but productive forms of informal work in the new definition.
Second, the definition used by this study (i.e. by Williams and Windebank, 1998) also clearly
fmplies that the only criminality assumed about the informal production and sale of
goods/services in this research is their non-declaration for tax, social security and labour law
purposes. All the goods/services examined in this study and their respective means of

production/distribution, however, are absolutely legal in every sense of the word.

Before proceeding to more concrete topics related to the classification of informal work, it will
be useful to include a brief discussion on two very vital distinctions that one may come across in
the recent literature of the informal economy. These distinctions will further help the reader to

understand the perspective of informal work adopted in this study.

Unregulated or Unregistered?

Informal work has always been perceived as a substandard component of the mainstream
economy by regulatory bodies and civilians working in the formal market. By virtue of its
informality, this sector is commonly viewed as inaccessible by regulatory bodies and therefore
uninfluenced by law. The modern literature (e.g. Williams and Windebank, 1998; Williams,
2004a) strongly negates this view and asserts that informal work is very much influenced by
government rules and regulations, both directly and indirectly. State authorities can exercise
reasonable control over informal businesses and employment by changing its policies for the
formal labour market and things like immigration and work permits. Secondly, and as asserted
by Williams (2006), Mateman and Renooy (2001) and Renooy et al., (2004), the size and nature
of informal activity in a particular economy is not only influenced by governmental measures,
but is also regulated by a range of non-state elements present within the socio-economic
environment of the economy. These factors are thoroughly described later in this chapter.
Consequently, in view of what Williams and Windebank (1998; p.5) suggest, to see the informal
sector as an ‘unregulated’ realm is likely to project it as existing in a “free market operating
independently of social, economic, institutional and environmental influences”, which would be
an absolutely counter-intuitive and unrealistic assumption to make. Most of these studies,
therefore, denounce the use of term ‘unregulated’ for their description of the informal sector, and
rather tend to label it as an ‘unregistered’ sphere due to its absence from official records, but yet

as the one operating under the influence of different state and non-state regulations.
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Illegal or Informal?

Another impression that most of the literatures try to reform is that of informal work as an illegal
activity. As argued by OECD (2004) in its attempt to describe the non-observed economy in
national accounts, there is a clear distinction between what should be defined as ‘underground’
and ‘illegal’ productive activities. Similarly, a host of studies (e.g. Williams and Windebank,
1998; Williams 2006; Renooy et al., 2004) tend to assert that informal work is the production of
legal goods and services through legal processes and distributing them through lawful channels.
And it is only the income, which is not declared to government authorities according to methods
prescribed in business laws; it is ‘legal’ in all other respects On the other hand, illegal work
involves ‘unlawful’ means of production and distribution of ‘illegitimate’ goods and services. It
mostly involves criminal activities, illegal prostitution, smuggling of goods, illegal import of
work force, sale of stolen products, income through kidnapping and murder (see, OECD, 2004,
Box 5.3). Informal work, in stark contrast, operates in a proper market like setting and exhibits
largely legitimate economic behaviour. While the informal economy contains activities that may
be said to occur outside the formal institutional boundaries, it is argued that all such activities are
located well within the boundaries of an informal institutional domain, which are totally
separable from what may be termed as a territory of illegal products, i.e. the renegade economy
(see, Webb et al., 2009). This difference between informal and illegal work is more objectively
presented in the typology given in table 2.3.

31



Table 2.3: Typology of economic activities outside the formal sector

Sector Market Product Production/Distribution
Transactions
Household (goods & services No Legal Legal
produced in the home for the
home)
Informal (goods & services Yes Legal ' Legal
sold)
Irregular Yes Legal Illegal
Criminal Yes [llegal Illegal

Source: European Commission, 2004
A new term of “irregular” sector is introduced in table 2.3 and is defined as the work that

produces legal products and services, whereas the production and distribution are conducted in
illegal ways. It is a comparatively new term and is still struggling for recognition by academic
commentators. Although, one can see a growing class of academics and policy institutions trying
to make up a case for the distinction between the informal and illegal economies, it still remains
a controversial debate in different parts of the world as to how and to what extent it is possible to

disband these apparently connected spheres of the economy.

After having a fair understanding of how informal work is described and labelled in different
accounts of academic and policy literature, the proceeding section will now attempt to briefly
explore the historical origin of the informal economy as a concept and some of the major
developments occurred along the recent course of time in this regard. It eventually leads to the

inclusion of some very important theoretical discourses often discussed in the literature.

Tracking the History of Informal Work

Prehistoric Origin

The existence of informal work is as old as humanity, but the archaeological evidence can be
traced back to 3000 BC. Archaeological and anthropological evidence strongly suggests that

people of all societies regularly adjust their activity within economic systems in an attempt to

32



evade regulations. According to evidence and acknowledgement from historians, the origin of
informal employment can be attributed to “Sumers”. This is the name of inhabitants of
Summerian civilization, which existed in Mesopotamia (modermn Iraq) during the era of Ancient
Egypt and Indus Civilization (3rd Millennium BC) and is identified as owing all the attributes
required to qualify as a “formal” civilization (Simpson, 1971; Lamb, 1995). Summerian
civilization adopted its earlier ways of earning mostly from Ancient Egypt but made its mark in
history by undertaking a formalization of the economy and being the first “formal economy” in
human civilization. It is, therefore, the Sumers who drew the division between informal and
formal work for the first time. What is relevant to know is that Sumers invented the first writing
system, known as “cuneiform” (Deutscher, 2007), which eventually led them to develop the first
codified legal and administrative system of courts, jails and government records’. Additionally, a
formal trading and arithmetic system was created. These inventions provided all the necessary
tools and impetus to Sumer rulers to undertake registration of businesses and trade (Duncan,
2003). The existing businesses, mainly in trade and manufacturing, were formally listed in
government records in order to calculate the industrial capacity of the Sumerian state. The ones
who could not be reached stayed “invisible” on official records and effectively formed the
concept of a “dualistic” economy. Interestingly, the informal work during the Sumerian time
was usually conducted by slaves as porters, weavers and jewellery manufacturers. These
products were finally traded by their masters as a part of formal business. However, the payment

of work was not guaranteed.

The Contemporary History

Informal work has kept on taking different forms ever since the era of Sumer Civilization. It was
not until the second quarter of the 20" century and the advent of advanced economic and social
theories that informal work was recognized as a proper subject area. Informal work received its
first academic recognition as “traditional work” in the literature of modernization theory in
1950s and was ranked as an inferior form of employment that would disappear with economic
progress in developing countries. At that time, informal means of work were believed to exist
only in developing and underdeveloped countries and their existence in so called developed
countries was not contemplated. Following Renooy et al, (2004), it can be stated that the

concept of the informal economy originally came into being from the literature on the problems

? Bilingualism, Scribal Learning, and the Death of Sumerian by Christopher Woods, as publishged in Margins of
Writing, Origins of Cultures (Sanders, 2006).
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of developing countries. Instigated by studies on socio-economic issues from various developing
countries, the economist Clifford Geertz in 1963, as stated in Renooy et al, (2004), made a
formal attempt to acknowledge the existence of a sector comprising of unregistered and tax
evading firms, which was at that time called the ‘bazaar economy’. It was set apart from what
Geertz characterised as the formal economy of business, productivity, technology and capital, i.e.

the firm-centred economy as it was labelled.

The proceeding decade would witness an increasing interest of academic scholars in the type of
economic activities taking place outside the scope of registered businesses and to explore how
the hidden sector of the economy works. They found that this sector had not only persisted, but
in fact had expanded to encompass new developments. In accepting that these forms of work
were persistent, scholars started using the term “informal sector”, which is credited to a British
anthropologist, Keith Hart, in his study on Ghana in 1973 but also alluded to by the ILO in a
widely read study of Kenya in 1972.  Therefore, in reality, the formal academic

acknowledgement of the informal sector was introduced in the early 1970s.

The informal sector had been nothing but a target of severe criticism and discouraging remarks
until the mid-1980s, when Hernando de Soto wrote “The Other Path” with a preface from
Peruvian writer Mario Vargas Llosa. It can indeed be considered as another milestone in the
history of informal work because it highlighted the positive side of informal work for the first
time in academic writing. The argument of the book is that informal activity is simply a backlash
of the people in Peru to excessive regulations from the government. The author used the case
study of Peruvian informal workers and acknowledged their entrepreneurial skills. In short, it
was the first effort towards unmasking the hidden entrepreneurial talents of the informal sector
workers. The modern debate on the informal economy is, however, structured around a set of
contrasting theoretical perspectives, which often serves as a theoretical framework for
international scholars to either substantiate or challenge a particular outcome in this regard. Itis

the introduction of these theorisations that the focus of discussion will now turn to.

Modernization Thesis

According to this thesis, there is a natural and inevitable shift towards formalization as societies
become more “advanced” or “modernized”. The informal segment of the economy is defined as
a “lag” or “residual” from traditional production practices (Castells and Portes, 1989: 13) and

unsustainable with the growth of a modem, growing, strong and massive formal sector. The
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existence of a supposedly traditional informal segment is depicted as “backwardness” (e.g.
Lewis, 1959; Geertz, 1963). A more detailed account of this thesis is included in the next chapter
with respect to its relevance for the theories explaining the rationales of participation in the

informal sector.

Globalization Thesis

Following this conventional thesis, various alternative theses emerged. One such thesis that
provideda contrasting view point and emerged towards the end of 1980s, which gained more
support during the decade of 1990s, is the globalization thesis. This states that economic
globalization is actually causing informal work to grow (e.g. Amin, 1996; Castells and Portes,
1989; ILO, 2002; Sassen, 1997) and most of its effect can be seen in global cities, particularly in
USA. As globalization is taking place, more and more firms are expanding their operations and a
larger number of self-employment opportunities are being created as a result. Undoubtedly, the
underlying argument of the globalization thesis is gaining prominence but the opponents can still
find a considerable amount of evidence to show that the informal sector is not expanding
everywhere. Localities can be identified where the size of the informal sector is declining or at
least stable with respective to its formal counterpart. The second objection is that expansion of
the informal segment cannot be totally attributed to globalization. There are several other

cultural, social and geographical factors involved, which function irrespective of globalization.
Marginality Thesis

That informal work is only concentrated among “marginalized” populations is }the argument of
the marginality thesis (Williams 2010; Williams and Windebank, 2001). These marginalized
populations are usually classified as poor, women, immigrants and unemployed people. This
thesis promotes the concept that the groups of people who are unable to earn their living thfough
formal means of employment turn to informal work as a last resort, and hence are more likely to
participate in the informal economy (e.g. De Soto, 1989; ILO, 2002; Lagos, 1995; Maldonado,
1995; Rosanvallon, 1980). The formally employed, meanwhile, do not contribute to the informal
economy and rather form their separate sphere of economic activities that tend to function in
total compliance with legal requirements. The marginality thesis, therefore, views the informal

and formal sectors as two distinguishable economies and refutes the idea of their
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interdependence. The concept of the “dualistic” economy came into existence as a result

(Williams, 2006).

The marginality thesis, as argued by Williams (2006), has undergone critical evaluations and is
confronted with serious objections. Many direct surveys throughout the developed nations have
revealed that informal work is chiefly conducted by those already in formal employment, such
as, in France (Barthe, 1988; Cornuel and Duriez, 1985; Tievant, 1982), Germany (Glatzer and
Berger, 1988; Hellberger and Schwarze, 1987), Greece (Hadjimichalis and Vaiou, 1989), Italy
(Cappechi, 1989; Mingione, 1991, Warren, 1994), and the UK (Howe, 1990; Morris, 1994, Pahl,
1984; Williams, 2002a, b, 2004a, d; Williams and Windebank, 1999b, 2001a, b, ¢, d, e, 2002a, b,
2003a). A more detailed discussion on the marginality thesis can also be found in the next
chapter while attempting to form a theoretical framework to understand the motivations for

people to join the informal sector.

Recent Developments: The informal economy — post 2000

Although a positive voice acknowledging the constructive facets of the informal economy has
always existed, ever since the dawn of this century one can witness a much greater emphasise on
the prolific portrayal of the informal sector. In recent years in particular, the impression of
informal work has started to shift from exploitative, low-paid and sweatshop like work to
combining the existence of autonomous, higher-paid and flexible means of income. Surprisingly,
this sphere is recently looked at as an asset rather than an obstacle to development in the
advanced economies (e.g. Small Business Council, 2004; Evans et al., 2004; Williams, 20044, c,
d, 2005a; ILO, 2002). Furthermore, one can see a growing recognition amongst international
institutions of the hidden enterprising culture existing in the informal sector. For example, the
ILO (2002, p.3) stated that informal entrepreneurs display “real business acumen, creativity,
dynamism and innovation”. This recent prevalence of positive overtones in the literature of the
informal economy, especially at the governmental level, may be attributed to the apparent shift
in policy towards the informal economy in the last decade from the predominant strategy of
eradication to that of proposals for its sustenance and growth (e.g. Comnwall, 1998; Frank, 1994;
Rakowksi, 1994).
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Determinants of the informal economy

What causes the production and growth of the informal economy has always been the most
challenging discipline of research for international scholars. Drawing evidence from various
regions of the world, one may find it highly eluding to find a ‘universal’ explanation for the
existence of informal economic activities. No individual causal factor is yet able to capture the
complexities of this sector, the composition of which is rather depended on a ‘dynamic product’
of various determinants. In order words, the nature and extent of the informal economy is always
explained by a “cocktail” of factors (e.g. Mateman and Renooy, 2001; Williams, 2004a;
Williams and Windebank, 1995a, 1998; Williams, 2006). According to Renooy (2004, p.24),
“There are no general, universal causes for the existence and development of underground
economy. It is brought by a complex interplay between various variables that varies between
countries”. In view of this multifarious nature of informal work, the following discussion will be
structured around the model presented by Williams (2006), synthesising a range of institutional,
structural and personal determinants variably responsible for the existence of the informal
economy in various regions of the world. Although mainly adapted from Williams (2006), the
model will also include some additional factors, such as ethnicity, immigration status, tax

morality and risk of detection drawn from various studies conducted in the advanced economies.

Structural Factors

Economic regulators

These are the factors that design the socio-economic context of any population and determine the

level of participation in informal work with the help of following sub-factors:
Level of affluence and employment

Recent studies across the world in general, and western economies in particular, have shown that
the higher the level of affluence and formal employment, the larger the magnitude of informal
work (e.g. Williams, 2004a; Cornuel and Duriez, 1985; Mattera, 1980; Lobo, 1990). It is
because, as argued by Williams and Windebank (2002), the affluent and formally employed

people have the financial resources as well as the social capital to establish and develop informal
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businesses. It is also found that the level of affluence affects the status of informal employment;
individuals with money are more likely to adopt autonomous forms of informal employment than
the ones belonging to marginalised group of society (e.g. Mingione, 1991; Fortin et al., 1996).
An equally large class of scholars, on the contrary, argued that it is mostly the people living in
deprived and low-income areas who are more likely to engage in informal economic activities,
mainly due to their exclusion from more formal means of employment (e.g. Leonard, 1994; Blair
and Endres, 1994; Robson, 1988; Haughton ez al, 1993). .Given such contrasting trends, one
must not tend to rely its estimates of the informal economy plainly on the level of

affluence/deprivation existing within a particular locality.
Industrial structure

Industrial structure of any particular region is defined by the size and diversity of enterprises
operating in the region. Based upon reasonable evidence, it can be said that areas clustered with
large firms discourage the existence of autonomous self and wage employment. Firstly, the skills
acquired in large firms are not transferable and can not be utilized outside the work. Secondly,
large enterprises prefer to perform most of their operations in-house and avoid outsourcing. On
the contrary, areas with large number of small and medium sized (SMEs) firms provide ample
opportunities of being a part of their supply chain and hence, promote autonomous informal
work (e.g. Blair and Endres, 1994; Pahl, 1988; Sassen, 1996; Cappecchi, 1989). The magnitude
of informal work among SMEs can, however, vary substantially within nations, regions and
localities due to influence of other factors. Similarly, areas with high rates of self-employment
are found to be highly like to report the prevalence of autonomous informal work (Pahl, 1988;
SBC, 2004; Williams, 2005a).

Level of subcontracting

Level of subcontracting is found to have positive impact on the size of informal employment. If
operations are being outsourced by firms, people in the vicinity.will feel motivated to offer their
services by setting up informal businesses (e.g. Williams and Thomas, 1996; Ghezzi, 2006;
Benton, 1990). Most notably, a growth in the rate of ‘outsourcing’ by formal enterprises leads to
a proliferation of informal employees (e.g. Bender, 2004; Hapke, 2004; Barlett and Steele,
2000). At the same time, many researches have shown that subcontracting does not always

flourish the hidden enterprise culture. In Italy, for example, Cappecchi (1989) figured out that
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subcontracting has a very weak relationship with informal employment. Similarly Grand Filly in
France (Legrain1982) noted the existence of strong enterprise culture in areas where
subcontracting is absent. Therefore like other factors, subcontracting should also be considered

in relation to other factors.
Social regulators

Apart from economic factors, the social context of the region also plays a vital role in forming of
deforming the hidden enterprise culture. The main elements of social context vis-a-vis informal

economy are as follows:
Cultural traditions, norms and moralities

The standards of good and bad in any particular region are defined by its cultural norms and
moral values and so is the acceptability of undeclared work. Cross national differences in tax
moralities causes different nations to have different magnitude of informal work. Similarly, the
countries in which the level of resentment against government is high, people tend to abandon
legal forms of work and opt for informal means of income (e.g. Baculo, 2001; Leonard, 1994,
Howe, 1988; Legrain, 1982). The magnitude of informal work also increases when there is
decline in general ethical and moral standards of the society. Individualistic societies are also
more prone to hidden forms of work. These societies are comprised of individuals who are self-
centred and have strong urge to form personal identities. Variable acceptability of different
forms of undeclared work is also determined by cultural norms and traditions of the particular
region. Tax evasion in some countries may not be considered as immoral as claiming social

benefits while working or vice-versa (e.g. MacDonald, 1994; Cook, 1997).
The nature of social networks

Strength and density of social fabric is another determinant of hidden enterprise culture. A
person from a strongly knitted society has much wider span of friends, neighbours and
acquaintances, hence, more sources of knowing about informal means of work. On the other
hand, societies with weak social networks are always handicapped in terms of social capital and
do not feel sufficiently equipped to engage in informal economic activities (e.g.- Jones et al,
2010; Ram et al., 2008) . A strong positive correlation is identified between the density of social

networks and the propensity to engage in informal economic activities at many occasions (e.g.
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Morris; 1994; Mingione, 1991, Warde, 1990; Legrain, 1982). On the contrary, the study
conducted by Trinci (2006) with respect to evaluating the role of social networks in determining
the size of informal employment concluded an extremely weak relationship between the ability
of immigrants to participate in the informal sector and the strength of their co-ethnic social

networks.

Socio-economic mix/disparity

Socio-economic mix determines the number of people with high income and little free time and
with low income and much free time in a particular society. If there is considerable distinction
between these two groups, the society will witness high levels of autonomous informal work. It
is because affluent people with little free time tend to delegate their minor jobs to people who
can do it for them on payment. The same tend was supported by the studies of Barthelemy
(1991), Pestieau (1985), Portes (1994) and Renooy (1990). Therefore, the localities with high

socio-economic disparity are conducive for hidden enterprise culture.
Size and type of settlement

The affect of type of settlement has been largely studied by various researchers and policy
makers. According to reasonable number of studies, rural population is more likely to undertake
autonomous forms of informal work than urban population (Duncan, 1992; Levitan and
Feldman, 1991; Kesteloot and Meert, 1999). There are equal number of researches which refute
this argument and associate informal work more with urban settlements. Mogensen, for example,
in Denmark, shows that frequency of participation in urban areas like Copenhagen (17% -
participation in informal activity) is greater than Western Jutland (10% participation in informal
work), which is a rural settlement (see also, Williams, 2004a; Fortin et al., 1996). Having known
this, it can not be universally stated that rural areas have high percentage of informal work than
urban populations or vice-versa. Importance of other factors should be recognised

simultaneously.
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Tax morality and acceptance of informal work

The rate of participation in informal work also seems to vary according to the level of tax
morality prevailing in a specific locality or population. Tax morality in this context refers to the
degree of social acceptance a particular population displays in relation to the practice of tax
evasion by its members. In general, people with low tax morality are found to be more likely to
participate in informal activities as compared with those who attach relatively high sense of
criminality with keeping a part of their business incomes undeclared. In the study conducted
across 27 EU states (Eurobarometer, 2007), for example, countries showing high acceptability
for someone who evades taxes by not or only partially declaring his income reported much
higher social acceptance for informal work, and hence wider participation in such activities.
Likewise, comparing the cultural perceptions of people with regard to the practices of ‘receiving
benefits without entitlement’ and ‘evading taxes’, many studies have shown the positive scoring
of the latter to bear a complimentary influence on the tendency of people to conduct informal
work (e.g. MacDonald, 1994; Cook, 1997; Jonsson, 2001). Based on such evidence, one can
conclude a fairly strong relationship between tax morality and the rate of participation in
informal work; however, whether it is to be read as a universal trend or not, is still a matter of

ambiguity.

Ethnicity and immigration status

Another important factor that appears in the international literature as a potential determinant of
the tendency of individuals to participate in the informal economy is ethnicity. In particular, the
western studies are recently found to debate the prevalence of informal economic activities
amongst immigrants from third world and developing countries against the tendency of their
native White population to participate in such activities. Once again, no universal generalisations
can be sought. However, a predominant group of studies, mainly from the US, tend to present the
immigrants as the major participants of the informal economy (e.g. Fernandez-Kelly and Garcia,
1989; Lin, 1995; Portes, 1994; Sassen, 1989; Stepick, 1989). Not only is this narrative restricted
to the US, but a host of studies from within the European Union also tend to confirm the high
tendency of immigrant and ethnic minority populations to engage in a variety of informal
business activities (e.g. Jones et al., 2004; Ram et al., 2007; Kloosterman et al., 1999; Baldwin-
Edwards, 1998). Despite the predominance of the belief that people from minority ethnic groups
are more likely to engage in informal work, there are arguments to denounce the generalisatibn

of this thesis. Williams and Windebank (1998), for example, as a result of their criticism of US-
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based studies, assert that if immigrants happen to constitute the bulk of the informal labour
market in some parts of global cities, it does not mean that they are everywhere more likely to
participate in the informal economy. In furtherance to their argument, they assert that when
combined with other variables, ethnicity alone is not sufficient to explain the rate of participation
for a specific population (see also, Jensen ef al., 1995). That it is not only the immigrants who
are more likely to conduct informal activities is also supported by the fact that many white
localities are also found to engage in informal work a great deal (e.g. Williams, 2004a, Pedersen,
2003; Mingione, 1991; Leonard, 1994).

Beside ethnicity, one can also see some academic scholars describing the participation of
immigrant workers as high or low depending upon their respective immigration status. Mostly
the distinction is made between ‘legal’ and ‘illegal’ immigrants, with latter being normally
portrayed as bigger participants of the informal economy in the developed economies (e.g. Ram
et al., 2007; Jones, 1994; Moulier-Boutang, 1991). At the same time, however, an antagonistic
stream of argument is also noticeable in the western literature on the immigrant informal
economy, rejecting the narrative that it is always immigrants with illegal status who conduct the
majority of informal work (e.g. Williams and Windebank, 1998; Wuddalamy 1991). Rather on
certain occasions, it is stated that a vast percentage (88%) of illegal immigrants may be paying
their taxes in total compliance with the law (see, Mattera, 1985). Hence, given the contrasting
notions in the literature, ethnicity and immigrant status alone also seems to be insufficient to

fully capture the reason for someone to work on an informal basis.

Institutional factors

Tax contributions

The level of taxation is mostly defined as a sufficient determinant of participation in the informal
economy (e.g. Eurobarometer, 2007). Generally, the rise in taxation causes reduction in profits
and increase in cost of doing business in formal sector as a result (e.g. Frey and Weck, 1983;
Gutmann, 1977; Renooy, 1990). This is when the informal means of income becomes far more
economical and simple as compared with formal counterparts. Nevertheless, cases can be
identified where participation in undeclared work is not strongly affected by the level of taxation.
Escalation in taxes can result in either shift to undeclared work or engagement in self-

provisioning. Some researches have also discovered that all self-employed people and companies
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do not instinctively turn to informal practices due to increase in taxation, but their reaction also
depends upon other options available to them (see, Wintrobe, 2001). In addition to taxation level,
the structure of taxes also contributes to promotion or demotion of hidden enterprise culture. For
example, if taxes are collected more from individual employees and established self-employed
than companies, more people are likely to engage in off-the-books businesses and employment

(Williams, 2006).

Welfare benefit regulations

The general trend is that states with deeply embedded and fair system of welfare benefits
experience lesser degree of hidden enterprise culture. In poor welfare economies lack of access
to state benefits leaves deprived citizens with no option except adopting informal work as
survival strategy. This argument can also be used to explain high levels of autonomous informal
work in weak welfare countries of Southern Europe like Greece, Turkey and Spain as compared
with Northern European countries like Denmark, Germany and UK (e.g. Wenig, 1990; Williams
and Windebank, 1998). People receiving no social benefits become risk free in informal sector
because they have little to lose if caught. On the other hand, for the ones with regular stream of
social benefits experience the fear of losing their benefits and have a strong disincentive to

engage in informal work (e.g. Del Boca and Forte, 1982).

State interpretation and enforcement of regulations

The level of informal work is determined not only by state regulations but also the extent to
which they are enforced. At times, for example, law enforcement authorities are deliberately
oblivious to the existence of hidden enterprises and off-the-books employment. The objective is
to allow individuals and families scale up their earning from what they would earn in the
presence of regulations. It is the strategy of “purposeful failure” (see Freeman and Oglemah,
2000) on the part of government in order to augment the socio-economic state of its citizens (e.g.
Jones et al., 2004; Lobo, 1990a; Portes and Sassen-Koob, 1987; Warren, 1994). Similarly, the
magnitude of informal work being conducted by immigrants is controllable by policies like work

and residence permits.
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Risk of detection

Linked with the enforcement of regulations is also the probability of detection that people tend to
associate with their engagement in practices, such as to hide income, evade social security
contribution, pay less than the NMW, hire illegal workers and so on. Many studies in the
discipline of economics (e.g. Watson, 1985; Sandmo, 2004; Klepper and Nagin, 1989) have
long-held the argument that stringent enforcement of state regulations often result in increased
risk of detection as percéived by the public, which in turn retards their involvement in informal
practices. People who are involved in informal work tend to consider the risk of detection to be
comparatively smaller than those who have not been a part of such activities, and hence are more
likely to further enhance the magnitude of their illegitimate practices (see, Eurobarometer, 2007).
There appears to be a positive correlation between the risk of detection perceived by a particular
individual and his involvement in informal economic activities, but once again no where is it
claimed to be the sole determinant of the informal economy. Following the argument of
Williams (2004a) and SBC (2005), the factor related to how an individual perceives the risk of
flouting the business law in a particular population is to be evaluated in conjunction with a

multitude of other variables discussed here.

Individual Characteristics

Besides all the above mentioned external factors, there are factors relevant to personal status of

the individuals that lead to emergence of hidden enterprise culture.
Employment status

A vast majority of recent literature on informal economy highlights the connection between
informal work and employment status of individuals. It has been found that people with formal
employment are much more likely to conduct informal work as compared with unemployed
individuals (e.g. Williams, 2001, 2004a, b; Pahl, 1984; Lozano, 1989; Nelson and Smith, 1999;
Koopmans, 1989; Williams and Windebank, 2001a). The reasons for their higher interest in this
form of work are numerous. At the same time, one can find a wide range of studies refuting this

argument and supporting opposite trends (e.g. Leonard, 1994; Howe, 1990; Portes, 1989;
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Eurobaromerter, 2007). In sum, the linkage between employment status and informal work

certainly varies from region to region and depend upon a host of other variables.
Education and skill levels

The importance of education in the informal sector is as high as in the formal sector. Better
qualified people attain higher levels of hierarchy and end up doing well-paid and autonomous
work in informal sector also (e.g. Fortin, 1996; Lemieux, 1994; Pestieau, 1985). Poorly qualified
individuals are likely to be positioned at the other end of spectrum i.e. low-paid, exploitative and
organised informal work. Likewise, more skilful workers experience substantially better rate of
progress in informal employment (self and wage employment) than unskilled workers (e.g. Links
UK, 2006).

Stage in lifecycle

A little research has been conducted on the relationship between age and work type of informal
entrepreneurs. Comparatively there is more evidence to support that a higher percentage of
informal work is occupied by youngsters (e.g. Fortin, 1996; Pederson, 2003; Renooy, 1990), the
group which is less eligible for welfare benefits. Nevertheless, these arguments are made at the
tip of iceberg and researchers are expected to explore this relationship further. It is indeed an
important determinant of the hidden enterprise culture and must contribute to the magnitude of

informal work in a particular locality/population.

In summary, it is again important to repeat that each of the aforementioned determinants, indeed,
has substantial importance, but it is always a range of factors and the way they interact with each
other that results in a particular extent and nature of informal work. Mono causal explanation of
the informal economy, as asserted by Williams (2006), would doubtless be an

underrepresentation of reality.
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Methods for measuring the size of the informal economy

Estimating the size and nature of informal economy has been a very complicated task for social
scientists since they first felt the need to measure it. Given that informal work is hidden from, or
unregistered by the authorities for tax, social security, and labour law purposes, no accurate
indicator has yet been found or devised that can be taken as truly representative of the size of the
informal economy. Different methods of estimation have, however, been used by academics
depending upon resources and availability of information. All these methods have inherent
shortcomings and as a result are restricted in terms of their accuracy and reliability. Whether the
informal economy should be researched using direct or indirect methods is a topic of intensive
debate and splits the academic fraternity into two major groups. First, there are those who
believe that due to the illegitimate aspect of informal work, it is not an appropriate approach
directly to investigate those involved in informal activities. Direct research will not generate
honest replies. Such researchers thus rely on indirect indicators and seek evidence of informal
employment in macro-economic data collected for other purposes. The basic belief is that
although informal workers try to reduce their visibility at the micro level, their activities become
apparent in one form or the other at the macro-economic level. Second, there is a group of
academics who pose serious objections to the accuracy and appropriateness of macro-economic
indicators as proxies for informal economic activities, since most of them are evaluated for
remarkably different purposes. The basic belief is that despite their discrete forms of work,
informal workers tend to talk openly about their employment. More importantly, it is the only

palatable method to examine the nature of the informal economy.

In recent years, there is a good number of attempts both at the academic and policy levels to
compile different measurement methods, ranging from indirect macroeconomic estimations to
direct survey-based measurements, used across the globe in the wake of estimating the size of
the informal economy (e.g. Williams, 2004a; Williams and Ram, 2009; OECD, 2002; Renooy et
al., 2004). One of the very recent compilations in this regard can be attributed to the report
presented by the European Community Programme for Employment and Social Solidarity
(2009)* as an attempt by the European Union to promote the use of common indicators and

statistical tools by the member states. Based on these studies, and using the classification

* Study of indirect measurement methods for undeclared work in the European Union — A report submitted by GHK
and Fondazione G. Brodolini (2009)
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presented by Williams (2006), the following section has synthesized most of the methods used in
the international literature in connection with measuring the magnitude of informal economic

activities in the advanced economies.

Indirect methods

According to Williams (2006, 2004a), three types of indirect methods have been used to evaluate
the size of the informal economy across a range of the developed and developing economies.
First, there are methods that seek to evaluate the size of the informal economy in non-monetary
indicators, second, those using monetary indicators and lastly, there are techniques that premised

their calculations on discrepancies between income and expenditure level.

Indirect Non-Monetary Methods

One of the three major non-monetary methods uses national statistics of formal labour force.
Second is the one that uses very small enterprises as a proxy for informal employment and lastly
the electricity demand method, which calculates the size of informal sector on basis of national

electricity demand.

Labour input method/ Labour force estimates

Labour input method, as it is named by GHK and Brodolini (2009), is one of the most common
and well established indirect methods employed in the advanced economies for dealing
empirically with issues related to the informal economy. The basic technique of this method, as
the report states, is to compare the supply of labour in a particular country with that of the labour
demanded by the firms operating in the market. The difference of the two is then taken as a
reliable estimate of the unregistered labour, comprising of people working on an off-the-books
basis. In consequence, this method generally calculates the size of the informal economy in
terms of the number of informal workers as a share of total employment instead of measuring it
as a percentage of GDP. Some countries, such as Croatia, Portugal and Slovenia, tend to
integrate this method with data sources on productivity to estimate the value added by the

informal sector (see, GHK and Brodolini, 2009; p.30). Other sources of information used in this
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method are often the Labour Force Surveys (LBS) and business and firms surveys, where the

latter are used mainly to formulate the date set for labour demand.

Another method that tends to determine the size of informal work based on the estimates of the
labour market is simply known as Labour Force Estimates, as it is termed by Williams and
Windebank (1998). There are primarily two types of statistics used by the researchers who to
represent the size of the formal labour force. On the one hand, there is a method of identifying
certain types of employment, like self-employment, second-job holding etc, in which the workers
are most likely to work informally and then calculating the increase in the number of workers in
the same forms of employment in official labour force statistics (Alden 1982, Del Boca and
Forte 1982).

On the other hahd, the size of informal labour force is determined by examining the difference
between two dissimilar national statistics of employment. This difference is then taken as a
proxy to informal labour that is not visible in all national statistics but reveal their existence in
certain types of statistics. In the USA, for instance, the comparison between Census Bureau’s
Current Population Survey (CPS) and Bureau of Labour Statistics (BLS) survey of firms is used
to estimate the magnitude of informal employment. Similarly, in Portugal the disparity between
the number of people registered as salaried workers and the number of working individuals

registered with the Ministry of Work statistics has been used to represent the informal labour.

There are, however, some serious problems with this approach. First of all, it makes a flawed
assumption that any worker is only either formally or informally employed and by doing so it
misses out a fairly large amount of informal economic activity being conducted by the ones who
are formally employed. Secondly, it only investigates down to the business level and does not
capture the informal activity carried out at the individual level in the form of one-to-one services.
Finally, there is no strong reason to assume that informal workers will declare themselves as

employed in the household surveys while the employer will not in the business surveys.
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Very small enterprises (VSE) approach

The very small enterprise approach, as it was called by Williams and Windebank (1998), works
with the assumption that the number of very small enterprises and the rate of growth/decline in
their volume in any particular state represent the extent of informal activity and the rate of
change in its scale respectively. This approach has been quite popular amongst a variety of
researchers and institutions (Fernendez-Kelly and Garcia, 1989; ILO, 2002; Portes and Sassen-
Koob, 1987; Sassen and Smith, 1992). This approach is based on the assumption that VSEs are
much more likely to employ informal labour due to their greater flexibility, lesser visibility and

thus better opportunity to escape state regulations.

The VSE approach has two major shortcomings, which can result in either over- or under-
estimation of the informal economy. First, there is no evidence to prove that all small firms are
involved in informal activity and thus an overestimation of the magnitude of informal work is
likely to happen (Williams, 2006, Williams and Windebank, 1998). Second, fully informal VSEs
are not visible enough to be listed on official records and are prone to be left out during
calculations. It will always results in the underestimation of informal work (Portes, 1994). Also,
this approach is inherently incapable to capture all possible forms of informal activity. It only
takes into account the informal work being undertaken by small firms and totally misses out a
considerable amount of such work that is taken place at individual level to meet the final
demand. It does not encapsulate the informal work results from the outsourcing of operations by
large firms to small informal firms also. Yet despite all these critical shortcomings, it has been

widely used to calculate the extent of informal activity.

Electricity consumption method

It is a relatively recent approach to find the share of informal economy in the overall economic
activity. This approach is not widely used, but yet a reasonable number of researchers have based
their calculations on it (Friedman et al., 2000; Kaufmann and Kaliberda, 1996; Lacko, 1999).
The underlying assumption, according to Renooy et al., (2004) and GHK and Brodolini (2009),
in this method is that real GDP, including both formal and informal activities, grows with the
same rate as electricity consumption, and hence the latter is a good measurement of the former.
By using this indicator as a measure of the whole economy and subtracting from it the official

GDP will provide the estimates for unofficial GDP, which is considered as a fraction of GDP
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beihg contributed by informal activity (Williams, 2004a). Calculations have shown that this
approach tends to provide higher estimates of informal economy than other non-monetary

approaches.

Given the fact all non-monetary methods are based on some crude assumptions, their ability to
estimate the magnitude of informal economy is severely limited. In order to overcome these
limitations and improve the reliability and accuracy of estimates, some indirect monetary

methods have also been devised by researchers and academics.

Indirect Monetary Methods

Unlike non-monetary approaches, as argued by Williams (2006), monetary methods do not
derive their results from demographic and industrial data but rather use various financial
indicators in relation to each other in order to separate two spheres of economy (see also, Renooy
et al., 2004; GHK and Brodolini, 2009). The following section discusses through two important

indirect monetary methods of calculating the volume of informal economy.
Cash-deposit ratio method

The central assumption of this approach is that in order to conceal income, informal workers
tend to work on cash-in-hand basis and carry out their informal transactions in the form of cash.
Based on this assumption, the size of informal activity is estimated by calculating the total
money required by the operations of legal (formal) businesses, subtracting it from the total
monetary mass in circulation and multiplying this difference with the velocity of money within a
particular economy (Williams 2004a). It is then divided by the figure of GNP so as to present the

share of informal economy as a percentage of total GNP.

This approach was developed by Gutmann (1977, 1978), who later used it to estimate the size of
the informal economy in the US. A similar approach was subsequently adopted by many other
researchers for estimating the scale of informal work in their respective countries (e.g. Atkins,
1999; Caridi and Passerini, 2001; Cocco and Santos, 1984; Mathews, 1983; Mathews and
Rastogi, 1985; Meadows and Pihera, 1981; Santos, 1983; Tanzi, 1980).
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Despite its widespread use, the cash-deposit ratio approach has attracted a good deal of criticism.
The most vital criticism has been that not all the informal transactions take place in the form of
cash and there are many cases in which informal payments are made in cash as well as cheques
and credit cards (Williams, 2006; Williams and Windebank, 19981; Smith, 1985). In Italy, for
example, there are laws that protect the working individuals from unwilling disclosure of their
bank accounts and thus make it feasible for them to use non-cash medium of payment for their
informal work (Contini, 1982). Secondly, it is also criticised for its inability to separate the
circulation of cash due to informal activity from the currency in circulation due to criminal
activities. For countries with high levels of criminal transactions, the implementation of this
approach will always result in overestimation of the magnitude of informal economy (Williams

and Windebank, 1998).

It has also been challenged for its requirement to identify a base year, which is supposedly the
year with no existence of informal employment. Given that the results of this approach are
highly sensitive to which year is selected as a base year (O’Higgins, 1981); many academics
have condemned the arbitrary selection of base year. This method also assumes the same
velocity of currency circulation for both formal and informal sectors. First of all it is very
difficult to calculate the velocity of currency circulation in the informal sector and then there is’
not enough evidence to consider it equal to the velocity of formal sector (Frey and Weck, 1983).
Lastly, there is no consideration for the amount of national currency that is held internationally.
This method is thus suspected to exaggerate the size of informal employment by counting the

internationally kept cash into the national account.

Money transaction method

This approach recognises the use of cheques as well as cash in the informal transactions and
based its estimates of the size of informal activity on the total monetary transaction instead of
cash-only exchanges. The rationale for this approach came from the findings of some studies
conducted in Europe and the US (for example, Feige, 1979; Isachsen et al., 1982; Smith, 1985).
All of these studies found that there were numerous occasions in the informal sphere when bills
were settled in the form of both cheques and cash and thus formed the reason for the inclusion of
non-cash medium of payment in the volume of informal work. By relaxing the cash-only

assumption, this approach successfully eradicated the first objection against cash-deposit ratio
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method for assuming that cash is the only mode of payment in the informal sphere. However, the

rest of the objections are still equally applicable.
Latent variable method/ Cash demand method

This method is known by different names at different places; for instance, Latent variable
method (GHK and Brodolini, 2009), Modelling method (Renooy et al., 2004) and Cash demand
method (Williams 2004a). It is, nevertheless, one of the recently developed methods of
calculating the extent of the informal economy and expected to be superior to previous methods
in terms of accuracy and reliability. Unlike previously discussed non-monetary methods, it does
not rest its estimations on any single cash variable, rather takes into account multiple indicators
and multiple causes so as to get more a realistic picture of the informal sphere. Due to enhanced
accuracy and comprehensiveness of this approach, it has been adopted by many researchers in
recent years (for example, Bajada and Schneider, 2003; Chatterjee et al., 2002; Giles, 1999a, b,
Giles and Tedds, 2002). Particularly the DYMIMIC (dynamic multiple indicators multiple
causes) model, presented by Schneider (2007), seems to gain high popularity among social
scientists. Overall the results of this approach show that similar to other indirect non-monetary

approaches, it also tends to provide high estimates of informal work as a percentage of GDP.

Even though it has .provided an improved methodology of estimating the size of informal work,
cash demand approach is not able to fully satisfy the critiques. The creators of this approach have
developed a standard set of causes (indicators) under the assumption that the configuration of the
informal economy always and everywhere depends upon the same causes. The configuration of
the informal economy is, in contrast, determined by a cocktail of variables that may vary
drastically from region to region (Williams, 2006; Williams, 2004a; Williams and Windebank,
1998; Mateman and Renooy, 2001; Renooy et al., 2004). Secondly, it is not these variables per
se, but the way they combine with each other that defines the level of informal employment in

any particular locality (Williams, 2006).

In spite of their widespread recognition by researchers and academics at the international level,
the indirect monetary methods of evaluating the informal economy have not been very successful
in gaining authenticity. These methods have inherent shortcomings and their results are of
dubious validity (Tanzi, 1999; Thomas, 1999; Williams and Windebank, 1998). Such criticism

led to the development of a relatively direct monetary approach.
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Income/Expenditure discrepancies method

This is considered as a comparatively direct and thus more reliable monetary approach of
estimating the size of informal work. According to this approach, the magnitude of informal
activity is represented by the difference between income and expenditure at either national
aggregate level or microeconomic household level. The underlying concept is that the informal
workers can possibly have various means of hiding their incomes, but it is not possible for them
to conceal their expenditures. Therefore, as argued by Williams (2006), the disparity between
income and expenditure can be used to identify the fraction of expenditure being compensated
by informal income. Several studies have been conducted using this approach at both aggregate
and individual levels. Aggregate level studies, examining the difference between national income
and expenditure, are mostly popular in European states; Germany (Langfelt, 1989), Sweden
(Apel, 1994; Hansson, 1994; Park, 1979; Tengblad, 1994) and the UK (O’Higgins, 1981). In the
US, meanwhile, Paglin (1994) attempts to base his calculations on the difference between
household income and expenditure. Similar household level studies are quite popular in the UK
as well (e.g. Dilnot and Morris, 1981). The popularity of this method as a reliable source of
estimation also reflects from the fact that the majority of the European Union states (17 out of 29

countries) reported at least one source using this method (see, GHK and Brodolini, 2009).

Although the income/expenditure discrepancy approach offers many advantages over other
monetary methods discussed earlier, it still has many shortcomings associated with it (Williams,
2004a; Williams and Windebank, 1998). Many assumptions are required to be made for the
difference of income and expenditure to be a reliable measure of informal activity. On the
expenditure side, as mentioned by Mattera (1985), it would be unrealistic to assume that
households will declare their true expenditure in national surveys. Moreover, the figures of
expenditure will always be over or underestimated due to the fact that not all households keep
formal records of their annual expenditure and normally tend to provide guesstimated figures
(Williams, 2006; Williams and Windebank, 1998). They are also criticised for attributing the
entire disparity between income and expenditure to the informal economy and ignoring other
influential factors like high expenditure due to unusual major purchase or to the running down of

accumulated wealth (Williams, 2006; Williams and Windebank, 1998).

On the income side, there is no technique to distinguish between the fraction of income

contributed by informal and criminal activities. The national statistics of household income may
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include a considerable amount of earnings through criminal activities and lead to an
overestimation of informal activities. Lastly, so far as studies like FES are concerned, there is a

good chance of participants not responding or at least under reporting their income (Thomas,
1992).

Direct survey method

The direct survey method, as argued by Renooy et al., (2004), Williams (2006b) and OECD
(2002), is the only approach that offers researchers an opportunity to come into direct contact
with the participants of the informal economy and listen to the story directly from the horse’s
mouth. Participants of the informal economy are approached by researchers through suitable
sources and are brought under explicit or implicit investigation with regard to their informal
exchanges. Direct survey methods have been acclaimed for the versatility of information they
can generate on informal work. They can be employed to evaluate the volume, value and
characteristics of work in the informal domain and easily supersedes indirect methods of
estimation in terms of knowledge generation. This approach is not restricted to any specific
group of researchers or economies, but seems to be adopted in various parts of the world with
high popularity in advanced economies. For instance, the following studies have been
undertaken in Belgium (Kesteloot and Meert, 1999; Pestieau, 1983, 1985), Canada (Fortin et al.,
1996), Germany (Frey et al., 1982), Italy (Baculo, 2001; CENSIS, 1979), Norway (Isachsen and
Strom, 1985), the Netherlands (Van Eck and Kazemeier, 1985; Renooy, 1990), the UK (Leonard,
1994; Pahl, 1984; Williams, 2004a; Williams and Windebank, 2001a, b, 2002a, 2003a), Sweden
(Jonsson, 2001) and the USA (Ross, 1978; Jensen et al, 1996; Nelson and Smith, 1999,
Tickamyer and Wood, 1998).

As for the volume of undeclared work, direct surveys, on the one hand, allow researchers to
investigate households or businesses as the users of informal work and generate data on the
extent to which such type of work is demanded by the society as-a whole. On the other hand, it
enables researchers to examine the same individuals and businesses as the suppliers of informal
work. This is when the participants can be asked whether they have supplied any informal goods
and services and specific data can be attained regarding the supply of off-the-books services and
goods. However, most of the research to estimate the volume of informal work has been
conducted at the household level and has assessed the participants both as suppliers and

purchasers of informally-produced goods and services (e.g. Leonard, 1994; Pahl, 1984; Warde,
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1990). Similarly, the direct survey methods allow researchers to request information as the
amount of money spent by the purchasers and/or earned by the suppliers as a result of the
exchange of informal goods and services. Consequently, the magnitude of the informal economy

can also be estimated in the form of monetary value by using direct surveys.

Surveys conducted to estimate the value of the informal work have also tended to include
quéstions both on the purchase and selling of off-the-books goods and services. It is done to
assess the participants of surveys as purchasers as well as suppliers of informal work (e.g. Fortin
et al., 1996; Isachsen et al., 1982; Lemieux et al., 1994). This high flexibility of direct survey
methods enables researchers and policy makers always to adapt their questions according to the
information they desire to attain. A further unique kind of information that can be generated
through direct surveys is about the ‘characteristics/nature’ of informal activity. Direct survey
methods enable to ask the participants a range of specific questions in relation to their informal
activities. The ability to investigate the characteristic of informal work has been largely
recognised as an advantage of direct survey methods over indirect method of estimation. As
stated by Frey and Weck (1983, p.24), ‘One of the main shortcomings of all these approaches
(indirect) is that they do not concentrate on the causes and circumstances in which a shadow
economy arises and exists’. The need for carrying out direct surveys so as to explore the nature
of informal work has also been asserted by Williams (2006, p.56), ‘(indirect approaches) [do
not| explore the character of underground work beyond crude estimates of its sectoral and
occupational concentrations. To do this, it is more direct approaches to investigating

underground work that need to be examined’

There are examples of both quantitative and qualitative surveys, but most of the times surveys
pertinent to the evaluation of informal work tend to be carried out as quantitative studies
consisting of structured interviews with closed-ended questions. Structured interviews are quite
often found to be followed by more open-ended and qualitative sort of discussion in a secondary
capacity for in-depth exploration of certain aspects (e.g. Leonard, 1994; Pahl, 1984). Perhaps the
predominance of quantitative techniques in direct survey methods reflects the lack of data on this
subject (Williams, 2006, 2004; Williams and Windebank, 1998). So far as data collection is
concerned, a variety of techniques have been employed such as mail-shot questionnaires (€.g.
Fortin et al., 1996), telephonic interviews (e.g. Jonsson, 2001) or face-to-face interviews of the
unstructured (e.g. Baculo, 2001; Howe, 1998) or structured nature (e.g. Williams and
Windebank, 2001a; European Commission, 2006).
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Direct survey methods even seem to be quite rich in terms of their reach. Studies conducted by
using this approach range from the surveys of local populations to regional and national level
surveys. Until recently, direct survey approach had been criticised for its small-scale
applicability and was not acknowledged as a technique to gather data at the national scale
(Williams, 2006) This scepticism was caused by the fact that most of the direct studies to date
have been targeted toward particular localities (e.g. Barthe, 1985; Fortin et al., 1996; Leonard,
1994; Pahl, 1984; Renooy, 1990; Warde, 1990; Williams and Windebank, 2003a) or socio-
economic groups (e.g. Phizacklea and Wolkowitz, 1995) and have taken households as their unit
of analysis. Even the studies that choose businesses as their unit of analysis have been unable to
expand beyond firms located in particular localities and working in specific sectors (e.g. Lin,
1995; Jones et al., 2004; Ram et al., 2001, 2002a, b, 2003).

This small-scale impression of direct survey methods has, however, been broken by recent
developments, applying this technique to determine the size and nature of informal work at
national and even cross national levels (e.g. European Commission, 2007; Pederson, 2003;
Annual Small Business Survey, 2004/05). Annual Small Business Survey was conducted by
Small Business Services (SBS) in the UK and is considered as the first ever nationwide survey in
an advanced country that was conducted with regard to prevalence and impacts of informal
employment. It was instigated by the findings of the report published by Small Business Council
in 2004 identifying the need to study the nature and extent of informal economy and proposing
different strategies to tackle businesses working on off-the-books basis. Although the survey was
not specifically designed with the purpose of examining informal businesses, it was targeted
towards highlighting the concerns and measuring the potential of small businesses (formal and
informal) in general. It also involved some questions concerning informal business practices and
encouraged academia and relevant government departments to think about applying direct survey
methods at much bigger scale than local populations (e.g., SBS 2006, OECD, 2002). Similar to
all the indirect methods, the practicality of direct survey approach has also been criticised by a
group of researchers. The forthcoming methodology chapter also includes a more detailed

critical evaluation of this approach in relation to this thesis.
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(Literature Review II)
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The British Informal Economy

Introduction

As discussed in chapter one, the British literature on informal work is characterised by variable
theorisations and findings (e.g. Williams and Windebank, 2002; Pederson, 2003, European
Commission, 2007; SBS, 2006; Thomas, 1992; Community Links, 2007) vis-a-vis the nature and
size of such work. A widespread consensus exists concerning the definition of the informal
economy amongst British scholars and policymakers. As previously discussed titles such as
‘underground’, ‘cash-in-hand’, ‘informal’, ‘hidden’ and ‘undeclared’ are frequently used at
different occasions (see Jones et al., 2005; Renooy, 2007; ONS, 2005; Williams, 2002; Ram,
2001, 2002a, b). Nonetheless, an overwhelming majority of studies on the UK tend to define

informal work as:

“The paid production and sale of goods and services that are unregistered by, or hidden from,
the state for tax and social security purposes, but which are legal in all other respects” (e.g.
Williams 2004a, p. 2; Williams and Windebank, 2002; Williams, 2006, Renooy et al., 2004,
Thomas, 1992)

Based on this definition, and as is also widely the case in other developed economies, the bulk of
the UK-based evidence on the informal sector tend to cover mostly the paid forms of informal
work that is illegal due to the non-declaration of income to the state for tax and/or welfare
purposes (Williams, 2007). Paid forms of informal trade where the products and services
themselves are illegal (e.g. drugs trafficking, prostitution and smuggled products) tend to be
excluded from the discussion of informal work in the British literature. However, so far as the
non-monetised forms of informal work (e.g. self-provisioning and mutual aid) are concerned,
there have been a growing number of UK-based studies in recent years trying to highlight such
activities as a significant part of the British informal economy. The proceeding sections will
include a thorough discussion on what has been generally regarded as informal work on various

occasions in the British literature.

This precise definition is important. Simply to lump everything that is not ‘formal’ into a catch-

all ‘informal’ sphere would be highly problematic because there are many diverse forms of
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activities that exist beyond formal employment, yet which do not constitute a part of the

conventional informal economy, e.g. criminal activities (Williams and Windebank, 2002, p.230).

Interestingly, the same definition of informal employment seems to be widely accepted even
amongst the British policy makers. Most of the government sponsored studies in the UK (e.g.
Grabiner, 2000; Evans and Syrett, 2006; SBS, 2006) tend to rely on the same standard definition
as mentioned above. Unlike the British academic fraternity, however, the UK government is not
able to make an equally clear distinction between ‘criminal’ and ‘informal’ activities. Some
government departments, such as Her Majesty’s Revenue and Customs (HMRC) and the
Department of Work and Pensions (DWP) are quite conservative while drawing a line between
criminal and informal exchanges. For them the only important fact, as stated by Community
Links (2007), is that people in both the domains are not complying with existing rules and
regulations and, hence, are involved in something that is antagonistic to the British law. At the
same time, some government programmes and agencies, like DWP’s New Deal, appear to make
a fairly strong separation between informal and criminal activities in the UK, disregarding the
inclusion of illegal activities characterized by criminal motives (e.g. smuggling, trade of drugs,

human trafficking) as a part of the informal economy.

The informal economy in the advanced countries is widely viewed as a fraudulent form of
employment, obstructing state authorities from achieving full employment and comprehensive
welfare provision, as argued by Williams (2004), by depriving the state of tax and making illegal
welfare claims. Such a negative narrative of the informal economy constitutes the dominant
impression of both the national and super-national governments across the globe (e.g. Hasseldine

and Zhuhong, 1999; European Commission, 1998; ILO, 1996, 2002; OECD, 1994)..

Inspired by this global narrative, the British government, until recently, also had maintained a
strong negative approach towards the informal sector (Williams, 2004, 2006; Williams and
Windebank, 1998; Community Links UK, 2006), mainly comprised of stringent punitive
measures discouraging people from pursuing informal economic activities. In the UK, this
negative impression of the informal sector amongst policy makers was further reinforced when
in late 1999 the Chancellor of Exchequer advised Lord Grabiner to carry out a detailed study of
the British informal economy. The findings of Grabiner’s report (Grabiner, 2000) were firmly
grounded in the discourse that viewed informal employment as a deterrent for the overall British
economy, and something that should be tackled in a punitive manner. Following Grabiner’s

study, several other public reports were published to confirm the steadfast negative attitude of
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the British government towards informal economic activity (e.g. HM Customs and Excise, 2003;
Home Office, 2003a, b; Small Business Services, 2003). Ever since, the British informal

economy is generally described as an irritant that is to be stamped out (Link UK, 2006).

Recently, however, there has been a growing appreciation of the fact that the informal economy
does not come without benefits. Intrigued by the study of Small Business Council (SBC, 2004),
many government departments and agencies have started to contest their blind rejection of
informal economic activity as purely detrimental. Reports published by the Office of National
Statistics (ONS, 2005) and HMRC (HMRC, 2005, 2008) strongly assert the need to understand
more comprehensively the way informal activities are integrated into the wider UK economy,
and to combine the existing deterrence approach with certain enabling measures in order to add
some ‘carrots’ to a purely ‘stick-oriented’ strategy (SBC, 2005, Williams, 2006). In short, though
predominantly negative, the perception of informal work at the policy level is changing. An
increasing acknowledgement of the informal sector as a sphere of entrepreneurial ventures and
economic growth can also be observed in the narratives of the British academic fraternity (e.g.
Williams, 2004a, c, 2005a, Leonard, 1998a, Jones at al., 2004; Evans, Syrett and Williams,
2006), who regularly insist on the adoption of what Williams (2006) calls an “enabling” option.

Having gained the perceptual understanding of the informal economy amongst different circles
of British commentators, a stage is set to advance to a more theoretical and empirical
comprehension of the subject. The subsequent section, therefore, will explore through a range of
theorisations regarding the magnitude and nature of informal work with the aid of findings from
various surveys conducted by different government and private research organisations as well as
academic researchers in the UK. This will help to integrate a range of understandings as to how
and to what extent people are different, or similar, in terms of their participation in informal
economic activity across the socio-economic landscape of the UK. Eventually, and most
importantly, the discussion will converge to an in-depth analysis of the participation of ethnic

minority and immigrant populations in the British informal economy.
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Size of the British Informal Economy

Given the fact that the informal economy is by its nature hidden from tax authorities and other
state departments, it has always been a challenge to estimate its absolute size in every part of the
world. The UK is no exception in this regard. Various British researchers ranging from
policymakers to social scientists have struggled with calculating the size of the informal
economy in different decades. A variety of measures have been generated as a result, each has a

set of criticisms/problems.

As argued by Williams and Windebank (2004), the overwhelming majority of western literature
tends to focus upon measuring the magnitude of informal economic activity at the cost of
neglecting the nature of such work (e.g. Blair and Endres, 1994; Button, 1984; Castell Portes,
1989; Gutmann, 1978, Rosanvallon, 1980). In the UK, on the contrary, the official as well as the
academic account of the subject is certainly as deprived of size estimations, if not more, as that
of accounts on the nature of such employment. In fact, recent years can see a growing number of
UK-based empirical studies (e.g. Williams, 2009, 2004a, 2003; Capisarow and Barbour, 2004;
Community Links, 2006; Evans and Syrett, 2006) aiming to understand the multifarious aspects
of the nature of undeclared work in the UK; whereas over the same period, relatively fewer
studies could be identified measuring the size of the informal sector in equal depth. This paucity
of data is even starker when it comes to estimations generated by British scholars themselves.
Most of the nationwide estimations of the British informal economy are provided by foreign
agencies and/or researchers (e.g. Pedersen, 2003; Eurobarometer, 2007; Schneider, 2003; OECD,
2004, Feige, 1979).

Indirect Estimates

The estimates of indirect methods, as discussed in the previous chapter, are premised on the
belief that even if informal workers intend to hide their income from informal work, it eventually
becomes apparent at the macroeconomic level in one form or the other. It is believed that there
are definite statistical traces existing in the form of diverse variables when evaluated at the
national level (Williams, 2006). The formal origin of academic research in relation to indirect

estimates of the British informal economy can be traced back to the studies of two American
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scholars, namely Gutmann (1979) and Feige (1979), who provided the founding analytical
evaluation regarding the éize of informal economic activities in the UK. Using different indirect
techniques, Gutmann (1979) and Feige (1979) respectively generated time series data on the
magnitude of the UK informal economy in terms of the percentage of GNP. Interestingly,
however, both the studies concluded a decline in the overall extent of informal activities in the
UK during the period of 1970 — 1985. Table 3.1 provides a comparative illustration of different
indirect estimations, including Feige (1979) and Gutmaan (1979), for the size of the informal
sector in the UK.

Table 3.1: The size of the UK informal economy as %age of GNP: by year and
measurement method

Measurement
1970-75 | 1976-80 | 1981-85 | 1986-90 | 1990-95 11996-2000{ 2000-
method
Tax Auditing 9.7-12.9
Income/expenditure
_ 25 3.6 5.5 10.6
discrepancy
Physical input
13.2 13.1
Method
Currency  demand
. 43 7.9 8.5 9.7 143 12.7 12.5
(Tanzi)
Cash-deposit ratio
14.0 7.2 6.2
(Gutmann)
Transactions
. 17.2 12.6 15.9
approach (Feige)
MMIC method
8.0
(Frey-Weck)
Cash demand
. 2.0 8.4 9.6 12.5 13.0 12.3
(Schneider)

Sources: SBS (2003, Table 2); Williams (2006; Table 4.2)

A range of British scholars also attempted to apply different indirect techniques to identify the
traces of informal activities in various macroeconomic indicators (e.g MacAfee, 1980; Mathews,

1982; Smithies, 1984; Frey and Weck, 1983). Given their use of different indicators and
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theoretical models, it has been impractical to present a comparative analysis of these estimates.
Examining the underlying methods of these studies, however, one can see a range of indirect
methods, such as income/expenditure discrepancy (MacAfee, 1980), circulation of high
‘denomination notes (Mathews, 1982), cash-to-deposit ratio (Mathews, 1982; Smithies, 1984) and
MMIC (Frey and Weck, 1983), being used by the academic scholars of the UK in order to
determine the size of the informal sector in the country. Despite the use of remarkably different
indirect techniques, and unlike the American research (i.e. Gutmann, 1979 and Feige, 1979), all
of these UK-based estimations have unanimously confirmed a dramatic increase in the scale of
informal economic activities mainly during the decade of the 1970s. MacAfee (1980), for
instance, evaluated a massive increase in the extent of British informal economy both in terms of
monetary value and as %age of national income, rising from £390 million in 1970 to over £3000
million in 1978 (see Mathew, 1982; table, I). Although one can see a significant increase in the
absolute magnitude of informal work inside the UK, the expansion of the British informal
economy relative to the size of the informal sector in other advanced European economies seems
to present a much moderate portrayal. Measuring the relative size of informal economic
activities across different European countries, Frey and Weck (1983; table, 5), for example,
ranked the size of the UK informal economy as ‘small’ when compared with ‘large’ informal

economies of the Netherlands, Belgium, Austria, Italy and France.

The British literature then remains a baron account on indirect estimations until the study of
Friedrich Schneider, an Austrian scholar, who attempted to present a cross-national analysis of
145 countries across the globe. His study was based on economic modelling using DYMIMIC
(Dynamic Multiple Indicator and Multiple Causes) approach. The study concluded that the size
of the informal sector in the UK has expanded manifolds over the last 30 years, starting from 2%
of GNP in 1975 to 12.3% of GNP in 2003 (Schneider, 2003, 2007; Bajada and Schneider, 2003).
In relative terms, however, the size of the British informal economy, as estimated by the study,

tends to fall towards the lower end of the scale.

There are also attempts, though very few in numbers, at the official level. A comprehensive
report” on the hidden economy of the UK produced by the National Audit Office in 2008 under
the orders of House of Commons argues that most of the indirect methods tend to quantify the
size of informal work usually as a percentage of GDP, énd thus remain oblivious of other forms
of monetary indicators. It, therefore, attempts to present the size of the British informal economy

in terms of ‘amount of tax lost to the hidden economy’. Coupled with the analysis of the data

* HM Revenue and Customs — Tackling the Hidden Economy, National Audit Office, 2008
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from HMRC, National Audit Office compiles a trend of the number of informal cases® detected
by its hidden economy teams over a specific period of time (2003/04-2006/07). The number of
cases is 12% lower in 2006-07 than in 2003-04. Almost 7,800 more cases of the hidden economy
in the UK, however, were investigated by other teams of the department in the year 2006-07,
which amounts the accumulative number of informal cases in 2006-07 to 36,100. Consequently,
there is an overall increase of informal cases in the last three years. A joint study commissioned
by Street UK and Community Links (Capisarow and Barbour, 2004) has also identified a
widespread prevalence of informal work in the UK; however, it fails to provide a quantified
indicator in this regard. The study asserts that “the vast majority of people in the UK have, at
some point in their lives, dealt with or played a part in the informal economy... the informal
economy is diverse and straddles all sections and sectors of the UK’s economy” (Capisarow and

Barbour, 2004, p. 29).

Some traces of official estimations are also visible in studies attempting to calculate the scale of
informal activities on the basis of various macroeconomic indicators available in national
accounts. As cited in OECD (2004, table, 5.5), the national-accounts-based estimate for the share
of the informal economy in the UK, as calculated by the UK National Plan for Employment (EC,
2003), amounts to about 1.5% of GDP, which once again appears to be significantly low in
relation to official estimates of other European countries shown in the study. It is consistent with
the calculations of the Office for National Statistics (ONS), which evaluates the size of the
British informal economy as around 1.66% of GDP (approx. £17 billion)®.

In summary, there are some deficiencies in the British literature in terms of indirect estimation of
the informal economy. Very little new data has been recorded since the time of Mathews (1982)
and MacAfee (1980). According to a very recent study commissioned by the European
Commission (GHK and Fondazione G. Brodolini, 2009; table, 4.1, 6.1), the UK offers an
extremely sparse sources of academic as well as administrative data on indirect measures of
informal work. Of all the six indirect methods analysed across 27 EU countries, for example, the
UK was found to have used absolutely none of them. Even the available sources of
administrative account are found to be of dubious standards. The report concludes at
emphasizing the lack of commitment by the British government vié—é—vis its pursuance of

indirect methods as a strategy to determine the extent of the informal economy.

> A detected case is where the department has identified people or businesses that are not registered for tax and have
subsequently filed a tax return following action by the department.
8 The 2004 Blue Book, Office for National Statistics
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Direct Estimates

Despite their well debated shortcomings, as discussed in an earlier section, direct methods of
studying the size and nature of the informal economy have lured considerable acknowledgement
in Europe in particular and at the international level more generally. Regional organisations such
as European Commission (Renooy at al., 2004) and OECD (2002) have categorically
complimented the use of direct methods as a better strategy to determine the size of the informal
sector. Not only have the American studies (e.g. Ross, 1978; Jensen at al., 1996; Nelson and
Smith, 1999; Tickamyer and Wood, 1998) suggested direct survey methods to evaluate the
extent of informal activity, but so too have a host of British scholars (e.g. Williams, 2004a;
Williams and Windebank, 2001a, b, 2002a, 2003a; Thomas, 1992; Smith, 1986; Leonard, 1994).
In the UK, there is growing effort even at the government level, as mentioned by Williams
(2006), to commission the design of a formal methodology for undertaking direct surveys
regarding the magnitude of informal activity in the UK (e.g. HMRC, 2005; SBS, 2004/05). The
possible impression is that the British literature and policy agendas are not as deprived in terms
of direct estimates as they are in case of indirect evaluation. However, the majority of them are
small-scale local studies, nothing with intensive national representation yet (SBS, 2005;
Williams, 2006). Most of the national level studies with regard to the UK informal economy are
once again attributed to international research organisations (e.g. Eurobarometer, 2007;
Pedersen, 2003).

Examining the findings of local surveys conducted across a range of varying socio-economic
areas of the UK, one finds it difficult to confirm a single definite figure for the scale of informal
economic activities. There are variable differentials between different geographical areas in
terms of their usage of informal work depending upon the unit of measurement used to evaluate
the size of informal activity. When measured in terms of percentage of tasks conducted using
cash-in-hand work, the landscape of the British informal economy seems to present a fairly even
size of informal activities across different geographical regions. In case of the English Localities
Survey, for instance, while in rural areas only 5% of the tasks surveyed were conducted using
cash-in-hand work, almost a same fraction of tasks (5.8%) involved informal work in urban areas
(Williams, 2004; table, 6.2). Similarly homogeneous results are found in the survey of the Small
Business Council (SBS, 2004/05), which spans over seven widely spread regions of the UK and

a diverse range of 14 business sectors. The overall spread of the informal work, as determined by
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SBS (2004/05), fluctuates in a narrow range of 7% to 13% between different parts of the UK
however, when relatively synonymous geographical regions (e.g. East and West Wales) are

compared, the size of the informal sector becomes even more uniform.

This apparent homogeneity of the British informal sector should not, nevertheless, undermine the
striking geographical variations in the extent of informal work when measured in terms of its
monetary contribution. Various spatial and socio-economic regions are found to earn
considerably different amount of income from their engagement in informal work, ranging from
approximately £46 per annum in urban higher-income areas to about £921 per annum in rural
higher-income areas with urban and rural ‘lower-income’ areas ranked in between (see Williams,
2004a; table, 6.3). In consequence, as of now, it is highly eluding to quantify the magnitude of
the UK informal economy using a direct survey approach when it comes to determine the
national monetary contribution made by this sphere. To attain that, there is certainly a need of

large-scale surveys that can encapsulate nationwide data on the subject.

In spite of their geographical limitations, all the direct surveys conducted on English localities
display a firm agreement on the fact that the size of the informal sector in the UK is growing.
There is increasing reliance on informal means of task performance in both low- and high-
income localities, while the share of the formal sector appears to erode down to less than 25% in
the completion of everyday household activities (Williams and Windebank, 2002; table, I). The
prevalence of informal work is also asserted by the cross-regional study of the Small Business
Council (SBS, 2005).

At the national level, the British literature seems to rely on the findings of surveys conducted by
international scholars and research organisations. The one of fundamental significance in this
regard is the study conducted by a Danish scholar, namely Pedersen in 2003. The study
determined the economic contribution of the UK informal economy as marked at 0.6% of GDP,
with only 7.8% of those surveyed (n=1572) were found to have worked on an informal basis
(Pedersen, 2003). More importantly, and perhaps strikingly, the study confirms that irrespective
of the indicator used, the UK informal economy displays the smallest magnitude of informal
activities amongst all the Northern European states. The reason, however, he provides for such
an abnormally low figure of informal activity is that there are far more activities which are “non-
taxable” in the UK as compared with other North European countries. He further asserts that if
the activities that would be taxable in the Scandinavian countries were included in the estimates

for the UK, “this would increase the size of the black economy in Great Britain to about 2.3% of
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GDP, i.e. about the same level as in Norway and Sweden” (Pedersen, 2003, p.111). That the UK
contains the smallest of all the informal economies in Europe is also a highlighted fact in the
recent cross-national study of the European Commission (Eurobaromater, 2007). Of all the
respondents in the UK, only 2% were found to have worked in the informal sector during the last

12 months, which is the lowest figure recorded in the survey.

To conclude, we have discussed through various direct and indirect methods as well as estimates
of the magnitude of undeclared work in the UK. There are a couple of very important
observations to record. First, and as asserted by the Small Business Council (SBS, 2004/05) and
Williams (2006), there are stark variations in the estimates provided by different sources for the
UK informal economy, ranging from just 2% by Eurobaromater (2007) to over 12% by
Schneider (2003), and then there are many in between. With its respective caveats, each study
has uniquely evaluated the spread of informal economic activities in the UK and provided a
diverse range of quantified indicators, leading to considerable confusion especially at the policy
level. Second, irrespective of the method used, the size of the UK informal economy appears to
fall at the lower end of the scale, which tends to form the thesis that the UK faces one of the
lowest levels of undeclared work amongst the western nations. Nevertheless, in more absolute
terms there is sufficient evidence to suggest that the UK informal economy is growing faster than

the formal economy as a percentage of GDP (SBS, 2005).
How large is large?

With so many empirical and analytical estimations in hand, this leads to complexity and lack of
clarity regarding what is to be taken as a good estimation of the scale of informal activity in the
UK. This has instigated a particular class of British scholars (e.g. Thomas, 1999) to contest this
blind quest for the quantification of informal economy and an uncritical acceptance of these
inconsistent indicators. Thomas (1999) in his article, “Quantifying the Black Economy:
Measurement without Theory, Yet again?” raises some unusual questions with regard to the size
of the informal economy. Does the absolute size of the black economy matter? What is
important, the absolute level of the black economy, its relative size or its rate of change over
time? (Thomas, 1999, p.381-382). He asserts that most of the scholars of the informal economy,
especially the economists are overwhelmed with search for the “magic” number that corresponds
with the size of the black economy without giving due consideration to more important
theoretical issues. Whilst making a special reference to Feige’s (1981) estimates of the size of

UK informal economy and exploring the “fallacy” of similar time series studies, he further
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suggest that it would be irrational to accept that the production of goods and services in the black
economy could increase from 8% of GDP in 1971 to 22% in 1974 and then fall to 14% in 1975
“without being observed” (Thomas, 1999, p.388). He concludes at emphasising the need for
studies on more substantial issues, such as who engage in informal work, how they engage in
such work and where they engage in such work. It is to the investigation of such questions in the

context of the UK informal economy that the proceeding sections will now turn.
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Nature of the British Informal Economy

Until recently, most of the research on the informal economy has tended to rely on single causes
to explain its existence. Increasingly, however, a more textured and practical view point has
started to emerge, recognising the fact that the formation of the informal employment in different
localities and groups is never a product of one single factor, but a complex “mix” of multiple
elements (e.g. Mateman and Renooy, 2001; Williams, 2004a; Williams and Windebank, 2004).
In other words, as put by Williams (2006), it is caused by a ‘cocktail of factors’.

The contribution of British scholars with regard to devising ways to understand the nature of
informal work is absolutely commendable. Given the aim of this section, it might be useful to
include a brief introduction of the model presented by Williams and Windebank (1998).
Reviewing the extensive literature on various reasons for the informal economy, the model, as
discussed thoroughly in the preceding chapter, attempts to encapsulate most of the potential

determinants of the nature of informal work in the advanced economies. See figure 3.1.

Figure 3.1: Regulators of the informal economy

Economic regulators Social Regulators
®  Level of unemployment ®  Socio-economic mix of area
® Level of affluence ¢ Social cohesiveness of population
¢ Duration of unemployment ¢  Existence of shared political values
® Industrial structure ®  Local and regional cultural traditions
® Level of sub-contracting ®  The nature of social networks
® Tax and social contributions ¢  Education levels
[nstitutional regulators Environmental regulators
®  Welfare benefit regulations ®  Size and type of settlement
e Taxation levels ¢ Type and availability of housing
e Labourlaw ®  Access of formal goods and services
e State enforcement of rules and taxation
regulations
® Corporatist agreements

Source: SBC (2005) 69



The proceding section will now explain in the context of these regulators the characteristics of
informal activity prevailing in different localities and populations of the UK. Given the
multiplicity involved in the existence of informal work, the UK-based account of such work is
being presented in variable forms. Each of these forms attempts to explain the nature of informal
work within the scope of selected determinants, and none has yet been able to investigate the
simultaneous effects of all the relevant variables in one single study. So, it is quite a segregated

picture overall.

This section of the thesis has tried to bring all the pieces of the puzzle together in order to form a
more comprehensible picture of the UK informal economy. In doing so, attempts have been
made to divide different determinants and their respective effects on the nature of informal work
into definite categories. Given the complexity of the nature of such work, however, it is not
possible to completely single out the effect of a particular variable at all occasions. Hence, a
certain level of overlapping was necessary. It is important to note that the following discussion
borrows its structure mainly from Williams (2004a) in order to better synthesise and present the
empirical and theoretical narratives related to the nature of the British informal economy.

However, the content itself is very different and diverse.

Who participates in the British informal economy?

Until the 1990s, there was a widely held prejudice in the advanced economies that the informal
economy was concentrated in what is called by Elkin and McLaren (1991) as “disadvantaged
populations”. This conventional discourse tends to define informal employment as a survival
strategy used by marginalised groups, in particular the unemployed, women and ethnic
minorities (e.g. Pahl, 1985b; Brindle, 1995; Parker, 1982; Button, 1984; Gutmann, 1978; Henry,
1982; Mathews, 1983; Petersen, 1982). Based on this assumption, the same class of scholars,
including some British commentators, tend to describe informal forms of employment as being
more prevalent in areas where these populations are concentrated, usually labelled as “deprived
localities” (e.g. Leonard, 1994; Links UK, 2006; Robson, 1988; Blair and Endres, 1994;
Haughton at al., 1993).

Over the last decade, nevertheless, the conventional projection that marginalised populations

disproportionately participate in, and benefit from, informal employments is broadly debunked
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across all the advanced economies. The contribution of UK-based studies in this regard can not
be underestimated. A range of empirical studies conducted by British scholars, with occasional
support from public organisations (e.g. SBC, 2005) has presented concrete evidence to refute the
concentration of informal work amongst the unemployed (Williams, 2001, 2004a, b; Williams
and Windebank, 2001a, b; Pahl, 1984), deprived areas (Williams, 2004a; Williams and
Windebank, 1995; 1998; 2003), women (Pahl, 1984; Williams and Windebank, 1998) and ethnic
minorities (Williams and Windebank, 1998).

Ultimately, the landscape of the informal economy in the UK appears to be fairly heterogeneous.
Different localities and populations tend to show different levels of engagement under different
economic, social, institutional and environmental scenarios. Level of influence of a particular
locality does not seem to determine the extent of informal work single-handedly. The subsequent
section will discuss the findings of some empirical studies conducted in different urban and rural
areas of the UK with the aim to comprehend the influence of variables, like area-type, social

relationship, gender and employment status, on the magnitude of informal economic activities.

Participation: by area-type

There is a multitude of texts investigating the “uneven geographies™ of the informal economy
both at the cross-national level and at the regional and local level. The majority of literature on
the geographical variations of informal work, as argued by Williams (2004a), tends to focus
upon cross-national studies (e.g Dallago, 1991; European Commission, 1998; Feige, 1990; ILO,
2002; Pedersen, 2003; Schneider, 2001). Although, recently there has been an increasing focus
on investigating the uneven contours of informal work at more regional and local levels, it still

remains a relatively uncharted territory (Williams, 2004a).

That the deprived and low-income localities have higher propensity to engage in informal work
has been the dominant assumption amongst a large circle of academics in the advanced
economies (e.g. Blair and Endres, 1994; Elkin and MacLaren, 1991; Robson, 1988).0n the
contrary, a wide range of direct empirical studies from different countries calls into question the
validity of this thesis and discovers that it is rather the affluent and high-income areas and
households who are more likely to conduct informal work (e.g. Van Geuns at al,. 1987; Cornuel

and Duriez, 1985; Tievant, 1982; Dewberry, 1984; Mattera, 1980; Mingione, 1991). In the UK,

71



drawing upon evidence from a number of affluent and deprived English neighbourhoods in both
urban and rural areas, one can find neither of these views to present a universal explanation of

people’s participation in the informal economy of different socio-economic wards.

The spatial segmentation of informal work in the UK is further cross-cut by the type of informal
work a particular locality is engaged in. Speciﬁc localities exhibit higher tendencies for specific
types of informal work, with of course occasional exceptions to the rule. So far as the self-
provisioning informal work is conceméd, the affluent suburbs are generally found to have higher
propensity to carry out their routine household tasks on a self-provisioning basis than their
respective lower-income counterparts (e.g. Williams, 2004a; Williams and Windebank, 2002;
White and Williams, 2009). This finding is indeed against the popular perception that the
affluent tend to buy formal labour in order to prevent them from the need to carry out self-
provisioning work. One of the primary reasons for the affluent households to engage in greater
self-provisioning work was the higher level of task performance, i.e. the ‘ability’ to perform a
specific task, which in turn depends on credentials like, confidence, knowledge, practical skills,
and physical ability, and of course money (see Williams and Windebank, 2002, p.236). The
lower-income neighbourhoods, on the other hand, were more likely to be composed of low
skilled, disabled and ailing households. Despite their higher tendency for self-provisioning work,
it is not always the affluent neighbourhoods who constitute the majority of such work. Rather,
there is strong occasional evidence to assert the concentration of self-provisioning labour in

relatively deprived English localities (e.g. Williams, 2008; Leonard, 1994).

The second kind of informal work being studied in relation to geographical variations of the
British informal economy is mutual aid, which involves paid/unpaid work performed by
households for members of households other than their own (White and Williams, 2009; p.5). In
this regard, the majority of the UK-based evidence suggests higher concentration of mutual aid
amongst lower-income neighbourhoods. Surveys in different affluent and deprived English
localities have confirmed that it is the low-earning segment of the British population which is
more likely to participate in the informal exchange of mutual aid as compared with ones
belonging to the higher socio-economic class of the society (e.g. Williams, 2004a; Williams and
Windebank, 2002; Williams, 2009; Leonard, 1994). Apparently, it substantiates the general
perception (see Home Office, 1999) in the UK that describes lower-income neighbourhoods as a
| solidaristic working-class, indoctrinated with the spirit of community help, and thus is more
likely to engage in mutual aid (Williams and Windebank, 2002; Young and Wilmott, 1975).

However, no generalisations can yet be developed. In some areas, it is the affluent population:

72



that tends to display higher levels of participation in the activities of mutual aid, such as paid
favours (e.g. Williams and Winebank, 2005). Interestingly, in both the deprived and affluent
neighbourhoods of the UK, there is very less desire to engage in ‘unpaid’ forms of mutual aid.
‘Most of the activities like community self-help and reciprocal favours are found to be paid as
instant monetary payments, since it prevents mutual relationships from ‘getting sour’ in case one
of the parties fails to return in the form of what Leonard (1994) calls ‘symmetrical reciprocity’

(see also Williams and Windebank, 2005; Williams, 2009; 2008).

Moving on to the last, and probably the most talked-about form of informal employment, that is,
paid informal work. Contrary to the American dominant thesis (e.g. Portes, 1994; Castel and
Portes, 1989; Sassen, 1997) which is that mostly the deprived neighbourhoods constitute the bulk
of informal paid work, a vast majority of UK-based studies (e.g. Pahl, 1984; Leonard, 1994,
Williams and Windebank, 2002; Williams 2004a, White and Williams, 2009), confirms the
concentration of paid informal activity in higher-income neighbourhoods. Not only do affluent
localities constitute the bulk of informal paid work in the UK, but they also tend to earn
remarkably more than the relatively deprived localities from their engagement in such work (e.g.
Williams, 2004a, Williams and Windebank, 2002).

The concept of “cultural alienation” as presented by Roberts at al., (1985), however, seems to
influence a particular narrative of paid informal work existing within the British literature.
According to this concept, the more the community is culturally marginalised by the wider
society, the more it is pushed to create unconventional means of economic self-reliance. Using
the same line of argument, a group of UK-based studies have rejected the concentration of
informal paid work amongst affluent localities and rather described it as a central economic
activity of people living in marginalised wards of the country (e.g. Links UK, 2006; Leonard,
1994). Similar mindset appears to dominate the conceptual perspective of British policy makers,
who often tend to associate such work with deprived areas surviving at the ‘margins of labour
market’ (SBC, 2005; p.54).

Apart from the type of informal work itself, the participation of deprived and affluent localities
also differs in terms of social relationships governing their informal trade. Overall, people living
in high-income neighbourhoods tend to acquire the bulk of their informal work from sources
previously unknown to them, such as private firms or non-acquainted self-employed individuals.
(e.g. Williams, 2005; Williams and Windebank, 2002). Conversely, people living in deprived
English localities (e.g. White and Williams, 2009; Williams, 2004a) are found to rely more on
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previously known sources (i.e. friends, relatives and kin) for the provision of informal work. The
percentage of informal work supplied by kinship relationships, however, far exceeds the fraction
of such work acquired through non-kinship sources like friends and neighbours across all types
of English neighbourhoods (White and Williams, 2009). Areas existing at the lower end of the
economic spectrum in the UK, as discussed above, tend to behave quite differently from affluent
English localities; meanwhile, however, they draw stunning similarities with low-income
communities of developing nations so far as their participation in the informal economy is

concerned (see Leonard, 2000).

In sum, the socio-economic landscape of the British informal economy is quite heterogeneous.
Varying factors seem to combine in varying ways to produce a particular composition of
informal work in a particular locality. Overall in the UK, however, high-income areas tend to
rely to a greater extent than their low-income counterparts on using either paid informal work or
their own endeavours of self-provisioning work. The deprived neighbourhoods, on the other
hand, are more prone to draw upon the resources of wider community networks, especially in the

form of one-to-one mutual aid in their coping practices.

Participation: by gender

The vast majority of research on the uneven contours of the informal economy has focused on
how this economic sphere varies across different socio-economic and spatial groups (e.g. Feige,
1990; Fortin et al.,1996; Renooy, 1990). Following the global tradition, the British literature has
also very often restricted to investigate the geographical disparities of informal work (e.g.
Williams and Windebank, 2002; Williams 2005; White and Williams, 2009; Leonard, 1998;
Thomas, 1999; Pahl, 1984). The gender-based variability of informal employment, as argued by
Williams (2004) and Williams and Windebank, 2006, has not yet been given due consideration
amongst the academic fraternity of the advanced economies. All the same, it would be wrong to
say that the literature of informal work has been entirely ‘gender-blind’, but it certainly fails to

give the gender dimension so much emphasis as to spatial and socio-economic disparities.

Some popular narratives can be found dominating the international thought on this subject.
Inspired by the marginality thesis, a host of scholars have asserted that women are more likely to
participate in informal work due to their marginalisation from the mainstream economy, which

happens to be dominated by the men (e.g. Portes, 1989; Button. 1984; Gutmann, 1978; Mathews,
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1983; Petersen, 1982; Henry, 1982). Furthermore, such work is seen as mirroring the inequalities
in the formal labour market, where women are believed to engage in relatively low-paid and
exploitative forms of informal employment to make extra money ‘on the side’ so as to help the
household get by (e.g. ILO, 2002; Hellberger and Schwarze, 1989; Fortin at al., 1996; Lemieux
at al.,, 1985; Howe, 1990; Morris, 1987; MacDonald, 1994).

In the British literature, however, such a gendered view of the informal economy has been
criticised for being seen through the lens of what is predominantly men’s representation of such
work, postulating deeper analysis of gender-based divisions of informal employment (e.g.
Williams and Windebank, 2006, 2003; Williams, 2009, 2004). At present, the bulk of the UK-
based evidence tend to refute the argument put forth by the proponents of the marginalisation
thesis as stated above, and thus promotes an understanding that falls at odds with the popular
narrative of gender segmentation of informal work. Studies conducted in various parts of the
UK, mostly deprived localities, have profoundly negated the women as bigger participants of the
informal economy, and rather prove it as a constituency heavily dominated by male informal
workers (e.g. Leonard, 1994; Pahl, 1984; MacDonald, 1994). The evidence provided by
international research organisations seems to reinforce this finding even further (e.g. Pedersen,
2003; Eurobarometer, 2007). According to the survey conduced by the European Commission,
for example, 80% of all the informal tasks undertaken in the UK during the last 12 months were
executed by male members of the community (Eurobarmeter, 2007). This lack of participation
on the part of the English women is not generally described as their ‘unwillingness’ to undertake
informal work, but is more of an upshot of their ‘excessive commitment’ with familial domestic

obligations (Leonard, 1994).

It shows that despite being, what Parella (2003) calls, a ‘non-familistic society, the society where
the state takes much of the responsibility for the provision of elderly and child care, the UK still
seems to hold the conventional model of “male the breadwinner” and “woman the home maker”.
The dominance of the men in the informal sector is not only restricted to their higher tendency of
doing such work, but they are also responsible for the overwhelming (68%) demand of informal
goods/services sold in the British informal market (Eurobarometer, 2007). Evidently, the whole
equation of the informal economy is driven by the male members of the English communit‘y,
while the women constitute only few and far between positions in the informal labour market.
This predominant finding, nevertheless, does not come without exception. It is not always the
men who constitute the majority of informal work in the UK. Examples are identified in some

English localities where the female workers of the community are responsible for Iﬁore than half
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(55%) of the informal activities being taken place (see Williams, 2004a; Williams and
Windebank, 2003). This evidence is surely not sufficient to subdue the overall economic

hegemony of male workers within the UK informal sector.

Women’s engagement in the UK informal economy is not only marginalised in terms of their
rate of participation, but similar trends tend to persist even in the wage structure of the informal
labour market. That the women cash-in-hand workers engage in low-paid forms of informal
employment has been a major conclusion of many British and international studies (e.g. Howe,
1990; Leonard, 1994, MacDonald, 1994; Rowlingson et al., 1997; Morris, 1987; Fortin et al.,
1996; Pedersen, 2003; Eurobarometer, 2007). The English Localities Survey, for instance,
reports many instances of women working as informal wage labourers for highly exploitative
wages, much lower than the national minimum wage (£3.60/hr) at that time. Some females, for
example, worked as waitresses at hourly rates of as low as £2.00 and others were working as bar
staff for the rate of £3.00 (Williams and Windebank, 2003). This clearly demonstrates the
women as smaller participants of the British informal economy even when evaluated in terms of
money earned through the informal activity. The reason for female informal workers to earn less
than their male counterparts in English localities is often linked with their higher tendency to
restrict their informal economic activities to people/firms (i.e. friends, kin, neighbours)
previously known to them (Williams, 2004a; Williams and Windebank, 2003. 2006). It is a kind
of informal trade which is primarily conducted by females to acquire ‘intrinsic satisfaction’ from
helping others rather than to seek ‘extrinsic economic rewards’, and therefore involves lower

monetary payments than males (Leonard, 1994; p.199).

Lastly, the participation of men in the UK is claimed to be more frequent and full-time, while the
women engage in informal work on a more temporary and part-time basis (Williams, 2004;
Williams and Windebank, 2003, Leonard, 1994). There are also inconsistencies in the formal
employment status of men and women who carry out such work in the UK. This difference, as
argued by Williams (2004) and Pahl (1984), is greatly attributed to the type work undertaken by
both genders. Men are more likely to engage in jobs related to home improvement, which if not
masked by formal employment, becomes apparent and thus, questionable to observers. Women,
on the other hand, most often than not provide routine domestic services those are not noticeable

in the first place, and if at all, are perceived as unpaid informal activities.
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Participation: by employment status

In the conventional narratives of the labour market the unemployed are often stigmatised as
‘villains’ rather than ‘victims’ of the economic restructuring across the globe. The same
perception appears to dominate the academic and policy discourse of the informal labour market,
especially with reference to the advanced economies. According to Williams (2004a), the belief
that the unemployed participate in and gain from the informal employment comparatively more
than the employed, and that they use such activity as a survival strategy to mitigate the
ramifications of their economic exclusion has been a long-standing view in most parts of the
world. It gained popularity in the 1970s and 1980s (e.g. Gutmann 1978; Henry, 1982; Petersen,
1982; Rosanvallon, 1980), and has remained widely acceptable in the 1990s (e.g. Blair and
Endre, 1994; Lagos, 1995; Maldonado, 1995) with considerable recognition until the present
day. In the UK, however, the formal recognition of this view can be linked to the recession of the
early 1980s, when the state as well as a group of academic researchers began to view the
informal economy as an alternative employment proposition for those abandoned by the formal
labour market (e.g. Mathews, 1983; Parker, 1982). Examining the dynamics of the recession,
Parker (1982, p33), for example, concluded that ‘with high unemployment more and more

people are getting caught up in the web of the underground economy’.

The later discourse of British academics, nevertheless, calls into question the validity of this
long-held view. A host of studies from different decades have shown that it is rather the
employed who are more likely to engage in informal economic activities (Williams and
Windebank, 1998). Criticising the tendency of earlier academics to overstate the participation of
unemployed workers in informal work, Pahl (1984) asserts that the belief concerning the
relationship of unemployment and informal economy is likely to become “a social scientists’
folk myth”. Later on, Pahl and Wallace (1985, p.222) described the status of one’s formal
employment as ‘the key to participation in all forms of work both in the formal and informal
economy’, where the formally employed are better positioned to carry out informal economic
activities. The decade of the 1990s in the UK presents a much wider negation of the belief that
the unemployed are more likely to engage in informal work than their employed counterparts

(e.g. Morris, 1994, 1995; Howe, 1990; Williams and Windebank, 1998).

More recently a sizeable fraction of formal enterprises are found to seek opportunities for regular
engagement in informal activities while they operate in deprived English localities. Off-the-

books subcontracting and cash-in-hand overtime employment forms a perpetualipart of their
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business operations, which surely supersedes the magnitude of informal work being undertaken
by unemployed workers of the host community (e.g. CESI, 2005). Not only do formal
organisations happen to engage heavily in off-the-books activities, so too the employees of these
companies. Drawing evidence from various English communities, one can doubtless argue that it
is those who are working on formal employment that forms the bulk of the informal labour
market in the UK (e.g. Williams, 2004a; Pedersen, 2003). This recent insistence of British
scholars fits well with wider European literature, which describes the informal sector as a tool
for those already in employment so as to consolidate their ‘advantage’ in the labour market (e.g.
Lobo, 1990; Van Geuns at el., 1987; Barthe, 1988; Glatzer and Berger, 1988; Mingione, 1991,
Warren, 1994).

The popular prejudice of the early 1980s that the British informal economy serves as a buffer for
those abandoned by the formal labour market, and thereby is over represented by the
unemployed does not seem to loose its support completely. Interestingly, most of the supporting
evidence in this regard finds its grounding in the Belfast region of North Ireland (e.g. Leonard,
1994, Howe, 1990; Harding and Jenkins, 1989). Favourable °‘local labour markets’ and
‘opportunity struciures’, as argued by these studies, are what facilitates the engagement of
unemployed community members in informal economic activities as opposed to those who are
already involved in some form of formal employment. This deviation in case of Belfast and other
similar populations in general, from the predominant trend of English localities, as discussed
above, is explained by Williams and Windebank (1998) within the framework of certain social,

economic and environmental factors.

First, the endemic employment crisis of the state of Newbury has been an important factor for its
unique structuring of the informal labour market. High level and long duration of unemployment
in the estate is not merely a temporary job market downturn, but it is a consequence of persistent
political problems with Northern Ireland. With no foreseeable recovery of the formal labour
market in the near future, the residents of the estate have rightly sought immediate and long-term
employment opportunities in the informal sector. Second, it is the nature of social networks
prevailing within the estate. It is not a kind of locality where most of the social networks are
created through workplace. Rather, there are many non-employment modes of socialisation,
which serve as more effective sources of knowing about informal employment opportunities.
Hence, dense social networks within the estate considerably reduce the reliance of households on
formal employment to know about informal job opportunities and mitigate the effect of their

unemployment to some extent, which might elsewhere obstruct their participation in the informal
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economy. Third, it is the strong social homogeneity of the estate, which otherwise is believed to
have adverse effects on the magnitude of informal work in a particular locality. Conventionally,
the more heterogeneous the socio-economic mix of the locality is, the higher the participation in
informal employment (e.g. Sassen, 1991; Renooy, 1990; Barthelemy, 1990; Pestieau, 1984).
However, in the case of Newbury it is the ‘local multiplier effect”” that is enabling the
unemployed to create community-based informal businesses despite lacking the desirable level

of ‘socio-economic heterogeneity’.

The participation of the employed and unemployed in the informal economy is also evaluated in
terms of their respective wages earned from this form of employment. In fact, as stated by
Williams and Windebank (1998), it is the wage rate that perhaps highlights the most daunting
segmentation of the informal labour market by employment status. The conventional discourse,
in this regard, describes that the unemployed engage in relatively organised forms of informal
work, which are often low-paid and exploitative. The employed, on the other hand, tend to
participate in autonomous and well-paid cash-in-hand work (Fortin at al., 1996;Renooy, 1990;
Mattera, 1980). The overwhelming majority of UK-based studies have supported this thesis,
confirming the substantial disparity in average hourly wage rates of the registered unemployed
and employed, with latter being the higher-earner of the British informal economy (e.g. Howe,
1990; Pahl, 1984; MacDonald, 1994; Williams and Windebank, 1997). The propensity of
unemployed workers to earn less in connection with their informal work in the UK is further
reinforced by international research (e.g. Pedersen, 2003). The marginalization of unemployed
workers with regard to economic rewards of their informal activities, however, can not be read as
a descriptive of their occupational exploitation. Rather, the reason for them to earn less is
grounded in the fact they conduct most of their informal work for people previously known to
them (i.e. friends, neighbours and kin), which in turn subsides their motive of profit-
maximisation. The employed, on the other hand, undertake the bulk of their informal activities

on more commercial terms for firms/people unknown to them (Williams, 2004a; Leonard, 1994).

In the end, it is not only the unemployed who are likely to work on an informal basis; a
considerable fraction of those in formal employment also illustrates heavy engagement in such
modes of employment. Therefore, to classify workers as purely ‘formal’ or ‘informal’ is not
always as easy as it appears in the conventional literature. At times, the boundaries are

increasingly getting blurred. This is what is described by CESI and Boundaries Unlimited (2006,

7 A Westall, P Ramsden and N Foley (2001): Micro-entrepreneurs: Creating enterprising societies
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p.43) as “operating at the fringes” of both the formal and informal economy, i.e. to move

between the two or existing in both at the same time.

Participation: by type of informal work

The emergence of a refined and multilateral understanding of informal work amongst British
scholars and policy makers has urged them to broaden the horizon of informal work beyond its
conventional depiction of ‘organised’ and ‘exploitative’ employment. Many autonomous and
rewarding forms of informal employment have been identified (e.g. SBC, 2005; Leonard, 1994.
1998; MacDonald, 1994; Pahl, 1984; Williams, 2004a, b, c; Williams and Windebank, 1998,
2001, a, b). A crucial contribution in this regard has been the “Simplistic Dual Labour Market
Model” presented by Williams and Windebank (1998). This model rejects the portrayal of
informal employment as lying at the bottom of the formal labour market, and rather defines it as
a heterogeneous labour market possessing a hierarchy of its own in which the type of work may
range from well-paid autonomous forms of ‘core’ informal employment to low-paid exploitative

forms of ‘peripheral’ informal work (Williams and Windebank, 2004a, p.7).

This recognition of the informal economy as a segmented labour market constituting of a variety
of informal work has instigated the interest of British scholars and policy makers to evaluate the
magnitude of participation in different categories of this work. Drawing evidence from a diverse
range of English localities, one can see a strong consensus emerging in British literature on the
segmentation of informal work across different typological categories. Undoubtedly, an
overwhelming majority of informal work in the UK is conducted jointly in the form of self-
provisioning and mutual aid, followed by organised informal employment and self-employed
paid informal work respectively (e.g. Williams, 2004a; Williams, 2009; SBC, 2005; Williams
and Windebank, 2004). In the city of Leicester, for example, of all the informal activities
investigated during the survey, almost 90% were undertaken on a self-help and mutual aid basis,
while only 8% of the informal jobs involved organised employment or any other form of paid
informal work (see White and Williams, 2009). It is, however, yet a highly under-researched
area of the informal economy and postulates a wider empirical support in order to establish

sufficient credibility.
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Why people participate in the British informal economy?

What causes people to engage in a diverse of range of informal economic activities to varying
extents in different locations, age groups, genders and socio-economic groups has always been
an issue of intense uncertainty. It has been the case not only in the UK, but across almost every
region of the globe where this subject has ever been studied. Until a decade ago researchers had
attempted to seek mono-causal explanations for the existence of the informal economy (e.g.
higher tax rates, illiteracy, cultural traditions). The result is nothing but a ‘thin’ and an
‘underdeveloped’ understanding of the rationales for participating in the informal economy. The
increasing use of direct surveys and small scale locality-specific studies has now enabled the
scholars and relevant organisations to examine the factors responsible for the existence of the
informal sphere from a wider and multifaceted lens. There is almost undisputed opinion, as
discussed earlier, about the multiplicity of factors that combine together in variable ways to form
reasons for people to endeavour informal work (William, 2006, 2004a; Mateman and Renooy,

2001; Williams and Windebank, 1995a, 1998; Renooy, 1990; SBC, 2005).

Until the beginning of the last decade, the UK-based literature could be seen as dominated by
such profit-based explanations for the existence of informal activities in the country. Whether it
is the studies exploring different types of informal work, ranging from organised to autonomous
forms of jobs (e.g. Leonard, 1994; Pahl, 1984; Williams and Windebank, 1998), or the studies
trying to explain spatial variations in the nature of informal work across a range of geographical
regions in the UK (e.g. Leonard, 1998; Williams and Windebank, 1992, 1998; Pahl, 1984), the
market-based profit-motivated discourse seems to dominate the UK-based literature everywhere
as far as the rationales of informal work are concerned. The rejection of the margiﬁality thesis
and the recognition of the existence of informal work across a wider cross-section of society,
including affluent and high-income populations, as asserted by Williams and Windebank (2001),
have instigated British and other international scholars to also seek the involvement of other'
intentions behind the existence of informal work than merely describing it as a pursuit of profit
maximisation (e.g. Cornuel and Duriez, 1985; Ram at al., 2000; Jones at al,. 2006; Basu, 1998;
Williams and Windebank, 2002; 2001; Williams, 2004a, b; Smith, 2002; White and Williams,
2009). This recognition of non-economic motives can also be witnessed at the policy level in the
UK (e.g. HMRC, 2008; Small Business Council, 2005; Links UK, 2006).
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In the UK, the accounts concerning the motives of informal work still do not present a very
descriptive picture especially when read across different types of context. A number of
contemporary studies can be seen emphasising the need for more context-bound understanding
of the rationales of informal work (Williams and Windebank, 1998; Jordan and Travers, 1998;
Community Links, 2006; SBC, 2005). As the report presented by the Small Business Council
UK (SBC, 2005, p.25), states that ‘the reasons why businesses operate in the informal economy
are complex, multi-layered and subtle and the causes can only be meaningfully captured by
explanatory models that include a whole range of factor’. The following section, however,
presents the findings of various studies in this regard in an attempt to explore the multiplicity and

richness of factors responsible for the participation of people in the British informal economy.

Motivations: by area-type

On the whole, the not-for-profit motives, such as desire to help others, social networking, trust
building and norms of reciprocity have been mostly assigned to high-income and affluent
localities (e.g. Pahl, 1984; Williams and Windebank, 1998). The low-income and deprived
populations, meanwhile, are widely assumed to be working under market-like and profit-centred
motivations in relation to their informal economic activities (e.g. Howe, 1990; Jordan at al.,
1992; Leonard, 1994; MacDonald, 1994; Jordan and Travers, 1998). This conventional division
of motivations appears to dominate the research of government departments and private
organisation as well (e.g. Links UK, 2006; SBC, 2005; CESI and Boundaries Unlimited, 2005),
where the informal work of different deprived localities in the UK are found to be driven by pure

economic rationales.

Deprived English localities

Undoubtedly, the majority of empirical evidence from different. deprived and low-income
localities of the UK, and as asserted by structuralist commentators, tends to portray the
participation of people in informal work as involuntary acts rationalised by their exclusion from
the mainstream economy. Prevalence of informal work in low-income communities of the UK
can widely be read as a direct'repercussion of lack of ‘opportunity structures’ and ‘earning
opportunities’ available to the residents of such communities (Howe, 1990; Morris, 1990; Links,

2006). The decline of formal employment market in deprived wards of the UK is often attributed
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to the perpetual phase of de-industrialisation characterised by the collapse of large industrial
units, a wave started during the recession of the 1980s. All these factors have a direct impact on
the plunge of formal wages in most of the low-income areas of the UK (Links UK, 2006). One
very conspicuous and perhaps a very forceful implication of these eroding job opportunities and
shrinking wage rates has been the economic marginalisation of people living in these area,
forcing them to eke out existence at the margins of the formal labour market or to make a
permanent shift in the realm of informal economic activities to secure a course of survival in the
face of their exclusion from the mainstream market (e.g. MacDonald, 1994; Jordan et al., 1992;

Hudson, 1989; Leonard, 1994; Eurobarometer, 2007).

Another structuralist perspective that seems to prevail in British literature is based on the
recognition of ‘unrestrained competition’ between businesses operating in deprived English
localities. The prevalence of unregulated market conditions in deprived areas has developed into
a situation of hyper-competition, forcing formal businesses and self-employed individuals to
undergo an ‘involuntary’ adoption of informal price-cutting measures, such as to hire cash-in-
hand subcontractors, to offer off-the-books service and to underreport working hours (CESI and
Boundaries Limited, 2005; Jordan and Travers, 1998). The economic motive of such workers
cannot be overstated. The involuntary exits of deprived populations are at times also caused by
certain self-inflicted shortcomings, such as lack of skill, poor education and low self-confidence

(e.g. Links, 2006; SBC, 2005).

A strict structuralist narrative, nevertheless, does not enable one to understand fully the
rationales of deprived populations for their participation in the British informal economy. There
is efnerging UK-based evidence, and as asserted by the post-structuralist narrative, to support the
widespread existence of social/redistributive rationales amongst low-income localities. First, it is
the community-building motive, that is, to offer informal work as a means to either cement the
existing social ties - ‘bonding’ social capital - or to use this informal work relation as an
opportunity to establish new social networks ~ ‘bridging’ social capital. Second, a considerable
amount of informal work amongst rural and low-income communities of the UK is supplied not
as a regular income generating activity, but rather as an act of generosity to supply subsidised
services motivated by the urge of providing financial help to the buyer without attaching any
‘connotation of charity’- the redistributive rationale (Williams, 2004a; Williams and Windebank,
2002b; White and Williams, 2009). It is, however, important to note, and as emphasised 'by
Williams (2004a), the community-building rationales prevail when the informal work is supplied

to friends, neighbours and unknown persons. The redistributive rationale, on the other hand, is
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very often restricted to the work supplied within the networks of kinship. Another form of
socially-driven motive is embedded in the organised employment of informal employees, who
work on a cash-in-hand basis for informal businesses. The major incentive for these employees
to engage in such forms of employment is not usually a response to economic marginalisation,
but it is rather a voluntary decision premised on the notion of mutual ‘trust’ and ‘obligation’.
Better social integration, a strong sense of social security and development of friendship
networks are the desired motives in this case (Leonard, 1994; Links UK, 2006; Williams, 2002,
2004a; Williams and Windebank, 2002b; Eurobarometer, 2007).

There is also evidence to support the neo-liberal description of informal work. Such are the cases
where the engagement of poor informal workers is found to be rationalised by either the rigidity
of state institutions or the biasness of specific state regulations against low-income populations
of the country. On the one hand, it is the rigidity and complexity of the welfare system that
intrudes the re-entry of would-be declared workers due to the involved risk of loosing their
existing claims and making new ones; and hence, giving them an incentive to engage in fiddly
work (MacDonald, 1994). On the other, a great deal of low-income populations appear to be
discouraged by certain structural regulations (i.e. procedural inflexibility and administrative
complications), as imposed by the state, to undergo the process of formalisation (e.g. Links UK,
2006; Morris, 1990). Such workers are likely to describe their engagement in informal activities
as ‘a way to beat’ the inherent injustices of state regulations, which according to them are

impartial in the favour of affluent segments of the economy (CESI, 2005; Leonard, 1994).

Affluent English localities

Very little research is dedicated to the nature of informal activities prevalent in affluent areas of
the UK. However, based on whatsoever little evidence we have, there are significant variations
between the primary rationales of those living in higher and lower income areas. In both urban
and rural areas, a much higher fraction of undeclared work is conducted for profit-motivated
purposes in higher compared with lower income areas (e.g. Williams, 2004b; Williams, 2005;
White and Williams, 2009). The primary reason for this predominance of economic rationales in
affluent English localities is doubtless the fact that a much larger proportion of pgid informal
work in these localities is conducted either for businesses or on self-employed basis for people

previously unknown to the supplier (Williams, 2004a, b; 2005). In contrast, and as discussed
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above, most of the informal work in deprived areas is undertaken as an exchange between
friends, neighbours or kin, largely motivated by social incentives. Furthermore, most of the
studies conducted in affluent areas tend to imply a strong element of ‘voluntarism’ behind the
supply of informal work by high-earning households across the landscape of the British informal

economy (Williams, 2004a; Williams, 2007).

Profit-maximisation is, however, not the only incentive driving the informal economy of affluent
English localities. Strong social motives are found to prevail amongst affluent households, in
both urban and rural context, when they supply informal work for closer social relations, such as
friends, relatives, neighbours and kin (e.g. Williams, 2004a, b; Williams and Windebank, 2002;
White and Williams, 2009). Largely, it involved the kind of informal work supplied on the basis
of mutual aid, in contrast to paid informal work, which is generally conducted on pure economic

terms in these areas.
Deprived and affluent English localities: a demand-side perspective

Also, very little is known about the rationales of the purchasers of the informal economy.
Evidence emerging from both affluent and deprived regions of the UK, as argued by Williams
(2009), tends to include very sparse portrayals of rationales driving the demand-side of the
informal economy. Evaluating the socio-spatial variations in the motives of purchasers across
different English localities, the economic motives prevails much widely in affluent areas of city
as compared with deprived and low-income areas, whose purchase of informal work mainly
revolves around social motives, such as to cement existing social ties with the supplier, to
develop new social relationships or to use informal exchange as a medium for distributing
money amongst kin and relatives in order to improve their financial state (Williams, 2004a,
2005; White and Williams, 2009). The purchasers of informal work in deprived localities are,
nevertheless, not everywhere driven by social and morale motivations. A host of studies from
different low-income areas of the UK rather confirms a more structuralist description of their
engagement. For most of the formal businesses operating in deprived industrial estates of the
country, the prime incentive behind the employment of cash-in-hand subcontractors or labourers
is to possibly seek reduction in their operational cost so as to cope with competitive pressure;s
(CESI and Boundaries Unlimited, 2005). The use of informal employees in many cases has
become a matter of necessity for these firms, causing them to undergo an ‘involuntary" purchase
of informal work (services and goods) to support their ‘economic’ stability (MacDonald, 1994,

Eurobarometer, 2007).
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Moreover, and as asserted by the neo-liberals, the accessibility and quality of formal service
provision is also a significant factor for purchasers to exit the legitimate formal realm and to
make their purchases in the informal sector (Williams, 2009). The rationale for purchasers to
participate in the informal economy in such areas can certainly be described as a backlash
against the incapacity of the regulated sector to encapsulate their requirements. The paucity of
data pertinent to the demand-side of the informal economy, however, can not be over
emphasised. There is a pressing need to generate a much wider understanding of spatial

variations of the subject across the socio-economic landscape of the British informal economy.

Motivations: by employment status

In the UK, the conventional distinction in the motivations for participation in informal
employment between the employed and unemployed seems to reflect the same dichotomy as
generally debated for affluent and deprived populations. The engagement of the employed in the
British informal economy is traditionally explained around the arguments of neo-liberal and
post-structuralist theories, while the participation of the unemployed are broadly viewed through
a pure structuralistic lens. For the employed, especially those with relatively high formal
incomes, the execution of informal work is a matter of ‘voluntary’ engagement motivated by
social as well as economic reasons. Meanwhile, the participation of the unemployed are
described as a result of their ‘involuntary’ exclusion from the formal labour market (Williams
and Windebank, 1998). The informal work of those who are formally employed is, therefore, not
solely a response to economic crisis, but rather a means of either enhancing their social cohesion
or getting a ‘top-up’ income just to supplement their primary earnings from the formal
employment (Leonard, 1994). In the study conducted by CESI and Boundaries Unlimited (2005),
for instance, in different resident boroughs of Merseyside, a fair number of skilled workers was
found to ‘moonlight’ or ‘work on the side’ for additional income while being employed with
large construction firms operating in the town. The income earned through such part-time
informal activities was said to be used to meet extra household expenditures and not as a

substitute of formal income.

The involuntary participation of the unemployed, on the contrary, is simply defined as their
response to poverty or other economic crisis, with the only objective of earning basic income in

order to make ends meet. That the unemployed in the UK conduct informal work for pure
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economic rationales is confirmed by a host of UK-based studies conducted on the unemployed
populations of several English localities (e.g. Howe, 1990; Jordan et al., 1992; Leonard, 1994;
Rowlingson et al., 1997, Community Links, 2006). The engagement of unemployed labourers in
sub-contracting work on an off-the-books basis is purely a consequence of their inability to
survive on what they call unfair distribution of social welfare benefits. To offer them to
extremely exploitative forms of sporadic sub-contracting work is an indispensible survival
strategy. There is of course no element of voluntarism in their participation, since many of them
wish to quit informal work and instead would like to work in the formal sector (MacDonald,
1994). Similarly, Rowlingson et al., (1997) discovered that the main motivation for the
unemployed to engage in the practice of claiming while working, also knows as ‘doing the
double’, ‘taking a backhander’, or ‘off the cards’, is not to earn extra money but to buy essential

items or pay bills, which could not be materialised through benefits alone.

It is, however, important to note that all of the aforementioned studies draw their findings from
deprived and/or low-income areas of the UK, which are generally characterised by high
unemployment rate, and thus may tend to provide a unilateral projection of the rationales
involved. At the broader level, a more diverse and contrasting understanding of the subject
seems to emerge, presenting an overwhelming rejection of the structuralist account vis-3-vis the
engagement of deprived English localities. On many occasions, there is evidence from varying
socio-economic areas of the UK that the engagement of the employed in informal work is much
more likely to be driven by profit-motivation than the unemployed, who are primarily driven by
the same social motives of community-building and redistribution (Williams, 2004a; Williams
and Windebank, 2002, 2001). A pure structuralist account even fails to explain fully the informal
work conducted by the employed, who are also found to carry out almost half (43%) of their
cash-in-hand tasks to either nurture their existing social bonds or to establish newer contacts
without any intent of economic returns (see Williams, 2004a; table 4.5). It would not, therefore,
be wrong to argue that the post-structuralist discourse appears to prevail in a fairly large segment

of population, both amongst the employed and unemployed in the UK.
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Motivations: by gender

The landscape of the British informal economy projects distinct gender variations so far as the
motives of informal work are concerned. Across a range of UK-based studies, males are females
are found to engage in informal activities for very different reasons (see Williams, 2004). The
overwhelming viewpoint of the British literature is that women mainly participate in informal
work to make money, most often than not motivated by the need to generate extra cash for
household activities. Another predominant motive for the female members of the household is to
use informal work as a good match with their domestic caring responsibilities, such as child and
elderly care. Informal work provides them better flexibility to manage their familial and
domestic obligations simultaneously (e.g. Howe, 1990; Jordan et al., 1992; MacDonald, 1994,
Morris, 1987, 1995; Rowlingson et al., 1997). The prime motive for men, on the other hand, to
participate in the informal economy is to earn ‘extra cash’ or ‘pocket money’ so as to fund their
social activities as well as to establish their distinct social identity, which needs to separate them
from females and the so-called domestic realm (e.g. Leonard, 1994; MacDonald, 1994; Morris,
1995).

The motives for informal activities of women, as argued by Morris (1987), refer to the
conventional division of labour where women are held responsible for running everyday
household activities. Similarly, and as argued by Leonard (1994), the ‘self-centred’ nature of
male informal workers urges them to engage in a range of informal activities mainly to satisfy
their personal social and economic needs. Women, meanwhile, draw their motivation for
informal work from their family’s everyday needs, and hence regard their informal income as a

part of the basic family wage.

Whether males and females working in the UK informal economy can solely be regarded as
rational economic actors working to maximise their earnings is also a point of great uncertainty.
Overall, a relatively far bigger percentage of male informal workers appear to comply with this
profit-oriented portrayal of the informal economy. Men on many occasions in the UK are found
to function as rational economic actors, whose informal activities are widely embedded in profit-
motivation. Females, on the other hand, tend to display an equal mix of both social and economic
motives in their informal activities (e.g. Leonard, 1994; Williams, 2004). This difference in

motivations is attributed to women’s greater propensity to work for kin, neighbours and friends
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as opposed to men who are more likely to supply their informal work to unknown firms/persons

(Williams, 2004a).

Further evidence to substantiate the greater economic drive of male informal workers comes
from the study of Leonard (1994). It was discovered that a considerable portion of females’
informal activities is influenced by their desire ‘to help other’ especially those community
fellows who otherwise are unable to pay for the services. Women therefore tend to follow, as
stated by Leonard (1994, p.199), ‘variable pricing strategy’ depending upon the perceived
purchasing power of the customer. Men, meanwhile, tend to charge uniform prices and offer
unpaid favours only to those who they believe is in the position to return their favours in the
future. Women’s unpaid mutual aid, nevertheless, takes place on purely altruistic terms. This
compassionate nature of women’s informal work, as revealed by the survey, allow the male
members of the household to use them as a medium of entrepreneurial advantage, since forming

social contacts and friendships is often used to acquire business.

In the end, having gone through a range of empirical evidence from various parts of the UK
concerning different socio-economic, gender and occupational groups engaged in informal
activities two important conclusions can be drawn. First, the dominant discourse that views all
informal exchange as motivated by the pursuit of monetary gain and as structured around
market-based models has failed to show universal applicability in the UK. Although there is
informal work that is market-like and profit-motivated, there is also informal work that takes
place for a whole different range of rationales and under remarkably different work relations.
Second, no one theory accurately encapsulates the rationales for participation in the British
informal economy. If there are populations that illustrate voluntary participation in informal
employment for economic and/or social purposes, there is also a considerable class of people
who join the informal sector as an aftermath of their exclusion from the formal labour market.
Hence, there is need to transcend the conventional tendency to sgek explanations in one
particular theory and disregard others. Only by analysing how all these theories ‘interact’ in

different populations, can the multifarious rationales of informal work be truly understood.
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What type of informal work people carry out?

The earlier sections have presented an in depth analysis as to what extent people participate in
the British informal economy and what sort of factors are responsible for their engagement in
this mode of employment. The next important task to explore is the type of informal work they
undertake.

Although some UK-based studies seek to examine the prevalence of informal work in different
sectors, such as restaurants (e.g. Ram et al., 2002a, b), taxi driving (e.g. Jordan and Travers,
1998), hospitality business (Williams and Thomas, 1996) and garment manufacturing (e.g. Ram
et al., 2002b), very few of them, as argued by Williams (2006), have attempted to evaluate the
cross-sectoral distribution of informal work. Recently, however, this gap has started to be
bridged by a range of local and international studies conducted on the prevalence of informal
work in the UK.

Supply side sectoral break-up

Unlike the issues pertinent to the level of participation in and motivations for informal work, the
narratives of sectoral distribution regarding the British informal economy present an extremely
homogenous projection. There is widespread consensus on the question of which sectors
constitute the bulk of informal work in the UK. Interestingly, in the UK, an overwhelmingly
majority of informal economic activities are undisputedly concentrated in a handful of sectors. In
short, there is very clear sector polarisation regarding the formulation of the informal labour

market.

Drawing quantitative evidence from various surveys conducted in different parts of the country,
one can easily see that more than 70% of informal work is associated with the sectors of
construction and domestic services (Williams, 2004a; Eurobarometer, 2007; Pedersen, 2003),
with the former constituting nearly half of all the informal tasks carried out in the UK (see
Renooy et al., 2004; table, 4.4). Domestic services, meanwhile, at different occasions are found
to entail just over an other quarter of all the informal activities taking place within the British
informal economy (see Williams, 2004a; table 5.2). The construction sector in this case, as

explained by these studies, involve activities in the domain of house maintenance and home
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improvement, which can further be broken down into tasks related to painting, plumbing,
electrical work, carpentry, plastering, house insulation, building an extension and so on.
Similarly, the description of domestic services with regard to informal work usually refers to the
broad categories of consumer and caring services, which further involves activities like
gardening, cooking, cleaning, knitting, hair dressing, babysitting, child care and elderly care. A
strong qualitative support to the fact that an overwhelming share of informal work in the UK
takes place in the form of repair, maintenance and domestic activities is also provided by the
studies of Leonard (1994) and Pahl (1984). Apart from academic research, studies conducted by
different government organisations (e.g. SBC, 2005) also appear to recognise the significance of
the construction and domestic services sectors as the overall hub of informal activities prevailing
in the UK, describing them as being responsible for 85% of such activities (SBC, 2005; p.20).
The UK-based evidence identifies strikingly similar results concerning its overall distribution of
informal work to the findings of surveys from other advanced economies, such as the European
Union (Eurobarometer, 2007; Pedersen, 2003), Sweden (Jonsson, 2001), Denmark (RSV, 2000)
and Germany (Schneider and Enste, 2002).

On the secondary level, the sectors that seem to dominate the British informal economy are
identified as manufacturing (Pedersen, 2003), hospitality (CESI and Boundaries Unlimited,
2005) and transport (MacDonald, 1994; Jordan and Travers, 1998). The share of these sectors,
however, is of course infinitely small when compared with the magnitude of informal work in

construction and domestic services.

It is important to note that the aforementioned distribution only depicts the sectoral distribution
of paid informal work, the activities that were paid in the form of cash-in-hand. Analysis of the
same set of tasks from the perspective of unpaid informal work, however, reveals a noticeably
different sectoral segmentation. Activities like ‘caring’ and ‘routine housework’, which happens
to fall low in the list of paid informal work, seem to occupy the largest share of unpaid domestic
work in the UK, while the construction related activities like ‘home improvement’ and ‘house
maintenance’ constitute a much smaller fraction of unpaid informal work as opposed to their
share in the paid informal economy of the UK. (Williams, 2004a). Such findings clearly call for
the need for devising invariable policies to deal with the prevalence of informal work in the pa1d

and unpaid spheres of the informal economy.

Examining the gender segmentation of informal work in English localities, the survey highlights

some more interesting findings. Strikingly, women undertake a very different set of informal
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activities than men (Williams, 2004a; Williams and Windebank, 1998). Hence, there is clear
gender segmentation by sector in the informal labour market. More importantly, the gender
segmentation of the informal sector appears to be akin to what exits in the formal labour market,
where women tend to be heavily concentrated in the service sector. The engagement of women
in informal work is universally read as being concentrated in ‘female-oriented’ jobs, such as
cleaning, cooking, washing and child-care, while the majority of male informal workers are
employed in what is seen as ‘masculine’ tasks, such as building and repairing work (for example,
Williams, 2004a; Fortin et al., 1996; Jensen et al., 1995; Mingione, 1991, Williams and
Windebank, 1998). Also, in the UK, a good number of studies have endorsed the concentration
‘of men in masculine informal activities and those of women more in the tasks related to their

general domestic responsibilities (e.g. Leonard, 1994; Pahl, 1984).

Demand side sectoral break-up

So far as the demand of informal work in the UK is concerned, a slightly different distribution of
sectors seems to emerge. The retail sector is reported to constitute a considerably higher
percentage of informal purchasers than the sectors like construction and households services.
33% of all informal goods/services acquired are purchased in the retail sector, while 22% and
21% of informal purchases tend to take place in the construction and household services sectors
respectively. Surprisingly, the sectors such as transport and personal services, which seem to
form a fairly reasonable fraction of the supply of informal work, happen to constitute a
negligibly small part of the market when it comes to the demand of such work (Eurobarometer,
2007). On deeper analysis it is revealed that the British informal economy is characterised with
the same mix of demand as the overall informal economy of the European Union, with retail,
construction and household services be the leading sectors. However, the need to expand the
repository of research concerning the demand-based distribution of informal work in the UK is

undoubtedly a hard-pressing issue.
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Participation of Ethnic Minorities and Immigrants in
the British Informal Economy

Introduction

The engagement of ethnic minorities and immigrants in informal work is not one of the best
explored areas in the subject of the informal economy. In particular, the European literature, as
argued by Williams and Windebank (1998), has been fairly deficient in terms of its knowledge
about the ‘racial’ aspect of the informal economy. Although a plethora of studies focusing on the
engagement of native populations can be sought all across the European landscape, little is
known about the size and nature of informal work being conducted by immigrant and ethnic
minority workers (Jones et al., 2004). US- based studies, with of course certain caveats, have
provided some useful insights as well as the impetus for the European scholars to tap the ethnic

facet of the informal economy.

It is, nonetheless, important to note that most of the US-based literature draws its empirical
evidence from studies conducted on either deprived neighbourhoods or low-paid and exploitative
industrial sectors, both with high concentrations of ethnic minority and immigrant workers (e.g.
Lin, 1995; Portes, 1994; Sassen, 1989; Stepick, 1989). In consequence, the understanding
predicated on such US-based evidence seems to be grounded in certain popular prejudices. That
is, ethnic minority and immigrant populations are highly likely to engage in informal work, and
that their engagement is mostly characterised by organised forms of exploitative low-paid
informal employment (e.g. Light, 2000; Freeman and Ogelman, 2000). These studies further
assert that it is because immigrant workers are less familiar with the economic and regulatory
framework of the advanced economy that they tend to apply the same informal standards as
prevailing in their home countries. This is what leads to another prejudiced narrative that
immigrants bring informality as a ‘cultural trait’ to be utilized as a survival tool for them in the
regulated labour markets of the host countries. Freeman and Ogleman (2000, p.114), for
instance, asserts that “immigrants who bring with them ingrained habits......... which clash with
the norms of the host society, may generate underground activities”. However, the British
literature predominantly tends to denouce the participation of ethnic minority and immigrant
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workers as a cultural attribute. In a study conducted on informal work of South Asian Businesses
in the clothing and restaurant sectors of Birmingham by Jones et al., (2006, p.4) it is asserted that
“it is not that immigrants bring informality with them as a cultural trait, but rather that the
informality is generated within the functioning of the UK economy. The fact that it embraces

people born in the UK also questions the idea of it as a cultural import”.

The relationship between immigration and informality, however, can not be totally understated.
There always remained a fair deal of connection between the two (Jones et al., 2004). As argued
by Sassen (1991), the post-industrial prevalence of upper-middle and middle class over the last
two decades has resulted in the creation of a growing segment of cash-rich and time-poor
population, which in turn has instigated the inevitable demand for a whole new range of
consumer goods and services. Much of this demand is driven by low prices and shrinking
margins for producers. It is this gap between retreating profit margins and growing consumer
demand, as stated by Jones et al. (2004) that creates a inatural’ space for immigrant and ethnic
minority entrepreneurs, whose material expectations are less than those of non-immigrants, to
pursue wider informal economic activities than local populations. So strong is the response to
this demand for informal labour that immigrant and ethnic minority workers are apparently
willing to circumvent certain legal or political requirements to ensure their participation in the

informal economy (Starring, 2000; Light, 2000, 2004).

That there is clear distinction between formal and informal immigrant firms is another popular
upshot of American research that seems to dominate the literature of the immigrant informal
economy. Light (2004), for example, draws a sharp division between the immigrant firms
operating on an informal basis and those working within the legal ambits. As a result, the general
tendency has been to describe immigrant firms either as purely formal organisations conducting
all their operations in line with legal requirements, or as wholly informal businesses functioning
totally outside the legal domain and showing no existence, whatsoever, on official records. The-
concept of ‘partial’ informal businesses is seldom acknowledged while discussing the informal
employment of immigrant and ethnic minority populations. Some UK-based scholars, on the
contrary, tend to argue that the wholly underground firms now constitute only a small fraction of
the informal sector, whereby most of the firms are conducting ‘some’ or ‘much’ of their work on
an informal basis (e.g. Williams, 2004). Even in the case of ethnic minority and immigrant
businesses in the UK, the notion of “complete” informality is not widely accepted (e.g. Jones et

al., 2004).
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Participation in immigrant informal work

So far as the participation rate is concerned, the overwhelming impression in the UK, as stated
by COMPAS (2004)%, is that ethnic minority groups in general and illegal immigrants in
particular are far more likely to participate in informal activities than local English communities.
This high tendency of migrant groups to participate in the informal economy is publicly
perceived to be a direct repercussion of deregulated labour markets, which have lead to the
creation of ‘flexible’ and ‘casual’ work contracts enabling local firms to engage ethnic minority
workers in unregulated and informal modes of employment. The advanced economies, including
the UK, have not been successful in achieving their ambitions of full employment and universal
welfare provision (Slavnic, 2009; Williams and Round, 2010). In many advanced economies, as
argued by COMPAS (2004), the formal sector has been unable to provide sufficient fulfillment
of social needs purely on its own, which makes it kind of essential for some people to rely on the
informal support system. As a response to this problem of under-employment and social
~deprivation, most of the advanced states have started to abandon their role as a guarantor of
social protection, and rather seek to develop opportunities for self-development at a more

individual level (Carnoy and Castells, 2009).

In the UK, this has occurred through the policy orientation of the ‘third way’ with the state
practicing gradual encouragement for ‘communities’ to devise socio-economic strategies for
self-development. Given the strong visibility of ethnic minority communities and irregular
immigrants in the UK, such policies have been quite stimulating in relation to their unusual
participation in informal economic activities (COMPAS, 2004, p.4). There is also fairly
sufficient empirical evidence to confirm the high tendency of immigrant and ethnic minority
populations to participate in the British informal economy. In Jones et al., (2004), for example,
all the 20 South Asian firms surveyed in the clothing and restaurant sectors of Birmingham were
found to be engaged in some kind of informal activity, with every émployer using at least one
undocumented worker in order to avoid labour regulations (also see, Ram et al., 2000; Ram et
al., 2007, 2006; Links UK, 2007). Although these studies do not include any analytical

measures for determining the size of the immigrant informal economy in the UK, almost all of

8 Informal Employment and Immigrant Networks: A Review Paper by Centre on Migration, Policy and Society
Working Paper No. 2, University of Oxford, 2004
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them have acknowledged the widespread prevalence of informal work amongst ethnic minority

communities.

Clearly, the academic and policy literature iﬂ the UK, with some exceptions, is not very
comprehensive in presenting an empirical portrayal of the informal work conducted by
immigrant and ethnic minority populations. There is indeed a wide range of studies in the area of
ethnic entrepreneurship and immigrant businesses in general. For example, the determinants and
economic significance of ethnic minority businesses in the UK (e.g. Dhaliwal and Adcroft, 2005;
Ram et al., 2002; Basu and Goswami, 1999), ethnic minority self-employment (e.g. McEvoy and
Hafeez, 2009; Clark and Drinkwater, 2000), diversification in ethnic minority businesses (e.g.
Smallbone et al., 2005), ownership succession in ethnic minority firms (e.g. Ram and Jones,
2002; Scott and Hussain, 2008), cultural segmentation of immigrant businesses (e.g. Chaudhry
and Crick, 2003; Metcalf et al., 1996), historical perspective of ethnic minority entrepreneurship
in Britain (e.g. Dahya, 1974; Werbner, 1990) and the policy agenda for the development of
ethnic minority entrepreneurship in the UK (e.g. Ram and Smallbone, 2003, 2001; Ram, 1997).
Yet, not many of them, with of course some exceptions, have attempted to present a direct
discussion on the ‘informal’ aspects of immigrant businesses and employment. In consequence,
many important issues related to the ‘size’ and ‘nature’ of immigrants’ informal economic
activities, as argued by Williams and Windebank (1998) and COMPAS (2004), are yet to find
sufficient empirical support. It is for this reason that studies related to general ethnic
entrepreneurship and immigrant businesses are kept outside the scope of this thesis and may not
form a substantial part of literature review. Instead, the focus is to examine the findings of the
studies that have attempted to explain any possible aspect of immigrants’ and ethnic minorities’

engagement in informal activities.

The British literature has not been totally oblivious to the nature of the informal economy
prevailing within ethnic minority and immigrant groups of the country. There is a recent and
vibrant stream of studies conducted by a limited group of British scholars (e.g. Jones et al., 2004,
2006a, b; Ram et al.,, 2000; Ram et al., 2007; Werbner, 2001) as well as private research
organisations (e.g. Community Links, 2007), attempting to discover the dynamics of mformal
work being undertaken by ethnic minority and immigrant workers. Altogether, however, the
range of informal activities discussed by these studies is quite limited yet, where most of them
have just focused on either the role of co-ethnic work relationships or the underpéyment of

wages with regard to the participation of immigrant populations in the British informal economy.
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One of the most debated issues in the British literature of the immigrant informal economy is the
concept of ‘ethnic enclave’. A host of British researchers tend to associate the participation of
ethnic minority and immigrant populations with their tendency to exist in the form of ethnic
enclaves (e.g. Ram et al.,, 2000; COMPAS, 2004; Waldinger, 1993). The notion of ethnic
enclaves itself, however, draws its popularity from US-based studies of ethnic entrepreneurship
and is often attribute to the work of Alejandro Portes (see, Portes, 1981; Portes and Jensen, 1987;
Portes and Bach, 1985), especially to his work on Cuban immigrants in Miami. Majority of the
UK-based studies, which try to explore the role of ethnic enclaves as a determinant of the
immigrant informal economy also tend to rely on the definition presented by Portes (1981;
p.290-1): ’

“Enclaves conmsist of immigrant groups who concentrate in a specific spatial location and
organise a variety of enterprises serving their own ethnic market and/or the general population.
Their basic characteristic is that a significant proportion of the immigrant labour force works in

enterprises owned by other immigrants”

Clearly, these enclave-based approaches tend to emphasise the importance of ‘family’ and ‘co-
ethnic’ networks as one of the major factors that determine the level of participation for ethnic
minority and immigrant workers in the informal sector of the UK (Ram et al., 2000). The ethnic
enclaves/networks in the British literature, however, have been viewed as both ‘enabling’ and
‘disabling” with regard to their role as the determinant of informal work. While there are studies
that view ethnic enclaves as a source of ethnic solidarity and socio-economic capital for
immigrants to aid their participation and growth in informal activities (e.g. Werbner, 2000,
Warde,1991), the narrative that the formation of ethnic enclaves actually constraints the
entrepreneurial abilities of informal immigrant workers and exposes them to various types of
economic exploitation also seems quite pervasive (e.g. Ram et al.,, 2000, 2007; Jones et al.,
2004). Even Portes (19935, p.8) himself acknowledges this double-edge characteristic of ethnic
enclaves with regard to the immigrant informal economy, “networks are important in economic
life because they are sources for the acquisition of scarce means, such as capital and information,
and because they simultaneously impose effective constraints on the unrestricted pursuit of
personal gain”. Hence, co-ethnic networks can construct places for ethnic solidarity and
exchange of social capital for its members, and yet can marginalise and exploit certain members

and sub-groups of thelenclave.
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In order to clearly understand the role of social networks vis-a-vis the participation of ethnic
minority and immigrant groups in the British informal economy, one can rely on the study of
Centre on Migration, Policy and Society (COMPAS, 2004). It includes a theoretical framework
developed by Ellie Vasta, a British Scholar from the University of Oxford, who explains the
multi-dimensional relationship between immigrant networks and informal work. The framework
is premised on three different theses that emerged from a number of theoretical curtents in the
field of ethnic networks. The following section will now attempt to analyse these theorisations
one-by-one in relation to the participation of ethnic minority and immigrant communities of the

UK in informal work.

Solidarity thesis

The basic argument of the solidarity thesis, according to COMPAS (2004), is that ethnic
enclaves are favourable for the promotion of work strategies, both formal and informal, amongst
ethnic minority and immigrant populations. The tendency of such groups to exist in the form of
strong ethnic networks facilitates them to accumulate social capital and to mobilise their
accumulated resources in order to develop sustainable and rewarding informal economic
activities, which otherwise would be difficult to accomplish. This thesis seems to be quite
popular amongst a specific class of British scholars investigating the subject of ethnic
entrepreneurship in the UK (e.g. Basu, 1995; Ward, 1991; Werbner, 1990). Such studies assert
that strong ethnic enclaves serve as a means of ethnic solidarity, reciprocal obligations, learning
opportunities, competitive advantage, and above all as a source of alternative economic space for
the immigrants excluded from the mainstream economy (see for example, Wahlbeck, 1999). It
further asserts that immigrant workers are likely to earn better wages if they choose to work

within the ambit of their ethnic enclaves (e.g. Portes and Bach, 1985).

Furthermore, in the UK, Pina Werbner (Werber, 2001, 1990) presents one of the most daunting
evidence with regard to the role of ethnic enclaves in the development of immigrant businesses.
Examining the development process of South Asian informal businesses in Manchester, she
identifies that the presence of strong ethnic enclaves within the community of South Asian
immigrants has not only enabled them to replace the monopoly of Jewish firms in the clothing
sector, but also to achieve commendable horizontal and vertical integration along the clothing
supply chain on the basis of their “invisible” networks of trust and credit. Invisibility, as stated |

by Werbner (2001, p.679), refers to the practice of Asian-businesses to ‘operate fromi home or be
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located in warehouses and back streets’, and to subdue their presence in the official accounts. It
is the strong networks of trust and solidarity between these co-ethnic businesses that make it
possible for them to engage in mutual business exchanges, both up and down the supply chain.
Such are the ‘vertical interconnections’, as called by Werbner (2001), which enable them to
expand the size of their invisible exchanges and ultimately cause the whole enclave to expand
together. The sales of large Asian manufacturers and wholesale traders in the clothing and
knitwear industry of Manchester, for example, strongly relies on what she calls the ‘army’ of
informal self-employed traders who operate from their homes and form a critical part of the same
ethnic enclave economy. Profits generated within the ethnic enclave of textile were found to

cause a strong multiplier effect, making all the firms reap benefits from each other’s growth.

Apart from economic returns, the research also identifies ethnic enclaves as a major facilitator of
‘ethnic solidarity’, which in turn is descriptive of growing forms of paid and unpaid mutual aid
amongst the South Asian community of Manchester. A strong culture of reciprocal favours, for
instance, was found at the occasion of new immigration, where the new migrants are supported
by established Asian workers both in the form of credit loans and business training, mainly on
the basis of moral grounds. The study concludes that ethnic enterprises, both formal and
informal, tend to form expanding clusters, which eventually improves their competitive

advantage and social mobility.

Anti-Solidarity Thesis

While ethnic networks and ethnic enclaves can play a phenomenal role in the promotion of
ethnic entrepreneurship, they are equally capable of imposing some serious constraints on the
growth of immigrant entrepreneurs, and can expose them to the worst kind of marginalisation
and exploitation. This is what forms the basic argument of the anti-solidarity thesis (COMPAS,
2004; p.16). Members of a particular ethnic community can display dramatic differences on a
range of dimensions, such as social status, annual income, age, gender, access to job
opportunities, cultural integration and so on. This differentiation accounts for their inconsistent
integration and power status within the community. As a result, every ethnic community tends to
form an impartial social structure, giving more power and control to certain groups of
individuals, while compelling others to adjust themselves in weaker positions (e.g. Meagher,
2004). It leaves the latter to be exploited both socially and economically by the more powerful
members of the community. As Tilly (1990; p.93) puts it, the differentiation emerging within an

100



ethnic enclave can lead to a ihierarchy of advantage and opportunity’. Particular to informal
ethnic workers, COMPAS (2004) argues that it is the socio-economic polarisation of an ethnic
minority community and the variable access of opportunities to its members that defines their
inconsistent level of participation in the informal economy. This concept of differentiation
certainly echoes with the idea of ‘super-diversity’ (Vertovec, 1999) as explained in a later

section.

In the UK, the study conducted by Virshinina et al. (2009) on two different lots of Polish
informal workers in Leicester confirms the anti-solidarity thesis. The study identifies a strong
relationship between the relative positions of two polish groups — contemporary and post war
immigrants — in the opportunity structure and their access to different forms of capital, which in
turn seems to determine their level and nature of participation in informal entrepreneurial
activities. The weaker of the two groups, i.e. contemporary polish immigrants, due to their over-
reliance on co-ethnic networks and ethnic enclave economy clearly occupies the lower scales of
the informal labour market. Most of them are into low-paid and exploitative forms of organised
informal employment working for well established older Polish employers. On the contrary, the
post-war polish immigrants have displayed much less reliance on co-ethnic networks in relation
to their entrepreneurial activities and hence are engaged in more rewarding and unconventional

forms of informal work.

Another classical example of the case where immigrant informal businesses are confronted with
high levels of restriction and marginalisation due to their presence in an ethnic enclave economy
is illustrated in the operation of South Asian food outlets inside the ‘Balti Quarter’ of
Birmingham (Jones et al., 2006; Ram 2002b). Balti Quarter is the local name for a high
concentration of South Asian restaurants in the Sparkbrook and Sparkhill area of this city. It
contains as many as 60 South Asian restaurants with a combined annual turnover of around £8.5
million (Ram, 2002b). The underlying purpose of this spatial concentration is to form a locai
agglomeration of co-ethnic firms in order to generate a ‘collective pulling power’ (Davies and
Harris, 1990) with the aim of attracting a wider clientele from all across the city. This strategy
normally works in contrast to what Ram (2002b) calls a ‘local niche strategy’ where an ethmc
minority firm decides to break out of ethnic clusters into a neighbourhood market of hlgh
potential and limit itself to a selected niche of customers. Although, as the study (Ram, 2002b)
suggested, the agglomeration effect has enabled these informal South Asian businesses to create
a considerable size of collective customer base (ethnic and non-ethnic), the same phenomenon is

elsewhere (see Jones et al., 2006) discussed as imposing a counter-productive pull on the growth
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of these informal food outlets. There are widespread concerns amongst South Asian owners
regarding the existence of sheer competition between them by the virtue of operating inside the
Balti Quarter. There is little, if any, differentiation on the basis of product or service; however,
an overwhelming majority of these informal immigrant owners were purely competing on price,
ultimately setting themselves on a ‘self-destructive course’ (Jones et al., 2006). It has compelled
these immigrant entrepreneurs to engage in perpetual means of informal cost-cutting, which
leads to the state of economic marginalisation and self-exploitation. Self-exploitation in this
context refers to the willingness of owners to continue operating in the absence of sufficient
commensurate rewards (Wright Mills, 1957) for one’s own self to ensure business survival under
extreme competitive pressures. This economic marginalisation of informal immigrant businesses
also reflects in the form of salary erosion for their cash-in-hand employees, who are

consequently paid below than the NMW (e.g. Jones et al., 2007).

These cases have illustrated the limiting effect of ethnic enclave economies and co-ethnic
networks on the magnitude of immigrant informal activities and their growth potential. Surely,
an overreliance on co-ethnic resources and ties at times can lead to extreme exploitation and
marginalisation of ethnic minority workers. The proceeding sections will present a more in-depth

analysis of the cases discussed above.

Social Networks: A Critical Approach

Until very recently, much of the previous UK-based research is structured around the discussion
of whether ethnic enclaves serve to promote the growth of informal activities or rather play a
more restrictive role in relation to ethnic entrepreneurship in general. Questioning the role of
networks both in terms of ‘solidarity’ and ‘differentiation’, the critical approach presented by
COMPAS (2004) takes the debate of the informal migrant economy to a much broader level, and

places it in line with the current stream of discussion amongst British scholars.

There is growing awareness (e.g. Jones et al., 2010; Ram et al., 2008) that the past research on
ethnic minority businesses in the UK is overwhelmed by what Vertovec (2007, p.1024) calls
“large, well-organised African-Caribbean and South-Asian communities of citizens, originally
from Commonwealth countries or formerly colonial territories”. The same group of scholars also
presents a profound criticism of previous research for its tendency to overemphasise the
significance of ethnic solidarity and co-ethnic networks concerning the participation of
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immigrant workers in informal employment. They rather assert to develop a much ‘finer-
grained’ and ‘multifaceted’ understanding of the immigrant economy - formal and informal - by
placing it in a broader framework of various economic, political and institutional factors
prevailing both in the UK as well as the respective home countries of migrant workers. They also
empbhasise that it is not only these macro-level factors themselves that are important, but also the
‘dynamic’ interplay between them that determines the nature and size of informal migrant
entrepreneurship in the UK (e.g. Jones et al., 2010; Vertovec, 2006, 2007; Vershinina et al,,
2009). Central to this critical approach is the concept of “Mixed-Embeddeness”. It is to the
description of the mixed-embeddedness theory and its supporting evidence from the studies

conducted on ethnic minority communities of the UK the focus of the discussion will now turn.
Mixed Embeddedness

The most important of them is of course the concept of ‘mixed-embeddedness’ coined by a
group of Dutch scholars, namely Robert Kloosterman, Joanne van der Leun and Jan Rath, as an
upshot of their research on informal economic activities conducted by immigrants in the
Netherlands (Kloosterman et al., 1999). Interestingly, this approach is specifically structured to
study the development of ethnic entrepreneurship in the advanced economies, with special focus
on, as stated by Kloosterman et al., (1999), the entrepreneurial activities taking place outside the
formal institutional framework. The concept of mixed-embeddedness finds its theoretical
premise in Granovetter’s (1985) idea of ‘embededness’, which is based on the study of
immigrant entrepreneurs in the US. Granovetter (1985, p.481-482) developed the notion of
‘embeddedness’ particularly in relation to economic behaviour. He argues that the economic
behaviour of immigrants is not solely predicated on some rational self-serving decisions, but also
a product of their interpersonal tie