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Definition and typologies (1) 

There are many ways of defining the informal economy
� Hart (ILO report): informality in relation to ����������	��
�
� Informality related to ����
�	
� Informality in relation to �
��
�����	��
� in less developed countries
� Informality related to the ������
��
�
��
�
��
����
� Feige (1990): “underground economy” with the following subforms

� Illegal economy
� Unreported economy (circumvent or evade established fiscal rules)
� Unrecorded economy (circumvent official reporting to government statistical agencies)
� Informal economy comprises actions of economic agents that fail to adhere to the ������������
�
��������
���
���� or are denied their protection.

Minimal definition :
� Castells and Portes (1989): “all income-earning activities that are not regulated 
by the state in social environments where similar activities are regulated”.

� Economic type Process Final product
� FORMAL licit licit
� INFORMAL illicit licit
� CRIMINAL licit or illicit illicit

� Portes, Castells and Benton (1989): Informal activities according to their goals: (1) 
��
����� , (2) ����
��
�������������
 , and (3) �
���� .



Informal economies in Central 
and East Europe ’91-98

Claire Wallace and Christian Haerpfer (2002)

1 “Informalization” is the consequence of the “failure of the formal market 
economy to take over from the retreat of the state economy” 

2 The consequences of the “informalization”: (1) a fiscal crisis of the state, (2) the 
undermining of economic indicators, (3) the weakening of social policies, (4) the distortion of 
market forces (undermine the privatization process through network relations), and (5) 
undermining of public morality (reinforce the tendency to bend and break rules).

Typology: 
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Households in CEEC 
combine more than 
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(a) Only 10% are in 
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(b) Aprox. 45% combine 
formal with household

(c) Aprox. 10% combine 
formal and social

(d) One third are �
���
��	
dependent upon the 
informal economy

���� In Eastern and Central Europe, the portfolio 
of economies is the norm rather the exception



Definition and typology (2)

Informal activities encompass both:
� ��
��� -related and ��������� -related; goods and services traded and non-traded 
� produce an ������ or entail a �
�
���
�
� ������� , ������ and �������
� �
�����
������������� take place within a given legal context; may be penalised if 

market-related and detected.

Typology:

Unregistered work:
� from the ��
������ : another form of tax and social contribution evading
� from the �����	�������� :

� unskilled – risks on short and long run
� skilled – informal payment besides the formal payment

(3b) Self-consumption
(3c) Inter-household transfers

(2c) Intra-firm barter(1b) Corruption�
�
���


(3a) Self-production(2a) Tax evasion
(2b) Undeclared labour

(1a) Criminal 
activities

������

����������
��
�
��
��������

������ �!������������������

NON-MARKETMARKET

Philippe Adair and 
Rainer Neef
(coord., 2004)



Size of the informal sector

Economists: 
• Subsistence agriculture should be 

included? If yes, how to estimate its 
volume?

• Methods and models for estimating 
the volume of IE are as diverse as 
their findings

• Discard all factors that cannot be 
quantified. 

Sociologists: 
• Claim to include all relevant factors 

for coming closer to social reality
• If needed, do so without providing 

precise figures
• Debates related to what reality ���

and ����� are the adequate research 
methods.

Informal economy is extremely heterogeneous ���� what informal 
economy is and how to measure it = field of fierce debate

In Romania: 
A. most academic estimations limit to legal 
non-agricultural activities and use the concept 
of ‘underground’ or ‘unobserved’ economy.
B. other academics restrict to legal activities 
but include agriculture
C. authorities put forward estimates including 
the ‘black’ activities.

For example, in 2001: 
- NIS estimate of ‘underground economy’ = 21% GDP.
- CEROPE estimate (incl. evasion of taxes and social 
contributions at firm level) = 31% GDP
- Fiscal authorities estimate = 25-29% GDP
- Romanian Information Service estimated the ‘shadow 
economy’ (incl. illicit) = 40% GDP
- USAID report estimated the shadow economy

-45% of GDP as determined by NIS
-32% of the ‘real’ GDP.



Working conditions in the 
informal sector, 2001

Distribution of employment in the formal and 
informal sectors in seven European countries:
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Project Household, Work and Flexibility , 2000-2003, European Commission, Fifth Framework Programme
Coordinator: Claire Wallace 
Team: UK, Sweden, Netherlands, Bulgaria, Czech, Hungary, Romania and Slovenia
In 2001 survey representative at the national level in all countries.



Working conditions in the 
informal sector, 2001

Working without a labour contract:
� specific to the young 18-24 years 
� precarious, insecure and low paid
� working hours too long or too short
� work during the evening, nights or weekends
� irregular work schedules and places of work
� only in Romania – casual labour on daily basis, low autonomy and high dissatisfaction

Self-employment:
� specific to men, 25-59 years; only in Romania the young and the elderly
� in CZ tend to have tertiary education, only in Romania tend to have low education
� concentrate in services in UK and BG, in crafts and related trades in SI and CZ
� concentrate in agriculture and fishery in all former socialist countries, esp. RO
� concentrate in the highest income groups in UK, NL, SI and CZ or evenly distributed 
among all income groups in HU and BG
� only in Romania – concentrate in agriculture, low income group, low pensions or 
disguised unemployment
� in all 7 countries: work long hours, irregular schedules, work at home and/or an 
irregular place of work

Informal sector in Romania is mainly a survival niche for the 
informal workers and the disguised unemployed as well.



Informal sector a transition 
shock absorber

• Most households performing informal activities are non-poor
• Combining subsistence farming with informal cash activities represents the most 

effective economic strategy in saving households from poverty; the additional 
income diminishes the share of severely poor households six times

• Adding the informal and formal incomes results in increase of Gini coefficient from 
26.16 to 32.48.

Stable 13%Rich formal income

Improving 7%Fortified 33%Medium formal income

Precarious 23%Dependency 24%Poor formal income

Rich total incomeMedium total 
income

Poor total income

In 1998, out of all Romanian households made a living:
• 26% only from formal sources of income
• 9% only from informal sources of income
• 65% pooled income sources from various economies.

Developments of the household economic situation:

Research program Social Effects of Informal Economies in Eastern Europe, 1998-2000, Volkswagen Stiftung



Informal incomes in Romania

Distribution of earnings according to income level 
(% of the total amount of the source):

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Formal work

Formal transfers

Informal work

Informal transfers

Self-production

Q1 Q2 Q3 Q4 Q5

Research program Social Effects of Informal Economies in Eastern Europe, 1998-2000, Volkswagen Stiftung:
Coordinator: Rainer Neef
Team: Simona Ilie and Manuela Sofia Stanculescu (RIQL)
In 1998, survey representative at the national level, 1,177 households and 105 in-depth interviews.



Unregistered work in Romania
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Data: (1) Computed as difference between the number of employees in LFS and number of employees in LCS;  
(2) Computed as sum of self-employed and unpaid family workers active in agriculture of 15 years or 
more, LFS data; (3) Employment 15 years or more, LFS data.

A rough estimation, Romania 1995-2005



Unregistered work 

Unregistered work as well as the informal economy has been 
inversely related to fluctuations of the formal economy.
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Sectoral dimension

Economic branches with the highest exposure to 
informal activities are simultaneously characterized by:

Social 
partners in 
the economic 
branches with 
the highest 
exposure to 
informal 
activities

� high share of private sector
� relatively low level of unionization
� larger number of trade unions and employers’ federations, out of
which fewer representative at the branch level, according to the law.
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Ambivalence of the informal 
economies in Romania

A. Positive functions: 
A. agrarian self-production vital for survival
B. household services diminish expenditures
C. small informal market services
D. “training field” for entrepreneurs.

B. Negative functions: 
A. breed corruption and the circumvention of laws; undermine the development of 
civic morals
B. high degree of tax and social contributions evasion �������
 with corruption, low 
wages in civil services, and weakness in law enforcement � low state performance
C. entail exploitation or self-exploitation

How far informal economies contribute to a slow and irregular development 
of the markets remains however an open question!



Looking forward

Informal agriculture contributes to underdevelopment of the market 
agriculture BUT it also imparts the most important social benefits.

Effective registration, taxation and other controls could obstruct the potential 
for work of the poor. POSITIVE measures - counselling, provision of further 
qualifications, credit access and assistance in marketing - are vital for the rural 
areas as well as for the poorest of the poor from the urban areas.

Most branches of informal economies give rise both to positive and negative 
effects. Thus, political response should be carefully DIFFERENTIATED.

In countries characterized by distorted economic structures, weak 
governments and corruption, significant poverty, and informal economies the 
most recent scientific and political debates tend to be increasingly TOLERANT
even supportive for the development of small-scale informal economies.

STRENGTHEN networks for reciprocal provisioning and self-help activities
INCREASE total economic productivity
DEVELOP market-related attitude

OBJECTIVE


