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Abstract

Since the turn of the millennium, there has been widespread recognition that a sizeable and growing share of the
global workforce is in the informal sector. To explain this, neo-liberals contend that enterprises operate in the
informal sector due to high taxes, public sector corruption and too much state interference in the free market and
that the consequent remedy is to reduce taxes, public sector corruption and the regulatory burden via minimal state
intervention. This paper evaluates critically this neo-liberal policy approach. To do this, International Labor
Organization data from 16 Latin American countries on the share of the workforce in informal sector enterprises is
compared with cross-national variations in tax rates, corruption and levels of state interference using World Bank
development indicators. Revealing that one in three non-agricultural workers in Latin America are employed in
informal sector enterprises and analyzing the economic and social conditions in different countries, no support is
found for the neo-liberal tenets that higher tax rates, greater levels of corruption and state interference are correlated
with larger informal sectors. Instead, higher levels of regulation and state intervention are associated with smaller
(not larger) informal economies resulting in a tentative call for more, rather than less, regulation of the economy and

state intervention to protect workers.
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Introduction

Since the turn of the millennium, there has been growing
recognition that enterprises operating in the informal sector are not a
minor residue leftover from a pre-modern mode of production [1,2].
They are an extensive, persistent and even growing feature of the
global economic landscape, with some one-third of the global non-
agricultural workforce having their main job in such informal sector
enterprises [3]. To explain the pervasiveness and expansion of
informal sector enterprise, neo-liberals have contended that
enterprises operate in the informal sector due to high taxes, public
sector corruption and too much state interference in the free market.
The outcome is a call for reductions in taxation and corruption along
with de-regulation in order to minimize state interference in the
market [4-8]. The aim of this paper is to evaluate critically the validity
of this neo-liberal policy approach.

To commence, the first section will briefly define informal sector
enterprise and review the neo-liberal explanation for the prevalence of
such enterprise along with its consequent policy approach for tackling
enterprise in the informal sector. To evaluate critically the validity of
various tenets of this neo-liberal approach, the second section
introduces the methodology used. This explores whether a correlation
exists between the cross-national variations in the prevalence of
informal sector enterprise and cross-national variations in tax rates,
corruption and state interference in the market. To do this,
International Labor Office data on employment in informal sector

enterprises in 16 Latin American countries are compared with various
World Bank development indicators on tax rates, corruption and state
intervention. The third section reports the findings on the cross-
national variations in the share of the non-agricultural workforce
employed in informal sector enterprises whilst the fourth section
provides a preliminary analysis of the validity of the various tenets of
the neo-liberal perspective. The fifth and final section draws some
conclusions regarding the validity of the neo-liberal approach towards
tackling informal sector enterprise and tentatively calls for greater
rather than less regulation of the economy and state intervention to
protect workers.

In this paper, the definition of informal sector enterprise is that
adopted by the 15th International Conference of Labor Statisticians
(ICLS) in 1993 [9-11]. This defines enterprises in the informal sector
as private unincorporated enterprises that are unregistered or small in
terms of the number of employed persons” [11]. Informal sector
enterprises are thus either “small” or “unregistered” enterprises that
are “unincorporated”, by which is meant that they are not constituted
as a separate legal entity independent of the individual (or group of
individuals) who owns it, and for which no complete set of accounts is
kept. By “unregistered” is meant they are not registered under specific
forms of national legislation (e.g., factories’ or commercial acts, tax or
social security laws, professional groups' regulatory acts). Holding a
trade license or business permit under local regulations does not
qualify as registration. An enterprise is “small”, moreover, when its
size in terms of employment levels is below a specific threshold (e.g.,
five employees) determined according to national circumstances
[9-11]. Throughout this paper, informal sector enterprises are defined
as unregistered or small private enterprises that are unincorporated as
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separate legal entities and do not keep a complete set of accounts for
tax and social security purposes.

Explaining the prevalence of informal sector enterprise: the
neo-liberal perspective

For much of the last century, the recurrent belief was that the
modern formal sector was expanding and that the informal sector was

a remnant from a pre-modern mode of production that was gradually
waning and disappearing [1,2,12]. Viewed from this modernization
perspective, the prevalence of informal sector enterprises in an
economy signals its “backwardness” and “under-development”, and
there is little reason to pay much attention to these enterprises as they
will naturally and inevitably disappear with economic advancement
and modernization.

Country Year % of jobs in informal| Own-account workers| Formal jobs as % of| Type of economy
sector enterprises and employers as % of| jobs in informal

all employed in informal | enterprises

enterprises
Honduras 2009 58.3 62.8 2.4 Semi-informal
Nicaragua 2009 54.4 61 6.8 Semi-informal
El Salvador 2009 53.4 62.7 3.4 Semi-informal
Colombia 2010 52.2 72.6 3.4 Semi-informal
Bolivia 2006 52.1 62.2 1 Semi-informal
Peru 2009 49 71 1.6 Semi-formal
Paraguay 2009 37.9 62.8 0 Mostly formal
Ecuador 2009 37.3 60.9 1.1 Mostly formal
Costa Rica 2009 37 63 11.9 Mostly formal
Venezuela 2009 36.3 84.3 1.7 Mostly formal
Mexico 2009 34.1 56 1.8 Mostly formal
Uruguay 2009 33.9 70.5 11.5 Mostly formal
Argentina 2009 321 68.2 1 Mostly formal
Dominican rep 2009 29.4 89.1 1 Largely formal
Panama 2009 27.7 90.6 0.7 Largely formal
Brazil 2009 24.3 71.2 0.4 Largely formal

Table 1: % of non-agricultural jobs in informal enterprises in Latin American countries.

Source: derived from ILO (2012)

Since the turn of the millennium, this traditional modernization
perspective has come under heavy criticism due to the recognition that
the informal sector is extensive, persistent and even growing relative to
the formal sector in many global regions [10,11,13-19]. Indeed, given
that the informal sector worldwide has been estimated to be equivalent
to 33 per cent of global GDP (Schneider, 2011) and that 60 per cent of
all global jobs are in informal sector enterprises [15], it can no longer
be depicted as some residue, relic or remnant from a pre-modern era.
The outcome is that new explanations for its prevalence and
persistence have emerged.

At first, it was a political economy perspective that replaced the
conventional modernization thesis. This viewed enterprises in the
informal sector not as prior to or separate from, but as an integral
component of, modern-day capitalism, providing businesses with a
channel to attain flexible production, profit and cost reduction.
Consequently, informal sector enterprises were viewed as a central
facet of the new downsizing, sub-contracting and outsourcing
arrangements emerging under de-regulated global capitalism, as well
as a source of livelihood to which marginalized populations turn in the

absence of alternatives [20-25]. Seen in this manner, employment in
the informal sector was depicted as resulting from a lack of state
intervention in work and welfare to protect workers and as composed
almost entirely of “sweatshop-like” dependent employment and/or
“false” self-employment conducted by workers as a survival practice
out of necessity [26-28].

Over the last decade or so nevertheless, there has been recognition
that the majority of work in the informal sector is undertaken on a
self-employed basis, often as a matter of choice rather than due to a
lack of choice [5,16,29-43]. Grounded in this recognition, a neo-liberal
explanation has emerged that reads enterprise in the informal sector to
be a direct by-product of over-regulation rather than under-regulation
[4-8,33]. The level of employment in informal sector enterprises is a
direct product of high taxes, a corrupt state system and too much
interference in the free market. This leads entrepreneurs and
enterprises to make a rational economic decision to voluntarily exit
the formal economy in order to avoid the time, costs and effort of
operating on a formal basis e.g., [4-8,33,44]. For neo-liberals,
operating in the informal sector is a rational economic response
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pursued by entrepreneurs stifled by high taxes, a corrupt public sector
and state-imposed institutional constraints [5,6,33,45]. Informal
workers are represented as voluntarily operating in the informal sector

and heroes throwing off the shackles of state over-regulation e.g.,
[5,44].

Nearly Dominantly Largely Mostly Semi- Semi- Mostly  Largely Domin  Nearly

formal formal formal formal formal informal informal informal antly informal
informal

0 10 20 30 40 50 60 70 80 90 100

Figure 1: Types of economy: by level of employment in informal sector enterprises.

From this neo-liberal perspective in consequence, the level of
employment in informal sector enterprises will be greater in
economies with higher taxes, public sector corruption and greater state
interference and the resultant remedy is to reduce taxes, tackle public
sector corruption, deregulation and minimal state intervention. As
Nwabuzor [8] asserts, “Informality is a response to burdensome
controls, and an attempt to circumvent them”, or as Becker [4] puts it,
“informal work arrangements are a rational response by micro-

entrepreneurs to over-regulation by government bureaucracies”.
Informal workers are only breaking unfair rules and regulations
imposed by excessively intrusive and burdensome governments. The
informal sector in consequence is a form of popular resistance to
public sector corruption and state over-regulation and informal
workers viewed as a political movement that can generate both true
democracy and a rational competitive market economy [4].
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Figure 2: Relationship between jobs in informal enterprise and corruption

However, even if neo-liberals celebrate enterprises operating in the
informal sector, it is not their intention to promote them. Rather, their
desire is to eradicate informal enterprises as much as the political
economiists. For neo-liberals, nevertheless, this is achieved by reducing
taxes, public sector corruption and state regulations in order to free
the formal sector from the constraints that force up labor costs,
prevent flexibility and act as a disincentive to those seeking formal
jobs. By reducing the regulatory burden and state interference in work
and welfare provision, the intention is that the distinction between the
formal and informal sectors will disappear because all endeavors will
be undertaken in the manner now called “informal”, although such
activity will be “formal” since it will not be breaking any rules.

The neo-liberal project, in consequence, is to reduce taxes, tackle
corruption, de-regulate and give the market free reign by preventing
state interference and reducing state welfare provision. Neo-liberals
represent the welfare state and the economy as adversaries with one

usually viewed as the cause of problems in the other. The difference is
that whilst political economists support the welfare state and depict
free market capitalism as preventing social equality, neo-liberals
support the free market and oppose any intervention that constrains it.
Political economists represent state intervention in the economy and
social protection as necessary for efficiency and growth. Neo-liberals,
in contrast, depict state interference in the economy and welfare
provision as interfering with the ability of the market to optimize the
efficient allocation of scarce resources. Although there are debates
within neo-liberalism regarding the degree to which social protection
might be provided [19], neo-liberal commentators are largely negative
about social protection due to its negative effects on economic
performance. Instead, competitive self-regulatory markets are viewed
as superior allocation mechanisms and government interference in
such allocation processes (aside from marginal cases of imperfections,
externalities or market failure) risks generating crowding-out effects,
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mal-distribution and inefficiency resulting in economies producing
less aggregate wealth than if a laissez-faire approach were adopted
[46,47].

For neo-liberals, in sum, the persistence and growth of employment
in informal sector enterprises is a direct result of high taxes,
corruption and state interference in the free market. To evaluate
critically the validity of this neo-liberal explanation, each of its tenets
can be tested by evaluating the following hypotheses:

o Neo-liberal taxation hypothesis (H1): the level of employment in
informal enterprises will be greater in countries with higher tax
rates;

o Neo-liberal corruption hypothesis (H2): the level of employment
in informal enterprises will be greater in countries with higher
levels of public sector corruption; and

o Neo-liberal de-regulatory hypothesis (H3): the level of
employment in informal enterprises will be greater in countries
with higher levels of state interference in the workings of the free
market.

Here, the intention is to evaluate critically these hypotheses in
relation to 16 Latin American countries so as to begin to explore the
validity of this neo-liberal perspective.
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Figure 3: Relationship between jobs in informal enterprise and
administrative burden

Methodology

To evaluate the neo-liberal explanation for the varying level of
employment in informal sector enterprise across Latin American
countries, firstly, the cross-national variations in the level of
employment in the informal sector is evaluated using an International
Labor Organization (ILO) dataset. This uses the same common broad
definition of employment in informal sector enterprise across all 16
Latin American countries covered and also the same survey
methodology. For each country, the Bureau of Statistics of the ILO
sends a common questionnaire to all statistical offices of each country
requesting the national offices to complete detailed tables on statistics
regarding the level of employment in the informal sector and informal
employment. To provide this data, either an ILO Department of
Statistics questionnaire is used to undertake a survey or information
can be used from their national labor force or informal sector surveys
already conducted (for further details, see [11]).

In each country, the same ILO definition of employment in
informal sector enterprise is used as discussed above, although there
are minor variations across countries due to the national variations in
what constitutes “small” (e.g., employing less than five employees) and

what constitutes an unregistered enterprise due to the different
national-level laws applying. In all countries, moreover, persons with
more than one job are classified by what they self-report as their main
employment and only non-agricultural employment is evaluated (i.e.,
agriculture, hunting, forestry and fishing is excluded). As such, the
data evaluated can be considered sufficiently comparable between
countries.

Relationship between jobs in informal enterprises and generosity of
social protection
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Figure 4: Relationship between jobs in informal enterprises and
generosity of social protection

To identify statistical indicators on the broader economic and social
conditions that the neo-liberal explanation associates with higher
levels of employment in informal sector enterprise, meanwhile, the
World Bank development indicators database is here used from which
data is reported for the same year in which the survey of the informal
sector was conducted in each country [48]. The only indicators from
non-official sources are on public sector corruption, which are taken
from Transparency International’s corruption perceptions index
(Transparency International, 2013) and the Inter-Country Risk Guide
(ICRG) corruption index (ICRG, 2013) again for the relevant year in
each country.

To evaluate the neo-liberal taxation hypothesis (H1), indicators
previously used when assessing the validity of this hypothesis in
relation to the level of informal employment in Europe [3,49,50] are
employed, namely the World Bank [48]country-level indicators on:

o Taxes on goods and services as a percentage of revenue. This
covers general sales and turnover or value added taxes, selective
excises on goods, selective taxes on services, taxes on the use of
goods or property, taxes on extraction and production of minerals
and profits of fiscal monopolies;

o Taxes on income, profits and capital gains as a percentage of
revenue. This includes taxes on the actual or presumptive net
income of individuals, the profits of corporations and enterprises,
and capital gains on land, securities and other assets.

o Taxes on revenue (excluding grants) as a percentage of GDP.
Revenue includes cash receipts from taxes, social contributions
and other revenues (e.g., fines, fees, rent and income from
property or sales).

o Tax revenue as a percentage of GDP. Tax revenue covers
compulsory transfers to central government for public purposes.
Compulsory transfers such as fines, penalties, and most social
security contributions are excluded. Refunds and corrections of
erroneously collected tax revenue are treated as negative revenue.

o Total tax rate as percentage of commercial profits. This covers the
taxes and mandatory contributions payable by businesses after
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allowable deductions and exemptions as a share of commercial
profits. Taxes withheld (e.g., personal income tax) or collected and
remitted to tax authorities (e.g., value added taxes, sales taxes or
goods and service taxes) are excluded.

Meanwhile, the neo-liberal corruption hypothesis (H2) is evaluated
using four indicators:

o Transparency International’s Corruption Perceptions Index (CPI),
which is a composite index of perceptions of public sector
corruption from 14 expert opinion surveys. It scores nations on a
0-10 scale, with zero indicating high levels and 10 low levels of
perceived public sector corruption (Transparency International,
2013).

o The Inter-Country Risk Guide (ICRG) corruption index (ICRG,
2013);

o The percentage of firms making informal payments to public
officials, and

o The percentage of firms expected to give gifts in meetings with tax
officials.

To evaluate the neo-liberal de-regulatory hypothesis (H3), finally,
the following six World Bank development indicators are used:

o Time required (in days) to obtain an operating license;

o The time spent dealing with officials as a percentage of
management time by enterprise owners;

o The time required (in days) to start a business;

o The overall ‘ease of doing business’ ranking for each country from
the World Bank Doing Business Surveys, which is a relative proxy
indicator of the regulatory burden in each country;

o Social contributions as a % of revenue. This includes social
security contributions by employees, employers and self-employed
individuals, and other contributions whose source cannot be
determined, as well as actual or imputed contributions to social
insurance schemes operated by governments; and

o The generosity of social protection in each country, namely the
percentage of the population receiving social protection which is
adequate to have progressive effects on the distribution of well-
being and help reduce poverty by providing adequate support to
beneficiaries.

To compare cross-national variations in the level of employment in
informal sector enterprise and the economic and social characteristics
each hypothesis asserts are associated, bivariate regression analysis is
here undertaken. With the small sample size of just 16 countries and
lack of necessary controls, multivariate regression analysis is not
possible. To analyze the correlations given the non-parametric nature
of the data, Spearman’s rank correlation coefficient (rs) is used.
Despite this limitation of only using bivariate regression analysis, and
as will now be seen, the findings that result are meaningful regarding
the validity of the different hypotheses.

Results

In the 16 Latin American countries for which ILO data is available
on the level of employment in informal sector enterprise, the unweight
average is that two in five (40.6 per cent) of the non-agricultural
workforce have their main job in informal sector enterprises. Given
the variable size of the workforce across these economies however, a
weighted average figure is needed, which reveals that exactly one-third
(33.3 per cent) of the non-agricultural workforce are employed in their

main job in informal sector enterprises. Employment in informal
sector enterprises is not some minor residue of little importance. As
the main occupation of 1 in 3 of the non-agricultural labor force in
these Latin American countries, this large sphere employs a significant
share of the workforce.

However, this overall figure masks some marked cross-national
variations. As Table 1 reports, the proportion of the non-agricultural
workforce whose main job is in informal sector enterprises ranges
from 58.3 per cent in Honduras and 54.4 per cent in Nicaragua to 27.7
per cent in Panama and 24.3 per cent in Brazil. Indeed, in 5 of the 16
Latin American countries surveyed, over half of the non-agricultural
workforce has their main job in informal enterprises (Table 1).

Indeed, those countries where a greater proportion of employment
in informal enterprises is composed of employers and own-account
workers (e.g., 90.6 per cent in Panama) signal that informal sector
entrepreneurs employ relatively few employees. Those countries where
employers and own-account workers are a lower share of total
employment in informal sector enterprises (e.g., 56 per cent in
Mexico) signify that these informal sector entrepreneurs employ a
larger number of employees. However, the proportion of the non-
agricultural workforce employed in informal sector enterprises is not
significantly correlated with either the proportion who is own-account
workers and employers, and neither is it correlated with the share that
are in formal jobs in informal sector enterprises.

Relationship between jobs in informal entreprise and % of
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Figure 5: Relationship between jobs in informal enterprise and % of
population living below national poverty line

To graphically depict the relative importance of employment in
informal sector enterprises in these Latin American economies, Figure
1 provides a spectrum along which countries can be positioned
according to the share of the non-agricultural workforce with their
main job in informal sector enterprises. As the final column of Table 1
reveals, none of these Latin American have all non-agricultural
workers either in formal or informal enterprises, and there are no
‘nearly informal” or ‘nearly formal’, or even ‘dominantly formal’ or
‘dominantly informal’. Instead, 19 per cent are ‘Targely formal’
economies, 44 per cent are ‘mostly formal’ economies, 6 per cent are
‘semi-formal” economies and 31 per cent are ‘semi-formal’ economies.
These Latin American countries are clustered towards the middle of
the spectrum, but are skewed towards the formalized end of the
spectrum.

Given these findings concerning the cross-national variations in the
proportion of the non-agricultural workforce whose main job is in an
informal sector enterprise, attention now turns towards evaluating
critically the neo-liberal perspective that explains these cross-national
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variations and proposes a particular policy approach for tackling
informal enterprise.

Analysis: Evaluating the Neo-Liberal Approach

To evaluate the neo-liberal explanation for the cross-national
variations in the scale of employment in informal sector enterprises,
an exploratory analysis of the validity of each of the three neo-liberal
hypotheses is here undertaken.

Evaluating the neo-liberal taxation hypothesis (H1)

To evaluate the first neo-liberal hypothesis that asserts how the level
of employment in informal enterprises will be greater in countries
with higher tax rates, an evaluation is here undertaken of the
relationship between cross-national variations in tax rates and cross-
national variations in the level of employment in informal enterprises.

To do this, five different taxation measures are investigated.
Commencing with the correlation between the cross-national
variations in the level of employment in informal sector enterprises
and the level of taxes on goods and services as a percentage of revenue,
and using Spearman’s rank correlation coefficient due to the
nonparametric nature of the data, the finding is that there is no
statistically significant relationship (rs=0.164). Examining the
relationship between the level of employment in informal sector
enterprises and the level of taxes on income, profits and capital gains
as a proportion of revenue, no significant relationship is identified
(rs=0.200). This is again the case when the cross-national variations in
the level of taxes on revenue (excluding grants) as a share of GDP
(rs=-0.321), tax revenue as a percentage of GDP (rs=-0.309) and the
total tax rate (rs=-0.094) are analysed. The cross-national variations in
the prevalence of employment in informal sector enterprises have no
association with levels of taxation whichever of these tax measures is
used. No evidence is found to support the neo-liberal taxation
hypothesis that the level of employment in informal enterprises will be
greater in countries with higher tax rates and that the solution for
tackling the informal sector is to reduce tax rates.

Evaluating the neo-liberal corruption hypothesis (H2)

To evaluate this neo-liberal hypothesis which asserts that the level
of employment in informal enterprises will be greater in countries
with higher levels of public sector corruption, four different measures
of such corruption are investigated.

Relationship between share of jobs in informal enterprises and GNP per
capita
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Figure 6: Relationship between share of jobs in informal enterprises
and GNP per capita

Starting with Transparency International’s perceptions of public
sector corruption index, no significant association is identified
between cross-national variations in employment in informal sector
enterprises and public sector corruption (rs=-0.380). Neither is any
significant correlation identified between the employment in informal
enterprises and cross-national variations in corruption measured by
either the ICRG corruption index (rs=-0.066) or the percentage of
firms who make informal payments to public officials (rs=-0.312).
However, and as Figure 2 reveals, a statistically significant association
is identified at the 0.05 level between the cross-national variations in
the percentage of firms who state that they are expected to give gifts in
meetings with tax officials and cross-national variations in the share of
the non-agricultural workforce employed in informal enterprises
(rs=-0.599%). This relationship, however, is not in the direction
suggested by the neo-liberal hypothesis. It reveals that countries where
a higher proportion of firms give gifts in meetings with tax officials
have a lower (not higher) share of the workforce in informal sector
enterprises, doubtless because it is felt by enterprises that being formal
but using ‘informal’ bribes is a more workable solution than being
wholly informal sector enterprises. There is thus no evidence to
support the neo-liberal hypothesis that the level of employment in
informal enterprises is greater in countries with higher levels of public
sector corruption.

Evaluating the neo-liberal de-regulatory hypothesis (H3)

To evaluate the neo-liberal de-regulatory hypothesis which asserts
that the level of employment in informal enterprises will be greater in
countries with higher levels of state interference in the workings of the
free market, six different measures of state intervention are evaluated.

Comparing the cross-national variations in the level of employment
in informal enterprises and cross-national variations in the time
required (in days) to start a business, which signals whether there is a
burdensome regulatory environment for venture start-ups, the finding
is that there is no significant correlation (rs=-0.088). Neither is there
any significant correlation between cross-national variations in the
share of the workforce in informal enterprises and cross-national
variations in the time spent dealing with officials as a percentage of
management time by enterprise owners (rs=0.000). Nor is there a
correlation with the World Bank’s ease of doing business’ ranking of
countries, which is a relative proxy of the regulatory burden in
countries (rs=0.171).

There is however, and as Figure 3 displays, a strong statistically
significant association at the 0.01 level between cross-national
variations in the share of the workforce in informal sector enterprises
and cross-national variations in the time required in days to obtain an
operating license (rs=0.-799**). However, this relationship is not in the
direction suggested by neo-liberal thought. The more days that are
required to obtain an operating license, the smaller (not larger) is the
proportion of the workforce in informal sector enterprises, thus
contradicting neo-liberal thought.

Turning to whether state intervention in social protection increases
informality as neo-liberals assert, or decreases informality as political
economists argue, the relationship between cross-national variations
in employment in informal sector enterprises and the level of social
contributions as a percentage of revenue can be analyzed. No
significant association is identified (rs=-0.233). However, a statistically
significant association at the 0.05 level is identified between cross-
national variations in the share of the workforce in informal
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enterprises and the generosity of all social protection as measured by
the World Bank (rs=-0.566*). As Figure 4 reveals, the greater the
coverage and generosity of social protection in a country, the smaller is
the share of the workforce employed in informal enterprises. This
supports the political economy explanation that greater state
intervention to protect workers from poverty reduces the share of the
workforce employed in informal enterprises since it provides them
with an alternative means of support thus preventing them having to
turn to the informal sector in the absence of alternatives.

Indeed, this political economy thesis is further supported when the
cross-national variations in employment in informal sector enterprises
and cross-national variations in the proportion of the population
living below the national poverty line is analyzed. The finding as
Figure 5 reveals is a strong statistically significant relationship at the
0.01 level (rs=0.546**). The greater is the share of the population living
below the national poverty line, the higher is the level of employment
in informal sector enterprises. This strongly suggests that employment
in informal sector enterprises may well be an activity of last resort
turned to by populations in the absence of alternative sources of
livelihood as political economists argue, rather than a voluntarily
chosen activity as neo-liberals assert.

Indeed, it is not just the tenets of the political economy thesis that
find support when analyzing the cross-national variations in the share
of the workforce employed in informal enterprises across these 16
Latin American countries. The conventional modernization thesis
which asserts that the share of employment in informal sector
enterprise is lower in ‘developed” wealthier economies and greater in
‘less developed’ economies is also supported. As Figure 6 reveals, there
is a strong significant relationship between the level of employment in
informal sector enterprise in a country and its GNP per capita
(rs=-0.765*%). The direction of this relationship is that the share of the
non-agricultural workforce employed in informal sector enterprises is
greater in countries with lower levels of GNP per capita.

Conclusions

Reporting the results of an ILO dataset on the level of employment
in informal sector enterprises conducted in 16 Latin American
economiies, this paper has shown that one in three non-agricultural
workers have their main job in informal sector enterprises. This brings
informal sector enterprises out of the margins. Such enterprise is not a
small segment of the economy in Latin American of limited
importance. A significant share of the workforce has their main job in
such enterprises in the informal sector. Nevertheless, marked cross-
national variations exist and this paper has evaluated critically the neo-
liberal approach. This contends that higher proportions of the
workforce are in informal sector enterprises in countries with higher
taxes, corruption and state interference and that the remedy is tax
reductions, tackling corruption and pursuing minimal state
intervention.

Evaluating critically the validity of this neo-liberal approach in
relation to Latin American countries, the finding is that cross-national
variations in the level of employment of informal sector enterprises is
not correlated with the level of taxation (H1) or the level of corruption
(H2). Examining the relationship between the share of the workforce
in informal sector enterprises and the degree of state interference in
the form of social protection and burdensome bureaucracy (H3), no
evidence has been found to support the neo-liberal assertion that
informality is a result of too much state interference. Whichever tenet

of the neo-liberal perspective is analyzed, no evidence has been found
to support the notion that higher proportions of the workforce are in
informal sector enterprises in countries with higher taxes, corruption
and state interference, and that the remedy is tax reductions, tackling
corruption and pursuing minimal state intervention.

However, even if no support has been found for the neo-liberal
approach, this paper has found evidence to support the political
economy perspective which conversely argues that higher proportions
of the workforce are in informal sector enterprises in countries where
there is less state intervention to protect workers from poverty. In
Latin America, the share of the workforce in informal sector
enterprises is strongly correlated with higher levels of poverty, and
greater levels of social protection result in lower levels of informality,
doubtless because this reduces the need for populations to turn to the
informal sector as a survival tactic in the absence of alternatives.
Consequently, this study of the cross-national variations in the share
of the workforce employed in informal sector enterprises in Latin
America not only reveals support for the political economy perspective
but also the modernization perspective since it shows that informality
is lower in more developed modern economies as measured by GNP
per capita.

The result is that these findings have both theoretical and policy
implications. In terms of the theoretical implications, they raise grave
doubts about whether tax levels, corruption and state interference
explain the cross-national variations in the share of the workforce
employed in the informal sector. Instead, the findings provide
tentative support for both the modernization explanation that views
informality as a product of economic under-development and the
political economy explanation that defines the problem as not one of
over-regulation but rather, under-regulation of economies and a lack
of state intervention to protect workers from poverty. The consequent
suggestion is that to explain the cross-national variations in the share
of the workforce employed in the informal sector in Latin America;
there is a need to synthesize the modernization and political economy
perspectives in a new ‘neo-modernization’ perspective. This explains
lower levels of employment in informal sector enterprises as associated
with economic development, smaller shares of the population in
poverty and greater levels of social protection. This neo-
modernization thesis now requires further evaluation in terms of
whether it holds both across a broader range of countries as well as
when time-series data is examined for individual nations. It might also
be useful to explore a wider range of economic and social conditions
associated with state intervention in, and regulation of, work and
welfare provision (e.g., the quality of state governance, labor market
policy interventions to protect vulnerable groups, regulations on
temporary employment) to further develop this neo-modernization
perspective in a more nuanced manner.

This tentative rejection of the neo-liberal explanation and
highlighting how higher proportions of the workforce are in informal
sector enterprises when there is economic under-development, greater
poverty rates and inadequate social protection also has clear
implications for policy. Over the past few decades, the policy debate on
tackling the informal sector has been whether targeted repressive
measures and/or targeted incentives are the most effective and efficient
means for moving employment in informal enterprises into the formal
economy [16,39,40,43,49,51,52]. This paper, in stark contrast to this
conventional policy literature, has uncovered that broader economic
and social policy measures are important. The overarching
modernization of economies, reducing poverty and social protection
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are all closely associated with the level of employment in informal
enterprise. Tackling employment in informal sector enterprise
seemingly requires not only a mix of targeted policy measures but also
the introduction of broader economic and social policies. Whether this
policy implication is confirmed when a wider range of countries are
investigated, as well as when time-series data is investigated for
individual countries, needs to be evaluated in future research. If more
countries are analyzed furthermore, such as by using the World Bank
Enterprise surveys [53], multivariate regression analysis could also be
employed to evaluate the importance of each condition to the final
outcome whilst controlling for other economic and social conditions.
This would overcome a limitation of this paper.

In sum, through a study of 16 Latin American countries, this paper
has started to question the validity of the neo-liberal advocacy of tax
reductions, tackling corruption, de-regulation and minimal state
intervention when tackling employment in the informal sector. To
take this further forward, it will be now necessary to evaluate whether
this critique of the neo-liberal approach is more widely valid. If this
paper thus stimulates wider evaluation of this neo-liberal approach in
other global regions, it will have fulfilled one of its intentions. If it also
encourages a fuller evaluation both in Latin America and other global
regions of whether more rather than less state intervention to protect
workers from poverty might be the way forward in tackling
employment in informal sector enterprises, it will have fulfilled all of
its objectives.
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