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Bish Sanyal

The Politics of Informal Sactor in Asia

Sumearw

The informal sector (IS) is not a new phenomeron: its emergence was noted
as early as 1963; and sirce then much research has been corducted about the
role of IS in developing countries. The emphasis of this research, however,
has been on the economic aspects of IS; as yet, we know very little about 1its
polities. And the scanty research on the topic 1s, wiih one or two exceptiors,
based on the Latin Americar countiies' experience,

This report takes into account these limitations by drawing on articles
ard books on Asian cities which refer to IS politics even in the passirg. Such
references constitute a considerable amourt of information and suggest that IS,
particulary in the urban areas, is a growing political force in mary Asian
countries; and the nature of 1its politics is shaped by some characteristics
that are unique to the process of urbanization, industrialization and political
modernization in these countries.

The report is divided irto three parts. The first part provides
background material on I/S in Asia. We begin by discussing some popular myths
about the IS, then provide estimates of its magnitude, and 1list its unique
characteristics in Asia. The second part focuses on the political aspects of
IS. We identify the various elemerts which influence the nature of its
poltiics, describe the ideology of its participants, and analyze the factors
which facilitate and/or hinder political mobilization by the participants.

The third part of the report highlights the IS's political relationship
with three dominant social institutions -- namely, the goverrmert, political
parties and organized formal-sector labor. The purpose 1s to identify the kind
of politics which would make governments remove regulationrs which currertly
hinder IS activities, and institutioralize in a permanent way the IS's
influence on policy making.

Part I: Definition, Magnitude and Significance of IS

There has been an ongoing debate among development planners for the last
twerty years about analytically verifiable definition of IS. Though this
debate has so far failed to generate such a definition, it has produced some
useful findings, includirg the following:

(1) The dualistic description of the economy, comprising two separate
segments -- i.e.. formal and informal sectors, with diametrically
opposite attributes, 1is not correct. The formal and informal sectors
are neither disconnected nor distinctly different in all their
characteristics.

(11) The IS is not a stepping stone, a holding ground, for recent migrarts
to the city; on the contrary, many of them start with odd Jobs 1ir the
formal sector and shift to the IS after they have saved some capital.

(1)



(111) The incomes of IS participants are not urniformly low; some of them
earn more than the average income of formal-sector workers,

(1v) The IS 1s heterogeneous in composition, with participants 1in petty
trade, repair, light manufacturing, transportation services, house
building ard so or. The commorality amorg these diverse activities
13 that they are not legally established and, hence, are not subject
to state regulations and taxation.

(v) The percentage of urban labor force 1in developing countries who earn
a living through IS activities ranges from 20 to 70 percent, the
average being close to half or nore. The ma jority of this group is
self-employed and provide various types of services for urban
corsumers.

(vi) Contrary to the theories of 'political modernization', the IS has
begun to influence the nature of urban and national politics in many
developing countries.

Characteristics of Asia's Informal Sector

It is difficult to generalize about the nature of IS in Asla because of
large variations 1in demographic, eocnomic, social and political characteristics
amorg the countries that make up this region. One way to get around the
problem 1s to cluster the countries based on similar characteristics with
regard to two key trends -- that of, urbanization and industrialization which
strongly influence the IS's size, Such a clustering produces four types of
countries, ranging from Taiwan and Korea at ore end, with high rates of
urbanization and industrialization, to India and Pakistan at the other end,
with markedly low rates of both. 1In between are countries such as Malayaiz and
Philippines with relatively high rates of urbanization and industrialization
and Thailand and Sri Lanka with relatively lcw rates.

The rates of urbanization and industrialization are not the only factors
which influence the IS's 8ize; the population size of a courtry and the level
of spatial concentration of its population are important factors too. That is
why India, Indoresia, Bangladesh and Pakistan with low rates of urbanizaticn
and industrialization but high population size and high rates of urban primacy
have large urban IS.

In terms of occupational composition of urbar IS, the Asian countries are
similar to other developing nountries: majority of IS is involved in trade:
between 15 to 20 percert provide varicus services; marufacturing accounted for
a low figure, varying between 5 to 15 percent; and between 7 to 10 percent 1is
involved in transportation. Construction absorbs between 1 to 5 percent of IS
labor.

Other factors tlat distinguish Asia's IS are: a high rate of ecircular
migration (between rural and urban areas) among the participants; their
hetrogeneous composition in terms of religlous affiliations and ethnic
1dentity; and large scale participation by women in IS activities.

(11)



Part II: Politics of Aslia's Informal Sector

The published literature on Asia's IS politics 1s scanty compared to the
extensive literature on the sector's economic charactistics and performances.
The plansible reasons for this are: one, the IS has not been politicized in
Asla to the extent it has been in Latin America. Second, ir some Asian
countries, like dong Kong, South Korea, Taiwan and Thailand, where iabor laws
ard business regulations are not stringent, the difference between formal ard
informal labor 1is hazy. As a result, the political demands of what in other
countries would be the IS may be incorporated within the political demands of
formal labor. Third, Asia's IS may not be facing as intense competition
within the sector as ir Latin America. This line of argument 1is based on the
assumption that mobilization of informal businesses results often from the
need to restrict the entry of others into the sector, which is more likley
when employment possibility in the formal sector decreases.

Factors Influencing IS Politics

The fellowing four factors must be taken into account while considering
the political potential of the IS:

(1) The extent of urban IS politics is inversely related to the size of
rural population. Since a majority of the electorate in asia is
8till rural, urban IS groups are not yet politically powerful,

(11) That circular migration is prevalent among the urban IS participants
reduces the possibilities for political mobilization by them.
Temporary migrants, even while living in the city, may care more
about rural politics where they usually have soms assets.

(111) Strorg ethnic and religyious cleavages among the IS participants can
affect both positively and negatively their chances of political
mobilization. These factors may either strengthen the solidarity of
cccupational groups whose members belong to same ethnic or religious
groups, or undermine their solidarity in cases of heterogeneous
compnsition.

(1v) The nature of urban IS politics in any developing country 1is
influenced by the extent to which its urban economy is linked with
rational and international capital. There are two opposirg views
wheiher increasing incorporation of the urban economy in the global
market hinder or facilitate political mobilization in the IS. One
view is that international and national firms (with international
linkages) benefit from low wages in the IS and will oppose any move
to increass wages in the sector. The second view assumes that among
the newly forming indige~cus elite, some may be more opposed than
others to politicization of the IS. According to this view, naticnal
elites with external connection (in terms of inputs for their
businesses and markets for their outputs) may be less opposed to IS
politicization than elites who cater primarily to domestic demand and
contract out part of the production process to informal businesses.

(111)



Ideology of Informal Workers

Beginning with the mid 1960s when political scientists started writing
about informal workers, there have been four phases of interpretation of the
ldeology of informal workers.

At first informal workers were portrayed as a 'marginal group' -- both
politically and economically. To be politically margiral meant that the
irformal workers were on the periphery of mairstream politics; unlike
organized formal labor, which was courted by all political parties, informal
workers were not seen as a political constituency with a coherent and well-
defired interest, Instzad, they were thought to be 1in a transitory stage,
movirg from being 'peasants in the city' to becoming a part of the working
class.

The second interpretation emerged when researchers observed that
ircreasinrg numbers of infermal workers were unable to make the transition due
to lack of formal sector Jobs. This was creating a sense of despair and
frustration, the researchers argued, and many predicted that the informal
workes were potential troublemakers who would eventually disrupt the formal
political process with violent protests.

By the beginning of the 1970s the political assessment of informal workers
had taken a third turn. A new crop of researchers not only dismissed the claim
of their predecessors that informal workers were politically marginal, they
also portrayed these workers as basically corservative in their political and
social aspirations. As Peattie (1979) described 1it, the informal workers
"loolted upward at a System of enormous inequalit; but one which preserted
itself as a ladder, rather than as sharply bounded social strata".

In the 1980s, as urban informal workers were seen to reverse their
political asupport from authoritarian regimes to pro-democracy movement, yet
another reinterpretation of their 1deology emerged: Instead of their earlier
image of either 'leftists!’ or 'rightists', they were now viewed to be
contextual in their approach, meaning that they were seen to be assessirg each
political event in its specific context with a shrewd eye to protect and
further their own interest. This led them to support leftist political parties
at one time and the army rule at another time. Their political ideology is
flexible and pragmatie enough to justify such wide fluctuations in their
political behavior.

Organizational Potential of the Informal Sector:

The central element is the mobilization of informal workers is their
commonality of interests and identity. In some cases the basis of commonality
may be natural--meaning that it is due to certain characteristics of the
irformal workers which provide them a sense of collective identity of a
cultural, economic or sncial nature. In other cases, the commonality may be
created as a result of a situation which adversely affects the interests of a
wide range of informal worxers. Those type of facturs -- both 'natural' and
'soclally created' -~ are grouped under the title: Axes of Commonality. Some
of these factors may temporarily create a sense ¢. unity among informal
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workers; others may have a relatively more permanent effect. Also, the very
factor that creates commonality among the informal workers in one context, may
split them apart in another context. There are, of course, some factors which
are inherently divisive in rnature in all contexts. These factors are titled as
Axes of Disaccord.

Axes of Commonality:

(1)

(11)

(111)

Location and Proximity: Informal sector participants who work or
reside in the same area are morc likely to be organized than those
who are spatially scattered. Why so? For one, physical proximity
creates the conditions for shared experiences which can be a
cohesive factor, Second, residentlal proximity can affect the
outcome of votirg 1f political representation is territorially based.
Third, it 1is easier for the political leaders to reach large numbers
of people if they are spatially concentrated than otherwise.

Trade: Irformal sector entrepreneurs with same business interests
and constraints are known to have mobilized more frequently than
others. Although these entrepreneurs may also compete with each
other for the same customers, particularly if thev operate in the
same locality, they have tc deal with the same suppllors and
middlemen, and are affected similarly by certain regulatiors and
macro-policles. One factor that has significantly strengthened the
cohesiveness of occupational groups, particuiarly in Asia, 1s the
ethnic, caste or religious homogeneity of their members. Such
factors are, however, rot always facilitator of mobilization. At
times when large scale mobilizatlon involving various occupational
groups may be required to preas for collective demands, these same
factors may undermine the emergence of a truly cohesive interest
group.

Gender Roles: Gender can be an unifying force when socially
determined gender roles restrict the access to ecoromic
opportunities. The steady growth of women's organizations,
particularly of home-based producers, is a result of such
restrictions which have inadvertently created a sense of solidarity
among the womer'. Among the other factors which has had a catalytic
role in bringing poor women tcgether are (a) international donor
agencies which have channelled large sums of money into 'women's
projects', and (b) poor women's organizations are less threatening to
Third World governments than poor men's organizations.

Axes of Disaccord

(1)

Competition for Afarket Share: Though the published literature
describes informal businesses as cooperating with each other in order
to survive in » marketplace dominated by big, formal sector firms,
irformal businesgses also compete with each other, often 1in quite
flerce ways. The competition among informal businesses is most
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severe in the domain of retail activities becduse unlike production,
commerce has inherent potential for @onopoly of desirable commodities
and even more so of desirable locations. This potential can create
severe competition among informal businesses and adversely affect the
possibility of their political mobilization as a single interest

group.

(11) Ethnicity, Race and Religious Identity: Informal busiresses,of
necessity, are deeply embedded in a set of relationships with family
workers, relatives and friends who prcavide all kinds of business
related services. These relatives and friends who belong to the
Same ethnic and religious groups, however, may not ail belong to the

informal sector: some of them - particularly those who have been in
the city for a long time - may be quite well established in the

formal sector; others may be earning a living in both the formal and
informal sectors; and still otheras may be in transition, Searching
for a way to find an economic foothold in the city while working
part-time for a relative. Though the business as well as soclal
relationships among these individuals are often exploitative, tlLase
relationships cannot be used for mobilization because
religious/ethnic identities provide a bonding among the group members
which is more important to them than their immediate economic
interests.

(111) Government Policy of Selective Assistancs: Coverament policies to
assist the informal sector have been generally constrained by Third
World governrents' fiscal problems which led to selective assistance
to only a few members in few selected occupations who looked most
promising and were most articulate in their demands. Though well
intentioned, thess efforts created a small organized group of
informal busipasses who were not interested in furthering the
interest of all informal sector participants; instead, they secame
protective of their interests and tried %o restrict the ettry of
others to their group.

Part III: The Informal Sector and Dominant Social Institutions

What kind of political relationships with the government, politicul parties and
organized formal labor are ros: beneficial for the IS? The published
literature typically assumes that the more autonomy the IS has from these
dominant institutions, the better it 1s for the sector. How this autonomy is

to be established and yet, at the same time, enhance the IS's ability to
influence policy environment remains unansvered to this day.

Informal Sector and the Government

Since the IS does not contribute to government's revenue through sales ard
income taxes, and adversely affects the government's legitimacy by
demonstrating the limits of regulation, it is commonly believed that the IS and
the government are antagonistic to each other. Yet, the evidence indicates
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that Third World governments' policies towards the IS have not been wholly
negative: from outright represssion of IS activities during the 1960s, Third
World governments have lately devised various policies to support the IS,

This turrnaround in government's support can be attributed to a number of
factors. First, governments have come to realize that IS plays a positive
role irn the urban economy by providing cheap goods and services which, in
turn, reduces the pressure for higher wages in private and public firms.
Second, beginnirg with the recession of the 1970s, governments have become
1ncreasingly aware of the limits of the formal sector's capacity to absorbd
labor and, consequently now recognize the role of the IS as a 'safety net' for
the uremployed. Third, assistance to the IS may be less costly and more

effective a strategy of soclal control than outright repression of these
activities, particularly at a time of stiff fiscal austerity. Fourth, donor

agencies have played a catalytic role by channeling large amounts of aid for
the IS.

Three Myths About Governuent-Informal Sector Dynamics

(1) The Myth of Homogeneity: Much like the IS, governments are not
homogeneous: they comprise a network of various institutions with

their own internal dynamics, separate agendas and, often, conflicting
interests., The approach towards the IS may vary widely from one

government agency to another.

The term hureaucrat hides the differentiation among government
employees some of whom may be in support of some types of informal
businesses while others may be opposed to them. Also, bureaucrats
are consumers tco, which 1s why they may be supportive of enterprises
that supply basic goods and services at low prices. Similarly,
referring to 'elite groups' as inherently antagonistic to the IS
obscures the fact that the inclination of urban and rural based
elites to support or oppose IS may be different. Rural elites are
generally more opposed to policies which favor urban IS than urbar
elites.

(11) The Myth of Government Opposition: Unlike what is commonly believed,
Third World governments may prefer to negotiate with organized IS
groups, particularly if they are able to articulate a clear set of
demands, than to react to a mass of disorganized IS businesses each
with different problems.

(111) The Myth of Administrative Decentralization: Though it 13 commorly
belleved that local authorities are likely to be more receptive to
the needs of the IS than the central authorities, in reality, the
opposite may be true: policies supporting IS have generally
originated at the central level; and conversely, the primary
opposition to the implementation of such policies has emerged at the
local level.

Formal and Informal Labor: Foes or Allles?
According to the published literature, formal sector laborers belong
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to a 'labor aristocracy' which is very protective of its privileges, ard views
the growing IS as a potential threat to these privileges. If so, why has the
inherent antagonism between the two sets of laborers not exploded into open and
direct conflict?

Formal and Informal Labor: Commonality of Interests

The formal and informal laborers' interests are not alwayo
antithetical, because (1) not all IS laborers are intercsted in a job
in the formul sector (11) a growing percentage of workers may belong
to both sectors (111) within the same household one member -- usually
a male -~ may work in the formal sector while another memcer,
gererally a female, may be in the IS (iv) formal and informal sector
laborers usually live in the same neighborhoods and experience
similar problems associated with lack of basic services (v) IS sells
cheap goods and services which are bought by a large segment of
formal sector laborers, and finally, (vi) though the two sets of
laborers belong to different production processes, they often share a
common concern about consumption-related expenditures, such as
withdrawal of food price subsidies.

Organizational linkages between formal and irformal sector laborers,
In most developing countries, formal sector laborers, particularly in
industrial production and mining, are organized as trade unions,
These trade unions are not known to have any institutional 1ink with
IS groups, Why so?

First, informal sector workers are rarely well organized into groups
with whom trade unions can Jointly work. Second, IS groups may be
reluctant to join a well established organization of formal sector
laborers because of their fear of being 'swallowed up' and 'used'
without gaining much for their own members. Yet, without the support
of a politlcally powerful national-level organization, IS groups are
uniikaly to influence micro-policlies. 1Interrational organizal. inna,
such as ILO, has played a useful role in resolving this dilemma.

The Informal Sector and Political Parties:

Though political parties are known to have occasionally courted the support of
IS groups prior to election, IS interests are not taken into account on a
regular basis in the agenda of political pa~ties. Both political parties and
IS groups must share the blame for this.

There are three reasons why political parties might have been reluctant to
ircorporate IS interests. First, traditionally all political parties
targetted only industrial laborers as a viable political constituency.
Informal sector workers were thought to be in transition from beilng peasants to
eventually becoming a part of the industrial workforca. And being in
transition they were thought to be lacking political consciousness. Second,
established party leaders may be worried that an influx of IS members may
upset their positions within the party. Third, most political parties may rot
have the organizational resources to incorporate IS laborers, most of whom are
disorganized and spatially scattered. And the few parties which have the
resources may not feel the need for IS support.
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Informal Sectors' Apprehension About Political Parties:

Informal sector laborers in general do not subscribe to any
particular idcology, either of the right or the left; and their
political postures are mainly guided by their immediate interests.
To be part of a political party may not allow the informal laborers

the institutional flexibility required for such 'opportunism'.

That IS should continue to pursue this strategy of non-allegiance has
been the position of Non-Governmental Organizations (NGOs), which
have played a key role during the last decade in mobilizing IS
laborers through various income generating projects. In defending
their position, the NGOs argue that the formal political process in

most. developing countries is corrupt, lacks legitimacy, and 1is
controlierd by the alite who are not interented in anainting tha 15,

As an alternative, NGUs have argued that they are ralsing the
political consciousness of IS labours by teaching them non-violent
ways of opposirg regressive policies and for demanding resources,
Though there 1is some truth in what the NGOs claim, there is doubt
whether IS can influence the policy environment by staying outside
the formal political process.

Irformal Sector Laborer's Political Strategies

Whether IS laborers as a group should join a political party must be
a context based decision. If the context is that of a military
government, without any prospect for free elections, IS laborers may
choose a different strategy than in a democratic country where more
than one party may be interested to gain their suppert. Another
contextual factor is the nature of the relationship between the
bureaucracy and political parties. 1In the past, bureaucrats at the
local level created the most difficult problems for the IS, And IS
laborers are known to have used the endorsement of politicians,
without formally joining their parties, to operly disobey government
regulations.

Under authoritarian regimes which banned opposition political
parties, neighborhood-based and IS groups oftan provided temporary
'institutional homes' to opposition political party members who used
it as a political camouflage. In return, the party members were
often instrumental in strengthening the organizational base of these
groups and in helping them articulate their demands clearly.
Irorically, when the authoritarian regimes collapsed and free
elections were held, the party members left these grassroots groups
and went back to their political parties, thus diminishing the
organizational strength of these groups.

Under democratio regimes, IS groups can benefit by formally joining
the political process as power brokers if the competition for votes
among the political partiss is intense. Such intense competition can
however be also damaging to the solidarity of IS groups, breakirg
them along ethnic and religious lines, with the various subgroups
Joining competing political parties.

(1x)
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Introduction

The informal sector is not a new phenomenon in the economies of developing countries:
its emerc nce was noted by Clifford Geertz, an anthropologist, as carly as 1963. However,
Geertz did not coin the term informal sector; he described a "bazaar economy” comprised
primarily of petty traders who were yet to be integrated in the modernized urban economy
of Indonesia. Keith Hart (1973), writing a few years later about the urban economy of
Ghana, first introduced the term "informal sector” in development planning discourse. Hart
described the informal sector as possessing characteristics that were quite unlike those of
the formal sector, but he did not consider that to be a problem. He maintained that the
informal sector was playing a critical role in providing goods and services in the urban
arcas of developing countries; and that it was a phenomenon typical of countries in the
intermediate stage in the modernization process when formal market institutions were not
yet fully developed.

A study conducted by the International Labor Organization in Kenya in 1972 took
Hart's interpretation one step further., That study argued that the informal sector was
playing a more productive and appropriate role than that of the formal sectar in developing
countries. In emphasizing this point, the ILO study adopted a contrasting backdrop: for
each positive attribute of the informal sector -- and there were at least seven -- g3
corresponding negative characteristic of the formal sector was mentioned. As Table 1
indicates, this depiction of the informal/format dichotomy was truly striking at first glance.
It made the informal sector appear particularly attractive to development planners, who by
then had been greatly disappointed by the lack of labor absorption in the formal economy,

Since the publication of the ILO study, much research has contributed to the refinement
of our understanding about the informal scctor.lHowcvcr, the emphasis of this research
has been primarily on analyzing the informal sector as an economic entity; as yet, we know

very little about its politics. This is surprising because much of the economic analysis of

1 Ses HIID (1989) for a detailed bibliography of published material on the informal sector and small enterprises.

Also see Bromley (1679), Sethuraman (1981) and Portes et al. (1989) for & comprehensive and detailed account
of research on the urban informal sector.



Table 1: Contrasting Characteristics of the

Informal and . >rmal Sectors

Informai Sector
Ease of entry to the sector
High degree of resourcefulness

Family ownership of enterprises
Small-scale of operation

Labor intensive and adapted
technology

Skills acquired outside the
formal school system

Unregulated and competitive markets

Formal Sector

Restricted entry to the sector

Frequent reliance on overseas
resources

Corporate ownership
Large-scale of operation

Capital intensive and imported
technology

Formally acquired skills,
often expatriate

Protected markets (through
tariffs, quotes and trade
licenses)

Source: Intemational Labor Office, Emplovment. Income and Equality (1972), p.6.



the informal sector has been policy oriented, meaning that a range of policies to support
the sector are usually prescribed at the end of each analysis.2 None of these policies can
be implemented without strong political support; however, we know very little about how
this political support might be generated. Barring the insigh;s of a handful of articles and
one or two books which address this issue in indirect ways, our collective understanding
to date about the politics of the informal sector is virtually negligible: neither do we know
much about the political dynamics internal to the sector, nor do we understand the politics
of its external relationships with the state, cstabiishcd political parties or organized formal-
sector labor. However, without an astute understanding of the relationships -- both internal
and external -- we cannot predict which types of policies are likely to be implemented or
what kind of bargaining between the different groups may be feasible for mobilizing
political support for particular policies.

Some development planners may disagree with this rather pessimistic assessment of the
state of our knowledge, and point out that considerable research has already been conducted
on the politics of urban squattcrs.3 True, the body of literature describing the various
political strategies that squatters and goveraments use in dealing with each other is quite
rich; however, one cannot tquate the politics of the squatters with the politics of the
informal sector. First, not all squatters earn their living in the informal sector: as much as
60 percent of them may be regular wage carnclls (Nelson, 1979). Second, the politics of
squatters always smerge around territorial issues, such as demand for the provision of water,
electricity or other utilities to their geographic areas. The politics of the informal sector,
on the other hand, is often based on non-territorial demands. For example, informal-sector
trade groups, whose members usually live in different parts of the city, may organize to
demand better access to inputs for thair trade. This is not to say that informal-sector

politics never emerges around territorial issues: hawkers, who comprise a large part of the

See Sanyal (1988) for an overview of the various sconomic policies which have been recommended for facilitating
the growth of tho informal soctor.

See Nelson (1979), Gilbert and Ward (1985), and Collier (1976) for a review of ressarch findings on this
particular ‘opic.



informal sector, frequently organize to resist eviction from the areas where they sell their
products.However, the nature of politics based on such territorial demands is dif ferent from
that of the squatters, who have more clout because they can influence the outcome of
elections based on territorial representation.

The few research articles that do focus on the politics of the informal sector are, with
one or two exceptions, based on the experience of Latin American countries. In part, this
may be due to the relatively longer history of urbanization in Latin America which lends
itself better to academic research. It may also be, in part, a result of Latin America’s
political context, dominated till very recently by bureaucratic authoritarian regimes in
which political opposition could only be expressed through squatter movements, informal
trade groups and other similar organizations. Whatever the reason for this geographical
bias in the literature, one must be cautious in gencralizing from it about the nature of
informal-sector politics in other coniinents.

In writing this report, we have been quite aware of these limitations; and to transcend
these limitations, we searched through various articles znd books on Asian cities which refer
to informal- sector politics even in the passing. To our surprise, we noted that such
references, however casually mads, constitute a considerable amount of irformation about
the politics of urban informal sectors ir.

Asia. We are convinced that the urban informal sector is a growing political force in many
Asian cities and that the nature of its pulitics is shaped by some characteristics that are
unique to the process of urbanization, industrialization and political modernization in these
countries. For example, though the rate of urbanization in Asian countries has been
generally slow compared to that in Latin American countries, in nominal numbers the urban
nopulation in some Asian countries is much higher than in Latin American countries, The
nature of the economic linkage of the urban population to the rural areas in Asia is also
distinctly different: circular and seasonal migration between the urban and rural areas is
prevalent in Asia while it is virtually absent in Latin America (Costello, et al., 1987). For

Some reason we are unable to clearly identify, the participation of women in urban



informal-sector enterprises /5 also higher in Asia than in Latin America. These factors and
other political, ecoromic and cultural characteristics of Asian countries which we discuss
at length later in this report r.~ke the informal-sector politics in these countries rather
different from the politics of comparable groups elsewhere in the world.

The report is divided into three parts. The first part provides general background
material on the state of our current knowledge about the informal sector in Asia, We begin
by discussing three popular myths about the informal sector, then provide some rough
estimates of its magnitude, and finally list the particular characteristics of the sector in
Asia,

The second part of the report focusses on political aspects of the informal sector by,
first, identifying the various factors which infleence the nature of its politics, and second,
probing the ideology of the actors in the sector. This is followed by a detailed discussion
of the organizational potential of the sector - that is, what factors facilitate and/or hinder
political mobilization by the informal-sector participants,

The third part of the report is a more detailed account of the informal sector’s political
relationships with three dominant social institutions -- namely, the government, political
parties and organized formal-sector labor. Underlying the description of these various
relationships lies a central concern, which is to identify the kind of politics which would
facilitate the sector's access to social resources, help remove the government regulations
which currently hinder its economic activities, and legitimize the contribution the sector

makes to the industrialization and development.



Part I: Definition, Magnitude and Significance
of the Informal Sector

The Informal Sector: Mvths and Reality

There has been an ongoing debate for the last fifteen years or so among development
planners about the correct definition of the phenomenon we refer to as the informal sector
(Peattic, 1987). We have learned much from this debate, though there is still no consensus
about an analytically verifiable definition of the phenonmenon (Richardson, 1984).
Ironically, the lack of concensus is the result of our growing knowledge about the urban
economies of poor countries where the informal sector is known to provide livelihood for
a majority of the working people. Research conducted during the last fifteen years seems
to suggest that the initial dualistic description of the urban economy, comprising two
separate segments with diametrically opposite atiributes, may not be correct. The two
segments of the urban economy are neither disconnected nor distinctly different in all of
their characteristics. For example, small and family-based firms, which used to be
considered as belonging only to the informal sector, also exist within the formeal economy:;
what is more, in recent years they seem to be growing in number in the formal economy
(Piore and Sabel, 1984). Likewise, small firms which appear at first to be operating within
the informal and unregulated economy may in fact be serving as sub-contractors for large
firms which are well embedded in the formal ecconomy (Scott, 1979). This sort of evidence
raises many questions about the simplistic and dualistic interpretation of the informal
sector, as proposed by the ILO in 1372 (see Table 1).

The ambiguity about the analytically valid definition of the informal sector arises from
some other key findings as well. For example, it used to be commonly believed that the
informal sector was merely a stepping stcne, a holding ground, for recent migrants to the
city who earned very low incomes in the informal sector till they found jobs in the formal
sector (Harris and Todaro, 1970). We used to believe that the average income of these
workers ixi transition was lower than even the average income of small farmers (Sabot,

1977). Recent research has, however, made us question these initial assumptions. We have
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come to know that recent migrants do not always find a foothold in the informal sector; in
fact, many of them start with odd jobs in the formal sector and later shift to informal-
sector businesses after they are able to sa's some capital (Mazumder, 1981). The incomes
of informal-sector participants are also not uniformly low; some of them earn more than the
average income of formal-sector workers (Mazumder, Ibid.). Also, many of the relatively
well-of f informal-sector firms are connected to formal export/import businesses (Bradford,
1982).

Thus, the notion that the informal sector caters only to domestic, low-income markets
is not correct. And, as a corollary to that, it is also not correct to assume that the informal
sector is comprised mainly of petty traders. Evidence from Asia, Africa and Latin America
indicates that the informal sector is heterogeneous, with participants not only in petty
trading but also in repair, light manufacturing, transportation services, house building, and
~ other such activities that contribute significantly to the functioning of the urban economy
(Sethuraman, 1981).

What are we to make of these new findings? Do they help us formulate a more
accurate and analytically verifiable definition of the informal sector? It seems from our
literature survey that the researchers who contributed these new findings were hopeful, at
first, that their findings would lead to a redefinition of the informal sector which would
be more refined than the ILO's first definition. Some of them redefined the informal sector
based on the characteristics of the enterprises; others focussed on the characteristics of the
workers. Some even attempted to include the characteristics of both, creating hybrid
definitions tha: claimed validity under all conditions (Richardson, 1984). None of these
definitions, however, could withstand analytical scrutiny: sooner or later they all fell apart
as new evidence showing similarity in characteristics between the formal and the informal

sectors was introduced.

Magnitude and Significance of the Informal Sector

There is a growing recognition in the field of development planning that the search for



an analytically verifiable definition of the informal sector may be futile: that the more we
strive for the correct definition, the more entrapped we become in a "conceptual swamp"
that renders us urable to formulate any policy to encourage employment a. . income
generation outside the formal sector (Peattie, 1987). This acknowledgment is not only a
more pragmatic approach but, one could argue, a more sophisticated approach towards
theory building; because what the informal sector is can only become clear to us as we try
to intervene in the economy, with our currently ambiguous knowledge of the sector. To put
it another way, this approach relies on a two-way relationship between theory and practice -
- what in academic jargon is popularly known as praxis, which assumes that intervention
on the basis of less than a sound theory can generate learning, which can then be used to
refine the existing theory.

What are the key clements of our less than sound theory of the informal sector? What
" is it that we know about the informal sector without being able to formulate a sound
definition? First, we know that even if we choose to use the term “"sector,” implying some
kind of commonality among the nature of activities, we are dealing with a heterogeneous
set of economic activities involving a heterogencous set of actors. The key commonality
among these diverse activities is that they are not legally established and are not subject to
state regulations. This is not to say that they are illegal operations which are in violation
of legal norms, such as felonies and crimes. Informal activities are "extra-legal” in the sense
that they do not operate against the state-imposed laws, but rather in their interstices.

Second, we know that informal activities as a source of employment and income
constitute a significant part of the urban economy of developing countries (Sethuraman,
1975). We also know that the percentage of the urban labor force who earn a living through
these kinds of activities has been rising in most developing countries (Portes et al., 1989).
As Table 2 indicates, the share of the urban labor force in developing countries engaged in

the informal sector ranges anywhere from 20 to 70 percent, the average being close to half



Table 2: Estimated Share of Urban Labor Force
in the Informal Sector in Selected Developing Countries

AREA YEAR
Asia
Calcutta (India) 1971
Ahmadabad (India) 1971
Jakarta (Indonesia) 1976
Colombo (Sri Lanka) 1971
Urban areas in West
Malaysia (Malaysia) 1970
Singapore 1970
Urban areas (Thailand) 1976
Urban areas (Pakistan) 1972
Affrica
Abidjan (Ivory Coast) 1970
Lagos (Nigeria) 1976
Kuman (Ghaiia) 1974
Nairobi (Kenya) 1972
Urban areas (Senegal) 1976
Urban areas (Tunisia) 1977
Latin America
Cordoba (Argentina) 1976
Sao Paulo (Brazil) 1976
Urban Areas (Brazil) 1970
Urban Areas (Chile) 1968
Bogota (Colombia) 1970
Santa Domingo (Dominican
Republic) 1973
Guayaquil ‘Equador) 1970
Quito (Equador) 19'/0
San Salvador (El Salvador) 1974
Mexico City 1970
Asuncion (Paraguay) 1973
Caracas (Venezuela) 1974
Kingston (Jamaica) 1974

Source: Sathuraman (1981), p. 214,

PERCENT

31
60/70

50
34



or more. The majority of this labor force is sclf—cmploycd“, and of the self-employed
between 20 and 50 percent provide various types of services for the urban population.
Third, we know that the increasing size of the informal sector has begun to influence
the nature of urban and national politics in many developing countries (Sandbrook, 1982).
This was not predicted by any political scientist when the developing countries started on
a course of economic and political modernization some thiry years back. It was widely
believed at that time that political modernization, of the western kind, involving established
political parties and organized formal-sector labor, would go hand in hand with economic
modernization by industrialization. In this grand scheme, no one referred io the role of the
informal sector, and to the extent its presence was noticed, the informal sector used to be
viewed as a transitory phenomenon that would disappear in the course of economic and
rolitical modernization. In other words, informal-sector participants were seen as working
class in formation. That they might have interests different from those of organized
formal-sector labor was not considered a possibility. True, this understanding of the politics
of labor had changed somewhat by the carly 1970s when organized formal labor began to
be referred to as the "labor aristocracy” with a distinct interest of its own (Farron, 1965);
but even then nc one foresaw the increasingly important role informal-sector participants

would eventually play in the urban and national politics of developing countries.

Characteristics of Asia’s Informal Sector

It is very difficult tc generalize about the nature of the urban informal sector in Asia
because of large variations in demographic, economic, social and political characteristics
among the countries that make up this region. This is true even if we exclude the non-
market economies, such as China, North Korea, Burma and Viet Nem, which are not the
focus of this report. One way to get around the problem is to cluster the Asian countries

based on similar characteristics. For our purposes, the key demographic and economic

A study conducted by the ILO indicated that the proportion of informal units ' rith one parson was 74 percent
in Freetown, 50 percent in Lagos, 67 percent in Kano, 88 percent in Colombo, % percent in Jakarta, 58 percent
in trade and 28 parcent in Service Sectors of Manila, 40 percent in Cordobt und 46 percent in Campines
(Sethursman, 1081:193).
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Table

3:

Selected Data é6n lemographic and Eccnomle Factors

of Asian Market Economies

Countries Population ! Avg. Annual Pop. Urban Populatlon as| Average Annual Population of Labor Force in:
in 1982 ! Growth Rate Percentage of Total| Urban Growth
Millions (1970-82) Popylation Rate Agriculture Industry {Services
1960 1982} 1960-70 [1970-82{ 1960 |1980 1960 ({1980} 19601980
Type I
Hong Kong 5.2 2.4 89 91 3.1 2.4 8 3 52 | 57| 401 40
Singapore 2.5 1.5 100 100 2.4 1.5 8 2 23| 39] 6959
Taiwvan 18.4 1.9 36 68 3.7 3.2 56 20 11 { 33} 33} 47
Korea Rep. 39.3 1.7 28 61 -6.2 5.0 66 35 91 29| 25] 37
l'ype 11
Malaysia 14.5 2.5 25 30 3.5 3.4| 63 50 1z 16| 25 34
Philippines 50.7 2.7 25 38 4.2 3.8] 61 46 151 17] 2437
Type III
Thailand 48,5 2.4 12 17 4.7 4.3 84 76 4 9] 12] 15
Sri Lanka 15.2 1.7 18 24 4.4 2.5 56 54 13| 14} 311 32
Type IV
Bangladesh 92.9 2.6 5 12 4.7 6.0 87 74 3] 11} 10]15
India 717.0 2.3 18 24 3.5 3.9 73 71 11 131 16 16
Indonesia 152.6 2.3 15 22 3.7 4.5 75 58 81 12| 17| 30
Pakistan 87.1 3.0 18 29 4.5 4.3 61| 57 18 20| 21|23
Source: Armstrong, W. and dcGee, T.G. (1985), p- 90.
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characteristics would be levels of urbanization and industrialization, as these two factors
strongly influence the size of the urban informal sector. As Table 3 indicates, clustering
of the Asian market economies around these two factors results in four distinctly different
types of countries, ranging from countries such as Taiwan and Korea at one end, with high
rates of urbanization and industrialization, to India and Pakistan at the other end, with
markedly low rates of both. In between are countries such as Malaysia and Philippines with
relatively high rates of urbanization and industrialization and Thailand and Sri Lanka with
relatively low rates.

Of course, the rates of urbanization and industrialization are not the only factors which
influence the size of the urban informal sector. The population size of a country and the
level of spatial concentration of its urban population -- i.e., whether they are concentrated
in one or two very large cities, as in Manila or Jakarta -- are important factors too. That
is why countries with low rates of urbanization and industriaiization but high population
size and high rates of urban primacy may have large numbers of people carning a living
in the urban informal sector. This is particularly true in the case of Asia with India,
Indonesia, Bangladesh and Pakistan, where nearly 100 million people are estimated to be in
the urban informal sector (Mathur and Moser, 1984).

In terms of sectoral composition of urban informal labor, the Asian countries are very
similar to other developing countries. As in those countries, urban informal labor in Asi;n
countries tends to be concentrated primarily in the service sector. According to Sen (1973),
the share of informal labor in the service sector varied from 37 percent in Japan to 86
percent in Thailand. The corresponding figures for manufacturing are 11 percent for Japan
nnd 48 percent for Thaiiand. Betwecn these extremes, the percentage of informal labor in
the service sector in Malaysia, Philippines, and South Korea in 1975 was reported
to be 55, 66 and 78 respectively.

A closer look at individual Asian cities provides some additional insights into the
sectoral composition of urban informal labor. A study conducted by the ILO in 1981

provides detailed data abcut Colombo, Jakarta and Manila. Although we have summarized
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Table 4: The Structure of Urban Informal Sector
in Colombo, Manila and Jakarta

Percentage Distribution of Urban Informai Labor

Trade Services Manufacturing  Transport Construction
Colombo* 63 20 5 8 1
Mianila 71 15 12

(combined 2 percent)
Jakarta (combined 70 percent) 23 7 2

Source: Marga Institute, Colombo, "Informal Sector WithoutMigration: The Case of Colombo": Hazel

Moir,"Occupational Mobility and the Informal Sector in Jakarta"; G.M. Jurado et al., “The Manila
Informal Sector: In Transition?" in Sethuraman (1981).

* The remaining 3 percent are involved in urban agriculture and fishing (Marga Institute, 1981: 102).
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the data in Table 4, it may be useful to highlight the major findingss.

(i) Majority of urban informal labor force is involved in trade (including sale of
prepared food).

(ii) Between !5 and 20 percent provide various services.

(iii) Manufacturing accounted for a low figure of under 5 percent in Colombo to 23
percent in Jakarta.

(iv) Between 7 and 10 percent of urban informal sector labor is involved in
transportation.

(v)  Construction absorbs between 1 and 3 percent of informal- sector labor.

Of what use are these findings for gaining an understanding of the politics of the
informal sector? For one, the findings reveal a pattern of economic diffzrentiation which
also creates political differentiation of interests among the different groups within the
| informal sector. Second, the naturs of economic activity -- whether it is based at home, as
it is usually for manufacturing or food preparation, or away from home, as in trading --
influences the nature of issues around which political demands are made. Third, even
within a similar type of activity, say trading, there may be further differentiation of sub-
activities, each < which requires a different type of input with different problems of
access for acquiring these inputs. This is evident from a recent study by Salih et al. (1985)
which provides a detailed differentiation of informal-sector activities in Penang State in
Malaysia. According to this study the informal cconomy in Penang could be subdivided into
as many as twelve sets of activities each requiring a different set of inputs (See Table 5).
The political mobilization of these varied groups of workers under one banner is probably
an impossible task, unless an issue of common concern can be identified. We will return to

this point later in the report.

Theso fladings are not accurate estimates; a3 best, they are indications of the rough order of magnitude. The
primary reason for this word of caution is that the measurement of informal sector in differant cities is fraught
with various methodological problems, including the varying definitio of formal/informal in different institutional
and legal contexts, the difficulty of gathering a statistically significant sample when the phenomenon of informal
sector is not precisely defined, and so on.
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Table 5: The Informal Sector in Penang, Malaysia

Sub-Sectors

Food, beverages and tobacco

Tin and steel

Paper and cardboard

Charcoal and wood

Agriculture and animal husbandry
Textiles and garments

Footwear and plastics

~ Sales and advertising

Storage, transport and construction
Vehicle parts

Electronics and electrical

Total

Source: Salih et al. (1985). Referred to by McGee et al. (1989), p. 272.

Number of Firms

Percentage of Sector

15

38
38
35
31
22
20
13

210

18.1
18.1
16.7
14.8
10.5
9.5
6.2
24
1.9
1.0
1.0
100.0



PART II: Politics of Asia’s Informal Sector

If it is difficult to generalize about the economic characteristics of Asia’s informal
sector because these countries are economically rather heterogeneous, it is even more
difficult to generalize about the political characteristics of their informal sector. This is
not simply because political characteristics ars harder to define precisely, but because they
result from the interactions of economic, demographic, as well as ethnic and religious
factors influenced by the specific nature of the political system in each country. Since
there 2re large variations among the Asian countries in both set of factors -- i.e., economic
and social -- the composite picture of the region incorporating both factors does not lend
itself to conceptually neat categorizations.

Perhaps that is one reason why the published material on Asia’s informai-sector politics
is so scanty compared to the growing body of literature on the sector's economic
characteristics and performance. Of course, one could argue that the lack of published
material on Asia’s informal-sector politics may be due to the fact that the sector has not
been politicized in Asia -- at least, not to the extent it has been in Latin American
countries. There is some truth to that argument. As O'Donnell (1973), Collier (1979) and
others have demonstrated, politicization of squatters, trade groups and other grassroots
groups in Latin America is a direct result of lack of access of urban poor to electoral
political participation under authoritarian regimes.

There may be other reasons. For one, in some Asian countries, like Hong Kong, South
Korea, Taiwan and Thailand where labor laws ana business regulations are relatively less
stringent, the difference between formal and informal labor is hazy. As a result, the
political demands of what in other countries would be the informal sector may be
incorporated within the political demands of formal labor (Harrod, 1987). Second, Asia’s
informal businesses may not be facing as intense competition within the sector as informal
businesses in Latin America. This line of argument is based on the assumption that

mobilization of informal businesses results often from the need to restrict the entry of
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others intn the sector, which is more likely when employment possibilities in the formal
sector decrease (Peattie, 1979), Since, on average, formal-sector employment in Asian
countries has grown at a much faster rate than in Latin American countries during the last
decade (actually, in some Latin American countries facing debt crisis formal-sector
employment has declined ¢ven in nominal teriis), inormal businesses in Asia might not have
felt the nsed tc mobilize as strongly as their counterparts in Latin America.

Whatever may be the reason, evidence of the politicization of the informal sector in
Asia is rather lir‘*~d, and restricted to a few studies of primarily hawkery associations,
For exampie, McGee and Young (1977) in a comparative study of hawkers in six South East
Asian cities mentioned that in three of them the hawkers are organized into associations,
Nelsor (1979) in a study of urban politics in deveioping countries reporied that in Kuala
Lumpur there are strong hawkers associations, and that these associations emerged after
the widespread riots by the urban poor in the late 1960s. Nelson (ibid) also mentioned 2a
strong hawkers association in Malacca, Malaysia.

The evidence from India, though also scanty, provides relatively more detailed accounts
of political mobilization by informali labor. Sarin (1979) in a study of hawkers and market
vendors in Chandigarh describes the political strategies these groups employ in
circumventing government regulations. Sarin documents how informal- sector groups use
the power of political Patronage to counteract bureaucratic regulations, Sebstad (1982) also
provides a rather detailed account of an organization of women petty traders and home
based workers in Ahmedabad. This organization, called the Self Employed Women's
Association (SEWA), has gradually expanded its organizational base to six other major cities
in India. It has also received significant international attention as a model of political
mobilization by women informal laborers,

Working Women’s Forum (WWF), started in Madras, India, is another organization which
appears to have successfully mobilized women petty traders. Noponen ( 1987) provides a
detailed account of its economis activities, including various credit schemes for its members,

These credit schemes depend to a large extent on low-interest lo2ns from nationalized banks
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which are required by law to provide such loans to small businesses managed by the urban
poor. Though Napeon (Ibid) does not document the political role WWF might have played
it influcncing government policy, it is plausible that political pressure from groups such as

WWF played a critical role in altering credit policies of nationalized banks.

Factors nfluencing Asia’s Informal-Sector Politics

Are there unique factors which influence the particular nature of Asia's urban
informal-sector politics? We have already raised a word of caution about generalizing from
the varied social, political and economic patteras in Asia. Nevertheless, our review of the
published literature on Asia suggests that the following three factors must be taken into
account while considering the kinds of questions which are central to this study.

(i) The extent and intensity of urban informal-sector politics in Asia is inversely
related to the size of its rural population. Since a majority of the electorate in Asia
is still rural, urban informal-sector groups are not yet likely to be politically very
powerful. A study by Costello et al. (1987) of urban/rural linkages adds another
dimension to the politic:1 calculus by pointing out that significant numbers of Asia’s
urban poor are not permanent migrants to the city; rather, there i3 extensive circular
migration between urban and rural areas, and also between urban areas of di.ferent
sizes. Boses’ (1978) study of mijrants in Calcutta also supports this trend. The political
outcome of circular migration for the urban informal sector is likel: ') be negative
because temporary migrants are not likely to be involved deeply with urban political
candidates. Further, temporary migrants, even while living in the city, may actually
care more about rural politics because whateve: little assets they have may still be in
the rural areas.

(ii) The nature of urban informal-sector politics in Asia is likely to be influenced by
the strong ethnic and religious cieavages which characterize many Asian countries. The
cthnic and religious factors can work both ways, cither strengthening the solidarity of

trade groups whose members belong to same ethnic or religious groups, or undermining
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their solidarity in cases of heterogeneovs ethnic and religious composition. Nelson
(1979), however, argues that, at some point, if heterogeneity reaches the level where a
trade group is totally fragmented into multiple, small ethnic clusters, ethnicity may
become a non-issue. In other words, more fragmentation on ethnic lines may at times
lead to greater solidarity among the group members, who may perceive their interest as
a class,

The scanty of literature on tradegroups in Asia suggests that ethnic cleavages, rather
than class solidarity, form the dominant pattern in Asia. McGee and Young’s study to
which we referred earlier mentioned that in Kuala Lumpur hawkers are organized along
strictly ethnic (Malay and Chinese) lines. The cvidence from Sri Lanka is similar: it
indicates that Colombo's informal sector is dominated by Tamils, and that Sinhalese
only control two or three types of informal-sector activities (Marga Institute, 1981).
Keyes (1974) in a study of scavengers in Manila also noted the dominance of one ethnic
group. In India the pattern is similar. For example, though the Self Employed Womea's
Association (SEWA) comprises both Hindu and Muslim members, there have been ma jor
strains in recent years between these two groups of members.

(iii) Some have argued that the nature of urban informal-sector politics in any
developing country is shaped by the extent to which its urban ecconomy is connected to
national and international capital (Armstrong and McGee, 1985; Portes and Walton,
1980). According to this argument, the nature of informal-sector politics in Asia is
likely to be different from that in Latin America because the Asian countries were
incorporated into the world ¢conomy much later than the Latin American countries, and
they began to play an important role in the international system only after their
indeperdence since 1945,

The central assumption underlying this argument is that the nature of incorporation
of any country in the global economy affects the class composition of that country,
depending on which groups are in control of the national economy at the time of

incorporation. Armstrong and McGee (ibid) argue that prior to 1945 most Asian
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countries had only a mercantilist relationship with the colonial countries and that led
to “itruncated class structures in which alien communities played significant roles in
trade while political power remained with colonial elites and *tamed’® Asian traditional
elites” (p. 88). It is only after independeace in 1945 that Asian countries have attracted
increasing amount of international investment, often in conjunction with national state
capital.

What are the political implications of this new trend for the urban informal sector?
Will increasing incorporation in the global economy hinder or facilitase political
mobilization of the urban informal sector? There are two sharply opposing views on
this question. One view is that international and national firms (with international
linkages) benefit from low wages in the informal sector and will always oppose any
move on the part of informal labor to raise wages (Portes and Walton, 1980; Wallerstein,
1984). According to this view, state policy is strongly influenced by national and
international capital’s interest, and hence will never be truly sympathetic to the interests
of the informal sector.

The second view is more complex in the sense that it assumes that among the newly
forming indigenous clite, some may be more concerned than others about politicization
of the informal sector (Rueschemeyer and Evrus, 1985). According to this view,
nationa! elites with ecxternal connections (in terms of inputs for their businesses and
market for their outputs) may be less concerned about politicization of the informal
sector than clites who cater primarily to domestic demand and usually contract out
part of the production process to informal businesses. But, this dualistic approach
towards understanding of the elite’s interest may require some modification. As the
experience of SEWA in India indicates, national elites with domestic market orientation
may at times support the demands of informal businesses who supply parts for their
product, particularly if the demands are made to government and are of such nature

as to enhance the quality of the final product.
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Ideology of Informal Workers

There has been almost a hundred and cighty degree turn in our understanding of the
ideology of informal workers. In the mid 19508 when urban sociologists and political
scientists started writing about urbaa informal workers, they were initially portrayed as a
"marginal group” -- both politically and economically. To be politically marginal meant that
the informal workers were on the periphery of mainstream politics; unlike organized formal
labor, which was courted by all political parties, urban informal workers were not scen as
a political constituency with a coherent and well-defined interest. Instead, they were
thought to be in a transitory stage, moving from being "peasants in the city” to becoming
a part of the urban working class. And the transition process was believed to be brief so
as not to provide them a distiact political identity during that period.

Peter Gutkind (1968) was the first to note that the transition process was not
' functioning the way it was supposed to. Drawing his empirical evidence from Africa,
Gutkind pointed out that an increasing number of informal workers were unable to make
the transition for various rcasonss. and that was creating a sense of despair and frustration
which, Gutkind predicted, would eventually lead them to disrupt the formal political process
with violent protests. This notion -- that the informal workers were potential trouble-
makers without any reverence for established political norms -- was compounded by the
popular press in developing countries, which depicted urban slums and illegal shanty towns
as being created by the informal workers. The slums were thought to be the breeding
grounds for a "culture of poverty” (as Lewis, 1959, had discovered in Mexico) which
discouraged the informal sector from working hard in pursuit of legitimate social
aspirations and instead tied them forever to lives of ignorance, illegal activities and various
other social evils.

Some authors, writing after Gutkind, predicted that the growing number of urban

informal workers if politically ’conscientized’ could become a viable force in fostering

6 Gutkind (1968) argued that lack of labor absorption in the formal economy was a result of wrong government

policies influenced by elite interests which led to capital intensive production enclaves in African cities.
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socialist revolutions, particularly if they joined hands with the rural poor (Frank, 1981;
Walton, 1979). This line of argument assumed that the urban informal workers were
inherently politically progressive in their orientation: that they preferred changes in the
established political-economic systems which would cqualize the access of g]] citizens to
political represeatation and economic opportunities. This assumption was rarely tested,
though: the proponents of this view simply took it for granted that of necessity the poor
must be supportive of progressive changes, and that all that was required to spur them <o
action was political conscientization and mobilfzation which would liberate them of their
"false consciousness".

By the beginning of the 1970s the political assessment of urban informal workers had
taken a very different turn, largely due to extensive field work by Peattie (1968), Perlman
(1976) and others (Cohen and David, 1973). This new crop of researchers not only dismissed
 the claim of their predecessors that the urban informal workers were politically and
economically marginal, they also portrayed these workers as basically conservative in their
political and social aspirations. The evidence provided for this new interpretation was
drawn mainly from Latin American countries, many of which had by then changed
politically from © ‘ag pluralist democracies to authoritarian regimes headed by the military.
The researchers | “inted out that the urban informal workers were in general supportive of
these authoritarian regimes and were appreciative of the way the new regimes enforced law
and order, which in turn facilitated business operation of even their very small enterprises.

The ideology of urban informal workers, according to this ncw interpretation, was
distinctly conservative. The same workers who a decade ago were assumed to be the natural
forbearers of social change were now seen as proponents of political stability. Their social
aspirations were also thought to be shaped by conventional social values. As Peattie (1979)
described it, the informal workers "looked upward at a system of enormous inequality but
one which presented itself as a ladder, rather than as sharply bounded social strata” (p. 7).

By the end of the 1970s our understanding of informal workers’ ideology had taken yet

another turn; in part because new evidence from Latin American countries indicated that
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‘urban informal workers were playing a significant role in the democratization movement
which had begun to challenge a decade of authoritarian rule in most Latin American
countries. What inspired the urban informal workers to join the pro-democracy movement
was, however, not the desire for democracy; they were primarily opposed to the fiscal
austerity measures that were being imposed by governments in virtually every Latin
American country. The austerity measures, which curtailed price subsidies of food,
transportation and urban services and reduced government spending on social programs such
as housing, education and so on, had adversely affected the urban informal workers.
Consequently, these workers had joined hands with various other social and political groups
in denouncing the same authoritarian regimes they had supported only a few years back.

This reversal of political support on the part of urban informal workers provided a new
~ insight about their ideology: instead of their earlier image as either "leftists" or "rightists",
they were now viewed to be contextual in their approach, meaning that they were seen to
be assessing each event in its specific context with a shrewd ¢ye to protect and further their
own interest. This led them to support leftist political parties at one time and the army rule
at anothcr_ time. Their political ideology was flexible and pragmatic enough to justify such
wide fluctuations in their political behavior.

The leaders of urban informal-sector workers often justified this rather opportunistic
approach as necessary at a time when no political parties could be trusted. They argu?.d
that they were distrustful of other dominant political and socijal institutions too.
Government was often the principal target of their cynicism; but their criticisms extended
to other institutions ags well, including labor unions of formal workers and even
organizations of big businesses. The criticism of these established institutions belonging
both to the market and the state drew its ideological strength from both the right and the
left conventional ideologies, but mixed them in a creative concoction which some, like De
Soto (1986), claimed provided a distinctly unique "third way” to economic development. The
"third way" was neither to be state guided development of the old kind, nor was it to be led

by large-scale monopolistic and oligopolistic private firms. Instead, it was to be based on
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the "creative impulse” and efficiency of thousands of small firms unregulated by the state,
uncontrolled by political parties, and unexploited by big businesses.

The central theme in this ideology of "the third way” is autonomy -- principally, from
the state but also from dominant market and political institutions. If only urban informal
businesses could autonoriously pursue their goals, the new ideology claims, then economic
growth and industrialization would flourish, as it did during the eighteenth and nineteenth

centuries in England and other parts of Europe.

Organizational Potential of Informal Workers

If the informal workers are to be truly effective in charting a "third way" to
development, as De Soto (ibid) hopes, they must organize as a group to influence policy
decisions. There have been some indications lately that indeed informal workers in
developing countries are organizing and, as a result, have been effective in changing
governments’ policy from that of outright repression of these workers to supporting their
micro-enterprises with subsidized credit (Ashe amd Cosslett, 1989). But, there is evidence
also that some informal workers’ organizations, set up with financial support from
international agencies, have fallen apart after a brief life of only two to three years
(McKee, 1989). Hence, it is important to understand under what conditions informal
workers are able to come together, despite their hetrogeneity in terms of ethnicity, religious
affiliations and so on, and conversely, what pulls them apart even after they have been
successfully mobilized.

The central element in the mobilization of informal workers is their commonality of
interests and identity. In some cases the basis of commonality may be natural -- meaning
that it is due to certain characteristics of the informal workers which provide them a sense
of collective identity of a cultural, economic or social nature (Portes and Borcoz, 1988). In
other cases, the commonality may be created as a result of a situation which adversely
affects the interests of a wide range of informal workers -- for example, a law that provides

power to the local police to arrest citizens without s warrant, or a stcep rise in basic food

24



prices may bring together disparate eclements within the informal sector to fight a common
battle. (Walton, 1989). We have identified these types of factors -- both ’'natural’ and
'socially created’ -- as various axes of commonality required for organizational purposes.
As we explain below, some of these axes of commonality may temporarily create a sense of
unity among informal workers; others may have a relatively more permanent effect, Also,
the very factors that create commonality among the informal workers or entities in one
context, may split them apart in another context. There are, of course, some factors which

are inherently divisive in nature in all contexts. We have labelled these divisive factors as

axes of disaccord.

Axes of Commonality

(a) Location and Proximity:

Informal-sector entreprencurs who work or reside in the same area are more likely to
be organized than those who are spatially scattered. The growing number of neighborhood-
based organizations in Asia and elsewhere can be attributed to this direct relationship
between physical proximity and political mobilization (Friedmann and Salguero, I988).‘
Sarin (1979) has documented how in Chandigarh, India, informal businesses of various kinds
mobilized as one organization to oppose their eviction from an area which the city
authorities wanted to use for other purposes. Similarly, in Ahmedabsad, India, petty traders
and street vendors in the central business district got together to fight police harassment and
won a major concession that they could not be barred from selling on the streets in that
area unless the local authorities arranged for an equally attractive alternative location for
their businesses (Sebstad, 1982).

Why is physical proximity conducive to political mobilization? For one, physical
proximity creates the conditions for shared experiences which can be a cohesive factor.
This is particularly true in the low-income residential areas where a majority of the
informal- sector workers reside. In most developing countries, these areas usually lack

basic services and their residents often organize as groups to press for the delivery of the
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lacking services. (Cheema, 1987). Though many of these groups disband once they attain
their immediate objectives, there are instances where such groups have consolidated
themselves over time and have lent their support to informal-sector groups, particularly
those comprised of home-based producers (Risseeuw, 1987),

The second advantage of physical proximity, particularly with regards to residence, is
that it can significantly affect the outcome of voting if political representation is
territorially based. This may serve as an incentive for an apparently diverse group of
informal- sector businesses to join together in supporting one candidate who is likely to be
sympathetic to their needs and aspirations.

Third, physical proximity facilitates political mobilization because it is easier for the
political leaders to reach large numbers of people if they are spatially concentrated than
otherwise. That is why informal-sector businesses in urban areas are generally much more
organized then in the rural areas; and within the urban areas, businesses that cluster

together spatially are more frequently organized than others.

(b) Trade:

Informal-sector entrepreneurs with similar business interests and constraints are known
to have mobilized more frequently than others. Although these entreprencurs may also
compete with each other for the same customers, particularly if they operate in the same
area, they often have to deal with the same suppliers and middlemen, and are affected
similarly by certain regulations and macro-policies (Harrod, 1987; Grindle et al,, 1987).
Thus, informal-sector entrepreneurs in thc' same occupation have organize¢ emselves as
trade groups or consumer cooperatives in order to either pay less for their inputs or receive
better prices for their outputs,

One factor that has significantly strengthened tne cohesiveness of the trade groups,
particularly in Asia, is the ethaic, caste, or religious homogeneity of their members. The
homogeneity is the result of a long tradition in Asia whereby ccriain economic activities are

performed only by certain ethnic or caste groups. For example, in India only the lowest
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caste groups are involved in leathermaking, janitorial work or scavenging. Similarly, in
Malaysia, the Chinese are predominant in retail businesses. Such clustering of socio-
economic groups, porticularly of minority populations, can provide strong bonding among
the group members which is conducive to political mobilization,

To be sure, cultural factors such as caste, race or religion are not always facilitators
of mobilization. At times when large scale mobilization involving various trad¢ groups may
be required to press for collective demands, these same factors may undermine the
emergence of a truly cohesive interest group. This is not likely to happea in countries

with strong socio-cultural hierarchies, as in India.

(c) Gender Roles:

The emergence of a growing number of poor women's organizations in Asia, Latin
" America and Africa indicates that gender can be an unifying force, particularly when
socially determined gender roles restrict the access of women to economic opportunities
(Overholt, et al., 1985). The type of restrictions which adversely affect women's
participation in informal businesses are many. For example, purdah norms in Bangladesh
forbid women to be seen by males outside the family, confining them to home-based
production (Abdullah and Zeidenstein, 1981). This work usually yields a very low rate of
return for the women, who have to depend on middlemen who are known to take as much
as 50 percent of the women’s profit (Singh & Kelles-Viitanen, 1987). Women are also
restricted by their domestic responsibilities, which take time away from business-related
activities. Moreover, the fact that women engaged in home based production are usually
perceived as housewives instead of as workers restricts their access to institutional credits
for expanding their businesses. Much has already been written about these restrictions; the
point to emphasize fot our purposes is that these restrictions inadvertently create a sense
of solidarity among women which is necessary for political mobilization (Bhatt, 1989),

The steady growth of poor women's organizations in developing countries since the mid

1970s is, however, not just the result of a growing sense of solidarity among the women.
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Starting with the United Nation’s declaration of the 1970s as the decade of women, bilateral
and multi-lateral aid institutions have channelled thousands of dollars into various types of
"women’s projects,” which has had a catalytic role in briuging poor women together. But,
of more relevance to our purposes may be the fact that poor women's organizations are
gencrally more tolerated than poor men's organizations by most Third World governments.
Women’s organizations are perceived by governments to be less threatening. This fact was
very consciously taken into account by .nany of the organizers  f women’s groups,

particularly in countries with authoritarian regimes (Piven and Cloward, 1979).

Axes of Disaccord

(a) Competitlon for Market Share:

There is a distinct bias in the published literature on informal businesses towards
portraying them as small enterprises that cooperate with each other in order to survive in
a marketplace dominated by large private and public firms. The fact *hat small enterprises
compete with each other, often in quite fierce ways, has been noted by only a few
rescarchers (Peattie, 1982; Tokman, 1978). The compe:ition among informal enterprises is
most severe in the domain of retail businesses, as Peattie (ibid) noted, because unlike
production, commerce has inherent potential for monopoly of desirable commodities and
even more so of desirable locations. This potential can create severe competition among
informal businesses and adversely affect the possibility of their political mobilization as a
single interest group.

The current economic conditions in most developing countries suggest that the
competitive pressure among informal businesses is likely to increase. The rate of labor
absorption in the formal economy has gone down, thereby pushing the new entrants to the
labor market to find income earning opportunities in the informal sector. Most of these
new entrants lack the necessary capital and technical skills to start small productive units,
so they must cither work for informal businesses ot very low wages or start small retail

businesses, which typically rely on middlemen for procuring their goods from wholesalers.
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An increasing influx of new labor market entrants in these sort of activities is likely to
generate intense competition among them and lower the profit at the margin for the new
businesses (Sanyal, 1988). There is evidence of this trend in some developing countries

(Bromley, 1978).

(b) Ethnicity, Race and Religlous Identity:

Though we mentioned this factor ecarlier, it is important enough to be highlighted as

a major cause of disaccord among informal businesses, particularly in Asia.
Informal entrepreneurs of necessity are deeply embeddcd in a set of relationships with
family workers, relatives and friends who provide all kinds of business-related services,
ranging from sub-contracting offzrs to provision of space for businesses to emergency loans.
These relatives and friends who belong to the same race and ethnic or religious groups,
however, may nos all belong to the informal sector: some of them -- particularly those who
have beer in the city for a long time -- may be quite wel ¢stablished in the formal sector;
others may be earning a living in both the formai u..d informal sectors; and stjll others may
be in transition, searching for a way to find an economic foothold in the city while working
part-time for a relative.

Though the businzss as well as social relationships among these individuals are often
quite exploitative, contrary to what Lomnitz (1977) and others have described as a mutually
supportive system, these relationships cannot be used for mobilization of the exploited
individuals. That is not because the exploited individuals do not understand that they are
being exploited; they are quite aware of the "structural inequalities”, even if they are not
formally educated to understand such realities (Castells, 1988). They do not mobilize to
protect their interests because "interest” is not the only source of action (despite what most
n<o-classical economists believe). The action of thege individuals is shaped by a concept
larger than that of interest: it ig the total meaning of their lives, which is shaped not only
by their economic hardships but also by cultural factors, such as religious and ethnic

identities. These identities provide a social bonding among the group members which may
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be more important to them than their class interests.

(c¢) Government Policy of Selective Assistance:

Since 1974 when the International Labor Office (ILO) first advised the Kenyan
government to take a positive approach to the informal sector, some Third World
governments have implemented a few policies to facilitate income and employment
generation within the informal sector (Kilby, 1985: Stearns, 1985). These policies were
generally constrained by Third World governments’ fiscal problems, which led to selective
assistance to only a few informal-sector groups who looked most promising and were
probably the most articulate in their demands. International donor agencies pursued a
similar approach, concentrating their efforts on a few selected groups most likely to create
an impressive "demonstration effect"”.

Though well intentioned, these efforts at selective assistance might have inadvertently
undermined the possibilities of large-scale mobilization by informai-sector participants. As
Burgess (1979) argued, these efforts created a few small organized groups of informal
businesses who were not interested in furthering the interest of all informal sector
participants; instead, they became protective of their groups’ interests and tried to restrict
the entry of other informal- sector participants to these groups. This created resentment
among the majority of the informal sector participants, who argued that the beneficiaries

of government programs had been coopted.
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Part III: The Informal Sector and Dominant Soclal lastitutions

What is the nature of the political relationship between informal businesses and
dominant social institutions, such as the government, organized political parties, and trade
unions of organized formal labor? Since we are interested in assisting informal businesses,
we need to better understand these relationskips so as to identify the conditions under
which these relationships are most beneficial for informal businesses. Unfortunately, there
is virtually no empirically based research done on this crucial question. The published
literature on informal businesses typically assumes that the more autonomy they have from
government, political parties and formal trade unions, the better it is for them. The
emphasis on autonomy from dominant social institutions as a precondition for success of
informal businesses has, however, never been subjected to the logic of institutional analysis,
No one has yet empirically probed the question of what kind of institutional arrangements
of informal businesses, among themselves and in relationships te government, political
parties and organized formal labor, will be necessary for such businesses to be able to
remain autonomous and yet alter the market arrangements and the policy environment more
to their advantage. True, some have highlighted the roles that non-governmental
organizations (NGOs) and private voluntary organizations (PVOs) play in the process, but
cven these researchers assume without any empirical analysis that the relative autonomy of
NGOs and PVOs from the dominant social institutions is a precondition of their success.
How this autonomy is to be cstablished and yet, at the same time, financial and political
resources are to be mobilized remaing unanswered to this day.

What follows are some issues we must understand in order to assist informal businesses
in striking a balance between achieving autonomy from and cooperation with three
dominant social institutions -- namely, government (both centra! and local governments),
organized political parties and trade union. of organized labor. The discussion is somewhat
sketchy and lacks supporting empirical evidence for reasons we have already mentioned;

however it raises a range of questions which can serve as a rich research agenda about the
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politics of informal businesses.

Informal Businesses and the Government

Since informal businesses are outside the domain of laws and regulatic-< enacted by
governments, it is commonly believed that these businesses and the government are
antagonistic to each other. By being outsice the reach of the government, informal
businesses do not directly contribute to government’s revenue generation efforts through
collection of sales and income taxes. Moreover, they adversely affect the legitimacy of the
government by demonstrating the limits of laws and regulations.

Yet, the evidence from developing countries indicates that their governments’ policies
towards informal businesses have not been wholly negative: from outright repression of these
~ activities during the 1960s and even part of the 1970s, Third World governments have lately
devised various policies to facilitate income and employment generation by these type of
businesses.

The recent turnaround in governments’ support for informal businesses may be due to
a number of factors. First, governments may have come to realize that though informal
businesses do not contribute directly to government revenue, they play a positive role by
providing cheap goods and services, which, in turn, reduces the pressure for higher wages
in private and public firms. In other words, informal businesses may indirectly contribu;c
to accumulation by private and public firms in the formal sector (Paul, 1988). Second, and
a related factor, may he that informal businesses in some instances may hold absolute power
over the supply of some basic goods and use that power to shift government’s policies in
their favor. For example, Waterbury (1970) reports from Oaxaca, Mexico, how the city’s
strcet vendors held an absolute monopoly on food distribution and used that power to their
advantage in negotiating a favorable response from the city authorities to their claims.

Third, beginning with the recession of the 1970s, Third World governments might have
become inéreasingly aware of the limits of the formal sector’s capacity to absorb the labor

force and consequently recognized the critical role of the informal sector as a "safety net”

32



for the unemployed (Ward, 1989). Lacking the financial resources to provide welfare
payments, Third World governments might have become appreciative of the "alternative”
income-earning opportunities in the informal sectcr -- opportunities without which the
legitimacy of the government would have been seriously jeopardized.

The fourth factor is related to the third one and has to do with the government's need
for effective social control during economic hard times. Assistance to the informal sector
might have seemed to be less costly and more effective a scrategy of social control than
outright repression of activities within the scctbr (Eckstein, 1988). Finally, international
donor agencies played a catalytic role by channelling large amounts of aid for informal
businesses. In some cases, the aid was contingent upon a shift in government policy towards
a more favourable treatment of informal businesses. Though it is still an open question
whether such shifts in government policies are permanent, or will be reversed as soon as
~external aid is curtailed, it seems international agencies have been wccessful in generating

a policy debate about informal businesses in most developing countries (Drabek, 1987).

Three Mvths About Government-Informal Businesses Dynamics
(a) The Myth of Homogeneity

To better understand the nature of political d);namics between Third World governments
and informal businesses we must begin by questioning the commonly held perceptions about
both governments and informal businesses -- that they are homogencous institutions with a
clearly defined set of interests. Earlier in the report we described the heterogeneous nature
of informal businesses. It is important that we recognize that governments too are not
homogeneous: they comprise a network of various institutions with their own internal
dynamics, separate agendas and, of ten, conflicting interests. The picture becomes even
murkier when we include the larger political process in any country in which governmental
institutions and bureaucratic behavior are influenced by politicians, powerful private

business interests as well as "poor people’s movements®. A conceptual framework capable
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of capturing the nuances of this multifaceted process is essential, if we are to propose how
to alter the policy environment in favor of small, informal businesses.

One way to understand the nuances of policy formulation is to look for differentiation
in what is commonly believed to be a homogeneous entity. For example, the term
bureaucrats hides the differentiacion among government employees some of whom may be
in support of some types of informal businesses while others may be opposed te them. We
must realize that bureaucrats are consumers too, which is why they may be supportive of
enterprises that supply basic goods and services at low prices (Banck, 1986). Similarly,
referring to "elite groups” may obscure the fact that there are urban and rural based elites
whose inclinations to support or oppose informal businesses may be quite different. The
published literature tends to indicuate, in a very rudimentary way though, that rural elites
are more opposed to policies which favor urban informal enterprises than urban elites.

Among the urban clite there may be further differentiation: the owners of large private
firms which cater solely to domestic demands may be opposed to pro-informal-sector policies
while exporters may be generally supportive of the same policies (Lomnitz and Perez-
Lizaur, 1985). Or, it may be the other way around: formal private-sector firms catering to
domestic demand may support policies which will formalize the informal enterprises and
make them less competitive, while externally oriented firms relying on cheap sub-
contracting arrangements with informal enterprises may be reluctant to support their
formalization. These sorts of differentiation are not predictable based on any theory; they

take particular forms in each particular political and economic context.

(b) The Myth of .Government Opposlition

There is a myth that Third World governments in general are opposed to organization
of informal-sector participants because such organizations would challenge the governments’
primary interest in social control. The sketchy evidence from ficld research, however,
indicates the opposite: that goveraments may prefer to negotiate with organized informal-

sector groups, particularly if they are able to articulate a clear set of demands, than to react
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to a mass of disorganized small businesses each with different problems (Sanyal, 1989).
This is not to say that governments are not interested in social control. In fact,
governments may prefer to deal with organizations than to devise ways to control individual
businesses. So, there is a paradox to be appreciated: informal businesses cannot negotiate
better terms for themselves unless they are organized, but that very act also makes them

more susceptible to cooptation and control.

(¢) The Myth of Administrative Decentrailzation

It is commonly believed by the proponents of informal businesses that the more
decentralized the nature of public administration, the better it is for informal businesses.
The implicit assumption underlying this position is that local authorities are likely to be
more receptive to the needs and demands of informal businesses than the central authorities.
However, the available evidence indicates that, in reality, the opposite may be true: that
policies and legislation supporting informal businesses have generally originated at the
central level; and conversely, the primary opposition to the implementation of such policies
has emecrged at the local level (Jhabwala, 1984),

In the case of Self Employed Women's Association (SEWA) in India, for example, the
members, who are mostly petty traders and home-based producers, used to be harassed most
by the local policemen till the traders became organized. They also faced various other
problems -- ranging from paying unusally high interest rates on loans to losing large
percentages of their profits to middlemen -- which were mostly concentrated at the local
level. Moreover, it was not the local government which first provided a helping hand to
SEWA; on the contrary, the local government often made it difficult to implement and
enforce pro-infm.-mal-busincss laws enacted by the central goverment in New Delhi (Sabstad,
1982).

What explains this apparent paradox? First, we often tend to ignore the fact that local
governments are not necessarily any less controlled by elite interests than central

governments. In fact, the control by local elite of local decisions may be more difficult to
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counteract than the elite control at the central level, which is usually riddled with intra-
clite rivalries. Second, local formal- sector businesses are generally more threatened by
competition from local informal businesses because they sell similar goods and services.
Third, local politicians representing old power hicrarchies based on caste, religion or ethnic
groupings are generally hurt more by the emergence of new forms of organizations, such as
those involving squatters or informal businesses. Finally, since informal businesses by
definition are businesses that operate outside the legal and regulatory framework, their
visibility at the local level threatens the legitimacy of the local state more than that of the
central state. And, as a corollary to that, local governments do not benefit as much as the
central government from institutionalizing informal businesses. Increase in tax revenues,
as a result of formalization, usually is captured by the central government while the local
government is required to pay for the infrastructure and services which are usually

demanded by the formalized informal businesses.

Formal snd Informal Labor: Foes or Allles?

According to the published literature on labor markets, formal and informal laborers
are two distinctly separate groups with antithetical interests. This argument runs as follows:
labor markets in developing countries are characterized by a strongly divided duality,
where formal laborers are highly skilled, receive high and stable wages, and are protected
by various labor laws, while informal workers are unskilled, earn low and unstable wages
and do not receive any of the benefits of labor legislation (Sethuraman, 1976). This duality
is attributed to a number of factors, including the political power of the organized formal
labor force, which is referred to in the literature as the "labor aristocracy” (Arrighi, 1970).

The labor aristocracy, according to the published literature, is very protective of its
privileges, and views the growing number of informal laborers as a potential threat to these
privileges. The logic of this argument, currently popular with neo-classical economists, was

ironically first developed by Karl Marx. Marx (1970) argued that informal laborers
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constituted the "reserve army” of the factory owners who used them to discipline their
laborers. The key assumption underlying Marx’s argument was that there was an oversupply
of labor and the informal workers were basically redundant to the indu. .ia| production
system. But, these redundant workers could be used temporarily by the factory owners, if
the formally employed workers demanded higher wages. In this scheme of things, the
interests of formal and informal laborers were antithetical: because it was in the interest
of the formal laborers to restrict the entry of informal workers to the labor market which
could lower their wages; and conversely, informal workers saw their chances of joining the
formal labor market restricted by the high wages that organized formal laborers managed
to extract from their employers. The employers, Marx argued, would opt for labor-saving
production processes as a result of such higher wages.

True, there have been some modifications made to Marx’s original analysis. For
example, Steel (1977) has argued that the levels of skills required in the two sectors are so
different that formal laborers cannot be replaced, even temporarily, by "the reserve army"
of informal laborers. Hence, the material condition for antagonism between the two labor
sectors does not exist. Others have argued that antagonism between the two sectors of labor
can only exist if each sector has full information about the other -- which, in reality, is not
the case. Still others have pointed out that organized formal labor has been incorporated
by bureaucratic authoritarian regimes in the elite power structure, and hence no longer feels
the threat of being undermined by informal workers who remain largely unorganized (Davis,
1990). These kinds of arguments do not question Marx's original assessment :hat the
interests of the two labor sectors are inherently antithetical, but try to explaii why the

inherent antagonism has not exploded into open and direct conflicts.

That formal and informal laborers’ interests are not always antithetical, but may

actually be largely overlapping under certain circumstances, is another possible explanation
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for the absence of conflict among them. Though there has been very little empirical
research specifically on this issue, some general findings about the informal sector,
highlighted below, may be useful for our purposes.

First, resecarch has indicated that not all informal-sector participants are interested in
a job in the formal sector (Peattie, 1980). Moreover, many formal-sector workers would like
to move to the informal sector to start their own enterprises, which they feel would enhance
the quality of their lives, but cannot do so because of a shortage of capital (Moir, 1978).
These findings undermine the commonly held notion that a formal-sector job is the ultimate
objective of all laborers. One explanation for the counter-intuitive finding is that although
the average income in the formal sector is generally higher than in the informal sector, some
formal-sector workers earn less than the average informal-sector worker, and some informal-
sector workers carn more than the average formal-sector worker (Webb, 1974). This explains
~ why all informal-sector workers may not be envious of formal workers, and why all formal
sector workers may not feel threatened by the growing number of informal workers.

Second, there is evidence that a growing percentage of workers may belong to both the
formal and informal sectors. This trend can be attributed to the austerity measures
currently being imposed in most developing countries. Austerity measures usually require
wage freezing, while prices of basic commodities often increase in the short run. To
counteract the decline in real income, many formal-sector workers may seek an additional
source of earning in the informal sector. Though this may increase the competition within
the informal sector and resentment on the part of some informal workers, it may also create
a pool of workers who are equally interested in the well-being ¢f both sectors.

Third, demographic studies of urban and rural poor houscholds have shown that within
the same household one member -- usually, a male -- may work in the formal sector while
another member, gencrally a female, may either work on an informal job or run an informal
business (Bhatt, 1988). With this type of intra-household earning arrangement, it is unlikely
that laborers in cither sector would feel much antagonism towards each other.

Fourth, we noted carlier that low-income formal and informal sector workers usually
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live in the same neighborhoods and experience similar problems associated with lack of
basic services. This may create a bonding among the workers which is stronger and more
tangible to them than their envy for each other’s employment status. This is suppor*.d by
the ever-increasing number of neighborhood-based organizations in all parts of the
developing world (Friedmann & Salguero, Ibid.).

Fifth: That a majority of informal sector businesses sell cheap goods and services
which are bought by a large segment of formal workers creates yet another commonality of
interest among them. It is vital for the health of informal businesses that formal- sector
employees continue to buy from them; that means, it is in the interest of informal businesses
that formal-sector employees earn a decent and stable income. This symbiotic relationship
between formal and informal laborers has been well documented by Richman (1985). Based
on her research of an organization of poor women who sold prepared food to factory
" workers in Bombay, Indiz, Richmann showed how these women pravided food on credit
when these workers went on strike to demand higher wages. Richman pointed out that the
int'ormal workers did not provide food on credit as a gesture of solidarity with the formal
workers, but because they were afraid to lose their old customers. The women vendors
thought that if they did not provide food on credit, the factory workers would not come
back to them after the strike was settled.

Finally, though informal and formal laborers belong to different production processes,
they may, however, share some common concern about consumption-related expenditures.
To put it another way, both labor sectors can be hurt by an increase in the prices of goods
and services they consume, and that can serve as a basis of solidarity among them. This is
not to say that the expenditure pattern of both sectors are identical, but rather that there
are large segments of laborers in each sector at the lower end of income levels whose
expenditure patterns may be quite similar. These laborers may occasionally join hands, as
was the case in the recent food riots in Morocco, Tunisia, and some other developing
countries (Walton, 1989). Although this sort of alliance is usually short-lived, the frequency

with which they have been f orming lately makes them an important factor for our purposes.
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Absence of Organizational Linkages Between Formal and Informal Laborers:
Some Tentatlve Hypotheses

If there are at least six reasons for collaboration between formal and informal laborers,
why is it that there are no institutional linkages between them? Why is there no labor
organization whose members constitute laborers from both sectors? In most developing
countries, formal-sector laborers, particularly in industrial production and mining, are
organized as trade unions. Though these trade unions may occasionally show sympathy for
laborers in other subgroups within the formal sector, they are not known to have any
relationship with informal workers’ groups. Why s0?

The most obvious reason is that informal workers are rarcly well organized into groups
with whom trade unions of formal workers can jointly work. As Peattie (1979) observed,
there are some trade groups in Latin America; and in Africa, too, market women are known
to be fairly organized (Nelson, 1979). However, even these sorts of groups are not organized
in ways which are conducive for »n ongoing relationship with large trade unions of formal
workers. Typically, trade groups are city based, while formal workers' organizations are
national in scope; trade groups are often loosely organized internally while trade unions
are required by law to have a well-established internal hierarchy; and trade groups are
usually much less financially stable than national trade-unions of industrial workers. Still,
under certain conditions these problems may be resolved, at least temporarily. What cannot
be resolved, however, is the problem that a vast majority of the informal workers are not
even organized into trade groups, and tke organizational resources required to bring them
together are so large that not even nationally based trade unions of f ormal workers can
afford them.

Informal-sector trade groups alse may be reluctant to join an organization of formal
workers, particularly if such an organization is already well established. This is contrary
to the common perception that small informal trade groups could benefit by being part of

a large, financially well established institution. In reality, however, informal trade groups
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may be worried that by joining a large organization of formal workers, they will be
'swallowed up’ and used by the organization withous gaining much for their own members,
In other words, informal-sector trade groups may be afraid of losing their autonomy while
not gaining any concrete assurance that their agenda will be backed by formal-sector
workers. Yet, without the support of a politically powerful, national-level organization,
informal sector trade groups will not be able to influence national or even regional
development policies.

This dilemma is apparent in the organizational strategies of informal trade groups, such
as the Self-Employed Women’s Association (SEWA) in India. SEWA is probably the most
successful group of informal-sector women in India and had been approached by all the
leading labor trade-unions in India to formally join them. In a personal interview, the
leader of SEWA indicated that the organization was wary of such mergers because the trade
union leadership was dominated by men and each trade union was closely linked with one
political party. The SEWA leaders were afraid that if they joined any of the unions, they,
as women representing poor women, would be dominated by the male leaders, who would
force them to support the political party which sponsored the trade union.

Yet, SEWA truly needed financial and moral support to continue to grow and make an
impact on national development policies which affected the well-being of female informal-
sector workers. The route SEWA chose was to make temporary alliances wizh trade unions
to push for particular issues of direct interest to them; but more interestingly, they sought
financial and moral support from the International Labor Organization (ILO) in Geneva,
and asked the ILO to speak with high-level Indian government officials for them.

At ILO mectings in Geneva, SEWA’s representatives now sit at the same level with the
representatives of the trade unions of formal workers in India. The SEWA leaders feel that
this equality of status is a very important prerequisite for an alliance with formal workers

on an equal footing.
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The Ioformal Sector and Political Parties

Since the informal sector in both urban and rural areas is growing in numbers, it is
surprising that formal institutional linkages between informal workers und political parties
are virtually nonexistent in most developing countries. Informal workers organized as trade
groups or as part of neighborhood groups have been used occasionally by poiitical parties
during clection years; but such contacts, motivated by immediate needs, have not developed
into permanent linkages whereby informal-scctdr interests have been taken into account on
a regular basis in the agendas of political parties. (Cohen, 1972). Both political parties and
informal-sector groups must share the blame for this lack of institutional linkages with each
other.

There are at least three reasons why political parties might have been reluctant to
incorporate informal sector interests. The first and most obvious one is that traditionally
political parties targetted only industrial laborers as a viable political constituency.
Informal workers were thought to be in transition from being peasants to eventually
becoming a part of the industrial workforce. And being in this transitory stage they were
thought to be lacking political consciousness of the kind which industrial laborers had
already developed (Cohen and Michael, 1973). Some political parties, usually on the left,
even thought that because the informal workers operated small businesses, they were 'petty
bourgeois’ in their ideological orientation and hence, were prospective enemies of the
industrial laborers.

Though this attitude has changed somewhat during the iast decade or so, political
parties established in the 1950s and 1960s are still reluctant to open their gates totally to
informal workers. This is, in part, because the established party leaders may be worried
that an influx of this new type of members may upset the political hierarchy within their
parties. Or, they may feel uncertain whether they can really provide a common political
platform that will be attractive to both types of laborers. Or, the problem may be simply

logistical: Most political partics may not have the organizational resources to deal with
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informal laborers, most of whom are disorganized and spatially scattered: And the few

parties which have the resources may not feel the need for the informal laborers.
I ’ Abou

The lack of institutional linkages between informal laborers and political parties may
not be due only to the reluctance of political parties, but rather informal laborers
themselves may be apprehensive about the benefits of such linkages. As we mentioned
carlier, informal laborers in general do not subscribe to any particular ideology, either of
the right or the left; and their political postures are mainly guided by their immediate
interests. To be part of a political party may not allow the informal laborers the

institutional flexibility required for such ‘opportunism’,

That informal laborers should continue to pursue this strategy of non-allegience has
been the position of the Non-Governmental Organizations (NGOs), which have played a key
role during the last decade in mobilizing informal laborers throvgh various income-
generating projects (Mann, C., et al., 1989). 1n defending their position, the NGOs usually
argue that‘ political parties in developing countries are controlled by elite groups who are
not interested in assisting informal laborers. Some NGOs go one step further: they argue
that the formal political process in developing countrics -- particularly, the ones with
authoritarian governments -- is totally corrupt and has no legitimacy, By participating in
such a process informal laborers will only strengthen illegitimate regimes which are
interested only in coopting informal laborers. As an alternative, NGOs have argued that
they are raising the political consciousness of informal workers by teaching them non-
violent ways of opposing the government and other "vested interests®, who are to be blamed
for the current problems of informal workers (Sanyal, 1988).

To be sure, there is some truth in what the NGOs claim; however, one wonders whether
informal ‘laborers can influence the policy environment by staying outside the formal

political process. One may also wonder to what extent the NGOS’ position on this issue is
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affected by their desire to retain control over informal workers who participate in their
projects. Are the NGOs' worried that they will become redundant if political parties are
able to integrate the informal laborers within their organizational structures? The NGOs
are likely to answer these questions by pointing out that in the politically unstable
conditions which characterize most developing countries, informal laborers have nothing to
gain and yet something to lose by joining political parties, even the ones in power. Because
once these parties lose their power, cither because of a military coup or changing alliances
among the governing elite, the new regime is likely to repress informal laborers more

severely than if these laborers had not joined the ex-ruling party.

Informal Lalorers’s Political Sirategies

Whether informal laborers as & group should join a political party must be a context-
based decision, it seems from the limited evidence we are able to collect. If the context is
that of a military governmment, without any prospect for free clections, informal laborers
may choose a very different strategy than in a democratic country where more than on:
political party may be interested to gain their support. Another contextual factor is the
nature of the relationship between the government bureaucracy and political parties. In the
past, government bureaucracies -- particularly, at the local level -- created the most dif ficult
problem for the informal laborers by using the issue of 'law and order’ to restrict their
access to space, markets, credit and other resources. Under those circumstances, informal
laborers are known to have used the endorsement of politicians, without formally joining
their partics, to openly disobey government regulations (Sarin, 1979). This sort of strategy
requires a shrewd understanding of the relationship between bureaucrats and politicians -
- both, when they are in power and as opponents of the ruling party. Though it is less
likely that politicians in power will endorse informai laborers’ move to disobey laws and
regulations, they may, at times, use the demands of informal laborers to discipline

burcaucrats who work for them. For example, in the Philippines, the Minister of Housing
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and Urban Development is known to have dismissed a bureaucrat who was responsible for
administering a' program of subsidized credit for the urban poor, after low-income
neighborhood groups complained about corruption. Such complaints make it possible for
politicians in power vo firmly establish their authority over the bureaucrats, particularly if
they are suspicious of the bureaucrats’ loyalty to them (Laquian, 1969).

Let us return to the question of what political role informal-sector groups should be
playing under authoritarian regimes if, as the NGOs advise, they are not to formally join
the ruling regime. It is interesting to examine the Latin American experience of the last
decade. When authoritarian regimes banned opposition political parties, the party members
chose to operate through neighborhood-based or trade-based groups which provided a sort
of political camouflage for them. In return, the party members were often instrumental in
strengthening the organizational base of these groups and in helping them articulate their
" demands more clearly. Ironically, when the authoritarian regimes collapsed and free
clections were held, the party members left the trade groups and went back to their political
parties, thus diminishing the organizational strength of the trade groups. In other words,
democratization hurt the interests of trade groups instead of bolstering them (Drake, 1988).

Under democratic regimes, it appears that informal-sector trade groups can benefit by
formally joining the political process as power brokers if the competition for votes among
the political parties is intense. But there are dangers too, in playing the role of a power
broker. Nelson (1979) argues that since the inf ormal labor force comprises different ethnic
and religious groups, under a condition of intense inter-party competition for votes the
solidarity of informal laborers may be undermined, with the various subgroups joining
different political parties. Nelson (Ibid) also argues that if infermal laborers as a group do
join one political party, they may not still be legalized and f ormalized and given access to
resources. Because the politicians know that it is the vulnerability of informal laborers
which makes them seek political support, they are not likely to be eager to reduce informal
laborers " vulnerability. In other words, it is in the interest of the politicians that informal

laborers remain informal and hence dependent on them,
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