
Johannes Schweighofer  

Brussels, 24 – 25 June 2013 

EU-INDIA Joint Seminar 

Employment and Social Policy 
Improving Social Protection Coverage – 

Tackling Informal Economy 



Johannes Schweighofer  

Brussels, 24 -25 June 2013                                                                                           2 

Economic Prosperity and Social Protection 

  

 



Growth and Poverty 
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Poverty over time 
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Social Protection: Here (AUT) and There (IND) 
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Source: India, Sustaining high and inclusive Growth, OECD Better 

Policies Series, October 2012 

In 2008/2009, some 1000 persons 

received unemploy-ment benefits 

in India (some 900.000 in AUT)!!! 

(Source: OECD Employment 

Outlook 2010) 

„The Unorganised Worker´s Social Security 

Act (2008)“ – Do you consider this Act a 

success story? 

Recommendation of NCEUS (rights based 

approach, contribution based, national 

minimum floor-not implemented?) 

India ILO Convention on Social 

Security 102 not ratified? 
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How large is the informal economy? 

Source: Schneider, Buehn, Montenegro  (2010), Shady Economies all over 

the World: New Estimates for 162 Countries from  1999-2007. 

AUT: 7.7%-15% (Source: 

Schneider 2012) 

IND: 20,7% - 94% (Source: 

Schneider 2012, NCEUS 2007, 

NSSO, 61st Round2004/2005) 



Main Drivers Informal Employment – Globally (1) 
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Source: Singh, Jain-Chandra, Mohommad, Inclusive Growth, Insitutions, and  the Underground Economy, in: IMF 

Working Paper 2012; 100 countries 



Main Drivers for Informal Employment (2) 
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Source: Schneider (2012), The Shadow Economy and Work in the Shadow: What do we (not) know?, in: IZA DP No 

6423  



Informal Employment: Here (AUT) and There (IND) 

Exit/Exclusion 

• IND – more exclusion, AUT more exit (Perry et. al. 2007) 

Developing Countries 

• Tax burden low but informal economy large  

• Productivity is very low in informal sector 

• Corruption and informal Sector (IND: more corruption – larger informal 

sector, Dutta, Kar, Roy, IZA 2011; AUT: € 17 billion=6% of GDP damage)  

OECD Countries 

• Huge tax-wedge: net take home pay 50 –  total labour costs 100) – Tax-

payers are more heavily inclined to pay taxes honestly if they get 

valuable public services in exchange (IND and AUT)! 

• AUT: everybody is using the underground economy (trivial offense), some 

10% of GDP 

• Productivity in the underground economy is about the same as in formal 

economy (Schneider 2012, p. 41) 

• Problem of long-term careers in the informal sector (no social protection)  
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INFORMAL ECONOMY – Similarities (IND-AUT) 
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• Small scale production in many cases 

• Main cause for informal employment: additional 

costs of production goods and services (regulations, 

taxes, social security contributions) 

• Role of weak link of taxes/soc.sec.contribution 

with extend/quality of public services and scale of 

informal employment  

 



INFORMAL ECONOMY – Differences (IND-AUT) 
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• Extent of informal economomy (AUT 10%, IND 90%) 

• Productivity in informal employment: Very low in IND, 

same as in formal employment in AUT 

• Expenditures on Social Protection: 28% (AUT), 6% (IND) 

• Mainly exclusion in IND, mainly exit in AUT 

• Nature of Informal Economy: AUT – Repair (construction, 

cars-skilled workers), tourism (hotel, catering), household 

services (care, cleaning); IND: 97% in agriculture, trade, 

etc (subsistence farmers, agricultural labor, daily wage 

earners, fishermen, servants/ maids, dairy, workers, 

artisans, vendors, retailers, weavers, traditional producers 

of handlooms, carpenters, garage mechanic, chauffeurs) 

• Role of Corruption?  

• Social Status of informal workers? 
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Nature of under- 

ground economy 

(labour supply, 

full time equi- 

valent) in AUT, 

GER, CH   



Nature of underground economy: HERE (GER) 
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Nature of underground economy: HERE (GER) 
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Nature of underground economy: HERE (DK) 
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FURTHER MATERIAL 
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ILO Conventions on Social Security 
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Underground Activities – a trivial offence?! 
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• What do you consider a „trivial offense“? 52% say „to demand 

informal work“, 44% say „driving a car too fast“, 30% say „doing 

informal work“ …  

• Where did you demand for informal work? 55% answer „when 

repairing my house, flat“, 20% answer „when repairing the car was 

necessary“, 20% say „when other work like electrical work was to 

be done“. 

• Life has become too expensive therefore I use informal workers – 

59% say yes! It is the fault of the state itself because of high taxes 

and social security contributions – 52% say yes! 

 

• In 2012, the shadow economy produced goods and services of € 

19,6 million (i.e. 7.7% of GDP), causing a loss of € 2,5 millon of tax 

and contributions, corruption causes demages of € 17 million. 
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Austria Survey: Are informal Activities a trivial 

offence?  
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Austria Survey: Demand for informal Services 
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Austria Survey: Presumed demand for informal 

services of other persons 
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Austrian Survey – further opinions  

  

 



Nature of underground economy – THERE (IND) 
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“this is the first empirical investigation on the corruption-informality linkage on 

India. More importantly, the results show that a higher level of corruption leads 

to a larger informal sector and account for a high level of employment. 

Interestingly, as state-level productivity rises the positive impact of corruption on 

the size of the informal sector reverses itself. In fact, for higher levels of state 

domestic product prevalence of high corruption shrinks the informal sector under 

all specifications considered.” 

Dutta, Kar, Roy (2011), Informal Sector and Corruption: An Empirical 

Investigation for India, in: IZA  DP  No 5579, March 2011 



Cost-benefit 

assess-ment 

of indivi-

duals  

and firms: 

Should I 

work 

informal-ly? 
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Source: OECD 

2011, ECO/CPE/ 

WP1(2011)3 


