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Abstract:This chapter exemplifies how the economic sociology of labour sheds light on the pervasiveness of the
informal economy and the social and political life of the increasing number of unprotected workers in this sector due
to globalization. For example, the foundations of economic sociology provide what | call a "relational"
understanding of the informal economy. By contrasting modernization and neoliberal notions of isolated economies
with relational conceptions of the informal economy, we can see the structures, networks, and political institutions
that bind informal workers to the formal sector, society, and the state. Workers who operate at the nexus of the
formal and informal economies will no longer be overlooked if the relational concept is implemented in labour
surveys. It also ensures the collecting data on the specific social and political contexts in which informal workers
operate, such as the collective action initiatives they engage in, the significance they give to their employees, and the
social networks that shape their life outcomes.
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Introduction:

Several developing nations have sustained substantially greater economic growth rates than have been seen for some
time. Nonetheless, at least in the formal sectors of these nations, the high rates of economic development do not
appear to have led to high rates of employment growth [1]. While formal employment has remained flat or grown
slowly, the informal sector has expanded substantially throughout many developing countries. In the wake of the
global financial crisis, which has increased unemployment in the official sectors of both rich and developing
countries, the informal sector has provided essential relief to the vast majority of employees in the latter [2].
Policymakers in many nations now recognize the critical role played by the informal economy as a source of jobs
and a buffer against economic shocks, maybe more so than at any time in the past.

When trying to address the substantial size of the informal sector in their economies, policymakers often find
themselves torn between two competing goals: either reducing the size of the informal economy and moving as
many people as possible into the formal sector, or fostering the success of the informal economy and fostering its
natural vitality and dynamism [3]. These complexities stem from two contrasting understandings of the informal
economy. One perspective sees the informal economy as an instrument of exploitation, where rudimentary capital
accumulation can occur outside the purview of modern labor laws and social norms of equity. According to this
belief, informal sector workers are grossly underpaid, have no recourse when their concerns are ignored by their
employers, and are subjected to deplorable working conditions [4]. According to this point of view, the informal
sector is fundamentally exploitative, and the purpose of policy should be to implement the same kinds of rules and
organizations for employees in the informal sector that are present in the formal sector.

It has been argued that the informal economy is where the long-overdue transformation from the early capitalism's
prevalent prevalence of very tiny firms to the late capitalism's ubiquitous prevalence of extremely huge corporations
takes place. In this view, the informal sector's innovative energies will be weakened by new regulations and laws
established by the state, and the expansion of the sector's firms will come to a screeching end if the informal sector
is reimagined as a carbon copy of the formal sector [5]. Some argue that the state should not interfere with the
informal economy and instead make it easier for businesses to transition from the informal to the formal sector.
Which one is most accurate among the many possible interpretations of the informal economy? Is it more common
for people to use the informal economy to exploit others or to accumulate wealth? The conceptual foundations of
both ideas, shaped as they are by two quite different worldviews, must be understood to answer this question. It is
also important to consider how well these two perspectives square with reality and what we know about actual
operation of the informal sector [6]. An examination of the theoretical foundations of "the informal sector as a
method of exploitation” and “the informal sector as a means of accumulation” views is presented in this introductory
piece to a special issue of this collection devoted to the informal sector in India. We also evaluate what we know
about the inner workings of the informal sector and how our knowledge of the stylized facts of informality in
developing countries can enable us to address which vision of the informal sector may be more compatible with
facts. Our empirical setting is India, where the majority of the workforce (85%) is engaged in the unorganized
economy and where there has been heated debate over the proper response of policymakers to the widespread
informality that characterizes the Indian economy.
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Recognizing the informal sector:

Since Hart (1973) and Harris & Todaro (1970), the social sciences have had a robust legacy of theorizing on the
causes and consequences of informality in developing nations. There are five main classes to which the various
theories pertaining to the informal economy might be assigned.

e Techniques of the Classical and Marxist Tradition

When it comes to economic growth, the Classical School does not consider the informal sector distinct from the
larger pre-capitalist sector. It is not possible for economic entities that cannot be classified as capital or labor to exist
in the Marxist economic system. In many developing cultures, however, the informal sector provides "economic
space in which employees engage in economic activity in ways that are very distinct from the capitalist organisation
of production,” as argued by Sanyal (2007), Chatterjee (2008), and Sanyal and Bhattacharya (2009). In particular,
self-employment is the norm in the informal economy, rather to the more conventional wage work that relies on the
alienation of labour from capital [7]. According to Sanyal (2007), "the informal economy, that is, the economy of
the "surplus™ labor force, is a result of the method by which the capitalist economy secures its resources without the
people who historically survived on it." This is because of the rise of globalization and marketization. Even if they
operate in a non-capitalist production area, informal units are integrated to global or local capital through
subcontracting and putting-out procedures as a result of competitiveness and globalization [8]. Therefore, according
to this theory, the informal economy is related to the formal economy by market pressure. Alternatively, Adam and
Harriss-White (2007) point out that ‘informal accumulation, as well as the emergence of extensive informal labor
markets, coexist with large economic spaces carved out now and apparently well-preserved for rightless job and
petty production, trade, and services from which it is not possible to accumulate.

e  Takes a Dualistic Perspective

ILO (1972) and Hart (1973) popularized the idea of informality, which saw the informal sector not as a by-product
of primitive accumulation but as an indicator of underdevelopment. To adopt this perspective, the informal sector is
a collection of marginal and household activities that differ from formal units in terms of income, social support, and
(the lack of) regulation. The contemporary industry may have been growing slowly or unable to provide enough job
possibilities, hence this alternative sector emerged [9]. The correct response from policymakers was to help the units
in the informal sector transition into the formal sector, where they might then expand. So, this data points to
informality being a problem only in emerging and underdeveloped nations.

e Method Based on Structuralism

According to Moser (1978) & Castells and Portes (1989), small businesses in the informal economy assist to
improve the competitiveness of large capitalist enterprises by lowering their input and labour costs. This theory also
proposes that small businesses are better able to foster and embrace innovations from large, geographically
dispersed businesses because of their greater adaptability. So, unlike the dualistic approach, this one recognizes the
value of informal sector firms and the fact that they must coexist with and be connected to the modern sector at all
stages of growth and across all types of production.

e Methods Based on Institutions

This method is based on the importance of interpersonal and structural factors in each business exchange. Following
this line of thinking, all business deal necessitates locating optimal conditions. The 'incompleteness' of contracts and
the ‘opportunistic' behaviour of individuals engaged in contracts create 'hold up' problems for the parties involved in
economic transactions when it comes to distributing ex post benefit from joint activity. Enforcement through third
parties or the judicial system is either too expensive or ineffective to be practical. As a result, norms and trust exist
as a governance instrument and an enforcement mechanism. Therefore, informality may exist in any community, but
it is more common in societies where official norms and regulations are either absent or not strictly enforced. For
many economically developing nations, the absence or inefficiency of official institutions means that informal
institutions must step in to facilitate commercial transactions. In this context, informality is not a property of
economic agents (such as homes or businesses), but rather a relation between them (that is, an agent is considered to
be in informal sector because of what it does in terms of its activities). Taking informality as a link between
capitalism firms and the pre-capitalist entities, as Marxism does, the Institutionalist perspective is strikingly similar
to Marxism.

Informal industry in India:

Companies in India that employ more than 10 literate workers and 20 non-literate workers are required to register as
factories under the Factory Act of 1948. The remaining businesses belong to the unstructured or informal economy.
The Annual Survey of Industries contains information gathered by the Central Statistical Organisation, Government
of India, on formal sector units in the industrial sector. Since 1978-1979, the Government of India's National
Sample Survey Organisation (NSSO) has conducted six sets of five-year surveys of India's informal/unorganized
manufacturing sector, with the most recent two sets occurring in 2000-2001 and 2005-2006. By conducting these
surveys, we are able to gain insight into the organizational features of units in the unstructured informal sector.
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An exhaustive report on India's unofficial economy was compiled by the National Commission for the Enterprises in
the Unorganised Sector (NCEUS), which was established by the Indian government in 2004. Based on NCEUS
reports, we can draw attention to the following aspects of India's informal sector: | the informal units are typically
run at a low level of organisation, with little or no division between capital and labour as factors of production and
on a small scale, and (ii) the units are largely domestic enterprises and labour relations, if it exists, are based on
casual employment, kinship or personal or social relations rather than business agreements with formal guarantees.
Production unit owners mobilize funds for working capital needs and investment on their own risk and thus are
personally liable, without limitation, for any debts or obligations incurred in the course of production; (iv)
production expenditures are often indistinguishable from household expenditures; and (v) no complete sets of
accounts are available for most businesses. More than 92% of all workers in the country were engaged in informal
labour in 1999-2000, per the NSSO Survey. Over 60% of NDP at current prices can be attributed to the sector
because of its contribution.

Since the early 1990s, when the significant economic reforms of 1991 began to take effect, there has been a
resurgence of interest in the informal sector. To liberalize the economy, the government would have to step back
from controlling the majority of the production process and the formal economy generally would be subject to fewer
rules and regulations. If the cost of formalization is lower as a result of economic changes, then the informal sector
should be smaller. Or, did globalization accompanying the reforms cause the informal sector to grow, with formal
sector tasks being far more frequently outsourced to the informal sector due to its lower costs and lack of regulation?
To help us answer the question at the heart of this piece, we provide a brief summary of the extant research on the
Indian informal sector.

e Methods of Exploitation in the Informal Economy

The Indian informal economy is often seen as part of a continuum with the exploitations of the capitalist system.
This perspective holds that the ‘jobless growth' phenomena in the formal sector of India's economy is to blame for
the rise of the informal economy. Formal firms in India have shifted to more capital-intensive approaches to
production, leading to jobless growth, for a number of reasons. These include the ease with which capital can be
acquired, the fact that technological change tends to favour skilled labour and capital, and the fact that the domestic
market is dominated by high-income earners. A huge production unit in the formal sector, therefore, not only
replaces labour with capital but also leaves no opportunity for the petty and informal producer to compete via
technology and cheap loans. Based on three rounds of surveying the same group of Ahmedabad workers, Kiso
(2008) draws the conclusion that the city's slow development of organized sector employment during the period
1990-2006 can be attributed to the collapse of the textile industry in the face of intense international competition. As
a result of job losses, low employment prospects, the need to support dependent family members who do not earn an
income, and a lack of savings and access to formal loans, textile workers are often forced to seek employment in the
informal economy.

e Making Money in the Unformal Economy

Others, however, have pointed the finger not at economic reform, but rather at the protective trade and industrial
policies, rules, and regulations that have led to labour market rigidity and the attractiveness of the shadow economy
for entrepreneurs, all of which have contributed to the expansion of the informal sector in India. In particular, the
Industrial Disputes Act (1947) in India established that business owners were subject to labour regulations,
minimum wage rules, and trade union laws meant to safeguard employees from severe exploitation. It's true that the
Act doesn't actually forbid retrenchments or layoffs, but historically, governments have been reluctant to approve
them. It is believed that sluggish job growth can be attributed to these government actions since they acted as a
deterrent to hire (more) workers and to replace (abundant) labour with (scarce) capital. A similar case can be made
for other aspects of labour regulations, such as certain provisions of the Industrial Employment Act (1946) and the
Trade Union Act (TUA) (1926). To back up these assertions, it is argued that the Indian states that have amended
their labour legislations in favour of employers have grown faster than other states and have been able to capitalize
on the export opportunities presented by the liberalized trade regime and the delicensing of industries. Our research
shows that states with more worker-friendly labour regulations or states where formal sector workers have higher
bargaining power are home to industries that are more likely to use contract workers.

An interdependent view of the informal economy:

The definition of the informal economy and the factors that contribute to it being in existence have been the subject
of heated academic discussion for decades. 1 Debates have focused on different aspects of the informal sector over
time, from independent contractors to small business owners to employees of larger corporations. Central to these
discussions is the question of how the unchecked informal economy relates to the formal economy, which has come
to represent progressive, regulated, industrial modernity. Therefore, it is not surprising that theories of development
and industrialization have influenced the prevalent definitions of the informal economy, which then in turn have
influenced the operationalization of informal labour in empirical studies. The next section argues that our
understanding of the informal sector has been skewed by economic theories of industrial development that idealize
unrestrained markets unaffected by social and political forces. For one, they have narrowed the definition of
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"informal economy" employees and obscured vital empirical insights about the social and political lives of those in
the informal economy. However, a "relational” understanding of the informal economy, which encompasses the full
spectrum of informal workers and is more theoretically and practically relevant to the present era of liberalization
and globalization, is enabled by advancement theories based on the premises of economic sociology.

e  Theories of the Informal Economy's Economy

Development prescriptions under the umbrella of "modernization theory" looked at newly independent economies
without considering the social links and the power institutions that linked them to their former conquerors as
national independence movements spread throughout the 1950s. Labour researchers, influenced by the dualism of
modernization theory, paid no attention to the interactions and institutions that anchor informal economies within
state and market structures in the modern era. Instead, they saw the unofficial sector of the economy as a relic of the
feudal, rural past that would vanish along with the rise of urban, formally controlled modernity. So, academics have
been pushing for developing nations to ease rural-urban mobility so that more people from poorer rural areas can
move to urban centers in quest of better economic opportunities. The informal labour pool in rural areas would be
absorbed by the expanding urban economy until urban and rural wages were comparable. The impact of social
networks and political factors on the informal sector, as well as migration and employment decisions, was ignored.
Instead, the informal economy was seen as a passing fad disconnected from established institutions and the global
economy. Without being included in national labour force surveys, studied in labour studies, or considered in state
labour laws, the lives of informal workers were effectively erased.

The case of India:

India's absence from global talks on the topic of informal economies is surprising given the country's large size.
Studies of India's informal sector in the 1950s and 1960s mostly accepted the tenets of modernization theory. For
decades, India's informal workers were not tallied or evaluated since they were thought to be a fleeting relic of a
feudal past, similar to the experiences of Latin America and Africa. Jawaharlal Nehru, India's first prime minister,
directed massive government spending toward developing a high-tech, urban economy that relied on a clerically
employed, capitalist-oriented urban labour force. He advocated moving to the city in the hopes that the country's
vast informal, rural labour would be absorbed by market forces. India's urbanization and migration rates are
generally considered to be lower than those of Latin America and Africa, yet in the early 1960s, India's rates were
higher than those of other nations and in subsequent decades in India. Nehru's sustained backing of cooperatives
(such as those engaged in dairy production) and small-scale enterprises (such as handloom weaving) for unofficially
employed rural workers was seen as a tribute to Mahatma Gandhi, the architect of India's independence campaign. It
was hoped that as cities expanded, the need for it would decrease.

But self-employed employees, informal entrepreneurs, or unregistered contractors in official enterprises all persisted
in India despite the country's burgeoning economy. Now, their influence is seen in both the historic and cutting-edge
fields, in both rural and urban settings. For example, "rag pickers" trek from their squatter settlements to middle
class houses and companies to collect, sort, and recycle rubbish — a function that few municipal governments can
afford to finance. Entrepreneurial employees on their own account have transformed their slum lanes into makeshift
factories, producing leather goods, processed meals, and paper for sale to the city's poor. Migrant wives often join
their husbands in squalid conditions on work sites, where they perform menial tasks like hauling bricks and cleaning
cement in exchange for food and shelter. In the seclusion of their mud huts, young girls in the hamlet sit with their
moms to roll bidis, the local version of cigarettes that will later be branded and sold in urban markets.

According to economic sociology, it's not shocking that informal labour is still so common in India. Scholars have
shown extensively how the British textile and jute industries benefited from the exploitation of India's inexpensive,
flexible, informal labour in the rural and urban sectors by the exploitative social and political institutions of empire.
There was a strong link between the labour movement and the Indian independence movement. This labour
movement wanted a fully formalized workforce that would be safeguarded by an independent Indian state. During
colonialism, the British crown extended certain privileges to a subset of the workforce. In contrast, the newly
independent Indian government vowed to seek "safe, state-protected employment for all Indian men." Despite good
intentions, the Indian government has never been able to control every aspect of the country's economy. According
to Portes and Haller's classification of state types, India fits the "enclave" category, wherein "formal capitalism,
legal enforcement of contracts as well as a largely self-regulated economy on the outside™” are ensconced within a
state. These kinds of governments are common in third world countries. A highly networked society, where people
are "accustomed to relying on their own devices for survival... and consider informal enterprise as a natural and
justified aspect of life,” has emerged as a result of India's huge and diversified population enduring centuries of
foreign domination.

Conclusion:

Understanding the political and social lives of the expanding number of unprotected workers in the informal
economy as a result of globalization requires an economic sociology of work. My phrase for the broad description of
the informal economy is "relational,” and it is based on the premises of economic sociology. A relational definition
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of economy rejects the idea that the informal sector is an anachronistic holdover from the feudal age that will vanish
under the market pressure of industrialisation. Instead, it highlights the structures, political institutions, and social
networks that require the formal economy, states, and civil societies to rely on informal labour, thus explaining the
informal economy's continued existence in contemporary capitalism systems.

Low-wage urban residents (both in the formally and informally economies) rely on the inexpensive goods and
services provided by informal workers to cover their own reproduction costs, and states rely on informal workers to
subsidize national systems that do not ensure minimum wages or security to all workers. Therefore, the growth of
informal economies is inevitable, as they form a necessary and indispensable part of the ongoing global capitalist
endeavour. This relational definition can be operationalized to cover the whole spectrum of informal workers after
the interdependencies between the informal economy, formal economy, state, and civil society are uncovered. In
contrast to neoliberal ones, the relational definition of the informal economy encompasses not just informal
entrepreneurs but also independent contractors and part-time employees of traditional businesses. All three
categories of informal laborers are unprotected and uncontrolled, despite the fact that they exhibit widely diverse
levels of innovation and production. As an added bonus, gathering information on how exactly informal laborers are
socially and politically integrated through networks & organizations is made possible by operationalizing the
relational concept.
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