Journal of Economics and Sustainable Development www.iiste.org
ISSN 2222-1700 (Paper) ISSN 2222-2855 (Online) “—.i.l
Vol.8, No.18, 2017 IIS E

Thereality of the informal economy in Algeria

Benchellat Mostafa  Louali Fatima
1 .Faculty of Economic and Commercial Science, Managd, Bechar University- Algeria.
Adress : 1C7chahidayn Larbi Omar and MokhtaredtrBechar 08000- Algeria.
2 .Faculty of Economic and Commercial Science, Mansgd, Bechar University- Algeria.
* E-mail of the corresponding author : benchellaya@bo.fr

Abstract

Lot of developing countries are characterized igh levels of poverty which is lead to precaridaisor market
and limited social protection system in the formattor that lead most of individuals to go undeugtb to
survive and meet their own.

So, many researchers attempted to interpret themality, and examine the strong relationalshipyeen
informality and poverty because of its potentiathie absorption of the poor and weak category efsitciety,
where it is found that poverty is among the mateirtives that force people to go underground wienbined
with low incomes .

The aim of this paper is to clarifythe nature, iifgrand the reality of the informal economy in Alga
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Introduction

Following the application of the Structural Adjustmt Program during (1990- 1994) Algeria has expeed
significant changes in their employment situatioimcluding the arrival each year on the labor mardea
considerable number of young people, the developwiewomen activity and increased layoffs resultfrgm
economic restructuring. These developments have téeda significant increase in unemployment, the
development of the informal sector. Faced with #iigation, the Algerian government undertook a benof
labor market interventions, which entailed both nges in labor policies as well as in the institngicthat
implement them inoorder to improve the intermediaprocess in the labor market to better matcbraoipply
and demand

In a nutshell, the informal economy in Algeria pasy many periods :

First, till the 1987, the Algerian economy was etieid economy (providence state) where the statefixad
almost everything.

Moreover, the Algerian economy was characterized hyasi-monopoly of the economic activities by dtee,
lack in supply in the public market that is fillbgt goods and services from the informel activibedow prices.
During the 1960s to early 1970s, tax policy in tentry was aimed at maximizing revenues to fieapublic
sector programs in order to meet the acceleratezhoggic growth and development programs of the
government.

Second, beginning from mid 1986, the world oil nedrkegan to collapse due to the oil’s over-abunelama
the fall of oil prices, and thus, the Algerian eopty has witnessed terrible economic crisis durimg 1980s,
which caused a widespread increase in the underdraativities by individuals in order to survivedameet
their own needs.

in response to the economic crisis , the governroeanged from a state-led to market economy , tiite fias
changed its role and its nature and could notigeoemployment opportunities and social service# dgl
during the oil boom era. This situation, combine@&hwthe effects of some public policies led to high
unemployment in the economy. The adoption of theucBiral Adjusted Program in 1994, affected the
performance of most sectors of the economy, whéad Itoapparranceof individuals work in the infatm
economy in order to meet their own needs; becatifeeainemployment crisis in the official econoroy their
revenues didn't satisfy their needs. Employmentoopymities in this sector ranges from street vegdipetty
trading, food vending, artisan and craft workeransport, personal services, security servicespitagport
activities and crime to small-scale businesses.

The economic and social restructurings which wergaged since the 80s, have broken the macroeconomic
balances , pulled an increasing social degradatiderms of employment contraction and the deatihthe real
wages of the households.

This situation was observed in the labour marketre deep imbalance provoked unemployment, exeiuwsid
poverty. However, in spite of the acuteness of gtsnomic crisis, its effects on the economy wesmlved
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thanks to the dynamism of the informal economy Wwhptayed the role of shock absorber of the sodiatk.
Indeed, the job shortage encouraged the housetwliis/elop diverse informal activities allowing atieg jobs
and incomes.

The informal employment has considerably increaaad represents an ultimate appeal for the working
population excluded from the market of official dalp.

1. The concept of theinformal economy

There are multiple definitions and labels relatedhe informal economy, and the use of terms caditided
into three types:
1-1.The concept of confidentiality
Many terms have been used to express the secréhkig ghenomenon, the most important of which are:

- The sub-economy

- Black Economy

- Hidden economy

- Secret Economy

- Informal economy.
1-2. In relation to the official economy
P. Gutmann was one of the former economists to dtéemtion to the phenomenon of the informal econom
*1977 when P. Gutmann published his research onlawer economy, in which he warned about the
seriousness of economic transactions that areewotded in the calculations of national output, Avitere he
stressed that it is not to the extent that themestctions can be neglecte@gtmann. P, 1977)
*Keith Heart was the first to use an informal wardlB71, before the Kenya report was prepared i2 ti§ythe
International Bureau of the World Labor Organizatiformally launching the informal economy, wheheee
approaches were used Different to define it (KtH&B72) :
"The informal economy is the economy that can r®tteasured” is the definition of the informal eamyo
statistically.
"The informal economy is the hidden economy andusside any legal framework" and is the informal
economy legally.
"The informal economy is a set of actions aimethrétging the gaps of imperfections that existhe formal
economy", namely, the concept of the informal ecopn@n socio-economic terms
*smith philip defined it as" the production of gsodnd services based on a black market, whethisr it
legitimate or illicit, which is avoided in the aradiestimates of gross domestic productbdul Hakim, 2006).
*The International Monetary Fund defines it as thad®w economy of the hidden economy, the informal
economy or the parallel economy. It includes ndi ditegal activities but also forms of income thate not
reported and derived from the production of legiien goods and services, Of cash transactions aerbar
transactions. Thus, the informal economy includés@nomic activities that are taxable if notifiby tax
authorities rederick Schneider2002)..

Through the previous definitions, we can defingiafltoncept of the informal economy that "it ig thector that
includes all activities that produce goods and isess/that generate income derived from jobs crebjethese
activities that are not recorded in national ougedounts because of:

* Evade the legal obligations associated wititisure of such activities.

* These activities are contrary to the prevailiaw in the country in which they are located.

2. Rootsof informal economy in Algeria

The transformations defined by the Algerian econdmye made the informal economy take a share, and
therefore the stages of the development of thedbamonomy from independence to today.

2.1.The stage from 1962 to 1979

During this period, Algeria followed the socialgststem in the conduct of economic affairs, whicls Wwased on
central planning through the development plans tetbpy the government to build the economy. Théufea

of the informal economy began to emerge throughréselts that accompanied the implementation ofehe
schemes.
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2.2.Second phase (1980-1989)
This stage is known as the decentralized econont tao development plans have been implementeda As
result of this program the rise in the prices o$ibanaterials, the disappearance of some matdriais the
markets, and consequently the high rate of infhatio
Increase the burden of indebtedness due to lorewdnues, which led to the decline of foreign cocke
As a result, the informal economy has emerged titrahe emergence of the black market, which previzhesic
materials and other products, and the black market.
The informal economy also emerged in the formarfis activities as units of family-size charactéat twere
allowed to exist under the National Charter.
Activists in the informal sector were children andrkers at home and in construction, people overatpe of
retirement and persons with disabilities.
Thus, the 1980s marked the growth of the inforn@nemy due to structural imbalances in the Algerian
economy.
2.3.Phase 3(1990-1997)
The situation at this stage is the result of thewsis of 1986, resulting in social and econommibalances that
proved the fragility of the Algerian economy, tlaldire of policies in the management of the econamgy the
restoration of balances. The government implemeetshomic reform programs imposed by international
institutions, Through the implementation of statation programs, the structural adjustment progtanmove
towards a market economy, and to abandon the fadedomy.
The development of the informal economy after thmplementation of economic reform programs, which
emerged through:

» Reducing the Algerian dinar and liberalizing priceerder to open up the supply and demand fortes i

exchange markets, commaodities and services.

e Liberalization of foreign trade, and the privatina and privatization of the public sector to axd
efficiency in the management of institutions.

» Reducing public spending by adopting austeritygypincreasing state revenues by raising the pride
goods and services, and expanding the tax base.

r This stage was also known as the security ingtghilat struck Algeria in the nineties and lasted
decade, where the state focused on the politipgcigs a prerequisite for the establishment of the
economy and its work.

The above factors contributed to the developmetihefize of the informal economy through the rtssof the
policies adopted by the State where:
® Price liberalization, which led to a significaide in the prices of goods and services with noeiase in
wages, which led to a deterioration in the stana@tiling, which led individuals to move to the
informal economy to work for income.

» Liberalization of foreign trade, which led to thevelopment of smuggling operations especiallgiéle
goods.

Privatization of public institutions, which led the demobilization of a large number of workersg avith
increasing rates of demographic growth.
These factors led to:
» High rates of unemployment, which led individudssearch for livelihood by going to work with
criminal organizations.

r Increase tax revenues by expanding tax revenins has led to tax evasion by working in informal
activities that evade the burden of labor in thenfal sector and increase real income.

® The black decile, and the state's interest irstuairity aspect, led to the absence of government
oversight, which allowed criminal organizationsetgpand their informal activities.
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2.4.The fourth stage is beyond 1998
The Algerian economy has known at this stage thermeof economic balances and the improvement ef th
situation after the great imbalance that was knoespecially after the oil crisis and the accompagyi
disadvantages, and characterized by:

r after the rise in oil prices.

e Increasing economic growth rates and low unemploymages.

A revision of the wage system, and a low rate @&fion, which led to an improvement in the stamfaf living
of individuals. - The new reform programs adoptadtiie government have been implemented as a tool to
improve the economic situation through economi@vecy and growth support programs aimed at impigvin
the image of the Algerian economy internally antemally.
The application of these programs was accompanjeal dbmbination of factors that led to the develephof
the informal economy:

» The government resorted to expanding the tax lmapeotvide financial resources, resulting in the

emergence of cross-border smuggling as a formxod¥asion due to its increasing burden.

The government adopted a set of policies within fiaenework of economic recovery and growth support
programs aimed at encouraging domestic and forgigastment, improving the status of institutionsd an
preparation for Algeria's accession to the Worldader Organization. These policies created a faverabl
environment for the growth and development of tifermal economy To join the World Trade Organizatio
Algeria has liberalized trade, increasing the flofafforeign goods that have become competing withlttal
product that lacks quality, prompting producerpagy their products to trade in informal marketsdmposal, in
chaotic and weekly markets.

» The spread of administrative corruption within thstitutions and departments of the state, whidpdtwe

spread the parallel economy.

r Interest in the tourism sector prompted the govemtrto channel huge sums to the sector to attract
tourists, prompting people to go to the informatteange of foreign exchange, which encouraged the
spread of work in the exchange market parallel.

- Poor efficiency, effectiveness and credibility tbk interests and administrative and fiscal systelmoth in
terms of human potential, means or potential becafithe phenomenon of economic corruption, whecha i
result and cause of the phenomenon of the infoemahomy at the same time.

Table 1 (Ali Boddal , 2014)

Table 1: The Evolution of Informal Employment from Total Elapment (2000-2007).

Years 2000 | 2001 2002 2003 2004 2005 2006 2007

Employment in the informal sector/total20.2 | 21.2 | 21.1 | 21.1 | 25.7 | 26.8 | 27.6 27
employment %

Table( 1) shows the development of employment in itiformal sector for those who want to work. This
indicates the role played by this sector in absmrhinemployment, creating 150,000 jobs during tagog
2000-2007.

3. Sectorscontributing to the informal economy in Algeria

The period of the mid-eighties and nineties asidliff periods for the Algerian economy, which refked
negatively on the growth phenomenon in the coursiygd among the sectors contributing to the informal
economy in Algeria:

3.1.Trade sector

The trade sector is one of the most important sedivat provide important jobs for informal emplogm
.Informal trade is practiced in parallel marketshére prices of materials and services are lowan thfficial
market prices due to oversupply) and black marketsere prices of materials and services are higien
official market prices due to limited supply anghidemand).

3.2.Construction and Public Works Sector

This sector played an important role in the pransdf jobs for informal employment, especially aftiee 1980s
and during the nineties and after the closure anatzation of some public institutions, and thelgems of
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security instability that negatively affected theosomy, which opened the way to informal workshaps
informal This sector is an important source of esgpient, especially with the recent housing crisis

4. Theimpact of the informal economy on the formal economy in Algeria

The informal economy affects the formal economyotigh the levels at which it exists .The levels loé t
informal economy in Algeria can be summarized re¢hmarkets:

4.1. Market of goods and services

The studies conducted by the Economic and Sociah€ibin Algeria indicate the expansion of the ptwerenon
of informal economy. This economy has affected tfegket of goods and services which is considerethas

preferred market for many, either for the purpobeasrying out informal activity or in order to abh their
needs from this market. This is due to the scamitgoods and services in the formal economy aedidiv

prices in them. The statistics indicate the preserfcabout 200,000 illegal traders who do not haxvamercial
records or administrative licenses, and about 7#@frganized and random markets operating outsiddathie
(Azouz Ali, 2012) , and the productive institutions thatndd meet their tax obligations, but evade them diy n
declaring these activities due to the higher cofticensing or registration of activities legattpmpared to the
cost of entering the work in the informal econorAyAli, B.Basset 2007).

4.2. Labor market

The informal work represents a range of activiiireghe informal economy , which has been definedthzy

World Bank through three elements:

E Not to register with the tax authorities, whetharthe self-employed or employers.

Not to belong to any of the social security funds.
B The size and nature of the enterprise's actiaityriders. The informal trader is considered to

be a non-official trader if he does not have a cemml record or commercial license that

allows him to practice his business.

The unemployment is one of the main reasons foitrénd towards informal work, so we will try toeshlight
on the development of unemployment in Algeria Tigtodhe following table (National office of Statisti

2014) ,:

Table 2: Evolution of unemployment rate in Algeria (1985-2D1
Years 1985| 1987 198Pp 1990 1993 1995 1999 2000 2mD6| 2008 2009 2012 201
Unemployme | 9.7 21.4 | 18.1| 19.7, 23.2 281 292 29|77 2% 1.3 3 1110.2 | 10

nt rate %

The data indicate that the informal economy absarlasge number of labor force, as its revenue®stienated
at 8.5% billion dollars and constitutes 17% of theenues of Algerian productive families, whicteguivalent

to 13% of the gross domestic product outside tha@rdoarbons sector. According to a study of the rforf

heads of Algerian enterprises. The contributiothefinformal sector to employment can be clariftedugh the

following table Economic and Social Council , 201:4)

Table 3: The evolution of official and informal employmentAlgeria (1992-2003).
Unit (thousands)

Year: 1992 1997 199¢ | 200
Official Operatiol 428€ | 468¢ 5162 | 6027
Iformal Operatio 68¢ 1131 911 | 124¢
Total Operatio 497¢ 581t 607% | 727¢
Share of informal operating / gross operatir | 13.¢ 19.4 15 17.2

In the period 2004-2007, the volume of employmenthie informal sector increased, and it began ke &n

upward trend, reaching 27% in 2007 from 20.2% i@@0
Table 4 (Ali Bauddal , 2014 )
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Table 4: The Evolution of Informal Employment from Total Blayment 2000-2007

Years 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007

Employment in the informal sector / tota20.2 | 21.2 | 211 |21.1 |25.7 |26.8 |27.6 |27
emploment %

Table 4 shows the development of employment ininf@rmal sector ,which indicates the role playedtbig
sector in absorbing unemployment, creating 150608 during the period 2000-2007.
4.3. Informal exchange market
The Algerian economy defined several exchangeneganes linked to each stage of development defined
the economy, from the fixed-exchange-rate regimtedioating-exchange system. The periods of ileation
were administrative in terms of the use of finaharad cash resources.
The exchange rate of the Algerian dinar has be¢ermined in terms of unrealistic regimes, sinclas no
relation to reality, that is, separated from theresnic reality, which made its value determinedvey values:

r The first value: determined by the monetary autii@nd is the official value.

» The second value: determined by the informal exghanarket which is the informal value.

Table (5)shows the evolution of the Algerian dimchange rate from 1974 to 2014lderian Journal of
Economics and Management, May , 1997 )

Table 5: The exchange rate of the Algerian dinar agairesfiench franc from 1974-2002 / Euro from 2004 to

2012.
Years | formal price informal price The difference
1974 1 1 0
1977 1.3 1.5 0.2
1980 0.62 2 1.38
1987 0.8 4 3.2
1991 3.75 7 3.25
1993 4.2 10 5.8
1994 10.5 12.5 2
1998 12.3 14.8 2.5
2000 10.58 12.1 1.52
2002 11.43 13.72 2.29
2004 13.25 16.76 3.51
2006 93.6 100 6.4
2008 107 120 13
2010 93 127 34
2012 103 150 47

Table (5)shows that the exchange rate of the Algerian dmé#re two markets was similar and slightly stable
the early 1970s. Due to the strict control of exaein 1974, the exchange rate increased due tasten

demand for foreign exchange. Between the offiaia the informal exchange rates has increased dgiadirece

the 1980s where demand for foreign currency hazased. The largest difference between the twepncas
recorded between 1980 and 1987 due to the oibkcrisi

Conclusion

The roots of the informal economy in Algeria dateck to the 1970s due to developments in the Algeria
economy. The public sector continued to lead thg wamployment and the provision of income to undiials
until 1985, but after that period Algeria withesseedtrong impetus for informal and finite institrts In the
absence of the official sector for its real roled digh unemployment rates. This period markedgtiosvth of
the informal economy due to structural imbalancethé Algerian economy.

In light of the State's dealings with the infornsaictor, a number of measures have been taken tesadthe
spread of the informal economy through a seriggroframs aimed at finding solutions to partial upkEyment
as they are one of the main reasons for the infosettor.

There are a number of phenomena that are consideradariables that contribute to the emergencehef t
informal economy and even its development. The rimopbrtant of these phenomena is corruption, wiéch
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factor supporting the growth of the informal ecorypnvhich began to appear and spread in Algeria alitthe
stages and developments in the Algerian economy.
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