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4. Neighbourly help should be supported. It was emphasised that
neighbours helping each other should not be discouraged by increased taxa-
tion on work done in a private context, e.g. painting or car repairing for
neighbours. The state should give positive support to neighbourly help, be-
cause it enhances local social networks and hence social integration.

5. New jobs need to be generated, particularly for young people. Street
workers were particularly emphatic about this. They felt that too many
young people were falling through all the social networks and are ending
up with nothing. Young people should have opportunities to acquire at least
training or jobs and it would be necessary to provide incentives, so that
young people acquire a start into their working lives and a normal daily
routine. Several social helpers said that they have observed among their
clients the direct consequences of having no job: no integration - no money
- no chance - being out of society and then becoming older and offending.
It was felt that local politicians needed to co-ordinate their efforts to sup-
port this policy and that stronger efforts needed to be made to integrate
people into the second labour market, e.g. reduction of analphabetism
among foreigners.

6. Opportunities and security also needed to be created for foreigners.
The most disadvantaged people were young foreigners who were living in
Germany and had no contact with the country of their parents. Their status
is very insecure. It was felt that aliens living in Germany should be able to
acquire, for example dual nationality and the right to vote in local affairs.

7. The presence and manpower of control institutions needed to be en-
hanced. Several interviewees suggested more intensive controls and a
higher visibility of control organisations in the black market, particularly in
relation to the control of building sites and looking at tax payment by busi-
ness. Most of them stressed that efforts should be concentrated on "big
cases". This fitted with the views of the social helpers, who argued that,
unless there was this targeting, then greater resources for enforcement
would mean more pressure on the lower income groups, who were, they
felt, already strongly pressured (for example, those obtaining social secu-
rity benefits). They did not see any need for further enforcement in relation
to lower income groups. ‘

8. Task forces should change their strategies. More intensive co-
ordination by the different authorities (labour office, public prosecutors,
police, tax investigators etc.) would enhance the possibilities of detection
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by pooling information. Duplication of investigation could be avoided.
Some of the members of the task forces believed that most of the units
were not working adequately, because political goals were contrary to those
of the taxation system, e.g. that a lot of allowances were being given to Pol-
ish, Romanian, Russian and other foreigners on German building sites,
which were being misused to cover black work, with part of the work being
carried out legally and the (greater) amount being paid on the black.

Several officers of different task forces complained about the lack of
money, lack of manpower and the lack of time to fight against the shadow
economy. They felt there were a lot of cases which should have been
prosecuted but that the task forces were not able to undertake all these
cases. There was also a problem of incentives for German tax investigators:
most tax evasion is evasion of federal taxes, but tax evasion officers are
paid through state budgets. Hence it is not particularly in the interests of
state authorities to enhance the number of tax investigators (which will re-
duce local budgets even though it may enhance federal income).

* Another point concerning the strategies of the task forces is their concen-
tration on specific cases. If there are tip-offs at the beginning of the investi-
gation of cases, and mostly there are such anonymous tip-offs, then the task
forces seemed to have a high probability of success. One of the officers es-
timated a 90% probability of success in such cases. But if the task forces
investigated cases using systematic computer search or raster search strate-
gies, the percentage of successful cases would be much lower. The best
strategy would be to concentrate the activities on those cases with a high
probability of success.

9. Intensity of punishment should be enhanced. Several interviewees, so-
cial helpers and members of the task forces demanded much higher fines
and punishment for illegal money making if it involved high amounts. This
was not because they believed that any raising of fines would change the
extent of the shadow economy, but that it was justified in itself. Some
pleaded for ten times higher fines and much longer statutory periods of
limitation, though they were worried about proportionality to other of-
fences and so said that much higher fines should only be used in big cases.
Another suggestion was to enhance punishment, for example, by a more
intensive use of sequestration of profits.

10. Data exchange within the European Union should be extended. For
example, if a Portuguese says he is registered in Portugal and shows his
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Portuguese social security passport, the validity of the paper cannot be
checked by the German authorities during an inspection of a building site.
His work on German building sites is illegal only if he is not registered in
Portugal. Data exchange would make such controls much easier and could
help to detect people having several work contracts and several incomes in
Europe. As in the American system, it was felt that more likely and quicker
detection, rather than higher sanctions would be the best way forward.

11. It was also felt that certain rules of the European Union needed to be
harmonised. For example, it is a common trick among workers on building
sites who are registered, for example, in Portugal, to get a minimum legal
wages in Germany and further wages in cash paid in Escudos.

11. Knowledge about local dummy companies

11a) Do you know any dummy companies located in Bornheim?

The interviewees were asked about local dummy companies and for a short
description of these companies. But nobody could give information about
such companies or firms. There seemed to be no well known dummy com-
panies in Bornheim.

The usual framework for black work seemed to be through subcontrac-
tors. The subcontractor obtained an order or a contract and then acquired
further subcontractors. At the lowest level of this pyramid, illegal workers
were most likely to be found. One particular example was a building site
where piles were being driven. Three Turkish men had been approached by
members of the task forces and asked how many hours a day they were
working on the site. They answered that they worked only for a few hours,
below the margin of 610.- DM. They received their wages from London
and worked in Frankfurt a.M. and the problem of identifying them as ille-
gal workers was that on the building site there was no further evidence of
illegal work to find. Notes about hourly wages or time schedules or other
visible signs have to be found during inspections - otherwise no further in-
vestigation is possible. Their answers that it was a 610.- DM-based job was
very unbelievable but if there are no other signs and no other evidence then
the prosecutors must believe them. There are a lot of firms which cannot
survive in the market if they do not offer illegal jobs. Even a lot of build-
ings of the communal administrations have been built by firms which were
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known to have contracts with subcontractors who employed black workers.
But these firms are not dummy companies.

12. Prices in the illegal markets

12a) Do you know the prices of illegal goods and services in the black
markets?

The question was: "Please can you give us some examples with information
about prices?". This produced the following prices:

- renovation of buildings: 20.- DM per hour
- private music lessons: 40.- DM

- working in the garden: 30.- DM

- working on building sites: 8.- DM

- dealing in stolen clothes: 50% of legal prices
- helping in the kitchen: 8.- DM

- removal services: - 5.-DM

- painting: 10.- DM - 15.- DM

- cleaning service: 5.-DM

- cleaning the dishes: 6.- DM

- cooking in restaurants: 10.- DM

- waste disposal: 50.- DM

- stolen radio 50.- DM

12b) What is the price for a legal and a illegal haircut?

Several different estimations and personal experiences were reported:

legal price price for shadow economy hair cut-
ting

- 50.- 20.-

-55.- 20.-

- 40.- 15.-

- 60.- 20.-

- 80.- 30.-

-70.- 25.-

-45.- 15.-

- 70-100.- ' 20-30.-

All the reported illegal prices differed from the legal prices by more than
50%. The average was a reduction down to 30%.
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12¢) How much is an illegal car repair in Bornheim compared with a
legal car repair (100%)

The average percentage for an illegal car repair was estimated to be 40-
50% of the legal price.

13. Contacts with customers and job agents

13a) How do people in Bornheim who are willing to do illegal jobs
find jobs?

Several sources for making contacts were given: announcements, waiting at
well known places, personal contacts, mouth-to-mouth contacts, reading
newspapers, friends and neighbours, family contacts, notices in supermar-
kets, and colleagues. The interviewees reported their own private contacts.
All the contacts seemed to be based on personal connections. The inter-
viewees did not refer to professional job agents.

13b) How do people in Bornheim who are willing to pay for illegal
work (e.g. to renovate their house) find a workman?

Responses to this question were the same as those to previous questions.
Contacts by buyers are made in the same way as contacts by sellers or pro-
viders. Contacts were made within people's own group of acquaintances
and no professional mediators were used. If mediators played a role they
were friends or others known well.

13¢) Do you know further methods and strategies of finding contacts
with the black markets?

People seeking illegal painters or gardeners would go to those working in
the area, or obtain information from friends and colleagues. People would
go to building sites and ask those working there whether they would like to
work illegally for them as well.

13d) Do you know of professional illegal job agents in Bornheim,
people who particularly arrange illegal work?

The mediation of black work seemed not to exist in any visible or observ-
able manner in Bornheim. Everyone believed that it must exist but that it
could not be observed. Either job mediators and job agents were behaving
in a very hidden and covert manner or they did not exist. .
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14. Questions to victims

Victims of the illegal economy are not only the citizens in a society as tax-
payers, but also those people who are legally working in fields in which
illegal activities make legal businesses less profitable, such as businessmen
who feel strong competitive market forces caused by illegal companies or
firms (such as legal hairdressers, cleaning staff, restaurants and so on).
However, we could not find many people who said that they were victims
of black markets or black work.

14a) Do you feel yourself somehow damaged by black market
activities?

Most of the interviewees could not give an answer to this question. They
did not feel themselves to be victims. Only one hairdresser said he felt he
was a victim and complained about illegal competition. He knew a special
case, an old women who did not come to his shop, because she explicitly
said that she must save her money and she used private services. But no-
body else declared themselves to be a victim. Indirectly, they should feel
themselves to be victims because payments for social security, pensions
etc. are higher as a consequence of the shadow economy. But nobody felt
this. The only aspect which was cited related to social security as an institu-
tion, whereby those still paying contributions had to pay more and more.

There were other questions about victimisation and the shadow economy
which equally did not produce positive answers:

14b) Is it a normal kind of behaviour in your business or in your profession
that people work illegally and earn illegal money?

14c) Is your own business running less well as a consequence of the illegal
work of others?

14d) Is your own business less profitable because of the illegal work of
others?

14e) Is your own business really in danger as a consequence of the illegal
work of others?

14f) What do you estimate/How high are the net losses per year for your
own business/firm caused by illegal competition?

14g) How many additional assignments or orders would you have if there
were no illegal competition in the local area?
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One conclusion stemming from this lack of answers to these questions is
that, in further research, it will be necessary to distinguish different kinds
of business which will be affected differently. So, for example, we can dis-
tinguish between:

a) business which is carried out without damaging other (legal) businesses
because the illegal business would not have been carried out under legal
circumstances (e.g. buying some luxuries, renovation of rooms or clean-
ing etc.);

b) business which would be carried out legally if there were no illegal sup-

pliers, e.g. car repair for someone who needs his car and doesn’t have
contacts with illegal markets;

¢) reduction in the quality of the work carried out, for example, if the ille-
gal work is carried out very quickly and without guarantees (such as
hairdressing or cleaning).

15. Questions to offenders and potential offenders

15a) Would you say that you are an offender in this field?

Five of the interviewees answered "yes" to this question. If offenders be-
lieved that their answers would really remain anonymous, they were pre-
pared to talk about their illegal activities.

15b) What kind of work do you do or did you do in the black market?

The offenders who were willing to talk about their activities reported sev-
eral kinds of jobs: hair cutting, renovation of rooms, painting, paper-
hanging, private music lessons, installing electrical equipment and brick-
laying.

15¢) How much do you earn per month for this kind of work?
(did you earn)

One offender said that for illegal hairdressing, he was paid 60.- to 80.- DM,
five to ten times a month. For illegal renovation people had been paid
1,000.- DM and for private lessons 1,000.- DM. The offenders did not talk
about any larger amounts of money and did not talk about long term jobs
but only about single jobs done in the past. It can be assumed that the real
illegal income would have been larger than the reported illegal income.
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15d) Are you (have you been) forced to do this work or could you earn
money in other, legal ways?

Two of the offenders reported that they had to do such jobs, otherwise they
wotild not be able to pay their rent or monthly outgoings. Two of them said
that it was supplemental income to their legal earnings. In one case a per-
son had a lot of debts and had to pay this money back.

15e) How did you get the work or the job you carried out?

Only private contacts were reported - from colleagues or friends. No job
mediation or professional advertisement was carried out or reported in con-
nection with the illegal jobs.

16. Questions about integration effects

Integration and exclusion have already been discussed in section 8. The
intention of question 16 was to obtain further information from insiders
about the effects of integration or exclusion caused by illegal money mak-
ing. But the answers included no significant new information about this
question. No consistent tendency could be identified among offenders. Two
of the offenders responded that their friends and business partners were
also active in the same business and two did not. The same was true about
people's talk about doing black work or about tax evasion. One of the inter-
viewees told a story about a meal in a restaurant with business leaders,
board members, heads of departments and others and one of them asked the
waiter very loudly and obviously to double the bill. He could reduce the tax
he paid by putting in the false bill. The waiter went to get the agreement of
the restaurant's manager. Every one of the 15 to 20 senior managers could
openly see this illegal action and most of them quietly smiled. The waiter
got a good tip of course. The interviewee talked about his own astonish-
ment that no comments were made about the fraud and that nobody raised
an objection.

17. Questions concerning offenders’ backgrounds and economic
position

In further research it will be important to look more closely at offenders’
backgrounds and economic position, particularly to examine whether in-
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come from black market activities is additional income and whether their
circumstances 'force' them to take this path.

17a) Do you need the illegal income very urgently to pay for daily
needs or for other purposes?

Two offenders answered no and two answered yes to this question, making
it difficult to interpret the answers. It is likely that different groups need the
illegal income for different purposes and face different economic pressures.

17b) Do you have other legal sources of income?

Again, two offenders answered no and two yes to this question, which sug-
gests that both need and the desire for further income to satisfy consumer
wishes may be motives for undertaking illegal work. Note that if offenders
answer that they have no other sources of income, then the labour market is
not working appropriately. Though these people apparently have both skills
and wish to offer to work, but are not given legal opportunities for work.
Further research will need to examine which legal possibilities have been
rejected

17¢) Could you exist without the illegal money?

Here the same pattern appears again - two answer yes, two no. The answers
are the same to each question.

18. Attitudes to and estimates of the involvement of the black
market in each business sector

The two last sections of the interview included questions about the inter-
viewee’s opinions about the extent of involvement of different types and
groups of persons in the black market. The interviewees were asked to es-
timate percentages involved in a number of particular activities:

a) What percentage of hairdressers in Bornheim offer services
and hair-cutting without legal payments and taxes?

b) What percentage of the legal car repair firms sometimes repair
cars without paying legal payments and taxes?

¢) What percentage of bars, restaurants and beer gardens employ
serving staff, cleaners and others without legal payments and
taxes?
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d) What percentage of legal painters and paperhangers do some
of their work without making legal payments and taxes?

e) How many service sector firms in Bornheim do parts of their
jobs without legal payments and taxes?

Answers to these questions were to be given on a scale between 100% and
0% in steps of 10%. Each respondent's answer is given below.

a) The shadow economy activities of hairdressers were estimated very
differently by different respondents - with estimates ranging from between
10% and 100% of hairdressers being involved. It is interesting that the low-
est estimates were given by mem- bers of the task forces. A hairdresser,
using his inside knowledge, estimated the proportion to be 100%, with
more than 70% of the employees of hairdressing salons earning some

18) N=28 |offenders |soc.helpers (7) |task forces]citizens (10)
(5) (6)

a) hair-{90, 30 80,10,30,80,20,2 (25,30, 5 2,40,20,40,7,80,
dressers 0 30

b) car repair | 100,20 {70,20,50,30,20,3 |30,50, 10 110,7,50,30,2,80,
firms 0 30

¢) bars, res- | 100,40 |100,50,80,80,50, |30,40, 10 }50,30,50,50,40,
taurants and 40 80,50

beer-
gardens
d) legal 90, 60 80,30,30,30,30,3 (30,30,30 [40,20,50,40,80,
painters, 0 100,40
paperhang-
ers

e) service |90, 30 90,70,20,50,20,3 {30,30,50 |20,40,20,50,60,
sector firms 0 50,?

no answer |n=13 n=1 n=3 n=3
given
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money on the black and 30% of owners of hairdressing businesses. He said
that all his colleagues he knew were involved in illegally offering hair-
cutting services to the customers of the salon.

b) The estimates concerning car repairs lay in the range between 20%
and 90% of businesses being involved, though 50% of interviewees did not
answer this question. Several interviewees emphasised that large firms
were not so extensively involved, because the risk to them would be too
high. It was felt that the smaller the business, the higher the probability of
black work. Black car repairs for private people had only a low risk of de-
tection, with employees of garages often working at home in their private
garages to do repairs for neighbours and friends.

c¢) The range of estimates for black work in the catering trade lay be-
tween 10% and 100%. Members of task forces provided lower estimates
than offenders or social helpers.

d) The range of estimates in relation to tradesmen or painters was be-
tween 20% and 90%, with 50% of interviewees not answering this ques-
tion. Here again it was emphasised by several interviewees that large firms
were less likely to be involved in black work than smaller businesses.

e) Between 80% and 90% of the cleaning services and other services in
Bornheim were estimated to be involved in black work, with again no an-
swer being given by 50% of the interviewees. Many interviewees felt they
could not answer these questions because they had no personal experience
and would have to rely on hearsay and media reports.

19. Estimates about the activities of specific groups

Interviewees were asked to estimate the proportions of different groups
who were involved in the shadow economy.

19) N=28 offenders |[soc.helpers |task forces |citizens (10)
) ™ (6)

« Young people  |7,2,20 10,0,30,5,20[20,0,20  |20,10,10,30,1
aged 11-147 30 0,10,0,10,0

« Young people  [?,2,50,20,1 [60,30,40,10,[30,10,40  [80,20,10,0,30
aged 14-18? 0 50,60 ,10,20,80,10
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19) N=28 offenders |soc.helpers |task forces |citizens (10)
(5) 0 (6)
« Young people  120,30,50 |70,70,15,30,]30,10,40 100,30,20,30,
aged 18-20? 70,60 60,90,10,30,4
0

s Young unem- 20,50,50 |70,30,50,80,(50,30,7 100,30,20,30,

ployed people 70,80 60,90,10,30,4

with no appren- 0

tice-ship?

» Asylum-seekers? | ?,30,60 50,30,40,80, 40,70,30 20,50,10,50,1
100,80 0,90,10,50,10

s Pensioners and  20,60,50 17,30,20,20,8 |30,0,40 50,20,20,50,2

people in early 0,40 0,20,10,40,10

retire-ment?

Business people  [?2,10,100 [50,70,50,20, 140,10,30 20,10,20,20,3

doing illegal and 20,30 0,7,10,50,30

legal business?

People on social 160,50,50 |20,50,70,20, {20,30,30 60,50,10,10,2

security? 20,30 0,50,10,40,70

Unemployed peo- [60,70,? 40,20,20,70,130,30,40 20,30,10,20,3

ple 40,30 0,50,10,40,40

Private job agents |?,10,? 2,40,70,30,3 [?,2,2, 10,10,2,20,?,
0,? 2,2,2,7

Family run firms |?,20,40 40,30,40,10 20,30,? 30,10,10,30,6
0,30,20 0,7,10,30,80

19) cont. offenders |[soc.helpers [task forces |citizens (10)

) () (6)
Restaurants, bars, |70,50,20 [30,40,80,10 |30,50,40 40,30,30,40,6
pubs, beer gardens 0,30,80 0,80,10,50,70
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Tradespeople 2,50,50 30,20,80,70,130,30,20 30,2,10,30,80

30,30 ,30,30,50,40
Medium sized ?,40,50 0,10,50,70,212,0,20 20,10,30,30,3
firms 0,30 0,2,10,30,70
no answers given |n=2 n=1 n=3 n=1

The table above gives all of their answers in steps between 0% and 100%.
Two factors seemed to influence people's perceptions of the frequency of
black work and illegal money making: people's opportunities to make ille-
gal money and their ability/willingness to use these opportunities to their
own advantage. In terms of decision theory these two factors can be por-
trayed as utilities and costs (chances, opportunities) on the one hand and
moral costs (tendencies) on the other hand. The frequency of illegal money
making among different groups of persons seemed to depend upon on
gains, risks, punishment and moral costs (see Smettan, 1992). Having con-
siderable opportunities to be in situations in which opportunities to obtain
illegal money were given, together with low risks and high amounts of out-
come make these opportunities attractive. However, high risks and low
outcomes make these opportunities less attractive. Several of the interview-
ees gave answers along these lines.

Estimates of different groups' involvement in such activities varied con-
siderably, as we see below. However, several members of the task forces
seemed to think that a predisposition to make illegal money is a character-
istic of everyone. Most of them did not believe normal people to be honest.
They believed that the normal tax paying citizen is not honest and has a
tendency to evade taxes.

a) Young people aged between 11 and 14 years: This group was esti-
mated to have only slight involvement in black markets and illegal money
making, with all groups giving the same answers. They thought that these
young people were too young to make illegal money to any major extent.
They get pocket money and need money for clothes, sportswear or toys.
Only a few of them were thought to be on drugs, but the numbers were
thought to be growing steadily amongst those aged 13-14 years. It was
thought that they were looking more for acceptance within their group of
peers than for money.
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b) Young people aged between 14 and 18 years: Illegal money making
was again not thought to be a major activity for young people up to 21.
They were thought to want to obtain a good grounding for their lives, fu-
ture jobs and family. At least those who were not taking part in the drug
scene were thought to be willing to look for legally obtained money,
though estimates of involvement in illegal money making were higher than
for the younger age group. It was not thought that they would have incen-
tives to be involved in tax evasion or black work because they usually get
back all the taxes they pay. Opportunities to earn illegal money were of
course increasing, compared to those of the younger age group.

¢} Young people aged between 18 and 20 years: Estimates of involve-
ment in the shadow economy increased for this age group, except those of
the members of the task forces. Opportunities were seen to be increasing in
several ways: they could do an increasing number of jobs, were more
skilled and more mobile. Jobs in the service sector, cleaning, giving private
lessons and other jobs were thought to be done by persons from this age
group. However, the position with regard to tax evasion was thought to be
the same for those aged 18-20 as for those aged 14-18, because this group
also would get most or all of the income tax they paid back from the state.

d) Unemployed young people without an apprenticeship: The estimates
of involvement of this group in the shadow economy varied from 10% to
100%. Social helpers gave higher estimates than other groups. It was
thought that the tendency to take part in the shadow economy would rise in
this group, because lack of money would be a problem and there would be
more living expenses which could not be met by those without jobs. How-
ever, opportunities may decrease, since having a job and being part of a
firm or organisation enhances the number of opportunities for making ille-
gal money.

e) Asylum-seekers: There was considerable variation in the estimates
made about this group, though generally only a minority were thought to be
involved in the shadow economy - about 40%. Most of the asylum seekers
were thought to know that they would be running a high risk if they were
committing illegal acts, since if they were to be detected, there would be no
chance of a positive decision on their application. Most were considered to
be making every effort to keep to German norms. This was also the belief
of several members of the task forces, who felt unable to provide any esti-
mate in percentages. Their opportunities to participate in the informal
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economy were also thought to be low because they are foreigners, aliens in
an unknown social environment and they have no connections at all.

) Pensioners and people in early retirement: Estimates of this group's
involvement were also not very high, with the average being around 30%.
The lowest estimates were again given by members of the task forces.
However, the younger the person, the more likely they were thought to be
involved in the shadow economy. Though their opportunities were less than
when they were still in work, they were seen now to have more time to un-
dertake such work.

2) Business people who undertake illegal business as well as legal busi-
ness: Interviewees' estimates of their involvement varied considerably,
from 10% to 100%, though the average of each group was nearly the same.
It was thought that business people's opportunities to commit crimes and
make illegal money depended upon the type of company and its size. It was
assumed by several interviewees that potentially every business could be
involved, but in some businesses, particularly those in which a large
amount of raw materials is used, it would be nearly impossible to carry out
black work (for example, car production). No black work would be carried
out if accounts had to be written. It was assumed that the tendency to make
illegal money grew according to the visibility of opportunities, particularly
the visibility of cash. Several members of task forces estimated that in
those business in which a large number of cash transfers were usual a con-
siderable amount of black work or undeclared business would be under-
taken.

h) People on social security: The average estimate of their involvement
was low, lying around 40%. The estimates made by the offenders was
higher than that of the other groups (but there were only 3 offenders an-
swering this question). It was argued that people on social security who
have previously worked and have work skills would be more likely to be
involved in black work or illegal money making than the others. Some
street workers working closely with people on social security estimated low
percentages for those who are on social security for only a short time and a
higher percentage in proportion to increasing time on social security. But
most of them were thought to earn only small amounts of money on the
side and no one was reported to be involved in business or big deals. The
opportunities to obtain illegal jobs were thought to be as low for people
who had been on social security for a long time as their opportunities of
obtaining legal jobs.
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i) Unemployed persons: Again, offenders gave higher estimates than
other interviewees, with the average around 20-30%. Street workers work-
ing with the unemployed said that only about 10% would have illegal jobs,
with some others doing other illegal acts, but only 0.1% obtaining illegal
payments from the labour office. It needs to be emphasised that there is no
evidence of any increase in misuse of social security or unemployment
benefits. However, the prognosis of this street worker was that abuse would
increase because poverty was increasing rapidly. The task forces reported
that they were getting a lot of anonymous tip-offs about black work by un-
employed people, with the likelihood of a tip-off increasing as people were
unemployed for a longer time and known to be unemployed by their
neighbours.

j) Private job agents: Most of the interviewees felt themselves unable to
answer this question. They said they had no personal experiences and no
information about the activities of private job mediators or job agents. The
legal job agents are controlled by the labour office and it seemed as though
they were relatively law-abiding as they did not want to lose their licence
as a job agent.

k) Family run firms: There was considerable variation in estimates here,
as with other loosely-defined groups. The interviewees' comments indi-
cated that the amount of illegal business depended considerably on the type
of business. Several members of the task forces estimated that as many as
90% of firms might do some illegal business if services paid in cash were
involved.

1) Restaurants, bars, pubs, beer gardens: Estimates for the catering trade
were higher than for other occupations, because of the opportunities to un-
dertake some undeclared business or work on the side.

m) Tradesmen: For tradesmen, the size of the company seemed to be im-
portant. Small companies were thought to be far more involved in the
shadow economy than large ones, because large companies were thought to
have control mechanisms and financial trails which would make it more
difficult.

n) Medium sized firms: Medium sized firms were thought to have passed
the demarcation line for illegal trade in general. However, where illegal
money making had been detected in these firms, the average amount of
money involved was much higher than for small firms.
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Conclusions and recommendations for further research
The research methods

What are the conclusions of the study concerning research methods? After
the interviews several interviewees were asked for their ideas as to how
they would try to examine the phenomenon and what they would do to get
information about the shadow economy. But all of those who were asked
answered this question rather pessimistically. They believed that the
shadow economy could not be observed comprehensively and that there are
only a few visible features.

We found that the efficiency of the different methods varied considera-
bly. All the methods we used (observations, interviews, collections of ma-
terials like notices from notice boards, and the analysis of advertising in
local newspapers) were useful to some extent, but that the most effective
method was to talk to offenders, members of task forces and members of
relevant institutions and organisations. Specific interview guides need to be
used for every group.

Though we did obtain interesting information from the offenders we in-
terviewed, there were only five offenders in the sample. It is difficult to
know how to recruit more offenders, but one interviewee suggested that the
aliens registration office might be able to provide contacts with people who
were to be deported because they had been undertaking illegal work in
Germany (on a tourist visa). Other suggestions were to contact the airport
police and to interview on building sites (as television companies have
done).

In further research on the shadow economy it will be important to make
a greater distinction between black work, illegal employment and illegal
hiring or mediation. Black work is the evasion of tax or pension payments.
Illegal employment includes instances when a plumber who undertakes
work in a house is not registered with the local trade chamber. In the first
case, there are a lot of unskilled workers, but the second are skilled people
without a licence to undertake their trade. 11legal hiring is done by employ-
ers who are sent to firms without paying the fee for mediation. lllegal me-
diation is where the mediator has no licence to act as a job agent.
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The shadow economy in Bornheim

The amount of data from this short and highly selective pilot study in
Bornheim is not broad enough to draw comprehensive conclusions. But it
is clear that this is a very complex subject.

We cannot quantify the exact extent of the shadow economy in Born-
heim. However, it is interesting that different kinds of people estimated the
extent of the same-elements of the phenomenon completely differently.
Whilst taxi drivers and hairdressers reported a lot of black work amongst
their colleagues and business-partners, the police and other task forces were
not able to estimate the extent of black working. Several members of the
social institutions tended to believe that the shadow economy in Bornheim
was not so widespread.

A simple explanation for the existence of the shadow economy is the
profits that can be made from it. There are a considerable number of people
and groups who are net winners from black markets and the shadow econ-
omy (as we enumerate below). However, there are other reasons for its ex-
istence. One stems from the reunification of Germany, which brought sev-
eral new problems into the labour market and opened up contacts to foreign
businesses and firms, so opening the door to workers from other countries,
who then sought to work illegally in Germany. These decisions were not
primarily labour market ones, but stemmed from political pressure to
strengthen contacts with other countries, as well as know-how transfers.

Another reason for an increasing number of illegal workers or increasing
emphasis on the shadow economy is seen in a decline of the previous busi-
ness culture, which seems to be relatively specific to Germany. There is a
decreasing readiness to pay for social security and industrial peace, perhaps
because of the lack of major national strikes in Germany (compared to
France) in the last decades. It is thought that strikes will increase in Ger-
many soon because of the reduction in social security.

Winners from the shadow economy

Evaluating winners and losers from the shadow economy is not easy, be-
cause to a great extent the shadow economy is normal economic behaviour
and the normal exchange of goods and services. Further research will need
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to examine the question of winners and losers in greater detail. Some of the
members of the task forces were asked to cite who they thought were win-
ners and losers. Different people tended to nominate different groups.
However, the following were thought to be clear winners:

a) Cross-national consumers: Polish people working in Germany were
buying goods with their (illegal) wages and selling them at a higher price in
Poland. It was noticed that Polish workers often drove German cars, even
expensive German cars. Here wages are being changed into consumer
goods.

b) Large firms - outsourcing: Firms were practising a kind of outsourc-
ing, whereby large elements of production or services were being subcon-
tracted to other firms to reduce costs. As a result the big companies were
more flexible, leaner, more profitable and easier to manage. The most cost-
intensive parts of business were more likely to be outsourced, with the
winners being large companies.

¢) Average productivity: One of the winners of the shadow economy is
the macroeconomic average productivity. It can be observed - and not only
in the Rhine-Main area - that the gross value added, that is the amount of
newly created economic value, is distinctly increasing. The increase in
gross worth today is higher than in those times when the number of em-
ployees was increasing, implying that the average gross value added per
person is increasing strongly. Average productivity is much higher today,
not because people are working much harder but because the number of
people in the lower income groups has decreased and many of them are
working on the black. The conclusion seems to be that black work en-
hances productivity. Gross national product is growing in spite of the in-
creasing numbers of unemployed.

Losers in the shadow economy

The interviews pointed up some of the negative aspects of the shadow
economy and some of its losers. First, there is considerable damage to the
social system as a consequence of black work, and black work itself
changes the system. For example, employees' contributions were not being
paid because of the change from employees to free-lancers, which was
forced on employees by firms, with the alternative being unemployment.
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Because many firms had very high internal salary costs, they tried to reduce
these by sending most of the most cost-intensive tasks outside.

The second major loser from the informal economy may be democracy,
because democratically established rules and norms are losing their power
and credibility. There are two trends - the loss in credibility of the tax sys-
tem (not one of our interviewees supported the tax system) and, simultane-
ously, a demand for stronger sanctions against those who undertake illegal
work. These contradictory trends (the state is failing on tax and the state
must increase punishment in relation to tax evasion) may not be able to co-
exist much longer. The distance between citizens and the state is growing .
Democracy is a loser from the shadow economy because the extension of
black work and tax evasion is a signal for this increased distance between
citizens and the state and a sign of the decrease in democratic legitimation
of the state.

The shadow economy and the European Community

Some questions are very important for the European Union in the near fu-
ture and through the next decades: What is going on in the black markets in
Europe? What are the different facets of the shadow economy in different
countries of the European Community? Who are the offenders, the victims,
the purchasers and suppliers in the EU? Are the overall effects positive or
negative? Who are the winners and who are the losers for the shadow
economy in Europe? How should the European Union respond to the ex-
tension of black markets and the shadow economy in Europe? A lot of
questions are still waiting for answers.

One important aspect is the future of the social security system in
Europe. In practice, the nationally structured social security systems in
Europe are still working. Most of the problems are still not so extreme that
social tensions are leading to rising conflict, but the social systems in sev-
eral countries, such as in Germany, are becoming weaker and weaker. The
system is still running but the price of keeping the system stable is very
high.

Another aspect is the working principles of the taxation system. One ba-
sic element of the economic system is the invoice or account. The system
of taxation, the system of social security benefits, the system of legal con-
tributions and other duties are based on the system of invoices and ac-
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counts. The system is based on the fact that customers obtain an invoice
and that customers ask suppliers to provide them with an invoice. But pri-
vate customers cannot reduce the price they pay for these services or goods
by subtracting value added taxes. Therefore, their incentive to evade taxes
for their own private spending is very high. In contrast, businessmen have
an incentive to subtract value added taxes - which is possible only if they
obtain an invoice. But at a certain point it is cheaper to refuse a bill and to
ignore reducing their value added tax liability. This is the point at which
the total system fails. Further research needs to look at these critical points
and find at which point people switch from one mode to another.

One group of losers in this process are the social disadvantaged and the
unemployed. In Germany and perhaps elsewhere, this is a silent, amor-
phous mass of people. But it is not clear that this silence will continue. It is
likely that the visibility of the black market, and of openly pursued illegal
activities and criminal offences will increase with an increase in social ten-
sion. Unemployment needs to be reduced throughout Europe. The social
problems brought by unemployment are not understood by those who still
have a job. The problems unemployment brings are relatively invisible. For
example, Frankfurt has nearly 5,000 jobless young people. This is a real
catastrophe but not an important topic in the media. The solution to this
problem is not only a question of money. Young unemployed people's per-
sonalities start disintegrating and they cannot be reintegrated in later years.
Once outcast from mainstream society, they may never be reintegrated.
Another European aspect is the difficulty of integration of task forces
across Europe and the financial equipment of these task forces, their co-
ordination and co-operation.

One of the most important measures is to reduce the quantity and com-
plexity of the tax systems. The European Union needs to develop an inte-
grated and simple taxation system which is structured in a way that there
are no or at least only a few, small incentives for black work and tax eva-
sion. The system must become much simpler than the German system is
today. One further problem is an educational one. Professions and (legal)
work require a particular set of skills. The problem is that there are more
and more people in Europe who have no choice and no alternative to illegal
income because they are falling out of the school system and get no appro-
priate education.
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The Informal Economy
A Summary and Perspectives

HANS-JORG ALBRECHT

1. Introduction: The Aims of the Study of
Informal Economies

The project titled ,,Informal Economy* was of an exploratory nature, With
workshops on ,,The Informal Economy* held in Sheffield and in Freiburg,
it sought to bring together different disciplines, in particular criminology,
the social sciences and economics, to analyse data on and the phenomenon
of shadow economies and to theorise about the informal economy and its
impact on young people in metropolitain areas. A further aim was to review
existing research and summarize research approaches in order to assess the
potential of a concept of the informal economy for explanatory purposes.
Finally, empirical pilot studies were carried out in order to investigate re-
search possibilities on the informal economy from a criminological per-
spective. All these issues have been addressed and with the pilot studies
implemented in Frankfurt and in Paris, research has been carried out which
has proven the feasibility as well as the potential of the approach. As Jo-
anna Shapland has outlined in the introduction to this volume, the informal
economy interacts with three forms of formal order; the financial and eco-
nomic order, the social order and the order which is produced through
criminal law and criminal justice.

With such interactions a set of questions arises which refers to the prob-
lem of defining the boundaries between formal and informal or shadow
economies. Hybrid forms may emerge over time which are not easily clas-
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sified either as informal or formal' and the economic debates on whether to
include criminal activities in measuring the extent of shadow economies
clearly demonstrate also an ambivalence that has its roots in morality.
Equally, questions need to be asked as to why certain categories are la-
belled 'conventional’, 'legitimate’, 'informal' or 'black' and what conse-
quences come with such labels. Such questions demonstrate the close rela-
tionship between research on the informal economy and research on eco-
nomic crime, as it is evidently the concept of political economy which is
decisive in providing answers to a range of questions related to the exis-
tence and the structures of informal economies. Moreover, there are ques-
tions about the threats that arise out of informal and/or black market activi-
ties. It is certainly important to know what threats are posed by informal
economies to the three orders related to the economic, social and criminal
systems and what opportunities are provided through informal economies
for what segments of society. Then, the question arises of what relation-
ships exist between informal markets and national fiscal and economic
policies. There may be direct effects on the formal economy as there might
be effects on the informal economy originating in the formal economic sys-
tem. Palidda in this volume, for example,. suggests there can be diminish-
ing markets for stolen goods because of a cheap supply of legitimate goods
which are distributed through the informal economy with the only illegality
being their untaxed nature and transactions being organized outside the
framework of conventional commerce and the conventional economy.

The relationship between informal markets and national and city level
social policies also has to be addressed. As regards those participating in
the informal economy, one might be interested in knowing whether partici-
pation is a transitional stage on the way into the formal economy (and into
the first labour market). Here, longitudinal research evidently is needed.
The Aulnay research reported in this volume suggests that the informal
economy is for the young and the migrant, and that by their mid-thirties
people wish to move on into steady and regular jobs. This fits with the
knowledge available to us in the field of criminal careers and the motives
relevant to exiting criminal careers 2. However, organized crime research
suggests that informal economies provide also for steady and long-term

' See eg. the informal systems of money transfer described by Passas, N.: Informal

Value Transfer Systems and Criminal Organizations. WODC Onderzoeksnotities,
The Hague 1999.
Mischkowitz, R.: Kriminelle Karrieren und ihr Abbruch. Bonn 1993, p. 382.
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employment, producing different types of enterprises and various business
roles’. While entering and exiting has become a research topic as regards
careers in crime, the relevance of markets for criminal careers, for exam-
ple,. has not been at the centre of such approaches. Most of the career
criminal research has been devoted to identifying those basic parameters of
criminal careers to be used in modelling (for example, for incapacitation)
but has largely neglected the contexts within which careers develop and the
contexts of informal or shadow economies. It is here that the problem of
youth unemployment arises, together with the question of how to manage
to get young people into regular jobs and employment*. Similarly, informal
economies have to be analyzed along their geographical or spatial dimen-
sions. In this respect, it is important to recognize that informal economies
are staffed to a large extent by migrants who, during the nineties, came to
European societies mostly as illegal immigrants or asylum seekers. How-
ever, what is important concerns the shift in migration itself. Migration un-
der contemporary conditions cannot be analyzed any more from the view-
point only of sending and hosting countries, together with integration into
receiving countries and their respective subsystems, Migration has now to
be understood from the perspective of transnational communities or imag-
ined communities, which stretch from the sending countries to various re-
ceiving countries that are inter-related with each other through a network of
ethnic ties and relations®. This again is important in order to understand in-
formal economies, which need to be placed in this new social space of
transnational communities °. This social space is produced and reproduced
through migrants and can — at the margins of the informal and formal
economies - certainly also develop into clusters of ethnic economies.

Smith, D.C.: 'Paragons, Pariahs, and Pirates: A Spectrum Based Theory of
Enterprise. Crime & Delinquency 26(1980), pp. 358-386.

Richter, 1., Sardei-Biermann, S. (Eds.): Jugendarbeitslosigkeit. Ausbildungs- und
Beschiftigungsprogramme in Europa. Opladen 2000. The European Union summit
held on November 21 1997 expressed an interest in guaranteeing that youth
unemployment should not exceed six months.

Tarrius, A.: Arabes en France. Dans 1"Economie Mondiale Souterraine. Paris 19935.
Hillmann, F.: Transnationale Wanderungen und Migrationsnetzwerke in Europa. In:
Bach, M. (Ed.): Die Europiisierung nationaler Gesellschaften. Wiesbaden 2000, pp.
363-385; see also Tarrius, A.: Zirkulationsterritorien von Migranten und stidtische
Riume. In: Morocvasic, M., Rudolph, H. (Eds.): Wanderungsraum Europa. Berlin
1994, pp. 113-131.
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The concept of transnational communities and the concept of the infor-
mal economy are related to social networks. Social networks essentially
rely on word of mouth, trust originating from experience and knowledge
and, in a spatial dimension, also on well-known sites and familiarity with
specific sites. An example for geographical and social networks concerns
drug markets and all the mechanisms there which play a role in establishing
networks which are required in a functioning market. Another example can
be drawn from underground banking systems, which have received atten-
tion since the beginning of the nineties, when money laundering controls
became a widely discussed issue’. Such underground banking systems
function on the basis of well established transnational communities and
networks of trust. However, they emerged not as a response to the need to-
launder the profits of crime nor in order to channel funds to terrorist or-
ganizations. Most of the operations in this informal money economy are
both legitmate and legal® and focussing on these operations from a crime
control perspective may well be accompanied by unfair ethnic profiling.
From this perspective, informal economies are information based econo-
mies, almost as much as the conventional economy. Mediators, therefore,
play a decisive role in informal as well as in formal economies. However,
mediators adopt still another function. In shadow economies the risk of law
enforcement has to be dealt with. Mediators, therefore, are also important
in reducing the risk of giving access to strangers who might be law en-
forcement informants,

Hence, shadow economies have to find some balance between a com-
pletely closed market system (which is not to be recommended as it would
create obstacles for new customers) and a market which is somewhat open
but manages at least to reduce the risk of law enforcement. The informal
economy can finally be linked to the concept of contracts, as goods and
services are transacted and an exchange takes place. However, in the in-
formal economy the enforcement of contracts cannot resort to the conven-
tional instruments that are used when contracts are broken in the formal
economy. It is in particular here that the role of violence has to be consid-
ered.

The approach which has been adopted in the studies reported in this vol-
ume has been both comparative and cross-sectional. With this perspective

7 See Passas, N.: Informal Value Transfer Systems and Criminal Organizations.
WODC Onderzoeksnotities, The Hague 1999,
8 Ppassas, N.: opus cited, 1999, pp. 2-3.
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variation is created and opportunities are estblished to provide both for a
comprehensive descriptive picture and to allow explanatory information.

Some areas evidently have been left untouched by research until now.
These areas concern the different markets in the informal economy and the
type of enterprise mixes that develop; the nature of illicit and informal
markets as well as the opportunities and threats that emerge with shadow
economies; the geographical dimensions of such markets; and the resources
and skills needed to develop various market as well as functional commu-
nication patterns.

Regulation, law enforcement and their effects on the informal economy
also have to be considered. Finally, links with business methods and busi-
ness ethics should be explored. It seems clear that in shadow economies, as
much as in conventional economies, ethics will develop. However, it is not
clear what kind of ethics, values or informal norms are regulating informal
economies.

2. Concepts and theories

It is clear that a multitude of theoretical concepts emerge in studying in-
formal economies. Informal economies encompass the city as well as the
metropolis, the concept of black markets as well as red light districts, with
all their subcultures of crime and deviance. Informal economies refer to
concepts and approaches such as integration and disintegration, immigra-
tion and social exclusion, as well as structures of opportunities. Career
criminals and criminal careers’, professional crime and finally organized
crime are all important in looking at informal economies. Moreover, infor-
mal economies are evidently dynamic. On the one hand they permanently
adjust to formal control and the disruptive consequences of policing and
administration of justice; on the other hand informal economies may — de-
pendent on the stability of demand — develop into rapidly growing markets,
as can be seen in the field of human trafficking and the smuggling of im-
migrants. _

Finally, the concepts of formal and informal control as well as the role of
criminal law all have to be considered in the analysis of informal econo-
mies. The role of the state in defining the informal economy is clearly

% Laub, J. H., Sampson, R.J.: Understanding Desistance from Crime. In: Tonry, M.
(Ed.): Crime and Justice: An Annual Review of Research. Chicago 2001, pp. 1-69, p.
19. .
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rather important, as it is the political economy which decides what is to be
regarded as formal and acceptable and what must be treated as the informal
economy. The informal economy essentially is defined through the absence
of state control, the absence of taxation (and perhaps the emergence of pro-
tection for money schemes as an alternative to the official tax and revenue
system)'’. The informal economy is then defined through the transgression
of rules as well as through the ordinary criminal law, and through the ab-
sence of formal types of regulations. The informal economy on the one
hand, therefore, comes close to what has been called ,,adventure capital-
ism*“ by Karl Marx. However, on the other hand, criminal law introduces a
kind of regulation in shadow economies which in some respect displays
similarities to the effects of regulation in the formal economy.

The topic of ,,Economy and Crime* or the economic causes of crime has
always received attention in criminology and in the field of sociology of
deviance''. This is easily demonstrated when looking, for example,. at the
Council of Europe's activities in this regard'>, This becomes visible when
looking at the various attempts to account for theoretical and empirical
links between the economy, labour markets and crime . However, what
has not been covered in this type of research is the informal economy and
its links with crime, crime control and societies features that relate to both
crime and crime control. The traditional approach in criminology as regards
economy and crime has been to try to identify economic variables reflect-
ing crisis and and exclusion, relating these to crime and deviance. Unem-
ployment, increasing prices, poverty, income inequality and economic cri-
ses in general thus have been subject to research. But, the whole field of
illicit economies and illicit markets, as well as the participants in these
markets and the structure of social interactions, have only very rarely made
the subject of research. This is true for both micro-economic approaches

1" Dohse, K.: Untergrundskonomie — Fragen zum Verhiltnis von Okonomie und Recht.
Mehrwert. Beitriige zur Kritik der politischen Okonomie 31(1989), pp. 2-29, p. 26.

"' Field, S.: Crime and consumption. In: Fielding, N.G., Clarke, A., Witt, R. (Eds.): The
Economic Dimensions of Crime. Chippenham 2000, pp. 142-149.

2 Conseil d° Europe: Crime et Economie. Rapports presentes au 1le colloque
criminologique (1994). Strasbourg 1995. '

" Findlay, M.: The Globalisation of Crime. Understanding Transitional Relationships
in Context. Cambridge University Press: Cambridge 1999, pp. 138-166.
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and macro-economic approaches'. The only question which since the sev-
enties and the first economic crises in this respect has been thoroughly
studied concerns the assumption that unemployment is correlated with
criminal behaviour. The reason why the informal economy and the social
contexts eastablished through such informal economies did not receive so
much research attention so far might be explained through the fact that
from the perspective of the most important informal market in the last dec-
ades, that is the drug market, it was not the economic aspects which were
of interest for research but the treatment and addiction approach (including
its penal law aspects). It is these latter which have characterized research
interests and which have guided empirical research in this area.

Another reason certainly concerns a certain bias towards such illicit
markets. The perspective of illicit markets should not be seen as entirely
negative. But, the dominant perspective on drugs, red light districts and un-
documented labour has always been one of moralizing. With decriminaliza-
tion of, for example, consensual sexual behaviour as well as related behav-
iour in the sixties and seventies and with a policy of cleansing criminal law
from its moralizing elements, criminology lost interest in the study of pros-
titution, pimps and other subcultural phenomena. Research questions still
related to these subcultures centre rather around the topic of organized
crime and around the topic of disorder".

Modem and industrialized societies have undergone significant changes
during the last decades, changes that have had an enormous impact on
those sectors of society where traditionally explanations for crime and
criminal behaviour have been sought. Among these changes the gradual
shifts in labour markets and in the economy have been highlighted, point-
ing particularly to the ,disappearance of work* - the disappearance of a la-
bour market demanding unskilled labour and the development of a service
and information economy that puts forward strict demands as regards edu-
cation, skills, flexibility and mobility. Associated with such changes, evi-
dently, are high unemployment rates among those who are disadvantaged
with respect to those changes and among these we find, in particular, newly

" Kemer, H.-J.: Der Verbrechensgewinn als Tatanreiz — Aus kriminologischer Sicht.
In: Bundeskriminalamt (Ed.): Macht sich Kriminalitit bezahlt? Wiesbaden 1987, pp.
17-50.

'S Matthews, R.. Regulating Street Prostitution and Kerb-Crawling. BritJCrim
32(1992), pp. 18-22, p. 18.
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arriving immigrants and, in general, young people from marginalized seg-
ments of society'®,

Environmental criminology then offers useful concepts which have been
studied in the context of drug markets and there is considerable potential in
this approach in terms of explaining the ways drug markets develop as well
as in pointing to ways to prevent drug markets from developing'’.

3. A Summary of Research on Informal Economies
3.1 Introduction

As can be seen from the data base provided in the current volume, an abun-
dant number of publications is available which in one way or another relate
to informal economies. However, most of these publications do not deal
directly with informal economies but with social groups and with marginal
behaviour that is linked to deviant or even illegal and criminal money-
generating activities. In general, we find that the issues of income gener-
ated by criminal activities and the culture linked to such behaviour has not
been at the centre of attention of criminological research over the last dec-
ades'®, nor have informal markets and money and income generating activi-
ties been at the centre of theoretical thinking on crime and deviance. Al-
though prominent crime theories such as the theory of anomia refer to vari-
ables that are strongly linked to crime and work, such variables have been
left on one side as regards their economic and income-generating dimen-
sions. Interest has arisen, however, when organized crime and related prob-
lems have become prominent issues in national and international crime
policies. It was, in particular, the interest in implementing policies of fol-
lowing the money trail, which aim to forfeit of illicit gains as well as identi-
fying money laundering schemes, which then redirected research onto

' Junger-Tas, J.: Juvenile Delinquency: What to Do? The Case of The Netherlands.
Federal Sentencing Reporter 11(1999), pp. 248-254, p. 249,

'” Hough, M., Edmunds, M.: Tackling Drug Markets: An Eclectic Approach. Studies
on Crime & Crime Prevention 8(1999), pp. 107-131.

"® Freeman, R.B.: Crime and the Labour Market. In: Fielding, N.G., Clarke, A., Witt,
R. (Eds.): The Economic Dimensions of Crime. Chippenham 2000, pp. 150-175, p.
170, summarizes the available evidence as “too weak for any strong claims about the
long-term economic payoff to crime”.
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questions about illicit markets, the role of capital and capital accumulation
in such markets as well as the motive of personal gain'’.

3.2 Economic approaches to the informal economy

Economic studies of the informal economy have primarily been interested
in estimates of the size of the informal economy and in the question
whether parts or all of such informal economies can be transformed into
legitimate business and commerce®. With such approaches, the functions
of the informal economy for the economic system at large have been stud-
ied, as well as the question of whether the informal economy produces an
added value which would not be generated if strict control were to bring
informal economic activities under the regime of revenue services, labour
laws etc *'. However, economists have also raised the question whether
shadow economies can serve as an escape lane for those who are excluded
from employment and provide for opportunities that reduce conflicts asso-
ciated with economic crisis. The debate within economics has dealt with
questions such as whether to include illegal or criminal activities in the in-
formal economy as well as with the methodological question of how to

" Levi, M. Incriminating Disclosures: An Evaluation of Money Laundering
Regulation in England and Wales. European Joumnal of Crime, Criminal Law and
Cnmma] Justice 3(1995), pp. 202-217.
® Gretschmann, K., Meticlsicfen, B.: Die Schattenwirtschaftsdebatte — eine Retro-
speklwe In: Gretschmann, K., Heinze, R.G., Mettelsiefen, B. (Eds.): Schatten-
wirtschaft. Wirtschafts- und sozialwissenschafiliche Aspekte, internationale Erfah-
rungen. Goéttingen 1984, pp. 11-44; Skolka, J. (Ed.): Die andere Wirtschaft.
Schwarzarbeit und Do-it-yourself in Osterreich. Wien 1985.

a Hackmann, J.: Férdert die progressive Besteuerung die Schattenwirtschaft? In:

Schiifer, W. (Ed.): Schattenskonomie. Theoretische Grundlagen und wirtschafts-
pohtlsche Konsequenzen. Gottingen 1984, pp. 102-121.
? Windisch, R.: Irregulire Okonomie und Wirtschaftsordnung. In: Schiifer, W. (Ed.):
Schattendkonomie. Theoretische Grundlagen und wirtschafispolitische Konse-
quenzen. Gottingen 1984, pp. 229-262, p. 232; Gretschmann, K.: Wohlfahrtseffekte
schattenwirtschaftlicher Aktivititen. In: Gretschmann, K., Heinze, R.G., Mettel-
siefen, B. (Eds.): Schattenwirtschaft. Wirtschafts- und sozialwissenschaftliche
Aspekte, internationale Erfahrungen. Géttingen 1984, pp. 97-129, p. 119, point to the
potential effect of shadow economies in preventing the unemployed from drlﬂmg
into illegal activities, drug scenes or other types of deviant behaviour.
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measure productivity in the informal economy?®. The focus thus has been in
general on the macro-economic elements of the shadow economy, and,
more importantly, the shadow economy has been treated as a mere annex to
the formal economy *. Economic research then has pointed towards the
usefulness of a rational choice approach in explaining decisions for and
against participating in shadow economy activities . However, as illegal
activities (with the exception of tax evasion) have been almost totally ex-
cluded from studies originating from economics®, their contribution to the
analysis of the shadow economy has been on the one hand restricted to
econometric methods in assessing the size of those parts of the economy
which escape formal statistical accounts and administrative regimes. On the
other hand, micro-economic studies have been carried out targeting socio-
demographic information about supply and demand in informal econo-
mies”, as well as decision making under the threat of getting arrested for
tax evasion or violation of labour/social security laws®,

3.3 Economy and Crime

As regards relationships between the economy and crime, it is, in particu-
lar, correlates between unemployment and (property) crime which have
received attention in criminological research®, However, historically, the
economy and economic crises have played a prominent role in explanatory

3 Schrage, H.: Schattenwirtschaft — Abgrenzung, Definition, Methoden der quantita-
tiven Erfassung. In: Schifer, W. (Ed.): Schattendkonomie. Theoretische Grundlagen
und wirtschaftspolitische Konsequenzen. Gottingen 1984, pp. 11-37.

2 Tanzi, V. (Ed.): The Underground Economy in the United States and Abroad.
Lexington 1982.

B Stigler, G., Becker, G.S.: De Gustibus non est disputandum. American Economic
Review 89(1977), pp. 76-90.

% Windisch, R.: Irregulire Okonomie und Wirtschaftsordnung, In: Schifer, W. (Ed.):
Schattenokonomie. Theoretische Grundlagen und wirtschaftspolitische Konsequen-
zen. Gottingen 1984, pp. 229-262.

¥ See eg. Smith, 1.D.: The Invisible Other Hand. Michigan 1982; Isachsen, A.l.,
Stroem, S.: The Hidden Economy: The Labour Market and Tax Evasion. Scan-
dinavian Journal of Economics 82(1980), pp. 304-311.

% See eg. Friedland, N., Maital, S., Rutenberg, A.: A Simulation Study of Income Tax
Evasion. Journal of Public Economics 14(1978), pp. 107-116.

® Miinder, J., Sack, F., Albrecht, H.-J., Plewig, H.: Jugendkriminalitit und Jugend-
arbeitslosigkeit. Neuwied, Darmstadt 1987.
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theories of crime, especially property crime. Since the sixties the rational
choice explanation of crime and punishment has received considerable at-
tention . The labour market and its relationship to systems of formal con-
trol have been studied in particular from the viewpoint of functions of im-
prisonment and prisons’. Research on the links between unemployment
and crime has then been stimulated by the far reaching changes in labour
markets that have been observed in the last two decades. The assumption
that (low skill) work might have disappeared™ has triggered studies on
links between the development of labour in industrial production, unem-
ployment, poverty and various types of crime, moreover, between shadow
economies, illicit markets and specific crime patterns. The evidence stem-
ming from such studies is not consistent. The analysis of a ten year period
in some 100 metropolitan areas in North America showed that the decrease
in industrial jobs is strongly correlated with unemployment and poverty™.
A decline in employment opportunities is then strongly correlated with
drug crime and serious forms of assault. Unemployment is correlated with
burglary, robbery and theft. However, measures of poverty are unrelated to
crime, including property crime. It is evident, therefore, that changes in the
labour market have led to a loss in stable and well-paid jobs, which then
has contributed to the increased attractiveness of drug markets for inner
city youth (in particular young men). The drug market provides for jobs
and economic opportunities which are not available any more in the first
labour market™,

3.4 Immigration and markets in immigration

Immigration and immigrants deserve attention from the viewpoint of in-
formal economics from three perspectives. First, immigrants evidently tend

3 Becker, G.S.: Crime and Punishment: An Economic Approach. Journal of Political
Economy 76(1968), pp. 169-217.

*' Rusche, G.: Labor Market and Penal Sanction: Thoughts on the Sociology of
Criminal Justice. Crime and Social Justice 1978, pp. 2-8.

2 Wilson, W.J.: When Work Disappears. The World of the New Urban Poor. Knopf:

~ New York 1997..

** White, G.: Crime and the Decline of Manufacturing, 1970-1990. Jusrice Quarterly
16(1999), S. 81-97, S. 89f.

34 Vgl. auch Anderson, E.: Streetwise: Race, Class, and Change in an Urban
Community. Chicago 1990,
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to be increasingly recruited into shadow economies; second, (illegal) im-
migration itself has developed into an important market; and, third, mi-
grants have built up transnational communities and networks that can be
seen as equivalents to the formal gobal economy.

Studies on immigrants and immigration, as well as on ethnic minorities,
have focussed on the role informal economies play for integration and the
general development of such minorities in terms of providing for (ethnic)
“ladders” to employment or subsistence opportunities’”. Immigrants who
are visible (in particular in the metropolitain areas of Europe today) are
predominantly young males and, moreover, characterized by unemploy-
ment, living on social security and living in public housing. When putting
the focus on inner city drug markets, prostitution, other parts of the shadow
economy or the prison, it is evident that immigrants have a substantial
share in the markets, as well as in those groups who are charged and im-
prisoned because of participation in such activities™.

Social and economic changes in the last 20 years in general have obvi-
ously worked to the disadvantage of immigrants. The success stories of
immigration which are known from 19" and early 20" century Europe and
North-America concern immigrant groups which managed to work their
way up and to integrate (economically and culturally) into mainstream so-
ciety. So, for example, several waves of Polish labour immigrants settled at
the end of the 19™ and the beginning of the 20™ century in the West of
Germany (in particular in coal mining areas). They melted rather rapidly
into mainstream society and became invisible as a distinct group within
half a century. Generations subsequent to these first labour immigrants who
on the average had a lower class background with well-known characteris-
tics such as poor education and poor professional training have particularly
been exposed to the risk of unemployment, moreover to the risk of never
being able to enter the first labour market, New immigrants arriving in the
second half of the 80s and in the 90s evidently have shared the same fate.
These groups immediately adopted marginal positions in terms of either
falling into social security dependency, being dependent on solidarity net-
works sometimes provided by resident ethnic minority groups, or entering
the shadow economy or black market.

* Portes, A.: La Mondialisation Par Le Bas. In: Bourdieu, P. (Ed.): Delits d°
Immigration. Actes de la Recherche en Sciences Sociales 129(1999), pp. 15-25.

% Palidda, S.: Polizia e immigrati: un’ analisi ethografica. Rassegna Italiana Di Socio-
logia 40(1999), pp. 77-114.
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However, there exist enormous differences among various immigrant
groups as regards their involvement with criminal justice and with illicit or
informal economies. It is probably essentially ethnic solidarity net-works
and the capability as well as potential within ethnic groups to build up eth-
nically homogenous communities based on a sense of social solidarity
which work in favour of low crime participation (and serve also perhaps as
major obstacles to attempts to penetrate ethnic groups through traditional
policing and control strategies) and high self employment within an ethnic
group. However, research on the social and economic integration of ethnic
and immigrant minorities throughout Europe reveals that major parts of
these groups have slipped into marginal positions as regards socio-
economic status, income, housing conditions, education and employment.
Basic conditions for social and economic integration have worsened stead-
ily during the 80s and 90s.

What has changed evidently also during the nineties is the character of
migration. Migration has developed at least partially in Europe into in-
creased mobility caused by illegal immigrants or overstaying foreign na-
tionals trying to adjust to a more and more restrictive system of control of
immigration. Hence, migration and mobility are certainly key elements in
the analysis of informal economies®’.

Trafficking or smuggling immigrants across borders for purposes other
than sexual exploitation has also attracted attention, in particular related to
incidents like the death of 58 Chinese nationals who were found January
2001 suffocated in a container in Dover™. It is estimated that 60-90% of
illegal immigrants today have been supported by organized groups in trav-
elling to Europe and crossing European borders®. Estimates put the number
of immigrants illegally smuggled and trafficked at some 4 million per
year”, Brokerage of illegal immigrants into various labour markets is obvi-
ously concentrated on the construction industry, house services and clean-
ing, sweatshops and agriculture, as well as various types of shadow econo-
mies and street markets. Conventional organized crime is evidently in-
volved in trafficking and smuggling immigrants, too, in particular the Chi-

3 Tarrius, A.: Arabes en France. Dans 1'Economie Mondiale Souterraine. Paris 1995.

3% Aronowitz, A.A.: Smuggling and Trafficking Human Beings: The Phenomenon, the
Markets That Drive It And the Organizations That Promote It. European Journal on
Criminal Policy and Research 9(2001), pp. 163-195.

% Aronowitz, A.A.: opus cited 2001, p. 169.

" Aronowitz, A.A.: opus cited 2001, p. 164.
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nese triads*'. In Germany, estimates put the number of illegal immigrants in
the construction business at approximately 500,000 illegals. In the US, ac-
cording to recent estimates, some 4.5 million illegal Mexicans alone live
and work, most of them in the agricultural areas of the southern states .

3.5 Drug Markets

Researchers on drug markets have been interested in studying the mecha-
nisms of drug markets in terms of supply and demand, in order to develop
and implement policies which can effectively disrupt transactions in drug
markets. Most of this research was carried out from a perspective of polic-
ing and prevention. Some of the research, however, is based on an ap-
proach which generates also information on the drug economy as well as
those involved in this economy.

Drug markets obviously display distinctive characteristics. Drugs cer-
tainly generate in some regions most of the income which becomes avail-
able in illicit economies. However, research shows also that most people
active in the drug markets earn little and what they earn can be paralleled to
minimum wages in the conventional labour market. The populations that
are involved are primarily the young, immigrants and those from precarious
social positions, i.e. the unemployed and the less well educated.

The career of a drug dealer is obviously not a conscious choice, though
economic motivations may play a certain role. The identity of a drug dealer
develops over some time® and the criminal justice system, in particular, the
prison may play a rather important role here, as Schiray argues convinc-
ingly (in this volume). However, most individuals involved in the drug
market maintain the view that their conventional lives have not been sig-
nificantly altered. The organization of a particular drug dealing operation
may be highly complex or not very complex and not structured at all. A
large proportion of drug dealing is done the unstructured way. Important
community level structural variables in terms of availabililty of non-

* Yiu Kong Chu: The Triads as Business. Routledge: London, New York 2000, pp.
115.

“2_Out of the Shadows*, Time, July 30, 2001, pp. 26-29.

* Tewksbury, R., Mustaine, E.E.: Lifestyles of the Whealers and Dealers: Drug Dealing
Among American College Students. Journal of Crime and Justice 21(1998), pp. 37-
56.
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residential buildings, bars, discos, fast food restaurants etc. influence crime,
victimization and drug markets. Furthermore, drug markets also display
various links with other economic fields as Ditton and Hammersley point
in this volume. The study of ,,normal* drug users shows that almost 30%
claim to have some sort of illegal income; however, almost all of them buy
in the illegal economy on a regular/weekly basis. So, virtually all of them
are involved in illegal economies with a substantial part of them being in-
volved to a significant extent. Involvement with illegal markets goes be-
yond drug markets and is related to markets of stolen goods. What seems
important then in sustaining a certain level of drug dealing activities con-
cerns the person's reputation which will explain perhaps also that those in-
volved in drugs stick to their main markets over extended periods of time.
Reputation and trust evidently explain why two thirds of the drug users
they interviewed said that they could raise credit from their seller. But,
there is evidently considerable overlapping of local drug markets, as ap-
proximately 60% of the interviewees indicated that they used more than
one market*, Research demonstrates also the large economic impact local
drug markets have, as well as their economic links with other illicit and
licit markets. For London it is estimated an average weekly expenditure for
drugs of £333. Hence, it can be estimated that £170 Million in London are
financed by dealing, shoplifting, benefit fraud, acquisitive crime and sex
work. Retail activities then generate about 1,000 arrests at the retail level.
In the face of an estimate of some 20-30 million retail transactions a year in
London, the arrest probability amounts to 1:4,000 * and with that to an ac-
ceptable risk. :

3.6 Markets for Stolen Goods

Another area of research refers to markets of stolen goods. In particular law
enforcement practicians have always been interested in information on
markets for stolen goods in attempts to prevent burglary and property crime
in general. But, although this concerns an issue which has been long known
about, it is only recently that interest has been turned into empirical re-

4 See also Jacobs, B.A.: Crack to Heroin? Drug Markets in Transition. BritJ/Crim
39(1999), pp. 555-574.

4 Hough, M., Edmunds, M.: Tackling Drug Markets: An Eclectic Approach. Studies
on Crime & Crime Prevention 8(1999), pp. 107-131.
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search based upon the market approach. Gill (in this volume) argues that
markets for stolen goods could be fueled by commodities arising from le-
gitimate business. In fact, a survey of 2,618 businesses showed that the
smallest firms bear the highest rate of victimisation and so a disportionate
cost of crime.

3.7 Prostitution and Red Light Districts

Most of the research on prostitution has remained both descriptive and pol-
icy oriented *. What is evidently lacking concerns in particular research on
prostitution and the traditional red light economies as well as research on
entering and exiting informal economies ',

While most of research in this field had been devoted to feminist per-
spectives and with that to gender-dependent structures of power and repres-
sion in societies, there are now more and more pieces of research which
point to the relevance of economic structures. Studies on the economic
elements of the prostitution business point to a certain floating segment
(which actually can also be found in drug scenes). A certain number of
prostitutes do not depend totally on prostitution-derived income but live on
a mix of social welfare/pensions legitimate work on the one hand and pros-
titution money on the other. As a recent study has shown, strectwalkers
earn an average of 1,500 US$ a week (with a range of 200-5,000 US$). In-
come received from legitimate sources averaged around 500 US$ a week.
Income is dependent on the number of hours spent on the street (average 30
hours per week, range 2 — 70 hours). The average time spent on streetwalk-
ing was 31 months®. .

As regards findings on the extent of trafficking in humans, estimates are
now available for the number of women who are trafficked for the purpose
of prostitution. Estimates put the number of women at 200,000-500,000

“ Matthews, R.: Regulating Street Prostitution and Kerb-Crawling. BritJCrim
32(1992), pp. 18-22.

“T Hess, H.: Das Karrieremodell und die Karriere von Modellen. Zur Integration mikro-
perspektivischer Devianztheorien am Beispiel von Appartment-Prostituierten. In:
Hess, H. et al. (Eds.): Sexualitit und soziale Kontrolle. 1leidelberg 1978, pp.1-30

* Coston, C.T.M., Ross, L.E.: Criminal Victimization of Prostitutes: Empirical support
for the Lifestyle/Exposure Model. Journal of Crime and Justice 21(1998), pp. 53-70,
p. 60.
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women trafficked to Western Europe . Worldwide estimates of trafficked
women and children are around 700,000 to 1,000,000 who are assumed to
be trafficked each year across international borders™. Research on prostitu-
tion and trafficking in women in Italy has led to an estimated proportion of
some 10% of prostitutes of foreign nationality who have been trafficked to
Italy (out of a total of 2,000 prostitutes of foreign descent). Italy displays a
special pattern of trafficking, with most women coming from Nigeria and
Albania (and most traffickers coming from these areas, too)’'. Italian re-
search shows that trafficking of women for the purpose of prostitution fol-
lows general immigration patterns (as immigrants to Italy tend in the last
10 years also to come from these regions). German police statistics show
significant changes as regards the sending countries. While before the
opening of the borders between the West and the East of Europe most traf-
ficked women came from South America, Thailand and other Asian coun-
tries, in the nineties the most important sending countries were the Baltic
states and other central and eastern European countries. The belt of sending
countries is moving eastwards, with Poland, Hungary and the Czech Re-
public becoming themselves countries of destination of trafficking *.
Estimates put the number of children involved in commercial sexual ex-
ploitation of children at some 650,000 >, The gross turnover in the red light
milieux are calculated to range between 12-70 billion DM (6 to 35 billion
USS); according to information generated by German criminal investiga-
tions on the average a sex worker has revenues between 84,000 and
360,000 DM (40,000 to 140,000 USS) per year™. Data available for local
red light districts in Germany put the sum per woman brokered from Po-

a9 Flormann, W.: Die Lebensader des Rotlichtmilieus - der internationale Frauenhandel.
der kriminalist 31(1999), S. 50-55.

Bensinger, G.J.: Trafficking of Women and Girls. Crime&Justice International
17(2001), pp. 11-13, p. 11; U.S. Department of State: Trafficking in Persons Report -
Report 2001, Washington 2002, p. .

International Organization for Migration: Trafficking in Women to Italy for Scxual
Exploitation. Brussels 1996.

Bundesministerium des Inneren, Bundesministerium der Justiz (eds.): Erster
Periodischer Sicherheitsbericht. Berlin 2001, p. 105.

Alexander, S., Meuwese, S., Wolthuis, A.: Policies and Developments Relating to
the Sexual Exploitation of Children: The Legacy of the Stockholm Conference.
European Journal of Crime Policy and Research 8(2000), pp. 479-501, p. 480.
Flormann, W.: opus cited 1999.
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land to Germany for the purpose of prostitution at 1,000.- DM (ca. 450
USS$) in the second half of the nineties™.

3.8 Informal economy and income

As has been mentioned earlier, income generated by criminal activities (or
by participating in informal economies) has not yet been made a central
question of criminological research. The studies that have tried to collect
data on income from criminal activities have produced differing results.
Research has shown that income from drug selling or other criminal activi-
ties is well below what could be drawn from legal employment™, while
others report income above the level of income from legtimate work®”.

This is consistent with the findings from a study on the involvement of
women in the drug market. Here, it was reported that generating one's prin-
cipal income from drug sales for all inteviewees was an episodic rather
than a constant activity*®. Net income, therefore, was difficult to estimate.
However, it seems clear that drug selling does not provide for steady and
predictable income™. Income spreads relatively evenly along a wide range.
High level or whole salers can make substantial profits over relatively short
periods of time, while low level dealers seem to have revenues that cer-
tainly are not as attractive as sometimes portrayed by the media and crime

55 Kruse, R.: Organisierte Prostitution auf dem Lande. Der kriminalist 30 (1998), pp.
351-354.

56 Wislon, J.Q., Abrahamse, A.: Does Crime Pay? Justice Quarterly 9(1992), pp. 359-
377; see also Reuter, P., MacCoun, R., Murphy, P.: Money From Crime. Rand Drug
Policy Research Center, Santa Monica 1990; MacCoun, R., Reuter, P.: Are the
Wages of Sin $30 an Hour? Economic Aspects of Strett-Level Drug Dealing. Crime
& Delinquency 38(1992), pp. 477-491.

57 Freeman, R.B.: opus cited 2000, p. 170; Johnson, B.D., Kaplan, M.A., Schmeidler, J.;
Days with Drug Distribution: Which Drugs? How many Transactions? With what
Returns? In: Weisheit, R.(Ed.): Drugs, Crime and the Criminal Justice System, Nunn
Hall, Cincinnati 1990, pp.193-214 found in a study on 201 heroin users active in
drug distribution an average annual economic return from drug distribution of about
USD 1000 in cash and USD 2000 in drugs (p.206);.

% Denton, B., O’ Malley, P.: Gender, Trust and Business. BritJCrim 39(1999), pp. 513-
530, p. 516.

3 Moore, M.K.: Buy and Bust. The Effective Regulation of an Iilicit Market in Heroin.
Lexington, Toronto 1977,
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politicians *. However, from a comparative viewpoint, the evidence points
to superior opportunities in drug markets to generate income®. Drug deal-
ing, at least on the street level, seems to be a complement to rather than a
substitute for legitimate employment, as drug sellers tend to keep legitimate
jobs ®2.

3.9 Structures of informal economies

The social structures of informal economies have been studied from the
perspective of gender, age and the kind of relationships/interactions that
develop in informal markets There are obviously successful women in drug
distribution, although their share seems to be small®, The age structure, at
least in drug retail markets, seems to reflect the age structure of drug using
populations®, a finding which suggests that there exist considarble differ-
ences as regards the age structure, dependent on the type of drug and drug
market.

The resources needed to operate the drug business include the support of
those in close long-term relationships or family members, whomust make
up the core of the business. Success in drug selling, then, is dependent on
the capability to generate trust. Establishing a reputation for reliability as a
seller with respect to quality and availability is, according to all the re-
search, of utmost importance. A reputation for reliability is important in all
informal economies®® and, moreover, part of a culture of trust which allows

60 Laitinen, A.: Finnish Drug Control: Change and Accommodation. In: Traver, H.H.,

Gaylord, M.S.(Eds.): Drugs, Law and the State. New Brunswick, London 1992,

pp.65-78.

MacCoun, R., Reuter, P.: opus cited, 1992, p. 485.

 MacCoun, R., Reuter, P.: opus cited, 1992, p.

® Denton, B., 0" Malley, P.: Gender, Trust and Business. Brit/Crim 39(1999), pp. 513-
530. :

 Jacobs, B.A.: Crack to Heroin? Drug Markets in Transition. BritJCrim 39(1999), pp.
555-574.

 Windisch, R.: Irregulidre Okonomie und Wirtschaftsordnung. In: Schifer, W. (Ed.):
Schattenskonomie. Theoretische Grundlagen und wirtschaftspolitische Konse-
quenzen. Géttingen 1984, pp. 229-262, p. 237; Tarrius, A.: Fin de Siécle Incertaine &
Perpignan. Drogues, Pauvreté, communautés d’étrangers, jeunes sans emploi, et
renouveau des civilités dans une ville moyenne frangaise. Canet 1997, pp. 111.
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for “relational” contracts® and which compensates for the problem of not
being able to resort to formal law enforcement. Trust is important on both
sides, whether customers or suppliers.

3.10 Violence and informal economies

What seems clear then from the aforementioned role of trust is that also in
informal economies not all conflicts result in violence. Informal economies
themselves generate informal controls which allow for conflict resolution
without resorting to violence (and with that to the risk to be exposed to law
enforcement activities)*’. The Vietnamese tobacco smuggling and distribu-
tion schemes in the East of Germany which have been established after
German re-unification provide a very good example of the risks which re-
sult from heavy use of violence®™, as does provide the coca terrorism in Co-
lumbia in the mid-eighties®. However, particular drug markets in certain
regions are affected by violence and there is evidence that, besides a repu-
tation for trustworthiness, a reputation for violence may play a vital role in
informal economies as well. This aspect needs in particular to be explored
by linking theories of informal economies with new approaches to civil war
economies™ or predator economies which seek to account for the role of
violence in such markets and its interaction with market economy mecha-
nisms”".

66 Williamson, O.E.: Transaction-cost Economics: The Governance of Contractual
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3.11 Links between informal and formal economies

Ruggiero (in this volume) has suggested that professional criminals and
small non-criminal entrepreneurs are co-habitees in the informal economy.
He assumes shifts from the informal to the legitimate economy and vice
versa. On the one hand the careers of robbers and smugglers may be con-
tinued as legitimate businessman if investing in the first economy is suc-
cessful. On the other hand, the entrepreneurial character of many forms of
crime alleviates switching from illegal to legal activities. Sutton (in this
volume) has pointed to small business owners who may play a role on the
demand side of stolen goods. Thus, the boundaries between legality and
illegality become blurred. Links between the formal and informal econo-
mies have been outlined also by Levi (in this volume) on the basis of an
analysis of credit card fraud. Credit card fraud produces considerable dam-
age to profits, however, the losses constituted only 0.09% of the sales for
all cards combined during 1996/97. The basic requirements for operating a
credit card fraud scheme are rather low, compared with other informal
economies. There are no large initial capital costs involved and time in-
vestments are rather modest (unlike investments for example in drug traf-
ficking). The opportunities for credit card fraud are generated by credit op-
portunities (such as shopping centres) and are, therefore, essentially ex-
plained by the structures and control patterns of the formal economy. What
is important to note then in terms of methodology is the data collection ap-
proach which was used in the study of credit card fraud. The method used
to get information on credit card fraud was interviews with offenders. This
means the offender perspective is adopted in terms of elaborating on the
opportunities perceived and available and the costs and skills required for
carrying out transactions with stolen or forged credit cards, as well as the
choice of victims. Here, too, it is stated that credit card fraud generates a
modest but useful supplement to income, which in turn means that the ac-
tors are integrated in the ordinary labour market and with that in the formal
economy. :

Paoli (in this volume) has pointed out that the informal economy is de-
pendent on the formal economy and a state regulatory framework. The es-
sence of the informal economy thus must be found in the relationship be-
tween government and economic activities. She has noted artificial and
movable boundaries. Prohibitive policies establishing inforinal economies
emerged in the first decades of the 20™ century. Two sectors have to be
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considered in the informal economy: legal goods and services, as well as
trafficking in drugs and humans. Organized crime is present on both sides,
on the formal side of the economy as well as on the informal side. She sees
Italy as an exception as far as the emergence of Mafia-type organizations is
concerned. There exist several theories in accounting for this: conspiracy
theory and economic theory. The Mafia produce social relationships which
are followed by reciprocal trust, the Mafia being based on both loyalty and
immediate threat of violence. The latter in particular is used to enforce con-
tracts in the informal economy which has no access to ordinary contract-
enforcing mechanisms such as the legal and court system.

Palidda (in this volume) observes that the informal economy and white
collar crime increase in industrial societies while organized violent crime
seems to be on the decline, the latter increasing, however, in third world
countries. In order to back up this assumption, Palidda notes that, in Italy,
tax fraud amounts to three times public debt, the informal economy ac-
counts for some 18-27% of the Gross National Budget and criminal profits
amount to 10-15% of the state budget.

4. The Pilot Studies in Paris and Frankfurt

Pilot studies were carried out as part of the overall project reported in this
volume in two metropolitan areas, Paris and Frankfurt. Some visible signs
and signs which can be observed directly of the informal economy was-
based on content analysis of advertisments in local newspapers, notes on
noticeboards, and interviews with informed people. In particular, inter-
views with participants at illegal activities and experts were found to be the
most useful. With respect to methods it was concluded from both areas that
the best method was interviews with offenders, experts, police, social
workers and key persons in the community. The results of the two studies
demonstrate that the study of the informal economy is promising and
should be pursued further. In particular as regards the impact of informal
economies on the life course of the young and young adults, valuable in-
formation was provided.

The French research showed that the role of the informal sector is cer-
tainly dependent ufon the role of the formal labour market. However, for
most young people in certain difficult neighborhoods, the informal sector
offers additional job opportunities and additional income. First, the infor-
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mal sector provides for additional income which is certainly not superior to
that which can be drawn from the formal economy. What is additional is
relationships with relevant others and reputation and respect in the
neighbourhood. The question of what makes informal sectors attractive for
young people can also be answered. It is the lack of hierarchies and the
freedom from obligations which seem to create incentives to enter these
economies. From a perspective of criminal law control, attention then
should be drawn to the processes of moving between legal and illegal ac-
tivities. For young people in difficult neighborhoods, it is obvious that it
does not make much sense to separate legal from illegal activities. The le-
gitimacy of activities is established through other means, in particular
through the neighborhoods' and communities' acceptance of informal eco-
nomic activities themselves.

The German research came up with some slightly different results which
can be attributed to the differences in social structures between Aulnay and
Bomheim/Frankfurt. The main areas where shadow economies emerge
have been identified in Frankfurt with drugs markets, markets for stolen
- goods, the sex industry and weapons. However, what was noticed also in
Frankfurt was the additional character illegal money has for those involved
in the informal economy. The money coming from informal or illegal ac-
tivities is supplemental in nature. Here, a first link between illegal and le-
gal, formal and informal economies emerges.

As regards the question who is involved in informal economies the Ger-
man study hints at it being marginal Germans: youth, immigrant youth,
adults from the low income economic sector, unemployed adults, foreign-
ers on a tourist visa, asylum seekers with a precarious immigration status
and drug users, as well as business people in very competitive markets,
who evidently feel compelled to evade pressure through money generating
activities that remain untaxed and support the legitimate business. This
provides contrasting findings to those for those parts of the informal econ-
omy which have been dealt with from the perspective of economics. In the
research reported in this volume, it is evidently the middle class that domi-
nates the demand side as well as the supply side™.

™ Windisch, R.: Irreguliire Okonomie und Wirtschaftsordnung. In: Schifer, W. (Ed.):
Schattenskonomie. Theoretische Grundlagen und wirtschaftspolitische Kon:,e-
quenzen, Gottingen 1984, pp. 229-262.
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The Frankfurt study points also to winners and losers of recent changes
in the formal economy. Big industries have adopted, through using out-
sourcing, the advantanges of the shadow economy, as outsourcing and self
employment tend obviously to link to the flexibility and informality which
is offered in informal economies. The German research raises also the topic
of cross border shadow economies, in particular markets that link Poland -
and Germany. At the losing end, one casualty may be aspects of democ-
racy, as transparency is lacking in informal economic activity.

The outcomes of the pilot research point then to a variety of money-
generating activities: drugs, stolen cars, clothing, electronics and various
services, as well as undeclared legitimate jobs. Furthermore prostitution
was mentioned in particular in the German report as a grey market activity
which seems to be important in particular for immigrants (and ethnic mi-
norities). The populations involved are mainly the young, the immigrant
and ethnic minorities and precarious populations living at the margins of
society. The vast bulk of participants in drug markets earn very little and
what is drawn from such activities is comparable to minimum wages in the
licit and regulated economy. However, as the French study shows, there
can be also bigger amounts involved with look-outs in the cannabis market
sometimes being rewarded with up to 100-150 FF per hour. Hence, activi-
ties in the informal economy should be seen to be rather attractive in par-
ticular for the young unemployed and for the long term unemployed, as
well as imigrants with a precarious status.

The French and the German pilot studies both point to a mix of informal
and formal jobs which can characterize the informal (and with that also the
formal or conventional) economy. This may lead to a level of income
which comes close to what can be earned as a fully employed person. In
particular, the changes occurring with recent developments in the conven-
tional economy and the loss of work hint at the growing importance of in-
formal jobs for those formerly securely employed.

5. Conclusions and Perspectives

On the one hand, research on the informal economy demonstrates that this
type of economy may provide opportunities and integration. Opportunities
not only include a sole source of maintenance or additional income but also
rewards in terms of acceptance, status and the pursuit of life styles that are
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particularly attractive for the young. Threats appear with the informal
economy through it stabilizing black markets and with that social problems.
Threats also include the establishment of social niches where criminal and
other victimization and exploitation can survive without being disturbed by
policing or alternatives to formal policing.

Economic perspectives to the informal economy certainly have also suf-
fered from being misused in political debates. This is particularly visible in
the areas of money laundering, financing of terrorism, the proceeds of
crime, and the extent of turnover in certain markets, where big figures pre-
vail and are used in order to justify the creation of criminal law, as well as
criminal law-based policies which attempt to dry up the life lines of organ-
ized crime.

What is promised by studies into shadow economies concerns first of all
the role these markets play in supporting subcultures and with that the role
they play in socializing young people into such subcultures. Then, the
shadow economy evidently is linked to the formal economy in significant
ways. The conventional economic approach of parcelling out illegal eco-
nomic activities from the study of the shadow economy is not justified.
Threats and opportunities certainly are also dependent on whether there are
links and channels between the formal and informal economy, allowing for
moving to the formal and conventional side (as is suggested by theories on
immigation and ethnic minorities). There are three possibilities: First, inte-
gration into subcultures and the stabilization of such subcultures can be
seen as a result of rational choices individuals make when confronted with
various options. Then, the informal economy can be understood as a ladder
to the formal and conventional economies and with that to conventional
careers. Finally, informal economies can be conceived as backing up pre-
carious or marginal groups, as a means of subsistence for these groups
which otherwise would resort to ordinary predator crime.

Informal economies may serve as laboratories where the emergence of
subsystems of social order, values and norms in interactive processes with
the general order and in particular law enforcement can be observed. Here,
the role of violence should be studied much more closely than up to now.
Violence in informal economies is certainly linked to enforcement and
competition problems. The drug market (in particular in the US, but also in
other regions) demonstrates the huge potential for violence which is em-
bedded in market situations where enormous profits can be generated.
However, informal markets tend to produce mechanisms which avoid re-
sorting to violence and thus an elevated risk of confrontation with police
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and general law enforcement. Research evidence underlines the salience of
trust and a reputation for trust for being successful as a customer and as a
supplier in informal economies.

The threats consist then in the risk of distorted competition in the formal
economy”. Services are processed behind a camouflage screen. The infor-
mal economy is not transparent; bribery and corruption back up a system of
a parallel economy.

There must also be more emphasis on prevention. However, prevention
must go beyond mere emphasis of providing for employment opportuni-
ties”. In particular, the findings that activities in informal economies are
quite often combined with legitimate jobs and that young people are at-
tracted to informal economies during certain certain phases in their devel-
opment because of other than economic reasons lend support to the as-
sumption that it is not “sheer economic necessity””* that draws young peo-
ple into informal economies. Juvenile crime research, when looking at so-
cial contexts, will have to study more closely than before the economic
context of juvenile behaviour.

The role of informal economies will increase in significance in the fu-
ture. First, those groups that will be dependent on informal economies as a
source of sole or additional income will increase in size - in particular im-
migrants, but also the long-term unemployed and those segments of society
which will be excluded from the first labour market are candidates for both
sides, supply and demand, in informal economies. Second, transnational
communities and social networks will continue to grow and herewith pro-
vide fertile ground for an expansion of informal economies.

™ Gretschmann, K.. Wohlfahrtseffekte schattenwirtschaftlicher Aktivititen. In:
Gretschmann, K., Heinze, R.G., Mettelsiefen, B. (Eds.): Schattenwirtschaft. Wirt-
schafts- und sozialwissenschaftliche Aspekte, internationale Erfahrungen. Géttingen
1984, pp. 97-129, p. 108.

™ Heckman, J. J.: Is Job Training Oversold? The Public Interest 1994, S. 91-115.

" MacCoun, R., Reuter, P.: opus cited 1992, p. 484.
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