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Abstract

The informal sector has been in existence far longer 
than the now glorified formal sector and its 
contribution to the general economy is almost always 
underestimated. In some countries, the informal 
sector plays a much important role in the economy 
while it is rather not given as much attention in others, 
that is not to say the informal sector is not as 
important as the formal sector. In this study, I strive to 
determine how informal the labour market in Turkey 
is on one hand, and the sector’s contribution in 
relation to the total market economy of Turkey. I shall 
try to first, clarify the possible notions that arise when 
the term informal sector is mentioned, explain 
instances at which an activity or employment is 
considered informal, both universally and in Turkey. I 
employ labour data from the Turkish institution TUIK 
as well as from the European Union’s database 
Eurostat for the technical analyses from which I shall 
understand how big or small and how contributive the 
informal sector of the Turkish labour market is. I try to 
dissect some of the determinants of the growth or 
decline of the informal sector as well.

Keywords: Informal sector, formal sector, labour 
market, labour market size, Turkish economy.

1. Introduction and Background Overview

The first use of the term “informal sector” can be 
traced back to the time of traditional economic 
accounting, in addition to that of dualism ( Peattie, 
1987). Since then, the informal sector of late, has 
become a topic of discussion in both developing and 
developed economies, as its significance and role in 
various aspects of the economy are being noted. 
(Swaminathan, 1991) posits that the problems 
associated with unemployment, 
self-employment,working poor and 
underemployment are the influential factors that are 
pushing for more studies on the informal sector. 
However, the informal sector somewhat invokes 
many connotations in different parts of the world 
(economically not geographically). For instance, in 
developing nations like the countries in Africa, the 
informal sector is generally hawkers and small 
establishments on the streets of Accra and Nairobi, 
who are fighting to make ends meet and bring food on 
the table.

More often than not these hawkers work with very 
little training and depend on their family members 
who do not receive wages, as a source of labour ( 
Hansen, 1982). A 1981 United Nations study defined 
the informal sector as the sum of own account 
workers, unpaid family workers and domestic 

workers (UN, 1981).

In the developed world on the other hand, a job or an 
enterprise in the informal sector is seen as a prequel or 
a stepping stone to the formal sector, or as an end in 
itself (Swaminathan, 1991). It is not necessarily a 
means for survival but perceived as a choice and has 
room for growth. The International Labour 
Organisation (ILO) has outlined some basic 
characteristics of the informal sector. According to 
(Sethuraman, 1976), it should be noted however that 
the below characteristics were based on the 
organisational structure of the unit of production 
rather than the technology.

• Small scale operation

• Family ownership

• Reliance on indigenous resources

• Labour intensive activity, technology is adapted to 
local conditions

• Skills are acquired outside of formal school system

• Ease of entry into the activity

• Operation in unregulated competitive market

Furthermore, Turkey together with other countries 
adopted the 1993 15th International Conference of 
Labour Statisticians ( 15th ICSL) definition of the 
informal sector based on the characteristics of 
production units: lack of a workbook, lack of 
coverage by the Social Security System, lack of 
entitlement to paid annual or sick leave, lack of a 
written employment contract, or the casual or 
temporary nature of the worker ( Hussmanns, 2004). 
These definitions and characteristics can be seen 
vividly through quotidian endeavours in Turkey. 
Some of these activities that can be classified as 
informal based on the above definitions include the 
dürüm vendor by the side of the streets in Istanbul, the 
midye hawkers, the immigrant wrist watch and belt 
vendors, etc. Even the casual YouTube phenoms can 
be classified as part of the informal sector. The 
informal sector in the Turkish labour market can be 
traced back to the beginning of the Republic (1923). 
The country, during the interwar periods and Great 
Depression was largely an agrarian economy which 
was dominated by a very large informal agricultural 
sector. Share of income in the agricultural sector was 
very low during these times. This saw an influx of 
rustic dwellers internally immigrate to the urban 
regions in the country, creating an excessive labour 
force in the urban regions which then resulted 
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in a very very large informal sector ( Bulutay & Taştı, 
2004). The below column graph shows the sector 
shares in employment between 1900 and 200 between 
Turkey and some developed countries at the time.

As seen from Graph 1. above, the share of 
employment in the agriculture sector in Turkey, which 
is mostly informal as in family owned farms or 
subsistence agriculture is much higher than the

developed countries with which it is in comparison. 
Although the share of employment in the agriculture 
sector is the highest among the countries throughout 
the years, we can clearly see a decline of the 
percentages as the years go by. This is in line with 
(Levenson & Maloney, 1998)’s prediction that firms 
grow from informal to formal as they grow into their 
long-run equilibrium size. In effect, we can say that 
this decline is due to the small scale agrarian 
enterprises growing into large scale government 
regulated formal enterprises. As time goes by the 
small scale informal agricultural sector begins to 
employ outside of thor families, keep a workbook and 
register to be covered by the government so as to 
enjoy the benefits of efficiency and economies of 
scale ( De Soto, 1989).

2. Review of Literature

There have been countless works on the size and 
contribution as well as the determinants of the size of 
the informal sector in the economy. By understanding 
the informal sectors various economists and other 
social scientists try to figure out the size of the 
informal sector, and by so doing they try to determine 
the major factors responsible for the size and finally 
the effects, either positive or negative, of the informal 
sector. Authors on the informal sector have discussed 
several topics from the effect of the informal sector on 
pollution to the gender difference in the informal 

sector, the sectors mostly related to the sector, factors 
such as high urban population compared to very 
limited amount of formal employment and strict 
government regulations being some of the causes of 
the prevalent informal sector. I shall review some 
literature on the informal sector in the labour market 
under two main headings: the causes of the informal 
sector and the contributions linked with the informal 
sector.

2.1 tCauses/ Determinants of the Informal Sector

The informal sector both in the developed and 
developing world have one thing in common: the 
mode of organisation in the informal sector is 
different from the unit of production which is familiar 
in economic theory, the firm or corporation ( 
Swaminathan, 1991). The causes or determinants of 
the informal sector are therefore discussed 
irrespective of whether they are existent in the 
developed world or the developing economies. De 
Soto ( 1989) posits that people and enterprises opt to 
operate in the informal sector, knowing fully well that 
they would have to sacrifice efficiency, in order to 
avoid taxation and other strict government 
regulations. Informal sector is also seen as the result 
of the failure of political institutions to promote a 
working market economy (Winkelried, 2005). When 
the market economy fails to function properly, 
businesses then decide to operate in the black market 
where there are not any of those failed institutions. 
(Winkelried, 2005) further postulates that the level of 
inequality in an economy determines the level of 
informality. There exists a positive relationship 
between income distribution and the informal sector. 
(Swanimathan, 1991) makes a distinction of the 
informal sector in the developed world and that found 
in the developing world: the informal sector in the 
developing world is caused by the need to survive. 
Due to shortage of formal employment or lack of 
formal education people in order to put food on the 
table, go for menial jobs in the informal sector ( 
Fields, 1990). Secondly, the informal sector in the 
developed economies is caused by the need to grow 
an enterprise ( Swanimathan, 1991). According to 
(Levenson & Maloney, 1998), firms grow from 
informal to formal as they grow to their long-term 
equilibrium size. Finally, Bulutay & Tasti, 2004) 
believe that the main cause of the informal sector in 
Turkey is the internal urban migration owing to the 
high rural population.

2.2 Effects/ Contribution of the Informal Sector

The informal sector has affected the economies of 
nations for quite some time. It has had many 
enormous effects in some locations.
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These effects are somewhat limited depending on 
what criteria is used to define the informal sector. 
When the informal sector is defined as the sum of all 
self employed workers and unpaid family workers, it 
accounted for about 18% of total employment in 
Egypt in 1976 ( Hansen, Radwan, 1982). When it is 
defined as a sector occurring in small establishments, 
the informal sector accounted for about 50% of 
Jakarta’s urban employment in 1971 and 69% of 
Brazil’s urban employment in 1972 ( Mazumdar, 
1975). In terms of gender classification, about 
two-thirds of all women employed are employed in 
the informal sector ( Swanimathan, 1991). Although 
more women find jobs in this sector, there exists a 
significant wage gap between the informal and formal 
sector in Turkey, especially for women. There is about 
a 70% wage penalty for women and a 50% penalty for 
men compared with their counterparts in the formal 
sector in Turkey ( Tansel & Kan, 2012). Furthermore, 
in Turkey, men under covered wage earners earn 
about twice as much as women while it is almost the 
same for both genders under uncovered ( Tansel, 
2000). (Atesagaoglu, Elgin, & Oztunali, 2017) posit 
that the 25% - 30% informal sector in Turkey hinders 
growth, technological advancement and the efficiency 
of public finance. Finally (Elgin & Oztunali, 2012) 
assert that the informal sector is responsible for high 
levels of pollution in Turkey, most especially the 
medium sector of the informal sector.

3. DATA AND METHODOLOGY

The data for my studies on the size and contribution of 
the informal sector are derived from two main 
sources: the statistical powerhouse of Turkey, The 
Turkish Statistical Institution (TUIK) and the 
European Union’s database, Eurostat. Time and 
resource constraint played a role in my

data choice. I collected quarterly data on total 
employment as well as quarterly data on

self-employment. In this study, I regard the informal 
sector of the labour market as those that are 
self-employed due to limitations of the available data. 
Both employment and self-employment data have sub 
groupings like gender, education and age ( generally 
age 15 and above). My data sets run from the first 
quarter of 2006 to the 2nd quarter 0f 2020. I find the 
proportion of the total employed individuals who are 
self-employed. I go on to determine the gender 
calibrations in both total self-employed and 
self-employed as a percentage of total employment. I 
go further to compute the percentage of 
self-employed persons based on level of education.
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4. RESULTS

In terms of total employment in the country, out of the 
19.4 million people employed during the first quarter 
of 2006, about 65% had either no education or 
education not above lower primary, 22% had an 
education up to upper secondary and the remaining 
13% had a tertiary education.

The values as of quarter 2 of 2020 stand at 25 million 
total employment with about 50% either with no 
education or with education up to the lower 
secondary. 5.4 million employed persons which 
represents about 22% of the total employed persons in 
Turkey, had an education up to the upper secondary 
level. More employed persons had a tertiary education 
than only a secondary school education (28%). To the 
main topic of discussion, In the first quarter of 2006, 
an estimated 27% of the total employment were in the 
informal sector ( self-employment). This figure has 
steadily declined over the years and by the second 
quarter of 2020 the percentage of the informal sector 
stands at 20%. Although the total employment in 
Turkey has risen over the years one might expect a 
rise in the informal sector too but this decline is quite 
in line with Levenson and Maloney’s postulation that 
business grow from informal to formal as they grow 
to their long-run equilibrium size ( Levenson & 
Maloney, 1998). The Graph 2 below details the 
decline of the informal sector between 2006 and 2020.

As seen from Graph 2. Above, the informal sector 
declined steadily from around 28% in 2006 to around 
19% in 2020.

From my studies I discovered that most of the people 
involved in the informal sector had either very little 
education or no education at all. Only a few involved 
in the sector had a tertiary education. In 2006 around 
78% of the people in the informal sector in Turkey 
had either no education or very low education at or 
below the lower secondary level. The value remains 
high as of the second quarter of 2020 ( 64%). The 
Graph 3. Below shows the persons in the informal 
sector according to their level of education.



As seen from Graph 3., The persons mainly involved 
in informal employment activities in the labour 
market in Turkey are those persons with very little or 
no formal education, just as posited by 
(Swanimanathan, 1991).

5.  CONCLUDING REMARKS

The informal sector of Turkey’s labour market has 
been very active since the beginning of the Republic 
and it continues to play a significant role in the 
country’s economy. Although some believe it is a 
source of slowed economic growth, lagging 
technological advancements and inefficiencies in 
public finance and while others believe it is a source 
of a significant amount of the country’s pollution 
problems, there is no denying the fact that Turkey’s 
informal sector has become a safe haven for some of 
the country’s uneducated active population, in terms 
of providing short term and low-requirement job 
opportunities.
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