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19. The tables on occupational change utilize a technique known as “shift-share”
analysis. The virtue of the procedure is that it decomposes the effects attribut-
able to the factors of particular interest here: composition (or “group size”),
occupational change, and “share,” a residual term that reflects the shifts in
the ethnic division of labor. The column for “group size” shows calculations
made on the assumption that change in an occupation reflects changes in a
group’s relative size (after adjustments have been made for the impact of the
local economy’s decline). The column for "occupational change” shows cal-
culations made on the assumption that groups gained or lost jobs because the
occupations on which they had been dependent in 1970 waxed or waned
over the course of the decade. The column labeled “interactive” adds group
size and occupational change effects, thus indicating whether the two factors
worked in opposite or reinforcing directions. Finally, the column for “share”
shows whether a group’s employment in an occupation increased or de-
creased, net of “group size” and “occupational change.” For further details
on the procedure, see Waldinger, “Changing Ladders,” p. 378.
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The main theories of economic development generally do not foresee the
possibility that an informal economy might arise in postindustrial socie-
ties. This controversial possibility demands not only empirical documen-
tation but also a theoretical defense. As used here, the informal economy
concept describes income-generating activities that take place outside the
framework of public regulation, where similar activities are regulated.!
Although particular instances of informal work in highly developed coun-
tries may resemble those of an earlier pericd, against the backdrop of
decades of growing regulation that reduced and in many sectors virtually
eliminated unregulated: income-generating activity, they are actually a
new development. Informal work is dissonant with the dominant eco-
nomic theories, whether neoclassical or Marxist, that posit the disappear-
ance and absorption of unregulated activities.?

To theorize the growth of an informal economy, we must rethink the
propositions about advanced economies which explicitly or implicitly pre-

- clude such a development. Such a rethinking is under way for the case of

manufacturing.> Most of this retheorizing has focused on industrial orga-
nization, particularly trends toward vertical disintegration and decentrali-
zation.* More generally, analysis has centered on what has come to be
referred to as the decline of the Fordist model of production and the rise
of new regimes of accumulation.’ This has led to an examination of how
such trends have affected the overall organization of work and economic
activity in what were once areas dominated by large-scale vertically inte-
grated firms.$

A parallel examination of how such trends are playing themselves out
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in major cities is now beginning to take place.” Earlier works that 8o be-

- yond a mere description of occupational and sectoral shifts only begin to
analyze how the dse of services has reshaped urban economies.? The
present study of the informal economy asks whether decentralization and
vertical disintegration: have also occurred in the urban economic structure
and whether they propel irdormalization. This would ground informaliza-
tion within the basic properties of advanced urban economies. Such an
explanation diverges from the common notion that the growth of an in-
formal economy in cities like New York and Los Angeles results from the
survival strategies of Third World immigrants.

To identify the links between informalization and advanced capitalism,
this chapter will examine changes in types of jobs, types of firms, and
subcontracting that could induce informalization. There is no precise
measure of the informal economy and there is no exhaustive evidence.
The economic restracturing that has contributed to a decline of the manu-
facturing-dominated industrial complex of the postwar era and the rise of
a new, service-dominated industrial complex provides the context within
which informalization inust be analyzed.

The Informal Economy: An Analytical Specification

The informal economy can be analyzed only in relation to the formal
economy and the instituiional framework whereby the state explicitly reg-
ulates the process and outcomes of income-generating activities according
to a set of-enforceable legal rules. Without such an institutional frame-
work, there can be nie informal economy. In other words, while today’s
sweatshops may look similar to sweatshops of one hundred years ago, the
subsequent implementation of various health and labor code regulations
gives the sweatshops of today a different form and meaning than when
the vast majority of manufacturing took place in an unregulated environ-
ment. The implementiation, however imperfect, makes informalization a
distinct process today.

Although certain activities lend themselves to informalization, it is not
their intrinsic characteristics but rather the boundaries of state regulation
that determine informalization. As these boundaries vary, so will the defi-
nition of what is informal.? The informal economy is not a clearly defined
sector or set of sectors with a common position in the work process. It is,
rather, a highly opporiunistic process with changing boundaries. The key
to an analysis of the informal economy is, then, an understanding of the
basic dynamics that induce informalization, notwithstanding the regula-
tory intent of the state and institutional arrangements, such as unions
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and governmental enforcement agencies, which act as bartiers to
informalization.

Castells and Portes point out that the absence of institutional regula-
tions may rest in different elements of the work process: the status of
labor, the conditions of work, the form of management.!® But it is not
intrinsic to any of these. Informality does not necessarily reside in the
characteristics of the workers. In principle, an undocumented immigrant
may be employed i a fully regulated job in the formal economy in full
compliance while a citizen may be employed in an informal shop.! It is
true that a large number of undocumented immigrants in the U.S. work in
the informal economy,'? but it is also true that many of the illegal home-
workers in the Netherlands are Dutch citizens,'* and many of the workers
in the unregulated factories of Emilia-Romagna in Italy are Italian citi-
zens." The expansion of informalization does not depend in principle on
the existence of an immigrant labor force. Secondly, informal work pro-
duces legal products at home when such work is banned, or done in fac-
tories which violate various codes, thereby becoming illegal. Finally,
when a factery or a shop operates in violation of health, fire, labor, tax,
zoning, or other such regulations, or when a taxi is not licensed as re-
quired, they are part of the informal economy even if all the workers are
properly documented.

An issue on which there is litthe agreement concerns the place of crimi-
nal activities. “Underground economy” is an umbrella term that has been
used for several kinds of irregular economic activity. According to some,
the underground and the informal economy are the same. This chapter
takes the contrary position, which differentiates these activities in order to
understand their specific dynamics and effects. We can begin by distin-
guishing at least three different components of the underground econo-
my: (1) Criminal activities which by their very nature could not be carried
out abeve ground. (2) Tax evasion on licit forms of income, something all
states seem o confront. In the United States, the available information
shows a large jump in unreported income. Tax evasion is now considered
a severe problem, which it was not in the 1950s, 1960s, and eatly 1970s.
(3} The informal econemy which consists of the production and distribu-
tion of licit goods and services taking place in violation of the regulatory
framework. While criminal activities have to be underground, work car-
ried out in the informal economy could in principle take place in the for-
mal economy. The interesting question is why it does not.

How, ther:, does informalizaticn as we have defined it fit in the ad-
vanced economy of New York City? The existing literature on the “infor-
mal sector” has tended to focus on Third World countries and has, wit-
tingly or not, assumed that such sectors will not occur in advanced
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industrialized countries. Criminal activities and underreporting of income,
unlike the informal economy, are recognized to be present in advanced
industrialized economies. Their occurrence is not inconsistent with central
prepositions in the main theories of economic development. Indeed, in-
come underreporting is clearly a response to the implementation of a tax-
ation system regulated by the state. We will not therefore explore these
phenomena.

Is the informal economy a marginal sphere that provides cheap labor to
marginal firms? Or are components of the informal economy connected to
the major growth sectors? Since much of the expansion of the informal
economy in U.S. cities has been located in immigrant communities, some
see its expansion as being due to the large influx of Third World immi-
grants. Cheap immigrant workers keep backward sectors of the economy
alive, in this view. We should not assume that Third World immigration
causes informalization. Immigrants may be in a favorable position to seize
the opportunities represented by informalization. But the opportunities
are not necessarily created by immigrants. They may well result from ba-
sic trends in the advanced industrialized economies. Similarly, what are
perceived as backward sectors of the economy may not be remnants from
an earlier phase of industrialization but may well represent a downgrad-
ing of work involving growing sectors of the economy. The organizing
question must thus be whether informalization is part of the overall eco-
nomic dynamic and how it helps constitute a “dual” city.

Conditibns for Informalization in Advanced Economies

Several interrelated economic and spatial processes must be considered if
we are to establish the theoretical and empirical plausibility of infor-
malization in advanced economies. One is the labor market impact of the
sectoral and occupational transformation in advanced economies over
the last two decades, including the increased earnings dispersion and the
growth of high- and low-income jobs. Another is the decline of Fordism,
which entails a change as mass production, unions, and the “social con-
tract” they forged lose their economic and political force. A third process
involves the spatial transformation of the economy.

Post-World War II economic growth contributed to a vast expansion of
the middle class while deterring and reducing informalization. Suburban-
led growth was capital-intensive and promoted the consumption of
standardized products. These developments facilitated unionization and
other forms of workers’ empowerment that can be derived from the cen-
trality of mass production and mass consumption to national economic
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growth. The incorporation of workers into formal labor market relations
reached its highest level in the late 1960s and early 1970s. The economy
transmitted the benefits accruing to the core manufacturing industries on
to more peripheral sectors of the economy. The benefits of price and mar-
ket stability and increases in productivity could be transferred to second-
ary firms, including suppliers and subcontractors but also to unrelated
industries. Although a vast array of firms and workers still did not benefit
from this shadow effect, their number was probably at a minimum in the
postwar period.’ By the early 1980s the wage-setting power of leading
industries and this shadow effect had eroded significantly.

The growth of small production runs, smaller scale enterprises, high
product differentiation, and rapid changes in output have also trans-
formed the organization of manufacturing production, promoting subcon-
tracting and more flexible ways of organizing production.!6 These trends
have helped to feed the decline of unions in manufacturing, the loss of
various contractual protections, and the increase of involuntary part-time
and temporary work or other forms of contingent labor. An extreme indi-
cation of this downgrading is the growth of sweatshops and industrial
homework."” The consolidation of a downgraded manufacturing sector
through piecework and industrial homework has arisen not only within
industries with organized plants and reasonably well-paid jobs but also in
new activities associated with the growing sectors of the economy and
society.18

In addition, the growth industries of the 1980s—finance, insurance,-
real estate, retail trade, business services—show low average pay, greater
earnings dispersion, weak (if any) unions, and a higher incidence of part-
time and of female workers compared to the leading manufacturing in-
dustries of the 1950s and 1960s. Nationally, Blumberg has calculated that
real earnings in these industries declined after the early 1970s.1° A study
of 1980 census data by Sheets, Nord, and Phelps found that producer
services and retail trade employment in major metropolitan areas were
particularly strongly associated with the prevalence of low-wage jobs.?

Harrison and Bluestone, the OECD, and Bell and Freeman found growing

wage dispersion within industries and a tendency for industries with low |

average wages to suffer additional declines in wages and for those with

high average wages to experience additional increases.?! A growing body

of research has shown that loose labor markets contribute to the declining
economic position of urban minority groups.2 —

The impact of mesemd incomes can be seen by com-
paring data from the 1950s and 1960s with those of the 1970s and 1980s.

Inflation-adjusted average weekly wages peaked in 1973, stagnated over
the next few years, and fell in the decade of the 1980s.3 Furthermore, up




"84 THE FORCES OF TRANSFORMATION

to 1963, inequality in the distribution of earnings declined. Since 1975,
. the opposite has beent occurring. Harrison and Bluestone used CPS data
to show that the index of inequality grew 18 percent from 1975 to 1986.
Other studies find the same trend.* The national data show a clear in-
crease in low-wage, full-time, year-round jobs since the late 1970s and a
less pronounced increase in high-income jobs. In contrast to the decade
from 1963 to 1973, when 9 out of 10 new jobs were in the middle earn-
ings group and high-paying jobs actually lost share, only one in two new
jobs was in the middle earnings category after 1973.2 The rising numbers
of low-paid workers who are not employed full-time and year-round re-
inforce this trend.? By 1986, they were a third of the labor force.??
What matters for the purpose of this analysis is that the broader social
compact between labor and employers in the leading industries has erod-
ad. This vompact rested on growing mass consumption fueled by the ris-
ing wages of unionized workers. In the case of industries that are growing
most rapidiy in New York, analyzed above by Drennan, such a compact is
unlikely. Moreover, the national trend toward wage and income inequali-
ty has also taken its tcll cn the organization of work and family in New
York City.

The Case of New York City

Several of the leading service industries are far more heavily concentrated
in New York City than in the country as a whole. In 1985, over 26 percent
of the city’s employment was in FIRE (SIC 60-69), the communications
group (SIC 48), business services (SIC 73) and legal services (SIC 81),
compared to 15 percent for the nation. The incidence of these industries is
also higher than in Los Angeles or Chicago, where it reached 17.8 percent
and 20.3 percent. Producer services broadly defined accounted for 32 per-
cent of all employment in the city in 1985, up from 25 percent in 1970,
with a total employment of almost one million, accounting for 35 percent
of the city’s payroll in 1985. (They accounted for almost 40 percent of
employment and 45 percent of payroll in Manhattan.)?

Sheets, Nord, and Phelps have shown that these sectors have the
strongest impact nationally on the increase in the proportion of low-wage
jobs in major metropolitan areas.?” From 1970 to 1980, service industries
had a significant effect on the growth of employment paying below pov-
erty-level wages. In retail industries, such as eating and drinking estab-
lishments, a 1 percent increase in employment resulted in a 0.88 percent
increase in such jobs. Even in “corporate services” (FIRE, business ser-
vices, legal services, membership organizations, and professional ser-
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vices), a 1 percent employment increase generated a 0.37 percent increase
in full-time, year-round, low-wage jobs.

While the growth of these industries in New York City, and especially
in Manhattan, has probably been much stronger in higher-paid occupa-
tions than elsewhere in the country, the evidence suggests that they have
also increased the number of low-wage jobs. Data from the New York
State Department of Labor show that two sectors have had above average
increases in the 1980s: financial services, up 10.3 percent from 1986 to
1987 and services generally up 8.4 percent. Financial services was the
highest-paying sector, with annual average pay in New York City of
$43,964 in 1987 compared to an average of $28,735 for all jobs in the
city.® The next highest paid major industry group, transportation and
public utilities, was far below this level. At the same time, unpublished
data from the New York State Department of Labor based on occupation-
al surveys in. 1984, 1985, and 1986, show that even in financial services,
49.4 percent of the workers are clerical and another 13 percent are ser-
vice, production, and maintenance workers.** These figures suggest con-
siderable earnings dispersion even within the city’s flagship industry.

Data on earnings by occupation and industry for different boroughs of
the city point to significant earnings differences between manufacturing
and normanufacturing; between the corporate services and other service
industries, and between Manhattan and the other boroughs. Surveys
from the Bureau of Labor Statistics for the New York metropolitan area
show that a majority of the 35 clerical occupational categories and the 21
office technical categories show a clear pattern of higher average weekly
or hourly earnings in manufacturing than in nonmanufacturing indus-
tries.? County business pattern data on average weekly earnings also
show that jobs located in Manhattan pay significantly higher wages than
do jobs in the same industry in the other boroughs. For example, average
vreekly earnings in the financial services ranged from $732 in Manhattan
to $344 in the Bronx; in the case of business services, from $501 in Man-

-hattan to $242 in Staten Island.

The New York State Department of Labor estimates that over half of
the new jobs created and about half of all new openings in 1988-1989
will be low- to medium-low wage jobs and the other half, higher-income
jobs. Of 666,249 total expected openings, only 56,739 will be newly creat-
ed jobs, about 300,000 will be separations, and another 300,000 occupa-
tional {ransfers, With aver 200,000, clerical groups will have the largest
number of openings, followed by the services groups with over 170,000,
Professional and technical eccupations will have 92,000 openings. Clean-
ing and food service will have the largest number of openings in the ser-
vice industries. Private household openings are expected to number al-
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most 17,000. Over 18,000 of the new jobs will be professional and
technical jobs, 6,600 will be managerial, 18,000 will be clerical, and an-
other 18,000 will be service jobs.

The growth of industries with concentrations of high- and low-income
jobs has influenced the organization of work, the types of jobs being
created, and patterns of consumption. The expansion of high-income
strata and the related gentrification of housing and retail markets rests, in
the last analysis, on the availability of a large supply of low-wage work-
| ers. The typical middle class suburb rests on large capital investments in
{ suburban land, road and highway construction, private automobiles, and
rail transit.® High-income central city gentrification replaces much of this
capital with low-wage labor.

Any city as dense as New York City naturally creates demand for

small, full-service retail outlets located close to consumers, But the simul-

~——taneous growth of high-income and low-income households reinforces
this trend. Instead of suburban self-service supermarkets and department
stores, New Yorkers patronize delicatessens and specialty boutiques that
operate in different ways and sell different things than do their suburban
counterparts. High-income gentrifiers prefer goods and services that often
cannot be mass-produced or sold through mass outlets. Customized pro-

~ duction, small runs, specialty items, and fine food dishes are generally
produced through labor-intensive methods and sold through small, full-
service outlets. Part of this production can be subcontracted to low-cost
operations, sweatshops, or households. Besides reducing labor costs, this
enables production to take place in cheap space, a considerable advantage
in a time of strong demand for centrally located land. .

The growing low-income population also contributes to the prolifera-
tion of small operations and the move away from large, standardized fac-
tories and large chain stores for low-price goods. Small establishments
relying on family labor, ofter: falling below minimum safety and health
standards, typically meet the consumption needs of the low-income pop-
ulation. Cheap, locally produced sweatshop garments, for example, can
compete with low-cost Asian imports. Products and services ranging from
low-cost furniture made in basements to “gypsy cabs” and family daycare
meet the demand arising from the low-income population. The low cost
of entry into such operations creates intense competition and marginal
returns.

Under such conditions, low-cost labor and the ability to organize pro-
duction flexibly are crucial. The next section will provide greater detail
about such activities as the creation of jitney lines servicing only the fi-
nancial district; the increase of 8ypsy cabs in low-income neighborhoods
not served by regular cabs; the increase in custom woodwork for gentri-
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fied areas; low-cost rehabilitation in poor neighborhoods; and the in-
crease of homeworkers and sweatshops making either expensive designer
items for boutiques or very cheap products. Susser’s chapter provides ad-
ditional evidence on household and childcare services. -
We may thus derive operating hypotheses about the trends encograg>
ing informalization-in-the-economies of major cities: (a) expanding high-
income populations increase demand for high-priced, customized services
and products; (b) expanding low-income populations increase demand for
low-cost services and products; (c) small firms able to produce customized
services and goods in limited runs arise either as final producers or sub-
contractors tc meet these demands; d) given relatively low capital costs of)

|

entry, these firms operate at narrow profit margins in a highly competitive
environment where success depends on the ability to mobilize low-wage
Jabor and reduce operating costs; e) these conditions in furn encourage
noncompliance with regulations regarding wages and working conditions/
and induce informalization: in a broad range of economic activities.

Informalization Trends In New York City

The author’s research has combined (a) secondary analysis of employ-
ment data; (b) ethnographic research in select communities and work-
places; (c) interviews with local planning officials, union officials, com-
munity members, and government inspectors; and (d) examination of
data on occupational safety and health violators and overtime or mini-
mum wage legislation violators. On the basis of these data, industries
were targeted for in-depth study of their informal component. Fieldwork
was undertaken where community boards and local development corpo-
ration officials identified a large informal sector or many immigrant work-
ers.* Zoning maps and data from the Department of Buildings were used
to obtain more detailed information on these sites. Field visits were made
to construction, garment, footwear, furniture, retail, and electronics firms
in four of the five boroughs of New York City to determine the extent and
kinds of informal activities and the possible need for new modes of
regulation.® -
These efforts suggest the following profile of the informal economy in
New York City: (a) informal work is present in a rather wide range of
industrial sectors including apparel, accessories, construction contractors,
special trade contractors, footwear, toys and sporting goods, furniture and
woodwork, electronic components, packaging, transportation; (b) infor-
mal work also took place to a lesser extent in packaging notions, making
lampshades, artificial flowers, jewelry, distribution activities, photoen-
graving, manufacturing explosives, etc.; (c) such operations tended to be __
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19cated in 'densely populated immigrant areas; (d) residential or commer-
aal gentrification has begun to displace some “traditional” sweatsho ac-
tivity {notably garments); and (€) in these areas, new forms of unrz is-
tered work catering to a new clientele have begun to emerge. % 5

CONSTRUCTION  New York City had 10,305 regist ion fi
in 1988, up from 7,636 in 1930 and 8,718 inglls9e;3,g7c?xct::ligzrsl ivu;?:
special trade contractors (SiC 17). They employed 116,618 workers, u
from 75,135 in 1280 and 106,688 in 1970. Firms averaged 11 werl;ersp
and a_lmosf.é}(i percent of all firms employed fewer than 10. This is a'
labor-intensive indusiry, espedially in the additions and alterations seg-
m_entg“ Major changes in the industry in New York City include a dg-
Shne in the share of unionized work, the growth of subcontracting, and a
parallel indusiry” of residential rehab jobs undertaken by imi’\i ant
“.rorkers. ;I]'he number of Hispanics in the industry overall has increg:sed
:;f::\txiﬁ;a:’g;k?s\;er the last decade, much of it accounted for by subcon-
The incidence of informal work varies consi ing &
of the j.ob. While the construction of new gmﬁg{ gtcl'izlzl;rd‘l;gi;lol’jf‘:lf
hattan is still‘ unionized and highly regulated, a great deal of céh‘.mercia‘
and r'eSIdentlal alterations and renovations is done without the re uxreé
permits and is likely not to meet various codes, Residential consh?xction
has l'ong had the highest incidence of nonunion work. Nonunien contrac-
tors in New York make heaviest use of immigrants in their labor force icn
a ‘%-b.lock_.suryey' undertaken in Manhattan done by the Department. of
Bmldmgs in ,1?81, 90 percent of all interiors had been done without a
bmlc'img p.ermxt.“' Other citywide surveys of “illegal” construction work
confirm th.:s finding.*! On the other hand, there is little informal work in
large pu.bhc works projects. Until recently, this was also the case with
large private sector projects, but these contractors are also increasing}
resczrtmg to nonunion subcontractors, including unlicensed operators, re):
sulting in a rise in the violations recorded by the Department of Bu;ld;ri
and OSHA. The Union of Construction Contractors estimates tﬁat 33 e%f
cent of the $4 billion private construction industry is now nonunion . d
_that a growing share of the latter is uniregistered.®? Informal work is rxsa;;l
in founde_xtion excavations and trenching, mostly in outlying areas Finaif
ly, there isa high incidence of informal work in such specialized c;afts as
stonecutting, masonry, and plastering (SIC 174), where umegis*ered im-
migrants have filled a vacuum in domestic skills (SIC 174). ) ]

APPAREL  In 1988, 4,751 apparel firms (SIC 23) were regi i
: : tered in N,
York City. According to the official count these firms empgllzyede a ‘;tl:le:;
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99,912 workers at an average of 21 workers per firm. Forty percent of all
registered firms had fewer than 10 workers while half had between 10
and 49 workers. These firms are increasingly located outside Manhattan
in the outer boroughs, especially Queens and Brooklyn, and in the metro-
politan area counties in New Jersey.*> Home production of highly special-
ized and high-fashion work, including knitwear, has also increased.

Informal work seems to have grown since the early 1970s. Department .

of Labor violations, raids by the Immigration and Naturalization Service,
union organizers, interviews with homeworkers, and other sources all
point to an increase of production workers in unregistered work situa-
tions, notably sweatshops and industrial homework. The International
Ladies Garment Workers Union found fewer than 200 sweatshops in
New Yorzk City in the eariy 1970s; the union’s research department esti-
mated that there were 3,000 such shops by the 1980s, often in areas of
the city where they had never been previously, employing 50,000 work-
ers in sweatshops and 10,000 homeworkers.® Other studies support the
finding that sweatshops are increasing and spreading to new locations.
According to the New Jersey Department of Labor, the use of New Jersey
homewaorkers to make goods for New York City firms has also risen rap-
idly over the last few years.

The incidence of informal work is most prevalent in women’s and chil-
dren’s wear and probably least common in men’s wear. Sweatshops and
homework are growing in knitwear, furs. embroidery, stuffed toys, and
clothing for toys. Interviews with homeworkers confirmed that hourly or
piece rate wages are very low. However, we also found an upgraded ver-
sion of homework.® Some freelance or independent designers had immi-
grant workers come into their homes (typically large converted lofts in
lower Manhattan) and work off-the-books. Some middle class women
also took in expensive cloth and clothes to do finishing work at home or
did knitting on special machines purchased by the workers themselves;
these cases all involved Chinese or Korean households in middle class
residential neighborhoods in the city. In other words, a dynamic and
growing high-price market has incorporated production from sweatshops
and the home (of poor and middle class immigrants and of designers).
New Hispanic immigrants, especially Dominicans and Colombians, have
replaced Puerto Ricans as the leading group of owners in the Latino pop-
ulation; the Chinese have increased their number of shops over the last 10
years; and the Koreans are emerging as the newest ethnic group to set up
sweatshops and homework arrangements.

ELECTRONICS  According to the official count, 388 electric and electronic
equipment manufaciuring firms (SIC 36) employing 17,666 workers regis-
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tered in New York City in 1988.9 The average firm size in 1988 was 45
workers, but most firms employed fewer than 10. In other words, em-
ployment is concentrated in larger firms, but smaller firms are the most
numerous. Electronics manufacturing and the broader category covered
by SIC 36 have not received much study over the last decade in the New
York area. The available evidence suggests that the number of firms and
jobs are declining rapidly.
Several patterns relating to the informal €conomy may be identified,5
First, the aggregate declines veil the growth of some segments of this
indusiry. Clder branches, largely traditional electrical machinery firms
characterized by large size and unionized labor, are indeed declining, But
alorgside this decline, a new subsector of small firms has arisen. It has
almost no urionized labor and relies on a network of subcontractors for
greater efficiency, quality, and speed. Interviewees described such sub-
confractors as “garage-fronts,” “basement shops,” and “’neighbors.”
Homework typically involved work taken home by technical personnel
or owners, often engineers. Several of the firms interviewed had started
as garage fronts or basement shops, informal operations located in resi-
dental, middle class neighborhoods. This contrasts with that of the gar-
ment industry, where most homework and sweatshops are located in low-
income neighborhoods. Electronics homework also tended to be carried
out as “extra work” by workers already employed by the firm.5! Informal
work is less clearly linked to reducing wage costs than in the garment
industry; it may represent a way of lowering the entry costs and enabling
entrepreneurs to explore production and market conditions.

FURNITURE AND FIXTURES In 1988, New York City had 398 registered
firms in this industry (SIC 25) employing 8,288 workers, a decline from
10,176 in 1980 and 16,568 in 1970. With an average size of 20 workers
per firm, almost half of all firms employed fewer than 10 workers. Major
changes over the last decade include a massive decline in larger, standard-
ized firms, many of which left for the South, and an increase in more
highly craft-based furniture making and woodwork. A precise count is
not possible because many of the latter firms are unregistered and located
largely in residential areas,

The emergence of informal work in this industry may be a recent
event. Almost all earlier production was formal, whether mass production
or high-priced customized work, Industry specialists and our fieldwork
suggest that informal work has grown up to provide the customized work
ard products demanded by commercial and residential gentrification. The
newly founded International Design Center in Queens has also generated
demand for new production. While the industry lost 20 percent of its
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registered labor force over the last decade, new furniture-making shops
have been set up in Queens and Brooklyn. These shops employ highly
skilled immigrants to produce high-cost, crafted woodwork for liigher-in-
come residents. Most are not in sites zoned for manufacturing. Many are
located on second floors, which command lower rents. We heard of low-
cost furniture-manufacturing shops catering to low-income communities,
mostly immigrant communities, and were able to identify two such shops
in basements in Manhattan, Both are informal operations serving the local
immigrant community. They make simple, basic furniture: tables, chairs,
shelves, cabinets.

OTHER SECTORS  The footwear industry has experienced massive losses in
its registered work force, losing 21 percent of its workers in the last five
years alone. But unregistered production both of low-cost standardized
and highly crafted footwear (e.g., sandals and moccasins) nonetheless has
been increasing. One estimate from industry sources is that at least 10
percent of all footwear production is informal. Furthermore, subcontract-
ing and use of homework have increased even in unionized shops, ac-
cording to the union that represents most footwear workers (Amalga-
mated Clothing and Textile Workers Union, or ACTWU).

The most notable development of informal work in transportation is
the increase in so-called gypsy cabs and unregistered vans operating in
the city. There are now twice as many gypsy cabs and so-called liveries as
there are licensed taxicabs. The Commissioner of Transportation cites
21,000 such cars. In addition, an as yet unidentified number of vans
function as an informal mass transportation system serving specific em-
ployers or jitney routes. Gypsy cabs serve areas not weil served by the
formal transportation system or by the licensed cabs, often low-income
immigrant or minerity communities. In areas that entail transfers or two
and even three fares in the formal system, a single-fare, one-ride informal
van becomes attractive to low-income commuters. A variant is jitneys fol-
lowing established public transportation routes picking up people before
or after the bus.

Retail sales are rife with informal operations. Records at the Depart-
ment of Finance and Taxation show increased violations both in unli-
censed street vending and flea markets and high-priced jewelry and fur
shops that use fictitious out-of-state addresses to avoid sales taxes. Hun-
dreds of auto-repair “shops” can be seen on the streets of immigrant
neighborhoods.* The evidence is too fragmentary on these sectors to war-
rant a detailed presentation.
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Discussion

The evidence points to several distinctions that have implications for
theory and policy. The first concerns the origin of demand for informally
produced or distributed gocds and services. It can result from demand in
the formal economy, from both final consumers and firms. Most of the
informal work ir the garment, furniture, construction, packaging, and
electronics industries is of this type. It can also arise in the immigrant
communities wheze such activities are performed.

Second, a variety of different market contexts can promote informali-
zation. Pressure tc reduce labor costs in the garment industry has been
exerted by massive competition from iow-wage countries. In this instance,
informal work represents an acute example of exploitation. The rapid in-
crease in the volume of residential renovations associated with the trans-
formation of low-income, dilapidated neighborhoods into higher-income
commercial and residential areas has also given rise to informalization,
The volume of work, its small scale, labor intensity, high skill content,
and short-term nature are all conducive to informal work. Informal work
can also arise from inadequate formally produced services and goods,
which may be too highly priced, inaccessible, or simply not provided in
low-income areas, Examples of informal production to fill these gaps in-
clude gypsy cabs. informal neighborhood childcare centers, low-cost fur-
niture manufacturing shops, informal auto repair, and a whole range of
other activities. Clusters of infcrmal shops can eventually generate ag-
glomeration economies that attract additional entrepreneurs. This is illus-
trated by the emergence of auto repair “districts,” vendors’ “districts,” or
clusters of both regulated and informal factories in areas not zoned for
manufacturing. These may signal to employers the existence of an infor-
mal “hiring hall.”

Third, enterprises in the informal economy face different kinds of loca-
tional constraints. For some firms, access to cheap labor induces them to
locate in New York City, though typically in combination with access to
the city’s final or intermediate markets. Access to low-wage immigran
workers allows these firms to compete with Third World factories or to
provide rapid production turnover times. The expansion of the Hispanic
population in New Jersey has brought about a rapid growth of garment
sweatshops and homework in several New Jersey counties. In contrast,
shops engaged in customized production or operating on subcontracts
evince locational dependencies on New York City. These firms are bound
to specific clients or customers, require specialized design services, require
brief turnover between design and production, demand a critical volume
of spending capability on the part of buyers, or utilize immigrant en-
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claves. Leaving New York for a lower-cost location may not be an option
for such firms, leading them to bid up space and reduce the supply of
low-cost space.

Fourth, we can distinguish among the types of jobs in the informal
economy. Many are unskilled, with no training opportunities, involving
repetitive tasks. But others demand high skills or acquisition of a skill. The
growth of informalization in the construction and furnjture industries can
be seen as having brought about a re-skilling of the labor force. Some jobs
pay extremely low wages, others pay average wages, and stili others were
found to pay above-average wages. Typically, however, there seems to be
a saving involved for the employers or contractors compared with what
would have to be paid in the formal market.

Fifth, we can identify different locations in the spatial organization of
the informal economy. Immigrant communities are a key location for in- ’
formal activities, meeting both internal and external demand for goods ¥
and services. Gentrifying areas are a second important location, contain-
ing such informal activities as renovation, alteration, small-scale new con-
struction, woodwork, and installations. Other locations in low-rent loft
areas may house informal manufacturing and industrial service areas
serving a citywide market. Finally, areas like 14th Street provide markets
to street vendors.

A theme common to many of these variations is that the city’s larger
formal economy creates and/or promotes the informal production of
goods and services. It generates demand for specific kinds of products and
services, such as those associated with residential or commercial gentrifi-
cation, that are suited to low-cost, small-scale production. This suggests”
that the informal sector does not result simply from immigrant survival
strategies but is rather integral to the structural transformation of the New
York City economy. Workers and firms respond to the opportunities this
transformation presents. However, this response is conditioned by the
position in which workers and firms find themselves. Immigrant commu-
nities occupy what might be called a “favored” structural location to seize
both the entrepreneurial opportunities and the less desirable jobs being
generated by informalization.

\

Conclusion

This discussion sought to underscore two points. First, the economic de-
velopment of New York City cannot be understood in isolation from the
fundamental changes in the organization of advanced economies. The
economic, political, and technical forces that have undermined the central

A




94 THE FORCES OF TRANSFORMATION

role of mass production also weakened the regulatory framework that
shaped employment relations. The service industries that have driven
large urban economies during the 1980s show greater dispersion or in-
equality in occupations and earnings, a proliferation of jobs in the lower-
paying echelons, and weak or absent unions. Only against this backdrop
does the prevalence of informalization in advanced economies make
sense.

The institutional and regulatory framework that shapes contemporary
employment relations differs greatly from the earlier one. This framework
has influenced the sphere of social reproduction and consumption which,
in turn, feeds back into the organization of work and the distribution of
earnings. Whereas this feedback bolstered the growth of a suburban mid-
dle class in the earlier period, it currently fosters a growing dispersion of
earnings and labor market casualization,

The second basic point is that these structural trends have produced
increased economic polarization. Although the middle strata still consti-
tute the majority, the conditions that contributed to their expansion and
politicoeconomic power—the centrality of mass production and mass
consumption—nhave been displaced by new sources of growth. This is not
simply a quantitative transformation, but provides the elements for a new
economic regime.> This tendency towards polarization may be seen in the
spatial organization of economic activity, the structures of social repro-
duction, and the organization of the labor process. In sum, the growth of
the informal economy in New York City represents not a regression from
or an.anomaly in an otherwise advanced capitalist economy, but a funda-
memal aspect of the postindustrial city,
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