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ABSTRACT 

This paper estimates the span of the informal condition of the Egyptian economy between the 

year 1980-2015, using a basic numerical system strategy; Personally, I hold the idea that 

stringent appraisal structure, higher swelling, and quality of the agribusiness sectors are key 

factors in choosing the degree of the informal economy; presenting through and through around 

75% of the informal economy change. Outcomes also insist that a more elevated amount of 

familiarity diminishes quantity of commitments to social disability plans and the enlistment rates 

in instruction. Traverse of the informal economy in Egypt has been extended over time. Normal 

yearly development rate for the measure of informal economy in Egypt was around 1% between 

1980 and 2015. This scholarly research has a basic course of action recommendations for 

administrations endeavoring to reduce the level of familiarity. For example, in countries where 

the informal economy is related to a high tax burden rate, arrangement decisions incorporate 

cutting down and homogenizing successful tax rates over all sectors in the economy. 
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1. INTRODUCTION 

Familiarity is an issue that has been widely talked about all around by policymakers and the 

business groups. The resultant impacts on efficiency and development, hardships in money 

related salaries, and value issues related to the nearness of unprotected specialists requiring 

protection insurance, wellbeing, and advantages security are basic concerns associated with a 

vital offer of the staff in the informal division (Angel‐Urdinola and Tanabe 2012). The informal 

economy includes fiscal activities that circumvent the costs and maintained a strategic distance 

from the benefits and rights participated in the laws and legitimate standards covering property 

associations, business licensure, work contracts, torts, and cash related credit and social 

frameworks (Vuletin, 2008). 
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Deciding on the market share of the informal economy is foremost for a substantive number of 

reasons. At first, there is from every angle, strong affirmation that prescribes a quick and clear 

association between the measure of the informal economy and tax avoidance. Also, the informal 

economy, with numerous business openings, affects the sensibility of social disability 

institutions, especially to the extent that the last's ability to give security while getting enough 

budgetary sponsorship. Moreover, inaccurate observations about the genuine size of an economy 

could truly decrease the ampleness of a wide variety of methodologies 

This paper assesses the level of the informal economy and the relative duty of every one 

shrouded variable in Egypt between the years 1980-2015. Thus, an auxiliary correlation displays 

the approach that considers the informal economy as an inert variable with different reasons and 

markers used. This insightful work will be sub-partitioned into; segment 2 shows some studies 

about the informal economy in Egypt. The approach will be shown in segment 3. Segment 4 

presents the data. Segments five and six looks at the outcomes while the conclusions are shown 

in segment 7. 

2. INFORMAL ECONOMY IN EGYPT 

Every one of the examinations agreed on the generous size of the Egyptian informal business 

which has quickly developed all over the last number of years; however, this portion was 

frequently slighted. In any case, all the more starting late with the origin of the Arab spring after 

the Tunisian dealer "Mohamed Bouazizi"' set himself  the information of informal specialists 

went under the media spot. With the future races looming and the substitution of Hosni 

Mubarak's council, new work power could be enforceable. It is fundamental for the people who 

will be in charge to reveal the essential change during the process of work controls and duty 

directions that can influence managers and specialists to start tackling a formal statement 

(Rawaa, 2012). 

The compelled writing on the informal sector in Egypt has focused on estimating the traverse of 

the informal part and endeavoring to grasp its characteristics, for example, El Mahdi (2000). The 

creator investigated the changing piece of the informal part in giving work opportunities to the 

developing workforce in Egypt in the late 90s. One of the essential issues of concern was 

whether, and how much, specialists have progressed toward becoming informalized amid the 

90s. For example, in an earlier report, Moktar and Wahba (2000) tried to gauge the level of 

recognition in the Egyptian work market and found that the level of non-cultivating workers 

(those over 18 years old) involved with informal occupations; regardless of whether estimated as 

an absence of employment contract or institutionalized standardized savings has stretched out by 

5 to 6 % in the 1990s. They in like manner found that new candidates to the work showcased in 

the 90s are for the most part found in the informal sector. 
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The informal economy in 110 nations was estimated by Schneider (2002) and he found that the 

measure of the informal economy in Egypt (in percent of GDP) was 35.1% between the year 

1999/2000. The rate of work for the year 2011 in the informal economy in non-provincial 

activities in Egypt was contended by the Global Labor Organization (ILO) (2012) to be around 

51.2%. 

3. APPROACH 

Fundamentally, the informal economy cannot be specifically learned and substantiated so its 

sizes must be assessed (Breusch 2005). Various choice techniques have been used to gauge the 

level of the informal economy. A couple of strategies use coordinate techniques focused around 

overviews, however, most investigations utilize aberrant techniques focused around:  

 The inconsistency between national spending and income estimations;  

 The inconsistency between the official and genuine labour force;  

 The " electricity utilization" approach of Kauffman and Kaliberda (1996);  

 The "money-related exchange" approach of Feige (1979);  

 The "money request" approach of Cagan (1958) and others; and  

 The "Multiple Indicators, Multiple Causes" (MIMIC) approach of Frey and Weck-

Hanneman (1984).  

The approach in this paper uses Multiple Indicators, Multiple Causes (MIMIC) approach. All 

procedures think about emerge one pointer or appearance of the informal economy, e.g., power 

usage, money or cash request. Then again, there frequently exist a couple of appearances or 

indications appearing in the meantime. 

The MIMIC approach puts into thought assorted causes and the diverse effects of the informal 

economy. The approach makes utilization of the connection between the discernible reasons and 

the distinguishable effects of an imperceptible factor, for this circumstance the informal 

economy, to assess the in secret factor itself (Loayza 1997).  

The model for one dormant variable can be delineated as:  

y=αIE+ε (1)  

IE=β' x+u (2)  
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Where IE: scalar inactive (imperceptible and variable meaning the size of the informal segment), 

y'=(y_(1,… … .., yp): IE vector of indicators , x'=(x_(1,… … ..,) x_p; IE cause vector, α, and β 

are the (px1) and (qx1) vectors of the parameters and ε and u are the (px1) and scalar mistakes. 

Equation (1) builds up a connection between the informal economies with its recognizable, 

exogenous pointers or signs, while numerical explanation (2) accomplices the informal economy 

with an arrangement of discernible, exogenous reasons. Assuming that these mistakes are 

disseminated in an ordinary and common way uncorrelated with var(u)= 𝜎𝑢
2 and cov(ε) =𝜃𝜀 , the 

model can be understood for the reduced structure as an issue of recognizable factors by uniting 

numerical proclamations (1) and (2): 

y = πx+ω  (3)  

where 𝜋 = 𝛼𝛽′ ,𝜔 = 𝛼𝑢 + 𝜀and cov(𝜔) = 𝛼𝛼′𝜎𝑢
2 + 𝜃𝜀 

Since y and x are detectable information vectors, comparison (3) can be estimated by maximum 

likelihood estimation using the restrictions implied in both the coefficient matrix 𝜋and the 

covariance matrix of the error𝜔. Since the reduced form parameters of equation (3) remain 

unaltered when αis multiplied by a scalar and βand 𝜎𝑢
2 are partitioned by the same scalar, the 

estimation of comparisons (1) and (2) obliges a standardization of the parameters in comparison 

(1), and an advantageous approach to accomplish this is to oblige one component of α to some 

pre-assigned worth. Since the estimation of α and β is acquired via compelling one component of 

α to some discretionary worth, it is valuable to institutionalize the relapse coefficients α ̂ and 

β âs:  

𝛼̂𝑠 = 𝛼 ̂ [
𝜎̂𝐼𝐸

𝜎̂𝑦

] 𝛽̂𝑠 = 𝛽 ̂ [
𝜎̂𝑥

𝜎̂𝐼𝐸
] 

The organized coefficient measures the typical change (in standard-deviation units) of the ward 

variable on account of a one-standard-deviation change of the given coherent variable when 

interchange factors are held reliable. Utilizing the examinations of the 𝛽𝑠 vector and setting the 

slip term to its mean estimation of zero, the "foreseen" ordinal characteristics for the informal 

economy ( IE) can be evaluated utilizing correlation (2). By then, by utilizing information as for 

the specific estimation of informal activity for Egypt or for some point in time, gained from 

some other source, the ordinal inside illustration desires for IE can be changed over into 

incomparable course of action. 

The MIMIC approach is picked as the most appropriate procedure to discover the level of the 

informal economy for Egypt because of the following reasons:  
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 Tax looking into and other similar investigation based procedures are diverted for Egypt.  

 The schedules focused on quantifiable and work vitality incongruities display, as depicted 

some time as of late, veritable imperatives and inadequacies.  

 Aside from the previously mentioned investigations, the electricity, trade, and money ask 

for approaches bestow a run of the mill basic imperative. Since the three approaches are 

engaged in the time course of action backslides, extra information for each country 

required set up.  

This paper just focuses on certifiable reason and indicators factors, rather than money-related 

ones, which may put down and mutilate the critics of the informal economy in nations subject to 

an abnormal state of streaming dollarization. 

4. DATA 

This paper is based on the data from the International Financial Statistics (IFS) conveyed by the 

IMF, World Development markers and the Ministry of Planning in Egypt between the years 

1980-2015. As shown by this paper, there are two different kinds of variables: cause variables 

and mindicator variables. Both of these two types will be illuminated further: 

4.1 Cause Variables 

As per Vuletin (2008), there are three cause variables; To start with, the tax burden is pre-

dictated by the ordinary corporate and individual minor pay cost rate. The theory is that an 

expansion of the tax rate bolsters the spark to work in the informal economy. Likewise, the 

importances of agriculture sector in the Egyptian economy is incorporated, since various 

examinations endorse the possibility that informal work is crumbled, with clear regularity for the 

agrarian and related sections. A champion among the most basic purposes behind this is the base 

usage point of confinement of government normal in common locales. The importance of 

agriculture sector is estimated as cultivation and sustenance yield as an issue of GDP. The more 

unmistakable the agribusiness division; the greater the ordinary size of the informal economy.  

Thus, after Giles (1999) the inflation rate is consolidated to consider the upward "creep" of 

examination segments and the related inspiration for nationals to take an interest in informal 

activities. An unavoidable effect of inflation is that, as it tends to be uneven across finished parts, 

it changes the compensation apportionment, and this may affect attack for tax law. The higher 

the inflation, the greater the ordinary size of the informal economy. 

4.2 Indicator variables 
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Vuletin (2008) investigates that there are two indicator variables; to start with, the rate of the 

work vitality helping the government managed savings stores is fused. The supposition is that an 

expansion in the taxation rate subsequently sums to an increment in the enthusiasm to work in 

the informal sector. Furthermore, the significance of farming is incorporated as an informal 

economy marker, in any case, a champion among the most acceptable saw results of the informal 

economy is a distinguished youngster work and the impact it has on rates of preparing 

enrollment. Hence, the higher the informal economy, the lower the ordinary enrollment rate. 

5. MIMIC ESTIMATION RESULTS 

The taxation rate, importance of farming, and expansion are the main causes of the informal 

economy; while the increase in the quantity of social security savings system and the gross 

enlistment degree for optional school are the indicator factors. Before examining the estimation 

results, it is paramount to comment that few decency of-fit measurements help the hidden model 

(as depicted in figure 1). These integrity of-fit measures are focused on fitting the model to the 

specimen, which intends to contrast the watched covariance grid with the one assessed on the 

supposition that the model being tried is genuine.  

The Discrepancy Function (CMIN) is a standout amongst the most well-known fit tests and is the 

base estimation of the disparity work between the example covariance grid and the assessed 

covariance lattice. The chi-square value ought not to be huge if there is a decent model fit, while 

a noteworthy chi-square shows the absence of attractive model integrity of-fit list (GFI) and the 

balanced decency of-fit record (AGFI) tests are also measures of the disparity between the 

anticipated and watched co-variances. The GFI can be deciphered as the percent of watched co-

variances clarified by the co-variances inferred by the model. The AGFI is a variation of the GFI 

which alters GFI for degrees of flexibility. By tradition, both GFI and AGFI ought to be 

equivalent to or more noteworthy than 0.90 to acknowledge the model. The root average error of 

approximation (RMSEA) is additionally a fit test that a few creators contend is less touchy to 

example size than the aforementioned tests (see for instance Fan et al. (1999). By tradition, there 

is great model fit if the RMSEA is short of what or equivalent to 0.05. 

The coefficients on the causal and marker factors have the normal signs and are factually huge 

(basically at the 1 percent level). Particularly, one standard deviation increment in the taxation 

rate, the vitality of farming and inflation expand the degree of the informal economy by 0.52, 

0.27 and 0.42 standard deviations, individually. Vitally, the joint impacts of these three causes 

variables clarify give or take 75 percent of the difference of the informal economy (Figure 1). 

We find that increments in the informal economy lessen the quantity of laborers contributing to 

the social security fund and the optional enlistment proportion, and clarify 72 and 51 percent of 

their particular changes 
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Figure 1: MIMIC Estimation Results 
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Note:  The standardized regression coefficients and their respective p-values, 

indicated in parentheses, are displayed undernese each variable.  

Note: All of these estimations are Author's calculations 

 

 

 

 

 Tax burden 

0.522(0.000) 

 

 Workers 

contributing to 

social security 

-0.729(0.002) 

 

 Importance of 
agriculture 

0.265 (0.003) 

 

Size of 

informal 

economy 

 Inflation 

0.423 (0.001) 

 Gross enrollment 

ratio for 

secondary school 

-0.714 (0.000) 

 Overall model fit: 

Discrepancy function (CMIN) (p-value): 0.911 

Gooddness of Fit Index (GFI):0.942 

Adjusted Gooddness of Fit Index (AGFI):0.913 

Root Mean Square Error of Approximation (RMSEA): 0 
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6. ESTIMATION OF THE SIZE OF THE INFORMAL ECONOMY 

Incepting the appraisals of the MIMIC model, Table 1 demonstrates the institutionalized ordinal 

estimations of the span of the informal economy for Egypt. From the figure above, irrefutable 

estimations of the informal economy, dissimilar to the ordinal measures, depend on additional 

data binding indisputable estimation of the informal economy for one nation since the request of 

countries as indicated by the degree of the informal economy is free of this additional data yet 

the outright estimations of the informal economy do rely upon this information, precision is key 

in regards to utilizing the recent values as precise measures of the level of information.  

As indicated by MIMIC model, irrefutably the degree of the informal economy value (outright 

values as an issue of GDP) is demonstrated in table 1. As depicted by the span of the informal 

economy has been extended over the time. The normal yearly growth rate for the degree of 

informal economy in Egypt was around 1% for the period 1980-2015. 

Table 1: Estimated size of the Informal Economy in Egypt 

Year 

 

Absolute Value 

(% of GDP) 

Year 

 

Absolute Value 

(% of GDP) 

Year Absolute Value 

(% of GDP) 

1980 

1981 

1982 

1983 

1984 

1985 

1986 

1987 

1988 

1989 

1990 

1991 

1992 

 

27.2 

27.3 

27.7 

28.4 

28.7 

28.7 

29.2 

29.8 

30.2 

30.8 

31.7 

32.2 

          32.5 

1993 

1994 

1995 

1996 

1997 

1998 

1999 

2000 

2001 

2002 

2003 

2004 

2005 

 

32.7 

33.6 

32.4 

32.6 

33.5 

32.7 

33.6 

33.8 

34.2 

33.7 

33.9 

34.6 

34.7 

 

2006 

2007 

2008 

2009 

2010 

2011 

2012 

2013 

2014 

2015 

 

 

 

 

33.9 

34.2 

35.8 

36.7 

36.7 

37.2 

37.4 

38.5 

39.3 

40.4 

 

 

 

 

 Note: All these figures have been pre-determined by the author. 
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CONCLUSION 

This scholarly research work determines the span of the informal economy in Egypt between the 

year 1980-2015, using a structural mathematical statement model approach that considers the 

informal economy as an issue variable with a few circumstances and end results, I find that a 

troublesome duty system, higher inflation, and predominance of the agribusiness part are the key 

factors in choosing the informal economy, about 72% of the informal sector variance. 

Consequently, the research findings affirm that a higher level of information reduces the number 

of contributors towards the social security fund.  

The measure of the informal economy is in steady variety for some time. The typical yearly 

advancement rate for the traverse of the informal economy in Egypt was around 1% between the 

year 1980 and 2012. The above examination has basic approach suggestions for organizations 

endeavoring to lessen the level of recognition. For example, in nations where the informal 

economy is related to a high tax assessment rate, procedure choices fuse leveling and 

homogenizing convincing obligation rates on all divisions in the economy. As for nations with 

expansion correlated with the general economy; value institutionalization; thorough financial 

arrangements and strategies ought to be drawn and executed. 
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