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Almost all the nations of the West are threatened today by a cynicism about law, leading to a contempt for law, on the part of all classes of the population. The cities have become increasingly unsafe. The welfare system has almost broken down under unenforceable regulations. There is wholesale violation of the tax laws by the rich and the poor and those in between. There is hardly a profession that is not caught up in evasion of one or another form of governmental regulation. And the government itself, from bottom to top, is caught up in illegalities. But that is not the main point. The main point is that the only ones who seem to be conscience-stricken over this matter are those few whose crimes have been exposed.

Contempt for law and cynicism about law have been stimulated by the contemporary revolt against what is sometimes called legal formalism.
Harold BERMAN: Law and Revolution – The Formation of the Western Legal Tradition, Harvard University Press, 1983.

ABSTRACT

The purpose of this paper is to show the size, importance and rate of growth of the reinformalization process as a disengagement of very important segments of society from political control. The trend towards a polycentric social organization is shown in numbers as 1) % of GDP, and 2) an educated guess of how many billions of people are living and operating free of politicians’ control. If we could determine that, say, 30% of the 6.3 billion of people (2 billion people) totally or partially operate unreportedly; if today 20% of the total U$S 53 trillion world (formal and informal) GDP goes unreported, we have an interesting empirical evidence to add to the debate about social organization and the sustainability or perceived disfunctionality of present political statist organization. This paper will try to show the growth and size of the informal sectors and the choice of billions of persons, in an ex-post facto description of something already working efficiently, and the growing rejection of corruptive and distortive redistributive politicization.
This adds to the methodenstreit: deductive ex-ante syllogistic theoretical arguments or inductive ex-post facto empirical evidence. In this case, trying to add numbers to ideas.

Due to time constraints more recent figures on informality, if available, could not be found.
1 - INTRODUCTION
1.1. The reinformalization and reprivatization processes that, in a particular way, we see in areas like trade, health, social security, labor, patents, education or the treatment towards illegal substances can be observed in a more general way through the analysis of what is known as the informal economy or the black economy, which expresses the vitality of the society and its self-preservation dynamics as a manifestation of its natural expansion and how its operations escape the arbitrary, distortive and permanent control of the state. The artifices of regulations show to be weak and the expansion of the informal economy shows that societies unconsciously experience a detachment process from politics which is in permanent evolution and growth: after strong attempts to control the civil society’s life, the spontaneous impetus of creation and growth once more become evident. People work, produce, trade and accumulate wealth disregarding everything that is political, they reinformalize, they return to a state of cooperation, of interchange, of markets, of natural division of labor (not to the Hobbesian State of Warre). They return to a situation that had been interrupted or affected in an artificial way. It’s the return to the free society’s stable equilibrium after going through the unstable equilibrium of the state’s interventionist regulation.
1.2. Friederich Schneider and Dominik Enste’s paper (Shadow Economies Around the World: Size, Causes and Consequences, Publisher in 1999 through the Fiscal Affairs Department of the International Monetary Fund) makes an estimation of the shadow (informal) economy in 76 countries which concentrate over 80% of the world’s GDP among which we find: 1) a group of developing countries; 2) a group of transition countries; and 3) a group of OECD (Organization for Economic cooperation and Development) countries through different methods
. The authors have found that the shadow economy is significantly important in all of the analyzed cases and that its size is “strongly related to an increase in the tax and social security burden, as well as the extension of the state’s regulatory activities. The increasing corruption also has a positive impact on the growth of the shadow economy”.
1.3. Many interesting observations can be made from this paper that has managed to provide us with estimated figures that, because of their nature, remain out of the official scope and contribute to our work’s central thesis with hard facts about the expansion of the reinformalization process 

1.4. The definition of shadow economy the authors use is “market-based production of goods and services, whether legal or illegal, that escapes detection in the official estimates of GDP. This includes unreported income from the production of legal goods and services, either from monetary or barter transactions – hence, all economic activities which would generally be taxable were they reported to the tax authorities.” However the authors point out that “a precise definition seems quite difficult, if not impossible, as the shadow economy develops all the time according to the ‘principle of running water’: it adjusts to changes in taxes, to sanctions from the tax authorities and to general moral attitudes, etc.”
1.5. An interesting insight provided by the authors about the shadow economy is that at least two thirds of the income generated in this parallel, state-controlled free system “is immediately spent in the official economy resulting in a considerable (positive) stimulating effect on the official economy”
2 – THEORETICAL FRAMEWORK
2.1. The operativization of the reinformalization process is explained by the Theory of Spontaneous Order. As Morris
 explains synthetically:
“The economic case for anarchy often seems to presuppose what might be called a theory of spontaneous social order.
 Such a theory makes claims about certain advantageous properties of market forms of social organization. A free market is a form of social organization where goods and products and the means of production are privately owned. A theory of spontaneous social order predicts that in absence of (much) force, theft, or fraud, the voluntary interactions of rational agents in some circumstances will bring about a social order and, in particular, one with certain admirable characteristics. Contrary to the expectations of many, from the productive activities of rational individuals in a free market emerges not chaos, but a form of civilization that can be exceptionally prosperous, creative, and interesting. The discovery of this possibility by Adam Smith and others and the development of the theory of markets represent one of the major contributions of modern European thought to social theory.  As Kenneth Arrow and Frank Hahn note:
There is by now a long and fairly imposing line of economists from Adam Smith to the present who have sought to show that a decentralized economy motivated by self-interest and guided by price signals would be compatible with a coherent disposition of economic resources that could be regarded, in a well-defined sense, as superior to a large class of possible alternative dispositions…It is important to understand how surprising this claim must be to anyone not exposed to this tradition.”

This is polycentrism.
3 – DEVELOPING COUNTRIES
	TABLE 1 – Size of the Shadow Economy (in percent of GDP)

	
	Physical Input (Electricity) Method
Average 1989-90
	Currency Demand Approach
Average 1989-90
	MIMIC Approach (Multiple Indicators Multiple Cause) 

Average 1990-93

	AFRICA
	
	
	

	Botswana
	27.0
	-
	-

	Egypt
	68.0
	-
	-

	Mauritius
	20.0
	-
	-

	Morocco
	39.0
	-
	-

	Nigeria
	76.0
	-
	-

	South Africa
	-
	9.0
	-

	Tanzania
	-
	31.0
	-

	Tunisia
	45.0
	-
	-

	CENTRAL AND SOUTH AMERICA
	
	

	Argentina
	-
	-
	21.8

	Bolivia
	-
	-
	65.6

	Brazil
	29.0
	-
	37.8

	Chile
	37.0
	-
	18.2

	Colombia
	25.0
	-
	35.1

	Costa Rica
	34.0
	-
	23.2

	Ecuador
	-
	-
	31.2

	Guatemala
	61.0
	-
	50.4

	Honduras
	-
	-
	46.7

	México
	49.0
	33.0
	27.1 (35.1)


	Panamá
	40.0
	-
	62.1

	Paraguay
	27.0
	-
	-

	Peru
	44.0
	-
	57.4

	Uruguay
	35.2
	-
	-

	Venezuela
	30.0
	-
	30.8

	ASIA
	
	
	

	Cyprus
	21.0
	-
	-

	Hong Kong
	13.0
	-
	-

	India
	-
	22.4
	-

	Israel
	29.0
	-
	-

	Malaysia
	39.0
	-
	-

	Philippines
	50.0
	-
	-

	Singapore
	13.0
	-
	-

	South Korea
	38.0
	-
	20.3

	Sri Lanka
	40.0
	-
	-

	Taiwan
	-
	14.9
	16.5

	Thailand
	71.0
	-
	-


Source: Shadow Economies Around the World: Size, Causes and Consequences, Fiscal Affairs Department, IMF, 1999, page 7.

3.1. Schneider and Enste point out that “the extension of the shadow economy in Africa is very significant. Nigeria and Egypt have the largest shadow economies with 76% and 68% of GDP respectively.” The rest of the available data can be seen in the previous table.
4 – transition countries
4.1. “The physical input (electricity) method has been applied to the transition countries in Central and Eastern Europe and to states of the former Soviet Union.”
	TABLE 2 – Size of the Shadow Economy in Transition Countries (% of GDP)

	
	Physical input (Electricity) Method using values from Johnson (1997) and values in “( )” from Lacko (1999)

	
	Average (1989-1990)
	Average (1990-1993)
	Average (1994-1995)

	Former Soviet Union
	

	Azerbaijan
	21.9
	(-)
	33,8
	(41,0)
	59,3
	(49,1)

	Belarus
	15.4
	(-)
	14,0
	(31,7)
	19,1
	(45,4)

	Estonia
	19.9
	(19,5)
	23,9
	(35,9)
	18,5
	(37,0)

	Georgia
	24.9
	(-)
	43,6
	(50,8)
	63,0
	(62,1)

	Kazakhstan
	17.0
	(13,0)
	22,2
	(29,8)
	34,2
	(38,2)

	Kyrgyzstan
	-
	(13,9)
	-
	(27,1)
	-
	(35,7)

	Latvia
	12,8
	(18,4)
	24,3
	(32,2)
	34,8
	(43,4)

	Lithuania
	11,3
	(19,0)
	26,0
	(38,1)
	25,2
	(47,0)

	Moldavia
	18,1
	(-)
	29,1
	(-)
	37,7
	(-)

	Russia
	14,7
	(-)
	27,0
	(36,9)
	41,0
	(39,2)

	Ukraine
	16,3
	(-)
	28,4
	(37,5)
	47,3
	(53,7)

	Uzbekistan
	11,4
	(13,9)
	10,3
	(23,3)
	8,0
	(29,5)

	Average
	16,7
	(16,2)
	25,7
	(34,9)
	35,3
	(43,6)

	
	
	
	
	
	
	

	Central and Eastern Europe
	
	
	
	

	Bulgaria
	24,0
	(26,1)
	26,3
	(32,7)
	32,7
	(35,0)

	Croatia
	22,8
	(-)
	23,5
	(39,0)
	28,5
	(38,2)

	Czech Rep.
	6,4
	(23,0)
	13,4
	(28,7)
	14,5
	(23,2)

	Hungary
	27,5
	(25,1)
	30,7
	(30,9)
	28,4
	(30,5)

	Macedonia
	-
	(-)
	-
	(40,4)
	-
	(46,5)

	Poland
	17,7
	(27,2)
	20,3
	(31,8)
	13,9
	(25,9)

	Romania
	18,0
	(20,9)
	16,0
	(29,0)
	18,3
	(31,3)

	Slovakia
	6,9
	(23,0)
	14,2
	(30,6)
	10,2
	(30,2)

	Slovenia
	-
	(26,8)
	-
	(28,5)
	-
	(24,0)

	Average
	17,6
	(17,6)
	20,6
	(32,4)
	20,9
	(31,6)


Source: Shadow Economies Around the World: Size, Causes and Consequences, Fiscal Affairs Department, IMF, 1999, page 10.
3.2. It is important to point out that there is an increase of the shadow economy from period to period in all of the regions analyzed and in nearly all of the countries included.
5 – DEVELOPED COUNTRIES (OECD)
5.1. We include a table with the latest available data for the OECD countries.
	TABLE 3
	Size of the Shadow Economy usieng the currency demand method (as % of GDP)

	
	1994-1995
	1996-1997

	Australia
	13.8
	13.9

	Austria
	7.0
	8.6

	Belgium
	21.5
	22.2

	Canada
	14.8
	14.9

	Denmark
	17.8
	18.2

	France
	14.5
	14.8

	Germany
	13.5
	14.8

	Great Britain
	12.5
	13.0

	Greece
	29.6
	30.1

	Ireland
	15.4
	16.0

	Italy
	26.0
	27.2

	Japan
	10.6
	11.3

	Netherlands
	13.7
	13.8

	New Zealand
	11.3
	-

	Norway
	18.2
	19.4

	Portugal
	22.1
	22.8

	Spain
	22.4
	23.0

	Sweden
	18.6
	19.5

	Switzerland
	6.7
	7.8

	United States
	9.2
	8.8

	Average
	16.0
	16.9


Source: Shadow Economies Around the World: Size, Causes and Consequences, Fiscal Affairs Department, IMF, 1999, page 13.
5.2. The trend is clear: there is a 5% annual increase in the size of the shadow economy in this category of countries.
5.3. Greece (30,1% of GDP), Italy (27,2%), Spain (23,0%) and Portugal (22,8%) are the countries with the most extended shadow economies within the OECD countries. 

5.4. “Which method is more reliable is an open question.” Each one has the risk of underestimating and overestimating the size of the shadow economy.

5.5. The conclusions as to the rate of growth and size of the shadow economy in the OECD are astounding: 

“…whereas the average size of the shadow economy of the investigated OECD countries was 13,5% of the GDP in 1990-1993, this value increased to 16% in the years 1994-1995. A further increase can be observed…to 16,9% of GDP for 1996-1997. From these results it is obvious that even in the late 1990’s the shadow economy is still growing in OECD countries.”

[image: image1]

6 - AVERAGE SIZE OF THE SHADOW ECONOMY IN DEVELOPING, TRANSITION AND oecd COUNTRIES
	TABLE 4

Countries
(estimation method)
	Average size of the shadow economy 

(as % of GDP) 

1989 - 1993

	Developing countries (electricity method)
	

	Africa
	43.9

	Central and South America
	38.9

	Asia
	35.0

	Transition countries (electricity method)
	

	Former Soviet Union
	25.7

	Eastern Europe
	20.7

	OECD countries

	

	Electricity method
	15.1

	Currency Demand method
	11.9


Source: Shadow Economies Around the World: Size, Causes and Consequences, Fiscal Affairs Department, IMF, page 14.

6.1. According to the authors “a comparison of the size of the shadow economy between the various countries and types of countries is very difficult. Only a ‘crude’ comparison can be made because [different variables and assumptions are used]. As can be seen in the previous table the developing countries have by far the largest average shadow economies, between 35% and 44% of GDP, followed by the transition countries between 10,7% and 34,9% of GDP, and finally the OECD countries, with an average shadow economy of 15,1% of GDP using the electricity approach and 11,9% of GDP using the currency demand method.”
6.2. Keep in mind these figures are from the 1989-1993 period and that, as we have seen, the size of the shadow economy has been increasing.
7 –METHODOLOGICAL IMPLICATIONS
7.1. Even when it exceeds the scope and depth of this outline the contribution it can make to the old debate on social organization is to support the inter-theoretical  ex-ante (aprioristic/deductive) debate on the viability of a stateless society with hard facts from the already operational and growing reality, an ex-post facto (inductive) description about what has already been put to work by the people providing overwhelming empirical evidence. Examples like those of El Cairo
 (Appendix I) are almost a treaty on applied political philosophy that includes almost every aspect of informalization, including people’s (especially poor people’s) evaluation on the parasitical and predatory action of the political bands in a categorical and complementary way while providing a clear example of the Public Choice Theory.

8 - CauSES
8.1. Schneider and Enste mention a number of causes that might explain why people work and produce disregarding regulations and state control but we must question the existence of a conscious decision to evade controls and so do the authors. People produce according to their convenience, according to the situations they face and the contexts they live in. That said, it is unlikely that people question themselves over the political implications of their actions or whether they are act in accordance to rules determined by politics. It would be the difference between civil disobedience and a simple disengagement. What we can point out is that the actions of millions of persons in their daily surviving tasks travel through a parallel channel than that pretended by those who want to centralize power through state apparatus.
8.2. “¿Why do people work in the shadow economy? In the official labor market the costs that firms (and individuals) have to pay when ‘officially’ hiring someone are tremendously increased by the burden of taxes and social security contributions , as well as the legal administrative regulation to control economic activity. In various OECD countries these costs are (sometimes) greater than the wage effectively earned by the worker – providing a strong inventive to work in the shadow economy. The underground use of labor may consist of a second job after (or even during) regular working hours. A second form is shadow economy work by individuals who do not participate in the official labor markets. A third component is the employment of people (e.g. clandestine or illegal immigrants), who are not allowed to work in the official economy).”
8.3. As to the causes that contribute to the increase of the shadow economy the authors point out: “because macroeconomic approaches can often only show statistical correlation rather than causal relations they cannot provide answers to questions like: Why do people choose to work in the shadow economy? What other factors (besides economic incentives) cause an increase of informal activities? Can other theories provide further help in determining relevant factors? Because only individuals can choose, according to methodological individualism , it might be helpful to have a closer look at the individual decision process.”
9 – COMMENTS
9.1. Thanks to Schneider and Enste’s work we have data on the informal economy during the 90’s for more than 70 countries with diverse economic characteristics and in different stages of socio-economic development. New lines of investigation should be pursued to know what has happened to the tendency towards reinformalization which, as we pointed out, is very likely to have risen. 

9.2. In point 11 we have used these figures we have calculated how much of the world’s GDP is in the shadow economy in an effort to determine the relative importance of governments and the activities in which the state interferes versus the degree in which societies are returning to spontaneous, uncontrolled activities. These are the result of the actions undertaken freely by people who, in the end, ignore the existence of the entity called State producing in a an independent and free way.
9.3. The mercantilist/protectionist complicity of large corporations and economic groups (Maine, Argentina) with governments is an antitrust issue that has to be explored in opposition to the massive grassroots depoliticization already on its way.

9.4. The efficiency and roof of the shadow economy are obstructed by distortions and the costs of dodging, eluding and evading the government’s action.

9.5. The impression one has when observing these trends of growing shadow economies is one of a stage in technological and social evolution that has leaped the state control’s fence that were strengthened especially after the 1930’s and which were pointed out as milestones in human development and as points of no return in history: it seemed as if men depended on the state to live his life.
9.6. It seems obvious that qualifying this massive depoliticization process as a “problem” that has to be solved is not appropriate. It must be focused from political philosophy rather than from tax evasion. It is a case of value free natural evolution rather than a social pathology.

10 – TRENDS
Societies that get "stuck" embody belief systems and institutions that fail to confront and solve new problems of societal complexity.

Douglass C. NORTH: “Economic Performance through Time”, prepared for presentation as the Prize Lecture in Economic Science in memory of Alfred Nobel, Nobel Foundation, 1993.
10.1. Schneider and Enste’s work shows a strong trend towards reinformalization. If this could be verified in later years an empirical support of high relevance for our hypothesis would be found. We would be witnessing the reinformalization process of societies and their economies, that count with an increasing percentage of activities that are performed without state interference. Anyway, returning to what this paper has to tell us, we must highlight the large size shadow economies have in terms of GDP in the countries and regions studied for 1989 through 1993: Africa 43,9%; South America 38,9%; Former Soviet Union 25,7%; Eastern Europe 20,7%; OECD countries between 15,1 and 11,9% reaching 16,9% for 1996-1997 clearly showing an accelerating upward trend in the growth and size of shadow economies. 
11 – SIZE OF THE SHADOW ECONOMY
11.1. Weighing each region’s GDP
, we have calculated that the global shadow economy is 21% of the global GDP (that is, U$S 8.667 billion). The calculation is shown in the next table:

	TABLE 5 
	GDP
	% of
	Shadow Economy
	Total Shadow 
	Weighted

	 
	(U$S bn)
	Global GDP
	(% of GDP) 1990
	Economy (U$S bn)
	Average

	Africa
	690
	2%
	43,9
	303
	0,7

	Central and South America
	2.020
	5%
	38,9
	786
	1,9

	Asia
	3.470
	8%
	35,0
	1215
	2,9

	Former Soviet Union
	787
	2%
	25,7
	202
	0,5

	Eastern Europe
	1.229
	3%
	20,7
	254
	0,6

	OECD
	30.838
	75%
	17,0
	5.242
	12,7

	Rest
	2.216
	5%
	30,0
	665
	1,6

	TOTAL
	41.250
	100%
	 
	 8.667
	21,0


Source: own calculations using figures from Schneider and Enste, and Pocket World in Figures – 2007 Edition.
11.2. We must, once again, mention we are using 1990 figures. As we have already said, the percentages are increasing yearly. Arthur Seldon
 shows us that the percentage of increase in the shadow economy as a percentage of GDP in the OECD countries he included in his study was 25% between 1990 and 2000 and predicts an increase of 42% between 2000 and 2010. Since the countries Seldon measures represent 60% of the world GDP, the increase of the shadow economy worldwide cannot be too far away from these figures.
12 - PROJECTION
12.1. So, applying Seldon’s projected increase of 25% we can state that the global shadow economy was equal to 26% of the world GDP in 2000. If it follows the growth rate projected by Seldon’s educated guess it would reach 37% of world GDP in 2010. Isolated available figures of present size seem to agree with the trend, even that foreseeably, the accelerating growth curves of the shadow economies, as they reach a more significant size, should tend to flatten.
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13 - EXAMPLES
13.1. The next are some examples of areas that are in process of reinformalization and depoliticization described in The Informal Revolution
:.
· Security
· Justice
· Taxes
· Labor market
· Monetary and Banking Systems
· Education 

· Defense
· Foreign Aid: Privatization of foreign aid by remittances.

· Health
· Social Security
· Patents and Copyrights
· Media
· Free trade. Barter. Internet.

· Fisheries. Pastures. River basins.

· Marriage
· Adoption
· Assisted Fertilization
· Drugs
14 - CONCLUSIONS

14.1. According to these figures, the state – as a social and political organization – does not have the relevance that media coverage and brain washing effects seem to sustain and its real incidence in the lives of individuals is smaller than thought by people and by government’s own self-proclaimed purposes.

14.2. Given that the greater part of the world population lives in developing and emerging countries we can presume that the majority of humankind lives and develops independently from states and their interference. The population growth rate according to geographical areas and level of development of countries also suggest that – as demographic growth is noticeably more accelerated in developing and emerging areas – population is growing with a larger acceleration where the state has less presence and the size of the shadow economy is relatively bigger. Therefore the percentage of the world population that acts in informal depoliticized segments of the civil society is growing at a larger rate than the percentage as a proportion of GDP. This would be an interesting investigation line in order to determine with greater precision the relative importance of the reinformalization process, in relation to demographic rhythms, the growth of different economies and the billions of people disengaged of political control.
14.3. We must point out the refocus, the reinterpretative redescription on the subject: what is usually studied as the “informality problem” is actually the “solution” that people find and apply to rampant socioesclerosis. And seen from this perspective it appears as a very healthy trend.
14.4. When the size and scope of the informal, depoliticized segments of society have a size of more than a fifth of the world GDP (or U$S 10.725 billion in 2000) and is operated by a substantial proportion of the world’s 6.3 billion people (totally or partially unreported) an obvious and connecting thread is needed to understand what is really going on. This is what this paper intends to accomplish.
14.5. If to the previous measurements and scholarly attempts to interpret this phenomenon we add accurate mass media reports (See Appendix I – New York Times) that analyze correctly and nearly completely the issue, the picture seems to appear quite clearly: The King is naked.
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APPENDIX I
CAIRO JOURNAL; In Arab Hub, Poor Are Left To Their Fate

By MICHAEL SLACKMAN; MONA EL-NAGGAR CONTRIBUTED REPORTING.

Published: March 1, 2007
__________________
NOTE: Emphasis mine.
Ali Mezar has spent his life fishing a narrow, muddy patch of the Nile in this, one of the most crowded cities in the world. But Mr. Mezar has little contact with urban civilization. He sleeps in his boat, makes tea from the dirty Nile water and on good days earns a few dollars. 
Not far away, on the shoulder of a busy avenue, Karim Sayed, 21, herds sheep and goats matted with urban filth. He spends his days staring into oncoming traffic, hoping to make a sale before the police move him or confiscate a sheep. 

At the city's edge, in a packed neighborhood built entirely by its residents, Mina Fathy and his neighbors fix sewerage, water and electricity problems on their own because they say the government offers them virtually no service in such functions. 

Cairo is home to 15 million and often described as the center of the Arab world, an incubator of culture and ideas. But it is also a collection of villages, a ruralized metropolis where people live by their wits and devices, cut off from the authorities, the law and often each other. 

That social reality does not just speak to the quality and style of life for millions of Egyptians. It also plays a role in the nation's style of governance. 

The fisherman on the Nile, the shepherd in the road and residents of so-called informal communities say their experiences navigating city life have taught them the same lessons: the government is not there to better their lives; advancement is based on connections and bribes; the central authority is at best a benign force to be avoided. 

''Everything is from God,'' said Mr. Mezar, the fisherman, who was speaking practically, not theologically. ''There is no such thing as government. The government is one thing, and we are something else. What am I going to get from the government?'' 

Cairo has been the capital of Egypt for more than 1,000 years, and sits where the dry sands of the desert lead to the fertile Nile Delta. Egyptian officials like to say that this is where modern bureaucracy was invented, where the mechanics of governance first took shape. 

While the Egyptian government is the country's largest employer, it is by all accounts an utterly unreliable source of help for the average citizen. That combination, social scientists say, helps create a system that has stifled political opposition and allowed a small group to remain in power for decades. 

One brick in the foundation of single-party rule has been public resignation. There is no widespread expectation that the authorities will give the common man a voice, and so there is rarely any outrage when they do not. The fisherman, the shepherd and Mr. Fathy all said that the most they could hope for from the government was that it stay out of their lives. 

''We hope God keeps the municipality away from us,'' Mr. Sayed said as he sat in a wooden chair, surveying his fetid flock of goats and sheep with headlights streaming by. 

Such a feeling of separation is one reason that the leadership has been able to clamp down on opposition political activities without incurring widespread public wrath, political analysts say. 

''People see the government as something quite foreign or removed from their lives,'' said Diane Singerman, a professor in government at American University in Washington who has written extensively about Cairo. ''Commuters to the city, or poor peddlers and working people, do not see the government as particularly interested in their lives, and they also see politics as quite elite and risky and something to stay away from.'' 

Officials say part of the disillusionment comes from unrealistic expectations, a holdover from the heady days of Gamal Abdel Nasser, Egypt's leader from 1954 to 1970, when government jobs were deemed a right and cradle-to-grave care a promise. 

Mr. Mezar and his cousin Muhammad Hassan fish the Nile just as their parents and their grandparents did, living in the bottom of their small wooden boats. Dark from the sun, hands callused from their oars, they are the image of Egypt, and they often smile and wave dutifully as tour boats motor up the river, with tourists snapping their pictures. 

They dock their boats beneath a busy overpass, waking each morning at 6, filling their glasses with tea made from water scooped directly from the Nile. They worry that despite their fishing licenses, the police will demand their fish or write a ticket for some invented infraction. 

''There is only despair,'' Mr. Hassan said as he slowly rowed while his son, Rageb, 22, stood barefoot on the front of the boat putting out the net. ''It is all about connections. If you know someone, you get 20 jobs. If not, you get nothing.'' 

He said they knew about bilharzia, the life-threatening parasite in the slow-moving waters on the edge of the Nile, but their priority is catching fish. 

''We get checked for bilharzia,'' he said. 

''Really?'' he was asked. 

''No, never,'' he replied, shaking his head. 

There were four boats working the river one morning, including Mr. Hassan's. The crews were all relatives of his. No one expressed anger -- or depression. Only resignation. 

''I am sick of Egypt,'' Mr. Mezar said. ''I like fishing, but you see, are there any fish? I would give all of this if the government gave me a job.'' 

Cairo has grown like a living organism, swallowing up agricultural lands and villages as its population has ballooned. Nearly three-quarters of the population live like Mr. Fathy, in informal communities. 

Mr. Fathy comes from Manshiet Nasser, a sprawling labyrinth of brick apartment buildings along trash-strewn dirt roads that is home to hundreds of thousands of people. Informal communities are not shantytowns, but neighborhoods that grew organically, without any urban planning. People simply built homes, some buying agricultural land, some squatting on desert land. 

The nature of these communities has bred a sense of distance and alienation from the government, experts in Cairo's life say. The government only provided services when the neighborhoods reached a critical mass, when the numbers of people could no longer be ignored. Few have schools. Roads are so narrow that police trucks cannot enter. Electricity is pirated. Order is established by the community, independent from the authorities. 

''My impression is that they think they are something different from the rest of the city,'' said Abdel Halim Ibrahim Abdel Halim, an urban planner and architect. ''They feel like they provided housing for themselves, they control that housing.'' 

Residents of Manshiet Nasser, which is on a plateau, often refer to those in the formal center of the city as ''people who come from under,'' as Salah Ibrahim, 40, meant when he said, ''People who come from under never listen to us.'' He said a road in front of his house had been flooded with sewage for days until, finally, the neighbors all donated money to have it repaired. 

''Every house is on its own,'' said Mr. Fathy, who said he had paid a bribe of 2,000 pounds, about $350, when inspectors insisted that he tear down the third-floor apartment he was building on top of his parents' building. ''Every house has to solve its own problems.” 
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CHART 1 - Shadow Economy in OECD countries (as % of GDP)





CHART 2 – GLOBAL SHADOW ECONOMY (AS % OF GDP)
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� The currency demand approach assumes that shadow transactions are undertaken in the form of cash payments, so as to leave no observable traces for the authorities. An increase in the size of the shadow economy will therefore increase the demand for cash. Kaufmann-Kaliberda’s physical input (electricity consumption) method indicates that overall (official and unofficial) economic activity and electricity consumption have been empirically been observed worldwide in lockstep with an electricity/GDP elasticity usually close to one. So, the difference between the gross rate of official GDP and the gross rate of  total electricity consumption can be attributed to the growth of the shadow economy. The DYMIMIC (Dynamic-Multiple-Indicators Multiple Causes) Model method explicitly considers multiple causes that can lead to the existence and growth of the shadow economy as well as the multiple effects that shadow economy can have over time. It is based on the statistical theory of unobserved variables, which considers multiple causes and multiple indicators of the phenomenon being measured.
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