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Informal Economy in Iran and
The Effect of Inflation on It
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Mohammad Keivanfar
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Abstract

In present paper, first the concept of informal economy and its placein the economic
literature has been described. Then the causes and factorsinvolved in providing the
informal sector was examined and the volume of informal economy was estimated.
Second, the effect of inflation on informal economy was surveyed. To estimate the
volume of informal sector, Residual discrepancy method waswused and the volume
of informal economy in urban areas in Iran economy. from 1982/83 to 2008/09 was
calculated. The results show the increasing trend-of informal sector volume, during
the imposed Irag-lran war. In addition, after/the imposed war some fluctuation in
the hidden economy has been detected. In the final part, after studying existing
stationary of the used variables, the effect of inflation rate (in special groups) on the
informal sector was examined by using OLS method. The results show that urban
informal sector increase, if only inflationrate in the goods group grow up.

Keywords: Formal Economy, Informal Economy, Volume of the Informal Economy,
Inflation, Residual Discrepancy Method, OL S method.
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1- Formal economy
2 - Informal economy
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1 - Shadow economy
2 - Underground economy
3 - Hidden economy
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White Heteroskedasticity Test:
F-statistic 1.024987 Probability 0.461488
Obs*R-squared 9.508347 Probability 0.391731
Test Equation:
Dependent Variable: RESID*2
Method: Least Squares
Date: 03/13/10 Time: 00:29
Sample: 1362 1387
Included observations: 26
Variable Coefficient  Std. Error t-Statistic Prob.
C 0.088205 0.057263 1.540351 0.1430
GOODS 1.952538  0.981283 1.989781 0.0640
GOODS"2 0.594100  2.953110 0.201178 0.8431
GOODS*SERVICES -0.666134 < 5.562982 -0.119744 0.9062
GOODS*OTHERS . -7.596614 5.444312 -1.395331 0.1820
SERVICES <0.955551 2.739108 -0.348855 0.7317
SERVICES "2 3.248194  3.783584 0.858497 0.4033
SERVICES*OTHERS -1.998398 5.855924 -0.341261 0.7373
OTHERS -0.799629 2.745468 -0.291254 0.7746
OTHERS /2 4444662  6.859677 0.647940 0.5262
R-squared 0.365706 Mean dependent var 0.059682
Adjusted R-squared 0.008915 S.D. dependent var 0.091234
S.E. of regression 0.090826 Akaike info criterion -1.676011
Sum squared resid 0.131991 Schwarz criterion -1.192128
Log likelihood 31.78814 F-statistic 1.024987
Durbin-Watson stat 2.413281 Prob(F-statistic) 0.461488
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Breusch-Godfrey Serial Correlation LM Test:

F-statistic 0.805360 Probability 0.460901
Obs*R-squared 1.937868 Probability 0.379487
Test Equation:
Dependent Variable: RESID
Method: Least Squares
Date: 03/13/10 Time: 00:32
Presample missing value lagged residuals set to zero.
Variable Coefficient  Std. Error t-Statistic Prob.
C -0.000413 0.073448 -0.005626 0.9956
GOODS -0.222005 0.647434 -0.342900 0.7353
SERVICES 0.117902 0.660177 0.178592 0.8601
OTHERS 0.072631  0.800402 0.090743 0.9286
RESID(-1) -0.298474 0.235404 -1.267925 0.2194
RESID(-2) -0.136833 0.273537 -0.500235 0.6224
R-squared 0.074533 Mean dependent var 2.14E-17
Adjusted R-squared -0.156833 S.D. dependent var 0.249137
S.E. of regression 0.267962 Akaike info criterion 0.403229
Sum squared resid 1.436070 Schwarz criterion 0.693559
Log likelihood 0.758019 F-statistic 0.322144
Durbin-Watson stat 1.924329 Prob(F-statistic) 0.893723
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