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Abstract The informal economy—defined as workers who have no security of employment re—
ceive few or no benefits and are often unprotected by labor laws—in China today accounts for
168 million of the total of 283 million urban employed or 1.5 times the number of those in the
formal economy. But the official statistical apparatus in China still does not gather systematic

data on the informal economy. Part of the reason for the neglect is the misleading influence of
mainstream economic and sociological theories which have come from the “economic dual-
ism” “three sector hypothesis” and “olive shaped” social structure theories that held great in—
fluence in the United States in the 1960s. Together they made up the prevailing “moderniza—

tion” model of the time. This article reviews the core elements of that model the “revolution”

in development economics that followed it in the 1970s and 1980s and the “counter revolu—
tion” from neoclassical economics that came with the rising ideological tide of Neo-Conser—
vatism. The article attempts to separate out ideological biases from the genuine insights of the
two sides and argues for a balanced theoretical perspective that can more appropriately cap—
ture the realities of the informal economy today.
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