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Abstract

The informé&i black, shadow, or undergrofineconomy, is commonly known for
encompassing illegal activities. More generallgfdhmal economy covers all economic activity
that occurs ooff the books, 6 thus unrecorded
Research on the informal economy in the U.S. points to its prevalenegagdoservideased
local economie$his study investigates the presence of informal economic activiBea bee
regionof South Carolinaomprising the counties of Chesterfield, Darlington, Dillon, Florence,
Marion, and Marlbor&esultgrovidestrong evidenaaf a sizeable undeogind economy.
Furthermoretheresults point to the same condition existing throughout many regions of the state.
Utilizing thelabormarketdiscrepancy method, the size of the informal economy was estimated at
9.6% in the Pee Deegionin 2005 with estnates ranging as high as 16.6% and as low as 3.4% for
the counties withifkurthermore, results point to a steadily increasing informal sector in all counties
from 2000 to 2006.
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Informal Economic Activity
A County-L e v e | Analysis of South Carolinads

Executive Summary

Overview

The informéai black, shadow, or undergrotineconony, is commonly known for
encompassing illegal activities (including drugs, gambling, or prostitution) and illegal trade in legal
goods (such as tobacco, alcohol, or prescription drugs). More generally, the informal economy
covers all economic activitytbat cur s o0off the books, 6 thus unr e
governmental taxing authorities. This type of activity can include babysitting, housecleaning, yard
work, handyman services, agricultural services, construction services, and so on. Thigisgidy exam
existing methods for approximating the size of local informal economic activity and applies those
techniqueso determine the size of the informal economy in the Pee Dee region of South Carolina,
comprising the counties of Chesterfield, DarlingtdlonDFlorence, Marion, aMharlboro.

Past Research

Previous research on the informal economy in the U.S. points to its prevalengage,low
servicebased local economies in which participants are usually on the margin of poverty and
typically take pain order to supplement their incomes from formal jobs. Factors that contribute to
increasingnformal economy participation include tax burden, regulations, inflation, real income,
globalization, economic deregulation, and transformation to more fibexiblef production.
Unfortunately, becaus#ormal economies are, by definition, unrecorded, they are also
exceptionally hard to quantify for exactly the same rBasoarous methods have been developed
by researchers to attempt to do so. This paseribdes nine such methods, ranging from
household surveysdgnamic multiple indicators and multiple techniques. Using this full range of
approaches, previous estimates of the informal economy in the United States have ranged from
5.3% to 19.4% since 19d hisstudy utilizes an approach that compares discrepancies in labor
market data, specifically focusing on variations in wagdengopulation, labor force, total
employment, wages and salary employment, and tax returns filed.

Pee Dee Region

The Pee Deregion can be described as an economically depressed area. The six counties within
the area all have high poverty and unemployment, and low income and property values.
Addi tionally, the following changes have occur

f Whilete st ateds popul ation grew 4. 4% between
population, Chesterfield and Dillon experienced approximately no growth, and Florence and
Marlboro grew only 2.4% and 3%, respectively.

Informal Economic Activity Executive Summiliiy



1 Between 2000 and 2006, the growthofaterking age individuals (between 15 and 64
years ol d) has dramatically | agged the rem
population increased 8.5%, while growth of Pee Dee counties was Marlboro: 4.9%; Florence:
4.8%; Chesterfield: 2.6%il|l@n: 1.8%; Darlington: 1.0%; and Mariarv%.

1 Labor force participati@npeople who setfescribe themselves as being employed or
seeking employment as reported by thé BiaS declined in all counties except Florence
and Marlbordwhich experienced nbange)Such a gap in growth raises the question of
where these new workers found jobs.

1 Since200Q everyPee Deeounty hatiada lower ratio of labor force participants to
working age population than the statewide average, indicating a larger p#noeopdge
in this region do not participate in the formal labor force than is typical throughout the state.

Findings

Because no specific measure of the informal economy exists, much evidence regarding its
existence and size is indirect, inferred fronegeacies between varitalsor market measures
Three sucldiscrepanciemeused to generate estimates of the magnitude of the informal economy

1. SelfReported Employment Versus EmployeReported Employment

This measure compaths difference in the enogment reported by employéria the

BLS Quarterly Census of Employment and Wages (Q@&iNgemployment reported by

the employedvia the BLS Local Area Unemployment Statistics (LAUS) prdgnam).

average statewidetween 2000 and 20@énployerepated jobs account for 95% of the
employegeported jobs. In the Pee Dee region, however, the averages are far less. With the
exception of Florence, Pee Dee region period averages range taéthaeed5% Except

for Dillon and Marlboro, these ratios hdeelined since 2000.

2. Wage and Salary Employment Versus Total Private Employment

Informal economic activity is likely to be more highly correlated with those whe are self
employed, as it naturally allows for a lower degree of actibpatatiell as mofiexibility
than positions that receive wages and salaries from an erfplsyaeasure compares
wage and salary employment reported by the QCEW to theit@iiel norfarm

employment (including selinployment) reported byigau oEEconomicAnalysigBEA),
whichutilizes Census, IRS, and other data elements to statistically correct for underreporting
and misreportingtaewide, the average ratio was 0.95 aSlovascé s  Albcounties
except Dillorand Marlbor@saw decreases in ratios sin®® 28s did South Carolina. In all,
this measure indicates that officialeailoyment is higherfiour ofthe Pee Dee regio

than in the rest of the sta@e can conclusively say @l$®oon the rise in thedeur

counties faster than throughout stege.
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3. Income Tax Filers Versus Population

In 200412 millionUSreturns were filed. Another 15 million people did not file because
they did not earn enough money to be required ta desording to Tax Foundation,

98.9%0f these filersarned less th&30,000; 62.8% were over the age; @ial5.3%

worked partime for less than 13 weeks of the y@amverage, 45% of South Carolina

state residents filed returns between 2000 and 2005. (In the US, 45.4% of the population
filed returns in 2005.) Albunties within the Pee Dee region had both lower levels as well as
declining levels of tax filing. Not filing can be representative of low levels of income,
prevalence of patime work, and workers over 55. Given that much research has linked the
formertwo of these factors with the presence of informality in the economy, they can still
provide us with some insight into the factors that indicate informal economic activity.

No methodis perfectbut combined theprovidegeneral guidiaes toof how muchnformal
economic activity occurs in thee Deeegion(see table)he first method estimates an informal
economy of 12.3% in the Pee Dee region in 2005. Statewide it wabéss&dond method
estimatea smallenformal economin the Pee Deef 10.6%and 6.8% statewidénally, the
income tax filers discrepancy mettaldulatethe differenioetween the percentage of filers in each
county and the UShus, the estimated size of the informal economy produced by the third method
is theamountabovie size of the US informal economigh theP e e Dawiegnsextréb.9%
of its economy involved in underground activities, and the state being close to par with the US.

Table: Estimated Size of the Pee Dee Region Informal Economy

Method 1: SeHReparted Employment
Versus EmployerReported
Employment (reported in Table 5)

Method 2: Wage and Salary
Employment Versus Total
Employment (reported in Table 6)

Method 3: Income Tax Filers Versus
Population (reported in Table 8)

Employment Employment 0 i
Differ- % of Differ- % of 2005 2005 SC % of Difference
2006 2006 | 2005 2005 | Census Tax Pop. from US
County ence LS BEA ence Jiol Pop. Returns Filing % Filing
QCEW LAUS QCEW REIS )
Chesterfield 14,02. 16,85 2,83. 16.8% 13,60: 15,27 1,67¢ 11.06 43,19: 16,31t 37.8% 7.6%
Darlington 20,98: 29,03 8,05¢ 27.7% 20,96: 24,13° 3,17¢ 13.2% 67,36¢ 26,390 39.2% 6.2%
Dillon 9,47( 12,09 2,628 21.7% 9,55° 10,36! 80€ 7.8% 30,85. 11,83 38.4% 7.0%
Florence 60,99! 58,54. -2,45! -4.2% 59,51¢ 66,491 6,82 10.5% 130,25 53,99 41.5% 3.9%
Marion 9,037 11,88: 2,85, 24.0% 9,36: 11,42t 2,057 18.0% 34,79t 13,13. 37.7% 7.7%
Marlboro 8,17¢ 11,42 3,24 28.4% 8,07: 7,79:  -27¢ -3.6% 27,72, 10,47- 37.8% 7.6%
Pee Dee Regio. 122,66 13984 17,15 12.3% 12]06¢ 13545 14,42 10.6% 334,19 13214 39.5% 59%
South Carolina 1,855,84 1,988,37 132,55 6.7% 1,819,2. 1,952,1¢ 132,96 6.8% 4,246,95 1,906,9¢ 44.9%  0.5%

Source: S.C. Department of Commerce calculation of BLS Quarterly Census of Btgpidywiage8LS Local Area
Unemployment Statisti&FA Regional Economic Information Systed8 Census Population Estimates, and S.C. Department of
Revenue Income Tax data.

Using an average of the estimates of each méthmd, P e e De e 6 s makes gor ma | ec
9.6% of its entire economy. Florencedrealverage f 3. 4 %, whi | veasId.&%,i onds a
Darlingtonds was 15. 7 %, Dill onds was 12.2%, C
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1. Introduction

The informéai black, shadow, or undergrdéineconomy, is commonly known for
encompassing illegal activities (including drugs, gambling, or prostitution) and illegal trade in legal
goods (such as tobacco, alcohol, or prescription drugs). More generally, the informal economy
covers all economicactit y t hat occurs o0off the books, 6 t ht
governmental taxing authorities. This ty@ew¥ity can include babysitting, housecleaning, yard
work, handyman services, agricultural services, construction services, and so seaiboanre
the informal economy in the U.S. points to its prevalenceualgsy servideased local
economies. Unfortunately, because informal economies are, by definition, unrecorded, they are also
exceptionally hard to quantify for exactly the sanoarddmss study will examine existing methods
for approximating the size of local informal economic activity and apply those methodologies to
determine the size of the infor mal economy in
demography is so divdisearying greatly in population density, education, and income across
geographic regiamghis paper seeks to quantify informality at the local countynigaeticular,
the study will focus the majority of local analysis on the Pee Dee region, comprigingebef
Chesterfield, Darlington, Dillon, Florence, Marion, and Marfecton 2 describes past research
undertaken in quantifying and describing the informal economy. Section 3 presents the methodology
employed in this study to quantify the sizbevinformal economy at the county level. Section 4
presents the results of the implemented methodology. Finally, Section 5 concludes with possible
policy implications and avenues for further research.

2. Literature Review

Previous studies focusing oromial economic activity have typically fallen into one of the
following two categories: 1.) ethnographic studies which interview and observe the actions and
interactions of a small group of individuals, and 2.) economic studiepplyidata to empirica
models to quantify activity.

2.1 Ethnographic studies

Ethnographic studies typically involve the use of specifically designed household surveys which
include extensive interviews with the members bbtlsehold. Cohen and Stephens (2005) focus
interviewsn Fayette County, Pennsylvania, a community that was largely dependent upon
manufacturing and extract i vewhentekseandustiees ( coal
declinedThe countyas persistently high unemployment, poverty, public assistgrieats, and
low postsecondary school attendarideey note the absence of jobs that pay well for both the
unskilled and lowkilled workers who inhabittheregiblh ey f i nd many-exstf t he s
between two worlds, low wage subsistenbe iiotmal economy and some involvement in
informal economic activity 6as it comes up. 086
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many ooff the booksd jobs at |l ocal establishm
growing orselling marijuandt is also, thedetermind, t he oOnear poor, 0 as oOf
poorest, that participate most frequently in the informal ecoandithey typically do so to

supplement their incomes from formal jdiiey also noted a prevalencecoéptance for jobs

which fell outside the view of the government and, thus, taxation.

Mencken and Maggard (1999) suavayndom sample 621 households in West Virginia
1996and find22% of them participate in the informal econdrngy further findhat only 8% of
those who engaged in informal jobs earned more than 20% of their household income in that
manner, confirming the Cohen and Stephens (2005) finding that most informal earnings are to
supplement income from jobs in the formal sector. Therauatttiobute much of the presence of
the informal economy tbe restructuing f We st Vi r g ifrom amiddastrial u r a | regi
economy to a servibased one.

2.2 Economic Studies

Economic papers seek to quantify the size of the informal sector througtaleamaiyses.
Again, the lack of recorded data on the informal sector has presented difficulties in all past studies.
This section outlines several of the methods that have been utilized in the past along with their
findings.

2.21 MacroeconomicApproaches

Historically, a majority of studies have employed macroeconomic methods to estimate the size
of the informal sectof he first of such methods is theurrencydd e mandé or oOcurrency
approactdeveloped and modified by Cagan (1958), Tanzi @@Bhattacharyya (1990his
approach hinges upon the assumption that informal transactions take place in cash. Thus,
increase in informal economic activity would require an inordasdemand for currenalative
to either tax burden or GDP. Thipproach is limited by the facts that not all informal transactions
occur in cash, the approach requires no informal economic activity in the lzastapear,
increasingly global economy has rendered effective tracking of U.S. currency more difficult.

The second of these t ec hdevelppeels Faige (197#ieh 0t r an s
assumes that the ratio between the number of transactions that take place in an economy and its
GNP. Using Fisher6s quant i tnsactomsutle pdrcentagetob e st i
GNP which is produced by the informal sector can be estimated. Again, this method requires the
informal sector activity to be zero in the base year. Additionally, it assumes a constant ratio between
transactions and GNP, andatuires precise estimates of transactions.

A third macroeconommocedure s t h e 0 p h yekedtricitg consumpfometiiod or 0
pioneered by Kaufmann and Kaliberda (199&.method assumes that the best proxy for overall
economic activity energy use. Thus, growth in the ratio between electricity consumption and GDP
indicates the growth of informal economic activéyeral issues make this method unreliable as
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well, including the fact thgains in energy efficiency over time are notredpad not all informal
activities require large amounts of electricity usage.

The final macr oe c dynamimnultpletindicatore muttipleecautes t he 0
(DYMIMIC) method first developed by Frey and Weck (188B¢xtensively developed sinc
then Unlike the previous methods, this one examines ¢hef molore than one factor in both
causing anehdicaingthe presence afformal economic activitfhe method treats the growth of
the informal economy as the unobserved variable. Tax bagigations, inflation, and real
income are treated as causes. Monetary ind{cagiténoney supply ratichanges itaborforce
participationand formal economy growth are treated as indicators.

Thesanethodsare largely criticized feithernot beng based in economic theoryutilizing
imperfect econometric methdd$omas 1999Most importantly, however, is the fact that these
macroeconomic techniques are not applicable to the estimation of small comnate#tshey
are quite often used estimate informal sectors at the national [eeicularly in developing
nations Thus, we turn our attention to approaches focused on the microeconomic level.

2.22 Microeconomic Approaches

Studies using microeconomic data are relatively few abmphn@acroeconomic studies
While all of the aforementioned methods utilize indirect approaches to estimate the informal sector,
the firsttwo of these microeconomri@sed methodsedirect measusd tax audits and surveys.
The tax audit approach measuret he di screpancy between decl are
returns and actual income as determined through audit processes. Feinsten (1999) notes the
problems associated with this method including the difficubtigglymg this sample to the general
population, as the sample is typically not randomly selected. Additionally, audits only uncover some
fraction of true noncompliance. Survey methods, used by Mencken and Maggalide@t99)
collect data from a random sample of households. One diagdwafrgéuch a technique is the
general unwillingness of participants to adrlié¢@al activities such as involvement in the
underground economy. Another drawback (which is common to tax audits as well) is that they
provide only point estimates, not legdany information to the development of the informal sector
over time. Finally, surveys are #0mesuming and costly to implement.

The third of the microeconomic approachest ur ns t o t he eéxpeddituréect me:
method was pioneered by Risles and Weber (1989) and further developegskiotoLet al.
(2004) This approach entails the development of a complete system of demand equations estimated
and from household expenditure data and compared to the household budget constragds, estimat
from income data. The informal economy is then estimated from the discrepancy in the two. This
approach is particularly promising from a local level, the primary obstacle being obtaining data to
produce estimates at a county level. Cdenvayidentiérs in the U.S. Consumer Expenditure
Surve are for restrictedse only. Unfortunatelfet process of obtaining restrietese licenses is
exremely long and timensuming, making this avenue quite possible for a future, Hahepéhin
study.
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The fourthmm cr oeconomi c approach entail Bsingxamini no¢
various labor market statistics, this method utilizes the difference between the number of jobs
reported by employers and the number of people walkaggaitlarcelli etal.(2002) examine
the informal economy in Los Angeles using a set of nine different labor markeT hestricel a
significant underground economy that they attribute to factors of globalization, economic
deregulation, and transformation to more flexibhesfof productionThe data used by this
method is available at the county level. The drawbacks to this method include both the fact that it
does not account for people who are employed in both the informal and formal economies and the
fact that decreasislabor force participation can be dufattors other than just the growth of the
informal sector.

Finally, a oneighbor hood pr -prafit oeganizationeSodiab d wa s
Compact. This proprietary approach utilizes over 30 sotidegd both public and privaieto
formulate a set of eight weighted indicators to develop an estimate of informal activity at a
neighborhoodevel.

Percentage of households earning less than $30,000 annually
Ratio of household income to expenditures

Perentage of households with no credit or banking histories
Percentage of cash utility payments

Percent of foreign born population

Difference between real home values and restilelated housing costs
Number of checkashing providers per acre

Number of checkashing providers per household

= =4 4 -4 -4 -4 - -9

The Social Compact methodolegs specifically developed to analyze buying power in urban
areaslt uses a large array of Aoaditional data sources that were collected at a neighborhood
level.Unfortunately, the exacethodology is unknowRor a more isdepth study allowing for a
longer timerame a similar model could be developed and tailored to rural areas in South Carolina.

2.23 Informal Economy Estimates

A summary of the estimates of the size of the inforov@my produced by eachthe
methods desdred in sections 2.2.1 and 2.2.2 is provided in Table 1. Two particular trends are
notable. First, the various methods produce a wide range of results. Secondly, the size of the
informal sector is increasing owee.

In addition to these studies whose goal is to estimate the amount of informal economic activity,
other studies examine the factors that lead to larger informal sectors. For instance, Chong and
Gradstein (2007) utilize two macroeconomic medtheldsticity consumption and currency
demand and find that the size of the informal ec
wealth and positively correlatgth its inequality of incomidsing a 1994 survey from a random
sample of Mexican immigramiuseholds in Los Angeles, Marcelli et. al. (1999) obtain estimates of
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legal status, years of schooling, age, and gender. They then apply these estimataspteatub
the 1990 Census Public Use Mi€C€obandfareigmorrs a mpl e (

Latino labor force participants aged618. 6 They determine the | evel
group in various occupations and use it as a proxy for overall informal economic activity. Their
findings indicate informal work to be highly relatédltoo wer wages, a higher i
|l ess education, and a higher Il ikelihood of be

high levels of informal workers experience lower returns to education than workers in occupations
with low leved of informality.

Table 1 Previous Estimates of the Informal Economy

Size of Informal Economy (as a % of GDP)

Los Sante San
u.st U.K? Angele¥ Detroit' Houstoi And Miami" Franciscd
1981- 1986- 1998-
Method 1985 1990 1993 2001 2006 2004 2004 2004 2004
Currency
Demand 5.3 6.2
Transactions 21.2 19.4
Electricity
Consumption 7.8 9.9
Surveys 5.6
Tax Audits 8.2 10
Expenditure 10.6
Labor Market
Discrepancies 6.1  10.2 15
Neighborhood
Proxies 9.8 9.7 17 11.6 9.8

1U.S. data summarized in Schneider and Enste (2000)

2L yssiotou et. al. (2004)

3 Joassaiarcelli et. al. (2002)

4 City Drilldown Reports summarized in Social fizmtn(2007)

3. Empirical Methods

To empirically determine the either the presence or the size of an underground economy
requires employing one or more of the methods described in section 2. The desire to determine
informality at a local level points towasd of the microeconomic methods. In particular, the
expenditure method lends itself well to a cdamg) analysis. Drawbacks associated with the
lengthy process to obtain restriaied licenses to accesS. Consumdixpenditure Surveys
preventts u in this report. Additionally, analysis of such would provide data for a single year.

2008001| Discussion Paper Page |5



Such a crossectional view would prevent analysis of informal economic behavior over time. To do
so, would require repeating the analysis on multiple expenditusespaneing several years. This
procedure is an option for a moralapth study with a longer time frame.

A second promising option is the modification of the neighborhood proxies method to be
applicable to rural areas of South Carolina. Unfortunatetizeligrevious option, this, too, lends
itself to a longerm study. Implementation of this method will require the following.

o Development of a custom model based on the DYMIMIC strategy.
o ldentification of data available and required.
0 Extensive collectioof data elements.

In order to provide a basic estimate of the underground economy within a abbreviated period,
this analysis will use the labor market discrepancy method. It will compare five different measures of
labor force size.

1. Working-Age Population: Encompassesdividualsages 15 to 64s reported by the US
Census Bureau.

2. Labor Force: Estimated by the Bureau of Labor Statistics (BLS) using data from the
Current Population Survey (CPS), the Current Employment Statistics (CES) program, and
the stateinemployment insurance (Ul) system, this measure comprises people who report
themselves as either being employédwing actively sought work within the past month.

3. Employment: Estimated by the Bureau of Labor Statistics (BLS) using data from the
Current Population Survey (CPS), the Current Employment Statistics (CES) program, and
the state unemployment insurance (Ul) system, this measure is a subset of the previous
Labor Force figure and comprises only people who report themselves as employed.

4. Wages andSalary Employment Comprehensive tabulatjdrom the BLS Quarterly
Census of Employment and Wa@@SEW), of the workers covered by state
Unemplyment Insurance as reported by employers. This measure contains only wage and
salary employment, and doesimclude selfémployment.

5. Total Employment: Produced by the Bureau of Economic Analysis (BEA) as a part of
their Regional Economic Information System (REIS). This data set includes both wage and
salary as well as satfiployment data at thelijit NAICS ével and is estimated using the
QCEW, Census, IRS data.

6. Number of Tax Returns Filed Reported by the South Carolina Department of Revenue,
this figure indicates the percentage of an

In addition to examinirpe figures at a given point in time, this method will also explore
changes in the measure over time.
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4. Results

4.1 Pee Dee Region Overview

The results of this paper focus on a specific region of South Gattodifizee Dee region
which comprises the countiesCiiesterfield, Darlington, Dillon, Florence, Marion, and Marlboro
as shown in Figure 1.

Figure I Map of South Carolina Pee Dee Region

Ehesterield

Blonence

The Pedee region can be described as an economically depressed area. The six counties within
the area all have higbverty and unemployment, and low income and property values as displayed
in Table 2Marion, Marlboro, and Dillon, in particular, are distressed areas, as Marlboro has the
s t a t"lewiest metlian household inco@iipn has the 4lowest assessed peaty valugsand
Marion as the"Bhighest percentage of unemployment insurance claimants. Furthermore, all of the
areas have suffered low or negative population growth between 2003 éade28@pendix,
Table Al for a complete listing of summaryssitaifor all South Carolina counties.)
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Table 2:Pee Dee Region Economic Statistics

. 3-Year Assessed Percent of
Hgﬂu?sﬂﬁgl d Population Property Population Ug;r?:ﬁlso(yo;n?)?t
Income Growth (% of Value Per Below Poverty Po ulatioon)
Population) Capita Level P
County Income  Rank Percent Rank Value Rank Percent Rank Percent Rank
Chesterfield $ 31,527 13 0.2% 15 $2,203 9 22.0% 14 0.7% 22
Darlington $ 33,739 20 -0.2% 13 $2,987 23 21.2% 15 0.7% 22
Dillon $ 28,95 8 0.0% 14 $2,016 4 24.7% 6 1.0% 12
Florence $ 37,251 30 2.4% 28 $3,498 31 17.4% 23 0.7% 22
Marion $ 27,283 6 -0.9% 7 $2,143 7 24.6% 7 1.3% 3
Marlboro $ 26,306 4 3.0% 30 $2,163 8 24.4% 8 1.1% 8
South Carolina $ 39,477 4.4% $3,851 15.6% 0.6%

Sources: Median Household Income and Percent Below Poverty from 2005 U.S. Census Bureau Small Area Income and Poverty
Estimates.-Year Population Growth from U.S. Census Bureau Population Estimates (Jutp JuB0032006). Adjed

Assessed Property Value-Bapita from S.C. Comptroller Gené28D5 and U.S. Census Bureau WafponEsimatesuly 1,

2005. Unemployment Claims from S.C. Employment Security Comr(2€§i16n

A closer look atouseholdncomein Figure2 further reveals thgoor economic situation of
the region. Between 2000 and 2005, real median household income declined in all counties. While
this trend is felt throughout the United States, it is particularly magnified in South d&Pak thie
Pee Dee region. Median household income, reported in irdtdjtisted 2007 US dollars, declined
6.6% statewide. Dillon, Florence, and Darlington experienced slightly less income decline, but
Marlboro experienced th&largest decline in thiate of 13.8%. Marion and Chesterfield also
witnessed above average declnesmplete listing of all counties is founding in Tahle A

Figure 2. Growth of Real Median Household Inco(me2007 US dollgrs20005 2005

United States

South Carcling

Marlboro
W arion
B Chesterfield

$33.471

539,548 = Dillon
$35,819 M Florence

H Darlington

-15.0% -10.0% -5.0% 0.0%

Source: U.S. Census BurmallArea Income and Poverty Estimates, 20805 Growth rates
shown are for 20@B005. Estimates shown are for 20@ported in inflation adjusted 2007 US dollars.

2008001| Discussion Paper Page |8



Pee Dee counties all have higher unemployment rates than state average of 6.4% for 2006. As
shown in Figur8, Marion and Marlboro had the first and third highest 2006 annualized
unemployment rate in South Carolina at 12.2% and 11.1%. Most counties have experienced lower
unemployment growth than seen statewide. Between 2000 and 2006, SouthaCarsl|
unemployment rate grew 77.8% from 3.6% in 2000 to 6.4% in 2006. Only Chesterfield and Florence
grew at higher rates. Marion, in fact, had the lowest unemployment growth rate in the state. See
Table ABin the Appendix for unemployment rates for alhties in South Carolina. Additionally,
all of the counties reached unemployment peaks in 2004 or 2005 and have declined since then.

Figure 3: Unemployment, 20@2006

South Carcling
tarliooro

Dillom

= fAcrion

B Forence

B Darington
B Chesterfield

0.0% 50.0% 100.0% 150.0%

SourceBLS LocaAreaUnemployment Statistics.

During the same period, the regigpegienced larger than average growth in per capita gross
retail salesVhile South Carolina witnessed a statewide 20.5% increase htap#abpetail sales
(as seen in Figue Marlboro, Dillon, and Marion counties all experienced even highér growt
rates, with Marl boro Count ySesAppeadixTgpMfohae s econ
complete listinfpr all South Carolina countieSuch high level of retail sales growth may be, in
part, explained by the fact that these three coumtiey¥se as a oOoOpass througho
way to vacation spots in the Grand Strand area of adjacent Horry Atdinipnally, although the
growth rates are particularly high, the absolute levels in real 2007 deb#risedosv state average,
with percapita retail sales for Marion County only totaling $12,976w#4t in the state). In
contr ast , -capltacatad salesen@rs thdughast in the state at $33,024.
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Figure 4: Growth of Gross Retail Sales Raapita, 200a 2006
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South Carolina
u Marlboro
H Dillon
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SourceS.C. Department of Commenzdculation of South Carolina Department of Revenue
data and US Census Estimates of Popul2i@0ild 2005 Figures reported in real 2007 U.S.

dollars.

In contrast to the dramatic growth in retail sales is the detheenumber of business units
(salegax collecting entitieggrcapitaas shown in Figute While the state averaged a 2.2%

increase in paapita business units, all six Pee Dee counties witnessed declines. Marlboro County

experienced the secondjést decrease in business unitsag@ta in the statéurthermore, all

but Florence County had a lower than state average number of businesses per person in absolute

terms Appendix Table Bprovidesa complete listing for all South Carolina counties.

Figure 5: Growth of Businas Units Pe€apita, 200& 2006

|
110.5% .
-6.0% .
-5.2% y
-4.5% 5
-3.5% =
-116% §

. ~ .
-150% -10.0% -5.0% 0.0% 5.0%

South Caroling
= hMarlboro
B Dillon
B florence
B fAarion
m Chesterfield

m Darlington

SourceS.C. Department of Commepgadculation of South Carolina Department of Revenue data
and US Census Estimates of Populat2®®1- 2005
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4.2 Availability of Labor

In addition to stagnant aadl population growth in Table 2, the rate of growth of population of
working age (between 15 and 64 years old) has also dramatically lagged the remainder of the state
(see Figur6). Marlboro and Florence, who registered the largest percergagaizase of
working age population among the Pee Dee counties, were orfhatiteZ8 fastest growing
counties in South Carolina. Only Marion County actually lost population.6lathileeAdppendix
contains the same information for all South Cardinaies.

Figure 6: Growthof Working Age Population (Ages@d 2000 2006

5%
South Carolina
4.9%
Marlbboro
.8%
B Florence
2.6% )
B Chesterfield
1.8% )
Dillon

B Dorlington

W MAarion

-20% 00% 20% 40% s0% 8.0% 10.0%

Source: U.S. Census Bureapulation Estimates, 2008006

While the size of the working age population has increased, albeit modestly, in the Pee Dee
region between 2000062006, the size of the labor férgeople who seltescribe themselves as
being employed or seeking employment as reported by thé&d &eclined in all counties except
Florence and Marlboro. Relative to the working age population, the labor fosgedouhties
grew at almost the exact same pace as shown in Table 3. Working age population growth outpaced
labor force participation by 11.9% in Marion County, the greatest growth disparity in the state.
Chesterfield ranked # the state for this measuwhile Dillon ranked ".1Ratios for the entire
state are listed in Tablé. Dverall statewide labor force growth has been on par with the working
age population growth of 8.5%. Thus, it has outpaced all counties within the Pee Dee region.
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Table 3 Ratio of Labor Force Participants to Population of Working Age (1520@2) 2006

Ratio (LAUS Labor Force / CensusPopulation of Working Age)

Year

County 2000 2001 2002 2003 2004 2005 2006 Growth Rank Average Rank
Chesterfield 0.68 0.66 0.65 0.66 0.64 0.63 0.64 -5.9% 8 0.65 11

Darlington 0.71 069 0.69 0.70 0.69 0.69 0.70 -1.4% 24 0.70 20

Dillon 0.69 065 0.65 0.66 0.64 0.68 0.66 -4.3% 11 0.66 14
Florence 0.72 0.70 0.70 0.71 0.71 0.71 0.72 0% 25 0.71 26
Marion 0.67 0.63 0.61 0.62 0.62 0.60 0.59 -11.9% 1 0.62 8

Marlboro 0.64 0.64 0.63 0.67 0.66 0.68 0.64 0% 25 0.65 11
South Carolina 0.74 0.72 0.72 0.73 0.73 0.74 0.74 0% 0.73

SourceS.C. Department of Commeradcudtion of BLS LocahreaUnemploymenStatistics and US Census
Estimates of Population 15 to 64 years old.

It is important to remember that the labor force comprises all people employed or seeking
employment, thus it includes the unemployed. Since thagprafrunemployed has grown in
every county during the period, it means that the percentage of people actually employed in the
labor force has fallen even more relative to the working age population.

In addition to measuring the growth since 2000, Jaé® indicates thiat every yeagvery
county in the Pee Dee regluas a lower ratio of labor force participants to working age population
than the statewide average, indicating a larger percentage of the population in this region do not
participaten the formal labor force than is typical throughout the state.

Such a gap in growth raises the question of where these new workers found jobs. To further
probe this disparity, we can observe the number of people employed in jobs that pay wages and
salarie relative to the supply of labor. Wage and salary employment, as reported in the QCEW, does
not include the seéfimployed (which LAUS does). Thus, it provides an inventory of available jobs
filled at legal, established employers. Table 4 reports thétretiQ CEW wage and salary
employment for all industries to the total population of working age individuals. Most notable is that
all counties, except Florence, had a significantly lower ratio of wage employment to working age
population than the stateesage of 0.65. Furthermore, all counties have experienced a decrease in
the ratio over the-year period, meaning a declining percentage of the population is employed in
traditional salaried positions. Marion County experienced the largest declowuatyamythe
state.
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Table 4: Ratio ofWage and Salary EmploymerPopulation of Working Age (15 to 64)

Ratio (QCEW Employment / CensusPopulation of Working Age)

Year

County 2000 2001 2002 2003 2004 2005 2006 Growth Rank Average Rank
Chesterfield 0.57 053 052 050 048 047 0.48 -15.8% 7 0.51 25
Darlington 0.50 0.49 049 0.47 047 047 0.47 -6.0% 28 0.48 23
Dillon 0.49 046 046 0.46 045 0.48 0.47 -4.1% 30 0.47 21
Florence 0.75 0.75 0.75 0.73 0.72 0.8 0.69 -8% 25 0.72 42
Marion 0.52 047 0.45 0.44 0.44 0.41 0.40 -23.1% 1 0.45 18
Marlboro 0.41 042 0.41 041 041 043 041 0% 36 0.41 15
South Carolina 0.68 0.67 0.65 0.64 0.64 0.64 0.64 -6% 0.65

SourceS.C. Depamient of Commercealculation of BLQuarterly Census of Employment and Wagé4JS Census Estimates
of Population 15 to 64 years old.

An important caveat regard@GEW statistics that they report the county in which the
individual is employed, wherbath Census and LAUS labor force figures describe the county in
which the individual resides. Thus more urban counties, which may draw a large number of workers
from lessdeveloped surrounding areas, are naturally more likely to have higher rati@df wage
salary employmeto population than more rural areas with fewer employers. For instance,
Richland, Charleston, and Greenville counties have the highest average ratios in the state (see Table
A8 of the Appendix) Florence, which also serves as thdemekiped area of the Pee Dee as well
as Santekynchegincluding Kershaw, Lee, Sumter, and Clarendon cotedies)s, has thé'5
highest average ratio in the sthte.fact that all of the counties within these two regions have
experienced declinesthese ratios indicates one of the following: either 1.) more workers are
turning to selemployment or informal economic activity; or 2.) workers are travelling to other
counties to find employment. The remaining neighboring counties (Lancastet/iHamgpurg,
and Georgetown) have also all experienced neg
remained the same); thus, these counties cannot be absorbing the excess wage and salary workers
from the Pee Dee region.

4.3 Informal Economy Estimates

Because no specific measure of the informal economy exists, much evidence regarding its
existence and size is indirect, inferred from discrepancies between the various measures of the labor
market. This section will explore discrepancies that can begesserate estimates of the
magnitude of the informal economy. At the end, we will summarize the methods studied and
develop an approximation of the Pee Dee region informal economy.
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4.3.1 SeltReported Employment Versus EmployeReported Employment

First, wewill examine the difference in the employment reported by employers versus
employment reported by the employed. Table 5 presents the ratio of QCEW employment (employer
reported) to LAUS employment (emplenggorted)A complete listing of all South Caral
county statistics is founding Table @8.average statewide, emplogported jobs account for
95% of the employeeported jobs. In the Pee Dee region, however, the averages are far less. With
the exception of Florence, Pee Dee region period avexrage between 0.71 and 0.85. Except for
Dillon and Marlboro, these ratios have declined since 2000.

Besides the possibility of a shadow economy, several possible explanations exist for the
discrepancies shown. First, as described before, QCEW emptimesrertt include the self
employed, so workers in these areas may be more likely to be involved in proprietorship activities.
Typically, seémployment facilitates informal economic activity. Second, QCEW figures are based
on the county in which the emydo is located while LAUS figures are based on the county in
which the employee lives. Counties like Florence, which are more populous and developed, are
typically net importers of workers from less developed, surrounding counties and, thus, have ratios
in excess of 1. Neither Florence nor any of the other surrounding counties have ratios high enough
to suggest that they are absorbing the excess workers. Finally, LAUS only counts an employed
individual one time, regardless of the number of job activitibins/he actually participated.
QCEW counts the number of jobs, even if the same worker holds more than one. If multiple
jobholders are factored in, however, the ratios would be even lower. According to BLS (CPS
studies), multiple jobholders accounted 2% of employed people in 2006.

Table 5: Ratio of EmployeReported QCEW Employment to SR#ported LAUS Employment,

20000 2006

Ratio (QCEW Employment/ LAUS Employment)

Year
County 2000 2001 2002 2003 2004 2005 2006 Growth Rank Avergge Rank
Chesterfield 0.88 0.87 0.87 0.85 0.84 0.83 0.83 -5.7% 16 0.85 33
Darlington 0.75 0.76 0.76 0.73 0.74 0.75 0.72 -4.0% 24 0.74 22
Dillon 0.77 0.79 0.78 0.76 0.78 0.77 0.78 1.3% 38 0.78 25
Florence 1.09 1.13 114 1.11 111 1.05 1.04 -4.6% 21 1.10 42
Marion 0.85 0.85 0.84 0.82 0.81 0.78 0.76 -10.6% 4 0.82 28
Marlboro 069 0.72 0.71 0.71 0.72 0.72 0.72 4.3% 42 0.71 18
South Carolina 0.96 0.97 096 095 094 094 0.93 -3.1% 0.95

SourceS.C. Department of Commeradculation of BLS LocAteaUnemployment Statistics and Quarterly Census of
Employment and Wages

4.32 Wage and Salary Employment Versus Tot&8rivate Employment

Informal economic activity is likely to be more highly cextelath those who are self
employed, as it naturally allows for a lower degree of accountability as well as more flexibility than
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positions that receive wages and salaries from an employer. Such a measure provides insight as to

t hose wor ki ndg Aonoont htehre sboouorkcse. of t ot al empl oy me
Anal ysisd Regional Ec onomi c -empidynentnfableion Syst e
provides the ratio of wage and salary employment reported by the QCEW tqpitneatetalon
farmemployment (including selinployment) reported by BE&lI county figures in Table A10)

The BEA utilize Census, IRS, and other data elements to statistically correct for underreporting and
misreporting.

The variations in ratios between South CarolthBea Dee counties are not as pronounced as
they have been for other measures\&té¢, the average ratiowas 0.95 dSlovascé s r at i o.
Marlborosurprisinglyhadaratioabove 1All counties except Dilland Marlbor@saw decreases in
ratios since@0, as did South Carolina. In all, this measure indicates that ofcrglleghent is
higher infour ofthe Pee Dee regidghan in the rest of the sta®e can conclusively say #ls®
on the rise in thedeur counties faster than throughout shegte.

Table 6: Ratio of QCEW Employment to BEA REIS Employm@0018 2005

Ratio (QCEW Employment / BEA REIS Employment)

Year

County 2001 2002 2003 2004 2005 Growth Rank Average Rank
Chesterfield 0.93 0.92 0.91 0.90 0.89 -4.3% 20 0.91 19
Darlington 0.90 0.89 0.88 0.88 0.87 -3.3% 25 0.88 15
Dillon 0.91 0.89 0.91 0.88 0.92 1.1% 45 0.90 18
Florence 0.97 096 096 0.95 0.90 -7.2% 7 0.95 29
Marion 0.88 0.88 0.87 0.86 0.82 -6.8% 12 0.86 10
Marboro 1.04 1.03 1.02 1.02 1.04 0.0% 43 1.03 41
South Carolina 0.96 096 0.95 094 0.93 -3.1% 0.95

SourceS.C. Department of Commenzdculation of BLS Quarterly Census of EmployarehtVageand BEA
Regional Economic Information System.

Another method of measuring satfiployment again utilizes the BEA REIS data set. We
develop a location quotient which compares the percentage of wage and salary employment to total
employment that exists in each of the Pee Dee counties with the perterstggend salary
employment in the rest of the state as well as the rest of the nation. If a countyeigrasdated
in its share of wage and salary employment relative to the rest of the state, its location quotient will
be less than one. Table 7sprés the results of such calculation and indicates tRattbee
regionis on par with the rest of the state in regards to the share of employees not participating in
seltemployment. Only Marion County was significantly below state or nationg|iaderatjeg a
large sokproprietorship share. The state, in general, had slightly more wage and salary employment
than the natiorA complete listing for all counties is in Table Al11.
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Table 7: Wage and Salary Employment Location Quat2d@do 2005

BEA REIS Wage and Salary Employment Location Quotient:

Year
County 2001 2002 2003 2004 2005  Average Rank
Chesterfield  Stte LQ 098 098 097 097 096 0.97 20
Natonal LQ 1.01 1.01 100 1.00 0.9 1.00
. State LQ 099 099 09D 098 098 0.99 24
Darlingt
ariington Natonal LQ 1.02 1.02 1.02 1.01 1.01 1.02
Sillon State LQ 1.00 1.00 1.00 1.00 1.00 1.00 30
National LQ 1.03 1.03 1.03 103 1.03 1.03
State LQ 102 102 102 1.02 101 1.02 37
Florence .
Natonal LQ 1.05 1.05 105 1.05 1.6 1.05
Varion State LQ 090 089 088 087 085 0.88 4
National LQ 093 092 091 090 0.8 0.91
State LQ 103 104 104 104 104 1.04 42
Marlboro )
National LQ 1.07 1.07 1.07 108 1.08 1.07
South Carolina National LQ 1.03 1.03 1.03 103 1.03 1.03

SourceS.C. Department of Commenagculation of BEA Regional Economic Information System data.

4.3.3 Income Tax Filers Versus Population

According to IRS data, in 2002,236042returns were filed in the US. Another 15 million
people di not file returns because they did not earn enough money to be required to do so
according to the Tax Foundatidm an analysis Iblgis group of these noffilers, 98.9% earned less
than $30,000; 62.8% were over the age of 55; 62.6% were femalesrggiésried filing jointly;
and 95.3% worked pditne for less than 13 weeks of the year. While the Pee Dee counties are
more likely to have a higher number offilens simply due to lower income and higher poverty,
nonfilers also serve as a good micof people not employed full time in the formal job market.
Table 8 shows the percentage of the population who filed state income tax returns. A complete state
listing is in Table A12. On average, 45% of South Carolina state residents filed netam20i
and 2005(In the US, 45.4% of the population filed returns in ZDBIS.Jigure remained relatively
stable throughout the period. All counties within the Pee Dee region had both lower levels as well as
declining levels of tax filing. They wareo means the lowest in the state. Marion County,
however, did experience the fourth most rapid decline in percent of population filing in the state.

Again, the results of such a comparison must be reviewed in context. Not filing can be
representative ¢dw levels of income, prevalence of-piam¢ work, and workers over 55. Given
that much research has linked the former two of these factors with the presence of informality in the
economy, they can still provide us with some insight into the factens thra@sindicate informal
economic activity.
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Table 8: Percent of Population Filing State Income Tax Ref200% 2005

Year

County 2000 2001 2002 2003 2004 2005 Growth Rank Average Rank
Chesterfield 38% 38% 39% 37% 38% 38% -18% 32 3% 19
Darlington 41% 40% 40% 39% 39% 39% -3.8% 18 4% 28
Dillon 40% 38% 38% 38% 38% 38% -3.5% 23 3% 22
Florence 43% 43% 43% 42% 42% 41% -4.1% 17 42% 42
Marion 41% 40% 39% 39% 38% 38% -7.5% 4 3% 23
Marlboro 39% 38% 39% 38% 37% 38% -2.7% 28 3% 20
South Carolina 45% 45% 44% 44% 44% 45% -0.4% 456

Source: S.C. Department of Commerce calculat8outif Carolina Department of Revenue data aikhtis
Estimates of Population.

4.34 Industry Concentration

Certain industries are more likely than others to be accommodating to informal economic
activity It is easier to perform, for instance, handyman services off the books than industrial
machinerynanufacturing. Using QCEW and BEA REIS employment data, we can compare the
percentage of workers employed in each industry. Recalling that QCEW data does not-include self
employment and BEA REIS does, comparing the shares of total employment deresathfrom
data set will provide an indication of which industries are most highly concentrattphoyeld
workers. Figures 7 through 13 provide a comparison of these two sets of data By conutitg
to Figure 7, South Carolina, as a whole, hagliscggpancies in QCEW wage and salary
employment versus BEA REIS total (including self) employment in six major industry groups.

9 Other Service@ncluding repair, maintenance, and personal care services)

1 Arts and Entertainment (including spectator sgamtfrming arts, amusement, and
recreation companies)

1 Educational Services (including teaching, tutoring, and educational support services)

1 Professional and Technical Services (including legal, accounting, architectural,
engineering, and consulting sesyice

1 Real Estate and Rental Leasing
1 Construction

The largest variations occur in the Other Services and Real Estate and Rental industry groups.
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Figure 7: Share of Employment by Industry, South Carolina 2005
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Source: S.C. Department of Commerce dabcutd BLS Quarterly Census of Employment and Wages and BEA
Regional Economic Information System

ThePee Dee regiagenerally had much larger differences in the share of QCEW employment
versus the share of BEA REIS employment for most industries)géyt@ther Services and
ConstructionMany of the Pee Dee counties do not have enough representation of some industry
groups (namely, Educational Services, Professional and Technical Services, and Health Care and
Social Services) to even be able to a@mployment shar€hesterfield County exhibits
similarities to South Carolina as a whole in its concentratioreafi@elyment in the Other
Services ardeal Estate and Rentaladdition, Chesterfield had a much larger disparity in
Construction, @er Services, Real Estate and Rental, and Administrative and Waste Management
Services (including office administrative, employment, business support, waste collection, and
disposal services). It also had some difference in Retail Trade.

Figure 8: Share bEmployment by Industrhesterfield CounB005

Source: S.C. Department of Commerce calculation of BLS Quarterly Census of Employment and Wages and BEA
Regional Economic Information System
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