How significant is the informal sector economy, especially in poorer countries? What kind of legal and policy framework is most likely to be effective in managing the development of this sector? Give examples. Is management actually needed in this sector and, if so, by whom and by what means?

Social anthropologist Keith Hart (1970 – 1973), was the first person to present the term “informal sector” (in the context of the third world) into the world of academia, where it was described as “part of the urban labour force, which works outside the formal labour market” (Gërxhani, 2004). Today, the informal sector economy has transitioned into its own discipline or field of study, covering a broad range of subjects, from economics and anthropology, to political science and sociology (Chen, 2012). Informality encompasses a variety of conditions in and around nations for many reasons. In this essay, the significance of the informal sector economy will be examined, with specific focus being on its impact on poorer or less affluent nations. The legal and regulatory framework that are likely to effectively regulate its growth will also be assessed, and accompanied by examples of these policies. The essay will conclude by addressing the question as to whether or not management is essential for overseeing the sector effectively and, if so, by whom and via what methods. 
Informal workers cover a spectrum of individuals, spanning from agricultural day labourers, to self-employed entrepreneurs with a limited workforce. Workers may choose for informal employment due to several factors, including the nation’s conditions and individual worker attributes. According to Ohnsorge and Yu (2022):
“The livelihoods of the poor in emerging market and developing economies (EMDEs) often depend on informal economic activity. In these economies, informal-economy output on average accounts for about one-third of gross domestic product (GDP) and informal employment constitutes about 70 percent of total employment (of which self-employment accounts for more than one-half)”. 
The informal economy is frequently distinguished by confined or uncertain work environments, hazardous and detrimental working conditions, limited or poor levels of skills and efficiency, irregular or meagre earnings, extended working hours, and inadequate access to information, markets, money, training, and technology. The labour regulations and social protection do not provide recognition, registration, regulation, nor does it provide protection to workers engaged in the informal sector (International Labour Organisation, n.d.). However, for some economies such as those in Latin American, Asian and African countries, the informal sector holds quite a level of importance despite the cons associated with it.
 In fact, it contributes to both urbanisation and rural development. In the pursuit of greater economic prospects, a significant number of informal workers in urban regions migrate from rural areas to urban areas, which contributes to the development of urbanisation. Additionally, informal trade networks frequently connect rural producers with urban customers, which contributes to the enhancement of market access and the promotion of economic integration between urban and rural regions.
The urban economy of a typical underdeveloped nation can be classified into the formal or modern sector and the informal or traditional sector. The informal (traditional) sector is characterized by small firm sizes, unskilled jobs, low wages, and the loose enforcement of laws and regulations, and it incorporates sectors such as petty trading, domestic services, repair services, and basic manufacturing. “Most people live in urban areas and are engaged in non-agricultural activities; and inequalities between skilled and unskilled workers and between urban and rural residents are small”.  (Yuki, 2007)
Features such as: employment possibilities, entrepreneurialism and innovation, a contribution to the gross domestic product (GDP), job flexibility, cultural preservation, and, for many individuals, a social and financial safety net, are some of the qualities that the informal sector entails.
“Employment in the informal sector basically comprises all jobs in unregistered and/or small-scale private unincorporated enterprises that produce goods or services meant for sale or barter” (International Labour Office, 2016). Employment opportunities are available within the informal sector, as it serves as a substantial source of work for a sizeable section of the population, presenting job prospects to those who may encounter difficulties in securing conventional employment. This holds particular significance in economies characterised by elevated levels of unemployment or underemployment. Along with this, entrepreneurship and innovation are promoted by the informal economy, since individuals participate in many informal enterprises to obtain revenue. This might result in the development of novel products, services, and business structures, therefore enhancing economic vitality and adaptability. 

Despite the fact that it is not always adequately measured or accounted for, the informal sector has the potential to make a sizeable contribution to the gross domestic product (GDP) of a sovereign nation. This contribution has the potential to be especially significant in nations with low incomes, characterised by limited formal economic activities.
“In several emerging African countries, the informal economy has made a significant contribution to the domestic market by increasing output and considerably adding to the gross domestic product of the states” (Fakude, 2018).
 As it pertains to job flexibility, informal employment alternatives can provide increased flexibility in terms of working hours, therefore presenting potential advantages for persons who have familial obligations especially important for women who remain responsible for child-care (Williams, 2015), or other commitments that may limit their capacity to engage in conventional, official employment. Lastly, a primary factor motivating individuals to pursue employment in the informal sector is that many people and families rely on the informal economy as a backup plan. When the government fails to provide comprehensive social safety nets, the informal economy frequently assumes the role of a de facto safety net for numerous individuals and families especially during times of economic difficulty or disaster, it offers a source of support to those in need of assistance. Additionally, participation in the informal sector serves simply as a survival strategy for numerous persons who are underprivileged and residing in impoverished conditions. This enables these individuals to satisfy or meet their fundamental necessities, including sustenance, housing, and medical treatment, in situations when conventional work prospects are scarce or absent.
There are several economies all over the world in which the informal sector plays a key role. This sector is frequently characterised by its lack of formalisation and its adherence to legal frameworks. Despite the fact that it creates job opportunities and makes a contribution to economic activity, the fact that it operates outside of official frameworks can have a number of adverse effects on society, the economy, and the environment. In the following section, both the negative attributes associated with the traditional sector along with legal and policy frameworks that can make a positive impact on the sector will be analysed, with key areas such as: taxation, regulations, financial accessibility, and social protection being some of the issues highlighted. 





There is no one central policy objective or prescription that can adequately address the issues that are connected with the many types of informal businesses, activities, or people (Martha Alter Chen, 2012). However, scholars were still able to concoct what they deem to be working solutions to combat some of the negative aspects that will delay the improvement of the informal workplace. The first factor we will look at is that of tax evasion.
Informal enterprises frequently engage in tax evasion through the practice of operating off the books or underreporting their revenue. Because of this, governments are deprived of cash, resulting in a reduction of essential revenue for governments, which could otherwise be allocated towards public services such as education, healthcare, and infrastructure. 

To combat this, policies such as indirect taxation are the suggested implementation. The informal sector is primarily taxed indirectly through Value Added Tax (VAT) and import and export duties, which are not refunded to enterprises not registered for VAT. The term 'indirect' in this context refers to the fact that informal sector enterprises are not officially registered as taxpayers, but are nonetheless subject to taxation through products and services at both higher and lower levels of the value chain (Joshi, Prichard and Heady, 2014). 

This form of taxation is predominant in developing countries, as it does not require active participation in the tax system and does not face difficulties like high compliance costs or limited capacity. VAT is the most important source of indirect tax revenue in most developing countries, with recent decades witnessing a shift from import tariffs to VAT. VAT can create positive incentives for informal sector firms with dealings with formal sector firms to enter the formal tax system to claim tax credits (de Paula & Scheinkman, 2010).
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Following taxation, is the lack of regulations. The majority of the time, informal firms operate outside of regulatory frameworks, which results in poorer standards of quality, safety, and labour practices. It is possible that this will lead to hazardous working conditions, products or services that are not up to quality, and the exploitation of people. To address this challenge, regulatory reform is instrumental. “regulations related to environmental protection, allocation of imported inputs, consumer protection and quality control, financial capital availability, and workers' welfare should be implemented” (Loayza, 1996). 
One way to make it simpler for informal enterprises to shift into the formal sector is to simplify and streamline the regulatory requirements that they must comply with. 
In order to do this, it is vital to eliminate insignificant administrative or bureaucratic obstacles, to make certain that rules are open and simple to comprehend. For instance, the government of Egypt has implemented regulatory changes in order to improve the efficiency of company registration procedures, as well as to cut down on the amount of time and money required to launch a new enterprise (World Bank, 2020).
Another adverse effect is the limited financial accesses allowed to those in the informal sector. There is a restricted access to official financial services, which is another negative consequence that the informal sector has produced. As a result of their informal status, firms that operate informally may encounter challenges when attempting to get bank loans or credit lines. Their capacity to invest in expansion, grow operations, or survive financial storms is hindered as a result of this, which in turn restricts economic development. It is possible to assist the growth and expansion of informal enterprises by improving their access to formal financial services. Training in financial literacy, the establishment of credit cooperatives, and the creation of microfinance programmes are all potential outcomes of this endeavour (De Soto, 2000).

Social protection also poses an issue. Social security mechanisms, such as health insurance, unemployment compensation, or pensions, are often not accessible to informal workers. This renders individuals susceptible to economic disruptions, sickness, or old age in the absence of sufficient support systems.


According to the International Labour Organisation (ILO, 2018), informal workers commonly face a dearth of social security measures, including health insurance, unemployment compensation, and pensions. This renders individuals susceptible to economic disruptions, sickness, or advanced age in the absence of sufficient support structures. 
The absence of adequate social protection measures exacerbates economic inequality and sustains social inequities within the broader societal context. A reduction in vulnerability and an improvement in the well-being of informal workers can be achieved via the extension of social protection measures, which in return may have a more positive impact on the nation.

In her January 16th, 2024 article on informality and social protection, director of social protection programme at WIEGO Laura Alfers, mentions that the call for universal social protection for informal workers has become increasingly important due to the severe impact of the COVID-19 lockdowns. Informal workers, who lack labour and social protections, make up over 60% of global workers, with just over 40% in self-employment.  She goes on to mention that Women in Informal Employment: Globalizing and Organizing (WIEGO) is a global think tank that aims to ensure that workers themselves are at the forefront of shaping policies and programs that impact their lives and livelihoods. And emphasises that the extension of social protection to marginalized workers, particularly women, requires innovative solutions like climate financing and digital platform contributions. Alfers stated that workers need trust in social protection schemes, particularly when contributing financially, to ensure their contributions are well-managed, timely, and adequate for their needs.
After having investigated the effects that the informal sector has on the economy, and having accompanied these effects by providing implementation policies to support the push towards formalisation, one can find it reasonable to ask the question of whether or not management is actually required within the informal sector, and if so, by whom and by what means it ought to be led by?

The case of who is best fit to manage the informal sector can be argued by three different principles: (1) the equity principle, (2) the efficiency principle, and (3) the political economy principle. According to Chen, Jhabvala and Lund, (2002), with the equity principle governments should intervene in the informal sector based on equity, efficiency, and political economy principles. They argue that the poor, particularly women, face unfair market power, discrimination, and lack of market information. 
They also suggest that the current informalization process threatens social progress and recommend a new contract between the State, businesses, organized labour, and other social actors, including informal workers or producers. 
With the efficiency principle on the other hand, State intervention on efficiency principles is argued to be necessary due to the significant contribution of the informal sector to GDP, its production of consumer goods, potential capital goods, and its role as a training ground for entrepreneurs. They argue that governments should promote productivity and growth in this sector. 
Finally, we have the political economy principle, where state intervention on political economy principles suggests that governments often bias trade and industry policies towards large industries, particularly in trade and fiscal policies. They question whether policies targeting smaller businesses should be considered distortionary. Economic policies often impact the informal sector differently than the formal sector, and the outcomes depend on the industry, intervention type, and the power of different economic actors.
While each of the aforementioned concepts make for compelling arguments. I, however, advocate for an alternative option. One that coincides with heterodox economic theories, Where economist believe that the informal economy is a permanent fixture, necessitating the implementation of suitable regulations, laws, and policies to address the inherent biases present in current frameworks that disproportionately benefit the formal economy, while placing informal workers at a disadvantage. 
Based on the observation made from my research, I am of the opinion that no one entity should manage the informal sector, but it should be a joint collaboration amongst both parties. In my view, both the government and the informal sector can benefit from each other. 
The government: by effectively contributing to the promotion of equitable labour practices, occupational health and safety standards, and environmental regulations through the implementation of laws and policies. 
And the workers who have served sufficient time within the informal sector: by providing valuable insights and shared their expertise acquired through personal involvement. They possess first-hand knowledge of the intricacies of the industry and are well-acquainted with the challenges faced by the informal sector economy. I also personally think, that their involvement would aid in smoother reception of new policies by other informal workers.
It is important to acknowledge that the discourse regarding the management of the informal sector may involve several stakeholders that have vested interests in the functioning of the informal economy and the organisation of workers within it. Such like Non-government organisations (NGOs), the international economy (world trade organisation, international labour organization etc.), and even private insurance industries. (Chen, Jhabvala and Lund, 2002).
According to proponents of modernization theory, the informal sector plays a crucial role in facilitating economic progress. They contend that the expansion of the informal sector is an inherent outcome of structural changes that occur when countries transition from agrarian to industrial and service-oriented sectors (Rostow, 1960). For others, the expansion of informality is considered an intrinsic characteristic and immediate consequence of a deregulated global economy, where outsourcing and subcontracting have emerged as methods of incorporating informal businesses into modern capitalism in order to lower production expenses. 
In impoverished nations, the informal sector economy plays a vital role in generating employment, stimulating economic activity, and facilitating social mobility. It plays a significant role in the process of urbanisation and rural development, providing opportunities for livelihoods and economic progress. Nevertheless, effectively overseeing this industry requires a well-balanced legal and policy structure that harmonises regulation with adaptability and comprehensive expansion. The use of management interventions is crucial; yet, harsh restrictions have the potential to hinder innovation. On the contrary, it is imperative for management to facilitate the sector by guaranteeing adherence to labour standards and legal obligations. Efficient management, facilitates the incorporation of the informal sector into the formal economy, while ensuring the protection of workers' rights and welfare.
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