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SUMMARY

The dissertation’s main objective is to examine the main determinants of the informal
economy to inform policymakers on the best approach to tackle it. The informal
economy is largely dominated by vulnerable and poor workers. There is also empirical
and anecdotal evidence suggesting that a large informal economy negatively affects
formal firms’ innovation and creates a loss of resources for governments. Whereas
these have led to an enormous amount of policies or reforms aimed at reducing the
size of the informal economy, there is no conclusive evidence of their success. Some
policies opt for a stricter stance towards informality. While emerging voices advocate
for an increase in formalisation advantages. Much of the evidence in the literature is
limited to South America or Asia. Sub-Saharan Africa has its specificities, and policies
adopted in other regions may not entirely apply and produce similar results. Careful
attention needs to be paid to the potential consequences of each approach because
most of the population in Sub-Saharan Africa have their livelihoods in the informal
economy.

To this end, Chapter 2 focuses on the informal economy’s approach that consists of
increasing the costs of informality. We particularly evaluate the effects of trading
permits in the informal sector and apply a difference-in-difference approach. We
use the National Income Dynamics panel dataset in South Africa. The main results
provide evidence on the effectiveness of such an approach in reducing informal
entrepreneurship but at a cost. The policy has equally increased unemployment and
does not increase formal entrepreneurship. A heterogeneous analysis of the impact
reveals that those often considered vulnerable, such as women and black individuals,
are the most affected.

Chapter 3 investigates the effects of an increase in the benefits of formalisation on firms’
tax compliance. More precisely, it studies the effects of a more developed financial
sector on value-added tax, profit tax and local tax compliances. The analysis relies
on small business survey data covering 12 African economies and adopts a trivariate
probit approach. The main results reveal that financial development effectively
increases tax compliance. The results highlight that an increase in the advantages of
running formal activities successfully increases formalisation. Indeed, lower costs of
banks increase the opportunity cost of operating informally. The results also reveal that
informal finance may mitigate the effects of financial development on formalisation.
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Chapter 4 investigates whether there is a public rationale for attempting to formalise
small firms. It examines whether small firms benefit from formalisation. More
specifically, we estimate the effects of formalisation on improved performance, export,
trade credit and access to loans from banks. We again use the small business survey
data that covers 12 African economies. The results show that formalisation did not
improve the performance of firms and that the effects persist for firms of all sizes. Also,
firms without employees are more importantly affected than firms with employees.
For other outcomes such as export, access to trade credit, and loans from Banks,
formalisation has a positive impact. We equally investigate whether business training
and tips from incubators can mitigate the adverse effects and enhance the positive
ones. The results provide evidence on the effective role of training and advice from
incubators in cushioning the adverse effects and enhancing the positive impacts of
formalisation for small businesses.

Chapter 5 examines whether an employment tax credit targeted at young people
positively impacts formal work. We adopt a difference-in-difference approach to
evaluate the impacts of the South-African employment tax incentive introduced in
2014. The data used is the National Income Dynamics panel dataset in South
Africa. The results show that the ETI program increased the probability to have
jobs and formal employment for the individuals who were previously unemployed
or informally employed. We also find that the impact of the program increased over
time.

Finally, Chapter 6 concludes the thesis with some policy recommendations, limitations
of the research and avenues for future research.


