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THE INFORMAL FIRM 
 

 

The informal economies of developing countries are estimated to account for as much as 50% of total 
non-agricultural activities1 and between 40-60% of their GDP2.  In sub-Saharan Africa (SSA), the infor-
mal sector accounts for over 50% of GDP, 80% of total labour force and up to 65% of non-farm jobs3. A 

critical component of informal economy is composed of informal firms, which account for a substantial 
share of the employment and business activities of the informal economy.  This sizable, enduring and 
apparently growing segment of firms in developing countries has significant impact on the livelihood 
of many people and the productivities and growth of the economy.  

Decades of research have enriched our knowledge of the characteristics of the informal sector and its 

actors.  However, informal firms are highly diverse and heterogeneous in nature and many of their 
attributes are said to be context-specific.  Societal and economic development has also brought con-
stant changes to the sector. Continuous efforts to obtain and update empirical evidence are needed to 

unveil attributes of informal firms in different country contexts, keep our understanding afresh and 
hence enable fuller pictures to be established.  These motivate our survey. 

This output is the first in the series to share findings derived from our survey conducted in Zambia, a 
landlocked country in the southern part of Africa.  Here, we present some results relating to four im-
portant aspects for understanding the attributes and activities of informal firms operating in the coun-

try.  These four aspects are: 1) Registration Status and Intention; 2) Size and Operating Location; 3) 
Worker Characteristics; and 4) Informal-Formal Business Linkages.  

DEFINING INFORMAL FIRMS 

There is no commonly accepted definition of informal firms. Different criteria, including registration status, 
size in terms of number of employees, independence of the business from the owner, ownership of business 
accounts, labour relations, and compliance to financial and regulatory measures have been used to define infor-
mal business entities. The widely adopted ILO definition of informal sector enterprises, for example, refer to en-
terprise that are not incorporated (i.e. do not have legal identity separated from owners); produced marketable 
goods and services; have few workers (below a threshold, e.g. fewer than 5 employees) or are unregistered; and 

are non-agricultural4. 

In Zambia, various government agencies also have different definitions of informal firms. The Central Statistics 
Office regards firms as informal if they are not registered with PACRA, Pension Fund and/or Tax Authority, and 
have fewer than 5 employees. The Patents and Companies Registration Agency (PACRA) defines informal firms 
as businesses that are not in its own registry. The Zambia Development Agency sees informal firm as “any busi-
ness enterprise not registered with the Registrar of Companies; i) whose total investments excluding land and 
building shall be up to fifty million Kwacha (K50, 000,000), and ii) employing less than ten (10) persons”5.  While 
there are differences on the size dimension in terms of investment capital and employment in defining informal-
ity, there appears to be a general agreement that informal firms are not registered by PACRA.    
 
Accordingly , the registration status with PACRA is used as the basic definition of informal firms in our analysis 
and interpretation of data from this survey.  
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OUR APPROACH 
 

 

We consider a firm informal if it is not registered with the national business registrar – The Patents and 
Companies Registration Agency (PACRA) at the time of the survey as explained previously. However, we 
also asked whether the firm is registered with the tax authority (Zambia Revenue Authority), the na-

tional development agency (Zambia Development Agency) and belongs to business associations. The 
data allow us to unveil a spectrum of registration status of firms as proposed in recent studies, which 
recognise that levels of informality vary as some firms are registered with some agencies but not oth-
ers.   

In order to study development and growth of informal firms, we do not impose firm size nor a firm age 
limit. However, we sampled firms that employ at least 1 worker in addition to the firm owner to match 
our focus on the unit of a firm.  Similarly, we excluded individual street vendors and hawkers.  Only 

firms in the secondary and territory sectors, that is, those in the production of finished and/or usable 
goods and services to end-user consumers were sampled.  We only surveyed firms that have been in 
operation for more than three years to allow us to measure their business growth.  

In terms of data, a face-to-face survey was conducted with firm owners in their business premises in 
Lusaka – the capital and main commercial centre of Zambia.  That means our study concerns urban in-
formal firms only.  Estimates suggest that the informal sector Zambia have about 1.02 million informal 

micro and small enterprises (MSEs) along with about 30,000 formal MSEs.  The sector employs over 
83% of the total working population of the country and bares 65% of total non-agricultural employ-
ment. In urban areas, the sector employs over 72% of the working population. Lusaka alone accounts 

for about 18 percent of the total population and labour force of Zambia6.   

In total, 339 firms out of the 356 firms that we surveyed reported 
that they are not registered with PACRA. Descriptive profile of key 
firm attributes of these 339 firms is presented below.    

Face-to-Face Interview with Informal Firms 
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OUR APPROACH 
 

 

 

 

 

 

 

 

Distribution of informal firms by industrial groups 

Figure 2. Characteristics of Informal Firms in Our Sample 
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REGISTRATION PROSPECTS 
 

 

Introduction 
Registration status is one of the most traditional and still most consistently applied dimensions in de-
fining informality7.  However, registration status of firms is seldom a simple monothetic demarcation 

but it follows a continuum involving registration with different authorities/ agencies for different pur-
poses8.  Accordingly, we captured the registration status of our sample firms with three key govern-
ment agencies: The Patents and Companies Registration Agency (PACRA), Zambia Revenue Authority 
(ZRA), Zambia Development Agency (ZDA). In addition, we also include membership in business associ-

ations.  
 
All forms of registration offer different opportunities, benefits, obligations and costs, among others. 

For instance, registration with the ZDA is desired for informal firms that wish to access government 
support especially the fund managed by the Citizens Economic Empowerment Commission and the en-
trepreneurship training and business linkages programmes of ZDA. On the other hand, registration 

with PACRA protects the business name against use and abuse by other businesses, and legally pro-
tects owners from the firm’s business undertakings. However, registration with PACRA is not free and 
annual returns need to be filed at a cost while registration with ZRA also means monthly or quarterly 

tax returns have to be filed and taxes paid. Membership in an association may advance the cause of 
the firm but may demand membership fees and related contributions in return. As such, all registration 
offers both benefits and costs that firms weigh carefully to determine if it is worth the trouble. 

 

What is the registration status of the firms surveyed? 
Our data show that very few of the businesses are registered with any of the agencies and business 
associations. About 85.7% of the firms surveyed are not registered with any of the three government 

agencies and do not belong to any business association. However, about 7.0% of the total firms belong 
to a business association, 6.5% were registered with ZRA, 4.8% are registered with PACRA and 3.7% are 
registered with ZDA. Interestingly, more firms are registered with the tax authority than with the com-
panies licensing agency. Specifically, about 61% of the firms that are registered with the tax authority 

are not registered with the registrar of companies. Put differently, only half (53%) of the firms regis-
tered with PACRA are registered with ZRA.  
 

“Only about half – 53% - of the firms that were registered with PACRA 
were also registered with the tax authority” 

 
It may seem that pushing informal firms to formalise (i.e. register with PACRA) will not necessarily ena-
ble the firms to pay tax and access government services. This is partly due to the fact that incorpora-

Percentage of firms registered with government agencies 

  PACRA      ZRA     ZDA 

    4.8%      6.5%      3.7% 
*Only 1 out of the 356 we surveyed was registered with all three agencies. 
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tion and registration of the business (name) is a different process from registration for tax payment in 
most countries, particularly developing ones like Zambia. 
Are informal firms likely to register their businesses? 

To get a good understanding, we looked at the actions and assessed the intentions of informal firms to 
seek some form of registration.  First, we sought to find out whether those firms that are not registered 
with PACRA, ZRA and/or ZDA at the time of the survey are actively seeking (e.g. initiating contact; col-
lecting information; starting the application process, etc) to do so with the respective authority/ agen-

cy.  About 18.6% out of the 339 firms not registered with PACRA reported they are seeking to register 

with PACRA; 13.2% out of the 333 firms not registered with ZRA and 7.3% of the 343 not registered 
with ZDA are actively seeking to register with the respective agency.  
 

We further asked the firms how likely they would be registered with PACRA in three years’ time from 
the time of the survey. Out of the 339 firms, only 7% gave a sure answer that they would; 16.8% men-
tioned it would be very likely while 52% expressed some degree of likelihood but are uncertain. About 

one fifth of the firms are sure they would not or are unlikely to seek registration. 
 
What are the top reasons deterring informal firms from registering?  

A number of studies have sought to identify the main reasons that deter informal firms to register and 
formalise.  The most commonly cited top 3 reasons in our results are: high registration fee (64.9%); in-

REGISTRATION PROSPECTS 
 

 

Will your firm be registered with PACRA in 3 years?  

 

 

  

  

        
For SURE! 

7% 
VERY LIKELY 

6.8% 
I DOUBT 

52% 
NO 
24% 
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REGISTRATION PROSPECTS 
 

 

creased costs of business (58.4%); and do not know how to register (39.2%) (Figure 1). The results are, to 
a large extent, aligned with those in extant literature.   
 

Findings further unveil some important reasons that may not have been so clearly highlighted in existing 
studies.  These include: a) their peers are not registered and thus see no reason to do so (‘businesses like 
ours do not register’, 31.1%); concern about increased legal restrictions after registering (28.3%), and 
lacking trust in the registration agency (18.6%).   

 

An important question perhaps is: “How do the reasons for not registering 
tally with the intention to register?”  

 
As shown in Figure 2, cost is a major consideration by all informal firms whether they have a high inten-

tion to register or not. Here cost in terms of ‘high registration fee’ and ‘extra costs’ registration may bring 
to the business (e.g. high taxes) are major concern. However, there are wide differences. Firms that are 
sure they are likely to register are worried about legal restrictions (46%) and ‘do not trust’ PACRA (38%) 
while 7% of firms that are unlikely to register do not trust PACRA and 28% are worried about legal re-

strictions. Instead, nearly 52% of the firms with no intention of registering say they ‘do not know how’ 
and 36% do not see benefits of registering.  
 

Looking Ahead 
Care need to be taking in assessing levels of informality as a continuum as firms could register with one 
agency and not the other depending on the nature of the business and benefits the firms see. However, 

it seems clear that efforts by the agencies to reduce costs and build trust is needed to allay what may be 
unfounded fears.  
More importantly, recent efforts seeking to seamlessly integrate business registration, taxation and 

banking may discourage informal firms to register when trust of agency is already an issue. The thought 
that their privacy may not be protected and their business information be freely shared with other agen-
cies that are not trusted could increase doubt and suspicion and hence deter registration decision.  
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REGISTRATION PROSPECTS 
 

 

Why advances at the registrar have not changed opinions ?  

Over the years, PACRA has introduced online and mobile registration and filing of returns but its offices 

are fully packed by individuals and representatives of firms seeking to register and file annual returns. 

In theory, anyone can register their own firm if they wished. The fees themselves range from as little as 

$8 to over $2500 each, we recon that many informal firms will need at least $500-1000 to complete the 

process, unless they are willing to spend several weeks trying on their own.  

Most of that costs goals to printing, photocopying and technical support to complete the registration 

process in time. For example, PACRA has about 74 different types of forms for name clearance, reserv-

ing names, registering different types of firms and filing returns that are dazing even for learned indi-

viduals, lawyers and experienced businessmen. Indeed, PACRA is a source of business for a number of 

informal business operators that offer photocopying, typing and printing services around its premises.  

 

While PACRA has made and continues to intro-
duce value-added products, it may have to simpli-
fy some of the forms to ensure the average man 

or woman with secondary school education can 
complete them without needing the help of PA-
CRA officials. It also needs to build confidence 

that information provided by applicants will be 
handled carefully.  

Some of the value-added products include the 
regional registry and the movable property regis-
try that firms can use to secure low cost financ-

ing. Trust will be needed if they are to be useful 
to informal firms. 
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SIZE & OPERATING LOCATION  

 

Are informal firms tiny in size and do they grow?  

Introduction 
Informal firms are attributed to be tiny in size in general. The common perception is deeply rooted in the 
definition of informal firms by International Labour Organisation (ILO) that imposes a size threshold of 

five workers or so since 19939.  Accordingly, sampling criterion in studies have generally observed the 
firm size limit in terms of number of workers which perpetuates the belief10. But what happens if the 
firm size limit is not imposed while all other aspects are kept? 
 

Our observations on size 

On average, our sample informal firms are micro-enterprises with an average of 6.5 employees per firm. 
However, this sample average masks the fact that about 64% of the informal firms we surveyed had 5 or 

more workers. Further, about 15% of the total firms covered had 10 or more workers, thus, can be con-
sidered as small rather than micro-enterprises. The two largest informal firms had over 50 employees 
each (one in Professional, Scientific and Technical Services sector and one in Other Personal Services sec-

tor) and hence are medium-sized firms by definition. 

 

Informal firms do grow 
 

“Average size of firms we surveyed grew 50% in three years.” 

Perhaps a more important message from our results is that the size average of the informal firms we sur-
veyed grew from 3.8 employees per firm in 2014 to 5.7 employees per firm in 2016. This indicates a 50% 
growth in three years (Figure 1). Given informal firms are abundant, the aggregate effect on job creation 
resulted from this 3-year average growth rate of 50% per firm in number of workers can be tremendous.  
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SIZE & OPERATING LOCATION  

 

Do informal firms have fixed operating space? 

Our observation on the operating location of informal firms 
There is a general perception that informal firms are invisible and are of no fixed abode.  In fact,  our re-
sults suggest that this assumption is partially inaccurate. We found close to 40% of informal firms con-

duct their business in a fixed location such as a market stall run by the government, their own shop and 
rent space. Another 40.6% operate by the roadside or in common compound. Majority of the firms that 
operate along the roadsides or in a compound often have a workshop nearby but manufacture products 
that may not fit inside their small workshops (e.g. metal fabricators of water tank stands and security 

gates for homes and commercial outlets; wood processor, etc). Overall, only 15.6% operate from their 
own residences (Figure 2 and Figure 3).  

Figure 3. Roadside retail outlets of informal firms and their workshops 
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SIZE & OPERATING LOCATION  

 

AGE , LEARNING AND LINKAGES WITH FORMAL 

These informal firms have either invested their own resources to build their own operating space or pay 
some form of municipal levies or rent that enables them to operate in markets that are built and man-
aged by local government officials.  In sum, the majority of the informal firms in our sample are visible, 

have a fixed physical operating space and can be traced.  This finding has important implications regard-
ing the stability and longevity of the business and operations of informal firms, and their potential to 
build a recurring clientele and other business linkages to fuel business development as illustrated in the 
cases in Box 1 and Box 2.  The cases also offer some insights into the skills and mobility of workers in the 

two firms to complement our survey findings of worker characteristics in the next section. 
 

 

 

Box 1: A Metal Gate Production informal firm in an metal fabrication cluster 

 

The firm has been in operation for 10 years in the same place.  

It has grown from 2 founding members to 12 permanent members over the pe-
riod. 

 

Operating Location   

The firm has been operating  in a metal fabrication cluster  since it was founded.  The cluster has been 
in existence for over 20 years.   

The cluster is close to a medium density township and a low density suburb.  The area has also devel-
oped into a major commercial business area with a lot of metal inputs supplies just across the road.   

Easy access to customers and suppliers of production inputs was seen as a major location advantage.  At 
the time of the survey, the firm was looking into getting bigger operating premises in the same location.  

 

Skills of Workers 

The members have complementary skills in metal fabrication and welding.    

Two of the team members have formal training from the Trades Training Institute and hold trade certifi-
cates.  Other members developed their skills through apprenticeship and on-the-job training, by observ-
ing other quasi-firms, from printed materials like magazines, and sometimes from well-informed cus-

tomers. 

 

Mobility of Workers 

The firm has permanent members to share jobs. Additional members are hired on an ad hoc basis or 
jobs will be sub-contracted to others when workload is too heavy, or the team does not have sufficient 

skillset to perform a specific job.  Specifically, the firm regularly hire the services of a free floating elec-
trician who is specialised in motorised gates in the cluster. 
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SIZE & OPERATING LOCATION  

 

AGE , LEARNING AND LINKAGES WITH FORMAL 

 

 

 

 

 

 

Box 2: A Wind Screen/ Fiber Glass Repair and Spray Painting informal firm in an auto mechanics clus-
ter 

The firm has been in operation for over 10 years at the time of the survey conducted in 2016.   

The firm has grown from 2 founding members to 15 members over the period. 

 

Operating Location  

The firm has been operating in an auto-mechanics cluster in Lusaka, Zambia since it was founded. The 
cluster has been in existence for over 30 years and has about 12 active informal firms.   

The cluster is well-organised and firms in the cluster have formed an association which provides services 
to members.  

Proximity to experienced suppliers and clients makes the location desirable for firms that operate in this 

cluster.   

 

Skills of Workers 

Workers have complementary skills such as windscreen fitting and repair, fibre glass canopy production, 
and spray painting.   

All the workers learned their trade and skills through apprenticeships either from the cluster or else-
where, from product use demonstration sessions offered by suppliers located in the locality, and from 

experienced and well-informed clients. 

 

Mobility of Workers   

Over the last 10 years, new workers joined and old ones left the firm to relocate, join other teams or set 
up their own firms in other locations. The focal firm surveyed has kept in touch with its ex-workers, and 

would contract them on ad hoc basis when the workload is high. 
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WORKER CHARACTERISTICS 

 

Who Works in Informal Firms? 

Introduction 
Informal firms play an important role in creating jobs for the millions of workers that cannot find jobs in 
the formal sector. This is particularly true for rural and peri-urban areas where formal firms are either 

rare or unavailable. In general, informal firms are seen as firms that largely create employment for the 
owner-founder, close relatives and acquaintances rather than specialists and qualified individuals. Here 
we investigate these assumptions. 
 

Are people employed in informal firms mostly causal / irregular workers?  
Informal firms are thought to employ workers for short times to meet their immediate and often chang-
ing needs. Our finding suggests that such an assumption may not 

be entirely true.  
About 85.5% of the 339 firms we included in the analysis reported 
having between 91% and 100% of their workers being full-time 

(Figure 1). It thus goes without saying that the proportion of the 
informal firms with less than half of the work-force being part-
time was very small (4.2%). This finding supports our earlier ob-

servation that the firms in the sample had fixed operating place 
and were in business for more than 3 years by the time of the sur-
vey and employed more than five workers per firm on average.  

 

How are workers in informal firms paid?       

It is often thought that workers in informal firms are either irregularly paid or not paid for their labour. 

This assumption is based on the fact that employees of informal firms may be relatives (e.g. spouse, chil-
dren or kin of the firm owner or founder) and may be duty-bound to support the business or paid in kind 
(e.g. free accommodation and food). However, our research reveals that employees in over half of firms 
were paid monthly, 38% were paid per job and only 6% paid their workers per week (Figure 2).  

 

Our results reveal that workers are paid monthly in over half of the firms. 

Payments per job was common for service firms whose needs for skills are much wider than they can 
traditionally afford to keep on regular pay.  An example being automobile repair firms whose needs 
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WORKER CHARACTERISTICS 

 

Who Works in Informal Firms? 

range from mechanical, electrical, body 
repairs to engineering. In this case, the 
informal firms may need to hire other 

informal teams or formal workers that 
specialize in a given field (e.g. repair of 
radiators, brakes or install security sys-
tem) to meet the specific job demand. In 

this regard, the informal firms we sur-
veyed pay their workers almost in the 
same way as other formal firms of com-

parable size. 

 

Are workers  in informal firms uneducated? 

Both the dualist and the structuralist view of informality appears to characterise informal firms as tiny 
and inferior business entities that are founded by individuals with no employment opportunities and 

thus, employ uneducated or unskilled workers. Here this assumption was put to a test.  
Our observation suggests that most of the workers are educated even by global standards. For instance, 
78.8% of firms had workers that had completed secondary school and only 5.9% of firms had workers 

with only lower than a secondary school education. It was interesting to observe that about 5.6% of 
firms had workers that hold a college diploma or university degree (Figure 3). This is not surprising given 
that the entire education system in Sub-saharan Africa is growing at an average of at least 12.5%  a year, 

which is much higher than the rate at which the economies were creating jobs. New sectors such as in-
formation and communication technology (ICT) have presented new areas where Africa’s youthful and 
educated population are seeking to create businesses that are informal (e.g. repair of computers and 
mobile phones, design of websites).   

 
Looking ahead 
An increasingly educated and youthful population that is failing to find formal jobs and/or having strong-

er entrepreneurship spirit are combining their skills to start and run or join business ventures in the in-
formal sector. This may explain why workers in most of the informal firms in the sample were paid regu-
larly as they were viewed as permanent employees rather than part-time or ad hoc workers.    

 



Page 15 

 

INFORMAL-FORMAL LINKAGES 

 

 

Introduction 

The existence and nature of informal-formal linkages has important implications of the roles of informal 

firms in the economy, e.g. whether they are substitutable, complementary or completely segregated 
from formal firms.  One dominant economics school of thought – the Dualist school – suggests that infor-
mal firms and formal firms are fundamental different.  The former are primarily engaged in marginal ac-

tivities, thus, is distinct from the formal sector and operated in almost isolation with limited linkages to 
the formal economy. On the other hand, the Structuralist school suggests there are systematic links be-
tween informal firms and formal firms, with informal firms often being employed by formal firms (e.g. 

through outsourcing and subcontracting) to reduce costs of production and circumvent some legal 
(including labour) restrictions11. These contrasting views continue to inform research despite the signifi-
cant changes in technology, global production networks and ownership over that time.  

For instance, some have shown that the rapid pace at which privatisation of public enterprises was un-
dertaken led to a fall in formal employment due to retrenchments and a rise of the informal sector12. In 
other words, retrenched experienced and educated individuals had few options – look for jobs at home 
and abroad or create their own businesses in the formal or informal sector. Similarly, the rapid uptake of 

information technology has created opportunities for skilled individuals to either operate business for-
mally and informally. Coupled with the rapid expansion of the formal education sector, a large number 
of school leavers at all levels that do not get formal jobs may be seeking for opportunities anywhere else. 

All these factors may suggest that some of the informal firms may have links with formal firms and insti-
tutions.   
 

Our observations 

Do formal firms share product information with informal firms? 

About a third of the informal firms have a business relationship with formal firms. 

Here we investigated only business relationships with formal and established entities. We observed that 

about 10% of the firms surveyed reported to have business linkage with established formal firms either 
as contractors or business associates/partners.  An additional 22% of informal firms reported having for-
mal firms as their clients/ customers. Taken together, about a third of the informal firms have a business 

relationship with formal firms.  Thus, findings appear to refute the dualist view while indicate diverse 
business linkages between informal enterprises and formal businesses exist13. 
 

It was further noted that some formal firms whose business benefits derived from the existence of infor-
mal firms offered training, materials and information to informal firms on new and emerging products in 
the market. This symbiotic relationship, or referred to as a sub-sector network of commercial relation-

ships, was built on a common desire to promote business fortune collectively and partly based on trust 
that informal firms will recommend the new product to their clients as well as promote the proper use of 
products and thus driving demand.  It is interesting to note that only 2% of the informal firms surveyed 
considered their formal counterparts as competitors.   

For instance, a group of wind screen/ fiber glass repair and spray painting informal firms in our sample 
that operate in an auto-mechanics cluster (as illustrated in Box 2 in the section on Size and Operating 
Location) have formed an association among themselves to provide services to members. Formal firms in 

the locality that supply various materials that they use often organise demonstration sessions of the 
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INFORMAL-FORMAL LINKAGES 

 

 

newest products, and share training materials, including product manuals, application instructions and 
demonstration CDs with these informal firms. It seems clear that the formal firms have established a 
good business relationship with this group of informal firms that is beneficial to them and their clients. 

 

Do informal firms access finance from formal firms?  

Another way for assessing relationship between informal and formal entities was through access to fi-
nance. In other words, those that provide fund must have a belief that the informal firms will pay back or 

may meet the agreed targets. Our results suggest that about 27% of the informal firms we surveyed (i.e. 
93 firms)  had applied to available funding sources within the 3 years prior to the year of the survey, and 
52 (about 56% of the 93 firms that applied) reported to have successfully obtained the funding.  The larg-

est source of funding was local private business sector.   

Although not formally registered, 29 of them have applied to funding from government agencies at na-

tional and local level, with 5 of  them received funding from local ones. However, none reported being 
funded by the national funding agency (i.e. Zambia’s Citizen Economic Empowerment Fund with about 
$50 million annually to support small and medium- sized firms to grow), the central government or do-

nor funded programmes. It would seem that informal firms have some relationship with formal business-
es and public entities, and that they are also considered as viable business options worth funding. 

 

The various business linkages with formal firms suggested by informal firms surveyed 

Input/  
Product 

Suppliers 

Business  
Partners/  
Associates 

 
Contractors 

 
Financiers 

 
Customers/  

Clients 
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