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Key Points

• Weekly theme: «Why do some African firms transition from formality into informality?»
• Global markets gained modestly on favourable US economic data, including tame inflation and 

fewer-than-expected weekly jobless claims. 

 Why do some African Firms transition from Formality into Informality? 

Although the relative share of the informal economy has been going down in Africa, it nonetheless 
remains a significant part of the continent’s modern economy. In 2010, the average share of the informal 
sector was approximately 40percent across the continent, down from 42 percent in 2000. Contrastingly, 
the relative contribution of the informal sector to annual output in developing countries in Asia stood 
at 25 percent in 2011. There are several factors that account for the presence of such a large number of 
firms and employment in the informal sector.  

Irrespective of the reasons, the continued presence of a large number of enterprises in the informal 
economy is a major concern for policy makers given its implications for the productivity, government 
revenue and policies and workers’ welfare. Formal firms are significantly more productive than their 
informal counterparts. For instance, a recent study [1] shows that differences in inputs and differences in 
imput returns account for 83 percent of the productivity gap in Benin; while the same figures for Mali and 
Senegal were 63 percent and 41 percent. Governments are less able to levy taxes on these enterprises 
which limites the tax base of most African countries, and has implications for the adequate financing 
of infrastructure and other public goods. Correspondingly, increased formalization makes the process 
of formality easier and can lead to greater competition in the private sector. This ease of entry leads to 
lower product prices, greater efficiency, and increased welfare. Employees may also benefit from higher 
labor standards in the formal sector.

A study at the African Development Bank [2] assessed the determinants of formality by analyzing a new 
dataset of start-up firms in Cote d’Ivoire, Kenya, Nigeria and Senegal. This unique dataset captures 
information not only on the current registration status of firms but also whether they were registered 
at start-up. The results from this study show that approximately 5% of firms that registered at start-up 
slipped into informality. Bribe payments encouraged the withdrawal of firms from formal status after 
registering at start-up. On average, firms incur up to  3% of the annual sales in  bribes.  

The results support the key findings in the literature that corruption increases the cost of doing business, 
and has adverse effects on the likelihood of a firm staying formally registered [3]. The study analyzed the 
determinants of formality by examining firms transited into formal after starting as informal operators. 
The results indicate that access to finance, higher education, size at start-up and previous experience of 
the firm owner in working for a formal firm increase the likelihood of formal registration [4]. On the other 
hand, higher bribe payments lower the likelihood of going into formality. 

The study observes a clear ranking of firms in terms of productivity based on whether they have maintained 
the same status since start-up or have switched. It shows that the returns to formality are significantly 
high. Specifically, firms that were informal at start-up but have since registered (Informal>>Formal) 
have 43% higher labor productivity than firms that have always remained informal (see fig. 1). Firms 
that were registered at start-up but became informal (Formal>>Informal) have about 130% higher labor 
productivity even after transitioning into informality than those that have always remained informal. 
And finally, firms that were registered at start-up and have always remained formal (Always Formal) 
have 116% higher labor productivity. Therefore, firms that entered into formality at any stage have a 
significant productivity premium over firms that have never been formal.

1. Echevin, D and Fabrice Murtin (2009), “Identification of the productivity gap between formal and informal sectors in three West 
African Countries,” CSAE conference, St Catherine’s College Oxford (22-24 March 2009).

2. Gajigo, Ousman and Mary Hallward-Driemeier, (2012), “Why do some Firms abandon Formality for Informality? Evidence from 
African Countries,” African Development Bank, Working Paper Series No. 164.

3. Aterido, R., Hallward-Driemeier, and C. Pages. (2007). Investment Climate and Employment Growth: The Impact of Access to 
Finance,cCorruption and Regulations across Firms, Working Paper.  

4. Gelb, A., T. Mengistae, V. Ramachandran and M.K. Shah. (2009). To Formalize or Not to Formalize? Comparisons of Microenterprise 
Data from Southern and East Africa, Center for Global Development, Working Paper. 
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Stock Markets
Global Markets

Debate over when the Fed starts to reduce the flow of federal bond purchasing took precedence over robust employment 
figures in the U.S. In spite of reports of lower unemployment (7 percent) and strong third quarter GDP growth (3.6 percent) – its 
highest mark since Q1 2012, market sentiment is still driven by the status of the US budget and the direction it is going to take. 
International markets moved largely lower surpassing U.S. market declines. Japan’s Nikkei 225 fell 2.31 percent Britain’s FTSE 
100 fell 1.56 percent; and, Germany’s DAX 30 fell 2.43 percent. The ECB’s assessment that current financial market dynamics 
and low domestic demand may hurt the region’s growth added to negative market sentiments. 

African Markets

Taking a cue from global markets, African markets closed the week lower. The South African All Share Index shed 0.8 percent as 
a result declines in mining stocks largely tracking metals prices in the global market. Nigeria’s composite index (NGSE All-share) 
inched lower 0.5 percent due to continued low volume of trading caused by persistent liquidity constraints.  

Given the size of the informal sector and benefits of formalization, many countries have initiated reforms to streamline bureaucratic 
processes. Some countries such as Rwanda have made major strides in this process, as  reflected in rapid rise in the rankings on ease 
of doing business and investment climate. The government of Mali streamlined its tax payment system to reduce the  tax burden 
and increase efficiency.  

The growth of the private sector and its effect on economic development depends critically on the right enabling environment. The 
ease with which firms become integrated in the formal economy is a critical component in creating such an enabling environment. 
Thus, this paper’s finding reinforces the need to speed up reforms that are currently being implemented in many countries, including 
reducing red-tape that leads to bribe payments thereby increasing the cost of doing business.

The perception of firms regarding the constraints to registering their businesses is a useful complement to the analysis of the 
determinants of formality in the study. The study shows that the majority of firms in the sample countries report that registration is 
impeded by obstacles such as getting necessary information, completing the required procedure, registration fees, fear of taxes paid 
by registered firms, inspections of their businesses and bribes usually paid by their registered firms. These reports suggest simple 
policy reforms. Among these are publicizing information on registration requirements and streamlining registration procedures. 
Simplification and streamlining of cumbersome bureaucratic processes not only reduce the public expenses but can lower the 
likelihood of bribe payments so prevalent among firms.

Figure 1. Distribution of labor productivity (revenue per worker in USD)

Source: Gajigo and Hallward-Driemeier, (2012),
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Commodity Markets

Crude (Brent): Oil prices rose 1.8 percent as robust US jobs data boosted the hopes for stronger energy demand. 
Unexpected increases in US manufacturing and positive revisions of China’s economic growth signalled greater 
fuel demand in the world’s biggest oil-consuming countries.  

Gold & Silver: Gold and Silver capped their biggest drops in four weeks (2 percent and 2.4 percent, respectively) as 
speculative pressure continues over the intentions of the US Federal Reserve to slow down bond purchasing as 
soon as December 2013 . Gold prices are down approximately 27 percent this year on concerns the Fed would start 
tapering its USD85 billion-a-month asset-purchase program by the end of the year.

Cotton: Despite the record production expected in 2013-14, strong export demand has kept the cotton prices firm. 
However, traders and ginners expect the prices to come under pressure from December as the arrivals are set to 
increase. During the week, cotton edged up 2.7 percent. Cotton is estimated to average as low as 73 cents a pound 
in Q4 2013, compared to prices now at 83.23 cents on Futures rate in New York. Farmers globally will boost planting 
in 2014-15 by 3 percent to 33.3 million hectares (82.3 million acres), boosting production to 120 million bales. A 
bale weighs 480 pounds (218 kilograms). 

Coffee: Arabica coffee is under continued selling pressure as traders keep monitoring an impending oversupply of 
the bean from Brazil and Columbia. Arabica coffee shed 1.6 percent of its value. The price of Robusta firmed up 5.6 
percent amid falling stockpiles and slow exports from Vietnam and increased demand as a substitute for Brazilian 
mild coffee.

Cocoa: Cocoa edged-up 1.7 percent as speculative pressures mounted in anticipation of a second year of shortages. 
Investors were net-long, or betting on price gains, by 73,190 futures and options as of Dec. 3, up from 69,117 
contracts a week earlier. Speculative bets on higher cocoa prices more than doubled this year as consumption is 
forecast to outstrip production in the 2013-14 season started in October. Bean supplies will fall short of demand by 
127,000 metric tons in the period, according to data

Figure 2: Price of Crude Oil Figure 3:  Oil & Metals – Weekly price changes (%)

Source : Bloomberg (Nov. 2013)

Source : Bloomberg (Nov. 2013)

Figure 4: Price of Gold (US$/t.oz)                                                                  Figure 5:  Agricultural commodities 
Weekly price changes (%)

Market Brief Volume 4, Issue  51;  For the period of Dec 2 - 6, 2013

3



Food Security: Round-ups

West Africa: In West Africa, market supplies improved throughout the region due to ongoing harvests. Carryover 
stocks were average to above-average in Mali, Burkina Faso, and Benin but below-average in many areas of the 
Niger and Nigeria due to the effects flood and conflict that disrupted the marketing system in early 2013. Stable 
rice imports from international markets contributed to food stability in Senegal and Mauritania. 

East Africa: sorghum prices increased atypically in parts of Sudan and Ethiopia. Maize prices increased atypically 
in Kenya due to below-average expected harvests. Bean production in Uganda, Rwanda, and Kenya was below- 
average in 2013, resulting in tight market supplies, reduced trade flows, and high prices.

Sovereign Debt Issues in Africa

African yield spreads tightened for a third consecutive 
week. The yield on Egypt’s benchmark USD 1 billion 
Eurobonds due in April 2020 remained unchanged 
at 7.3 percent set for the lowest close in almost four 
weeks. The average yield on the notes dropped 119 
basis points, or 1.19 percentage point, from the last 
similar sale in June to 2.79 percent during the week. 
Nigeria’s bond yields softened as a result of cautious 
investments ahead of the 2015 presidential elections. 
Yields on the 30 year bond (FGN 2030) declined from 
12.99 percent in early September to a low of 12.99 
during the week. Yields on 10-year bonds (FGN Jan 
2022) softened to 12.75 per cent from 12.77 per cent. 
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Currency Markets

The US dollar fell against the Euro as the foreign-exchange market continues to focus on 
a changing probability for a reduction in the Federal Reserve’s bond buys in December or 
January, The ICE dollar index DXY, a measure of the greenback against six peers, fell by 3 
percent indicating decreased currency volatility. ECB held its key interest rate at a record 
low of 0.25 percent, while raising its forecast for the Euro-zone’s gradual recovery despite 
prolonged low inflation. ECB maintained its forecast for 2013 expecting the Euro-zone 
economy shrink 0.4 percent, but predicted 1.1 percent growth in 2014, up from a prior 
forecast of 1 percent.

Major African currencies weakened against the US dollar. The South African rand lost 2.3 
percent against the dollar in what, now, amounts to a 19 percent decline against the green 
back since December 31, 2012. Africa’s largest economy is beleaguered by strikes in its 
bellwether mining and automotive sectors. The Naira edged lower against the US dollar 0.5 
percent as the supply of US dollars at the Dutch Auctions receded during the week. 
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Figure 6: Weekly % Changes of Selected African Yield Spreads                                                                     

Source : AfDB (Dec, 2013)

Development Partnerships

African Development Bank: The Board of Directors of the AfDB approved an ADF loan to the tune of US$ 20 Million 
for Seychelles’ Inclusive Private Sector Development and Competitiveness Programme. The program aims to 
address the key constraints to private sector development and competitiveness in Seychelles, with a focus on 
inclusiveness, public sector efficiency and SME development. The project will address key constraints to private 
sector development; and challenges to strengthening Performance Management Systems to maximize public 
sector efficiency.
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Countries in Focus

Nigeria: Nigeria’s bandwidth expanded by about 26-fold to more than 9,000 gigabytes per second since 2010. 
Nigeria is Africa’s biggest mobile-phone market with 118.5 million subscribers as of September 2013. Nigeria wants 
20 percent of its population of more than 160 million to have broadband access by 2018 from the current 4 percent, 
according to its National Broadband Plan 2013-2018. 
  
South Africa: South Africa’s annual inflation rate dropped to 5.3 percent in November from 5.5 percent in October. 
The South African Reserve Bank kept interest rates on hold at 5 percent in October because inflation is trending near 
its 6 percent target ceiling. Other emerging-market central banks have raised rates recently in an attempt to draw 
foreign funding to of assets. Many emerging market currencies dropped significantly against the U.S. dollar in 2013 
including South Africa’s rand. 
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Updates on African Economic Indicators

Kenya: Kenya expects its economic growth to hit 7 percent by 2017. According to the treasury, the economy will 
grow steadily in the next three years before crossing the 7 percent mark in 2017. The projections of the treasury 
by fiscal year are: 5.9 percent in 2013/2014, 6.3 percent in 2014/2015, 6.6 percent in 2015/2016 and 6.9 percent in 
2016/2017 in its Budget Review and Outlook Paper for the first quarter of 2013.  

Egypt: Egypt’s central bank cut its benchmark interest rate, seeking to spur an economy that is beleaguered by 
persistent political unrest. The bank reduced the overnight deposit rate by half a percentage point to 8.25 percent 
and the overnight lending rate by the same amount to 9.25 percent. The bank has cut rates three times by a total 
of 1.5 percentage points since July. The government has announced more than US$ 4 billion of new spending to 
help create jobs and boost output.

Tanzania: Tanzania’s year-on-year inflation rate eased to 6.2 percent in November from 6.3 percent a month earlier 
while food and non-alcoholic beverages inflation rose to 7.2 percent from 6.9 percent. The annual inflation rate 
which excludes food and energy for the month of November 2013 has decreased to 5.3 percent from 5.7 percent 
recorded in October 2013.

South Africa: : South Africa’s current-account deficit widened to 6.8 percent of gross domestic product in the third 
quarter, the biggest gap in more than five years, as a weak rand boosted import costs while strikes and subdued 
global demand hurt exports. The gap in the current account, the broadest measure of trade in goods and services, 
grew to an annualized 233 billion rand ($22.6 billion). Foreign portfolio investment surged to 48.8 billion rand in 
the third quarter compared with an outflow of 5.2 billion rand in the previous three months. Still, net purchases of 
the nation’s bonds by non-residents stood at 28 billion rand so far this year, compared with 93.5 billion rand for the 
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Global Economic Leading Indicators
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Chinese Purchasing Managers’ Index (PMI)                            India Purchasing Managers’ Index (PMI)

Japan Purchasing Managers’ Index (PMI)                USA Purchasing Managers’ Index (PMI)

                    Eurozone Purchasing Managers’ Index (PMI)                                   US Unemployment Rate

Source: Markit and US, Institute of Supply Management. 2013

Reference:

1.  AfDB Statistics Department (2013) - Weekly Financial Market Data
2. Gajigo, Ousman and Mary Hallward-Driemeier, (2012), “Why do some Firms abandon Formality for Informality? Evidence from African Countries,” 

African Development Bank, Working Paper Series No. 164
3. Aterido, R., Hallward-Driemeier, and C. Pages. (2007). Investment Climate and Employment Growth: The Impact of Access to Finance, Corruption 

and Regulations across Firms, Working Paper. 
4.  Gelb, A., T. Mengistae, V. Ramachandran and M.K. Shah. (2009). To Formalize or Not to Formalize? Comparisons of Microenterprise Data from 

Southern and East Africa, Center for Global Development, Working Paper.  
5. Wall Street Journal - Weekly Market Watch.



7

Appendix Table 2 : Exchange Rate Movements – Week ending 6 December 2013

        Appendix Table 1: Stock Market Movements – Week ending 6 December 2013
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Source : ADB Statistics Department, December 2013. 
* in the interbank currency market.

Source: Bloomberg. * value at end of 7/12/2013


