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Abstract 
 
This paper analyzes the determinants 
of firms exiting the formal sector after 
registering at start-up. Using a unique 
and new dataset from four African 
countries (Cote d’Ivoire, Kenya, Nigeria 
and Senegal) with detailed information 
on firms that have transitioned between 
formal and informal status, we shed 
further light on the determinants of 
formality. We found that productivity 
and corruption (in terms of informal 
payments to public officials made by 

firms) significantly lead to firms going 
back into the informal sector even after 
initially registering at start-up. In the 
other direction, we found that higher 
productivity, better access to bank 
finance at start-up and education 
increase the likelihood of switching to 
formal status after initially being 
unregistered or informal at start-up. 
The results are robust to controlling for 
many relevant variables and controlling 
for selection.  
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I. Introduction 

 

The informal sector is a significant part of African economies. While the share of the informal economy 

has been going down, it remains relatively high with an average of approximately 40% across the 

continent (Schneider et al. 2010). There are several factors that account for the presence of such a large 

number of firms and workers that are not formally registered with local or central governments.  

 

Whatever 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 of the enterprises, efficacy 

of government policies and finance, and effects on workers’ welfare. Formal firms are significantly more 

productive than their informal counterparts (Aterido et al. 2007; Gelb et al. 2009). By operating in the 

informal sector, governments are less able to levy taxes on these enterprises. This is a major concern 

given the limited tax base of most African countries, and has implications for the adequate financing of 

infrastructure and other public goods. There is also a general efficiency argument for increasing the 

percentage of firms with formal status. For instance, making the process formality easier can lead to a 

greater competition in the private sector. This ease of entry leads to lower product prices, greater 

efficiency, and increased welfare. Employees may also benefit because of the association between higher 

labor standards and the formal sector (Fortin et al. 2000; Galli and Kucera 2004). 

 

Given the size of informal sector and benefits of formalization, many countries have initiated major 

reforms to streamline bureaucratic processes. Some countries such as Rwanda have made major strides in 

this process that is reflected in their rapid rise in investment climate ranking (Doing Business 2010). 

Another example is the government of Mali, which streamlined its tax payment system to reduce its 

burden and increase efficiency (Ingram et al. 2007). Nevertheless, the proportion of informal firms 

remains significantly high in the sub-Saharan region, and therefore the returns to understanding the 

contributing factors remains important.  

 

We assess the determinants of formality by analyzing a new and original dataset, collected by the authors 

and funded by the World Bank, of start-up firms in Ivory Coast, 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. This enables us to determine whether or not firms have changed status either way 

and for what reasons. The survey focuses on firms that have been created no more than three years at the 

time of the surveys. We found that approximately 5% of firms that registered at start-up later became 

informal. This effect is significantly associated with the amount of informal payments to government 

officials by firms to “get things done”. In other words, bribe payments encourage the withdrawal of firms 

from formal status after registering at start-up. On average, firms use about 3% of the annual sales for 

informal payments or bribes.   

 

Our results therefore support one of the major findings in the literature that corruption increases the cost 

of doing business, and has adverse effects on the likelihood of formality (Johnson et al. 2000). 

Productivity also plays a significant role as it is negatively associated with firms switching from the 

formal to informal status. This could be due to the possibility that more productive firms are better able to 

weather the effects of corruption or that the positive effects of formality far outweigh the cost of dealing 

with corruption. We also found that individuals who previously worked as employees of informal firms 
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are also more likely to own firms that switch to informality even after registering at start-up. These results 

hold after controlling for other variables and taking into account potential selection bias. Our results, 

overall, support the view that the decision by firms to become formal or remain informal is a function of 

the cost and benefits – and since these do not remain constant, it is unlikely that formality would be a one-

time static decision. We also analyze the determinants of formality in a way that is similar to the approach 

that is commonly done in the literature by examining firms that use to be informal but are now formal.  

 

We found 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 formality. On the other hand, the higher the 

bribe payments, the lower the likelihood of going into formality. We also examine firms that have 

remained in one particular status (formal or informal) since start-up. In fact, the level of ‘inertia’ is high, 

with most firms remaining within the same status since start-up – at least within the first 3-year age 

window we focus on. While several variables were found to be significant in explaining why these firms 

have not changed status, the results highlight the cost of government regulations. Specifically, the 

likelihood of remaining in the formal (informal) sector is negatively (positively) influenced by the time 

cost of meeting government regulations but not the monetary cost. 

 

The rest of the paper proceeds as follows. The next section (II) provides a brief literature review. Section 

III describes our data set and provides summary statistics of key variables. Our main estimation results on 

what motivates firms to abandon formal for informal status are presented in Section IV. We also address 

some econometric challenges such as potential selection bias in this section. In addition, we also analyze 

the determinants of firms switching from informality to formality, as well as firms staying within the 

same since start-up.  Section V concludes the paper.  

 

II Literature Review 

 

There is a large literature that seeks to explain the determinants of formality or informality. One of the 

main strands of research focuses on the presence of government regulations that discourages 

entrepreneurs from registering with the relevant authorities. One of pioneering papers in this strand of the 

literature is De Soto (1989). There is significant heterogeneity across countries in the level of regulation 

that has direct bearing on firm registration. Djankov et al. (2002) found a strong correlation between the 

degree of regulation and corruption. What is more, this greater regulatory burden is not actually correlated 

with better public goods provision.  

 

Some of the latest research papers on this topic have provided corroborative evidence on the effect of 

high registration requirements and the rate of formality by taking advantage of recent policy reforms.  For 

example, Bruhn (2011) found that registration reforms carried out in Mexico led not just to registration of 

existing firms (though that would be important by itself) but also led to the creation of new firms. Kaplan 

et al. (2007) analyzed the reforms in Mexico and found that reducing the requirements of formality 

increased registration among existing firms rather than leading to the creation of new firms. 

 

With the availability of more recent enterprise data, further evidence-based understanding of determinants 

of formality among firms in Africa is beginning to emerge. Using recent enterprise survey data on several 

Eastern and Southern African countries, Gelb et al. (2009) found that access to public services, owner 
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education and access to finance, among other variables, determine the rate of formality. Another 

important factor is that corruption in the form of bribe payments is a determinant of formality. A 

consequence of this factor is that formal firms have higher incidence of bribe payments than their 

informal counterparts most likely because of their greater frequency of contact with public officials, as 

well as their relatively higher cost of concealment given their large size. Ingram et al. (2007) provide 

evidence on the effects of corruption using enterprise data from 6 Western and Eastern African countries. 

In addition to corruption being cited as a major constraint by both formal and informal firms, electricity 

deficits, high regulations and tax payments also provided some varying degrees of constraints. 

 

While the reality of registration barriers due to government regulations is undeniable, it is unlikely to be 

whole story. Firm owners are optimizing agents. Some may rationally decide to stay informal even if 

registration costs are not too high (McPherson and Liedholm 1996). In a study of firms in Bolivia, 

McKenzie and Sakho (2010) found that the act of registration has non-uniform effect on firms. For 

instance, firms with 2 to 5 workers increased their profits by registering while smaller firms did not. 

Furthermore, registration increased firm profits by expanding their customer base rather than through 

other channels such as greater access to finance. So for the smaller firms, it appears that staying informal 

may be the rational course of action irrespective of the level of government barriers towards registration. 

 

Increasingly, more empirical work is being done where causal effects can be confidently identified. One 

example is a randomized experiment in Sri Lanka where Del Mel et al. (2012) found that offering 

financial incentives did not induce all (treated) informal firms to register and become formal. In one 

treatment group, firms were offered information on how to register as well as being provided 

reimbursement of the registration cost. Other treatment groups were offered varying amounts of financial 

inducements to register that were far higher than the cost of registration. The uptake rate of the 

registration offer was far from universal in all treatment groups, suggesting that the lack of information or 

the direct cost of registration are not the sole reasons for firms staying informal.  

 

We contribute to this important issue of the determinants of (in)formality by analyzing a new dataset that 

has information on firms leaving formality after initially registering at start-up. This angle has received 

little attention in the literature. Furthermore, in typical analyses of the determinants of formality, many 

papers implicitly assumed that firms remain formal when they abandon informality. By analyzing the 

factors influencing the decision to abandon formal status for informality, we are likely to improve our 

understanding of the determinants of formality, which seems more of a dynamic rather than one-time 

static decision.  

 

III. The Data 

 

Our data comes from a recent survey of new firms. The sample covers four African countries: Côte 

d'Ivoire (23%), Kenya (20%), Nigeria (27%) and Senegal (30%)
2
. The survey was simultaneously 

implemented across all the countries between late 2009 and early 2010. The total sample size in this study 

is 1967. The data covers all firm size categories: micro, small and medium enterprises. Specifically, about 

38% of the firms are micro-enterprises (1 to 4 workers), 39% are small enterprises (5 to 19 workers) and 

                                                 
2
 The collection of this data set was funded by the World Bank with the goal of getting a better understanding of the 

gender issues in the MSME sector in Africa. 
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23% are medium to large enterprises (20 and above). Approximately two-third of the sample consists of 

formal firms, with a strong correlation between formality and firm size (measured either through the value 

of capital and the size of the firm’s workforce). In terms of ownership types, about 66% are sole 

proprietorships, 16% being partnerships, 14% being privately held limited liability companies and the 

remaining 4% being a publicly-traded companies and limited partnerships. The data is further unique in 

the sense that the sample consist of young enterprises (3 years old or less).  

 

Before proceeding further with data description, we provide a definition of formal and informal status 

used in the paper. A firm is considered to be formal if it is registered with the local authorities (a national 

or sub-national administrative agency). The firms classified as being informal at the time of the survey are 

those that have never registered (for tax purposes) or have allowed to registration to lapse to such an 

extent that there exist no current record of them with either the national registry of companies or with the 

local authorities as well as the firms themselves categorizing themselves as presently unregistered or 

informal. Our definition, while not completely identical, is consistent with the definition used in the 

literature (Gelb et al. 2009; Gatti and Honorati 2008). 

 

Table 1 provides summary statistics of some of our key variables. As already mentioned, a novel feature 

of this data set is the information on firms that have not only gone from the informal to formal status, but 

also vice-versa. The summary of variables by this category is provided in Table 2. Specifically, about 170 

firms transitioned from informal to formal status. This means that they had been unregistered/ informal at 

start-up but has since become formal by registering with the relevant authorities. They constitute about 

9% of the total sample or 23% of all firms that started as informal in the sample. More interestingly, about 

3% of the sample (corresponding to 5% of the entrepreneurs that started as formal) transitioned from 

formal to informal status. In other words, they had been formal/registered at start-up but are no longer 

formal at the time of the survey. While this is a small percentage, it is non-trivial. 

 

For a large number of variables, entrepreneurs that have transitioned are an intermediate group between 

those that have always been informal and those that have always remained in the formal sector. However, 

it appears that entrepreneurs that have gone from the formal sector to the informal sector are closer across 

a range of characteristics to formal entrepreneurs than either those that have always been informal or 

those that recently transitioned from informality to formal status. This is especially true of size (Figure 1) 

and firm owner’s experience. Not only are formal firms (always-formal) larger on average but have 

greater variance in this variable (Figure 4). Firms that registered at start-up but have since gone back into 

informality are the next largest on average but exhibit much smaller variance. Another revealing feature 

about the four categories is the difference in productivity (revenue per worker) as presented in Figures 2 

and 3. Firms that registered at start-up and have remained formal are most productive on average. They 

are followed by firms that were registered at start-up but have gone back into formality. The least 

productive firms on average are those that were not registered at start-up and are still informal. One 

exception is the sourcing of start-up capital from a commercial bank. Firms that have managed to switch 

from their initial informal status to formal status are closest to the always-formal category of firms in 

terms of their ability to draw financing from commercial banks. 

 

Table 1: Summary statistics of key variables. 
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Variables Obs. Mean Std. Dev. 

 1 2 3 

Owner is Female 1967 0.18 0.39 

Age of Owner 1681 38.65 9.29 

Owner is Married 1967 0.631 0.483 

Never Attended School 1965 0.06 0.23 

Highest level of Schooling Attended 

was Primary School 
1965 0.097 0.30 

Highest level of Schooling Attended 

was Secondary School 
1965 0.29 0.45 

Highest level of Schooling Attended 

was some University  
1965 0.142 0.349 

Highest level of Schooling Attended 

was Graduate School 
1965 0.183 0.387 

Enterprise Age - months 1958 26.64 10.08 

# years as an Employee of a formal 

Enterprise 
1967 3.47 4.95 

# years as an Employee of an informal 

Enterprise 
1967 1.27 2.67 

# workers at start-up 1966 7.58 8.68 

Labor productivity – US$ 1964 1939 20634 

Start-up Capital US$ 1963 56236 254064 

Banks Provided the Biggest Source of 

Finance at Start-up 
1945 0.26 0.44 

% of management’s time spent dealing 

with govt. requirements 
1698 5.94 12.81 

% of annual sales used for gifts or 

informal payments to “get things 

done” 

1587 2.95 7.37 

Note. For firms with multiple owners, individual owner characteristics refer to the largest owner. 
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Table 2: Summary Statistics of variables. 

 

Started as Formal but is 

Currently Informal 

(Formal>>informal) 

Started as Informal but is 

Currently Formal 

(Informal>>formal) 

Started as Informal and is 

still Informal 

(Always-informal) 

Started as Formal as is still 

Formal 

(Always-formal) 

 1 2 3 4 

Variable Obs. Mean Std. Dev. Obs. Mean Std. Dev. Obs. Mean Std. Dev. Obs. Mean Std. Dev. 

Largest Owner is Female 60 0.15 0.36 170 0.21 0.41 582 0.28 0.45 1149 0.18 0.38 

Enterprise Age - months 60 22.58 10.49 169 27.44 9.56 580 22.23 10.51 1143 29.03 9.00 

Age of Largest Owner 59 38.24 7.82 117 35.08 7.94 493 34.82 8.72 1009 40.99 9.04 

Largest Owner Married  60 0.63 0.49 170 0.44 0.50 582 0.51 0.50 1149 0.72 0.45 

# years as an Employee of 

a formal Enterprise 
60 2.22 3.34 170 3.22 5.61 582 1.85 4.43 1149 4.41 4.95 

# years as an Employee of 

an informal Enterprise 
60 2.33 2.74 170 1.61 2.80 582 1.51 2.81 1149 1.05 2.55 

# workers at start-up 60 6.53 6.45 170 4.56 5.65 582 5.25 6.71 1148 9.30 9.59 

Labor productivity – US$ 60 2632 17220 170 807 1288 580 315 726 1148 2899 26654 

Start-up Capital US$ 60 11868 20477 169 10791 35696 579 4470 14339 1149 91610 327076 

Banks Provided the 

Biggest Source of Finance 

at Start-up 

60 0.15 0.36 166 0.27 0.44 572 0.12 0.33 1141 0.33 0.47 

Owner Never Attended 

School 
60 0.03 0.18 170 0.09 0.28 582 0.12 0.32 1147 0.02 0.14 

Highest level of Schooling 

attained was Primary Sch. 
60 0.18 0.39 170 0.11 0.32 582 0.20 0.40 1147 0.04 0.19 

Highest level of Schooling 

attained was Sec. School 
60 0.42 0.50 170 0.29 0.45 582 0.36 0.48 1147 0.24 0.43 

Highest level of Schooling 

attained was University  
60 0.07 0.25 170 0.15 0.36 582 0.08 0.27 1147 0.18 0.38 

Highest level of Schooling 

attained was Graduate 

School 

60 0.10 0.30 170 0.14 0.34 582 0.09 0.29 1147 0.24 0.43 

% of annual sales used for 

gifts or informal payments 

to “get things done” 

43 4.68 11.99 131 1.37 8.90 398 2.99 8.56 1010 3.07 6.32 

% of management’s time 

spent dealing with govt. 

requirements 

47 3.21 7.26 144 5.72 10.32 471 4.32 14.49 1031 6.87 12.445 
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Figure 1: Median value of capital at start-up (USD). 

 
 

Figure 2: Labor productivity (revenue per worker USD). 
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Figure 3: Distribution of labor productivity (revenue per worker in USD). 

 
 

Figure 4: Distribution (density) of Start-up Capital (USD). 
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IV. Estimation Strategy and Results 

IV.1. Firms Abandoning Formality for Informality 

This section analyzes the determinants of firms abandoning formal status for informality. We present some 

regression results to complement the preceding discussion of mostly simple differences in average. Table 3 

presents the probit estimation result (marginal effects evaluated at the mean for continuous variables and discrete 

changes from 0 to 1 for dummy variables): 

 ̃    
     

     
             (1) 

Where the dependent variable ( ̃ ) is a dummy taking a value of 1 if a firm had been formal at start-up but is 

currently informal (formal>>informal)
3
. The explanatory variables include owner characteristics (X), enterprise 

variables (W), policy variables (Z) and industry controls.  

 

There are several significant relationships in Table 3, all of which are interesting. Enterprise age is negatively 

correlated with the likelihood of switching from formal to informal status. In other words, even among this set of 

new enterprises, those deciding to switch apparently do so quite quickly. The next variable provides a possible 

clue as to why that may happen. Labor productivity (revenue per worker) is negatively associated with formal-

to-informal switching (formal>>informal). This suggests that the realization of lower productivity may induce 

informality. It further suggests that some entrepreneurs may be unable to accurately predict their level of 

productivity. However, it is worth recalling that these enterprises still have a higher average productivity than 

those that have always remained informal or have switched from informal to formal status. It is also the firms 

that started small (in terms of both the size of capital and the number of workers) that are likely to abandon 

formal status for informality. This is consistent with findings from the literature that show a positive correlation 

between firm size and formality (Dabla-Norris et al. 2008; McPherson and Liedholm 1996).  

 

We include two measures, time and direct monetary cost of informal payments to government officials, to 

capture the effect of regulatory burden and corruption on the likelihood of abandoning formal status for 

informality. For both of these variables, we include a dummy variable to capture the incidence or prevalence and 

also a continuous variable to capture the degree of the cost. Table 3 shows that the time cost of regulations has 

no significant effect on formal-to-informal switching. However, the cost of informal payments to government 

officials to “get things done” increases the likelihood of abandoning formal status for informality even after 

initially registering at start-up. In essence, this result is indicating that the payment of bribes encourages the 

withdrawal from formal to informal status. This is consistent with findings in the literature (Friedman et al. 

2000). The dummy variable indicating whether a firm has made informal payments to government officials is 

negative. This reflects the fact that formal firms are more likely to make informal payments to public officials 

(bribes) relative to informal firms due largely to their greater visibility through size, resulting in greater 

concealment cost. The incidence of bribe payments is quite high as shown in Figure 5, and varies unequally 

across firms by status. The result in Figure 5 is also consistent with other findings (Aterido et al. 2007) where 

larger firms have higher incidence of bribe payments.  

 

While the amount of bribe payment is a contributing factor for firms leaving formal status, the time spent dealing 

with government officials is not. This could be due to the fact that our data is comprised mostly of urban-based 

                                                 
3
 In other words, this dummy variable takes a value of 1 if a firm has switched from formal to informal status conditional on 

starting as formal/registered, and 0 if it has not switched conditional on starting as formal.  
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households who do not have to travel great distances unlike their rural counter parts. It is also likely that the 

opportunity cost of time for these firm owners is low. 

 

There are several other variables that turned out to have no significant effect on firms abandoning formality for 

informal status. The educational attainment of enterprise owners does not predict switching. Similarly, the 

gender of the owner is not associated with formal-to-informal switching. However, we show in later sections that 

both these variables have some important effects depending on the direction of the switching. 

 

Table 3: The likelihood of switching from formal to informal status conditional on starting as formal 

(formal>>informal). The reported coefficients are marginal effects (probit) evaluated at the mean for continuous 

variable and discrete change from 0 to 1 for dummy variables.  

  Coef. t-stat 

Female owner -0.002 -1.07 

Enterprise age in months -0.0002** -2.36 

Owner age -0.0001 -0.46 

Highest level of Schooling Attended was Primary School
†
 -0.001 -0.11 

Highest level of Schooling Attended was secondary school
†
 -0.001 -0.11 

Highest level of Schooling Attended was vocational school
†
 -0.003 -0.38 

Highest level of Schooling Attended was some university
†
 -0.002 -0.44 

Highest level of Schooling Attended was some graduate school
†
 -0.002 -0.35 

# years served as an employee of a formal enterprise -0.0003 -0.93 

# years served as an employee of an informal enterprise 0.0002 0.74 

# years served as an apprentice 0.0002 0.31 

# years served as a non-enterprise employee 0.0001 0.16 

Total # workers at start-up -0.0004** -1.95 

log of labor productivity (revenue per worker USD) -0.003*** -3.38 

log of start-up capital -USD -0.002** -2.16 

Largest source of finance at start-up was Trade Credit
§
 -0.002 -0.86 

Largest source of finance at start-up was Money Lenders
§
 -0.001 -0.38 

Largest source of finance at start-up was MFI
§
 -0.002 -0.59 

Largest source of finance at start-up was Bank
§
 -0.003 -1.13 

Largest source of finance at start-up was Friends/Relatives
§
 -0.001 -0.52 

Largest source of finance at start-up was Other Source
§
 0.551*** 3.3 

management spent time dealing with govt. regulations (dummy) -0.003 -1.25 

% of management's time spent dealing with govt. regulations -0.0001 -0.88 

spent some money on gifts/informal payments to govt. officials (dummy) -0.009** -2.19 

% of annual sales spent on gifts/informal payments to govt. officials 0.0002* 1.92 

Observations 764 

Industry dummies Yes 

Country Dummies  Yes 

***significant at 1%; **significant 5%; *significant at 10%.  
†
The reference education group is no education; 

§
The reference source of finance at start-up is own funds. 

Other controls: marital status, land ownership, financial literacy, risk aversion, parents ownership of business, 

hours of operation per week. 
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Figure 5: The cost of doing business: The % of firms that reported that a substantial amount of management’s 

time is spent dealing with government regulations and the % that have made informal payments or gifts to 

government officials to get “things done” (bribes). 
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IV.2. Controlling for Possible Selection 

 

In the preceding estimation, we implicitly assumed that firms transitioning from formal to informal status were 

not affected by some form of selection bias. This assumption may not hold. To take this into account, we allow 

for possible sample selection. We assume a selection equation (  
  is a latent variable):   

  
   ̌ 

     
     

     
             (2) 

Where  ̃  in equation (1) is observed only when   
   ,   ̌ is a vector of firm level variable that excludes labor 

productivity, and   is vector of variables that are expected to influence firms’ registration decision at start-up. 

For components of  , we focus on variables that firm owners identified as motivating factors
4
 for going into 

business in the first place. We argue (and present some evidence later) that these variables should be positively 

correlated with the likelihood of registration at start-up but have no direct effect on switching later on. If the 

correlation coefficient ( ) between   and    is not zero, then the results from estimating equation (1) alone are 

likely to be biased. To account for the possible selection effect, equations (1) and (2) are jointly estimated to help 

provide consistent and efficient estimates (Van de Ven and Van Pragg 1981; Baum 2006).  

 

We make the case that these variables in V in equation (2) are correlated with firm registration (formality) at 

start-up. First, these variables can be categorized into two groups: A and B
5
. We expect group A variables to 

have positive effects on the likelihood of registration at start-up and for group B variables to decrease the 

likelihood. The motivations covered in group A appear to reflect those of individuals who are already business-

inclined and have not been forced into entrepreneurship due to some form of hardship. These types of 

individuals have been termed in the literature as "opportunity" entrepreneurs. On the other hand, the motivations 

in the latter category (group B) reflect those who might be categorized as "necessity" entrepreneurs. In other 

words, their participation in entrepreneurship is driven largely by the absence of viable alternatives and less by 

the opportunity to earn returns in business (Amin 2009). Consequently, we expect group B individuals to face 

higher constraints and be less likely to register their businesses at start-up.  Table 4 shows the regression results 

from the estimation of equation (2) where formal registration at start-up is the dependent variable. The excluded 

instruments are jointly significant (and individually for some of them), strongly suggesting that the excluded 

instruments are relevant.  

 

Next, we show that the excluded instruments (variables appearing in equation 2 but in equation 1) meet the 

requirement of having no direct effect on transitioning from formal to informal status ( ̃ ).  Given the exclusion 

of labor productivity in equation (2) and the presence of variables in   that are absent from equation (1), both 

equations are identified. For the instruments in V in equation (2) to be valid, they should not be directly 

correlated with the likelihood of transitioning from formal to informal status. Table 5 shows that these excluded 

instruments satisfy this condition. That is, none of them are, individually or jointly, significantly correlated with 

the likelihood of switching status. 

 

                                                 
4
 The question that was posed was “what was/were the motivating factors for going into business?”. The responses are: (1) 

wanting to be own boss, (2) to take advantage of a market opportunity, (3) to have work flexibility, (4) to have new or 

additional source of income, (5) absence of alternative jobs, (6) because I have business skills, (7) have knowledge about 

this line of business, (8) offers high chance of profit, and (9) household experienced income shock.  
5
 Group A consists of 2, 6, 7 and 8; and Group B consists of 1, 3, 4, 5 and 9. 

. 
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Table 4: This is the estimation result of equation (2). The dependent variable is whether the firm has registered 

at start-up. Two of the variables in V are significantly, and all are jointly so. 

  Coef. t-stat 

Reason for starting business was wanting to be own boss -0.014 -0.09 

Reason for starting business was to take advantage of market opportunity -0.048 -0.33 

Reason for starting business was work flexibility -0.214* -1.7 

Reason for starting business was to have new/additional income source 0.245* 1.72 

Reason for starting business was because alternative jobs were absent 0.008 0.07 

Reason for starting business was because I have business skills 0.202 1.39 

Reason for starting business was because I have knowledge on this line of 

business 
0.093 0.65 

Reason for starting business was it offers high chance of profit -0.054 -0.34 

Reason for starting business was because I lost my job an employee -0.086 -0.67 

Reason for starting business was my household experienced some income shock 0.009 0.07 

Female Owner -0.305** -2.31 

Enterprise Age in Months 0.013** 2.41 

# years as an Employee of a formal Enterprise -0.029** -2.59 

# years as an Employee of an informal Enterprise -0.016 -0.82 

# years as an apprentice  -0.028 -1.14 

# years as an non-Enterprise Employee  -0.008 -0.44 

Total Number of Workers at Start-up -0.014* -1.95 

Start-up Capital 0.366*** 9.64 

management spent time dealing with govt. regulations 0.467*** 3.47 

% of management's time spent dealing with govt. regulations -0.014** -2.6 

spent some money on gifts/informal payments to govt. officials 0.168 1.32 

% of annual sales spent on gifts/informal payments to govt. officials 0.015* 1.84 

Highest level of Schooling Attended was Primary School† -0.208 -0.61 

Highest level of Schooling Attended was Secondary School† 0.316 0.99 

Highest level of Schooling Attended was Vocational School† 0.572* 1.76 

Highest level of Schooling Attended was University Education† 0.575* 1.72 

Highest level of Schooling Attended was Graduate School† 0.694** 2.04 

Age of Owner 0.006 0.81 

Largest source of finance at start-up was Trade Credit§ 0.623** 2.48 

Largest source of finance at start-up was Money Lender§ 0.604** 2.42 

Largest source of finance at start-up was MFI§ 0.550*** 3.2 

Largest source of finance at start-up was Commercial Bank§ 0.918*** 6.55 

Largest source of finance at start-up was Friends and Relatives§ -0.001 0.01 

Largest source of finance at start-up was Other Source of Financing§ -0.887** -1.96 

Constant -4.572*** -7.46 

Country Dummies Yes 

Industry Dummies Yes 

Observations 1286 

***significant at 1%; **significant 5%; *significant at 10%. 
†
The reference education group is no education; 

§
The reference source of finance at start-up is own funds. Other Controls: land ownership, risk aversion, 

financial literacy, parent’s experience in running business, hours per week of operation and marital status.  
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Table 5: The dependent variable is whether a firm has transitioned from the formal to the informal sector after 

registering at start-up. The first 9 variables in the table are included in V in equation (2), and have no direct 

effect on the likelihood of firms transitioning from formal to informal status. 

  Coef. t-stat 

Reason for starting business was to be own boss -0.026 -0.1 

Reason for starting business was to take advantage of market opportunity 0.251 0.74 

Reason for starting business was to work flexibility 0.221 0.92 

Reason for starting business was to have  new/additional income source -0.036 -0.13 

Reason for starting business was due to alternative jobs being absent -0.079 -0.37 

Reason for starting business was because I have business skills -0.103 -0.42 

Reason for starting business was because I have knowledge on this line of business 0.079 0.29 

Reason for starting business was because it offers high chance of profit 0.190 0.66 

Reason for starting business was because of household income shock 0.034 0.16 

Female Owner -0.326 -1.21 

Enterprise Age in Months -0.018* -1.82 

# years as an Employee of a formal Enterprise -0.054* -1.75 

# years as an Employee of an informal Enterprise 0.051* 1.66 

# years as an apprentice  -0.036 -0.66 

# years as an non-Enterprise Employee  0.013 0.27 

Total Number of Workers at Start-up -0.022 -1.17 

Start-up Capital -0.096 -1.39 

management spent time dealing with govt. regulations -0.195 -0.77 

% of management's time spent dealing with govt. regulations -0.012 -0.95 

spent some money on gifts/informal payments to govt. officials -0.401 -1.56 

% of annual sales spent on gifts/informal payments to govt. officials 0.024** 2.18 

Highest level of Schooling Attended was Primary School
†
 0.421 0.69 

Highest level of Schooling Attended was Secondary School
†
 0.456 0.76 

Highest level of Schooling Attended was Vocational School
†
 0.307 0.51 

Highest level of Schooling Attended was University Education
†
 0.165 0.26 

Highest level of Schooling Attended was Graduate School
†
 0.113 0.17 

Age of Owner -0.0001 -0.01 

Largest source of finance at start-up was Trade Credit
§
 0.281 0.61 

Largest source of finance at start-up was Money Lender
§
 -0.295 -0.53 

Largest source of finance at start-up was MFI
§
 0.214 0.61 

Largest source of finance at start-up was Commercial Bank
§
 0.184 0.7 

Largest source of finance at start-up was Friends and Relatives
§
 -0.239 -0.66 

Largest source of finance at start-up was Other Source of Financing
§
 0.931* 1.69 

Constant -1.575 -1.4 

Country Dummies Yes 

Industry Dummies Yes 

Observations 1104 

***significant at 1%; **significant 5%; *significant at 10%. 
†
The reference education group is no education; 

§
The reference source of finance at start-up is own funds. Other Controls: land ownership, risk aversion, 

financial literacy, parent’s experience in running business, hours per week of operation and marital status.  
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We jointly estimated equations (1) and (2) to address the possible selection effect. The estimation results (the 

second stage) are presented in Table 6. The results are highly similar to those in Table 3. Specifically, 

productivity is negatively correlated with firms abandoning formal for informal status. Our key result on the 

effect of bribe payments remains robust. The incidence of bribe payment is higher among formal firms than their 

informal counterparts. However, the higher the payment of bribe amount (as a percentage of total annual sales), 

the less likely firms are to switch to formality. There is only one variable that is statistically significant in Table 

3 but is not so in Table 6, and that is start-up capital. However, it is only barely out of the 10% significance 

level. While these do not completely rule out selection bias, the similarity of the results between Tables 3 and 6 

provides some comfort
6
. 

 

 

  

                                                 
6
 It is worth pointing out that the firms we observe in our sample exclude those that had ceased operating for any number of 

unknown reasons. This is another source of potential bias that we cannot unfortunately addressed. 
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Table 6: The determinants of firms abandoning formal status for informality. The dependent variable is a 

dummy indicating whether a firm that had registered at start-up is currently informal. This estimation controls 

for selection (heckman probit). The corresponding first stage estimation results are provided in Table 4. 

(heckman probit) Coef. t-stat 

Female Owner -0.407 -1.06 

Enterprise Age in Months -0.029** -2.27 

# years as an Employee of a formal Enterprise -0.037 -0.93 

# years as an Employee of an informal Enterprise 0.028 0.74 

# years as an apprentice  0.022 0.31 

# years as an non-Enterprise Employee  0.008 0.15 

Total Number of Workers at Start-up -0.049 -1.95 

Labor Productivity -0.460*** -3.34 

Start-up Capital -0.209* -1.74 

management spent time dealing with govt. regulations (dummy) -0.382 -1.18 

% of management's time spent dealing with govt. regulations -0.017 -0.89 

spent some money on gifts/informal payments to govt. officials (dummy) -0.759** -2.16 

% of annual sales spent on gifts/informal payments to govt. officials 0.027* 1.89 

Highest level of Schooling Attended was Primary School
†
 -0.142 -0.12 

Highest level of Schooling Attended was Secondary School
†
 -0.131 -0.11 

Highest level of Schooling Attended was Vocational School
†
 -0.454 -0.38 

Highest level of Schooling Attended was some University
†
 -0.529 -0.43 

Highest level of Schooling Attended was Graduate School
†
 -0.423 -0.34 

Age of Owner 0.493 0.62 

Largest source of finance at start-up was Trade Credit
§
 -0.576 -0.83 

Largest source of finance at start-up was from Money Lender
§
 -0.271 -0.36 

Largest source of finance at start-up was from MFI
§
 -0.278 -0.55 

Largest source of finance at start-up was from Commercial Bank
§
 -0.386 -0.98 

Largest source of finance at start-up was from Friends and Relatives
§
 -0.255 -0.52 

Largest source of finance at start-up was from Other Source
§
 2.960*** 3.13 

Constant 4.634* 1.75 

Country Dummies Yes 

Industry Dummies Yes 

Observations 1286 

p-value of Rho ( )=0 0.00 

***significant at 1%; **significant 5%; *significant at 10%. 
†
The reference education group is no education; 

§
The reference source of finance at start-up is own funds. Other Controls: land ownership, risk aversion, 

financial literacy, parent’s experience in running business, hours per week of operation and marital status.  
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 IV.3. Going from Informality to Formality (Determinants of Formality) 

We also examine the likelihood of firms switching from informal to formal status conditional on having been 

informal at start-up (informal>>formal) ( ̂). Our estimation consists of the same controls used in equation (1):  

 ̂    
     

     
             (3) 

The results from this estimation are presented in Table 7.  Our results corroborate several of the findings in the 

determinants of formality literature. For instance, access to finance is significantly associated with informal 

firms going into formality. Specifically, firms getting financing from commercial firms, relative to firm owners 

depending on own resources are more likely to become formalized. This is consistent with findings in the 

literature (Demirgüç-Kunt et al. 2008; Gelb et al. 2009; Nichter and Goldmark 2009).  

 

Table 7 also shows significant association between education and formality. Firm owners with university 

degrees are more likely to become formal even if they started as informal at start-up relative to those with no 

education. On the other hand, those with only primary and secondary school show no differential tendency 

towards formality relative to firm owners with no education. This result on the importance of education is 

consistent with Gelb et al. (2009) and McPherson (1996), though the latter estimated its effect on firm growth. 

These results suggest that the relationship between education and benefits to formality is not simply monotonic. 

 

One of our findings in Table 7 is new in the literature. Specifically, it shows that firm owners that had experience 

as employees of formal enterprises are more likely to register their firms despite being informal at start-up. This 

suggests that removing barriers to formality can have effects beyond the immediate influence on firms that are 

induced to formalize. It also suggests that it is worthwhile to go beyond simplistic view of experience that 

simply aggregates past experience in one single variable. The literature on the informal sector tends to be 

separated along: (i) research that focus on labor market (Angel-Urdinola and Tanabe 2012; Bosch and Esteban-

Pretel 2006; Falco et al. 2009) and those that focus on firms. Our finding in this section provides a link between 

these two strands. The fact that having been an employee of a formal firm increases an individual’s likelihood of 

registering their firm suggests that policy reforms designed to remove barriers to registration may have greater 

impact beyond what is captured by the first order incremental number of enterprises registered.  

 

Another contribution to the literature is the nuances on the effect of bribe payments on formality. Table 7 shows 

that firms that have paid bribes (a dummy variable) are more likely to go into formality. This is consistent with 

the finding in Gelb et al. (2009). However, Table 7 also shows that the higher the amount of bribe payment, the 

smaller the likelihood of going into formal status. The positive correlation between the incidence of bribe 

payments and the likelihood of formality reflects that fact that this set of firms (those that have switched from 

from informality to formality) are larger on average and therefore more 'visible' to public officials. Nevertheless, 

the higher the bribe payment (as a percentage of annual sales), the less likely firms are to formalize – a step that 

would in most cases subject them to even more bribe payments. As Figure 5 shows, firms that are registered at 

start-up and remain formal pay bribes are higher rate than those that were unregistered at start-up and remain 

informal.  
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Table 7: The likelihood of switching from formal status to informal conditional on starting as informal 

(informal>>formal). The reported coefficients are marginal effects (Probit) evaluated at the mean for 

continuous variable and discrete change from 0 to 1 for dummy variables. 

 

Coef. z-stat 

Female owner -0.012* -1.73 

Owner age -0.003*** -3.65 

Enterprise age in months 0.0003 0.92 

Highest level of Schooling Attended was Primary School
†
 0.121 1.64 

Highest level of Schooling Attended was Secondary school
†
 0.014 0.63 

Highest level of Schooling Attended was Vocational school
†
 0.104 1.56 

Highest level of Schooling Attended was some University
†
 0.213** 1.98 

Highest level of Schooling Attended was Graduate school
†
 0.087 1.28 

# years served as an employee of a formal enterprise 0.003*** 2.83 

# years served as an employee of an informal enterprise 0.001 0.38 

# years served as an apprentice -0.0001 -0.04 

# years served as a non-enterprise employee 0.002** 1.96 

Total # workers at start-up -0.0004 -0.6 

log of labor productivity (revenue per worker) 0.019*** 4.91 

log of start-up capital (USD) 0.006** 1.97 

Largest source of finance at start-up was Trade Credit
§
 0.013 0.53 

Largest source of finance at start-up was Money Lenders
§
 

  
Largest source of finance at start-up was MFI

§
 0.005 0.37 

Largest source of finance at start-up was Bank
§
 0.079** 2.63 

Largest source of finance at start-up was Friends/Relatives
§
 -0.007 -0.97 

Largest source of finance at start-up was Other Source
§
 

  
management spent time dealing with govt. regulations 0.005 0.5 

% of management's time spent dealing with govt. regulations -0.0002 -0.84 

spent some money on gifts/informal payments to govt. officials 0.046** 2.85 

% of annual sales spent on gifts/informal payments to govt. officials -0.005** -2.84 

Observations 357 

Industry dummies Yes 

Country Dummies  Yes 

***significant at 1%; **significant 5%; *significant at 10%.  
†
The reference education group is no education. 

§
The reference source of finance at start-up is own funds. 

Other Controls: land ownership, risk aversion, financial literacy, parent’s experience in running business, hours 

per week of operation and marital status.  
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IV.4. Determinants of Remaining in the Same Status over Time 

Despite the change of status by some firms, the majority remain within the same status from start-up. This is 

evident from the data summary in Table 2. Analysis of these firms can help complement our understanding of 

what motivates firms’ to choose a particular status or sector. 

 

We estimate a variant of equation (3) where the dependent variables are always-formal and always-informal. 

The results are presented in Table 8. The dependent variable for column 1 covers firms that were registered at 

start-up and have remained so (always-formal), while column 2 focuses on firms that were unregistered at start-

up and have remained so (always informal). This estimation also uses the same set of controls as those in 

equations (1) and (3). 

 

There is a major overlap in the range of variables with statistically significant effects. Furthermore, their effects 

are consistent across the two categories. For example, higher productivity and size of capital at start-up increases 

the likelihood of firms remaining in the formal sector while lower productivity and small capital size encourages 

informality. Another consistent result is access to capital, which increases the likelihood of firms remaining 

within (leaving) the formal (informal) sector. 

 

The time cost of management of firms dealing with government regulations is significant in reducing 

(increasing) the likelihood of staying formal (informal) but the size of monetary payments does not. For these 

firms that have not transitioned between sectors, it appears that the opportunity cost of time spent is quite high. 

As a result, a focus on only their bribe payments would tend to underestimate the true cost of corruption. It is 

also worth highlighting this particularly well documented cost of production through its effect on retarding firm 

growth (Fisman and Svensson 2007) and reduces firms’ returns (Dollar et al. 2005). 

 

There are a few variables that do not have similar effects between the two sectors. Land ownership (a proxy for 

wealth) is positively associated with remaining formal but statistically insignificant for reducing informality. 

This may be due to the small prevalence of land ownership among informal firms. Female ownership and low 

education increases the likelihood of staying informal, but their effects for the “always-formal” group are 

statistically insignificant. It should be noted that while the effects are statistically insignificant at the 10% 

significant level, they are just barely so. Moreover, the magnitude of the effects suggests that they are not 

economically insignificant.  
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Table 8: Determinants of staying in one sector: For column 1, the dependent variable is remaining formal 

(always-formal), and for column 2, it is for staying informal (always-informal). The reported coefficients are 

marginal effects (Probit) evaluated at the mean for continuous variable and discrete change from 0 to 1 for 

dummy variables. 

 

Always-Formal Always-Informal 

 1 2 

 Coef. t-stat Coef. t-stat 

Female owner -0.070 -1.61 0.043* 1.76 

Enterprise age in months 0.005*** 3.26 -0.003*** -3.11 

# years served as an employee of a formal enterprise -0.006* -1.78 -0.004* -1.88 

# years served as an employee of an informal enterprise -0.006 -0.95 0.001 0.33 

# years served as an apprentice -0.008 -1.11 0.006 1.57 

# years served as a non-enterprise employee -0.003 -0.58 -0.001 -0.37 

Total # workers at start-up 0.0004 0.19 0.001 0.71 

log of labor productivity (revenue per worker) 0.068*** 4.62 -0.058*** -6.97 

log of start-up capital -USD 0.096*** 7.75 -0.052*** -7.66 

management spent time dealing with govt. regulations 0.175*** 4.26 -0.080*** -3.46 

% of management's time spent dealing with govt. regulations -0.004** -2.25 0.002** 2.22 

spent some money on gifts/informal payments to govt. officials 0.076** 2.00 -0.038* -1.81 

% of annual sales spent on gifts/informal payments to govt. 

officials 
0.002 0.89 0.001 1.23 

Highest level of Schooling Attended was Primary School
†
 -0.101 -0.83 -0.014 -0.29 

Highest level of Schooling Attended was secondary school
†
 0.059 0.59 -0.056 -1.34 

Highest level of Schooling Attended was vocational school
†
 0.134 1.39 -0.080** -2.1 

Highest level of Schooling Attended was some university
†
 0.128 1.36 -0.077** -2.32 

Highest level of Schooling Attended was some graduate school
†
 0.154 1.61 -0.074* -1.91 

Owner age 0.001 0.28 0.002 1.64 

Largest source of finance at start-up was Trade Credit
§
 0.174** 2.96 -0.061** -2.51 

Largest source of finance at start-up was Money Lenders
§
 0.172** 2.86 -0.047* -1.71 

Largest source of finance at start-up was MFI
§
 0.130** 2.87 -0.079*** -4.3 

Largest source of finance at start-up was Bank
§
 0.237*** 6.58 -0.131*** -7.33 

Largest source of finance at start-up was Friends/Relatives
§
 0.018 0.34 -0.018 -0.71 

Largest source of finance at start-up was Other Source
§
 -0.442** -2.41 0.357** 2.66 

Owns Land 0.169*** 3.00 -0.040 -1.37 

Observations 1287 

Industry dummies Yes 

Country Dummies  Yes 

***significant at 1%; **significant 5%; *significant at 10%. 
†
The reference education group is no education; 

§
The reference source of finance at start-up is own funds.  

Other controls: Risk aversion, financial literacy, marital status, parent’s experience in running business and 

hours per week of operation.  

 

 



25 

 

 

 

IV.5. Returns to Formality 

Figure 3 shows that there is a more or less a clear ranking of firms in terms of productivity based on whether 

they have maintained the same status since start-up or have switched. We find that the ranking presented in 

Figure 3 is robust to controlling for other variables. Table 9 estimates the returns to formality and found them to 

be significantly high. Specifically, the results show that 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. Firms that were registered at start-up but become informal (Formal>>Informal) have about 130% 

higher labor productivity than those have remained informal. And finally, firms that were registered at start-up 

and have remained formal (Always Formal) have 116% higher labor productivity. In other words, firms that 

entered into formality at any stage have a significant productivity premium over firms that have never been 

formal. While the difference in magnitude in productivity between the Formal>>Informal and Always Formal 

groups is not statistically significant, the effects of both of these groups is significantly higher than the 

Formal>>Informal group.  
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Table 9: Formal Status and Productivity. The dependent variable is the log of labor productivity (revenue per 

worker – USD per worker). Standard errors are in parentheses. 

  OLS 

Informal-to-Formal Switching 
Ŧ
   

Informal>>Formal 

0.47 

(0.18)** 

0.43 

(0.17)** 

0.43 

(0.17)** 

Formal-to-Informal Switching 
Ŧ 

  

Formal>>Informal 

1.13 

(0.11)*** 

1.31 

(0.13)*** 

1.27 

(0.13)*** 

Never Switched from Formal Status   

Always Formal 
Ŧ
  

1.41 

(0.07)*** 

1.18 

(0.08)*** 

1.16 

(0.08)*** 

Age of Owner 
 

0.01 

(0.004)** 

0.01 

(0.004)** 

Female Owner 
 

-0.11 

(0.08) 

-0.03 

(0.09) 

Enterprise Age in Months 
 

0.002 

(0.003) 

0.001 

(0.003) 

# years as an Employee of a formal Enterprise 
 

0.01 

(0.01)* 

0.01 

(0.01)** 

# years as an Employee of an informal Enterprise 
 

-0.01 

(0.01) 

-0.01 

(0.01) 

# years as an apprentice  
 

0.02 

(0.01) 

0.02 

(0.01) 

# years as an non-Enterprise Employee  
 

0.001 

(0.01) 

-0.004 

(0.01) 

Total Number of Workers at Start-up 
 

-0.03 

(0.004)*** 

-0.03 

(0.004)*** 

Start-up Capital 
 

0.000002 

(0.0000002)*** 

0.000002 

(0.0000002)*** 

Constant 
5.25 

(0.07)*** 

4.83 

(0.27)*** 

4.68 

(0.29)*** 

Country Fixed Effects Yes Yes Yes 

Industry dummies No No Yes 

Observations 1958 1650 1650 

Other Controls No Yes Yes 

R squared 0.22 0.33 0.35 

***significant at 1%; **significant 5%; *significant at 10%. 
Ŧ
The reference dummy group is the group of firms that started as informal and remained informal (always informal). 

Other Controls: marital status, land ownership, hyperbolic discounter, land ownerships, country fixed effects, 

parents were engaged in business, hours of operations per week, source of finance at start-up and education level 

of owners. 

 

  



27 

 

 

 

To complement the analysis of the determinants of formality in the preceding sections, we briefly discuss firms’ 

own perception of the constraints to registering their businesses. Almost without exception, the majority of firms 

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 (Figure 6). These reports by the firms themselves present some low-

hanging fruits that can be ameliorated by simple policy reforms. Among these are publicizing information on 

registration requirements and streamlining registration procedures. The simplification and streamlining 

cumbersome bureaucratic processes not only reduce the public expenses but can lower the likelihood of bribe 

payments that is so prevalent among firms. 

 

Figure 6: Subjective perceptions: The percentages of firms that view the following issues pose obstacles to 

registering their firms. 

 
 

V. Conclusion 

Understanding the factors that influence the formal/informal status of firms is essential for implementing 

appropriate policy reforms needed for reducing the size of the informal economy and promoting private sector 

development. This is especially important for African economies that, despite significant improvements in 

reforms in some countries recently, have lagged behind other regions in terms of implementing appropriate 

enabling environment reforms (Doing Business 2010).  

 

This paper contributes to this policy-relevant topic by analyzing a recently collected survey data from four 

African countries: Cote d’Ivoire, Kenya, Nigeria and Senegal. This new data set provides an opportunity to 

examine factors that affect (in)formality by analyzing information on firms that registered at start-up but have 

since become informal. Our results are broadly consistent with the findings of the literature on the determinants 

of formality. Access to finance, human capital and firm size, among other variables are significant determinants 

of formality. However, we provide some new results that add to our understanding of this issue. Among these 

are bribe payments and the type of experience of firm owners. Higher informal payments or bribes by firms to 
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government officials reduce the likelihood of formality, as well as leading firms that had been registered at start-

up to become informal. Firm owners that previous worked for formal firms are more likely to become formal 

even after starting as informal. It is worth pointing out that our results point to relationship that hold across 

multiple countries in Western and Eastern Africa. Therefore it is unlikely that these finding are driven by some 

policy specific to one country.  

 

The growth of the private sector and its effect on economic development depends critically on the presence of 

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. Consequently, this paper's finding reinforces the need to 

speed up reforms that are currently being implemented in many countries, including reducing bureaucratic red-

tape that lead to burdens such as bribe payments.  
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