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Abstract : The informal economy is characterized by low productivity and does not promote diversification into higher 

productivity sectors. Its weight in the economy and employment in low-income countries, particularly on the African continent, 

makes it a priority for the international community in terms of development. Indeed, the results of the 2005 NSI Employment and 

Informal Sector Survey (EESI) describe a situation of widespread underemployment and computerization of 75.8 per cent and 

90.4 per cent respectively. In Cameroon, about 90% of jobs are informal (INS, 2005, 2011). In view of this observation, the 

question may be asked: what is the link that can be established between the informal economy and economic growth? The 

objective of this paper is to examine the correlation between the informal economy and economic growth. Our analyses are based 

on data from the Second Employment and Informal Sector Survey (EESI 2) conducted by the National Statistical Institute (NSI) 

and on the existing theoretical and empirical literature review. The results show that: the informal economy is a hindrance to the 

realization of economic growth potential in the countries (I), and that strong, sustainable and inclusive growth is necessary to 

reduce the size of the informal economy (II).  

 

 

Key words : infomal, economics income  

 

 

I- Introduction  

Since its emergence in developing countries in the 1970s, the Informal economy has grown to become a sector absorbing 

unemployment in these countries (ESSI2, 2010). From this perspective, most jobs in developing countries (DCs) are in the 

informal economy, which plays a predominant role in the economy. Thus, the global economic crisis of the 1980s and structural 

adjustment policies are thought to have increased the weight of the informal economy in this part of the world, due to job losses in 

the formal sector and reduced hiring capacities in other sectors of economic activity (CLING et al., 2012). However, the informal 

economy, or informal sector, refers to all activities producing goods and services that are not regulated by the State. These 

activities are found in all sectors (primary, secondary and tertiary). In the majority of African countries, the informal sector 

occupies an important place in the economy. This sector is indispensable for the fight against poverty, which is at the heart of the 

concerns of development policies. It is a major issue from the political, economic and social point of view (Cling et al, 2012).  

Despite the advantage that this sector represents for social stability, the vagueness that continues to surround the informal 

economy remains an obstacle and hinders its consideration by economic policies and national accounting. This makes it difficult 
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to make this sector a lever for growth.  Despite its productivity and contribution to GDP, the enterprises operating in the informal 

economy are not registered but produce goods and services for the market.  

On the other hand, informal employment is defined as unprotected employment (Cling et al., 2012). From this point of view, the 

sector is outside government control and operates on the margins of labour market regulation: firms operate on the margins of the 

economy and do not pay taxes (ILO, 2003).   However, the growth dynamics observed in the majority of African countries over 

the past decade have not led to a significant decline in the informal sector's place in the economies.  

Indeed, according to François Perroux (1968), economic growth corresponds to "the sustained increase over one or more long 

periods of time of an indicator of the size, for a nation, of the net global product in real terms".  The informal sector, which 

employs a large part of the active population, and given its size, should be able to effectively support the country's development. 

However, it is beyond the control of the authorities and constitutes a loss of revenue for the country concerned.   

Although Cameroon has recorded positive growth rates since the mid-1990s, the rate of informality in the country stands at 88.6% 

in 2014 against 90.3% in 2007, and the poverty rate has remained relatively high at 37.5%, (INS, 2015) in ECAM 4). The growth 

rates recorded have never reached the 7% level necessary according to NEPAD to significantly reduce poverty. In view of this 

observation, the question arises as to what is the link that can be established between the informal economy and economic growth. 

The objective of this article is to examine the correlation that exists between the informal economy and economic growth in 

Cameroon. On the basis of the existing literature review, both theoretical and empirical, we will try to show on the one hand that 

the informal economy is a brake on the realization of the economic growth potential in the countries (I), and that strong, 

sustainable and inclusive growth is necessary to reduce the importance of the informal economy (II).  

  

I- The informal economy is a brake on the realisation of economic growth potential  

The economic literature on the informal economy shows that a country cannot build a sustainable growth strategy on the informal 

sector although the latter can have positive effects on the growth process.  

I.1: The informal economy, GDP formation and growth dynamics.  

Despite four decades of research, no consensus has emerged on the origin and persistence of the informal sector. A long tradition, 

namely the "dualist school", considers the informal sector to be the least advantageous segment of the labour market (Lewis, 

1954; Harris and Todaro, 1970; Pradhan, 1995). From this perspective, informal entrepreneurship is the result of the saturation of 

the formal sector (Nana et al, 1914).  A more recent approach views the informal sector as a set of dynamic small enterprises, 

where individuals choose to become informal entrepreneurs because they expect higher welfare than if they were formal 

employees or entrepreneurs (Maloney, 2004; Packard, 2007). In this approach, a significant share of informal self-employment 

may reflect an efficient division of labour. Seen From this perspective, the informal economy can contribute to the formation of 

GDP and the maintenance of a growth dynamic in situations of crisis, ineffective economic policies and high population growth. 

This specific role of the informal economy can be examined through its capacity to create precarious jobs, support the formal 

sector and its contribution to peace.  

 

I.1.1: The creation of precarious jobs in the informal sector 

The informal sector accounts for nearly a quarter of total employment and is the main source of non-agricultural employment 

(half of non-agricultural employment).  Although the socio-economic characteristics of the labour force employed in the informal 
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sector are close to the national average, the attributes of the jobs are very different and generally of lower quality than in other 

sectors (excluding agriculture). In a country like Vietnam, the wage rate is low (27%) and the forms of employment are much 

more precarious: more than 99% have at best a verbal contract (25% have no contract at all), compared to only 3% in the public 

sector; 10% are paid monthly (which is the norm in other sectors), the majority being paid on a daily, hourly, piecework or 

commission basis. For all workers in this sector, the rate of social security coverage is negligible (0.1 per cent), although it 

reaches 87 per cent (Cling et al., 2012). 

Informal sector workers have the lowest wages outside agriculture, which is related to their low level of education. It can be 

assumed that almost all jobs in the informal sector are carried out without specific work premises (at home or on the street), which 

is another indicator of the precariousness of work in this sector (Cling et al., 2010a). On the other hand, the informal sector 

accounts for more than 50% of overall GDP value added in low-income countries, more than 80% of total employment and more 

than 90% of newly created jobs in these countries. It therefore has strong implications for employment opportunities, 

productivity, tax revenues and economic growth (OIF, 2014). By creating significant precarious jobs, the informal sector thus 

favours the distribution of income to a large part of the population. This income is used to consume local goods, thereby 

supporting growth according to the Keynesian Multiplier logic.  With the government's strategy of supporting informal 

production units, it can be seen that despite the lack of regulation in the informal sector, it makes a significant contribution to 

reducing unemployment. It therefore seems obvious that  

that formalization would improve the productivity of these production units and their standard of living. According to Englander 

and Gurney (1994), productivity growth is the foundation for improvements in real incomes and welfare. Slow productivity 

growth limits real income growth and increases the potential for conflicts over income redistribution. Support in this direction can 

boost the level of productivity in the sector. Tables 1 and 2 below show the potential of the informal sector in Cameroon to 

capitalize to improve the labour market and thereby the living conditions of the target populations. 

Table 1: Productivity of IPUs by branch of activity according to average remuneration of workers in the IPU in 

Cameroon 
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Source : INS, EESI 2, 2010 

 

 

 

 

 

 

Table 2: Productivity of IPUs by sector of activity according to average age of workers in the IPU in Cameroon 

 

Source: INS, EESI 2, 2010 

 

I.1.2: Support of the formal economy by the informal economy 
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By setting up in the informal sector, companies can grow their business. As a result, in order to remain in compliance with the tax 

regulations of the country in which it is located, it is called upon to migrate to the formal sector: to regularize its activities in 

accordance with the laws and regulations of the labour market of the country concerned. Thus, enterprises in the informal sector 

that reach a certain level of capital accumulation migrate to the formal sector by setting up modern enterprises. It can therefore be 

assumed that savings from informal sector activities will be recycled into the traditional banking system. They thus contribute to 

the distribution of credit for investment or consumption activities in the formal sector. On the other hand, savings from informal 

financial systems are used for investment in the formal sector.  

Moreover, in Cameroon, the level of annual investments in this sector in 2010 was close to CFAF 100 billion. Non-agricultural 

informal production units (IPUs) are mostly in the trade and services sector (65.8). The Government's current policy, set out in the 

Growth and Employment Strategy Paper (DSCE), addresses the issue of migration of IPUs to the formal sector through strategies 

including training, with the aim of helping these actors to better monitor their activities through light bookkeeping and assistance 

with installation and financing. This idea translates into the creation of support projects for the informal sector (PIAASI, FNE, 

PAJER-U, PIFMAS, etc.) and the accompaniment of promoters through the financing granted to them (ESSI 2, 2010). 

 

 

 

I.1.3: The contribution of the informal economy to peace.  

 

The informal sector accounts for 90% of the active population in Cameroon. This situation, which is not peculiar to Cameroon, 

contributes considerably to the national stability of the countries. By contributing to social peace, which is a factor of growth, the 

informal sector constitutes through this channel a source of subsistence and employment for a significant fringe of the population. 

As such, we will meet actors in the sector who do not wish to transfer to the formal sector. As soon as an individual is able to 

carry out his or her activity, he or she lives in a situation of total calm. This situation is in line with the following assertion: "work 

keeps boredom, vice and need away from man". Through this understanding of the notion of informal work, the informal sector 

leads each individual to a paid occupation. Although precarious, the informal sector has succeeded where the formal sector has 

failed.  

 

I.2 the informal economy: a hindrance to the realization of economic growth potential 

I.2.1: the loss of earnings creates 

The informal economy creates a shortfall in public finances, limiting public investment, which is an important determinant of 

growth. In fact, the dual nature of most African economies, characterized by a large informal sector that escapes payment of 

taxes, can be an obstacle to sustainable growth, and the formal sector, reduced to its simplest form and comprising mainly private 

foreign investment, which has to bear a completely disproportionate tax burden, undermines economic competitiveness. In 

contrast to the formal sector, the contribution of the informal sector to tax collection contrasts sharply with its share in overall 

value added. Benjamin and Mbaye (2012a) note that in francophone West African countries, large formal enterprises contribute 

more than 95% of tax collection, while the informal sector contributes less than 3%, contrasting with its more than 50% 

contribution to overall value added (OIF, 2014). 

Recent economic literature highlights the role of the "moral tax", considered as an important determinant of the extent of tax 

evasion and, more generally, of informality (Perry et al. 2007). This notion refers to the perceived level of honesty and fairness of 

the tax system and the judicious use of tax revenues by the state. In Latin America, for example, it has been found that countries 

in which taxpayers are confident in the sound management of public funds, collection levels are also higher (Benjamin and 

Mbaye, 2012a). This conclusion is strongly corroborated in West Africa by the work of Benjamin and Mbaye (2012a), who found 

that countries with the lowest level of satisfaction with the management of public resources are also those with the highest level of 

tax evasion. With the growing number of informal production units, the volume of tax losses is also significant (OIF, 2014, 

Anastasia Giardinelli, 2019). 

I.2.2: The low productivity of the sector 
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The informal economy is characterized by low productivity and does not promote diversification into higher productivity sectors 

(IFM, 2014). The weight of the informal sector in the economy and employment of low-income countries, particularly in Africa, 

makes it necessary to place it among the development priorities of the international community. Its many consequences in terms 

of productivity, competitiveness, business environment and quality of employment opportunities make it one of the major 

obstacles to the diversification of these economies towards more productive activities in the agricultural and industrial sectors, 

and to their integration into regional and international value chains. Studies have shown that there is a strong correlation between 

basic vocational qualifications and labour force performance. Thus, the best-trained workers tend to be those who achieve higher 

levels of productivity and income. This correlation remains true in the informal sector, despite the low levels of profitability 

observed there. Moreover, the gap in productivity and substantial gains observed between formal and informal sector firms, in 

Africa as elsewhere, supports this view of worker qualification and performance (OIF, 2014). Roubeaud and Torelli (2013) 

estimated that the wage level in the formal economy is twice as high as in the informal economy in Cameroon and the DRC, 3 

times in Senegal, and 3.6 times in Côte d'Ivoire (OIF, 2014). 

 

I.2.3: the basis of precarious employment  

The informal economy creates precarious employment and the majority of workers in the informal sector are poor. This makes it 

impossible to sustain growth through consumption and can lead to political instability, which is detrimental to economic growth. 

Because activities in the sector are excluded from the law or fall outside the framework of regulation and taxation, employees in 

the sector offer jobs under conditions that are outside the scope of the labour code in Cameroon. The development of such 

practices has been accentuated by the fact that since 1970, the informal sector has been "made up of small-scale economic 

activities, composed of self-employed people using family labour or a few workers" (ILO, 1991). In addition, promoters often 

justify the payment of low wages by the possession of little capital, the use of low-level technology and lack of access to financial 

markets (ILO, ND).  

 

I.2.4: Low income generation  

The income generated by the informal sector remains, for the most part, insufficient for real savings to support productive 

investment and thus strong growth. The informal economy is a situation that is just as "compliant" as the formal economy and can 

be considered as an emerging institution. It constitutes insufficiently institutionalized formal institutions. In the economy, 

spontaneous collective action that is not institutionalized is referred to as the "informal economy". The informal economy in 

developing countries is an economy of survival and poverty and indispensable, which mixes the social network, family and the 

small size of the activity. As Bangbola (2003) points out, "the informal economy is more than an avatar of the formal economy 

before spilling over into it. It is a specific form of economic structuring in developing countries that focuses on the different roles 

played by micro and small enterprises and their capacities to generate subsistence, income and growth adapted to the local and 

national market. But the analysis would be incomplete if it did not take into account, although this aspect is little asserted and 

studied, the possible role of the informal sector as a low-cost subcontractor of modern sector enterprises. Structural adjustment 

programmes have, in fact, placed the latter in a context of seeking greater competitiveness and have, in a way, encouraged them to 

resort to the actors of this economy to make their production processes more flexible and reduce their costs. 

II- Strong, sustainable and inclusive growth is needed to reduce the size of the informal economy  

Reducing the size of the informal sector, which limits the realization of countries' growth potential, requires identifying the causes 

of underdevelopment and tackling it while creating the conditions for strong, sustainable and inclusive growth. For strong, 

sustainable and inclusive growth can reduce the size of the informal economy.  

 

II.1 The need to reduce the attractiveness of the informal sector.  

 

Reducing the attractiveness of the informal sector will have several effects for private economic agents. Thus, these effects will be 

perceptible among job seekers and investors.  

As far as job seekers are concerned, strong, sustainable and inclusive growth makes it possible to create decent jobs in sufficient 

quantities in sectors with high growth potential (agriculture, manufacturing industry, high value-added services (tourism, 
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telecommunications, etc.), thus absorbing a large part of the under-utilized labour force in the informal sector. Moreover, this 

growth raises the level of education, as many households rise out of poverty due to a better distribution of income and investment 

in the education of their children, whose employment opportunities in the formal sector are increasing.  

For businesses, strong, sustainable and inclusive growth will lead to :  

The improved business climate necessary for growth may make the informal sector less attractive to entrepreneurs.  

The increase in the size of the informal economy reduces profit opportunities in the formal sector.  

II.2.2 increasing the financial capacity of the State. 

Increasing the financial capacity of the State through better collection of fiscal resources. Thus, several opportunities are offered 

to the State. It can therefore invest in infrastructure that will reduce the production costs of enterprises in the formal sector.  In 

addition, the State can invest in the education and health sectors that will improve the productivity of the factors that can seize 

new opportunities (employment and/or business) in the formal sector. The statistical definition of the informal economy was 

adopted at the International Conference of Labour Statisticians in January 1993 in order to allow statistical observation in 

countries where informal micro and small enterprises play an important role in terms of employment and contribution to GDP, so 

as to require the specific consideration of the sector in macroeconomic modelling and sectoral policies without having access to 

figures. According to this definition, the informal sector is a subset of the institutional household sector in national accounts. 

Enterprises in the informal economy are therefore made up of :  

Family enterprises or "informal enterprises of own-account workers" (these are enterprises that do not employ employees on a 

continuous basis, but may employ family helpers and/or casual workers), Micro-enterprises or "informal employers' enterprises" 

that employ one or more employees on a continuous basis. 

 

Conclusion  

The informal economy can contribute to the formation of GDP and the maintenance of a growth dynamic in situations of crisis, 

ineffective economic policies and high population growth. It cannot, however, enable a country to realize its economic growth 

potential with regard to the factors of production and the resources at its disposal. Rather, the informal economy appears to be a 

perverse effect of low growth rates resulting from poor economic policies and high population growth. Only strong, sustainable 

and inclusive economic growth can limit the place of the informal economy in countries, realize its growth potential and put it on 

a path of harmonious economic development in the long term. 
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