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Evidence-based policy making

Formalization of jobs and firms in emerging market

economies through registration reform

Reforming registration might not be enough to persuade informal
firms and workers to formalize—enforcement and other reforms may

also be needed
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ELEVATOR PITCH

Informal firms make up a major share of the economy in most
developing countries. Expanding formalization could increase
government tax revenues, boost firm profits and national
income, and increase employee well-being by improving access
to social security and health and workers’ benefits. Reforms
to encourage firms to register include simplifying procedures,
reducing the cost and time to register, and making more
information available on registration procedures. Reforms
might not result in higher registration and formalization.
In some cases, better enforcement and wider development
policies might be needed as well.

KEY FINDINGS

Pros

© Firms can be encouraged to register by providing more
information about how to register and by reducing the
cost and time it takes to register.

© Formalization helps firms get access to formal credit,
comply with the law, and avoid paying fines.

© Formalization can boost tax revenues.

© Formal firms can more easily increase production and
employment, moving to a larger, more efficient scale of
operation and potentially bringing in higher revenues
and profits.
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The cost of starting a business has declined but is still high
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Cons

© Registration reforms may not prompt firms and
employees to formalize.

© Small-scale firms and workers with low skill levels may
find that the cost to become formal is still too high for
them to register.

© Paying taxes might be perceived as a drawback to
workers and firms, so formalization and tax revenues
might not increase.

© Enforcement might have a larger impact on registration
than registration reforms.

© Other barriers to registration might need to be
addressed.

Formalizing informal firms and jobs in emerging market economies has the potential to benefit governments, the economy, firms,
the self-employed, and employees. But the costs of formalization often outweigh the benefits. Changing the cost-benefit balance to

encourage formalization can be achieved through a combination of registration reforms such as simplifying procedures, reducing the

cost to register, and providing more information on how to register. But a substantial increase in formalization will likely also require

enforcement and other development policies.

Formalization of jobs and firms in emerging market economies through registration reform. IZA World of Labor 2014: 67

doi: 10.15185/izawol.67 | Melanie Khamis © | May 2014 | wol.iza.org



