1. Introduction

The informal economy is
the diversified set of economic
activities, enterprises, jobs, and
workers that are not regulated
or protected by the state. It is the
part of an economy that is nei-
ther monitored nor taxed by any
governmental regulation. Activ-
ities of the informal economy
in contrary to the formal one,
are not included in a country’s
gross domestic product (GDP)
or gross national product (GNP).
Today, the informal economy is
a field of study in its own right,
drawing an increasing number
of scholars from multiple disci-
plines ranging from economics,
anthropology, and industrial re-
lations to gender studies, politi-
cal science, sociology, and urban
planning [1].

The informal sector consti-
tutes a significant part of the
economies in developing coun-
tries and it is very often stig-
matized as unmanageable and
troublesome. Nevertheless, the
informal sector has provided
and provides economic oppor-
tunities for the poor and has
been expanding since the 1960s.
For this reason, integrating the
informal economy into the for-
mal sector has become an im-
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the causes of informality and
possible incentives to reduce it.
The data, used for this study,
are taken from the survey, im-
plemented by the Albanian In-
vestment Council (AIC) on tax
audit, VAT reimbursement and
informality during the period
July-September 30, 2017.

2. Materials and Methods

2. 1. Main Causes of Infor-
mality and Incentives to Re-
duce It

Informal economy is sys-
tematically correlated with in-
come and development. A lead-
ing cause of informal activity
may be regulatory burden [5] in
one cross-country study, view
that oppressive regulations pre-
vent the efforts of small entre-
preneurs, in this way obligating
them to stay in the shadows.
A role in causing informality,
play the interactions of gover-
nance with regulations [6] also
stress the important role that
governance plays, interact-
ing with regulations to lower
the informality. Indeed, when
regulation is interacted with a
governance indicator (that re-
flects the absence of corruption,
the prevalence of the rule of
law, and the level of democrat-

portant policy challenge. Recent
scholarship on informality focuses variously on the size and
composition of the informal economy, what drives or causes
informality, what the consequences of informality are in terms
of welfare or productivity, and what linkages exist between
informality and formality, growth, poverty and inequality [1].
Albania, as a post-communist country, is facing challeng-
es with the informal sector since its transition to a market
economy. In Albania several studies were undertaken to
measure the extent of informal employment, providing fig-
ures of around 30 % to 60 % of informal employment as a
percentage of total employment [2]. Informality is manifested
in various forms, such as unregistered businesses, undeclared
workers, fiscal evasion, corruption, trafficking etc. Different
researches and polls in Albania have shown that small busi-
nesses usually have expressed the concerning of competing
with informal businesses in the market. Considering also
other weaknesses of the SME sector, such as “limited access to
finance, low degree of professionalism, difficulties in recruit-
ing qualified personnel, absence of economies of scale” [3],
informality complicates their competitiveness and sustain-
ability in the market. Meanwhile researchers have found that
through investment and innovation can be boosted the entre-
preneurial performance of Albanian enterprises [4].
Through this research it is aimed to examine the rela-
tionship between informality in Albanian enterprises and
their size in terms of yearly revenues, their exporting
opportunities, trainings and to make a deeper analysis of

ic accountability), the results
indicate that regulation is positively associated to infor-
mality only for countries with governance levels beyond
a certain threshold. That would lead to an understanding
that for countries which have a strong governance, regu-
lations of it are more likely to benefit the general interest,
and their enforcement is likely to be higher and more even.

Another important factor is people’s perspective of how
well taxation is used to provide services for their benefit. In [7]
it is viewed, how institutions have a significant effect in indi-
viduals’ decisions whether to join the formal economy or stay
informal. Particularly, they look at how the called tax morale
is associated with the size of the informal sector within and
across countries. Tax morale is measured using the World
Values Survey’s question on how justifiable people think it, to
avoid paying taxes. This measure, not surprisingly, is highly
correlated with regulations, corruption, etc. This measure is
intriguing in light of the fact that it focuses on the part of
individuals’ trust in the capacity of the public sector to offer
services to the public interest when they participate in the
established economic and social system, against staying at
the margin.

Poor institutions and inequality are at the base of a big
informal sector. In [8] it was constructed a hypothetical model
that informal activity is the consequence of the worker or
entrepreneur’s rational cost-benefit analysis, given the institu-
tional quality, regulatory framework, and social values’ system
of the country, which captures the evidence that was first
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put forward by [9]. This model sets up positive relationships
between wealth inequality and low institutional quality, and
the size of the informal sector. In their empirical examination
they find enough evidence supporting the aforementioned hy-
pothetical outcomes. Moreover, they find that the relationship
between institutions and inequality is positively significant,
which leads to understand that the combination of poor insti-
tutions and inequality are at the base of a wide informal sector.

If formality and informality have to do with relationship
of economic activity to laws and state regulation, then the
causes of informality must be searched in the nature of these
regulations, relative to the structure of economic activity,
and the evolution of both in relation to each other. The
following factors will lead to a higher-level total amount of
informality as conventionally measured: Higher proportion
of low productivity enterprises, higher wage, lower optimal
size of enterprise, higher private cost of regulation, lower in-
tensity of enforcement of regulation [10]. In a study between
Peru and Chile [5], concluded that law and order, regulatory
freedom, and socio-demographic conditions are more ad-
vanced in Chile and, thus, contribute positively to explain the
higher level of informality in Peru. Meanwhile [11] mentions
mentoring and coaching programs as good incentives for
business formalization.

2. 2. Informality and Export

Businesses, which export, have to deal with many regu-
lations and policies of other countries too. Their controls are
more often, and they have to be very careful with the laws and
the informality. Also, the businesses, which export, usually
tend to be larger and generate a big amount of revenue. Con-
sidering all of these, exporting businesses, which have infor-
mality as a consequence, should be fewer than non-exporting
ones which have informality. One important finding is that
export-oriented firms are disproportionately affected by
problems, associated with customs and trade regulations [12].

In a research, conducted in China, it was done a compar-
ative multi-case study on local entrepreneurs and returnee
entrepreneurs. [13] found that “at the early stage of ventur-
ing, returnee entrepreneurs emphasized formality more than
informality, while local entrepreneurs stressed informality
more than formality”.

2. 3. Informality and Business Size

Unfair competition practices are the main concern for
small and medium-sized enterprises and the issue lies mainly
in high informality.

What can hardly be exaggerated, is the importance of
education. Education implies better and greater quality of the
human capital and therefore greater ability to benefit from
existing opportunities. A research, done by [14], is focusing
on the education level of the largest owner of the firm, only
9 percent of the firm owners had no education at all in their
sample. In their sample, the education level of firm owners
was higher among the relatively larger firms. Nevertheless,
the positive correlation between the firm-size and level of
education of the owner was primarily due to differences in
the firm-size between owners with secondary, primary or
no education vs. the rest of the owners who had university
degree vocational training.

2. 4. Informality and trainings
When mentioning training, it is clear that it comes to a
positive view towards its effect in the level of informality. It

is natural to think that by training the business owners, em-
ployers etc. will give them knowledge, information and will
make them aware of the circumstances and the outcomes of
operating in an informal way. Different studies and researches,
concerning this topic, have been made.

According to [15], the countries studied have shown
forms of skills development and training, based on the prin-
ciple that trainees are mentored and supported by informal
sector workers. The above mentioned prove that stakeholders
of the informal sector can take their futures into their own
hands if they have the organizational, financial, educational
and human support, needed to invest in their own skills
development, and these efforts are focused more on activ-
ities and occupations that hold promise for the country’s
economy.

2.5. Methods

The data, used in this study, are part of the survey, pre-
pared by AIC on tax audit, VAT reimbursement and infor-
mality during the period July-September 30, 2017, where one
of the researchers contributed in the data collection process.
The survey was sent to approximately 8000 businesses, out of
these businesses 1000 were contacted and given the informa-
tion about the survey. The person, who filled the survey, had
to be the owner of the company, since the survey contained
a large variety of questions which the owner of the business
could answer more correctly. Only 147 businesses completed
the survey sent and from these businesses only 60 were useful
for the research.

The variables, used for the econometric analysis, are:

1. Informality: is a dummy variable. In the question part
business’ owners are asked, if in case they have some infor-
mality in their business, do they have any strategy to formal-
ize in the long term?

2. Business size: is a quantitative variable. That is deter-
mined according to the last year turnover.

3. Trainings: is a dummy variable. The question was,
if the business owner had attended the training session,
provided in the last years by the Tax Administration on the
implementation of tax legislation.

4. Export: is a dummy variable. Businesses were asked,
whether they were an exporting company.

The analysis was done using EViews 8 program. The infor-
mality question, which is a dummy variable, was the indepen-
dent variable. The dependent variables are business size, train-
ings and exporting. To investigate relationship between the
mentioned variables, an econometric analysis was performed.

3. Results

The biggest part of the sample (73.4 %) is composed of big
businesses, which had a turnover in the last year of 8 million
ALL, the medium size (15 %) had a turnover between 5 and
8 million ALL and small businesses (11.6 %) had a turnover
less than 5 million ALL.

Only 23 % of the surveyed sample claimed to have attend-
ed the training sessions, while 77 % of them didn’t. Mean-
while only 31.7 % of the businesses had exporting activities,
while 68.3 % claimed to be non-exporting.

On the other side, 36.6 % of businesses claimed to have
informality in their businesses, while 63.4 % claimed that
they didn’t have any informality. In the above percentages
regarding the business size, 73.4 % of businesses were big
businesses, which is near the percentage of businesses not
having informality.
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From the businesses, claiming to have informality, 41 %
of them were from the wholesale and retail sector, 27 % ser-
vices sector, 18 % manufacturing sector and 14 % transporta-
tion and storage sector.

46 % of businesses that have claimed to have informality
are big businesses, 27 % medium businesses and 27 % small
businesses. In comparison to the general frequency percent-
age it is observed a decrease of percentage of big businesses
and an increase in the percentage of medium and small ones.
This may also be an indicator that the greater business size
means the probability to have informality is less.

From businesses that claimed to have informality only
13.6 % of them had attended training sessions, while 86.4 %
hadn’t attended. In comparison to the general frequency
percentage, we observe a decrease of approximately 10 % in
the ones that had attended trainings and an increase of the
same percentage in the ones who hadn’t. This again is an
indicator of the opposite relationship between trainings and
informality.

Only 9 % of the businesses, claiming informality, are
exporting, while 91 % are non-exporting ones. If we com-
pare the results with the ones in the general characteristics
part, we observe a decrease of more than 20 % in exporting
businesses and an increase of the same in the non-exporting
businesses. This may be indicator of the opposite relationship
between informality and exporting. It may be a good indica-
tor that if the business is an exporting business, the probabil-
ity for this business to have informality is low.

When businesses were asked to give their opinion about
causes that lead to informality in the first open question,
36 % of them claimed corruption, 12 % government regula-
tions, 30 % high taxes, 12 % non-professional administration,
3 % lack of information and 5 % non-favorable business cli-
mate. On the other side, 41 % of businesses proposed lower
taxes, 18 % a friendlier approach, 13 % more professionalism
from the taxation administration, 23 % review of taxation
politics and 5 % proposed for simpler procedures. As it can be
observed, the most repeated incentive has to do with taxations.

At the relationship part between informality, business
size, training and exporting, an econometric analysis and
the needed tests were conducted. The result is that there is
a strong significant relationship between informality and
business size even at 99 % confidence level, between infor-
mality and exporting at 95 % confidence level and between
informality and trainings at 90 % confidence level. All the
mentioned variables have a negative relationship with in-
formality. This means the greater revenue the smaller the
probability of that business to have informality, and if the

business is exporting and business owner has participated in
training, again the probability for these businesses to have
informality is lower.

4. Discussion

Informality is one of the main concerns regarding Al-
banian businesses. It remains a challenge for the Albanian
government and throughout the years there have been taken
different actions, trying to reduce it. There are lots of issues,
which cause informality, and informality in businesses may be
related to some characteristics of them. The aim of this paper
was to examine the relationship between informality in busi-
nesses in Albania, business size in term of the last year’s rev-
enue, trainings, if the business owner had participated or not
and exporting, if business was an exporting one or not. Also,
there was done a further examination of businesses, which
claimed to have informality and their suggestions regarding
the factors which cause informality and possible incentives to
reduce it.

Based on previous researchers, mentioned in the study
background, the main causes of informality were oppressive
regulations which prevent the efforts of small entrepreneurs,
obligating them to stay in the shadow, and taxation and peo-
ple’s view toward its usefulness for their benefit. Interactions
of governance with regulations play also a role in causing in-
formality. Also, the taxation part, which was highly correlated
with the rule of law and corruption, makes some businesses
choose the informality part due to the high taxes they have to
pay. Main concerns of Albanian businesses had to do mainly
with these causes. When they were asked about their opinion
regarding the main causes that encourage informality, the an-
swers with the highest frequency percentage were high taxes
and corruption respectively 30 % and 36 %.

According to [5], informality decreases when law and
order, business regulatory freedom, or schooling achievement
rise. Also, [11] mentions mentoring and coaching programs as
good incentives for business formalization. When Albanian
businesses were asked to propose incentives to lower infor-
mality 41 % of the answers were to lower taxes and 23 % - to
review of taxation politics. Also considering the fact that very
few businesses had attended trainings, it would be a good step
maybe to increase the number of participants in those train-
ings. Furthermore, it may be a good idea to start giving more
attention to the answers and ideas, given by the business own-
ers, since the causes and incentives are almost complementary
to each other. In this way an increase in business regulatory
freedom would lead to a better business climate and as a result
a decrease in informality.
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