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This paper evaluates critically the relationship between starting-up unregistered and firm performance. 

The widespread belief across all the dominant theories of informal entrepreneurship is that 

unregistered start-ups experience poorer future firm performance than those registered from the outset 

of their operations. To evaluate this poorer performance thesis, this paper reports World Bank 

Enterprise Survey (WBES) data on 377 enterprises in Albania collected in 2019. After controlling for 

other determinants of firm performance, the finding is that formal enterprises that started-up 

unregistered have significantly higher annual sales growth than enterprises that registered from the 

outset. To explain this, the argument is that in weak institutional environments, such as Albania, the 

advantages of operating unregistered at the outset outweigh the benefits of registration. The result is a 

call to re-theorize firm performance in the informal sector and for policy to shift towards a more 

facilitating approach that enhances benefits of registration.  

Keywords: entrepreneurship; informal sector; firm performance; Albania 

 

1.   Introduction  

Over the past decade, there has emerged a burgeoning literature on informal sector 

enterprise (e.g., Chepurenko, 2018; Coletto and Bisschop, 2017; Karki and Xheneti, 2018; 

Lin, 2018; Mannila and Eremicheva, 2018; Ogando et al, 2017; Petersen and Charman, 

2018; Ram et al., 2017). In line with much of the literature, informal sector enterprises are 

defined here as enterprises that do not register with the relevant authorities (see Williams 
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et al., 2017). However, sometimes a wider definition is used that includes enterprises not 

declaring some or all of their production and/or sales to the authorities for tax, benefit 

and/or labor law purposes when they should do so (Ketchen et al., 2014; Williams and 

Shahid, 2015). Until now, the majority of literature has portrayed such informal enterprise 

and entrepreneurship negatively as poorly performing unproductive endeavor that is 

deleterious to economic development and growth (Siqueira et al. 2014; Williams and 

Gashi, 2020; Williams and Liu, 2019; Williams and Shahid 2015; Williams et al. 2013, 

2015). The aim of this paper is to begin questioning this negative representation of informal 

entrepreneurship by evaluating critically the poorer performance thesis that asserts 

enterprises starting-up unregistered have poorer future firm performance than enterprises 

registering from the outset of operations (Baumol, 2014; La Porta and Schleifer, 2008, 

2014). To do this, the intention is to evaluate the firm performance, measured in terms of 

sales growth, of formal enterprises that started-up unregistered and on a registered basis 

from the outset in Albania. Revealing that those starting-up unregistered are subsequently 

higher performing than those that started-up registered, the intention is to contribute to a 

small but burgeoning literature which is opening up informal entrepreneurship to re-

representation as a more positive phenomenon than so far considered.  

 This paper therefore advances understanding of informal sector entrepreneurship in 

three ways. First, and theoretically, finding a significant positive association between being 

unregistered at start-up and firm performance opens up the need for a re-representation of 

informal entrepreneurship as a more positive phenomenon than so far considered. It also 

tentatively displays that in weak institutional environments where there are low risks of 

detection and punishment and few incentives to formalize, the benefits of non-registration 

outweigh the advantages of registration. Second, and empirically, it reports fresh new 

evidence from a 2019 World Bank Enterprise Survey (WBES) in Albania on the 

relationship between informal entrepreneurship and firm performance. Its importance is 

that it refutes the widespread a priori assumption that starting-up unregistered has a 

negative impact on firm performance by showing how sales growth rates are significantly 

higher in formal enterprises that started-up unregistered than those registered from the 

outset in Albania. Finally, and from a policy perspective, this paper shows the need to shift 

away from the conventional eradication approach based on the negative depiction of 

informal entrepreneurship as poorly performing endeavor. Instead, it displays the need for 

a more positive facilitating approach that seeks to improve the benefits of registration. 

To do this, section 2 briefly outlines the growing literature on informal 

entrepreneurship and the emergent questioning of a wholly negative portrayal of such 

entrepreneurship, including the poorer performance thesis that views non-registration as 

negatively affecting firm performance. It also reviews some rationales for conversely 

viewing non-registration as beneficial to subsequent firm performance. Section 3 then 

presents the data, variables and methodology used here to evaluate the relationship between 

firm performance and starting-up unregistered, reporting the World Bank Enterprise 

Survey (WBES) harmonized data on 377 enterprises in Albania collected in 2019 and the 

modelling framework here used. Section 4 reports the results, displaying that formal 
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enterprises that started-up unregistered have significantly higher subsequent annual sales 

growth than those registered from the outset. The fifth and final section discusses the 

theoretical and policy implications along with the limitations of this study and future 

research required.  

2.   Representations of informal entrepreneurship  

2.1.   Beyond negative representations 

For most of the last century, entrepreneurship scholars largely viewed informal 

entrepreneurship as unworthy of attention. A modernization theory prevailed which 

perceived the informal sector as a remnant of an earlier mode of production which would 

naturally and inevitable disappear with advancement and modernization. Therefore, its 

persistence was a sign of “underdevelopment” and “backwardness” (Lewis, 1959; Geertz, 

1963; Gilbert, 1998). In more recent decades, the recognition that the informal sector in 

general, and informal entrepreneurship more particularly, are extensive and persistent has 

drawn the attention of more entrepreneurship scholars to this subject (Schneider and 

Williams, 2013; ILO, 2013; Williams, 2015a,b). Indeed, Autio and Fu (2015) reveal that 

two-thirds of businesses in both developing and developed countries are unregistered at 

start-up (Autio and Fu 2015). This has led to new theorizations of such entrepreneurship. 

Firstly, some scholars have updated conventional modernization theory (La Porta and 

Shleifer 2008 2014). This recognizes the extensiveness of informality but nonetheless 

persists with a negative representation of informal entrepreneurs as typically uneducated 

people operating small unproductive enterprises in separate “bottom of the pyramid” 

markets producing low-quality products for low-income consumers using little capital and 

adding little value (La Porta and Shleifer 2014). A second loose grouping of scholars 

adopting a political economy perspective explain the growth of informal entrepreneurship 

to be a direct by-product of a deregulated open world economy where outsourcing and 

subcontracting have become ways of integrating informal enterprises into contemporary 

capitalism so as to reduce production costs (Castells and Portes, 1989; Davis, 2006; 

Meagher, 2010; Slavnic, 2010; Taiwo, 2013). Again, however, it remains seen as a negative 

phenomenon that is highly exploitative activity conducted as a survival tactic by 

marginalized populations. 

In both the modernization and political economy theories, formal enterprises are 

viewed as suffering from unfair competition from unproductive informal enterprises and 

economies as losing competitiveness as a result (Leal Ordóñez, 2014; Lewis, 2004). 

Meanwhile, governments lose regulatory control over work conditions (ILO, 2014) and tax 

revenue (Bajada and Schneider 2005), and customers lack legal recourse (Williams and 

Martinez ,2014b). Informal entrepreneurs are viewed as “necessity-driven” (Castells and 

Portes 1989) and lacking access to credit, capital and financial services (ILO, 2014). When 

combined with their need to keep small to avoid the authorities (Williams et al. 2012), a 

lack of advice and support (Barbour and Llanes, 2013) and their inability to secure property 
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rights (De Beer et al., 2013), they are seen as locked in a “poverty trap” (McKenzie and 

Woodruff, 2006).  

Nevertheless, in recent years, positive representations have started to emerge. These 

include a view that informal entrepreneurs create jobs (Ketchen et al., 2014) and the 

informal sector as a breeding ground for micro-enterprises (Barbour and Llanes, 2013) 

and source of cheap labor and raw materials for the formal sector (Ketchen et al., 

2014). They also include a view that the informal sector is a test-bed for business 

ventures (Williams and Martinez-Perez, 2014a), an escape route for entrepreneurs from 

corrupt public officials and the regulatory burden where this stifles business 

development (Tonoyan et al., 2010), and the source of more affordable goods and 

services for customers (Ketchen et al., 2014; London et al., 2014). 

A catalyst for these positive representations has been recognition that informal 

entrepreneurship is not always necessity-driven endeavor but often a matter of choice 

(Cross, 2000; Franck, 2012; Gërxhani, 2004; Maloney, 2004; Perry and Maloney, 2007; 

Williams, 2009; Williams and Gurtoo, 2012; Williams and Youssef, 2015). This has led to 

two agency-oriented theories of informal entrepreneurship. Firstly, a group of “legalist” 

scholars view informal entrepreneurs as rational economic actors weighing up the costs of 

informality and benefits of formality and deciding not to operate in the formal economy. 

Informal entrepreneurship is therefore, asserted to be more prevalent in developing than 

developed countries due to formalization having higher costs (e.g., time and effort to 

formally register, burdensome regulations, compliance costs) and fewer benefits (De Soto, 

1989, 2001; Nwabuzor, 2005), which means that the costs of formalizing exceed the 

benefits (Cross 2000).   

Secondly, and grounded in institutional theory (North, 1990), another agency-oriented 

group of scholars adopt a more “social actor” perspective. This views informal 

entrepreneurship as taking place beyond formal institutional prescriptions of what is legal 

but within the norms, values and beliefs of informal institutions and therefore as socially 

legitimate endeavor (Kistruck et al., 2014; Siqueira et al., 2014; Webb et al., 2009). 

Therefore, informal sector entrepreneurship is the product of formal institutional 

deficiencies, such as relatively weak legal and contract enforcement systems (Puffer et al., 

2010; Sutter et al., 2013), and/or “because of the incongruence between what is defined as 

legitimate by formal and informal institutions” (Webb et al. 2009: 495). When formal and 

informal institutions are not aligned, the outcome is informal entrepreneurship (De Castro 

et al., 2014; Kistruck et al., 2015; Siqueira et al., 2014; Vu, 2014; Webb et al., 2013, 2014). 

Indeed, the greater the asymmetry, the higher is the level of informal entrepreneurship 

(Williams and Horodnic, 2015; Williams and Shahid, 2015).  

 Despite this emergence of such positive re-representations of informal 

entrepreneurship, what is perhaps surprising is that very few scholars have questioned the 

belief that informal entrepreneurship is associated with weaker firm performance (i.e., the 

poorer performance thesis).  
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2.2.   Informal Entrepreneurship and Firm Performance  

The long-standing dominant representation of informal entrepreneurship is that it is poorly 

performing endeavor compared with formal entrepreneurship (ILO, 2007; Farrell, 2004; 

Palmer, 2008). This poorer performance thesis is apparent to different degrees in all 

representations of informal entrepreneurship. Firstly, modernization theory represents 

enterprises operating in the informal sector as much more inefficient than enterprises in the 

formal sector, as operating in different “bottom of the pyramid” markets and due to their 

inefficiency as incapable of offering lower prices for the same products sold by formal 

enterprises (La Porta and Shleifer, 2008, 2014). Secondly, the political economy approach 

represents the informal sector as composed of low-productivity necessity-driven 

entrepreneurs, requiring low levels of start-up capital, who stay small to evade detection, 

and do not achieve the economies of scale to be efficient, although the cost advantages 

achieved by evading taxes and regulations offsets their small scale and low productivity 

(Farrell, 2004; Palmer, 2008). This poorer performance thesis even exists among scholars 

advocating positive agency-oriented viewpoints. The rational economic actor and social 

actor explanations represent informal entrepreneurs as less productive than formal 

entrepreneurs and a product of the failure of “weak” institutions to provide benefits for 

being formal and legitimate (De Soto, 1989; Kistruck et al., 2014; Wunsch-Vincent et al., 

2015).  

However, the evidence-base to support this poorer performance thesis is weak. Most 

scholarship on this issue simply cites what they often refer to as the seminal study by La 

Porta and Shleifer (2008: 344) who find that “Productivity is much higher in small formal 

firms than in informal firms, and it rises rapidly with the size of formal firms”. However, 

it is important to analyze the evidence underpinning this often-cited conclusion. These two 

scholars analyze World Bank Informal Surveys in 13 countries and Micro-Enterprise 

Surveys in 14 countries (19 in Africa, six in Asia and two in Latin America). The Informal 

Surveys comprised on average 31 registered and 192 unregistered firms, and the Micro-

Enterprise Surveys comprised on average 137 registered and 77 unregistered enterprises 

(i.e., a total sample of 2,321 registered and 3,574 unregistered enterprises). Nor was the 

sample representative. The sampling strategy in each country was that “World Bank 

contractors identified neighborhoods perceived to have a large number of informal firms” 

(La Porta and Shleifer, 2008: 295). Moreover, examining the results of this small 

unrepresentative sample, they find statistically significant differences in the performance 

of registered and unregistered enterprises in only 10 of the 25 countries on value added per 

employee at the 0.1 level (and four countries at the 0.01 level), only 17 of the 26 countries 

on sales per employee at the 0.1 level (and 12 at the 0.01 level), and in only 18 of the 26 

countries on output per employee at the 0.1 level (12 at the 0.01 level). Hence, significant 

differences in the performance of formal and informal enterprises are far from universal. 

Indeed, unregistered enterprises outperformed registered enterprises in six of the 25 

countries on value added per employee, three of the 26 countries on sales per employee 

and four of the 26 on output per employee (see La Porta and Shleifer, 2008: Tables 13 and 
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14). More importantly, and seldom noted by those using this study to support the poorer 

performance thesis, these two scholars explicitly state that the overall productivity gap 

disappears and “unregistered firms are not unusually unproductive once we take into 

account their expenditure on inputs, the human capital of their top managers, and their 

small size” (La Porta and Shleifer, 2008: 335). In other words, once they control for other 

determinants of firm performance, unregistered enterprises are no longer statistically worse 

performing than formal enterprises.    

In the few other studies of this poorer performance thesis, the evidence is similarly 

weak (Fajnzylber et al., 2009; Farrell 2004; McKinsey Global Institute, 2003). For 

example, Fajnzylber et al. (2009) claim that Mexican enterprises paying taxes exhibit 

between 15-60% higher “productivity” levels, but their measure of productivity is profit 

levels and self-employment income and they fail to control for many of the firm-level 

determinants influencing firm performance.  

Importantly for this paper, this poorer performance thesis has been similarly applied to 

formal enterprises which start-up unregistered relative to enterprises registered from the 

outset. As La Porta and Shleifer (2008: 279) state in this regard, “the differences in 

productivity between formal and informal firms are so large that it is hard to believe that 

simply registering unregistered firms would eliminate the gap.” The only known study 

finding that formal enterprises starting-up unregistered witness poorer firm performance 

than enterprises registered from the outset of operations uses World Bank survey data on 

355 unregistered start-ups across seven Latin American countries (104 in Colombia, 72 in 

Argentina, 72 in Bolivia, 66 in Mexico 20 in Peru, 12 in Uruguay and nine in Panama). 

Perry et al. (2007: 173) conclude that unregistered start-ups “at least initially, exhibit on 

average, much lower levels of output per worker, after controlling for firm size, time in 

business, sector and region”. However, this is a small sample, the productivity gap is 

statistically significant in only four of the seven countries studied and the headline average 

national figure of 29% lower productivity for unregistered start-ups is heavily biased by 

the Peru figure where the productivity gap is over 50%, is not statistically significant, and 

only 20 unregistered start-ups were surveyed. Given the strong consensus but weak 

evidence-base to support the poorer performance thesis, it is perhaps obvious that questions 

need asking about the supposedly negative relationship between non-registration at start-

up and firm performance.    

Although formal enterprises starting-up unregistered are viewed as subsequently worse 

performing than those registering from the outset, the opposite could be also argued. Many 

entrepreneurs operate unregistered as a matter of choice rather than due to a lack of choice 

(Gërxhani, 2004; Maloney, 2004; Perry and Maloney, 2007; Williams and Youssef, 2015). 

Therefore, it could be argued that those formal enterprises that are unregistered during their 

start-up phase choose to do so to evade paying taxes, avoid burdensome regulations and 

the additional costs imposed on formal enterprises by corrupt public sector officials for 

example. It is perhaps no surprise if they outperform enterprises suffering such constraints 

from the start of their venture. As La Porta and Shleifer (2014) recognize, formal 

enterprises have to pay taxes and comply with regulations, so have a cost disadvantage 
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compared with those unregistered at start-up. Therefore, starting-up unregistered may have 

a positive influence on subsequent firm performance. Moreover, if registration does not 

result in significant benefits from formality, such as public goods provision by government, 

new market opportunities such as public sector contracts, and access to credit, then the 

costs of registration will outweigh the benefits. Three studies have so far shown this to be 

the case in India (Williams and Kedir, 2016), Africa (Williams and Kedir, 2017) and across 

142 countries in the developing world (Williams et al, 2017). No studies so far have been 

undertaken in Europe. This is the intention here in this paper. Therefore, to evaluate 

whether there is better subsequent firm performance by formal enterprises that started-up 

unregistered compared with those that registered from the outset, the following hypothesis 

can be tested:  

 
Hypothesis: Formal enterprises that started-up unregistered display better 

subsequent firm performance than those starting-up registered, ceteris paribus.  

 

3.   Data, Variables and Methods 

3.1.   Data  

To empirically test the comparative firm performance of formal enterprises that started-up 

unregistered and registered, a WBES survey conducted in 2019 in Albania is reported, a 

country with one of the highest levels of informality in Europe (Schneider and Williams, 

2013). Data from 377 formal enterprises with five or more employees were collected using 

a stratified random sample. Three criteria were used for the stratification: size, sector and 

region. Size was defined using the number of employees. Small firms refer to those with 

5-19 employees, medium firms refer to those with 20-99 employees and large firms refer 

to those with more than 100 employees. Sector consisted of firms operating in 

manufacturing, services, transportation and construction while public utilities, government 

services, health care, and financial services sectors were excluded from the survey. Three 

main regions were used for the geographical stratification: Northern Albania comprising 

Dibër, Durrës, Kukës, Lezhë, Shkodër, Central Albania comprising Tirana and Elbasan and 

Southern Albania comprising Berat, Fier, Gjirokastër, Korçë, and Vlorë. To design the 

sample, two sources were used: the existing list of 360 firms WB surveyed in 2013 and 

new firms received from Albanian Statistical Business Register (INSTAT), dated as of 

December 2017. 
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3.2.   Variables 

3.2.1.   Dependent variable 

To measure the firm performance of formal enterprises in Albania, the real annual sales 

growth is utilized. This serves as the dependent variable. Real annual sales growth is 

expressed in percentage terms. All sales values are transformed from Albanian currency 

(All) to USD while taking into consideration the exchange rate in the corresponding fiscal 

year of the survey. Drawing on the USD deflator, it is performed as a sales deflation to 

2009. 

3.2.2.   Key independent variable 

To test the determinants of future firm performance, a key predictor used is started-up 

unregistered. This variable is a firm-level measure stemming from the question “Was this 

establishment formally registered when it began operations?”. This variable takes value 1 

when the enterprise started its activity in Albania without formal registration and 0 when 

the enterprise started its operations after having registered.  

3.2.3.   Control Variables 

To evaluate whether formal enterprises that started-up unregistered experience different 

levels of firm performance compared with those enterprises that registered since the 

beginning, other firm performance determinates are controlled for. Hence, we control for 

variables which are confirmed in other studies to significantly influence firm performance, 

namely firm size, export orientation, access to finance, transport constraint, electricity 

constraint product and process innovation and foreign ownership. 

 There is a wide body of literature that confirms firm size to be a determinant of firm 

performance, indicating that the larger the firm the better the performance (Hsieh and 

Olken 2014; La Porta and Shleifer 2014). In this paper, firm size is a categorical variable 

that takes value 1 for small size firms which employee 5-19 employees, value 2 for medium 

size firms which employee between 20 and 99 employees, and value 3 for large size firms 

which employee more than 100 employees. 

The ownership of the enterprise is considered as a control variable. This dummy 

variable takes value 1 if more than 49% of the firm is owned by foreign individuals and 0 

otherwise.  

Export-oriented firms are confirmed from various studies to have higher levels of 

performance than those operating only domestically (La Porta and Shleifer, 2008). In this 

paper export-orientation is considered as a control variable and takes value 1 meaning that 

at least 1% of sales comes from export and value 0 meaning that firms export less than 1% 

or do not export at all.  

 Access to finance is confirmed to significantly impact firm performance. This 

influence is analyzed in two dimensions. First, unregistered enterprises find it difficult to 
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have access to finance from formal creditors. Consequently, unregistered enterprises look 

for other informal sources of finance that are usually more expensive than formal loans. 

Second, having this financial constraint, unregistered enterprises are prone to replace labor 

for physical capital (Amaral and Quintin, 2006; Cull et al., 2007). Access to credit is a 

dummy variable that takes value 1 when firms have access to credit and 0 otherwise.  

Innovation is considered another determinant of firm performance. In this paper, the 

OECD Oslo Manual (2005) is utilized to define innovation. According to this manual, 

companies can introduce four types of innovation. We refer to product and process 

innovation on firm level that are closely connected to technological developments. Product 

innovation happens when firms introduce new or significantly improved goods or services 

while process innovation refers to the introduction of new or significantly improved 

production or delivery methods (OECD Oslo Manual, 2005). There is a wide literature that 

confirms the positive impact innovation has on firm performance (Fagerberg et al., 2004; 

Gunday et al., 2011). On the other side, there is abundance of research that find less 

innovation adopted in informal enterprises compared to those formalised. Informal 

enterprises are more inclined to copycat instead of innovate (Grimm et al., 2012; Kabecha, 

1998; Ullah et al., 2019; Wunsch-Vincent et al., 2015). Hence, it is necessary to control 

the influence of innovation of unregistered enterprises into the future performance. To do 

so, innovation is measured with two variables, product and process innovation. Product 

innovation is a dummy variable that takes value 1 if the establishment has introduced new 

or improved products or services during over the span of last three years and takes value 0 

if otherwise. Process innovation is a dummy variable that takes value 1 if the establishment 

has introduced new or improved processes over the last three years and takes value 0 if 

otherwise.  

Finally, it is controlled if the business environment has impacts on firm performance. 

To do this, three control variables are used to assess whether they represent an obstacle for 

businesses, namely: transport, a dummy variable that takes value 1 if it represents a major 

constraint to business’s activity and 0 otherwise; electricity, a dummy variable that takes 

value 1 if it represents a major constraint to business’s activity and 0 otherwise, and access 

to credit, a dummy variable that takes value 1 if it represents a major constraint to 

business’s activity and 0 otherwise.  

3.3.   Modelling Framework 

Considering that the dependent variable, namely the level of annual sales growth, is a 

continuous variable, a linear regression model is employed to determine whether formal 

enterprises unregistered at start-up have better annual sales growth than those registered 

from the outset. Model 1 considers solely the control determinants while Model 2 estimates 

both the control variables and key independent variable. The following econometric model 

represents the final pattern where the β0 represents the intercept, Xi represents the vector 

of independent variable and εi represents the error term. 
 

Annual Sales Growth= β0 + β1Xi + …βnn + εi 
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4.   Findings 

 
The descriptive statistics shows that 6.6% of the formal enterprises surveyed in Albania 

started-up unregistered. There is an increasing number of studies in Albania which evaluate 

the determinants of the informal sector and informal entrepreneurship (Kosta and Williams, 

2018; Williams and Kosta, 2019). However, there have been no studies evaluating the 

relationship between nonregistration and firm performance.  

Before evaluating this relationship, it is necessary to diagnose if all of the assumptions 

are satisfied in order to justify the use of the linear regression model. First, a normality test 

was conducted and the conclusion was a normal distribution of nonregistration and firm 

performance data. We tested for heteroscedasticity. The scatter plot shows residuals to be 

randomly scattered around zero. So there is no heteroscedasticity. In addition, the inter-

correlation between independent variables was tested. The result was that the Variable 

Inflated Factor (VIF) were all below 3 (far lower than the threshold of ten), which means 

that multi-collinearity does not represent a problem. Furthermore, the R-squared in Table 

1 varies from 5% (basic model) to 6.8% (full model), meaning that the two linear regression 

models explain some seven percent of variation in the dependent variable. 

The descriptive statistics display formal enterprises unregistered at the outset of their 

operations have a better performance compared with those registered from the outset. More 

specifically, those formal enterprises that were unregistered at start-up had 114% higher 

annual sales growth compared with formal enterprises registered from the outset of their 

operations. However, other determinants of firm performance should be controlled for to 

have a clearer and more accurate understanding.  

To evaluate the relationship between the dependent variable and independent variables, 

we use the linear regression model. Model 1 examines the correlation between the control 

variables and firm performance, measured through the annual sales growth. The results 

show no statistically significant relationship between firm size and firm performance. In 

addition, the analysis shows no significant relationship between export-oriented firms and 

firm performance. The same stands true for companies owned by foreign individuals. 

When it comes to the business environment obstacles, the results substantiate the transport 

constraint and electricity constraint to be strong predictors. However, access to credits does 

not seem to predict firm performance. Process innovation was a strong determinant of firm 

performance while this is not true for product innovation.  

Model 2 is composed of both control variables, independent variables and the 

dependent variable. In model 2, the results with regard to firm size, export orientation, 

foreign ownership and product innovation, persist as in Model 1. It is worthwhile to point 

out a key finding in terms of impact of innovation on firm performance. Process innovation 

continues to be a strong determinant. Firms that use new or significantly improved 

production methods, have a better sales performance. The important finding in Table 1 is 

that starting-up unregistered is positively and significantly associated with higher annual 

sales growth (confirming H1). After other control variables are taken into account, the key 
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finding is that formal enterprises that started-up unregistered have annual sales growth 

0.933 percentage points higher than those starting-up registered from the outset of their 

operations.  

  
Table 1: Determinants of firm performance, Albania, 2019: linear regression model  

 Model 1: Basic model 
Model 2: Annual sales growth as a 

dependent variable 

Variable  Beta Std. Error Beta Std. Error 

Started  Unregistered   .933** .408 

Exporter -.271 .255 -.253 .254 

Foreign Ownership .217 .419 .258 .416 

Firm size (RC: Small)   
  

Medium -.245 ,291 -,230 .289 

Large .097 ,318 ,142 .316 

Major constraints     

Access to Loan -.262 ,235 -,289 .234 

Transport constraint .522* ,324 ,549** .322 

Electricity constraint -.462** ,227 -,442** .225 

Innovation      

Product innovation  .193 .218 .217 .217 

Process innovation .601** .260 .578** .258 

(Constant) .661*** .210 .559*** .213 

Observations  377  377  

R-squared .050  .068  

Standard errors in parentheses: ***p < 0,01, **p < 0,05, *p < 0,1. 

 

5.   Discussion and Conclusions 

Analyzing 2019 WBES data, this paper reveals that in Albania, 1 in 15 formal private sector 

enterprises with five or more employees had started-up unregistered. For these formal 

enterprises, starting-up unregistered is positively and significantly associated with higher 

subsequent sales growth. Therefore, the hypothesis is confirmed that formal enterprises 

that started-up unregistered have better subsequent firm performance than those starting-

up registered from the outset, ceteris paribus. 

 This finding has important wider theoretical implications. By displaying that formal 

enterprises in Albania that started-up unregistered do not display weaker subsequent firm 

performance than those registered from the outset, it contributes to the advancement of 

theory away from negative representations of informal entrepreneurship. Instead, by 

revealing that nonregistration at start-up significantly boosts subsequent sales, a more 

positive representation emerges. This displays that for these formal enterprises, the benefits 

of starting-up unregistered outweigh the benefits of registering at the outset, reflected in 

the higher subsequent firm performance of those starting-up unregistered. It tentatively 

intimates that the deficiencies of the formal institutional environment, which lead to few 
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benefits of registration, and a low probability of detection and punishment for informal 

enterprises, plays a key role in determining the prevalence of informal entrepreneurship.  

 This has important implications for policy. For many decades, grounded in a negative 

theorization of informal entrepreneurship as poorer performing, the conventional policy 

approach was to seek the eradication of informal enterprises. Based on the Allingham and 

Sandmo (1972) rational economic actor approach that seeks to change the cost/benefit ratio 

of informality by increasing the costs of operating informally and benefits of operating 

formally, governments predominantly focused upon increasing the costs by raising the 

penalties and risk of detection. This paper suggests that reducing the costs and improving 

the benefits of registration is necessary since the benefits appear to be currently insufficient 

to outweigh the benefits of nonregistration at start-up in Albania, reflected in the weaker 

subsequent firm performance. This requires a simplification of registration, and a reduction 

in the costs and improvement in the benefits of registration (Maloney, 2004; McKenzie 

and Woodruff, 2006). There is thus a need to tackle the systemic formal institutional 

deficiencies that result in entrepreneurs starting-up on an unregistered basis.  

However, tackling formal institutional deficiencies is not only required to change the 

rational economic calculation of entrepreneurs. Grounded in institutional theory, it has 

been recently recognized that informal entrepreneurs are also often social actors (De Castro 

et al., 2014; Webb et al., 2009, 2013, 2014; Williams and Laden, 2019; Williams and 

Shahid, 2015). Informal entrepreneurship arises when entrepreneurs’ norms, values and 

beliefs are not in symmetry with the prescriptions of formal institutions. There is thus a 

need also to tackle the formal institutional imperfections that lead entrepreneurs to lack 

commitment to the laws and regulations of the formal institutional environment. Two types 

of alteration in formal institutions are required. Firstly, tax fairness, procedural justice and 

redistributive justice need to be improved. Tax fairness refers to the degree to which 

entrepreneurs believe they pay their fair share relative to others (Wenzel, 2004). 

Redistributive justice refers to whether they believe that they receive the goods and services 

they feel that they deserve given the taxes they pay (Richardson and Sawyer, 2001) and 

procedural justice to the extent to which they feel that the tax authority has treated them in 

a respectful, impartial and responsible manner (Braithwaite and Reinhart, 2000; Murphy, 

2005). Secondly, formal institutions need to provide greater social protection, less public 

sector corruption and more effective social transfer mechanisms, all of which have been 

revealed to be strongly associated with lower levels of informal entrepreneurship (Autio 

and Fu, 2015; Dau and Cuervo-Cazzurra, 2014; Horodnic and Williams, 2019; Klapper et 

al., 2007; Thai and Turkina, 2014; Williams, 2017, 2019). 

Nevertheless, it is necessary to highlight the limitations of this study. Only one country 

is analyzed and the survey only reveals that formal enterprises with five more employees 

that started-up unregistered have higher subsequent sales growth than those registered from 

the outset. It does not reveal that unregistered enterprises as a whole outperform registered 

enterprises as a whole. Despite this, there are some very tentative clues that this might be 

the case and this requires investigation in future research. Akin to formal enterprises that 

delay their registration, they function under the same conditions that boost firm 
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performance, including being able to avoid taxes, burdensome regulations and corrupt 

public sector officials. In consequence, future research should evaluate the firm 

performance of unregistered compared with registered enterprises, especially given the 

current weak evidence-base supporting the poorer performance thesis of unregistered 

enterprises (e.g., La Porta and Shleifer, 2008). Another limitation is that this study has been 

unable to evaluate the reasons entrepreneurs operate unregistered (e.g., whether they are 

simply awaiting registration, deliberately testing the venture’s viability before registering, 

or have no intent to register) or their reasons for registering (e.g., better access to finance 

or markets, fewer bribes, better opportunities with formal firms, more access to government 

programs). Neither has it been able to evaluate how each of these influence subsequent 

firm performance. Future research needs to do this, not least in order to tailor policy 

measures. Finally, these findings also suggest that rigorous evaluation is required of other 

negative and potentially positive impacts of informal entrepreneurship, such as whether 

they provide more affordable goods and services to customers.  

In sum, this paper has revealed that formal enterprises unregistered at start-up 

outperform those that started-up registered in Albania, calling into question the long-

standing poorer performance thesis of informal entrepreneurship. If this stimulates similar 

research in other countries and global regions, especially developed nations, and 

evaluations of other supposedly negative and positive impacts of informal 

entrepreneurship, then this paper will have fulfilled one of its intentions. If the policy 

approach that seeks to deter rather than formalize informal entrepreneurship is questioned, 

this paper will have achieved its fuller intention. What is now certain is that the currently 

dominant negative representation of informal entrepreneurship as poorer performing can 

no longer be simply assumed as valid across the world without providing evidence to 

support this assertion.  
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