What to Do with the Informal Sector?

Abstract:

Almost all informal firms in the Kenyan manufacturing sector are managed by Kenyans of
African origin. Formal enterprises are run by Kenyans of both African and Asian origin. These
three groups are distinct in terms of experience, productivity and access to finance. Asian formal
firms are the most efficient, while there is no significant productivity difference between
informal and formal African firms. There are thus weak incentives for African informal firms to
become formal. At the same time, Kenya needs higher investments and larger exports to achieve
economic take-off, and this can only be achieved through an efficient formal sector. Therefore
policy should aim to integrate the sectors by improving infrastructure, capacity-building, credit
delivery, and supporting networks.



