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Summary

Urban informality has been a subject of economic discussion for over five de-
cades. Since the late 2000s, renewed interest has been focused on the sector’s
rapid growth and frequent operation outside formal economic systems, raising
pressing concerns about tax evasion and regulatory compliance. Previous at-
tempts to tax the informal sector often fell short due to a failure to account for
its heterogeneity, which distinguishes it from the formal sector. Effective tax
collection in the informal sector hinges on operators’ compliance with the tax
regime; however, discussions on the determinants of compliance in this context
remain limited. This study addresses the need for an effective taxation frame-
work for the informal sector by examining the role of tax compliance in this
initiative. This study uses a systematic literature review of papers published be-
tween 2015 and 2024 and indexed in Scopus and Web of Science, to investigate
the determinants of tax compliance within the informal economy. The findings
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indicate that compliance determinants can be categorized into governance qual-
ity, operational characteristics, tax morale, and the effectiveness of past and
existing taxation strategies, with interconnected pathways linking these factors.
This study advances the discourse on informal sector taxation in three key ways.
First, it outlines tax compliance determinants within a structured framework,
providing a basis for statistical analysis. Second, it offers practical insights for
flexible, sector-specific taxation approaches. Third, it lays the groundwork for
legislative discussions, potentially shaping standalone statutory instruments for
formal and informal sectors. Considering the study’s limitations in scope and
sampling bias, future research could explore variations within the informal sec-
tor through a taxation perspective, examine digital taxation strategies, and in-
vestigate the root causes of informality to gain a deeper understanding of their
impact on contemporary tax compliance challenges.

Keywords: informal sector, taxation; tax compliance, operational characteristics,
governance quality, tax morale, taxation strategy

Systematyczny przeglad czynnikow wptywajgcych
na przestrzeganie przepiséw podatkowych
w sektorze nieformalnym w latach 2015-2024

Streszczenie

Nieformalna dziatalno$¢ gospodarcza w miastach pozostaje przedmiotem zainte-
resowania ekonomistow od ponad pigc¢dziesieciu lat. Od konca pierwszej dekady
XXI wieku ro$nie zainteresowanie dynamicznym rozwojem tego sektora. Jego
funkcjonowanie poza formalnymi strukturami gospodarczymi budzi obawy zwig-
zane z unikaniem opodatkowania i nieprzestrzegania przepisow. Dotychczasowe
proby opodatkowania sektora nieformalnego czesto konczyty sie niepowodze-
niem, gtownie z powodu nieuwzgledniania jego zréznicowanej natury. Skutecz-
no$¢ poboru podatkdéw w tym obszarze zalezy od poziomu zgodnos$ci podatkowe;j
jego uczestnikow, jednak kwestia ta pozostaje stabo zbadana.
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Niniejsze badanie podejmuje probe wypehienia tej luki poprzez analize
czynnikéw wplywajacych na przestrzeganie przepisow podatkowych w sektorze
nieformalnym. W tym celu przeprowadzono systematyczny przeglad literatury
z lat 2015-2024, obejmujacy publikacje indeksowane w bazach Scopus 1 Web of
Science. Wyniki wskazuja, ze determinanty zgodnos$ci podatkowej mozna podzie-
li¢ na cztery gtowne kategorie: jako$¢ rzadzenia, cechy operacyjne, moralnosé
podatkowg oraz skuteczno$¢ dotychczasowych i obecnych strategii fiskalnych.
Elementy te s wzajemnie powiazane i tworzg ztozong sie¢ zaleznosci.

Badanie wnosi wktad w rozwoj dyskusji na temat opodatkowania sektora
nieformalnego na trzech poziomach: 1) proponuje uporzadkowane ramy analizy
zgodnosci podatkowej, 2) dostarcza praktycznych wskazéwek dla elastycznego
i dopasowanego podejscia do opodatkowania, 3) stanowi punkt wyjscia dla prac
legislacyjnych nad odrgbnymi regulacjami dla sektoréw formalnego i niefor-
malnego. Majac na uwadze ograniczenia badania — w tym zakres tematyczny
1 mozliwo$¢ bledu doboru proby — przyszte analizy mogg skupi¢ si¢ na zrézni-
cowaniu wewnatrz sektora nieformalnego, strategiach opodatkowania cyfrowego
oraz przyczynach powstawania nieformalnosci, by lepiej zrozumie¢ ich wptyw na
wyzwania podatkowe wspotczesnych gospodarek.

Stowa kluczowe: sektor nieformalny, opodatkowanie, przestrzeganie przepiséw
podatkowych, charakterystyka dziatalnosci, jako$¢ zarzadzania, moralno$¢ podat-
kowa, strategia podatkowa.

Introduction

The concept of informality emerged in economic discussions during the 1970s
when Hart (1973) examined informal employment and income in Ghana. At that
time, scholars who advanced the idea of informality were influenced by a dualist
perspective, which held that informality was a temporary phenomenon. This view
assumed that informality would decline over time and with economic growth, as
it was seen as merely a symptom of an underperforming economy (Despres, 1988;
Ntlhola, 2010; Onoshchenko, 2012). Informality was perceived as a short-term
solution to labor absorption, driven by rapid urbanization and economic crises,
and thus little effort was directed toward its management.

A decade after its initial emergence, structuralist perspectives started chal-
lenging the assumption that informality would vanish over time. For instance,
Granstrom (2009) and Bairagya (2010) used case data from Senegal and India,
respectively, to demonstrate that the formal and informal sectors are intercon-
nected, serving both complementary and competing roles (Narula, 2020). This
indicates the existence of interconnections that contribute to the sector’s resilience
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and continuity, despite shifts in regulations and policy approaches. In the face of
this recognition, attempts during this period to formalize and harness value from
the informal sector often fell short, as authorities tended to apply the same man-
agement strategies to both formal and informal sectors. Additionally, research on
urban informality has consistently highlighted that informal operators frequent-
ly free-ride, evade taxes, flout zoning regulations, and function with limited ac-
countability due to their unique operational characteristics (Kanbur, 2010; Keen
& Kanbur, 2015; Verberne & Arendsen, 2019).

The expansion of informal activities and the shortcomings of management
strategies rooted in dualist and structuralist perspectives have reignited academic
interest since the late 2000s and early 2010s (Varley, 2008). Contemporary studies
(e.g., Yiftachel, 2009; Miraftab, 2009; Musara, 2015; Villamizar-Duarte, 2015),
informed by post-colonial approaches to urban management, urban finance, and
entrepreneurship, now recognize the resilience and inevitability of informality.
These scholars highlight the sector’s heterogeneity, advocating for management
and taxation strategies tailored to its distinct operational characteristics. This
emerging body of work also draws on the Cost of Service Theory (CST), which
argues that citizens should not expect free services and local public goods from the
government, despite the state’s responsibility to finance and provide these goods.
Instead of relying on formal direct taxation or intergovernmental grants, CST sug-
gests that local revenue can be mobilized through informal taxation. Supporting
this view, Olken & Singhal (2011) contended that informal taxation enables com-
munities to address the free rider problem, thereby ensuring the provision of local
public goods that might otherwise be underfunded. Specifically, Olken & Singhal
(2011, p. 2) outlined that “informal taxation is a mechanism used to finance local
public goods...a system coordinated by public officials but enforced socially rath-
er than through the formal legal system”.

Olken & Singhal (2011) underscored the importance of designing taxa-
tion strategies tailored to the unique characteristics of the informal sector. This
is particularly critical as many developing economies, particularly in Africa
and Latin America, are increasingly dominated by informal activities, with
significant financial resources circulating outside formal systems (Verberne
& Arendsen, 2019; Dube & Casale, 2019; Maiti & Bhattacharyya, 2020; Chan,
Dang, & Li, 2020; Isak & Mohamud, 2022; Bussy, 2023). While informali-
ty is a global phenomenon, its scale is notably larger in developing nations
compared to their developed counterparts (Olga et al., 2015; Karlsson et al.,
2020; Saifurrahman & Kassim, 2024). Over a decade ago, Schneider et al.
(2010) reported that the informal sector constituted 38.4% of the economy in
Africa, 36.5% in Europe and Central Asia (primarily transition countries), and
13.5% in high-income Organization for Economic Cooperation and Develop-
ment (OECD) countries. Schneider et al. (2010) identified weak institutional
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and regulatory frameworks as the primary reason for higher informality in
developing countries compared to developed ones. Under these conditions, in-
formal enterprises flourish as entrepreneurs opt to operate outside the formal
economy to bypass regulatory burdens.

Advocates of informal sector taxation argue that leveraging sector-specif-
ic tax frameworks could enhance revenue generation and sector management
(Piccolino, 2015; Eriksson Baaz et al., 2018; Sebele-Mpofu, 2020; Anyidoho
et al., 2023; Hammond et al., 2023; Akor et al., 2024). However, scholars such
as Benhassine et al. (2018), Narula (2020), and Moore (2023) have highlighted
concerns, noting that many informal operators engage in subsistence-level activ-
ities, face financial strain, and operate unsystematically. Additionally, Benhas-
sine et al. (2018) argued that the cost of collecting taxes from this sector often
outweighs potential revenues due to its typically small-scale operations. Despite
these challenges, there is consensus on the need for informal sector participants to
contribute to public services. Efforts are ongoing to develop efficient, equitable,
and socially just taxation methods that minimize the burden on this sector while
optimizing revenue generation. To successfully operationalize this initiative, Joshi
et al. (2014, p. 1326) have suggested the “need for research into the conditions
under which potential benefits are most likely to be realized”. One key condition
identified is the need to understand the factors influencing tax compliance, given
the inherently evasive nature of the informal sector (Keen & Kanbur, 2015). Bussy
(2023, p. 1) refers to this phenomenon as the “trade evasion channel”.

Taxing the informal sector has proven challenging due to low compliance rates
among operators (Hammond et al., 2023). Tax compliance, defined as the willing-
ness of operators to adhere to government tax requirements, is essential for a suc-
cessful tax regime. However, compliance levels differ across regions and sectors,
with the informal economy often deemed “hard-to-tax” due to its diverse and fluid
nature (Verberne & Arendsen, 2019, p. 6; Aruoba, 2021). For example, the pre-
sumptive tax system has been criticized for its poor fit with the sector’s structure
(Dube & Casale, 2019). Although there is growing advocacy for taxing the infor-
mal economy, understanding compliance is critical for designing effective taxation
strategies. Few studies have thoroughly explored this issue, and the literature re-
mains fragmented, evolving in multiple directions. This is reflected in the fact that
only 28 papers published over the past decade were included in the review (see the
methodology). Kanbur (2009, p.1) aptly described it as being “in a mess ”, needing
comprehensive and systematic packaging to inform policy and practice. Similarly,
Sebele-Mpofu (2020) emphasized the need to foster voluntary compliance, particu-
larly by systematically addressing financial issues within the informal sector.

This review addresses the question: what are the key drivers and barriers to
tax compliance in the informal sector? This question is answered through a sys-
tematic review of studies published in the past decade (2015-2024) following the
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renewed interest in urban management and finance in the late 2000s and early
2010s. This study adopts the view that the informal economy, sector, or enterprise
refers to economic activities that operate outside formal regulations but follow
social norms within legally recognized informal domains (Bennihi et al., 2021;
Routh, 2021). Economists often use ‘economy’ and ‘sector’ for broader commer-
cial groupings, while business analysts use ‘enterprise’ to describe small business
startups. The papers included in the review used these three terms, all referring to
the same concept. Therefore, this paper employs all three terms interchangeably.
The methodology, findings, and conclusions are discussed in subsequent sections.

Methodology and data

I conducted a systematic literature review to investigate the drivers and barriers
to tax compliance among actors in the informal sector. Although there is no uni-
versally agreed-upon method for conducting such reviews, there is consensus that
they must include well-defined research question(s), a replicable search strategy,
clear inclusion and exclusion criteria, and a transparent process for transform-
ing collected data into insights (Waddington et al., 2012; Krnic Martinic et al.,
2019). The research protocol I adopted was shaped by the research question out-
lined earlier, the databases used for sourcing literature, language and timeframe
restrictions, study type, and thematic focus. First, [ purposively and conveniently
selected Scopus and Web of Science (WS) as the primary search platforms. This
choice was purposive to minimize bias by relying on more than one database and
convenient because | had ready access to these resources during the study.

Second, my search was guided by two primary keywords, ‘informal sector’
AND ‘taxation’. Using these keywords, the search parameters were refined to
include:

1. Papers published in English between 2015 and 2024 inclusive, hence

decadal review;
2. Open-access publications; and
3. Papers categorized under three subject areas: social studies, economics
(econometrics and finance), and business (management and accounting).

Third, the eligibility criteria were based on the relevance of a study’s objec-
tives and contributions. The review included only papers that directly addressed
tax compliance in the informal sector or indirectly explored the factors influenc-
ing and limiting compliance. Using this research protocol, I followed the four
steps proposed by Waddington et al. (2012): identifying literature, screening iden-
tified papers, checking for eligibility of selected studies, and including studies
in the final review. Figure 1 offers a visual overview of the results obtained after
completing this four-step process.
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Figure 1. Schematic view of the research protocol
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During identification, 64 papers were found: 27 from WS and 37 from Sco-
pus. Then, 12 papers were dropped during screening because they were duplicates;
that is, they appeared in both databases. So, 52 papers passed the screening stage,
and I examined their abstracts for eligibility. 24 papers by Williams (2015), Arau-
jo & Rodrigues (2016), Di Porto et al. (2017), Kuralbayeva (2018), Christiaensen
& Martin (2018), Kuralbayeva (2019), Romanova et al. (2019), Lopez-Martin
(2019), Nakabayashi (2019), Novikova et al. (2019), Bloeck et al. (2019), Narita
(2020), Esaku (2021), Roy & Khan (2021), Williams & Krasniqi (2021), Langot
et al. (2022), Mpofu & Mhlanga (2022), Doligalski & Rojas (2023), Arbex et al.
(2023), Sahoo, Rout, & Jakovljevic (2023), Kalaitan et al. (2023), Keating (2024),
Ho & Tirachini (2024), and McKay et al. (2024) did not meet the eligibility crite-
ria. For example, their abstracts were not relevant to the research question, that is,
they did not mention anything to do with tax compliance. Where taxation issues
were raised, they were meant to clarify and specify certain issues, most of them
not related to the core of this paper. So, a total of 28 papers were finally included
in the decade-long review, constituting 54% of the papers with the keywords ad-
opted for selection. Figure 2 provides a detailed summary of the included papers’
distribution across databases and years of publication.
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Figure 2. Composition of reviewed papers (2015-2014)
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The year 2020 recorded the highest number of publications addressing the
determinants of tax compliance in the informal sector, while 2017 did not contrib-
ute a single paper to the review. Regarding contributions from each database, Sco-
pus yielded slightly more papers meeting the eligibility criteria compared to WS.
During the screening process, 12 duplicate papers were identified, of which four
met the eligibility criteria while the remaining eight did not. Figure 2 shows that
Scopus did not have any publications meeting the eligibility criteria in 2016, evi-
denced by the absence of a bar for that year. Similarly, neither Scopus nor WS had
eligible publications in 2017. In 2015 and 2019, both Scopus and WS contributed
one publication each. Then, the line graph shows the total number of publications
included in the review each year, irrespective of duplicates. Consequently, the
analysis and discussion of findings in the subsequent sections are largely shaped
by the composition of papers summarized and depicted in Figure 2.

Additionally, the review’s output is influenced by the types of included pa-
pers and the data and approaches they used. Of the 28 included papers, 26 are
empirical papers, and two are conference proceedings, representing 93% and 7%,
respectively. Regarding the data and approaches used, I classified the papers along
two dimensions: primary versus secondary (or a combination of the two); and
qualitative versus quantitative (or a mixture of the two). Table 1 presents the dis-
tribution of the reviewed papers based on these dimensions.
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Table 1. Data and methods of included papers

Absolute | Percentage

First Di . Primary 14 50

. trst Pimension Secondary 8 28.6
[Primary versus Secondary] -

Combined 6 21.4

Total 28 100
S d Di . Qualitative 11 39.3

econd Dimension .

[Qualitative versus Quantitative] (?uantltatlve 12 429
Mixed-Methods 5 17.9

Total 28 100

Source: Own study (2024).

Table 1 reveals that, for the first dimension, 50% of the eligible papers re-
lied on primary data to explore the informality-taxation relationship, followed
by 28.6% that used secondary data and 21.4% that employed a combination of
both. The heavy reliance on primary data likely reflects the fact that this topic
gained prominence in the late 2000s and early 2010s, limiting the availability of
substantial secondary data tailored to this emerging area of study. This partially
accounts for the limited number of accessible studies on the subject, particularly
before 2018 (as highlighted in Figure 2). Arguably, this study represents one of the
initial comprehensive reviews of the existing knowledge on this topic since its re-
surgence of interest over the past decade. Regarding the second dimension, there
is a slight preference for quantitative approaches over qualitative ones, with only
a marginal difference in their prevalence. Additionally, about 18% of the studies
employed a mixed-methods approach, combining diverse perspectives to exam-
ine the factors driving tax compliance in the informal sector. Consistent with this
paper’s objective of explaining the determinants of tax compliance in the informal
sector, | used a manual textual analysis to review the 28 included papers. To en-
sure nuanced insights, I meticulously analyzed the texts, identifying underlying
assumptions, contradictions, and recurring themes, with the findings presented in
the next section.

Empirical results

In this section, results are thematically presented according to similarities and
contradictions of ideas found in papers included in the review. Identified themes
have been grouped into governance quality, operational characteristics, tax mo-
rale, and effectiveness of current strategies, with numerous pathways linking
them. It must be noted that the identified themes are partly skewed and explained
by the composition of reviewed papers.
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Governance quality

Even though there are numerous stakeholders in a tax system, there are two key
sides; the tax collector and the taxpayers’ sides. In this case, the taxpayers’ side is
composed of informal operators and the tax collector is the government, mostly
represented by appointed agencies or administrators. Considering these players,
the performance of a tax system is largely dependent on the quality of the rela-
tionship between the taxpayer and the tax collector. Using the concept of fiscal
sociology, Piccolino (2015) argued that effective taxation is based on a quasi-con-
sensual relationship between the state and the taxpayers. It is this quasi-consensus
that fuels tax compliance among economic players. This means, as Hammond
et al. (2023) keenly observed, tax compliance is a function of the link between
political trust and the quality of governments. It has been observed that admin-
istrators can easily win the trust of players in the informal sector if they uphold
the principles of performance, professionalism, and impartiality (Piccolino, 2015;
Hilson, 2020). Performance, as Anyidoho et al. (2023) noted, can be assessed
according to the ability of the tax administrators to deliver their mandate as im-
plied by the law, without deviating from what has been agreed upon or simply
put, citizens’ attitude towards public services. Expanding on the issue of citizens’
attitudes, Verberne & Arendsen (2019) clarified that tax compliance attitudes are
influenced by issues relating to taxpayers’ confidence and knowledge of the tax
regime. But, where do taxpayers get some of this knowledge? Ansong (2024)
gave some proxies to this question by noting that administrators best execute their
duties, including educating taxpayers when they serve and act professionally. In
any given country, tax systems are run on set institutional rules and administrative
procedures, and adherence to these rules of engagement brings about confidence
in the government. So, if administrators exhibit higher levels of performance and
professionalism, the greater the trust citizens have in them, and the greater the
chance of preventing financial cheating and tax evasion. Professionalism, accord-
ing to Sebele-Mpofu (2020), can be viewed through the lens of the impartiality
of tax administrators. It has been asserted that enforcement must be combined
with tax reforms that improve transparency and accountability in the use of tax
revenues to boost tax morale and heighten tax compliance in developing countries
(Akpan, 2022; Saifurrahman & Kassim, 2024).

Scholars such as Dube & Casale (2019) and Bertinelli et al. (2020) used case
data from Zimbabwe and Mali, respectively, to show how impartiality is compro-
mised on the count of politics. For example, Dube & Casale (2019) characterized
deregulation as a selective, and sometimes politically motivated, application of
law. This brings about an uneven playing field because some taxpayers are ex-
empted from certain sections of the law whilst some are caught on the wrong
side of the law using the same sections. Bertinelli et al. (2020) clarified that the
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selective application of law undermines both vertical and horizontal equity. On
one hand, horizontal equity refers to the uniform application of law to economic
players in the same tax bracket regardless of who they are affiliated with. On the
other hand, vertical equity defines fairness that applies to economic players in
different tax brackets. For example, taxpayers in a lower tax bracket are charged
a percentage that is lower than players in a higher tax bracket. The idea is to
ensure that those who earn more, pay more, and those who earn less, pay less.
According to Bertinelli et al. (2020), horizontal and vertical inequity, as an act of
corruption, takes the form of misuse of resources or power for private gain. Simi-
larly, Ansong (2024) has argued that taking bribes by administrators significantly
reduces tax compliance.

Moore (2023) outlined the political dimension of taxation that diverts peo-
ple’s attention by showing how the continual drive to register more taxpayers
provides an impression of the tax administrators’ efforts to collect more revenue.
In such a narrative, the general populace is made to believe that under taxation
of small enterprises, mostly in the informal sector, is the main explanatory factor
for revenue scarcity. Moore (2023) underlined that this helps divert attention from
corrupt tendencies involving tax administrators and larger enterprises. To this ef-
fect, Maiti & Bhattacharyya (2020) have described weak enforcement in the infor-
mal sector as deliberate. For example, the state can heavily tax the formal sector
to subsidize informal income and finance public infrastructure. It has, therefore,
been reasoned that deregulation and weak enforcement are sites of considerable
state power where politicians (through their administrators) retain electoral loyal-
ty from people exercising informality. So, tax systems are, arguably, designed to
paint a certain narrative that serves the interests of vote-seeking politicians, there-
by compromising the quality of governance. But how does the quality of gover-
nance shape, or is shaped by the operational characteristics of the informal sector?

Operational characteristics

Several sources have shown that the quality of governance has some causal
linkages with the way the informal sector operates (Bertinelli et al., 2020; Maiti
& Bhattacharyya, 2020; Isak & Mohamud, 2022; Bussy, 2023; Moore, 2023). Ma-
jor explanatory variables to informal sector operations are deeply rooted in urban
management, politics, and tax policies. In an attempt to explain issues around tax
compliance in Somalia, Isak & Mohamud (2022) noted that the country has been
experiencing civil unrest since 1991. This resulted in social, economic, and polit-
ical instability, and the destruction of governance systems, including the taxation
culture. So, informality is located in an operating environment characterized by
limited administrative capacity and the high costs involved in enforcing compli-
ance, all hindering the proper management of the taxation system. Furthermore,
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economic instability resulting from civil unrest challenges the smooth manage-
ment of administrative systems. This challenge is not peculiar to Somalia, but Af-
rican countries such as Cameroon, Burundi, Chad, Niger, Somalia, Ethiopia, Mali,
and Mozambique recorded intra-state conflicts in 2019 alone. During conflicts,
some economic players take advantage of the chaos to evade taxes.

Bussy (2023) introduced a new dimension to understanding informal sec-
tor operations by highlighting the ‘trade evasion channel’. Through this channel,
some firms manipulate their reported imports and exports to understate taxable
profits and evade Corporate Income Taxes (CIT). This is facilitated by poor re-
cord-keeping and the lack of professional audits, as informal businesses often
operate outside formal regulatory frameworks. The sector’s fluidity and intense
competition further complicate accurate bookkeeping, as price negotiations are
common (Dube & Casale, 2019). Consequently, formal businesses often subcon-
tract to the informal sector, allowing tax authorities to focus on formal enterprises
while tax evasion thrives unnoticed. This channel suggests that the formal sector
appears to be producing a paltry output while goings-on in the informal sector are
not closely monitored, yet a significant percentage of the economic activity will
be taking place in the often unnoticed, ‘organism-like” informal sector.

Apart from the deliberate tricks used by informal operators to evade tax chan-
nels, their operations are difficult to tax because they are disorderly. In light of this
challenge, Verberne & Arendsen (2019) labelled the informal sector as ‘hard-to-
tax’ considering its operational characteristics (that is, its nature, size, composi-
tion, and location). For example, Moore (2023) noted that most informal sector
operations are characterized by players who are using survivalist strategies to eke
a living and are, in some cases, ignorant of taxation issues. Some of these players
operate in their backyards not known to tax administrators. So, taxing this sector
is a mammoth task amid these challenges that make it difficult to systemize their
operations. Where the operations are somewhat orderly, players’ psychographics
(that is, their attitude, knowledge, and perception) toward tax compliance must be
improved (Eriksson Baaz et al., 2018; Hilson, 2020; Hilson et al., 2023). The next
sub-section discusses the quality of human factors and their inherent influence on
the intention to comply.

Tax morale and the intention to comply

Sebele-Mpofu (2020) described tax morale as the intrinsic motivation of informal
operators to pay taxes, reflecting an internal sense of confidence or discipline to
act in a certain manner. This suggests that tax morale is influenced by behavior-
al, normative, and control beliefs or assumptions. Behavioral beliefs pertain to
the perceived costs and benefits of acting in a particular way. Similarly, Rahou
& Taqi (2021) framed this concept as a cost-benefit analysis regarding the use of
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tax revenues. For instance, when operators perceive that the benefits of paying
taxes outweigh the costs, they are more likely to adopt a positive attitude toward
contributing to public funds. Hilson’s (2020) position supports this perspective,
concluding that both tax collectors and taxpayers are often inclined toward mutu-
ally beneficial arrangements. Many informal operators, recognizing the advantag-
es of working within a structured and regulated system, are eager to participate in
such frameworks. Thus, attitude plays a critical role in tax compliance, reflecting
an individual’s evaluation of the process. The stronger the belief that compliance
will yield greater benefits, the stronger the intention to comply, and vice versa.

Behavioral beliefs are influenced by social pressure and control beliefs. In-
formal operators often share ideas, experiences, knowledge, tools, and skills with-
in their operational environments (Sebele-Mpofu, 2020). This interaction creates
direct or indirect pressure among peers regarding tax compliance. An individual’s
intention to pay taxes is shaped by the general social pressure exerted by other
operators, who influence the approval or disapproval of such actions. Eriksson
Baaz et al. (2018) and Hammond et al. (2023) similarly argued that this pres-
sure arises through shared knowledge as operators interact and network daily in
their workplaces. Informal sector players often regulate one another, fostering
solidarity under the principle of ‘injure one, injure all’, a trait that differentiates
them from formal sector operators. Furthermore, Sebele-Mpofu (2020) highlight-
ed that informal operators also share beliefs about how tax revenue is used by
the government for public goods and services in their areas of operation. These
shared perspectives often lead to unified attitudes, where individuals’ intentions
to comply are influenced by perceived social pressure. Collectively, informal sec-
tor participants evaluate the fairness of the tax system and their capacity to pay,
considering the benefits they expect from compliance (Hilson, 2020; Verberne
& Arendsen, 2019).

Despite the general social pressure exerted by peers, individual economic
players are influenced by their own perceived constraints on the intention to com-
ply. Differences in backgrounds among economic players lead to variations in
their compliance intentions (Sebele-Mpofu, 2020). For instance, some individuals
possess greater tax knowledge due to higher levels of education, while others
benefit from political connections. These variations reflect control beliefs, which
pertain to the perceived influence of internal and external factors in facilitating or
hindering tax compliance. Verberne & Arendsen (2019) illustrated this through
the differing perceptions of authorities’ enforcement power, often influenced by
an individual’s connections with enforcement officers. Similarly, Akpan et al.
(2022) discussed how the tax system and tax collectors exhibit gender bias, high-
lighting how differences in gender, social standing, and political affiliation shape
individuals’ tax morale and intention to comply. These internalized control beliefs
play a critical role in shaping compliance behavior.
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Knowledge of past and current taxation strategies

Countries with high levels of informality have made numerous attempts to tax
the informal sector, but many of these efforts have fallen short of expectations
(see Charlot et al., 2016; Eriksson Baaz et al., 2018; Dube & Casale, 2019;
Bertinelli et al., 2020; Chan et al., 2020; Schipper, 2020; Elgin et al., 2022;
Anyidoho et al., 2023; Akor et al., 2024). Evidence suggests that the poor per-
formance of these strategies often stems from their lack of alignment with the
diverse and heterogeneous nature of the informal sector (Verberne & Arendsen,
2019; Aruoba, 2021). For instance, Dube & Casale (2019) highlighted that the
Zimbabwean government introduced a presumptive tax for the informal sector
in 2005, relying solely on a survey of informal public transport operators. It was
incorrectly assumed that this approach would be effective across all informal
sector variants. To broaden the tax base, additional variants of informality were
added to the tax schedule without empirical justification. This initiative saw
limited success, as presumptive tax relies on estimated indicators rather than
measurable bases. Applying assumptions from the informal transport sector to
other variants proved to be a significant miscalculation, leading to implementa-
tion challenges.

Another example of an ineffective taxation strategy in the informal sector is
CIT, analyzed by Bussy (2023) using the ‘trade evasion channel’. As previously
mentioned, CIT functions optimally under ideal conditions, where accurate re-
cord-keeping and honest reporting of economic activities are upheld. However,
achieving this in the informal sector is highly challenging due to its unique oper-
ational dynamics and the poor governance quality outlined earlier. These factors
make it difficult to enforce CIT effectively, further complicating efforts to inte-
grate the informal sector into the formal tax system.

This underscores the need for taxation strategies specifically tailored to the
informal sector, informed by lessons from past and current approaches. Hammond
et al. (2023) sought to understand the reasons behind the poor performance of pre-
vious taxation strategies targeting the informal sector. They identified perceptions
of tax administration as the most significant barrier to the success of tax policies.
Repeated unsuccessful attempts to tax the informal sector may have eroded trust
in tax administrators, contributing to low tax morale among informal sector op-
erators. This lack of trust and low morale likely hinders compliance. Thus, an
in-depth examination of past taxation strategies, particularly in terms of compli-
ance outcomes, is crucial for developing more effective approaches tailored to the
unique dynamics of the informal sector.
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Discussion and conclusion

Since determinants of tax compliance in the informal sector have numerous
explanatory factors, some emanating from the taxpayers’ side and some from
the tax collector’s side, there is a need for a halfway-through approach, incorpo-
rating the expectations of both parties in designing a workable taxation strategy.
Most traditional approaches to taxation have failed on the count of compliance
because they are top-down driven, with limited room to incorporate the taxpay-
ers’ views. Against this background, Meagher (2018) and Verberne & Arendsen
(2019) have argued that gaining a bottom-up understanding of taxation in the in-
formal sector and improving tax morale is key to designing an effective taxation
strategy. This review has revealed that the key variables driving and restraining
tax compliance by players in the informal sector include their operational char-
acteristics, governance quality, tax morale, and current tax strategies, and how
they culminate into an all-inclusive taxation strategy. Figure 3 shows the inter-
dependence of these factors.

Figure 3. Conceptual orientation of tax compliance constructs
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Sebele-Mpofu’s (2020) study on the determinants of taxation strategy high-
lighted the intrinsic connection between governance quality, tax morale, and tax
compliance. The research noted that tax morale impacts tax compliance, while
governance quality, in turn, affects tax morale. Such scholarly work is valuable,
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as it offers insights into the relationship between urban informality and tax com-
pliance. Sebele-Mpofu’s contribution is crucial for developing a well-rounded un-
derstanding of the factors influencing tax compliance. However, questions remain
about the comprehensiveness of her analysis.

Firstly, her study did not explore how the unique operational characteristics of
the informal sector influence tax morale. For example, Verberne & Arendsen (2019,
p.6) characterized the informal sector as “hard-to-tax” due to its distinct features,
such as its nature, size, and location. This suggests that the way informal operators
interact and network in their daily activities could partially shape their intentions to
comply with tax obligations. Secondly, the study did not assess the effectiveness of
past and existing taxation strategies. Studies by Dube & Casale (2019), Verberne
& Arendsen (2019), and Bussy (2023) have shown that past and current taxation
strategies have struggled to effectively levy the informal sector. In light of this,
Isak & Mohamud (2022) emphasized the need to align the growth of the informal
economy with taxation efforts, advocating for building society’s capacity to pay
taxes rather than solely focusing on the state’s ability to enforce tax collection. In
response, the present study incorporates these two dimensions, operational charac-
teristics, and current tax strategies, into Sebele-Mpofu’s conceptual model, refining
and mapping multiple pathways that link these factors, thus creating a socially bind-
ing framework that comprehensively captures all the determinants.

The preceding paragraphs explored the determinants of tax compliance in
the informal sector through a systematic review of 28 papers published between
2015 and 2024, sourced from Scopus and WS databases. This review was driven
by the recognition that few studies have thoroughly investigated this issue, despite
tax compliance being a critical factor in the success of taxation strategies within
the informal economy. This approach is grounded in post-colonial perspectives on
informality and the CST, which views informality as a quasi-permanent phenom-
enon that, while distinct in its operational characteristics, must still contribute to
public revenue. The analysis identified key factors shaping taxation strategy and
the intention to comply, including governance quality, operational characteristics,
tax morale, and the structure of previous and current taxation strategies. Figure 3
illustrates the various pathways linking these factors, providing a framework for
statistically analyzing their interaction.

Although there is a negligible difference between the number of studies that
qualitatively and quantitatively analyzed these relationships (see Table 1), Moore
(2023) highlighted the lack of statistical data on the functioning of national tax
administrations in economies with high informality. While quantitative analyses
are limited and often not comprehensive, the financial issues within the informal
economy, by their very nature, require quantitative examination to inform policy.
To address this gap, this study systematically explored the factors underlying tax
compliance in the informal sector and organized them into a conceptual model to
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facilitate statistical analysis. This thorough approach provides a robust foundation
for evaluating the performance of the conceptual model.

This study’s key contribution to the literature on financial issues in the in-
formal economy is its development of a conceptual model for tax compliance,
synthesized from studies conducted over the past decade. The model integrates
a measurement framework of six factors (OC, GQ, TM, CTS, ITC, and TS) with
a structural path illustrating their interrelationships. Unlike previous fragmented
studies, which have limited cohesive insights into policy and practice, this model
provides a comprehensive approach to understanding tax compliance in the infor-
mal sector. Additionally, it extends the conventional CST, which does not clarify
how formal and informal economic players must contextually contribute to the
fiscus, by proposing a viable taxation framework for the so-called ‘hard-to-tax’
sector (Verberne & Arendsen, 2019). As such, this study underscores the contex-
tual nature of tax compliance and introduces the missing dimension of informality
to taxation theory and practice.

From a practical perspective, the present study clarifies the determinants of
tax compliance in the informal sector. Historically, taxation strategies for the in-
formal economy have been modeled after formal sector frameworks, overlooking
key operational differences. This study highlights tax evasion tactics unique to the
informal sector, such as the ‘trade evasion channel’ reported by Bussy (2023). By
identifying these tactics, the study advocates for tailor-made and flexible taxation
approaches that could improve compliance. Furthermore, given that tax policies
are heavily regulated at both central and local government levels, this study has
significant policy implications. Its findings offer a foundation for legislative de-
bates on tax compliance determinants, potentially informing the development of
standalone statutes or statutory instruments specific to formal and informal sec-
tors. These policy insights contribute to more equitable and effective tax regula-
tions, improving both compliance and overall tax system performance.

Future research can build on this study’s conceptual model by quantitative-
ly assessing the measurement framework for the six factors using Confirmatory
Factor Analysis (CFA). Essentially, CFA ensures the reliability and validity of
these factors by evaluating their respective indicators, as illustrated in Figure 3.
For instance, governance quality can be assessed through indicators such as per-
formance, professionalism, impartiality, political trust, and accountability. Addi-
tionally, the structural framework can be assessed by examining the statistical sig-
nificance of relationships between latent variables (six factors) and the predictive
strength of the conceptual model.

A key gap identified in this study is the lack of research on the potential of
digital tools to enhance taxation transparency and efficiency, with 28 reviewed
papers not addressing this aspect. Future studies could explore financial inclusion
and digital taxation within the informal sector, potentially offering sustainable and
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practical insights to improve tax policy and practice. Furthermore, beyond distin-
guishing the informal sector from the formal sector, there are variations within the
informal sector that remain unexplored in this study. For example, its variations
across primary, secondary, and tertiary levels of production. Future research could
delve into these differences to provide context-specific policy recommendations
tailored to the operational characteristics of each segment.

This study is also limited by its focus on literature from the past decade, which
primarily addresses the symptoms of informality. Instead of narrowly focusing on
these symptomatic issues, future research can investigate the root causes of infor-
mality. Addressing these underlying factors could lead to more effective and long-
term solutions, ultimately reducing the persistence of informal economic activities.
For example, this study briefly touched on corruption in tax administration but does
not deeply explore the broader political economy of taxation, including elite capture
and institutionalized corruption. Given that issues of governance and corruption are
deeply embedded in institutional change processes, future studies can examine these
dynamics at a systemic level. Such research could help create a foundation for im-
plementing the recommendations of this study. Overall, this study provides a com-
prehensive review of tax compliance in the informal sector while setting a clear
research agenda synthesized from a decadal (decade-long) systematic review.
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