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Informal Firms, Social Ties, and Success in Latin America: 

Challenges to the Assumptions about Base of Pyramid Firms 

 

 

Abstract 

Informal firms represent a major economic force in emerging economies, yet they remain poorly 
understood from an entrepreneurial perspective.  This grounded research examines informal 
firms in Latin America.  We find three major challenges to the existing widespread beliefs about 
informal firms: (1) informality is a continuous variable rather than a dichotomous variable 
(formal or informal) that has dominated prior research; (2) social networks impact is not 
necessarily important to all informal firms in Latin entrepreneurship, and (3) cost and difficulty 
in registering with the government are not necessarily the key factor that drives firms to be 
informal.   
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Informal Firms, Social Ties, and Success in Latin America: 

Challenges to the Assumptions about Base of Pyramid Firms 

 

The informal economy, consisting of firms that do not fully register with the government, 

typically produces 40-60 percent of the GDP in emerging economies (Schneider, 2005; Portes 

and Schauffler, 1993; de Soto, 1989). While researchers in economics and sociology have long 

examined the characteristics of informal economies and firms (i.e., Hart, 1974; Portes and 

Schauffler, 1993), management scholars have only begun to examine the characteristics and 

nature of informality and informal firms (Godfrey, 2011; Webb, Tihanyi, Ireland and Sirmon, 

2009).  The impact of informal firms on the global economy is impressive, generating a GDP 

impact of US $70 billion in Africa, US$ 531 billion in Asia, and US$ 353 Billion in Latin 

America (Schneider, 2000).  While informal firms can occur in a range of settings, informal 

firms impact emerging economies most acutely in base-of-the-pyramid settings, where there is 

extreme poverty (Rivera-Santos and Rufin, 2010).  Looking deeper at informal firms in emerging 

economies, scholars have identified several different types of informal firms (Godfrey, 2001; 

Bradford, 2007; Valliere and Peterson, 2009).  For example, scholars recognize that some 

informal firms are simply self-employment life-style enterprises where individuals seek to earn 

enough to live, but there is growing evidence that some and ventures are more entrepreneurial 

ultimately employ others (Portes and Schauffler, 1993; Alter-Chen, 2007).  The key question that 

arises then is what differentiates subsistence (lifestyle entrepreneurship in other contexts) from 

growth-oriented informal firms in base-of-the-pyramid firms in emerging economies.   

In answering this question, a key issue that we will focus here is the nature of network 

connections in informal firms?  Scholars widely assume that informal firms rely on strong social 

ties for success, but they have yet to support this thesis or to examine these ties in detail.  
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Moreover scholars need to clarify and establish the nature of such network relationships.  Prior 

research suggests that  social ties are more important in developing than in developed economies 

because non-transparent governance and high transaction costs limit the usefulness of formal 

institutions in emerging economies (Prahalad, 2006; McMullen, Bagby, and Palich, 2008; 

Zacharakis, McMullen, and Shepherd, 2007).  Although the argument that networks would be 

important to informal firms is theoretically appealing, researchers have not examined this topic 

in the reality of emerging economies to understand if this belief reflects reality.  In examining 

these issues, we focus here on Latin America, a region where informality is a critical part of the 

local economies and that remains critically understudied in entrepreneurship (Bruton, Ahlstrom 

and Obloj, 2008; de Soto, 1989). Additionally informal firms are a key source of economic 

growth in the region (The World Bank, 2008).  The result is that the impact of informal firms in 

the region is significant, with the impact in the region from informal firms ranging from 19.8 

percent of the GDP in Chile to 67.1 percent GDP in Bolivia (The World Bank, 2008).   

 We make three main contributions to the literature in this research. First, we will help to 

develop a foundation for the examination of informal firms in emerging economies that 

specifically takes an entrepreneurial perspective.  To date, most examinations of informal firms 

have not viewed such organizations from an entrepreneurial perspective. While some informal 

firms are self- employment ventures, others indeed are entrepreneurial businesses that ultimately 

not only create jobs but may also evolve into formal firms that can push emerging economies and 

the lives of their people forward.  Second, we build a theoretical foundation to better understand 

entrepreneurship and the role of networks.  Prior research on the role of networks and 

entrepreneurship has typically focused on mature economies in which the role of networks may 

be very different from their role in emerging economies. Therefore, in a manner consistent with 
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Zahra’s (2007) argument for contextualization, we contextualize the nature of the networks in 

informal firms in emerging economies.  Finally, this research contributes to the understanding of 

the individuals at the base of the pyramid.   One fifth of the world lives on less than $1.25 a day.  

In Latin America, the percentage living on $1.25 ranges from 8 percent in some nations that are 

wealthier to over 40 percent in poorer nations.  Well over half of the continent’s population lives 

on less than $2.50 a day.  Scholars have called upon the discipline to enrich our understanding of 

entrepreneurship as a means to help address desperate poverty (Bruton, 2010; McMullen, 2011).  

In Latin America, individuals at the base of the pyramid form a large number of informal firms.  

Understanding informal firms will help to provide an understanding of the drivers of base-of-the-

pyramid business and an understanding of the differences between survival /self-employment 

and wealth creating firms is critical as society seeks to eradicate poverty. 

Informal Firms 

Consistent with prior research we define informal firms as organizations that conduct 

market-based activities with legal goods produced and or distributed without regard for taxation 

or regulation (Portes and Castells, 1989; de Soto, 1989; Portes and Haller, 2005; Schneider, 

2005).  This distinction is important because a number of businesses in Latin America do not 

register with their governments and supply illegal goods (i.e., pirated media and software); we 

concern ourselves here with the vast majority of unregistered business that provide legal goods 

and services (de Soto, 1989).  Business informality is the norm, particularly among the poor in 

emergent economies.  The primary threat to most poor households in those countries is not the 

remote possibility that the state will sanction their unregistered, informal business, but the 

persistent, grinding poverty of their everyday lives. 
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For example, to understand the importance of the informal sector in Latin America, one 

can contrast it with the United States.  In the United States, the informal sector is relatively 

small, about 9% of total employees. But the informal sector in Latin America accounts for over 

50 percent of all employees (World Bank, 2008).  To explain why entrepreneurs may elect to 

operate in the informal economy, scholars commonly point to administrative hurdles 

entrepreneurs must clear to properly register and license a business.  It takes on average 67 days 

to form a business in Latin America.  In contrast, in OECD nations, it takes on average 14 days 

to register and license a similar business.  The difference in the relative cost of forming the 

business is even higher.  In Latin America, it takes, on average, 36.6 percent of the Gross 

National Income per person to get the required licenses while in OECD nations it is 5 percent on 

average (World Bank, 2008).   

While informality is important in the context of emerging economies, its examination has 

most strongly taken place in the law and economics literature (i.e., Alston and Libecap, 1996).  

The entrepreneurship domain and the top tier management journals have in contrast largely 

ignored informal firms.    The limited examination in entrepreneurship and in top level 

management journals is surprising since the breadth of informality, in particular among the lower 

strata of society, is so great.  Scholars have recognized the need to understand entrepreneurship 

and informal firms in emerging economies (Kodithuwakku and Rosa, 2002).  Yet, even the 

major theoretical work on informal firms by Webb et al. (2009) really does not examine the topic 

in emerging economies.  This article examines such issues as the grey markets for 

pharmaceuticals and introduces the idea of deviant behavior and informal firms, topics that are 

not major concerns of informal firms in emerging economies. For example, the examination of 

informality as deviant behavior misses the fact that the norm is for a firm to not register with the 
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government in an emergent economy, and the abnormal behavior would be for a firm to instead 

register.   Scholars have argued that we cannot assume entrepreneurship occurs in emerging 

economies in the same manner as in mature economies (Peng, 2000; Bruton, et al., 2008).  The 

same would appear to be true as we look at informal firms.  One can characterize the institutional 

setting in emerging economies by the limited enforcement, and even tacit complicity, of the legal 

framework and by rapid institutional change.  Thus, we cannot assume that that informality will 

look the same in mature economies, such as North America or Europe, as it does in emerging 

economies. 

More importantly, informality presents a unique set of challenges for firm creation and 

growth that are important to examine from the perspective of entrepreneurship scholarship.  As 

Shane and Venkataraman (2000) have argued, it is important for entrepreneurship scholars to 

describe “the tendency of certain people to respond to the situational cues of opportunities” 

(p.219).  Therefore, understanding entrepreneurial behavior in the context of informality should 

provide us with more knowledge about how situational cues affect entrepreneurial behavior. 

 The existing research on informality in emerging economies from a business perspective 

that helps us understand such entrepreneurial behavior is limited.  However, the work makes 

clear that informality has very distinct impacts on firms.  For example, some scholars argue that  

high technology informal firms may face strategic limits to their growth since they cannot obtain 

financing based on the business, but instead must rely on direct financing or loans to the owner 

(Siqueira and Bruton, 2010).  The business itself technically does not exist in the eyes of the 

bank, so a bank must lend the money directly to the owner.  But in some industries the capital 

requirements are relatively high and owners often lack valuable collateral due to property rights 
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limitations in emerging economies and, as a result, cannot borrow directly from the bank as 

individuals (Siqueira and Bruton, 2010). 

Informality also relates to family strategies, as the informal economy makes use of non-

contractual but binding relationships, and kinship is the basis for such agreements (Roberts, 

1994).  Furthermore, Roberts contends that families find in the informal economy the 

accessibility and flexibility they cannot find in the formal economy.   Evidence also indicates 

that some informal firms may be a stepping stone to formal businesses (Bennett, 2010). 

Thus, the understanding of the nature of informality from a business perspective may be 

limited, but networks are potentially a critical issue as they replace other institutional variables 

that may not be present.  The networks help meet such critical needs as financing and contractual 

commitments.  The research also indicates that perceived costs accompany a firm’s choice to be 

informal. Finally, the prior discussion highlights the fact that a great deal remains to be 

understood about informal firms in emerging economies.   This lack of understanding of 

informality is particularly acute for Latin America (Siqueira & Bruton, 2010).  To help build a 

foundation of understanding of this region and to help control for cultural differences that may 

exist across the world, we will focus our investigation here on Latin America informal firms.   

Success of Entrepreneurial Ventures         

A key concern as scholars begin to examine informal firms from an entrepreneurial 

perspective is to try to differentiate what generates success among such firms.  As one might 

expect, using financial measures is impossible among informal firms since few entrepreneurs 

will wish to open themselves up to the tax police by reporting financial performance accurately if 

at all.  When examining informal entrepreneurship, scholars have typically focused solely on 

self-employment and viewed informal labor as an interchangeable term (i.e., Yamada, 1996).  
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Thus, scholars typically have assumed that informal firms are forms of self-employment for 

those who cannot enter the labor force through regular employment (Alter-Chen, 2007; Asea, 

1996).   While the employment of only family is the norm, not all informal firms are self-

employment instruments. Evidence indicates that some informal firms can have a growth 

orientation, employing multiple non-family employees and over time evolving into formal firms 

(de Soto, 1989).  Prior research has recognized this difference in firms employing only family 

and those who employ those outside the family used it as a a measure of performance that is 

particularly relevant for Latin America (i.e., Bruton, Khavul, Chavez, 2011).    

The distinction between adding employees or not is an important one for entrepreneurial 

firms because those entrepreneurial informal firms that can add employees beyond family are 

likely to provide a country with wealth and economic growth.  Moreover, including the family 

aspects as part of the analysis of informal firms is key because, as Godfrey ( 2011) has argued, 

“business activity in the informal economy encompasses a range of values considered traditional 

to management scholars—profit seeking, rational, marginal decision making—and traditional 

values such as the role of family in business, theology, and ethical norms and customs. A serious 

consideration of informal economic activity must consider not only how people choose to 

structure their transactions and lives but also recognize that many choose to do so based on 

conscious values-driven criteria rather than economic necessity or advantage” (P.234).  Thus, 

Godfey (2011) highlights that in considering informal firms, scholars need to consider how 

employment relates to the financial goals of the informal family firm. 

While informal firms’ employing family members is likely the norm (Cruz, Justo, De 

Castro, 2012; Roberts, 1994), there are rationales for the hiring of outside employees who can 

help the firm to be more financially successful.  A business that relies only on family members in 
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a venture can obtain an incomplete repertoire of capabilities, as the firm is picking from a very 

low set of possible capabilities (family members willing and able to work for the firm) (Cruz et 

al., 2011). Cruz et al. (2011) found that firms employing family members had higher overall 

sales but lower returns on assets. By contrast, informal entrepreneurs who hire employees from 

outside the family are likely to select employees based on the capabilities needed for the firm.  

Hence, when a firm employs people outside of the family, it has a greater likelihood of adding 

complementary capabilities, which would be an indication of the firm’s growth orientation.  In 

this context, hiring from outside the family could be both an indication and result in higher long-

term growth for informal entrepreneurial firms.   

Moreover, hiring non-family members may also prevent group-think, which is likely to 

manifest as the result of the shared genetics, history, and culture of a family.  Finally, hiring non-

family members may also be indicative of confidence in expected returns.  The entrepreneur 

would be reluctant to bring in a non-family member until the entrepreneur believed he or she 

could guarantee that employee a regular paycheck.  In contrast, a family member may go without 

a market salary “for the good of the family” because “we’re all in this together.”  This 

willingness of family members to go without a paycheck is consistent with Gómez-Mejía, Cruz, 

Berrone, and, De Castro, (2011) arguments regarding choices of socio emotional wealth over 

financial wealth in family firms.  

   When one investigates informal firms, one finds it difficult to obtain profitability 

measures.  Therefore, one can argue from both societal and firm-level performance viewpoints 

that, in the absence of reliable financial measures that are typically unavailable to informal firms, 

the hiring of nonfamily employees is an appropriate measure of informal firm success.  Thus, 

one must ask why some informal firms can generate enough success to hire external employees 
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while others can employ only family members.  Initially, therefore, here we examine the 

following research questions: 

 

Research Question 1a:  What are the characteristics of informal firms that can create 

successful informal ventures that generate employment for those outside their immediate 

family in Latin America?     

 

Research Question 1b: How are firms that generate employment of individuals outside the 

family different from those informal firms that only focus on self-employment/survival in 

Latin America? 

  

Social Connections 

 As noted above, networks and connections appear critical to informal firms, although the 

exact nature of their impact is unclear.  Such a belief in the value of networks is consistent with 

the overall entrepreneurship literature.  Aldrich and Zimmer (1986) were among the first to 

highlight the role of social networks in facilitating and inhibiting the activities of entrepreneurs.  

The initial work on social networks and entrepreneurship offers strong evidence of the ability of 

the entrepreneur to network with others outside of the firm to help generate positive firm 

performance (Hansen, 1995; Ostgaard and Birley; 1996).   

 Scholars view networks as particularly important in emerging economies as there are 

limited institutional supports available to the entrepreneur in emerging economies relative to 

entrepreneurs in mature economies (Zhao and Aram, 1995; Lee and Tsang, 2001).  From an 

institutional theory perspective, scholars argue that the entrepreneur can act to replace missing 
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formal institutions through the use of such networks.  Thus, an entrepreneur can enforce 

contracts, develop new customers, supply the produce, and arrange the financial support through 

such networks (Peng, 2004).  While such arguments make sense for a wide range of 

entrepreneurs, the limited legal recourse of informal firms would appear in this rationale to make 

social connections with suppliers, customers, and various potential regulators like the police or 

municipal authorities critical; the relationships replace enforceable contracts.  In addition, from a 

resource theory perspective scholars have argued that the social connections allow entrepreneurs 

to draw on resources that they, as individuals, may not have personal immediate access to 

(Bruton and Rubanik, 2002).   Thus, the network allows the entrepreneurs to gather resources 

that they otherwise could not gather.   

 While existing scholarship argues that networks impact informal firms, there is no 

research on the actual impact of such relationships, how those relationships are built and/or 

maintained over time, and the impact of such relationships on performance in entrepreneurial 

firms.  Our focus here is particularly on Latin American entrepreneurial firms.  Scholars have 

assumed that in Latin America social connections are critical to the entrepreneur (Espinal and 

Grasmuck, 1997), but there is to date no strong evidence to support this assumption.  Therefore, 

as we look deeply at informal firms, our second research question examines the role of networks 

in these firms: 

 

Research Question 2:  What is the role of entrepreneurial networks in informal firms and 

their strategic actions in Latin America?  
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The Setting: Latin America 

 In looking at informal firms in Latin America, one can see that three bodies of literature 

are particularly relevant– entrepreneurship in Latin America, informal firms in Latin America, 

and family business in Latin America.  We will briefly look at each of these research domains to 

form a foundation for understanding of the current literature, starting with the definition of 

entrepreneurship in Latin America.  Typically, entrepreneurship focuses on the high-growth, 

high-potential firms that dominate in mature economies (e.g., Stuart, 2000).  However, in 

emerging economies a different definition is useful.  In Latin America, over 8 percent of the 

population in some wealthier nations lives on less than $1.25 a day while that total reaches over 

40% in other nations.  If one doubles the dollar level of income to $2.50 a day, one finds that the 

percentage climbs much higher to over 50% of the continent’s population being extremely poor.   

Yet, entrepreneurial activities by individuals in extreme poverty are helping to drive economic 

change in the region. Some scholars have argued that in countries like Peru, with a 7% yearly 

growth rate between 2008 and 2010, up to 50% of the nation’s GDP growth comes from 

informal firms (Global Competitiveness Report 2010).   

As we consider the nature of entrepreneurial firms in Latin America, we argue here that 

those individuals who are desperately poor and found a business in settings of severe poverty are 

no less entrepreneurial than someone who founds a technology business with high growth 

potential in a mature economy (Mead and Liedholm, 1998; de Mel, McKenzie and Woodruff, 

2008). The risk and penalties for failure may, in fact, be higher in settings of severe poverty than 

for a high technology firm in a mature economy.  Of course, in settings of severe poverty, a 

significant number of individuals may form a business out of necessity, as a way to self-employ, 

and do not see it as entrepreneurial business (Portes and Schauffler, 1993).  But our contention is 
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that many individuals among the desperately poor who begin a business hope to grow the 

business and ultimately employ others.  The entrepreneur who in a setting of severe poverty that 

hopes to grow the business and ultimately employ others has a desire to create enough value in 

the firm to provide for his or her family including education, housing, and food.  Many of the 

same entrepreneurial values that drive an entrepreneur that wishes to employ people in a setting 

of poverty are  

the same as the person who forms a high technology firm in a mature economy.  

Therefore, we employ a broad definition of entrepreneurship consistent with the prior literature 

and the institutional setting.   Specifically, we view new ventures created by those living in 

desperate poverty as an entrepreneurial activity (i.e., Tonoyan, et al., 2010).  The level of 

investment may be substantially lower than scholars often consider but the level of risk and 

potential impact on the people living in poverty can be just as transformational as high-growth, 

high-potential ventures in mature economies. 

 Even using this very broad definition of entrepreneurship, one finds only limited research 

on entrepreneurship in Latin America (Vassolo, De Castro, & Gomez-Mejia, 2011). Scholars 

who have examined Latin America have concentrated on three major entrepreneurial topics:  (a) 

the differences in entrepreneurial activity across countries (i.e., Acs and Amoros, 2008), a macro 

perspective of  comparing entrepreneurial activity across different countries, but without 

examining the causes for differences or the role of individual behavior in different countries; (b) 

the role of business groups in Latin America in terms of entrepreneurship and wealth creation 

(i.e., Leff, 1978; Khanna and Palepu, 2000; Guillen, 2000), and (c) the social entrepreneurship or 

ethics in Latin America( i.e., Kistruck and Beamish, 2010, Rocha and Miles, 2009).    
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The specific firms of interest here are informal firms. A number of research domains 

outside of business provide insight on informality in Latin America.  For example, scholars have 

examined topics such as the size of the informal sector in Latin America (e.g., Loayza, 1997), the 

sociological underpinnings of informality in Latin America, the role of women in informality 

(Hoyman, 1987), the informality and labor markets (Gasparini and Tornarolli, 2009), and the 

characteristics of informality in Latin America in general (Portes and Schauffler, 1993) or in 

specific countries in particular (Sookram and Watson, 2008; Portes, Silvia, and Curtis, 1986).  

There have also been a limited number of academic examinations of Latin America and 

informality such as that by the World Bank (i.e., Perry, et al., 2007).  Despite this range of 

investigations of informal firms by scholars from a wide range of disciplines, the research is 

mostly descriptive and does not seek to develop an understanding of how such firms are able to 

generate success.  

Cruz, et al., (2012) conducted one of the few studies specifically examining family 

business in Latin America.  These scholars found that while smaller informal firms might show a 

preference for employment of family members, the returns on family employment are mixed.  

While family employment results in firm sales increases, it also results in lower returns for the 

firm.  

The focus on Latin America helps not only to bring a richer and more in-depth 

understanding of this region but also to control for cultural differences that may exist between 

informal firms on different continents. For example, evidence from Africa indicates that informal 

businesses there may operate very differently than in other parts of the world (Hart, 1974; 

Khavul, Bruton and, Wood, 2009; Frese, et al., 2007).  The effort to understand entrepreneurship 

in different regions is consistent with the belief that there are strong differences in 
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entrepreneurship around the world due to institutional differences (Busenitz, Gómez , and 

Spencer, 2000; Bruton, Ahsltrom, and Li, 2010).   

In summary, existing research on Latin American about entrepreneurial firms, informal 

firms, and family business is limited.   What has typically occurred has been descriptive, whether 

it is describing the level of entrepreneurship in different settings in Latin America or describing 

the size of the informal economy or those who participate in the informal sector.  Overall, 

scholars have yet to fully explain what generates success in either informal or entrepreneurial 

firms in Latin America or the interconnection between these two domains.  Thus, there remains a 

need for a rich qualitative investigation from an entrepreneurial perspective before scholars begin 

large scale investigations of such entrepreneurial businesses.   

Method  

Case Studies 

For this paper, we employ a grounded theory methodology to gain knowledge and 

information about entrepreneurship and informality in developing economies, particularly the 

entrepreneurial activities of individuals at the base of the pyramid (Eisenhardt, 1989; Eisenhardt 

and Graebner, 2007; Glaser and Strauss, 1967; Strauss and Corbin, 1990; Yin, 2003).  

Qualitative research has a long history in studies of entrepreneurship, particularly when the 

phenomenon in question is new (e.g., Handler, 1990). The understanding of emergent economies 

and of the entrepreneurial aspects of informal businesses, particularly in Latin America, remains 

very rudimentary and, therefore, it is appropriate to develop a grounded understanding of this 

domain before large-scale, data-driven investigations occur.  Such an approach is also consistent 

with the argument that scholars should not expect theories that presume efficient institutional 

conditions (e.g., Penrose, 1959) to operate in the same manner in settings, such as emerging 
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economies, where efficient institutional conditions do not exist (North, 1990).  Moreover, while 

management scholars have begun to examine aspects of firm informality, we have yet to 

examine the entrepreneurial aspects of informality, in particular with respect to firm creation and 

growth.  As a result, this qualitative grounded examination will provide the foundation for a 

large quantitative study of informal firms in the future (Bruton, Khavul, & Chavez, 2011).  The 

ability to look in depth at one nation allows us to formulate broad questions and directions of the 

research for similar Latin nations before moving to the larger scale quantitative study.  

We will specifically employ a multiple case study approach (Eisenhardt, 1989; 

Eisenhardt and Graebner, 2007).  Such a qualitative methodology allows researchers to extend 

existing theory and build new theoretical explanations for observed phenomena (Lee, 1999).  

Informal firms in Latin America are complex and remain largely unexamined from an 

entrepreneurial perspective, so a qualitative methodology is appropriate for building theory in 

this setting (Lee, 1999).  We focused our analysis on the Dominican Republic since its 

population of 10 million (labor force of approximately 4.16 million) is manageable for an in-

depth investigation and because of the large size of its informal economy. In addition, in this 

nation those who live on less than $1.25 a day make up approximately 5 percent of the 

population, but that number expands rapidly as the income increases to $2.50 a day, broadly 

consistent with the other nations in Latin America at 50 percent of the population.   

 In this research, we will focus on a specific industry, street fruit sellers.  We have chosen 

to focus on a single industry in order to help control extraneous variables that could impact our 

examination of the cases.  These informal firms sell fruit either from stands along the street or in 

local markets, from bicycles that roll through the community, or from motor vehicles. As noted 

before, our focus is on what differentiates those firms that can add nonfamily employees since 
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the result is a greater economic impact than that of family-only firms.  We determined the 

importance of social ties qualitatively by asking the entrepreneur to prioritize various ties, 

including those with suppliers, customers, and government officials to their firm’s success.  Such 

a qualitative method of analysis of social ties is consistent with a variety of research on the 

impact of social ties on firm performance (i.e., Mehra, Dixon, Brass, and Robertson, 2006; 

Marsden, 1990).  We employed a purposive research case selection process.  That is, we select 

specific cases that meet the desired characteristics. Specifically, we sought out firms that differed 

along two key dimensions.  First, informal firms that were successful (success evaluated that the 

firm employed individuals outside the family) or they were less successful (only family member 

work in the firm).  Second, we sought firms with strong networks and weak networks based on 

the respondents evaluations of their networks.  The result is a two by two matrix for which we 

sought out cases in each cell.  We sought out cases until we could obtain no more additional 

information or insight from the cases.    

Analysis 

We analyzed the data in six steps, drawing on procedures developed for grounded 

methods research (Strauss and Corbin, 1990).  These procedures suggest how to gather, organize, 

and content analyze data (Auerbach and Silverstein, 2003);  these methods continue to provide 

valuable insights into new domains (i.e., Bruton, et al., 2011).  

Step 1:  To start, we defined research questions and broad categories a-priori to guide the 

field research (Strauss and Corbin, 1990).  For our study, we based the research questions on the 

existing literature in entrepreneurship and informal firms highlighted previously. To supplement 

the literature and to confirm that the questions we were asking were salient, we conducted 

preliminary conversations with those knowledgeable about informal firms in Latin America.  



18 
 

Specifically, we discussed our research questions with two individuals knowledgeable in this 

domain – one scholar familiar with the topic and one well-educated practitioner who dealt with 

informal firms on a daily basis.  We then established the parameters of the purposive sampling, 

which involves selecting participants with specific characteristics (Lincoln and Guba, 1985).   

Step 2:  Next we generated an interview protocol to analyze the cases. Specifically, the 

protocol provided a framework through which to examine what factors generate high 

entrepreneurial performance and the role of strong and weak relationships. In developing the 

protocol, the researchers discussed expected categories of outcomes based on the theoretical and 

empirical literature from economics, sociology, and economic development literature.  While we 

examined part of this literature as we developed the rationale for the research questions above, 

we conducted a rich review of the existing literature and discussed expected outcomes based on 

this literature.   

 Step 3: We then conducted thirteen semi-structured, face-to-face, in-depth interviews 

with informal firms (Weiss, 1994).  (See Table 1 for a summary of the informal firms 

interviewed.) The face-to-face interviews lasted from 45 to 90 minutes to one and half hours. To 

ensure that the information on performance from the informal firms was factually accurate, we 

separately gathered data from their key wholesaler.  There is a single dominant wholesaler of 

fruit such as apples and grapes in the Dominican Republic, and he made his files on each 

borrower.  This information was of a confirmatory nature and consisted of information on his or 

her purchasing history.  The wholesaler lacked information on a few of the very poorest informal 

firms Some illiterate Haitian immigrants subscribe to the superstition that a person never uses 

their real name as it allows the devil to find them.  We do not include the wholesaler in the 

number of interviews since the data gathered was confirmatory.  We asked each entrepreneur 
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similar questions; however, as the respondents raised issues that provided rich insights, we 

would discuss those particular issues in greater depth with each interviewee. As of the end of the 

interviews, no new concepts emerged (though new stories still emerged). All interviews were in 

Spanish but simultaneously translated into English for the non-Spanish speaking researcher.  We 

took notes by hand and verbally summarized key points of each interview.  We also recorded all 

the interviews. All recordings were professionally transcribed and coded in a manner consistent 

with a grounded theory research design (Glaser and Strauss, 1967; Strauss and Corbin, 1990). 

--- Insert Table 1 About Here --- 

  Step 4:  We used the protocols to analyze individually the cases and research questions 

raised. Afterwards, we compared patterns observed in the cases and focused on the similarities 

and differences identified in the interviews, particularly as they related to the research questions.  

This interaction among the authors required extensive discussion of the details of the interviews 

we observed and the implications for those observations.  We built and modified the categories 

generated from Step 1 as we discovered information that was either in support of or counter to 

expectations.  In addition, we created new categories to reflect insights that did not fit into 

existing categories.  The analysis confirmed that several categories were appropriate while others 

needed modification.  In those few instances in which the authors disagreed on the impact of the 

case on the research question, we discussed the discrepancies until we reached a consensus.    

Step 5: To increase the validity of the findings, we asked an additional six individuals 

who were experts on informal firms to validate the findings.  These experts included academics, 

government researchers, and NGO managers.  In addition, we interviewed one successful 

informal business that had moved from informal to partially formal; we conducted a total of 20 

in-depth interviews, with 13 subjects who own informal firms, 6 experts on informal firms, and 1 
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subject whose informal firm became formal.  This iterative approach proved very effective in 

capturing new learning.  This process also helped us to develop an understanding of a new 

domain.  There is a high degree of consistency between our analysis and that of outside experts, 

yet this step is particularly important in reconciling any differences or explaining disparities.    

Step 6: Lastly, we used the field evidence to generate a set of testable propositions that 

lay the groundwork for future research. Earlier, we posed two research questions, each of which 

we will now examine in detail. These research questions generated the testable propositions.  

Results 

Research Question 1a and 1b - Success in Informal Firms 

 Informality is a Continuum.  One issue became clear as we examined the successful 

informal firms: The concept of informal versus formal as a dichotomous variable is too 

simplistic.  Our purposeful sampling leads us to interview entrepreneurs who self-identified as 

informal.  However, in our discussions with these individuals, we found that often while they did 

not consider themselves formal and had not registered with the central government, the firm 

often had registered with another level of government such as the local city government.  The 

law requires entrepreneurs to register with all levels of government but instead the entrepreneurs 

selectively register with only one or more levels of government.  Thus, the entrepreneurs might 

register with the local government as they need to have space in local markets in which they 

operate but with no higher level of government.  The city, county, and federal government had 

no coordinated effort to ensure that their records aligned.  Thus, a firm could pay local fees and 

registration taxes but still completely avoid registering with the central government in which the 

taxes were much more severe. Registration with local authorities was also important as owners 

can use those fees as proof of property rights for the stalls or locations from which they operated, 
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or to buy or sell those stalls or locations. This partial approach to informality is consistent with 

Godfry’s (2011)  statement that “Firms may comply with all laws and regulations (taxes, fees, 

employment regulations, materials and safety regulations, packaging and marketing regulations, 

etc.) at various levels of government; firms may comply with some regulations by either 

conscious choice or unconscious omission; or firms may choose to comply with none”(p.253). To 

the entrepreneurs, it was not an issue of whether to register or not register the firm; rather, the 

firms registered in ways that most closely matched their self-interest. Later in the paper we go 

over this issue with more detail. 

 One issue that drives this continuum of informality is financial success.  With greater 

success comes greater income.  The businesses examined here are all cash businesses even if 

their annual revenue is high. One of our informants commented “now we don’t have money in 

the bank because I have to buy the fruits every day so we keep the money in a safe box, so we can 

access it easily.”  The entrepreneurs reported that they commonly took part of their earnings and 

would buy property.  Thus, the successful entrepreneurs would buy homes not only for 

themselves but also for their mothers or mother-in-laws if they had them, and often a small farm 

in a rural area.  These individuals also typically have a safe built into their homes in which they 

keep relatively large amounts of cash.  However, at some stage they would have too much cash 

and need to place some funds in the bank.  In Latin America, most nations have strong controls 

present in the banks to prevent large deposits or transfers of cash. The original reason for these 

legal constraints was to control for drug money, controls strongly encouraged by the United 

States government. However, over time the governments have also learned that this is a tool to 

identify very successful informal firms that should be paying taxes.  Thus, as entrepreneurs 
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gathered more assets and they were at greater risk of being identified as needing to pay taxes, 

they would increasingly move towards becoming more formal.     

 Interestingly, even as the firms become fully registered, they often still do not fully report 

all of their employees in order to avoid having to pay into the retirement and health care system 

of the nation. Our confirmatory interview with the entrepreneur who moved from informal to 

formal confirmed this understanding of informality as a continuous variable.  These insights lead 

us to our first propositions: 

 

Proposition 1a:  Informality is a continuous variable, not dichotomous, as Latin 
American firms move from no registration with the government to 
degrees of partial registration, to full registration. 

 
 
Proposition 1b:  The entrepreneur’s success in Latin America impacts the 

continuum of the firm’s informality – greater success leads to 
greater assets at potential risk of confiscation by the government 
and in turn greater likelihood to become more formal. 

 

Types of informal firms: We selected cases based in part on the nature of the 

employment by firms.  It is valuable to look deeply at the issues of employment.  Early scholars 

examined informal entrepreneurship as a form of self-employment, characterized by family 

ownership of enterprises, labor intensive production with outdated technology, and unregulated 

and competitive markets (Peattie, 1980).  Portes and Schauffler contend that “at minimum, two 

distinct class positions must be distinguished: informal micro-entrepreneurs with access to some 

capital and labor resources, and the self-employed” (1993; 45).  Our evidence indicates that the 

recognition of this separation is important since lumping informal firms into one category clearly 

confounds different types of businesses.  In fact, our evidence indicates that the nature of the 

differences between the two types of firms is dramatic.  As a result, grouping both self-
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employment and those informal firms with employees outside the family is likely to understate 

the effects of informal entrepreneurs in employment and in the economy and the interaction of 

informal business with the formal economy.   

Looking more deeply at the two types of firms, one can see that, in some measure, there 

are differences in the orientation of the entrepreneurs.  Researchers examining family firms have 

discussed the reasoning behind family employment. Gomez-Mejia, Tosi, and Hinkin,(2007) 

propose that family owners use the gain or loss of socio-emotional wealth (SEW) as a pivotal 

referent point in their business decisions and how they govern the firm. SEW encompasses such 

things as the ability to exercise authority, the enjoyment of personal control, “clan membership,” 

a sense of belonging, affection, intimacy, and an active role of the family dynasty.  Scholars 

believe family ties temper self-interest, foster loyalty and commitment, and promote a high level 

of trust between those individuals involved in the business (Gersick, Davis, Hampton, and 

Lansberg 1997; Taguiri and Davis, 1996).  A conversation with one of our respondents 

highlights this point: 

Entrepreneur: The business grew bigger, but there was a lot of people and family who 
came to us, but they meant no good, so we had to keep them out of the business, because 
if there is someone in a group who does not follows the rules one has to cast him out. 
 

Interviewer: What are the rules? 

 

Entrepreneur:  Work hard and do it right, with the business in general, and to get along, 
because if you are disrespectful to me, I can’t have you by my side. 

The evidence here indicates that those informal firms that employing non-family 

members instead of, or in addition to, family members ran larger firms and had greater growth.  

Thus, the SEW of entrepreneurs who could employ those outside the family could take on more 

risk through lower control of clan ties than those informal entrepreneurs who employed only 
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themselves and other family. An entrepreneur’s willingness to give up greater control leads in 

turn to greater success for their firm, as we found that those informal firms willing to hire 

outsiders were larger.  The relationship between size and the hiring of outsiders remains true 

even as we compare two of the larger informal firms we examined - two suppliers to large 

international resorts on the island.  Both informal firms had large revenues of approximately a 

million U.S. dollars, but the one that had outside employees was able to grow larger.   In part, the 

greater growth is due in part to the fact that pulling only on family members results in the 

entrepreneur having to rely on a more limited repertoire of skills among those who work for 

him/her.   This insight leads to the following proposition: 

 

Proposition 2a:  There are strategic differences in informal businesses in Latin 
America between those with self-employment of the entrepreneur 
and family members and those informal firms employing non-
family members.  

 

Proposition 2b:  Those informal firm in Latin America employing non- family 
members will have a lower level of socio-emotional wealth (SEW) 
than those informal firms focused on self-employment and the 
employment of family only.   

 

Success is Often Subdued:   The informal firms examined here included a number of the 

informal firms about which our interviews lead us to recognize that these firms generated 

significant cash flow.  However, this cash flow does not necessarily translate to outward 

manifestations of success for the informal entrepreneur.  As one can see in Table 1, a number of 

the informal firms were in fact relatively large, with revenue over one million U.S. dollars.  

Some scholars assume that very successful entrepreneurs in Latin America will be quite 

ostentatious about their success since such behavior would be typical for successful managers in 
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large organizations, professionals like doctors, and formal entrepreneurs.   It is common for such 

individuals with their relatively high income to have nice houses, to hire maids and drivers, and 

to have guards to protect their assets.  The cost of such employees is relatively low and these 

employees help to provide a high quality of life.  However, none of the successful entrepreneurs 

in our sample pursued such activities.  The successful individuals who had grown their business 

to the point that they could hire others still continued to live in the communities in which they 

made their income and without many of the trappings that accompanied success by professionals.  

They improve their homes, they buy other hard assets for family members such as homes for 

mothers or mother-in-laws, and they pay to obtain good educations for their children.  But they 

do not move into new areas or take on many of the trappings of success. One reason for such 

behavior is that indications and trappings of wealth would attract attention to their business, both 

from governments and from others such as thieves or those willing to sell protection.  Showing 

signs of success can create problems of security since it makes the successful informal 

entrepreneurs more susceptible to crime and corruption, both to the business and to them 

personally.  Plus, it makes it more likely that the government will penalize and enforce levies and 

taxes. So even though these informal entrepreneurs can be financially successful, they do not 

show outward signs of success. A more subdued demeanor helps alleviate those concerns. This 

issue has important implications when one thinks about the economic impact of entrepreneurial 

firms.  A significant amount of the funds that could be investable in the business or to improve 

the lifestyle of the owners remains in cash and out of the economic circuit, affecting the overall 

economic impact of informal firms. 

The clearest example of this effort by entrepreneurs to not demonstrate this wealth was 

the entrepreneur who had moved to be more formal.  He had three locations for his small stores.  
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The turnover in these stores was great with them generating over a $1 million a year in revenue.  

He, however, dressed in heavily worn clothes that were somewhat dirty, shaved every other day, 

drove a used truck, and still lived in the same neighborhood.  While he had improved his house, 

he reported he did not want it to stand out too much in the community.  The fact that successful 

entrepreneurs’ life styles do not reflect their financial success is consistent with the previously 

observed fact that in many societies there is a tendency to pull those too successful back to the 

group (Meng, Ashkanasy and Hartel, 2003).  The entrepreneur will not risk a backlash from 

those on whom their success depends; rather, the successful entrepreneurs will minimize visible 

symbols of success.   This insight leads to the following proposition: 

 
 
Proposition 3: Successful Latin American informal entrepreneurs avoid strong 

displays of their success to prevent a backlash to their success.     
 

Research Question 2 – Social Networks 

 Networks and Success:   Scholars widely argue that the poor need strong networks to 

survive (ie., Auslander and Litwin, 1988).  These scholars argue the poor have limited resources, 

and so must depend on each other.  Some scholars assume that in Latin America networks are 

critical to business.   Thus, we can assume that in Latin America informal firms would place a 

strong emphasis on networks.  However, as we look at those with weak networks, we see one 

difference from those with strong networks is a strong predominance of smaller vendors whose 

income is much lower than others among those with weak networks.  The figures in Table 1 

reflect revenue figures not profit figures.  Most vendors make an approximately 20% profit on 

goods sold.  As a result, many of the vendors with weak network connections have very low 

sales and incomes.   
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In examining entrepreneurs with lower incomes and weak networks, we detected several 

features.  These individuals typically have an illegal stand placed on the street or they walk the 

neighborhoods selling their goods.  Many of the more successful vendors rent a location, such as 

a busy corner or a stall in a market, from the city government.  Those with weak networks tend 

to set up their locations on the street, typically in less desirable locations but also locations in 

which the police would periodically close them up and take all of the entrepreneurs’ goods. 

These entrepreneurs have no relationships with authorities such as the police.  They buy their 

products each day from different suppliers simply based on price; thus, they have no relationship 

with suppliers.  Their customers are not typically repeat customers; instead, customers are a 

random selection of individuals who happen to pass that stand that day.  In the market, these 

firms do not have strong networks with other vendors.  They instead see the others as 

competitors and largely do not interact with them.   

The focus in this paper is on entrepreneurship, so we cannot address the quality of life of 

such individuals outside of business.  Often sociologist and other discuss in settings outside of 

business how strong networks are important for the desperately poor to survive (Duncan, 1996).  

These strong networks may be true in terms of living in a community, but in terms of business, 

our results indicate that poorly performing firms, those managed by the very poor (less than 

$2.50 a day average income) within our sample typically have very weak networks.  The very 

poor appear to focus strictly on the need for survival, not necessarily on building networks or 

understanding how to utilize any network relationships they had.  This finding challenges many 

of the basic assumptions about business in emergent economies and dealing with base-of-the-

pyramid individuals.    
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The assumption of strong networks was true for the successful entrepreneurs.  These 

individuals had significant resources and saw the building of relationships with customers, other 

vendors (one of our informants called them “working partners”), suppliers, and often the police 

or city officials as important.  It is impossible to tell from our sample if the presence or 

understanding of the need for networks leads to success or if once entrepreneurs had greater 

success they had greater time and incentives to build and maintain networks.  However, we did 

find a positive correlation between strong networks and success both financially and in terms of 

employment were positively correlated.  This finding leads to the following propositions: 

 

Proposition 4a:  Greater entrepreneurial success in Latin America is positively 
correlated with the presence of strong networks. 

 
Proposition 4b:  The very poor that develop subsistence businesses in Latin 

America, are characterized by weak networks in their businesses.  
 

Networks Include Formal Firms -   We find in our research that informal firms that 

employ non-family employees effectively cooperate with formal businesses.  This finding 

challenges many of the assumptions of scholars who have seen informality as an undesirable 

state that firms would not be in if the hurdles to registration were not too high to encourage such 

activities.  Other scholars have also found that informality is not necessarily the barrier that many 

scholars assume, particularly as we consider network relationships.  For example, Portes and 

Schauffler state, “the dynamism of informal enterprises and its manifold connections with larger 

firms are central issues entirely missed by an analyst that defines the sector as consisting in 

survival activities” (1993; 46).  Moreover, informal firms that have networks are typically part of 

a dense system of formal and informal enterprises (Roberts, 1994; Portes and Benton, 1984).).  
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To illustrate this finding in our sample, we surprisingly found that banks were a key 

element in many informal firms’ networks. Previous research had found that for informal high 

technology firms there was no such access (Siqueira and Bruton, 2010).  But for the 

entrepreneurs examined here, the capital needs were less.  Thus, even though these businesses 

were mostly cash operations, banks were willing to lend relatively large amounts of money to a 

number of these informal businesses.  For example, at least two of our subjects stated that they 

had rejected loans for significant amounts of money (over $25,000) because they did not need 

the money for the business at this point, but that banks were always offering significant amounts 

of money to them; the loans are direct loans to the entrepreneurs not business loans per se.  

Similarly, we found suppliers provided credit (in some cases significant amounts of credit plus 

generous amounts of repayment time) to these entrepreneurs in particular, based on their prior 

business history.   

Even city and local authorities assisted these informal businesses by allowing them to 

register and operate in their communities without reporting them to central authorities, and by 

allowing the firms to enforce agreements reached with local authorities. As long as the informal 

businesses were up to date and registered with the local communities, they in fact operated in the 

same manner and with the same rights as formally registered firms and could exercise property 

rights over their locations.  

But informal firms rely not only on formal entities in their networks.  Other informal 

entrepreneurs also are part of the successful informal entrepreneurs networks.  For example, 

other informal entrepreneurs would even help each other run each other’s business  when a 

vendor had to leave its location to conduct other businesses or because of emergencies.    As a 

result, one can see a complex picture of networks.  The networks for informal firms typically 
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appear to develop over time as the firm grows to become a denser network.  Thus, as informal 

firms grow and become more successful, they typically grow ever increasing connections to 

formal firms and others in the community.  We noted before that the evidence here is that those 

informal firms that employ others outside the firm are more likely to grow larger.  As a result of 

the connection between size and density of the firm’s network it can be expected that ultimately 

that those informal firms that employ others outside the family will have more dense networks 

that interact with formal businesses more than do informal firms with only family members.  

This insight leads to the following proposition:  

 

Proposition 5:  Informal firms in Latin America have networks that can include 
both formal and informal firms.  Those informal firms employing 
non-family members are likely to have stronger interactions with 
formal businesses than those who focus on self-employment or 
hiring family. 

 

Why informal entrepreneurs don’t register their firms:  As noted above, formal firms 

are often in informal firms’ networks and act as connection mechanism between informal firms 

and formal institutions.  Also, it was noted that informality is a continuous variable.  The issue 

that arises, then, is why firms, and in particular informal firms with non-family employees, do 

not register with all levels of government.  Some scholars looking at these issues often focus on 

the difficulties in registering or the costs as barriers to becoming formal. But most of this 

analysis comes from authors in mature economies where there is an assumption that 

entrepreneurs would want to register since that is the law and if they do not there must be factors 

that keep them from doing so.  Thus, much of the prior research on informal firms has tended to 

focus on excessive regulation of the economy as a cause of informality.  Along with other 

scholars, Godfrey (2011) highlights, two reasons why these firms might chose not to register.  
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One reason is utilitarian: “Given a variety of organizing recipes, rational choice theory suggests 

that actors will chose those arrangements with the highest perceived utility, irrespective of 

property-rights protections, scalability, or a bureaucratic internal structure” (p. 255). The other 

reason is based on an institutional argument: “If impotent institutions pose little risk of detection 

or provide few benefits of compliance, why bother participating? When governments at any level 

prove unable to hold up their end of this social contract (taxes in exchange for services), then 

noncompliance may have less to do with criminal evasion than clever calculus: why pay 

something when nothing will be returned? (P.256). Webb et al. (2009), argued, for instance, that 

informality emerges because of incongruence between formal and informal institutions.  Our 

findings are consistent with both these arguments and the arguments by Centeno and Portes 

(2006) that what society establishes as legal is not necessarily perceived as legitimate by all 

segments of society.  Yet, our respondents went further in terms of their perception of 

informality and formality.  In our interviews, our interviewees did not even consider the concept 

of formality, with regards to the central government.  The entrepreneurs’ main rationale for this 

lack of interest is that they did not feel they would get any benefits from the state.  In their view, 

the issue of registering the business resulted not from the difficulty of registering but from the 

lack of tangible benefits arising from that registration.  As we asked entrepreneurs why they did 

not register, the question seemed to surprise them.  They typically responded, ‘Why register?’ 

One of our informants commented: 

In the markets we are paying electricity, and paying taxes to the municipal government, 

we try to avoid taxes so we can pay all the other things… maybe because of my 

ignorance, because I don’t know what would be the advantages of registering the 

business, I keep it like that.  
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The entrepreneurs had made a very calculated economic decision--consistent with the 

observation in Proposition 1b – to register only when the cost of not registering and the chances 

of losing their assets were high.  The entrepreneurs felt no compulsion to register as they saw no 

benefit or reason to register.  They would only register if they felt the potential penalty for not 

doing so was far greater than the cost of doing so. Whether registered or not, the entrepreneurs 

expected no benefit from the government from the act of registering – the incentives to register 

are only negative.  The one disadvantage they saw was in terms of security.  Another of our 

interviewees said: 

 One of the disadvantages of my informal business is that, on the street, it does not have a 

roof, it’s a provisional business.  Yet, for many years I have taken care of that spot there 

and everybody recognizes it, the municipal authorities and the public in general.    

This perception reinforces the belief that it is an economic choice to register – the only 

benefit to the entrepreneur is not losing his or her assets.  The potential negative consequence is 

that the entrepreneur had to have very high levels of assets at risk of confiscation from political 

authorities before he or she will choose to register.  In fact, a number of our subjects—in 

particular, those doing business in local markets—did register their business with local 

authorities. Registering with local governments allowed them to exert property rights over their 

locations and even served as a way of demonstrating ownership with local authorities and 

possible buyers of their businesses.  An entrepreneur’s approach to registering the business only 

locally indicates a view of the state as a choice rather than an assumption.  Do I as an 

entrepreneur want to participate and to what degree is it a question that makes sense in the 

Dominican Republic for all informal vendors. In contrast, in a mature economy like the United 

States, only vendors dealing in illegal activities would typically ask such a question.  Thus, 
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entrepreneurs view the government in the Dominican Republic, as appears the case in most Latin 

nations, as not beneficial to them; rather entrepreneurs see the government as an adversary which 

they interact with only when doing so outweighs further avoidance.   

 This distinction as to why firms register is important, because governments interested in 

moving informal firms to formal and following prescriptions of reducing the burden of 

registration would likely find that these reductions did not significantly affect informality.  The 

key to moving firms to formality is increasing the perceived benefit not the cost or difficulty in 

registering.  Those interested in moving firms from the informal to the formal sector would be 

better advised to improve the benefits of formality and design information campaigns 

highlighting those benefits.   This insight leads to the following proposition: 

 

P6: Informal entrepreneurship in Latin America is related to the perception of 
the lack of benefits that accrue from becoming formal 

 

Discussion and Conclusion  

 Informal firms play a central part in the economic life of many emerging economies.  

Latin America illustrates the role of informal firms as the region’s economic growth and vitality 

comes in large measure from informal firms.  The research here highlights three key challenges 

to scholars’ perceptions about informal firms.  First, our evidence reveals that informality is not a 

dichotomous variable (you are either formal or informal); informality is a continuous variable 

with a range of informality possible (Proposition 1a and 1b).  Therefore, there is a need to 

generate richer examinations of informality.  One key division we employed here was between 

those businesses focused on employment of those outside the family either in addition to or as 

replacements for family members and those informal firms that hired only family members in 
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terms of the implications for entrepreneurial growth (Proposition 2a).  We found support for this 

division and contend that this separation offers perhaps one means to segment and divide 

informality into richer categorizations as we go forward.     

 A second challenge to scholars’ popular assumptions is that networks will be important to 

all businesses in Latin America.  Many scholars see the culture in Latin America as a group 

culture, so the assumption has been the network would serve as such a group and would be vital 

to any business. We show that networks are indeed vital to many informal firms that have large 

enough assets and success to need to interact with a rich range of people and institutions – both 

formal and informal (Proposition 5).   However, for the very poorest individuals the focus is only 

on survival.  These individuals work to help themselves largely without relationship to suppliers, 

buyers, or other vendors.  They do not have time or any reason for others to be part of a network 

with them or to have other networks (Proposition 4a and 4b).   It is important to also note that if 

firms do have networks those networks may also be very different than expected since they can 

include not only informal firms, but also formal firms, some levels of government, and even the 

police. 

 Finally, this research challenges the perception that firms would be formal if the 

requirements and cost were only not so high.  While this view is popular among those in global 

agencies that seek to promote a libertarian view of economics and the role of government, there 

is no evidence to support this position here (Proposition 6).  While registration costs and effort 

may be high, the entrepreneurs we interviewed are much more concerned with the cost-benefit 

tradeoffs.  The informal entrepreneurs see no reason to register because the benefits they would 

receive from the state are not equivalent in their perceptions to the extra costs.  The costs and 

time to register may be high but if benefits resulted from the registration that merited that cost or 
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difficulty the entrepreneurs would be willing to register.  But instead they see it as a cost with no 

benefit.    Scholars from mature economies must be careful not to take their preconceived ideas 

and impose on them other settings, such as informal firms. 

 Future research needs to expand on our insights by examining larger samples. Given the 

size and impact of the informal sector in emerging economies, it is paramount to better 

understand the entrepreneurial characteristics underlying the process of informality and the 

different types of informal firms.  There is a need for a greater understanding of such firms as 

they play a critical role in the economic development of emerging economies.  The ability to lay 

a foundation of understanding of such firms through qualitative research helps to ensure that 

scholars ask the right questions before starting their large scale research. Our evidence indicates 

that without such a foundation, scholars could make many assumptions that are not accurate 

about such firms.    

Informal firms are a part of emergent economies and often provide a core aspect of such 

economies’ growth. The research on such organizations to date has been limited, but their 

number and impact should encourage scholars to better understand the entrepreneurial efforts 

associated with such firms.  Goodfrey addresses this issue when he states, “Do we see the 

informal economy as an inefficient response and an historical anomaly or a vibrant expression 

of social, economic, and cultural strength in communities throughout the world (Geertz, 1963)? 

While the goal of management scholarship may be normative as well as positive, social change 

as much as theoretical understanding, how much do those goals rely on transforming informal 

street vendors and entrepreneurs” (p.265).  

Our evidence challenges many of the assumptions previously made about informal firms.  

The greater understanding of informal firms our research has generated, therefore, should help 
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form a solid foundation for developing an accurate view of such firms as we move forward.  

Here we have examined a single nation, the Dominican Republic.  However, future research 

should build on the findings here to conduct a large scale investigation of informal firms across 

Latin America. 
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Table 1 ‐ Cases in Study  

   Strong Networks   Weak Networks 
Hired individuals 
outside of the 
family to work for 
business 

Case 1: 
4 family in business 
9 other employees 
Works with those in market to grow business 

– he was critical one women in market 
who does not network with others 

Annual sales $US172,000 
 
Case 2:  
4 family in business 
4 others part employees 
Loans with those in market and credit with 

suppliers 
Annual sales $US12,000 
 
Case 3: 
6 family 
14 other people cooperate in business 
Strong connections to suppliers (4) and strong 

connections to police  
Annual sales $US1.2 million 
 
Case 4: 
1 family in business 
3 other employees 
Strong connections to suppliers (6) and 

customers (wholesales to suppliers of 
resorts and high end hotels) 

Annual sales $US450,000 

Case 1:  
No family in business 
6 employees 
Stress no connections to    community and weak 

connection to suppliers– Haitian immigrant 
Annual sales $US51,000 
 
Case 2:  
No family in business 
2 employees 
No connections to suppliers – buys strictly on price each 

day and no connections to other stalls in market 
Annual sales $US80,000 
 
Case 3 
No family in business 
1 employee 
No connections to suppliers – buys strictly on price each 

day and no connections to other stalls in market 
area – new business, the entrepreneur owns 
successful clothing store 

Annual sales less than $US1000 a year (first few 
months) 

  

Self employed or 
family members 
only in business  

Case 1: 
3 family in business – no others 
Relationship with supplier strong and 

relationship with stadium owner why can 
sell at cock fights  

Annual sales $US7,000 
 
Case 2: 
2 family in business – no others 
Strong relationships with customers 

(wholesales to suppliers to hotels and 
others higher end clients) and suppliers 

Annual sales $US1.0 million 
 
Case 3: 
2 family in business – no others 
Strong relationship to community – lends 

money to those even potential 
competitors 

Annual sales less than $US1000 

Case 1 
Self only 
No relationships with community, customers,  or 

suppliers (buys damaged fruit and resells it cheap)
Annual sales less than $US1000 
 
Case 2 
Self only 
No relationships with community, customers, or 

suppliers (Haitian illegal immigrant) reported 
harassment by police 

Annual sales less than $US1000 a year 
 
Case 3 
2 family in business – no others 
No relationships with community, customers, or 

suppliers 
Annual sales $US30,000  

 
***  Confirmatory interview conducted also with an entrepreneur who moved from informal to formal with over 
$US 1 million in review and multiple employees.  Six other interviews also conducted with experts on informal 
firms. 
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