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TH E I N F O RMA L E CONOMY I N
D E V E L O P I N G NA T I ON S

Hidden Engine of Innovation?

The informal economy represents a significant share of output and
employment in many developing countries. Yet little is known about
this hidden engine of innovation. This book addresses some of the
following crucial questions:

• What is the role of the informal sector in economic development?
• How does innovation occur in the informal economy? How does it

spread, who are the key actors and what impacts does it have?
• How do inventors and entrepreneurs in the informal economy reap

benefits from their innovations? And what stops informal sector
innovation from scaling up?

• How can informal sector innovation in developing countries be
measured?

• What policies might support informal sector innovation and improve
its impacts?

This bookwill stimulate further work on this crucial but under-researched
subject. As well as rich empirical evidence from several groundbreaking
studies, it includes conceptual and methodological tools and policy
recommendations to help researchers and policy makers understand
innovation in the informal economy.

erika kraemer-mbula is a research fellow at the Institute for
Economic Research on Innovation at Tshwane University of
Technology in South Africa and a researcher at the DST-NRF Centre of
Excellence in Scientometrics and STI Policy (SciSTIP). She is also an
associate professor extraordinary at Stellenbosch University. Erika holds
a PhD in Development Studies from the University of Oxford, and her
research interests have focused on Science and Technology Policy analy-
sis, innovation systems, sustainable development and various routes to the
expansion of creative competencies in Africa. She is an active member of
several academic networks, such as Globelics and Africalics, and an
advisory member of international platforms advancing Africa–EU
research collaboration in science and technology.

sacha wunsch-vincent is the senior economist at the World
Intellectual Property Organization (WIPO) and Lecturer of
International Economics at Sciences Po, Paris. In this capacity, he is one
of the authors of the World Intellectual Property Report and Editor of the
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Global Innovation Index. Sacha has served as advisor to various govern-
ments and organizations such as the World Bank and the World
Economic Forum. Before joining WIPO, he was an economist and then
Innovation Strategy Co-Leader at the OECD Directorate for Science,
Technology, and Industry. Prior to that he was also fellow at the
Berkeley Center for Law and Technology, University of California and
the Peterson Institute for International Economics.
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“This book’s strong point is its emphasis on better measurement and
evidence as essential prerequisites to improved policy making.”

Mark Dutz, Lead Economist, Trade and Competitiveness,
World Bank Group

“Innovation may seem like a luxury; something countries can afford only
once they have transcended issues of survival. But this attitude is outdated.
Innovation can provide fundamental solutions to low-income countries
and this book underlines this potential.”

Xiaolan Fu, Founding Director of the Technology and Management
Centre for Development (TMCD), University of Oxford, UK

“The divorce between informal endeavors and prevailing knowledge
production practices developed in this book is immediately recognizable
for all developing countries.”

Judith Sutz, Professor, Universidad de la República, Uruguay, and former
Secretary of Science, Technology and Development, Latin American

Commission of Social Sciences

“The democratization of innovation, a wider participation of individuals
and small firms in innovation, is a key factor for more inclusive growth.
Considering the informal sector is critical in this regard, making this book
an important contribution to this policy agenda.”

Dominique Guellec, Head of Division, and Caroline Paunov, Senior
Economist, Directorate for Science, Technology and Innovation, OECD

“The authors have managed to put into perspective the hitherto hidden
and unexplored contribution of the informal sector to Kenya’s modern
economy and its industrialization process.”

Joseph K. Kiplagat, Ministry of Industrialization and Enterprise
Development, Kenya

“This book is timely and important. Developing countries need to build
development strategies and design public policies on the basis of what
they have.”

Bengt-Åke Lundvall, Secretary General, Globelics and Professor,
Aalborg University, Denmark

“This book encourages policy makers to better enable innovation in the
informal sector. It is a meaningful contribution to the development of
South Africa’s innovation policy.”

Nonhlanhla Mkhize, Department of Science and Technology, South
Africa

“This book will contribute to making the innovation statistics and mea-
surement work of the African Observatory for Science, Technology and
Innovation more relevant to the African community.”

Philippe Mawoko, Director, African Observatory for STI,
African Union Commission
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“Mainstream innovation and IP debates have for the most part ignored
what is commonly referred to as the ‘informal’ economy. This book aims
to redress this deficit.”

Shamnad Basheer, Honorary Research Chair Professor of IP Law at
Nirma University, India, and Founder of SpicyIP

“This volume provides valuable insights that will help guide further
research and evidence-based policy not only in South Africa but also in
emerging economies in general.”

Phil Mjwara, Director-General, Department of Science and Technology
(DST), South Africa
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Intellectual Property, Innovation and Economic Development

Intellectual property is at the heart of modern economic life. In many
countries, investment in intangible assets is growing faster than investment
in tangible assets. Policy makers –whether in rich or poor economies – seek
to promote an intellectual property framework that is conducive to innova-
tion and economic growth.
The series Intellectual Property, Innovation, and Economic Development

intends to inform such policy initiatives through rigorous scholarship.
Each book in the series examines a major aspect of the interface between
IP, innovation and economic development. Economic analysis is comple-
mented by contributions from other academic disciplines to present the
latest scholarship and consider its real-world implications. The series
builds on studies by theWorld Intellectual Property Organization, reflect-
ing the research interests of the international policy-making community.

Series Editor

Carsten Fink, Chief Economist, World Intellectual Property Organization
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The Informal Economy in Developing Nations – Hidden Engine of Innovation?

Edited by Erika Kraemer-Mbula and Sacha Wunsch-Vincent
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FOREWORD

bengt-åke lundvall

Secretary General, Globelics and Professor at the Department of Business and
Management, Aalborg University

This book is timely and important. Developing countries need to build
development strategies and design public policies on the basis of what
they have. As demonstrated in this book, in Africa, as in most low-
income countries in other parts of the world, most people work in the
informal sector. When they work, they use more or less advanced tools
and produce more or less sophisticated products, sometimes doing
things in new ways and delivering new kinds of products and processes.
This book provides conceptual frameworks to understand such processes
and ideas about how to measure such activities and outcomes as well as
recommendations for policy.

The book is unique in addressing the role of innovation in the informal
sector in a systematic manner. General analysis of this phenomenon is
combined with in-depth case studies analyzing three different technolo-
gical fields in three different countries, helping the reader get a concrete
understanding of what is at stake. One important insight when it comes
to innovation is that there is a need to look into the interaction between
the formal and informal sectors. Workers move between formal and
informal work, and enterprises that operate in the formal sector may
depend upon activities in the informal sector – or vice versa.

The book corrects a general misunderstanding about economic growth
and the evolution of the informal sector. While it is correct that the
informal sector constitutes a bigger share of all economic activities in the
poor countries, there is no simple correlation between the rate of eco-
nomic growth and the rate of reduction in informal sector activities as
a share of economic output and employment. The fact that African
countries with high growth rates have been characterized by a growing
share of workers in the informal sector can be interpreted in different
ways. Some would say that it reflects a highly problematic growth path
where some leading natural resource sectors related to mineral and oil
have very low capacity to create jobs. Others would argue that the natural
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resource-based sectors that dominate growth can play a dynamic role in
relation to the whole economy (Lundvall and Lema 2014).

The project that led to this book was initiated by member countries of
the World Intellectual Property Organization (WIPO) and one impor-
tant purpose was to understand the role of the protection of intellectual
property (IP) in the informal sector. Do innovators within that sector
make efforts to protect new ideas that are materialized in new processes
and new products? What kind of means do they use? Would innovation
activities be stimulated by changes toward more formal means of protec-
tion? Chapter 6 and the three case studies indicate that formal IP rights
are not significantly used in the informal sector.

One way to understand related difficulties is to consider the link
between innovation and different kinds of knowledge. It is useful to
view the innovation process as one where “knowledge” is both an input
and an output. Innovations typically reflect the introduction of a new
combination of existing knowledge into the economy, and the innova-
tion itself represents new knowledge. But knowledge is complex. Some
knowledge takes the form of information that is easy to absorb and
diffuse. Such knowledge can be regarded as a public good.
If innovations take this form – as they do, for example, when it comes
to the development of drugs that can easily be copied by others – public
production or IP rights need to be introduced in order to keep the search
for new or better drugs moving ahead.

But there are important elements of tacit knowledge that are necessary
to develop and use new technologies and products. As we have demon-
strated elsewhere (Jensen et al. 2007), it is useful to distinguish between
two “modes of innovation.” Some processes of innovation are rooted in
experience-based learning (by doing, using and interacting (DUI)) while
others are more directly linked to scientific information (science, tech-
nology and innovation (STI)). The DUI mode dominates in low-
technology areas such as construction, clothing and food production
while the STI mode dominates in sectors such as informatics, pharma-
ceuticals and aerospace.

It is quite obvious that the dominant mode of innovation in the
informal sector is based upon experience-based (DUI) learning.
Therefore it is not surprising that we find very little evidence of formal
IP right protection in the sector. The proposal that there should be
a creative search for alternative incentives that fit better the character-
istics of the informal sector is especially interesting. In the case of
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informal sector innovators in low-income countries, mechanisms invol-
ving social recognition might be of special interest.

I would like to congratulate the editors and those who have contrib-
uted to this project and to the book. It represents a major step toward
reaching a systematic understanding of the role of innovation in the
informal sector. The next step could be to analyze the same phenomenon
from a different perspective where the focus is upon the tacit dimension
of the innovation process and upon embodied knowledge. There is little
doubt that learning and formation of human skills taking place in the
informal sector are crucial for innovation and economic development.
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FOREWORD

phil mjwara

Director-General, Department of Science and Technology, South Africa, and
General Secretary of the Academy of Science of South Africa

The Republic of South Africa has made substantial efforts to advance STI
and is increasingly making its mark in the continent and the interna-
tional arena at large. Projects such as the Square Kilometer Array are
testimony to this. Due to the country’s political history, the majority of
the population did not play an active role in STI until after 1994. Since
then, the country’s main goal for the last two decades has been to ensure
that there is broader participation in the generation of STI, and broader
enjoyment of the benefits it brings. Knowledge is the currency of any
country’s innovation system, and it is important to recognize that such
knowledge is not confined to large institutions or corporations but is
spread among all members of the society.

The National Development Plan and its vision for 2030 identify STI as
an important area in which South Africa needs to continue investing in
order to improve the lives of the South African people. Over the years, the
Department of Science and Technology (DST) has invested in targeted
projects addressing broader societal needs. Some examples include infor-
mation and communication technology projects connecting rural com-
munities to the Internet for the first time, research to discover vaccines
for diseases such as HIV and TB and the exploitation of indigenous plants
for medicinal purposes.

Informal economic actors remain marginalized, in both rural and
urban settings. Many people operating informally are severely affected
by poverty, low levels of education and limited income-generating
opportunities. Their creative talent and ideas need to become part of
our collective pool of knowledge, constituting our knowledge-based
economy. There is still little we know about the informal economy and
the innovations that are generated by informal economic actors.

This volume provides valuable insights that will help guide further
research and evidence-based policy not only in South Africa but in
emerging economies in general. This type of evidence, if collected con-
sistently and systematically, would help us draw on a formidable yet
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traditionally neglected source of economic growth and creativity: the
informal economy. This volume informs and complements some of our
ongoing efforts including the work from the recently established unit on
innovation for inclusive development at the DST.

It is essential to ensure that STI contributes to socioeconomic devel-
opment, to address the triple challenges of poverty, inequality and
unemployment. Emerging economies can become global pioneers in
this regard, opening new paths to more inclusive forms of development.
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PREFACE

The informal economy in developing countries is of undeniable impor-
tance. It provides a source of income, employment and livelihood to
a very large portion of the population, surpassing formal economic
structures in many countries.

However, informality is a phenomenon with many facets that scholars
and practitioners are still trying to unpack. Informality is tightly linked to
exclusion, poverty and marginalization. At the same time, many innova-
tors in developing countries work informally, finding creative solutions
to everyday problems.

A central concern of this book is to better understand whether inno-
vative solutions can be found in the informal sector, and whether such
innovations can be promoted and supported in such a way that they lead
to more equitable scenarios in developing countries.

The origins of this work lie in a project initiated by the Member States
of the World Intellectual Property Organization (WIPO) to implement
Recommendation thirty-four of WIPO’s Development Agenda via the
Committee on Development and Intellectual Property (CDIP).
Specifically, the task was to more empirically assess the interactions
between the informal economy, innovation, knowledge appropriation
and development. The objective was to lift the veil on this under-
researched area of innovation of importance to developing countries.

The resulting research project has been ongoing since 2011 with the
following steps:

First, a conceptual study was developed reviewing existing research
regarding the informal economy, innovation and IP. This study pro-
vided an analytical framework and methods to study innovation in the
informal economy for further empirical research and fieldwork.
A workshop on “Innovation, Intellectual Property and the Informal
Economy” hosted by the Institute for Economic Research on
Innovation (IERI) at Tshwane University of Technology in Pretoria,
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South Africa, from November 19 to 21, 2012, brought together experts
and stakeholders to discuss and refine strategies for successfully carry-
ing out the project. The project was also coordinated with the ongoing
research of the Open African Innovation Research (Open AIR) net-
work carried out with financial support from Canada’s International
Development Research Centre and the Deutsche Gesellschaft für
Internationale Zusammenarbeit.

Second, three studies were conducted exploring innovation in three
informal sectors: metal manufacturing in Kenya, the manufacture of
home and personal care products in South Africa and herbal medi-
cines in Ghana. The output is based on unique fieldwork and struc-
tured interviews and questionnaires. As existing innovation surveys
did not prove useful in the informal context, a dedicated model
questionnaire for the informal economy was developed, also yielding
new research approaches and metrics. Representatives of the informal
sector and policy experts were involved in this process.

Third, and on the basis of the aforementioned material, the present book
chapters were developed. In particular, existing outputs were fine-
tuned, and chapters were added to provide a more detailed treatment
of IP issues, statistical requirements and challenges, and policy
recommendations.

We hope that this book will be of interest and value to innovation
scholars, statisticians and policy makers alike. In relation to the academic
community, the importance of the informal economy for development
and innovation is not matched by sufficient economic and, in particular,
empirical work on the matter. In relation to the community of statisti-
cians, interest is growing to establish measurement tools such as innova-
tion surveys and qualitative studies more tailored to the needs of
developing countries. Finally, current policy approaches are not designed
to foster innovation in the informal sector; this is true despite the fact that
policy makers have generally moved beyond the notion of simply want-
ing to “suppress” the informal economy. The book offers new policy
recommendations in response.

There are many individuals and organizations to thank for their help
with this book – too many to list. However, first and foremost we would
like to thank the numerous (and often anonymous) informal entrepre-
neurs who patiently helped us shape and refine our questionnaires,
responded to our questions and inspired us with their resilient and
creative approach to life, often in very trying circumstances. We would
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