Information Management and Business Review (ISSN 2220-3796)

Vol. 16, No. 3S(a), pp- 28-38, Oct 2024

Gig Economy: Is It a Trap or Stepping Stone for the Informal Sector?

Nazurah Abdul Malek
Faculty of Business and Management, Universiti Teknologi MARA, Cawangan Selangor, Kampus Puncak Alam,
Puncak Alam, Selangor Darul Ehsan, Malaysia
nazurah.malek@uitm.edu.my

Abstract: The informal sector and technology have complex interactions, shaping economic activity, job trends,
and social outcomes, especially with the rise of the “gig economy”, in which individuals work on an as-needed
basis through online platforms. This article explores several theoretical frameworks, such as modernization
theory, dependence theory, structuralist approaches, and post-structuralist viewpoints, and investigates how
different frameworks explain the effects of technology on informal economic activity. This article also reviews
for comprehending the correlation between the informal sector and technology. Besides that, this article
explores the dual nature of the gig economy, examining whether it serves as a trap that perpetuates the
vulnerabilities of the informal sector or as a stepping stone toward more excellent economic stability and
mobility. Although the gig economy provides opportunities for income generation, skill development, and
flexible working conditions, it also presents substantial challenges, such as job insecurity, a lack of benefits, and
potential exploitation. This paper also addresses the implications for policy and future research directions by
the sustainable development goal (SDG) of fostering sustainable, inclusive, and long-term economic growth, as
well as full and productive employment and decent work for all.
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1. Introduction and Background

For the past decades, the booming of the digital economy has offered new jobs for individuals involved in formal
and informal sectors. The combination of rapid digital transformation, the expansion of information and
communication technologies, and the extended period of economic inactivity in the manufacturing industry
has significantly transformed the worldwide labor market and employment trends (Donovan et al., 2016;
Stewart & Stanford, 2017; Kassi & Lehdonvirta, 2018). Indeed, the expanding relevance of the digital economy
is crucial for the country to offer jobs, especially for the growing technologically savvy educated labor force. It
also supplements the rising number of self-employed individuals who rely on the Internet to communicate with
potential clients. As a result, the informal sector’s scope and employment quality are also affected by the digital
revolution of labor.

In recent years, an increasing number of people have joined the gig economy, searching for additional income
or as their primary source of income. Moreover, it is influenced by the flexibility of working hours and location
and the freedom to select the type of job (Stefano, 2016). After the COVID-19 crisis and the subsequent spike
in unemployment, many professionals and skilled laborers started working online to maintain their standard
of living. Consequently, it allowed the gig economy to proliferate quickly, creating bottom-up demand and
supply in the online market. Many people, including students looking for employment, retirees, and those with
low and high skills, also turn to gig work to make a living. Gig work has opened up new opportunities for
underemployed or jobless people to transition from full-time employment to a new online-based flexible
employment (Huang et al., 2020).

The term “gig economy” refers to this short-term job phenomenon, a metaphor taken from the music business,
in which musicians are paid to play live shows. It was first driven by experienced IT professionals who began
using online digital platforms to hunt for gig economy opportunities. The gig economy is often referred to as
the ‘platform economy’, ‘on-demand economy’, or ‘sharing economy’. It relates to the demand and supply of
temporary or task-based labor (Howe, 2006; Cherry, 2016; Felstiner, 2011; Bergvall-Kareborn & Howcroft,
2014; Eurofound, 2015).

As stated by ILO (2020), while the gig economy is an attractive alternative source of income, data reveal that

on a worldwide scale, the gig economy tends to attract more young individuals, those aged 25 to 34 (46.2%)
and 35 to 44 (32.5%). Pew Research Center (2016) found that 24% of Americans made money via the digital
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‘platform economy’ the previous year. According to the study, this source of income is crucial for younger
individuals. Meanwhile, according to the McKinsey Global Institute (2016), approximately 20-30% of the
working-age population, or up to 162 million individuals in Europe and the United States, are involved in some
form of independent work.

Because of internet technology and social media growth, younger adults have quickly adopted this new way of
life. According to Hershatter & Epstein (2010), the gig economy frequently arises due to its online platform
element, enabling millennials to utilize their talents and abilities, such as freelance photographers and
videographers, social media content creators and influencers. This argument highlights the fact that many
millennials are leaving traditional jobs for freelance work, which provides them with greater freedom and
flexibility. Research published in the Harvard Business Review (2018) revealed that gig workers value
flexibility, independence, and the opportunity to pursue their passions, with over 74% of respondents
reporting high satisfaction with gig employment.

Given the limited evidence of the relationship between the gig economy and the informal sector, this paper
seeks to investigate two questions. Firstly, how does technology affect the informal sector? Secondly, what are
the gig economy’s implications for the informal sector? This paper addresses critical questions about its role in
economic development and social protection. This study also contributes to the literature in two ways. Firstly,
this paper provides a theoretical framework for comprehending the direction of the gig economy in the
informal sector. Secondly, this research illustrates both the advantages and disadvantages of the gig economy.
The remainder of the study is presented as follows. The following section elucidates a comprehensive literature
review of conceptual approaches defining the informal sector and technology. The third part discusses the
technological impacts on the informal sector. The fourth section comprises the intersections between the
informal sector and the gig economy. The following section discusses the challenges and risks of the gig
economy. Finally, the last section summarises the implications and discussion by presenting a brief conclusion,
limitations, and possible future studies.

2. Conceptual Approaches: Defining the Informal Sector and Technology

The informal sector, which includes non-regulated or recognized economic activities, plays a significant role in
global labor markets, especially in developing nations. The rapid advancement of technology, mainly digital
technologies, has brought new modifications to the informal sector, influencing how informal businesses
operate and interact with formal economic systems. Technology refers to digital tools and innovations,
including mobile phones, internet access, digital platforms, and financial technologies (fintech). The informal
economy’s technology integration can potentially influence economic activities and employment patterns in a
transformative and disruptive manner. This section explores the conceptual approaches to understanding the
intersection of the informal sector and technology, providing insights into the theoretical frameworks that
guide this understanding.

Modernization Theory: The word “modernization theory” originates from older concepts of economic
development (Geertz, 1963; Lewis, 1954; Rostow, 1959). The informal sector is viewed as a step in the market
economy’s developmental process (Lewis, 1954; Rostow, 1959; Harris and Todaro, 1970; Rauch, 1991). In this
view, informal activities will cease to exist as a result of economic development in emerging nations. Workers
with lower levels of human capital are more likely to find employment in informal and smaller firms that
receive lower wages. On the other hand, workers with higher levels of human capital are more likely to find
employment in larger, more productive firms, where they receive higher wages.

Based on this theory, the informal sector is said to result from a surplus of labor supply. As the economy
becomes more modernized, the “excluded” informal laborers will eventually find employment in the formal
market. Modernization theory suggests that economic development and technological advancement are
inherently linked, with technology driving progress and modernization. From this perspective, adopting
technology in the informal economy is seen as a pathway to formalization and economic development.
Technology is expected to increase productivity, enhance market access, and integrate informal businesses into
the formal economy.
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Consequently, according to the modernization theory, the adoption of technological advancements has the
potential to assist in bridging the gap between the informal and formal sectors, hence fostering economic
growth and development. Bosch, Goni-Pacchioni, and Maloney (2012) conducted an empirical study that
utilized data from Latin American countries, which showed that the impact of economic growth,
industrialization, and technology adoption had reduced informal employment. Technology helped informal
laborers in Brazil and Chile migrate to salaried jobs. Over a decade, informal employment in Brazil dropped
10% due to policies that formalized businesses and labor. This corresponds with modernization theory’s
assumption that economic development, driven by technological advances, facilitates the progressive shift of
labor from the informal to the formal sector. Policies should, therefore, focus on facilitating access to technology
and supporting digital literacy among informal workers.

Dependency Theory: This approach emerged as a counterpoint to modernization theory, which views
technology as a universal driver of progress. Dependency theory originated in the 1960s and 1970s, primarily
through the works of scholars such as André Gunder Frank and Immanuel Wallerstein. The theory proposes
that the disparities in global economic conditions result from historical colonialism and economic exploitation
processes. According to this theory, developed countries (the core) exploit developing countries (the
periphery) through unequal trade relationships and the extraction of resources and labor (Frank, 1967;
Wallerstein, 1974). This dynamic creates a dependency that hinders the economic development of peripheral
countries and continues to maintain their inferior status.

In addition, dependency theory offers a contrasting view, arguing that technological advancement can boost
existing inequalities and dependencies. From this perspective, integrating technology into the informal sector
may lead to the exploitation and marginalization of informal workers. Technological tools and platforms, often
controlled by large corporations, can extract value from informal labor without offering equivalent benefits. In
brief, dependency theorists argue that technology controlled by developed countries and large corporations
might contribute to the ongoing marginalization and exploitation of workers in developing nations and
informal sectors. Subsequently, the dependency theory highlights the risks of exploitation and disparities in
development associated with technological adoption in the informal sector.

To support this argument, the World Bank (2019) highlighted the widening digital gap in Sub-Saharan Africa,
where urban elites can access internet infrastructure while rural informal laborers do not. Technological
integration favors urban populations but not rural laborers, worsening regional inequality. This example
emphasizes the unequal distribution of technological benefits within developing countries, where access to
technology remains concentrated among privileged populations, further marginalizing informal laborers in
rural areas. Additionally, the OECD Development Centre’s (2020) findings are consistent with dependency
theory, as they illustrate how dependency relationships can be worsened by reliance on foreign technology,
which in turn keeps developing countries reliant on developed nations for essential technological
infrastructure. Therefore, the empirical studies suggested that the policies should protect informal workers
from exploitation and ensure that technological advancements are inclusive and equitable.

Structuralist Approaches: Moser (1978) and Castells and Portes (1989) promoted the structuralist school.
Structuralist approaches focus on the structural conditions that shape economic activities and labor markets.
These approaches emphasize the role of institutions, regulations, and economic structures in determining the
outcomes of technological integration in the informal economy. Technology can either reinforce existing
structures of inequality or disrupt them, depending on how it is implemented and regulated.

Chen et al. (2004) discussed that according to this theory, informal economic units (micro-enterprises) and
employees are subjugated to minimize input and labor costs, enhancing major capitalist firms’ competitiveness.
The informal economy may be seen as a structural component of the modern development of capitalism. By
exploiting unprotected informal laborers (such as women, youth, immigrants and unskilled), capitalist
businesses aim to decrease wages, and labor safety requirements, and increase flexibility with the
government’s assistance. The informal sector is viewed as a consequence of globalization and capital
accumulation, where it is not a phase in the transition from a traditional to a modern economy. It is not
dependent on the formal economy’s failure to absorb workers or on the voluntary decision of self-employed
individuals. Therefore, according to structuralists, the informal sector is common in developed nations.
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A study by Tokman (2007) found that multinational firms in Latin America minimize production costs by using
informal laborers with lower labor standards, especially in textiles and manufacturing. Supporting the
structuralist perspective, this study showed that even when technology and automation reduced
manufacturing costs, informal laborers continued working in vulnerable conditions and earning low salaries.
In addition, Chant and Pedwell (2008) found that communication and microfinance technology have created
economic opportunities for women in informal businesses in Sub-Saharan Africa, but the lack of regulatory
oversight leaves them vulnerable to exploitation. Despite technological advances, women in agriculture and
handicrafts are underpaid and excluded.

These studies support the structuralist claim that institutional frameworks influence technological uptake
where the lack of regulatory protections perpetuates the informal sector exploitation of workers. In short,
structuralist approaches propose that institutional and regulatory frameworks operate as intermediaries in
influencing the effect of technology on the informal sector. Policies should, therefore, focus on creating
supportive regulatory environments that facilitate positive outcomes from technological adoption.

Post-Structuralist Perspectives: Post-structuralism emerged as a critique of structuralist theories, which
tended to view social and economic structures as stable and deterministic. Instead, post-structuralists argue
that social and economic realities are constructed through language, power relations, and cultural practices
and are, therefore, fluid, contingent, and subject to constant change (Foucault, 2013; Derrida, 2016). However,
post-structuralist viewpoints require a more refined understanding to comprehend the informal sector and its
interaction with technology fully.

In the informal sector and technology context, post-structuralist perspectives focus on how technological
advancements disrupt traditional jobs and create new forms of economic activity. Post-structuralist
perspectives challenge the dual distinctions between formal and informal economies, emphasizing economic
activities’ fluid and dynamic nature. These perspectives highlight the diverse and context-specific ways in
which technology interacts with informal economic activities. Technology can enable new forms of informal
work, create hybrid economic spaces, and redefine the boundaries between formal and informal sectors. This
is where the gig economy comes in the way laborers frequently work in an ambiguous space: they are not
exclusively formal or informal employees.

To support this argument, digital freelancing platforms like Upwork and Freelancer in India have blurred the
lines between formal and informal labor, according to Aneesh (2015). These platforms employ workers in
flexible, non-formal roles without contracts, job security, or benefits. These platforms have produced a hybrid
economy where freelancers switch jobs based on their skills and technology. Meanwhile, Grab and Gojek have
altered Southeast Asia’s transportation business, establishing hybrid economic activities where these p-hailing
and e-hailing drivers deliver their jobs informally yet use formal digital platforms. Lim (2018) found that many
drivers or riders work under informal conditions with flexible hours and no formal employment status, even
though the platforms require registration and legal compliance.

These scenarios show how post-structuralists see technology disrupting economic systems. Ride-sharing
platforms connect informal workers to structured digital systems, fluidizing labor markets. Therefore, they
suggest that policies should be flexible and context-specific, recognizing the diversity of informal economic
activities and how technology can be integrated.

To summarise, the effects of technology on informal economic activity can be viewed through different
perspectives of the various theoretical frameworks—modernization theory, dependency theory, structuralist
approaches, and post-structuralist viewpoints. Collectively, these frameworks offer a thorough comprehension
of the diverse, complex, and frequently conflicting ways in which technology influences informal economic
activities, thereby highlighting the necessity of inclusive, adaptive policies that respond to particular countries.

Technological Impacts on the Informal Sector

The informal sector is subject to significant and varied effects brought about by technology, which in turn
affects how workers in the informal sector conduct business, access markets, and interact with formal
economic structures. This section aims to investigate how technology influences the informal sector, stressing
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both the positive and negative implications of these changes.

In particular, technology can enhance productivity and economic growth within the informal sector by
improving business communication, marketing, and operations. Digital platforms can provide informal
businesses with new markets and customer bases (Heeks, 2017). Social media platforms such as Facebook,
Instagram, and WhatsApp also serve as marketing and sales channels for informal businesses, allowing them
to advertise their products and engage directly with customers (Donner & Escobari, 2010). These platforms,
including the growing and popular TikTok platform, enable informal sector workers to access more extensive
and diverse markets. Besides that, marketplace platforms like eBay, Amazon, and local equivalents allow small-
scale producers and sellers to sell their products online, attractive to customers outside of their geographical
region (Graham et al,, 2017).

In addition, technology can facilitate job creation and entrepreneurship in the informal sector. Digital platforms
like ride-sharing and e-commerce sites offer new opportunities for income generation (Graham et al., 2017).
Mobile technology can support micro-entrepreneurs by providing access to information and resources that
were previously unavailable (Donner, 2007). Digital platforms such as Uber, Upwork, Grab, Foodpanda and
TaskRabbit have created new opportunities for informal workers to engage in gig and freelance work. These
platforms provide flexible work arrangements and the ability to earn income task-by-task (De Stefano, 2016).
Advances in communication technologies have also enabled telecommuting and remote work, offering informal
workers opportunities to participate in the global economy from their local contexts (Kdssi & Lehdonvirta,
2018). This transition can enhance work-life balance and diminish the necessity for migration to urban areas.
However, it also presents concerns regarding the digital gap and inequitable technological access (Graham et
al.,, 2017).

Technology can also facilitate skill development and education for informal sector workers. Online learning
platforms and mobile apps can provide training and resources to improve business practices and technical
skills (Aker et al,, 2016). In addition, mobile learning applications allow informal sector workers to learn at
their own pace and on their schedule, offering flexible learning opportunities that can be customized to meet
their specific requirements (Aker & Mbiti, 2010). Hockly (2018) added that microlearning platforms that offer
short, targeted learning modules are especially suitable for informal workers. These platforms provide quick
lessons on specific skills that can be immediately applied, enhancing job performance and productivity. Virtual
simulations and video tutorials are essential for developing skills that require visual demonstration, including
carpentry, plumbing, and electrical work (Traxler & Kukulska-Hulme, 2007).

ICTs, including smartphones and internet access, enable informal workers to access information on market
prices, weather conditions, and best practices in their respective industries. This information can improve
decision-making and increase productivity (Aker & Mbiti, 2010). Technology also facilitates better supply chain
management and inventory control for informal businesses, reducing waste and improving efficiency (Qiang et
al,, 2011). Automation and digital tools can also streamline administrative tasks such as bookkeeping and tax
filing, allowing informal businesses to operate more effectively and potentially transition to formality (Heeks,
2017). In addition, mobile applications facilitate the efficient management of appointments, deliveries, and
customer feedback by informal businesses, thereby directly influencing customer satisfaction and productivity
(Donner, 2007).

Financial technology (fintech) innovations, such as mobile money and digital payment systems, have
significantly increased financial inclusion for informal sector workers. These technologies enable secure
transactions, savings, and access to credit, which can support business growth and resilience (Jack & Suri,
2011). Besides that, these services offer a secure and efficient means of transferring money, saving, and
accessing credit, which are crucial for business operations (Donovan, 2012). Financial inclusion through mobile
money reduces the reliance on cash transactions, lowers transaction costs, and enhances the ability of informal
workers to invest in their businesses, indirectly improving business productivity by reducing the necessity for
physical travel, lowering transaction costs, and providing a secure method of saving money (Suri & Jack, 2016).
Digital credit platforms provide small-scale loans to informal workers who typically do not have access to
traditional banking services. This access to capital is crucial for expanding business operations and improving
efficiency (Galbraith, 2017).
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In conclusion, technology significantly impacts the informal sector, offering opportunities for market access,
productivity improvements, and new employment forms such as gig employment. In the next part, we will
discuss the intersections between the informal sector and the gig economy due to the impact of technological
progress.

3. Intersections Between the Informal Sector and the Gig Economy

The gig economy and the informal sector are two dynamic components of the global labor market. While the
informal sector has long been a feature of economies, particularly in developing countries, the rise of the gig
economy has introduced new dimensions to informal employment. This section aims to synthesize existing
research on the relationship between the informal sector and the gig economy, exploring how these two sectors
interact and the implications for workers and economic development.

Informality is still relevant today because of the widespread and increasing incidence of various forms of
informality. Compared to the past, informal workers nowadays are associated with individuals in the informal
sector, such as traditional street vendors or home-based workers, and contract or gig workers hired by formal
businesses (Sazali & Gen, 2019). The altering nature of work was recognized at the 2018 International
Conference of Labour Statisticians (ICLS), which recommended a new classification to reflect the blurring lines
between formal and informal employment. For example, there is a distinction between self-employed or
entrepreneurs and contract workers in the case of platform workers such as e-hailing drivers and p-hailing
riders. In general, the informal sector encompasses economic activities that are not subject to formal business
regulation or taxation and are not monitored by the government. Workers in this sector usually do not have
secure employment contracts, legal rights, or social protections. Both sectors involve flexible, non-traditional
employment forms. However, the gig economy is often mediated through digital platforms, differentiating it
from the broader informal sector, which might not utilize digital means.

According to Heeks (2017), the International Labour Organization (ILO) recognizes gig workers as a vulnerable
labor market sector because of the chronic precariousness and structural inequities caused by informal
employment. In brief, the gig economy comprises short-term contracts or freelance work instead of permanent
jobs, facilitated mainly through digital platforms. De Stefano (2016) considered “crowd work”, which refers to
working activities including the completion of several tasks via online platforms and “work-on-demand visa
applications”. The work is accomplished through apps managed by businesses, examples of work that can be
performed in the gig economy. This sector is characterized by on-demand work that provides flexibility but
lacks traditional employment protections. Most gig workers combine multiple tiny “gigs” to make a living since
they have to compete with many other workers for jobs, which further worsens their sense of exclusion (Tran
& Sokas, 2017). Gig employment may be well-paid and safe. Nevertheless, both sectors experience income
instability compared to formal employment due to the transient nature of job opportunities and the absence of
employment benefits.

Work processes have been transformed due to the growth of business models based on smart platforms in the
digital era (Scuotto et al., 2020). There is a gap in the global landscape in which this phenomenon cannot be
conceptually described and statistically assessed uniformly to produce a comparable metric across nations.
According to Messenger (2018), gig workers are typically independent, geographically dispersed, and in direct
competition with each other. Hence, they are frequently categorized as independent contractors. Gig
employment is often performed on a task- or event-by-task basis, and it has a more significant presence in
online and offline platforms for labor (De Stefano, 2018). The on-demand labor force prefers non-traditional
employment, which promotes the flexibility of both income and working hours (Gleim et al., 2019). Similarly,
the digital economy environment enables the gig economy’s growth and a peer-to-peer design to increase
information sharing and social decision-making processes (Kaine & Josserand, 2019).

According to MacDonald and Giazitzoglu (2019), the gig economy may bring about new economic gains but
also give rise to new economic challenges. Ravenelle (2019) says that platforms for the gig economy can be
seen as a “psychological contract violation” for workers and a barrier to the spread of individual loci of
knowledge, which makes jobs less secure and lower-quality entrepreneurial activities more common. On the
other hand, Burtch et al. (2018) say that platforms for the gig economy reduce the number of low-quality
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entrepreneurial activities since they choose only the most solid business ideas. Because of this, it is now widely
acknowledged that the gig economy is a new employment structure brought about by the rise of new
technology (Gleim et al., 2019; Maalaoui et al., 2020).

To sum up, digital platforms offer access to a broader range of jobs and clients, potentially increasing earnings
and reducing the dependence on local markets (Heeks, 2017). The gig economy and the informal sector offer
flexibility and autonomy in work. This flexibility can benefit workers with caregiving responsibilities or those
seeking to supplement their income. However, this often comes at the cost of job security and stability (Graham
etal,, 2017). The gig economy can facilitate skill development and entrepreneurial activities within the informal
sector. Platforms like Upwork and Fiverr allow workers to market their skills globally, build their portfolios,
and gain experience in various fields (Donovan et al.,, 2016). Therefore, the gig economy can provide new
income-generating opportunities for workers in the informal sector.

4. Challenges and Risks

While technology can create jobs, it can also lead to job displacement and exacerbate inequality. Automation
and digitalization may replace certain types of informal work, leading to unemployment and income loss for
low-skilled workers (ILO, 2018). The benefits of technology are often unevenly distributed, with those lacking
digital literacy or access to technology being left behind (Graham et al., 2019). The digital divide remains a
significant challenge, particularly in developing countries. Limited access to technology and the Internet can
prevent informal sector workers from fully benefiting from technological advancements. Therefore, cost,
infrastructure, and digital literacy contribute to this divide (World Development Report, 2016).

While the gig economy can offer pathways for economic mobility for informal sector workers by providing
access to higher-paying gigs and opportunities for skill development, the lack of stability and benefits can limit
long-term economic advancement (Farrell et al., 2018). The gig economy can exacerbate income inequality, as
workers with higher skills and better access to technology are more likely to secure well-paying gigs, while
lower-skilled workers may struggle to find sufficient work (Schwellnus et al., 2019). The informal nature of gig
work often means that workers do not have access to social protection and security such as health insurance,
retirement benefits, or unemployment insurance. The absence of these benefits also places a greater burden
on public resources, potentially increasing the costs to society in the long term. This lack of social safety nets
can increase vulnerability and poverty (Berg, 2015).

One of the primary challenges of the gig economy for informal sector workers is job insecurity. Gig work is
often characterized by irregular income, lack of benefits, and minimal labor protections, which can exacerbate
the vulnerabilities associated with informal work (Rosenblat & Stark, 2016). Digital platforms can create power
imbalances between workers and employers, leading to potential exploitation. Gig workers may face issues
such as low pay, unfair working conditions, and lack of bargaining power (Wood et al., 2019). The rapid growth
of the gig economy has outpaced regulatory frameworks, leading to gaps in labor rights and protections for gig
workers. This regulatory lag can leave informal sector workers without legal recourse in exploitation cases or
unfair treatment (Codagnone et al., 2016). Gig workers may be misclassified as independent contractors rather
than employees, leading to exploitation and denial of workers’ rights and protections (Rosenblat & Stark,
2016).

The lack of stable, predictable employment can lead to economic uncertainty for workers, which may negatively
impact consumer spending and hinder long-term economic planning (Kalleberg, 2011). These effects can be
particularly pronounced during economic downturns, where gig jobs are often the first to be cut, exacerbating
economic instability (Wood et al., 2019). This issue can perpetuate the vulnerabilities associated with informal
work. Therefore, the rapid pace of technological change poses challenges for regulation and policy.
Governments often struggle to keep up with the innovations in the informal sector, leading to gaps in protection
and oversight (Heeks, 2017).

Besides that, the informal nature of gig work also complicates taxation and regulation, often leading to lower

tax revenues than traditional employment sectors. Tax authorities struggle with enforcement, as tracking
income generated through these platforms can be elusive due to the lack of formal reporting mechanisms and
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the use of third-party payment processors (Smith, 2016). Many gig workers are either unaware of their tax
obligations or deliberately evade taxes due to the perceived transience of their jobs (Oei & Ring, 2017). This
loss of revenue can affect public investment in infrastructure, education, and health, which are critical for
sustainable economic growth (Schwellnus et al., 2019). The evasion of income taxes and related contributions
affects the ability of governments to fund essential public services and infrastructure, which are crucial for
long-term economic growth (Auerbach & Hassett, 2015). The lack of clear regulatory frameworks can hinder
the sector’s development and contribute to market inefficiencies (Prassl & Risak, 2015). Thus, the decentralized
and informal nature of gig work complicates tax compliance.

Even though technology can boost productivity, generate employment opportunities, and advance financial
inclusion in the informal sector, it also poses substantial threats, such as the displacement of jobs, inequality,
unfair treatment of workers, and loss of tax revenue.

5. Implications for Policy and Future Research

The gig economy, characterized by flexible, on-demand work facilitated through digital platforms, offers
significant potential to formalize aspects of the informal sector. There are several ways in which the gig
economy can contribute to this formalization process, such as improved tracking and documentation and
access to financial services. Typically, gig economy platforms require participants to register and log their
activities digitally. This process generates a record of their work history and earnings, creating a verifiable
digital footprint often lacking in traditional informal work settings. By partnering with gig economy platforms,
governments can facilitate formalization efforts. These partnerships could focus on ensuring that platforms
operate within legal frameworks, contribute to tax collections, and provide necessary data to local authorities
to help in policymaking and planning.

Policies should also ensure that technological advancements are inclusive and beneficial for all informal sector
workers. This includes promoting access to technology, digital literacy, and financial inclusion. Many gig
platforms offer training to their workers to ensure quality service. This training helps workers develop
professional skills that can elevate their employability and transition them into more formal roles within or
outside the gig economy. Some platforms provide certifications for completed training, which can be
recognized by other employers and institutions, further integrating workers into the formal economy.
Governments can invest in education and training programs to support workers transitioning from the
informal to the formal gig economy. These programs would focus on digital literacy, rights awareness, and
specific skills training to increase the employability and productivity of workers within the gig economy.

In addition, governments should develop regulatory frameworks that protect informal workers from
exploitation and ensure fair treatment. This includes addressing issues such as job security, benefits, and labor
rights. While the gig economy presents opportunities for formalization, it also poses challenges such as job
insecurity and potential exploitation. Therefore, policy interventions are crucial to ensure that the transition
from informal to formal work within the gig economy is beneficial, sustainable, and inclusive. Governments can
use data and insights from gig economy platforms to craft policies that better meet the needs of flexible and
informal workers, ensuring they receive legal protections and benefits. By leveraging technology, regulatory
reforms, and strategic partnerships, the gig economy can play a transformative role in reducing informality and
integrating more workers into the formal economy, ultimately contributing to broader economic development
and stability.

Future research should adopt an intersectional approach, considering how factors such as gender, age, and
ethnicity intersect with technology and informality because different countries might develop and experience
different factors and impacts of informality. This can provide a more comprehensive understanding of the
impacts of technology on the informal sector.

Conclusion

The relationship between the informal sector and technology is complex and multifaceted, influenced by
various conceptual approaches. While technology has the potential to enhance productivity, create jobs, and
promote financial inclusion in the informal sector, it also presents significant risks, including job displacement,
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inequality, and exploitation.

The gig economy can serve as a stepping stone for some workers in the informal sector. By providing
opportunities for income generation, skill development, and entrepreneurial endeavors, gig work can help
individuals transition to more stable and formal employment. The digital nature of gig platforms can also
facilitate greater access to economic opportunities for marginalized groups. Conversely, for many workers in
the informal sector, the gig economy can be a trap that perpetuates their vulnerabilities. The lack of job security,
benefits, and protections can leave gig workers in a precarious position, struggling to make ends meet and
vulnerable to exploitation. Moreover, the gig economy’s flexibility can be illusory, as workers may have little
control over their working conditions and earnings.

Other than that, creating supportive environments for technological adoption in the informal sector can help
maximize its benefits. This includes providing infrastructure, training, and resources for informal workers.
Policymakers and stakeholders must navigate these dynamics carefully, ensuring that technological
advancements are inclusive and beneficial for all informal sector workers. Future research should continue to
explore technology’s diverse and context-specific impacts on the informal sector, address existing gaps, provide
insights that can inform effective policies and interventions, and offer deeper insights into the long-term and
diverse impacts of the gig economy on the informal sector.
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