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SummitObjectives

The key objective of the summitas to offer participants the opportunity to learn firsand about

experiences from SuBaharanAfrica and Latin America in terms of policies around informality and

the impact of informality on inclusive growth. By discussing resflthe ELLAesearch onSouth

Africa and Colombiand their respective regionsy R 6& &KI NAyYy 3 LI NIOAOALI yia
from their work in this area, thexpecttion was thatparticipantswould be able to take bacluseful

lessons thatouldbe translated into action itheir own contexts.

Participants heat from a number of South African and Colombian researchers and experts. The
Colombian and Latin American experience and insiglate presented by Leonardo Villar, Cristina
FernandezGuillermo Perryand Angel MelguizoSouth African presenters includiélaroon Bhorat
Morné Oosthuizerand Kezia Lilenstein

Overview ofSessions

Day One:

Welcome and Introductions

SpeakerHaroon BhoratRrofessor of Economicand Director of the Development Policy Research Unit
at the University of Cape Town

Haroon Bhorat welcomed all the attendeeso the event including g
Professor Guillermo Perry as an honoured guest at the Suml
Professor Perry is a former Ministef Finance for Colombia, and
Chief Economist for the World Bank.

Bhoratexplained that theELLAproject partly focuses on South Africg
within the context of informality and its links to inclusive growtHe
further explained that during the last 18 morgha team from the =SS e R
Development Policy Research Unit has engaged with a teamRemasarrollqithe Colombiarresearch
institute and policy thinkank based in Boga.

Theproject coalesced around the following three activities:
1. Research done on the individual countriasd their regionsaround informality andnclusive
growth.
2. Comparative researctthat builds a typology of informality in terms of its links to inclusive
growth, based on the country and regional research
3. Dissemindion by means of webinars, policy discussicasd learning materials through online
portals.
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Haroon touched on the idea thahére are three issues that should be considemgtdenresearching and
discussingnformality:

1. Definitions and conceptualisingetinformal sector.

2. The size and the shape tife informal economy or sector.

3. A broader view of growingr developinghe informal sector.

Informality and Inclusive Growth
SpeakerMorné OosthuizenDeputy Director of the Development Policy Research ainihe University
of Cape Town

Morné Oosthuizenshared his hopeful expectation that through th
summit, the attendees will have the opportunity to share some
their own research and experiences from working in this arei
enabling all participants tolearn from each other in a morg
meaningful wap CNRBY 9[ [ !,Qdig eIphisedSi®
policy lessons angolicy learning and that is one of key things tha
hadbeenexpected to come out of the summit.

Oosthuizershared he names oteam membeiswho have contributedo the research:

DPRU Team: Fedesarrollo Team: PAC, IDS Advisors:
A Morné Oosthuizen A Cristina Fernandez A Mark Lewis
A Aalia Cassim A Leonardo Villar A DonlLeonard
A Kezia Lilenstein A Juan Camilo Medellin A Shandana Mohmand
A Francois Steenkamp A Francisco Fernandez A Egidio Farina
A Ani Silwal

Oosthuizergave an overview of the ELpfogrammeandits focus on SoutfSouth learning. He went on

to describe the global pressure on governments to engender an inclusive pattern of economic growth,
motivating the theme of this summitOosthuizenprovided an overview of various demographic,
economic and geograjth indicators forColombia andSouth Africa and explained why they are good
countries for a comparison of this nature: they are very similar in many aspects, é@xd¢epnhs of labour
market outcomes. Specifically, Colombia is characterised by a highede§ieformality, vhile South
Africa suffers from extremely high unemployment.

Why Colombia and South Africa?

» Actually quite similar in many respects

|| coombia_ | southAfrica | Year

Area 1.0 million km? 1.2 million km?

Population 48 million 54 million 2014
Share in working ages 68.5% 65.4% 2015
GDP USS 378 billion USS 350 billion 2014
GDP per capita (PPP) $13357 S 13 046 2014
Inequality (Gini) 54.2 63.4 2011
Urbanisation rate 73.2% 64.3% 2014
Pop in largest city 9.6 million 9.2 million 2014
Pop in 1 mil+ urban areas 20.3% 20.0% 2014
Natural resource rents 10.3% of GDP 9.2% of GDP 2013
Intentional homicides 31.8 per 100 000 31.9 per 100 000 2013
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Finally, he tookihe attendeesthrough the variouschallenges in defining botinclusive growth and

informality. While there is no consensus on a formal definition of incugirowth, the challenge around
AYF2NNMIfAGE A& GKFG F 02YY2y RSTFAYAGAZ2Y A& 2F4Sy
sometimes quite significantly, from this definition. At the same time, terms suahf@snal employment

informal sectoandinformality are often used interchangeably, even though they have different technical
definitions. Therefore, a discussion of the definitions generally and of the specific definitions settled on

by the research team was important to ensure that participdrage the same definitions in mind when
contributing.

For more information, sednformality and Inclusive Growth

Taxonomy of Informality in Colombia and South Africa
SpeakerlLeonardo Villar GomdExecutive Director of Fedesarrgllo

LeonardoVillar gave an overview of the main argument set forth In Y
the Comparative Evidence paper produced by DPRU and Fedesarrollo.
He detailed ataxonomy ofinformality in Colombia and South Africa "
developed as part of the ELLA research, witbrim&lity divided into
voluntary, induced and subsistence informality

1. Voluntary informality typifies workers who decide to be informal, given that the benefits of
being informal are greater than those of being formally employed. This cost benefit analysis
AyOf dzRSa Y2ySGIFINE QOFNARIFoOofSa adzOK Fa APA@BDYETFIYR
0SAY3I AYF2NNIt adzOK +a €1 02dzNJ Tf SEbyeplaidinge = 6 SA
what the three types of informality arend what the relevant productivity indicators of all the
types of informalities are.

2. Induced informality descibes those informal workers who are willing to work formally and
possess the necessary level of productivity to be employed freely in this market, but are
relegated to informal jobs because of excessive labour protection or implicit rules of the society,
such as labour discrimination.

3. Subsistence informalitys typified by those workers who are willing to work in the formal sector
(or do not have particular preferences for informality) but do not possess the necessary skills in
order to produce at the ledaequired by the formal labour market. While these individuals may
suffer from entry barriers to the formal labour market, a significant reduction in these barriers is
not likely to generate an increase in their formal employment rates since the maier drfithis
kind of informality is their low productivity, coupled with a lack of demand for low productivity
jobs in the labour market.
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Summary:Types of informality: SA and Colombia

Transition between informality and

. Medium (26%) Low (13%)
. formality
Choice and ) )
Voluntary Preferences for informality- surveys Very low (22%) Low (35.9%)
Informality o » ‘ Lowe: Procyciical Low: Counter-cyclical
Cyclicality: coefficient of correlation average because of
average 2
regulations
Indicators of segregation: Relative High: Women and  Medium: Women and
Barriers to probability of informality Non-whites ethnic minorities
Formality and
Induced Minimum wage/average wage Low (17%) High (66%)
informality
Labour tax/commercial profits Low (4%) Medium high (18.6%)
‘%3 c?f workers earning wages < min. N/A High (48%)
—_ hiring cost
Productivity Relative probability of informality for
4 Y ¥ High High

low productivity groups

In his presentationVillar also detailed ways in which these types of informalityay be identifiedin
Colombia and South Africa. The main conclusion is that informal wotkersot be treatedas a single,
homogereous group. Further, evein instances wherenformality may promote inclusive growth for
vulnerable groups, the cost of informality at a saaidevel should not be ignored. Finallyhere South
Africa can learn about the potential costs of high levels of informality from Colo@blambiamay be
able tolearn from the more flexible arrangement séttingwage miniman South Africa.

Commentson this paper were made by Guillermo Perry, NResident Fellow at the Center for Global
Development and former Chief Economist of the Latin America and Caribbean region of the World Bank
(19962007). Perry provided comments to the paper presented byaVille described the paper as
GSEOSttSyié¢s aleayd (GKIFG Al LINPOGARSA | daAaSTdZ 0O2Y
and South Africa, and more generally in Latin America and Africa. He mentioned the need to complement

the paper with an malysis of motivations and policy implications of informal firms, noting that often it is

the firm that opts to be informal, rather than the worker necessarily.

For more information, seddentifying the Types of Informality in Colombia and South Africa

Informality in Africa and Latin America

Speaker:Kezia Lilenstai (Researcher afThe Development Policy
Research Unit at the University of Cajmnn). ;

KezialLilensteinshared some very insightful background informatic
and discussed theools required to assist individuals with identifyin
the effect of informality on inclusivgrowth in their own countries
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ARCUND THE WORLD
She firstgave an overview of informality and inclusiv "
growth in the Sub-Saharan Africa and Latin Americe e
regions noting that in many instancemformality is
important for absorbing people into the labour marke
in many countries in these regions. There is also a la ¢
degree of heterogeneity in terms of the structure ¢ 51% ° N ¥iiagy
informality between countries in both regions. Fc
example, Mexico shows high degree of voluntary
informality; Argentina, Senegal, Paraguay, the Repul
of the Congo, Bolivia, Zimbabwe, Cote d'lvoire a Informal employment as share of non-agricultural
Brazil show evidence of induced informality, ar employment (%), 20042010
Burundi, Namibia and South Africa show evidence o FERRREEA '
high degree of subsistee informality. Generally, there
is limited data and literature on informality in Africal
countries, something which is important to addres
going forward.

66%

East & Southeast Asia

Eastern Europe &

For more information, seeRethinking the Effect of EEiEEs 2
Informality on Inclusive Growth: Latin America and -St 25% 6o% 75%

ng

i Source:Vanek, ). et al. 2014, Statisti the Informal Ecor
Saharan Africa Key ourceane ). 2 2014 Sttt n e o oo
! :

@—— Lowest country estimate
—Q Highest country estimate

Average rates by sex

Informality in Latin America
Speaker:Guillermo Perry Non-Resident Fellow at the Center for Global Developmerfibrmer Chief
Economist of the Latin America and Caribbean region of the World,B88i6-2007).

GuillermoPerry provideda very detailedpicture ofinformality in Latin
America, noting thathe focusshould notonly be on the exclusioof
workers and firms from the formal sectobut also on exifrom the
formal sectorasa motivation for informality.Perry noted that, while
some firms opt for informality due to the low net benefits of formalit
in other instances workers collude with firms in not paying so
security contributions in exchange for higher salarldsalso discussed
the differencesn informality by sectarin tradeable sectors informalit

Main themes from the report

o We need to focus not only on exclusion, but exit as
motivations for informality
= Many firms/workers are unable to become formal due to
poor regulations and rigidities but
= Many firms/workers choose not to interact with
government and opt out of social protection

» Implies new emphasis on firm/worker cost benefit
analysis of formality and other motivations in addition
to understanding regulatory barriers.

o Informality, Distribution, Average Productivity are
all reflections of a larger socio-economic equilibrium

is typically lower, but is oftehigh inthe non-tradeable sectors where economies of scare afdesser
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importance Reference was also made to the comparative advantafjesd constraintdacing workers,

as well as the challenges around ensuring effective and sustaisati@ protection.

Perty further noted the relationship between the strength of enforcement and the ratio between
informality and unemployment: where enforcement is stronger and regulations therefore more binding,
informality tends to be lower and unemployment higher.

For moreinformation, sednformality: Exit and Exclusion

Informality in SubSaharan Africa
Speakerimraan ValodigProfessor oDevelopment EconomicBlniversity of Witwatersrand, via skype.

Imraan Valodidocussed his presentation dnformality in SubSaharan Africa by discussing treriance
0SG6SSy | OOSLIISR WTIF OlaQ | o62dzi dieyedcd bevieeh histdicall Yy R ¢ K
and emergingconceptualigtions of the informal economyhave important implications for policy, with

Valodia outlining the differing policy responses

ValodiaLINE A RSR 'y 2@O0SNWASG 2F AYTF2NXIfAGE FNRY G(GKS L
{SS¢ o

1 First,the ideathat the informal economy was a teropary phenomenorand that itwould cease
to exist as the economy develofsscontradicted by the fact that the informal economy is today
disproportionately the site of employment creation in the developing world.

1 Secondthe view thatthe informal economyexisied because small enterprises were evading
regulationsis countered by the fact thavorkers in the informal economgenerally operate in
clear sight andrein factdisadvantaged by being outside of regulation.

1 Third, while the prevailing view ishat the informal economyis characterised byevels of
productivity that are uniformly lower than those observed the formal economy,current
evidence suggestiat the informal economy is very diverse in terms of levels of productivity.

1 Finally,nsteadof cushioning the economy during economic downturns as originally thought, the
informal economymaybear the brunt of economic recessions.

What we thought  Policy What we see Policy implication

(WWT) Implications of (WWS) of WWS
WWT

The IE is a Development The IE has grown Development
temporary policy should substantially and is  policy should
phenomenon which promote the formal now the major support the IE
will cease to exist economy and source of which provides a
as the economy discourage the IE employment in livelihood for the
grows and much of the vast majority of
develops developing world. low-income

The IE is earners

disproportionately

the site of

employment

creation

For more information, se€onceptualizing the Informal Economy: Evolution, Myths and Realities
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Day Two:

Thelmpact on Informality of Reducing Labour Taxes in Colombia
SpeakerCristina FernandegFedesarrollo).

CristinaFernandezpresented the results of research time impact of
payroll taxes on informality with reference to ttease of the 2012
Colombiartaxreform. She shared brief background of how the 2012
Colombiantax reform was implementedand an overviewof their
methodology The conclusion of theesearchwas that thesignificant
decline ofl3.5percentagepoints in payroll taxesvas associated with
a decline inthe informality rate in Colombiaf between 4.3 and 6.8
percentage points for affected worker Overall this resulted in a'y\

decline in the economyide informality rate of between 1.6 and 2. @ercentagepomts Men intheir
productive years with low levels of education were most favoured by the reform.

The research therefore suggests that atdiepart of the reason for high levels of informality in Colombia
is the high payroll taxes that have been implemented over time. Thus, the reduction of these payroll

taxes implied a reduction in the costs associated with formality and a subsequent dectimerate of

informality, with the effect being particularly strong for relatively low productivity workers (i.e. those

with low levels of education).

For more information, seBayroll Taxes and thdimpact on Informality
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