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Summit Report
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Summit Objectives
The key objective of the summit was to offer participants the opportunity to learn first-hand about
experiences from Sub-Saharan Africa and Latin America in terms of policies around informality and
the impact of informality on inclusive growth. By discussing results of the ELLA research on South
Africa and Colombia and their respective regions and by sharing participants’ views and experiences
from their work in this area, the expectation was that participants would be able to take back useful
lessons that could be translated into action in their own contexts.
Participants heard from a number of South African and Colombian researchers and experts. The
Colombian and Latin American experience and insights were presented by Leonardo Villar, Cristina
Fernandez, Guillermo Perry and Angel Melguizo. South African presenters included Haroon Bhorat,
Morné Oosthuizen and Kezia Lilenstein.

Overview of Sessions
Day One:

Welcome and Introductions
Speaker: Haroon Bhorat (Professor of Economics, and Director of the Development Policy Research Unit
at the University of Cape Town).
Haroon Bhorat welcomed all the attendees to the event, including
Professor Guillermo Perry as an honoured guest at the Summit.
Professor Perry is a former Minister of Finance for Colombia, and
Chief Economist for the World Bank.
Bhorat explained that the ELLA project partly focuses on South Africa
within the context of informality and its links to inclusive growth. He
further explained that during the last 18 months, a team from the
Development Policy Research Unit has engaged with a team from Fedesarrollo (the Colombian research
institute and policy think-tank based in Bogotá).
The project coalesced around the following three activities:
1. Research done on the individual countries and their regions around informality and inclusive
growth.
2. Comparative research that builds a typology of informality in terms of its links to inclusive
growth, based on the country and regional research.
3. Dissemination by means of webinars, policy discussions, and learning materials through online
portals.
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Haroon touched on the idea that there are three issues that should be considered, when researching and
discussing informality:
1. Definitions and conceptualising the informal sector.
2. The size and the shape of the informal economy or sector.
3. A broader view of growing or developing the informal sector.

Informality and Inclusive Growth
Speaker: Morné Oosthuizen (Deputy Director of the Development Policy Research Unit at the University
of Cape Town).
Morné Oosthuizen shared his hopeful expectation that through the
summit, the attendees will have the opportunity to share some of
their own research and experiences from working in this area,
enabling all participants to learn from each other in a more
meaningful way. From ELLA’s perspective, a big emphasises is on
policy lessons and policy learning, and that is one of key things that
had been expected to come out of the summit.
Oosthuizen shared the names of team members who have contributed to the research:
DPRU Team:

Fedesarrollo Team:

PAC, IDS Advisors:

















Morné Oosthuizen
Aalia Cassim
Kezia Lilenstein
Francois Steenkamp

Cristina Fernandez
Leonardo Villar
Juan Camilo Medellin
Francisco Fernandez

Mark Lewis
Don Leonard
Shandana Mohmand
Egidio Farina
Ani Silwal

Oosthuizen gave an overview of the ELLA programme and its focus on South-South learning. He went on
to describe the global pressure on governments to engender an inclusive pattern of economic growth,
motivating the theme of this summit. Oosthuizen provided an overview of various demographic,
economic and geographic indicators for Colombia and South Africa and explained why they are good
countries for a comparison of this nature: they are very similar in many aspects, except in terms of labour
market outcomes. Specifically, Colombia is characterised by a high degree of informality, while South
Africa suffers from extremely high unemployment.
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Finally, he took the attendees through the various challenges in defining both inclusive growth and
informality. While there is no consensus on a formal definition of inclusive growth, the challenge around
informality is that a common definition is often assumed even though country’s typically deviate,
sometimes quite significantly, from this definition. At the same time, terms such as informal employment,
informal sector and informality 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 participants have the same definitions in mind when
contributing.
For more information, see: Informality and Inclusive Growth.

Taxonomy of Informality in Colombia and South Africa
Speaker: Leonardo Villar Gomez (Executive Director of Fedesarrollo).
Leonardo Villar gave an overview of the main argument set forth in
the Comparative Evidence paper produced by DPRU and Fedesarrollo.
He detailed a taxonomy of informality in Colombia and South Africa,
developed as part of the ELLA research, with informality 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
includes monetary variables such as income and taxes but it can also include other ‘amenities’ of
being informal such as labour flexibility, being one’s own boss and independence., by explaining
what the three types of informality are, and what the relevant productivity indicators of all the
types of informalities are.
2. Induced informality describes 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 informality is 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 level required 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 main driver of this
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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In his presentation, Villar also detailed ways in which these types of informality may be identified in
Colombia and South Africa. The main conclusion is that informal workers cannot be treated as a single,
homogeneous group. Further, even in instances where informality may promote inclusive growth for
vulnerable groups, the cost of informality at a societal level should not be ignored. Finally, where South
Africa can learn about the potential costs of high levels of informality from Colombia, Colombia may be
able to learn from the more flexible arrangement of setting wage minima in South Africa.
Comments on this paper were made by Guillermo Perry, Non-Resident Fellow at the Center for Global
Development and former Chief Economist of the Latin America and Caribbean region of the World Bank
(1996-2007). Perry provided comments to the paper presented by Villar. He described the paper as
“excellent”, saying that it provides a useful comparison of informality and inclusive growth in Colombia
and South Africa, and more generally in Latin America and Africa. He mentioned the need to complement
the paper with an analysis 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, see: Identifying the Types of Informality in Colombia and South Africa.

Informality in Africa and Latin America
Speaker: Kezia Lilenstein (Researcher at The Development Policy
Research Unit at the University of Cape Town).
Kezia Lilenstein shared some very insightful background information
and discussed the tools required to assist individuals with identifying
the effect of informality on inclusive growth in their own countries.
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She first gave an overview of informality and inclusive
growth in the Sub-Saharan Africa and Latin American
regions, noting that in many instances informality is
important for absorbing people into the labour market
in many countries in these regions. There is also a large
degree of heterogeneity in terms of the structure of
informality between countries in both regions. For
example, Mexico shows a high degree of voluntary
informality; Argentina, Senegal, Paraguay, the Republic
of the Congo, Bolivia, Zimbabwe, Cote d'Ivoire and
Brazil show evidence of induced informality, and
Burundi, Namibia and South Africa show evidence of a
high degree of subsistence informality. Generally, there
is limited data and literature on informality in African
countries, something which is important to address
going forward.
For more information, see Rethinking the Effect of
Informality on Inclusive Growth: Latin America and SubSaharan Africa.

Informality in Latin America
Speaker: Guillermo Perry (Non-Resident Fellow at the Center for Global Development, former Chief
Economist of the Latin America and Caribbean region of the World Bank, 1996-2007).
Guillermo Perry provided a very detailed picture of informality in Latin
America, noting that the focus should not only be on the exclusion of
workers and firms from the formal sector, but also on exit from the
formal sector as a motivation for informality. Perry noted that, while
some firms opt for informality due to the low net benefits of formality,
in other instances workers collude with firms in not paying social
security contributions in exchange for higher salaries. He also discussed
the differences in informality by sector: in tradeable sectors informality

is typically lower, but is often high in the non-tradeable sectors where economies of scare are of lesser
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importance. Reference was also made to the comparative advantages of and constraints facing workers,
as well as the challenges around ensuring effective and sustainable social protection.
Perry 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 more information, see Informality: Exit and Exclusion.

Informality in Sub-Saharan Africa
Speaker: Imraan Valodia (Professor of Development Economics, University of Witwatersrand) – via skype.
Imraan Valodia focussed his presentation on informality in Sub-Saharan Africa by discussing the variance
between accepted ‘facts’ about informality and what we see today. The difference between historical
and emerging conceptualisations of the informal economy have important implications for policy, with
Valodia outlining the differing policy responses.
Valodia provided an overview of informality from the perspective of “What we Thought” and “What we
See”.
 First, the idea that the informal economy was a temporary phenomenon and that it would cease
to exist as the economy develops is contradicted by the fact that the informal economy is today
disproportionately the site of employment creation in the developing world.
 Second, the view that the informal economy existed because small enterprises were evading
regulations is countered by the fact that workers in the informal economy generally operate in
clear sight and are in fact disadvantaged by being outside of regulation.
 Third, while the prevailing view is that the informal economy is characterised by levels of
productivity that are uniformly lower than those observed in the formal economy, current
evidence suggests that the informal economy is very diverse in terms of levels of productivity.
 Finally, instead of cushioning the economy during economic downturns as originally thought, the
informal economy may bear the brunt of economic recessions.

For more information, see Conceptualizing the Informal Economy: Evolution, Myths and Realities.
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Day Two:

The Impact on Informality of Reducing Labour Taxes in Colombia
Speaker: Cristina Fernández (Fedesarrollo).
Cristina Fernández presented the results of research on the impact of
payroll taxes on informality with reference to the case of the 2012
Colombian tax reform. She shared a brief background of how the 2012
Colombian tax reform was implemented, and an overview of their
methodology. The conclusion of the research was that the significant
decline of 13.5 percentage points in payroll taxes was associated with
a decline in the informality rate in Colombia of between 4.3 and 6.8
percentage points for affected workers. Overall, this resulted in a
decline in the economy-wide informality rate of between 1.6 and 2.6 percentage points. Men in their
productive years with low levels of education were most favoured by the reform.

The research therefore suggests that at least part 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 decline in the rate of
informality, with the effect being particularly strong for relatively low productivity workers (i.e. those
with low levels of education).
For more information, see Payroll Taxes and their Impact on Informality.
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Informality in Latin America: Taxes and Beyond
Speaker: Angel Melguizo (Senior Economist at the Organisation for Co-operation and Development
(OECD) in Paris, France).
Angel Melguizo explained that informality is normal for the workers in
Latin America, in terms of non-wage earners, workers in small firms, or
low-income workers. Informality is also high for middle-income
workers, and in Latin America there is a growing emerging middle
class. However, this is seen as a negative, especially given that it is not
easy to do long term planning or to have social insurance with such
high informality. Nor is there a good representative economic/labour
model, where enforcement takes place e.g. channelled through the
wage bill. There are also disincentives to formality for firms and/or workers, with non-wage labour costs
and labour regulations (e.g. minimum wages), and the existence of non-contributory benefits. High costs
of formality (taxes and labour regulation) could be playing a role, especially when interacting with labour
regulations. Informality then leads to low trust in the state and/or financial sector, and also low
productivity.

Melguizo also noted that, while labour costs are heterogeneous within the region, they are relatively low
in LAC compared with the OECD, partly due to low taxes on wages (22 percent compared with 36 percent
in the OECD region), which can also be explained by the personal income tax (where the average formal
worker is exempted). Personal income tax in LAC is borne fully by the top two or three deciles, in the
context of 55 percent of workers being informal. As taxes on wages can be burdensome, especially for
the transition from informality to formality, the way forward must go beyond taxes: with a
comprehensive pro-formality package, where incentives can be monetary and non-monetary, along with
productive development policies.
For more information, see Informality in Latin America: Taxes and beyond.

ELLA Learning Alliance on Informality and Inclusive Growth
Summit Report

9

The GCRO Quality of Life 2015 survey and Gauteng’s informal sector entrepreneurs and cross border
traders
Speaker: Sally Peberdy (Senior Researcher at the Gauteng City-Region Observatory).
Sally Peberdy gave an overview of informal entrepreneurship in
Gauteng using the Quality of Life 2015 Survey conducted by the
Gauteng-City Region Observatory, and shared very insightful
information on the small scale cross border trade and how it affects
Gauteng. The research showed that the majority of new businesses
are in the informal sector and are financed through personal savings.
In addition, most informal businesses (45 percent) are in the
wholesale and retail sector, while only one-quarter of small
businesses know about available government services.
Sally also discussed another survey which interviewed informal sector entrepreneurs. South African
informal sector traders used less capital than cross-border migrants when starting a business. Crossborder migrants were more likely to use wholesalers and factories when purchasing supplies whilst South
African traders were more likely to use supermarkets, resulting in higher costs for South African traders.
Finally, cross-border migrants were more likely to make profits of over R6 401 per month.

Importantly, the research presented by Peberdy highlights the important linkages between the formal
and informal economies. In particular, the different sourcing behaviours of South African and crossborder migrant informal entrepreneurs—the former sourcing stock from retailers, the latter from
wholesalers—are reflected in differentials in terms of competitive pressures experienced and profits, for
example.
For more information, see Informal Entrepreneurship and Gauteng.

The Township (Informal) Economy: An Area Level Perspective
Speaker: Andrew Charman (Director of the Sustainable Livelihoods
Foundation and head of the Formalising Informal Micro-Enterprises
Project).
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In his presentation, Andrew Charman explained how a township (informal) economy is emerging in South
Africa. Entrepreneurship is embraced as a means of survival, employment, and wealth accumulation, but
there is fluidity between survival, induced and voluntary informality. While most people start in business
on their own initiative, and micro-enterprises survive and grow (to a point), there is also an
entrepreneurship ‘problem’ at play. He also discussed how the growth of businesses in townships is often
hindered by resource constraints, entrepreneurial outlook, and structural impediments. Misguided
policies and regulation also hamper enterprise development and growth.
Charman shared research from a 5-year study of nine townships in four of South Africa’s provinces, in
particular focusing on micro-enterprises and their spatial distribution in Delft South, with comparative
analysis from 2010 and 2015. Core obstacles to informal businesses that were identified included crime,
street trade restrictions, land access and/or use rights constraints, price competition, police harassment
and licensing restrictions.

Some of the policy priorities since identified through the research include: land rights (zoning and access
for commercial use); designating high streets as special zones (provided with a business oriented
infrastructure and facilities); broad concessions for street trade and mobile trade; minimising regulatory
barriers (to facilitate formalization through a developmental approach); influencing the role and function
of shopping malls/large retail developments; recognising the transport sector as a ‘gateway’ to smallbusiness development; enhancing business use of ICT through free data/wi-fi hotspots; and avoiding
unsustainable business approaches (such as incentives for cooperatives).
For more information, see The Township (Informal) Economy: An area level perspective.
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Overview of the Discussions
The discussions touched on a number of important issues, some of which will be highlighted here.
Echoing the points made in the early presentations, the issue of consistent definitions was raised at
various points over the two days. First, definitions were raised in the context of cross-country
comparisons, which are often made difficult by a lack of consistency. Definitions are perhaps even more
problematic where they appear similar, but may deviate significantly from each other. This is the case for
certain definitions of informality that are described as ILO definitions, but which have been adapted to
local contexts. It is clear that even small tweaks to definitions can have significant impacts on who is
included, at the individual level but also at the level of categories of workers. Second, early emphasis on
definitions appeared to have resonated with participants as at various points the discussion was brought
back to this issue as a way to make sure that participants’ contributions were framed according to a
common understanding.
One issue that the summit clearly exposed was the differing perception of informality according to the
local context. Latin American participants were surprised at the often positive view of informality as a
source of jobs held by many of the African participants, while African participants were surprised at the
negative view held by the Latin Americans. This difference is at least partly rooted in the perceived
alternative: in Latin America, the alternative is viewed as formality, while in many African countries (and
in South Africa in particular) the alternative is seen to be unemployment. While context helps explain
these perceptions, it is also key to understanding the nature of informality within a particular country or
region and to informing policy choices.
An important feature of the discussion was the recognition of the centrality of the notion of
heterogeneity: heterogeneity in country contexts, but also in the motivations and choices of firms and
workers. Thus, for example, individuals and firms may choose informality for a number of reasons, with
different reasons often leading to differing outcomes and requiring different policy interventions.
Further, workers and potential workers are not homogeneous and possess different characteristics in
terms of educational attainment, skill sets, mobility and preferences, amongst other things. An important
difference amongst workers is gender and, although this was not a focus of the research or the summit,
the interactions between gender and labour market behaviour was highlighted. As was noted, women
are typically constrained by household and care responsibilities; they therefore have less time available
to seek work, may be more constrained in their ability to travel long distances to places of employment,
and may be more vulnerable in informal work settings.
Much of the discussion centred on the question of linking the informal economy into growth processes
and ensuring that informal workers and firms are able to share in the gains from growth. One possibility
is pursuing policies aimed at the formalisation of informal workers and firms. There appeared to be
general agreement that policies aimed at formalisation should focus on encouraging the process of
formalisation rather than forcing it (i.e. more ‘carrot’, less ‘stick’). This was in agreement with some of
the evidence presented in the ELLA research papers. Thus, if benefits to formalisation are small in a
particular context, the focus may need to be on reducing the costs to create an incentive to formalise. In
the same vein, a participant raised an experience from Nigeria where government partnered with a
financial institution to provide bank accounts to informal traders at reduced rates. The success of the
intervention was attributed to the fact that it attempted to formalise without disrupting informal firms. It
was further noted that, within the context of formalisation, skills become a key consideration. In other
words, skills become an issue in a pro-formality agenda, suggesting that countries should focus on getting
educational and skills outputs commensurate with the financial and other inputs invested into the
education and training systems.
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The process of formalisation is linked to the idea of transitions, which was an issue that the ELLA research
investigated in some detail. While the formalisation process is linked to the transition between
informality and formality, there are also potential transitions between unemployment and informality
and between unemployment and formality. Where informality is viewed as a better outcome than
unemployment, then the transition from unemployment to informality should be encouraged. There
were, though, differences in opinion as to the desirability of this latter type of transition, with some
participants stating a strong preference for transitions to formality—whether from informality or
unemployment—and for decent jobs, and an aversion for any transition into informality. In the context of
high unemployment, however, Guillermo Perry made the point that we should distinguish between
societal longer-term goals (such as formal employment), from the smaller incremental steps on the road
to achieving these goals. In other words, while informality may be a demonstrably inferior outcome to
formality, it may be only one step along the path from unemployment to formality. The key here is to
ensure that each new policy or policy reform takes us closer to achieving these goals.
The transition from unemployment to informality is, though, not always straightforward. Although the
informal sector is typically considered a sector where entry and exit is easy, there are often barriers to
entry in reality. Barriers to entering the informal sector are, then, manifested in high levels of
unemployment. These barriers may vary from issues such as access to credit, premises or services, to
issues of crime or perceptions of community members. While policy interventions for some of these
barriers may be simple and relatively easy to implement, others may have very long lags or may require
various coordinated cross-cutting interventions in order to achieve results.
A second possibility for facilitating the process of informal workers and firms benefiting from economic
growth lies in the strengthening of mutually beneficial linkages between the formal and the informal
economies. Formal-informal linkages may be an effective means of stimulating the informal economy by
tying informal firms into formal supply chains, progressively building skills, networks and markets, for
example, improving conditions and benefits for workers, and gradually drawing informal firms into the
formal economy. There are, though, important challenges around developing formal-informal linkages.
One participant noted the requirement for a change in mind-set amongst formal businesses, citing the
unwillingness of many formal firms to engage with informal firms (the particular example used was the
high-end service sector). This may suggest scope for policy that aimed to encourage such linkages.
Similarly, government itself may need to consider ways in which it may be able to relax requirements for
firms to allow them to do business with the state. It was also noted that not all linkages are necessarily
benefiting informal firms or workers: cited examples typically describe how informal firms supply formal
firms (e.g. laundry services in India), but in South Africa formal firms typically fulfil the role of supplier.
This dynamic was argued to have far fewer beneficial impacts for informal firms and workers.
Related to this, the research finding that large numbers of cross-border migrants come to South African
cities to source stock for their businesses in other Southern African countries was met with great interest
from local government representatives, who viewed this type of activity as presenting important
economic opportunities for their cities.
The relationship between the formal and informal economies is complex and challenging to successfully
negotiate. This challenge is particularly keenly felt at the local government level and representatives of
local government shared with us some of their experiences. Local governments in South Africa grapple
with the challenge of making urban economies more inclusive of informal activities within the inherited
apartheid spatial context. The policy of opening up formal business areas to informal traders, for
example, creates both opportunities for the informal economy as well as challenges for formal businesses
and local government. Various views were expressed as to the desirability of allowing informal street
traders to compete side by side with formal retailers, or of creating spaces within formal malls for
informal trading, for example. Similarly, there was a call for more creative spatial planning, particularly
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within informal settlements and townships, from local governments in order to create environments
conducive to establishing and growing thriving enterprises.
An important concern expressed during the summit revolved around social protection and the challenge
posed by informality in ensuring appropriate coverage. As one participant noted, we should not pursue
formality for formality’s sake, but rather because of the benefits it provides to workers, firms and society
generally. For workers, one of the key benefits of formality relates to coverage of social protection
programmes. A particular lesson for sub-Saharan African countries offered by Latin American participants
was to design more flexible programmes that account for mobility of labour between formal and informal
sectors, as well as for the fact that many workers may work for long periods within the informal sector.
Further, policymakers should avoid the excessive bundling of benefits to ensure that workers do not opt
out because they do not value particular benefits. Finally, policy should ensure that the appropriate
incentives are in place; for example, subsidising health insurance for informal workers may create
incentives for workers to opt out of the formal sector. Since many sub-Saharan African countries are still
in the early stages of establishing comprehensive systems of social protection, these are key lessons from
the Latin American experience.
Related to the concerns around social protection is the phenomenon of labour brokers and the
‘informalisation’ of workers despite them working in ‘formal’ jobs. This is a challenge also experienced in
Latin America, with the policy response in Colombia being to require part-time contracts to be compliant
in terms of social protection. As noted by one of the participants, the dynamics may be different for firms
and for workers and, given the scarcity of paid work and the resulting uneven power relationships,
workers are often informalised against their will.
Finally, at various points in the discussion the issue of data was raised, both in terms of problems of
comparability across countries as well as the simple lack of data. The latter is a particular problem within
sub-Saharan Africa and has significant implications for the ability of governments to make evidencebased policy. In many contexts, we do not properly understand the motivations of workers or of
consumers, and we do not fully appreciate the binding constraints facing informal firms. We also do not
properly understand the process of labour market transitions due to the general lack of panel data, as
noted by Valodia. Governments in the region must, therefore, provide the appropriate support for the
collection of good quality data and, in particular, help ensure that such data is broadly available for
research. At the same time, there is a need to strengthen capacity within governments to interrogate
data and research and to formulate policy based on robust evidence. The lack of data also manifests itself
at the local level where, it can be argued, the need for data may be the most pressing. Thus, several local
government representatives affirmed the need for better information on individuals active within local
informal economies.
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