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ABSTRACT
The informal sector is not a homogeneous mass of individuals. The same instruments cannot be used to approach
the informality of a senior executive avoiding taxes and that of a street vendor.
The analysis of labour markets in Colombia and South Africa provides an opportunity to create a framework
broad enough to understand the complex phenomenon of informality. Both South Africa and Colombia are
upper-middle income countries struggling to break out of the middle-income trap. While both countries are very
similar in a number of aspects, such as levels of per capita income and inequality, South Africa stands out for
having relatively high levels of unemployment and low levels of informal employment. Colombia, on the other
hand, has a lower rate of unemployment but persistently high levels of informality. As a result, current debates
surrounding informality in the two countries are very different. In South Africa, the informal sector tends to be
viewed as a way of reducing unemployment and consequently national policy aims to promote self-employment
through entrepreneurship. In Colombia, on the other hand, informality tends to be viewed as a constraint on
the growth of the formal sector and consequently the national policy aims to control it. We therefore have two
similar countries where the impact of informality on inclusive growth is viewed very differently.
These apparent differences led us to ask the following three questions: 1) Is labour informality positive or negative
for inclusive growth, understood as growth accompanied by lower inequality? 2) Is the answer to question 1 the
same for all types of workers in a country? and 3) Are the policy recommendations to improve inclusive growth
through informality the same for all types of workers? This comparative evidence paper attempts to answer these
three questions simultaneously. For this purpose, we developed a taxonomy of informality and a methodology
to estimate the configuration of informality in each country. We theorised the relationship between each type of
informality and inclusive growth, as well as the policies required to increase the inclusivity of growth for each
type of informality. We applied this exercise in a detailed way to Colombia and South Africa, and more broadly
to other countries in Latin America and Africa, in order to draw out conclusions and policy recommendations
relevant for countries across these regions.

3

RETHINKING THE EFFECT OF INFORMALITY ON
INCLUSIVE GROWTH: LESSONS FROM COLOMBIA AND
SOUTH AFRICA FOR THEIR REGIONS

TABLE OF CONTENTS
5

List of Acronyms

7

Introduction

9

Defining Inclusive Growth and Informality

9

Defining inclusive Growth

9

Defining informality

12

Informality and its Relationship with Inclusive Growth

13

Structure of the informal market and its impact on informality

14

Identifying the prevailing type of informality within a country

17

Informality and Inclusive Growth in Colombia and South Africa

17

Why Colombia and South Africa are good countries to compare

19

Using data to determine the types of informality in each country

37

Applying our method to other countries in Latin America and sub-Saharan Africa

37

Informality and inclusive growth in sub-Saharan Africa and Latin America

41

Identifying the prevailing type of informality in Latin America and Sub-Saharan Africa

47

A Review of Each Type of Informality and their Policy Implications

50

Conclusion

52

References

58

Annexes

RETHINKING THE EFFECT OF INFORMALITY ON
INCLUSIVE GROWTH: LESSONS FROM COLOMBIA AND
SOUTH AFRICA FOR THEIR REGIONS

LIST OF ACRONYMS
ARG

Argentina

ARM

Armenia

BEPS

Beneficios Económicos Periódicos (Economic Periodical Benefits)

BOL

Bolivia

BRA

Brazil

CHN

China

COL

Colombia

CRI

Costa Rica

DANE

Department of National Statistics, Colombia

DOM

Dominican Republic

ECH

Encuesta Continua de Hogares (Continuous Household Survey)

ECU

Ecuador

ELCA

Encuesta Longitudinal Colombiana de la Universidad de los Andes (Longitudinal Survey of
Colombia produced by the Andes University)

ETH

Ethiopia

GDP

Gross Domestic Product

GEIH

Gran Encuesta Integrada de Hogares (Widescale Integrated Household Survey)

GNI

Gross National Income

HND

Honduras

ICTs

Information and Communication Technologies

IDN

Indonesia

ILO

International Labour Organization

IND

India

LBR

Liberia

LKA

Sri Lanka

MDA

Moldova

MDG

Madagascar

5

RETHINKING THE EFFECT OF INFORMALITY ON
INCLUSIVE GROWTH: LESSONS FROM COLOMBIA AND
SOUTH AFRICA FOR THEIR REGIONS

MEX

Mexico

MKD

Macedonia

NAM

Namibia

NIC

Nicaragua

NIDS

National Income Dynamics Study

OECD

Organisation for Economic Co-operation and Development

PAK

Pakistan

PAN

Panama

PER

Peru

PRY

Paraguay

PSE

Occupied Palestinian Territory

QLFS

Quarterly Labour Force Survey

SALDRU

Southern Africa Labour and Development Research Unit

SLV

El Salvador

SRB

Serbia

THA

Thailand

TUR

Turkey

TZA

Tanzania

UGA

Uganda

VAT

Value Added Tax

VNM

Viet Nam

ZAF

South Africa

ZMB

Zambia

6

RETHINKING THE EFFECT OF INFORMALITY ON
INCLUSIVE GROWTH: LESSONS FROM COLOMBIA AND
SOUTH AFRICA FOR THEIR REGIONS

Photo 1: Cotton Candy vendor in downtown Bogota, Colombia
Credit: Mónica Cotes

INTRODUCTION
For governments around the world, ensuring that the benefits of economic growth are enjoyed by all members
of society is a common challenge. The emphasis on achieving inclusive growth is particularly pressing in
developing regions, which are often characterised by stark inequalities. There are a number of channels through
which governments can promote the inclusivity of growth, but arguably chief amongst these is the labour
market, specifically the quantity and quality of jobs available to jobseekers. However, it is also in developing
regions that the various challenges posed by labour market informality are most evident. Not least of these is
the predominance of the informal sector in aggregate job creation. For example, wage-paying jobs accounted
for only 42% of employment growth in Africa in the decade up to 2012 (Fine et al. 2012). In order for a country
follow a sustainable and equitable economic trajectory, it is therefore critical that national policy takes into
account both the micro- and macro-level interactions between labour market informality and the inclusivity of
economic growth.
The analysis of labour markets in Colombia and South Africa provided in this paper contributes to understanding
around pathways to inclusive growth and includes a framework of informality broad enough to make sense of
its complex relationship with inclusivity. Both South Africa and Colombia are upper-middle income countries
struggling to break out of the middle-income trap. While both countries have similar levels of per capita income
and inequality, South Africa stands out for having relatively high levels of unemployment and low levels of
informal employment, whereas Colombia has a lower rate of unemployment but persistently high levels of
informality. As a result, current debates surrounding informality in the two countries are very different. In South
Africa, the informal sector is viewed as a way of reducing unemployment and consequently national policyaims
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to promote self-employment through entrepreneurship. In Colombia, on the other hand, informality tends to be
viewed as a constraint on the growth of the formal sector and consequently the national policy aims to control
it. We therefore have two similar countries where the impact of informality on inclusive growth is viewed very
differently and has resulted in different approaches to public policy.
With these differences in mind, our central research question is: Do informal labour markets promote or constrain
inclusive growth?1 This question can be analysed through two alternative hypotheses. First, informality may
promote inclusive growth by enabling individuals to engage in the labour market, thereby providing incomes to
those who might otherwise be unemployed. Second, informality may constrain inclusive growth by providing
lower quality employment and generating lower productivity in the informal sector, but also by eroding the tax
system, increasing the incidence of corruption, providing unfair competition to formal firms and congesting
public services without contributing to their funding.
At the outset, our expectation was that Colombia and South Africa would fall within either of these two hypotheses,
leading to specific policy recommendations. However, one of the main conclusions of this paper is that a valid
analysis of informality cannot view informal workers as a single homogenous group. In fact, in Latin America
and sub-Saharan Africa, informal workers range from poorly educated and inexperienced individuals, to highly
educated young adults living in productive cities. The first hypothesis, that informality promotes inclusive
growth, is more relevant for the subsistence informal, or those individuals in developing countries who have
low levels of productivity and therefore have to "queue" for the relatively low number of this type of job available
in the market. Consequently, subsistence informality promotes inclusive growth by providing an alternative to
unemployment for these individuals. Similarly, the cyclically unemployed – or those individuals who enter the
informal sector during economic downturns - may also be captured in the first hypothesis. The informal sector
therefore provides an alternative to unemployment during periods of formal labour market contraction. In both
cases, it is assumed that unemployment benefits, or any other type of transfer that favours unemployment
over informality, are low or non-existent. The second hypothesis, that informality constrains inclusive growth,
is more relevant for those who are able to compete in the formal labour market but who are either voluntarily
working in informal employment – those that choose to operate informally in order to obtain free-rider benefits
– or induced informal workers – those segmented from formal employment by high formal market restrictions
or by implicit social rules.
Accordingly, we argue that the impact of informality on inclusive growth is related to the type of informality that
prevails in each country. As such, policy recommendations that aim to promote inclusive growth must also be
coherent with the type of informality that exists. For example, while removing formal employment barriers,
affirmative action training and child-care programmes might benefit people in induced informality, subsistence
informality should be tackled primarily through policies targeting improvements in education. In the case of
voluntary informality, providing economic incentives to formalise and controlling informal activities might be
effective, whereas the same policies applied to subsistence informality might have a negative impact on inclusive
growth. In terms of our hypothesis, removing entry barriers to the informal labour market can facilitate the
transition from unemployment to informality, while the removal of entry barriers to the formal labour market
can facilitate the transition from both unemployment and informality to formality.
This paper develops a methodology to identify the types of informality prevalent in Colombia and South Africa,
identifies their impacts on inclusive growth, and makes policy recommendations aimed primarily at promoting
inclusive growth. It also applies this methodology to other countries in Latin America and sub-Saharan Africa.

1 Labour informality is understood as workers not contributing income tax or not regulated by the state - instead of a broader view of informality that could include
illegal activities or non- compliance with other legislation and taxes not related to the labour market. Inclusive growth is understood as growth accompanied by
improvements in income distribution. This paper is concerned with the impact of informality on inclusive growth, rather than performing an analysis of inclusive
growth and its determinants in the two countries and the regions.
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The paper is structured as follows: Chapter 2 discusses various definitions of informality and inclusive growth;
Chapter 3 discusses the relationship between informality and inclusive growth and presents a methodology
for establishing the configuration of informality within a country; in Chapter 4 the methodology is applied to
the Colombian and South African case studies; and in Chapter 5 we apply this methodology to the more general
cases of Latin America and sub-Saharan Africa; Chapter 6 sets out policy recommendations specific to each
type of informality and Chapter 7 provides conclusions.

DEFINING INCLUSIVE GROWTH AND INFORMALITY
This research revolves around two core concepts – inclusive growth and informality – neither of which has a
universally accepted definition. This adds to the complexity of addressing the relationship between informality
and inclusive growth. This section will clarify the differences between the various definitions used, as well
as illustrate the impact that different definitions have on measurement of informality across Colombia and
South Africa.

DEFINING INCLUSIVE GROWTH
While formal definitions vary, inclusive growth is broadly understood as economic growth accompanied by
poverty reduction and equitable opportunities for all segments of the population (Lanchovichina and Lundstrom,
2009; AfDB 2013). Without a standard definition, measurement of inclusive growth is not standardised either.
One attempt to measure inclusive growth has been made by Almeida Ramos, Ranieri and Lammes (2013), who
look at per capita income growth, income distribution, poverty reduction and employment generation using
data from 2006. According to this index, Colombia and South Africa rank amongst countries with low levels of
inclusive growth. Similarly, Anand, Mishra and Peiris (2013) use an index which takes into account per capita
income growth and income distribution variables from 1990 to the last available data and in which Colombia
and South Africa are classified as countries where inclusive growth was weak during the period of analysis.
In seeking to understand the relationship between informality and inclusive growth, we consider factors such
as economic growth, poverty, inequality, unemployment and quality of employment (including monetary and
non-monetary benefits). While we do not examine the extent to which each of these facets impacts inclusive
growth, we consider them as contributing factors to the relationship between informality and inclusive growth.

DEFINING INFORMALITY
Similarly, for a phenomenon as pervasive as informality, there is surprisingly little consensus on how to
define it (Kanbur 2009 and 2011). In fact, the terms ‘informal sector’, ‘informal employment’ and ‘the informal
economy’ are often used in inconsistent ways. Fields (2011) explains that, because each country may have
a specific working definition of these terms, estimates of the informal economy may be measuring different
forms of economic activity. Furthermore, within a given country an accepted norm, rather than a defined rule
for measuring informality, may have evolved. This creates further difficulties in the measurement of informality
at the country level. Critically, this lack of consensus surrounding the measurement of informality limits the
comparability of cross-country data.
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For the purpose of this paper we understand informality as jobs or firms that are not regulated and/or do not
contribute to public funds. Both firms and individuals are included in the definition, which means that informal
workers can work either in the formal or the informal sector. A broader view of informality includes illegal
activities or non-compliance with other legislation and taxes unrelated to the labour market. Informal workcan
be measured by the informal sector definition - or those individuals who work in the informal sector2- and
the informal worker definition - or those individuals who are not covered by social security3. We make use
of both approaches in our analysis since both have been extensively used in the literature and together they
facilitate a more nuanced understanding of informality by capturing different dynamics of the phenomenon.
For example, using the definitions applied by the International Labour Organization (ILO), informal employment
in non-agriculture activities (as per the informal worker definition) was 60% in Colombia and 28% in South
Africa in 2010. Using the informal sector definition, these proportions fall to 53% in Colombia and 14% in South
Africa. Therefore, in 2010,7% of Colombian and 14% of South African employment consisted of informal work
taking place in the formal sector.
However, the extent to which the dual-component definition (informal sector and informal worker) is applied
in national labour market analyses and the exact manner in which statistical agencies define both terms
varies significantly between Colombia and South Africa. Whereas in Colombia both the informal sector and
the informal worker definitions are used alternatively, South Africa uses a hybrid definition of informality, in
which if either the informal sector or individual-level criteria are met, the employee is deemed to be working
informally. Moreover, there are differences in how the informal worker and the informal sector definitions are
interpreted within Colombia and South Africa. These differences are summarised in Table 1 below.

Table 1: Workers included in the definitions of informality in South Africa and Colombia
Colombia
(Sector)

Colombia
(Worker)

Type of Worker

South Africa

Employee

• Firm size <5 employees AND firm does
not deduct income tax
OR
• Not entitled to pension or medical aid
AND no written contract

Self-employed

Not registered for Value Added Tax (VAT)

Freelancers and other independent
workers excluded

Does not contribute to pension and/
or health benefits

Unpaid family worker

Automatically classified as informally
employed

Automatically classified as informally
employed

Does not contribute to pension and/
or health benefits

Unpaid worker in a business
or enterprise owned by
other households

Information unavailable

Automatically classified as informally
employed

Does not contribute to pension and/
or health benefits

Domestic worker

Only those who meet the employee
definition

Automatically classified as informally
employed

Does not contribute to pension and/
or health benefits

Public worker/civil servant

Only those who meet the employee
definition

Automatically excluded

Does not contribute to pension and/
or health benefits

Daily farmhand labour

Only those who meet the employee
definition

Automatically classified as informally
employed

Does not contribute to pension and/
or health benefits

• Firm size < 6 employees
• Government employees excluded
• Can apply to business ownerand/or
partner

Does not contribute to pension and/
or health benefits

Source: Authors’ own elaboration.

2 During the 15th International Labour Organization (ILO) International Conference of Labour Statisticians (ICLS) an enterprise-based approach was applied and
informal sector employment defined as “all jobs in informal sector enterprises or all persons who were employed in at least one informal enterprise, irrespective of
their status in employment and whether it was their main or secondary job” (Hussmanns 2004).
3 The 17th ILO ICLS extended the previous definition by incorporating an employee-based definition of informality. Thus, it includes characteristics of the employee’s
job regardless of the ‘formality’ of the enterprise.
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In order to ascertain the impact of the differences in the definition of informality on the measurement of
informal sector size, we have applied country definition, as accurately as possible, to the other country’s
data. As Table 24 shows, regardless of the definition used, the informality rate in South Africa is considerably
lower than in Colombia. Results also indicate that, although there are not big differences across measures,
the Colombian definition tends to lower the rate of the informal labour market when compared to the South
African definition, and vice versa. This suggests that the differences in informality between Colombia and South
Africa are larger than they appear at first glance. Overall, however, we have found that there is relatively high
correlation between the measures used to define informality in the two countries, which gives us confidence in
proceeding with our relevant country definition5.

Table 2: Applying alternate definitions of informality in South Africa and Colombia

South Africa
(Total) %

South Africa
(Urban only) %

Colombia
(13 Urban Areas
Only) %

Colombia (W
Colombia
(Urban Only) % orker)

Colombia
(Total) %

1.South Africa National Definition
(informal sector + social benefits definition)

30.6

27.6

53.6

58.9

64.5

1.2.South African social benefits definition

20.0

18.0

33.1

38.1

42.9

1.3.South African informal sector definition

18.1

15.8

47

52.6

58.7

Colombia National Definition
(informal sector definition)

26.7

24.4

48.0

53.5

59.9

2.1.Colombia health contribution definition
(informal worker definition)

70.0

67.6

43.4

50.9

58.1

2.2.Colombia pension contribution definition
(informal worker definition)

53.6

49.4

49.1

55.6

61.8

2.3.Colombia health and pension definition
(informal worker definition)

71.5

69.4

50.3

56.9

63.3

Source: Data for South Africa is taken from Stats SA’s Quarterly Labour Force Survey, Quarter 3 2015. Data for Colombia is taken from the Department of Statistics’s Integrated Household Survey
(Gran Encuesta Integrada de Hogares), Quarter 3 2015.
Table notes:
1. All data is weighted.
2. Sample limited to those aged 15 and above. This is to enable comparison and is contrary to general country definitions of the labour force, which is 12+ in Colombia and 15-64 in South Africa.
3. Colombian definitions 2.1, 2.2 and 2. 3 cannot be perfectly applied to South Africa. This is because in Colombia individuals who receive benefits but do not pay for them are excluded from
informality, and in South Africa data is only collected on payment and not receipt of these benefits.
4. Colombian definition 2 cannot be perfectly applied to South Africaeither, because: a) there is no data available on “Unpaid workers in a business or enterprise owned by other households”; b)
In South Africa data is not collected on self-employed, freelancers and other independent workers within the informal sector; c) South Africa only collects data relating to informal workers in
businesses with fewer than 5 employees, and therefore there is no information pertaining to firms with “less than 6 employees”, as required by this particular definition.
5. South Africa only collects data relating to medical aid and pension received by employees and not the self-employed.6. South African national definition 1 cannot be perfectly applied to
Colombia because a) Colombia only collects data on firms withfewer than 6 employees and not those withfewer than 5; b) Colombia does not have data on firm registration for income tax.

4 In the case of applying the Colombian definition to South Africa, we could not change the firm-size criteria from less than 5 to less than 6 due to data constraints.
We also could not include unpaid workers in businesses owned by other households. To apply the contributions definition to South Africa is not possible, since pension
benefits are general, therefore we compare the pension/health benefits for comparisons. In applying the South African definition to Colombia, we could not change
the firm-size criterion from less than 6 to less than 5 due to data constraints. We also included all the self-employed, since there is no information about VAT register
in the Survey. Finally, we could not identify firms that do not deduct the income tax.
5 To illustrate the impact of the definition of informality on the informality results, Bernal (2009) estimated 25 definitions of informality for the case of Colombia.
Despite the wide range of the results - rates that range from 4 to 55% - the author recognizes that the level of the informality rates based on contributions are very
similar to the levels of the informality rates based on the size of the firm, a completely different concept.
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Photo 2: Man works in textile production in Java, Indonesia
Credit: ILO/ Ferry Latief

INFORMALITY AND ITS RELATIONSHIP WITH INCLUSIVE
GROWTH
Some of the complexity in addressing the relationship between informality and inclusive growth lies in the fact
that this relationship varies across individuals and societies. In this section, we analyse the different channels
through which informality impacts inclusive growth by identifying three different groups of informal worker:
voluntary, subsistence and induced. Following this, we identify the indicators which are useful in categorising
the type of informality that prevails in each country.
As previously stated, we analyse the impact of informality on inclusive growth through the lens of two hypotheses.
First, informality may promote inclusive growth by providing incomes to those who might otherwise be unemployed,
allowing individuals to engage in the economy and potentially benefit from economic growth; and second, informality
may constrain inclusive growth by providing lower quality employment and generating lower productivity in the
informal sector, but also by eroding the tax system, increasing the incidence of corruption, providing unfair
competition to formal firms, and congesting public services without contributing to their funding. We argue that
the validity of either hypothesis is related to the size as well as the structure of the informal sector.
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STRUCTURE OF THE INFORMAL MARKET AND ITS IMPACT ON INFORMALITY
We argue that individuals are employed in the informal labour market for three broad reasons 6. First, they may
prefer working in the informal labour market due to the benefits of informality. If this is not the case, then individuals
may find themselves segmented from the formal labour market given their low levels of productivity. They
therefore have to "queue" for the relatively low number of informal sector jobs available, particularly in developing
countries7. Finally, individuals may be prevented from entering the formal labour market due to barriers to formality
rather than low levels of productivity. We call these three types of informal workers: voluntary, subsistence and
induced, respectively8. In the following section we describe the main characteristics for each of these types of
informality, as well as possible sources of overlap between them and the impact on inclusive growth. Of course,
the exact impacts of informality on inclusive growth varies with the prevailing type of informality in the country
(Fernandez and Villar 2016; Oosthuizen et al. 2016).
Voluntary informality typifies workers who decide to be informal because they consider the benefits of informality
greater than those of formal employment. This cost-benefit analysis includes monetary variables such as income
and taxes but it can also include other ‘amenities’ such as labour flexibility, being one’s own boss and independence,
which are all weighed up against the benefits of being formally employed. This explains why voluntary informality
is popular among workers with relatively high incomes who can afford the non-monetary ‘amenities’ of informality
in countries with low monitoring and control. In this respect, a recent survey(Ernst and Young 2015) showed that
younger generations prefer higher labour flexibility and this undoubtedly represents a challenge for formalisation
policy in the future. On the other hand, we found, particularly in Colombia, that a number of low income workers
choose informality, probably because otherwise they could lose their social benefits. Regarding the relationship
to inclusive growth, although voluntary informality might be beneficial at an individual level due to free-rider
benefits - provided that individuals perform a long-term and accurate cost-benefit analysis - it will have negative
implications for inclusive growth at an aggregate level because informal individuals and firms operate in a less
productive environment.
Subsistence informality is typified by those workers who are willing to work in the formal sector (or do not
have a particular preference for informality) but are segmented from the labour market given their low levels
of productivity, understood as a combination of skills and experience as well as being allowed, able and willing
to produce in sectors/places where human resources are relatively more scarce and are more enhanced by
infrastructure and institutions. This explains why a low-skill worker can easily find a formal job in developed
countries but will struggle to find one in a developing country. Low skilled workers can be very productive in a
developed country, not only because of the infrastructure and institutions but also because they offer a relatively
scarce resource. While these individuals may suffer from entry barriers to the formal labour market, a significant
reduction in these barriers is not likely to increase their formal employment rates since the main drivers of
subsistence informality arelow production - both of the worker and nationally - coupled with a lack of demand
for low productivity jobs in the labour market. Therefore, it is quite possible that subsistence informality does not
exist at all in developed countries, while making up the majority of informality in developing countries, particularly
in rural areas. Regarding implications for inclusive growth, for subsistence informal workers, informality may be
6 We only mention the causes of informality that directly relate to the three types of informal worker we have categorised for the purposes of this research. An
important omission is enforcement which impacts all types of informal worker. In particular enforcement tends to drive subsistence workers towards unemployment
and voluntary workers towards formality.
7 It is very important to highlight that what segments workers from the formal labour market is not their level of skills but their level of productivity, which takes into
account geography and sector of production. This explains why this type of informality might not exist in developed countries.
8 It should be noted that here we are considering only the worker's point of view towards informality, ignoring the firm's point of view towards informality while in
practice it is the interaction of both which fully characterises the informal employee market which for 39% of the informal market in Colombia and 69% in South Africa.
Given that the quality of data on informality at a firm level is weak and hard to cross-reference with household data, we continued with our typology for informality
from the point of view of the individual but taking into account the firm's perspective when possible.
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the only available alternative to unemployment. Provided that they earn more being informal than any benefits
they may receive if unemployed, it would be very difficult to argue against informality promoting inclusive growth
at least in the short run.
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 society, such as labour discrimination9. Here, the line is unclear because
whether a policy is ‘excessive’ is debatable. It seems clear that workers should have some kind of protection and
that this protection should improve income distribution and the likelihood of obtaining decent work; however‘too
much’ protection relative to average productivity can make formal hiring ’too’ expensive, thereby increasing
unemployment and informality. Here there is also an overlap with voluntary informality, since the 'excessive'
cost of informality might play an important role in the cost-benefit analysis that lies behind the decision to work
informally. However, it should be noted that most voluntary informal workers choose to be informal even if this
means earning a lower wage, as we will see in the next section. Regarding the impact on inclusive growth, in the
case of induced informality, individuals are prepared to operate in the formal sector but are segregated from
this market by high entry barriers, for example labour discrimination, high payroll taxes or complex legislative
requirements to formalisation. These barriers constrain inclusive growth by preventing workers from obtaining
the higher wages, benefits and work stability found in the formal labour market.
Throughout this section we have explained the impact of informality for inclusive growth at an aggregate
level. Nevertheless, the macroeconomic cost that applies to each of the three types of informality described
above should not be ignored. Compared with the formal sector, the informal sector is characterised by lower
productivity due to such factors asfirm size, access to finance, few incentives for training and technology
adoption in big firms, lower probability of exporting and restricted consumption of public goods such as
justice. Some authors also suggest that informality affects aggregate productivity by weakening the process
of creative destruction. Empirical evidence demonstrating differences in productivity betweenthe formaland
the informal sectors in Latin America can be found in numerous studies (Busso et al. 2012; Fajnzylber et al.
2011; Perry 2007; Hsieh and Klenow 2009; Verdera 2015; Ydrovo 2010; Porta and Shleifer 2008). Other
macroeconomic costs of informality include lower tax revenues (Levy 2008; Loayza 1997; Perry 2007; Antón 2014)
According to De Soto (2000), informal entrepreneurs lose between 10% and 15% of their gross income to corruption,
compared to formal entrepreneurs who pay an average of 1% of their gross income in bribes, although these results
did not control for firm size. This behaviour erodes the rule of law and the integrity of public institutions. Informality
also poses unfair competition to formal firms. Estimates using the World Bank Enterprises Survey indicate that 28%
of firms globally report the practices of informal firm competitors as a major constraint on their functioning. This
figure averages 35% in sub-Saharan Africa and 31% in Latin America, yet it can reach as high as 49% in Brazil, 50%
in Bolivia, 55% in Colombia and 49% in Zambia, and as low as 26% in Kenya, 19% in Nigeria and 11% in South Africa.

IDENTIFYING THE PREVAILING TYPE OF INFORMALITY WITHIN A COUNTRY
Although voluntary, subsistence and induced informality are not perfectly identifiable in any given country,
it is possible to estimate an approximate configuration of informality based on the typologies provided in the
previous section. The two dimensions we consider key for this purpose are the preference for informality and
level of productivity. In order to reduce the problem of overlap between different types of informality, a number
of assumptions were made. For example, we consider the main characteristic that identifies voluntary informal
workers to be their high preference for informality, regardless of their level of productivity. We also assume that
the main characteristic that differentiates the two other groups - subsistence and induced informal workers
- is their level of productivity. Subsistence informal workers suffer from very low levels of productivity, which
9 We do not include here other types of discrimination, such as discrimination in education, which might be the cause of subsistence but not induced informality.
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is not the case of induced informal workers. An additional element which enables us to differentiate between
subsistence and induced informality is the impact of formal market barriers. We claim that subsistence informal
workers would continue to be informal even if formal market barriers were substantially removed, whereas
induced informal workers should be very responsive to these type of policies because it is a binding condition for
them. In most cases, the impact of market barriers can only be estimated at an aggregate level and therefore we
have adopted formal market barriers as a validation variable. This is only a practical issue and we do not intend
to give the impression that regulatory and discriminatory barriers are less important in explaining informality.
Table 3 below displays the main indicators for estimating each of the types of informality, namely preference for
informality, level of productivity and barriers to formality. Regarding preference for informality, there are three
ways of establishing whether entry into informality is voluntary or involuntary - via surveys, transitions between
labour market states and cyclicality of employment with economic growth.
Table 3: Indicators of each dimension of informality
Informality as the default option (surveys)
Preference for Informality

Transition between informality and formality
Counter-cyclicality

Level of Productivity

Barriers to Formality

High incidence of informality in low-productivity groups
Percent of workers earning labour income below minimum wage
Implicit: Indicators of segregation
Explicit: High formal market barriers (international comparison)

Source: Authors’ own work.

Surveys are the easiest way to establish whether the choice to work in the informal labour market is voluntary,
although this data is often unavailable. Asking informal workers why they chose to work in the informal labour
market can establish whether they perceive informal work as beneficial compared to formal work, and/or whether
they work informally to avoid unemployment caused by an inability to access the formal labour market.
Observing the frequency of movement between the informal and formal labour markets can also help to establish
whether those in the informal labour market are there by choice. Frequent transitions between informality
and formality may indicate a degree of voluntariness. On the other hand, if there is little or no movement from
informality to formality, this transition is obstructed by either a lack of productivity or formal market barriers.
Counter-cyclicality is another marker for involuntary informality. According to Tornarolli et al. (2014), in the
presence of labour market rigidities and involuntary informal sector employment, when the economy enters
into recession and a minimum wage exists, some of the formal enterprises retrench workers who subsequently
find refuge in the informal sector. Therefore, the ratio of informal to formal workers tends to increase during
downturns. Similarly, when the economy grows, the cost of hiring formally becomes relatively lower and the ratio
of informal to formal employment decreases (Loayza and Rigolini 2006). However, in the presence of voluntary
informal workers, during upturns, an increase in the informal wage should attract informal workers and increase
the size of the sector, parallel or even pro-cyclically to the increase in formal employment10. Therefore, indicators
of choice enable us to discern between voluntary and involuntary informality.
In order to establish whether involuntary informality is subsistence or induced, we can evaluate indicators for
level of productivity and barriers to formality. Regarding productivity, survey data helps to establish whether
10 According to Fiess et al. (2008), during booms generated by commodity exports, which promote the informal-intensive service sector, one might expect informal
employment to be even more pro-cyclical than formal employment if monetary policy is too tight. Another policy that might impact this relationship is enforcement.
Therefore, it might be possible to find some countries where informality displays pro-cyclical behaviour even when voluntary informality is low.
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there is high incidence of informality amongst low-productivity groups. This involves looking at dimensions of
productivity such as education, experience, sector and geography. It is extremely important to include the latter
two dimensions since they explain a big portion of the productivity of a worker, as previously explained. In addition,
using the average wage as a proxy for productivity of an informal worker, we can expect that if a worker earns
considerably less than the minimum cost of hire in the formal labour market, then this worker is being segregated
into the informal labour market because of low productivity rather than because of barriers to the formal market.
It is likely that these workers would not be able to find a formal job, even if barriers were removed 11.
Looking at the indicators of barriers to formality, these can be separated into implicit or explicit obstacles.
Implicit barriers come in the form of discrimination or custom, for example, and can be identified by looking at
the incidence of informality by ethnicity and gender. Controlling for observable characteristics such as education,
and, when possible, preferences for informality, can provide an indication of whether implicit barriers to formality
exist in any given country. Explicit barriers to formality consist of legislation and regulation. Making international
comparisons of barriers to formality, such as payroll taxes, between countries can help to establish the extent
of explicit formal market barriers within a country.
Taken together, the evidence surrounding productivity and barriers to formality can help to establish whether
involuntary informality is primarily subsistence or induced in nature. In the following section, we use the methods
discussed here in order to discern the prevailing type of informality in Colombia and South Africa.

11 It is important to note that this indicator only makes sense in countries/sectors where the cost of hiring is considerably higher than average productivity. In
countries such as Sweden where productivity is high, labour protection can also be high without causing too much induced informality.
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Photo 3: Open air salon in Plaza Minorista, Medellin
Credit: Eric Wienke

INFORMALITY AND INCLUSIVE GROWTH IN COLOMBIA
AND SOUTH AFRICA
WHY COLOMBIA AND SOUTH AFRICA ARE GOOD COUNTRIES TO COMPARE
Colombia and South Africa are two geographically distant countries that are very similar in terms of surface area
(1.0 versus 1.2 million km2respectively), population (48 versus 54 million inhabitants), and GDP (US$378 billion
versus US$350 billion). They are also very similar in terms of the distribution of the population both geographically
(i.e. rural-urban) and by age, with South Africa a slightly younger country compared with Colombia. The economic
structure of Colombia and South Africa is also similar, including their levels of dependence on natural resources,
although South Africa’s services sector makes up a larger proportion of GDP. Regarding socio-economic factors,
although both countries have similar per capita incomes and the distribution of that income is highly unequal in
both countries, Colombia performs better in some social indicators such as infant mortality and life expectancy.
Furthermore, the two countries share high rates of violence (the intentional homicide rate is 31 per 100 000
inhabitants in both countries). Finally, there are also strong similarities in the macroeconomic conditions of both
countries, particularly during the aftermath of the commodity boom (Nazmi and Schultz 2016). Table 4 on the
following page provides a summary of key statistics relating to both countries.
In terms of the labour market, despite a larger total population in South Africa, the size of the working age
population is similar in Colombia due to differences in the accepted working age in each country and South
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Africa’s slightly younger population.12 The economically active population is also a similar size and even the
absolute differences in the formally employed population are not particularly big: 8.8 million in Colombia versus
11.0 million in South Africa.
The biggest difference in the labour market structure between the two countries is found in the distribution of
individuals between informality and unemployment. The unemployment rate in South Africa (26%)13 is nearly three
times that of Colombia (9%), while the informality rate in Colombia (60%) is nearly twice that of South Africa (31%).
Not only do the two countries differ in their rate of unemployment, they also differ significantly in terms of the
nature of unemployment. In Colombia, where there are neither unemployment benefits nor barriers to informality,
unemployment is almost a luxury that can only be afforded by those individuals whose families or savings can
provide them a means to survive while looking for a job. In South Africa, individuals are driven into unemployment
because of barriers to both formal and informal employment, even if there is insufficient income at the household
level to cover their basic needs. As a result, there are important differences in the structure of informality between
these two countries and they form the subject of the subsequent section.

Table 4: COUNTRY STATISTICS: COLOMBIA AND SOUTH AFRICA
Indicators

Year

Colombia

South Africa

350

Economic structure
GDP (US$ billions)

2014

378

Agriculture, value added (% of GDP)

2014

6.3

2.5

Manufacturing, value added (% of GDP)

2014

12.2

13.3

Industry, value added (% of GDP)

2014

36.0

29.5

Services, value added (% of GDP)

2014

57.7

68.0

Total rent from natural resources (% GDP)

2013

10.3

9.2

54.0

Population
Population

2014

47.8

Population growth (annual %)

2014

0.9

1.6

Population ages 0-14 (% of total)

2014

24.7

29.5

Population ages 15-64 (% of total)

2014

68.5

65.4

Population ages 65 and above (% of total)

2014

6.8

5.0

Employment
Working age population (thousands)

2015

34.6

36.1

Inactive population (thousands)

2015

13.3

14.9

Formal employment (thousands)

2015

8.8

11.0

Unemployment (thousands)

2015

2.2

5.4

Informal employment (thousands)

2015

13.1

4.8

Geography
Area (km2, millions)

2014

1.1

1.2

Population density (people per km2 of land area)

2014

43.1

44.5

Urban population (% of total)

2014

73.2

64.3

Population in the largest city (millions)

2014

9.6

9.2

Population in urban areas of more than 1 million (millions)

2014

20.3

20.0

12 Whereas in both countries the minimum working age by law is 15, the working age population in Colombia includes all individuals older than 12 in urban areas
and older than 10 in rural areas.
13 Around 30% if hidden unemployment is included. Colombian unemployment statistics include hidden unemployment.
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Social indicators
Per capita GDP (PPP)

2014

13, 357

13, 046

Gross National Income (GNI) per capita, PPP (current international US$)

2014

12, 910

12, 700

Gini

2011

54.2

63.4

Poverty (US$3.1)

2011

15.3

34.7

Mortality rate, under-5 (per 1,000 live births)

2015

13.6

33.6

School enrolment, secondary (% gross)

2013

93.0

110.8

School enrolment, tertiary (% gross)

2012

45.0

19.7

Life expectancy at birth, total (years)

2013

73.8

56.7

Intentional homicides per 100,000 people

2013

31.8

31.9

Source: World Bank World Development Indicators; Statistics South Africa QLFS Q3 2015; Statistics Colombia GEIH Q3 2015.

To sum up, Colombia and South Africa are very similar across a wide range of development indicators but differ
in terms of labour market aggregates and institutions. These similarities allow us to explore the relationship
between informality and inclusive growth inside the labour market, putting aside factors such as size, economic
structure, per capita income, inequality and the violent history that often predominates these discussions.

USING DATA TO DETERMINE THE TYPES OF INFORMALITY IN EACH COUNTRY
In this section we explore South African and Colombian data in order to establish the indicators for each of the
three dimensions of informality: preference for informality, level of productivity and barriers to formality. This will
enable us to deduce the prevailing type of informality in each country, and subsequently to identify appropriate
policy recommendations for promoting the inclusiveness of economic growth.
The Colombian data used in the majority of the ensuing analysis is taken from the third quarter 2015 data in the
Widescale Integrated Household Survey (Gran Encuesta Integrada de Hogares or GEIH) provided by the Department
of Statistics (Dane). In order to make the Colombian data comparable to that of South Africa, we mostly refer to
the aggregated data which includes both urban and rural households. We also include aggregated data on 13
metropolitan areas14, which is most commonly used by the Colombian authorities. When required, we also use
the Continuous Household Survey (Encuesta Continua de Hogares or ECH) 2002-2006 provided by Dane and the
Longitudinal Survey of Colombia produced by the Andes University (Encuesta Longitudinal Colombiana de la
Universidad de los Andes or ELCA) 2010-201315. For South Africa, we primarily use data from the third quarter
2015 of the Quarterly Labour Force Survey conducted by Statistics South Africa. All panel data analysis uses
Waves 1 and 3 of the National Income Dynamics Study (NIDS), implemented by the Southern Africa Labour and
Development Research Unit (SALDRU). Throughout this section we use the official definition of informality in
South Africa and the informal sector definition in Colombia due to data restrictions which prevent us from fully
applying one country’s definition to the other country’s statistics. In the case of Colombia we also included statistics
pertaining to the informal worker definition when possible.

14 The GEIH is conducted annually in 13 metropolitan areas, representing 60% of the total urban population according to the 2005 census. This survey gathers
information on more than 30 thousand households per quarter. The GEIH sample that covers 23 cities with rural areas gathers information on more than 62 thousand
households per quarter.
15 The ELCA, although not statistically representative, gathered information from around 5,000 urban households per year and was applied in a panel structure for
2010 and 2013. In this chapter when we refer to the ELCA, we classify informal workers as those who do not contribute either to state health or pension systems; the
informal worker definition most used in Colombia.
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PREFERENCE FOR INFORMALITY
Determining the extent to which informal employment is due to preference is a key component of identifying
voluntary informality. We measure this dimension by analysing data on preferences from surveys; on transitions
from informality to formality; and on the extent of counter- or pro-cyclicality between informality and economic
growth.
SURVEYS
The best way to understand whether informality is a preference or a default option is simply to ask the informally
employed the reason why they are informal rather than formal workers16. The 2007 Colombian Household Survey
(GEIH) includes two useful questions to identify whether independent workers (self-employedand employers) are
informal out of choice or necessity17. One asks informal workers if they would accept a job in the formal market with
the same wage plus benefits or at a higher wage. The other asks respondents the reason why they are informally
employed. If the worker answers negatively to the first question or does not state the impossibility of finding formal
work as the reason for being informal, then the worker is considered a voluntary informal worker. According to
the survey data, 36% of informal independent workers in Colombia declare a preference for informal jobs. This
proportion increases to 41% when considering the survey covering 13 metropolitan areas given that voluntary
informality is more of an urban issue. Table 5 below shows the odds ratios of the determinants of preferences
for informality among informal workers, using a logit model. The results suggest that workers with tertiary
education or less show an odds ratio of 1.6, which means that they are 60 times more likely to prefer informality
than workers with higher education, (the ‘omitted category’). Furthermore, women who are not household heads,
who are older workers (45 or older) and those living in big cities (Bogotá, Medellín or Cali) and border cities are
more likely to prefer informality.
Independent workers in Colombia make up 61% of the informally employed and we do not have similar employee's
information on their preferences for informality. Two assumptions can be made at this point. First, that employees
show the same preferences for formal jobs as independent workers and second that informal salaried employees
who tend to show low levels of income do not tend to choose voluntarily to be informal. Alternatively, we can
assume that this is a decision which is essentially taken by their employers, as suggested by Perry (2007). These
two assumptions gives us a range for voluntary informality in Colombia of between 36% and 21% of the informal
population according to the GEIH and between 41% and 25% in the 13 main metropolitan areas.
In the case of South Africa, a 2013 house hold survey of non-VAT registered businesses, most of which operated
in the informal sector, found that 62% of respondents started their business because of unemployment (Stats SA
2013b)18. Other reasons indicating that informality was involuntary include retrenchment (4%) and inadequate
alternative income sources (12%). Together, these figures imply that 78% of informal business owners could be
classified as involuntarily informal, although it should be noted that these answers serve as a proxy rather than
directly revealing involuntary entry into the informal labour market. This indicator of involuntary informality
was 83% for informal business owners with primary school education or less, 79% for those with secondary
education and 49% for those with tertiary education or higher. This indicates that in South Africa, tertiary educated

16 The best way does not necessarily mean the most optimal way since workers might interiorize their probabilities of finding a formal job, in the sense that they
know that they wouldn’t find a formal job and therefore does not reveal preferences for informality or do not have complete information of what it means to be formal
when answering the survey.
17 These questions were not included in the 2015 GEIH survey
18 Own calculations.
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individuals also have relatively higher preferences for informality. Given that only 31% of the informally employed
are self-employed, the range for voluntary informality can be estimated between 7% and 22% of the population.
In sum, survey data show that preferences for informality are middling in Colombia and in South Africa particularly
when we compare them with countries such as Mexico or Brazil (see section 5.2.1). In the case of Colombia, we
found evidence of higher preferences for informality among workers with tertiary education, women registered in
the survey as spouses, older workers (45 or older) and those living in productive cities19. In South Africa, voluntary
informality is also higher among workers with tertiary education.

Table 5: LOGIT ESTIMATION: PREFERENCES FOR INFORMALITY, COLOMBIA (ODDS RATIO)
13 areas^

National^ ^

Primary school education or less

0.796***
[0.049]

0.792***
[0.042]

Tertiary education or higher

1.515***
[0.130]

1.603***
[0.125]

10 or 12 - 15 years of age

4.716***
[1.913]

2.620**
[0.788]

15-24 years of age

0.696***
[0.076]

0.538***
[0.046]

25-34 years of age

0.902
[0.070]

0.830**
[0.052]

45-55 years of age

1.285***
[0.090]

1.229***
[0.070]

56 + years of age

1.957***
[0.152]

1.910***
[0.118]

Productive city

1.241***
[0.064]

1.342***
[0.067]

Less productive city

1.632***
[0.077]

0.900*
[0.054]
0.995
[0.054]

Rural
Women (head of the household)

0.964
[0.071]

0.993
[0.060]

Women (non- head of the household)

1.238***
[0.074]

1.184***
[0.060]

Constant

0.527***
[0.038]

0.516***
[0.038]

F
Population size
Number of observations

24.801
7870708
15219

34.166
18394108
33105

Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1
^ Productive cities are: Bogotá, Medellin, Tunja and Bucaramanga. Non-productive cities are: Barranquilla, Sincelejo, Cucuta and Quibdo.
^^When the whole country is considered, the city sample increases from 13 to 23, therefore this changes the list of productive and non-productive cities to: Bogotá, Medellin, Bucaramanga and
Villavicencio (productive) and Pasto, Monteria, Barranquilla and Cucuta (non-productive).
Source: Authors’ calculations based on GEIH 3rd Quarter 2015.
Notes: 1. Base groups: gender is male; education is secondary school; age is 35-44; average productive cities were also used as base groups.

19 Preference for informality among workers in less productive cities may be explained by the fact that some of the cities are border cities where smuggling has a
significant influence on the local economy.
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TRANSITIONS FROM INFORMALITY TO FORMALITY
Another method which allows us to assess whether informality is a choice is by observing how frequently individuals
transition from informality to formality. Infrequent transitions between informality and formality tend to signal
that movement in the labour market is obstructed either by low productivity or by formal market barriers. In order
to estimate these transitions, we use panel data from the ELCA urban survey20 for Colombia (for the years 2010 to
2013) and from NIDS for South Africa (for the years 2008 to 2012). Table 6 shows that transitions from informality
to formality in Colombia are infrequent, with only 14% of informal workers transiting to formality between 2010
and 2013. Fernandez and Villar (2016) found that in Colombia, transitions from informality to formality were more
frequent among workers with tertiary education (26%) than those with primary or less (10%) or those with high
school studies (12%). In the case of South Africa, Table 7 indicates that 26% of informal workers transitioned to
formality between 2008 and 2012. As in Colombia, transitions to formality were more frequent in South Africa
amongst those individuals with higher levels of education. While 51% of those with tertiary education transitioned
from informality to formality between 2008 and 2012, only 17% of those with a primary school education or less
made this transition. This indicates that there are barriers to formality in both countries, but that these are higher
in Colombia than in South Africa.

Table 6: TRANSITION MATRICES: COLOMBIA.

2010

2013
Unemployed

Informal

Formal

Inactive

Row Total

Unemployed

18

35

19

27

100

Informal

4

72

14

10

100

Formal

3

20

72

6

100

Inactive

4

26

3

67

100

Source: ELCA (2010 and 2013 waves). Urban survey only.
Notes: 1. Weighted using calibrated panel weights. 2. This data uses the Colombian informal worker definition rather than the informal sector definition of informality due to data availability.

Table 7: TRANSITION MATRICES: SOUTH AFRICA

2008

2012
Unemployed

Informal

Formal

Inactive

Row Total

Unemployed

27

20

22

32

100

Informal

12

27

26

35

100

formal

6

9

74

11

100

Inactive

20

14

10

56

100

Source: Authors’ own calculations based on NIDS data (SALDRU 2008 and 2012).
Notes: 1. Weighted using calibrated panel weights. 2. This data differs from the national South African definition of informality in that firm size is not known. Individuals working in firms with more
than four people are not automatically excluded from the definition of informality and therefore the informality rate is slightly larger using this data.

20 The rural survey does not include the same question that we used in this estimation.
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COUNTER AND PRO-CYCLICALITY
Counter-cyclicality is an indicator of involuntary informality. In the case of Colombia, Table 8 and Figure 1 show
that there is a positive relationship between the formality rate21 and the business cycle (measured as the relative
difference between observed and potential GDP). The correlation coefficient of the formality rate and the output
gap is 0.42, between 2002 and 201523. Therefore, we argue that the formality rate in Colombia is broadly procyclical and the informality rate counter-cyclical24. If the economy is growing, workers are able to transition into
the formal sector of the labour market at higher rates. Conversely, during hard times some workers are forced
into the informal sector as jobs are lost in the formal labour market. These results support the hypothesis that
informal employment in Colombia is counter-cyclical (Loayza and Rigolini 2006; Tornarolli et al. 2014; Fiess et
al. 2008) and is evidence of a significant portion of involuntary informal workers.
It is not possible to implement a rigorous analysis of the cyclicality of informality in South Africa due to the lack of
time series data. However, as shown in Figure 2 and Table 9, some evidence suggests that during the last economic
downturn informality tended to move pro-cyclically. In fact, the correlation coefficient between informality and
GDP growth for quarterly data between 2008 and 2015 is 0.63. However, the coefficient of correlation with the
lagged GDP is -0.38. Similarly, the annual coefficient of correlation between self-employment and the output gap25
between 1996 and 2013 is -0.26, and not significant. In sum, there does not appear to be strong evidence of pro
or counter-cyclicality. It follows, therefore, that in South Africa the informal sector may not be acting as a buffer
against unemployment during hard economic times. This contrasts with our previous indicators of voluntary
informality for the country.

Table 8: CORRELATION BETWEEN QUARTERLY EMPLOYMENT CHANGE AND GDP CHANGE, 2008-2015, COLOMBIA
Colombia
Annual Data
Output Gap
Commodity Export / GDP
Formality Rate (ILO10)

Output Gap

Commodity
Export / GDP

Formality rate
(ILO10)

Formality
rate (t)

Growth

1

0.7395***

0.7332***

1

0.4607*

0.4619*

0.8786**

1

Growth

0.3806*

0.2679

0.1454

0.2336

1

GDP (Lagged)

Formality Rate
(t) (2002-2013)

1
0.2436

Formality rate (t)

Formality Rate (t) (2002-2013)

GDP (Lagged)

0.5889*

0.2128

0.1946

0.5891*

0.2444

1

0.7132***

0.7437***

0.6334**

0.8786**

0.4456

0.6833**

1

Sources: GEIH 2008-2015; ECH 2002-2008. Fedesarrollo’s own calculations relating to output gap, World Bank, World Developing Indicators, and Mondragon et al. 2010
*** p<0.01, ** p<0.05, * p<0.1

21 Defining the formality rate as one minus the informality rate. Note that the formality rate is calculated using two different ILO methodologies/series since one
includes firms with fewer than 10 workers (ILO10, see Mondragon et al. 2010), and the other includes firms with fewer than 5 workers (ILO5). We only performed this
exercise using the aggregated 13 metropolitan area data since the wider sample suffered significant changes in the number of interviewed households.
22 The relative difference between observed and potential GDP.
23 The correlation coefficient measures the strength and direction of the relationship between two variables. A correlation coefficient of positive 1 indicates a perfect
positive relationship (as one variable increases the other also increases in the same proportion) and a correlation coefficient of negative 1 indicates a perfect negative
relationship between two variables (when one variable increases the other decreases in the same proportion). The coefficient of correlation is significant at a 90%
level of confidence.
24 It should be noted that in the last two years the behaviour of informality in Colombia has been less counter-cyclical. In fact the correlation coefficient between
formality and the output gap was 0.74 with a 99 significance level between 2002 and 2013. This can probably be explained by the 2014 reduction in payroll tax.
25 Calculated as a Hodrick Prescott filter residual.
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Figure 1: FORMALITY RATE AND OUTPUT GAP IN COLOMBIA
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Source: Authors’ calculations based on Mondragon et al. 2010; Fedesarrollo’s own calculations of output gap and World Bank, World Development Indicators

Table 9: CORRELATION BETWEEN QUARTERLY EMPLOYMENT CHANGE AND GDP CHANGE, 2008-2015, SOUTH AFRICA
South Africa
Quarterly Data

Formal Sector
Employment

Informal Sector
Employment

Private Household
Employment

Real GDP
(Lagged)

Real GDP

Formal Sector Employment

1.0000

Informal Sector Employment

0.2792

1.0000

Private Household Employment

0.6413

0.0176

1.0000

Real GDP

0.2800

0.6297

-0.0059

1.0000

Real GDP (Lagged)

0.6231

-0.3801

0.3951

-0.4028

1.0000

Source: South African Reserve Bank 2015
Notes: Correlation coefficients calculated using quarterly year-on-year employment and GDP growth rates.

Figure 2: ECONOMIC GROWTH AND FORMAL AND INFORMAL EMPLOYMENT IN SOUTH AFRICA, 2008Q1-2015Q2.
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Aggregate Employment Change

Private Households
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−750. 0

Source: South African Reserve Bank 2015
Notes: GDP growth rates calculated as quarterly year-on-year growth rates of seasonally adjusted real GDP at constant 2010 prices. Employment growth rates are quarterly year-on-year growth
rates. QLFS data only begins in 2008Q1; therefore, year-on-year changes are only available from 2009Q1 onwards.

This apparent inconsistency with our theory of a prevalence of involuntary informality in South Africa can be
explained by high barriers to informality. In fact, these barriers limit the informal sector’s capacity to absorb
retrenched formal sector workers during downturns; informality is therefore not counter-cyclical, even though
it might be involuntary. Some of the informal sector barriers in South Africa have historical roots. Historical
legislation enforced spatial segregation and resulted in large informal settlements being built outside of cities
and distant from formal economic activity. The current geographical distribution of the population is a legacy of
this apartheid-era legislation, making the transport costs associated with setting up and running an informal
enterprise high. At the same time, enforcement of labour laws in South Africa hampers growth in informal
activities (Ceni 2014; Almeida and Carneiro 2005). Labour law enforcement is commonly estimated by monitoring
indicators and these reveal relatively high levels of enforcement in South Africa where the labour inspection
rate is 0.82 , compared with 0.30 in Colombia and 0.76 in OECD members countries (ILO 2013a 26, and where the
number of inspector visits per year (101,792), is ten times the number of visits in Colombia (10,438) (ILO 2013a)27.
As explained by Perry (2007) another possible cause of the pro-cyclical behaviourof informality in the presence
of voluntary informality is the introduction of a very restrictive monetary policy in response to a commodity boom
because it incentivises the service sector which is intensive in informal business.
Based on these indicators, it can be stated that voluntary informality is not the dominant type of informality in
either South Africa or Colombia. However, there is evidence of the existence of some voluntary informal workers
for whom informality may be beneficial at the individual level. At a societal level, however, the effect of voluntary
informality is not beneficial since these individuals are using public goods without paying for them, giving rise to
various negative externalities. The rate of voluntary informality appears to be higher in Colombia than in South
Africa, according to the results of survey data.

26 Measured as the number of labour inspectors per 10,000 employees.
27 These inspections rates are very much in line with the differences in governance and institutions indicators in both countries (World Wide Governance Indicators,
World Bank, 2016). For example, the rule of law indicator in South Africa is 0.16 and -0.34 in Colombia; the government effectiveness indicator is -0.11 in Colombia
and 0.33 in South Africa; and the indicator of voice and accountability is 0.65 in South Africa and -0.1 in Colombia. Similarly, South Africa does better in controlling
corruption than Colombia, -0.11 versus -0.39, although both countries perform poorly on this indicator. Regulatory quality is the only indicator in which Colombia, 0.5,
performs better than South Africa with 0.3. According to Ceni (2014), differences in enforcement and fines explain much of the differences in informality, while stricter
law enforcement reduces the amount of informal employment in firms (Almeida and Carneiro 2005).
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DIFFERENCES IN PRODUCTIVITY
The previous section focused on identifying workers who were voluntarily informal. In this section, we shift our
attention to involuntary informality and the distinction between subsistence and induced informality. To make
this distinction, we need to determine whether there are substantial differences in productivity between formal
and informal workers and in which socio-economic sectors these differences can be found. The two indicators we
use to measure differences in productivity are the incidence of informality in lower productivity groups and the
percentage of workers earning a wage significantly lower than the minimum hiring cost. For the former, we provide
summary statistics of informality according to worker characteristics (Table 10) as well as a multinomial logit
regression28 on the probability of being informal, unemployed or inactive relative to formal in order to ascertain
if indicators of low worker productivity are significant correlates of informality (Table 11). Table 11 makes use of
Relative Risk Ratios (RRRs). Box 1 provides an explanation of how these RRRs are interpreted.
HIGH INCIDENCE OF INFORMALITY IN GROUPS WITH LOW PRODUCTIVITY
Education: As is evident in Table 10, using education as a measure of productivity results in consistently large
differences in informality rates across our cases. In Colombia as a whole, the informality rate for workers with
primary education is 84%, compared with 56% among workers with a high school education and 27% among
workers with a tertiary education29. In South Africa, amongst those without any secondary education, between
55% and 60% are informally employed, falling to 21% if the worker has completed 12 years of schooling. As in
Colombia, tertiary education is correlated with a further reduction in the likelihood of informal employment to
less than 10% in South Africa. This suggests that in both countries there is an important portion of the population
with levels of productivity so low, caused by low levels of education, that they are unlikely to find a formal job,
which is also consistent with previous results in this section.
Consistent with these findings, education is a significant determinant of an individual’s probability of being in the
informal labour market relative to the formal labour market in both countries, estimates of which are given in
Table 11. Regarding education, the coefficient on “Primary or less” is the ratio of the relative risk of being informal
(compared with being formal) for those with an education of primary or less education, compared to the same
relative risk for the base group (those with a secondary school education). In this case, those with an elementary
school education face a 2.58 times greater relative risk of being informal (compared with being formal) than
those with a secondary school education. Similarly, individuals with a tertiary education have a lower risk of
being informal (relative to formal) than those with a secondary school education. These figures are remarkably
similar for Colombia.
Experience: Age is commonly used as a proxy for experience. According to Table 10 and Annex B, which provides
a summary of characteristics of the South African and Colombian Labour Markets, while the majority of youth
aged 15 to 24 are not economically active and likely to be enrolled in education, of those youth who are working,
37% and 59% are employed informally in South Africa and Colombia, respectively. This may be due to an emphasis
on experience on the part of employers and an unwillingness to assume the additional risk associated with
hiring individuals who are relatively ‘untested’ in the job market. Thus youth may turn to informal employment

28 We used the multinomial logit specification because we believe it describes the labour market of developing countries more accurately than other models, as the
traditional logit for formality correcting by selection bias. In fact, in developing countries informality is more a default option than inactivity. The assumptions of the
multinomial logit also hold for our estimation, namely: (i) each independent variable has a single value for each case; (ii) the dependent variable cannot be perfectly
predicted from the independent variables for any case and (iii) eliminating some of the unchosen alternatives should not affect the selection of the best option for the
individual (independence of irrelevant alternatives). Nevertheless, we estimated the determinants of informality using other specifications and the results are very
similar. Annex C provides the same estimation using the informal worker definition of informality for the case of Colombia.
29 The rates are 85%, 56% and 26% respectively if we include rural and other urban areas.
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as a last resort if they find themselves unable to secure employment in the formal sector. However, in the case
of Colombia, younger workers reveal preferences for formal jobs. In South Africa, average levels of informal
employment remain similar to those for all other age cohorts, while in Colombia the older population also shows
higher levels of informality. It is possible that this result could be explained by preferences, as shown in Table 5,
and differences in education. While the whole occupied population has an average of 10 years of education, the
population older than 45 years old has studied for an average of 7 years, and as we suggested before, education
is strongly correlated with informality. Table 11 indicates that even after controlling for education, age remains
a significant determinant of informality (relative to formality).

Table 10: SOUTH AFRICAN AND COLOMBIAN INFORMALITY RATES BY WORKER CHARACTERISTICS

Total

South Africa Total %

Colombia 13 Cities^ %

Colombia Total^^ %

30.4

48.0

59.9

Gender
Male

30.3

45.1

59.3

Female

30.5

51.3

60.6

Education Level
None
Pre-School
Primary
Middle School

56.5

85.9

92.0

-

100.0

100.0

55.5

76.7

83.7
75.9

-

69.8

Incomplete Secondary School

41.8

-

-

Completed Secondary School

20.6

48.4

56.4

Certificate/Diploma

9.7

-

-

Tertiary

4.8

23.9

26.5

37.3

42.6

59.0

Age
15-24 years
25-34 years

31.3

34.4

46.5

35-44 years

28.8

46.2

57.7

45-54 years

29.9

56.6

56.2

55+ years^

27.1

72.7

80.0

Urban Area

27.4

-

53.5

Location

Non-Urban Area

39.4

-

83.9

Productive Cities

-

44.9

44.5

Non Productive Cities

-

59.2

59.8

Race

30

African

35.9

-

-

Coloured

22.2

-

-

Asian/Indian

15.5

-

-

White

8.6

-

-

^Productive cities are: Bogotá, Medellin, Tunja and Bucaramanga. Non-productive cities are: Barranquilla, Sincelejo, Cucuta and Quibdo.
^^When the whole country is considered the city sample increases from 13 to 23 cities, therefore this changes the productive and non-productive cities list to: Bogotá, Medellin, Bucaramanga
and Villavicencio (productive cities) and Pasto, Monteria, Barranquilla and Cucuta (non-productive cities).
^For South Africa, data is available for 55-64 years.
Sources: Stats SA QLFS Q3 2015 and Statistics Colombia GEIH Q3 2015.

30 Race groups in South Africa and divided into, amongst others, the distinct ethnic groups “African”, “Coloured” and “White”.
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Box 1: Understanding Relative Risk Ratios
A multinomial logistic regression – a regression where the
dependent variable has two or more categories – may display
the coefficient on its independent variables as Relative Risk
Ratios (RRRs). In this paper, Table 10 performs a multinomial
logistic regression with four labour market states as the
dependent variable: formal, informal, unemployed and inactive.
A relative risk is the probability of an outcome, relative to the
base outcome. The Relative Risk Ratio is the ratio of these
two relative risks.
The table below provides an illustration of the method behind
the calculation of the RRRs. Note that all figures in this table are
hypothetical. Columns 1 and 2 of the table showthe probability
of appearing in each of the four labour market states (formal,
informal, unemployed and inactive), for males and females
respectively. Note that in this hypothetical example, males have
a higher probability of formality than females (0.5 compared
with 0.15). In this case (as illustrated below), the formal labour
market state is the base group (or comparative group) of the
dependent variable in the multinomial regression.
Columns 3 and 4 calculate the risk of appearing in each labour
market state, relative to being formal, for males and females
respectively. For example, row 2 of column 3 indicates that
a male’s relative risk of being informal, relative to being
formal, is 0.5. This is calculated by dividing the probability
of informality (0.25) by the probability of formality (0.5) for
males. In other words, males are half as likely to be informal
as formal. On the other hand, the relative risk of informality

(compared to formality) is 2.68 for females. This means that
females are 2.68 times more likely to be informal than to be
formal. Note that the risk of being formal, relative to being
formal, is always 1.
Column 5 calculates the Relative Risk Ratio for men compared
with women. In a regression, this would equate to the RRR
coefficient on the independent variable male, where female is
the base (or comparative) variable. As is clear from this table,
RRRs are always 1 for the base dependent variable. This is
because the Relative Risk Ratio for the comparative group (in
this case formal) is always 1, as it is the ratio of two relative
risks which are themselves always equal to 1.
The second line of column 5 shows that for the labour market
state of informality relative to formality, the RRR is 0.19 for
males relative to females. This is calculated by dividing the
relative risk of informality (compared with formality) for
males (0.5) by the relative risk of informality (compared with
formality) for females (2.68). This is interpreted by saying
that the relative risk of informality (compared to formality)
for males is 19% of the same relative risk for females. Overall,
an RRR less than 1 means that the relative risk of informality
(compared with formality) for males is lower than it is for
females. An RRR of greater than 1 would mean that the relative
risk of informality (compared with formality) for males is
greater than it is for females. Finally, an RRR equal to one
would mean that the relative risk of informality (compared
with formality) is the same for males and for females.

2012
(5)
Relative Risk Ratio (i.e. risk of outcome,
relative to formal outcome)
(MALE TO FEMALE):

(1)
MALE:
Probability of
outcome

(2)
FEMALE:
Probability of
outcome

(3)
MALE’s Relative
Risk:
Risk of outcome,
relative to formal
outcome

Formal

0.5

0.15

0.50 / 0.5 = 1.0

0.15 / 0.15 = 1.00

1.0 / 1.00 = 1.00

Informal

0.25

0.40

0.25 / 0.5 = 0.5

0.40 / 0.15 = 2.68

0.5 / 2.68 = 0.19

Unemployed

0.15

0.20

0.15 / 0.5 = 0.3

0.20 / 0.15 = 1.34

0.3 / 1.34 = 0.22

Inactive

0.10

0.25

0.10 / 0.5 = 0.2

0.25 / 0.15 = 1.67

0.2 / 1.67 = 0.12

Dependent
Variable

(4)
FEMALE’s Relative
Risk:
Risk of outcome,
relative to formal
outcome

MALE'S Relative Risk
OVER
FEMALE'S Relative Risk
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Table 11: MULTINOMIAL LOGIT: PROBABILITY OF BEING INFORMAL, UNEMPLOYED OR INACTIVE RATHER THAN FORMALLY EMPLOYED.
South Africa

Colombia

Informal

Unemployed

Inactive

Informal

Unemployed

Inactive

Primary or less

2.584***

1.322***

2.402***

2.619***

1.660***

3.836***

[0.124]

[0.071]

[0.103]

[0.086]

[0.089]

[0.143]

Tertiary or more

0.228***

0.316***

0.195***

0.294***

0.569***

0.419***

[0.016]

[0.018]

[0.011]

[0.009]

[0.027]

[0.016]

-

-

-

4.594***

2.034

59.409***

-

-

-

[1.569]

[0.926]

[19.776]

15-24 years

1.412***

4.050***

18.161***

1.282***

3.940***

9.199***

[0.094]

[0.230]

[0.920]

[0.054]

[0.249]

[0.429]

25-34 years

1.167***

1.752***

1.549***

0.800***

1.311***

1.079

[0.053]

[0.077]

[0.067]

[0.029]

[0.081]

[0.051]

0.999

0.778***

1.439***

1.167***

1.012

1.494***

10 or 12 - 14 years

45-54 years

[0.052]

[0.045]

[0.070]

[0.045]

[0.072]

[0.073]

0.900

0.612***

4.749***

2.417***

1.740***

15.055***

[0.065]

[0.056]

[0.270]

[0.111]

[0.149]

[0.772]

-

-

-

0.600***

0.724***

0.623***

-

-

-

[0.017]

[0.033]

[0.020]

Non-productive city^

-

-

-

1.148***

1.206***

1.124***

-

-

-

[0.035]

[0.056]

[0.038]

Urban

0.890**

1.182***

0.420***

0.480***

0.734***

0.623***

[0.036]

[0.047]

[0.014]

[0.022]

[0.053]

[0.031]

1.215***

0.891**

1.621***

1.377***

1.730***

3.222***

[0.057]

[0.048]

[0.070]

[0.052]

[0.117]

[0.136]

Women (not head
of HH)

1.015

1.681***

2.763***

1.416***

2.590***

6.279***

[0.044]

[0.063]

[0.094]

[0.041]

[0.113]

[0.197]

Ethnicity: Coloured

0.515***

0.555***

0.670***

-

-

-

55+ years

Productive city^

Women (head of HH)

[0.035]

[0.033]

[0.037]

-

-

-

Ethnicity: Asian/
Indian

0.554***

0.361***

1.308**

-

-

-

[0.074]

[0.050]

[0.122]

-

-

-

Ethnicity: White

0.367***

0.182***

0.737***

-

-

-

[0.036]

[0.021]

[0.047]

-

-

-

0.535***

0.380***

0.600***

2.334***

0.157***

0.180***

[0.026]

[0.019]

[0.026]

[0.125]

[0.014]

[0.011]

Constant

Number of Obs.

43 961

160 380

-

F

292.51

544.6

-

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
^ Productive cities are: Bogotá, Medellin, Bucaramanga and Villavicencio. Non-productive cities are: Pasto, Monteria, Barranquilla and Cucuta.
Source: Authors’ calculations based on GEIH 3rd Quarter 2015 (Colombia) and QLFS 3rd Quarter 2015 (South Africa).
Notes: 1. Base groups: ethnicity is African; gender is male; education is secondary school; age is 35-44; average productive cities were also used as base groups.
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However, this relationship is straightforward in South Africa, with significantly higher relative risk of informality
(compared with formality) for those younger than the base age group aged 35-44, and significantly lower relative
risk of informality (compared with formality) for those aged 55-64. In Colombia, although age is significant, it is
not always the case that younger individuals have a higher relative risk of informality (compared with formality)
and this might be explained by preferences for informality among older workers.
Geography: The productivity of a worker, and therefore the informality rate, also depends on the location of the
worker. In Colombia, the informality rate in the four most productive cities is 45% and in the four least productive
cities is 60%31 (see Table 10). There are also other forces that govern the distribution of informality among cities
in the country. For example, Pasto and Cucuta, located close to the border and therefore impacted by smuggling,
show higher than predicted levels of informality. Similarly, the informality rate in rural areas is 84%. In South
Africa, unsurprisingly, informal employment is less common in urban areas, with only 27% of urban workers
in this type of employment compared with 39% of individuals informally employed in non-urban areas (that is,
farming, mining and traditional areas). Table 11 confirms the statistical significance of these results.
Sector of activity is also a variable which is very closely related to productivity. However, this factor was not
included in the logit model in order to avoid endogeneity problems.
In sum, we argue that in both Colombia and South Africa there is evidence that informal workers are isolated
from the formal labour market due to their location and/or low levels of education and experience, or in other
words, due to their low productivity.
PERCENTAGE OF WORKERS WITH PRODUCTIVITY LEVELS BELOW THE MINIMUM COST OF HIRING THEM
In Colombia, the cost of hiring a formal worker is approximately 1.5 times the minimum wage32. We assume that
there is evidence of subsistence informality if an informal worker earns less than half this amount, or if their
marginal productivity is less than half this amount33 34. This is because subsistence informality describes those
informal workers who are segmented from the formal labour market due to low levels of productivity. This type
of informal worker would struggle to find work in the formal labour market, even if existing barriers to formality
were removed. In Colombia, approximately 48% of informal workers earn less than half of the total hourly cost
of hiring35i.e. less than 75% of the minimum wage.
In South Africa, there is currently no national minimum wage. However, there are numerous minimum wages
which apply at the sectoral level, sometimes varying according to the location of employment (urban or rural
area) and hours worked (full or part time). Violations of these sectoral minimum wages range from 37% in the
hospitality sector to 75% in forestry (Stats SA 2013a) 36.
In sum, there is evidence of the presence of subsistence informality in both South Africa and Colombia. Tables 10
and 11 show that there are high rates of informality amongst low productivity groups of the workforce. Furthermore,

31 The four most productive cities are Bogota, Medellín, Tunja and Bucaramanga. The four least productive cities are Cúcuta, Barranquilla Sincelejo and Quibdó.
Relative productivity is measured as average wage over minimum wage.
32 Including holidays, transport subsidy, severance and associated interest levels, yearly bonus, pension contributions, risk insurance and the Caja de Compensación
Familiar - Colombian institutions that provide family benefits in return for mandatory payroll taxes.
33 By considering only those that earn less than half the hiring cost, we are trying to exclude those involuntary informal workers for whom the regulatory barriers
are binding. However, this specific measure might only make sense for the case of Colombia where the estimated amount (COP$483,000, US$157 USD) is similar to
the median (COP$500,000, $163 USD) and mean (COP$524,000, 4171 USD) for informal earnings amongst informal involuntary workers in 2015; a good measure the
marginal productivity of those workers in that year.
34 The percentage drops to 44% if we restrict the survey to the main 13 metropolitan areas
35 In those cases when it was not reported as it is the case of about 10% of the informal workers, we imputed a salary.
36 Authors’ own calculations.
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if workers are being paid productivity-linked wages, substantial violation of the minimum wage indicates that
these workers are less productive than their counterparts in the formal labour market. In Colombia, the actual
hiring cost is well above the minimum wage. If informal workers earn a productivity-linked wage substantially
lower than the hiring cost (less than half) it means that workers are not being segregated because of barriers
to formality, but because of their low productivity. For these individuals, the informal labour market represents
a positive tool for promoting inclusive growth since, in the absence of informal employment opportunities, the
alternative for these individuals would be unemployment, rather than formal employment.

EVIDENCE OF BARRIERS TO FORMALITY
The existence of barriers to formality is also a tool which enables us to determine whether the involuntary informal
are subsistence or induced informal workers. These barriers can be implicit, as in the case of discrimination, or
explicit, as in the case of labour taxes. Both types of barrier prevent productive workers from being employed
in the formal sector, where they could be even more productive in the long run. Therefore, the removal of these
barriers should have a positive impact in terms of inclusive growth.
IMPLICIT BARRIERS TO FORMALITY
An important number of productive and prepared workers are being segregated from the formal labour market
because of their gender or their race. The removal of this barrier to the formal labour market would therefore
stimulate important productivity and distributional gains for these economies.
Gender: In Colombia, the informality rate is 61% among women and 59% among men, while the unemployment
rate is 7% among women and 5% among men (Table 10 and Annex B). These figures show a small bias against
women in the labour market, in spite of the fact that the levels of education are similar between both genders. In
South Africa, there is no substantial difference in mean informality rates between men and women. The results
of the multinomial logit model in Table 11, which controls for other observable characteristics, indicates that the
relationship between gender and informality differs for different groups of women. In Table 11, women are divided
into those who are heads of household and those who are not, as a way to control for preferences for formality
that tend to be different in both groups. These groups are evaluated relative to the base group, which is all male.
The coefficient for women who are household heads indicates that they face a higher relative risk of informality
(compared with formality) than men. This is the case for both Colombia and South Africa. However, when looking
at the coefficient for women who are not household heads, results diverge between the two countries. While
the coefficient is not significant for South Africa, it is significant and of a similar size to that for women who are
household heads in Colombia.
The fact that in Colombia women who are not household heads have high incidence of informality might be explained
by preference. Yet this explanation seems less logical for women who are household heads, who do not show a
particular preference for informality and it might, therefore, be understood as a symptom of discrimination. The
fact that the incidence of unemployment (over formality) is also higher for all women reinforces this conjecture.
In South Africa, the insignificance of the coefficient for women who are not household heads may be explained
by the fact that in South Africa household heads do not have the luxury of being picky about employment, given
their level of responsibility and the exceedingly high unemployment rates in the country. In addition, if a woman
is a household head she is likely to require time flexibility in her employment (due to childcare and other family
responsibilities), which limits her employment options. Women are therefore more likely than men (generally) to
be in informal rather than formal work. On the other hand, females who are not household heads typically reside
with a household member who is responsible for the financial well-being of the family. They are therefore more
likely to be unemployed or inactive (compared with being formal), as Table 11 indicates. These women can also

31

RETHINKING THE EFFECT OF INFORMALITY ON
INCLUSIVE GROWTH: LESSONS FROM COLOMBIA AND
SOUTH AFRICA FOR THEIR REGIONS

be pickier about the form of employment they participate in, resulting in no significant differences in the relative
risk of informality (compared with formality) between females who are not household heads and males.
Ethnicity: In the 2005 Colombian census, around 14% of the population declared itself an ethnic minority: 11%
Afro-Colombians and 3% indigenous. The GEIH does not ask questions related to ethnicity, however using another
survey, Bernal (2009) found that the probability of working in the informal sector is 5.4 percentage points higher
for indigenous people and 2.2 percentage points higher for Afro-Colombians, controlled by other observable
characteristics. Similarly, the ELCA survey indicates that estimated informality rates vary significantly, by more
than 15 percentage points, depending on the colour of the worker’s skin (Fernandez and Villar 2016). This large
gap in informality rates cannot be explained by preferences for informality, as in the case of gender. In fact, Bernal
(2009) found that ethnic minorities are 8% more likely to prefer a formal job than the rest of the self-employed
population.
In South Africa, it is clear from Table 10 that rates of informality differ substantially across race groups. White
individuals are most likely to be in the formal labour market and only 9% of white workers are informally employed.
Conversely, African individuals are least likely to be in formal employment, with 36% percent informally employed.
This indicates that not only do white South Africans face the lowest unemployment rate (see Annex B1), they are
also more likely to be engaged in formal employment which is typically characterised by higher wages, increased
job security and better quality working conditions. This is confirmed by the multinomial logit in Table 11 which
indicates that African individuals have a higher relative risk of being informal (compared with being formal) than
any other race group, significant at the 1% level.
EXPLICIT BARRIERS TO FORMALITY
The existence of explicit formal market barriers is an unambiguous symptom of induced informality. In analysing
these barriers, we look not only at payroll taxes, hiring and firing costs and high minimum wages, but also at the
unionisation process that often plays a key role in determining the strength of these barriers to formality.
Payroll taxes: Despite a recent tax reform in Colombia that reduced payroll taxes by 14 percentage points, Colombia
continues to be in the upper half of the distribution when looking at labour taxes as percentage of commercial
profits. Figure 3 shows labour and personal taxes as a percentage of income for different earnings levels - 0 to
67%, 67 to 100% and 100 to 167% of average income - in the case of a single person (OECD 2016a). In Colombia,
average tax is the same for all three income brackets and much higher than in South Africa. Furthermore, the
total of labour and personal taxes in Colombia is determined by social security contributions because of the tax
waiver at this level of income.
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Figure 3: Labour and Personal Taxes as Percentage of Wages
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Source: OECD 2016a. Note: Colombian values after the 2012 tax reform are used.

The relatively high impact of the tax reform is another symptom of the high incidence of induced informality in
Colombia. In fact, the reduction in payroll taxes lowered the informality rate of those affected by the reform in
between 4.3 and 6.8 percentage points (Fernandez and Villar 2016). This result is similar to previous estimates of
the impact of payroll taxes over the informality rate in Colombia (Antón 2014; Kugler and Kugler 2009; Mondragon
et al. 2010) and at a global level (Albrecht et al. 2009; Hazans 2011; Slonimczyk 2011; Lora and Fajardo 2012).
Minimum wage: As mentioned earlier, there is currently no national minimum wage in South Africa. Instead,
there exists a range of minimum wages by sector, region and occupation. According to the OECD (2015), in the
wholesale and retail sector, the largest covered sector, the minimum wage is only 17% of average wages compared
with 39% in the OECD. This is compared with 66% in Colombia as a whole and 55% in the 13 metropolitan areas37.
This result signals that the minimum wage is not really a strong barrier to formality in the case of South Africa,
whereas it provides further empirical evidence that the minimum wage or other related formal sector hiring
costs is an important driver of informality in Colombia.
A further substantial difference between the two countries is the way the minimum wage is set. The minimum wage
in Colombia is established at a national level and, according to the National Constitution, it is increased annually
based on past inflation plus increases in productivity. In South Africa, wage minima are set in a complicated array of
bargaining processes at the sectoral and regional levels, and are augmented by so-called sectoral determinations
that regulate wages in sectors without formal collective bargaining arrangements (such as agriculture or domestic
work). According to Hazans (2011) the European countries that set the minimum wage at a national level tend to
have higher rates of informality. However, the convenience of a national or federal minimum wage is not settled
due to the impact on income distribution38.

37 More than 40 hours of work per week.
38 The impact of the minimum wage as a reference not only for formal workers but also for informal workers, or the lighthouse impact, implies that the minimum
wage has an important role in ensuring decent work, even over those not affected by it. Therefore, it is also true that the simplicity of the federal minimum wage has
important attributes including the reduction of inequality.
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Unions and other barriers to formality: Another important difference between Colombia and South Africa is
the role of unions in the labour market. The percentage of employees that are union members as proportion of
total employment is 4.5% in Colombia compared with 27% in South Africa (Stats SA QLFS 2015Q3; OECD 2016b).
Superficially, it may appear that powerless unions should result in low barriers to formality, and vice versa.
However, the unionisation process in Colombia is weak, forcing them to concentrate their power on minimum
wage negotiations and leave aside other aspects of work protection (OECD 2015). As a result, the minimum wage
has increased above the productivity level of the economy, increasing informality despite the feeble power of
the unions. In South Africa, unions are stronger and, since 1994, politically well-connected and have achieved
significant successes related to wages and worker protections. At the same time, unions strongly resist moves
towards greater informality in the South African labour market, as well as the creation of jobs that are not deemed
decent work.
Consistent with the above, Colombia ranks very low, whereas South Africa ranks medium high, in the Rigidity of
Labour Index (Heritage Foundation 2015) which includes other aspects of labour legislation, such as working
hours and hiring, firing and severance costs.
Overall, both Colombia and South Africa show some degree of induced informality either in the form of discrimination
or in the form of legal barriers to formality. In South Africa, most of the discrimination problems are related to
race. With respect to the legal barriers to informality, Colombia has a relatively high level of payroll taxes, despite
the recent reduction implemented by the government, and more rigidity in the minimum wage. However, other
types of worker protection are rather flexible in the country. Contrarily, South Africa shows low levels of hiring
costs, but less flexible labour legislation. In sum, we argue that both countries suffer from induced informality,
but that this type of informality is more prevalent in Colombia than in South Africa for the reasons outlined above.

THE PREVAILING TYPE OF INFORMALITY IN COLOMBIA AND SOUTH AFRICA
Table 12 summarises the main findings of the previous section. According to this table, both countries show the
existence of some voluntary informal workers, but this prevalence is relatively low when compared to other
countries such as Mexico and Brazil, as we will show in the next chapter. In particular, in South African between
7% and 22% of informal workers show some (weak) indication of voluntariness. In Colombia, this figure is higher,
ranging from 21% to 36%. These results are consistent with the low levels of transition between informality and
formality in both countries, and with the evidence in favour of counter-cyclicality of informality in Colombia.
The evidence in favour of pro-cyclicality in South Africa might be explained by the existence of high barriers to
informality rather than by the prevalence of voluntary informality. As mentioned previously, the present-day
repercussions of apartheid-era legislation make the transport costs associated with setting up and running an
informal enterprise high. In addition, barriers to informality in the form of labour law enforcement are very high.
However, there is evidence of a relatively small, but still important, group of voluntary informal workers in both
countries for whom informality might be positive for inclusive growth at an individual but not at an aggregate level.
On the other hand, we found substantial evidence in both countries of subsistence informality. According to our
findings, about 48% of the workers in Colombia earn less than 50% of the cost of hiring them in the formal sector.
We argue that these workers are not primarily segregated from the labour market because of formal labour
market barriers or because of their preferences, but because of their low levels of productivity. Even if barriers
to formality were reduced substantially, these workers would have a very low chance of being hired by the formal
sector. Our findings on the incidence of informality among groups with low levels of education and experience
and in non-urban and non-productive areas confirms the relevance of subsistence informality in both countries.
Regarding induced informality, we find good evidence for the relevance of this type of informality in both countries,
although the incidence of induced informality is higher in Colombia than in South Africa. However, whereas in
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Table 12: Colombia and South Africa. Indicators of the Type of Informality
Dimension

Indicator

South Africa

Transition between informality
and formality

Medium (26%)39

Preferences for informalitysurveys

Very low (7% to 22%)41

Cyclicality: Coefficient of
correlation

Pro-cyclical44
-0.38 using lagged GDP, 0.63
using GDP

% of workers earning wages
below minimum hiring cost

N/A

High (48%)46

High (44%)47

Relative probability of being
informal, low productivity
groups48

High
Primary or less (2.7***)
15-24 years (1.4***)
Non-urban (1.15***)

High
Primary or less (2.6***)
10-15 years (1.8)
15-24 years (1.2**)
Less productive cities (1.1**)
Non-urban (2.1***)

High
Primary or less (2.6***)
12-15 years (6.2**)
15-24 years (1.0)
Less productive cities (1.6***)

Indicators of segregation.
Relative probability of being
informal49

High
Women (1.1***)
Ethnic differences: (0.49***, White
0.3*** and Asian 0.5***, relative to
Africans)

Medium
Women (1.5***)
Ethnic minorities: probability of
informality is 5.4 p.p higher for
indigenous people and 2.2 p.p
higher for Afro-Colombians50

Medium
Women (1.5***)

Minimum wage / average wage51

Low (17%) (wholesale and retail
sector)52

High (66%)53

High (55%)54

Labour tax / commercial profits55

Low (4%)

Medium high (18.6%)

Choice

Productivity

Barriers to
Formality

Colombia Total

Colombia 13 Areas
Low (14%)40

Low (21% to 36%)42

Low43 (25% to 41%)
Counter-cyclical45
-0.42%**, using output gap

Colombia the problem is mainly related to explicit barriers to formality, such as payroll taxes and inflexibility of
minimum wage, in South Africa induced informality is linked to race, partially explained by active discrimination
in the formal labour market.
As a result, we argue that although the three types of informality are observable in both countries, in South Africa
subsistence informality is most prevalent. This is consistent with Lund (1998) who finds that the informal sector
in Durban offered employment to unskilled women who would not easily find a job elsewhere; and Ranchhod and

39 Data from Table 4. Sources: National Income Dynamics Study (SALDRU 2008 and 2013. Authors’ own calculations.
40 Data from Table 4. Source: ELCA 2010 and 2013 waves. Authors’ own calculations based on the informal worker definition of informality.
41 Source: Survey of Employers and Self-Employed (Stats SA 2013b. Authors’ own calculations. Data is for employers and self-employed only.
42 GEIH 2007. Authors’ own calculations.
43 GEIH 2007. Authors’ own calculations.
44 Data from Table 5.
45 Authors’ own calculations using own calculations of output gap and GEIH 2015.
46 Authors’ own calculations using GEIH 2015.
47 GEIH 2007 and authors’ own calculations.
48 Data from multinomial logit in Table 11. The comparison group for education is high school and for age is the group 35-45.
49 Data from multinomial logit in Table 11.
50 Authors’own calculations and Bernal 2009.
51 Only for workers who work more than 40 hours a week.
52 OECD 2015. Wholesale and retail sector (the largest of all covered sectors).
53 GEIH 2015.
54 GEIH 2015.
55 World Bank’s World Development Indicators
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Dinkelman (2007) who further support the hypothesis that informal employment is the only option of employment
for vulnerable groups in South Africa. In Colombia, we find a more heterogeneous distribution of informality,
consistent with Perry (2007). In fact, we found that most informality in Colombia is either subsistence - particularly
if we include rural areas - or induced - particularly in the 13 main metropolitan areas- while voluntary informality
is significant but not prevalent. This suggests the need for a package of policies rather than a single policy to face
informality. What it also interesting is that we found that a significant percentage of voluntary informal workers
had productivity levels comparable to the subsistence informal. We suspect that this is the result of errors in the
design of social benefits which resulted in unintentional increases in the incentives to be informal, as explained
in Levy (2008).
Therefore, we argue that in South Africa informality has an overall positive effect on inclusive growth while
in Colombia, informality has a more negative relationship with inclusive growth, particularly in urban areas.
However, informality in Colombia also plays a role in providing income to the very low educated population in low
productivity cities, a perspective which is rarely taken into account in Colombia. In the following chapter, we use
these findings in order to gain insight into informality in Latin America and sub-Saharan Africa. The intention is to
provide some information as to the relative size of these three types of informality in South Africa and Colombia
when compared with their regions.
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Photo 4: Vendors sell charcoal in the streets of Bè-Ablogamé, Togo
Credit: Stephan Gladieu / World Bank

APPLYING OUR METHOD TO OTHER COUNTRIES IN
LATIN AMERICA AND SUB-SAHARAN AFRICA
INFORMALITY AND INCLUSIVE GROWTH IN SUB-SAHARAN AFRICA AND LATIN AMERICA
INFORMALITY IN SUB-SAHARAN AFRICA AND LATIN AMERICA
As in Colombia and South Africa, the extent to which the firm or worker definition of informality is employed
and the exact manner in which statistical agencies define each concept varies significantly across Africa and
Latin America56. Moreover, it is difficult to find comparable data for all the countries on the same indicator over
a single year. Putting this issue aside for the moment, Table 13 presents the most recent estimates between
2004 and 2010 on informality across world regions, calculated by Wiego using the ILO's database56. Informal
employment as a percentage of total non-agricultural employment is estimated at 66% in sub-Saharan Africa
and 51% in Latin America and the Caribbean. However, given higher labour market participation and urbanisation
rates in Latin America, urban informality is relatively more important for the latter than it is in African countries,
where participation and urbanisation rates are lower. The high rates of informality in both regions mean that the
relationship between labour market informality and inclusive growth is a critical issue for many Latin American
and African states.
56 An example of this can be seen in Annex 1 for the case of Africa.
57 The data for 47 countries on informal employment are published on the website of the ILO Statistics Department http://www.ilo.org/ global/statistics-anddatabases/WCMS_179795/lang--en/index.htm. Detailed country tables are also in the ILO and WIEGO publication Women and Men in the Informal Economy 2013: A
Statistical Picture (ILO and WIEGO 2013)
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Table 13: INFORMALITY RATES 2004-2010, BY REGION
Informal employment/ Non-Agricultural
Employment

Non-Agricultural Employment/ Population

Latin America and the Caribbean

51

50

Sub-Saharan Africa

66

28

Middle East and North Africa

45

33

Eastern Europe and Central Asia

10

46

South Asia

82

26

East and South-East Asia and Pacific

65

38

China*

33

N/A

* Estimates for urban China based on six cities: Fuzhou, Guangzhou, Shanghai, Shenyang, Wuhan and Xian.
Source: Vanek et al. 2014, authors’ own calculations.

Looking at the country-level data, Figures 4 and 5 show estimates of informal sector employment and informal
employment (respectively) as a share of non-agricultural employment in low- and middle-income countries for
which data exists58. Within sub-Saharan Africa, informality is lowest in Mauritius and South Africa, and most
prevalent in countries such as Uganda, Tanzania, Ivory Coast, Zimbabwe, Madagascar, Mozambique and Mali.
In comparison, the variance in informality rates is substantially narrower within Latin America, with Colombia,
Bolivia and most of the Central American countries facing the highest informality rates, and Brazil, Mexico,
Panama and the Dominican Republic experiencing the lowest. Regarding other developing regions, South Asian
countries tend to show higher rates of informality whereas Middle Eastern countries tend to show lower rates.
Finally, there is some evidence which suggests that informality rates have fallen in both regions since 2000. As
shown in Figure 6, and according to Tornarolli et al. (2014), the informality rate in Latin America declined from 53%
to 49% between 2000 and 2009. According to the ILO, further reductions occurred between 2009 and 2013, with
informality rates falling from 50% to 47% during this period. In the case of sub-Saharan Africa, self-employment
rates were used as a proxy to informality, given that informality data remain scarce. For the group of 9 countries
that reported self-employment indicators with some frequency59, the average self-employment rate fell from
71% in the first half of the 2000s to 68% in the latter half of the decade, and to 64% in 2010-2014.

58 Data for either measure exists for just 11 African countries.
59 We used sample averages for Burundi, Cameroon, Madagascar, Mauritius, Namibia, South Africa, Tanzania, Uganda and Zambia. We also computed this average
for a wider number of countries (only for the last decade), finding that the self-employment rate diminished from an average of 68% between 2005 and 2010 to
an average of 62% between 2011 and 2015. The countries included in this calculation were Botswana, Burundi, Cameroon, Ethiopia, Gabon, Ghana, Guinea, Liberia,
Madagascar, Mauritius, Namibia, South Africa, Tanzania, Uganda and Zambia.
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Figure 4: DEVELOPING COUNTRY SHARE OF INFORMAL SECTOR
Share of Informal Sector
by total, urban, as % of non-agricultural employment
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Figure 5: DEVELOPING COUNTRY SHARE OF INFORMAL EMPLOYMENT
Share of Informal Sector
by total, urban, as % of non-agricultural employment
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Figure 6: INFORMALITY IN SUB-SAHARAN AFRICA AND LATIN AMERICA SINCE 2000
Informality in Latin America and SSA
Average self employment rate
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Sources: Tornarolli (2014) from 2000 to 2009 and ILO from 2010 to 2013, based on the ILOSTAT database. Although the two sources are not strictly the same, both series show similar indicators
that allowed us to complete the series.
Notes: Informality rates in sub-Saharan Africa are proxied by self- employment and simple averages per region are computed. The nine countries included were Burundi, Cameroon, Madagascar,
Mauritius, Namibia, South Africa, Tanzania, Uganda and Zambia. The 15 countries are Botswana, Burundi, Cameroon, Ethiopia, Gabon, Ghana, Guinea, Liberia, Madagascar, Mauritius, Namibia,
South Africa, Tanzania, Uganda and Zambia.

INCLUSIVE GROWTH IN SUB-SAHARAN AFRICA AND LATIN AMERICA
According to the inclusive growth index developed by Almeida Ramos et al. (2013), which considers per capita
income growth, income distribution, poverty reduction and employment generation in 2006, Latin American
countries are typically ranked in the medium-low, medium and medium-high ranges of inclusive growth. Countries
such as Mexico and Uruguay are ranked in the high-medium range; others such as Brazil, Chile, Ecuador, El
Salvador, Paraguay and Peru are ranked in the medium range; while Bolivia, Colombia, the Dominican Republic
and Panama, amongst others, are classified in the medium-low range. While few African countries were included
in the analysis, South Africa ranks low and Ethiopia, Madagascar, Kenya, Uganda and Zambia rank as not inclusive.
Similarly, the Anand et al. (2013) index, which looks at per capita income growth and income distribution variables
from 1990 onwards, classifies Venezuela, Bolivia, Colombia, Kenya, Ghana and South Africa as countries with
low levels of inclusive growth, and Mexico, Brazil, Ecuador and Argentina as countries with medium levels of
inclusive growth. According to the authors, the slope of the changes in growth and in inclusiveness is positive in
Latin America and negative in Africa, suggesting that growth has been accompanied by inclusiveness in Latin
America and at the price of inclusiveness in the case of Africa.
INFORMALITY AND INCLUSIVE GROWTH IN SUB-SAHARAN AFRICA AND LATIN AMERICA
On average, both regions show high informality and low inclusive growth rates, with a number of sub-Saharan
African countries showing more extreme figures for both indicators. During the last fifteen years, both regions
also experienced increasingly high economic growth rates accompanied by falling informality rates. However,
whereas this high-growth and low-informality combination was accompanied by more inclusiveness in the case
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of Latin America, this was not so for the average sub-Saharan African country. Although the answer to why this is
the case exceeds the scope of this paper, it seems that the improvements in African economic growth were more
impressive than the reductions in informality rates, perhaps to the detriment of income distribution in the region.
From another perspective, this coincidence of high economic growth and lower informality rates brings into
question what would happen to the latter in a less dynamic economic environment. In fact, one issue present in
the subsequent analysis is how to make economic adjustments that preserve the labour market improvements
of the last decade. The identification of the type of informality that prevails in each country is not only useful to
establish the direction of the impact of informality on inclusive growth, but to make policy recommendations
related to the functioning of formal and informal labour markets.

IDENTIFYING THE PREVAILING TYPE OF
INFORMALITY IN LATIN AMERICA AND SUBSAHARAN AFRICA
In this section we explore data from Latin America
and sub-Saharan Africa in order to establish the
dominant type of informality at a regional level, and at
a country level in those cases where there is sufficient
information. Unlike in the previous chapter where
we were able to work with survey data directly, in
this regional analysis we rely on secondary sources
and global databases and therefore results are less
conclusive. Moreover, we opted only to analyse the
dimensions of preference for informality and barriers to
formality, leaving aside the productivity indicators that
were more difficult to gather at country level. Even so,
we will be able to formulate some conclusions around
the existence of induced and voluntary informality,
leaving subsistence informality as a residual category.
It is our hope that researchers in these contexts can use
the example of our casework in Colombia and South
Africa to accomplish similar exercises.

Photo 5: Ugandan entrepreneur makes cooking pots in the Kisenyi slum of
Kampala
Credit: Stephan Gladieu / World Bank

DEGREE OF CHOICE

Using Survey Data
There has been limited work surrounding the factors motivating individuals to enter the informal labour market
in sub-Saharan Africa. Benjamin and Mbaye (2014) find that the main reason for entering the informal sector,
as reported by household surveys in both Tanzania and the Republic of Congo, was the impossibility of finding
wage employment. In the case of Latin America, Arias and Bustelo (2007) and Arias et al. (2007) report that 59%
of the self-employed in Colombia would prefer to have a job in the formal market, based on household surveys.
This percentage amounts to 40% in Argentina, 26% in Bolivia and 25% in the Dominican Republic. As for informal
salaried workers, the proportion that would prefer a formal job is 60% in Colombia, 57% in Argentina, 48% in Bolivia
and 43% in the Dominican Republic. Although not strictly comparable, these surveys also find that the reason
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for self-employment is often the impossibility of finding a salaried job, with this being the main reason declared
by 25% of respondents in Bolivia; the most or second most important reason for 55% and 52% of respondents in
Colombia and the Dominican Republic respectively, and a relevant reason for 59% of Argentineans 60. According
to Perry (2007)61, in Mexico 44% of the male population was informally self-employed because of higher earnings
and only 12% because they could not find a job in the formal market. Among women, only 6% reported that they
could not find a job in the formal market and the main reason cited for informality was to obtain an additional
source of income. In Brazil, 33% of the informally self-employment stated they would leave their current job for a
salaried contract. Surveys in Mexico and Brazil also show a higher preference for independent work among women
and older populations. These results show that there is an important portion of the population that is working
informally because they can’t find a job in the formal market, with Colombia showing the highest preference for
formal employment and Mexico the lowest62. According to Maloney (2004) preferences for informality can be
explained by the fact that workers "find substitutes for the protection or services offered by formal institutions,
or are willing to trade formal protections off for another dimension of job quality" .

Counter- or Pro-Cyclicality
Counter- and pro-cyclicality may also provide useful signals of the kind of informality that prevails in any given
country. Some of the most important findings in the literature on this subject can be summarised as follows. Bosch
and Maloney (2008), in the case of Mexico and to a lesser extent in the case of Brazil, find that formal-informal
transitions behave as if the two markets were well integrated, with informal employment not behaving as a
substitute for unemployment. Tornarolli et al. (2014), using information from household surveys, found countercyclicality in the informality rates for Brazil, Colombia and Chile, mostly among salaried informal workers, and
in Uruguay and Venezuela, mostly amongst the self-employed. They did not find any clear relationship in other
countries such as Costa Rica and Peru. Loayza and Rigolini (2006) also found good evidence of the prevalence of
counter-cyclicality of informality in the region. Finally, Fiess et al. (2008) found that whereas informal employment
in Mexico and Brazil tends to be pro-cyclical, this relationship tends to be counter-cyclical in Argentina and
Colombia. In sum, most studies indicate that informal markets tend to be pro-cyclical in Mexico and countercyclical in Uruguay, Venezuela, Chile, Argentina and Colombia. Evidence for Brazil suggests pro-cyclicality, but
results were less conclusive in this case.
As for sub-Saharan Africa, there is limited information to draw proper conclusions about the counter- or procyclicality of informality, but, as we did in the previous exercise, we selected a small group of countries that reported
at least 8 self-employment rates over the last 15 years. As expected, most of the countries in this group showed
counter-cyclical behaviour of informality, but due to lack of data availability63 only two coefficients of correlation
proved to be significant at a 5% level: Zambia (-0.74) and Mauritius (-0.67). Namibia and Burundi showed high
but not significant correlations at -0.49 and -0.52, respectively. This finding is consistent with the fact that selfemployment rates have diminished during the last ten years; a period of sustained economic growth for the region.
According to existing literature, evidence of counter-cyclicality was also found in Zimbabwe in the 1990s when
the number of small enterprises rose due to an economic slowdown (Daniels 2003). In particular, it was found that
the informal sector grew as agricultural income declined. In Senegal, the informal sector absorbed a significant
amount of jobs that were lost from the industrial sector between 1994 and 2001 (Lindauer and Velenchik 2002).
60 The survey asked for the main reason in Bolivia, up to two reasons in Colombia (34% of the answers) and the two most important reasons in the Dominican Republic
(26% of the answers), whereas in Argentina the question allowed for multiple responses (43% of the answers).
61 Based on local surveys. In Mexico the survey asked for the main reason.
62 Notwithstanding, the differences in preferences between Colombia and other Latin American countries would be fewer if we assume that employees do not have
a preference for informality, given that the percentage of self-employed is higher in Colombia.
63 Only six countries had at least 8 data points on self-employment between 1996 and 2013. The output gap was estimated as the residual of a Hodrick and Prescott
estimation.
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In conclusion, although time series data is rather scarce, a simple analysis of self-employment rates shows that
in some sub-Saharan African countries and most Latin American countries, informality exhibits counter-cyclical
behaviour, consistent with a low incidence of voluntary informality. In Latin America, some of the countries where
the evidence of involuntary informality is stronger are Colombia, Argentina, Bolivia and the Dominican Republic.
In sub-Saharan Africa, although evidence is weak due to pooravailability of data, the countries that show stronger
signs of involuntary informality are Zambia, Mauritius and Zimbabwe and to a lesser degree Namibia and Burundi.
On the contrary, Mexico shows some evidence of voluntary informality and Brazil appears to be more or less in
the middle. South Africa, as we stated before, shows some signs of pro-cyclicality, and at the same time very
low preferences for informal jobs, consistent with the high barriers to informality characteristic of the country.
BARRIERS TO FORMALITY

Implicit Barriers
Studying the barriers to formality enables us to detect if there is evidence of induced informality within any given
country. Regarding race segregation, in Brazil races other than Whites face higher informality rates, controlling for
other observable characteristics (Fairris and Jonasson 2016). Similarly, Tokman (2008) shows that countries with
larger indigenous populations are also those with higher informality rates. He also checked for bias in the labour
market against immigrants but found no support for his hypothesis. As reported before, Bernal (2009) found high
incidence of informality among ethnic minorities in Colombia. There is little literature on ethnic discrimination in
African labour markets, other than the numerous papers addressing racial discrimination in South Africa. There
is some early literature showing private sector wage premiums for Asians over Africans in Tanzania in 1980
(Armitage and Sabot 1991). Other more recent literature finds little evidence of wage differentials by ethnicity. For
example, Barr and Oduro (2002) find that while ethnic differentials in wages exist, a significant portion of this can
be explained by standard worker characteristics. In their 2011 paper, Nordman et al. study wage differentials by
ethnicity in seven West African cities and find that, in contrast to the large gender earnings gap, majority ethnic
groups do not appear to be in a systematically advantageous position.
Similar to the patterns we observe in Colombia and to a lesser extent in South Africa, the incidence of informality
is also higher for women than for men across both regions. According to Vanek (2014), the female informality rate
is 50% in Latin America and 74% in sub-Saharan Africa, whereas the male informality rate is 45% in Latin America
and 61% in sub-Saharan Africa. Similarly, the female share of informal employment is higher than that of men in
Botswana, Ethiopia, Mali and South Africa; about half of the countries for which data is available (Adams 2008).
However, as explained before, this does not mean much in terms of inclusive growth as long as it is the result of
a preference for informality. In the Mexican survey, and to a lesser extent in the Brazilian survey, women show
a relatively higher preference for informal work. In the same sense, Galli and Kucera (2008) found that female
behaviour does not differ from male behaviour in terms of counter- or pro-cyclicality. Therefore, it is not easy to
establish if the high incidence of female informality is due to labour market segregation or a matter of preference.

Explicit Barriers
Payroll taxes: As discussed, a high level of payroll taxes is closely related with a high level of induced informality.
This relationship also holds for African and Latin American countries as shown in Figure 7 (Perry 2016). According
to Table 14, the level of labour taxes and contributions as a proportion of commercial profits is not particularly
high in Latin America (14%) or in sub-Saharan Africa (16%) when compared with the global average (16%), and
it is certainly low when compared to OECD members (24%). However, these taxes are very high in countries such
as Brazil, Costa Rica and Argentina; high in Mexico, Senegal and Ivory Coast; medium high in Sudan, Bolivia,
Colombia, Cameroon and Tanzania and very low in South Africa, Chile and Kenya.

43

RETHINKING THE EFFECT OF INFORMALITY ON
INCLUSIVE GROWTH: LESSONS FROM COLOMBIA AND
SOUTH AFRICA FOR THEIR REGIONS

Predicted difference in informality

Figure 7: INFORMALITY CORRECTED BY PER CAPITA INCOME AND LABOUR TAXES
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Minimum wages: Very low minimum wages can be negative in terms of income distribution. However, high
minimum wages in relation to value added might encourage informality and particularly, induced informality.
This relationship also holds for African and Latin American countries as shown in Figure 8 (Perry 2016). However,
according to Perry (2016) and as seen in Figure 9, what impacts informality to a higher degree are not payroll
taxes or minimum wages per se but their sum. The Doing Business Indicators of the World Bank estimate the
ratio of the minimum wage to the value added per worker 64, taking into account not only the countries with a
national minimum wage, but also those countries that set wages in collective bargaining on at least 50% of the
private sector. As shown in Table 14 the minimum wage greatly exceeds the value added per worker in Zimbabwe,
Kenya, Zambia, Guatemala and the Republic of the Congo and it is not particularly high in countries as Colombia
and Peru. However, this index is affected by income distribution, capital intensive sectors and by the distribution
of human capital, so it does not capture how binding the minimum wage is for poorly educated workers. Table
14 also includes indicators of the minimum wage over the mean/median wage, showing that Argentina, Bolivia,
Colombia, Congo, Ecuador, El Salvador,Guatemala, Panama and Peru rank relatively high.

Figure 8: INFORMALITY CORRECTED BY PER CAPITA INCOME AND MINIMUM WAGES TO VALUE ADDED PER WORKER
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64 In particular, it assumes a cashier, age 19, with one year of work experience.
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Figure 9: INFORMALITY CORRECTED BY PER CAPITA INCOME AND HIRING COSTS.
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Table 14: BARRIERS TO FORMALITY

Labour tax and
contributions (% of profit)

Other labour market
barriers

Minimum wage
Ratio of minimum wage to
value added per worker

Argentina

29.3

Very high

68

High

63%

High

Bolivia

18.8

Medium high

79

Very high

51%

Medium high

Brazil

40.3

Very high

65

High

31%

Medium low

Minimum/median
115%

66%

Very high

Medium high

Burundi

10.2

low

58

Medium low

6%

Very low

Cameroon

18.3

Medium high

67

High

34%

Medium low

Chile

4

Very low

58

Medium low

23%

Medium low

68%

Medium high

Colombia

18.6*

Medium high

43

Very low

34%

Medium low

77%

High

Congo D.R.

12.6

Medium low

70

Very high

73%

Very high

Congo Rep.

31.3

Very high

73

Very high

51%

Medium high

Costa Rica

32.2

Very high

61

Medium high

49%

Medium high

Dominican Republic

18.6

Medium high

59

Medium high

42%

Medium high

Ecuador

13.7

Medium low

62

Medium high

51%

Medium high

El Salvador

17.2

Medium high

62

Medium high

43%

Minimum/mean
69%

Very high

69%

Very high

36%

Medium low

4%

Very low

45%

Medium high

66%

Very high

127%

Very high

28%

low

72%

Medium high

42%

Medium high

44%

Medium high

83%

High

57%

High

Medium high

68%

Very high

Ethiopia

5.6

low

66

High

0%

Very low

37%

Medium low

Ghana

14.7

Medium low

63

High

26%

Medium low

38%

Medium low

Guatemala

14.3

Medium low

61

Medium high

74%

Very high

118%

Very high

Ivory Coast

23.3

High

66

High

51%

Medium high

Kenya

1.9

Very low

50

low

140%

Very high

37%

Medium low

19%

low

29%

low

Mauritius

7.1

low

57

Medium low

25%

Medium low

Mexico

25.4

High

65

High

14%

low

Namibia

1

Very low

43

Very low

0%

Very low

Nigeria

12.1

Medium low

51

low

23%

Medium low

38%

low
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Panama

20

Medium high

72

Very high

34%

Medium low

Paraguay

18.6

Medium high

78

Very high

72%

Very high

Peru

11

Medium low

56

Medium low

33%

Medium low

Senegal

23.6

High

67

High

114%

Very high

South Africa

4

Very low

59

Medium high

35%

Medium low

Sudan

19.2

Medium high

74

Very high

27%

Medium low

Tanzania

16.9

Medium high

54

Medium low

46%

Medium high

73%

High

45%

Medium high

53%

Medium high

26%

Very low

16%

Very low

17%

Very low

28%

low

1%

Very low

33%

Medium low

Trinidad and T

8.5

low

52

low

21%

low

Uganda

11.3

Medium low

44

Very low

2%

Very low

4%

Very low

Uruguay

15.6

Medium low

57

Medium low

29%

Medium low

54%

Medium low

Zambia

10.4

low

63

Medium high

93%

Very high

Zimbabwe

6

Low

76

Very high

209%

Very High

Source: Doing Business Indicators, 2016. World Bank and Heritage Foundation, 2016.
Notes: Data from Brazil, Mexico and Nigeria corresponds to the average of the two biggest cities. The minimum wage to value added per worker assumes a cashier, age 19, with one year of work
experience. The other labour market rigidities is the arithmetic inverse of the Freedom of labour from the Heritage Foundation, adjusted to exclude the minimum wage to value per worker index.
It includes the following factors Hindrance to hiring additional workers, Rigidity of hours, Difficulty of firing redundant employees, legally mandated notice period, Mandatory severance pay, and
the Labor force participation rate.
The levels are assigned according to the following rule. Greater than the average plus a standard deviation, very high; between the average plus a half a standard deviation and the average plus
one standard deviation, high; Between the average and the average plus one standard deviation, medium high; between the average minus one half standard deviation and the average, medium
low; between the average minus one standard deviation and the average minus half a standard deviation, low; and lower than the average minus one standard deviation, low.

Another important feature is the way the minimum wage is set. The minimum wage in Colombia is established
at a national level and, according to the National Constitution, is increased annually based on past inflation plus
increases in productivity. According to Hazans (2011) the European countries that set the minimum wage at a
national level tend to have higher rates of informality. However, the convenience of a national or federal minimum
wage is not settled due to the impact on income distribution (Rani et al. 2013). However, it may be the case that
high minimum wages are more of a problem in countries which also face high payroll taxes, such as Senegal,
Paraguay, Argentina, Bolivia, Colombia, El Salvador and Panama. In cases such as Mexico, the high payroll taxes
are, to an extent, compensated for by a very low minimum wage.
Other labour market restrictions: Other barriers to formality include the hiring cost, the rigidity of working hours,
the difficulty of firing redundant workers and mandatory severance pay. As in the case of minimum wages, it is
not optimal to have very flexible labour legislation because it can be a symptom of unprotected labour. However,
legislation which is too rigid is also related to high induced informality, particularly if the payroll taxes and minimum
wages are also high, as is the case in Argentina, Brazil, Ivory Coast, Congo and Senegal.
In summary, the evidence that we gathered in this section shows a high degree of heterogeneity among countries
in Latin America and sub-Saharan Africa with respect to the nature of informality. Risking over-simplification,
one can argue that Mexico shows a more ‘voluntary’ form of informality; while Argentina, Senegal, Paraguay,
the Republic of the Congo, Bolivia, Zimbabwe, Ivory Coast and Brazil show some evidence in favour of induced
informality. Finally, it is possible to argue that countries that show evidence of involuntary informality and at the
same time low evidence of barriers to formality should have a high share of subsistence informality. This is the
case for Burundi, Namibia and South Africa.
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A REVIEW OF EACH TYPE OF INFORMALITY AND THEIR
POLICY IMPLICATIONS65
Althoughour proposed taxonomy of informality is not perfect, it provides a useful framework fororganising and
structuring discussions about informality and inclusive growth as well as the relevant policy implications. This
is especially important since the informality of a street vendor and that of a businessman evading taxes cannot
be handled in the same way. Similarly, our classification of policy recommendations is not perfect, and very often
the same policy can target different types of informality.
Induced informality includes those workers to whom regulatory and discriminatory barriers to formality are
binding. Accordingly, the policies to address this type of informality can be divided into policies to reduce ‘excessive’
labour regulation and policies to reduce discrimination in the labour market. The first group of policies relates
to excessive regulation of labour markets that reduces incentives for firms to hire workers formally. Here the
line is unclear because whether a policy is ‘excessive’ or not is debatable. It does seem certain, however, that
workers should have some kind of protection and that this protection should improve income distribution and the
likelihood of decent work. On the other hand, ‘too much’ protection can make formal hiring ’too’ expensive, thereby
increasing unemployment and informality. We recommend the following policies to reduce induced informality
while keeping in mind their respective drawbacks in terms of inclusive growth:
i) Labour taxes: These are not only incentives to informality, but also promote unemployment. The drawback of
removing or reducinglabour taxes is that an alternative source must be identified in order to prevent a substantial
decrease in tax revenue. In addition, where labour taxes have direct links to worker benefits, any reduction may
have an impact on the welfare of these workers.
ii) Minimum wages: These are a clear example of worker’s protection, where the ‘excessive’ level of such a wage
is a contestable debate. While existing studies have tended to find a positive relationship between an increase
in the minimum wage and an increase in unemployment and informality, there is also an extensive range of
evidence pointing to the positive impact of increasing minimum wages on income distribution, and therefore
on inclusive growth. One argument which explains this impact is the so-called ‘lighthouse effect’ which posits
that the minimum wage does not only rule the formal market but also works as a benchmark for the informal
market. Indeed, some evidence indicates that the way in which the minimum wage is setcan affect the impact on
informality. According to existing literature, countries that set the minimum wage at a regional (i.e. provincial)
level tend to have less informality than countries that set the minimum wage at the central level, because there
is less disparity between wages and productivity. The same may be true for minimum wages set at a sectoral
versus country level. The drawback of this policy in terms of inclusive growth may be a lower ‘lighthouse effect’.
iii) Other worker’s protection, legal requirements and bureaucracy: Again, some legislation protecting workers
is needed but legislation which is too tight can disincentivise formal hiring and formal industries.
The second group of policies which may combat induced informality is focused on labour market discrimination.
This is relevant for workers who show low preferences for informality and have similar education and experience
as other formal workers, but are segregated from the formal labour market by race, gender or other explicit or

65 We are grateful to the participants of the ELLA online learning alliance for their comments and insights on this topic.
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implicit discriminatory rules of society. In this case, it is also important to note that in order to promote inclusive
growth, some protection might reduce labour discrimination but too much protection may increase it. For example,
enforcing maternity leave which is “too long” discourages the formal hiring of women. Similarly, a retirement
age which is “too low” may inhibit pensioners from effectively accessing pension benefits, unless those benefits
are highly subsidised.
Voluntary informality describes workers who decide to be informal, given that the benefits of being informal
exceed those of formal jobs. This cost-benefit analysis includes monetary variables such as income, other
‘amenities’ of being informal such as labour flexibility and social benefits. In fact, it is likely that a number of low
income workers choose to be informal because there is a chance that they will lose social benefits provided to
the unprotected population.
One of the most effective policies to combat this type of informality is labour law monitoring and control. However,
this policy should not be implemented indiscriminately, since it can have negative implications for inclusive
growth if applied to subsistence informal workers. Making formal work more flexible and promoting part-time
jobs in particular is also an appropriate policy for dealing with voluntary informality. For example, in Colombia
labour contributions are the same if a worker is employed half- or full-time, making part-time jobs relatively more
expensive and almost non-existent. Regarding the voluntary informal who have productivity levels similar to the
subsistence informal, it is important to be careful about the perverse incentives that may be created by some
types of social policies, mainly via direct transfers, non-contributory pension systems and subsidised health care
schemes. Lowering transportation costs, facilitating the creation of formal jobs in low productivity areas and
promoting child-care facilities in marginal neighbourhoods may be effective at reducing this type of informality.
Subsistence informality is typified by those workers who are willing to work in the formal sector but do not
possess the necessary skills in order to produce at the level required by the formal labour market. These workers
therefore queue for the few available formal unskilled jobs or else they turn to the informal labour market as
the only alternative to unemployment. One of the main lessons of this research is that informality can increase
inclusive growth for these workers if their only alternative to informality is unemployment. In the long term, the
only way to reduce this type of informality is to either increase education and skills or to increase productivity,
particularly in rural areas where subsistence informality is more common. Yet increasing education and productivity
appears to be a poor answer to a problem that seriously affects most Latin American countries. In the short run
two dilemmas regarding how to deal with subsistence informality arise. First, should subsistence informality be
“allowed” without restrictions? And, second, how do we protect subsistence informality workers without creating
incentives to informality which are high enough to discourage formal hiring?
The answer to the first question needs to take into account that forbiddance of informality is highly correlated with
violence, availability of public spaces and the capability of the government to provide public services, affecting
the welfare of individuals. On the other hand, permitting informality can, for example, open up spaces for the socalled ‘mafia’ to operate as street vendors. To enforce formality on this type of worker is not only likely to fail, but
may imply an enormous cost in terms of inclusive growth. Alternatives such as facilitating geographical mobility
and re-locating subsistence informal workers might be useful policies for this type of informality.
The optimal protection of workers is also a delicate question. The answer seems to be related to alternative
schemes of protection. As an example, in Colombia where pensions are lower than a minimum wage are not allowed
(Colombian Constitutional Court 1997) the government created a savings scheme with government benefits that
allow for pensions of a lower value (Periodical Economic Benefits or BEPS). India has also recently implemented
a similar scheme. The line between this and protection that promotes informality is very fine, as the relatively
high number of voluntary informal with the productivity levels of the subsistence informal in Colombia testifies.
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Policy to reduce informality from the point of view of firms. Although the taxonomy performed in this paper is
from the point of view of individuals rather than firms, we include in this section some policies that demonstrate
positive outcomes in terms of reducing informality among firms, which is more general than labour informality
but closely related. Hefty bureaucracy and legal requirements may promote informality. If some flexibility is not
allowed by the authorities regarding formalisation of businesses, this will promote complete informality, including
a lack of any labour protection. One example of a policy to reduce bureaucracy is the single-tax policy. The tax
reform recently presented to the Colombian Congress, which applies to business locations smaller than 50 m²,
includes the option for businesses to pay a single amount instead of payroll taxes, health, pension contributions
in BEPS and VAT. Similarly, some disincentives to using cash, which facilitates informality, are also included in
the proposed reform such as prohibiting the deduction of high cash transactions for tax purposes.
Policymakers should aim to promote the growth of informal sector enterprises that are larger and more profitable,
enabling them to join the formal labour marketorganically. This requires policies that aim to ensure access to
basic services and suitable space for these informal businesses to run. Broader access to Information and
Communication Technologies (ICTs) should also be prioritised, including to those businesses operating in rural
areas where access to technology is likely to be low. After studying seven West African countries, Grimm et al. (2012)
suggest that informal firms facing external constraints are more likely to grow and formalise than those facing
internal constraints. External constraints include access to finance and infrastructure while internal constraints
are related to the skills of those operating within the enterprise. By addressing these external constraints, and
providing informal businesses with the space and resources to grow, microenterprises can transition into the
formal labour market and compete in higher value production.
In sum, given that Colombia shows a very heterogeneous mix of informality types, a package combining several of
these policies might be the best strategy for addressing informality on the whole. As for South Africa, policies to
improve the inclusivity of subsistence informality should be prioritised, taking good care that they do not promote
the other two types of informality.
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Photo 6: Sock vendor in downtown Bogota, Colombia
Credit: Mónica Cotes

CONCLUSION
Demands for governments to pursue more inclusive growth paths are growing around the world as societies react
to perceived and real growing inequalities. Given the centrality of the labour market within national economies,
and its far-reaching effects on poverty and inequality, understanding the relationship between informality and
the degree to which economic growth is inclusive is critical for successful policy formulation in this regard.
In both Latin America and sub-Saharan Africa, this relationship has important implications for policies that aim to
improve living standards. In sub-Saharan Africa, with its young population, the absorption of a growing labour force
into productive employment is fundamental for capitalising on the demographic dividend. A negative relationship
between informality and inclusive growth will, in this context, have significant repercussions on poverty and
inequality for current and future generations. In Latin America, where populations are typically somewhat older
and incomes generally higher, demands placed on the state for social service provision and pensions — which can
contribute to the inclusivity of growth — are difficult to achieve in a context of high informality, where economic
activity and employment are beyond the view of the state.
Our choice of countries - Colombia and South Africa - allowed us to analyse the relationship between informality
and inclusive growth in economies of broadly similar structure and income levels, but whose labour markets
differ substantially. South Africa is characterised by low informality and a small informal sector (32% and 18% of
employment (ILOSTAT database)), and an unemployment rate of 25%, whereas the informality rate in Colombia is
48% and the unemployment rate 9%. Both countries also differ significantly in terms of the regulatory framework.
South Africa has a multitude of wage minima, typically set at sectoral level with consideration for variations in
occupation and location; a relatively well-developed system of unemployment benefits (although accessible only
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to workers in the formal sector); a means-tested social pension; and significant barriers to informal employment.
Colombia, on the other hand, has a (single) high minimum wage set at the federal level; almost no benefits for the
unemployed; a pension system restricted to formal sector workers; and significant barriers to formal employment.
Of particular interest are the strongly divergent views of informality prevalent in the two countries. In Colombia,
informality is considered a major economic problem with policy focused on reducing rates, while in South Africa
it is seen as at least a partial solution to the country’s exceptionally high unemployment rate.
With these contradictions in mind our approach was to design a conceptual framework broad enough to include both
countries and perspectives. The intention was to apply the framework not only to both countries but also to both
regions, in order to find arguments for both points of view while concentrating our efforts on the hypothesis most
suited to each country. With this approach, it became clear that there are certain characteristics and conclusions
from the South African perspective that can easily be applied to some groups in Colombia and vice-versa. For
example, it is possible to understand informality as a force that increases inclusive growth for vulnerable groups.
This is a rather innovative perspective in the Latin American context.
One of the main conclusions of this paper is that the analysis of informality cannot be performed by assuming
that informal workers are a single homogenous group. Informal workers range from poorly educated individuals,
who may be classified as the subsistence informal; to highly educated young adults living in productive cities, who
can be classified as voluntarily informal. These groups show a very different relationship between informality
and inclusive growth.
This analysis brings about important policy implications. Although a significant proportion of the informal population
is affected by formal employment barriers, there is also a component of informality that is structural in nature
and that needs to be tackled with other kinds of policies, such as education. In the case of voluntary informality,
imposing constraints on remaining informal and providing economic incentives to formalise might be effective,
whereas the same policies applied to subsistence informality are likely to compromise the inclusiveness of
growth. This lesson can be applied to most countries in both regions.
It is important to note that even if informality can be positive in terms of inclusive growth for some vulnerable
groups, the cost of informality at a society level should not be ignored. In this sense, the Colombian experience,
with its deep-rooted informality, provides an important example for South Africa, and other countries, to take
into consideration. The only way in which facilitating the transition from unemployment to informality can be a
long lasting and productive reform is by simultaneously promoting a smooth transit from informality to formality.
Finally, we identified that the institutional setting in South Africa may have contributed to reductions in
informality and this provides valuablelessons for institutional reform in Colombia. As an example, Colombia
could consider establishing a more flexible arrangement for setting minimum wages, general pension schemes
and unemployment benefits. Other institutional arrangements in South Africa, such as inspection and control
practices, should be taken with care in Colombia where the same policy might have negative social outcomes
for subsistence informal workers.
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ANNEXES
ANNEX A
Defining informality in sub-Saharan Africa

Malawi

Rwanda

South
Africa

IS

IS+IE

IS+IE

IS+IE

Legal status

x

x

Registration

x

Accounts

x

Size

x

Zimbabwe

Nigeria

IS+IE

Zambia

Namibia

IS

Uganda

Lesotho

IS

Informal Sector (IS)
or Informal Employment (IE)

Tanzania

Botswana

The following table provides details of the definitions of informality in the African countries for which there is
available data. Some countries, such as Botswana, Lesotho and Tanzania, define informality based purely on the
characteristics of the production units, while others apply an extended definition that takes into account informal
employment relationships. Hence it is clear that the exact manner in which statistical agencies define the informal
sector or informality can vary significantly. For instance, when defining the informal sector, some countries only
look at registration of enterprise criteria, while others look at multiple criteria, including size of the enterprise, or
whether the accounts of the enterprise are separate to those of the owner. Informal employment is also defined
using a large array of criteria across countries.

IS

IS+IE

IS+IE

IS+IE

x

x

x

Informal Sector

x

x

x

x

x

x

x
x

Perception
Household

x

x

x
x

x

x

Informal Employment
Social security

x

x

Paid leave

x

Sick leave

x

x

x

x

x

x

Medical aid

x

x

x

x

Contract

Tax

x

x

x

x

Pension

x

Maternity leave

x

x
x
x

x
x

x

Source: Botswana CSO 2009; Uganda Bureau Of Statistics 2013; Lesotho Bureau of Statistics 2013; Namibia Statistics Agency 2015; Nigeria National Bureau of Statistics 2010; Malawi National
Statistics Office 2014; Tanzania National Bureau of Statistics 2007; Zim Stat 2015; Zambia Central Statistical Office 2013; Stats SA 2008.
Notes: 1. ‘Legal status’ refers to whether an enterprise is incorporated (i.e. separate to owner). Unincorporated enterprises are deemed informal. 2. ‘Registration’ refers to whether an enterprise
is registered with a government institution. 3. ‘Accounts’ refer to whether an enterprise keeps a complete set of accounts separate to that of the owners. An enterprise is deemed informal if it
does not keep a separate set of accounts. 4. ‘Size’ refers to the number of employees/workers in the enterprise. Exceeding a minimum threshold classifies an enterprise as formal. 5. ‘Perception’
refers to whether an enterprise owner perceives his/her business to be formal or informal. 6. ‘Household’ refers to household enterprises being deemed informal. 7. ‘Social security’ refers to
whether an employee receives social security benefits. 8. ‘Paid leave’ refers to whether an employee receives paid leave. 9. ‘Sick leave’ refers to whether an employee receives paid sick leave. 10.
‘Pension’ refers to whether an employee receives pension contributions from his/her employer. 11. ‘Medical aid’ refers to whether an employee receives medical aid contributions from his/her
employer. 12. ‘Contract’ refers to whether an employee is employed under a written employment contract. 13. ‘Maternity’ refers to whether an employee receives paid maternity leave. 14. `Tax’
refers to whether an employee has income tax deducted from his/her income. 14. IS = only informal sector measure; IS+IE = informal sector and informal employment measure.

58

RETHINKING THE EFFECT OF INFORMALITY ON
INCLUSIVE GROWTH: LESSONS FROM COLOMBIA AND
SOUTH AFRICA FOR THEIR REGIONS

Annex B
Annex B1: Characteristics of the South African Labour Market
Unemployed

Informal

Formal

Not Economically Active

15.0

11.6

26.8

49.4

African

16.5

14.6

26.1

42.8

Coloured

14.5

10.9

38.2

36.4

Asian/Indian

7.4

8.0

43.6

41.0

White

4.0

5.5

59.0

31.5

Total
Race

Gender

x

Male

15.4

15.2

34.9

34.5

Female

14.6

11.5

26.2

47.6

None

7.7

18.6

14.3

59.5

Primary

10.6

20.6

16.5

52.3

Incomplete secondary

16.0

13.8

19.3

50.9

Complete secondary

19.2

10.6

41.0

29.2

Certificate/Diploma

12.8

7.0

65.1

15.1

Tertiary

4.7

4.1

80.2

11.0

15-24 years

13.4

5.0

8.4

73.2

25-34 years

22.7

16.4

35.9

25.0

35-44 years

15.7

18.5

45.6

20.2

45-54 years

10.1

18.4

43.2

28.3

55-64 years

4.5

10.8

29.0

55.7

Urban areas

16.9

13.7

36.2

33.2

Non-Urban Areas

11.3

12.6

19.4

56.7

Education Level

Age

Location

Source: Stats SA QLFS Q3 2015
Note: All statistics are weighted
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Annex B2: Characteristics of the Colombian Labour Market as shares of population (Total)
Unemployed

Informal

Formal

Not Economically Active

5.8

35.1

24

36

Male

5.1

41.2

28

25

Female

7.4

34.0

22

36

None

1.9

42.9

4

51

Pre-School

0.0

23.4

0

77

Primary

3.6

47.2

9

40

Middle School

4.3

31.4

10

54

High School

8.1

38.2

29

24

Tertiary

8.4

19.1

53

19

15-24 years

9.8

25.9

18

46

25-34 years

8.0

36.3

42

14

35-44 years

5.5

46.8

34

13

45-54 years

5.4

41.2

32

21

55+ years

2.4

34.9

9

54

Urban areas

6.2

28.1

35

31

Non-Urban Areas

7.0

34.8

23

35

Total
Gender

Education Level

Age

Location

Source: GEIH 2015Q3.

Annex B3: Characteristics of the Colombian Labour Market as shares of population (13 cities).

Total

Unemployed

Informal

Formal

Not Economically Active

6.5

29.5

32

32

Gender

x

Male

6.1

31.5

38

24

Female

6.8

27.8

26

39

2.6

28.8

5

64

0

48.8

0

51

Primary

4.2

42.1

13

41

Middle School

4.4

30.4

13

52

High School

8.4

33.9

36

22

Tertiary

8.1

17.4

56

19

15-24 years

10.8

19.4

26

44

25-34 years

8.3

28.1

54

10

35-44 years

6.2

38.8

45

10

45-54 years

5.5

44.5

34

16

55+ years

2.6

28.8

11

58

Urban areas

6.3

28.3

35

31

Non-Urban Areas

6.8

34.7

24

35

Education Level
None
Pre-School

Age

Location

Source: GEIH 2015Q3.
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Annex C
Annex B1: Characteristics of the South African Labour Market

Colombia’s informal worker definition
Informal

Unemployed

Inactive

Primary or less

3.534***

2.181***

5.155***

[0.119]

[0.119]

[0.196]

Tertiary or more

0.321***

0.543***

0.396***

[0.010]

[0.026]

[0.015]

0.028***

0.015***

0.329***

[0.003]

[0.005]

[0.021]

15-24 years

2.205***

5.694***

13.438***

[0.095]

[0.371]

[0.656]

25-34 years

0.896**

1.389***

1.157**

[0.032]

[0.086]

[0.055]
1.257***

10 or 12 - 14 years

45-54 years

0.943

0.876*

[0.036]

[0.062]

[0.062]

55+ years

1.428***

1.175*

9.635***

[0.063]

[0.100]

[0.480]

Productive city^

0.498***

0.635***

0.550***

[0.015]

[0.029]

[0.017]

Non-productive city^

1.210***

1.254***

1.164***

[0.037]

[0.059]

[0.039]

Urban

0.811***

1.194**

1.289***

[0.032]

[0.083]

[0.057]

1.280***

1.640***

2.835***

[0.049]

[0.112]

[0.121]

Women (not head of HH)

1.276***

2.392***

5.283***

[0.036]

[0.106]

[0.168]

Ethnicity: Coloured

1.715***

0.115***

0.115***

[0.082]

[0.010]

[0.007]

3.534***

2.181***

5.155***

[0.119]

[0.119]

[0.196]

Ethnicity: White

0.321***

0.543***

0.396***

[0.010]

[0.026]

[0.015]

Constant

0.028***

0.015***

0.329***

[0.003]

[0.005]

[0.021]

Number of Obs.

160 380

-

544.6

-

Women (head of HH)

Ethnicity: Asian/Indian

F

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
^Productive cities are: Bogotá, Medellín, Bucaramanga and Villavicencio. Non-productive cities are: Pasto, Monteria, Barranquilla and Cucutá.
Source: Authors’ calculations based on GEIH 2015Q3.
Notes: 1. Base groups: gender is male; education is secondary school; age is 35-44; average productive cities were also used as base groups.
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