32
33

Understanding Formal and Informal Economy Labour Market Dynamics: A Conceptual and Statistical Review with Reference to South Africa

Caroline Skinner
Research Report No. 50

School of Development Studies (Incorporating CSDS) University of Natal, Durban

June 2002

ACKNOWLEDGEMENTS

We would like to thank the International Development Research Centre Canada and the South African Netherlands Partnership for Alternatives in Development who have supported this project.  

ISBN NO: 1-86840-492-7 

CONTENTS

31.  INTRODUCTION


42.  Conceptual review


42.1
Informal Sector - Definitional Problems


52.2
iNFORMAL SECTOR to Informal Economy to informalisation


62.3
THEORETICAL APPROACHES TO THE INFORMAL ECONOMY


82.4
THE CHANGING NATURE OF WORK IN THE FORMAL ECONOMY


102.5
TOWARDS A SUB-SECTOR/commodity chain APPROACH


153.  Context and Statistical review


153.1
INTERNATIONAL CONTEXT


173.2
South African Context


193.3    South African Labour Market trends


203.3.1  Employment in the formal economy


293.3.2.  Employment in the Informal Economy


333.3.3  Unemployment AND hiv/aids


353.4
DATA problems and opportunities


364.  Policy Responses and challenges


364.1
International Policy responses


374.2
National government Policy


394.3
regional and local government policy


414.4
Worker organisation responses


425.  CONCLUSION


43References


50Appendix 1:  Labour Statisticians Definition of the Informal Sector




LIST OF TABLES

15Table 1: Size of the informal economy


16Table 2: Trends in female wage employment by region


19Table 3: Key labour market variables for South Africa, 1996-2000


20Table 4: Sectoral analysis of job losses, 1990-2000


21Table 5: Employment in Manufacturing by Sector, 1996 - 2000


23Table 6: The formal sector as measured in STEE and LFS 2001


24Table 7: Characteristics of work in the formal sector, 2000


28Table 8: Changes in COSATU membership by sector, 2000


28Table 9:  Membership numbers – SACTWU, 1991-2000


29Table 10: Employment in the informal economy in South Africa, 1996-2001


30Table 11:  Informal economy as a share of employment and GDP in South Africa and Sub-Saharan Africa, 1995


31Table 12:  Employment in the informal economy in South Africa by industry, 2000


31Table 13:  Informal employment as a portion of total employment, selected industries, 2000


33Table 14: Employment by population group, sex and sector, 2000


34Table 15: Unemployment in South Africa, 1996-2001


34Table 16: Unemployment by race and gender,1999




1.  INTRODUCTION

Globalisation has been associated with a number of related labour market trends.  Workers are increasingly in direct competition with their counterparts in other countries.  This, combined with pressures to be ever more efficient, has resulted in the restructuring of firms’ activities, with significant job losses, an increase in informal activity and changes in the nature of work for those still in formal employment.  Policy research however has tended to examine labour market dynamics in the formal economy separately from dynamics in the informal economy and vice-versa.   Consequently there is little if any, knowledge of the factors that promote and/or impede the shifts from the informal economy to the formal labour market and vice-versa; little knowledge of the horizontal shifts and differentiation with the informal economy and within the secondary labour market of the formal economy or  about the processes of progression or stagnation thereafter.  This report is one of the first outputs of a three-year research initiative based at the University of Natal, Durban that aims to go some way to address these research gaps in a South African context.  South Africa is a particularly interesting case as not only has liberal democracy been established, but since the mid 1990s the South African economy has been rapidly opened to the forces of globalisation through trade and financial liberalisation.  
This report aims to synthesise relevant conceptual and statistical South African and international research.  In so doing it provides a framework for the project informing how the project team will approach the research.  It however also aims to act as a resource document for those interested in labour market issues generally and the informal economy particularly.  Much attention had been paid to putting together a comprehensive bibliography.  The report has three main sections – a conceptual review, a context and statistical analysis and an assessment of policy responses and challenges. In the conceptual review key definitional problems and debates around the notion of the informal sector/economy are considered.  The theoretical positions on the informal economy are reviewed, concentrating on the strengths and weaknesses of each and how each deals with formal and informal economy dynamics.  Recent literature on the changing nature of work and labour market flexibility is then reviewed.  The section concludes by arguing that, given the heterogeneity of informal activities, a sectoral or commodity chain approach is well placed to explore specific formal - informal economy linkages.  Suggestions are made with respect to adapting this approach to the analysis of the informal economy and particularly labour market dynamics.  The context and statistical analysis starts by briefly reflecting on the international situation and then reflects on the South African historical and policy context.  Statistics South Africa recent releases and other secondary sources are then synthesised to reflect on the changing nature of work in the formal economy, the nature of informal employment and unemployment.  The section ends with a brief assessment of data challenges and opportunities.  In the final section, the policy responses from, and challenges for, international institutions, national, regional and local governments and worker organisations are considered.  

2.  Conceptual review

2.1
Informal Sector - Definitional Problems

Despite Peattie’s (1987) critique of the term ‘informal sector’ as an ‘utterly fuzzy’ concept and her suggestion that those interested in policy and analysis of this phenomenon should start by abandoning the concept, the concept continues to be used.  Since Keith Hart first coined the phrase ‘informal sector’ in the early 1970s to describe the range of subsistence activities of the urban poor in Ghana, there has been considerable debate about what exactly the term refers to.  The most quoted definition is that contained in the International Labour Organisation’s Kenya Report (1972:6) in which informal activities are defined as ‘a way of doing things, characterised by:

a) ease of entry

b) reliance on indigenous resources

c) family ownership of enterprises

d) small scale of operation 

e) labour intensive and adapted technology

f) skill acquired outside of the formal school system 

g) unregulated and competitive markets’.   

Over the years the definition has evolved, as has the character of the phenomenon it aims to describe. Increasingly informal activities are the result of formal firms ‘informalising’.  Further, there are supply relations from the formal to the informal.  These trends deem some of the characteristics identified in the ILO definition nonsensical.  Lund and Srinivas (2000:9) point out: 

We do not think of formal sector procurers of fruit and vegetables from agribusiness who supply to informal traders as ‘trading in indigenous resources’.   
A machinist doing piecework in the clothing industry is as likely to have acquired her skills in the formal education system as outside of it.  More recent attempts to reflect these changes fall into the trap of only defining these activities negatively i.e. in terms of what they are not, as well as being vague.  Swaminathan (1991:1, emphasis added) for example, argues:

What informal activities have in common is a mode of organisation different from the unit of production that is most familiar in economic theory, the firm or corporation.  These activities are also likely to be unregulated by the state and excluded from standard economic accounts of national incomes. 

Castells and Portes (1989:12) describe the informal economy as a ‘common sense’ notion that cannot be captured by a strict definition.  Although the main writings on the definition of the informal sector differ markedly as to what criteria is used to define the ‘informal sector’ and as to the relative weighting of different criteria, a criteria common to all definitions is that these are economic activities which are small scale and elude certain government requirements or as Castells and Portes state, are ‘unregulated by the institutions of society, in a legal and social environment in which similar activities are regulated’. Examples of such requirements are registration, tax and social security obligations and health and safety rules.  (See Appendix 1 for the international definition of the informal sector as adopted by the International Conference of Labour Statisticians in1993.) 

2.2
iNFORMAL SECTOR to Informal Economy to informalisation

There has been considerable conceptual discussion about the notion of the informal sector.  The first of the two most often repeated problems with the term ‘informal sector’ is that it disguises a significant degree of heterogeneity. Informal activities encompass different types of economic activity (trading, collecting, manufacturing and providing a service), different employment relations (the self - employed, paid and unpaid workers and disguised wage workers) and activities with different economic potential (survivalist activities and successful small enterprises).  The second and related problem is the distinction between the formal and informal ‘sectors’ as if there was a clear line dividing the two.  Close analysis of this phenomenon demonstrates that they are integrally linked.  With the exception of illegal activities there are few examples of informal operators who are not linked (either through supply or customer networks) into the formal economy. As Peattie (1987:858) points out: 

If we think about the world in terms of a formal and informal sector we will be glossing over the linkages which are critical for a working policy and which constitute the most difficult elements politically in policy development.

Using the term informal ‘economy’ rather than informal ‘sector’ partially addresses such concerns.  The term economy implies a greater range of activities than sector.  If both formal and informal activities are seen as part of the economy we are better able to see the linkages between the two.  

Implied in the notion ‘in’formal is that there is a formal, a norm, against which these other activities can be compared.  As with any norm this will be time and context specific. With respect to the labour market Eapen (2001:2390) points out how previously authors (e.g. Papola, 1980; Banerjee 1985) defined informality in terms of the absence of characteristics that belong to ‘formal’ activities like security/regularity of work, better earnings, existence of non wage and long term benefits, protective legislation and union protection.  She goes onto to point out that in a situation in which a number of activities within the formal sector are getting ‘informalised’ and private, small scale processing / manufacturing enterprises are growing ‘the borderline becomes blurred’. Considering this issue from another angle, Bromley (1995:146) asks:

If an enterprise is required to have six official permits, for example, but only has five, should it be considered informal even when the sixth derives from a moribund regulation that most entrepreneurs ignore?

Bromley (1995:146) goes on to conclude ‘formality and informality are really the opposite poles of a continuum with many intermediate and mixed cases’.  

The term informal economy still implies a static rather than a dynamic analysis.  Not only is the borderline between the formal and informal economies blurred but also it is constantly shifting. There is a discernible shift in the literature from the late 1980s from a view of informality as a sector to informalisation as a process.  Informalisation captures a sense of a dynamic and moves the debate away from trying to find where formal becomes informal and visa versa.  Meagher (1995:260) highlights the different variants of this depending on whether it is viewed as a reassertion of market forces or a strategy on the part of dominant, formal sector, interest groups to defend their conditions of accumulation in the face of crisis.

2.3
THEORETICAL APPROACHES TO THE INFORMAL ECONOMY

Different schools of thought on the informal economy differ primarily with respect to their views on the causes and outcomes of informality and in the role of the informal economy in economic growth
.   They also differ with respect to how they view the relationship between the formal and informal economy.  In this section different traditions will be reviewed.   

Two broad traditions can be discerned – neo-liberal and structuralist. The neo-liberal position, as exemplified in the works of de Soto (1989, 2000) and supported by institutions like the World Bank, sees the informal economy as a response to excessive state regulation. Informal activity is seen as a process of deregulation from below.  The argument is that government stimulates informality by implementing exclusionary policies designed to limit enterprise.   According to de Soto these are not the result of mindless bureaucrats but rather of entrenched vested interest groups which he calls mercantilists.  Mercantilists are powerful coalitions of bureaucrats, legislators, magistrates, financiers, land lords and business leaders who benefit by generating regulatory jobs, opportunities for corruption and protected markets for the goods and services they provide.  

A key focus of de Soto’s policy think tank – the Institute for Liberty and Democracy – based in Peru is to demonstrate to governments the costs incurred in formalising.  One of the most quoted experiments was a simulation of the process of legalising a small garment factory.  De Soto (1989:134) demonstrated how there were eleven separate requirements to legalise the business.  It took his staff 289 days and the payment of two bribes and numerous fees to complete the process. Including the value of time lost from work, the whole exercise cost an equivalent of US$1036.60.

De Soto sees informal operators as entrepreneurs with huge potential to contribute to economic growth. He (1989:15) states 

If informal operators entrepreneurial spirit were legalised and nurtured rather than fettered and suppressed … a burst of competitive energy would be released, living standards would start rising, international trade would increase, developing countries could service their huge and debilitating external debts more easily.  
This theme is reflected in his more recent work (2000).  The key policy goal is to release informal operators from state regulation.            

De Soto pays little or no attention to the relationship between the formal and informal economies – the implication being that they are distinct entities.  Further he tends to see the informal sector as a group of undifferentiated entrepreneurs.  Little attention is paid to, for example, different labour relations in the informal sector.  De Soto has been subject to much critique (see for example Bromley, 1995; Moser, 1994), particularly with respect to decontextualising the informal sector.  What de Soto does bring to the debate however is a focus on the workings of the state, the influence of certain actors on state policies and tools to analyse how the state actions encourage or discourage informal activity. 

Rather than concentrating narrowly on the internal workings of the state,  structuralists focus on ‘cleavages in economic and social composition between formal and informal economies’ (Rakowski, 1995:33).  Rakowski (1995) identifies two schools of thought in the structuralist tradition.  The first – the International Labour Organisations labour market approach – focuses on the informal sector as a segment of the labour market. Not only are these views expressed in ILO documents but also in the writings of Tokman (1991) and Marquez and Portela (1991).  Informalisation is seen as a result of a surplus supply of labour and the survival strategies of households in the face of an intensifying economic crisis.  Tokman (1991:22) for example states that informality is ‘a certain form of production within a structural context characterised by an excess labour supply and a low demand for well paid jobs’.  Research tends to focus on the dynamics of labour market growth – rural urban migration, the shift to more capital intensive industrialisation and the increase in poverty as a result of structural adjustment programmes.  Although informality is primarily seen as income for the poor in time of crisis, the informal economy is also seen as having the potential to contribute to economic growth.  The linkages between the formal and informal economy are not a critical element of their analysis.  Relations between the two economies are largely seen as benign.  

The primary focus of the second school of thought in the structuralist tradition is how the informal economy is integrated into the formal economy and therefore is of particular relevance to this project. This school of thought, often described as the underground economy approach, is exemplified in the work of Portes, Castells and Benton (1989).   The focus is on the way in which forms of production, productive units, technologies, and workers are integrated into local, regional and international economies.  A key tenet of the analysis is a rejection of the economic dualism implied in many of the previous analyses of the informal economy.    It draws on Marxist ideas, but calls into question the earlier notion of the petty commodity theorists who argued that informal operators were simply disguised wage labourers exploited by capital.  Instead there are more concrete analyses of a complex variety of capital/ labour relations with informal operators portrayed in their many roles of employers, owner-operators and waged and unwaged labourers.   

In Portes et al (1989) there are detailed analyses of the urban informal economy and its articulation with the formal economy.  Robert’s (1989) analysis of Guadalajara, Mexico, for example, finds that informal employment opportunities are found throughout the economy, even in the largest, most ‘formal’ multinationals.  Fortuna and Prates’ (1989:92) study demonstrates that in Uruguay informalisation was not due to recession alone but that the boom period of export manufactures also fostered a process of informalisation.  De Pardo’s et al’s study of Bogota, Colombia highlights the central role played by the informal economy in facilitating the reproduction of the urban working class by providing, simultaneously, access to income sources and to low-cost goods and services.  In many of these studies attention is paid to experiences of informal operators and the role played by marginal groups particularly women and migrants.  

The underground economy approach has concentrated more than other traditions on the informality as a process, leading some to call it the informalisation approach (see Meagher, 1995).  Meagher (1995) reviews the appropriateness of this approach to analysis of the urban informal sector in Sub Saharan Africa.  Drawing on and building on her arguments this approach tends to bring to the fore the following issues/questions: 

· Differentiation and characteristics of informal labour: What are the class relations within the informal economy?  What are the gender dynamics?  What role do particular groups like migrants and immigrants play?  

· Linkages with the formal economy: What backward and forward linkages exist between the formal and informal economies? How do these linkages operate?  What is the impact of such linkages? To what extent is informalisation a result of cost cutting strategies of formal firms in times of crisis and to what extent is it the result of other factors?  

· The role of social networks: How do networks within the informal economy regulate production and distribution and linkages with the formal economy?

· Role of the state: To what extent is the state’s response to informalisation passively complicit?  To what extent is informalisation, as Meagher (1995) argues, a process of socio-economic restructuring instigated by the state and various groups within the formal sector to maintain and expand their share of income in the context of economic crises?  

Although drawing on the strengths of the other approaches to the informal economy, it is these kinds of issues that need to be considered in unpacking the relations between the formal and informal economies and in assessing the implications for labour.

2.4
THE CHANGING NATURE OF WORK IN THE FORMAL ECONOMY

There is a parallel and complementary stream of literature that concentrates on the changing nature of work in the formal economy in the context of globalisation. Castells (2001:12) identifies one of the major developments in the new economy as being that we have ‘shifted to a process of flexible labour as a norm’.  He goes on to say 

What is fading away … is the traditional form of stable employment in a standardised labour market, heavily institutionalised with a predictable career pattern and based on collective bargaining.  
Recent literature on the changing nature of work reflects on the changes in working life associated with the transition from a Fordist to a post Fordist society. This literature focuses on changes in systems of economic production particularly the move from assembly line production methods to ‘flexible specialisation’. 

Although arguing that the ‘death of Fordism’ is often exaggerated, Standing (1999:84) does contend that ‘there has been a global “downsizing” and “outsourcing” associated with a splintering of production and distribution processes and a trend for medium and large firms to contract out their employment functions’. Although Standing is reflecting on global trends, his case study material is largely European, reinforcing the point that these trends are not only discernible in developing country contexts.  He argues that a by product of the deconcentration of production is the scope for bypassing statutory and other regulations is growing i.e. there is a growth of informal activities.  He (1999:87) concludes “since the scope for ‘black’ and ‘grey’ economic activity is greater, the scope for concealing income and employment is greater”. 

Labour economics distinguishes between functional and numerical labour market flexibility.  Functional flexibility refers to flexibility of internal work arrangements and numerical flexibility to the ability of the employer to adjust the size of his/her workforce. From the perspective of employees functional flexibility has lead to changes in working hours, job mobility and flexibility and work organisation.  This combined with the need for greater numerical flexibility has lead to a variety of different forms of employment relations - casual and temporary workers, part time workers, subcontractors and home workers.  

Standing (1999:125) points out the proliferation in flexible labour statuses and working arrangements is not captured by conventional labour force statistics.   Chen et al (1999:607) suggests that the underlying deficiencies in labour statistics are related to conceptual biases in labour law (an issue we return to later on in the paper).  Most labour laws recognise only two categories of workers: employees (or supervised workers) and self-employed (or non-supervised workers).  Chen et al go on to say: 

Reality suggests that workers fall along a continuum of possible labour relationships: from full time employees to casual employees, to dependent workers, to semi independent workers to fully independent workers.
Some of the variables reflecting flexibility of work arrangements are as follows:  

· Degree of independence – from dependent (employer/employee relationship) to semi dependent (subcontractor) to independent (self employed - sourcing from many different suppliers, selling to many different clients) 

· Proportion of time spent working – full time verses part time; five day week, 9am to 5 pm verses flexi time, consistent five day week versus casual work versus piece work

· Security of contract – permanent employee verses contract worker versus piece rate worker

· Nature and consistency of payment regime – from weekly wages to piece rate payment to unpaid family labour

· Degree of responsibility for work place – from factory based work with external monitoring of health and safety conditions to home based work with all the responsibilities and risks falling on the owner/operator.  

· Proportion of benefits available – from a full suite of benefits (pension, medical aid, maternity and sick leave, annual leave) to a selection of the above to none of the above.

· Degree of freedom to act collectively – from unionised worker to isolated independent worker

· Nature of the contract – from an employment contract to a commercial contract to no contract at all.  

Each on of the above can be placed on a continuum from more secure to more precarious work.  One way of simplifying these categories may be to focus on employment status.  The international network Women in Informal Employment: Globalising and Organising or WIEGO (2001:3) point out that the literature on the informal sector tends to concentrate on enterprises thus missing out on the myriad of informal wage work arrangements.  They identify three categories of employment status - employers, the self employed and wage workers.  The self employed include both own account workers and contributing (but unpaid) family workers.  Wage workers include employees of informal enterprises, casual workers without a fixed employer, domestic workers, industrial outworkers or homeworkers, or temporary and part time workers and others.  They suggest that the categories of employers, the self employed and wage workers form a pyramid of increasing numbers and declining incomes.  

These developments challenge the notions of ‘employment’ and ‘unemployment’ and the very definitions of ‘work’ and ‘enterprise’.  

2.5
TOWARDS A SUB-SECTOR/commodity chain APPROACH

There is a trend in the literature to approach the informal economy sectorally or on an industry-by-industry basis (Chen et al, 1996; Chen, 1989; Boomgaard et al, 1992).  Chen (1989) for example identifies different sub-sectors in the Indian informal economy highlighting the different strategies needed for workers operating in each sub-sector.  The economy is therefore seen as broken down into different industries or sub-sectors each one of which has a formal and an informal end.  This is portrayed in figure1.  On this continuum there will be a variety of employment relations and contracts.  On the one end is stable, factory based employment with workers having all the benefits (paid leave, maternity leave, health cover pension etc), on the other end is piece rate work, done at home, with all the risks been carried by the own account worker.   

Figure 1: An Industry Based Approach to the Informal Economy

The Economy




In as far as it has been argued that the informal economy is critically linked into the formal economy in a number of different ways, this is a good way to understand those linkages.  This reinforces the move away from the notion of informality as a sector to informality as a part of the economy.  Some of the more innovative recent policy responses to the informal economy draw on this approach
.   

In the last decade many analysts have used the commodity chain or value chain approach as a means of capturing and understanding the changing spatial re-organisation of production and consumption and the relationships that link processes together in the formal sector. Increasingly those working on policy related research on the informal economy (Carr et al, 2000; McCormick and Schmitz, 2001) have adopted this approach.  It therefore warrants some attention.  Hopkins and Wallerstein (1986:159) define the global commodity chain (GCC) as ‘a network of labour and production processes whose end result is a finished commodity’.  Hopkins and Wallerstein suggest that all firms are involved in commodity chains either as producers of inputs to others or users of inputs from others.  

Gereffi (1994, 1999) has developed the concept of the GCC more recently.  In laying out the main elements of GCC analysis, Gereffi (1999) identifies four dimensions of GCCs: their input output structure, the territory which they cover, their internal governance structure and the institutional framework in which they are located.  The first two dimensions have provided a useful descriptive tool to outline the configuration of specific chains and the increasingly global nature of production.  The issue of governance structures highlights how chains are co-ordinated particularly identifying principle agents or drivers and barriers to entry.  A key distinction Gereffi makes is between producer driven and buyer driven commodity chains. In producer driven commodity chains, like in the automotive industry, barriers to entry are located in large scale, high technology production facilities, involving heavy investment and scale economies.  The manufacturers are the key agents.  In contrast in a buyer driven commodity chain there tend to be low barriers to entry in production.  The key agents are those controlling design and marketing and specifically those controlling brand names and retailing where barriers to entry are high.  A buyer driven commodity chain is exemplified by the international apparel industry.  With respect to the institutional framework, Gereffi identifies how local, national and international conditions and policies shape the globalisation process at each stage of the chain.  Gereffi specifically delineates the conditions under which key agents incorporate subordinate agents.    Commodity chain research therefore investigates the ‘creation and distribution of global wealth as embodied in a multidimensional, multistage sequence of activities, rather than as a consequence of industrialisation alone’ (Gereffi and Korzeniewicz, 1994:13).

There appears to be consensus, even among GCC critics (see for example, Raikes et al, 2000 and Dunaway, 2001), that the GCC approach is a useful descriptive tool.  GCCs explain the sequence of activities required from initial conception of a product to its final consumption.  Researchers using this technique construct value chain maps, which provide a visual framework to illustrate the impact of change in external policy at different points on the chain.  This approach has been used to understand sectoral dynamics and strategies for industrial upgrading in a number of South African industries [see Barnes (1997, 1998) on the motor assembly and components industries, Dunne and Harrison on clothing (1998) Dunne (1999) on furniture, and Reid (1999) on textiles].  It has not, as yet, been comprehensively applied to understanding dynamics within the informal economy and the linkages between the formal and informal economies.
          

McCormick and Schmitz (2001) argue that applying the commodity chain approach to the informal economy could help to show how different informal economy workers and enterprises fit into the local and global production and distribution system and thus help practitioners identify points along the chain where intervention would be most effective.  There are a few biases in the way that global value chains analyses have been conducted in the past, and thus in adapting this approach to understanding the informal economy and the informalisation of work these need to be highlighted.

Global value chain studies have tended to trace the links between the dominant retailers or manufacturers in industrialised countries and subsidiary companies in newly industrialised countries and factories in developing countries.
  The unit of analysis has been the firm, with labour generally being treated as an input like any other input.   It has thus not particularly picked up on labour conditions or, bar a few exceptions, gender dynamics and household issues.  Bearing these biases in mind, in adapting this approach attention should be paid to the following six issues.      

First, although some informal economy workers are linked into global networks, many informal operators produce only for the domestic market and particularly for very localised markets.  Preliminary analysis indicates that this is particularly the case in a South African context.  In these much shorter chains issues around internal governance structures, the institutional framework within which workers operate, strategies for upgrading and therefore points of leverage, are likely to be very different.  The process would therefore be one of using the informal economy operator as the starting point and then identifying the different types of chains they are involved in.  It would also be important to be aware of the dynamics between different types of chains.   If there is a change in one node in the chain (for example a group of owner operators manages to upgrade) what impact will this have on those who are operating in other types of chains?

Second, in using this analysis to understand the changing conditions under which workers are operating and dynamics between formal and informal economies, different questions will need to be asked such as: 

· How have the conditions of work in the formal economy changed over time?

· Are there institutions that have facilitated these changes?

· What are the reasons for these changes?  Are firms, for example, genuinely under pressure to cut costs due to international competition or are they merely increasing their profit margins?

· How have these changes impacted on those who have always been working in the informal economy?

· More generally, how do changes in the work conditions in one node in a chain impact on work conditions in other nodes in the chain as well as in other chains?

Third, an issue that is related to the above is that it will be important to understand, the way in which workers are organised, impacts on how chains are structured and the extent to which worker organisations can change conditions of work.  

Fourth, even a preliminary scan of the literature on the informal economy demonstrates the importance of capturing gender issues.  This is an issue that the existing literature on commodity chains is stronger on.  Ramamurthy (2000), for example, develops what she calls a ‘feminist commodity chain analysis’.  She analyses the cotton commodity chain in Japan and China, identifying where women are the key agents and, among other issues, maps the consequences of international and state policies for women’s labour – paid and unpaid - and the relationship of the household politics to production and social reproduction.  Although this is largely a historical analysis, her use of the commodity chain approach is a useful model.      

Dunaway (2001) argues that women and households are largely absent in the commodity chain analyses.  Rather than constituting a fundamental critique she (2001:11) suggests extending commodity chain analysis to encompass the following questions:  

· How does the commodity chain transform and reshape households?

· To what degree do households and women subsidise the production process through non-wage inputs?

· To what degree do these processes externalise material, political, social and ecological costs to households and women?

· To what degree do households and women at lower nodes of the commodity chain subsidise households, labourers or consumers at higher nodes?

· To what degree does the commodity chain structure gender inequality within and among the households that comprise its entire labour force?

Fifth, a theme that is implicit in the above is the need to understand and capture the dynamic nature of commodity chains.  Dynamics between different types of commodity chains, between different types of chains of the same commodity, within commodity chains and over time are critical to unpacking labour dynamics and understanding future trajectories.  

Finally, it could be argued that the commodity chain approach, in as far as it explicitly aims to understand the new global character of production processes, has not paid much attention to the role of the state.  Gerreffi (1999) for example in considering the institutional framework surrounding a chain concentrates mainly on the conditions under which control over market access and information is exercised on a global plane.  Very little attention is paid to what the state can do.   In as far as the project is concerned with conditions of work and therefore has a more overtly political agenda, the role of state in shaping commodity chains needs to be assessed.  
With respect to the research method all of the issues highlighted above merely suggest a far greater focus on capturing the experiences and needs of workers and particularly women workers at the lower end of the chain.  

3.  Context and Statistical review

3.1
INTERNATIONAL CONTEXT

With respect to statistics, Chen (2001:71) points out estimates of the size, contribution and composition of the informal economy vary widely according to the size of enterprises included; whether agriculture is included and how much of women’s unpaid informal work is included.  There have however been recent statistical advances with recording informal activity.  Charmes (2000:1) points out that although still debated, the international definition of the informal sector adopted in 1993 by the 15th International Conference of Labour Statisticians (see Appendix 1), ‘was of considerable help for estimating employment in the informal sector on a sound and internationally comparable basis’.  

The assumption in many of the early works about the informal economy was that it would be progressively absorbed into the formal economy. Over the past three decades statistics demonstrate that rather than decreasing, the size of the informal economy has in fact expanded in developed and developing countries alike. 

Table 1: Size of the informal economy

	
	Latin America
	Africa
	Asia

	% of Total Employment:   

Excluding agriculture

Including agriculture
	45

66
	31

90
	19

90

	% Non Agricultural Employment
	57 
	75
	63

	% Urban Employment
	25 
	61 
	40-60

	% New Jobs
	83
	93
	n/a


(Source: Chen, 2001:72)

Table 1 above contains recent statistics on the size of the informal economy in Latin America, Africa and Asia.   This indicates that informal employment in most contexts is the norm.  Further given that between 80% and 90% of new jobs are being created in the informal economy, this trend is unlikely to be reversed.  Although there are fewer statistics reflecting the size of the informal economy in the developed world, there are a number of case studies that demonstrate that informal activities are on the increase.  Sassen (1998), for example, demonstrates such for New York.  Standing (1999:112) argues that in industrialised countries ‘concealed’ work where workers are informally employed in the ‘grey’ or ‘black’ economy is rapidly increasing.  He estimates that between 2% and 15% of the working population is employed in these activities.   WIEGO (2001:1) points out that in Southern Europe, Western Europe, Canada and the United States, self employment accounts for 24%, 10%, 18% and 8% of total non agricultural employment respectively.  

In many countries labour forces surveys do not capture sufficient details to reflect the changing nature of formal work – the increase in part-time, casual and contract work.  WIEGO (2001:1) however does find that, for example, in Canada temporary employment accounts for nearly 10% and part-time employment for 11% of total employment and that in the United States temporary employment accounts for 2.5% and part-time employment for 18% of total employment.  In both cases therefore over 20% of employment are these forms of ‘atypical’ work.  The extent of contractualisation of work - where a worker is employed through an agency or middle person e.g. a labour broker - is particularly difficult to assess in labour force statistics. 

The increasing feminisation of the labour force in the last few decades has been well documented (Standing, 1989; Cagatay and Ozler, 1995; Horton, 1999).  Sethuraman (1998:9), in a global review of the links between gender, informality and poverty, states that ‘the share of wage employment in total female employment is rising in all regions’.  This is clearly demonstrated by the third column figures in Table 2 below.  

Table 2: Trends in female wage employment by region

	Region
	Wage employment as a % of female employment
	Percentage per year

	Latin America
	65.8
	+0.23

	North Africa
	30.6
	+0.87

	East Asia
	29.8
	+0.61

	South and West Asia
	35.9
	+2.75

	Developing countries
	38.5
	N/a

	Developed countries
	79.9
	+0.79


(Source: Schultz (1990) quoted in Sethuraman (1998:9))

The feminisation of the labour force is often associated with increasing informalisation and flexibilisation of work (Standing, 1999, and Mehra and Grammage, 1999).  Although flexibilisation often leads to more women being employed, the tendency is for it to be in jobs for which the remuneration is relatively low and work conditions bad.  Despite this increase however it is clear from the second column figures that, except in Latin America, the majority of women do not have wage employment.  In other words they are mostly in self-employed and unpaid worker categories.  

Sethuraman (1998:78) also identifies a gender bias in income.  Having gone through substantial country specific data he concludes: 

The evidence reviewed suggests that not only are women’s incomes lower than that of men (in the informal sector but that)… a greater proportion of women are in lower income categories than men, implying that a larger percentage of female employment in the informal sector is of inferior quality.  This finding holds good across all countries in Asia, Africa and Latin America from which evidence is drawn. Such gender bias exists even within specific categories of employment status and activities.
This gender bias in income can be directly correlated with poverty.  Sethuraman (1998: 103-107) demonstrates that women household heads are over represented in the informal sector and that households headed by women are more likely to be below the poverty line.  The correlation between poverty and participation in the informal economy is confirmed in reviewing the statistics on the proportion of the poor working in the informal sector. 

3.2
South African Context

Portes et al (1989:306) point out that ‘the process and profile of the informal economy are historically specific, depending on the relationship between the state, capital and labour in each country’.  They (1989:13, 32) further point out that the way in which the informal economy is incorporated into the global restructuring process will vary according to the historical circumstances in which informal activity has emerged in a given country, as well as its location within the global economy.   This section aims to locate the process of the informalisation of work in a South African context.  Before reviewing recent statistics, the historical context and current policy environment are considered.  

Apartheid has left the South African labour market with extreme racial imbalances.  For many years job reservation laws determined which jobs were obtainable by whom.  All labour market policies were designed to advantage big capital and white workers over their black counterparts.  Theron and Godfrey (2000:3-4) summarise the operation of the labour relations system in the apartheid era as ‘a corporatist arrangement’ where there was collusion between business and a union movement representing sectoral interests of a predominantly white, skilled workforce.  At a sectoral level this collusion was institutionalised in industrial councils that legislated wages for predominantly African workers whom they did not seek to represent.  In the late 1980s, with the rise of a strong non-racial labour movement, this system started to erode.     

Standing, Sender and Weeks (1996:86-7) list all the apartheid legislation that restricted the economic activities of non-white South Africans.   The Black Urban Areas Consolidation Act (Act 25 of 1945) and the Group Areas Act (Act 36 of 1966) restricted the right of non-white entrepreneurs to establish and operate businesses in important parts of the economy.  Apartheid legalisation limited the range of goods that could be sold and blocked the formation of companies by blacks.  There were also lots of bureaucratic processes that discouraged registration.  In 1988, a case study of informal activities in Khayelitsha, Cape Town estimated that there were 40 statutory procedures that had to be completed in order to register a business legally (Desmidt, quoted in Standing, 1996:87).  The legislative restrictions combined with the limited opportunities in the formal sector meant that many people were forced to operate informally.  The restrictive environment in which they had to operate however has meant that these businesses were largely of a survivalist nature.  Although there was a relaxation of legislation in the late 1980s and early 1990s, apartheid history has impacted on the nature and extent of informal activity.  As Lund (1998) points out many commentators have noted the lack of diversity in South Africa’s informal economy in comparison to informal activities in other African countries.   

Since the political transition the South African government has been pursuing a path of rapid integration into the global economy.  Economic policy in South Africa was codified in the government’s Growth Employment and Redistribution strategy or GEAR (RSA, 1996).  GEAR commits the government to rapid liberalisation of trade and finance, deregulation, privatisation, fiscal discipline and tight inflation control.  On most issues the GEAR strategy can be regarded as an orthodox macro-economic stabilisation package.  The GEAR strategy negated the more progressive and developmentally oriented Reconstruction and Development Programme (RDP), the ANC’s pre-1994 election manifesto (see Michie and Padayachee, 1997 for details). 

Three aspects of current national government policy are of particular relevance to the issue of informal work – trade and industry, labour market and small business development.
   Valodia (2001) points out that trade and industry policy has rapidly exposed the industrial sector to international competition.  This, as will be demonstrated in the next section, has led to employment losses in the formal sector, particularly in manufacturing.  He argues that this has also lead to a process of restructuring within firms – the introduction of more flexible forms of work arrangements.  

Labour market policy in South Africa is one departure from an orthodox macro-economic stablisation package.  The core pieces of legislation are the Employment Equity Act, Basic Conditions of Employment Act (BCEA) and the Labour Relations Act (LRA).  Employment equity both aims to ensure non-discrimination in the workplace and to address past racial and gender imbalances as well as discrimination against those with disabilities.  The Act stipulates that employers submit employment equity plans outlining affirmative action targets with time frames.  The BCEA covers all workers and provides minimum standards so is of relevance to atypical workers.  The problem with both these pieces of legislation is that there is little capacity within the Department of Labour to monitor their implementation.  Finally there is the LRA, which encourages centralised bargaining at industry level and sets up work place forums.  It essentially aims to institutionalise a shift from more adversarial to co-operative relations between business, labour and government.  Marais (1998:230) describes the LRA as promoting ‘regulated flexibility’ in the labour market along ‘union friendly’ lines.  Marais however goes on to to question the fate of this system for two reasons.  First it presumes internal organisational strengths unions lack and second macro economic policies like GEAR undermine progressive labour regulation systems.  Even if this system remains intact, it will only impact on those in informal employment when the union movement has more success in organising this group of workers.      

Small Business Development Policy has been widely argued to have little relevance to those working informally (Lund, 1998, Skinner 2000a, Valodia, 2001).  The government’s 1995 White Paper on Small Medium and Micro-enterprises (SMMEs) outlines the strategy with respect to support to small enterprises.  The document identifies four categories – medium enterprises, small enterprises, micro-enterprises and survivalist enterprises.  It outlines concrete proposals with respect to all categories except survivalists.  Case study research demonstrates that this policy bias has been translated into policy implementation (see for example Skinner 2000a).  

3.3    South African Labour Market trends
There are a number of sources of labour market data in South Africa.  First, there is Statistics South Africa’s quarterly Survey of Total Employment and Earning (STEE). This data is based on a sample survey of formal economy businesses.  STEE not only excludes informal employment, domestic and agricultural work but also excludes employment in restaurants and accommodation, water and air transport, certain financial institutions, real estate and business services, educational and health services, and certain social services.   STEE thus describes a restricted labour market - that of the core formal non-agricultural sector of the economy. Second, the annual October Household Survey (OHS) also collected information on employment in South Africa, through visiting a probability sample of households, and is therefore able to show employment and work patterns in the informal economy
.  Third in February 2000 Statistics South Africa introduced a Labour Force Survey (LFS) to supplement STEE.  By pooling the data from all of these sources one is able to show a fairly comprehensive picture of the South African labour market. Table 3 below outlines key labour market variables for South Africa in recent years. 

Table 3: Key labour market variables for South Africa, 1996-2000

	Labour Market Variables
	1996
	1997
	1998
	1999
	2000 (iii)

	
	000
	000
	000
	000
	000

	Employment in the Formal Sector STEE survey
	5 242
	5 139
	4 945
	4 840
	4 685

	Employment in Formal Sector not covered by STEE 
	1 550
	1 587
	1 445
	1 724
	2 157

	Employment in Agriculture
	759
	717
	935
	1 099
	1 938


	Total Formal Employment
	7 551
	7 443
	7 325
	7 663
	8 780

	Employment in the Informal Sector
	996
	1 136
	1 316
	1 907
	1 933

	Employment in Domestic Service
	740
	668
	749
	799
	999

	Total Employed
	9 287
	9 247
	9 390
	10 369
	11 712

	Total Unemployed (official) (see i)
	2 224
	2 451
	3 163
	3 158
	4 082

	Total Unemployed (expanded)
	4 566
	5 202
	5 634
	5 882
	6 559

	Total Economically Active (A+B)
	11 511
	11 698
	12 553
	13 527
	15 794

	Official Unemployment Rate
	19.3%
	21.0%
	25.2%
	23.3%
	25.8%

	Expanded Unemployment Rate 

(see ii)
	33.0%
	36.0%
	37.5%
	36.2%
	35.9%


(Source: SSA: P0317, 2000 and SSA: PO210, 2001) 

Notes:

i). The official unemployment rate includes only those out of work who have actively taken steps to either work or start some form of self-employment in the past four weeks.

ii). The expanded unemployment rate includes so called ‘discouraged’ job seekers - those who have not looked for jobs in the past month.

iii). This column is drawn from STEE September 2000 and LFS September 2000 data. 

iv.) The trends shown by these data should be treated with some caution since there have been a number of revisions and improvements to the data collection process over the years.  Note particularly that OHS figures (reflected in 1996/7/8/9) are not directly comparable to LFS figures (reflected in 2000) as the data gathering techniques are different.   

There are three clear trends that Table 3 highlights.  Firstly, there have been significant job losses in what may be considered the core formal economy (that is covered by STEE), but employment growth in the non-STEE formal economy, essentially in services.  Secondly, employment in the informal economy has increased dramatically (by over 90%) in the 1996-2000 period. Thirdly, although there has been some increase in total employment, unemployment levels remain extremely high.  Each one of these trends will be explored in greater depth in the sections that follow.  

3.3.1  Employment in the formal economy  

In this section general trends in formal sector employment are considered drawing on Statistics South Africa releases and other secondary sources.  

Trends over time in formal employment

Table 4 provides a sectoral breakdown of job losses in the period 1990 to 2000.  Between 1997 and 2000 there were a total of 378 000 jobs lost in the sectors listed.  Mining and quarrying and manufacturing accounted for the biggest percentage of formal employment job losses.  The only sector that demonstrates significant increase in employment is wholesale and retail.  
Table 4: Sectoral analysis of job losses, 1990-2000

	Sector
	Employ-ment in 2000
	% of private formal employ-ment in 2000
	Change 1997 – 2000
	Average annual change
	Percentage of formal employment job losses (i)

	
	
	
	Number
	%
	1990-1993
	1993–1997
	1997–2000
	1993-1997
	1997– 2000

	Mining & quarrying
	421 000
	7%
	-138 000
	-25%
	-7%
	0%
	-9%
	26%
	33%

	Manufacturing


	1 278 000
	23%
	-117 000
	-8%
	-1%
	0%
	-3%
	18%
	28%

	Construction


	224 000
	4%
	-90 000
	-29%
	-4%
	-4%
	-11%
	28%
	21%

	Transport, storage & communication
	222 000
	4%
	-54 000
	-19%
	-6%
	-2%
	-7%
	23%
	13%

	Financial institutions
	196 000
	3%
	-21 000
	-10%
	1%
	3%
	-3%
	-9%
	5%

	Electricity, gas, water
	40 000
	1%
	1 000
	1%
	-6%
	-2%
	0%
	3%
	0%

	Subtotal
	2 382 000
	42%
	-419 000
	-15%
	-3%
	-1%
	-5%
	100%
	100%

	Wholesale

/retail trade
	883 000
	16%
	119 000
	16%
	-2%
	0%
	5%
	13%
	-28%

(iii)

	Public service
	1 100 000
	19%
	-78 000
	-7%
	n.a.
	-4%
(ii)
	-2%
	46%
	19%


(Source:  Makgetla: 2001)

Notes:

(i)   A negative number indicates a growth in employment 

(ii)  Figures for 1995 to 1997 only  

(iii) The increase in jobs in this sector compensated for 28% of job losses in the rest of the private formal sector

(iv) It is difficult to make comparisons between figures prior to 1996 and those after due to the incorporation of the former TBVC states

Table 5 provides an industry breakdown of job losses within the manufacturing sector.  These figures indicate that there have been job losses of almost 140 000 in the period 1996 – 2000.  There have been job losses in all but three industries – wood, paper, publishing, printing; coke oven products, petroleum, chemicals; and professional equipment.  Those industries that have contributed most to total job losses are basic metals, metal products and machinery (40%) and textiles, clothing, leather and footwear (32%).  Fifty six thousand and 45 000 jobs have been lost in these industries respectively. 
Table 5: Employment in Manufacturing by Sector, 1996 - 2000

	Industry
	Employment in June 2000
	Share of manufacturing employment
	Number of jobs lost
	% Change

June 1996 to June 2000
	Share of Job losses (i)

	Food/beverages/tobacco


	186 881
	14.4%
	-21 269
	- 10.2%
	15.2%

	Textiles/clothing/leather/

Footwear
	215 320
	16.6%
	-45 047
	- 17.3%
	32.2%

	Wood/paper/printing/

Publishing
	186 118
	14.4%
	28 769
	18.3%
	- 20.6%

	Coke oven products, petroleum, chemicals etc.
	196 283
	15%
	9 355
	5%
	- 6.7%

	Non-metallic metal products & machinery
	42 343
	3.3%
	-23 734
	-35.9%
	17%

	Basic metals, metal products & machinery
	220 303
	17%
	-56 012
	-20.3%
	40%

	Electrical machinery


	73 846
	5.7%
	-29 849
	-28.8%
	21.4%

	Professional equipment


	23 170
	1.8%
	15 419
	198.9%
	- 11%

	Transport equipment etc.


	87 423
	6.8%
	-6 845
	-7.3%
	4.9%

	Furniture, other manufacturing & recycling
	62 242
	4.8%
	-10 508
	-14.4%
	7.5%

	Total
	1 293 928
	100%
	- 139 721
	-9.7%
	100%


(Source:  Makgetla: 2001)

Notes:

(i)   A negative figure in this column indicates an increase in employment  

The above figures draw on STEE data.  Although there were 402 000 jobs lost in the formal sector covered by STEE in the period 1996-1999, there was an increase in 174 000 in the formal sector not covered by STEE in the same period.  These trends are reinforced by more recent figures.  Table 6 below compares STEE and LFS figures both gathered in the first quarter of 2001.  STEE finds less employment than the LFS in all cases.

Table 6: The formal sector as measured in STEE and LFS 2001

	 
	STEE March 2001
	LFS Feb 2001 

	
	(000s)
	(000s)

	Business services
	197
	860

	Community services (excl. domestic)
	1 452
	1 721

	Construction
	218
	332

	Electricity
	40
	89

	Manufacturing
	1 269
	1 336

	Mining
	412
	498

	Trade
	878
	1 359

	Transport
	209
	415


(Source: SSA: PO210, 2001)
Statistics South Africa (2001:ix) concludes formal sector employment is growing in those industries not well covered by STEE.  They go on to state that this may be indicative of a shift to the tertiary rather than secondary sector in new job opportunities but is also likely to be indicative of outsourcing of non-core business in some industries.   At this point it is not clear what the weighting is between these two trends.  There is however case study material confirming that non-core activities are being outsourced.  

Employment characteristics in the formal economy

Given the myriad of different forms of what is often termed ‘non-standard’ or ‘atypical’ work, a note on categorisation is warranted.  Theron and Godfrey (2000) distinguish between casualisation and externalisation of work.  The essence of the difference is the nature of the contract.  In the case of casualisation (i.e. the increase in the use of casual, temporary and part-time workers) the relationship is still an employment relationship.  Externalisation in contrast is where part of the work is put out to external contractors or agents who are bound by commercial contracts rather than employed by the organisation directly.          

The LFS is designed to get detailed information about employee characteristics.
  Table 7 lists some of the findings for September 2000.  It indicates that 30% of those working in the formal economy have no written contract that 19% of workers do not have a permanent contract and 32% do not have paid leave.  

Table 7: Characteristics of work in the formal sector, 2000
	Existence of a written contract
	Formal
	%

	Written contract
	4 675
	67

	No contract
	2 086 
	30

	Unknown
	221
	3

	Total
	6 982
	100

	
	
	

	Terms of the employment contract
	Formal
	%

	Permanent
	5 662
	81

	A fixed period contract
	257
	4

	Temporary
	578
	8

	Casual 
	379
	5

	Seasonal
	53
	1

	Unknown
	53
	1

	Total
	6 982
	100

	
	
	

	Entitlement to paid leave
	Formal
	%

	Get paid leave 
	4 600
	66

	No paid leave
	2 205
	32

	Unknown
	176
	2

	Total
	6 982
	100


(Source: Adapted from Budlender et al 2001: 11-13)

Budlender et al (2001:14) then construct a new variable using these characteristics to indicate the number of informal attributes of each worker.  They then show that over 45% of workers employed in the formal sector displays one or more of these characteristics.  If only 55% of workers in the formal economy have a written contract, a permanent position and paid leave, and this excludes those working in the informal economy and domestic workers, the very notion of ‘atypical’ work is challenged.  Given the relatively recent introduction of the LFS, trends over time cannot as yet be deduced.
    

Levels of part-time, temporary, casual and seasonal work 

Closer analysis of STEE figures (SSA, 2001B:13) demonstrates a substantial increase in part-time work.  According to STEE there was a total job loss of 314 370 jobs between March 1998 and December 2000.  However if job losses between full-time and part-time employment are disaggregated, the picture looks quite different.  A total of 486 656 full time jobs were eliminated while 172 286 new part time jobs were created. It is therefore clear that full time jobs declined by 10.2% while part-time jobs increased by 78.4%. 
    A sectoral breakdown of these figures is also informative.  As highlighted in table 4 the only sector in which there have been substantial increases in employment is in wholesale and retail.  During the period March 1998 to March 2000 in the wholesale and retail trade sector part-time jobs increased by 64% and full time jobs by only 4.5% (Watkinson and Horton, 2001:10).

Looking at STEE figures on a quarterly basis is also revealing.  In the period between September 2000 and December 2000 there was a decrease of 10 547 employees in the manufacturing industry.  Statistics South Africa (2001:3) states that this was mainly due to the retrenchment of casual employees involved in the following activities:  coke oven, chemical, rubber and plastics products, petroleum refineries and nuclear fuel.  There was an increase of 2 530 employees in the construction industry due to the appointment of casual employees to enable construction enterprises to complete existing contracts before the festive season holidays.  There was also a quarterly increase of 18 708 employees in the wholesale and retail trade, motor trade and hotel industry.  This again is mainly due to the retail trade enterprise appointing casual employees to assist them during the festive season.  

Smaller scale studies confirm these trends.  In late 1995 Standing et al undertook the first South African Enterprise Labour Flexibility Survey (SALFS).  They interviewed just under 400 manufacturing firms.  They (1996:330) note that the firms came disproportionately from the upper end of the industrial sector, a segment of the sector they argue is likely to be relatively good in terms of their employment and labour practices.  The survey demonstrated that about a quarter (26.8%) of firms reported they used part-time workers and 82.5 % of all firms had employed temporary or casual labour in the recent past.  

Increased use of contract or temporary agency work

In this paper the term contract worker is used to refer to a worker who is employed through an agency or middle person.
  There is thus a triangular employment relationship which involves a worker, a company acting as temporary work agency and a user company, whereby the agency employs the worker and places him or her at the disposition of the company.  This has important legal implications and is one form of the externalisation that Theron and Godfrey outline.  Labour force statistics largely do not capture trends in this type of contract work.  Other means of assessing prevalence and quantifying changes have to be used.  Data can either be gathered from firms or at an industry level (i.e. assessing the demand for intermediaries) and/or the number and size of intermediaries (labour brokers and employment agencies) can be monitored (i.e. assessing the supply of these services).  

With respect to demand for labour intermediaries, Standing et al (1996) note that there is an increase in the use of contract labour both in sectors that traditionally used contract labour and those that traditionally have not.   Mines for example have for many years used contract workers for certain specialist tasks.  In the late 1980s and 1990s mines not only contracted out all their non-core tasks (catering, ground maintenance, office cleaning) but also started using contract workers for core mining activities.  In gold mining, contract employees constituted 3% of the workforce in 1987.  By 1994 this had gone up to 10%.  In coal mining in the late 1980s 5% of the workforce were contract employees, by 1994 they accounted for 16% of the workforce (Standing et al 1996:302).  Since the 1970s stevedoring companies have made use of contract labour, however the use of labour brokers has proliferated in recent years (see Hemson, 2000 and Stratton 1997).  Kenny (2000:3) in her analysis of the retail sector, not only demonstrates that casual and subcontracted labour constitutes up to 65% of total employment, but highlights how, increasingly, core tasks like shelf packing are now done by employees of labour brokers, contracted by suppliers.
      

A sector that traditionally did not make use of contract labour is manufacturing.  The South African Enterprise Labour Flexibility Survey found that 45.4% of firms used contract labour (Standing et al, 1996:343).  These trends are confirmed in Theron and Godfrey (2000) more qualitative study in which interviews were conducted with key informants in retail, mining, manufacturing (food, clothing, metal and engineering) catering and accommodation, construction and transport.  Almost all informants reported an increase in the use of labour brokers and employment agencies (2000:27).   Interestingly there are signs of an increase in the use of labour brokers even in sectors like agriculture.   (See for example Du Toit and Ally (2001) on Western Cape horticulture.) 

There is less information on the supply side.  Naidoo (1994) found that there were 1 200 labour brokers registered with the Department of Labour, 800 of which were operational.  He however estimated that there were 2 000 unregistered labour brokers.     Rees (1997:31) more recently noted that the majority of brokers are not registered but estimated that there are between 3000 and 5000 brokers that supply 100 000 to 120 000 temporary workers to companies in South Africa.  In the iron and steel sector alone there are 600 brokers supplying between 30 000 and 60 000 workers.   Theron and Godfrey (2000:28), also state that there is clearly an increase in the number and size of intermediaries such as employment agencies and labour brokers.  They give the example of Privest Outsourcing that in the space of nine years has grown to be a listed company operating nationally.  This is an area where further analysis is necessary.    

Increased use of independent contractors

Another form of externalisation is the process of setting up independent contractors.  The dependence/independence of these contractors varies.  On one end of the spectrum a system of independent contracting can be set up simply to avoid labour legislation with there being no substantive change in the employment relationship.   The contractor is still completely dependent on the ‘employer’ who then does not have to pay any benefits.  On the other end of the spectrum are those who genuinely establish small businesses.  They may start with only having one source of work but then expand to servicing a number of different clients.  

Once again it is very difficult to assess these trends through national labour force statistics or even through sector analyses.  Case study material however demonstrates that subcontracting relationships are on the increase.  Skinner and Valodia (2001) recently conducted an analysis of the Confederation of Employers South Africa or COFESA, a labour consultancy that assists companies to restructure their workforces, to change employees to contractors and to outsource production to them.  Due to a legislative loophole companies restructure their workforce into a system of independent contractors and so none of the provisions of the LRA apply. 
   COFESA firms no longer have to adhere to collective agreements on the minimum wage or contribute to any of the benefit or training schemes.    In the work place, other than changes in labour conditions, everything else remains the same.  Skinner and Valodia demonstrate how in recent years COFESA has experienced dramatic growth. By the end of 2000 they estimated that their system had resulted in the establishment of over 700 000 independent contractors.  Their members are involved in many different sectors: food, farming, transport, construction, engineering and particularly in footwear and clothing manufacturing.  

A system of establishing independent contractors has been used in agriculture for many years.  The Centre for African Research and Transformation or CART (2000) outlines how all the large forestry companies – Mondi, Safcol, Sappi now hire contractors to carry out planting, tending and silvicultural operations.  CART estimates that the outsourcing of forestry activities has created an industry with an annual turnover of R600 million and 35 000 employees.  A similar system operates in the sugar industry.     

The system of independent contracting has often been aligned with business trying to undermine the strength of unions.  Esselaar (2001) gives the example of a baking company, who established an owner-driver scheme for the distribution of bread.  They particularly targeted union ‘trouble makers’ which the company did not want to keep but could not fire.  Theron (quoted in the Labour Bulletin, June 2001) in a discussion about unions and sub-contracting pointed out that shop stewards are often targeted when these schemes are introduced.  

Standing et al (1996:345) conclude their analysis of the use of external flexibility by stating: 

In sum, South African industry has resorted fairly extensively to external flexibility, and there is clearly no strong barrier to doing so.
Unionisation rates in South Africa

Before considering employment in the informal economy, it is important to briefly consider the effects of some of these trends on rates of unionisation.  Unions in South Africa are relatively strong.  In 1997 registered unions claimed a membership of 3.4 million, roughly 46% of those in formal employment (Barker, 1999:280).  Although expected
 to exaggerate union density, this is still relatively high by international standards and very high by the standards of developing countries (Standing et al, 1996:155).  

Table 8 reflects membership figures of the largest trade union federation in South Africa, the Congress of South African Trade Unions or COSATU. 
    
Table 8: Changes in COSATU membership by sector, 2000

	
	% change

1991-97


	%

change 1997-2000
	Total employment, 2000


	COSATU members as % of total employment



	Agriculture
	n.a.
	-24%
	935,000
	2%

	Mining
	15%
	-7%
	420,502
	69%

	Manufacturing
	-11%
	-15%
	1,278,452
	40%

	Private services, communications & transport
	49%
	5%
	1,565,812
	20%

	Public service
	518%
	37%
	1,480,625
	45%

	TOTAL
	39%
	6%
	5,680,391
	32%

	Total except for agriculture
	36%
	7%
	4,745,391
	38%


(Source: COSATU 2000 Congress Report)
There appears to have been a total increase in union membership during this period.  This is partly because of increases in unionisation in the public service as well as private services, communications and transport.  COSATU unions have also started to organise in the agricultural sector.  There however has been a consistent decrease in unionisation in the manufacturing sector – a decline of 11% in the 1991-7 period and a further decline of 15% in the 1997-2000 period.  This is likely to be partly due to the particularly high number of job losses in the manufacturing sector.  It however is also likely to be due to increasing subcontracting arrangements, use of labour brokers and organisations like COFESA.

Further analysis of COSATU membership figures indicates that certain unions have been hit harder than others.  Table 9 reflects the decline in membership in the South African Clothing and Textile Workers Union or SACTWU.   They have lost almost 66 000 members.     
Table 9:  Membership numbers – SACTWU, 1991-2000
	Year
	Membership

	1991
	185,740

	1994
	150,078

	1997
	150,000

	2000
	119,930


(Source: COSATU 2000 Congress Report)
The issue of union responses to informalisation will be dealt with in section 4.4.  

In conclusion this section has demonstrated that there have been substantial job losses in the formal economy and has indicated trends to casualisation and externalisation of work.  As Standing states (quoted in Kenny and Webster, 1999:218):

It is almost comical to describe South Africa as having employment inflexibility.  Many workers have little employment protection, retrenchments are fairly easy and widespread, notice periods are short or non-existent, and most firms can resort to temporary or casual labour and, if need be, labour contracting – the world’s most flexible labour system and spreading like wild fire.
3.3.2.  Employment in the Informal Economy

Employment in the informal economy in South Africa is on the increase.  Table 10 below reflects the official statistics on employment in the informal sector in the period 1996-2001.  

Table 10: Employment in the informal economy in South Africa, 1996-2001

	Year and statistical source
	Employment in the Informal Sector
	Employment in Domestic Service
	Percentage of Total Employment

	
	(000s)
	(000s)
	

	OHS 1996
	996
	740
	18.7

	OHS 1997
	1 136
	668
	19.5

	OHS 1998
	1 316
	749
	22.0

	OHS 1999
	1 907
	799
	26.1

	LFS 2000 Feb
	1 821
	1 001
	23.8

	LFS 2000 Sept
	1 933
	999
	25.0

	LFS 2001 Feb
	2 665
	914
	30.2 (see ii)

	LFS 2001 Sept
	1 873
	916
	25.7


(Source: SSA, P0317, 2000 ; SSA, PO210, 2001 and SSA, P0210, 2002) 

Notes:

i).  The OHS and the LFS are not directly comparable because they ask questions in a different way.  Further, as Budlender et al note (2001:8) with respect to registering informal activities not only is the LFS an improvement on the OHS but that there has been improved prompting and training of fieldworkers and increased awareness of coders.  

ii).  Statistics South Africa (2002:v) notes that in February 2001 LFS more probing questions were asked about self-employment and small businesses in a follow on survey, which may have led to a larger number of respondents than usual classifying themselves as employed.  In September 2001 a new sample was drawn, and once again respondents may have classified themselves as not economically active rather than employed in the informal sector.  

The introduction of the labour force survey has resulted in substantial improvement in labour market data.  Although there has been an increase in informal employment a portion of the increase is likely to be the result of improvements in the data collection mechanisms.  It is also clear that there is some fluctuation in employment in the informal sector – the most notable being in the period between February and September 2001 in which it appears there was a job loss of 800 000.  This is likely to be partly attributed to the data gathering issue identified in note ii.  Statistics South Africa justify this by stating that it highlights the ease with which people may enter or leave the informal sector claiming that ‘a fluctuating picture is not necessarily surprising’.  This requires further exploration.  What the table does indicate however is that between 25% and 30% of those working in South Africa are in the informal economy.   

Table 11 below compares the South African informal economy to other countries in the region.   

Table 11:  Informal economy as a share of employment and GDP in South Africa and Sub-Saharan Africa, 1995

	
	South Africa (1995)
	Sub-Saharan Africa (see i)

	% of non agricultural employment
	18.9
	77.4

	% of non agricultural GDP
	7.2
	39.6

	% of total employment
	16.6
	19.7

	% of total GDP
	6.9
	25.9


(Source: Charmes, 2000:6-7)

Notes:

i)  This figure is an arithmetical mean calculated from figures from 13 sub-Saharan countries excluding South Africa. 

It is clear from the table that the South African informal economy is small in comparison to other developing countries but large in comparison to developed countries.  This is partly because the South African formal economy is relatively strong.  This makes South Africa a particularly interesting case to analyse the dynamics in the secondary labour market in the formal economy and informal economy.

Table 12 below indicates employment in the informal economy by industry.   

Table 12:  Employment in the informal economy in South Africa by industry, 2000

	Industry
	Informal 
	%

	Mining
	4 000
	0.2

	Manufacturing
	178 000
	9.8

	Electricity
	2 000
	0.1

	Construction
	196 000
	10.8

	Trade 
	  962 000
	52.9

	Transport
	99 000
	5.4

	Business Services
	 62 000
	3.4

	Community Services
	158 000
	8.7

	Private households
	156 000
	8.6

	Other / unspecified
	3 000
	0.2

	Total 
	1 820 000
	100


(LFS, February 2000, Source: Adapted from SSA: 2001A:5)

It is clear that most people who are working in the informal economy are working in trade.  Further significant portions of those working informally are working in construction, manufacturing and community services.  

In those industries where informal employment is high it is constructive to compare the numbers in the informal economy and formal economy.   Table 13 indicates that informal employment is a significant proportion of total employment in trade and construction but only a small proportion in manufacturing and community services.  

Table 13:  Informal employment as a portion of total employment, selected industries, 2000

	
	Informal employment
	Formal employment
	% of total employment that is informal

	Trade


	962 000
	1 449 000
	39.9

	Construction


	196 000
	388 000
	33.6

	Manufacturing

 
	178 000
	1 277 000
	12.2

	Community Services
	158 000
	1 724 000
	8.4


(LFS, February 2000, Source: Adapted from SSA: 2001A:5)

Interestingly the use of industrial outworkers or home-based workers appears to be less wide spread than in other developing country contexts.  The SALFS for example found that only 6.5 % of firms claimed to use home workers or out workers.  There were however significant sectoral differences with 22% of the clothing firms sampled, 8% of those in the metal industry and 2 % in both printing and chemicals reporting on using home workers  (Ray, 1997:25, quoting SALFS figures).  This is likely to be an underestimate but does indicate that home working is less prevalent in South Africa than in other countries.  This is confirmed in studies of home working.  Cross et al’s (2000) study of home based workers in Durban’s shacks and townships found that there were very few industrial outworkers.  Budlender and Theron’s (1995) study found that formal firms contracted a small proportion of the 601 home based workers interviewed.  Most of those who were linked into the formal economy in this way were operating in the clothing industry (1995:10).   

Another important aspect of the informal economy with respect to labour is the role of foreigners, particularly from other African countries.  There are no reliable statistics on the number of foreigners living and working in South Africa.  It is likely however that since the political transition numbers have substantially increased.  In the street trading sector this has become an increasingly controversial issue (see Skinner and Hunter, 2001).  Research on international migrants in South Africa demonstrates that they are very active in the informal economy.  Studies have been conducted on specific groups of immigrants (see Gema (2001), Geyevu (1997) Sabet-Shargi (1999) on the economic activities of Ethopian, Ghanaian and Congolese refugees respectively).  Vawda (1999) reflects on the survival strategies of different groups of migrants living in the Durban area.  Peberdy and Crush (1998) highlight the contribution of cross border traders to the craft industry.  Rogerson (1997) and Peberdy and Rogerson (2001) demonstrate the important role foreigners play in the creation of small businesses.   

Table 14 reflects employment by population group, sex and sector.  

Table 14: Employment by population group, sex and sector, 2000

	Population group and sex
	Formal
	Informal
	Domestic workers
	Unspec-ified
	Total

	
	(000s)
	(000s)
	(000s)
	(000s)
	(000s)

	All population groups

	Total
	7568
	3059
	1004
	315
	11946

	Male
	4708
	1572
	41
	190
	6511

	Female
	2859
	1486
	963
	125
	5434

	African

	Total
	4357
	2695
	901
	212
	8166

	Male
	2861
	1348
	39
	131
	4380

	Female
	1496
	1347
	862
	80
	3785

	Coloured

	Total
	1041
	185
	97
	30
	1354

	Male
	585
	120
	1
	20
	725

	Female
	456
	65
	96
	11
	628

	Indian/Asian

	Total
	377
	30
	2
	9
	418

	Male
	237
	20
	
	4
	261

	Female
	140
	10
	2
	5
	157

	White

	Total
	1769
	143
	2
	64
	1978

	Male
	1009
	80
	
	35
	1124

	Female
	760
	63
	2
	29
	854


(Source: Budlender et al, 2001:3)

It is clear from the table that, in line with the international trends identified in section 3.1, women are significantly more likely than men to work in the informal economy.  As Budlender et al (2001:3) highlight at least 45% of women employed, compared to 25% of men, are informal economy workers.  The figures for different population groups indicate that African people are more likely than others to be working in the informal economy.  
In conclusion this section has demonstrated that informal employment as a portion of total employment in South Africa, although small in comparison to other developing country contexts, is increasing.  Further most informal economy workers are involved in trade with relatively few workers involved in value adding activities.  Finally, as is the case internationally, more women work in the informal economy than men and also that Africans are disproportionately represented in this segment of the labour market.  

3.3.3  Unemployment AND hiv/aids
Unemployment is a huge problem in South Africa.  Table 15 below reflects the unemployment figures in the period 1996 – 2001 using both the official and expanded unemployment rate.  Under the official definition of employment the person must not have worked at all during the previous seven days, must be available for work in the next four weeks and much have taken some specific action to find work in the four weeks before the survey.   In the expanded definition the work search requirement is dropped.  

Table 15: Unemployment in South Africa, 1996-2001

	Source


	Official
Unemployment 
Rate (000s)
	Percent-age

	Expanded
Unemployment
Rate (000s)
	Percent-age


	OHS 1996
	2 224
	19.3
	4 566
	33.0

	OHS 1997
	2 451
	21.0
	5 202
	36.0

	OHS 1998
	3 163
	25.2
	5 634
	37.5

	OHS 1999
	3 158
	23.3
	5 882
	36.2

	LFS Feb 00
	4 333
	26.7
	6 553
	35.6

	LFS Feb  01
	4 240
	26.4
	6 961
	37.0


(Source: adapted from Meth, 2002:10) 

It is clear from the table above that unemployment levels are high and increasing.      

Table 16 below shows unemployment rates by race and gender for 1999. 

Table 16: Unemployment by race and gender,1999

	
	Official Unemployment
	Expanded Unemployment

	Total
	23.3
	36.2

	   - Male
	19.8
	30.0

	   - Female
	27.8
	43.2

	African
	29.2
	44.0

	   - Male
	24.5
	36.7

	   - Female
	35.0
	51.9

	Coloured
	15.2
	23.6

	   - Male
	13.4
	19.3

	   - Female
	17.5
	28.4

	Indian
	15.6
	20.2

	   - Male
	14.5
	17.8

	   - Female
	17.2
	23.8

	White
	4.7
	6.8

	   - Male
	4.4
	6.3

	   - Female
	5.1
	7.3


(Source: SSA, P0317, 2000)
The table indicates that both race and gender are important determinants of labour market status. Unemployment rates are much higher for African workers compared to other races and for women compared to men. On the expanded definition, more than half of African women are unemployed.

In conclusion, there can be no discussion of the South African labour market that does not reflect on the impact of HIV/AIDs.  The 20th Annual Andrew Levy Report released in April 2002 suggests that nearly a quarter of South Africans are HIV-positive.  The analysis projects that the number of infected people will increase to six million by 2005, while organisations will lose in excess of 4% of their workforces over the next 10 years.   The report confirms that the most economically active group (25-49 year-olds) are the hardest hit by AIDS-related deaths.  (COSATU press statement 14/04/02).

3.4
DATA problems and opportunities
It is clear from this section that much can been gleaned from secondary resources and analysis of Statistics South Africa releases about the level, structure and nature of employment in South Africa.  This however tends to be a static analysis.  During the project period original data work will be conducted.  This will be used to complement and triangulate detailed qualitative industry level studies and worker case histories.  In this section, some of the concerns about available data sources, as well as ideas about potential data analyses, will be briefly explored.  

The introduction of the Labour Force Survey in February 2000 has resulted in significant improvements in registering informal work.  Although this is positive, it means that trends over time cannot be highlighted because different questionnaires and data capturing techniques are being used. Further with respect to registering horizontal shifts in employment, Statistics South Africa data is largely not panel data, in other words Statistics South Africa does not visit the same households each time the survey is conducted.  The LFS, for example, is a rotating panel sample – 20% of dwellings are changed in each round and one dwelling will not be visited more than five times.  Some panel analysis in theory should be possible so information can be gleaned on those moving from one type of employment to another over time.  This however will need to be further investigated. 

A potentially interesting data source is the KwaZulu Natal Income Dyamics Survey or KIDS.  The KIDS is typical panel data set in that the same households were visited in 1993 and in 1998.  (There are also plans to conduct a third survey in 2003.)  The following groups would be of interest to this project:

· Those who moved from being unemployed to being employed in the informal economy

· Those who moved from being unemployed to being employed in the formal economy

· Those who moved from informal employment to formal employment in the period. 

· Those who moved from formal employment to informal employment.  

A series of cross cutting issues could then be considered.  Do education levels, for example, enhance people’s chances of mobility between these different forms of employment?  What are the gender, age and racial characteristics of people who made different kinds of transition? What types of informal/formal activities are people moving into i.e. what are the type of activities that act as an entry point?  If a panel data set could be constructed from the LFS data, much would be gleaned about dynamic interactions of the labour market from conducting a similar analysis using this data.  
Differentiation within the informal economy is relatively well captured in the Statistics South Africa data.  Differentiation within the secondary labour market is less well captured.  As was indicated in Section 3.3.1 sectoral and industry analyses of employment conditions would provide a useful sense of which sectors and industries are likely to have more secure employment contracts.  These trends should be tracked over time.  

4.  Policy Responses and challenges

Portes and Castells (1989:307) point out that the process of informalisation ‘generates simultaneously pitfalls and opportunities for local labour absorption and economic growth’.  There are a divergent set of views about how to avoid these pitfalls and enhance these opportunities.  In this section, international institutions’, national and local governments’ and worker organisations’ policy responses and challenges are briefly outlined.    
4.1
International Policy responses
The ILO, having first popularised the notion of the informal sector in the early 1970s, has a long history of contributing to the conceptual and policy debates about the informal economy.    Although it is beyond the scope of this paper to review their contributions to these debates over time
, it is important to note that the ILO has moved significantly beyond the early 1990s position that ‘informal sector’
 was a ‘dilemma’ between more employment, though of lower quality, and more regulation and protection at the expense of jobs.  The current thinking is captured in the notion of ‘decent work’.  The Director-General’s report to the 2001 International Labour Conference (ILO, 2001) explains the decent work paradigm as: 

i. representing a universal aspiration of people everywhere to obtain productive work in conditions of freedom, equity, security and human dignity 

ii. underscoring a rights-based approach to economic and social development; 

iii. providing an integrated policy framework that combines the ILO’s four strategic objectives and historic mandate in the field of rights at work, social dialogue and social protection with a growth and development agenda built around employment and enterprise.

The response is not to promote informal employment but to reduce the ‘deficits in decent work’.  With respect to informal employment the deficits are identified to be particularly acute in the following areas - labour standards, productivity and job quality, social protection and organisation and voice.  The World Bank in contrast has never had a specific policy statement or position on the informal sector/economy but has been vocal in policy debates that have implications for those working in the secondary labour market of the formal economy and the informal economy.    

With respect to labour market regulation the World Bank and the ILO are generally characterised as representing fundamentally opposed views.  The World Bank has consistently advocated for labour market flexibility arguing that government regulation of the labour market generates distortions.  The 1990 World Bank Development Report (1990:63), for example, states: 
Labour market policies – minimum wages, job security regulations, and social security … work to raise the cost of labour in the formal sector and reduce labour demand … increase the supply of labour to the rural and urban informal sectors, and thus (depress) labour incomes where most of the poor are found. 
The 1995 World Development Report on Development Strategies and Workers echoes similar themes.
  The ILO, in contrast, stresses the benefits of intervention, arguing that minimum wages have an important role to play in protecting low income groups and that, rather than having unregulated labour markets, tripartite consultations and collective bargaining are the best way to determine labour outcomes.  They argue that regulated markets adjust better to shocks than unregulated markets.  These are essentially irreconcilable positions over which many econometric analyses and other research continues to debate.      
The issue of how to support those working in the informal economy (as opposed to the extent to which the informalisation of the formal economy should be managed or halted) is less controversial.  Both the World Bank and the ILO (although with significantly different emphases) advocate support for informal enterprises.  The World Bank, for example, has been very influential in the field of micro-finance. 
  They have generated substantial research in the area and support numerous micro finance projects throughout the world
.  Further there is an increasing focus on the informal economy in their urban development programmes.  As the decent work framework suggests, the ILO has tended to have a broader focus including policy environment analysis, training, work place safety, social protection and representation issues.  There are two programmes where the informal economy is a particular focus.  First, their InFocus programme on Boosting Employment through Small Enterprise Development, concentrates on the policy environment, market opportunities and business development.  Further their Strategies and Tools against Social Exclusion and Poverty or STEP programme, details a number of support interventions, like training, credit provision and social protection.  

4.2
National government Policy 

Most aspects of national government policy impact on those working in the informal economy.  Particularly critical areas for analysis are economic policies, labour market policies, social protection and migration policies.  These will be briefly considered in turn, highlighting key policy challenges and a few areas for future research.  
Increasingly analysts are demonstrating the importance of economic policies to those working in the informal economy.  Chen, Jhabvala and Lund (2002), for example, consider trade and industry policies and fiscal policy (taxation, expenditure and procurement).  They demonstrate that these policies impact on the informal economy and on the process of distribution between the formal and informal economies.  They go on to argue that currently such policies tend to be biased in favour of large businesses in the formal economy.  They (2002:26) conclude that an appropriate policy approach to the informal economy should ‘seek to balance incentives to formal and informal businesses, to balance the tax burden of formal and informal businesses’.  The details of how to do this however requires country, policy and often sector/industry specific analyses.  

With respect to labour standards and legislation, Chen et al (2002:30) argue that, at a minimum, the ILO core labour standards – freedom of association, the right to collective bargaining, the prohibition of forced labour, equality of treatment and non discrimination in employment and minimum age for employment – should be extended to informal workers. There are other basic rights such as the right to a minimum wage, safe and healthy working conditions, reasonable working hours, severance notice and pay, and other benefits such as paid sick leave, paid vacations and retirement compensation.   How these rights can be extended to those working in the informal economy is of critical importance.  Again this requires country and industry specific analyses, with particular emphasis on documenting the details of cases where these rights have successfully been extended to those working informally.  
Valodia (2001) goes some way to assess the impact of economic and labour policies on those working in informal jobs in South Africa.   He particularly concentrates on trade and industry policy, small business development policy and labour market policy.  He argues that the South African government’s trade and industry policies are shifting the economy onto a path of capital intensification and that, allied to this, firms are undergoing a process of extensive restructuring.  He points out that these developments have promoted the growth of flexibilisation and informalisation.  Further the article demonstrates that whilst the government offers a vast package of support measures to big business, its policies are largely irrelevant to the survivalist segment of small business.  With respect to labour legislation, he argues, the picture is more diverse with attempts being made to extend rights to those working in informal jobs.  Industry specific cases (such as the analysis of the clothing industry that will be conducted under the auspices of this project) of how some of these contradictory policy imperatives manifest themselves in practice, still need to be conducted.  Very little is known, for example, of workers experiences of these processes. 

There are further research gaps.  Thus far there has been no analysis of the impact of national government monetary and fiscal policy on those working informally.  Further, little is known about whether the formal and informal economies respond to or are affected by different economic policies in similar ways.  One exception is Patel and Srivastava’s (1992) analysis of how aggregate behaviour of economic activity in the formal and informal economies – as measured by the output – responded to the same set of monetary and fiscal policies in India.   They demonstrate that the formal sector responses proved far more homogenous than the informal sector responses.  This is an important component of understanding the process of economic development and a critical area for further analysis.  
Another important policy arena for those working in the informal economy is that of social security - access to health care, disability and ill health cover, maternity and pension benefits.  Chen et al (2002:38-42) document promising cases where systems of formal social security – pension schemes for example – have been extended to those working in the informal economy.  They also document cases were informal social security measures, like mutual health insurance schemes have or could be supported.  They (2002:41) state:

What is needed is …to identify mechanisms to a) reinforce or strengthen existing informal social security schemes; b) extend existing statutory provisions; c) extend private insurance schemes; and d) develop alternative mechanisms.
With respect to South Africa, Lund (2002) conducts a comprehensive analysis of social security provision in South Africa for formal and informal workers in the arenas of loss of income and assets, health care, disability, maternity, childcare and old age suggesting a number of areas for reform.  

As mentioned in section 3.3.2 foreigners are often active in the informal economy.  Migration policy and legislation thus has significant implications for this group of informal economy workers.  Hunter and Skinner (2001) briefly assess the policy environment for foreign street traders in South Africa, pointing to a number of contradictions.  The most striking contradiction is in the Refugees Act (2000) which does not allow asylum seekers to support themselves through employment or self-employment while awaiting approval of their applications.  Moreover, no provision is made for state support, despite the fact that this process can take a number of years.

Foreigners’ economic contribution in different sectors needs to be documented.  Once this information is available the impact of migration policy and legislation needs to be assessed.  There are indications, for example, that cross border traders from the Southern African region are important to the South African craft industry (Perberdy and Crush, 1998).  The absence in migration policy of provisions for a cross border trader licence then becomes a constraint to growth in the craft sector.   
4.3
regional and local government policy 

Since the mid 1980s there has been a global trend of decentralisation, with local and regional authorities having increasing decision-making responsibilities.   Portes and Castells (1989:304) argue that regional and local government is often more effective in responding to the informal economy because it is not embroiled in the types of policy debates which often paralyse national level initiatives.  Portes and Castells make reference to Emilia Romagna in Italy, Miami and Hong Kong in demonstrating the role of local level initiatives in supporting segments of the informal economy with growth potential.  

This level of government is largely responsible for infrastructure and service provision.  Given that residential spaces are increasingly being used for economic activities governments’ approaches to, for example, housing delivery, transport planning and water and electricity distribution and payment can either support or impede the development of informal enterprises particularly in low income areas.  Analysis remains to be done about how different policy and implementation approaches impact on informal enterprises.  

In South Africa, since the political transition, local government has been given significantly more autonomy.  Not only is local government constitutionally committed to promoting economic development but, because of the gap in national government policies identified in section 3.2, increasingly local government is finding itself having to take responsibility for managing and supporting the informal economy.  The experience in South Africa is mixed.    Certain cities are embarking on a privatisation drive.  This often has negative consequences for those in the informal economy.  
There are a number of more innovative responses that warrant mention.  First, in 2001 the Durban Unicity adopted an informal economy policy that outlines a series of management and support measures for informal economy workers.  This builds on the experience of a particularly innovative urban regeneration project in the main transport hub in the inner city – the Warwick Junction.  Second, the Johannesburg city council’s establishment of a fashion district in the inner city has significantly assisted small clothing manufacturers operating there.  The project not only offers skills training, but links manufacturers to markets and fashion designers.   It is these sorts of initiatives that need further analysis and documentation.    

4.4
Worker organisation responses

If those working informally are not organised they cannot lobby for their rights, nor can they ensure that those rights they have secured are enforced.  As the ILO (1999:45) points out, given the changes in the workforce, traditional union priorities and organising techniques need to be re-examined.  Furthermore, other types of organising forms need to be given more profile.  

It appears as if formal sector trade unions are only beginning to engage with this issue.   A 1999 ILO – International Confederation of Trade Unions (ICFTU) survey (reported in ILO, 1999) revealed that about a fifth of unions and a quarter of national centres surveyed throughout the world did not target any atypical or informal economy workers in their mobilisation efforts.  Several other unions indicate plans to do so because they recognise that such workers are too numerous to neglect.  The report (1999:45-6) goes on to to state that among unions that had campaigns, the most common groups of atypical workers targeted were (in decreasing order of unions and national centres indicating organising efforts) temporary workers, trainees and apprentices, part-time workers, contract workers, casual workers, self employed, home based workers, teleworkers and informal sector workers.  The same survey indicated that organising strategies targeting atypical workers are still not a high priority.  

Those unions who have successfully organised informal sector workers tend to be in countries that have been very hard hit by structural adjustment programmes and where the proportion of informal employment of total employment is high.  There are examples in Senegal, Benin, Ghana and Colombia.  In these cases national centres have either created organisations for informal economy workers or affiliates are organising those working informally in their industries or sectors.  There are however a few interesting examples in developed country contexts like the Australian Textile, Clothing and Footwear Union and the Canadian Garment Workers Union.  These two unions have organised home workers and bargain collectively on their behalf.  

Union responses in South Africa appear to mirror the international experience. Unions, in the face of increasing flexibilisation of work, are increasingly being forced to engage with this issue.  Although the issue has been acknowledged, as yet little concrete progress has been made.   For example, only at COSATU’s 7th Annual National Congress held in September 2000, was a draft strategy to organise the informal sector and atypical workers tabled.  The document outlines a two fold strategy of organising informal/home workers and attempting to extend legal protection to those working more informally.  The mining, clothing and textile and retail industries as well as the public service are identified as being particularly affected by outsourcing and casualisation.  Unions involved in these industries/sectors are in the processing of designing strategies.  

Finally, there are organisations that only organise informal economy workers.  The most well known example is the Self Employed Women’s Association in India.  It was established 30 years ago and has just under 500 000 members.  SEWA organises self-employed women in a variety of different industries and activities.  SEWA, among other activities, has established a bank, producer co-operatives (for example artisans and agricultural producers) and service co-operatives (health, child care and housing).  They also have a substantial research and policy profile. 
  In 1992 the Self Employed Women’s Union was launched in Durban South Africa.  They are modelled on SEWA and organise both street vendors and home based workers.  They are much smaller than SEWA.  In March 2002 they had 1200 members, this is down from -+ 3 500 in the mid to late 1990s.  They have however played an important role in raising the profile of self employed women in South African policy debates
.  Both SEWA and SEWU are active in two international networks of informal economy workers – StreetNet and HomeNet.  As the names suggest, these organisations are concerned with organising street vendors and home workers respectively.            

5.  CONCLUSION

In honing in on the space between the formal and informal economies there is somewhat of a conceptual swamp.  From the perspective of labour the reality is that people have multiple jobs, move between the formal and informal economy in one day, at different times of the week/month and in different times of their lives. Those who are traditionally seen as informal, such as street traders, are linked into the formal sector through, for example, supply networks.  Increasingly large formal sector firms are positioning themselves to retail their goods through the informal sector.  This is combined with a radical restructuring of the formal labour market. As Theron and Godfrey (2000) suggest there is an increasingly shrinking ‘core’ of employees with full time permanent status and an expanding ‘periphery’ of non-permanent employees.  There is also a process of casualisation and externalisation with a myriad of different employment conditions and contracts.  Due to these developments the very notion of formal and informal, typical and atypical becomes contested.  The challenge of first, understanding and monitoring these developments in a South African context and second, considering appropriate organisational and policy responses, are the core concerns of this project. 
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Appendix 1:  Labour Statisticians Definition of the Informal Sector

As adopted by the 15th International Conference of Labour Statisticians 1993

[Text Adapted from Charmes (2000:1-2)]

For statisitical purposes, the informal sector is regarded as a group of production units which form a part of the household sector as unincorporated enterprises owned by households.  

Household enterprises are distinguished from corporations and quasi corporations on the basis of their legal status and the type of accounts they hold.   With respect to the former they are not constituted as separate legal entities independently of the household or of the household members that own them.  With respect to the latter no complete set of accounts are available which could permit a clear distinction between the production activities of the enterprise and its operation as a main or secondary activities of their owners.  

The informal sector is defined, irrespective of the kind of workplace, the extent of fixed capital assets, the duration of the activity of the enterprise and its operation as a main or secondary activity, as comprising:

1. Informal self owned enterprises, which may employ family workers, and employees on an occasional basis.  For operational purposes and depending on national circumstances, this segment comprises either self owned enterprises or only those which are not registered under specific forms of national legislation (factories or commercial acts, tax and social security laws, professional groups, regulatory or similar actions, laws or regulations established by national legislative bodies).

2. Enterprises of informal employers which may employ one or more employees on a continuous basis and which comply with one or both of the following criteria:  

· Size of establishment below a specified level of employment (defined on the basis of minimum size requirements embodied in relevant national legislation or other empirical or statistical practices).

· Non-registration of the enterprise or its employees.

For practical purposes the informal sector should be restricted to non-agricultural activities.  Professionals and domestic workers are included in the informal sector as far as they comply with the definitional characteristics or criteria.  Home based workers are included if they are own account or sub-contracting with other informal sector unions.  Non-market production is excluded.  

It is thus clear that the statistical definition distinguishes two main components or segments of the informal sector: the ‘family enterprises or self employed’ (own-account informal enterprises) without permanent employees and the ‘micro- enterprises’ (informal employers) with permanent employees.  

This definition has been incorporated into the system of national accounts.  Having a common definition has significantly contributed to the collection of country comparable data.  
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� For a comprehensive analysis of the different approaches to informal economy debates see Rakowski (1994).  


� See for example, Lund and Srinivas (2000) on social protection in the informal economy and Durban’s Unicity’s (2001) Informal Economy Policy with respect to urban policies.


� The filieres approach, which draws on similar principles, highlighted formal-informal linkages in fruit and vegetable distribution – see Witt 2000.  Mander’s (1999) work on the traditional medicine or muthi industry, although not explicitly drawing on the commodity chain approach, analyses the process from cultivation of plants to final consumption of medicine highlighting the potential points of intervention.  


� It has however also been used to understand the different social relations and institutions that structure markets for primary food and food products.  See Dolan et al (1999) on international horticulture supply chains, Gibbon (2001) on cotton and fish, Fitter and Kaplinsky (2001) on coffee and Bernstein (1996) for a more general review.  None of these analyses however explicitly pick up on labour market dynamics.     


� See Unni (2001) for an excellent gendered analysis of the informalisation of the labour force in South Asia.  


� See Valodia (2001) for a comprehensive review of these policy arenas with respect to their impact on the growth in informal and flexible work in South Africa.  


� Statistics South Africa defines the informal sector as those businesses that are not registered and therefore do not have a value added tax number from South African Revenue Service.


�  The increase in nearly 840 000 agricultural workers between 1999 and 2000 is likely to be due to improved data collection methods.  See (Statistics South Africa2001A:2) for a full discussion.  


� The LFS also asks questions about retirement benefits, medical aid and Unemployment Insurance Fund (UIF) contributions.  Future data analysis should assess the percentage of workers that have access to these benefits and changes over time.  


� Future data work should assess sectoral differences in these characteristics.


� Trends in part time verses full time work before March 1998 cannot be assessed since Statistics South Africa only started publishing full time verses part time employee figures in 1998.  


� It should be noted that the term ‘contract’ work is also sometimes used to refer to fixed term contract employment.     


� See also Kenny and Webster (1999) for further analysis of these two sectors.


� COFESA was using Section 213 (f) of the Labour Relations Act which defines an ‘employee’ as ‘any person, excluding an independent contractor, who works for another person or for the State and who receives, or is entitled to receive, any remuneration’ (emphasis added).   This loophole has been addressed through recent labour legislation amendments.   


� This is argued to be an exaggeration because a) it is based on union self reporting, a practice known to be over optimistic, on employment figures that exclude many unregistered enterprises and employees and underestimates of employment.  (See  Standing et al, 1996:156).  


� The second and third largest federations are the Federation of Unions South Africa (FEDUSA) and the National Council of Trade Unions (NACTU).  They claim to have a membership of 515 000 and between 200 000 and 250 000 respectively.  This is in contrast to COSATU’s claim of membership of 1.8 million.  See Barker (1999) for further details. 


� See Bangasser, 2000 for a comprehensive account of how the ILO has approached the informal economy over time.  


� Interestingly there is a trend in more recent ILO documentation to make reference to the ‘informal economy’ rather than the ‘informal sector’, reflecting a more inclusive understanding of this phenomenon.   


� In South Africa the World Bank has gone to some lengths to demonstrate that current labour legislation is a major stumbling block in employment growth.   One of the central arguments of the World Bank’s suite of Local Economic Development surveys in Johannesburg, for example, was that South African labour legislation is a key constraint to growth (see for example Chandra et al, 2001).  It could however be argued that their survey design predetermined this outcome.    


� They were, for example, instrumental in establishing CGAP, a consortium of 28 public and private development agencies working together to expand access to financial services for the poor in developing countries. CGAP was created to generate global consensus on standards and norms with respect to delivering these services.  (See � HYPERLINK "http://www.cgap.org" ��www.cgap.org� for further details and resources.)


� A search on their website of their current projects found 203 projects that had micro finance components.     


� For further information about the Self Employed Women’s Association visit their website on � HYPERLINK "http://www.sewa.org.in" ��http://www.sewa.org.in�.  


� For further information about the Self Employed Women’s Union see Lund and Skinner 1999.  
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