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1. Introduction 
In August 2003, President Mbeki introduced the idea of South Africa being 
characterised by a ‘first economy’ and a ‘second economy’ operating side by side. In 
November, in an address to the National Council of Provinces he stated: 

The second economy (or the marginalised economy) is characterised by 
underdevelopment, contributes little to GDP1, contains a big percentage of 
our population, incorporates the poorest of our rural and urban poor, is 
structurally disconnected from both the first and the global economy and is 
incapable of self-generated growth and development. 

This idea of a ‘second economy’ is increasingly part of policy rhetoric at all levels of 
state. For example, the KwaZulu-Natal Minister of Finance and Economic 
Development, Dr Zweli Mkhize began his 2005 budget speech with a description of 
the economy using the analogy of an apartheid-era train, with the first economy 
occupying the first-class compartments and the second economy being the second- 
and third-class sections. Having made substantial reference to the notion throughout 
the speech, he argues that interventions in the second economy are “even more 
crucial” than projects aimed at stimulating growth in the first economy.   

In his 2004 State of the Nation Speech, President Mbeki argues that the: 

…core of our response to all these challenges is the struggle against 
poverty and underdevelopment, which rests on three pillars. These are: 
encouraging the growth and development of the first economy, increasing 
its possibility to create jobs, implementing our programme to address the 
challenges of the second economy, and building a social security net to 
meet the objective of poverty alleviation. 

The governing party elaborated on the notion of a dual economy by characterising the 
second economy as: 

The first and second Economies in our country are separated from each 
other by a structural fault. … Accordingly, what we now have is the reality 
… of a “mainly informal, marginalised, unskilled economy, populated by the 
unemployed and those unemployable in the formal sector”. The second 
economy is caught in a “poverty trap”. It is therefore unable to generate the 
internal savings that would enable it to achieve the high rates of investment 
it needs. Accordingly, on its own, it is unable to attain rates of growth that 
would ultimately end its condition of underdevelopment (ANC Today, 
Volume 4, No. 47, 26 November - 2 December 2004). 

In his 2005 State of the Nation Speech, Mbeki again refers to the concept of the 
‘second economy’, arguing that: 

We must achieve new and decisive advances towards… eradicating 
poverty and underdevelopment within the context of a thriving and growing 
first economy and the successful transformation of the second economy… 

                                                        

1 Gross domestic product 
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In outlining what government will do about transforming the second economy, the 
President has this to say: 

To take the interventions in the second economy forward… additional 
programmes will be introduced or further strengthened by April 2005, as 
part of the Expanded Public Works Programme. 

Although the President does not himself refer to the informal economy, the quote 
from ANC Today above shows that, within the ruling party at least, the informal 
economy is seen as being located in the second economy. Further, the ANC sees the 
second economy, and presumably the informal economy, as being structurally 
disconnected from the mainstream of the economy.   

Arguments about dualism and the relationship between the mainstream of the 
economy and the periphery have characterised much of South African historiography.  
This is most prominently captured in the debates of the early 1970s about the 
relationship between apartheid and capitalism in South Africa, with liberals arguing that 
capitalism would ultimately undermine apartheid as more and more of the African 
periphery came to be incorporated into the mainstream of the economy (see Lipton, 
1985 and O’Dowd, 1978) and Marxists arguing that there was in fact a close, but 
exploitative, relationship between the mainstream and the periphery (see Legassick, 
1974 and Wolpe, 1972). The re-emergence of a dualist view of the economy is 
significant not only because it is being articulated by the President and is at odds with 
the way in which the ANC has traditionally viewed South African society, but also 
because it seems to inform much of the policy focus of the ANC. Not having had a 
definitive statement from the President, we can only speculate on why he chooses to 
use the terms first and second economy, rather than formal and informal economy.  
As we shall see, these definitions matter. The President’s view of the second economy 
includes the unemployed, implying that he is using a conceptualisation of the 
economy that moves beyond a simple formal-informal dichotomy.  

The articulation of the first and second economy conceptualisation of South Africa by 
the Presidency coincided, we would argue, with a refocusing of economic policy in 
South Africa (see Padayachee and Valodia, 2001). This conceptualisation tacitly 
acknowledges the failure of the trickle-down economic growth policies so central to 
the post-1996 GEAR2 era and informs much of government’s more recent emphasis 
on poverty alleviation. However, the dualism suggested by arguments about a 
‘structural’ break between the first and second economy allows government to argue 
that its economic policies have been successful for the first economy (see Naidoo, 
2004) and, as a result of these successes, government is now able to address issues of 
poverty and unemployment in the second economy. As we demonstrate below, there 
is in fact a close relationship between the first and second economy (although 
admittedly we focus only on the informal economy) and government policy for the 
second economy is either absent, or where it does exist, is piecemeal and ineffective. 

Notwithstanding some of the conceptual problems associated with the idea of the 
‘second economy’, its prominence in public policy debates does offer a unique policy 
space to enhance the linkages between the formal and informal economies. This paper 

                                                        

2 Growth, Employment and Redistribution 
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aims to develop a framework for thinking about how these linkages may be enhanced. 
We begin by providing a conceptual schema for understanding the possible linkages 
before moving on to some empirical validation. We examine how the national 
accounts deals with the informal economy. We then examine linkages between 
employment in the formal and the informal economy. 
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2. The South African literature 

There is a tendency in South Africa to overstate the growth of informalisation and 
flexibilisation, and also to see these developments as very recent and unconnected to 
historical trajectories in the labour market. Though new forms of informalisation and 
flexibilisation are indeed beginning to emerge in South Africa, and are segmenting the 
workforce in new ways, it is important to note that the labour market in South Africa 
has historically been characterised by high levels of flexibility and informality. A key 
characteristic of the apartheid system and the racial pattern of South Africa’s 
industrialisation was the highly flexible system of contract labour and migrant labour 
(see, amongst others, Wolpe, 1972; Legassick, 1974 and Hindson, 1987). Several 
micro-level studies in the early 1980s have suggested extremely high levels of informal 
economy activity. In KwaNgele, near Durban, Cross and Preston-Whyte (1983) found 
that over half the households relied on both the formal and informal economy for 
their incomes. In another Durban area, KwaMashu, Wellings and Sutcliffe (1984) 
found that over half the households had at least one member engaged in informal 
economy activities. Webster’s (1984) study in Soweto reported that over 30% of 
households were engaged in the informal economy in one way or another. 

The publication in 1991 of a volume, edited by Preston-Whyte and Rogerson, was 
instrumental in a range of later studies that have examined the informal economy in 
South Africa. There has since been a large number of studies that have examined 
different characteristics of the South African informal economy (see Lund, 1998 for a 
review). Although this literature has developed rapidly and explored different aspects 
of policy (see, for example, Valodia, 2000 on economic policy and Skinner, 2000 on 
local government), the articulation of the formal and the informal economy, and more 
particularly the dynamic links between the formal and informal labour markets, remain 
critical policy issues that have been neglected by the research community. We 
therefore have no knowledge of the factors that promote and impede shifts from the 
informal economy to the formal labour market and vice versa; about horizontal shifts 
and differentiation within the informal economy and the secondary labour market of 
the formal economy; or about processes of progression and stagnation thereafter. It is 
also worth noting that while there was a lot of informal activity previously, the 
informal economy has changed its nature in a range of important ways in the late 
1990s, both because of globalisation and because of the end of apartheid. 

2.1 How is the informal economy captured in the 
national accounts? 

The South African System of National Accounts is based on the new international 
system of national accounts (SNA), published in 1993. The South African Reserve 
Bank (SARB) Supplement of 1999 notes that “although the South African System of 
National Accounts (SASNA) is generally consistent with the principal guidelines and 
recommendations contained in the 1993 SNA, there are a number of areas where the 
SASNA does not fully adhere to the SNA specifications”. The differences largely 
occur where there are limited data or “where an alternative treatment is considered 
more appropriate because of South Africa’s circumstances”. Given this backdrop, 
there has been a wide-ranging revision to the accounting system in an effort to 
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“update information about the informal sector’s contribution to the economy and 
minor adjustments to comply with the overall consistency requirements of the 
accounts” (SARB, 1999).  

For purposes of estimating the contributions of the informal sector to the national 
gross domestic product (GDP), the informal sector is taken as “a group of production 
units which forms part of the household sector as household enterprises or, 
equivalently, non-incorporated enterprises owned by households” (SARB, 1999). 
SARB (2005:37) defines these production units as “unincorporated business 
enterprises of households… engaged in market production as one-man businesses or 
sole proprietorships and partnerships. They are legal entities but are not organised in 
the form of a company and the household and business accounts cannot be separated. 
The one-man business or sole proprietorship can be with or without employees, with 
the latter being own-account workers”. 

By their very nature, informal activities do not easily lend themselves to statistical 
measurements and hence the key difficulty associated with capturing this part of the 
economy is agreeing on internationally accepted guidelines with respect to statistical 
definitions.  
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3. The international setting 

Since its ‘discovery’ in the early 1970s (Hart, 1973 and Sethuraman, 1976), the 
informal economy has become an important area of research. A number of recent 
studies have highlighted the growing importance, in the post 1970s, of the growth in 
atypical forms of employment, mainly informalisation and flexibilisation, in both the 
developed and developing worlds (see Standing 1999 and Portes et al., 1989). Research 
studies have explored a wide range of issues related to these developments. The 
gender implications of these developments are, as a number of studies have shown, 
profound, with most studies confirming the predominance of women workers in 
informal and flexible work (see Beneria and Roldan, 1987; Sethuraman, 1998 and 
Standing, 1999). A number of studies have focussed on incorporating informal 
economy work into the national accounts (Chen et al., 1999 and Charmes, 1998), while 
others have examined the form which flexibilisation and informalisation take in 
different contexts (see for example, Carr et al., 2000 on homeworking; Lund and 
Skinner, 1999 and Lund et al., 2000 on street trading). A number of recent studies 
have examined these issues within a growing literature on globalisation (see, for 
example, Carr et al., 2000; Standing, 1999 and United Nations, 1999). 

In the international literature, a number of studies have linked development in the 
formal economy to that in the informal economy. These studies have mainly 
examined the inter-relationship between the formal and informal economy in the US 
(Sassen-Koob, 1989), South America (Roberts, 1989; Fortuna and Prates, 1989; 
Funkhouser, 1996; Rakowski, 1994 and de Soto, 1989) and Asia (Little et al., 1987). 
More recent studies have begun to examine more complex aspects of formal-informal 
economy dynamics, with, for example, Agenor and Aizenman (1999) and Patel and 
Srivastava (1996) examining macroeconomic adjustment and formal-informal 
economy linkages, Linz and Krueger (1998) examining enterprise restructuring in a 
transition economy and related informalisation, Ghate (1992) examining financial 
interaction in the formal and informal economies, and de Pardo et al. (1989), Beneria 
(1989), Capecchi (1989), Telles (1992), Mann (1997), Marcoullier et al. (1997) and 
Humphrey (1996) exploring formal-informal economy labour market issues.  

Although there are some studies that have explored formal-informal economy 
articulation in developing countries, this literature is limited to South America and 
Asia. There is therefore scope for exploring these issues in an African setting. Further, 
including dynamics into formal-informal economy interaction remains an 
underdeveloped area of the international literature. The recent emergence of the 
international literature on global commodity chains (see Gereffi, 1996 and 1999; and 
Ramaswamy and Gereffi, 2000) offers an illuminating framework for exploring the 
articulation between the formal and informal economy in a rapidly globalising world. 
Although a number of recent studies have applied this framework to developing 
countries (see, for example, Gibbon, 2001 and Ramamurthy, 2000), there is still a gap 
in this area of the literature that could be explored fruitfully through our project, since 
most of the analysis to date has been restricted to the formal economy. 

The debate on the linkages between the formal and informal economy has reached 
centre stage in development studies. Rogerson argues that the division between formal 
and informal sectors is not real. He notes that, “the growth and complexion of the 
informal sector does not occur as a form of development which is in some way 
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separate or divorced from that of the formal sector” (1988:89). He notes that the 
formal and informal sectors are inextricably linked (1988: 89).   

Mlinga and Wells (2002) divide the links between formal and informal sectors into 
five: social and political links, economic, technological, consumption and credit 
financing linkages. 

According to Mlinga and Wells (2002), the social/political links are indirect and 
depend on how the two sectors accept each other. It is worth noting that these 
linkages can be either positive or negative. On the negative, they cite an example of 
Tanzania whereby, “the formal contractors have been calling upon government to 
take legal action against unregistered contractors who are claimed to unfairly compete 
with registered contractors through non-payment of fees, taxes, non-adherence to 
labour and safety regulations” (2002). 

Maliymkono and Bagachwa (1990), cited in Mhone, note the existence of a structural 
relationship between the formal and the informal sectors.  They note that the formal 
sector is not promoting the autonomy of the informal sector because it wants to 
maintain a subordinate relationship (1996: 8). Similarly, May and Stavrou (1989) trace 
the linkages between the formal and the informal sector using two theoretical 
frameworks (schools of thought), one being the reformist and the other being the 
Marxist framework (May and Stavrou, 1989:4). 

According to May and Stavrou (1989), the reformist is represented by the 
International Labour Organisation (ILO) and the World Bank. Their perception of the 
informal sector is positive, and in relation to the formal sector, the informal sector is 
viewed as a training ground for skills to be used in the formal sector, thus contributing 
to the growth of the formal sector. The Marxist school of thought, on the other hand, 
perceives the links between the two sectors in a negative way. In fact, May and 
Stavrou (1989) argue that, “the [informal sector] is not independent of the [formal 
sector] but is fully integrated and subordinated to it” (1989:4). 

On a similar note, Simon and Birsch (1998) add that the informal sector and the 
formal sector “are not discrete, parallel entities, but overlapping spheres characterised 
by often complex and unequal interrelationships” (1998:1032). Likewise, Sethuraman 
(1981) notes that the formal sector is exploitative and maintains a dominant 
relationship with the informal sector (1981:31-33 and Mkandawire, 1985, cited in 
Mhone, 1996:8). For example, the informal sector provides cheaper goods to workers 
of the formal sector (Sethuraman, 1981:33). He further remarks that, “a significant 
part of the vitality of the formal sector and its ability to generate surplus and growth is 
attributed to the presence of the informal sector” (1981:33). Similarly, Mhone (1996) 
observes that, “monopolistic tendencies in the formal sector, coupled with regulatory 
biases against the informal sector and protection of the formal sector, have been 
responsible for the marginality and residualness of the informal sector” (1996:8-9). 

To further show the exploitative nature, May and Stavrou (1989) argue that the 
activities of the informal sector directly benefit the formal sector through the 
production of cheap commodities, which helps to maintain a low cost of living. This 
in turn moves the workers’ attention away from demanding higher wages, which then 
translates to higher profits for the formal sector (May and Stavrou, 1989:4). They also 
observe that because the informal sector produces cheap commodities for the local 
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markets, it gives the formal market a chance to produce and sell more profitable 
commodities to both the local and export market (May and Stavrou, 1989:4). They 
contend that profits are transferred from the informal to the formal sector in the form 
of taxes, licences, bribes and interest repayments on loans, which decrease profits of 
the traders in the informal sector. They further argue that employment in the informal 
sector alleviates the responsibility on the state to put in place social security systems.  
The informal sector, by addressing the problem of rising unemployment, contributes 
to political stability (May and Stavrou, 1989:4).  

Social/political linkages can also be positive in nature. Sri-Lanka presents a positive 
formal-informal sector relationship that is complementary. The formal and informal 
economies exist without competing with each other. In terms of pricing, the informal 
sector products are cheaper and of different quality (Chickering and Saladhine, 
1991:73). They further note that the formal firms subcontract the informal for a range 
of services and that most informal enterprises emanate from or are formed through 
the formal economy (Chickering and Saladhine, 1991:73). 

Their observation is that, “the recent growth of Sri-Lanka’s formal sector has 
generated a new impetus, provided new opportunities, expanded markets, and created 
new needs for the informal activity” (Chickering and Saladhine, 1991:73). For 
example, in Sri-Lanka, the linkage is shown in that cooked and processed food and the 
production of food such as rolls, cakes and pastries are in the informal sector, but sold 
in the formally registered grocery stores (Chickering and Saladhine, 1991:75).  

Another example that shows the healthy relationship between the formal and informal 
sector in Sri Lanka is the initiative by two state banks to link up with the informal 
sector by lending money at low interest rates (Chickering and Saladhine, 1991:100). 
They state that this scheme is undeniably a positive experiment in linking the informal 
sector with the institutional system (1991:99-100). 

On a similar note, in a study in Bangladesh, Rahman (1992) argues that the formal and  
informal sectors complement each other (1992:153). The informal sector’s absolute 
and relative growth, in due course, is attributed to the growth of the formal financial 
sector (Rahman, 1992:153). The complementary role of the two sectors is shown by 
the fact that funds for the formal financial sector are used to finance lending 
businesses in the informal sector (Rahman, 1992:153). Therefore, “the reactive 
component of the informal financial market is relatively strong and overshadows the 
autonomous component, making the informal financial market as a whole move in 
parallel with the formal financial sector” (Rahman, 1992:153).  

The second form of linkage is economic. Mlinga and Wells (2002) contend that 
economic linkages are direct and can either be backward or forward. They note that, 
“backward linkages from the informal sector involve the trading of goods produced in 
the formal sector by the informal sector, such that the informal traders act as a link 
between formal producers and customers. Forward linkages from the informal sector 
involve the production of goods and services in the informal sector for use in the 
formal sector” (2002). 

On that note, Sethuraman (1981) argues that there is evidence to the effect that the 
informal sector buys most of its raw materials from the formal sector and that the 
formal sector has the leeway to set prices and determine quantities to be bought, 
which results in the terms of trade being unfavourable to the informal sector (1981: 
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34). A case in point is Zimbabwe, where home-based textile manufacturers purchase 
55% of their semi-processed inputs from the formal sector and only 28% of grass-
basket makers make their own inputs (Mhone, 1996:41). This demonstrates the heavy 
reliance of the informal sector on the formal sector for raw materials and intermediate 
inputs (Mhone, 1996:41).  

Furthermore, Sethuraman argues that the formal sector generates surplus because of 
preferential treatment accorded to it by the state. He notes that, 

…the state, in order to induce international firms to establish and operate, 
must provide certain political and economic concessions to these 
enterprises. [For this reason], the formal sector develops in a non-
competitive environment with privileged access to strategic resources 
(1981:34).  

This implies that the informal sector’s inability to generate surplus is linked to the 
unfavourable policy environment (Sethuraman, 1981:34).  He further argues that: 

The formal sector is linked to multinationals and operates under 
oligopolistic conditions. It not only retains the surplus generated within itself 
and creates fewer jobs by choosing capital intensive techniques, but it also 
appropriates the surplus generated in the informal sector by restricting 
access to modern inputs and product markets on the one hand and by 
flooding their own products on the informal sector participants on the other. 
(1981:34).  

Sethuraman (1981) asserts that sometimes governments have hostile policies that 
hamper the growth of the informal sector (1981:80). In Peru, for example, de Soto 
argues that the informal sector pays more taxes to the government than the formal 
sector. As a result, the government gathers more than half of its tax revenues from the 
former (Chickering and Saladhine, 1991:6). Linkages can also be observed in the form 
of payments of taxes. For instance, “92% said they paid taxes on what they produced 
and sold whilst 59% said they paid taxes on goods and services bought” (Sethuraman, 
1981:80). Such examples illustrate a linkage between the informal sector and the 
government. 

In Lagos, however, a majority of informal enterprises function without government 
licensing (Sethuraman, 1981:80), although the few that had links with government 
acknowledged government assistance in the form of credit facilities and market 
policies (Sethuraman, 1981:80). He further notes that Manila-Philippines presents 
another example whereby the link between the formal and the informal sector is in the 
form of issuance of licence and enforcement of government regulation (1981:80). In 
Kenya, the role of the informal sector was deliberated in cabinet. King asserts that 
President Moi provided sheds for the jua kali (mechanics) involved in the informal 
sector to protect them from the sun and urged that they form groups to access 
government assistance in future (1996:13). 

Williams and Windebank view informal employment as an economic activity with 
linkages to the formal market (1998:117). They argue that informal employment is 
“highly productive rather than subsistence-oriented and is dynamically linked to the 
growth of national economies” (Cheng and Gereffi, 1994, cited in Williams and 
Windebank, 1998:117-118). Studies of the informal economy in developing countries 
are of the premise that people cannot be employed in both the formal and informal 
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economies. This assumption is based on the fact that informal employment is usually 
work for those barred from the formal sector (Williams and Windebank, 1998:118).  

Contrary to this belief, literature from advanced countries shows that people work in 
both the formal and informal economies (Williams and Windebank, 1998:119). 
Evidence for Latin America suggests that 10% to 12% of people who are employed in 
the formal sector also engage in an informal job (Addison and Demerey, 1987, cited in 
Williams and Windebank, 1998:119). At the same time, in Yaoundé, 8.3% of people in 
the formal sector have another job, 85% of which are informal (Berthelier 1993, cited 
in Williams and Windebank, 1998:119). In addition, civil servants in the formal sector 
perform informal retailing in the city of Kaduna in Nigeria in order to supplement 
their income (Simon, 1997, cited in Williams and Windebank, 1998:119).  

On the same note, Mhone (1996) observes that the informal sector consists of some 
activities that support the formal sector by lowering formal sector wages and 
preventing the need for social security or unemployment benefits (Tokman, 1978, 
cited in Mhone, 1996). He therefore argues that, “structurally, then, the informal 
sector appears as a malleable amorphous sponge of labour absorption whose size and 
composition are continuously changing and indeterminate in response to the cyclical 
and secular economic trends in the formal sector” (Mhone, 1996:8). 

He further notes, however, that the continuous decline of the formal sector will be 
matched by a declining capacity of the informal sector to absorb the unemployed, 
leading to deteriorating income levels within the informal sector (Mhone, 1996:8). 
There is heavy reliance from the informal sector on the formal sector for recycled 
materials. Informal constructers buy their materials from the formal sector (1992:4). 
The formal sector uses the informal sector for small-scale repair facilities because they 
are cheap, fast and reliable (Abdel-Fadil, 1992:4). 

Cassel (1983, cited in Abdel-Fadil, 1992) argues that the informal economy grows 
during the collapse of the formal economy (1992:3). He further notes that, “the 
informal economy acts as a shock absorber, offsetting the decline in the levels of 
employment and activity in the formal economy” (1992:3; Saboi, cited in Abdel-Fadil, 
1992:4). Moreover, another linkage is that of shiftability (Adbel-Fadil, 1992:3). He 
elaborates that in some instances, some activities change from the ‘formal economies’ 
to function in the boundaries of the ‘informal economies’ and vice versa; some 
activities could also move out of the informal economy and come back to the formal 
sector as a reaction to price signals and demand conditions (Handy, 1984, cited in 
Adbel-Fadil, 1992:3). 

On another note, Daniels (2004) argues that the informal economy may use the 
formal economy to distribute certain products or to deposit income from the informal 
sector. He argues that: 

Global chains use everything from commercial passenger jets that can 
carry shipments of drugs, such as cocaine that are worth $500-million in a 
single trip, to custom-built submarines that ply the waters between 
Columbia and Puerto Rico. Drug smugglers use complex financial 
structures and elaborate cross-ownership arrangements that blur the 
distinction between formal and informal enterprises (2004). 

The third form of linkage is technological – when a transfer of skills takes place 
between the two sectors, through the movement of skilled workers, subcontracting or 
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through other ways of information and knowledge exchange (Mlinga and Wells, 2002). 
They cite an example whereby formal sector employees start informal sector 
enterprises, applying the skills they have gained from the formal sector (Mlinga and 
Wells, 2002). 

Sethuraman (1981) notes that the formal sector may deliberately ask for the co-
operation of the informal sector through sub-contracting in obtaining intermediate 
inputs or marketing its outputs (1981:31). At other times, the informal sector loses 
certain markets to the formal sector, for example because of changing consumer tastes 
in preference of high-quality goods. It is under such circumstances that, “certain 
markets painstakingly developed by the informal sector may be taken over by the 
formal sector through mass production and cost reduction (Sethuraman, 1981:39). 

Abdel-Fadil (1992) adds that the formal sector subcontracts the informal sector to 
produce certain goods at low cost, which benefits the formal sector (1992:3). Similarly, 
Daniels (2004) notes that subcontracting is another form of linkage between the 
formal and the informal economy whereby home/out workers appear to be self- 
employed, yet in essence are employed by large firms within the formal economy 
(2004; Bose, 1990:5). 

Daniels (2004) further contends that another dynamic linkage occurs between formal 
and informal economies in the area of intellectual property rights. He notes that 
technological advancement has improved the supply and demand of products that are 
copied illegally, such as computer software, music and films. He observes that, “at the 
end of 2002, some 900-million music files could be downloaded free on the internet… 
[S]uch transactions undoubtedly contravene national and international copyright laws 
that are flouted by illegal suppliers, but they couldn’t exist without the telecoms, 
financial marketing and other infrastructures within the formal economy” (2004). 

The fourth form of linkage is that of consumption. This involves “direct links 
between the informal sector and final consumers who are in the formal sector. The 
final consumers may be households whose income depends fully on the formal sector 
or government holding” (Mlinga and Wells: 2002). 

Lastly, Mlinga and Wells (2002) observe that another linkage is in the form of 
financing linkages, which involve the transfer of funds from the formal sector to be 
invested in the informal sector, such as when people use income from the formal 
sector to start informal sector businesses (2002). 

In the case of South Africa, May and Stavrou (1989) add that because of the high 
levels of unemployment and underemployment, a majority of people are been pushed, 
pulled, or even both, into the informal sector (1989:11). According to May and 
Stavrou, the informal sector acts as protection for the formal sector, thus its 
persistence and growth is directly connected to the formal sector (1989:11). Then 
again, the informal sector becomes a source of goods and services for the formal 
sector and also makes available a market for the formal sector’s produce (May and 
Stavrou, 1989:11). 
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On the contrary, Rogerson (1988) observes that the level of integration between the 
formal and informal sector determines the extent and nature of the informal sector 
(1988:88). He notes that the growth of the formal sector may lead to the growth of 
the informal sector, with more income opportunities (Rogerson, 1988:91). He notes 
four direct linkages between the formal and the informal sector in South Africa.  First, 
he cites street vendors who form networks with the formal sector (city stores or 
wholesalers) to sell different products such as food, newspapers, etc. (Beavon and 
Rogerson et al., 1982, cited in Rogerson 1988:88). In this arrangement, hawkers work 
for a commission (Rogerson, 1987, cited in Rogerson, 1988:91).  

According to Rogerson, the second linkage between the two economies is portrayed 
by the people who forage for recyclable products such as paper, plastics, etc. 
(1998:91). He notes that even though they may appear to be self-employed, in essence 
they are linked to the formal industries that recycle the waste material (1988:91). An 
example is of the garbage collectors of Cali in Colombia who “are effectively industrial 
outworkers, self-employed proletarians, who labour under the illusion of self 
employment but who actually work for larger formal industry” (Rogerson, 1988:91). 
In another example, De Kock (1987) notes that the second form of linkage can be 
observed in the situation of informal sector workers who pick up waste material for 
recycling in the formal sector (cited in May and Stavrou, 1986:19-20). Similarly, De 
Kock notes that: 

In the waste industry we find that not only is the removal of waste and the 
safe disposal thereof important, but also of importance is the recycling of 
waste. The picker plays an important role in the waste recycling process. 
The picker not only recycles the waste by making personal use of it, but 
also sells it to recycling companies and brokers/hawkers. The garbage 
picker plays an important role in the sorting of waste for recycling 
purposes. The picker thus deals with waste at the grassroots level 
(1986:19). 

For example, there are Indian hawkers/brokers with contracts to purchase waste 
paper and plastic gathered on the dump (De Kock, 1986:20). Metal collectors also sell 
to scrap yard owners, recyclers or salvage companies (De Kock, 1986:22). This shows 
that the link between the informal sector (pickers) and the formal sector (recyclers and 
scrap yard owners) is one of significance (De Kock, 1986:22). Nevertheless, he adds 
that it is not an equal one (De Kock, 1986:22). Davies rightly argues that: 

The informal sector, on the one hand, represents a subsidiary, periphery 
and dependent mode of production, having to exist within a social 
formation it cannot directly influence. The informal sector’s nature and 
existence depend on the formal sector. This is not to suggest that the 
informal sector is irrelevant to the formal sector… (cited in De Kock, 
1982:22). 

In the third place, the link of the two economies is observed through the construction 
sector. Rogerson affirms that in developing countries, the construction industry is not 
organised “along lines of a stable wage-earning work-force. Rather, it has been 
demonstrated by several investigations of the construction industry in various 
countries – Indonesia (Sennen, 1986), Mexico (Lomnitz, 1978) and Philippines  
(Stretton, 1978, 1979, 1981) – that considerable utilization is made of gangs of casual 
or informal sector workers” (1998:92). For example, “in the Philippines, Stretton’s 
studies of the construction sector in Manila discloses an intricate pattern of circulatory 
labour migration, which is in harmony with the cyclical nature of the city’s building 
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industry” (Stretton, 1979 cited in Rogerson, 1988:92). 

Lastly, in the area of production, numerous studies have revealed that in developing 
countries, the formal industry subcontracts the more labour-intensive parts of 
production to informal manufacturers who are usually home workers (Gerry, 1979 et 
al., cited in Rogerson, 1998:92). He argues that: 

Reinforcing this model of informalization in manufacturing has been the 
combination of an all-embracing labour legislation, derived from the 
developed countries, and from a plentiful labour supply, (Portes and 
Sassen-Koob, 1987, cited in Rogerson, 1998:92).  

The implication is that formal sector manufacturing enterprises circumvent regulatory 
control on the use of labour (Portes and Benton, 1984 et al., cited in Rogerson, 
1988:88) and increasingly opt for a contractually hired labour force offered by the 
informal sector (Rogerson: 1988:92). He notes, for instance, that even though the 
successful production of handcraft and school uniforms in the former homelands of 
Ciskei and Bophuthatswana was home work, it was in essence subcontracted from 
formal sector enterprises (1988:92).  

According to Rogerson (1988), the aforementioned examples emphasise that in South 
Africa, the expansion of the informal sector is a direct or indirect result of the growth 
of the formal. It is strongly affirmed that the informal sector should not be envisaged 
as exclusively a refuge for people excluded from the formal sector.  
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4. Empirical evidence on linkages: micro-level 
studies 

A fairly developed literature examining formal–informal linkages is beginning to 
emerge from micro-level studies.  

A survey conducted in KwaMashu in KwaZulu-Natal revealed that 10% of 
households that were engaged in informal sector activities were completely reliant on 
their informal earnings (Krige, 1988:172). Moreover, the same study discovered that 
3% of those in the informal sector hired other people on a wage basis and 35% 
received help from their families (Krige, 1988:173). The KwaMashu study showed that 
the informal sector in South Africa is flooded by women, reflecting an increase of 
87% (Krige, 1998:179). By the same token, another study on the informal sector in 
Port Elizabeth/Uitenhage pointed out that about 55% of the owners of informal 
enterprises were women (Du Plessis and Levin, 1988:351). 

De Montelle observes that 56% of respondents in her study joined the informal 
economy due to the lack of employment in the formal sector (1987:660). However, 
there were more women than men in the informal sector because they were able to 
run their businesses concurrently with their domestic chores (1987:661). McKeever 
also notes that even though there are more women in the informal economy than 
men, they hold the less attractive jobs, usually as employees, with lower pay and high 
risk (1998:1218). He cites a study of traders in Transkei that found that, “88% were 
women and they dominated the unskilled or more speculative operations, such as 
selling fruit and vegetables, whilst almost all of the productive sector workers were 
men” (1998:1219). 

The informal sector comprises a variety of activities that are very different, and 
includes benign production, distribution and service enterprises in addition to some 
operations viewed as illegitimate or illegal (Simon and Birsch, 1998:1032; Bose, 
1990:7). Krige (1988) notes that the majority (about 37%) of informal operators in 
KwaMashu sold groceries, ice-suckers or meat, either as vendors or selling from shack 
shops (1988:173). About 28% of informal workers are women who undertake sewing 
and knitting from their homes and sell to local residents. About 6% of informal 
workers sold liquor, clothes and second-hand clothes (1988:175). A similar study of 
the informal sector in Soweto showed that 24.6% of all activities were concerned with 
the selling of goods and soft foods, and 20.9% with liqueur selling (legal and illegal) 
(De Montille, 1987:660). Most of the informal operators in her sample were 
concerned with small-scale distribution activities (May and Stavrou, 1989:37).  

In a survey in Port Elizabeth and Uitenhage, informal activities that were discovered 
were those of trade, maintenance, repairs, transport, manufacture, building and 
construction and shebeens, with businesses involved in more than one of these 
activities (Du Plessis and Levin, 1988:350). For instance, out of the 372 participants to 
the study, 233 (62.6%) pointed out that they were in the trade, shebeen and services 
business, while 12 (3.2%) were involved in building and construction (Du Plessis and 
Levin, 1988:350). De Montelle (1987) notes that the highest-ranking informal activity 
in Soweto is selling of food and liquor (1987:660).   
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In this study it was also discovered that the informal sector in this particular area 
operated on a full-time basis (Du Plessis and Levin, 1988:351). De Montille (1987) 
states that in Soweto, informal activities were conducted on a full-time and part-time 
basis (1987:661). She further discovered in the Soweto study that a majority of people 
depended on the informal traders mostly on the weekends, and that this was the 
busiest time for the operators (1987:661). In Soweto, the informal sector was a means 
for survival (Rogerson and Beavan, 1982, quoted in De Montille, 1987:661). The 
majority of the women in the informal sector were involved in trading activities. This 
study also revealed that the black informal business in this area was marginal and 
therefore, if a chance arose, the majority of those involved would have left it, opting 
for the formal sector in a different capacity (Du Plessis and Levin, 1988:351). It was 
further revealed in this study that the issue of raising loans was a problem to many of 
the people involved in the sector (Du Plessis and Levin, 1988:353). Furthermore, 
some of the operators conducted their activities in private residences (53 out of 83 
enterprises), while others used sites which were away from their homes (three in total) 
(Du Plessis and Levin, 1988:354). 

Krige (1988) argues that the types of informal activities can be grouped into three 
categories – distribution, production and services (1988:174). Activities such as selling 
food, groceries (either by hawking or from the house), ice-suckers, meat, liquor and 
clothes (including second-hand clothes) fall under distribution. Activities such as 
sewing and knitting, cooking and selling food, and making house blocks, burglar bars 
and furniture fall under production. Activities such as renting rooms, childcare, faith 
healers and herbalists, taxis and panel beating fall under services (Krige, 1988:174).    

Kirsten (1988) observes that in 1985, 22% of the black population was involved in the 
formal economy, which translates to 1.72-million people (1988:253). Kirsten groups 
the informal economy into four sub-sectors, namely: 

 Trading and hawking of food, vegetables, handicrafts, flowers and many more 
items. 

 Production and construction of clothes, furniture, handicraft and the building 
of houses. 

 Services such as car washers, pirate taxis, backyard mechanics, hairdressers and 
child minders. 

 Illegitimate activities such as drug trafficking, prostitution, theft and beer 
brewing (1988:253).  

McKeever argues that Africans dominate the informal sector in South Africa 
(1998:1218; Simon and Birch, 1998:1030). For example, research undertaken by Du 
Plessis and Levin shows that in 1996, there were more blacks in the informal 
economy, and most blacks entered the informal economy due to the lack of jobs 
(1988:349).                   

The nature of informal businesses identified in this area were grouped under trade, 
maintenance and repairs, transport, manufacture, building and construction, services, 
shebeens and a combination where one business did more than one of the above 
activities (Du Plessis, 1988:351). The most common activities were trade, services and 
shebeens, with a 62% involvement. The least common activity was building and 
construction, with only a 12% involvement (Du Plessis, 1988:350). About 55% of 
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those involved in the informal economy were women, who were mostly involved in 
trading activities operated from their homes (Du Plessis, 1988:351).   

According to McKeever (1998), most workers in the informal economy have low 
educational attainment, and most age groups are represented. He further notes that 
most of those in the informal economy are less likely to get a job in the formal 
economy (1998:1219). He cites a study of Durban hawkers which found that, “40% 
claim[ed] their lack of skills necessary to obtain formal employment as the reason for 
getting informal work” (1998:1219). 

Perhaps the most comprehensive survey of informal enterprises is that reported by 
Skinner (2005) of informal enterprises in the greater Durban area, where some 507 
detailed surveys with informal workers were conducted. Skinner’s study provides 
some useful indicators of forward and backward linkages in the informal economy. 
Figure 1 shows sourcing of raw material for informal enterprises in the Durban area. 
The most frequently cited source of supply is medium to large enterprises, with six in 
every 10 enterprise owners identifying this as a source. This suggests quite strong 
forward linkages into the formal economy.  The second most cited source was a small 
enterprise or trader, with over five in every 10 respondents identifying this as a source. 
A portion of these is also likely to be in the formal economy.  It is interesting to note 
the role of foreign-linked supply networks in the informal economy. One in 20 
respondents stated they sourced their goods from a foreigner.          

Figure 1 – Source of supply, n=503 
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As is to be expected, there are sectoral differences in these linkages. Table 1 shows 
that certain informal activities are more strongly linked into the formal economy than 
others. Apparel, spaza shops, shebeens and crèches tended to source their goods in 
medium and large shops. The responses from those working in traditional medicine 
indicate that a number of formal shops and foreigners were involved in supply. There 
are also more formal shops involved in supply of crafts than would be expected from 
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a segment of the economy that is often considered to be entirely informal. With 
respect to apparel, a group of those interviewed are likely to be dressmakers, as their 
customers provided their supplies.     

Table 1 – Source of supply by % in sector, n=503 

 Medium/ 
large shop 

Small 
shop/trader 

Provided 
by the 

customer 
Foreigner Obtained 

free 
Self- 

produced 
Other 

Apparel  61 70 40 4 1 2 4 

Craft  43 73 1 9 13 5 5 

Traditional 
medicine 19 54 0 18 69 15 25 

Spaza shops 79 48 0 0 0 2 2 

Construction  56 41 51 0 5 0 3 
Metal work  79 37 30 2 0 0 5 

Shebeens 85 46 0 0 0 2 0 

Crèches 67 36 15 3 5 13 15 
Hairdressing 66 51 22 5 0 0 7 

 292 274 82 28 70 25 40 

The overwhelming majority of respondents – 495 or 98.4% of those interviewed – 
sold their goods and services to private individuals or households. The forward 
linkages into other informal enterprises as well as the formal economy are thus not 
strong. Only 26 respondents (5.2%) said they sold to other informal enterprises.   
Only 15 enterprise owners (3%) reported that they sold to formal enterprises and only 
11 owners (2.2%) said they sold to middlemen or agents. There also seems to be very 
little exporting, with only three respondents saying they sold to foreign businesses.  
There may be an undercount on this in certain sectors.  

Budlender et al. (2001) provide some data on linkages between the formal and 
informal economy at an industry level. Drawing on data from Statistics South Africa’s 
national accounts section, they provide estimates of value added in the informal 
economy and the total economy. These estimates are shown in Table 2, which 
confirms the relative importance of the informal economy in trade and construction. 
The contribution of the informal sector within agriculture is, unfortunately, unknown, 
as it is included in subsistence agriculture figures provided to Statistics South Africa by 
the national Department of Agriculture. 
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Table 2 – Contribution of informal economy to value added, 1999  
(R-million) 

Industry Informal Total Informal as % 
of total 

Mining 89 44,186 0.2 

Manufacturing 4,782 135,952 3.5 

Construction 3,893 21,263 18.3 
Trade 25,019 95,159 26.3 

Transport 3,311 71,340 4.6 

Business services 8,967 141,928 6.3 
Community services 3,801 21,119 18.0 

Using an input-output methodology supplemented by surveys, Naidoo et al. (2004) 
developed estimates of formal and informal output for the economy. Their estimates 
are shown in Table 3. 

Table 3 – Formal and informal economy production 

Sector Total 
production 

Total 
formal 

production 

Total 
informal 

production 

Informal as 
% of total 

production 

% of 
informal 

Agriculture 30,503 27,626 2,878 9.4 5.7 

Mining 51,358 51,277 81 0.2 0.2 
Manufacturing 236,782 230,380 6,402 2.7 12.7 

Electricity, Gas and Water 26,551 26,551 0 0 0 

Construction 35,597 27,839 7,758 21.8 15.4 

Trade 100,056 83,460 16,596 16.6 33.0 
Transport 46,695 43,659 3,037 6.5 6.0 

Finance 71,045 60,605 10,440 14.7 20.7 

Other 32,844 29,689 3,155 9.6 6.3 
Total 631,431 581,084 50,347 8.0 100 

Unfortunately, neither Budlender et al. nor Naidoo et al. provides any information on 
their data to enable us to evaluate the reliability of their estimates systematically.  
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5. Linkages between the formal and informal 
economy: some empirical evidence from large 
household survey data 

Drawing on work by Devey and Valodia (2005), we make observations about the 
informal economy and use this to comment on the usefulness and correctness of the 
argument made by the President and more generally in government about the ‘second 
economy’. 

One of the arguments the President and the ANC make is that the second economy 
contributes “little to GDP”. In fact, the informal economy contributes somewhere 
between 7% and 12% of GDP. In its estimates of GDP in South Africa, the South 
African Reserve Bank uses household expenditure surveys to estimate the 
contribution of the informal economy, which it captures via its estimates of private 
consumption expenditure of households. On this basis, the informal economy 
contributes some 7% of GDP. Using an alternative methodology, Budlender, 
Buwembo and Shabalala (2001) estimate that the informal economy contributes 
between 8% and 12% of GDP. 

A particular problem in policy terms for those working in the informal economy is the 
idea of the second economy being ‘structurally disconnected from the first’. Case 
study evidence indicates that there are multiple forward and backward linkages 
between formal and informal activities.  For example, Ince’s (2003) work on informal 
clothing manufacturing in a residential area in Durban demonstrated that 
manufacturers do not only source their inputs in the formal economy, but that the 
garments also often ended up in formal retail stores. Witt’s (2000) work on informal 
fruit and vegetable distribution demonstrates multiple linkages. It is these linkages 
which, in policy terms, are often the most interesting areas to be concentrating on.  

The panel component of the Labour Force Survey (LFS) allows us to explore 
dynamics in the labour market. The sampling design of the LFS, which is conducted 
bi-annually in March (previously February) and September, allows for 80% of the 
sampling in each wave to remain in the sample. Thus, households remain in the 
sample over five waves of the LFS. We explore these dynamics beginning in February 
2002 for five waves of the LFS, ending in March 2004. Matching the individuals in 
these households over the period, we are able to get some indication of the extent to 
which workers move between employment and unemployment, and when they are 
employed between different segments of the economy, such as formal and informal3. 
In total, we are able to match 5,587 individuals over the period. 

                                                        

3 Note that the panel component of the LFS allows us to track households, not individuals, over the five 
waves of the survey. We have examined the sex and age profiles of workers in these households to 
confirm that the individuals remain in the panel. We have thus removed from the panel all households 
where the individuals inside the household may have changed (through, for example, migration). 
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Table 4 gives a broad overview of how the status of these workers changed over the 
period. The data show a surprising level of churning within the labour market, with 
the status of more than half of the workers having changed at least once over the 
period February 2002 to March 2004. As is to be expected, for those workers whose 
status remained unchanged, most tended to be employed in the formal sector, or 
remained economically inactive. Only 1.3% of the 5,587 workers that remained in the 
panel continued to work in the informal economy over the period under 
consideration. 

Table 4 – Labour market status, February 2002 - March 2004, n=5587 

Type of worker Frequency Percent 

Remained in the formal economy 1,175 21.0 

Remained economic inactive 1,077 19.3 

Remained in commercial agriculture 99 1.8 

Remained as a domestic worker 89 1.6 
Remained unemployed 74 1.3 

Remained as informal worker 71 1.3 

Worker status changed 3,002 53.7 
 5,587 100.0 

Source: Authors’ calculations from various Labour Force Surveys 

In Table 5 we remove from the panel all workers who did not engage in informal 
economy activities over the period, i.e. we retain only workers who have been engaged 
in informal economy activities for at least one period. This reduces the number of 
workers from 5,587 to 1,009. Again, we see a surprising level of churning occurring, 
with only 7% of workers remaining as informal workers over the entire period. 

Table 5 – Labour market status of informal economy workers,  
February 2002 - March 2004, n=1009 

Type of worker Frequency Percent 

Informal for 5 periods 71 7.0 

Informal for 4 periods 88 8.7 

Informal for 3 periods 106 10.5 
Informal for 2 periods 202 20.0 

Informal for 1 period 542 53.7 

 1,009 100.0 

Source: Authors’ calculations from various Labour Force Surveys 

Table 6 shows the movement of workers that were employed in the informal 
economy in any one period over the panel. As is to be expected, a large number of 
workers moved between the informal economy and being unemployed or 
economically inactive. A significant proportion of workers (18.3%) moved between 
formal and informal employment. 
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Table 6 – Shifts between informal work and other labour market status 

Type of change Frequency Percent 

Informal and unemployed and not economically active 191 18.9 

Informal and not economically active 190 18.8 

Informal and formal 185 18.3 
Informal, formal and unemployed 77 7.6 

Informal, formal and not economically active 73 7.2 

Remained in informal 71 7.0 
Informal and unemployed 60 5.9 

Informal, formal, unemployed and not economically active 44 4.4 

Other 118 11.7 
 1,009 100.0 

Source: Authors’ calculations from various Labour Force Surveys 

If we reduce the period under consideration to six months (between September 2003 
and March 2004), we still find fairly high levels of churning in the labour market. Of 
individuals recorded as informal workers in September 2003, in March 2004, 44.5% 
reported working in informal economy, 17.3% reported working in formal economy, 
11.4% reported being unemployed and 23.7% reported being not economically active.  
Of individuals recorded as formal workers in September 2003, in March 2004, 3.4% 
reported working in the informal economy 

These linkages between employment in the formal and informal economy are 
corroborated by other studies. Devey et al. (2004) show that many workers classified 
as formal workers have employment characteristics that are consistent with informal 
work. There is also significant evidence from micro-level studies which highlight the 
growing informalisation of previously formal work. 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 core tasks like shelf 
packing are increasingly performed by employees of labour brokers, contracted by 
suppliers.   

Skinner and Valodia’s (2001) analysis of the Confederation of Employers South Africa 
(COFESA)4 reveals that COFESA firms no longer have to adhere to collective 
agreements on minimum wages 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 by the end of 2000, 
COFESA estimated that this had resulted in the establishment of over 700,000 
independent contractors.  COFESA members are involved in many different sectors, 
notably footwear and clothing manufacturing and also food, farming, transport, 
construction and engineering. The legislative loophole in the Labour Relations Act 
that COFESA was using has recently been changed. It is unclear whether the 
processes COFESA set in place have been reversed.   

                                                        

4 COFESA is a labour consultancy that assists companies to restructure their workforces, change 
employees to contractors and outsource production to them. 
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Almost all interviewees in Theron and Godfrey’s (2000) study of stakeholders from 
numerous industries – retail, mining, manufacturing (food, clothing, metal and 
engineering) catering and accommodation, construction and transport – reported an 
increase in the use of labour brokers and employment agencies (2000:27). 

Using the KwaZulu-Natal Income Dynamics Survey (KIDS)5, Lebani and Valodia 
(forthcoming) explore employment transitions in households between 1993 and 1998. 
They find evidence of an intra-household link between self-employment activities and 
formal economy workers. This association suggests that there is a transfer of human 
and financial capital by the formally employed to self-employment activities since it is 
the households that have some form of regular income that are mostly involved in 
self-employment initiatives. 

Webster states that, “the modern sector depends on the informal and the majority of 
households combine work in the two sectors” (Webster, 2004:13). However, an 
analysis of households in the March 2004 LFS does not bear out Webster’s 
statement6. Our analysis of this survey shows that, in South Africa, 5,891,135 
households have at least one formal worker and 1,639,783 households have at least 
one informal worker7. However, relatively few households – 326,275 or 2.5% of 
households – accommodate at least one formal and informal worker. Of all 
households, just over 0.25-million (254 672) house one formal and one informal 
worker. According to Webster (2004), the deterioration of opportunities in the formal 
sector has led to growth in peripheral economic activities. The effect on households is 
an increased sharing of resources. Households with both a formal and informal 
worker represent an interesting focus, since these are effectively a centre for the 
continuum between households with exclusively formal and informal workers. What is 
the nature of these households? Has the household structure come about by choice or 
because of growing informalisation of the labour market?      

94% of single formal-single informal worker households do not accommodate 
another type of worker (agricultural or domestic worker). 38% of these households 
have no other member of working age. However, 38.6% accommodate at least one 
economically inactive person, 10.2% accommodate both economically inactive and 
unemployed members and 7.5% accommodate at least one unemployed member. The 
high proportion of household with dependants supports Webster’s claim, citing work 
by Mosoetsa, that many households attract members in need of support (2004:16).   

Table 7 shows that single formal-single informal households are more likely to be 
located in urban areas and have a larger household size than the average South African 
household. Coloured and white households also form a higher proportion of these 

                                                        

5 See, www.ukzn.ac.za/csds for details of the KIDS data. 

6 This does not necessarily mean Webster is incorrect in his claim. A major limitation of the Labour 
Force Survey is that it asks for a person’s main occupation but does not establish if the person has a 
second job. As noted earlier, a fair proportion (8% to 10%) of formal sector workers could have a 
second, informal job.   

7 At the worker level, the ratio of formal to informal workers is 1:0.23  (7,827,251:1,833,612). The ratio at 
household level is marginally less severe at 1:0.27. 
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single formal-single informal households. Evidence for the claim that formal-informal 
structure arises from informalisation of the labour market comes from descriptive 
statistics showing a greater proportion of worker households in urban areas and a 
higher number of people in these households (than in the average South African 
household). However, the statistics showing a higher proportion of white households 
– likely to be richer than the other race groups because of historical income disparity – 
as being formal-informal support the claim that some of these households develop by 
choice8. 

Table 7 – Location of single formal-single informal households 

 All households (%) Single formal-single 
informal households (%) 

Urban 60.5 69.3 

   

Black 77.8 69.3 

Coloured 7.9 11.5 
Indian 2.5 1.8 

White 11.8 17.3 

   
N in household (mean) 3.6 4.7 

Shifting to the worker level, some interesting associations between formal and 
informal workers in the same household become evident. There appears to be a 
strong association between category of occupation of formal and informal workers. 
For example, when the formal worker is a manager (n=9,776), 30% of the cohabiting 
informal workers are professionals and 39% are in technical occupations. Fewer than 
10% of the informal workers paired with a formal manager reported an elementary 
occupation. Similar trends are observed for professional formal workers. As the 
category of occupation becomes less skilled, the proportion of elementary informal 
workers paired with a formal worker increases. For example, 31.4% of formal 
technicians are paired with an elementary informal worker. And at the lowest end of 
the scale, when the formal worker reported an elementary occupation (n=66,446), 
44% of cohabiting informal workers were in elementary occupations, 14% were craft 
workers, 11% were in services, 11% were clerks, less than 6% were technical and only 
2.5 were managers.    

                                                        

8 The March 2004 LFS does not measure household expenditure, so it is not possible to establish the 
level of wealth using expenditure as an indicator.  
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Table 8 – Occupation of formal worker by occupation of informal worker 

 Occupation: formal worker 

Occupation: 
informal 
worker 

Manager Professional Technician Clerk Service 
worker 

Craft 
worker 

Operator Elementary 
occupation 

Total 

Manager 7.2 6.8 11.6 15.4 0.6 10.0 0.0 2.5 6.3 

Professional 30.7 31.9 2.2 1.5 0.5 0.0 2.5 0.0 4.0 

Technician 39.1 32.9 14.7 9.1 10.3 5.5 8.0 5.7 11.3 

Clerk 0.0 0.0 0.0 1.1 2.2 0.0 2.9 11.4 3.7 
Service worker 4.4 12.3 13.1 13.2 22.0 19.1 19.9 11.7 15.1 

Craft worker 8.9 4.4 24.0 33.0 22.8 16.5 26.4 18.8 21.1 

Operator 0.0 0.0 3.0 2.3 11.5 6.6 7.0 5.9 5.5 

Elementary 
occupation 

9.8 11.7 31.4 24.5 30.1 42.5 33.2 43.9 32.9 

N 9,776 16,453 34,771 34,231 40,704 30,377 21,592 66,446 254,350 

There is a distinct distribution by gender for formal and informal workers (see Table 
9). When the formal worker is male, 77.8% of the cohabiting informal workers are 
female. Similarly, when the formal worker is female, 81.9% of informal workers are 
male.  

Table 9 – Gender of formal worker by gender of informal worker 

 Gender of formal worker 

Gender of informal worker Male Female 

Male 22.2 81.9 

Female 77.8 18.8 

N 143,327 111,345 

The cohabiting male and female workers are likely to be in a marital partnership (see 
Table 10). When the formal worker is married or living together, 90.3% of the 
informal workers report being married or living together. A significantly lower 
percentage of formal workers who have never married cohabit with an informal 
worker who is married (31.5%).  

Table 10 – Marital status of formal and informal worker 

 Marital status of formal worker 

Marital status of informal 
worker 

Married/ 
living 

together 
Widowed Divorced/ 

separated 
Never 

married 

Married/living together 90.3 25.4 19.4 31.5 

Widowed 1.0 0.0 0.0 6.8 

Divorced/separated 0.0 0.0 25.7 4.9 
Never married 8.7 74.6 55.0 56.8 

N 175,061 4,477 4,557 70,577 
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Where the female formal worker is paired with an informal female worker, it would be 
interesting to know whether the relationship is that of mother and daughter. 
Unfortunately the LFS does not allow us to establish the relationship between 
individuals (other than partnerships). However, it is possible to infer a relationship by 
looking at age. The average age of cohabiting formal and informal workers is 41.6 and 
41.5 years, respectively. The average age of cohabiting formal and informal female 
workers is 34.5 and 43.5 years, respectively. If this age difference indeed reflects a 
mother-daughter relationship, the older woman is apparently the informal worker. 
However, the relationship can work in both directions, as demonstrated in Table 11. 
This table demonstrates that high proportions of older formal women cohabit with 
young informal women and high proportions of younger formal women cohabit with 
older informal women (although, on average, informal women workers are older).  

Table 11 – Age of formal and informal worker in households with two 
female workers 

 Age of female formal worker 

Age of female 
informal worker 

20-29 yrs 30-39 yrs 40-49 yrs 50-59 yrs 

15-19 yrs 0.0 0.0 24.5 0.0 

20-29 yrs 0.0 7.4 48.3 50.1 

30-39 yrs 4.7 4.1 0.0 35.7 

40-49 yrs 50.2 45.1 14.9 14.2 
50-59 yrs 13.6 28.7 0.0 0.0 

60-69 yrs 28.3 14.6 12.4 0.0 

70+ yrs 3.2 0.0 0.0 0.0 
N 9,002 4,074 3,654 3,453 

There is a significant positive association between education levels of cohabiting 
formal and informal workers (Kendall’s tau b=0.426, p<0.05)9. Of formal workers 
with no education, 50.3% cohabit with an informal worker with no education and 
44.4% with an informal worker with primary education only. In contrast, of formal 
workers with post-matric, 41.0% cohabit with an informal worker with post-matric 
and 26.3% with an informal worker with matric.  

                                                        

9 Kendall’s tau-b was used to test for strength and significance of associations between ordinal measures. 
The test was conducted on unweighted data. 
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Table 12 – Education of cohabiting formal and informal worker  

 Education of formal worker 

Education of 
informal worker 

No education Primary Secondary Matric Post-matric 

No education 50.3 14.3 3.9 5.7 2.7 

Primary 44.4 44.5 23.8 14.0 6.6 

Secondary 0.0 29.7 52.2 40.1 23.3 

Matric 0.0 10.4 18.6 32.4 26.3 
Post-matric 5.3 1.2 1.4 7.9 41.0 

N 5,078 45,187 71,641 68,974 60,841 

Further, there is a significant positive association between the income of formal and 
informal workers cohabiting (Kendall’s tau-b=0.316, p<0.05). Of formal workers 
earning R1 - R200, 81.6% of the informal workers cohabiting earn R1,000 or less. In 
contrast, of formal workers earning R11,001 - R30,000+, 6.2% of informal workers 
cohabiting earn R1,000 or less.   

However, it is clear that some informal workers earn more than their formal 
counterparts. For example, when a formal worker reports earning R1 - R200, almost 
70% of their informal partners earn over R200. 

Table 13 – Income of cohabiting formal and informal worker 

 Income of formal worker 

Income of 
informal worker 

R1 - 
R200 

R201 - 
R500 

R501 -
R1,000 

R1,001 -
R1,500 

R1,501 -
R2,500 

R2,501 -
R4,500 

R4,501 -
R11,000 

R11,001 - 
R30,000 

None 0.0 0.0 4.3 1.3 0.8 0.0 0.0 0.0 

R1-R200 31.2 31.6 9.7 12.6 8.8 14.4 3.7 0.6 

R201-R500 36.2 39.0 32.7 17.0 27.2 21.6 9.7 2.8 
R501-R1,000 14.2 23.5 21.2 26.4 25.3 24.3 9.0 2.8 

R1,001-R1,500 0.0 2.1 16.8 14.1 14.4 7.6 9.3 0.0 

R1,501-R2,500 18.4 3.9 2.3 23.2 13.8 13.9 10.6 14.4 
R2,501-R4,500 0.0 0.0 8.2 4.6 3.4 10.5 12.5 19.0 

R4,501-R11,000 0.0 0.0 4.9 0.7 3.9 5.4 20.4 51.2 

R11,001-R30,000 0.0 0.0 0.0 0.0 2.4 2.3 24.8 9.1 

N 3,283 16,293 45,621 34,421 37,892 36,022 42,075 9,750 

In summary, there are strong associations in indicators for cohabiting formal and 
informal workers. Highly skilled, well-educated formal workers are more likely to 
cohabit with highly skilled, well-educated informal workers, and vice versa. Does this 
imply that there is a class structure at work in society? 
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6. Conclusion 

The articulation of the ‘first’ and ‘second’ economy conceptualisation of South Africa 
by the Presidency coincided, we would argue, with a refocusing of economic policy in 
South Africa. This conceptualisation tacitly acknowledges the failure of the trickle-
down economic growth policies so central to the post-1996 GEAR era and informs 
much of government’s more recent emphasis on poverty alleviation. However, the 
dualism suggested by arguments about a ‘structural’ break between the ‘first’ and 
‘second’ economy allows government to argue that its economic policies have been 
successful for the ‘first’ economy and, as a result of these successes, government is 
now able to address issues of poverty and unemployment in the ‘second’ economy. 
Yet, for all its claimed successes in stabilising South Africa’s macroeconomic situation 
after 1994, promoting black economic empowerment and re-orienting the budget to 
meet some social objectives, it is accepted, even in government, that its major failing 
has been its inability to address South Africa’s unemployment situation and, related to 
this, the high levels of poverty among segments of the population.  

At the policy level, a clear understanding of the linkages between the formal and the 
informal economy is critical for the development of good policy. At one level, 
President Mbeki’s recent preoccupation with the ‘second’ economy has undoubtedly 
raised the profile of the unemployed and those operating in the informal economy. 
This is a positive development. However, the concept is not useful for understanding 
the historic and current challenges facing the economy. We have provided evidence 
that the so-called ‘first’ and ‘second’ economies are, in fact linked. Further, we have 
argued that large numbers of workers in South Africa are employed in low-waged 
work. While the extent of low-waged work is very high in jobs presently classified as 
informal, large sections of the formal economy are also characterised by low-waged 
employment. Our analysis of the LFS panel data suggests that there is a surprisingly 
high level of churning in the labour market, with high levels of movement between 
formal and informal jobs. The data suggest that these movements occur primarily in 
the low-waged segment of the labour market, and incomes to do appear to rise or fall 
as workers move between formal and informal jobs. 
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