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Informal Sector refers to economic activities i.e., production and distribution of goods and services by the operating units of the households which essentially  differ from the formal sector in terms of technology, economies of scale, use of labour intensive processes, and virtual absence of well maintained accounts. It embraces a widely dispersed multitude of operating units with high rates of birth and death and considerable mobility. It is informal in the sense that they are not regulated by government under any statute. Because of its contribution to the economy, which is quite visible and its strength in absorbing a huge chunk of unemployed persons to whom the State is unable to provide adequate employment, it becomes the duty of the policy makers to device such policies which can take care of the problems faced by the informal sector workforce. Hence there is need to monitor the size and structure of this sector and its performance over time for framing appropriate policies. In this paper an attempt has been made to do the same with the data available from different sources. Further, it enumerates data needs of national accounts with respect to the informal sector and mentions usefulness of different data sources providing information on informal sector in building up the national accounts.  
Introduction
Informal sector provides the means of livelihood to millions of people around the world, particularly in the developing countries. To quote from the statistics compiled by ILO, about 48 per cent of non-agricultural employment in North Africa, 51 per cent in Latin America, 65 per cent in Asia and 72 percent in Sub-Saharan Africa are of informal nature. In the case of India, informal employment (including the agricultural sector) contribution is more than 90 per cent. It is also evident that there is significant linkages between employment, economic growth and poverty. While increasing poverty is one of the underlying reasons for the growth of the informal economy, the fact remains that the informal sector or informal employment is the main constituent of economic growth in most of the developing nations.
2.
Informal sector is an important but controversial part of the economy. It provides jobs reducing unemployment, but in most of the cases the jobs are low-paid and the job security is poor. It bolsters entrepreneurial activity, but at the detriment of state regulations compliance, particularly regarding tax and labour regulations. It helps alleviate poverty, but increases underemployment and job insecurity. 
3.
Informal sector employment is a necessary survival strategy in countries which do not have social safety nets such as unemployment insurance or where wages and pensions are low. It presents a challenge to the policy- makers with regard to issues like: improvement of working conditions and legal and social protection of the persons employed in the informal sector; increasing the productivity of informal sector activities; training and skills development; organization of informal sector producers and workers; development of appropriate regulatory framework; government reforms; urban development etc. Since a large number of women and children are employed in the informal sector, issues concerning contribution of women to economy of the country and child labour can be resolved only by an in depth study of the informal sector. Thus, Statistics on the informal sector are needed as a tool for evidence-based policy making and advocacy which in turn require an operational definition of the informal sector to develop such statistics.
Informal Sector Definition-an issue unresolved
4.
Ever since the term ‘informal sector’ has been used in the official document for the first time in the report of a comprehensive employment mission in Kenya undertaken by ILO in 1972, considerable amount of work on data collection and research have been undertaken to understand as to what the informal sector is, why it exists and how it operates.  Even though the term ‘informal sector’ has been widely used, since then in the literature, its precise meaning has remained somewhat elusive and the subject of controversy as the concept has been defined in different contexts with different meanings (Hussmanns, 1997).  It is a somewhat controversial subject because there are different view points from which one can observe the informal sector. In view of this countries have the flexibility to adopt their definition which is appropriate to their needs and the system of data collection for the same 

5.
The literature on the subject has varied views on the concept of informal sector (The Urban Informal Sector in Developing Countries, Employment, Poverty and Environment, Edited by S.V. Sethuraman, ILO, Geneva 1981).  With a view to helping the member countries in providing comparable statistics of employment in the informal sector, the Fifteenth International Conference of Labour Statisticians held in January 1993 at Geneva adopted a Resolution on informal sector statistics which was subsequently endorsed by the UN Statistical Commission in February, 1993. 

6.
Researchers, planners and policy makers do distinguish the large and medium from the small and tiny. In view of the widely differing characteristics of the operating units in activities of manufacturing, trade, transport and services in the non-agricultural sector of an economy, the operational definitions would vary in different countries. Even so, use of different criteria within the same activity many times leads to quite over-lapping universes, viz., the registered factory sector based on employment criterion and the small scale sector based on investment on plant and machinery. In many Asian countries such as India, Indonesia, Philippines for the purpose of data collection, the unorganised segment of an economic activity (sector) is defined  to comprise those operating units whose activity is not regulated under any legal provisions and/or which do not maintain any regular accounts.  This definition helps to demarcate the formal from the informal. As a matter of fact some countries have quite often used the terms ‘unorganised’ and ‘informal’  interchangeably.

7.
Many economic units escape the administrative, legal or statistical framework in force, particularly in the developing countries. It is often tempting to label such units as the constituents of “informal sector”.  The major weakness of such a definition is, of course, that it is country-specific, depending on the prevailing administrative, legal or statistical framework; the sector will expand or contract with a change in the underlying yardstick over time.  Somewhat along the same vein, the informal sector is sometimes considered as that sector which falls outside the scope of planned development effort and thus remains uncared in terms of productivity, social security and, of course, statistics.

8.
The intrinsic definition of the informal sector, underlying much of the research activities in various developing countries has rested on the scale of operation as well as the manner and milieu in which the units function. Informal sector has been broadly conceived as consisting of units established, owned and operated by one or a few individuals, who neither possessed adequate capital, skills and know-how nor had free access to them, as orthodox thinking would suggest.  The reasons underlying this preference for establishing one’s own unit notwithstanding the constraints mentioned above are many. Besides profitability considerations, many are also motivated by lack of alternative employment opportunities in sectors where development effort is concentrated or lack of access to such opportunities owing to inadequate qualifications for entry.

The Informal Sector in 1993 System of National Accounts(SNA)
9.
The informal sector as per SNA, 1993 refers to productive institutional units characterised by (a) low level of organisation, (b) little or no division between labour and capital, (c) labour relations based on casual employment and/or social relationships, as opposed to formal contracts.  These units belong to the household sector and they cannot be associated with other units.  In such units, the owner is totally responsible for all financial and non-financial obligations undertaken for the productive activity in question. 
10.
The 1993 SNA endorses the resolution of the fifteenth International Conference of Labour Statisticians, January, 1993 in so far as informal sector concept is concerned.  The 15th ICLS defined the informal sector in terms of characteristics of the enterprises (production units) in which the activities take place, rather than in terms of the characteristics of the persons involved or of their jobs. Production units of the informal sector were defined by the 15th ICLS as a subset of unincorporated enterprises owned by households i.e. as a subset of production units which are not constituted as separate legal entities independently of the households or household members who own them, and for which no complete sets of accounts ( including balance sheet of assets and liabilities ) are available which would permit a clear distinction of the production activities of the enterprises from the other activities of their owners and the identification of any flows of income and capital between the enterprises and the owners. Regarding the production units in question, the term “ enterprise” was used in a broad sense. It covers not only units that employ hired labour, but also production units that are owned and operated by single individuals working on own – account as self- employed persons, either alone or with the help of unpaid family members. The activities may be undertaken inside or outside the business owner’s home; they may be carried out in identifiable premises or without fixed location.

11.
In order to distinguish informal sector from other unincorporated enterprises owned by households, the 15th ICLS recommended using one or more of the following three criteria:

· non-registration of the enterprise;  

· small size in terms of employment; and  

· non-registration of the employees of the enterprise.

12.
In order to complement its definition of the informal sector, the 15th ICLS adopted a number of recommendations regarding the scope of informal sector surveys and the statistical treatment of particular situations at the borderline between the informal and the other sectors. These include: 

· the exclusion from the informal sector of units which are exclusively engaged in the production of goods or services for own final consumption or own fixed capital formation ( eg. construction of own house) of households;

· the exclusion of agricultural activities from the scope of the informal sector, for practical reasons; 

· the inclusion or exclusion of enterprises engaged in the production of professional or technical services rendered by self-employed persons (doctors, lawyers, accountants, architects, engineers, etc) on the same basis as other enterprises and 

· the option to include /exclude paid domestic workers engaged by households in /from the informal sector, depending upon national circumstances and the intended uses of the statistics.

Informal sector in the Indian context
13.
In India formally the term ‘informal’ has neither been used in the official statistics nor in the National Accounts Statistics(NAS).  The terms used in the Indian NAS are ‘organised’ and ‘unorganised’ sectors. In fact informal sector and unorganised sector are quite close though not exactly the same. But quite often researchers and users have used the terms ‘unorganised’ and ‘informal’ interchangeably. 

14.
The organised sector comprises of enterprises for which the statistics are available regularly from the budget documents or reports, annual reports in the case of Public Sector and through Annual Survey of Industries in case of registered manufacturing. On the other hand, the unorganised sector refers to those enterprises whose activities or collection of data is not regulated under any legal provision and / or which do not maintain any regular accounts. Non-availability of regular information has been the main criteria for treating the sector as unorganised. This definition helps to demarcate organised from the unorganised. For example, the units not registered under the Factories Act 1948 constitute unorganized component of manufacturing as these are not regulated under any Act. In case of the sectors like trade, transport, hotels & restaurants, storage and warehousing, and services, all non-public sector operating units constitute the unorganised sector. However, the enterprises covered under Annual Survey of Industries do not fall under the purview of unorganised sector. 

15.
The National Sample Survey Organisation conducted the first ever nation-wide survey on informal sector non-agricultural enterprises during 55th round (July 1999 - June 2000). In this survey, all unincorporated proprietary and partnership enterprises have been defined as informal sector enterprises. This definition differs from the concept of unorganised sector used in NAS. In the unorganised sector, in addition to the unincorporated proprietary or partnership enterprises, enterprises run by cooperative societies, trusts, private and public limited companies (Non ASI) are also covered. The informal sector can therefore be considered as a subset of the unorganised sector. In this paper the information which has been taken from NAS refers to unorganized sector whereas that taken from NSSO reports refers to the informal sector. Due to the constraints on the availability of data from this sector such ambiguity has to be accepted.

16.
To meet the challenges of the informal sector and resolve the policy issues as mentioned earlier, it is needed to monitor the informal sector regularly for which it is required to study the characteristics and performance of the informal sector over time.

The Unorganised Sector in the Indian Economy

17.
The unorganised segment is labour intensive and in the Indian context it can be typically viewed as a proxy to the Household sector combined with NPISHs. Though the major component of the unorganised sector is the household enterprises but there are sizeable number of establishments as well in the unorganised sector as all the manufacturing establishments which are not covered by the ASI and all the non-public sector and unincorporated enterprises/establishments in various non-manufacturing economic activities are very much there in the unorganised sector. The details on data sources used for compiling national accounts aggregates are available at Annex.
Informal own-account enterprises

18.
Informal own-account enterprises are household enterprises owned and operated by own-account workers, either alone or in partnership with members of the same or other households, which may employ contributing family workers and employees on an occasional basis, but do not employ employees on a continuous basis. For operational purposes, informal own-account enterprises may comprise, depending on national circumstances, either all own account enterprises or only those which are not registered under specific forms of national legislation. Own account workers, contributing family workers, employees and the employment of employees on a continuous basis are defined in accordance with the most recently adopted version of the International Classification of Status in Employment (ICSE).

Enterprises of informal employers

19.
Enterprises of informal employers are household enterprises owned and operated by employers, either alone or in partnership with members of the same or other households, which employ one or more employees on a continuous basis.  For operational purposes, enterprises of informal employers may be defined, depending on national circumstances, in terms of one or more of the following criteria, like, (i) size of the unit below a specified level of employment, (ii) non-registration of the enterprise or its employees, (iii) the upper size limit in the definition of enterprises of informal employers may vary between countries and branches of economic activity.  It may be determined on the basis of minimum size requirements as embodied in relevant national legislation, where they exist, or in term of empirically determined norms.  The choice of the upper size limit may take account of the coverage of statistical inquiries of larger units in the corresponding branches of economic activity, where they exist, to avoid an overlap. In the case of enterprises, which carry out their activities in more than one establishment, the size criterion should, in principle, refer to each of the establishments separately rather than to the enterprise as a whole.  Accordingly, enterprises may be considered to satisfy the size criterion if none of its establishments exceeds the specified upper size limit. For particular analytical purposes, more specific definitions of the informal sector may be developed at the national level by introducing further criteria on the basis of the data collected.  Such definitions may vary according to the needs of different users of the statistics.

Share in Net Domestic Product
20.
The contribution of unorganized sector in net Domestic Product is 56.7% in 2002-03. Thus, the major chunk of NDP is provided by the unorganized sector. 

Sector Share in Net Domestic Product (2002-03)
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Main Industries of Informal Activities

21.
Industry wise distribution of NDP in organized and unorganized sectors shows that in agriculture sector, the share of organized sector is only 4% whereas 96% share is contributed by the unorganized sector. Due to this reason, the informal activities are studied in the non agricultural sectors only. In mining, manufacturing sector 60% share in NDP is of organized sector while 40% share is contributed by the unorganized sector. In service sector contribution of  organized sector is 53% while 47% of  the share is contributed by unorganized sector.
Table 1: Sector wise distribution of different industries(2002-03)

	Industry
	Organized sector

          (% of NDP)
	Unorganized sector

          (% of NDP)
	Total 

	Agriculture, forestry, fishing
	4.1
	95.9
	100.0

	Mining, manufacturing, electricity and construction
	60.5
	39.5
	100.0

	Services 
	53.1
	46.9
	100.0

	Total 
	43.3
	56.7
	100.0
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22.
If we split the unorganized sector in various industry groups, service and agriculture sector contribute most to the NDP whereas manufacturing sector has only 17% share in NDP. The reason for lower share in the manufacturing activities being perhaps the requirement of licensing or registering under some act, availability of adequate infrastructure and capital whereas agriculture and service activities can be undertaken without much of these pre requisites.

Table 2:  Industry wise distribution of organized and unorganized activities

                                                                                                                  ( 2002-03) 
	Industry 
	Organized sector

(% of NDP)
	Unorganized sector

(% of NDP)

	Agriculture, forestry, fishing
	2.2
	40.0

	Mining, manufacturing, electricity and construction


	33.7
	16.8

	Services 
	64.1
	43.2

	Total 
	100.0
	100.0
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Source: NAS 2005

Composition of non- agricultural informal sector
23.
Most of the non agricultural enterprises in the informal sector pertain to the manufacturing and trade both in rural and urban areas. Together they account for over 71% of the total estimated enterprises. On grouping the enterprises under major industry groups 32% enterprises belong to manufacturing while 68% belong to service sector. 
Table 3: Non- agricultural enterprises in informal sector in India, 1999-2000

	Activity 
	Percentage share in total number of enterprises

	
	Rural 
	Urban 
	Combined 

	1. Manufacturing

2. Construction

3. Trading and repair service

4. Hotels & restaurants

5. Transport, storage and communications

6. Financial intermediation

7. Real estate, renting and business activities

8. Education

9. Health and social work

10. Other community, social and personal service activities ( excluding domestic service)
	38.4

4.7

34.2

3.4

8.0

0.2

0.8

0.9

1.8

7.6

	24.1

3.5

45.4

4.8

9.9

0.6

3.0

1.8

1.7

5.2

	32.1

4.2

39.1

4.0

8.9

0.4

1.7

1.3

1.8

6.5



	Total
	100.0
	100.0
	100.0
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Source: NSS 55th round report on non agricultural enterprises in informal sector in India,1999-2000
Workforce distribution in non-agricultural informal sector

24.
Most of the workers in rural areas are engaged in manufacturing whereas in urban areas most of the workers are engaged in trade. The other important activities where most of the workers are engaged are hotels and restaurants and transport.
Table 4: Distribution of workers in non agricultural informal activities

	Activity 
	Percentage share in total number of workers

	
	Rural 
	Urban 
	Combined 

	1. Manufacturing

2. Construction

3. Trading and repair service

4. Hotels & restaurants

5. Transport, storage and communications

6. Financial intermediation

7. Real estate, renting and business activities

8. Education

9. Health and social work

10. Other community, social and personal service activities ( excluding domestic service)


	44.5

3.8

30.1

4.2

6.3

0.2

0.8

1.5

1.3

7.3


	29.9

2.9

41.1

6.6

6.8

0.7

3.1

2.9

1.7

4.6


	37.2

3.3

35.6

5.4

6.5

0.4

1.9

2.2

1.5

5.9



	Total
	100.0
	100.0
	100.0


Source: NSS 55th round report on non agricultural enterprises in informal sector in India,1999-2000
 Location of non-agricultural informal enterprises 
25.
Non agricultural informal activities are more in rural areas (56.4%) as compared to urban areas( 43.6%). In rural areas most of the enterprises are within household premises whereas in urban areas most of the enterprises are outside household with permanent structures. Mobile markets and street vendors are common in both rural and urban areas.
Table 5: Distribution of enterprises in different locations

	Location of enterprise
	Percentage of enterprises by location

	
	Rural 
	Urban 
	Combined 

	1. Within household premises

2. outside household premises and with fixed location

a. with permanent structure

b. with temporary structure

c. without any structure

3. outside household premises but without fixed location

a. mobile market

b. street vendor

c. construction site

4. not reported


	44.8

25.6

2.8

3.1

6.9

11.3

5.4

0.1
	24.4

50.0

3.3

2.9

5.5

10.1

3.8

0.0
	35.9

36.2

3.0

3.0

6.3

10.8

4.7

0.1

	Total
	100.0
	100.0
	100.0


Source: NSS 55th round report on non agricultural enterprises in informal sector in India, 1999-2000

Nature of Operation of no-agricultural informal activities 

26.
The informal activities are of perennial in nature in both rural as well as urban areas. Together they account for more than 96% of the perennial activities.

Table 6: nature of operation of non agricultural enterprises

	Nature of operation
	Percentage of enterprises by nature of operation

	
	Rural 
	Urban 
	Combined 

	1. perennial

2. seasonal

3. casual

4. not reported
	95.6

3.8

0.6

0.0
	98.4

1.1

0.5

0.0
	96.9

2.6

0.5

0.0

	Total
	100.0
	100.0
	100.0


 Source: NSS 55th round report on non agricultural enterprises in informal sector in India,1999-2000
Status of non-agricultural informal enterprises

27.
Only 12% of the enterprises in the rural areas are registered with any registration agency whereas in urban areas this percentage is a little higher at 31%. 

Table 7: Status of registration of non agricultural enterprises

	Status of registration with any act/ authority
	Percentage of enterprises by location

	
	Rural
	Urban
	Combined

	1. Registered

2. Unregistered
	11.6

88.4
	31.3

68.7
	20.2

79.8

	Total
	100.0
	100.0
	100.0


Source: NSS 55th round report on non agricultural enterprises in informal sector in India,1999-2000
Problems faced by informal enterprises 

28.
Most of the enterprises in the informal sector face the problem of capital and infrastructure facilities. They also face certain local problems like non availability of power, labour, raw material and competition with larger enterprises and competition from larger units.

Table 8: Types of problems faced by non-agricultural informal enterprises

	Type of problem
	Percentage of enterprises by type of problem faced

	
	Rural 
	Urban 
	Combined 

	1. no specific problem

2. shortage of capital

3. lack of lighting facility

4. problem of power cut

5. lack of infrastructure facilities

6. local problem

7. competition from larger units

8. non-availability of labour

9. labour problems

10. raw material/fuel not available

11. non-recovery of service charges

12. others
	28.5

42.6

2.7

1.7

18.3

19.8

13.0

0.6

0.6

4.1

11.3

6.0
	30.9

40.5

2.0

3.2

14.8

17.5

22.5

0.9

1.1

2.2

6.2

3.8
	29.5

41.7

2.4

2.4

16.8

18.8

17.1

0.7

0.8

3.3

9.1

5.0


Source: NSS 55th round report on non agricultural enterprises in informal sector in India,1999-2000
Performance of Informal Sector
29.
The information on the status of enterprises in the informal sector collected in the survey of NSSO in 1999-2000 shows the owner’s impression about the growth of his enterprise over the last three years. Over 20% of the entrepreneurs felt that their business activities have expanded over the three years preceding the date of survey. However, about 10% entrepreneurs felt that their business has shrunk over the last three years. About 63% of the entrepreneurs felt that their enterprises were stagnant while 7% enterprises were started during the last three years only.
Table 9: Status of the non-agricultural enterprises over last three years

	Growth status of the enterprise
	Status of enterprise over last three years

	
	Rural
	Urban
	Combined

	1. expanding

2. stagnant

3. contracting

4. not applicable

5. not reported
	18.5

65.9

9.2

6.3

0.1
	22.3

58.7

10.3

8.7

0.0
	20.2

62.7

9.7

7.3

0.1


30.
When we observe the trend of share in NDP of unorganized sector, it is seen that construction, trade & hotels, transport & storage and community service activities have shown an increase in the share in NDP whereas the manufacturing enterprises, mining & quarrying, electricity& gas and financial activities are showing stagnation. The share of agricultural activities in unoragnised sector has declined considerably from 50 % to 40%.

	Industry


	Percentage share in NDP

	
	1993-94
	1998-99
	1999-2000
	2000-01
	2001-02
	2002-03

	Agriculture, forestry & fishing

Mining & quarrying

Manufacturing

Electricity, gas and water supply

Construction

Trade, hotels & restaurants

Transport, storage & communication

Financing, insurance, real estate & business

Community, social & personal services
	50.3

0.2

8.6

0.1

4.5

19.4

3.8

9.3

3.7
	47.2

0.2

9

1.0

5.8

20.5

5.1

7.9

4.1


	45.4

0.3

8.8

0.1

6.3

20.7

5.7

8.6

4.2


	42.8

1.3

9

0.1

6.6

21.1

6.3

9.2

4.4


	43

0.3

8.6

0.1

6.5

20.7

6.7

9.4

4.5
	40

0.4

8.8

0.1

7.4

21.1

7.7

9.7

4.7
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31.
The unorganized sector contributes more than 50% share in the NDP of the country. The trend analysis of the share in NDP of these informal activities reveals that the share of agricultural sector has declined over the years whereas manufacturing, mining and quarrying; electricity, gas and water supply and financial services have stagnated over the years. The share of construction; trade, hotels and restaurants; transport and storage have increased over the years. 

Current practices of incorporating unorganised sector data into the national accounts

32.
Practices in use to compile domestic product from unorganised segments of various economic activities are described below:

Agriculture and Allied Activities

33.
The agriculture and allied activities sector covers production of all agricultural crops, raising of livestock and poultry, livestock products and operation of irrigation system. Except operation of government irrigation system and plantation crops of tea, coffee, etc., most of the agriculture activity is in the household sector. To a large extent, agricultural activity is operated by own account workers with the help of unpaid family workers and paid workers on a temporary basis. The agricultural and allied activities in India are by and large unorganised and with the characteristics of the informal sector. The ILO draft resolution excludes the household enterprises engaged in agricultural activities from the scope of the informal sector and suggests to keep separately for practical reasons of data collection.  It may also be worthwhile to make a mention  of the backyard in the case of rural and kitchen garden in the case of urban area where fruits and vegetables are produced primarily for self-consumption.  In the existing practices, this production is not adequately covered. However as this activity is very much in the production boundary as per the 1993 SNA, these are required to be estimated.  It is proposed to cover this activity by utilising the results of NSSO consumption expenditure surveys where a specific question is asked to the respondent as to how much of the item he consumed was from his backyard/kitchen garden.

Forestry
34.
The activities of forestry cover major products comprising industrial wood and fuel wood and minor products comprising a large number of  heterogeneous items such as bamboo, fodder, lac, sandalwood, honey, resin, gum, tendu leaves etc.  The fuel wood and minor forest products are however mostly collected by the households as free collections or by payment of a licence fee for the collection. These activities therefore are in the unorganised sector as these are performed by the households as own account enterprises.  Also, there is  lot of unauthorised lifting of both major and minor products of forests which becomes an illegal activity.  These activities are therefore not properly accounted for in the national accounts. In the NAS, the fuel wood production is covered through the consumption approach.  The information from the consumer expenditure surveys conducted by the NSSO is utilised as a proxy for the production of fuel wood. 

Fishing

35.
The activities covered in the fishing sector are commercial fishing in ocean, coastal, offshore and inland waters; subsistence fishing; and gathering of sea weeds, sea shells, pearls, etc. The value added is estimated by production approach. The value added of unorganised sector of this activity is obtained as a residual i.e. taking the value added figure from the production approach and netting it for the components of the public sector and corporate sector estimated separately from the budget documents, annual reports and the results based on sample studies on private companies blown up for coverage on the basis of the ratio of global paid up capital (PUC) and  the PUC of sample companies. 

Mining and Quarrying

36.
The estimates of this activity are compiled separately for the major minerals and minor minerals.  The unorganised segment of this activity is the minor minerals and quarrying.  Data on minor minerals at present is collected by the State Geological Departments. The information on minor minerals and quarrying is through Follow-Up Surveys of the Economic Census.

Manufacturing

37.
For the purpose of estimation of domestic product, the entire gamut of manufacturing activities is classified into two broad sectors organised and unorganised. The unorganised sector which is termed as ‘unregistered’ is covered using the results of the follow-up surveys of Economic Census. The unregistered manufacturing sector is covered by two surveys namely; (i) Directory Manufacturing Establishments survey covering establishments not registered under the Factories’ Act and employing more than 5 workers.  The other survey covers the remaining units engaged in the unregistered manufacturing activity i.e. Non-Directory Manufacturing Establishments-those units employing 1 to 5 workers and Own Account Manufacturing Enterprises which may employ only unpaid family labour or casual labour. These two follow-up surveys are conducted simultaneously, quinquennially and the results of these surveys provide information on the value added per worker which is multiplied by the working force to get the value added of the unregistered sector in the base year. The estimate of working force of the unregistered sector is obtained as the difference between the global employment in manufacturing activity as available from the population census based results and the employment for the registered manufacturing sector available from the ASI. The estimates of other years are obtained by moving the base year figure with appropriate physical indicators and price indices.

38.
The unregistered manufacturing sector in the Indian NAS as mentioned above, represents the unorganised component of the manufacturing activity in the economy but it is not the informal sector component of the household sector (including unincorporated enterprises) contribution.  To obtain the contribution of informal sector appropriate netting of the corporate sector included in the unregistered manufacturing sector component has to be made, even though it may be minimal.

Construction
39.
In India, as in most countries, the activity of construction is measured through an indirect approach. The household sector construction component (the unorganised sector) is derived as a residual i.e. from the total value of construction by netting for the components of public sector and corporate sector. 

40.
It is very difficult to get reliable information on the construction activity through sample surveys as construction takes place at various sites and it is very difficult to have a frame of sites to facilitate a sample.  Also there are other conceptual problems for example, when government or a company spends money on the construction activity, construction work is done by a contractor who either makes sub-contracts or employs casual labour.  Thus the figure relating to the construction activity of public sector or corporate sector does not necessarily mean that the activity of construction has been made by the organised (formal) sector.
Electricity, Gas and Water Supply
41.
The activity of electricity, gas and water supply is mostly in the hands of Government. A small component of informal sector which exists is in case of water supply-the activities of carrying water by water fetchers whose sources of water are wells, and manual water pumps and whose services are sold to clients for a fee.  These activities, as per SNA,1993, are included in the production boundary.  Another activity which falls in unorganised segment is gobar (cow dung) gas.  This activity is mostly carried out by the households for their own consumption but the possibility of selling a part of it, cannot be ruled out.  The contribution of gobar gas is estimated on the basis of information received from the Khadi & Village Industries Commission on the number of gobar gas plants.

Trade, Hotels & Restaurants

42.
The activity of the services of trade and hotels & restaurants are covered separately for the organised and unorganised segments.  The estimate for the unorganised sector is derived as a product of the working force and per worker value added. The working force of the unorganised segments is obtained as the difference between the global sectoral employment as available from the population census based results and the employment in the organised (public) sector units engaged in these activities available from the Employment Market Information results.  The per worker value added is taken from the results of the enterprise surveys.  First the bench-mark estimates are prepared separately for rural and urban areas as a product of number of workers and per worker Gross Value Added (GVA).  The bench-mark estimates of GVA are carried forward to other years through a index of Gross Trading Income (GTI) prepared specifically for the purpose by taking into account the marketable surplus of agriculture commodities, domestic output of industrial goods and imports.

Transport, Storage & Communication

43.
For transport and storage services the practices followed are the same as that of the trade and hotels & restaurants. The activity of railway transport in India is in the hands of the Indian Railways, a departmental commercial undertaking.  For the transport by other means i.e. other than railways, the unorganised component is the private sector except shipping companies which is organised corporate sector.  

44.
The activities of unorganised transport is covered separately for the various types of transport, namely mechanised road transport, non-mechanised road transport, sailing vessels other than private shipping companies, water transport supporting services and services incidental to transport.  The practice followed is to estimate gross value added of the activity as the product of gross value added per worker and number of workers engaged in each activity.  Information on per worker value added is obtained from the follow-up enterprise surveys of the Economic Census conducted by Central Statistical Organisation(CSO).  The estimates of number of workers for the activity are obtained from the Population Census based results on working force after due adjustments for the secondary and marginal workers and netting for the workers in the public sector in respect of activity concerned.  In the case of services incidental to transport comprising packing, crating, operations of travel agency, etc., the estimates are prepared on the basis of annual data on commission paid to the booking agencies by shipping companies, air companies, railways and road transport. 

45.
Prior to the liberalisation, much of the communication activity was with the public sector as post and telegraph, telephones, etc. were managed by them.  It is a recent phenomena that a large number of the communication activities such as cellular phone, faxes and transmission of information through satellite , e-mail etc. have come in the picture in a big way. Such activities at present are not covered adequately in want of the development of standard methodologies to capture these activities.

Banking & Insurance
46.
Most of the activities of banking and insurance are in organised (public)  sector yet there are informal financial transactions through household operations such as pawnshops, own account money lenders, informal chit-funds, etc.  These services are only approximately accounted for in the national accounts taking it as one-third of the value added in the organised non-banking financial enterprises. NSSO, India is conducting an enterprise survey during July 2006-June, 2007 on services sector including unorganised non-banking financial enterprises and own account money lenders.
Real Estate and Ownership of Dwellings

47.
Ownership of dwelling is a service which is produced and consumed by the households and therefore will not be considered as falling in the informal sector in the strict sense. However, in Indian NAS the contribution of this activity is taken under the unorganised segment.  Real estate activity in the unorganised sector is covered by the Enterprise surveys, the follow-up surveys of the Economic Census.
Other Services

48.
The other services include educational services, research and scientific services, medical and health services, sanitary services,  religious and other community services, legal services, recreation and entertainment services, personal services such as domestic laundry, dry-cleaning, barbers, beauty shops etc. and services not elsewhere classified.  The practices followed for covering the services in the unorganised sector is the working force of a particular activity multiplied by the value added per worker. The per worker value added is estimated from the Enterprise survey results. 
Saving and Capital Formation

49.
Saving represents the excess of current income over current expenditure and is the balancing item of the income and outlay accounts of producing enterprises and households, Government administrative and other final consumers.  The estimates of  domestic saving are prepared separately for the three broad institutional sectors viz. (i) public sector, (ii) private corporate sector, (iii) household sector.  The nomenclature household sector in this context is a misnomer.  This sector besides households also includes unincorporated enterprises and non-profit institutions. In fact it is a residual sector i.e. it represents that sector of the economy which is not public sector and which is not private corporate sector. The estimates of domestic saving are not prepared for organised and unorganised sectors separately.
50.
Gross Capital Formation (GCF) refers to the aggregate of gross additions to fixed assets (i.e. fixed capital formation) and increase in stocks of inventories (change in stocks) during a period of accounting.  Fixed capital formation comprises construction, machinery and equipment including transport equipment and breeding stocks, draught animals, dairy cattle etc. 

51.
In conformity with the approach followed in presenting the estimates of net domestic product by organised and unorganised segments, household sector saving and capital formation can be treated as unorganised sector.  Thus assuming household sector as unorganised sector and public and private corporate sector as organised sector, the two important macro-economic aggregates, namely, saving and capital formation can be put under organised and unorganised segments. The share of saving in the organised sector is hardly 25 per cent.  It is well known that the households (of course including un-incorporated enterprises) contribute maximum saving.  There is hardly any saving by the administrative departments or the departmental enterprises of the public sector. 

52.
The analysis in the paper shows that most of the unorganized activities are confined to agricultural and service sector, the reason being that there are no stringent acts or laws which can take into account the activities undertaken within these sectors and these activities can be undertaken with less capital support and infrastructure. The informal activities are more prevalent in rural areas within the household premises. The major problems faced by these informal enterprises are lack of capital support and infrastructural facilities. In the post liberalisation period, Indian Government has launched various programmes promoting better credit facilities, availability of low interest loans, single window clearances, better road connectivity and various other infrastructural facility to boost the entrepreneurial activities in the unorganised/informal sector, specially in the rural areas.  
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ANNEX 
DATA SOURCES FOR THE UNORGANISED SECTOR
In India the household sector including private unincorporated enterprises is viewed as unorganised segment of the economy. For agriculture the principle sources of information used for the purpose of building up of the national income estimates are (i) the land use statistics, (ii) area and outturn of principal crops and (iii) cost of cultivation studies.  Statistics on land utilisation flow as by-product of a normal departmental activity of the State Revenue Departments, who collect them for various administrative needs of land revenue collection.  Periodic estimates of area and outturn of principal crops generally known as forecast crops are prepared by the state agencies and are consolidated by the Directorate of Economic & Statistics, Ministry of Agriculture.  Final estimates of production are based on complete coverage of area as mentioned above and yield rates obtained through crop cutting experiments conducted by the respective State Governments.  The results of cost of cultivation studies conducted on various crops in different states provide information (rates, per hectare) on the inputs of agriculture such as seed, consumption of diesel oil, electricity consumed, feed to animals, repair and maintenance of farm machinery, etc.  Input data relating to electricity, fertilisers and insecticides are not utilised from cost of cultivation studies as better and more reliable data are available from Central Electricity Authority, Fertiliser Association of India and Pesticide Association of India from the supply side.  There are many other agencies which provide data for agriculture on plantation crops, cash crops and oil seeds, etc.  These are Tea Board, Coffee Board, Rubber Board, Arecanut Board, Directorate of Cashew nut  Development Board, Directorate of  Sugar and Vanaspati, etc. Output of livestock production are prepared on the basis of the results of Integrated Sample Surveys and studies made on the advice of Technical Committee of Direction for Improvement of Animal Husbandry and Dairying Statistics.  Indian Livestock Census conducted quinquennially is the main source of data on livestock numbers. Other sources for data are State Animal Husbandry Departments, Directorate of Marketing and Inspection (DMI), National Sample Survey Organisation (NSSO), Central Silk Board, Khadi and Village Industries Commission (KVIC), etc.

2.
The non-agricultural part of the unorganised segment has been covered in the Indian economy through various surveys organised in the regular programmes of NSSO and Follow-Up Surveys of the Economic Census organised/co-ordinated by the CSO. The items of information collected under the Economic Censuses include location, nature of activity, number of persons usually working, type of ownership, social group and gender of owner, having fixed or no premises, power/fuel used,  and whether registered or licensed under any act. In India, the Economic Censuses conducted have provided the required frame for the conduct of the follow-up surveys on various activities: manufacturing, trade, transport, hotels and restaurants and other services for covering the unorganised segment of the non-agricultural economy.  One problem experienced in conduct of the Economic Census has been that it turns outdated quite fast as the own account enterprises and small and tiny establishments are very dynamic in nature because their birth and death rates are very high. It is important to update the frame based on the Economic Census periodically, frequently, at least quinquennially. India is now conducting quinquennial Economic Censuses.

3.
 The follow up enterprise surveys have been conducted utilising the frame provided by the economic censuses. These surveys have helped in filling the data gaps which existed prior to 1977 when Economic Census/ follow-up surveys were not conducted. India has a quinquennial programme of follow-up surveys of economic census. Thus a particular activity gets a chance once in five years.  Amongst the non-agricultural economic activities, the two major (in terms of number of establishments/own account enterprises) activities are manufacturing (unregistered) and trade. Therefore, in the follow-up surveys, these two major activities, unregistered  manufacturing and unorganised trading are covered as a twin programme with larger sample.  Under the first programme, a survey of  Non-Directory Establishments (NDE, those employing 1 to 5 workers)  and Own Account Enterprises (OAE)  is carried out by NSSO covering a sample of some 150,000 operating units while under the second programme, the CSO covers about 40,000 Directory Establishments (DE, employing more than 5 workers and not registered/non-public sector).  For other economic activities, Enterprise Surveys are conducted covering all DE, NDE and OAE covering about 40,000 enterprises/establishments in totality. Thus in a slot of five year programme, in one year trade activity (twin programmes one covering ‘DE’ and the other ‘NDE and OAE’) is covered, in another year manufacturing activity (twin programmes one covering ‘DE’ and the other ‘NDE and OAE’) is covered and in the remaining years other economic activities i.e., hotels and restaurants, transport, storage and other services are covered under the  Enterprise Surveys (covering all DE, NDE and OAE). NSSO, India in its 63rd round(July 2006-June 2007) is conducting a survey on service sector enterprises(excluding trade) and annual survey on consumer expenditure.
4.
The follow-up surveys have provided detailed information on the value of output, intermediate consumption, value added and additions to capital stock required for the national accounts purposes. The experience has shown that the sample surveys provide reliable information on ratios and not on the individual characteristics.  Thus, the ratios such as value added per worker of the activity is taken from the survey results and multiplied by the working force figure of the activity estimated based on the Population Censuses results to arrive at the value added figure of the activity.  It may however be indicated that certain problems have been faced in the use of follow-up surveys particularly in the surveys on Non-Directory Trading Establishments and Own Account Trading Enterprises which have not provided reliable estimates.  The problem with these survey has been that small establishments and own account entrepreneurs do not keep any account of the business and information is collected by asking oral questions.  Fear of attracting taxation and/or other reasons have resulted sometimes in non-usable results such as negative value added.
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