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INTRODUCTION

1. The term "informal sector" was coined in the early 1970s to describe certain
characteristic features of the dual nature of the production system and employment situation as
commonly found in developing countries. A number of ILO activities on the informal sector,
undertaken in various fields and in different countries over the past 20 years, have contributed
to making the concept more widely known and introducing it into development thinking.

2. Since the informal sector became a subject of discussion for policy-makers and
economists, there have been marked changes in the way its role in social and economic
development is viewed; these changes have in turn affected the demand for statistics on the
informal sector. Initially, during periods of high economic growth and development strategies
oriented mainly towards modem, large-scale, capital-intensive forms of industrialisation, the
informal sector was essentially seen as a labour market phenomenon resulting from an excess
labour in the urban areas of developing countries. Apart from young people entering the labour
force, this excess labour was composed mainly of persons from rural areas who migrated to the
towns in search of better employment opportunities. However, as many rural migrants could
not find work in the urban formal sector, they had to create their own informal way of working
and earning a living. Since the activities performed were often poorly remunerated, the informal
sector tended to be regarded as a transformation of rural underemployment into urban
underemployment, a part of the economy which failed to match the development of .the formal
sector and which would be absorbed automatically with the creation of jobs in the public service
and the growth of new industries.

3. In line with the development policies pursued during this period, national statistical
systems tended to be oriented towards those large-scale industrial enterprises which were
assumed to make the greatest contribution to economic development. Little need was felt at that
time to collect data on small units of production, including informal sector units, which are often
engaged in trade and service activities, the low economic importance of which did not seem to
justify the costs and difficulties of collecting relevant statistical information. Apart from
approximate estimates of informal sector employment based on combinations of data on industry,
occupation and status in employment provided by population censuses or labour force surveys,
information on employment and value added in the informal sector could be obtained only
through methods of indirect macroeconomic estimation or the comparative analysis of data from
different sources. However, these indirect methods have been frequently criticised as being too
approximate or hypothetical. They depend heavily on the assumptions made and on the coverage
and quality of the data used. They tend to include components that go beyond the scope of the
informal sector, such as statistically unrecorded, hidden or illegal activities of other parts of the
economy, and thus do not identify the informal sector specifically. Moreover, they yield highly
aggregated macroeconomic estimates which do not provide information either about the
composition of the informal sector or about the way it functions and is related to the rest of the
economy.

4. More comprehensive, reliable and detailed information on informal sector
employment and its contribution to GDP can be obtained only through direct measurement, by
collecting microeconomic data from censuses or surveys. Given the lack of such data from
official sources, a number of empirical studies on the informal sector were undertaken in the
past by international organisations and various research institutions. Examples include the series
of informal sector surveys conducted by the ILO under its World Employment Programme
(WEP) in 15 African, Asian and Latin American cities during the 1970s and early 1980s. The

ICLS, Report III



-2-
results of these surveys, which were summarised by Sethuraman (1981) and Maldonado (1987),
provided a wealth of information which helped to clarify the concept of the informal sector, the
way it functioned and the nature of activities performed, its potential as a source of employment
and income generation and its role in economic development, the constraints placed on the
growth of informal sector units, including the role of government. These studies served as the
basis for proposing policies and programmes of assistance to the informal sector in various
fields.

5. However, most of the empirical research undertaken did not provide a comprehensive
picture of the total size and composition of the informal sector in the countries covered because
the surveys, were often based on small samples (which were not always obtained through
representative sampling procedures), and their scope did not include all types of informal sector
units or branches of economic activity and/or was restricted to selected large cities, such as the
capital. As these surveys were usually conducted on an ad hoc basis and not repeated, they
could not provide data for the analysis of changes over time. The definitions and survey
methods used had to be adapted to the particular purposes of the surveys and the conditions
under which they were carried out; there were thus limited possibilities of aggregation, joint
analysis or comparison of the results across countries.

6. For many developing countries, the past decade was characterised by economic
recession, high inflation, the repayment of foreign debts, population growth and a growing
labour force, particularly in urban areas as a result of the continuing influx of rural migrants.
Employment generation in the formal sector stagnated and was unable to absorb the expanding
labour force. Retrenchments in public expenditure resulting from structural adjustment policies
reduced the traditional role of the public sector as a major employer, and the creation of jobs
in the private formal sector (often dependent on imported technology) was hindered by the high
capital cost per worker. Under these conditions, the informal sector experienced an
unprecedented and unexpected growth. According to rough estimates, it now encompasses some
300 million people in the Third World (ILO, 1991a) and accounts for up to 40, 55 and 70
percent of total urban or non-agricultural employment in Latin American, Asian and African
countries respectively.

7. At the same time, more and more governments have adopted a more positive attitude
towards the informal sector and made attempts to integrate it into the development process.
There is an increasing awareness that the informal sector has its own development dynamics and
that it will not disappear in the foreseeable future; on the contrary, it is likely to continue to
grow, since it is and will remain the only or major source of employment and income for a large
proportion of the population in developing countries. It is being recognised that informal sector
activities play - or could play - an important role in various spheres of the economy, including
the generation of employment at comparatively low levels of capital investment cost per worker,
the production of goods and services which contribute to gross domestic product and economic
growth with a maximum use of indigenous resources and a minimum need for public subsidies,
the alleviation of poverty and of the effects of structural adjustment programmes, human
resources development through apprenticeships and other forms of on-the-job skill transmission
without recourse to public expenditure, and the mobilisation of financial resources through own
savings by the participants. The informal sector (at least in part) is now increasingly regarded
as a sector that deserves support by various types of action to increase its production potential
and, hence, its employment and income-generating capacity through improved access to credit,
training, technology, markets and infrastructure facilities, and through the progressive
improvement of the working conditions and social protection of workers in the sector, the
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development of an appropriate regulatory framework and the organisation of informal sector
producers and workers to help them define and articulate their needs and priorities (ILO, 1991a).

8. The development of statistics on the informal sector as a regular part of national
statistical systems is an important prerequisite for the design of appropriate policies for the
sector. There is a growing awareness among data users and producers in developing countries
that the existing statistical systems must be improved in this respect. Some statistical agencies
have already started to collect data on the informal sector or related topics, such as unorganised
segments of the economy, small enterprises, household and small-scale industries, or household
economic activities. Depending upon the measurement objectives and available statistical
infrastructure, such data have been obtained either from censuses or surveys especially designed
for this purpose, or as supplements to existing censuses and surveys.

9. The growing interest in the development of statistics on the informal sector is also
reflected at the regional level. For example, the Addis Ababa Plan of Action for Statistical
Development in Africa in the 1990s included the informal sector among the priority areas for
future statistical programmes; and the Tenth Inter-American Statistical Conference adopted a
resolution which led to the establishment of a working group on the exchange of information on
the experiences and different methods used by Latin American countries in measuring the
informal sector. Although an informal sector also exists in the developed countries, it differs
in size and expression from that of the developing countries. In general, the need for the
collection of statistics on the informal sector is therefore less urgently felt in developed
countries. However, statistics of hidden informal activities have been included in the work
programme of the Conference of European Statisticians.

10. As far back as 1982, the International Conference of Labour Statisticians (ICLS)
began to take an interest in the informal sector. The Thirteenth ICLS (1982), in its resolution
concerning statistics of the economically active population, employment, unemployment and
underemployment (resolution I), recommended that countries should develop appropriate
methodologies and data collection programmes for the informal sector and, in particular,
elaborate suitable definitions and classifications of the economically active population in the
informal sector. Five years later, the Fourteenth ICLS (1987) discussed the measurement of
employment in the informal sector as a separate topic. Following discussion of a report
prepared by the ILO Bureau of Statistics (ILO, 1987), the Fourteenth ICLS adopted the
following resolution concerning the informal sector (resolution VIII) with a view to developing
international standards:

The discussions have underlined the need to measure employment outside the formal
sector. This is a heterogeneous group which poses many measurement problems. It
should be studied in depth in order to arrive at a definition which includes its component
sub-categories. Therefore, the International Labour Office should continue to work on this
subject and should include it on the agenda of the Fifteenth International Conference of
Labour Statisticians (ILO, 1988).

11. The main purpose of international standards on statistics of the informal sector should
be to provide a set of technical guidelines to statistical agencies. Such guidelines are meant to
serve as a basis for the development of definitions and classifications of the informal sector and
for the choice of data collection methods and programmes adapted to national conditions. They
should be oriented towards the needs of countries where the informal sector accounts for a
significant proportion of total employment and income generation. Secondly, the international
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standards should help to reduce, as far as possible, differences in the statistics of different
countries and thereby improve international comparability.

12. It is obvious that informal sector activities do not easily lend themselves to statistical
measurement. The major difficulties requiring internationally agreed guidelines relate to the
statistical definition of the informal sector and survey methodology. The problem of definition
arises from the fact that the concept of the informal sector, although increasingly used, has been
defined in different contexts with different meanings, leading to confusion among data users and
making comparisons of the statistics difficult. It covers a heterogeneous set of activities which
vary between regions and countries and require further sub-classifications to identify more
homogeneous groups for analytical purposes. In addition, statistical definitions of the informal
sector have been influenced by the feasibility of data collection, survey instruments used and the
selected observation units chosen.

13. As regards survey methodology, it is the number of units involved and their
characteristics which make data collection difficult and require modifications of the traditional
survey methods or the development of new survey methods. The informal sector consists of a
large number of small units which are diverse in activity patterns and modes of operation. They
are characterised by high fluctuation; even within relatively short periods of time many new
units spring up while many existing units cease to exist or change their activity or location. In
rural areas, in particular, informal sector activities are often carried out as seasonal activities.
Informal sector activities tend to be concentrated in certain areas, and in most cases their spatial
distribution does not conform to the general distribution of the population or households in a
country. Many informal sector units are difficult to identify and locate because they are
operated in the owner's home or without fixed premises and lack any recognisable external
features. Most informal sector producers have a low level of education and do not keep reliable
written records of their activities, and some may be reluctant to participate in official surveys
for fear of subsequent taxation or harassment by the authorities. All these factors have to be
taken into account in determining the appropriate survey mechanism, sample design, reference
periods, formulation of questions and organisation of survey operations.

14. In preparation of the work of the Fifteenth ICLS, the Governing Body of the ILO
convened a meeting of experts on labour statistics (Geneva, 28 January-6 February 1992). On
the basis of a report prepared by the ILO Bureau of Statistics (ILO, 1991b), the meeting
discussed the issues involved in the statistical measurement of the informal sector. In the report
adopted by the meeting (ILO, 1992a), a number of conclusions were drawn; these were taken
into consideration in the preparation of the present document.

15. As reflected in the document, ICLS work on the informal sector is closely related
to various other recent statistical developments at the international level. These include: the
revision of the International Classification of Status in Employment discussed by the Conference
on the basis of Report IV (ILO, 1992b); the revision of the System of National Accounts
presented as a final draft to the United Nations Statistical Commission for adoption at its 1993
session (UN, 1992); the UN draft recommendations for a statistical programme for household
and small-scale industries (UN, 1986); the technical study on surveys of household economic
activities prepared under the UN National Household Survey Capability Programme (UN, 1991);
and the work undertaken by the International Research and Training Institute for the
Advancement of Women (INSTRAW) on the measurement of women's economic activities and
in informal sector (UN, 1990).
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16. Chapter 1 of this report attempts to clarify the current concept of the informal sector;

it also specifies the objectives of the collection of data concerning informal sector activities.
Chapter 2 proposes a framework for defining and measuring the informal sector, in terms of the
statistical units chosen and their relation to the institutional sectors of the draft revised System
of National Accounts (SNA). Chapter 3 refers to the proposed international statistical definition
of the informal sector in terms of the activities and units to be included and important sub-
classifications to be made. Chapter 4 deals with methods of collecting data concerning the
informal sector and discusses the relative strengths and weaknesses of different survey
instruments in relation to different measurement objectives. The final chapter sets out the items
of data to be collected, depending on the measurement objectives pursued and survey instruments
used; it also refers to the choice of reference periods and other factors helping to increase
response rates and data quality. A draft resolution based on the conclusions drawn in these
chapters is annexed to the report for discussion by the Conference.
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1. CONCEPT AND MEASUREMENT OBJECTIVES

1.1 The concept of the informal sector

17. There is no generally accepted agreement on the exact meaning and scope of the
concept because the magnitude, nature and composition of the informal sector vary between
regions, subregions and countries according to the level of development and the structure of the
economies. Country-specific differences notwithstanding, the situation in developing countries
can be contrasted with that in the developed countries and, in each of the two groups, the
informal sector can be characterised in terms of the reasons for its existence, the environment
in which it operates and the nature of the activities performed.

1.1.1 Developing countries

18. In the developing countries, the bulk of the informal sector, particularly in the urban
areas, consists of activities undertaken by persons who are compelled to generate their own
employment to earn a living because other sectors of the economy - agriculture, large modern
firms and the public service - are unable to provide a sufficient number of adequate employment
and income opportunities for a rapidly growing labour force and there are no - or only
rudimentary - social benefits from the State to fall back on. Such workers include the urban
poor, migrants from rural areas, persons with low educational and skill levels, women and
young school-leavers entering the labour market, for whom the informal sector offers the only
source of employment and income available to them. In many countries, however, in recent
years an increasing number of skilled, formal sector employees have also started to run informal
sector businesses, as secondary activities to supplement their incomes; such pluri-activity is
particularly widespread among public sector employees as a means of compensating for declining
real wages in times of high inflation and retrenchments in public expenditure. In some cases,
large-scale dismissals of employees from the private formal or public sector have also
contributed to the expansion of the informal sector. However, not all informal sector
employment is an involuntary choice because of lack of alternatives: some persons quit their jobs
in the formal sector to start a business in the informal sector which offers them better
remuneration. While this is a quite recent phenomenon, other parts of the sector have always
existed in one form or another: traditional artisans or traders, and non-farm activities carried
out in the rural areas alongside agriculture or during the off-season.

19. The informal sector thus comprises a very heterogeneous set of activities in any
country. It includes low skill subsistence activities as well as fairly skilled and remunerative
activities, and a wide variety of intermediate categories. The activities performed cover almost
every field of economic activity, ranging from petty trading and personal services to informal
construction, transport, money lending, manufacturing and repairs. Typically, the informal
sector consists of units established, owned and operated by self-employed persons, either alone
or in partnership with others, for the primary purpose of generating their own employment and
income through the production or distribution of goods or the provision of services. As these
units are mainly operated as survival strategies by the poor, the return on investments - a

characteristic of the formal sector - is not their main objective.

20. The conditions under which informal sector units are established and the constraints
under which they operate endow them with certain characteristics. They generally work at a low
level of organisation, have little or no division between labour and capital, and carry on their
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activities on a small scale. They are run by self-employed persons working alone, with the help
of unpaid family members or, in some cases, a few hired workers or apprentices. Informal
sector units face a variety of economic and legal-institutional barriers preventing their access to
real estate, official sources of credit, modern technology, formal training, organised markets,
or public services and amenities. Thus, many of them have very little capital, lack technical or
managerial skills, use simple, labour-intensive technology and carry on their activities in non-
permanent premises, in the homes of their owners or on the street.

21. As most informal sector units operate under sub-optimal conditions with low
productivity and incomes, the informal sector is sometimes identified with the concept of
poverty. However, while the two concepts certainly overlap, they do so only in part because
not all poor people work in the informal sector and not all informal sector workers are poor.
Studies have shown that while the majority of informal sector workers indeed earn low incomes,
there are also a number of participants in the sector (e.g. skilled self-employed craftsmen, shop
owners, independent taxi and bus drivers) who are far better off and whose incomes exceed
those of many formal sector workers (ILO/PREALC, 1986).

22. On the demand side, informal sector activities, particulary in the urban context,
depend heavily on their ability to provide goods and services at lower prices, quantities and
qualities than the formal sector or if imported from abroad. In many branches of economic
activity the informal sector coexists with the formal sector and competes successfully. In other
areas, the two are complementary: the informal sector distributes goods produced in the formal
sector or provides inputs and services through subcontracting, which is sometimes referred to
as "informalisation" of the formal sector (ILO, 1990). It is the most striking example of the fact
that the informal sector is not isolated from other parts of the economy but linked to them in
various ways.

23. Another important aspect is the relationship of the informal sector to the framework
of existing laws and regulations. In some cases, activities which are illegal in themselves (e.g.
smuggling, unofficial exchange of currency, production or distribution of drugs or liquor,
commercialised gambling) may constitute the only means of survival for certain groups of
informal sector workers. But the vast majority of informal sector activities provide goods and
services which are themselves legal, such as handicrafts, vehicle repairs, transport, food
processing and selling, etc. However, many of these informal sector units fail to respect the
legal, administrative or technical regulations in force concerning registration, licensing, tax
payments, labour legislation, safety and health standards, etc. This may be due to various
reasons. In some countries informal sector workers may simply not know about the existing
laws and regulations (Charmes, 1991). In other countries, informal sector producers operate
outside or at the fringe of the legal-administrative system because there are so many regulations
and agencies involved in setting up a business that informal sector entrepreneurs can hardly
afford the cost and time of doing so (de Soto, 1989). In such situations, the evasion of laws and
regulations is simply one of the consequences of the conditions under which they operate. The
public authorities often lack the means for the systematic enforcement of existing regulations or
adopt an ambivalent or tolerant attitude towards the existence of the large number of informal
sector units, which as a result becomes quasi-legal.

24. However, not all informal sector businesses operate totally outside the legal-
administrative framework. In some countries, at least, a sizeable proportion of such units is
registered in some way and/or pays taxes, even though they may not be able to comply with the
full range of regulations in force (Tokman, 1991). This suggests that many informal sector
entrepreneurs would like to legalise their situation whenever possible, since this could enable
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them to have access to some institutional support, such as credit or to the protection of the law
in such matters as enforcement of contracts or the guarantee of property rights (ILO, 1991).

25. In this connection, a distinction should be made between: (i) informal sector activities
which are carried out on the. margin of the law, and thus virtually deprived of any legal
protection, because there is no alternative for survival; and (ii) activities which are performed
with the deliberate intention, for pecuniary or similar reasons, of evading the payment of taxes
or social security conthbutions and infringing labour legislation and other legal provisions, or
certain administrative regulations and procedures. Units engaged in production activities which
are deliberately concealed from the public authorities can be said to belong to the "hidden" or
"underground economy" (UN, 1992). The Fourteenth ICLS emphasised that the concepts of
"informal sector" and "concealed activities" are not identical and should be considered separately
as each reflects a different socio-economic concern with its own measurement objective (ILO,
1988). While in many developing countries the majority of informal sector activities are not
deliberately concealed, considerable segments of the hidden or underground economy may
originate from activities of formal sector enterprises. This includes the production of goods and
services "off-the-books" by officially established enterprises or self-employed professionals,
undeclared financial transactions or property income, overstatement of tax-dedUctible expenses,
employment of clandestine workers, unreported wages and overtime work of declared
employees, etc.

26. However, it should also be recognised that in any country some informal sector units
deliberately conceal their activities from the public authorities. There is thus an overlap between
the informal sector and the hidden or underground economy, the extent of which varies greatly
among countries. Theoretically, the informal sector should include all concealed activities
carried on by informal sector units. In practice, however, such activities pose particular
problems for measurement in official surveys. This is because non-response rates and the extent
of underreporting are likely to be much higher in the case of informal sector producers who
deliberately conceal their activities. These problems can only be reduced through special efforts
in survey execution (see Chapter 5).

1.1.2 Developed countries

27. In developed countries, situations also exist which are similar to that of the informal
sector in developing countries. The difference lies in the size of the sector, the way it manifests
itself and the context in which it arises. As compared with the situation in developing countries,
labour force growth and surplus labour are significantly lower in developed countries, and most
if not all of the population are protected by social security and public support schemes which
guarantee the maintenance of incomes in cases of economic hardship. The need for unemployed
persons to create their own employment as a means of survival is therefore less urgent than for.
the unemployed in developing countries. On the demand side, too, the scope for informal sector
activities is much smaller in developed countries, where the production and distribution systems
are largely dominated by the formal sector. This leaves only relatively few market niches for
informal sector producers, limited to activities which are not or no longer profitable for formal
sector enterprises. Another important difference is that in developed countries persons engaged
in informal sector activities are not necessarily excluded from access to capital, modern
technology, raw materials, formal training, legal protection, etc.

28. Notwithstanding these differences, the following are examples of activities in
developed countries which may be considered similar to those of the informal sector in
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developing countries: small own-account jobs performed in itinerant or street trade, home-
maintenance and repair services, computer software activities, management consulting work,
bookkeeping, secretarial work, contributions to newspapers, etc.; small informal businesses
working under subcontract for formal sector enterprises in some industries, as part of a
restructuring process to reduce costs and increase the flexibility of production; and domestic
services such as babysitting, house cleaning, gardening, music lessons or the sub-letting of
rooms.

29. The reasons for such activities vary. In some cases, as in developing countries, the
persons concerned have no alternative for survival (e.g. illegal immigrants, persons lacking the
skills or professional experience to find other work who are not covered by the social security
network). In most cases, however, other reasons are involved. For example, some people
create their own employment to achieve more flexible working time arrangements than is
possible in other forms of employment. More importantly, many of these activities are
deliberately concealed from the authorities to preserve social welfare benefits or to evade
taxation. They include undeclared self-employment activities undertaken by pensioners or
recipients of unemployment benefit, and undeclared second jobs performed by employees after
their normal working hours. These jobs, in particular, differ from those of the informal sector
in developing countries in that they are often carried out by craftsmen or technical workers who
already have a full-time job and substantial income in the formal sector which provide them with
the equipment, tools, skills and contact with potential clients which they need to engage in
undeclared second jobs on their own account (OECD, 1986).

30. A somewhat specific situation has emerged recently in the countries of Central and
Eastern Europe with the transition from centrally planned to market economies. Since markets
in these countries are less developed owing to the previous absence of market-oriented
production systems, many small private enterprises are now springing up with characteristics
similar to those of the informal sector in developing countries. It is likely, however, that these
enterprises will either cease to exist or soon become formalised once the transition to a market
economy is fully accomplished. Their existence can thus be considered a temporary
phenomenon, whereas the informal sector in developing countries is of a structural nature and
likely to continue for many years to come.

1.2 Measurement objectives

31. Statistics on employment in the informal sector should be developed, in particular,
by countries where the informal sector plays an important and lasting role in total employment
and income generation. In order to develop a conceptual and methodological framework for the
measurement of employment in the informal sector, it is essential to indicate the main objectives
being sought. The data to be provided should be as complete, reliable and detailed as possible.
They are needed for several purposes: to improve labour statistics and national accounts as a
statistical base for macroeconomic analysis and the formulation and evaluation of
macroeconomic, social and other policies; to contribute to the integration of the informal sector
into the overall development process and its institutionalisation; to quantify the contribution of
the informal sector to employment, production, income generation, poverty alleviation, human
capital formation, mobilisation of financial resources, etc.; to design and monitor specific
support policies and assistance programmes for the informal sector or parts of it, as noted in
paragraph 7 of the introduction; and to analyse the situation of particular groups of informal
sector workers such as women, children, rural-urban migrants or immigrants.
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32. To meet these objectives, a comprehensive system of statistics on informal sector
employment should provide data on:

- the total number of informal sector units, classified by various structural characteristics
(e.g., urban versus rural location, type of activity, size) in order to reveal the composition
of the informal sector and identify particular segments;

- total employment in these units, including information on the number of persons engaged
by socio-demographic and other characteristics and on the conditions of their employment;

- the incomes generated through informal sector activities and on related variables;

- other characteristics of the conditions under which informal sector units are created and
carry out their activities, including their relationships with other units inside and outside
the informal sector.

33. Employment opportunities in the informal sector cannot be evaluated without
information on their income-generating capacity. However, the majority of informal sector
workers are self-employed. Unlike data on income from paid employment which can be
obtained with sufficient accuracy through direct inquiry, income from self-employment
(entrepreneurial income) can be derived only from detailed data on the various elements of the
income-generation process, including outputs, inputs and related transactions. If such data are
to be obtained in surveys of the informal sector, they should be collected: in a form that can be
used for purposes of national accounting (e.g., for the estimation of value added or the
construction of input-output tables), which makes it possible to quantify the contribution of
informal sector activities to the gross domestic product and other national accounts aggregates.
Data on inputs and outputs, including information on labour inputs in relation to income
generated, are also useful for the measurement of the productivity of informal sector activities.

34. More detailed suggestions will be made in Chapter 5 on the items of data tobe
WILL! m,a3ute!Itc!a

point to be emphasised here is that the informal sector should be measured as part of the total
economy rather than in isolation. Therefore, the data collected should as far as possible be
compatible with statistics on the formal sector as regards the definitions, classifications and
reference periods used. This facilitates comparisons between statistics and the analysis of
differences between the two sectors.

35. As regards survey methodology, it should be noted that there is an interdependence
between the measurement objectives pursued and the appropriate approaches to data collection.
For example, while information on the number of persons employed in the informal sector and
their characteristics may be obtained through labour force surveys, the other objectives
mentioned above will not normally be achieved by such surveys. This interdependence between
measurement objectives and survey methods also affects the frequency of data collection.
Statistics on the informal sector should be compiled at regular intervals so that changes in the
size and characteristics of the sector over time can be monitored adequately. However, the
desirable frequency of data collection may be different for different types of data, i.e., it will
depend on the measurement objectives, whereas the feasible frequency of measurement will
depend on the human and financial resource requirements of the survey instrument needed to
achieve these objectives. These issues are discussed in Chapter 4.
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2. CONCEPTUAL FRAMEWORK FOR THE DEFINITION AND
MEASUREMENT OF THE INFORMAL SECTOR

2.1 Production unit as reference unit for the definition

36. The Fourteenth ICLS (1987) and the Meeting of Experts on Labour Statistics (1992)
both agreed that the most appropriate reference unit for defining the informal sector is the
economic unit of production as contrasted with other units such as the individual worker or the
job in terms of the kind of employment relationship (status in employment) or type of work
performed (occupation).

37. The term "unit of production" is broader - and thus better suited to the informal
sector - than the term "establishment" as conventionally used in statistical surveys. Subject to
the restrictions imposed by the proposed definition of the informal sector (see Chapter 3), the
term "production unit" refers to any unit engaged in economic activity, i.e. the production of
goods and services as defined by the UN System of National Accounts (SNA), irrespective of
the type of premises used or other characteristics. Thus production units include units which
are operated in identifiable premises specifically intended for such activities (e.g. factories,
workshops, shops, market stalls), in the homes of their owners or in the backyard, as well as
units operating without fixed premises on construction sites, on the street, from vehicles or at
clients' homes. They may not own or use any fixed capital assets. Production units may be
owned and operated by one person alone, by several members of the same household, or in
partnership with members of other households; they may also employ hired labour. They may
be operated all the year round, on a seasonal basis or by casual own-account workers,
irrespective of whether they constitute the main or a secondary activity of the persons involved.
They may carry on their activities in an autonomous fashion, interacting freely in the various
markets, or under subcontracting arrangements with other units. In practice, the delineation of
production units is sometimes difficult; the borderline situations most frequently encountered in
informal sector activities are discussed in section 2.3 below.

2.1.1 Reasons

38. There are several arguments supporting the choice of the production unit - rather than
the individual or the job - as the reference unit for defining the informal sector. The individual
is an inappropriate unit because in many countries a considerable number of individuals are
engaged in two or more jObs, one in the formal sector and the other(s) in the informal sector.
A main activity criterion would have to be introduced, with the result that the definition would
not ensure comprehensive coverage of all informal sector activities. The job is also
inappropriate as reference unit for the definition because the same type of job in terms of
employment relationship and kind of work performed may be carried out in the formal or the
informal sector.

39. Another reason for this choice is that employment and incomes are generated by
production. Production consists of processes which use inputs of labour, capital and goods and
services to produce outputs of goods and services, within economic units of production. As
noted in section 1.2, the collection of data on these processes should be part of the development
of a comprehensive system of statistics on informal sector employment. While production
usually implies the input of labour, it is never the worker as such who serves as reference for
the measurement of production but the economic unit to which he or she provides this labour.
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This holds even in cases where production is carried out by a single worker using little or no
inputs other than his or her own labour. Similarly, while government action to improve working
conditions in the informal sector may be targeted to specific groups of workers or types of jobs,
support policies and assistance programmes to raise the level of employment and income in the
informal sector should be focused on the sources from which that employment and income are
derived, i.e. on production units or branches of economic activity at the macro-level. This type
of assistance is particularly relevant for the vast majority of informal sector workers who are
self-employed persons operating their own businesses (ILO, 1990).

40. Finally, use of the production unit as reference unit is the best manner to ensure
compatibility with the observation units used in economic statistics relating to the formal sector.
In this way, inter-sectoral analyses are facilitated and differences and linkages between the two
sectors can be studied for each branch of economic activity. In particular, the definition and
measurement of the informal sector can be integrated into the national accounts framework as
shown in section 2.2 below.

2.1.2 Implications

41. Defined in terms of units of production, the informal sector is a segment of the
economy which comprises all units meeting the criteria of the proposed definition. One
implication of the choice of the production unit as reference unit is that persons will be
considered employed in the informal sector if the production unit in which they are working falls
within the definition of the informal sector, irrespective of the nature of their jobs (status in
employment, occupation) or their personal characteristics; an example would be the self-
employed tailor running his or her own informal business and the helpers employed to dye the
cloth or deliver the finished garments to the clients. Another implication is that an.individual
with two jobs in two different production units may be employed in the formal sector in one job
and in the informal sector in the other job. The two jobs may have totally different tasks (e.g.
a government clerk who transports passengers for pay in his own car after normal working
hours), or almost identical tasks (e.g. a salaried car mechanic of a tied garage who also repairs
vehicles on his own account). Similarly, of two individuals having the same type of job but
working in different production units, one may be classified as employed in the informal sector
and the other as employed in the formal sector, depending on the characteristics of the
production units in which they work. Examples are owners of informal as opposed to formal
shops, or journeyman joiners working in an informal workshop as opposed to a formal furniture
factory. Finally, just as there are persons employed by more than one unit of the formal sector,
there may be individuals working in more than one unit of the informal sector.

42. Consequently, the population employed in the informal sector comprises all persons
who work in one or more production units considered to belong to the informal sector,
irrespective of whether this work is their main or secondary activity. For the classification of
the total employed population into mutually exclusive categories, persons working in both the
informal and formal sectors should be classified as separate sub-categories, or criteria should
be established to determine their main activity (e.g. on the basis of time spent at work or
remuneration received).

43. Conversely, persons will not be considered as employed in the informal sector if the
production units in which they work do not fall within the definition of the informal sector,
however precarious the employment situation of such persons may be. In some countries, the
growth of the informal sector is accompanied by a rise in various forms of atypical employment
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in the formal sector, with total or partial erosion of workers' protection and/or low
remuneration. Examples include clandestine employment, involuntary part-time work, work on
short-term contracts or without contracts, casual work, labour on call, secondment of workers,
piece-rate work, etc. The persons concerned may be in a similar social situation to that of many
informal sector workers. It may therefore be argued that the two phenomena should be analysed
in conjunction on the basis of data on the different forms of employment in both sectors. The
Meeting of Experts on Labour Statistics recommended that an appropriate approach would be
the cross-classification of workers in the informal formal sectors by their status in
employment, at a sufficient level of disaggregation so that such particular types of employment
can be identified. As shown in Chapter 4, some types of survey arrangements allow the two
phenomena to be measured jointly.

44. The choice of the production unit as reference unit does not necessarily mean that
the informal sector units themselves or their operators must always be the reporting units in
surveys. Depending on the measurement objectives pursued and survey instruments used, some
information on informal sector employment can also be obtained from other individuals working
in these units or from members of their household. The same applies to the observation units
chosen, i.e. the entities on which information is received and statistics are compiled. Depending
on the analytical purposes which the statistics are to serve, the observation units can be the
informal sector units themselves, their operators, the households of their operators, or the
persons employed and the jobs provided in these units. The Fourteenth ICLS emphasised that
the statistics should not be confined to data on the characteristics of the informal sector units
themselves, but should also include data on the socio-demographic characteristics of informal
sector workers and on the kinds of jobs which they are performing (see Chapter 5).

2.2 Informal sector units in relation to the SNA

45. In accordance with proposals made by the Fourteenth ICLS and the Meeting of
Experts on Labour Statistics, the UN System of National Accounts (SNA) is proposed as a basis
for developing the concepts and definitions for measuring the informal sector.

2.2.1 Reasons for using the SNA as a conceptual basis

46. Use of SNA as a conceptual starting point has a number of advantages for informal
sector measurement. First, it provides the opportunity to link the definition of the informal
sector to concepts and classifications which are well-elaborated, internationally agreed and
almost universally used by national statistical offices. A statistical definition of the informal
sector which is linked to SNA is more likely to receive wide acceptance at the international level
and improve the international comparability of the resulting statistics than other definitions.

47. Secondly, statistics on the informal sector should be as comparable with the
corresponding data on the formal sector as possible, in order to facilitate the joint analysis of
the results. The SNA serves as coordinating framework for ensuring the conceptual and
numerical consistency of data obtained from the various types of economic statistics. The
concepts, definitions and classifications used in informal sector statistics (as well as in formal
sector statistics) should therefore be consistent with those of SNA.

48. Thirdly, it has been argued that in many developing countries, because of the scarcity
of survey data on the informal sector, the statistical information base of the national accounts
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is incomplete and reduces their capacity for accurate measurement of the total national economy
(Roubaud; Seruzier, 1991). As noted in section 1.2, comprehensive statistics of employment
in the informal sector should not include only data on the number of persons employed in the
sector and their characteristics, but also data on production, income and related variables. If
the definitions used are integrated into the conceptual framework of SNA, the data could also
be used for the measurement and analysis of the informal sector within that framework itself.
In this respect, the data may serve two purposes: to enhance the coverage and accuracy of the
main accounts, and to compile specific accounts for the informal sector through disaggregation
of the main accounts. In the course of the present revision of SNA, the need for a distinction
between the formal and informal sectors in the system was emphasised repeatedly.

49. Finally, such a distinction would make it possible to quantify the contribution of the
informal sector to economic development and reveal its linkages with the rest of the economy.
It would also help bring recognition to the sector and integrate it into macroeconomic analysis
and development planning.

2.2.2 The informal sector as a subsector of the household sector of SNA

50. The draft revised SNA distinguishes two types of production units: institutional units
and establishments. The first are grouped into sectors and the latter into industries (branches
of economic activity). Production accounts and generation of income accounts are to be
compiled for sectors as well as industries. The other accounts are to be compiled for sectors
only.

51. The purpose of compiling accounts for different sectors and subsectors is to enhance
the usefulness of SNA for the purposes of economic analysis and policy-making, by grouping
together institutional units with similar economic objectives and types of behaviour. Since the
informal sector is understood here as a set of production units with certain features distinct from
other units, it appears logical to define it in relation to SNA institutional units and sectors.

2.2.2.1 Institutional units and enterprises

52. The SNA defines an institutional unit as an "economic entity that is capable, in its
own right, of owning assets, incurring liabilities and engaging in economic activities and in
transactions with other entities" (UN, 1992, Ch. IV). It considers four types of institutional
units: corporations (including quasi-corporations), government units (including social security
funds), non-profit institutions (NPI5), and households. Corporations, government units and NPIs
are legal or social entities whose existence is recognised by law or society independently of the
persons, or other entities, that may own or control them. The fourth type of institutional units
refers to persons or groups of persons in the form of households. The individual members of
multi-person households are not treated as separate institutional units because of the difficulty
of compiling accounts for them on an individual basis. Therefore, by convention, the household
as a whole is considered the institutional unit. When households or household members own
unincorporated enterprises (i.e. enterprises which are not corporations or quasi-corporations),
these enterprises are treated as an integral part of the households themselves and not as separate
institutional units.

53. The total economy consists of all resident institutional units which SNA groups into
the following five mutually exclusive sectors:
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(a) the non-financial corporate sector, composed of non-financial corporations and quasi-
corporations, and non-financial market NPIs;

(b) the financial corporate sector, composed of financial corporations and quasi-corporations,
and financial market NPIs;

(c) the general government sector, composed of government units, social security funds
imposed and controlled by those units, and non-market NPIs controlled and mainly
financed by government units or social security funds;

(d) the sector of non-profit institutions serving households, composed of NPIs providing non-
market goods or services to households (except NPIs controlled and mainly financed by
government units);

(e) the household sector, composed of households (including unincorporated enterprises owned
by households).

54. The SNA uses the term "enterprises" in respect of institutional units which are
engaged in production. Enterprises are either corporations, quasi-corporations, non-profit
institutions, or unincorporated enterprises owned by government units or households. While
corporations, quasi-corporations and NPIs are considered complete institutional units, the term
"unincorporated enterprises" refers to institutional units (households or government units) only
in their capacity as producers of goods and services, i.e. it covers only those activities of the
units which are directed towards the production of goods or services (UN, 1992, Ch. V). This
typology provides the basis for delineating the place of the informal sector within the national
accounts framework.

55. Corporations include incorporated enterprises, public limited companies, public
corporations, private companies, joint-stock companies, limited liability partnerships, producers'
cooperatives, etc. In the present context, the most relevant features of a corporation are that it
is an entity created by process of law the separate legal existence of which is recognised
independently of its owner(s); that its existence, name and address are usually recorded in a
special register kept for this purpose; that the liability of its owners is limited to the amounts of
capital they have subscribed in shares; that it is fully responsible and accountable in law for its
own actions, obligations and contracts; and that it is liable by law to pay taxes on its productive
activities, income or assets, and to submit regularly accounts of its activities and financial status.

56. Unincorporated enterprises owned by households (including unincorporated
partnerships) or government units which are sufficiently structured and independent from their
owners to function or operate as if they were corporations, are treated in SNA as quasi-
corporations and grouped together with corporations in the non-financial or financial corporate
sectors. A necessary condition for an unincorporated enterprise to be considered a quasi-
corporation is the existence of a complete set of accounts for the enterprise, including balance
sheets of assets and liabilities. The accounts must be such that the activities of the enterprise
can be clearly distinguished from those of its owner(s) and that any flows of income and capital
between the two can be identified (UN, 1992, Ch. IV).

57. It follows from the description of the informal sector in Chapter 1 that informal
sector units are highly unlikely to meet the characteristics of corporations and quasi-corporations.
Similarly, informal sector units cannot be non-profit institutions: informal sector units are
established and operated for the purpose of generating incomes to their owners, while, by
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definition, the status of NPIs does not permit them to be a source of income or profit for the
units that establish, control or finance them. (This does not, however, preclude that associations
of informal sector producers may create NPIs to promote their interests or provide assistance
to their members.) Finally, and most obviously, informal sector units are not owned and
operated by governments.

58. Consequently, there is only one possible category of enterprises left which
encompasses the production units of the informal sector: unincorporated enterprises owned by
households. This conclusion limits the scope and provides a framework for defining the
informal sector: household unincorporated enterprises can be regarded as forming the upper
boundary of a statistical definition of the informal sector. Viewed in this perspective, the
informal sector falls entirely within the household sector of SNA, because all production within
the household sector is considered to take place in units which are "unincorporated enterprises"
owned and operated by members of households, either individually or in partnership with others.
However, as this general heading refers to quite different types of units not all of which should
be considered part of the informal sector, the latter should be defined as a particular subset of
the production units of the household sector. Criteria for the identification of this subset by
scope and characteristics are proposed in Chapter 3.

59. This definition of the informal sector is in line with the recommendation of the draft
revised SNA to introduce a distinction between the informal and formal sectors into the system
by way of subsectoring the household sector (UN, 1992, Ch. IV). The distinction between the
informal and formal sectors is explicitly mentioned as one possible method of subsectoring the
household sector, considered to be particularly important for many developing countries.
However, due to the lack of an internationally agreed definition of the informal sector, the draft
does not specify the criteria to be used for the distinction. In a note, the hope is expressed that
the present work of the ICLS will provide the basis for further elaboration of the system in this
area (UN, 1992, Ch. IV).

60. The term "unincorporated enterprise" is somewhat cumbersome when applied to
some of the production units of the informal sector, such as own-account workers carrying out
their activities with no premises and virtually no capital. But it has the advantage of
emphasising that the production unit, from a legal point of view, is not constituted as an entity
separate from its owner(s) (as are corporations) and, from an accounting point of view, cannot
be clearly separated from the other activities of the household(s) to which it belongs (as must
be enterprises considered as quasi-corporations). However, SNA also uses also the term
"household enterprises" in referring to unincorporated enterprises owned by households, and this
term will be used in the remainder of this report.

61. Production units of the informal sector have all the characteristics of household
enterprises. The fixed and other assets used in household enterprises do not belong to the
enterprises themselves but to their owners. The enterprises as such cannot engage in
transactions with other economic units. They cannot enter into contracts with other units nor
incur liabilities on their own behalf. Their owners have to raise the necessary finance at their
own risk and are personally liable, without limit, for any debts or obligations incurred in the
production process (UN, 1992, Ch. IV). For many of these enterprises, it is difficult to
distinguish clearly which part of the expenditure is attributable to the production activities of the
enterprise and which part is simply normal household expenditure. Similarly, capital goods such
as buildings or vehicles may be used partly for business and partly for household purposes. The
same is true of financial transactions (e.g. taking out of loans) where it may be difficult to
distinguish financial transactions relating to the economic activity of the enterprises from those
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made by the owners for personal purposes. Therefore, it may not always be easy in practice
to obtain accurate estimates of the value added, operating surplus and entrepreneurial income
of such enterprises.

62. The owner of a household enterprise usually has a dual role to play: first, as the
entrepreneur responsible for the creation and management of the enterprise and second, as a
worker who contributes labour inputs of a kind which, in principle, could also be provided by
paid employees. Thus, the surplus from the productive activities of a household enterprise
usually represents a mixture of two different kinds of income: return to entrepreneurship, and
remuneration for work done. It is therefore described in SNA as "mixed income" instead of
"operating surplus".

63. Household enterprises also include unincorporated partnerships set up by members
of different households as they are commonly found in the informal sector. The liability of the
partners for the debts of the businesses must be unlimited for partnerships to be treated as
household enterprises because partnerships in which liability is limited, are separate legal entities
and should be treated as corporations. However, unincorporated partnerships for which
complete sets of accounts are available should be treated as quasi-corporations (UN, 1992, Ch.
IV). If such accounts are not available, the partnerships remain household enterprises even
when there are many partners as may, for example, be the case with informal cooperatives.

2.2.2.2 Establishments

64. An enterprise (i.e. an institutional unit engaged in production) may carry out
simultaneously different kinds of productive activities, using various types of production
processes to produce different goods and services. Thus, for analyses in which the technology
of production plays an important role and for the construction of supply and use tables, it is
necessary to work with production units that are engaged in essentially the same kind of
production. In addition, some enterprises engage in productive activities at more than one
location, and for some purposes (e.g., analysis of production by region) it may be useful to
distinguish between these locations. For these reasons, the enterprises concerned are split into
smaller and more homogeneous production units, which SNA defines as "establishments". The
system classifies establishments by kind of activity and groups them into industries on the basis
of the International Standard Industrial Classification of All Economic Activities (ISIC, Rev.3).
This is done for the purpose of compiling production accounts and generation of income
accounts for industries (in addition to the complete set of accounts for sectors).

65. In practice, the distinction between enterprises and establishments as different kinds
of production units applies particularly to large corporations, although it may to some extent also
be relevant to household enterprises. In principle, it might therefore be useful to base the
definition of the informal sector on the establishment rather than the enterprise. However, as
explained below in the delineation of establishments within enterprises, the establishment does
not seem to be a conceptually appropriate or practical unit for this purpose.

66. In partitioning enterprises engaged in different kinds of productive activity into
establishments, SNA takes into account only those activities whose outputs are suitable for
delivery to other units (even though they may be actually used for own intermediate consumption
or own capital formation of the enterprise). The principal activity is distinguished from
secondary activities on the basis of value added. Ancillary activities are defined as activities
undertaken within an enterprise to support its principal or secondary activities; their output is
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not intended for use outside the enterprise. Ancillary activities typically consist of supporting
services of a universal nature, such as account keeping, storage and transportation of goods,
cleaning and maintenance of buildings, repair of machinery and equipment, etc. Such activities
are treated as integral parts of the activities with which they are associated and not as
constituting establishments on their own.

67. Accordingly, the draft revised SNA defines an establishment as "an enterprise, or
part of an enterprise, that is situated in a single location and in which only a single (non-
ancillary) productive activity is carried out in which the principal productive activity accounts
for most of the value added" (UN, 1992, Ch. V). This definition allows for the possibility that
there may be one or more secondary activities carried out, provided that they are on a small
scale compared with the principal activity. Otherwise, secondary activities of an enterprise
should be treated as taking place in separate establishments. It should be noted that the
expression "location" can be interpreted in two different ways: in a narrow sense it may refer
to a specific workplace, or in a broader sense to the most detailed geographic area (State,
province, county, municipality, etc.) for which statistics are to be compiled. For the purposes
of national accounting, it is usually not necessary to interpret location in the narrow sense.

68. Enterprises can be integrated in two ways: horizontally and vertically. A horizontally
integrated enterprise is one in which different kinds of activities producing different kinds of
goods or services for sale on the market are carried out on a parallel basis. For each such
activity, a separate establishment should normally be identified. A vertically integrated
enterprise is one in which different stages of production are carried out in succession by different
parts of the The output of one stage becomes an input into the next stage, and only
the output from the final stage is actually sold on the market. The draft SNA recognises the
practical difficulties of partitioning a vertically integrated enterprise into establishments;
nevertheless, it recommends that when such an enterprise is engaged in activities that belong to
two or more categories at the first digit level of ISIC, at least one establishment should be
distinguished within each category.

69. For practical purposes, an essential requirement for partitioning an enterprise into
establishments is the feasibility of data collection: it must be possible to collect data which
permit the calculation of value added and operating surplus/mixed income in respect of each
establishment. Therefore, ISIC (Rev.3) defines an establishment in operational terms as "an
enterprise or a part of an enterprise which independently engages in one, or predominantly one,
kind of economic activity at or from one location or within one geographic area, for which data
are available, or can meaningfully be compiled, that allow the calculation of the operating
surplus" (UN, 1990). The term "enterprise or part of an enterprise" means that an establishment
cannot contain parts of more than one enterprise; it is itself always equal to or smaller than an
enterprise. The adverb "independently" excludes those parts of an enterprise which are
vertically integrated into other parts of the enterprise from the definition of establishment. Even
if location were interpreted in a narrow sense, the expression "at or from one location" would
cover taxi driving, Street vending and other ambulant activities (with the possible exception of
activities carried out by homeless persons). However, even in respect of enterprises which carry
out their activities in two or more places of work, the introduction to ISIC (Rev.3) mentions that
the distance between the workplaces has to be "quite large" in order to justify separate locations,
provided that all the workplaces fall within the same smallest geographic area for which separate
statistics are to be compiled.

70. It should be noted that this concept of establishment is not identical to that often used
for data collection purposes in national establishment censuses and surveys. In such censuses
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and surveys, the term "establishment" often refers to an identifiable workplace in which a
particular kind of productive activity is carried out, such as a factory, garage, shop, restaurant,
etc. In the case of the informal sector, the differences between these two concepts of
establishment may, in practice, prove to be quite large. On the one hand, the concept of
establishment as used in establishment censuses and surveys will be broader than that defined
in ISIC (Rev.3), because a specific workplace may accommodate several different types of
horizontally integrated informal sector activities of equal importance in terms of value added,
or activities which are vertically integrated into other activities carried out in a different
workplace. A specific workplace may even be shared by several enterprises belonging to
different households, i.e. different institutional units. On the other hand, it will be narrower
because the ISIC definition of establishment is not necessarily restricted to a single workplace.
In general, however, an association of establishments with identifiable places of work is of
limited relevance to the informal sector, because not all informal sector activities are carried out
in such places. For present purposes, it is therefore primarily the concept of establishment as
defined in ISIC (Rev.3) which should be discussed.

71. This provides the background for an examination, in theory and practice, of the
relevance of the distinction between enterprises and establishments as different kinds of
production units as applied to the informal sector. A first point to be made is that many if not
most informal sector enterprises engage in only one, or predominantly one, kind of activity at
or from one location (in the sense of ISIC). A number of the units do not use an identifiable
place of work to carry out their activities, while others do. Some of the units may even use two
or more workplaces located within the same geographic area. In all such cases, the two kinds
of production unit coincide and the distinction becomes conceptually irrelevant. However, there
are also a number of informal sector enterprises which engage in different kinds of activities
(either at the same time or during different periods of the year) and/or carry out their activities
at or from different locations. According to the definition of establishment given by ISIC
(Rev.3), such enterprises should be considered as being composed of different establishments
only if (i) none of the activities is predominant in the sense of accounting for most of the total
value added of the unit, (ii) the activities are horizontally integrated, and/or (iii) carried out in
more than one geographic area of the smallest category for which the statistics are to be
compiled. Moreover, in order to be able in practice to identify different establishments within
the units concerned, it must be possible to collect data that allow the operating surplus for each
such establishment to be calculated.

72. Since most informal sector units do not keep records or only some basic type of
records, it may in practice prove to be difficult to partition them into establishments. This
difficulty is compounded by the fact that many informal sector units, when engaged in different
kinds of activities at the same time, operate in such a way that the activities are closely related
to one another. While it should be possible to collect separate data on the outputs of each
activity (at least in the case of horizontally integrated activities), it is more difficult to obtain
such separate data in respect of all the inputs used in the production processes, including the cost
of hired labour. Persons employed in such a unit may contribute to different activities of the
unit during the same period of time, and it may be difficult to allocate their labour inputs to the
various activities. Similarly, the same premises, vehicles, electricity supplies, etc. may be used
to carry out different activities, and it may be difficult to allocate the corresponding expenses
to the activities concerned. In practice, the only feasible way to deal with such cases may be
to allocate all inputs which can be clearly associated with a particular kind of activity (e.g.
specific types of raw materials used) to that activity, and to distribute the other inputs among
all activities for which they are used. Such a distribution may be made in proportion to the
outputs produced, or, in the case of labour inputs, according to the time worked in each activity.
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73. Irrespective of whether different kinds of activities carried out by the same informal
sector units are treated as separate establishments, efforts should be made to obtain from such
units as much separate information as possible in respect of each activity. In particular, this
applies to all horizontally integrated activities, irrespective of how much they contribute to the
total value added of the unit. Separate information on each activity will be useful for many
purposes, including the study of informal sector employment by branch of economic activity,
the analysis of the income-generating capacity of different kinds of informal sector activities,
understanding the way the informal sector functions, etc. Similarly, in the case of informal
sector units which carry out their activities in more than one workplace, it would be useful to
collect information in respect of and at each of these workplaces, provided that they can be
identified. Such issues should be distinguished from the conceptual considerations involved in
defining the informal sector.

74. The enterprise, rather than the establishment, as a production unit for defming the
informal sector, offers a number of advantages. First, it permits a direct link to be made
between the definition of the informal sector and the household sector of SNA, while the
establishment woutd permit only an indirect link. Secondly, the enterprise does not need to be
redefined for the purposes of informal sector statistics, whereas some modifications to the
existing international and national definitions of establishments would have to be made. Thirdly,
the enterprise is better suited to reflect the way the informal sector functions since it
encompasses all the productive activities of a given unit, while the concept of establishment is
designed to separate them.

2.3 Particular cases

75. In some cases, it may be difficult even to identify enterprises of the informal sector.
Some of the borderline situations frequently encountered in practice are discussed below.

2.3.1 Households with several enterprises

76. The same or different members of a household may be engaged as employers, own-
account workers or unpaid family workers in different kinds of informal sector activities during
a given reference period. The question therefore arises whether such different activities should
be considered separate informal enterprises or parts of the same household enterprise.

77. According to the introduction to ISIC (Rev.3), an enterprise must by definition fall
under one ownership or control. To be considered a separate enterprise, the unit must
independently direct and manage its receipt and disposition of income, accumulation of property,
and borrowing and lending. It must also have the power to decide on the allocation of resources
for the production of goods and services, based on ownership or control of these resources (UN,
1990). These criteria are difficult to apply in the context of household enterprises. The income
received by individual household members may be pooled for the benefit of all members, and
decisions on expenditure may be made collectively. Assets may be owned or liabilities incurred
jointly by the household members.2 As noted in the previous section, some inputs may be
shared to produce different kinds of goods or services. In such, situations, it is virtually
impossible from outside to identify different enterprises within the same household.

78. However, the introduction to ISIC (Rev.3) also mentions that the observation units
used in statistics should be chosen in such a way that they are perceived by their operators and
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others as viable, operational units which reflect the organisational structure of production as it
occurs in practice. Therefore, in cases where household members are engaged as self-employed
persons in different kinds of informal sector activities, it may be recommended that, in practice,
it should be decided in consultation with the survey respondents themselves whether these
activities are to be considered as parts of one single enterprise or as separate enterprises. In
cases where a household member, or group of household members, are engaged as self-
employed persons in different kinds of informal sector activities at a time, it may be agreed, for
the purposes of facilitating survey operations, not to consider such activities as separate
enterprises. In other words, the same individual, or same group of individuals within a
household, would be considered as operating only one enterprise during the reference period.

2.3.2 Outworkers

79. The draft revised SNA defines an outworker as a person who agrees to work for or
to supply a certain quantity of goods or services to an enterprise, by prior arrangement or
contract (formal or informal), but whose place of work is not within any of the establishments
that make up that enterprise (UN, 1992, Ch. VII). This situation applies, in particular, to those
informal sector activities which are undertaken under subcontracting arrangements with formal
sector enterprises (cf. paragraph 22). Outworkers usually determine their places of work by
themselves; many outworkers work at home (and are thus often also referred to as
"homeworkers") but others use other premises of their own choice. The enterprise for which
they work does not control the time spent at work by an outworker and does not assume
responsibility for the conditions in which the work is carried out, but it may carry out checks
on the quality of work. In some cases the employer or contractor provides the outworker with
the equipment and/or materials for their work, while other outworkers may have to purchase
their own equipment and/or materials.

80. In some countries or branches of economic activity, the number of outworkers may
be quite large, and they are often a group of particular concern regarding social policy and legal
protection and the links between the formal and informal sectors. However, it is often not clear
whether outworkers should be considered as production units on their own or part of the
enterprise which contracts work out to them or in terms of status in employment, whether they
should be considered self-employed persons or employees. It follows from the statistical unit
chosen for the definition of the informal sector that self-employed outworkers would be classified
in the informal or formal sector depending on the characteristics of the production units which
they constitute; these are likely to fall within the definition of the informal sector. On the other
hand, employee outworkers would be classified according to the characteristics of the production
units of their employers; these are very often enterprises falling outside the definition of the
informal sector (although there may also be a number of informal sector units which hire
employee outworkers).

81. According to the draft revised SNA, outworkers who hire paid workers to assist them
in their work are employers and must therefore always be treated as self-employed owners of
household enterprises. In the case of other outworkers, the distinction between employees and
self-employed persons should be based on the type of remuneration received: remuneration on
the basis of the amount of labour inputs provided versus value of the goods or services produced
as outputs. Therefore, an outworker is considered an employee when an implicit or explicit
contract or agreement exists between the enterprise and the outworker which specifies that the
latter is remunerated on the basis of the amount of work done. Conversely, an outworker is
considered self-employed when there is no such contract or agreement and the income earned
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by the outworker depends on the value of the goods or services supplied to the enterprise. In
such situations, the outworker is likely to take decisions on markets, scale of operations and
finance and may well own or rent the machinery or equipment on which he or she works (UN,
1992, Ch. VII).

82. In practice, this distinction is not easy to apply. Until the corresponding data have
been collected, self-employed outworkers may be indistinguishable from employee outworkers,
just as outworkers in general may be indistinguishable from other units engaged in the same
kinds of activities. The Meeting of Experts on Labour Statistics thus emphasised that, for
practical purposes, it would be easier to treat all outworkers as self-employed and include them
in the. informal sector. However, such treatment would be in line with neither the above-
mentioned SNA recommendations nor the practices of industrial statistics which often include
outworkers in the data for the establishments which they serve (see UN, 1986). It may lead to
double-countings if the results of informal sector statistics were to be used as a supplement to
the results of industrial statistics. It should also be noted in this connection that the proposal for
the revision of the International Classification of Status in Employment (presented as Report IV
to this Conference) also distinguishes implicitly between self-employed and employee outworkers
since it explicitly mentions only the latter (referred to as "outworking employees").

83. In the light of all these points, a recommendation along the following lines may be
suggested: for the purposes of data collection, all outworkers should be included in the scope
of informal sector surveys. On the basis of the information collected, self-employed and
employee outworkers should be distinguished on the basis of the criteria recommended in the
SNA (cf. paragraph 79 above). They should be considered part of the informal sector if the
characteristics of the production units in or for which they work meet the criteria of the
definition of the informal sector (see Chapter 3). In order to enhance the usefulness of informal
sector statistics for analytical purposes, outworkers should be identified as a separate sub-
category in the results published.

2.3.3 Paid domestic workers

84. In many countries, a considerable part of the labour force consists of persons who
render paid domestic services in other households (e.g. cooking, child care, laundering,
cleaning, gardening, transportation or security services). The decision on whether or not paid
domestic services are to be included in statistics of the informal sector should be left to
individual countries. Some countries may prefer to exclude all domestic services and treat them
as a separate category outside the distinction between formal and informal. However, since
other countries may wish to treat paid domestic services on the same basis as other activities,
the issue is discussed below.

85. Like outworkers, paid domestic workers are often at the borderline between self-
employment and paid employment and may therefore be difficult to classify in informal sector
statistics. The inclusion or exclusion of such persons depends on whether or not they can be
considered production units on their own, separate from the households in which they perform
their services. If they constitute separate production units, domestic workers should be
considered self-employed owners of household enterprises engaged in the production of domestic
services for sale, and may thus be included within the scope of the informal sector. On the
other hand, domestic employees should be considered part of the production unit formed by the
household which employs them. The SNA includes households, which employ paid employees
for the production of domestic services for own final consumption, among household non-market
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enterprises (UN, 1992, Ch. IV), and it will be proposed in Chapter 3 of this report that these
household non-market enterprises should be excluded from the scope of the informal sector. It
should be noted that ISIC (Rev.3) also makes a distinction between self-employed domestic
workers and domestic employees, by classifying independent units (including individuals)
providing services to households according to their main activity and not among "Division 95:
private households with employed persons" (UN, 1990).

86. For the purposes of informal sector statistics, the distinction between self-employed
domestic workers and domestic employees may be made as follows. If the domestic workers
themselves use hired labour to assist them in their work, they should be considered self-
employed. If they do not use hired labour, the classification should theoretically depend on
whether the domestic workers sell the products of their work or simply their own labour to the
households. It can be assumed that the latter is the case when the domestic workers have an
implicit or explicit employment contract with the household(s) where they work which stipulates
that they are remunerated on the basis of a fixed salary according to the time spent at work
and/or that they are covered by social security schemes. In many situations, however, it may
be impossible to distinguish, in the case of paid domestic services, the sale of labour from the
sale of the services themselves. Therefore, a more pragmatic approach is suggested here which
uses the number of employers or clients as basis for the distinction: a domestic worker who
renders his or her services on a regular basis to only one household (or, possibly, to a small
number of always the same households), should be considered an employee; a domestic worker
who renders his or her services on an ad hoc basis to a larger number of different households
should be considered a self-employed person. To enhance the usefulness of the statistics for
analytical purposes and international comparisons, domestic workers included in the informal
sector should be identified as a separate sub-category.

Notes

1 This report is based on the final draft of the Revised System of National Accounts (UN,
1992) as it will be submitted to the 1993 session of the United Nations Statistical Commission
for adoption.

2 For these reasons, SNA treats the household as a whole as institutional unit.
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3. STATISTICAL DEFINITION OF THE INFORMAL SECTOR

3.1 Purpose and requirements

87. There is no general agreement on the exact meaning of "informal sector". The term
is used in different contexts with different meanings and users of statistics may wish to defme
the sector for different analytical purposes. Statistical definitions should therefore generally be
broad to accommodate the needs of various data users and allow for flexibility in data analysis
and should specify the scope of a survey for data collection purposes. Once the data have been
collected, they can be processed and analysed on the basis of more specific definitions for
particular purposes. This broadness is essential to an international statistical definition of the
informal sector, which has to encompass the different ways in which the informal sector
manifests itself in different countries and provide flexibility in the adoption of more specific
definitions at the national level.

88. However, as the informal sector does not exist in a uniform way in all countries, it
may even be difficult to reach an agreement on an international definition for data collection
purposes. To facilitate such agreement, a modular approach to defining the informal sector is
suggested in this report, in line with the resolution adopted by the Fourteenth ICLS (cf.
paragraph 10 of this report). The objective is to identify a core part of the informal sector
which is common to all countries and which should thus be included in any national definition
of the sector (cf. section 3.4.2), and other parts which may be included by countries on an
optional basis depending on their national circumstances. To enhance the international
comparability of the statistics, it is important to identify separately the different groups covered
by the national definitions. A modular approach is also useful at the national level to distinguish
units which clearly fall within the scope of the informal sector and which therefore can be
relatively easily defined from those which are more difficult to define.

89. A broad definition of the informal sector for data collection purposes will comprise
a heterogeneous set of activities, the relative importance of which may vary considerably from
country to country. On the basis of the data collected, further sub-classifications of the informal
sector are therefore necessary to identify more homogeneous groups with greater analytical
significance and as target groups for specific support programmes and assistance projects. Such
sub-classifications are also useful for comparisons of the statistics over time and between
different countries, as it might be possible to compare data on particular segments of the
informal sector even when aggregate data on the sector as a whole are not comparable. Some
proposals for the sub-classification of informal sector units are made in section 3.6.

90. This view of the informal sector as an "umbrella" concept for data collection
purposes encompasses a number of distinct elements: "Informal sector was ... never proposed
as a definition of a homogeneous group of individuals or as a tool for analysis; rather it was
identified with a subset of economic activities and intended to describe a domain like rural or
urban sectors only to focus research and policy. Just as in the case of rural or urban sectors,
one needs to disaggregate it in order to draw meaningful conclusions." (Sethuraman, 1988.)

91. The criteria used in statistical definitions of the informal sector should meet several
requirements. They should be measurable in a clear-cut, objective way. With a view to the
measurement of changes in the informal sector, they should be chosen so as to ensure stability
over time. The criteria should be usable in different types of surveys (including labour force
and other surveys where employment in the informal sector is only one of several topics) and
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be easily applicable during survey operations. Their number should therefore be limited to the
minimum required; the criteria chosen should thus be meaningful in their own right but at the
same time correlated with other features of the informal sector. They should refer to
characteristics of production units, be relevant to all kinds of informal sector activities and
should not define ex ante characteristics of the informal sector which only data collection will
reveal. These requirements exclude the use of such criteria as the amount of output, receipts,
turnover, value added, operating surplus, income, capital invested, productivity, level of
technology employed, level of education, etc. For an international definition, the criteria should
be acceptable to a wide range of countries and be internationally comparable to the extent
possible.

3.2 Identification of household enterprises

92. It was proposed in section 2.2.2 to define the informal sector as a subset of
household enterprises, i.e. unincorporated enterprises owned and operated by households or
household members, either individually or in partnership with others. As opposed to
corporations and quasi-corporations, household enterprises are defined in the SNA as production
units which are not constituted as legal entities separate from their owner(s) and which do not
have a complete set of business accounts, including balance sheets of assets and liabilities.
Thus, the type of legal organisation of the unit and the type of accounts kept are the first two
criteria of the proposed international definition of the informal sector.

93. The application of these two criteria in surveys should pose no problems in cases
where the production units themselves or their owners are the reporting and observation units.
In such cases, a straightforward question on the legal status of the enterprise can be asked to
distinguish between sole proprietorship and ordinary partnerships (unincorporated enterprises)
on the one hand and incorporated enterprises, limited liability partnerships, joint stock
companies, formally established cooperatives, etc. (corporations) on the other. The owner(s)
of the enterprise should be able to provide this information because corporations are usually
recorded in a special register and because they are required by law to submit regularly complete
accounts to the fiscal authorities, according to standardised bookkeeping rules, for taxation on
the basis of profits made (as opposed to flat-rate taxation).

94. In many developing countries the notion of quasi-corporation is in practice of limited
relevance because most private enterprises with complete accounts are legally constituted as
corporations. Where relevant, the owner(s) of an unincorporated enterprise should, however,
be able to provide the necessary information for determining whether the unit should be
considered a household enterprise or a quasi-corporation. Quasi-corporations must have
accounts similar to those of corporations, and this can be identified through a question on the
type of accounts kept for the enterprise. Moreover, in many countries there is a connexion
between the type of accounts kept and the different kinds of taxation of enterprises. In such
cases, unincorporated enterprises may also be distinguished from corporations and quasi-
corporations by a question on the kind of tax declaration made. In some French-spealdng
African countries, for example, all enterprises which submit a so-called statistical and tax
declaration (°déclaration statistique et fiscale") to the authorities are considered corporations or
quasi-corporations for purposes of national accounting (Charmes, 1990b). One problem of
questions on tax declarations is that respondents may be reluctant to answer them; questions on
the type of accounts kept are likely to be less sensitive.
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95. The identification of household enterprises is more difficult in cases where the
information is to be provided by persons other than the owners of the enterprises themselves.
Such persons cannot generally be expected to know about the legal status and type of accounts
of the enterprise in question. This situation arises when proxy respondents have to be
interviewed during the listing phase for informal sector surveys, or when employment in the
informal sector is measured through labour force or other general household surveys.

96. In the first case, the problem can be solved relatively easily. All enterprises whose
legal status and account-keeping practices are unknown but which meet the other criteria of the
definition of the informal sector may be included in the lists. If such units are selected in the
final sample, their owner(s) will provide the information needed for determining whether the
enterprise is a household enterprise or not. In most cases, it will be a household enterprise
because the number of corporations and quasi-corporations is much lower than the number of
household enterprises. However, if it is not a household enterprise, the interview may be either
stopped or continued in its full length. In both cases, the sampling weights for informal sector
units will have to be readjusted accordingly.

97. The identification of household enterprises for the measurement of informal sector
employment in labour force or other general household surveys requires a different solution.
In the case of such surveys, for the purposes of classification into the informal sector,
information on the characteristics of the enterprise(s) in which they work will be collected in
respect of all employed persons included in the sample, irrespective of their status in
employment. However, survey respondents who are employees or unpaid family workers will
often not be able to provide information on the legal status of the enterprise, let alone its
account-keeping practices. The problem is even more acute when it is not the actual worker
who is interviewed but another member of the household response).

98. In such surveys, household enterprises can be identified only approximately, through
inclusion of a filter question on the type of enterprise in the survey questionnaire. Survey
respondents would be asked to classify the enterprise(s) where they work, according to such
broad categories as, for example, government agencies, public enterprises, hospitals, schools,
cooperatives, societies, associations, large factories, industrial or commercial chains, bank and
insurance companies, engineering firms, lawyers' or doctors' offices, garages, workshops,
shops, restaurants, etc. Such a filter question would distinguish enterprises which might be
household enterprises from those which are clearly not household enterprises. It can be assumed
that a question on the type of enterprise makes possible a sufficiently accurate identification of
household enterprises, particularly when combined with others based on other criteria of the
definition of the informal sector as proposed later in this chapter. These other criteria are likely
to be more readily known by respondents and to coincide with the criteria that distinguish
corporations and quasi-corporations from unincorporated enterprises.

3.3 Scope of the informal sector

99. Household enterprises in the sense of the SNA include different types of production
units not all of which should be considered part of the informal sector. It is therefore proposed
to define the informal sector as a particular subset of household enterprises. This subset can be
identified in two steps. Firstly, the scope of the informal sector must be delineated in terms of
the kinds of activities carried out by the units, the destination of the goods and services produced
(market versus non-market), and the geographic coverage of the inquiry (urban versus rural
areas). Secondly, for units falling within the scope thus defined, specific criteria must be
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developed for distinguishing informal sector units from other household enterprises (cf. section
3.4 below).

3.3.1 Restriction to economic activities

100. The scope of the informal sector should be restricted to economic activities, i.e.
activities falling within the production boundary as defined by the SNA. Such a restriction is
necessary to ensure that employment, production and income generation in the informal sector
can be measured as a share of total employment, domestic product and national income.

101. According to the draft revised SNA, production includes: (i) the production of all
individual or collective goods or services that are supplied to units other than their producers,
or intended to be so supplied, including the production of goods or services used up in the
process of producing such goods or services; (ii) the production of all goods that are retained
by their producers for their own final consumption or gross capital formation; and (iii) the
production of housing services by owner-occupiers for their own final consumption, and of
domestic and personal services produced by households for their own final consumption by
employing paid domestic staff (UN, 1992, Ch. VI). Unpaid domestic and personal services
produced by persons for final consumption within their own household are excluded from the
production boundary.

102. The production boundary as defined by the draft revised SNA also includes illegal
or concealed activities provided that they are genuine production processes whose outputs consist
of goods or services for which there is an effective market demand (i.e. the transactions are
made by mutual consent between the producers and consumers of the goods or services). In
principle, all such activities fall within the scope of the informal sector if they are carried out
by units covered by the definition of the informal sector. In practice, however, statistical
surveys may not be able to cover all illegal or deliberately concealed activities carried out by
informal sector units because of the difficulties of obtaining data on such activities (cf. paragraph
26). Due to the sensitivity of the information, measurement may be virtually impossible in some
cases or require procedures which are too complex to justify the coverage.

103. Another issue is the lower age limit which should be used for measuring employment
in the informal sector. In some countries, a significant number of children below the age
specified for measuring the economically active population in population censuses and household
surveys work in the informal sector. As child labour is an important concern in educational and
social policies, efforts should be made to include children below the specified minimum age in
the statistics of persons employed in the informal sector. However, these children should be
classified as a separate group to avoid any inconsistency with the overall employment figures
and allow employment in the informal sector to be measured as a subset of total employment.

3.3.2 Exclusion of non-market producers

104. By analogy with the different kinds of production included in the production
boundary (cf. paragraph 101 above), the SNA distinguishes the following categories of
household enterprises (UN, 1992, Ch. IV):
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(1) Household market enterprises: They are created for the purpose of producing goods or
services for sale or exchange on the market. The outputs produced may be sold to final
consumers or to other enterprises for intermediate consumption. Some of the outputs
produced may be retained for consumption by members of the household to which the
owner belongs.

(2) Household non-market enterprises: They are created for the purpose of producing goods
or services for own final consumption or own gross fixed capital formation. They are
divided into two groups:

(a) Producers of goods for own final use. They include: (i) subsistence farmers or
others engaged in the production of agricultural goods for their own final
consumption; (ii) households engaged in the construction of their own dwellings or
other structures for their own use, or in structural improvements or extensions to
existing dwellings or structures; and (iii) households engaged in the production of
other goods for their own consumption such as cloth, clothing, furniture, Other
household goods, foodstuffs (other than meals for immediate consumption), etc.
Such enterprises may sell, any output that exceeds their own needs, but if they
regularly sell most of their output they should be treated as market enterprises.
Groups of households that engage in the communal construction of buildings, roads,
bridges, etc. for their own individual or community use shoUld be treated as
partnerships engaged in non-market production.

(b) Producers of services for own final use. They include: (i) owner-occupiers of
dwellings, deemed to own household unincorporated enterprises that produce housing
services for their own consumption (this group is irrelevant in the present context as
there are no labour inputs involved); and (ii) households employing paid domestic
employees, deemed to own household unincorporated enterprises in which they
employ paid staff - servants, cooks, gardeners, etc. - to produce services for their
own consumption.

105. There was general agreement at the Meeting of Experts on Labour Statistics that units
which are exclusively engaged in the production of goods or services for own final use should
be excluded from the scope of the informal sector. It is suggested here that this recommendation
should be followed and the scope of the informal sector limited to units which produce for the
market. This proposal does not however mean that all household non-market enterprises as
defined above should be excluded from the scope of the informal sector. Producers of goods
for own final use should be included if they sell any of their output, irrespective of whether or
not they regularly sell most of their output. Thus the scope of the informal sector should
comprise all household market enterprises and a part of household non-market enterprises, i.e.
producers of goods for own final use who also produce some of their goods for the market. The
treatment of agricultural activities is discussed separately in section 3.3.4 below. Regarding the
treatment of domestic workers, reference is made to the proposal in section 2.3.3 whereby self-
employed domestic workers would fall into category (1) above and not into category (2)(b).

106. There are two main reasons for the exclusion of units exclusively engaged in the
production of goods or services for own final use from the scope of the informal sector. First,
their inclusion would complicate the conduct of surveys on the informal sector; it is difficult to
determine the value of goods produced for own final use unless the same units also produce
some of these goods for the market. Secondly, units exclusively engaged in non-market
production differ in their economic objectives and behaviour from informal sector units
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essentially because the latter are typically operated with the purpose of employment and income-
generation through the production of goods and services for sale. Therefore, units exclusively
engaged in non-market production should preferably not be merged in the same concept.
Statistics on their activities, as well as on activities falling outside the SNA production boundary,
are important for a number of purposes but should be compiled separately.

3.3.3 Urban and rural areas

107. Originally, the concept of the informal sector was mainly used to refer to a variety
of small-scale activities springing up in rapidly growing urban areas for the self-generation of
employment and incomes. However, it is now increasingly felt that the concept should not be
confined to urban areas but should also cover rural areas. Many countries have a large rural
informal sector consisting of rural small industries and workshops, traditional artisans and
traders, subsistence agriculture and small holdings outside the "modem" agricultural sector, and
non-farm activities carried out as secondary activities alongside agriculture or during the off-
season. The characteristics of such activities are very similar to those found in the urban
informal sector, and policy objectives are also very similar. Moreover, there is a ôlose link
between the two phenomena, since poverty and inadequate employment opportunities in rural
areas are important factors contributing to rural-urban migration and the growth of the urban
informal sector (ILO, 1991b). It has been shown that in some countries the majority of informal
sector activities are located in rural areas, even if only non-agricultural activities are taken into
account (see, for example, Charmes, 1991).

108. For these reasons, the Meeting of Experts on Labour Statistics suggested that the
scope of the informal sector should also cover activities in rural areas, particularly non-
agricultural activities, irrespective of whether they are carried out as main or secondary
activities. In practice, however, it may be difficult for a number of countries to cover rural
areas in surveys of the informal sector because of a lack of sufficient resources and/or
appropriate sampling frames. The international standards should thus contain a clause which
stipulates that the collection of data on the informal sector may be confined initially to urban
areas and that it should be extended gradually to cover the whole country.

3.3.4 Agricultural versus non-agricultural activities

109. Theoretically, there is nothing against the inclusion of household enterprises engaged
in agricultural activities within the scope of the informal sector. Data on household enterprises
engaged in agricultural activities are needed for many purposes, including the framing of
agricultural production and price policies and the design and evaluation of programmes for
agricultural extension, education and research, irrigation, land settlement, agricultural credit,
production technology, etc. (UN, 1991). Such measurement objectives are quite similar to those
referring to the informal sector. For the practical reasons of data collection, it seems, however,
preferable to exclude agricultural activities from the scope of the informal sector and measure
them separately.

110. The economies of many developing countries have a large agricultural sector,
composed mainly of household enterprises. The inclusion of household enterprises engaged in
agricultural activities may therefore lead to a substantial enlargement of the survey operations
in the informal sector and increase their cost.
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111. Moreover, many countries have already an established system of agncultural censuses
and surveys whose coverage often extends to household enterprises engaged in agricultural
activities. Where not included, the units concerned seem to be best covered through an
extension of the existing agricultural censuses and surveys or through surveys of household
economic activities (see UN, 1991, for the latter). Such data sources appear better suited to
meeting the particular requirements for measuring agricultural activities in terms of concepts,
definitions, classifications, organisation of field work, etc. than surveys of the informal sector.
For a number of reasons, it may be difficult to cover agricultural and non-agricultural activities
together in an informal sector survey. Sampling frames for the two types of activities may be
available or be made available from different sources (agricultural versus economic or population
censuses). Non-agricultural activities are more diversified than agricultural activities and tend
to be concentrated in certain areas. Therefore, different and more complex sampling procedures
are usually required for non-agricultural activities if the survey is meant to provide separate
estimates of acceptable precision for different types of such activities. Finally, the reference
periods used may have to be different since the production cycles of agricultural activities are
often much longer than those of non-agricultural activities.

112. The suggestion to limit the scope of the informal sector to non-agricultural activities
(whether in urban or in rural areas) does not disregard the fact that in many cases agricultural
and non-agricultural activities are carried out by the same units. For example, in urban areas
some agricultural activities, such as animal husbandry or market gardening, may be undertaken
as secondary activities alongside non-agricultural activities. More importantly, in rural areas
many non-agricultural activities are carried out by agricultural households during the agricultural
slack season or as secondary activities alongside agriculture to supplement farm income. It is
proposed that all non-agricultural activities be included in the scope of the informal sector,
irrespective of whether they are carried out as main or secondary activities. In practice, the
distinction between agricultural and non-agricultural activities should not pose a major problem
because information on outputs and inputs can usually be obtained separately for the two types
of activities (UN, 1991).

3.3.5 Professional and technical activities

113. It is sometimes suggested to exclude professional and technical activities carried out
by self-employed persons (e.g. doctors, lawyers, accountants, architects or engineers) from the
scope of the informal sector. In fact, most of such activities are already excluded from the
proposed definition because the units involved are legally constituted as corporations or maintain
separate business accounts which would permit their classification as quasi-corporations. As
regards professional or technical activities carried out by household enterprises (e.g. traditional
medicine practitioners and healers), it seems most appropriate to treat them on the same basis
as other activities of household enterprises. This group is therefore not explicitly mentioned in
the draft resolution annexed to this report.

3.4 Definition of informal sector units

114. Once the scope of the informal sector is broadly delineated as suggested in the
previous section, more specific criteria are needed to distinguish informal sector units from other
household enterprises, because not all household enterprises falling within that scope can be
considered informal sector units.
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3.4.1 Economic versus legal-administrative criteria

115. A broad distinction can be made between two different ways of viewing and defining
the informal sector. The first type of definition sees the informal sector as a particular form of
production and is based on criteria relating to the way the units are organised and carry out their
activities. The second views the informal sector as made up of units which do not conform to
the legal-administrative framework in force. It is usually based on the criterion of non-
registration of the units for administrative purposes.

116. Serious reservations concerning the use of the criterion of non-registration in an
international definition of the informal sector were expressed both by the Fourteenth ICLS and
the Meeting of Experts on Labour Statistics. First, it was emphasised that the informal sector
is not identical with the unregistered sector. While there is certainly an overlap between the
two, in many situations the fact of being registered or not is not correlated with the way the
units are organised and operated. There may be unregistered units which are perfectly integrated
into the economic and social system as well as registered units with informal sector
characteristics. Since it would be desirable for the purposes of economic analysis and policy-
making and for subsectoring the household sector of SNA to define a group of units whose
economic objectives and behaviour are similar, the criterion of non-registration seems
inappropriate.

117. Secondly, the criterion lacks a clear conceptual basis because of the many different
types of non-registration to which it may refer (e.g. fiscal non-registration, non-inclusion in
registers of industry, trade or commerce or registers of social security systems, non-registration
with local authorities for trade licences or permits to operate a business, etc.). In some
countries a considerable number of informal sector units are registered with the local authorities
or even the fiscal administration (e.g. INEGI, 1991).

118. Thirdly, registration is governed by legal or administrative regulations and the ability
of the public authorities to enforce them. The situation varies considerably from one country
to another so that the criterion does not lend itself to international comparisons of statistics.
Moreover, even within a given country business registration rules or their enforcement may
change over time and vary between different areas so that the scope of the informal sector may
expand or contract for reasons which may have little or nothing to do with the organisation and
operation of enterprises. This impairs the comparability of the statistics over time and between
different areas.

119. Fourthly, it seems more useful to collect information on the registration of units
during the survey itself than to use non-registration as a definitional criterion for its scope. Only
in this way can the process of the institutionalisation of the informal sector be monitored at the
micro-level. Moreover, practical problems of obtaining information on the registration of units
may make the criterion inappropriate for definitional purposes. The owner(s) of an enterprise
may in some cases be reluctant to provide this information, and other respondents (e.g.
employees) may simply be unable to do so.

120. Finally, use of the criterion may lead to an overlap in coverage with other bodies of
economic statistics because in most cases the coverage of the latter is defined according to
economic characteristics of the units (e.g. kind of activity, size in terms of employment) rather
than their registration for administrative purposes.
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121. Therefore, an international definition of the informal sector should be based on
criteria relating to the way in which the units are organised and carry out their activities rather
than the criterion of non-registration. It is these types of criteria which are suggested in the
sections below.

3.4.2 Own-account enterprises as core part of the definition

122. The essential feature of the vast majority of informal sector units in most countries
is the absence of a division between labour and capital as factors of production. In most
countries, the informal sector consists mainly of production units which are operated by own-
account workers working alone, with the help of unpaid family workers or in business
partnership with members of the same or different households, i.e. labour and capital are
provided by the same persons or households. The employment of paid workers (employees) is
merely an ancillary form of labour. While a number of informal sector units may hire paid
casual workers for specific tasks to meet temporary work needs, only relatively few employ paid
workers on a continuous basis. The latter are largely concentrated in certain branches of
economic activity, in particular manufacturing activities and repair services.

123. To establish a definition of the informal sector which includes its component sub-
categories (modular approach; cf. section 3.1), it is therefore useful to distinguish between two
groups of household enterprises: (i) units owned and operated by own-account workers, either
alone or in partnership with members of the same or other households, who do not employ any
employees on a continuous basis but who may employ unpaid family workers and/or employ
occasional hired workers to meet temporary work needs (casual employees); and (ii) units owned
and operated by employers, either alone or in partnership with members of the same or other
households, who employ one or more employees on a continuous basis (in addition to the unpaid
family workers and/or casual employees whom these units may also employ). For convenience,
the first group of household enterprises may be called "own-account enterprises" and the second
"enterprises of employers". The classification of units which employ occasionally hired workers
(out no other employees) as own-account enterprises rather than enterprises of employers is in
line with the draft revised International Classification of Status in Employment (ICSE), as
proposed in Report IV prepared for this Conference, which suggests the inclusion of persons
who engage casual employees (but no other employees) among own-account workers rather than
employers.

124. Own-account enterprises are a group of units that are common to the informal sector
in all countries; they are its major component and can be relatively easily identified. Moreover,
it can be assumed that virtually all own-account enterprises in developing countries are part of
the informal sector, irrespective of the number of persons engaged, the type of premises used
(fixed, mobile, at home) or other characteristics of such units. It is therefore suggested that own-
account enterprises as defined above (and further explained in the paragraphs below) should form
the core part of an international definition of the informal sector (and thus be included in any
national definition of the sector). This suggestion was endorsed by the Meeting of Experts on
Labour Statistics. It is also in line with a proposal made by the United Nations Statistical Office
(UNSO) and the International Research and Training Institute for the Advancement of Women
(INSTRAW) to define, in the case of non-agricultural production units, the informal sector as
comprising all units which do not employ any paid workers on a continuous basis (UN, 1990a).

125. As the distinction between own-account enterprises and enterprises of employers is
based on whether or not the units employ employees on a continuous basis, further clarification
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is needed of what is meant by the terms "employee" and "continuous". An employee should be
defined in accordance with ICSE. The present ICSE defines an employee as "a person who
works for a public or private employer and receives remuneration in wages, salary, commission,
tips, piece-rates or pay in kind" (UN, 1990b). (It should be noted that the proposal for the
revision of ICSE has tried to make the distinction between paid employment and self-
employment more precise.) In the present context, employment of employees on a continuous
basis is meant to refer to the employment of all employees other than those hired for specific
tasks in order to meet temporary work needs (casual employees). The proposal for the revision
of ICSE defmes casual employees as persons who have an explicit or implicit contract of paid
employment which is not expected to continue for more than two weeks, while the NHSCP
technical study on surveys of household economic activities suggests that all persons employed
occasionally for periods of less than one month at a time to meet temporary exigencies of work
should be considered as casual employees (UN, 1991). For the purposes of informal sector
statistics, it may however be difficult to reach an international agreement on a specific minimum
duration of employment for distinguishing continuous employment from casual employment.
The draft resolution annexed to this report thus leaves this duration open for determination
according to national circumstances.

126. The definition of own-account enterprises as given in paragraph 123 above also
makes reference to unpaid family workers as a group of persons distinct from own-account
workers, employers and employees. The present ICSE defines an unpaid family worker as "a
person who works without pay in an economic enterprise operated by a related person living in
the same household" (UN, 1990b). It is further stated that "where it is customary for young
persons, in particular, to work without pay in an economic enterprise operated by a related
person who does not live in the same household, the requirement of 'living in the same
household' may be eliminated". In the proposal for the revision of ICSE, the definition of this
group (renamed as "contributing family workers") remains almost unchanged; however, a clause
has been added which specifies that it should include only persons who cannot be regarded as
partners in the operation of the enterprise.

127. The distinction between own-account enterprises and enterprises of employers as
suggested above has a number of both conceptual and practical advantages. Conceptually, the
use or non-use of labour hired on a continuous basis is a qualitative rather than quantitative
criterion. It refers not only to the degree of division between labour and capital but to a number
of other characteristics of the units, such as the level of organisation and the kind of labour
relations. Own-account enterprises are more likely to have a lower level of organisation than
enterprises of employers. The owners of enterprises employing paid workers on a continuous
basis act as entrepreneurs who are responsible for the management of the enterprise, including
the hiring and supervision of the employees, in addition to their role as workers who provide
labour inputs. In contrast, the management role of the owners and the need to conduct the
business in an organised way are less important when the enterprises do not engage employees
on a continuous basis; the management tasks required are largely confined to the actual process
of producing goods or services and of selling them to the final customers or intermediaries.
Moreover, situations that involve periodic payments of wages or salaries to employees are likely
to be different in accounting practices from those in which such regular monetary transactions
do not occur. Empirical evidence shows that even if there is no formal bookkeeping, enterprises
of employers are more likely than own-account enterprises to have at least some kind of business
records (INEGI, 1991). Own-account enterprises also differ from enterprises of employers in
terms of labour relations. In the former, such relations may either not exist at all or be founded
on kinship or casual employment rather than contractual arrangements or stable employment.
Finally, the distinction between own-account enterprises and enterprises of employers is also
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correlated to some extent with the size of the units in terms of employment because most own-
account enterprises as defined in paragraph 123 are likely to be small, while enterprises of
employers may include units which are much larger.

128. From the practical point of view, the distinction between own-account enterprises and
enterprises of employers has the advantage that it can be easily applied in various types of
surveys, including labour force and other general household surveys. It corresponds to two
distinct groups of enterprises which are identifiable in many other statistics, either through
classification of data on the employed population by status in employment as obtained from
population censuses, labour force surveys, household income and expenditure surveys, etc., or
as subsectors of the household sector in national accounts and surveys of household economic
activities. This is an important aspect when approximate estimates of the informal sector are
to be made on the basis of data from secondary sources. In respect of data collection in special
informal sector surveys, the distinction between enterprises of employers and own-account
enterprises separates units in which the compensation of employees is an important component
of value added from units where it is not. Finally, the distinction permits the use of information
on employers and own-account workers obtained from other sources (e.g. population censuses)
for the allocation and selection of primary samples for informal sector surveys, and as a
benchmark for adjustment of survey estimates. In cases where such information from other
sources is not available or cannot be used, the distinction between the two groups of enterprises
may however serve as an important variable for stratification of the final samples (cf. Chapter
4).

3.4.3 Extension of the definition to enterprises of informal employers

129. While it is suggested in this report that own-account enterprises should form the core
part of an international definition of the informal sector, and thus be included in any national
definition of the sector, the informal sector need not however be restricted to own-account
enterprises only. In respect of countries that prefer to use a broader definition of the informal
sector, it is proposed that the international standards contain a clause for the inclusion, in
addition to own-account enterprises, of certain enterprises of employers (i.e. units which employ
hired labour on a continuous basis) in the informal sector. The group of units that may be
included by countries on an optional basis is called "enterprises of informal employers" in this
report. When included in statistics of the informal sector, enterprises of informal employers
should be identified separately from own-account enterprises in order to enhance the
international comparability of the statistics.

130. There are several arguments in favour of an extension of the definition of the
informal sector to enterprises of informal employers. First, such an extension may be necessary
to ensure a comprehensive coverage of the informal sector. In many countries, there are
informal sector units in certain branches of economic activity, in particular manufacturing
activities and repair services, which employ a few hired workers (including apprentices) on a
continuous basis. Very often, such units, like own-account enterprises, are not covered by
existing systems of establishment censuses and surveys. There may therefore be a need to
include both in informal sector surveys. Secondly, even if the number of enterprises of informal
employers is relatively small, it is obvious that their importance in terms of employment may
be much larger. The inclusion of such units in the definition of the informal sector may
therefore be necessary for the comprehensive measurement of informal sector employment.
Thirdly, although much of the observed rise in informal sector employment is due to an increase
in the number of own-account enterprises, individual units within the sector also grow by
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increasing their number of persons employed. While most informal sector units start as own-
account enterprises, the more successful ones tend to grow over time and employ a few
employees on a continuous basis. Analysts and policy-makers concerned with small enterprise
development and informal sector support programmes may therefore have a strong interest in
obtaining data on enterprises of informal employers. Finally, many of the countries that have
already started to collect data on the informal sector do in fact include certain types of
enterprises of employers in their national definitions of the sector.

131. However, it is more difficult to propose an unambiguous definition of informal
employers than of own-account enterprises. Hence the suggestion that the decision to exclude
or include the former should be left to countries, depending on their national circumstances.
Moreover, the coverage of existing establishment censuses and surveys extends to enterprises
of employers, in particular to the larger ones. Statistics of the informal sector should
supplement, but not overlap, the coverage of such other bodies of statistics. It is therefore
important to define enterprises of informal employers in a way that avoids any possible overlap
in coverage with other statistics. Based on these considerations, it is proposed that enterprises
of informal employers be identified on the basis of two criteria: the size of the units in terms
of employment, and the conditions of employment in terms of the social and legal protection of
workers.

3.4.3.1 Size of the units in terms of employment

132. As a first step towards defining enterprises of informal employers, it is proposed to
distinguish, among enterprises of employers, units which operate on a small scale from those
operating on a larger scale. It is suggested that the latter be excluded from the definition of the
informal sector because the latter is frequently understood as consisting of small-scale economic
units (e.g. ILO, 198Th). This subsection deals with the question of how to distinguish units
according to scale of operation or size.

133. The scale of operation or size of the units can be measured in various ways: in terms
of employment, output, value added, capital investment, etc. For present purposes, it is most
useful to define the size of the units in terms of employment, a criterion used in most national
statistical definitions of the informal sector. Also, the lower limit - or cut-off point - for the
coverage of regular industrial inquiries is usually expressed in terms of employment size (UN,
1986). Size of the units in terms of employment is a characteristic which can be measured
relatively easily in different types of surveys, including labour force and other general household
surveys. Even respondents who are employees or unpaid family workers should be able to
report, in terms of employment, the size of the units in which they work. Similarly,
information on the employment size of the units can be obtained relatively easily during the
listing or first phase of informal sector surveys. Moreover, size of the units in terms of
employment is more comparable over time and between countries than alternative measures of
scale of operation. It is also correlated with many other characteristics of units which are
relevant to the distinction between the informal and formal sector. For these reasons, the
Fourteenth ICLS considered the size of the units in terms of employment as a particularly useful
criterion for defining the informal sector (ILO, 1988).

134. Size of the units in terms of employment may refer to (i) the number of employees
employed on a continuous basis, (ii) the total number of employees (including (i), plus casual
employees), or (iii) the number of persons engaged (including (i) and (ii), plus the working
owner(s) of the enterprise, active business partners and unpaid family workers). Conceptually,
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the number of employees employed on a continuous basis would be the ideal measure of size
since the definition of own-account enterprises (cf. paragraph 123 above) does not take account
of the number of owners, business partners, unpaid family workers and casual employees
working in the units. If the distinction between small and larger enterprises of employers were
based on the number of persons engaged or the total number of employees, enterprises of
employers, which are excluded from the informal sector because they exceed a certain size, may
well be smaller than some of the own-account enterprises included in the sector.

135. In practice, however, information on the total number of employees and, in
particular, on the number of persons engaged may be more easily obtained from survey
respondents than information on the number of employees employed on a continuous basis.
Moreover, national practices for defining the lower limit of coverage in existing establishment
censuses or surveys vary. In many cases, the cut-off point refers to the number of persons
engaged; in other cases, it refers to the total number of employees during a specific period or
to the number of employees usually or continously employed by the unit. An international
definition of the informal sector should allow national definitions to vary in this respect,
depending upon the feasibility of data collection and the practices adopted by countries in
compiling other related bodies of statistics.

136. A particular issue that requires clarification arises in the case of units which use more
than one establishment (in the sense of identifiable workplace; cf. paragraph 70) to carry out
their activities. Should the size criterion in such cases refer to the enterprise as a whole or to
each of the establishments? It is suggested that the second solution be adopted, i.e. an enterprise
becomes eligible for inclusion in the informal sector if all its establishments are below a
specified size (even though the enterprise as a whole may then well be above that size).

137. Two main reasons. can be given for this suggestion. Firstly, informal sector units
tend to grow through the creation of additional small establishments rather than through an
expansion of employment in the original establishments (Charmes/Kamoun, 1985). This
particular form of growth can be explained by several factors, such as the difficulties of informal
sector entrepreneurs in finding sufficiently large premises at affordable costs, the desire to
remain undetected for fear of harassment by the authorities, a tendency to diversify rather than
intensify activities, etc. It has implications for the constancy of the survey scope over time and
the possibilities for analysing the development of the informal sector. If the size of the units
were measured in relation to the enterprise as a whole, the growth of informal sector units
beyond that size through the creation of additional small establishments would be reflected in
statistics as a shrinking of the informal sector, unless it is compensated by the creation of new
small enterprises. This problem is avoided (or at least considerably reduced) when size is
measured in relation to the establishments. Secondly, the size cut-off point, which is used in
existing establishment censuses and surveys to limit their coverage to the larger units, refers to
establishments rather than enterprises. In order to avoid an overlap in coverage, the same kind
of unit must be used for the specification of the size criterion in the definition of the informal
sector.

138. A general issue is the determination of the number of employees employed on a
continuous basis (or total number of employees or persons engaged) to be used as upper cut-off
point for the identification of small enterprises of employers. There are considerable variations
between countries and branches of economic activity as to what should be considered a small
enterprise. In addition, the lower size cut-off point used in establishment censuses or surveys
differs between countries and branches of economic activity. It therefore seems neither useful
nor possible to recommend any specific cut-off point to be applied universally and the
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international definition of the informal sector should allow the cut-off point to vary between
countries and, for a given country, between branches of economic activity. However, in order
to enable data users to compare informal sector statistics compiled by different countries and/or
for different branches of economic activity, and to compare informal with formal sector
statistics, it should be recommended that the units are classified according to standard size
intervals. These should be consistent with the size intervals recommended for the 1983 World
Programme of Industrial Statistics, i.e. 1-4, 5-9, 10-19, etc. persons engaged (UN, 1981).
Depending on the intended uses of the statistics, these intervals may be further subdivided,
especially at the lower end of the scale.

139. Despite this flexibility, the international standards on statistics of employment in the
informal sector should give some guidelines on determining the cut-off point. In respect of
countries where a system of censuses and surveys relating to the larger economic units already
exists for covering the whole economy or (more likely) certain branches of economic activity
only, it may be recommended that due consideration should be given to the lower cut-off point
used in these inquiries in specifying the upper cut-off point for enterprises of employers in the
definition of the informal sector.

140. Where the cut-off point used for existing inquiries is sufficiently low, it should also
be taken as the upper size limit for enterprises of employers. Where the lower cut-off point
used for existing inquiries appears too high to be an appropriate upper size limit for enterprises
of employers, efforts should be made to extend the coverage of the existing inquiries and thereby
reduce the gap from both ends. In situations where it is not possible to lower the cut-off point
of existing inquiries, it seems preferable to recognise the existence of an intermediate segment
and conduct separate surveys on this sector rather than to include it in the scope of informal
sector surveys by substantially raising the upper size limit in the definition of enterprises of
employers. This is because the collection of data on medium-sized enterprises may require
different survey methods than those recommended for the informal sector in Chapter 4 of this
report.

141. In countries where censuses and surveys covering the larger units do not yet exist,
the upper size limit for enterprises of employers might determined by using a normative
approach based on legal stipulations relating to the size of units. If national legislation
prescribes, for example, that units above a specified size are required to register formally under
factories or commercial legislation, to pay taxes proportional to results, to comply with labour
standards, to pay social security contributions, etc., units below that size may be included within
the scope of informal sector surveys provided they meet the other criteria of the definition. If
data on the size of enterprises of employers can be collected in population censuses and existing
household surveys, the analysis of the distribution of units by size would also help determine an
appropriate cut-off point for informal sector surveys. Alternatively, the cut-off point may be
chosen on the basis of results from pilot surveys, empirical research studies, etc.

142. Some countries have systems of establishment censuses or surveys which use criteria
other than the employment size of the units for the specification of their coverage (e.g. use of
motor power, amount of fixed capital, gross value of production or sales). In such cases, the
recommendations made in the preceding paragraph may be followed. Units which are potentially
included in other bodies of statistics should be identified separately in the results of informal
sector statistics.
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3.4.3.2 Conditions of employment in terms of workers' protection

143. The main purposes of distinguishing small enterprises of employers from larger
enterprises of employers are to restrict the scope of informal sector surveys to the former and
tO avoid an overlap in coverage with other statistics. It seems, however, that for many countries
a definition of the informal sector which includes all small enterprises of employers would be
too broad. It is therefore suggested that a further criterion should be introduced to help identify
enterprises of informal employers more specifically.

144. The criterion concerns the conditions under which the units employ hired labour, in
terms of the so ial and legal protection of workers. The criterion can be operationally defined
in terms of the existence or non-existence of employment contracts which commit the employer
to pay the respective taxes and social security contributions on behalf of his or her employees
and/or which make the employment relationship subject to standard labour legislation. Workers
who are employed on the basis of such employment contracts may be called "regular
employees". (This corresponds broadly to the definition of regular employees given in the
proposal for the revision of ICSE.) It is suggested that small enterprises of employers, which
do not employ any regular employees, may be considered part of the informal sector as
"enterprises of informal employers". On the other hand, all enterprises of employers (whether
small or large) which employ one or more regular employees should be excluded from the
definition of the informal sector. Thus all "employers of regular employees" (as defined in the
proposal for the revision of ICSE) would be excluded from the definition of the informal sector.

145. In a number of countries many young persons are trained for an occupation or trade
as apprentices in the workshop of a master and receive all or part of their remuneration in the
form of training. Whether such apprentices should be considered as regular employees or not
should be determined on the same basis as for other categories of workers. Thus if they hold
apprenticeship contracts which are equivalent to the type of employment contracts mentioned
above, they should be considered regular employees.

146. Distinguishing units according to the employment of regular employees is consonant
with the other criteria of the proposed definition of the informal sector. Own-account enterprises
(cf. paragraph 123) as the core part of the informal sector are very unlikely to employ regular
employees, because the only type of hired workers which the definition allows them to have are
casual employees who are usually not protected by the kind of employment contracts mentioned
above: Conversely, it can be assumed that large enterprises of employers, excluded as they are
from the definition of the informal sector, can hardly avoid the employment of at least one
regular employee.

147. Conceptually, the non-existence of socially and legally protected employment is a
characteristic feature of the informal sector: informal sector units can adapt quickly to changing
economic conditions because they can lay off workers easily or hire additional workers; labour
relations are based on personal and social relations rather than formal guarantees. In terms of
national accounting, the criterion identifies units where the compensation of employees and value
added do not contain a component of social security contributions and employment-related taxes.
On the practical side, the criterion is measurable in various types of surveys, including labour
force and similar household surveys, because information on social and legal protection can even
be obtained from respondents who are employees or from members of their family. In the case
of special informal sector surveys, although the required information may not always be
obtainable during the listing or first phase, it can still be obtained during the data collection
phase.
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3.5 Relation of the definition with other concepts

148. It is useful to explain the relationship of the proposed definition of the informal
sector with two other statistical concepts: household economic activities, for which the UN
National Household Survey Capability Programme (NHSCP) is developing a survey instrument
(UN, 1991); and household and small-scaie industries, for which the UN Statistical Office has
prepared draft recommendations (UN, 1986).

149. The concept of household economic activities refers to all production units falling
within the household sector of SNA, irrespective of the kind of activities performed and the
destination of the products. The proposed definition of the informal sector takes the same
concept (SNA household sector) as its upper boundary but excludes agricultural activities and
units exclusively engaged in production for own final use. In this sense, the informal sector can
be regarded a subset of household economic activities. In both cases, production units of the
household sector are distinguished according to whether or not they employ paid employees on
a continuous basis. This criterion leads to a dichotomy between "own-account subsector" and
"establishment subsector" in the case of household economic activities, and "own-account
enterprises" and "enterprises of employers" in the case of the informal sector. However, in the
first case this dichotomy is introduced for the purposes of survey operations. NHSCP suggests
the use of different survey mechanisms for the two subsectors (i.e. household surveys for the
own-account subsector and establishment surveys for the establishment subsector), and makes
proposals for data collection only in respect of the own-account subsector. By contrast, the
definition and data collection on the informal sector need not be confined to own-account
enterprises but may well extend to enterprises of informal employers. The distinction between
these two groups is not meant to imply different survey mechanisms. If it is necessary at all to
use different survey methods for different types of informal sector units, the choice should
depend on the "visibility" of the places of work rather than the employment of paid workers.
This is because informal sector units without paid workers may carry out their activities in
identifiable premises outside the home of their owner(s), while there may also be certain
informal sector units with paid workers which are operated within the owner's home or without
any fixed premises.

150. The concept of household and small-scale industries does not refer to the institutional
sectors of the SNA. It covers small-scale establishments as well as household units and is
residually defined as comprising all units which are not covered by the regular industrial
inquiries in a given country. The scope of household and small-scale industries is limited to
units engaged primarily in mining, manufacturing and the production and distribution of
electricity, gas and water. Obviously, the scope of the informal sector is much broader as it also
includes units engaged in activities such as construction, trade, transport, etc.

3.6 Sub-classifications of informal sector units

151. The Fourteenth ICLS emphasised the need for further sub-classifications of informal
sector units by various characteristics at the data tabulation stage (ILO, 1988). The purpose of
such sub-classifications has been explained in section 3.1 of this report. It is impossible for
international standards to specify all sub-classifications that may be required at the national level
for particular analytical purposes. However, certain recommendations can be made in respect
of those sub-classifications which are likely to be required by a large number of data users in
many countries and which are needed for international comparisons of informal sector statistics.
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152. Based on the conclusions of the Meeting of Experts on Labour Statistics and available
research findings, the following sub-classifications of informal sector units may be recommended
in the draft resolution.

(i) For own-account enterprises and enterprises of informal employers:

- type of economic activity;

- number of persons engaged in standard size intervals (cf. paragraph 138);

- type of ownership: individual ownership, household ownership, partnership with
members of other households;

- place of work: home of the owner, other fixed premises, home of the clients,
mobile, etc.;

- relation with other units: independent producers, producers under subcontract with
other units (outworkers, cf. section 2.3.2);

- location: urban areas, rural areas.

(ii) For own-account enterprises:

- compositipn of the workforce: one-person units, two-and-more person units (further
subdivided into users/non-users of occasional hired labour).

Depending upon the size of the samples, two or more of these variables may be combined into
more complex classification schemes.

I -- _r — .i5i. rur me purpose ui nlurlldtluaku ui
economic activity should adhere to or be convertible into the International Standard Industrial
Classification of All Economic Activities (ISIC, Rev.3). For international reporting of statistics,
it should be sufficient to provide data at the first digit level of ISIC (tabulation categories),
except for tabulation category G (Wholesale and retail trade; repair of motor vehicles,
motorcycles and personal and household goods) which needs to be further subdivided in order
to separate wholesale trade, retail trade and repair services.

154. At the national level, a much more detailed classification by type of activity will
usually be required. The statistics should reflect the full range of different informal sector
activities and enable data users to analyse and compare specific activities. For this purpose, it
may even be necessary to develop appropriate further subdivisions of the last digit level of the
national or international classification used. However, in order to ensure the comparability of
informal sector statistics with other statistics, any such subdivisions should be defined in such
a way to enable the data to be aggregated easily to higher level categories of the classification
without cutting across their boundaries. The results of informal sector statistics should be
published with as much activity detail as is supported by the size of the samples. Units engaged
in more than one activity during the reference period should be classified according to their main
activity which may be defined as that with the largest value added.
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4. METHODS OF DATA COLLECTION

4.1 Dependence of the survey approach on measurement objectives

155. Data on the informal sector can be obtained from different sources, and with different
survey designs and approaches. First of all, the choice of the methods of data collection
depends upon the measurement objectives. If the objective is merely to measure employment
in the informal sector and its major characteristics, the required data can be collected through
surveys of the economically active population and similar household surveys. In this case, the
reporting units are households, and the observation units are individual members of these
households, rather than the production units of the informal sector themselves. This kind of
household survey is dealt with in section 4.2 below. However, if the measurement objectives
include the estimation of the number of informal sector units and the collection of data on their
functioning, production and income generation, the production units of the informal sector
themselves and their operators must be used as observation and reporting units. For this
purpose, various kinds of survey arrangements can be used, depending upon the data
requirements and the structure of the national statistical system. These types of survey are
discussed in sections 4.3 and 4.4 below.

4.2 Household surveys

156. In many countries, a system of household surveys has already been established. Such
surveys can be used to estimate the level of informal sector employment and obtain some
information on its characteristiós, if a few questions pertaining to the definition of the informal
sector are added to the questionnaires. This is possible, in particular, in the case of surveys of
the economically active population (or labour force surveys), because of the very nature of the
topics investigated in such surveys. If the surveys are conducted on a regular basis and
information on the informal sector is collected periodically, it is possible to monitor trends in
informal sector employment over time. Such trends may be an important indicator for the
overall evolution of the informal sector. Questions on employment in the informal sector should
therefore be included at least once a year in the case of quarterly or monthly surveys; they
should be included more frequently if seasonal variations in informal sector employment are to
be measured. In the case of surveys conducted at less frequent intervals (e.g. annual or
quinquennial surveys), such questions should be included in every survey round.

157. The use of surveys of the economically active population for the collection of data
concerning informal sector employment has a number of advantages. First, the additional cost
is marginal. Secondly, such surveys make possible a comprehensive measurement of
employment in the informal sector if they are appropriately designed (cf. paragraphs 158 and
159 below). They cover virtually a country's entire population (with the possible exception of
persons living in institutions, members of the armed forces and homeless persons), all branches
of economic activity and all categories of workers irrespective of their status in employment.
In fact, such surveys are the only instrument which makes it possible to obtain information about
employment and conditions of work in the informal sector not only from the owners of informal
sector units but also from persons who work as employees or unpaid family workers in such
units. Employees' perception of their conditions of employment and work may differ from that
of their employers, and the latter may try to hide the employment of certain groups of workers
(e.g. clandestine workers, children). Thirdly, data concerning employment in the informal
sector can be linked with the other information about socio-demographic and economic
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characteristics of the persons concerned and of their households as obtained from the same
survey. This offers the possibility of carrying out a wide range of analyses, including analysis
of the number of persons employed in the informal sector by branch of economic activity,
occupational categories, status in employment and time worked, of their search or availability
for other or additional work, etc. Fourthly, surveys of the economically active population are
not restricted to the measurement of employment in the informal sector but provide a picture of
the country's overall employment situation. The results can therefore be used to analyse
employment in the informal sector along with unemployment and with employment and
underemployment in other sectors of the economy, on the basis of data which are comparable
in time and space. This makes it possible to compare the composition of employed persons in
the informal sector by sex, age and various other characteristics with that of employed persons
outside the informal sector and of unemployed or economically inactive persons. The surveys
can also be used to collect data on various forms of atypical or precarious employment in the
formal sector along with data on the different forms of employment in the informal sector (cf.
paragraph 43).

158. In using surveys of the economically active population for the measurement of
employment in the informal sector, special care should be taken to ensure comprehensive
coverage of all persons engaged in informal sector activities. Many of these activities may be
carried out as secondary activities by employees of the public sector, the private formal sector
or even the informal sector, or by households in rural areas alongside agriculture or during the
agricultural off-season. It is important, therefore, to investigate such pluriactivity and to collect
information about secondary activities of household members in the same detail as about the
main activity, including the characteristics used for the definition of the informal sector. It
should be noted in this connection that it is only on the basis of such surveys of household
members that the population employed in the informal sector (cf. paragraph 42) can be measured
and that the total employed population can be classified in a mutually exclusive way into the
formal versus informal sector. By contrast, surveys of the production units of the informal
sector provide information on informal sector employment in terms of occupied posts rather than
employed persons. In such surveys, data showing multiplejobholding can be collected relatively
easily in respect of the owners of the enterprises, but with much more difficulty in respect of
the other persons working in the enterprise, particularly if they do not live in the household of
the business owner. The result may be that the figures for informal sector employment are
overstated, because of possible double countings of persons working in more than one informal
sector unit. In addition, the figures for total employment may be inflated if they are obtained
through aggregation of informal and formal sector statistics, because persons working in both
sectors may be included in both types of statistics.

159. It is likely that a number of informal sector activities will not be reported in response
to conventional questions about work for pay, profit or family gain during the reference period.
Survey respondents may not want to declare certain activities if they are illegal, deliberately
concealed or not socially accepted. Other informal sector activities may go unreported because
the respondents themselves do not consider them as economic activities. In particular, this
problem may arise in the case of unpaid work in family enterprises and of activities carried on
by women at or from home on their own account, if such activities resemble domestic chores
or are considered an extension of such chores. Such underreporting can be reduced through
inclusion of a list of activities in the questionnaire which supplements the conventional survey
questions. The list should include informal sector activities of a kind commonly carried on in
the country but suspected as going unreported without probing. Lastly, in order to obtain
information about children working in the informal sector, it may be necessary to lower the
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minimum age specified for the measurement of the economically active population (cf. paragraph
103).

160. There are three major limitations of surveys of the economically active population
and similar household surveys as sources of information about the informal sector: (i) Unless
they are specifically designed for this purpose or very large, the samples of such surveys may
not include a sufficiently large number of persons engaged in different types of informal sector
activities, and hence it may not be possible to obtain reliable estimates of the structure of
informal sector employment at a detailed level of disaggregation. (ii) There is a limit to the
quantity as well as to the quality of the information that can be obtained. For practical reasons,
the information must often be obtained from proxy respondents. Moreover, such surveys are
surveys of all household members, including not only employers and own-account workers but
also employees and unpaid family workers, i.e. persons who are not themselves the working
owners of an enterprise. Even when there is no proxy response, employees and unpaid family
workers are likely to have only limited knowledge of the characteristics of the enterprises in
which they work. While they should normally be able to provide information about those
characteristics of the enterprises which are used as criteria, in the proposed definition of the
informal sector, obviously they cannot provide information on the functioning, production and
income generation of the enterprises. The same is true of persons who answer the survey
questions in proxy response for own-account workers and employers. (iii) On the basis of the
results of such surveys it is difficult to estimate the total number of informal sector units.

161. Where the measurement objectives are irreconcilable with these limitations, data
collection must proceed through surveys which use the informal sector units themselves and their
operators as observation and reporting units. Two different kinds of survey arrangements can
then be envisaged: establishment censuses followed by establishment surveys (cf. section 4.3),
or mixed household and enterprise surveys which are conducted in two phases and can take
different forms (cf. section 4.4). The appropriate choice of the survey arrangement depends
upon a number of factors, including the intended uses of the data, the resulting requirements for
sample design, the structure of the national statistical system and the availability of sampling
frames and resources.

4.3 Establishment censuses followed by sample surveys

162. Existing establishment surveys are frequently based on samples drawn from list
frames. The coverage of such surveys is therefore usually limited to units included in official
records or above a certain size, to selected branches of economic activity (in particular
manufacturing) and/or to urban areas. Informal sector units are generally excluded from the
scope of these surveys because it is almost impossible to maintain an up-to-date list of such
units. This difficulty results from the very nature of informal sector units and the conditions
under which they operate. Informal sector units are large in number, small in size, and diverse
in activity patterns and modes of operation. Such units are subject to marked fluctuations,
because of their high birth and death rates, changes in activity or location, or because they
operate on a seasonal or casual basis. Moreover, many informal sector units are difficult to
identify and locate because they are operating in the homes of their owners or have no fixed
location for conducting their business.

163. The exclusion of informal sector units from the scope of existing establishment
surveys does not mean, however, that the establishment survey approach as such cannot be used
for the collection of data concerning the informal sector or parts of it. In fact, many informal
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sector or similar surveys conducted in the past were based on the establishment survey approach,
particularly in French-speaking African and in Asian countries. The feasibility of this approach
depends on the availability of an appropriate sampling frame. And the usefulness of the
approach depends upon how much of the informal sector this sampling frame is able to cover
in relation to what should be covered.

164. In most situations, the construction of a sampling frame for establishment surveys
of the informal sector pre-supposes the conduct of an establishment census before the surveys.
In a number of cases, the coverage of such censuses has been limited to informal sector units
only. However, such a restriction has certain disadvantages. First, the identification of informal
sector units is left to be determined by the enumerators. This may lead to inaccuracies because
such censuses are large-scale operations requiring such a large number of enumerators that their
thorough training cannot be guaranteed systematically. Secondly, such censuses are costly
operations. They should be conducted not only for the enumeration of informal sector units but
also for the updating of sampling frames for establishments of the formal sector. Accordingly,
general establishment or economic censuses which enumerate all establishments are preferable
to censuses of informal establishments only. Most countries have limited the geographic
coverage of such censuses to the capital or the urban areas because of the high additional cost
involved in extending the coverage to the rural areas. However, as regards the collection of data
concerning the rural informal sector, it would be desirable to cover, in addition to the urban
areas, at least a sample of the other areas.

165.. In order to provide the basis for the. construction of a sampling frame for informal
sector surveys, establishment or economic censuses should cover all relevant branches of
economic activity (including manufacturing, construction, trade, transport and other services)
and enumerate all establishments irrespective of size and other characteristics. They should
provide all the basic data which are needed for the identification of informal sector units, for the
stratification, allocation and selection of samples, as well as for the precise localisation of the
units so that they can easily be found again if selected in the sample for a subsequent survey.

.1,.. c c....iiie LIIUS C&i ue IbL
of informal sector units in the final samples of informal sector surveys, provided that the latter
are carried out during a period immediately following the census. Given the high mobility and
turnover rates of informal sector units, the risk that these lists become outdated and can no
longer be used directly increases with the length of the period elapsing between the census and
the subsequent sample surveys. However, while individual units are mobile and change, the
geographical distribution of informal sector units of different types remains much more stable
over time. Hence, for the conduct of informal sector surveys in later years the results of an
establishment or economic census can still be used to construct an area frame for a multi-stage
sample design, with area units stratified according to the degree of concentration of informal
sector units of different types as a basis for sample allocation and selection at the first stage.
The use of area sampling requires, however, that before each survey round the lists of informal
sector units in the sample areas must be systematically updated for the selection of final sampling
units.

167. Regarding the frequency of data collection, it may be recommended that
establishment or economic censuses as a basis for subsequent sample surveys of the informal
sector should be conducted every ten years. The informal sector surveys themselves should be
conducted at shorter intervals: ideally every year in order to obtain annual data concerning
informal sector establishments for national accounting and other purposes, corresponding to the
annual collection of data concerning formal sector establishments. In many situations, however,
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an annual periodicity will not be possible because of resource constraints or other reasons. In
such cases it may be recommended that informal sector surveys should be conducted every five
years, i.e. during the years following the decennial censuses and the years mid-way between two
censuses. Issues related to the survey period, the measurement of seasonal variations and the
production of annual estimates are discussed in section 4.4.1 in the context of mixed household
and enterprise surveys, but the suggestions made there apply also to establishment surveys.

168. In using the establishment survey approach, the question arises whether it is
preferable to cover all types of informal sector activities in a single survey or to conduct a series
of branch-specific informal sector surveys similar to the system of branch-specific surveys that
many countries have established for the collection of data on establishments of the formal sector.
(This question does not arise in the case of household surveys and mixed surveys, for these
always• cover all informal sector activities in a single survey.) The advantages of separate
branch-specific surveys include: a smaller scale of operation for each survey; a lesser complexity
in survey design and execution; a fine-tuning of sample designs, survey operations and
questionnaires in keeping with branch-specific requirements; and the possibility of setting
statistical priorities by focusing on those branches of informal sector activity which are
considered most important or for which a lack of data is most urgently felt, before dealing with
the other branches. However, there are many disadvantages of successive branch-specific
surveys, particularly if the ultimate objective is a complete coverage of the informal sector.
These include: the higher cost involved in conducting separate surveys; the need for separate
listing operations and for a precise identification of different types of activities at the listing
stage; the difficulty of separating out different activities carried on by the same units and of
classifying such units according to the kind of activity; coverage errors that occur where units
change activities between the listing and data collection phases; the difficulty of ensuring a
comprehensive coverage of informal sector units without duplication or omission; the increase
of the interval between two survey rounds for any branch; and the difficulty of obtaining
aggregate statistics for the informal sector as a whole, resulting from (i) different survey periods,
(ii) possible differences in concepts, definitions, classifications and survey topics, and (iii) the
possible omission of relatively less important types of activities for which surveys might not be
conducted because of resource constraints.

169. In conclusion, an approach covering all types of informal activities in a single survey
generally seems to be the better arrangement. Separate branch-specific surveys should be
considered only if the measurement objectives are limited to particular types of activities, or if
the scale of a single survey is considered too large to be manageable in practice. In the latter
case, it would still be more useful to combine several branches of economic activity (particularly
the smaller ones) in one survey than to cover each branch separately. An example is the system
set up in India for the collection of data concerning the "unorganised segments" of the economy,
consisting of surveys of (i) transport, hotels and restaurants, (ii) manufacturing, (iii) trade, and
(iv) the remaining non-agricultural activities (Sardana, 1989).

170. The use of establishment censuses followed by sample surveys as a method for
collecting data concerning the informal sector suffers from several shortcomings which are
inherent to the establishment survey approach. The most serious shortcoming of the approach
is that its coverage of informal sector activities is incomplete. The approach is usually based
on the enumeration of establishments, i.e. fixed premises designated for the purpose of carrying
on production activities and identifiable as such from the outside during the listing operations.
Informal sector units which are "invisible" because they carry on their activities outside
identifiable fixed premises are normally not covered. As a consequence activities carried on at
home or without a fixed location (e.g. construction, work at the clients' homes, passenger and
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goods transport, street vending, itinerant personal services) are excluded. While the visible units
are certainly an important target group for policy formulations, for they can be regarded as the
upper segment of the informal sector in terms of production and income generation, the invisible
units may represent the largest segment of the informal sector in terms of the number of units
involved and persons employed. In order to obtain a more comprehensive and realistic picture
of the informal sector and its employment and income-generating capacity, it is therefore
desirable in most cases to extend data collection to units operating in the homes of their owners
as well as to the unlocalised parts of the informal sector.

171. Without abandoning the establishment survey approach, certain measures can be
taken to extend the coverage of the sampling frame or to construct additional sub-frames. The
distinction between units operating in identifiable premises outside the home of the owners, units
operating within the household premises and units operating without a fixed location is an
important characteristic for the stratification of informal sector survey samples, and the
availability of separate sub-frames for each of these segments of the informal sector may
facilitate the allocation and selection of the samples.

172. In respect of units operating within the homes of their owners, the required
information can be obtained by combining the conduct of an establishment or economic census
with that of a population census. In practice, such a combination may take different forms.
Some countries (e.g. Egypt, Algeria) have conducted both types of censuses in a fully integrated
single operation. However, such an operation is complex and demanding in terms of human
resource requirements. Other countries (e.g. India, Jamaica) have conducted economic censuses
concurrently with the house-listing operations for population censuses. In this way, production
units located within household premises can be enumerated while at the same time the cost of
the economic census is lower than if it were conducted as a separate operation. For the purpose
of constructing a sampling frame for household and small establishments, some other countries
(e.g. Indonesia) have collected information about the number of establishments with fixed
premises (whether located within or outside the household premises) by branch of economic
activity during the house-listing operation for population censuses, while the actual economic
censuses were conducted later.

173. In most cases, information on units which have no fixed location for conducting their
business is available neither from establishment or economic censuses nor from population
censuses. Given its particularly high mobility, the unlocalised part of the informal sector seems
to be best covered through an appropriate method of area sampling of the places where the
activities are carried on. In this way, even the activities of homeless informal sector workers
can be included which are not covered by any other survey method. Activities carried on in
market-places, street stalls or by ambulant traders and service workers are often concentrated
in areas which are known to the local authorities, and such knowledge should be taken into
account in the construction of the sampling frame for unlocalised informal sector activities. For
the conduct of surveys of these activities the following procedures, to be executed within one
single day, may be recommended: (i) complete listing by kind of activity of all eligible units
which, on the day of the survey, are operating in the areas included in the sample; and (ii)
selection of the final sampling units by the interviewers on the spot, in strict compliance with
the instructions given by the statistical office. Such a method is being used in Kenya for the
annual Survey of Small-scale Enterprises. It should be noted, however, that not all unlocalised
activities can be covered in this way: the coverage of transport activities is likely to remain
incomplete, and that of small-scale construction activities and of other activities carried on at the
clients' home is virtually impossible. On the other hand, units moving from one sampling area
to another during the survey period have a chance of being selected into the sample more than
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once, unless all areas in a given urban agglomeration or rural market centre are enumerated on
the same day and during the same time of that day.

174. In some situations, it may be possible to use various types of administrative records
as alternative sources for the construction of a sampling frame for informal sector units, or at
least to supplement the main census-based frame with information from such other sources. For
example, lists or registers of businesses holding trading licences, of taxis, street vendors or other
informal sector units, which can be aggregated over areas, may be available from local
authorities or organisations of informal producers. Sometimes, use may also be made of lists
of electricity users, especially where household consumption and business consumption can be
distinguished from each other.

175. In addition to the difficulties of achieving a complete coverage of informal sector
activities, the establishment survey approach may pose problems for the application of the
proposed definition of the informal sector and for the estimation of the total number of informal
sector enterprises. Even in the case of units operating in identifiable fixed premises, the
numbers of such premises and enterprises are unlikely to coincide. On the one hand, the same
premises may be shared by several enterprises belonging to different owners (cf. paragraph 70),
while on the other hand some enterprises may use several premises for their activities. It is not
always easy to detect such situations in establishment censuses and surveys and to reconstitute
informal sector enterprises on the basis of the information obtained. The risk of duplications
and omissions is particularly high when separate frames are used for different types of units.
In the case of activities carried on in premises located in or connected to the building where the
owner lives, the distinction between units operating at home or in establishments outside the
home is not always clear-cut. Moreover, informal sector businesses may perform some activities
at the home of their owners (e.g. storage and preparation of raw materials) while most of the
production takes place in premises outside the home. A similar problem arises where goods are
produced at home and sold in the Street or market-places by the same units.

176. Three major conclusions in respect of the establishment survey approach can be
drawn from this section: (i) Establishment or economic censuses as a basis for subsequent
sample surveys of the informal sector are large-scale and expensive operations which, because
of resource constraints, many countries cannot conduct or conduct only in the (major) urban
areas. (ii) The coverage of the approach is normally limited to the "visible" part of the
informal sector; substantial additional efforts are required if the "invisible" parts of the informal
sector are also to be covered. (iii) It is difficult to obtain accurate estimates of the number of
informal sector enterprises. For these reasons, mixed household and enterprise surveys are
being increasingly preferred as methods of collecting data concerning the informal sector.

4.4 Mixed household and enterprise surveys

4.4.1 General principles and issues

177. Survey approach and arrangements. Mixed household and enterprise surveys are
conducted in two phases: (i) informal sector enterprises and their working owners are identified
during the first phase through a household listing or interviewing operation (household survey
component); (ii) a sample or all of the business owners thus identified are interviewed during
the second phase in order to obtain information on the characteristics of their enterprises
(enterprise survey component). The advantage of such an arrangement is that it combines
different types of reporting and observation units: households and their members on the one side,
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and informal sector entrepreneurs and their enterprises on the other. The household survey
component, if appropriately designed, makes it possible to cover all informal sector units (except
those operated by homeless persons) irrespective of size, the kind of activities performed and
the type of workplaces used. And the enterprise survey component makes it possible to collect
detailed information on employment, production and income generation of the units, the
conditions under which they operate, the characteristics of the business owners and other persons
engaged, etc. Mixed surveys can be conducted (i) as separate informal sector surveys, or (ii)
as informal sector surveys combined with household surveys. These different survey
arrangements are discussed in sections 4.4.2 and 4.4.3 below. The remainder of this section
refers to issues that are common to all of them.

178. Area sampling. A basic principle for the design of mixed surveys is the use of area
sampling. The large number of informal sector units, their wide dispersion, and their high
mobility and turnover rates require a multi-stage (preferably a two-stage) sample design, with
area units as primary sampling units.

179. Coverage of units. It is essential that during the first phase of the survey all informal
sector enterprises and their operators should be identified in the areas selected in the sample.
Therefore, businesses operated as secondary economic activities of individuals or households (cf.
paragraph 158) should be identified on the same basis as businesses operated as main activities.
Special probing may also be necessary to identify women and children engaged in informal
sector activities on their own account, besides domestic chores, unpaid family work or school
attendance (cf. paragraph 159). If such businesses are omitted from the first survey phase, the
picture of the informal sector obtained from the second phase remains uncomplete.

180. Choice of the respondent and place of interview. While information during the first
phase of the survey will often have to be obtained from proxy respondents, it is indispensable
for the second phase that the business owners themselves should be interviewed. Proxy
respondents should only be interviewed in the last resort, if repeated efforts to contact the
business owners directly have failed. It is only in this way that the information on the
characteristics of the enterprise obtained during the first phase can be checked so as to ensure
that the enterprise really falls within the definition of the informal sector, that non-response in
the second phase can be reduced, and that a sufficient quality of the data collected can be
ensured. The interviews during the second phase should be conducted at the place of residence
of the household in cases where the activities are carried out at home or without fixed location.
By contrast, it is highly advisable that informal sector entrepreneurs operating their businesses
in fixed premises outside their home should be interviewed at the actual place of work rather
than at the place of residence of their household. For this purpose the address of the workplace
must be recorded precisely during the first survey phase. Experience shows that the method of
holding of the second-phase interviews at the place of work has three important advantages: (i)
it increases the chances of meeting the business operators themselves; (ii) it improves data
quality because the interviewers can assess visually to a certain extent whether the information
provided is correct, complete and consistent; and (iii) it makes it possible to consult business
partners, unpaid family workers and employees for the collection of data concerning their socio-
demographic characteristics (which the business owner may not know sufficiently). It should
be noted that field work would increase and become more costly only if the places of work are
located in areas not included in the sample and/or if the two survey phases were to be conducted
in one single operation (as is possible in the case of informal sector surveys combined with other
surveys). In the first case, the additional expenses for the interviewer's travel depend upon the
distances between the place of residence and the place of work of the informal sector
entrepreneurs; they are thus likely to be higher in large urban agglomerations than in small
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towns and rural areas not adjoining or outside a commuting distance from a larger
agglomeration.

181. Phasing. Given the high mobility and turnover rates of many informal sector units,
it is important to keep the time interval between the two survey phases as short as possible. The
longer this interval is, the greater is the likelihood that units identified during the first phase
cannot be found again during the second phase. Experience has shown that the loss rate can
amount to more than 5 per cent in a period as short as one month (ILO, 1992). Replacement
of units selected for the second phase by informal sector units with similar characteristics should
be avoided as it would most likely bias the results towards more stable units. Instead, every
possible effort should be made to trace the units originally selected. A careful interpretation of
the results of mixed surveys requires that information should be provided about loss rates, non-
response rates due to other factors, effective rates and proxy response rates. Data users might
also be interested in loss rates as an indicator of the stability or instability of the informal sector.

182. Seasonal variations. Much of the instability of the informal sector is due to units
operating on a seasonal basis only. In addition, informal sector units operating throughout the
year are also often characterised by considerable seasonal variations in their activities. Seasonal
variations occur particularly in rural areas, where informal sector activities are often carried on
exclusively or at least more intensively during the agricultural off-season. However, in many
countries seasonal variations in informal sector activities occur also in urban areas, due to a
temporary migration of workers from rural areas to towns during the agricultural off-season, to
a rhythm of activities determined by the different periods of the religious year, to a seasonal
influx of tourists, and other factors. In order to allow for such seasonality, data concerning
informal sector activities should cover a whole year. However, most of the data collected in
informal sector surveys can only be obtained in relation to short reference periods (cf. Chapter
5). Moreover, experience has shown that the respondents' own assessment of seasonal variations
in business activities is not sufficiently reliable for the purpose of a seasonal adjustment of the
survey results because their assessment is too subjective (e.g. Oudin, 1990). For this reason,
a more useful way of obtaining information about seasonal variations and of producing annual
estimates is to spread data collection over a survey period of one year. As repeated interviews
will not be possible in the case of many informal sector units and would drastically reduce the
sample size available for the production of annual estimates, the best solution seems to be to
divide the sample into sub-samples for different quarters or months of the year. For various
reasons, these subsamples should preferably be independent at all stages of selection, i.e. the
sample areas should be different and non-overlapping: (i) independent subsamples yield the best
average annual results and can still be used to measure seasonal variations at the aggregate level;
(ii) the number of areas included in each subsample is minimised and, for a given sample size,
the sampling rate within areas maximised; and (iii) the household survey component can be
phased in the same way as the enterprise survey component, so that the time interval between
the two survey phases can be kept short. In so far as the pattern of seasonality varies from one
geographic region, urban/rural area and type of informal sector activities to another, it is
desirable to stratify the areas accordingly and to select areas from each stratum for each
subsample.

183. Business partnerships. Informal sector enterprises may be owned and operated by
two or more business partners residing in different households. In a number of countries the
proportion of such enterprises is significant, at least for certain types of activities or in certain
areas. Since during the first phase informal sector enterprises are identified through their
working owners in a survey or listing of households, units of two or more business partners
residing in different households have more than one chance of being included in the second
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phase. This may bias the survey results because such business partnerships are likely to be
larger or more capital-intensive than other units. Basically, two approaches are possible to solve
the problem. One is to associate the businesses concerned with the main partner only.
However, this approach requires that fairly detailed information is obtained during the first phase
(i.e. before the main interview) for the identification of partnerships and the main partners. The
respondents' own subjective assessment seems inappropriate for the purpose of verifying who
is the main partner; the reason is that the business partners are contacted independently of each
other during the first survey phase, and each of them may consider him/herself as the main
partner. Objective criteria would thus have to be specified in order to identify the main partner.
But even in this case, it may turn out that in a number of units there is no main partner because
the business is run on an equal footing by all its owners. These problems are aggravated if the
information collected during the first phase has to obtained from respondents other than the
business partners themselves. Hence, another approach should be preferred for the treatment
of business partnerships between members of different households: (i) association of the unit
with all its owners during the first phase of the survey; (ii) identification of business partnerships
during the second phase; (iii) collection of information about the number of partners residing in
different households; and (iv) reduction of the sampling weight for all data pertaining to the
business itself according to (iii) in an appropriate way. No special treatment is required for the
estimation of results pertaining to the personal characteristics of the business partners.

4.4.2 Separate informal sector surveys

184. Separate informal sector surveys (SISS) are surveys specifically and exclusively
designed for informal sector measurement. Their sampling requirements differ from those of
normal household surveys. Typically, the purpose of SISS is to provide detailed information
of longer term interest about the size and composition of the informal sector, the conditions
under which it operates, the employment, production and income generated, etc., in such a way
that the differences between the various segments of the informal sector can be analysed. This
means that separate estimates of acceptable accuracy should be provided for different kinds of
informal sector activities (i.e. various kinds of manufacturing, construction, trade, transport and
other service activities), and perhaps also for different types of location of the workplaces (e.g.
home of the business owners, fixed premises outside the home, no fixed location) in order to
make it possible to study the differences between the localised and non-localised parts of the
informal sector. Moreover, where enterprises of informal employers are included in the
definition of the informal sector in addition to own-account enterprises, it would be useful to
have separate estimates for each of the two groups by kind of activity. Different kinds of
informal sector activities and units should thus be adequately represented in the sample, i.e. they
have their own sample size requirements. Because the overall sample is of a limited size, lower
sampling rates have to be used for activities or units that are strongly represented in the parent
population (e.g. trade, own-account enterprises), and higher sampling rates or complete
enumeration have to be used for activities or units that are less well represented (e.g.
manufacturing, enterprises of informal employers).

185. Informal sector units, though widely dispersed, tend to be concentrated in certain
areas, and in most cases their geographical distribution does not conform to the general
distribution of the population or households. Moreover, different types of informal sector
activities and/or units are likely to be concentrated in different areas. In order to enhance the
efficiency of the sample design, it is highly desirable to account for these patterns of
concentration in the stratification and selection of area units. Such stratification of the first-stage
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sample is in addition to that based on the urban/rural distinction and administrative or geographic
divisions of a country (if separate results are required for such divisions).

186. All these factors add to the complexity of the design of a SISS as compared with
normal household surveys. While such complexity in the design cannot be avoided, it is
desirable to keep it to a minimum. It is even more important that the implementation of the
survey procedures in the field should remain as simple as possible. Accordingly, it is desirable
to stratify, as far as possible, the sample at the first stage of selection and so to minimise the
complexity in the design at the last stage. To the extent possible, the design should
accommodate at the first stage of sampling (which involves smaller and better controlled
operations) specific sampling requirements for different types of activities or units, so that the
units can be sampled in a simpler and more uniform way at the last stage of selection (which
involves large-scale and decentralised operations). In this way, it is also easier to minimise the
time interval between the listing of informal sector units and the main interviews. An important
prerequisite for such a design is the availability of an area sampling frame which provides
information about the number and distribution of economic units of different types and activities
in the areas. Such information need not be very precise or up to date to be useful for
stratification of the sample, provided that it is still reasonably correlated with the characteristics
of the area units. Patterns of distribution are usually much more stable than individual units.

187. In the absence of complete establishment or economic censuses, the best source of
the area sampling frame is usually the latest population census. Most population censuses gather
information about industry and status in employment in respect of each economically active or
employed person. A cross-classification of employers as well as own-account workers by broad
industry groups provides a good basis for the construction of the desired sampling frame,
provided that the data are tabulated at the level of suitable individual area units and kept
available in retrievable form. Generally, these data can be expected to be sufficiently related
to the number and characteristics of informal sector units in each area. Area units can then be
stratified according to different degrees of concentration of employers and own-account workers
by type of activity, and areas of high concentration can be selected at higher rates in the sample.
A substantial improvement of the frame can be achieved if data concerning the secondary
activities of persons are available from the population census; in this way, the total number of
self-employed persons by industry groups and areas can be taken into account.

188. Generally, for the stratification of area units it is more effective to use many
variables with only a few categories of each than to use only a few variables with many
categories of each. Thus, provided that the required data are available from the population
census, the area frame might be further improved through the introduction of two additional
variables for stratification: the type of location of the workplace and, for employers, the number
of their employees. Such information was collected, for example, during the 1990 Demographic
Census of Brazil; one of the objectives was the construction of a sampling frame for an informal
sector survey. The number of employees can be used to distinguish small enterprises of
employers from larger ones. Although in most countries the number of the former exceeds
largely that of the latter, the distinction is useful because small and larger enterprises may be
concentrated in different areas.

189. Area units with a high density of self-employment activity may be distinguished from
those with a low density on the basis of the ratio of the number of self-employed persons to the
number of households in the area, to the population size of the area, or to the average number
of self-employed persons per area. In order to assign area units to different strata of
concentration according to kind of activity or other characteristics of the units, one may, for
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example, use the ratio of the number of type i units in a given area to the average number of
type i units per area (or per area with type i units). A given area unit would then be classified
into the stratum corresponding to the type of units for which the value of the ratio is the highest
in that area. Such a relative measure seems more useful for the assignment of area units to
different strata of concentration than an absolute measure in terms of the type of units with the
largest number in the area. The reason is that some types of units (e.g. own-account enterprises,
units engaged in trade) tend to predominate numerically in most areas. In order to improve
stratification for types of units which are less well represented, further refinements may be
introduced through shifting of some area units across strata according to the type of units with
the second highest value of the above ratio.

190. With a sufficiently stratified sample at the first stage, an adequate representation of
units of different types and activities can be obtained through the appropriate selection of area
units; in this way, the need for differential sampling at the last stage is reduced and the final
selection of the sample simplified. In order to control the overall sample size, it is necessary,
however, to have an idea of the relationship of the numbers of units of different types in the
frame to the actual numbers of informal sector units expected at the time of the survey. The
numbers may be more or less highly correlated, but they are unlikely to be equal because of the
growth of the informal sector and/or incomplete coverage of informal sector units in the frame.
Pretesting, involving relisting of units in a small sample of areas of different types, may provide
some information about the overall relationship between the two numbers for different categories
of units.

191. Another issue concerns the suitable size of the area units used for sampling. For
various reasons it is of practical advantage that an informal sector survey should use larger areas
than normal household surveys: increased likelihood of obtaining the required numbers of
informal sector units of various types in the final sample; reduced survey costs and improved
supervision through larger sample takes in fewer areas; improved coverage due to fewer errors
in the delimitation of the areas, etc. However, the use of fewer larger areas has also
disadvantages: a reduced efficiency of the sample (larger design effects) which can be serious
to the extent informal sector units of the same type tend to be concentrated; and, most
importantly, a reduced effectiveness of the primary stratification of the sample on the basis of
patterns of concentration of particular types of informal sector units. Consequently, it seems
that small area units such as census enumeration areas should be preferred where detailed and
reliable information is available for primary stratification of the sample, whereas larger area
units should be used where such information is not available. The use of small area units may
be particularly useful in urban areas, where travel cost is generally a less critical consideration,
usually better maps are available, and often small pockets of high concentration of similar
activities exist. By contrast, the use of larger areas may be considered in rural areas, but
especially in areas of low concentration of informal sector activities.

192. In many situations, data for the stratification of area units as described above are not
available (either not at all or not in usable form), are of poor quality, or are obsolete. This does
not mean, however, that it is impossible in such situations to conduct a separate informal sector
survey. Even if only some rough information about the geographical distribution of economic
units is available, this should be taken into account for the construction of the primary sampling
frame. If there is no such information at all, the use of an existing master sample frame for
household surveys will be the only option available. While selecting most of the area units on
the basis of that frame with probability proportional to population size, it would be very useful
to carry out a quick field screening of enumeration areas in the major urban areas covered by
the survey, so as to ensure that at least in these areas most of the final sample is selected from
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enumeration areas with a high concentration of informal sector activities. Such a screening was
carried out, for example, in preparation for the' 1991 Informal Sector Survey of Tanzania.

193. In all cases where an elaborate stratification of the first-stage sample cannot be made,
it is necessary to compensate for it at the second stage of sampling. The information collected
during the first survey phase provides then the basis for a stratification of the second-stage
sample according to different kinds of informal sector activities or units, and for the selection
of the sample from the different strata in such a way that for each stratum an adequate number
of units is included. It may be useful in such situations, in particular, to select a constant
sample of informal sector units from each enumeration area. This sample can be allocated
separately for each enumeration area to the different strata according to rules specified by the
central statistical agency. Such a procedure, which was adopted in the 1991 survey of Tanzania
referred to above, helps to achieve control over the overall sample size, the interviewer
workloads and the time interval between listing and data collection.

194. The first phase (household survey component) in a separate informal sector survey
is usually restricted to a listing operation which provides the basis for the selection of the final
sample. Listing serves several purposes. First, households in the areas selected in the
sample are to be listed through house-to-house enumeration, so that household sampling weights
can be applied to the data collected during the second survey phase. Secondly, all enterprises
eligible for the second phase have to identified according to the definition of the informal sector
and to be listed, and the names of their operators to be recorded. In order to ensure a complete
coverage (cf. paragraph 179), information on the household composition should be obtained and
detailed questions should be asked in respect of each individual household member in order to
fmd out whether he or she was operating any informal sector business during a specified
reference period. Thirdly, information must be obtained about the type of location of the
workplaces and, if the activities are carried on in fixed premises outside the home, about the
address of the workplace (cf. paragraph 180). Lastly, data should be collected concerning the
branch of economic activity and other characteristics of the units as needed for the stratification
and selection of the final sample. Because of the high mobility and turnover rates of informal
sector units, a complete new listing is unavoidable every time the survey is repeated, even if the
same sample areas are used. However, the relative cost of listing can be substantially reduced
if the primary sample is stratified according to the degree of concentration of informal sector
activity as described above, and areas with high concentration are selected at a higher rate so
as to obtain more of the sample from such areas.

195. For the selection of the sample at the last stage it is useful to allocate informal sector
enterprises engaged in several kinds of activities to the stratum which corresponds to their main
activity; otherwise, such units would have to be allocated to several activity strata and might be
selected more than once in the sample. The main activity can be determined as it is perceived
by the respondents themselves, or according to priority rules established by the statistical office
if it is intended to give more weight to certain types of activities (e.g. manufacturing,
construction). However, once a unit has been selected in the sample, data on all its activities
should be collected and efforts made to obtain as much separate information as possible for each
activity, particularly in respect of horizontally integrated activities (cf. section 2.2.2.2). In the
case of households with several informal sector enterprises (cf. section 2.3.1), a similar
procedure can be adopted to determine which is the main enterprise. Again, if such a household
is selected, all its enterprises should be taken into the sample and separate data collected for
them to the extent possible. In both cases, all data of the unit or units should be given the same
weight at the estimation stage, determined according to the stratum from which the unit or units
were selected. At the tabulation stage, however, different activities of the same unit or different
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enterprises of the same household may appear under different classifications, depending on their
characteristics. The same applies to units which change their activities or other characteristics
between the two survey phases (the change may be real or due to misreporting at the listing
stage).. The sampling weight of a unit should always be determined by the way in which the unit
was selected on the basis of its characteristics as obtained at the time of listing. But information
pertaining to the unit should always be tabulated according to its characteristics at the time of
data collection.

196. At this point of the present discussion one has to consider the general issue of the
procedures for the weighting and estimation of the survey results. Self-weighting samples are
often not appropriate or achievable in an informal sector survey, unlike the case of many
household surveys. Also, external control totals required for ratio-type adjustments of the
survey results are usually more varied than simple population totals because of the different
types of informal sector units surveyed; even more importantly, such external information is
often lacking, incomplete or unreliable. Consequently, more complex weighting and estimation
procedures are usually involved, which have to be based to a large extent on the survey data
themselves without recourse to external information. This requires carefully kept records of the
listing operation, sample selection and sample outcome for each sample area and for the different
types of units.

197. The quality of estimates of aggregates (e.g. total number of informal sector units,
employment, output) from the survey depends heavily on the completeness of coverage during
the listing operation. In a mixed household and enterprise survey, informal sector units are
normally identified and listed at the place of residence of the household of the business owner(s).
This has certain implications in the case of units operating in fixed premises outside the business
owners' home. In order to achieve full coverage of units at the listing stage, the "visibility" of
units is an important factor. If the place of work is not the same as the place where the unit is
to be listed, there is a greater chance for the unit to be omitted. It would therefore be desirable
to identify and list the units concerned at their place of work. Furthermore, it was argued in
paragraph 180 above that in the case of units operating in fixed premises outside the business
owners' ftome the interviews of the second survey phase should be conducted at the places of
work. This may create some problems in field work if the units are listed at the place of
residence of their owners and the workplaces are located in areas not included in the sample.
In larger urban areas, in particular, the distance between the place of residence and the place
of work may sometimes be quite large, which involves more travel by the interviewer.
Moreover, in urban areas informal sector units engaged in the same type of manufacturing or
repair activities are often clustered in specific non-residential areas (sometimes assigned to them
by the local authorities), while the places of residence of the business owners are much more
scattered. In such cases, it would be more efficient to list the units at their place of work. With
such a listing it would also be easier to locate the units concerned during the second survey
phase.

198. Accordingly, two separate but coordinated listing operations may be recommended
as an alternative in situations where the above-mentioned problems are considered significant.
An establishment-listing operation could cover all identifiable informal sector establishments
located in fixed premises other than residential dwellings in the sample areas; the owners of the
establishments may or may not reside within the sample areas. And a household listing
operation could cover the following categories of informal sector units owned and operated by
persons residing in the sample areas: (i) units operating within household premises (residential
dwellings), and (ii) units operating without fixed location, irrespective of whether the activities
are carried on within or outside the sample areas. During the household-listing operation,
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information should also be collected showing whether or not the household or any of its
members operates an informal sector business in fixed premises outside the home, and about the
location of these premises, if any. All such businesses located within the sample area, which
were missed during the establishment listing operation and were discovered during the household
listing operation, should then be added to the establishment list and eliminated from the
household list. In this way, two complete and mutually exclusive lists can be obtained for each
sample area. From these lists, separate samples can be selected, and differential sampling rates
according to the type of workplace can be applied without complicating the last-stage selection
process.

199. Certain drawbacks of the dual approach should however be noted. First, it increases
the cost and complexity of the listing operation. Secondly, the establishment component may
pose problems for the application of the proposed definition of the informal sector and for the
estimation of the total number of informal sector enterprises (cf. paragraph 175). In order to
make it possible to reconstitute enterprises, it is therefore important to record the name and
address of the business owner(s) in respect of each establishment listed. Thirdly, special care
is needed to ensure that there are no double countings or gaps in the coverage of informal sector
units. This requires careful cross-checking of the two lists. Lastly, unless information about
the location of the workplaces is available in a suitable form from population censuses, such
censuses may not provide an appropriate frame for the stratification and selection of area units
according to the concentration of establishments, because the latter may be concentrated in areas
different from those where their owners live. This problem may arise in larger urban areas, in
particular. It points to the need for an alternative source of the frame for establishments, i.e.
an establishment or economic census. In some situations, it may however suffice to supplement
the main population census-based frame through the inclusion of non-residential areas with a
high concentration of informal sector establishments as known from information provided by
local authorities.

200. Separate informal sector surveys are relatively large-scale, complex and expensive
operations; for this reason they cannot be conducted at frequent intervals. As such surveys are
primarily meant to provide detailed structural information about the informal sector in order to
meet needs for longer term data, it may be recommended that they should be conducted every
five years only. Where possible, the data obtained from such surveys may be supplemented with
less detailed but more frequent data from informal sector modules attached to existing household
surveys (cf. section 4.4.3), and/or with data on informal sector employment collected through
surveys of the economically active population (cf. section 4.2). In this way, important additional
information can be obtained showing the evolution of the informal sector over time.

4.4.3 Informal sector surveys combined with household surveys

201. An alternative to the conduct of a separate informal sector survey (SISS) is the
combination of an informal sector survey with a suitable household survey on other topics. The
basic approach is as follows. During the household survey interview, employers and own-
account workers are identified on the basis of a question on status in employment. For all
persons identified as employers or own-account workers, additional questions are asked on the
characteristics of their enterprises so as to identify (and eventually stratify) units falling within
the scope and definition of the informal sector. A subsample or all of the informal sector
enterpreneurs thus identified is interviewed on the basis of a special enterprise survey
questionnaire to collect data on the kind of activities, employment, outputs, inputs, income
generation and other characteristics of the businesses and their owners. A variant of this
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approach consists of applying the enterprise survey questionnaire to all employers and own-
account workers identified during the household survey, irrespective of the characteristics of
their enterprises; informal sector businesses can then be identified through information obtained
during the enterprise survey itself, and the interview may be stopped if the unit does not meet
the eligibility criteria.

202. The main advantage of combining an informal sector survey with a household survey
is that such an approach is much less expensive than the conduct of a SISS. The household
survey data provide the frame for the identification and selection of informal sector units and
no special listing operation of households and informal sector units is involved as in the case of
a SISS. There are also substantive advantages of the combined approach, enriching the
possibilities for analysis: the data collected on the informal sector can be linked, at the macro
and micro level, with the data collected during the household survey. Moreover, estimation of
the results from the informal sector survey is facilitated because the sampling weights of the
household survey can be applied after adjustment for informal sector units owned by two or
more business partners residing in different households (cf. paragraph 183), and control totals
from the household survey may be used to construct ratio-type estimators for the results of the
informal sector survey.

203. However, the combined approach has at least two limitations: (i) because of
differences in sample design, an informal sector survey combined with a household survey will
not normally be able to provide data on different types of informal sector activities and units
with the same detail and level of precision as a SISS; (ii) it may be difficult to achieve full
coverage of units which are operating in premises outside the home of their owners (cf.
paragraph 197).

204. There are two possibilities for combining an informal sector survey with a household
survey: (i) an informal sector module can be attached to an existing suitable household survey
without changing the overall design of the latter in any fundamental way (modular approach);
or (ii) an integrated survey can be developed on the basis of a combined design which
incorporates measurement of the informal sector as one of its basic objectives. These two
arrangements are discussed in turn below.

4.4.3.1 Informal sector modules attached to existing household surveys

205. The collection of data on the informal sector through the attachment of an informal
sector module to an existing household survey is an option which is particularly relevant in the
following situations: (i) the available resources do not permit the (repeated) conduct of a SISS;
(ii) the main objective is to monitor the evolution of the informal sector over time rather than
to obtain very detailed and structural information on the sector; (iii) a household survey, which
is suitable as a base survey for informal sector measurement in terms of scope, sample size and
topics investigated, is conducted on a regular basis so that an informal sector module can be
attached to it at periodical intervals as determined by the frequency of the household survey, the
needs of data users and the resources available.

206. Depending upon national circumstances, various types of household surveys can be
used as base surveys for the attachment of an informal sector module. Labour force surveys (or
surveys of the economically active population), if available, are likely to be the most appropriate
instrument for this purpose. In a number of countries, labour force surveys have already
become a survey instrument to which modules on additional topics are added from time to time,
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and data collection on the informal sector may be one such module. Examples of informal
sector modules attached to labour force surveys include the Encuesta Nacional de Economia
Informal (1988/89) and the Encuesta Nacional de Micronegocios (1992) of Mexico, and the
Encuesta a Microempresas del Sector Informal Urbano (1986) of Peru. The potential of labour
force surveys as a vehicle for informal sector measurement is enhanced when they cover the
whole country, rather than just the urban areas; in this way, comprehensive information on the
informal sector can be obtained as required for national accounting and other purposes.

207. Labour force surveys tend to be based on samples which are larger than most other
household surveys; this facilitates the selection of adequate sub samples for data collection on the
informal sector. Labour force surveys can provide detailed and reliable information for each
individual household member regarding engagement in economic activity, status in employment,
etc., as well as on secondary activities, characteristics of the enterprises where people work and
the type of premises used by the enterprises and their location. These are essential
considerations for the identification and localisation of informal sector units and their full
coverage. At the micro level, data on characteristics of informal sector enterprises can be linked
with data on socio-demographic and economic characteristics of the owners and their households
as obtained from the labour force survey; this reduces the amount of information to be collected
during the informal sector survey itself and, hence, the survey costs and response burden.
Through linkages at the macro level, data on employment and income generation in the informal
sector can be analysed in conjunction with data on unemployment, employment and working
conditions in other sectors of the economy (including data on atypical or precarious, forms of
employment in the formal sector). Moreover, if the labour force survey asks questions relating
to the definition of the informal sector in respect of all employed persons (including employees
and unpaid family workers), as suggested in section 4.2, the total employed population can be
classified in a mutually exclusive way into the formal versus informal sector, and data on
employment and working conditions in the informal sector, as obtained from the base survey,
can be compared with the corresponding data obtained from the informal sector module.

208. Unlike other household surveys, labour force surveys are often undertaken on a
regular basis with an annual, quarterly or even monthly periodicity. Such surveys are therefore
particularly well-suited for the collection of time series of data on the informal sector for the
monitoring of changes over time. For example, provided the necessary resources are available,
an informal sector module may be attached to a labour force survey once a year to provide
information on the informal sector for national accounting and other purposes with the same
frequency as data collected on the formal sector. However, the measurement of seasonal
variations in informal sector activities and the production of annual estimates (cf. paragraph 182)
are possible only if the labour force survey is spread over a whole year, or if it is conducted in
quarterly or monthly rounds and the informal sector module attached to it every round.

209. Household income and expenditure surveys (HIFS) are likely to be the best
alternative type of base survey for informal sector measurement. Examples of countries that
have attached an informal sector or similar module to a HIES are Rwanda (Enquête Nationale
Urbaine Budget-Consommation (1984-86)) and Malawi (Survey of Household Expenditure and
Small Scale Economic Activities 1990/91). The advantages of HIES in this context are that they
are often given a higher priority than labour force surveys in the development of a household
survey system, that they normally cover a survey period of one year and the whole territory of
a country, and that they provide detailed and reliable information on the economic characteristics
of households. Through linkage, at the micro level, of data obtained from the informal sector
module with those obtained from the base survey, informal sector activities can be analysed in
conjunction with data on household income and expenditure. The limitations of HIES as base
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surveys for informal sector measurement result from the smaller sample size and less frequent
periodicity as compared with labour force surveys, the poorer quality of information on
engagement in economic activity, status in employment, etc. of the household members, and the
high response burden which may have a negative effect on the willingness of respondents to
participate in an additional survey. Depending upon national circumstances, household surveys
other than labour force or household income and expenditure surveys might also be used as base
surveys for the attachment of an informal sector module, provided the samples are large enough
and the survey contents are not too complex.

210. Regarding the organisation of field operations, two arrangements are possible: the
informal sector survey can be conducted simultaneously with the base survey as part of a single
data collection operation, or it can be conducted consecutively as a separate operation. The
advantages of the simultaneous conduct of both surveys are that the cost of field work is
reduced, and that there is no time-lag between the two surveys during which units might become
untraceable or change their activities (cf. paragraph 181). However, the simultaneous conduct
has a number of serious disadvantages. The determination of the eligibility of units for the
informal sector survey is uncontrolled and prone to error because it must be left to the
interviewers. No subsampling of informal sector units (possibly at different rates from different
strata) can be made unless it is also entrusted to the interviewers. The field work for the base
survey, which may already be a heavy operation in itself, is disrupted and protracted; this may
have negative effects on the quality of the base survey results. Particular problems arise if the
business owners themselves are to be interviewed during the informal sector survey and if, in
the case of businesses operating in fixed premises outside the home of their owners, these
interviews are to be conducted at the actual place of work (cf. paragraph 180). Interviewers are
then required to travel to the places of work (which may or may not be located within the
sample areas); even in the case of informal sector activities carried out at home or without any
fixed location, second visits to the same households may be required to interview the business
owners themselves. In such circumstances, disruptions in the field work for the base survey can
be avoided only through the recruitment of additional field staff. In any case, the use of
different field staff for the two survey components should be recommended, as experience has
shown that the use of specialised interviewers for the informal sector survey substantially
improves the quality of the data.

211. It follows from the above that the conduct of the informal sector survey as a more
or less separate field operation is likely to be a preferable approach in most situations.
However, in order to minimise the loss rate of units, care needs to be taken to keep the time
interval between the two survey components as short as possible. It may be difficult to meet this
requirement when the identification and selection of sample units for the informal sector survey
are to be centralised to ensure a better control of the process. In such situations, the sample
units for the informal sector survey can be identified and selected only after the results from the
base survey have become available in usable form, which may take quite a long time in the case
of large-scale and complex base surveys. This problem has been solved by some countries
through advance processing of the required data immediately after the completion of field work
for the base survey. For this purpose, appropriate provisions should be made when survey
questionnaires and data editing procedures are designed.

212. The modular approach has a major limitation: depending upon the size of the base
survey sample, the subsample obtained for the informal sector survey may not be large enough
to meet the desired precision requirements for the survey data. Even if the total number of
informal sector entrepreneurs included in the subsample is adequate, it cannot be systematically
guaranteed that separate estimates of acceptable precision can be obtained for different types of
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informal sector activities or units as needed for the purposes of national accounting and the
formulation or monitoring of employment policies and support programmes. Such problems are
likely to arise in respect of activities or units (e.g. manufacturing, construction, enterprises of
informal employers) which are less well distributed in the general population than others (e.g.
trade, own-account enterprises), but which may nevertheless play an important role in the
formation of value added and the generation of employment and incomes.

213. This shortcoming of the modular approach results from the fact that the samples of
the base surveys are usually not specifically designed for data collection on the informal sector.
At the first stage of sampling for household surveys, area units are usually selected with
probabilities proportional to population size (PPS) or the number of households rather than the
number of informal sector units in the areas. There may be only little correspondence between
the number of informal sector units in an area and its population size or number of households;
this applies, in particular, to situations where informal sector units operate in non-residential
areas, in mixed areas or in residential areas different from those where their clients live, and/or
where informal sector units produce goods for intermediate consumption by other enterprises
rather than for final consumption by households. In addition, specific types of informal sector
activities are often concentrated in specific areas. It is unlikely that a normal household survey
captures such patterns of concentration adequately, even if its overall sample size is large. At
the second stage of sampling for household surveys, households are usually selected with
"inverse-PPS" to obtain a self-weighting sample or by taking a constant number of sample
households in each area, but again not according to the presence of informal sector entrepreneurs
in the households. Thus, the base survey sample may fail to include an adequate number of
employers and own-account workers engaged in the various types of non-agricultural activities
as would be desirable for the informal sector survey.

214. Various measures can be taken to compensate for the limitation of the modular
approach without changing the design of the base survey. (i) The sample size of the latter may
be increased so as to ensure that suffiently large subsamples of informal sector units are
obtained. However, the sampling efficiency and practical feasibility of such an expansion are
doubtful; probably most labour force or other base surveys already use the maximum sample
sizes possible under given resource constraints. (ii) In addition to informal sector units identified
on the basis of employers and own-account workers in the sample households, further units may
be added to the subsample, identified on the basis of employees of informal sector enterprises
in the sample households. For this purpose, it is necessary to address the questions relating to
the definition of the informal sector to all household members irrespective of their status in
employment, and to ask for the name and address of the place of work (or, which is more
difficult, for the personal address of the employer if there is no fixed place of work). However,
increasing the size of the subsample in this way would make survey operations and estimation
procedures much more complex and prone to error. Moreover, the number of additional units
thus obtained may be small given that most informal sector enterprises are operated without
hired labour. It is also likely that many informal sector employees would be reluctant to report
their employers, and that some employers, when identified in this way, would refuse to
participate in the survey. (iii) Although at the first stage of selection use is made of the same
sample of areas as in the base survey, at the second stage of sampling different households in
these areas may be selected specifically for the informal sector survey, i.e. households with one
or more members operating informal sector businesses. Such households can already be
identified during the listing operation for the base survey. In this way, a larger sample of
informal sector units can be obtained with marginal additional costs of listing. (iv) In the case
of an informal sector module attached at periodical intervals to a continuing base survey,
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information may be cumulated over several rounds for types of informal sector activities or units
for which a single round does not provide adequate samples.

215. The modular approach may also be cOmbined with other methods of data collection.
For example, data obtained from informal sector modules attached to existing household surveys
may be supplemented with more detailed structural data from separate informal sector surveys
conducted at less frequent intervals (cf. paragraph 200). Another possibility is to use the
modular approach for informal sector units operating within the home of their owners or without
fixed location, and to conduct a separate survey based on the establishment survey approach (cf.
section 4.3) for informal sector units operating in identifiable fixed premises outside the owners'
homes. The latter are more likely to be inadequately represented in a conventional household
survey sample than other units because they are smaller in number, less evenly distributed and
more difficult to identify through households (cf. paragraph 197). Such a survey arrangement
requires the availability of a sampling frame for informal sector establishments. It is therefore
particularly suited to situations where appropriate establishment or economic censuses form part
of the national statistical system. Some sort of sampling frame might, however, also be obtained
through the separate listing of informal sector establishments in the areas included in the
household survey sample.

4.4.3.2 Integrated surveys

216. An alternative to the attachment of an informal sector module to an existing
household survey (without changing the overall design of the latter) is the development of an
integrated survey on the informal sector and another topic. Such an integrated approach is
meant to incorporate the measurement of informal sector activities as one of the basic objectives
of the survey design; it should therefore be able to yield more comprehensive and detailed data
than the modular approach. The development of an integrated survey for data collection on the
informal sector is particularly relevant in the following situations: (i) household surveys are
conducted only on an occasional basis with new designs being developed for every survey round,
i.e. there is no regular household survey to which an informal sector module might be attached;
(ii) household surveys conducted on a number of topics where the resources available do not
permit the development of separate surveys on each of these topics; (iii) a major redesign of an
existing labour force or other regular household survey has to be made (e.g. after a population
census), which provides an opportunity to incorporate the requirements of an informal sector
survey into the design as an additional objective.

217. An informal sector survey could be integrated most easily with a survey of household
economic activities (as developed in UN, 1991 and briefly discussed in section 3.5), requiring
only relatively small modifications in survey scope, sample design and field operations. So far,
however, only few countries conduct surveys of household economic activities. Labour force
surveys are another type of survey which is particularly suited for the integration of informal
sector measurement. The substantive advantages of combining measurement of the informal
sector with a labour force survey were already mentioned in paragraph 207 above. In addition,
there are also technical advantages: the sample design of labour force surveys can be modified
relatively easily into an integrated design for labour force and informal sector measurement
because of the compatibility of the respective design requirements. An example of a labour
force survey integrated with an informal sector survey is the Enquête Nationale sur les Activités
Economiques des Ménages (Secteur Informel) (1989) of Mali.
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218. In order to meet the requirements of the informal sector component, the design of
an integrated survey should aim at ensuring an adequate representation of different types of
informal sector activities and units in the sample. For this purpose, it would be most efficient
to stratify and select the sample areas according to the density of informal sector units and the
patterns of concentration of different types of such units, as with the sample design for separate
informal sector surveys (cf. section 4.4.2). Such a procedure also helps to control the overall
sample size for the informal sector component, reduce the variability of sample takes per area,
and simplify sample selection at the last stage. To some extent, the incorporation of the design
requirements for the informal sector component of the survey is also likely to improve the labour
force component. However, the sample design requirements for the two survey components are
by no means identical. The labour force component requires an appropriately designed sample
of the general population and not only of informal sector entrepreneurs. The design of an
integrated survey may thus have to be relatively complex to accommodate both components.

219. In most cases, the total sample size of an integrated survey is largely predetermined
by the resources available. Consequently, the different requirements for the two survey
components will normally have to be reconciled through an appropriate reallocation of the
sample rather than its expansion. In the case of informal sector surveys integrated with labour
force surveys such a reallocation is facilitated because of certain typical design features of the
latter: large sample sizes, oversampling of urban areas, etc. There is generally considerable
scope for reallocation of the sample at the first stage of selection according to the requirements
of the informal sector component, without unduly affecting the efficiency of the sample for the
labour force component. However, there are certainly limitations on the extent to which an
integrated design can meet several objectives as efficiently as separate surveys on each topic.

220, Integration in technical design does not alter the basic considerations involved in
choosing an appropriate arrangement for the organisation of field operations. In this connection,
reference is made to paragraphs 210 and 211 above which apply to integrated surveys as well.
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5. SURVEY CONTENTS. DATA OUALITY AND DISSEMINATION

5.1 Items of data collection

221. Two factors must be taken into account in determining the contents of an informal
sector survey. First, the information to be collected will depend upon the purposes of the
survey. It is therefore essential that the items included in the survey questionnaire are specified
in consultation with major data users, such as government departments, industrial statisticians,
national accounts experts, academic researchers or employers' and workers' associations. Since
account will have to be taken of the particular circumstances of each country, international
standards on informal sector statistics can provide only an illustrative list of data items which
may serve as a starting point for the development of national survey questionnaires. Such a list
is included in the draft resolution annexed to this report, with further details provided in the
remainder of this section. The list corresponds to the measurement objectives specified in
section 1.2 and is based on items of data that have been collected in national informal sector and
similar surveys conducted so far. This leads to the second factor: the practical feasibility of
data collection. The characteristics of informal sector units and of their owners place limits on
the type and accuracy of the information which can be obtained. However, some measures in
survey design and operations have proved to be successful in increasing response rates and data
quality; these are described in section 5.2 below.

222. For the purposes of the joint analysis of informal sector statistics and related
economic and social data and the use of informal sector statistics in national accounting, the
items of data collected as well as the definitions and classifications used should as far as possible
be compatible. It would therefore be advisable to follow as closely as possible the most recently
adopted versions of relevant international recommendations and standard classifications such as:
the resolution concerning statistics of the economically active population, employment,
unemployment and underemployment adopted by the Thirteenth ICLS (1982); the resolution
concerning statistics of hours of work adopted by the Tenth ICLS (1962); the resolution
concerning statistics of labour cost adopted by the Eleventh ICLS (1966); the resolution
concerning an integrated system of wages statistics adopted by the Twelfth ICLS (1973); the UN
System of National Accounts (SNA, Rev. 4) and its forthcoming supplementary Handbooks of
National Accounting; the UN Provisional Guidelines on Statistics of the Distribution of Income,
Consumption and Accumulation of Households (1977); the UN International Recommendations
for Industrial Statistics (1983); the UN Recommendations for the 1983 World Programme of
Industrial Statistics (1981); the UN International Recommendations for Construction Statistics
(1968); the UN International Recommendations on Statistics of the Distributive Trades and
Services (1975); the International Standard Industrial Classification of All Economic Activities
(ISIC, Rev. 3); the International Standard Classification of Occupations (ISCO-88); the
International Classification of Status in Employment (ICSE); and the Central Product
Classification (CPC).

5.1.1 Employment and working conditions

223. For the measurement of employment and working conditions in the informal sector,
information should be collected on the number of persons engaged in informal sector units
during the reference period by characteristics such as sex, age, place or country of origin,
educational attainment, vocational training received, status in employment, occupation, industry,
time spent at work and, where possible, other jobs held in the formal or informal sectors. Such
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data are useful for the measurement and sub-classification of the population employed in the
informal sector, and for studying the situation of women and other particular groups of informal
sector workers (e.g. young persons, rural-urban migrants, immigrants, multiple jobholders).

224. Additional information should be collected for employees employed by informal
sector units regarding the nature of their employment (continuous versus casual employment) and
its regularity as determined by the terms of their contracts of employment. This information is
necessary to distinguish between own-account enterprises and enterprises of informal employers
and for the definition of the latter (cf. section 3.4). Employees include apprentices and
employee outworkers (cf. section 2.3.2) employed by informal sector units which may be
identified as separate sub-categories. In the case of enterprises which carry out their activities
in more than one establishment (identifiable workplace), data on the number of employees
employed on a continuous basis (or the total number of employees or persons engaged) should
be collected separately in respect of each establishment (cf. paragraph 136). It may also be
useful to collect information on the turnover of hired labour in informal sector units and on the
means of coping with temporary high workloads (e.g. longer working hours of the persons
engaged, hiring of casual employees, subcontracting of work to similar businesses).

225. In respect of each informal sector employee, information should be obtained on the
amount of wage or salary (in cash or in kind) payable in return for work done during a specific
reference period, the frequency of such payments, the mode of remuneration (e.g. time rates,
piece or task rates, percentage work), entitlement to paid annual or sick leave, etc. It should
also be investigated whether or not the employer pays employers' contributions to social security
funds or private social insurance schemes for the benefit of the employees, because units where
such contributions form part of the compensation of employees should be excluded from the
informal sector according to the proposed definition (cf. section 3.4.3.2).

5.1.2 Production. income generation and capital formation

226. For the measurement of the economic characteristics of informal sector units,
information on the kind of productive activities performed should be obtained at a level of
disaggregation which reflects the diversity of informal sector activities in a given country (cf.
paragraph 154). In order to facilitate interpretation of survey results, it may also be useful to
collect data on whether the units are operating on a perennial, seasonal or casual basis and on
the duration of business operations during the reference period.

227. As far as possible, informal sector surveys should aim at collecting data on
production and income generation of informal sector units in such a way that the survey results
can be used for the compilation of the Production, Generation of Income and Entrepreneurial
Income Accounts in national accounting. For the estimation of gross value added, information
is needed on output and intermediate consumption of the units during a specific reference period.
For the measurement of output, data should be collected on the quantity of goods or services
produced or sold by the type of goods or service, the total value of sales or receipts during the
reference period at basic prices or producers' prices, or the corresponding value per unit (or the
trade margins in the case of trade activities). In respect of manufacturing activities, additional
information may be collected on the disposal of the output (sale, further processing, household
consumption, remuneration in kind of employees, barter or exchange of gifts, net change in
stocks).
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228. Intermediate consumption refers to the value of goods and services that are
transformed or entirely used up for production during the reference period. It includes (i) the
use of raw materials or intermediate goods bought from other units, including subcontractors,
(ii) the payment of rents for buildings, vehicles, equipment or machinery, (ni) expenditure on
the replacement of small tools, (iv) the purchase of repair, transportation and other services, and
(v) other business expenses (e.g. water, energy, petrol, telephone, packing material).
Intermediate consumption excludes the purchase of goods for resale in the case of trade
activities, the compensation of employees; the use of fixed assets owned by the enterprise and
expenditures on fixed capital formation. Data on intermediate consumption should be collected
by type of goods or services used during the reference period and the corresponding
expenditures at purchasers' prices. Where possible, more accurate information may be obtained
through the collection of data on the quantities of the various goods or services used during the
reference period and the purchasers' prices per unit, or on the quantities purchased, the total
value of the purchases and the quantities used.

229. For estimation of the gross mixed income (operating surplus) of enterprises,
compensation of employees (i.e. wages and salaries in the case of informal sector units; cf.
paragraph 225) is to be deducted from gross value added. Where applicable, taxes on
production (excluding value added tax) are also to be deducted from value added, and subsidies
on production, if any, added in order to establish the gross mixed income. Taxes on production
include, for example, general sales or turnover taxes, excise duties, taxes on land, buildings or
vehicles, taxes on financial and capital transactions, stamp taxes and business licence fees.
While taxes on production also include, in principle, payroll and other employment-related taxes,
enterprises paying such taxes should be excluded from the informal sector according to the
proposed definition (cf. section 3.4.3.2).

230. For estimation of the gross entrepreneurial income, further information is needed on
the property income received in connection with activities of the enterprise (to be added to the
gross mixed income) and on property charges payable in connection with activities of the
enterprise (to be deducted from the gross mixed income). Property income includes, for
example, interest payments received by the enterprise for money lent to others; however,
does not include payments received for the renting or subletting of premises, vehicles, equipment
or machinery, as these are treated in national accounting as receipts from the sale of services
and thus included in output, value added and mixed income (UN, 1992, Ch. VII). Property
charges include payments to others such as interest on loans, land rent, royalties for the use of
patents, trademarks or copy rights, etc. Regarding the financial liabilities of the units, further
information may be collected on loans taken out for the business activity, such as the amounts
borrowed during a given reference period (including amounts and interest outstanding from
previous periods), amortisation and interest payments during the reference period, interest rates,
and the type of creditor.

231. Estimates of net value added, net mixed income (operating surplus) and net
entrepreneurial income are obtained from deducting the consumption of fixed capital from the
respective gross figures. The difficulties of evaluating the consumption of fixed capital are
however widely recognised. Some estimate of the consumption of fixed capital of informal
sector units may be made if data on each fixed asset owned by the enterprise are collected by
type of asset (land and/or land improvements; buildings and other construction; transport
equipment; machinery and other equipment), years in use and current value. To obtain
information on gross fixed capital formation of informal sector units during a specific reference
period, additional data may be collected on the value of fixed assets acquired and disposed of
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during that period. It may also be useful to collect data on the source of capital used for the
acquisition of the fixed assets.

232. The production activities of informal sector units are often mingled with consumption
activities of the business owner's household regarding the use of electricity, buildings, vehicles,
loans, etc. (cf. paragraph 61). To obtain satisfactory estimates of value added, mixed income
(operating surplus), entrepreneurial income and fixed capital formation, efforts should therefore
be made in the collection of data on intermediate consumption, property charges and fixed assets
to separate usage for business purposes from usage for household consumption or, if a clear
distinction is not possible, to allocate the expenditures concerned in proportion to the use for
business purposes. Similarly, only the decline in the value of fixed assets which is attributable
to their use for business purposes should be taken into account for the estimation of the
consumption of fixed capital. However, it seems virtually impossible in the case of informal
sector units to distinguish property income received by enterprises from that of the households
of their owners.

233. For informal sector enterprises engaged in several kinds of production activities and,
possibly, households with several such enterprises, data should be collected on all activities and
efforts made to obtain as much separate information as possible in respect of each (horizontally
integrated) activity (cf. paragraphs 73 and 195). For this purpose, inputs into the production
processes in the form of labour, capital, goods or services, which cannot be clearly allocated to
a specific kind of activity, should be distributed in an appropriate way over all activities for
which they are used. Such a distribution may be made in proportion to the output produced by
each activity, or, in the case of labour inputs, according to the time worked in each activity (cf.
paragraph 72).

5.1.3 Other characteristics of enterprises

234. In addition to data on employment, kind of activity, production, income and fixed
capital, data may be collected on other characteristics of informal sector units and the conditions
under which they are created and carry out their activities. These should include (i) information
on the legal organisation of the units and the type of accounts kept, as required for the
identification of household enterprises (cf. section 3.2), and (ii) data on the location of the units
(urban versus rural areas), the type of workplace used, the type of ownership (individual
ownership, household ownership, partnership with members of other households), and the
relation of the units with other enterprises (independent producers versus producers working
under subcontracting arrangements for others), as suggested for the sub-classification of informal
sector units (cf. section 3.6). If mixed household and enterprise surveys are used for the
measurement of the informal sector, it is important, for the determination of the sampling
weights for business partnerships comprising members of different households, to obtain
information on the number of business partners residing in households other than that of the
respondent (cf. paragraph 183). For analytical purposes, it may also be useful to collect data
on the shares of the respondent in the capital invested and the income obtained from the unit.

235. Information on the relations of the units with other enterprises outside or inside the
informal sector or, more generally, their linkages with the rest of the economy regarding the sale
of products may be obtained through questions on the type and number of customers (or the
proportions of output sold to different types of customers) and the extent of work performed for
other enterprises under subcontracting arrangements. In order to distinguish self-employed
outworkers from employee outworkers (cf. section 2.3.2), further data should be collected on
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the terms of the subcontracting arrangements as regards the basis of remuneration (amount of
work done versus value of goods or services produced), decisions on markets, scale of
operations and finance, and the supply of equipment, machinery or materials, etc. Information
on the type and number of customers also allows a distinction to be made between employees
and self-employed domestic workers (cf. section 2.3.3), if it is intended to include the latter in
the national definition of the informal sector. Data on other linkages of informal sector units
with the rest of the economy may be obtained through questions on the sources of capital
invested and of the main goods used for further processing or resale.

236. To monitor the process of the institutionalisation of the informal sector and its
relations with the public authorities, data may be collected on the various ways in which
businesses might be registered (cf. paragraph 119), knowledge of and membership in
associations or cooperatives of informal sector producers, public utilities available at the place
of work (e.g. tap water, sewerage, electricity, gas, telephone), the attitude of government and
local authorities towards the informal sector as perceived by the survey respondents, knowledge
of and participation in existing informal sector support programmes, and the kind of assistance
already received.

237. As a basis for the design of informal sector support policies and programmes,
information may be collected on the difficulties faced in the creation of the enterprise and on the
constraints on its operation or expansion (e.g. lack of capital, suitable premises, equipment,
modern technology, technical or managerial skills; shortage/high turnover of skilled workers;
lack/irregular supply of raw materials, spare sparts, water, electricity, fuel, transportation
services, etc.; insufficient demand for products, limited access to markets, high competition
from other producers; problems in complying with existing laws and regulations; heavy taxes
and licence fees; high interest rates on loans). In this connection, data may also be collected
on the history of the enterprise such as the year when it was established, the amount and sources
of initial capital, changes in activities, premises or production techniques used since the business
was created or during the last year, increases/reductions in employment and output since that
time, etc.

5.1.4 Characteristics of enterprise owners

238. In addition to the data collected in respect of all persons engaged in informal sector
enterprises (cf. paragraph 223), informal sector surveys can also provide further or more
detailed information on the characteristics of the owners of such enterprises. This may include
data on the period of residence in the present area, previous place of residence, marital status,
acquisition of the skills needed to conduct the business (formal versus informal kinds of training)
and engagement in other economic activities. For respondents engaged in other economic
activities, information may be collected on their main source of income (business versus other
activities) and on the characteristics of their other activities (status in employment, occupation,
industry, formal/informal sector and, if possible, amount of time worked and income received).
It would also be useful to collect data on the reasons for working in the informal sector (e.g.
lack of other employment opportunities, higher or additional income, independence), particulars
of previous employment, if any, and the respondents' plans for the future (continuation of the
present business without change, diversificatiOn of products, further investments, hiring of
additional workers, creation of another business, wage employment in the formal sector, etc.).
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5.1.5 Characteristics of the households of enterprise owners

239. The collection of information on the characteristics of the households of enterprise
owners makes it possible to place informal sector activities in the context of the household as
a whole, to study the role which other household members play in providing additional income
to the household, to analyse the impact of the household situation on the activities of women in
the informal sector, etc. Data may be collected on the age, sex, marital status, relationship to
the reference person and activity status of other household members. For all household
members with employment other than in the respondent's business, information may be sought
on their status in employment and the branch of economic activity and type of enterprise (formal
versus informal) in which they work. Finally, data may be collected on whether or not the
household receives any income from sources other than self-employment or paid employment
of its members (e.g. remittances, transfers, property income) and the total amount of household
income from all sources other than the respondent's business. Alternatively, respondents may
simply be asked to indicate whether or not their business represents the main source of income
of the household. Data on the characteristics of households should be collected in a way which
makes them compatible with similar data from other surveys conducted in the country.

5.2 Measures to increase response rates and data quality

240. Respondents in informal sector surveys have special characteristics which must be
taken into consideration in survey design and operations because they affect the possibilities of
data collection and the accuracy of the information obtained. Most informal sector entrepreneurs
do not keep detailed written records or accounts of their activities, have a low level of education,
and are not accustomed to participating in statistical surveys. Some respondents may be
reluctant to participate in an official survey for fear of subsequent taxation or harassment by the
authorities. The Meeting of Experts on Labour Statistics identified a number of measures which
have been successful in increasing response rates and the quality of the data collected (ILO,
1992). These refer to prior information on the survey, confidentiality rules, method of
interviewing, recruitment and training of interviewers, choice of reference periods and design
of survey questionnaires as described below.

241. Information. To prepare and motivate respondents for participation in the survey,
an information campaign should be launched prior to the survey through media which can be
expected to reach a large number of informal sector entrepreneurs. The campaign should
explain the purposes of the survey, indicate the type of data to be collected and emphasise the
importance of the survey results for the formulation of informal sector support policies and
programmes. Cooperation by associations of informal sector producers could help significantly
in the establishment of a favourable climate for the survey.

242. Confidentiality. A formal guarantee should be given to the respondents that the
information provided will be treated confidentially. It should be clearly stated that individual
survey data will be used for no other than statistical purposes and that such data will not be
submitted to fiscal authorities, labour administrations, social security institutions, etc. Particular
efforts are required to gain the confidence of respondents engaged in deliberately concealed
informal sector activities, in respect of whom problems of refusal or intentionally incorrect
reporting are most likely to arise (cf. paragraph 26). An informal sector survey might succeed
in obtaining at least some information on deliberately concealed activities if, in addition to an
assurance of strict confidentiality, the survey is carefully introduced, questions are appropriately
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worded and interviewers trained to show understanding of the respondents' situation rather than
disapproval.

243. Method of interviewing. Because of the lack of written records or accounts and the
low level of education of most informal sector entrepreneurs, face-to-face personal interviews
(preferably with the business owners themselves and at the actual place of work if applicable)
will usually be the only method of inquiry which is practically feasible. It will normally not be
possible to use other methods, such as asking respondents to complete mailed questionnaires or
to keep diaries during a certain period of time. The date and time of the interview should be
chosen in consultation with the respondents themselves. Efforts need to be made in the design
of survey questionnaires and the training of interviewers to help respondents recall the required
information in as much detail as possible. To the extent that business records - albeit in
rudimentary form - are available, they should of course be used by the respondents and
interviewers in completing the questionnaire.

244. Interviewers. Experience has shown that the qualifications and motivation of
interviewers are important factors in ensuring a good quality of the data collected in informal
sector surveys. Ideally, the interviewers recruited should be persons who are familiar with the
mentality of informal sector entrepreneurs, the manner in which they conduct their business and
the conditions under which they operate. In addition, the interviewers need in-depth training
on the structure and content of the survey questionnaire, the concepts and definitions of each
survey item, procedures to handle specific problems that may arise during field operations,
methods of enlisting the cooperation of respondents, techniques to help respondents provide
accurate information without prejudicing replies, etc. To enhance the motivation of
interviewers, special financial incentives could be provided for good performance, successful
tracing of sampling units and interviews conducted outside normal working hours.

245. Reference periods. In order to account for seasonal and other variations and to
obtain annual estimates, informal sector surveys should generally aim at covering a survey
period of a whole year. The most appropriate approach is to divide the sample into subsamples
for different quarters or months of the year (cf. paragraph 182), because it is unrealistic to
expect that informal sector entrepreneurs can provide all the required information for a period
of one year. The reference period for data collection must be restricted to an interval within
which respondents can recall events with sufficient accuracy, i.e. it must be short and adapted
to different activities and questions. In line with the Draft Recommendations for a Statistical
Programme for Household and Small-scale Industries (UN, 1986) and the NHSCP Technical
Study on Surveys of Household Economic Activities (UN, 1991), it may be recommended for
informal sector surveys to envisage the month preceding the interview as the reference period
for collecting data on employment, outputs, inputs and related transactions. A reference period
of one month seems adequate for most kinds of informal sector activities because of the short
production cycles involved. However, in the case of construction activities, where production
cycles are likely to be longer, it may be recommended to use the three months preceding the
interview as the reference period. In some cases, it may be possible to obtain information only
for a shorter reference period than one month or quarter. The survey questionnaires should
therefore be designed to accommodate information for different reference periods, so that
respondents can choose themselves the reference period for which they are able to report the
required data. Survey data should then be converted into monthly or quarterly figures at the
data processing stage; this conversion is facilitated if data on one item (e.g. number of persons
engaged) are obtained for different reference periods as a basis for pro-rating other data items.
On the other hand, there are also transactions for which a longer reference period than a month
or quarter can and should be used because the corresponding events are more easy to recall for
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respondents and take place at less frequent intervals. Examples are the acquisition and disposal
of fixed assets, the raising of loans, payments of amortisation and interest, and certain types of
operating expenses for which the last 12 months seem to be a more suitable reference period.

246. Ouestionnaire design. Data on employment, production and income generation in
informal sector units can hardly be collected using the same survey questionnaires with which
the corresponding data for formal sector enterprises are collected. Response rates and data
quality can be significantly increased through appropriately designed questionnaires for informal
sector surveys. (i) It is important to adapt concepts, definitions, classifications, survey contents
and question formulations to the specific situation of informal sector businesses, the behaviour
and attitudes of informal sector entrepreneurs, the way they reason and calculate sales prices,
profit margins and related figures, the various forms which hired labour and its remuneration
may take, etc. This requires good preliminary knowledge of the survey population as obtained
from previous survey rounds or qualitative surveys of the informal sector. In the absence of
such preliminary knowledge, it is imperative to conduct pilot surveys during which
questionnaires are pre-tested before final decisions are taken on the survey contents and the
wording of questions. (ii) The survey questionnaire should not be too ambitious; this applies,
in particular, to items which involve difficult recall tasks (e.g. questions requiring answers in
quantitative terms). (iii) If all types of informal sector activities are covered in a single survey
as recommended in paragraph 169, different questionnaire modules should be designed for
different groups of activities (e.g. manufacturing and repairs, construction, trade, transport,
other services). Such different modules make it possible to formulate questions in a way which
refers more specifically to the situations being investigated. Different questionnaire modules
may also be used for own-account enterprises as opposed to enterprises of informal employers,
or for localised as opposed to unlocalised informal sector units. (iv) In order to improve the
accuracy of responses and reduce the need for later queries with the respondents, it is useful to
include control items in the questionnaire, which oblige interviewers to make a number of
plausibility and consistency checks on the data before completing the interview and to seek
further clarification from the respondent if necessary. For similar reasons, appropriately worded
questions could be included which ask respondents to make their own direct assessment of value
added, mixed income (operating surplus) or entrepreneurial income for a specific reference
period, in addition to the questions on the various elements from which such aggregates can be
derived analytically.

5.3 Evaluation and dissemination of survey results

247. Prior to the release of informal sector survey results, an assessment of survey errors
and a careful review of the quality of the data should be made. Such an evaluation is useful for
various purposes. It reveals the limitations of the data and thus facilitates the interpretation of
the survey results. It provides the basis for the calculation of non-response weights and other
adjustments of the survey estimates, and for corrections of the survey data if necessary and
justifiable. It helps to determine the contents and breakdown of statistical tables to be prepared
for the dissemination of the survey results. Finally, an evaluation of data quality is necessary
for improvements to be made in the methods of data collection, processing and estimation in
following surveys of the same type.

248. The accuracy of the results of an informal sector survey - like that of any other
survey - depends upon the magnitude of errors of the estimates derived from the survey. While
all care should be taken in survey design and operations to minimise possible errors, some are
still bound to occur. In the case of informal Sector surveys, the contribution of non-sampling
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errors to total survey errors is likely to be greater than the contribution of sampling errors. For
an evaluation of data quality it is therefore important to have as much information as possible
on the magnitude of non-sampling errors, in addition to the measurement of sampling errors.
Unfortunately, non-sampling errors are generally more difficult to assess and control than
sampling errors, because they can arise from various sources and their effects on the survey
results are not easily quantifiable. The various types of non-sampling errors may be categorised
as: (i) coverage errors (boundary errors, omission/double counting of sampling units during
listing, sample selection errors); (ii) non-response errors (loss of sampling units between the
listing and data collection phases, refusals of participation, unsuccessful contacts, etc.); (iii)
response errors (misreporting or misrecording of information, proxy response, etc.); and (iv)
data processing errors (data entry, editing and coding errors). Methods for assessing and
controlling non-sampling errors include the comparison of aggregates and ratios obtained from
the survey with related data from other sources or previous survey rounds if available, the
examination of the internal consistency of the data relationships between different survey items
and the conduct of re-interview studies as part of the survey operations. If properly designed
and systematically carried out, re-interviews are a powerful instrument for data correction and
quality control. They can be used not only for the assessment of response and non-response
errors, but for the estimation of coverage errors provided there is an independent re-listing of
sampling units in a few selected enumeration areas.

249. Survey results may be released in several steps. To accommodate the most urgent
needs of data users, a succinct preliminary report should be issued as soon as the most important
basic data have become available. The preliminary report should be limited to a number of
summary tables accompanied by a brief description of survey methodology, concepts and
definitions. It should also include a statement that the figures are provisional.

250. The final report of the survey should then be published in one or more volumes
which provide the data in revised form (if necessary) and with more detail. Since the number
of tables that could be prepared is very large, a selection is necessary in order to limit the
volume and cost of the publication. First, the final report should contain those statistical tables
which meet the broad objectives of the survey and are likely to be required by a large number
of users of the statistics. Secondly, it should aim at including, in some form, the results of all
items of data collected unless the data quality is prohibitively low. To assist data users interpret
survey results correctly, the final report should be supplemented with a detailed methodological
description, including information on the survey objectives, scope and coverage, concepts and
definitions of statistical units and data items, survey and reference periods, method of data
collection, organisation of field operations, sample size and design, procedures for the estimation
and adjustment of the results, method and rates of imputation of missing or corrected values,
and measures of data quality including sampling and non-sampling errors as far as possible. The
final report may also include a text which highlights the major findings of the survey with a set
of graphs or short summary tables.

251. The last step in the dissemination of the survey results is the preparation of further
(and usually more detailed) tabulations made at the request of specific data users for particular
types of analysis. For this purpose, data should be kept available in machine-readable files
consisting of fully edited and corrected individual records.

***

ICLS, Report III





- 73 -

BIBLIOGRAPHY

Charmes, J. 1990a. "A criticial review of concepts, definitions and studies
in the informal sector", in D. Turnham, B. Salomé and A. Schwarz (eds.). The informal
sector revisited (Paris, OEDC), pp. 10-48.

1990b. "Queues questions pour définir et mesurer l'emploi informel dans
les enquêtes auprès des ménages?", in Bulletin of Labour Statistics 1990-2 (Geneva, 110), pp.
IX-Xll.

---. 1991. "Approches comptables, statistiques et économiques du secteur informel", AMIRA
(Amelioration des méthodes d'investigation et de recherche appliquées au developpement),
Brochure No. 61 (Paris), pp. 5-53.

Charmes, J.; Kamoun, A. 1985. "Employment and underemployment in the informal sector
of developing countries: Concepts and methods of observation", paper presented to the
Centenary Session of the International Statistical Institute, Amsterdam, 12-22 Aug. 1985;

Haan, H. 1989. Urban infor,nal sector infonnation: Needs and methods (Geneva, 110).

Hussmanns, R.; Mehran F. 1989. "Viable approaches for measuring employment
in the informal sector of developing countries", in Bulletin of the International Statistical
Institute, Proceedings of the 47th Session (Paris), 29 Aug.-6 Sep. 1989, Vol. Lifi, Book 2,
pp. 17-35.

Instituto Nacional de EstadIstica, Geograffa e Informática (INEGI) 1991. Encuesta Nacional de
Econom(a Infonnal, Aguascalientes (Mexico).

International Labour Office 1972. Employment, incomes and equalizy. A strategy for increasing
productive employment in Kenya (Geneva).

1987a. Fourteenth International Conference of Labour Statisticians (Geneva, 2 Oct. -6 Nov.
1987), Report I: General Report, Chapter II: Employment in the informal sector (Geneva,
doc. ICLSI14II).

198Th. Informal sector and urban employment: A progress report on research and
operational activities (Geneva).

1988. Fourteenth International Conference of Labour Statisticians (Geneva, 28 Oct.- 6
Nov. 1987), Report of the Conference (Geneva, doc. ICLS/14/D. 14).

1990. Informal sector and urban employment: A review of activities on the urban informal
sector (Geneva).

1991a. The dilemma of the informal sector, Report of the Director-General (Part I),
International Labour Conference, 78th Session 1991, Geneva.

1991b. ILO action on the informal sector (Geneva, doc. GB.251/CE/5/2).

ICLS, Report III



- 74 -

1991c. Meeting of Experts on Labour Statistics (Geneva, 28 Jan.- 6 Feb. 1992), Report
I: Measurement of employment in the informal sector (Geneva, doc. MELS/1992).

1992. Meeting of Experts on Labour Statistics (Geneva, 28 Jan.- 6 Feb. 1992), Report of
the Meeting (Geneva, doc. MELS/1992/D.5).

ILO/PREALC, 1982. Mercado de trabajo en afras: 1950-1980, Santiago de Chile.

1986. Cambio y polarizacidn ocupacional en Centroamérica, editorial EDUCA, San José
(Costa Rica).

International Research and Training Institute for the Advancement of Women 199th:
Methods of measuring women's participation and production in the informal sector, Studies
in Methods, Series F, No. 46, New York.

Maldonado, C. 1987. Petits producteurs urbains d'Afriquefrancophone: Analyse etpolitiques
d'appui, Etude comparative a Bamako, Lomé, Nouakchott et Yaoundé (Geneva, ILO) (French
only).

Organisation for Economic Cooperation and Development, 1986. "Concealed employment",
Chapter ifi of OECD Employment Outlook (Paris, Sep. 1986), pp. 66-77.

Oudin, X. 1990. "L'enquête nationale sur le secteur informel au Niger (1987-1988)",
STATECO, No. 61, Mars 1990, pp. 111-130.

Planning Commission and Ministry of Labour and Youth Development 1991. Infor,nal Sector
Survey 1991 - Interviewers and supervisors manual, Dar es Salaam (United Republic of
Tanzania).

Rossini, R.G.; Thomas, J.J. 1990. "The size of the informal sector in Peru: A critical
comment on Hernando de Soto's El Otro Sendero", World Development, Vol. 18, No. 1,
1990, pp. 125-135.

Roubaud, F.; Seruzier, M. 1991. "Economie non-enregistrée par la statistique
et secteur informel dans les pays en développement", STATECO, No. 68, Dec. 1991, special
issue.

Sardana, M.G. 1989. "Statistics of unorganised segments of non-agricultural sector of Indian
economy", in Bulletin of the International Statistical Institute, contributed papers, 47th
Session, Paris, 29 Aug. -6 Sep. 1989, Book 2, pp. 303-304.

Sethuraman, S.V. 1976. The urban informal sector: Concept, measurement and policy, World
Employment Programme Research Working Papers, No. 7 (Geneva, ILO).

---., 1981. The urban informal sector in developing countries: Employment, poverty and
environment, a WEP study (Geneva, ILO).

1988. "Informal sector: Myth or reality?", in WEP Newsletter, No. 30, Mar. 1988
(Geneva, ILO).

ICLS, Report ifi



- 75 -

Siesto, V. 1989. "Measuring the hidden economy", in Bulletin of the International Statistical
Institute, Proceedings of the 47th Session, Paris, 29 Aug.-6 Sep. 1989, Volume Lifi, Book 2,
pp. 37-56.

Soto, H. de. 1989. The other path: The invisible revolution in the Third World (New York,
Harper and Row).

Tokman, V.E. 1991. "The informal sector in Latin America: From underground to legality",
in Standing, G. and Tokman, V.E. (eds.): Towards social adjustment: Labour market issues
in structural adjustment (Geneva, ILO).

United Nations/Statistical Office 1975. international Recommendations on Statistics of the
Distributive Trades and Services, Statistical Papers, Series M, No. 57 (New York, United
Nations).

1981. Recommendations for the 1983 World Programme of industrial Statistics, Statistical
Papers, Series M, No. 71, Parts I and II (New York, United Nations).

1983. International Recom,nendations for industrial Statistics, Statistical Papers, Series M,
No. 48, Rev. 1 (New York, United Nations).

1986. Draft Recommendations for a Statistical Programme for Household and Small-scale
Industries, doe. ST/ESA/STAT/SER.M/80 (New York, United Nations).

1990. International Standard industrial Classification of All Economic Activities, Statistical
Papers, Series M, No.4, Rev.3, doe. ST/ESA/STAT/ SER.M/4/Rev.3 (New York, United
Nations).

1990b. Supplementary principles and recommendations for population and housing
censuses, Statistical Papers, Series M, No. 67, Add.!, doe. ST/ESA/STAT/SER.M/67/Add. 1
(New York, United Nations).

1991. Surveys of household economic activities - A technical study, preliminary edition,
National Household Survey Capability Programme (New York, United Nations).

1992. Revised System of National Accounts, provisional, doe.
ST/ESA/STAT/SER.F/2/Rev.4 (New York, United Nations);

Chapter IV: Institutional units and sectors;

Chapter V: Establishments and industries;

Chapter VI: The production account;

Chapter VII: The primary distribution of income account.

ICLS, Report ifi





- 77 -

ANNEX

DRAFF RESOLUTION CONCERNING STATISTICS OF
EMPLOYMENT IN ThE INFORMAL SECTOR

The Fifteenth International Conference of Labour Statisticians,

Having been convened at Geneva by the Governing Body of the ILO and having met from
18 to 29 January 1993,

Recalling paragraph 33 of the resolution concerning statistics of the economically active
population, employment, unemployment and underemployment (resolution I), adopted by the
Thirteenth Conference (1982) and the resolution concerning the informal sector (resolution VIII),
adopted by the Fourteenth Conference (1987),

Observing an increased demand, both at the national and international levels, for the
development of statistics on employment in the informal sector,

Considering that such statistics are especially needed in order to improve the statistical
systems of countries where informal sector activities account for a significant proportion of total
employment and income generation,

Recognising the need for international standards to provide technical guidelines as a basis
for the development of suitable definitions and classifications of informal sector activities and
the design of appropriate data collection methods and programmes, and recognising the
usefulness of such standards in enhancing the international comparability of statistics,

Adopts this .. day of January 1993 the following resolution:

OBJECTIVES

1. Countries where the informal sector plays a significant role in employment and
income generation and economic and social development should aim at developing a
comprehensive system of statistics on employment in the informal sector to provide an adequate
statistical base for the various users of the statistics, with account being taken of specific national
needs and circumstances. The system to be developed should contribute to the improvement of
labour statistics and national accounts as an information base for macroeconomic analysis,
planning, policy formulation and evaluation, to the integration of the informal sector into the
development process and to its institutionalisation. It should provide quantitative information
on the contribution of the informal sector to various aspects of economic and social
development, including employment creation, production, income generation, the alleviation of
poverty, human capital formation and the mobilisation of financial resources. The system should
also provide data for the design and monitoring of specific support policies and assistance
programmes for the informal sector as a whole or parts thereof with a view to increasing the
productive potential and employment and income-generating capacity of informal sector units,
improving the working conditions and social and legal protection of informal sector workers,
developing an appropriate regulatory framework and promoting the organisation of informal
sector producers and workers, and for the analysis of the economic and social situation of
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particular groups of informal sector workers such as women, children, rural-urban migrants or
immigrants.

2. In order to fulfil the above objectives, comprehensive, detailed and reliable statistics
should be compiled on: (i) the total number of informal sector units, classified by various
structural characteristics to provide information on the composition of the informal sector and
identify particular segments; (ii) total employment in such units, including information on the
number of persons engaged by socio-demographic and other characteristics and on the conditions
of their employment and work; (iii) incomes generated through informal sector activities,
derived, where possible, from data on outputs, inputs and related transactions; and (iv) other
characteristics pertaining to conditions under which informal sector units are created and carry
out their activities, including their relationships with other units inside and outside the informal
sector.

3. In order to enhance their comparability and usefulness, statistics on the informal
sector should, as far as possible, be compatible with related economic and social statistics and
with national accounts as regards the definitions, classifications and survey periods used.

4. Statistics on the informal sector should be compiled at regular intervals so that
changes in the size and characteristics of the informal sector over time can be monitored
adequately. The frequency of data collection may vary according to the different types of
statistics mentioned in paragraph 2, survey methods required and their implications for the use
of human and financial resources.

SCOPE, CONCEPTS AND DEFINITIONS

5. The informal sector may be broadly characterised as consisting of units engaged in
the production of goods or services with the primary objective of generating employment and
incomes to the persons concerned. Typically, these units operate at a low level of organisation,
with no or little division between labour and capital as factors of production and on a small
scale. Labour relations - where they exist - are based on casual employment, kinship or
personal and social relations rather than contractual arrangements with formal guarantees.

Household enterprises

6. (1) For statistical purposes, the informal sector is regarded as a group of production
units which, according to the definitions and classifications provided in the United Nations
System of National Accounts (Rev.4), form part of the household sector as household enterprises
or, equivalently, unincorporated enterprises owned by households.

(2) According to the United Nations System of National Accounts (Rev.4), household
enterprises (or, equivalently, unincorporated enterprises owned by households) are units engaged
in the production of goods or services which are not constituted as separate legal entities
independently of the households or household members that own them, and for which no
complete sets of accounts (including balance sheets 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. Household enterprises include unincorporated enterprises owned and
operated by individual household members or by two or more members of the same household
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as well as unincorporated (unlimited liability) partnerships formed by members of different
households.

(3) Household enterprises should be distinguished from corporations and quasi-
corporations on the basis of information on the legal organisation of the units and the type of
accounts kept for them. In situations where such information cannot be directly obtained in
statistical surveys, appropriate tests for the identification of household enterprises should be
developed according to national circumstances. Such tests may be based, for example, on
criteria such as the non-recording of the enterprises in registers of corporations, their exemption
from compulsory bookkeeping according to standardised rules, or the kind of tax declarations
made. Alternatively, survey respondents may be asked to indicate the type of enterprise in
which they work on the basis of an appropriate list of different categories of enterprises.

Scope of the informal sector

7. (1) In order to enable employment, production and income generation in the
informal sector to be measured as a share of total employment, domestic product and national
income, the scope of the informal sector is limited to units engaged in activities which are
included in the production boundary defined by the United Nations System of National Accounts
(Rev.4).

(2) Household enterprises, which are exclusively engaged in non-market production, i.e.
the production of goods or services for own final consumption or own fixed capital formation
as defined by the United Nations System of National Accounts (Rev.4), should be excluded from
the scope of the informal sector.

(3) With account being taken of subparagraph (2) above, the scope of the informal sector
should include household enterprises located in urban areas as well as household enterprises
located in rural areas. However, countries which start to conduct surveys of the informal sector
may initially confine data collection to urban areas. Depending upon the availability of
resources and appropriate sampling frames, the coverage of the surveys should gradually be
extended to cover the whole national territory.

(4) For practical reasons, the scope of the informal sector may be limited to household
enterprises engaged in non-agricultural activities. With account being taken of subparagraph (2)
above, all non-agricultural activities should be included in the scope of the informal sector,
irrespective of whether the household enterprises carry them out as main or secondary activities.

Definition of the informal sector

8. (1) For statistical purposes and subject to the scope specified in paragraph 7 above,
the informal sector comprises (i) all "own-account enterprises" as defined in paragraph 9 below;
and (ii) depending on national circumstances and statistical requirements, the additional
component consisting of "enterprises of informal employers" as defined in paragraph 10 below.

(2) The informal sector is defined irrespective of the kind of workplace where the
productive activities are carried out, the use of fixed capital assets, the duration of the operation
of the enterprise (perennial, seasonal or casual), and its operation as a main or secondary activity
of the owner.
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Own-account enterprises

9. (1) Own-account enterprises are household enterprises (in the sense of paragraph
6(2) above) owned and operated by own-account workers, either alone or in partnership with
members of the same or other households, which do not employ employees on a continuous
basis. Own-account enterprises may, however, employ unpaid family workers and/or employ
casual employees.

(2) Own-account workers, unpaid family workers and employees should be defined in
accordance with the most recently adopted version of the International Classification of Status
in Employment (ICSE).

(3) For purposes of informal sector statistics, the employment of employees on a
continuous basis is defined by distinction from the employment of casual employees. Casual
employees may be defined as paid workers hired occasionally for specific tasks to meet
temporary work needs, whose employment with the enterprise is not expected to continue for
more than a specific duration (e.g. 2 weeks or 4 weeks at a time). The maximum duration for
consideration of employment as casual and, hence, the minimum duration for consideration of
employment as continuous should be determined in the light of the particular conditions of each
country.

Enterprises of informal employers

10. (1) Enterprises of informal employers are household enterprises (in the sense of
paragraph 6(2) above) 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 (in addition to the unpaid family workers and/or casual employees whom they
may also employ) and meet the following criteria:

(i) size of the units below a specified level;

(ii) no employment of any regular employee.

(2) The inclusion of enterprises of informal employers in the definition of the informal
sector may be limited to particular kinds of informal sector activities where the employment of
hired labour on a continuous basis exists, such as manufacturing activities, repair services and
other activities relevant to the particular circumstances of each country.

(3) For purposes of informal sector statistics, the criterion of size of the units should be
defined in terms of employment. The criterion should preferably refer to the number of
employees employed on a continuous basis. However, depending upon the feasibility of data
collection and national practice in defining the coverage of other related statistical inquiries, the
criterion may also be specified in terms of the total number of employees or the number of
persons engaged during the reference period.

(4) The upper size limit in the definition of enterprises of informal employers may vary
between countries and branches of economic activity. The determination of this upper size limit,
in situations where statistical inquiries relating to the larger units in the corresponding branches
of economic activity exist, should take due account of the lower size limit which specifies the
coverage of these inquiries. In order to avoid an overlap in coverage, the upper size limit for
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enterprises of informal employers should not be higher than the lower size limit used in other
statistical inquiries pertaining to the same branch of economic activity. Where this limit is
sufficiently low, it should also be taken as the upper size limit for enterprises of informal
employers. Where the lower size limit used in the other inquiries is too high to be useful as the
upper size limit for enterprises of informal employers, efforts should be made to extend the
coverage of the other inquiries and thereby reduce the gap in coverage from both directions.

(5) In situations where statistical inquiries relating to the larger units in the
corresponding branches of economic activity do not exist, the upper size limit for enterprises of
informal employers may be determined on the basis of minimum size requirements as embodied
in national legislation concerning the need for units to register formally under a factories or
commercial Act, pay taxes proportional to results, comply with labour standards, pay social
security contributions, etc. Alternatively, an appropriate cut-off point for informal sector
surveys may be determined empirically by using data on the distribution of enterprises by size
as obtained from population censuses or household surveys, or on the basis of results from pilot
surveys, research studies, etc. The same approach may be followed in situations where the
coverage of the other inquiries is determined by criteria other than the size of the units in terms
of employment. In such situations, units potentially included in the coverage of the other
inquiries should be identified separately in the results of informal sector statistics.

(6) In the case of enterprises which carry out their activities in more than one
establishment (identifiable workplace), the size criterion should refer to each of the
establishments rather than to the enterprise as a whole. Accordingly, an enterprise should be
included among enterprises of informal employers if none of its establishments exceeds the upper
size limit as determined according to subparagraphs (4) and (5) and the enterprise also meets the
other criteria specified in subparagraph (1).

(7) Employers, unpaid family workers and employees should be defined in accordance
with the most recently adopted version of the International Classification of Status in
Employment (ICSE). The employment of employees on a continuous basis should be
distinguished from the employment of casual employees according to paragraph 9(3) above.

(8) For purposes of informal sector statistics, a regular employee should be defined as
an employee who is employed on the basis of an employment contract which commits the
employer to pay relevant taxes and social security contributions on behalf of the employee and/or
which makes the employment relationship subject to standard labour legislation. Apprentices
should be considered regular employees on the same basis as other employees.

(9) In order to enhance the usefulness of statistics for analytical purposes and improve
their international comparability, enterprises of informal employers, when included in statistics
of the informal sector, should be identified separately from own-account enterprises. They
should be classified by size in intervals which are consistent with the standard size intervals
recommended for the 1983 World Programme of Industrial Statistics, i.e. 1-4, 5-9, 10-19, etc.
persons engaged. Depending upon the intended uses of the statistics, these intervals may be
further subdivided. Users of the statistics should also be provided with a detailed description
of the kinds of units included among enterprises of informal employers.

11. 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.
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Particular groups of production units and workers

12. (1) Outworkers are persons who agree to work for a particular enterprise, or to
supply a certain quantity of goods or services to a particular enterprise, by prior arrangement
or contract with that enterprise, but whose place of work is not within any of the establishments
which make up that enterprise.

(2) In order to facilitate data collection, all outworkers should be included in the scope
of informal sector surveys, irrespective of whether they constitute production units on their own
(self-employed outworkers) or form part of the enterprise which employs them (employee
outworkers). On the basis of the information collected, self-employed and employee outworkers
should be distinguished from each other by using the criteria recommended in the United Nations
System of National Accounts (Rev.4). Outworkers should be included in the informal sector,
or in the population employed in the informal sector as defined in paragraph 16(1) below, if the
production units which they constitute as self-employed persons or for which they work as
employees are household enterprises fulfilling the requirements of paragraphs 7-10 above.

(3) In situations where the number of outworkers is significant or where outworkers
represent a group of particular concern for data users, self-employed outworkers should be
identified as separate sub-categories of own-account enterprises and enterprises of informal
employers or of the owners of such enterprises.

(4) For the purposes of the distinction between the employment of employees on a
continuous basis and the employment of casual employees and in application of the definition
of regular employees according to paragraphs 9(3) and 10(8) above, employee outworkers should
be treated in the same way as other employees. Where relevant, employee outworkers may be
identified as a separate sub-category of informal sector employees.

13. (1) Domestic workers are persons who render paid domestic services, such as
cooking, child care, laundering, cleaning, gardening, transportation or security services, to other
households at the latters' place of residence.

(2) Depending upon national circumstances and the needs of data users, countries may
include domestic workers in the informal sector, and in the population employed in the informal
sector as defined in paragraph 16(1) below, provided the domestic workers constitute production
units on their own as self-employed owners of household enterprises engaged in the production
of domestic services for sale and these enterprises fulfil the requirements specified in paragraphs
7-10 above. According to paragraph 7(2), all domestic workers who are paid employees of the
households to whom the services are rendered should be excluded from the informal sector. For
practical purposes, domestic workers should be considered employees if they do not employ
hired labour themselves and render their services on a regular basis to only one household or
a small number of the same households. Conversely, domestic workers should be considered
self-employed persons if they employ hired labour themselves or render their services on an ad
hoc basis to a larger number of different households. The number of households used for the
distinction should be determined according to the particular situation of each country.

(3) In order to enhance the usefulness of statistics for analytical purposes and facilitate
international comparisons, domestic workers included in the informal sector should be identified
in the statistics as separate sub-categories of own-account enterprises and enterprises of informal
employers or of the owners of such enterprises.
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14. (1) Different members of a household may be engaged as self-employed persons
in different kinds of informal sector activities during a given reference period. In order to
determine whether such activities should be regarded as separate enterprises or as parts of a
single enterprise, due consideration should be given to the definitional requirements of an
enterprise as specified in the International Standard Industrial Classification of All Economic
Activities (ISIC, Rev.3). Where it is difficult in practice to apply these requirements, different
activities carried out by different household members should be treated as separate enterprises
if they are perceived as such by the household members themselves.

(2) A household member or group of household members may be engaged as self-
employed persons in different kinds of informal sector activities during a given reference period.
For practical purposes, all activities carried out at a time by the same household member or
group of household members should be treated as parts of a single enterprise rather than as
separate enterprises.

15. In the case of informal sector units which are engaged in different kinds of
production activities during a given reference period, efforts should be made to collect as much
separate information as possible in respect of each activity, even when the enterprises concerned
need not or cannot be partitioned into establishments as defined by the International Standard
Industrial Classification of All Economic Activities (ISIC, Rev.3). In particular, such separate
information should be collected in respect of all activities of the enterprise which are horizontally
integrated (i.e. producing different kinds of goods or services for sale or exchange and carried
out parallel with each other), irrespective of their share in the total value added of the enterprise.

Population employed in the informal sector

16. (1) The population employed in the informal sector comprises all persons who,
during a given reference period, were employed (in the sense of paragraph 9 of resolution I
adopted by the Thirteenth International Conference of Labour Statisticians) in at least one
informal sector unit as defined in paragraphs 7-10 above, irrespective of their status in
employment and whether it is their main or a secondary job.

(2) For classification of the total employed population into mutually exclusive categories
of persons employed in and outside the informal sector, persons employed both in and outside
the informal sector should be classified as a separate category, or criteria should be established
to determine their main job (e.g. on the basis of the time spent at work or the amount of
remuneration received in each job).

(3) In some countries, a significant number of children below the age specified for
measurement of the economically active population in population censuses or household surveys
work in informal sector units and may represent a group of particular concern for labour
legislation and educational and social policies. In such situations, efforts should be made to
collect information on the work of children in the informal sector, irrespective of the age of the
children. In order to enable employment in the informal sector to be measured as a subset of
total employment as obtained from population censuses or household surveys, children below
the minimum age specified in these censuses or surveys should be identified as a separate
category of the population employed in the informal sector.
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DATA COLLECTION PROGRAMME AND METHODS

17. (1) The collection of data on the informal sector should be integrated into the
regular national statistical system. The data collection programme should provide both for (a)
the current monitoring, at least once a year, of the evolution of employment in the informal
sector and (b) the in-depth examination, at least every five years, of informal sector units with
respect to their numbers and characteristics, in particular, their organisation and functionning,
their production activities and levels of income generation, as well as their constraints and
potentials.

(2) The data collection programme with regard to the broad objective (a) should
preferably be based on a household survey approach, with households as reporting units and
individual household members as observation units. With regard to the broad objective (b), the
data collection programme should preferably be based on an establishment survey approach or
a mixed household and enterprise survey approach, or a combination of both, with the informal
sector units themselves and their owners as observation and reporting units.

Household surveys for monitoring informal sector employment

18. (1) Existing surveys of the economically active population and similar household
surveys provide a useful and economical means of collecting data on employment in the informal
sector in terms of the number and characteristics of the persons concerned and the conditions
of their employment and work.

(2) For this purpose, questions pertaining to the definition of the informal sector should
be incorporated into the survey questionnaire and asked in respect of all persons employed
during the reference period of the survey, irrespective of their status in employment.

(3) Special care should be taken in the survey design and operations to ensure
comprehensive coverage of the population employed in the informal sector as defined in
paragraph 16(1) above. In particular, special efforts should be made in the sample design to
ensure appropriate representativeness of areas where persons engaged in informal sector
activities tend to live. It is also important to collect data on secondary activities of household
members in the same detail as on the main activity, including the criteria used for defining the
informal sector. Special probings may be needed with respect to informal sector activities that
would otherwise go unreported, such as unpaid work in family enterprises or activities carried
out by women on their own account at or from home. To obtain comprehensive data on children
working in the informal sector, it may also be necessary to lower the minimum age normally
used in the survey for measuring characteristics of the economically active population.

(4) The data collected should be analysed in conjunction with other relevant information
obtained from the same survey. In particular, a mutually exclusive breakdown should be made
of the economically active population by employment in the informal sector, employment in
other sectors of the economy and unemployment. Depending on national circumstances and data
needs, infOrmation on various forms of atypical or precarious employment outside the informal
sector may be obtained along with data on the different forms of employment in the informal
sector. For this purpose, all employed persons, whether working in the informal sector or
outside, should be classified by status in employment at an appropriate level of disaggregation.
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(5) In order to monitor trends in informal sector employment over time, questions on
employment in the informal sector should be included at least once a year in existing infra-
annual surveys of the economically active population or similar household surveys. Surveys
conducted at less frequent intervals (e.g., annually or quinquennially) should include questions
on employment in the informal sector in every survey round.

Establishment surveys of informal sector units

19. Data on informal sector units can be collected through various kinds of establishment
surveys depending on the measurement objectives, the intended uses of the data, the calendar
and structure of the national statistical system, and the availability of sampling frames and
resources.

20. (1) In conjunction with an economic census or using the latest economic census, as
an area sampling frame, special surveys of informal establishments may be conducted to collect
specific data on employment, production, income generation and other characteristics of informal
sector units and their owners.

(2) For this purpose, the economic census should, in principle, contain the required items
for identifying the informal sector units according to the definition set forth in paragraph 8
above. However, as the observation unit in economic censuses is typically the establishment, the
reconstitution of informal sector enterprises on the basis of the available information may not
be easy to achieve in practice.

(3) Unless particular measures are taken, the coverage of such surveys of informal sector
establishments is limited by the scope of the economic census on which they are based. In
particular, coverage typically excludes informal sector units which do not operate in fixed
premises designated for the purpose of carrying out production activities or which are not
identifiable as such from the outside during the listing operation.

21. (1) While it is generally preferable to cover all types of informal sector activities
through a single survey, branch-specific surveys or a series of such surveys may be considered
if the measurement objectives are limited to particular kinds of informal sector activities, or if
the scale of a single survey is considered too large to be manageable in practice.

(2) In a branch-specific survey, the listing operation should be such as to identify all and
only those informal sector units that fall within the scope of the survey. Rules need to be
established for informal sector units engaged in different activities, particularly if some of these
activities fall outside the scope of the survey.

(3) When the intention is to cover all types of informal sector activities through a series
of branch-specific surveys rather than a single survey, the data collection programme should be
designed to ensure a comprehensive of informal sector units without omission or
duplication between surveys. The timing of the surveys and the methodology to obtain overall
aggregates should be carefully planned.
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Mixed household and enterprise surveys

22. (1) The basic principle of mixed household and enterprise surveys is to construct
a sampling frame of informal sector enterprises through a household survey operation, prior to
the informal sector survey itself. The household survey component, if appropriately designed,
makes it possible to identify informal sector enterprises rather than establishments, and to cover
virtually all informal sector units irrespective of size, kind of activity, and type of workplace.

(2) Mixed household and enterprise surveys are based on area sampling and conducted
in two phases: (i) informal sector enterprises and their working owners are identified during the
first phase through a household listing or interviewing operation (household survey component);
(ii) all or a sample of the business owners thus identified are interviewed during the second
phase to obtain information on the characteristics of their enterprises (enterprise survey
component).

23. (1) The time interval between the two phases should be kept as short as possible,
to minimise loss rates of units.

(2) Informal sector enterprises should be identified on the basis of own-account workers
and employers who are members of the sample households. Identification based on employees
of informal sector units should be avoided.

(3) In order to avoid omissions, the household survey component may be targeted to all
employers and own-account workers, irrespective of the characteristics of their enterprise. The
informal sector units are then subsequently identified on the basis of the information obtained
from the enterprise survey component.

(4) While information during the first phase of the survey may often have to be obtained
from proxy respondents, it is indispensable in the second phase that the business owners
themselves are interviewed. Where relevant, these interviews should preferably be conducted
at the place of work rather than the place of residence of the household member.

24. (1) Since informal sector enterprises may be owned and operated by members of
different households in business partnership, and such partnerships may differ significantly from
other units in their characteristics, an appropriate procedure should be adopted, at the selection
stage of the informal sector units, or, preferably, at the stage of assigning the sampling weights,
to ensure that the resulting statistics are representative of the total survey universe.

(2) For a comprehensive coverage, all informal sector enterprises and their operators in
the sample areas or in the sample households should be identified in the first phase of the
survey. In particular, businesses operated as secondary activities of household members should
be identified on the same basis as businesses operated as main activities. Special probing may
also be necessary to identify women and children engaged in informal sector activities on their
own account.

25. In order to obtain information on seasonal variations of informal sector activities and
to produce annual estimates of the main aggregates, data collection may be spread over a period
of a whole year by dividing the sample into independent subsamples for different quarters or
months of the year.
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26. The nature and efficiency of the survey design of a mixed household and enterprise
survey will depend on whether the survey is conceived as (i) an independent survey, (ii) an
attachment to an existing household survey, or (iii) part of an integrated survey designed to meet
several objectives.

27. (1) In an independent survey, the sampling scheme may be designed to satisfy the
specific requirements of informal sector measurement and to ensure an adequate representation
of different types of informal sector activities or units in the sample.

(2) A sufficiently stratified sample at the first stage of selection helps avoid the need for
differential last stage sampling rates for different categories of informal sector units and
facilitates survey implementation in the field. Using the latest population census, an area
sampling frame for the household survey component should be constructed so as to consist of
area units of the desired size, stratified as far as possible according to the concentration of
households that operate informal sector units. Provided data are available from the population
census and retrievable at a sufficient level of geographical detail, the stratification of area units
may be based on the concentration of own-account workers and employers by broad industry
group. If possible, the type of location of the workplace and, for employers, the number of their
employees may also be taken into account.

(3) The household survey component of an independent mixed survey may be restricted
to a household listing operation in the selected area units, in which information is obtained on
the composition of the household and, in respect of each household member of working age,
whether the person operated, as main or secondary activity, any informal sector business during
a specified reference period. Basic information on the type of workplace, its location, branch
of economic activity, and, if possible, number of employees should also be obtained.

28. (1) If the enterprise survey component of a mixed survey is conceived as an
attachment to an existing household survey (e.g. a labour force survey or a household income
and expenditure survey) efforts should be made to make up for the limitations resulting from the
design and selection of the base survey sample.

(2) The effective sample size of the enterprise survey component may be increased by
selecting the sample of informal sector units on the basis of all households identified during the
listing operation of the base survey rather than only those selected for the base survey sample.
Alternative procedures would be to add, if resources are available, appropriately chosen
supplementary areas to the base survey sample, or, if the base survey is of a continuing nature,
to cumulate the subsamples of informal sector units over several rounds.

(3) Account being taken of paragraph 23(1) above, the field operations of the informal
sector survey should be organised, to the extent feasible, separately from the field operations of
the base survey, in particular with respect to training and the choice of interviewers.

29. In developing integrated surveys for the collection of data on the informal sector and
other topics (e.g. labour force, household economic activities), the requirements of informal
sector measurement can be incorporated, to a greater or lesser extent, into the overall design of
the survey, through appropriate methods of sample allocation and selection. The major
requirement of the informal sector component is adequate representation of the different types
of informal sector activities and units in the sample.
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ITEMS OF DATA COLLECTION

30. (1) The type of data to be collected on the informal sector depends largely upon
the specific circumstances in each country, methods of data collection, the intended uses of the
statistics and the practical feasibility of data collection. For determination of the items of data
collection, the main users of the statistics should be consulted and the results of previous surveys
analysed or pilot surveys conducted.

(2) In order to enhance the usefulness of informal sector statistics for joint analysis with
related economic and social statistics and for the purposes of international comparison, the
definitions and classifications of the items of data collected should, as far as possible, be
compatible with those used in other national surveys or censuses and correspond to the most
recently adopted versions of relevant international recommendations and standard
classifications.

31. (1) Account being taken of paragraph 30 above, data may be collected in more or
less detail on one or more of the following topics:

(i) Employment and working conditions: number of persons engaged in informal sector
units during the reference period by sex, age, place or country of origin, educational
attainment, kind of vocational training received, status in employment, occupation,
time spent at work and, where possible, other jobs held in or outside the informal
sector; number of employees by nature of employment (continuous versus casual)
and its regularity as determined by the terms of the respective employment contracts;
compensation of employees and its components (wages and salaries in cash or in
kind, employers' social contributions), frequency and mode of remuneration,
entitlement to paid annual or sick leave, etc.

(ii) Production, income generation and fixed capital: kinds of economic activities
performed by the units; frequency of operation (perennial, seasonal, casual); duration
of operation during the reference period; outputs produced during the reference
period; intermediate consumption; taxes paid on production and subsidies received,
if any; property income received and property charges payable in connection with
business activities; characteristics of loans taken for business activities; fixed assets
owned by the units; fixed capital formation during the reference period; etc.

(iii) Conditions of business operation: legal organisation of the units; type of accounts
kept; type of ownership (individual ownership, household ownership, business
partnership with members of other households); number of business partners from
other households, if any; location (urban versus rural areas); type of workplace:
workshop, shop, etc., fixed market or street stall, home of the enterprise owner, no
fixed place (e.g. homes of clients, construction sites, mobile); type and number of
customers, or proportion of output sold to different types of customers; extent and
terms of work performed for other enterprises under subcontracting arrangements;
sources of capital for the acquisition of fixed assets; sources of the main goods used
for further processing or resale; type of registration of units; availability of public
utilities at the place of work; perceived attitude of the government and local
authorities towards the informal sector; participation in informal sector support
programmes and kind of assistance received, if any; membership in associations or
cooperatives of informal sector producers; problems faced in the creation of
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enterprises and constraints on their operation or expansion; year of creation and
evolution of enterprises; etc.

(iv) Enterprise owners: sex; age; marital status; place or country of origin; period
of residence in the present area; previous place of residence, if any; educational
attainment; acquisition of skills needed to conduct the business (formal versus
informal kinds of training); present occupation; time spent at work in the business
during the reference period; engagement in other economic activities;
characteristics of other economic activities, if any, and main source of income of
enterprise owners; reasons for working in the informal sector; characteristics of
previous employment in or outside the informal sector, if any; plans for the future
regarding business development or alternative employment; etc.

(v) Households of the enterprise owners: other household members by sex, age, marital
status, relationship to the reference person and activity status; employment
characteristics of other household members employed in or outside the informal
sector; amount and sources of income of the households; etc.

(2) For the purposes of national accounting, the collection of data on the production and
incomes generated by informal sector units should aim at providing the elements needed for the
estimation of value added, mixed income (operating surplus) and entrepreneurial income as
defined in the United Nations System of National Accounts (Rev.4).

(3) Since production activities of informal sector units often overlap with consumption
activities of the households of the enterprise owners, efforts should be made in the collection of
data on intermediate consumption, property charges and fixed assets to separate usage for
business purposes from usage for household consumption. If a clear distinction is not possible,
the expenditures concerned should at least be allocated approximately in proportion to the use
for business purposes.

(4) In the case of informal sector units engaged in several different kinds of production
activities, inputs into production in the form of labour, capital, goods or services, which cannot
be clearly allocated to a specific kind of activity, should be distributed in an appropriate way
over all activities for which they are used. Such a distribution may be made in proportion to
the outputs produced by each activity, or, in the case of labour inputs, according to the time
worked in each activity.

(5) The collection of data on characteristics of the households of the enterprise owners
enables informal sector activities to be analysed in the context of households as a whole. Such
analyses may include studies of the role of other household members in providing additional
income to households and the impact of the household situation on the activities of women in
the informal sector.

SUB-CLASSIFICATIONS OF INFORMAL SECTOR UNITS

32. (1) In order to provide information on the composition of the informal sector and
to identify more homogeneous groups for analytical purposes, as targets for political action and
informal sector support programmes, and as basis for comparisons of statistics over time and
between countries, informal sector units should be sub-classified by various characteristics on
the basis of the information collected.
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(2) Useful sub-classifications of own-account enterprises and enterprises of informal
employers, both the analysis of informal sector statistics at the national level and international
comparison, include distinctions according to the following characteristics:

(i) type of ownership: individual ownership, household ownership, business partnership
with members of other households;

(ii) type of workplace: home of enterprise owner, other fixed premises, no fixed place;

(iii) relation with other enterprises: independent producers, producers working under
subcontracting arrangements for other enterprises;

(iv) kind of economic activity;

(v) location: urban areas, rural areas;

(vi) number of persons engaged (in standard size intervals).

(3) In addition, it may be useful to sub-classify own-account enterprises according to the
composition of their workforce, distinguishing one person-units from two-and-more person units
and, among the latter, users of occasional hired labour from non-users of such labour.

(4) Depending on the needs of data users and the size of samples, two or more of these
characteristics may be combined into more complex classification schemes.

(5) For the purpose of international comparisons, the classification by kind of economic
activity should adhere to or be convertible into the International Standard Industrial Classification
of All Economic Activities (ISIC, Rev.3). For international reporting of the statistics, data
should be provided at the level of ISIC tabulation categories, except for tabulation category G
which should be further subdivided to separate wholesale trade, retail trade and repair services.
For other purposes, data classified according to kind of economic activity may be required in
as much detail as is supported by the size of the samples. To reflect the diversity of informal
sector activities, it may be necessary to develop appropriate further sub-divisions of some of the
groups which the activity classification commonly used provides at its most detailed level. To
ensure the comparability of informal sector statistics with other statistics, any such sub-divisions
should be so defined that the data can be aggregated to higher level categories of the
classification without cutting across their boundaries. Units engaged in more than one activity
during the reference period should be classified according to their main activity which may be
defined as that with the largest value added.

MEASURES TO INCREASE RESPONSE RATES AND DATA ACCURACY

33. (1) In view of the particular situation and characteristics of informal sector units
and their owners, special efforts should be made in the design and operations of informal sector
surveys to increase response rates and help respondents provide the required information as
accurately as possible. Such efforts may include (i) the preparation and motivation of
respondents through prior information on the survey and its purposes, (ii) a formal guarantee
that individual survey data will be treated strictly confidentially and used exclusively for
statistical purposes, (iii) the renunciation of methods of inquiry other than face-to-face personal
interviews, (iv) the careful recruitment, solid training and performance-related payment of
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Interviews, (iv) the careful recruitment, solid training and performance-related payment of
interviewers, (v) the choice of the date and time of the interviews in consultation with the
respondents themselves, and (vi) the use of suitable reference periods and appropriately designed
questionnaires as further specified in subparagraphs (2) and (3) below.

(2) The reference periods for data collection should be adapted to different questions and
activities. For data on employment, production and income generation of informal sector units,
the 30 days or the month preceding the interview or, in the case of construction activities, the
three months preceding the interview may be envisaged as a suitable reference period. For data
on transactions taldng place at less frequent intervals (e.g. acquisition and disposal of fixed
assets, raising of loans and related payments), it may be more useful to envisage a longer
reference period, such as the preceding 12 months. In general, however, all relevant survey
questions should be designed to accommodate information for different reference periods, giving
respondents themselves the possibility to choose the period for which they are able to report the
required data with sufficient accuracy. A conversion of the survey data into monthly, quarterly
or annual figures at the data processing stage and a design of the sample according to paragraph
25 above enable informal sector surveys to cover a survey period of a whole year despite the
use of shorter reference periods for data collection.

(3) The survey questions should be formulated in a way which refers specifically to the
situations being investigated and corresponds to the mentality of the respondents and the manner
of carrying out their activities. Different questionnaire modules should thus be designed for
different types of informal sector activities or units, and the wording of questions should be
determined in the light of the results of previous surveys or pilot surveys. It may also be useful
to include a number of control items in the survey questionnaires for the purpose of making
various plausibility and consistency checks on data before completing the interviews.

FURTHER ACTION

34. The International Labour Office should prepare a manual on statistics of employment
in the informal sector to provide more detailed technical guidelines on the contents of this
resolution and related issues.

ICLS, Report III




