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1. Introduction

In January 1993, theFifteenth International Conference of Labour
Statisticians (1% ICLS) adopted &esolution concerning statistics of employment in
the informal sector(ILO, 200Q to assist national statistical offices in devéhgp
definitions, classifications and methods of datiection for the informal sector. The
Resolution covers issues relating to the definitadnthe informal sector and the
design, content and conduct of informal sectoreysyv It represents the first — and so
far only — international statistical standards ba topic. Following suggestions by
the Expert Group on Informal Sector Statistics (DeGroup) and others, in
November-December 2003 th®eventeenth International Conference of Labour
Statisticians (1% ICLS) endorsedGuidelines concerning a statistical definition of
informal employmentvhich complement the f3CLS resolution.

The purpose of this chapter is to summarize andagxghe international
statistical definitions of informal sector entega$, employment in the informal
sector, and informal employment, which were adoptsd the Fifteenth and
Seventeenth International Conferences of Labours8taans. The chapter also deals
with a number of related issues, including thediok the concepts of informal sector
and informal employment with the concept of the -observed economy and the
term ‘informal economy’, and important sub-clagsfions of informal sector
enterprises, employment in the informal sector iafmmal employment.

2. Informal sector

2.1 Basic considerations in developing an internainal statistical standard
definition

Since its first appearance in the early 1970s, tédmm informal sectorhas
become so popular that nowadays it is used witfergifit meanings for different
purposes. Originally, it referred to a concept flata analysis and policy-making.
Now it is sometimes used in a much broader sensefey to a concept for the
collection of data on activities not covered by thasting, conventional sources of
statistics. In line with the original notion behitite concept, the starting point of the
15th ICLS in defining the informal sector was amerstanding of the informal sector
as ananalytical/political concept rather than statisticalone. Paragraph 5 (1) of the
Resolution states:

“The informal sector may be broadly characterise@@nsisting of units engaged in
the production of goods or services with the prynabjective of generating
employment and incomes to the persons concernegkelimits typically operate at a
low level of organisation, with little or no diviam between labour and capital as
factors of production and on a small scale. Labelations — where they exist — are
based mostly on casual employment, kinship or peisand social relations rather
than contractual arrangements with formal guaranitee

Care was taken by the 15th ICLS to make the aesviincluded in the
informal sector definition as homogeneous as ptessiith respect to their economic
objectives and behaviour, and the requirementsl&ba analysis. From the practical



viewpoint of survey operations, a related consig@naregarding the inclusion of
enterprises was the need for, and usefulness eif, toverage in informal sector
surveys.

The 15th ICLS also tried to accommodate as fgyassible the notion of the
informal sector as a statistical concept in extegdis scope to as large a universe of
non-observed activities as seemed practically béasind conceptually justifiable, but
rejected its interpretation as “catch-all” concegthus, the definition adopted does
not lead to a segmentation of the economy or thel@rad population according to a
formal/informal sector dichotomy. The 15th ICLS agoised that activities excluded
from the scope of the informal sector were not ssaely formal. Examples are the
household production of goods for own final use,akscale agriculture, paid
domestic services, and activities presently falliogtside the SNA production
boundary, i.e. domestic or personal services pemioly unpaid household members
to their own or another household. It was recomradrtiat such activities should be
identified as belonging to separate categoriesidmitthe formal/informal sector
distinction (see para. 20 of the™ LS resolution).

The definition had to be acceptable to a wide eapfgcountries from different
parts of the world. Thus, the definition had to lhbead enough to encompass the
variety of ways in which the informal sector mastteitself in different countries. It
had to provide flexibility for the adoption of mospecific definitions at the country
level, reflecting national circumstances, even gtosauch flexibility would adversely
affect the international comparability of the stags.

Finally, the 15th ICLS was requested to develagefnition of the informal
sector in such a way that the definition could beluded in the SNA 1993. The
international statistical definition of the inforinsector, which was adopted by the
15th ICLS, indeed formed part of the SNA 1993, @lith Chapter IV of the SNA
1993 reproduced only the main parts of the deéiniti The SNA 2008 provides more
detail as it includes a full chapter émformal aspects of the econorf@hapter 25)
Identification of the activities undertaken by infaal sector enterprises within the
national accounts makes it possible to quantifycir&ribution of the informal sector
to the national economy, which is an urgent staifineed for many countries and
provides recognition to the persons employed in thirmal sector. This
requirement had however certain implications fer lature of the definition.

In order to obtain an internationally agreed dé&bn of the informal sector,
which was acceptable to labour statisticians ad @a&lnational accountants, the
informal sector had to be defined in terms of cbimastics of the production units
(enterprises) in which the activities take placetégorise approach), rather than in
terms of the characteristics of the persons invblweof their jobs (labour approach).
As a result, persons are classified as employé#deimformal sector if they undertake
their jobs in enterprises, whose characteristicstritee criteria of the informal sector
definition.

Persons employed in production units outside tfarnmal sector are excluded
from the international definition of the informador, no matter how precarious their
employment situation may be. Thus, the concegingbloyment in the informal sector

! European Commission et.al., 2009.



is different from the concept ahformal employmenti.e., persons employed in
informal jobs. The 15th ICLS was aware of the nded statistics not only on
employment in the informal sector, but also on ewplent in informal jobs.
Paragraph 22 (4) of its Resolution suggests forsomeanent through household
surveys that depending on national circumstances and data nedgdanation

on various forms of atypical or precarious emplogimeutside the informal
sector may be obtained along with data on the réiffieforms of employment
in the informal sector”. It was however more than 10 years later that an
international statistical definition of informal @yment was adopted by the™.7
ICLS to complement the informal sector definitice€¢ Section 3 of this chapter).

The 1%' ICLS defined the informal sector as a sub-grouprofiuction units
included in the SNA institutional sector ‘houselgldn other words, informal sector
enterprises were defined as a subset of househulttarporated enterprises. In
contrast to corporations and quasi-corporations,hausehold unincorporated
enterprise is a producing unit that is not constduas a separate legal entity
independently of the household member(s) who owit($) has no complete set of
accounts that would provide a means of identifyflogvs of income and capital
between the enterprise and the owner(s). Househaldcorporated enterprises
include unincorporated enterprises owned and operéty individual household
members or by several members of the same houseimidell as unincorporated
partnerships formed by members of different houkksh@rovided they lack complete
sets of accounts (see para. 7 of th® T3S resolution).

In this context, the termehterprisé is to be understood in a broad sense,
referring to any unit engaged in the productiomodbds or services for sale or barter.
It covers not only production units that employekiirrlabour, but also those that are
owned and operated by single individuals workingoam-account as self-employed
persons, either alone or with the help of unpamiiffa members. The production
activities may be undertaken inside or outsidelthginess owner’'s home, and they
may be carried out in identifiable premises, unidiable premises or without fixed
location. Accordingly, independent street vendtasi drivers, home-based workers,
etc., are all considered to be enterprises.

The meaning of the terrsector’ follows the SNA. However, in the context
of defining the informal sector only the productieetivities of households are
concerned. For national accounting purposes, #rsdmstitutional sector) is
different from a branch of economic activity (intly$. It groups together similar
kinds of units, which in terms of their principalnictions, behaviour and objectives
have certain characteristics in common. The rasuibt necessarily a homogeneous
set of production units. For the purposes of asalgnd policy-making, it may thus
be useful to divide a sector into more homogensabssectors.

In paragraph 5 (2) of its resolution, the 15th &lecognised that the
characteristic features of household unincorporataérprises described in the SNA
corresponded well to the concept of the informat@eas commonly understood. The
fixed and other capital used does not belong toetiiterprises as such but to their
owners. The enterprises as such cannot engagensatitions or enter into contracts
with other units, nor incur liabilities on their avbehalf. The owners have to raise the
necessary finance at their own risk and are peligoiable, without limit, for any



debts or obligations incurred in the productiongass. Expenditure for production is
often indistinguishable from household expendituned capital equipment such as
buildings or vehicles may be used indistinguishafdy business and household
purposes.

2.2 International statistical definition of the informal sector (18" ICLS)
2.2.1 Core definition of informal sector enterprigs

The first three criteria of the definition of infoal sector enterprises adopted
by the 15th ICLS refer to the legal organisationhaf enterprises, their ownership and
the type of accounts kept for them. These threeer@i are all embodied in the
concept of household unincorporated enterpriseteasribed above. However, while
all informal sector enterprises can be regardedhassehold unincorporated
enterprises, not all household unincorporated prgas belong to the informal
sector. In defining the additional criteria to diguish informal sector enterprises
from other household unincorporated enterprises,1th ICLS adopted a modular
approach, as illustrated in Diagram 1 below.

Diagram 1: Classification of household unincorporagd enterprises (18 ICLS)

Household unincorporate( Informal sector enterprise| Other household

enterprises unincorporated enterprises
Own-account enterprises | Informal own-account Other own-account
enterprises enterprises

Enterprises of employers | Enterprises of informal Other enterprises of
employers employers

Within household unincorporated enterprises araisbn was made between
enterprises of employers and own-account entempride accordance with the
definitions of employers and own-account workers tbeé 1993 International
Classification of Status in Employment (ICSE-93)e tdistinction was based on
whether or not an enterprise employs at least am@aee on a continuous basis (in
contrast to employment of employees on an occakibasis or employment of
contributing family workers). The distinction waseined important for definitional
purposes. Compared with own-account enterprisedermises of employers
necessarily have a higher degree of formality @irtbperations, and therefore require
additional criteria for being classified in theoninal sector. Moreover, the distinction
between these two groups of enterprises was cassideseful for the purposes of
data analysis and policy making and for the stcaifon of informal sector survey
samples. Accordingly, the informal sector was dafims comprising informal own-



account enterprises and enterprises of informall@yeps, for which separate criteria
were specified as described in Sections 2.2.1.12ahd.2 below.

There are basically two different but interrelatealys of viewing and defining
the informal sector. One approach views enterprigerelation to the legal and
administrative framework in force and defines théimal sector as made up of
enterprises that do not conform to this framewarkame way. It assumes an intrinsic
relation between non-registration and the notiomfrmality. The second approach
views the informal sector as a particular form mfduction, and defines it in terms of
the way the enterprises are organised and carryheutactivities. Supporters of the
second approach maintain that the informal sectornot identical with the
unregistered sector. They stress the need foraa clinceptual basis in defining the
sector, and point out the problems that a critebased on registration may pose for
the comparability of informal sector statistics vbe¢n countries, between different
areas within a country, and over time. They alsatioa the practical difficulties of
obtaining information on the registration of ent&sps, as their owners may be
reluctant to provide this information, and othespendents (e.g. employees) may be
unable to do so. They view non-registration as aattteristic of the informal sector
rather than as a criterion for defining it.

There was no agreement at the 15th ICLS as tohadfiche two approaches
was better. Thus, the definition finally adoptedthg 15th ICLS incorporated both
approaches in the sense that it allows non-regjstrand/or employment size to be
used as criteria to distinguish informal sectoregmises from other household
unincorporated enterprises.

2.2.1.1 Informal own-account enterprises

In paragraph 8 of its resolution, the 15th ICL®a@fped that, depending on
national circumstances, either all own-account reniees should be considered
informal, or only those that are not registered amndpecific forms of national
legislation. The legislation referenced includegdaes’ and commercial acts, tax and
social security laws, professional groups’ regulatacts, and similar acts, laws or
regulations established by national legislative ié®dRegulations enacted by local
authorities for the purpose of obtaining a tradmrise or a permit to operate a
business are excluded from the criterion. Theyrateconsidered to be appropriate
because they are governed by administrative ragoktnd their enforcement that
may vary considerably from one country to anothedl, avithin the same country,
over time or between different regions. Moreoveeyt are not considered to have
much of an effect on the way the enterprises agarosed and operate nor on their
economic objectives and behaviour, and homogerdditgconomic objectives and
behaviour is the guiding principle for distinguisgibetween the various institutional
sectors and sub-sectors in the SNA. It should ddedhthat in many countries the
criterion of non-registration, if properly definedlso covers the criteria of lack of
legal identity and lack of a complete set of acdsun

The 15th ICLS did not include any size criterionthhe definition of informal
own-account enterprises. Such a criterion was densdl superfluous, as by their very
nature virtually all own-account enterprises ar@alkm



2.2.1.2 Enterprises of informal employers

In paragraph 9 of its resolution, the 15th ICL®a@fped that enterprises of
informal employers should be defined in terms of on more of the following three
criteria:

» small size of the enterprise in terms of emplogime
* non-registration of the enterprise (defined agritormal own-account enterprises);
* non-registration of its employees.

According to the 15th ICLS, the criterion of emypiment size can be
formulated in terms of the number of employees eygd by the enterprise on a
continuous basis, or the total number of employeesduding employees employed
on an occasional basis), or the total number o$qer engaged during a specific
reference period (including the entrepreneur, lassinpartners and contributing
family workers in addition to the employees). Thetfof these is considered to be the
ideal measure from the conceptual point of viewit asatches best the definition of
informal own-account enterprises, which does né&e taccount of the number of
enterprise owners, business partners, contribufengily workers and casual
employees working in the enterprise. In practicewever, information on the
number of all employees or on the total number efspns engaged is more easily
obtained from survey respondents than informationtlee number of employees
employed on a continuous basis, and may corresporeé closely to the criterion
used in practice to define the lower size cut-adinp for surveys of formal sector
enterprises or establishments.

In the case of enterprises composed of more thanestablishment, the 15th
ICLS recommended use of the establishment rattzer tine enterprise as the unit to
which the size criterion refers. It specified that enterprise composed of more than
one establishment should be considered informahahe of its establishments
exceeded the size limit. For many countries, thee afsthe establishment rather than
the enterprise as the unit for the size criterinsuees compatibility with the criterion
determining coverage of formal sector establishmenveys. Thus informal and
formal sector statistics can complement each othelso becomes possible in this
way to capture the development of informal sectdemprises that for various reasons
tend to grow through the creation of additional Bneastablishments rather than
through an expansion of employment in the origesthblishment.

An important advantage of the size criterion ifirdag the informal sector is
that size can be measured relatively easily byreltvant types of surveys. In
addition, there is usually correlation between $nsite and other aspects of
informality, in particular:

» small enterprises can remain unidentified byahbthorities more easily than larger
enterprises;

» governments with limited administrative resourtasd to focus on large enterprises
when trying to collect taxes or enforce labour $éagion;

* unions tend to concentrate on large enterpriseg;h can be reached more easily,
so that their efforts will achieve maximum resuésd

» small enterprises tend to use more traditiordirielogies.



On the other hand, proponents of non-registratotha informal sector criterion note
that small size, unless used in combination witheptcriteria, is not sufficient to
define the informal sector and that the choicéhefdize limit is more or less arbitrary.

The size limit for enterprises of informal employevas not specified by the
15th ICLS so that it can be varied according todseleetween countries and even
between branches of economic activity within a ¢ourin order to avoid an overlap
with formal sector surveys, it was recommended that choice of the size limit
should take account of the coverage of enterpstsiishment surveys of the larger
units in the corresponding branches of economiwiagtwhere such surveys exist.
However, some national statistical offices actupligfer to have a certain overlap in
coverage, providing it can be identified, becawssponse rates and data quality in
enterprise/establishment surveys tend to be relgtpoor for the smaller units.

During the 15th ICLS consideration was given térdeg the informal sector
residually as comprising all units that are not eved in existing enterprise/
establishment surveys. It was however decided gshelh a definition would not be
appropriate for data analysis and policy makingt asould tend to be unstable over
time — the informal sector would expand or contifithe coverage of the existing
surveys were changed. It would also introduce sulisi differences between
countries depending upon the coverage of their eysv Furthermore, it was
recommended that, where the existing cut-off posed for formal sector surveys
seemed too high to be useful as size limit forittfiermal sector, efforts should be
made to extend formal sector survey coverage byilimg their cut-off point, and
thereby close the gap from both ends. Where thi®tigossible, it may be preferable
to recognise the existence of an intermediate segnamd to cover it through a
separate survey rather than to include it in tlopeof informal sector surveys. This
is because the survey methods used for the caleaf data on informal sector
enterprises may not be equally well suited to nmeesized enterprises.

The criterion of non-registration of the employeéshe enterprise refers to
the conditions of employment in the informal seaegarding the employees’ social
and legal protection. It is defined in terms of thbsence of employment or
apprenticeship contracts which commit the empldggray relevant taxes and social
security contributions on behalf of the employeesmbich make the employment
relationships subject to standard labour legishati&dccording to this criterion, an
enterprise is informal if none of its employees aegistered. The criterion is
especially useful in countries where the registratof workers also leads to the
registration of the enterprises employing them,. eagth the social security
institutions. In other countries, registration abrkers is likely to be more useful as a
criterion to define informal jobs of employees thas a criterion to define the
informal sector.

Diagram 2 below summarizes the criteria of thd" 16LS definition of
informal sector enterprises.



Diagram 2: Criteria of the definition of informal sector enterprises (18 ICLS)

Criterion Purpose

1. Legal organisation: enterprise not Identification of unincorporated
constituted as a legal entity separate frpenterprises
its owner(s)

2. Ownership: enterprise owned and | Identification of household
controlled by member(s) of household(sunincorporated enterprises

3. Type of accounts: no complete set of Exclusion of quasi-corporations from

accounts including balance sheets household unincorporated enterprises
4. Product destination: at least some | Identification of household
market output unincorporated enterprises with at leas]

some market production; exclusion of
household unincorporated enterprises
producing goods exclusively for own
final use by the household

5. Kind of economic activity Exclusion of housem®kimploying paid
domestic workers;

possible exclusion of enterprises engaged
in agricultural and related activities

6.1 Number of persons engaged/ Identification of informal sector
employees/employees employed on a | enterprises as a subset of household
continuous basis: less than n unincorporated enterprises with at least
and/or some market production

6.2 Non-registration of the enterprise

and/or

—

6.3 Non-registration of the employees ¢
the enterprise

Diagram 3 provides examples of national definitiafigsnformal sector enterprises,
which are based on the international definition.

2.2.2 Scope of informal sector surveys and treatmeof special cases

In order to complement its definition of the infual sector, the 15th ICLS
adopted a number of additional recommendationsrdeya the scope of informal
sector surveys and the statistical treatment ofiquéar cases at the borderline
between the informal and other sectors (see pgrhgri4-19 of the resolution).

2.2.2.1 Productive activities outside the SNA

The scope of the informal sector is restrictedatdivities included in the
production boundary as defined in the latest versiothe SNA. This restriction was
considered necessary to ensure that employmemygiion and income generation in
the informal sector can be measured as a shamabfemployment, gross domestic
product and national income. Excluded are domestd personal services provided
by unpaid household members to their own or andtbasehold.



Diagram 3: Definitions of informal sector enterprises used by selected countries

Country Source Definition
Brazil Urban Informal Economy, Household unincorporated enterprises with lg
Survey than 6 employees and without complete set g
accounts (agriculture excluded)
Mexico National Survey of Household unincorporated enterprises, which
Occupation and have no complete set of accounts and are no
Employment registered (agriculture excluded)
Panama Household Survey Household unincorporatedpgises with less
than 5 employees (agriculture excluded)
AFRISTAT 1-2-3 Surveys Household unincorporatecanises, which
are not registered with the national statistical
institute or other administrations, and/or whic
do not have formal written accounts accordin
to the standard plan (agriculture excluded)
Ethiopia Urban Employment- Household unincorporated enterprises withod
Unemployment Survey | accounts book, which have less than 11
employees or no license (agriculture included
Mali Labour Force Survey Private enterprises with less than 11 persons
2004 engaged, which are not registered with the
National Institute for Social Protection and dqg
not have accounts (agriculture excluded)
Tanzania Integrated Labour Force Household unincorporated enterprises with Ig

Survey

than 10 employees and without complete set
accounts (agriculture excluded)

Rep. of Moldova

Labour Force Survey

Household umiporated enterprises which a
not registered (agriculture included)

Russian Federation

Population Survey on
Employment Problems

Household unincorporated enterprises which
not registered as legal entity or have no legal
status (agriculture included)

Turkey Household Labour Force Household unincorporated enterprises paying
Survey lump sum tax or not paying any tax, and with
less than 10 persons engaged (agriculture
excluded)
India National Sample Survey,| Household unincorporated enterprises
55" Round (1999-2000) | (agriculture excluded)
Pakistan Labour Force Survey Household unincorpdranterprises owned

and operated by (i) own-account workers or (ji

employers with less than 10 persons engage

(agriculture excluded)

Source: ILO Bureau of Statistics

=2

—

ss
of
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It should be noted in this connection that the Shéduction boundary also
includes illegal and underground production aaesit In principle, such activities fall
within the scope of the informal sector if they amedertaken by units meeting the
criteria of the informal sector definition (see &@a 6 below). In practice, however,
many such activities are likely to go unreportedstatistical surveys of the informal

sector.
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2.2.2.2 Production for own final use

According to the 15th ICLS, households that arelusively engaged in the
production of goods or services for own final cangtion or own fixed capital
formation by the same household (e.g. subsisteagmirig, construction of own
houses) are excluded from the informal sector, with possible exception of
households employing paid domestic workers (asthioédow). This recommendation
was based on two considerations. Firstly, unitduskeely engaged in production for
own final use differ in their economic objectivesdabehaviour from informal sector
enterprises, which are typically operated for theppse of earning a living or
obtaining an additional income through the producf goods and services for sale
to others or barter. Thus, they should not be ntergéh informal sector enterprises.
Secondly, it was noted that it is difficult to detene the value of goods produced for
own final use unless the same units also produoge sof their goods for sale to
others.

The 18" ICLS distinction between units exclusively engagegroduction for
own final use and other units does not match pegcithe SNA 2008 distinction
between households as market producers and pradisceswn final use. The SNA
considers as market producers only those entespnsest or all of whose output is
marketed, and as producers for own final use a$ehunits most or all of whose
output is intended for own final use (SNA 2008,gumaph 25.51). The sICLS
chose a wider concept of market producers (i.esélooid unincorporated enterprises
with at least some market production) and a narraeacept of producers for own
final use (i.e. household unincorporated enterpriset marketing any of their
production), because it realized the practicalialiffies involved in determining
‘most’ and felt the need, in the context of infotnsactor measurement, to take all
market activities into account. These conceptelakions are shown in Diagram 4.

Diagram 4: Household producers by product destinatin

Households as producers

[®X

Household unincorporate
market enterprises (as Producers for own final use
defined by the SNA 2008

Selling all or most
production Selling some production| Not selling any production

Household unincorporated enterprises with
at least some market production
(as defined by the 15ICLS)

2.2.2.3 Agricultural activities

Most countries exclude agricultural and relatetivdies from the scope of
statistics on the informal sector, but some incltltean. The 15th ICLS recognised
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that, from a conceptual point of view, there wathimg against the inclusion, within

the scope of the informal sector, of household coiporated enterprises engaged in
agricultural and related activities, if they mehe tcriteria of the informal sector

definition. For practical data collection reasongwever, the 15th ICLS (paragraphs
16 and 20 of the Resolution) provided the optiomxolude agricultural and related

activities (ISIC tabulation categories A and B)nfrahe scope of informal sector

surveys and to measure them separately. The regseras that many developing

countries have a large agricultural sector, masdynposed of small, unregistered
household unincorporated enterprises, and thainttlasion of such enterprises in

informal sector surveys would lead to consideraipansion of survey operations
and increase in costs. Moreover, most nationalstitatl systems already have an
established system of agricultural surveys whosereame includes (or can relatively
easily be extended to include) household unincaeadr enterprises engaged in
agricultural and related activities. In terms ohcepts, definitions, classifications,

survey content, questionnaire design, referencaog®r sampling frames and

procedures, organisation of field work, etc., agtiral surveys appear better suited
than informal sector surveys to meeting the padrcuequirements for measuring

agricultural and related activities. Another reagothat the exclusion of agriculture

from the scope of the informal sector may be neogsdbecause in national

accounting data on agricultural production canhatgs distinguish between market

production and production for own final use.

However, the 15th ICLS recommended that non-aju@l activities of
household unincorporated enterprises mainly engagtiee agricultural sector should
be included in the informal sector if they meet thher criteria for inclusion.
Experience has shown that such non-agriculturaiies are frequently undertaken
as secondary activities of farm households or duttie agricultural slack season.

2.2.2.4 Rural areas

Recognising the large number of informal sectéivai@s in the rural areas of
many countries and their similarity with urban imf@l sector activities, the 15th
ICLS recommended that, in principle, the informatter should include enterprises
located in rural areas as well as enterprisesédciat urban areas. However, countries
starting to conduct informal sector surveys weneegithe option to confine data
collection initially to urban areas until resourcasd appropriate sampling frames
become available to cover the whole national it

2.2.2.5 Professional and technical services

In the past, it had been sometimes suggestecetttatprises engaged in the
production of professional or technical servicasdexed by self-employed doctors,
lawyers, accountants, architects, engineers, letuld be excluded from the informal
sector because of the high level of skills invohael other particular characteristics
of such activities. However, the 15th ICLS recomne that there should be no
special treatment for such enterprises, i.e.,ttteéyt should be included or excluded on
the same basis as other enterprises.

2.2.2.6 Outworkers (Homeworkers)
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In accordance with the SNA, outworkers (homewrskevere defined by the
15th ICLS as persons who agree to work for a padicenterprise, or to supply a
certain quantity of goods or services to a pardicehterprise, by prior arrangement or
contract with that enterprise, but whose place ofkwis not within any of the
establishments which make up that enterprise (SN931paragraph 7.26). It was
recommended that outworkers should be included gnmfiormal sector enterprises
if they constitute enterprises on their own as-esiployed persons, and if these
enterprises meet the criteria of the informal sed#dinition.

Criteria for distinguishing self-employed outworke from employee
outworkers include:

 the basis of remuneration (income received agnation of the value of outputs
produced versus payment related to the amounbollainputs provided);

» employment of paid workers by the outworker;

* non-existence of an employment contract withehterprise receiving the goods or
services produced by the outworker;

» decision-making on markets, scale of operationsfanance; and

» ownership of machinery or equipment.

In respect of situations, where the number of oukers was significant or
where outworkers represented a group of particobercern for data users, it was
recommended that self-employed outworkers be ifletitas a separate sub-category
of informal sector enterprises.

2.2.2.7 Paid domestic workers

There was no agreement at the 15th ICLS regarthiagtreatment of paid
domestic workers employed by households (e.g. mdalsndresses, watchmen,
drivers, and gardeners) with respect to the infbiseator. It was pointed out that, in
many situations, it is virtually impossible to dmguish paid domestic workers who
are self-employed (i.e., who are owners of hougkholincorporated enterprises
producing services for sale on the market) froms¢havho are employees of the
households employing them (i.e., who are employdelsousehold unincorporated
‘enterprises’ producing services for their own finansumption). Moreover, data on
paid domestic workers and their remuneration atencdvailable from other sources,
such as labour force or household income-expemdgurveys, so there may be no
need to cover such workers in an informal sectoresu

For these reasons, the issue of whether or ndtqmnestic workers should be
included in the informal sector was left by theHLBILS as open for determination by
the countries themselves, depending upon theiromati circumstances and the
intended uses of the statistics. However, it wasmamended that, if included in the
informal sector, paid domestic workers should lenidied as a separate subcategory
in order to enhance the international comparahilftthe statistics.

It was only during the 17th ICLS that more progrem this matter was
achieved. The 17th ICLSuidelines concerning a statistical definition afdarmal
employmentclarify that households, which employ paid donestvorkers as
employees, should be excluded from the informatiosgsee Section 3.2 below). The
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exclusion follows a recommendation made by the D@ltoup at its third meeting

(see Section 2.2.4 below). It does not concerfieseployed persons, who own
household unincorporated enterprises producing dbeeervices for sale, and the
persons employed by them.

2.2.3 Comparability problems of national definitiors

The ILO Compendium of official statistics on employmantthe informal
sector (ILO 2002cHescribes the comparability problems of currened national
definitions of the informal sector. Since the attlmp of the 15th ICLS Resolution
concerning statistics of employment in the inforrsattor in 1993, many national
statistical offices have made major efforts to digwer improve official statistics on
the informal sector, often in spite of scarce resesi for statistics in general and for
informal sector statistics in particular. As sowofethe available data are based on
national definitions of the informal sector deveddpprior to 1993, they are not
always fully in line with the international statcsdl definition adopted by the 15th
ICLS. Even when based on the™IELS definition, data are sometimes not strictly
comparable across countries, due to the adaptatulihational circumstances of the
international definition. It is hoped that this mual will contribute to enhancing the
international comparability of informal sector sttts in the future or, if this is not
possible due to differences across countries ititutignal frameworks, at least to
achieve conceptual commonality.

Current data comparability problems result esplgciom the following
factors: differences in the concepts on whichdtaistics are based; differences in
the branches of economic activity covered, paréidulin respect of the inclusion or
exclusion of agricultural activities; differences the criteria used to define the
informal sector, for example, employment size of #mterprise or establishment
versus non-registration of the enterprise; differeut-offs used for the employment
size criterion; the inclusion or exclusion of paldmestic workers employed by
households, or of producers of goods exclusively davn final use by their
household; the inclusion or exclusion of persont wisecondary job in the informal
sector; and the inclusion or exclusion of persargaged in professional or technical
activities.

A major deviation from the international definitiags that some countries do
not yet use the criterion of legal organisation the enterprise (household
unincorporated enterprises). Often, countries dbuse the criterion of lack of a
complete set of accounts in their national sta@stilefinitions of the informal sector,
especially when the number of quasi-corporationen®wvn or expected to be small.
In other words, the data sometimes refer to snmathioro-enterprises, including small
corporations and quasi-corporations. This leadstoverestimation of the size of the
informal sector.

Of equal importance is the fact that some coumtimelude small-scale or
unregistered agricultural activities in their ddion of the informal sector, while
others do not. Since the vast majority of agrimalt activities in most countries are
undertaken in rural areas, such differences haleger effect on the international
comparability of data for rural areas than for urlbaeas.
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Many of the countries for which data are availale the criterion of non-
registration of the enterprise, either alone ozambination with other criteria such as
small size or type of work place, to define theoinfal sector. In most cases the
criterion refers to the non-registration of theegptise as a corporation, or to its non-
registration with the tax authorities or for statial purposes. Many other countries
use small size as a criterion to define the infdreector, either alone or in
combination with criteria such as the non-regigtrabf the enterprise or the type of
work place. The criterion of non-registration betemployees of the enterprise is
mainly used to define unregistered employment.

The cut-off points for the size criterion vary amgacountries. However, there
are clear preferences for cut-off points such ess’'than 5", "5 or less", "less than 10"
or "10 or less". While most countries use the same limit for all branches of
economic activity, some use different size limity different branches. Some
differences among countries also exist dependingvbather the size criterion is
applied to the enterprise as a whole or to eadts @stablishments (if more than one),
and whether it refers to the total number of pessengaged or to the number of
employees.

National practices concerning the treatment ofd pdomestic workers
employed by households vary across countries artd daurces, as they do
concerning the treatment of producers of goodsusxetly for own final use by their
household. The international comparability of dfmawomen is more affected by
differences in the treatment of these groups ofges than is the international
comparability of data for men.

Available national data on persons employed ininf@mal sector often refer
only to those whose main or only job/activity isthre informal sector and exclude
those with a secondary job/activity in the informsdctor, such as farmers or
government employees. As the number of persons avisecondary job/activity in
the informal sector can be quite large in some tras) data that exclude persons
with a secondary job/activity in the informal secstiould be considered as a lower-
bound estimate of total employment in the inforsedtor.

Another deviation from the international definiti@f the informal sector is
that a number of countries exclude all own-accaumtkers engaged in professional
and technical occupations from the statisticsspeetive of the characteristics of their
enterprises.

2.2.4 Recommendations of the Delhi Group to enhancthe international
comparability of informal sector statistics

The 15th ICLS provided considerable flexibility ¢ountries in defining and
measuring the informal sector. Some elements gitiilitly were desired, because the
15th ICLS resolution was the first internationatammendation ever adopted on the
topic and had to leave room for gaining a wide eanfjexperience in its application,
and because its main purpose was to provide teglhguiidelines for the development
of informal sector statistics at the country letelsatisfy the information needs of
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national users of the statistics. Other elememtflexibility arose from lack of
agreement.

However, flexibility reduces international compgaitdy. To address the
problem, the Expert Group on Informal Sector Stigis(Delhi Group), which was
constituted in 1997 as one of the city groups repgrto the UN Statistical
Commission, has endeavoured to harmonise nati@fialittons of the informal sector
on the basis of the framework set by the intermadialefinition. The Delhi Group
recognised that there were limits to harmonisatidlevertheless, on the basis of the
largest common denominator, the Group was ablddntify a subset of the informal
sector that could be defined uniformly and for whicountries could make
internationally comparable data available. Accagtinthe Delhi Group adopted the
following text:

“Since the informal sector manifests itself in drint ways in different countries,
national definitions of the informal sector canrm fully harmonised at present.
International agencies should disseminate inforsedtor data according to the
national definitions used. In order to enhance ititernational comparability of
informal sector statistics, they should also digsate data for the subset of the
informal sector, which can be defined uniformly.”Cegntral Statistical
Organisation/India, 1999

To arrive at this subset, the Delhi Group adoptée following
recommendations:

1. All countries should use the criteria of legalganisation (unincorporated
enterprises), of type of accounts (no complete afeticcounts) and of product
destination (at least some market output).

2. Specification of the employment size limit ofetlenterprise in the national
definition of the informal sector is left to theuwsdry’s discretion. For international
reporting, however, countries should provide figuseparately for enterprises with
less than five employeesin the case of multiple-establishment enterprities size
limit should apply to the largest establishment.

3. Countries using the employment size criterioousth provide disaggregated figures
for enterprises, which are not registered, as wsll for enterprises, which are
registered.

4. Countries using the criterion of non-registratishould provide disaggregated
figures for enterprises with less than five empesy/@s well as for enterprises with
five and more employees.

5. Countries, which include agricultural activitiedhould provide figures separately
for agricultural and non-agricultural activities.

6. Countries should include persons engaged irepsadnal or technical activities if
they meet the criteria of the informal sector digitom.

2 As defined in the International ClassificationSifitus in Employment (ICSE-93).
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7. Countries should include paid domestic servigekess these are provided by
employees.

8. Countries should follow paragraph 18 of the Reésm adopted by the 15th ICLS
regarding the treatment of outworkers/homework@mintries should provide figures
separately for outworkers/homeworkers includedaihformal sector.

9. Countries covering urban as well as rural asdemild provide figures separately
for both urban and rural areas.

10. Countries using household surveys or mixedesgshould make an effort to
cover not only persons whose main job is in therimfl sector, but also those whose
main job is in another sector and who have a sexgrattivity in the informal sector.

It should be noted that in most countries the sutees defined is likely to cover only
a relatively small part of the informal sector. eTbelhi Group therefore recognised
that further efforts were needed to enlarge theaitin future.

2.3 Definition of employment in the informal sector

In paragraph 11 of its resolution, the™BCLS defined thepopulation
employed in the informal sect@s comprising all persons who, during a given
reference period, were employed in at least onernmdl sector enterprise,
irrespective of their status in employment and Wwhetit was their main or a
secondary job.

Persons may have two or more jobs during a gieégrence period, and all,
some or none of these jobs may be undertaken amniafi sector enterprises. The
above definition of the population employed in timformal sector stresses the
distinction betweeremployed personand jobs. Though formulated in terms of
employed persons, the definition refers in fagotes in informal sector enterprises.

The 18" ICLS recommended that, where possible, the pdpul@mployed in
the informal sector should be sub-classified into tategories: persons exclusively
employed in the informal sector, and persons engaolgoth in and outside the
informal sector. The latter category should béhierr divided into two sub-categories:
persons whose main job is in the informal sectod, persons whose secondary job is
in the informal sector. Thus, the following cldiEsition of persons employed in the
informal sector is suggested:

1. Persons exclusively employed in the informat@ec

2. Persons employed both in and outside the infosexor
2.1 Persons with main job in the informal sector

2.2 Persons with secondary job in the informal@ect

If the total employed population is to be clagglfinto mutually exclusive
categories of persons employed in and outsidertioennal sector, persons employed
both in and outside the informal sector should laesified as a separate category, or
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criteria should be established to determine themnjob (e.g. on the basis of self-
assessment, time spent at work or amount of reratioeireceived in each job), i.e.:

Persons exclusively employed in ther:
informal sector

+ Persons employed both in and outsideéersons employed in the informal segtor

the informal sector, plus (according to main job)
+ Persons exclusively employed outsjde Persons employed outside the informal
the informal sector sector (according to main job)

= Total employed persons

3. Informal employment
3.1 Rationale for developing an international stastical standard definition

A criticism sometimes made of the informal sectefirdtion adopted by the
15" ICLS is that persons engaged in very small-scaleasual self-employment
activities may not report in statistical surveysattithey are self-employed, or
employed at all, although their activity falls withthe enterprise-based definition.
Another criticism is that informal sector statisticnay be affected by errors in
classifying certain groups of employed persons tayus in employment, such as
outworkers, subcontractors, free-lancers or otherkers whose activity is at the
borderline between self-employment and wage empsoymWomen are more likely
than men to be engaged in such activities. Stoklaer criticism is that an enterprise-
based definition of the informal sector is unabte dapture all aspects of the
increasing so-called ‘informalisation’ of employnmemvhich has led to a rise in
various forms of informal (or non-standard, atypiedternative, irregular, precarious,
etc) employment, in parallel to the growth of théormal sector that can be observed
in many countries. From the very beginning, it Hemlvever been clear that the
informal sector definition adopted by the™BCLS was not meant to serve this
purpose, which goes far beyond the measuremenmplogment in the informal
sector.

For the above-mentioned reasons, the Expert Graupinformal Sector
Statistics (Delhi Group) joined statistics usersamcluding that “the definition and
measurement of employment in the informal secta@d(ed) to be complemented
with a definition and measurement of informal enyptent” (CSO/India 2001)

‘Employment in the informal sector’ and ‘informaheloyment’ are concepts,
which refer to different aspects of the ‘informatisn’ of employment and to
different targets for policy-making. One of theot@oncepts cannot replace the other.
They are both useful for analytical purposes arehch, complement each other.
However, the two concepts need to be defined andsuned in a coherent and
consistent manner, so that one can be clearlyndisished from the other. Statistics
users and others often tend to confuse the twoepisdecause they are unaware of
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the different observation units involved: entergsion the one had, and jobs on the
other.

Table 1 below illustrates for a sample of coustt®ew statistical results vary
depending upon the concept being used. The difterebetween informal
employment and employment in the informal sectordige to the existence of
informal employment outside the informal sectorogh in the last three columns of
the table) and of formal employment in the informeattor (not shown in the table
because of its low numerical significance).

During its 90th Session (2002), the Internatiobabour Conference (ILC)
engaged in an extensive discussion on ‘Decent vamidk the informal economy’,
which emphasised repeatedly the need for more attdrlstatistics on the informal
economy and requested the ILO to assist membegsStathe collection, analysis and
dissemination of consistent, disaggregated stegistn the size, composition and
contribution of the informal economy (ILO 2002ajlowever, in order to be able to
collect statistics on the informal economy, onedse® have a definition of the
informal economy. The ILC used the term ‘inforneglonomy’ as referring to “all
economic activities by workers and economic urhts fare — in law or in practice —
not covered or insufficiently covered by formalaargements” (ILO 2002a). The ILO
report on ‘Decent work and the Informal Economy@l 2002b), which had been
prepared as a basis for the discussion by the die@ined employment in the informal
economy as comprising two components: (i) employmerthe informal sector as
defined by the 15th ICLS, and (ii) informal emplogmt outside the informal sector.

As part of the report, the ILO developed a congaiptframework for
employment in the informal economy. The framewdekt itself to statistical
measurement as it built upon internationally agraatistical definitions, which were
used because of their consistency and coheren@nalbles measures of employment
in the informal sector to be complemented with devameasures of informal
employment (Hussmanns 2001; 2002). At its fifteetmg, the Delhi Group
endorsed the framework and recommended it to cegnfor testing (CSO/India
2001). Subsequently, several countries (BrazilprGiea, India, Mexico and the
Republic of Moldova) tested the framework succdbisfu

The conceptual framework developed by the ILO wasnstted to the 1%
ICLS (November-December 2003) for discussion. TH® ICLS examined the
framework, made some minor amendments to it, angtad guidelines endorsing it
as an international statistical stand@itdD 2003) These guidelines complement the
15" ICLS Resolution concerning statistics of employfriarthe informal sector. The
work by the Delhi Group and its members was essemti the development and
adoption of the guidelines.

The 17" ICLS unanimously agreed that international guitksiwere useful in
assisting countries in the development of natiomkfinitions of informal
employment, and in enhancing the international cadplity of the resulting
statistics to the extent possible. It also redlitteat such guidelines were needed in
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Table 1: Informal employment, employment in the informal sctor, and informal employment outside
the informal sector in selected countries by sex
Informal employment Employment in the Informal employment
Country Year informal sector outside the informal sector
Both Men Women Both Men Women Both Men Women
sexes sexes sexes
as % of total (male/female) non-agricultural employnent
Brazil (urban) 2003 51.1 50.2 52.3 37.4 41,9 315 17.1 11.5 24.4
Ecuador (urban) | 2004 74.9 73.2 76.9 40.0 36.5 44.2 35.1 36.8 32.9
1* quarter
Mexico 2005 50.1 47.8 54.0 33.1 35.2 30.0 17.5 13.3 24.0
Mali 2004 81.8 74.2 89.2 714 62.9 79.6 11.3 12.6 10.1
2" quarter
South Africa 2009 32.2 24.5 37.7 16.7 16.6 16.8 15.6 11.1 20.9
Moldova 2004 21.5 25.0 18.4 7.5 10.7 4.6 14.0 14.3 13.7
India 2004-05
Philippines

Notes: (1) Brazil: ILO estimates based on official datanf various sources.
(2) Mali: ILO estimates computed from labour fostevey micro-data.
(3) Other countries: labour force survey data.

(4) Due to the existence of formal jobs in the inal sector, percentages for ‘employment in therimfal sector’ and ‘informal employment

outside the informal sector’ may not sum up tapetages for ‘informal employment’.

Source ILO Bureau of Statistics
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support of the request, which had been made biLthen 2002, that the ILO
should assist countries in the collection, analgsid dissemination of statistics on the
informal economy.

The concept of informal employment is consideretig¢aelevant not only for
developing and transition countries, but also fewedloped countries, for many of
which the concept of the informal sector is of liedi relevance. The f7ICLS
acknowledged, however, that the relevance and megami informal employment
varied among countries, and that therefore a decti® develop statistics on it would
depend on national circumstances and priorities.

During discussions on terminology, some considetfegl term ‘informal
employment’ as being too positive and thus potéptienisleading for policy
purposes. Others feared that statistics userstrhagle difficulties to understand the
difference between ‘informal employment’ and ‘empteent in the informal sector’
and confuse the two terms. Nevertheless, the terfarmal employment’ was
retained by the 17 ICLS because of its broadness, and because thasenw
agreement regarding the use of an alternative tesoch as ‘unprotected
employment’.

From 8 to 10 September 2008, a Tripartite MeetifigEgperts on the
Measurement of Decent Work was convened in Gengvid ILO. The Meeting
approved a list of statistical indicators for theasurement of decent work. Informal
employment was included as one of four main indicatunder the dimension
‘employment opportunitied’

3.2 International statistical definition of informal employment (17"
ICLS)

The conceptual framework endorsed by th& IGLS relates the enterprise-
based concept of employment in the informal segtoa coherent and consistent
manner with a broader, job-based concept of infbergloyment.

A person can simultaneously have two or more foramal/or informal jobs.
Due to the existence of such multiple jobholdirapg rather than employed persons
were taken as the observation units for employm&mtployed persons hold jobs that
can be described by various job-related charatiteyjsand these jobs are undertaken
in production units (enterprises) that can be desdrby various enterprise-related
characteristics.

Thus, using a building-block approach the framewdikaggregates total
employment according to two dimensions: type ofiption unit and type of job (see
the matrix presented in Diagram 5 below). Typepodduction unit (rows of the
matrix) is defined in terms of legal organisationdaother enterprise-related
characteristics, while type of job (columns of thatrix) is defined in terms of status
in employment and other job-related characteristics

% The Chairperson’s report of the Meeting is avadat http://www.ilo.org/integration/lang--
en/index.htm.
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Production unitsare classified into three groups: formal sectaemmises,
informal sector enterprises, and householdsormal sector enterprisesomprise
corporations (including quasi-corporate enterpjisesion-profit institutions,
unincorporated enterprises owned by governmentsundnd those private
unincorporated enterprises producing goods or sesvior sale or barter, which do
not form part of the informal sector. The defimitiofinformal sector enterpriselsas
already been given in Section 2 abovwdouseholdsas production units are defined
here as including households producing goods exellysfor their own final use (e.g.
subsistence farming, do-it-yourself construction afn dwellings), as well as
households employing paid domestic workers (mai@gindresses, gardeners,
watchmen, drivers, eté.) Households producinginpaid domestic or personal
services (e.g., housework, caring for family memspéor their own final consumption
are excluded, as such activities fall presentlysiolet the SNA production boundary
and are not considered employment.

Jobs are distinguished according to status-in-employmestegories and
according to their formal or informal nature. Feaitss in employment, the following
five ICSE-93 groups are used: own-account workemsgployers; contributing family
workers; employees; and members of producers’ catiges. The breakdown by
status in employment was needed for definitionalppses; however, it was also
considered useful for analytical and policy-makmgposes.

There are three different types of cells in thermmathown in Diagram 5. Cells
shaded in dark grey refer to jobs, which, by dé&bni do not exist in the type of
production unit in question. For example, thereincd be contributing family
workers in household non-market production un@lls shaded in light grey refer to
formal jobs. Examples are own-account workers angleyers owning formal sector
enterprises, employees holding formal jobs in fdreextor enterprises, or members
of formally established producers’ cooperativeshe Tremaining, un-shaded cells
represent the various types of informal jobs.

In paragraph 3 of its guidelines, thé"ITLS definedinformal employmenres
the total number of informal jobs, whether carrma in formal sector enterprises,
informal sector enterprises, or households, dumngiven reference period. It
comprises:

* Own-account workers and employers employed in tbeain informal sector
enterprises(Cells 3 and 4). The employment situation of owneant workers
and employers can hardly be separated from the afpnterprise, which they
own. The informal nature of their jobs follows huirectly from the
characteristics of the enterprise.

* The 18" ICLS definition of the informal sector excludesuseholds producingoods
exclusively for their own final use, but provides aption to include households employing paid
domestic workers. The framework adopted by tHBICLS and presented in this chapter does not use
this option and, hencexcludeshouseholds employing paid domestic workers froenitifiormal sector.
The exclusion follows a recommendation made byl Group during its third meeting€60/India
1999.
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» Contributing family workersirrespective of whether they work in formal or
informal sector enterprises (Cells 1 and 5). Thermal nature of their jobs is due
to the fact that contributing family workers usyatlo not have explicit, written
contracts of employment, and that usually their legmpent is not subject to
labour legislation, social security regulationd]exive agreements, etc.

* Employees holding informal jobs/hether employed by formal sector enterprises,
informal sector enterprises, or as paid domestikars by households (Cells 2, 6
and 10j. According to paragraph 3 (5) of the guidelinesiarsed by the 1
ICLS, employees are considered to have informak jdbtheir employment
relationship is, in law or in practice, not subjéctnational labour legislation,
income taxation, social protection or entittemeamtcertain employment benefits
(advance notice of dismissal, severance pay, paidia or sick leave, etc.) for
reasons such as: non-declaration of the jobs oertin@oyees; casual jobs or jobs
of a limited short duration; jobs with hours of wkasr wages below a specified
threshold (e.g. for social security contributionsimployment by unincorporated
enterprises or by persons in households; jobs wiheremployee’s place of work
iIs outside the premises of the employer’'s entegp(esg. outworkers without
employment contract); or jobs, for which labourulegions are not applied, not
enforced, or not complied with for any other redson

® Family workers with a contract of employment amdiage would be considered employees.

® Cell 7 refers to employees holding formal jobsriformal sector enterprises. Such cases,
which are included in employment in the informadtsee but excluded from informal employment, may
occur when enterprises are defined as informakingusize as the only criterion, or where therads
administrative link between the registration of éogpes and the registration of their employers.
However, the number of such employees is likelpéosmall in most countries. Where the number is
significant, it might be useful to define the infaal sector in such a way that enterprises employing
formal employees are excluded. Such a definitias leen proposed, for example, for ArgentiPak(
1992 and is in line with the 5ICLS resolution, which includes the non-registratbf the employees
of the enterprise among the criteria for defining informal sectorllO 2000.

" The definition corresponds to the definition ofremistered employees as specified in
paragraph 9 (6) of the informal sector resolutidogted by the 15ICLS. It encompasses the ICSE-
93 definitions of non-regular employees, workerspiecarious employment (casual workers, short-
term workers, seasonal workers, etc.) and contracto
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Diagram 5: Conceptual framework for informal employment

Production Jobs by status in employment
units by
type Own-account Employers Contributing Employees Members of
workers family producers’
workers cooperatives
Informal Informall Formal Informal Informal oFmal | Informal| Formal
Formal sector|
enterprises 1 2
sectpr ) 3 6 7
enterprise
Household® 9 10
@) As defined by the Fifteenth International Ceafee of Labour Statisticians (excluding

households employing paid domestic workers).

(b)

Note: Cells shaded in dark grey refer to jobs, Whiry definition, do not exist in the type of

Households producing goods exclusively forrtl@in final use and households employing
paid domestic workers.

production unit in question. Cells shaded in lighgy refer to formal jobs. Un-shaded cells repmnés

the various types of informal jobs.

Informal employment:

Employment in the informal sector.

Informal employment outside the informal sector

Cells 1to 6 and 8 to 10.

Cells 3 to 8.

Cells 1, 2, 9 and 10.

* Members of informal producers’ cooperativ@ell 8). The informal nature of
their jobs follows directly from the characteristiof the cooperative of which

they are membé&r

* Own-account workers engaged in the production ajdgoexclusively for own
final use by their householdsuch as subsistence farming or do-it-yourself
construction of own dwellings), if considered enygld according to the 13
ICLS definition of employmerit(Cell 9).

8 Producers’ cooperatives, which are formally esshled as legal entities, are incorporated
enterprises and, hence, part of the formal secMembers of such formally established producers’
cooperatives are considered to have formal jobsodiRers’ cooperatives, which are not formally
established as legal entities, are treated astprivaincorporated enterprises owned by members of
several households. They are part of the inforseakor if they also meet the other criteria of the

definition.

° The definition specifies that persons engagedaunskhold production for own final use
should be considered employed if their productiepreésents an important contribution to the total

consumption of the household.
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The components of informal employment are summarige Diagram 6

below.

Diagram 6: Components of informal employment (17 ICLS)

Informal employment

Own-account

Own-account | Contributing Employees Members of workers
workers and | family workers holding informal producing
employers informal jobs producers’ goods
employed in cooperatives | exclusively for
their own own final use
informal sector by their
enterprises household (if
considered
employed)

The major new element is the above definition ébrimal jobs of employees.
However, given the large diversity of informal ewmyhent situations found in
different countries, the 17ICLS had to leave the operational criteria forinief
informal jobs of employees for determination by miwies in accordance with national
circumstances and data availability. The impactheninternational comparability of
the resulting statistics was recognized by th8 LS. Examples of the definitions
of informal jobs of employees, which are being u$sdcountries, are given in
Diagram 7.

An important definitional issue is the possible cdgpancy between the
formality of employment situations and their realitSometimes employees, although
in theory protected by labour legislation, coveiayl social security, entitled to
employment benefits, etc., are in practice not iposition to claim their rights
because mechanisms to enforce the existing regntatire lacking or deficient. Or
the regulations are not applied when the employagee to waive their rights,
because they prefer to trade in higher take-honyefqralegal and social protection.
For these reasons, the™ICLS definition of informal jobs of employees cosenot
only employment situations, which ade jure informal, but also employment
situations, which arde factoinformal (“in law or in practice”).

Employment in the informal sectencompasses the sum of Cells 3 to 8 in
Diagram 5.Informal employmenéncompasses the sum of Cells 1 to 6 and 8 to 10.
The sum of Cells 1, 2, 9 and 10 is callatbrmal employment outside the informal
sector.

According to paragraph 5 of the M TCLS guidelines, informal employment
outside the informal sector comprises the followtyyes of jobs:

* Employees holding informal jobs in formal sectotegprises (Cell 2) or as paid
domestic workers employed by households (Cell 10);
» Contributing family workers working in formal sectenterprises (Cell 1);
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Diagram 7:
Definitions of informal jobs of employees used byedtected countries

Country Source Definition
Brazil National Household | Employees without formal contract
Sample Survey (carteira assinada)
Mexico National Survey of | Employees without access to public 0
Occupation and private health services by virtue of the
Employment job
Panama Household Survey Employees without employmen

contract, plus employees with
employment contract who are not
covered by social security as directly
insured persons (excluding employee
who as retired persons or pensioners
not have to contribute any more to
social security)

—

r

4

do

Mali

Labour Force Survey
2004

Employees, for whom the employer
does not pay social contributions, and
who are not entitled to paid annual an
sick leave

Rep. of Moldova

Labour Force Surve

y Employeeswibom the employer
does not pay social contributions, or
who do not benefit from paid annual
leave (or financial compensation for
untaken leave), or who will not be givé
paid sick leave in the case of illness g
injury

\U

=

Russian Federatio

N

Population Survey

damployees without labour contract

Employment
Problems

Turkey Household Labour | Employees without any social security
Force Survey registration

India National Sample Employees not entitled to social

Survey, 63 Round

security benefits or paid sick or annus
leave

|

(2004-2005)

Source: ILO Bureau of Statistics
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* Own-account workers engaged in the production afdgoexclusively for own
final use by their household, if considered empibgecording to the I3ICLS
definition of employment (Cell 9).

Of these, Cell 2 (employees holding informal jab$darmal sector enterprises) tends
to generate the largest interest among researdoaigl partners and policy-makers.

3.3 Related issues
3.3.1 Jobs at the borderline of status-in-employmercategories

It is widely recognized that certain types of jaoe difficult to classify by
status in employment because they are at the bmel@f two or more of the ICSE-
93 groups, especially between own-account workedsemployees. An example is
outworkers (home-workers). The framework adoptedhie 17" ICLS and presented
in this chapter makes it possible to capture ativoukers in informal employment,
irrespective of their classification by status mpmoyment. Outworkers would be
included in Cells 3 or 4 of Diagram 5, if they aleemed to constitute enterprises of
their own as self-employed persons, and if theserpnses meet the criteria of the
informal sector definition. Persons working fockunformal outworking enterprises
as contributing family workers would be includedGell 5, and persons working for
them as employees in Cells 6 or 7. Outworkers imgrlas employees for formal
sector enterprises would be included in Cell 2hdy have informal jobs, and in the
light grey cell next to Cell 2, if they have formabs.

Thus, problems in assigning jobs to status-in-eymknt categories affect
data on informal employment based on the labourcamh to a lesser extent than
they affect data on employment in the informal gedbased on the enterprise
approach. They would lead to classification errcather than coverage errors.
However, further work is needed to develop methogiels, which would help to
reduce such classification errors.

3.3.2 Statistics on informal employment in the absee of data on informal
sector employment

Some countries may wish to develop statistics miormal employment,
although they do not have statistics on employmerthe informal sector. Other
countries may wish to develop statistics on infdrraaployment, but find that a
classification of employment by type of productiamt is not much relevant to them.
Unless such countries want to limit the measurenséninformal employment to
employee jobs, they need to specify appropriatetiens of informal jobs of own-
account workers, employers and members of produceoperatives, which do not
explicitly use the informal sector concept (seeapérof the 17 ICLS guidelines).

3.3.3 Informal jobs in agriculture
In respect of the statistical treatment of persengaged in agricultural

activities a similar issue arises for countriesjohin line with paragraph 16 of the
15" ICLS resolution, exclude agriculture from the seapf their informal sector
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statistics. In order to be able to classify atlgdincluding agricultural jobs) as formal
or informal, these countries will have to develojtable definitions of informal jobs
in agriculture other than those held by personsaged in subsistence farming (Cell 9
in Diagram 5). This applies, in particular, to gabeld in agriculture by own-account
workers, employers and members of producers’ catipes (cf. para. 7 of the 17
ICLS guidelines). Regarding the definition of infeal employee jobs in agriculture,
it is most likely that the same criteria can beduas for the definition of informal
employee jobs in other activitit’s

4. Non-use of ‘informal economy’ as a statisticakerm

It should be noted that the L TCLS did not endorse the terrarhployment in
the informal economywhich had been used in the ILO report ‘Decentknamd the
informal economy’ to refer to the sum of employmémtthe informal sector and
informal employment outside the informal sectorl{€& to 10 in Diagram 5). The
17" ICLS agreed that, for statistical purposes, it laidae better to keep the concepts
of informal sector and of informal employment segpar The informal sector
concept, as defined by the™BCLS, needed to be retained because it had become
part of the SNA, and because a large number oftagesnas documented by the ILO
(ILO 20029, were collecting statistics based on it.

Accordingly, this manual seeks to avoid the temfioimal economy’ and uses
the terms ‘informal sector’ and 'informal employntanstead.

5. Production units (17" ICLS) and institutional sectors (SNA)

The 17" ICLS classification of production units by typedi$ferent from — but
consistent with - the SNA 2008 classification o$titutional units by sectors. The
relationship between the two classifications issgih@ Diagram 8 below.

According to the 1% ICLS, all production units included in the SNA
institutional sectors ‘non-financial corporationdfinancial corporations’, ‘general
government’ and ‘non-profit institutions servinguseholds’ are considered formal
sector enterprises. Depending upon their chaiatts;, household unincorporated
enterprises with at least some market productieredher formal sector enterprises or
informal sector enterprises. Thus, formal sectbemprises can be found in any of the
five SNA institutional sectors, including the hohekls sector. By contrast, all
informal sector enterprises fall within the houddbasector, as the informal sector is
defined as a subset of household unincorporatestiges with at least some market
production. The 17 ICLS definition of households as production umitsresponds
to the SNA definition of households only produciftgy own final use. However,
owner-occupiers of dwellings producing housing me&wy for their own final
consumption are excluded as there are no laboutsnpvolved.

10 Negrete (2002) already discussed these issues apier for the sixth meeting of the Delhi
Group and made some suggestions for Mexico. Seela discussion in section 3 of Chapter 4.
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Diagram 8: Institutional units (SNA) and production units (ICLS)

SNA 2008: 17" ICLS:
Institutional units by sector Production units by type

Non-financial and financial corporations

General government
Formal sector enterprises

Non-profit institutions serving households

Household

unincorporated
enterprises with at leastinformal sector enterprises
Households (as | some market

producers) production
Producers of
Households only goods for own
producing for own final Households final use
use Employers of paid
domestic workers

6. Links between the concepts of informal sector/gphoyment and
non-observed economy

The 17 ICLS requested the links between the concepts néérral
employment and non-observed economy to be indicated the preamble to its
guidelines, it therefore mentioned that an inteamati conceptual framework for
measurement of the non-observed economy alreadyeedxi The framework was
developed as part of a handbook for measurememteofnon-observed economy,
which was published in 2002 by the OECD, IMF, IL&daCIS STAT (Interstate
Statistical Committee of the Commonwealth of Indejent States) as a supplement
to the SNA 1993QECD et. al.,2002 The handbook puts the informal sector in a
broader context of non-observed economy and relatesfour other concepts, with
which it is often confused: underground productidlegal production; household
production for own final use; and production missee to deficiencies in data
collection programmes (statistical undergrodhd)

The SNA 2008 definedlegal productionas comprising (i) the production of
goods or services whose sale, distribution or mssge is forbidden by law, and (ii)

1 The need to distinguish the concept of the inforseattor from the concept of the hidden or
underground economy had already been recognizethédyl8' ICLS in paragraph 5 (3) of its
Resolution concerning statistics of employmenhiminformal sector.
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production activities which are usually legal becbme illegal when carried out by
unauthorised producer&ijropean Commission et.al.,2009, para. §.4Examples
are drug trafficking or abortions practiced by uthanised persons.

Concealed (or underground) productias defined in the SNA 2008 as
production activities, which are legal when perfednin compliance with relevant
standards or regulations, but which are delibeyatehcealed from public authorities
for the following kinds of reasons: to avoid theypent of income, value added or
other taxes; to avoid the payment of social segwantributions; to avoid having to
meet certain legal standards such as minimum wagegimum hours, safety or
health regulations, etc.; to avoid complying witkrtain administrative procedures
such as completing statistical questionnaires teroadministrative formsilg(id.,
para. 6.40. An example is the sale of legal goods or sewiwithout tax declaration.

The SNA 2008 acknowledges that, in practice, iy mat always be easy to
draw a clear borderline between underground praslueind illegal production. For
conceptual purposes relating to the contents optheent manual, one can however
use the above-mentioned definitions to distingtiisbe types of production activities:
(i) activities, which are legal and not undergrou@ activities, which are legal, but
underground; and (iii) activities, which are illéga

As indicated in Diagram 9 below, any type of pratilbn units (formal sector
enterprises; informal sector enterprises; housahatdn be engaged in any type of
activities (legal, not underground; legal, undewg; illegal). This manual aims at
measuring all activities undertaken by informal teecenterprises, including
underground or illegal activities. Neverthelesss iwidely known that in developing
and transition countries most informal sector ai#ig are neither underground nor
illegal, as they represent simply a survival sggtéor the persons involved in them
and for their households. This greatly facilitatee conduct of surveys on the
informal sector in these countries.

Diagram 9: Production units and production activities

Production activities
Production units Legal lllegal
Not underground Underground

Formal sector
enterprises

Informal sector
enterprises (a)

Households (b)

(@) As defined by the 15ICLS (excluding households employing paid domestickers).
(b) Households producing goods exclusively for theindimal use and households employing
paid domestic workers.

The vast majority of informal sector activities pite goods and services
whose production and distribution are perfectlyaledhis is in contrast to illegal
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production. There is also a clear distinction bemvethe informal sector and
underground production. Informal sector activities not necessarily performed with
the deliberate intention of evading the payment takes or social security
contributions, or infringing labour legislation other regulations. Certainly, some
informal sector enterprises prefer to remain ursteged or unlicensed in order to
avoid compliance with some or all regulations anere¢by reduce production costs.
One should, however, make a distinction betweesehshose business revenue is
high enough to bear the costs of regulations andethvho cannot afford to comply
with existing regulations because their incomeas tow and irregular, because
certain laws and regulations are quite irrelevantheir needs and conditions, or
because the State is virtually non-existent inrtlnees and lacks the means to enforce
the regulations which it has enacted. In some tmsnat least, a sizeable proportion
of informal sector enterprises are actually registan some way, or pay taxes, even
though they may not be in a position to comply witie full range of legal and
administrative requirements. It should also be diateat substantial segments of
underground production originate from enterprisetoiging to the formal sector.
Examples include the production of goods and sesvioff-the-books”, undeclared
financial transactions or property income, oveestant of tax-deductible expenses,
employment of clandestine workers, and unreportedes and overtime work of
declared employees. In summary, although inforreelcs and underground activities
may overlap, the concept of the informal sectoidsde be clearly distinguished from
the concept of underground production.

The activities carried out by production units anedertaken by persons
employed in formal jobs or in informal jobs. Thisnceptual link is shown in
Diagram 10 below, which combines Diagram 9 withnapdified version of the matrix
adopted by the 17ICLS as part of its guidelines. The result iheeeé-dimensional
cube composed of 18 smaller cubes (or 45 smallees;uf the full version of the
matrix is used). Each of the smaller cubes sté&mrds specific combination of type of
production unit, type of activity, and type of jolcach of the smaller cubes can be
defined, and examples can be given for the emplaymi¢uations represented by it.
This will hopefully help to sort out the widespreaoinfusion concerning the use of
the terms ‘informal sector’, ‘informal employmenéind ‘underground or illegal
production’, which currently still exists.

As mentioned earlier in this chaptagusehold production exclusively for own
final useby the same household is excluded from the defmif the informal sector.
However, if considered employment, the productibgamnds for own final use by the
household is included in the definition of informemployment, and so is the
production of services of paid domestic workerghé domestic workers’ jobs meet
the criteria of the informal employment definition.

Non-inclusion, under-coverage, non-response or meperting in statistical
surveys result in many informal activities beimgssed due to deficiencies in data
collection programmes The very aim of this manual is to move the iinfal sector
and informal employment out of the statistical wgdeund, and to help making
informal production units and jobs and the persengaged in them statistically
visible.
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Diagram 10: Production units, production activitiesand jobs

Jv%
Producti Production activities Formal V
/

units Legal lllegal

Not underground Underground

Formal
sector
enterprises

Informal
sector
enterprises

Households

7. Sub-classifications
7.1 Informal sector enterprises

Sub-classifications of informal sector enterprisee needed in order to
provide information on the composition of the imf@d sector, and to identify more
homogeneous groups for analytical purposes, asttangpr social and economic
policies and informal sector support programmes, @ a basis for comparisons of
statistics over time and between countries. Adogrdo the 18 ICLS Resolution,
the number of informal sector enterprises shoulidkadt be broken down by kind of
economic activity and by type of informal sectotegprise (i.e. informal own-account
enterprises vs. enterprises of informal employe@jher useful sub-classifications of
informal sector enterprises include distinctionscading to the following variables:
type of work place (e.g. home of the enterprise enwvother fixed location, no fixed
place); location (urban vs. rural areas); numbegyavsons engaged; type of ownership
(individual ownership, household ownership, businpartnership with members of
other households); relation with other enterpriggsdependent producers vs.
producers working under subcontracting arrangemémtsother enterprises. In
addition, it may be useful to sub-classify infornoan-account enterprises according
to the composition of their work force, distingursip one-person units from two-and-
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more person units and, among the latter, usersadsional hired labour from non-
users of such labour.

7.2 Employment in the informal sector

The 15th ICLS Resolution stipulates that, as a mmim, statistics on persons
employed in the informal sector should be brokewrdby status in employment and
by kind of economic activity. In addition, the R&gion mentions a number of other
variables as being useful for the sub-classificataf persons employed in the
informal sector. These include: sex; age; masitalus; relationship to the household
reference person; migration characteristics; edutalt attainment; reason for
working in the informal sector; occupation; houfsvork; other jobs currently held in
or outside the informal sector (see Section 2.3v@phmature of employment (e.g.
permanent, temporary, seasonal, casual); amountafe received; etc.

7.3 Informal employment

In line with the conceptual framework for measgrinformal employment,
informal jobs should be sub-classified by the statuemployment of the job and by
the type of production unit in which the job is enéken (formal sector enterprise,
informal sector enterprise, household). Th¥ IGLS recognised that for purposes of
analysis and policy-making, it may be useful tothar disaggregate the different
types of informal jobs, especially those held bypkyees. Paragraph 3 (6) of the
17" ICLS Guidelines suggests that such a typologytaactorresponding definitions
should be developed as part of further work on sdi@ations by status in
employment at the international and national levels strategy for developing a
typology of atypical forms of employment, basedtba International Classification
of Status in Employment (ICSE-93), has been oulliby Mata Greenwood and
Hoffmann (2002).
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