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Is shrinking of the informal sector an indicator of formalisation of
the unincorporated economy, or its growing hardship?

SHIVA RAJORA &
ASITRANJAN MISHRA
New Delhi, 18 July

avaged by the
Covid-19
pandemic,
Dhammu (38) is
struggling tobringback to
life his tarpaulin-clad.
makeshift shanty-cum-
chemical production unit in
Mundka, a dusty industrial
pocketin West Delhi,

“It hasbeen more than
two yearssincethe
pandemic got over, but my
businessisyet to pickup
pace. Istarted working here

more than adecade ago after

my father passed away. [
don’tseeany increase in my
income. Ieven had to ask
twoof my helpers to leave
last year. It's only me now,

| thing,”says Dhammu.

| employ workers in the vast

who takes care of the whole

Theinformal economy
Dhammuisamongthe

| millions of micro-

entrepreneurs whoown
smallenterprisesand

informalsector, which had
toface aspate ofeconomic
shocksinthe recent past,
Therecently released
Annual Surveyof
Unincorporated Sector
Enterprises (ASUSE) by the
Ministry of Statistics and
Programme
Implementation (MoSPI) for
the period October 2022-
September2023 paintsa
sombre picture of the
employmentsituation inthe
non-farminformal sector.
Inthe Indian context, the

unincorporated/informal
sector isimportant because
of the Jarge number of
establishmentsin this

| sectorand the magnitude of

employmentit provides to
unskilled, semi-skilled, and

| skilled people, besides its
- sizable contribution to the

gross domestic product
(GDP) of the country.
Enterprisesin thissector
include businesses which
are not incorporated under
the Companies Act, 2013.
These units may operate

| withouta fixed location, or

from homes, small shops or

: workshops.

Acomparison of the
latest ASUSE 2022-23 report
with the results of the 73rd
round of the National
Sample Survey (NSS), which
lookedatthe

unincorporated sector
enterprises during July
2015-June 2016 period,

| showed that the total

workforce inthe

| unincorporated enterprises

| declined by 1.7 million to
1096 million during the

| sevenyearperiod even

though the total number of
establishments rose by 1.6

+ million to 65,04 million
I during the same time span.

Resultofformalisation?

The ASUSE report has led toa

. debateamongecoriomists

whether theshrinking
informal economy means

| thatthelndianeconomyis
| formalising, orit reflects the

direstate of theunorganised
sectorforwhichdatals

| rarelyavailable,
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State Bank of India (SBI)
usingthe ASUSEdata
concluded thatIndia has
formalised26 trillion of its
economy during theseven-
vearperiod between FY16
and FY23. Assuming
manufacturing asaproxy for
industry grossvalue added
(GVA) and trade and other
services sectors forservices
GVA, thereport said thesize
oftotalinformaleconomy
declined t023.7 percentin
FY23ascompared to25.9 per
centinFY1e6.

“Ruralestablishments,
apart fromembracing higher
growth, also witnessed
robustgrowth in GVA (2.7
timesagainst 2.3 times for
urban establishments) with
traction coming fromarise in
contribution fromother
services. Further, rural
establishments have
exhibited arapid pace of
increase from GVA per
establishment contribution
with largerincreasesinall
thethreesectors —
manufacturing, trade &
otherservicesvis-a-vis
urban counterparts,” the
reportadded.

However, PCMohanan,

| formeractingchairman,
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. 95 percentto39.96 million.

Services Total

National Statistical
Commission, saysthat the

. claimsmade by SBIin its

report regarding the
formalisationare not correct,
asthe GDPdata and labour
force survey dataalsoshow
that theshare, ofh
man asbeen
Rocesahing wtaonl
goingbackto agriculture,
“The latestreport only
shows thatthe services sector
hastosomeextentbeen able
tocomeout fromthe impact
of successiveshocksin the
lastseven-eightyears.
Manufacturingand trading
sectorsstill remain affected.
Juxtaposingitwithother
datasetsshowsthat the
informalsectorstill remains
quitelarge,” Mohanan adds.
Sectoral analysisofthe
datashowed unincorporated
enterprisesopetating in the
manufacturingsectorin
2022-2023 declined nearly 9.3
percent to17.82 million,
Similarly, the number of
workers engaged by these
establishments declined by
nearly 15 per cent to 30.6
million during thisperiod.
Inthe “trading” sector,
the numberof
establishments declined by 2

(in%) | marginal growth to 39
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percentto22.5million, even
asthenumber of workers
engaged inthe sectorsawa

| million from38.7 million

during this time period.
Establishments in the “other
services”sectorgrew by
nearly19 percent to 24.64
millionand the numberof
workers engaged surged by

| Shockstotheeconomy
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| PronabSen, chairperson,
| Standing Committee on

| Statistics, saysthe

. unincorporated sectorwas

severely hitby the succesgive

| economicshocksinthe past
| decadeorso. These include
| demonetisation, goods &

services tax (GST) and Covid,
Whichisreflected inthe
declinein the numberof
people employed.

“Usually, thenumber of
unincorporated enterprises
grows by close to 2 million

| annually. Had the sector not

faced these shocks, the total
numberofsuchenterprises
would havebeen close to 75
million now. Ineffect, close
toi0millionenterpriseswere
lost. Given thatan
establishment provides
employmenttoaround2.5-3
peaple, close t025-30 million
jobs werelostin the process,”
headds.

GCManna, professorat
theInstitute for Human
Development, says there are
twothingsat play, oneisthat
thelabour intensity of
unincorporated enterprises
hasbeen goingdown andit
hasbeen observed for quite
sometime now. “Therisein

| theestablishmentsis
| partially duetothe increase
| inthenumberofown-
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accountenterprises, eachof
whichonlyemploysa. single
person. Second, thereverse
migration that happened
during the pandemic and
resulted inanincrease of
workers in agriculture, thus
reversingthe decade-old
trend of people moving out of
farming, hasnotbeen
arrested yet,” he adds.
Thelnternational Labour
Organisation (TLO)in its
latest India Employment
Reportsaidthe slow
transition tonon-farm
employment has reversed.

| “Oneofthe mostsignificant

featuresofthe Indian
labour marketisaslowand
steady transitionofthe
workforce away from
agriculture andintothe non-
farmsectors. The share of
manufacturingemployment
wasstagnant, at around
12-14 percent. Theincrease
innon-farm employment
was absorbed by
construction and services.
After 2019, this slow
transition reversed dueto the
pandemic, witha rise in the
shareof agricultural
employmentaswellasan
increasein the absolute size
ofthe agricultural
workforce,” the report said.
Theshare of the primary
sectorintotal GVA increased
from14.8percentto 15.6per
cent, while the share of
employment inagriculture
rosefrom42.4 percentin
201910464 per centin 2021
and then fellmarginally to
454 percentin2022. “There
wasacorresponding decline
inthe share of the non-farm
sectorexcept for
constructionand trade,
hotels and restaurants,” the

reportadded.



