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1. Introduction
In India, Gross Domestic Product (GDP) estimates are compiled by using a combination of production, income and expenditure methods. These are compiled separately for organized and unorganized sectors at the level of broad compilation categories, wherever applicable. The organized sector is, however, defined differently in different industrial sectors for the compilation of GDP. The residual units in each industry group are considered as un-organized sector. The definition followed in different sectors is given in Annex I.  The estimates of GDP by various economic activities in the unorganized sector are initially prepared for a bench mark year by following the labour input method. For the subsequent years, the bench mark estimates of GDP are extrapolated with appropriate physical indicators and the relevant price indices. Since the labour inputs for the benchmark year are estimated on the basis of labour force surveys, it is expected that GDP estimates are comprehensive and the entire non-observed economy is indirectly covered.
2. Estimation Methods
In a paper prepared by Ramesh Kohli and Suvendu Hazra on “Estimation of Informal Sector Contribution in the Net Domestic Product-Indian Experience” and presented in the Eighth Meeting of the Delhi Group, the contribution of unorganized sector to NDP has been apportioned between informal sector and the rest of the unorganized sector. The authors have used a size limit of five works for defining the informal sector. The allocation/ apportioning in respect of different industry groups have been done by  following the procedures listed below:
· In the case of “agriculture, forestry and fishing”, “mining”, “electricity”, “gas and water supply” and “construction” sectors, the entire NDP of unorganized sector is assumed to be in the informal sector.

· In the case of “manufacturing” sector, the NDP of unorganized sector has been apportioned into the two components, informal and other than informal within the unorganized sector on the basis of the results of NSS 56th round, which is on unorganized manufacturing sector

· For “trade, hotels and restaurants’ sector, the estimates have been apportioned on the basis of NSS 55th round survey results
· For “transport and communication” sector, the estimates have been apportioned on the basis of NSS 57th round survey, July 2001-June 2002 after netting out NPISHs and establishments out of production boundary

· In the case of “real estate, financial, ownership of dwellings and business services” the estimates have been apportioned on the basis of NSS-57th round survey, after netting out NPISHs and establishments out of production boundary. For financial services, the unorganized sector comprising only agencies, franchises and other related activities of organized sector, has been taken as “others”. The “private money lenders”, etc which may be considered as informal sector, are not covered by any survey and as such not taken in Indian System of National accounting.

On the basis of the above, it has been estimated that the contribution of the informal sector to the net domestic product is 47.7 percent.

By using almost the same method with the revised employment size of 9 workers in the definition of informal sector, the contribution of informal sector to the GDP is estimated as Rs.1006585 crores and it constituted about 55.04 percent of the total GDP. The sector wise details are given in Table 1.

Table I: Sector wise Estimates of GDP in the Informal Sector
	Sector
	GDP Estimate

	
	Total
	Unorganized Sector
	Informal Sector

	Agriculture
	454061
	440128
	440128

	Mining
	41594
	3494
	3494

	Manufacturing
	289014
	94859
	73990

	Electricity, gas and water supply
	44732
	2773
	2773

	Construction
	105149
	61197
	61197

	Trade
	239144
	204199
	193989

	Hotels and Restaurants
	23013
	16709
	15038

	Transport and Storage
	104305
	67675
	60231

	Post and Telecommunication
	28447
	4371
	3672

	Financial Intermediation and Insurance
	105662
	10038
	8231

	Real Estimate, Renting and Business Services
	127758
	108055
	90766

	Public administration and Defence
	119671
	0
	0

	Other Services
	146123
	60314
	53076

	Total
	1828673
	1073812
	1006585


The use of labour input method directly, however, yields different estimates. In this method, the labour input has been estimated from the NSS 55th Round Labour Force Survey and Gross Value Added per worker has been estimated from NSS 55th, 56th and 57th Round Enterprise Surveys. The results are given in Table 2.
Table 2:  Estimates of GDP in Informal Sector by using Labour Input method

	Sector
	GDP Estimate (Rs.Crore)

	Agriculture
	440128

	Mining
	3494

	Manufacturing
	45983

	Electricity, gas and water supply
	2773

	Construction
	61197

	Trade
	97499

	Hotels and Restaurants
	8937

	Transport and Storage
	28240

	Post and Telecommunication
	1075

	Financial Intermediation and Insurance
	2151

	Real Estimate, Renting and Business Services
	7343

	Public administration and Defence
	0

	Other Services
	21191

	Total
	720011


The gross value added by the informal sector reduces drastically to about 39.4 percent of the total GDP, if the estimates for informal sector are worked out by using the direct labour input method.

3. Some Issues

The divergence in the estimates of contribution of informal sector to GDP obtained by using two different methodologies is significant. The deficiencies in both the methodologies , therefore, need to be identified and the problem has to be fixed.

Whether the physical indicators used for extrapolating GDP estimates for the unorganized sector are equally valid if informal sector is taken separately is another issue which needs to be resolved.

A third issue is the applicability of price indices compiled for the entire economy to the informal sector for the estimation of GDP.

Annex I
Organized Sector in the compilation of National Accounts

1. Agriculture

· Government Irrigation System

· Public Undertakings and

· Plantation Crops of tea, coffee and rubber in the private corporate sector

2. Banking and Insurance

· Total activity, except, 

· Commission agents attached to life insurance corporation of India and 

· unorganized non-banking financial undertakings including professional money lenders and pawn brokers

3. Construction

· Public sector

· Private Corporate sector

4. Electricity, gas and water supply

· Total activity of electricity and public sector part of gas and water supply

5. Fishing

· Public undertakings

6. Forestry
· Production of industrial and fuel wood as reported by the State Forest Departments

7. Manufacturing

· Registered factories covered under Factories Act

8. Medical, Education and other service

· Public sector medical, education and sanitary services

· Public sector television and radio broadcasting and

· Recognized educational institutions in the private sector

9. Mining and Quarrying

· Major minerals as reported by the Indian Bureau of Mines

10. Post and Telecommunication

· Public sector

· Private corporate sector 

11
     Public administration and Defence – Entire Sector

12.     Railways – Entire Sector

13      Real Estate, Ownership of dwellings and business services

· Public sector

· Private corporate sector real estate companies

14      Storage

· Ware housing corporation in public Sector

· Cold storage covered under Factories Act

15. Trade, hotels and restaurants

· Public sector

· Private corporate sector and

· Co-operatives

16. Transport by other means

· Public sector

· Private shipping companies and

· Private corporate sector road transport
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