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n this paper, a broad empirical picture of wages and earnings aecruing to fnformal
g_rkf_?..li".f with different forms of labour statuses is presented. The purpose is io
sduct thareg ighlight the heterogeneous segments of employment and variations in earnings
amontg the informal workers.

RODUCTION

formal economy consists of a heterogeneous group of workers (Unni and Fani, 2003).
form a continuum of relationships from the very independent to the most dependent
ories (Linni, 2004). While workers in the informal ecanomy constitute both wage and
nployed workers, within the self-employed also they constitute segments having varying
f entrepreneurial capacities. Given this heterogensous nature of informal workers, there
T ikely to be both voluntary and involuntary entry into this sector.
: {Given the heterogeneous nature of the informal sector, one issue discussed in the literature
ther the types of employment, self and wage, share a common labour market (Aronson,
1). A related question important Lo us is whether certain segments of the self-employed are
ly different from the wage employed. The arpument above can also be posed as to whether
loyment 1s voluntary or involuntary.
0 approaches have been laken: (1) To test for the presence of a segmented labour market
ich institutional as well as social and cultural factors account for the existence of self-
ployment. Self-employment is categorised as comprising a disadvantaged residual of
pted labour markets. Self-employment is involuntary forcing workers rationed out of the
pe labour market to shift labour to the informal economy where camings are lower and work
ditions are poor and irregular; (2) Self-employment is a choice in response o human capital
ces such as previous work expericnce, technical and skill training and managerial
hility. Standard labour market theory assumes that individuals will choose self-employment
best alternative as long as its real wage is above other employment. Yamada (1996)
that people with entrepreneurial ability choose self-emplayment as the sum of labour
entrepreneurial income makes them better off than if they were to seek wage employiment.
fle Maloney (2003) argues that self-employment is voluntary as a means of avoiding the
5 (in terms of time and money) of aperating formally. .
There have been attempts to study the eamings differences between self and wage
oyment and within wage employed and self-employment themselves. Self-employed
mes seem to have a greater range than wage and salaried incomes. This implies a preater
iCity to take risks among a part of the self-employed. Lower earnings would imply that they
| 1ot fully compensated for the risk undertaken. On the question of risk, an unconventional
Lis that the sell-employed may actually be risk averse and not risk-takers. Given the
ttainty of income streams in the informal sector, the self-employed often evolve methods
dnsuring against risk, such as accessing at below market cost the financial or human capital
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resources available through one’s social network. D’ Souza (2003) argues that the shegr
the informal sector and the low average incomes in developing countries imply 1}
employment is a second best option, that s, it is involuntary. At such low incomes it is di
to assume the risk of entrepreneurship. It is argued that casy accessibility of resources avg
through social networks mitigates the risk of entering into sell~employment and a
tmplicit contract wherein co-workers monitor each other and thereby make the self
enterprise a workable proposition. :
In our view, one of the major reasons for the confusion with regard to self-employ
15 because we ‘fail to distinguish between self-employed business enterprises ru
principles of profit maximization and self-employment as a residual survival act
former is clearly voluntarily entered into, while in the latter case these units are i
sense “disguised wage workers' and at any time may compele for the wage jobg. T
workers or employees are also a heterogencous group with varying terms of contrg
wage earnings. "
In this backdrop, this paper is organised as follows, In section two the wage-rates dn !
earnings of formal and informal workers are contrasted. In the third séction predicted e
for various segments of the informal workers taking into consideration some basic

and household characteristics are computed. The paper concludes with a brief sumima
analysis in section [our,

II. AVERAGE WAGES AND INCOMES

1. Employees

The Employment Unemployment Survey of the National Sample Survey (NSS),
included a question on the registration of the cnlerprise that allowed us to identify the
enterprises, defined as proprietors and partnership. Workers in these enterprises were e
workers in the informal sector, We have used this definition to separate the formal and
workers. ;
We have argued that informal workers are heterogeneous and broadly consist f B
wage and self-employed workers. Among the wage and salaried workers, or cinploy
are both informal and formal sector workers. The NSS data separates the employces !
regular and casual workers. We have argued and shown that all regular workers are !

formal sector workers and all casual workers ar¢ not in the informal sector (Unni and
2003).

Tahle 1 ;
Average Wage Rates Per Day (s} for Repular and Caspal Workers in
Formal and Informal Sectors, 1999-00 :

Heptlar Crsier! A ..
Format Infarmeal Formal Informet Formal -
All 190 82 53 57 - 168
tban T 200 g T - T - 194

Rural 154 73 49 5F 127
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aformal sectors in Table 1. Tfns 14 also presented separ au:ly for url:-an and rural areas
sren and women. Currently minimum wages are‘around Rs. 75-100 per day in most
. 5 and in most states. Ih 1996 the National Centre for Labour (NCL) suggested that
35 was required to meet satisfactory standards of living. Only Lhe regular workers in the
sector received above minimum wage rates on average. The NCL norm of Rs. 125 per
 also achieved on average by the regular workers in the formal sector. None of the
ments of workers were able to reach close to this norm. The regular workers in the
sector received wages relatively close to the bottom of our norm, Rs. 75 per day.
vas hardly any difference in the daily wage rates of the casual workers in the formal

;le wagﬂ rates are important, a minimum standard of living is really assured only with
minimum days of work in the year as well. The eamings per week based on the norm of
0 1.-.:-. 125 per day woﬂc': out to be abaut Rs. 500- 600 using a mipimum da}rs wmic norm of

divided by the number of reported workers to arrive at ihe wages per week i"ur a
This implicitly includes the days for which work was obtained. Here again the upper
if Rs. 600 was reached on average only by the regular workers in the formal sector
Like the wage rales per day regular workers in the informal sector obtained wage
b'ﬂnly closer to the lower limit of Rs, 500. There was hardly any difference in the wages
: k of the casual workers in the formal and informal sectors.

Tahle 2
Average Earnings in the Week T'er Worker for Regular and Casual Workers in
Formal and Informal Sectors, 1999-00

Regular Casial Al
Forsmal — Informal Foarmal Informal Farmal  Infarmeal
1211 528 312 328 1056 424
1334 355 361 340 1226 4732
981 466 280 320 792 366
1255 358 334 249 11(¥2 449
930 354 200 215 821 219

a separate module to collect information on the value added created in the informal
ses, defined as proprictary and partnerships. We use this information o compute the
incomes of the self-employed.

interesting paper by Kingdon and K:nghl {2004) on South Africa, the incomes of
loyed persons were computed with and withoul capital. We use this form of
ation to sec whether these could form different segments of the self-employed
mses in the informal seetor, in terms of their earnings.
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The average monthly and weekly' incomes per worker or the value of output per wi
the enterprise, obtained in the informal enterprises are presented in Table 3. In arde
to compare it with employees in the informal secior we have estimated per worker
using all workers, family and hired, full and part-time. This is therefore not the valye
of the enterprise, but an approximation of the incomes eamned of the self-employed in j;
enterprises. Obviously if we used only owner workers, instead of all workers, the value:
be a little higher. The average weekly income of all urban self-employed was Rs. 2429 37
of all rural self-employed was Rs. 1311, The self-employed in both urban and rura] s
average incomes higher than that of the regular employees.

The total value of plant and machinery, transport equipment and tools was used to
the value of capital in the enterprise. We also used a cut-ofT of Rs. 1000 to define the e
without capital. This constituted about 30 per cent of the enterprises (about 20 per
firms had value of capital less than Rs. 500). Average monthly and weekly income
computed for workers in enterprises with and without capital so defined. Self-employed
in informal enterprises in urban arca with capital had the highest weekly incomes, an avera
Rs. 2757, while workers in enterprises without capital had less than half of this, Rs. 135
areas the difference was also almost half with Rs. 1580 for workers in enterprises with capit;
Rs.888 without capital, Enterprises in rural areas had much lower average incomes tha
the urban ones. The enterprises wilh capital had weekly incomes higher than, while those W

capital had incomes closer to, the average incomes of regular employees. ;

If we take the norm of Rs. 500-600 per week that we applied to the employees we fi
the self employed workers obtained earnings above this in all the segments. T
incomes were obtained by workers in urban enterprises with capital Rs. 2757, fo
rural self employed with capital Rs. 1580. Workers in enterprises without capital
much lower incomes, with those in fural areas having the lowest at Rs. 828, Thes

were closer to the norms defined for minimum incomes though on average they all ¢
lower limits of decent incomes.

Table 3
Monthly and Weekly Average Earnings Per Worker in Informal Enterprises
With and Without Capital, 1999-00

Monthiy ecrnings (Ry.) Weeekly earmingst
Rural all - o
Rural with capilal o322 R
Rural without capital e T
Lirban all i T
Lirban with capital 11028
Urban withut capital 5439

Sewrces Same as for Table 1, Schedule 2.0.

III. PREDICTED EARNINGS
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gowing Kingden and Knight {2004), we fitted an camings function separately for regular
Jeasnal worken. assummg that they bmadl}r represented the fnrmal and informal sectors, to

e individual characteristics included in the camnings function for employees were age
are of age, experience and square of experience, dummies for completed primary,
.secondary and higher secondary schooling and graduation. Dummies for marital status
g married, belonging to SC/ST households, having children below 6 years, belonging to
olds primarily in self-employed occupations and in rural areas, the size of land owned
used to identify the selection bias of being a regular or casnal worker.

he actual and predicted average daily wages Tor regular and casual wor!cer’s nre presented in
. The results showed variations across the status groups and location. While the predicted
of regular workers were much higher than the actual average wages, the predicted wages

= proportion of the regular workers were likely to be in the formal sector, individual
farences in levels of education made a clear difference in the earnings. The i impact of industrial

or and location was alsa secn, with the predicted eamings of the regular non-agricultural
rkers particularly in urban areas being higher than actual average wages.

Table 4
* Predicted Average Daily Wage Earning for Regular and Casuval Workers in
Rural and Urban Arcas by Gender, 199904 |

Regular workers Cersunl workers
Rural Rural  Urban Urban Rueral Rural  Urban Urban
mule Sfemuale male  female mede  female male femnale

Actual average daily wapge earnings

5 1403340 = 9L - 4593 2996 66.03 - 35,58
""" ] “Agri 15142 - 6606 13772 ¢ 5RAD 34.42 66.54 41,23

1 44.96 0662 17715 15730 4820 30.36 GE.31 3904

Predicred daily wage eamings

99 .40 - 35320 - 4007 20.84 63.70 - 3946
130.9] - 39545 52245 5659 4211 TO.01 4794
| 30,09 14995 37536 46025 4214 3036 GT.60 4810

i
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in the education and skill profile of workers in the formal and informal sectors, assumin
regular workers were more likely to be in the formal sector.

% i 1
i e to their !
2, Belf-employed -

The average earnings computed earlier for self- emplﬂyed waorkers in informal Entﬂi‘pns
likely to overestimate the returns to labour since it included retums to capital. By
relatively small enterprises had a small amount of capital in terms of crude tools. In
obtain the predicted earnings of the self-employed workers we regressed the log of va
output on log of capital, as defined abuve, log of expenses to proxy for inputs, and o
workers 10 proxy for labour. This is based on a simple Cobb-Douglas production fur
Other variables included as controls were dummies for whether the enterprise was hom :
and had a female proprietor. The adjusted R-squared varied from 0.71 to 0.84. The retii
labour or the marginal product of labour was caleulated by multiplying the coefficient:
log of labour by the mean of ratio of ontput to labour (Kingdon and Knight, 2004).
The predicted monthly and weekly incomes of self-employed workers were found.
much lower than the average (Table 5). The average weekly incomes had ranged from
to 2757 while the weekly predicted incomes ranped from Rs.119 to 1082. Wor
enterprises with capital had returns Lo labour above the minimum norm of Rs.500:60
after controlling for the effect of capital and other characteristics. However, wor
informal enterprises without capital had weekly incomes below the lower limit of the nom

; Sudarsh
Rs.500, particularly those in rural areas. The differences in the earnings of the sclf- emp ( {eation
workers with and without capital widened after controlling for differences in capital:® G. (19¢
clearly form different segments of the workforce, in terms of their sarmings. tOic

Table 3
Monthly and Weekly Predicled Earnings Per Worker in Informal
Enterprises With and Without Capital, 199900

Predictad monthly
ernies (Rs))
Rural all 1663 o
Rural with capital 2095
Rur:al mTJmul Ld[‘]ll'l[ /g
Urban all 4%
Urtﬂn with capital 43
Urban without capital 1904

Senree: Same as tor Table 1. Schedule 2.0,

IV. CONCLUSION

The workers in the informal sector form a heterogeneous group. The various segments an
the informal workers enter this sector for varying reasons, sometimes voluntarily
" sometimes involuntarily, A segment of emplayees may be rationed out of the formal sectqg?ﬂ:.
henee may be forced to participate in the informal sector due to lack of any for
unemployment insurance in India.
Using the latest labaur foree survey data we present the beterneeneaity of recula
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Sell-employed workers were further scgregated into those operating with and without
tﬂl Among the scll-employed workers, those in enterprises with capital earned higher
s to their labour than they could expect to in the formal sector given their human and
ical capital.endowments. Self- -employed workers opferaling without capital had earnings
i lower than the regular workers in the formal sector, These activitics may be of a residual
ival nature. Unlike the unilateral positions taken in the literature, we argue that self-
yed workers may enter the informal sector due to their entrepreneurial and human
bilities not necessarily because they were rationed out of the formal sector.
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