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I. INTRODUCfION 
The transition from a centrally planned 

economic system to a market economy necessitates 
an equally drastic change in the way the statistical 
system operates. 

Obviously, the task now facing Hungarian 
statisticians is to construct a system thai unifies the 
best ideas from the West with thai pan of the 
former (na tional) practice which also satisfies the 
new requirements. 

In order to make the choice of the latter 
part possible, the paper critically reviews the various 
statistical data collection practices carried out in the 
Hungarian industry during the decades of centrally 
planned economy. Some surveys had had to meet 
the specific needs of policy makers of that epoch 
and arc now superfluous. Others supplied 
information which was also to be important in the 
coming years, but which could not be retained due 
to the new economic conditions. And finally, there 
was informatio n which is independent from the 
socio-economic system, and should be collected 
under any condit ions. 

The content of section III. could be 
noteworthy in {wo respects: (i) the Significance of 
the cuts effected can be judged only with the 
knowledge of facts as perceived by Hungarian data 
suppliers; (li) one or another of these surveys could 
offer some valuable experience from the point of 
view of methodology or analysis. 

Focusing on the specific features of the 
Hungarian organizational structure, section II. 
points out the advantages of full-scale surveys in the 
distOrled structural conditions of Hungarian 
industry. 

Some features of the new, radically reduced 
data collection system are summarized in section 
IV., while section V. expounds a few conclusions and 
suggestions based on the comparison of the fo rmer 
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and the present survey system. 
II. SOME CHARACfERISTICS OF THE 

DISTORTED ORGANIZATIONAL 
STRUCfURE OF HUNGARIAN INDUSTRY IN 
THE CENTRALLY PLANNED PERIOD 

Within the framework of the centralized 
system of economic management, the industrial 
sector, which in this case is made up of mining and 
quarrying, manuracturing and electricity, gas and 
water supply, consisted of a relatively small number 
of state-owned enterprises and (state-controlled) 
industrial co-operatives. The number of enterprises 
was continuously diminished after they were 
brought under state control, parlly for economic 
reasons, but also in order to facilitate central 
planning, management and accounting. 

As a result, in Hungarian organizational 
structure, a rew large enterprises with rather 
homogeneous activity and large employment , have 
become predominant in every branch o f the 
economy, taking over the function of a great 
number of small and medium-size enterprises 
characteristic of market economies. With a certain 
time-lag, the process has been similar in the co­
operat ive seelor as well. 

Industrial activity carried ou t by individual 
private entrepreneurs was governed by a licence 
from the State authority and the number of 
employees in any privately owned enterprise was 
restricted to a few persons. Thus the number of 
authority licences given to small industrial 
entrepreneurs was a good starting-point for 
estimating the performance of the handicrafts sector 
(without regular statistical surveys). 

Therefore, the full-scale observation of a 
small number (scarcely one thousand and a few 
hundreds) of state-owned enterprises and co­
operatives covered about 95-97 per cent of total 
industrial activity; and this system did not impose an 
exaggerated burden on the companies in respect of 
statistical data collection. 

Nevertheless the gist of the problem, 



namely the over-centralization or the economy, had 
to be taken into consideration by statisticians when 
constructing an appropriate system for 
comprehensive industrial statistics. 

III. THE MAIN FEATURES OF THE 
INDUSTRIAL STATISTICAL REPORTING 
SYSTEM IN THE CENTRALLY PLANNED 
PERIOD 

In Hungarian practice, industrial statistics 
result from the collection of data directly from 
respondents (Le. industrial enterprises, co­
operatives) by means of questionnaires. 

The former industrial statistical data 
collection system can be divided into three 
categories: 

J. Statistics on a monthly and/or quarterly 
basis 

2. Statistics on an annual basis 
3. Periodical or ad hoc surveys for specific 

economic information. 
The main characteristics of these inquiries 

(only indicating some of the most significant topics) 
were as follows: 

1. Monthly and/or quarterly surveys 
consisted of: 

a/ Data for production, i.e. value of sales; 
changes in stocks; industrial services rendered; 
quantity of output and sales. as well as value of sales 
for selected (about 16(0) industrial products; 

b/ Statistics on shipments and new orders, 
(detailed by destination i.e. exports; domestic trade; 
investment; industrial consumption) 

c/ Number of employees; wages and salaries 
by main occupational groups; hours performed by 
manual workers; 

d/ Special technical indicators in selected 
industrial sectors; 

e/ Producer prices for selected individual 
products. based on sample surveys, for the 
compilation of producer price indices. 

2. The annual censuses included (a) 
standard questions for all industries and (b) specific 
ones that varied from industry to industry. 

In the first part, the enterprises in greater 
detail reported on the subjects covered by monthly 
surveys (e.g. the value of turnover was broken down 
to products and selected types of services). 
Furthermore, the annual industrial censuses 
collected detailed data on the consumption of raw 
materials, fuels and intermediate products 
purchased; electric energy produced, purchased and 
consumed; stocks and changes of fixed assets; etc. 
Industry specific questions varied according to the 
characteristics of the individual industries. 

The majority of statistical programs 
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remained the same from period to period, except for 
minor mod ifica tions to the questionnaires, 
although, a few surveys might be discontinued and 
new ones started. 

The annual survey on fuels and raw 
materials consumed made it possible to show in 
detail a number of input ratios and import intensity 
in the various fields of industry and furthermore to 
analyse the relationship between import intensity 
and the development of production and exports, 
invested capi tal, etc. 

In addition providing also the Statistical 
Office with detailed data. quarterly and yearly 
financial reports (submitted first of all to the tax 
authorities and ministries of state-owned 
enterprises and industrial co-operatives) supplied 
detailed information on output, input, capital 
formation etc. which were used for the purpose of 
national accounting by the HCSO. 

A suitable example referring to the 
exaggerated, politically stimulated demands was that 
in 1952- 1956 industrial enterprises had to supply 
quarterly data on the unit-costs of selected 
industrial products, and annual data on the changes 
of cost levels, taking into account all the so called 
~comparable~ products (produced both in the base 
and current year). 

3. Special surveys related to a wide range of 
topics, for example the utilization of technical 
capacity; mechanization of various producing and 
internal transport processes; and, on the basis of 
sample surveys, composition of employees by sex, 
age, education, professional training, working 
conditions, earnings, etc. 

In addition to full-scale inquiries, in the 
framework of industrial statistics, representative 
economic statistical surveys were also conducted in 
the past decades in those fields (Le. producer prices, 
manpower) where the economic content of the 
phenomena examined and the size of the population 
made it possible to fulfil the requirements of 
sampling. One of the most important and widely 
used observation was the sample survey on labour 
carried out quinquennially (for twenty years). 

The first industrial sample survey on 
labour, carried out in 1959, collected information 
on (about 50,00Cl) workers from state-owned 
industrial enterprises. Tn subsequent surveys the 
scope of inquiries was greatly extended. For 
example, in 1964, not only workers but also 
technical and administrative employees and, in 
1969, also auxiliary employees were included. The 
1974 survey of industry was pan of a labour sample 
survey covering the whole economy, which for the 
first time included data on industrial co-operatives. 



(The total indus trial sample consisted of 98,000 
manual workers and 53,000 "white collarM workers.) 
The employees surveyed were selected by the 
res pondent enterprises according to a centrally 
prescribed algorithm elaborated separately for 
various industry groups. Information on individuals 
was supplied by the respondent enterprises. For the 
most part administrative records were used. 
Interviewing was necessary only in connection with 
a few questions. 

Basic issues of sample surveys on industrial 
employment were: qualification of workers, 
professional experience characterised by service 
years, working conditions, frequency of changing the 
jOb, hours worked, wage, earnings (total and ratcs of 
some important components). Collection of data on 
basic individual characteristics (age, sex), on sphere 
of activity etc. made possible various cross· 
tabulations to show the complexity of connections. 

Specia l surveys related to the most 
important characteristics, results and relationships 
of the technical development and structural changes 
in Hungarian industry were carried out in the 1980s. 
For example, special tables of the annual surveys 
referred to the directly implementable results of 
research and development, namely number of 
inventions, patents, innovations and applied 
licenses. This survey made it possible to examine the 
impact of technical development and commodity 
innovat ion, in connection with enterprise 
management, in the different fi elds of 
manufac lUring. 

For studying relations between industrial 
production and invested modern equipment and 
maChinery, a special survey deal! with new 
investments from the point of view of utilization of 
electronics. The basic questions were: value of 
capital stock of electronic and eleetronized 
machines, equipment and complete systems as well 
and the share of electronic machines used by 
branches of Hungarian industry. 

Using among other sources the resuits of 
the aforementioned surveys, two bilateral, 
international comparisons of industrial production 
and productivity were carried out for 1965 and 1975, 
respectively, by Hungarian and Austrian experts. In 
the course of this investigation, special stress was 
laid on the technological and human factors 
fundamentally influencing the level of productivity. 
It was found that differences in the degree of 
mechanization and in the volume of investment 
were predominant. A considerable part of the 
differences in the industrial productivity level could 
be explained by a rather different product structure 
of the individual branches and sub·branches, 
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especially in the engineering industry. But the 
conclusions whieh could be drawn from the bilateral 
comparisons show that the relative backwardness of 
productivity in Hungarian industry became an 
overall obstacle for economic growth . 

A special SUivey was performed in order to 
examine the extent of full.day absence of workers in 
industry (and in a few other main sectors) as well as 
the causes of absences. It could be shown that rather 
a grea t number of working day losses, and 
corresponding production losses, were caused by 
unjustified absence and the trend of changes was 
unfavourable. 

IV. THE MOST IMPORTANT 
ALTERATIONS MADE IN THE EARLY PHASE 
OF THE TRANSITION PERIOD 

The comprehensive system of indust rial 
statistics mentioned above have been disrupted by 
the recent economic and political changes; the 
impact was different on the individual programs. 

One consequence of the liberalization of 
the economic system has been the enormous 
increase in the number of small enterprises and 
privat entrepreneurs. This new population of 
industrial data suppliers is neit her able nor willing 
to satisfy all the demands of the old statistica l 
system. Th is means that coverage and co ntent of 
both the production and financial information 
available has diminished drastically, rendering the 
old statistical system all but inoperative. Thus the 
need to reorganize the entire industrial statistica l 
system has become pressing. 

In the former Hungarian statistica l 
practice, the unit of observation and the data 
supplier was the enterprise (or co-operative, limited 
liability company. joint venture etc.) i.e. an 
organization with legal entity. 

Since 1993, statistical surveys have covered 
all industrial organizations (with or without lega l 
entity), and industrial private ent repreneurs with 
more than 20 employees. 

Data for the non·surveyed part of the small 
businesses will be taken annua lly from the tax 
reports, while quan erly they will be estimated. But 
bearing in mind that the aforementioned tax reports 
arc not quite reliable, this system cannot be 
implemented without special considerations. It has 
to be taken into account that small firms and sole 
proprietors often try to conceal a part of their 
turnover (and income) from Tax office. Generally, 
the cJose link of statistics with business accounting 
system is an important requirement. But in this 
particular fi eld it seems more advisable to correct 
the data of tax repons by the help of assessments 
based on expert opinion, for the sake of statistical 



accuracy. 
1. Monthly Industrial Statistics for 1993 
The aim of monthly industrial statistics is to 

follow up the performance of industry, using only a 
small number of selected indicators soon after the 
reference month. 

The scope of the units included in monthly 
statistics is: 

- industrial enterprises with more than 50 
employees by full-scale survey; 

industrial enterprises with 21-50 
employees by sample surveys. 

The most important industrial statistical 
indicators observed are: 

- value of industrial output by destination: 
export, domestic and total sale (in current prices), 

- production of the most important 
(approximately 1600-18(0) industrial prOducts, 

- stock of orders and new orders by 
destination (export, domestic and total). 

- producer prices for selected individual 
products 

based on a sample survey. 
Data on employment arc co llected by 

separate questionnaires, outside the framework of 
industrial statistics. Although this approach causes 
minor difficulties in the compilation of productivity 
indices, labour force surveys produce the most 
important statistical indicators on short- and 
medium-term labour market developments 
(employment, unemployment, compensation, 
employment cost etc.) Thus data of labour statistics 
can be used in a combined fashion with other 
economic indicators to make assessments on the 
performance of the manufacturing industries. 

2. Annual Industrial Statistics for 1992 and 
1993 

The annual industrial statistical data 
collection is a full -scope survey for all industrial 
enlCrprises with more than 20 employees. 

Presently, the new annual questionnaire 
includes only two basic tables: 

- Production and sale of industrial products 
and services; 

- Some significant data of local units. 
In the first table information is required on 

production (in quantity), on total sale (in natural 
units and in value), export and domestic sale of 
industrial products. The product nomenclature 
consists of about 6000-7000 items. Also the value of 
the most important industrial services is surveyed: 
subcontract work, repair and maintenance 
performed on a fcc or contract basis, tcchnological 
assembling etc. (37 items altogether). 
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The second table, supplied only by 
industrial enterprises with more than 50 employees, 
shows a few data relating to the employment and 
fixed assets of local units, i.e. number, wages and 
working hours of manual workers; number, wages 
and salaries of total employees; gross value of 
machinery and that of total fixed assets al the end of 
the reference year. 

For the purpose of input-output tables, 
data collection referring to raw material 
consumption is also envisaged once every five years. 

Every other topiC of the annual industrial 
survey and all special surveys in manufacturing, have 
been abandoned. 

As mentioned before, in a few cases the 
basically important observations cannot be 
maintained under the new economic conditions. For 
example: previously, for providing information for 
input-output tables in the context of annual 
censuses, turnover was broken down by destination 
(according to the activity class or branch of the 
purChaser). Presently, taking into account the very 
large number of economic agents, such types of data 
cannot be observed (at least on a full-scale basis). 

The scarcity of the present annual data in 
Hungary has been underlined by the fact that, as far 
as I know, in every industrialized country, the 
system of industry statistics consists of a series of 
annual surveys in which questions about outputs 
and inputs are collected in conjunction with 
questions about employment and fixed assets. This 
accords with the U.N. recommendations for annual 
and subannua\ industrial surveys (IRIS: published 
by the U.N. Statistical Office in 1968) and those of 
the decennial World Programmes of Industrial 
Statistics. 

V. SOME CONCLUSIONS AND 
SUGGESTIONS 

In my opinion, when sctting up priorities 
for statistical development thc following -partly 
new- circumstances or considerations have to be 
borne in mind: 

111 The speed of economic transfo rmation 
and the progress of privatization in manufacturing 
has not been as quick, as was assumed 2-3 years ago. 
The expansion in the number of private enterprises 
is an encouraging sign, but so far these are mainly 
very small enterprises which, at present, are unlikely 
to account for more than a small portion of total 
output. 

The predominant role still played by the 
large industrial enterprises can be seen from the 
following examples: 

At the end of 1990 more than I million 
persons (about 81 per cent of the whole industrial 



labour force) were employed by 933 enterprises and 
companies with more than 300 employees. Basically 
this situation has not changed yet: at the end of 
1992, statistical units with more than 50 employees 
(and classified in industry) represented equally 86 
per cent of the total industrial output and labour 
force, although their share in the total number of 
industrial units was 20 per cent only. 

n.t In a great many Western countries, the 
va rious business associations o r chambers of 
commerce have been to a greater or smaller extent 
involved in Ihe collection and dissemination of 
statistical data. Presently, in Hungary these 
institutions play a restricted role; the official 
statisticul work is still strictly centralized. 

Thus, if the HCSO gives up collecting 
industrial data on one or another important fi eld, 
this fact results in a dangerous lack of info rmat ion 
both at micro- and macroeconomic levels. On the 
other hand, if a special institution (for ex.ample a 
resea rch institute dealing with economic problems) 
undertook a supplemental survey on its own, the 
lOla I costs of data collection would very probably be 
much higher than in the framework of the official 
statist ical survey system. 

!3/ In the period of advanced computer 
technology, according to my experience, enterprises, 
especially the large industrial ones, prefer stable 
statistical que.'ii tionnaires, possible harmonized with 
their own record keeping practice. It is very likely 
that periodical reductions result in getting data of 
poor quality on the one hand. On the other hand, it 
may cause an unsatisfied att itude on the part of 
enterprises, reacting unfavourably to the actual, 
momentary increasing of statistical demands and the 
need of repeated temporary modifications of 
software and data processing. 

As far as the basic directions of statistical 
development are concerned, Western experts 
unanimously advise that in transition countries "it is 
vital to review and ruthless ly reduce the data items 
collected". Comparing the roughly outlined contents 
of the former and the present data collection 
program (see parts m. and IV., respectively), there 
is no doubt that, as far as Hungarian manufacturing 
is concerned, this advice has been very thoroughly 
fo llowed. To tell the truth, the HCSO was forced to 
ta ke such measures due to the significant reduction 
of its budgetary resources. Thus rapid and drastic 
changes in the allocation of the limited financial 
resources were needed. 

Nevertheless, the same purpose: 
economizing on costs of data collection could be 
ach ieved by using different methods. It should be 
borne in mind that the continuity of statistical 
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output must nOI be sacrificed for the sake of short­
lived priorities or due to actual financia l difficulties. 

Of course. the great poli tica l a nd economic 
transition modifies the tasks and role of micro 
statistics. But we have to come to the conclusion 
thai microlevel industrial statisti~ will also be 
needed in the future in order to monitor the 
development of this important branch of the 
economy. 

The red uced content of the annual 
industrial survey adjusted Ihis data collection 
basically to, what could be provided by small- and 
medium-size units. The point in question is whether 
the actually applied, highly simplified annual 
questionnaire can be considered as a real basis for 
providing correct and sufficient information on the 
performance, achievements and problems of 
manufacturing as a whole/. 

In my opinion the development of the new 
statistica l survey system has to be based on the 
thorough analyses of user's needs, allowing to the 
main users such as governmen t and other national 
authorities, business professional organizations, 
research institutes etc. to ex.press their needs on 
statistics. 

The annua l industrial survey has [Q cover 
all the fundamental needs for the study of the 
structure and act ivity of the manufacturing and 
those of its industries. At the same time, annua l 
survey has 10 serve as basis to other specialized 
surveys with the aim to collect the information 
which is needed by the government and the socio­
economic agents, in o rder to conceive, monitor and 
evaluate the gove rnment policies. There is a 
growing demand for data relating the business 
activities to the environment, too. And last but no t 
least, st udying the general statistical practice of 
market economy can support effectively to set up a 
new statistical system based on scientific concepts 
and methods, compatible with the international 
statistica l standards. 

Naturally, a cost effect iveness analysis has 
to be ca rried out before implement ing a more 
detai led annual su rvey system in order to minimize 
the cost and burden to the firms. Thus in the light of 
the facts and conclusions mentioned in points /1/­
!3/, there is an urgent need to invest iga te: how the 
burden imposed by different statistica l surveys is 
really distributed among the various groups of 
report ing units and furthermore processing of the 
questionnaires collected from them. 

In my opinion the pOSSibilities offered by 
the relatively big share of large industrial 
enterprises in Hungary arc not sufficiently 
exp loited. The basic aim of the general reduction of 



the induSlrial data collection was first of all to 
concentratc the capacity for thc sakc of the 
observation of numerous small, new enterprises. 

I suggest that demands for information 
should be satisfied more effectively by tailoring 
reporting requirements to rurnish inrormation 
according to the different abilities or respondents. 

In the present case of Hungary this general 
idea means first of all that industrial enterprises 
with more than 300 employees could supply a 
more comprehensive annual questionnaire. Beyond 
the presently surveyed phenomena, it would include 
the main issues of employment focusing on 
professional aspects (distribution by shifts, 
professional training etc.); consumption and stocks 
of the most significant raw materials; energy 
consumpt ion; machines and equipment used for the 
main technological processes (in quantity or at 
replacement costs); and last but not least data 
related to value added. 

According to my former experience, this 
stratum of enterprises would not regard such type of 
annual report as a burdensome, additional task. It 
would be for them not much more than a systematic 
by-product or effective business management. 

From the point of view of the HCSO, the 
processing of less than lOOO questionnaires might 
not appear as a significant burden, taking into 
account that the large enterprises usually make 
fewer mistakes than the small ones. Besides 
developing and applying appropriate computerized 
control processes, manual work could be grea tly 
minimiz.cd. 

Naturally, for the sake of comprehensive 
monitoring the development and up-to-date 
achievements of manufacturing, sampling surveys 
have 10 be used regularly as a general melhod of 
data collection for small businesses. This task has to 
be accomplished similarly in the case of quarterly 
and annual surveys. For this pu rpose there is an 
urgent need (i) to develop well defined and properly 
stratified frames of firms as basis for survey 
methodologies; (ii) 10 establish standards for the 
quali ty of ind ustry statistics and develop procedures 
for measuring the degree to which those standards 
are met. Short of such an effort, attempts to 
improve the quality of small business statistics will 
very probable fai l. 

Needless to say thai as a most important 
precondition of the aforementioned aim, a modern 
business register (a complete and continuously up· 
dated list of businesses classified by their main 
economic activity) has to be developed and operated 
also regarding to manufacturing. 

Modifying the concept of the statistica l 
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unil, and adapting an establiShment-type data 
collecting syst!tm (naturally in a parallel way) 
belong to the envisaged tasks of industrial statistics 
also in Hungary. But I can fu lly agree with the 
Canadian expert's opinio n (M. Colledge: Economic 
statistics program. Review, comments and 
suggestions, 1991) that -a t ime of rapid change, wit h 
a shortage of resources, is not the time to introduce 
a more complicated set of stat istical units, whatever 
the potentia l improvements in data collection might 
be: But taking into account that establishment-type 
units arc of great importance mostly to large 
enlerprises, for the time being we might to fall back 
upon subdividing similar data in the framework of 
their (partly suggested above) annual survey. 

Working on this paper I had two Objectives: 
(i) to throw light on a number of the actual 

problems transition countries have to face and on 
some special circumstances in which these problems 
are rooted; 

(ii) 10 confront my ideas with the scrutiny 
of the international expertise. 

I hope that the paper has added further 
informat ion to the common stock of knowledge 
relating to business surveys, on the problems with 
which the statistical systems of transitiona l 
countries arc faced. 
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Establisbment Surveys within the Prevtous System 
or Centrally Planned Economy 

The traditional goal of establishment surveys in the 
country was the control of the state plan and its 
fulfillmenL It is necessary to underline, however, that 
the nature of the state plan changed over time. Initially, 
the state plan was obligatory with rums bound to the 
tasks of the plan. Later, the state plan only established 
orientating indicators for finns. This primary 
controlling role of establishment surveys gradually 
weakened during the last years. Nevertheless. the 
variables conected through lhe surveys were still mostly 
oriented to the plan indicators, with particular attention 
paid to physical before complex value indicators. 

The establishment surveys had their special character 
- they were not only the means of statistical data 
processing, but they became imponant official 
documents of state, communal and cooperative units 
(which were practically the only forms of ownership) 
certifying fulfillment of lhe plan and their economic 
results. In this context it is necessary to mention that, 
unlike in market economy countries, the statistical and 
reporting units were usually not establishments but 
rather enterprises (legal units, registered in lhe business 
register of rums). This particular character of lhe 
surveys, together with the fact that lhe reporting units 
were usually highly centralized into relatively large 
enterprises, resulted in a particular fonn of data 
collection. There were no serious reasons for 
implementation of sample surveys - it was in each units' 
own interest to produce statistical returns at least for 
control purposes and documentation. Even if sample 
surveys could produce reliable results, practically all 
surveys were organized as exhaustive surveys 
(censuses). 

The private sector in the COWltry was not significant 
- being represented mostly by own-account workers. 
wilhout other employees. engaged in repair and 
maintenance activities perfonned as lheir second jobs 
and after special registration by the local administrative 
authorities. Infonnation on their numbers by kind of 
activity was gained from the respective registers of the 
administrative authorities. In fact, only a part of private 
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own-account workers registered. Many olhers 
conducted their activities within the shadow economy. 
There was no infonnation on shadow economy 
production, etc., but some attempts were initiated to 
estimate lhe conlribution of the shadow economy to 
national income (net material product calculated in 
socialist counlries with :MPS system as equivalent to 
GDP wilhin SNA in market economy countries). 

Gencra1ly it may be stated that establishment or. 
more precisely, enterprise surveys were relatively well 
developed in the past. They functioned reliably, with 
practically a 100% response rate, and were based on 
reliable records of the reporting units being ccnually 
hannonized wilh a unifonn system of definitions and 
classifications. The same classifications were used at 
both the enterprise and ccntra1 statistical level. 

Problems Arising in Establishment Surveys in 
Connection with Transition or the Economy 

Development or Private Sector 

The situation has changed dramaticaJly since the p0-
litical and social changes of 1989. namely in connection 
with the beginning of the transition of the economy to a 
market-onentated one and rapid development of the 
private sector. While, in 1989. employment in lhe 
private sector was estimalCd at I % of the total labour 
force , it grew to 6% in 1990, 16% in 1991, and is 
estimated to have exceeded 25% in J992. The 
conlribution of the private sector to GDP was estimated 
at more than 10-15% in 1992. Taking into accouOl 
employment in the cooperative sector (which still has 
some features of the state sector) and employment in 
various membership organizations and mixed ownership 
units (different shares of private. cooperative and slate 
ownership), employment outside the typical state sector 
is increasing considerably. 

The genuine private sector in the country has dif­
ferent fonns for the time being: 

Small businesses - created either by direct foun­
dation or, in lhe case of domestic firms. usually lhrough 
so-called smal l privatization (sales of smaller 
establishments of existing state enterprises in auctions 
to interested entrepreneurs). 

10int ventures of domestic and foreign firms. 
Large finns created through the process of so-called 

large privatization during 1992. This took place ehher 



by sales of large units (target' establishments or whole 
enterprises) or by coupon privatization (sales of fonner 
stale enterprises after their transformation to joint stock 
companies to the population for a quite low 
adminisuative fee) . However, fmns sold through 
coupon privatization mostly operated with the old 
management during 1992. Real changes in economic 
behavior of the fmns are expected from 1993 on. 

Most significant and numerous, howevet'. are sole 
proprietors (unincorporated units nOl registered in the 
business register of fums). Sole proprietors are 
typicaUy own-account workers without any or with only 
a few employees. On average. they employ only one 
other worker. Exceptionally, they may employ up to 25 
or more workers. 

The cooperative sector in the country, which under 
nonnal circumstances usually is considered as part of 
the privale seclOr, could be considered as truly part of 
the private sector once U'aIlsformation takes place in the 
producers' cooperatives, especiaUy in agricuitw-e, 
probably during 1993. 

In the case of larger, private units there usually are 
no signiftcam problems with statistical reporting, 
although there are signs of increasing non-response in 
the case of foreign fums or joint ventures. In the case 
of small private businesses - small fums and sole 
proprietors - the state statistical reponing system is 
facing serious new problems: 

Enormously rapid increase in the number of units. 
For example, at the beginning of 1993 more than 1.2 
million sole proprielOrs in the Czech Republic 
registered with local administrative institutions and 
another several thousand small private firms operated in 
various branches of the economy. This disabled or at 
least complicated data collection by up-to-now existing 
forms. Moreover, in the case of sole proprietors, only 
part of them are conducting their businesses as their 
main jobs. Others may be multiple job holders still 
having their main jobs in the stale or mixed ownership 
sectors. 

Problems with the statistical regislCr of reporting 
units. In principle, nOl only fums (registered in the 
business register of fums by courts of law) but., also. 
sole proprietors (registered by local administrative 
bodies mainly for taxation purposes) appear in the 
statistical regisler of reporting unilS with their own 
identification numbers. In practice. there are signiftcant 
problems in properly updating the rcgisler. There is 
usually at least a two-month delay in entering new firms 
into lhe register. Dying rums often remain in the 
register well after their demise. Olher problems relate 
to properly locating the registered units and changing 
addresses. changes in the kinds of businesses, 
problematic sampling frames. etc. 
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Increasing unwillingness on the part of some ftnns to 
coopernte with statistical bodies resulting in high non­
response rates (very of len exceeding 50% or more). 
This occurs partially because of perceived 
confidentiality problems aJthough confidentiality is 
fully guaranteed by law. Other frrms simply refuse to 
report claiming they have little time for this additional 
adminisuative work or because they consider their 
businesses as their private matter. In lhe early stage. 
many fmns did not even present their tax declarations to 
the revenue bureaus. 

Low level administration of the smal lest units, often 
performed by the owner or wilh the help of another less 
qualified person. This rcsullS in a very simple recording 
system used within the unias enabling statistical bodics 
to ask only simple questions with very limited scope 
about their activities. 

All these problems made it necessary for the statis­
tical organizations to formulate new goals for 
establishment surveys for the private sector. Decisions 
had lO be made concerning new conceplS, definitions, 
and elassiftCations. Also. agreement had to be reached 
on new and proper forms of data collection. The 
following parts of the paper deal with each of these 
items. 

New Goals orF...'itablishment Surveys 

Small. privale business statistics arc a part of the 
whole statistical system only, of course. Before 
deciding upon the concepts for these kinds of statistics 
it was obviously necessary, as the first step, to 
formulate new goals for establishment surveys in 
general. On this basis, it was possible to specify the 
special goals of small, private business statistics . When 
doing so new needs and conditions had to be t.aken into 
account based on the principles of international 
experience and. also, taking into consideration national 
needs specific to the transition period. 

1be main goals were fonnulated as follows: 
To obtain necessary information as far as possible 

about the complex character of the situation and 
development of individual industries, sectors of the 
economy. and the economy as a whole. i.e. focus on 
main inputs (fixed asselS, labour, current asset.s) and 
OUlpUIS (production, sales), including information on 
financial flows and economic results of the units. 

To obtain this infonnation by detailed industrial 
breakdown and product classification where relevant. 

To obtain information both for operative purposes 
for a limited scope of variables (collected at least on 
quarterly basis due to rapid development of some 
branches, such as services, and some sectors - private 
scclOr) and in full conceplS for longer-term analytical 



pwposes (collected annually). 
In connection with the uansition from MPS to SNA, 

to obtain simuhaneously the necessary information for 
analyticaJ and decision-making purposes. and national 
3CCOOnts purposes. 

To decide proper reoorting and statistical units. i.e. 
establishments for production variables and enterprises 
for fmanci31 indicarors on flows and stock. 

While respecting specific needs of individual indus­
tries, to implement the main modules in a unifjcd way 
for 311 the branches with specific modules for industries 
where useful. 

To reduce the reporting burden on the reporting units 
not only by proper combination of .wII.lili< and 
exhaustive surveys but by a ttempts to avoid duplication 
in reporting of data by reporting units through different 
surveys (main principle: less work for reporting uni ts, 
more work for the statistical bodies). 

These proclaimed goals can be achieved only gradu­
ally dwing the whole process of the lJ'ansition of the 
statistical system. 

On this basis only. it was then possible to decide the 
limits of surveys for the small. private business sector. 
It was possible to detennine the necessary depanures 
and simplifications required and to develop detailed 
concepts for individual surveys. Generally speaking, 
the main idea was to procure relatively reliable 
infonnation (anyway in reduced scope) in the necessary 
periodicity and with suffic ient breakdown on the 
siLuation; .structure; and especially, development trends 
of this sector. Decisions 31so had to be made on 
suitable data collection ronns. The analyses showed 
serious limitations for this sector, however, resulting in 
important differentiation as concerns the kind, scope, 
breakdown of variables, data collection forms. etc. 

New Concepts. Definitions a nd Classifications 

Within the framework o r the transition of the whole 
statistical system or the counlry, there appeared a need 
ror gradual implementation or intcmational recom­
mendations and standards or developed countries during 
the preparation or individual surveys for small , private 
business statistics. Particularly when taking into 
account the predominant role of the small, private 
business sector in the area of dirrerent services. The 
general harmonizing framework for this was the 
transition of former MPS to SNA with all the respective 
definitions, concepts. and classifications. However, 
until 1992 the national administrative rules differed in 
many respects from the system used in developed 
countries with market economies. There was no V.A.T. 
but still an old system of tum-over taxes. Instead of 
social insurance contributions the employers paid a 
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special wage-biU tax. 1bc whole income and profit 
taxes system differed s ignificantly from what was usual 
in developed countries. All of this had to be taken into 
account within the concepts of the respective statistical 
surveys. Since 1993, there has been a complex change 
in the whole administrative system in the country . So 
that new surveys being prepared can, in principle. 
respect the concepts used in the developed countries. 
This is. of course, more relevant to surveys for larger 
establishments than for small businesses. 

Since 1992. the former national industrial classifi­
cation system (based mostly on the recommended 
system within CMEA countries) had to be replaced with 
the internationally agreed upon ISIC-Rev. 3 (or its 
European Community modification NACE - Rev. I). 
Preparation is gradually being made, also, to impleme nt 
the intcmational product classification epc. 
Implementation of ISIC (NACE) was especially 
important for the small . private business sector as the 
old national industrial classification system d id not 
allow for proper international comparisons. The old 
system was, also, simply an improper tool for 
monitoring the induslrial changes and effects of the 
privatization process taking place in the economy. For 
example, one of the problems appeared in the 
classification of repair and maintenance activities of 
durable and other industrial products for personal use -
from the very beginning the domain of small, private 
business. According to the national classification 
system, this was considered not as services. but as 
manufacturing. This resulted in a paradox. The more 
the private sector advanced in services, the morc 
important role in the structure of the economy 
statistically was attributed to man ufacturing of goods, 
which meant serious deformation of real econom ic 
structure and monitored structural changes. 

New Forms of Data Collection 

After detailed analyses of needs and possibilities, 
two main principles were agreed upon for preparation 
and conduct of all establishments surveys, at least 
during the transition period of the economy: 

There is no differentiation in the duties of reporting 
units due to different forms of ownerShip - priv3tc, joint 
ventures, state uni ts, etc. In principle, they all have the 
same reporting duties. The only differentiation made 
with respect to periodicity, scope of variables, and 
questionnaire forms, is due to different establishment 
size and, in some cases, the legal form o r units. 

Exhaustive surveys for larger and medium-size units 
are newly to be combined with sample surveys for 
smaller units. 

The following data collection system is used in the 



country for the time being: 
Medium and larger size establishments and enter­

prises of all forms of ownership with at least 25 
employees face compulsory reponing on the full scope 
of variables within the individual surveys. Main 
modules are harmonized in all the services and 
production of goods induslries, with a quartecly and 
annual reponing system. In manufaclW'ing, 
construction, and transport there is even mOOlhly 
reporting. Data is collected by mail, still having the 
character of exhaustive surveys. 

Small rums with up to 25 employees, again of all 
forms and kinds of ownership (but mostly typical in the 
private sector), face compulsory reporting, too. 
However, there are low response ralCS in practice. 
There is a significantly reduced scope of variables, 
again mostly hannoni7.ed for the individual industries, 
with quarterly and annual reporting conducted by mail 
in the form of sample surveys. 

Sole proprietors (unincorporated units, not registered 
in the register of legal firms) have no regular 
compulsory reporting duties at al l. Necessary 
infonnation is collected half-yearly by means of 
personal interviews of a voluntary character in a very 
limiLed sample of units (approximately 0.5%). "Soft 
data" is also collected on problems connected with the ir 
economic activities and possible ideas on solving them , 
eIC. 

The system showed that the principle operationaJ 
problems complicating the representativeness and 
reliabili ty of results are mostly connected with 
weighting methods. The sampling frame is not qui te 
reliable due to problems in updating the statistical 
register of the units. Another serious problem relates to 
the increasing infonnal sector, having in the country 
mostly the character of a hidden, shadow economy. 

In principle, the informal sector involves probably 
quite legal activities which are performed in an illegal 
way--without proper registration, etc. Usually it is 
difficult to measure informal sector activities - part of 
the private sector anyway - d irect1y. Some indirect 
measures must be taken at least to estimate its possible 
scope and development tendencies. Based on 
macroeconomic balances of labour resources 
(population of working age, foreign workers in the 
country, working popUlation in post-productive age) and 
their utilization (preparation for future jobs in schools of 
various types, reported employment and 
unemployment) the increase in the infonnal sector for 
1991 for the Czech Republic could be roughly estimated 
to involve 200 thousand workers and increased by 
another estimated 100 thousand for 1992 (4% and 2% 
respectively of the toCa1 labour force). A part of these 
workers are working illegally abroad while another part 
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are doing unregistered and unreponed activities within 
the country - trade, repair and maintenance, production 
of various goods and services. Of course. the infonnal 
sector is not unknown even in the developed countries. 
But it probably may not always be so significant and, 
what is even more important, it may be usually more 
stable, with a more or less constant ralio. It may be 
pretty well assumed that in the transition countries this 
sector may be more important and is still increasing. 
This really may negatively influence the reliability of 
the statistical surveys. 

The Links Betweeo Household and Establishment 
Surveys and Administrative Records 

Although establishment surveys even within Ihe 
small, private business sector have their inevitable role, 
the specific character of this sector (often very small 
unilS with limited reporting possibilities) calls for 
utilization of other sources of infonnation as well and 
for their mutual combination. 

Among the other possible fonns of data collectior! in 
the transition countries may belong various types of 
household surveys. Together wilh often used various 
income and expenditure surveys (family budgets) 
characterizing the situation of the families, there is a 
new special type of household survey--Iabour force 
sample surveys--being gmdually implemented in the 
transition countries. At this time labour force sample 
surveys are being conducted in Hungary, Poland, and 
the Czech and Slovak Republics. These surveys can 
provide useful infonnation on at least some of the 
aspcx.ts of the small , private business sector. Very often 
this is the only source of information on employment of 
own-account workers or even the whole group or self· 
employed. Proper combination with resul ts from 
establishment surveys (often g iving infonnation on 
employees only) may provide reasonable infonnation 
on the scope and structure of total employment Of 
course, this kind of survey may hardly provide 
infonnation on the economic situation (production. 
financial nows, and results) of the interviewed units. 
Anyway, Czech statisticians, having just begun with 
labour force household surveys (on a quarterly basis), 
do not have sufficient experience yet 10 know to what 
extent this kind of survey may contribute to beuer 
knowledge of small, private business activities. 

Therefore, it seems more important from this point 
of view to utilize existing administrative records, 
especially tax declarations of the rums and own-account 
workers which are regularly presented to the revenue 
bureaus. It also seems promising to utilize social 
insurance records kept by local social security 
institutions. In this context, it is necessary to admit, 



however, that the beginnings of private business in the 
transition COWl tries are usually connected with a not 
fully corresponding legislative system and other 
administrative rules. Furthennore, underdeveloped 
administration results in serious practical problems 
when attempting to utilize various administrative data 
for statistical purposes. This is fully true in the casc of 
the Czech Republic and any help from experienced 
countries may significantly contribute to the 
improvement of Czech small, private business statistics. 

Summary 

The system of establishment surveys under the pre­
vious ccntraUy planned economy even if 
predominantly oriented towards plan control - created 
relatively good foundations for restructuring, inevitable 
changes and further development of the system during 
the transition period of the economy. In cooperation 
with intcmational institutions (Eurostat, OECD, and 
ILO) as well as some national institutions of developed 
countries (BLS--USA, INSEE--France, Employment 
Deparunent--UK, CBS--Netltcrlands, and others) the 
system is gradually being restructured and improved to 
meet the new needs of a market economy and some 
national needs typical of the transition period. 

However, serious problems appear in conncction 
wilh the creation and rapid development of the privatc 
sector in the Czech Republic. These problems may be 
occurring in other transition countries, too. In the 
Czech Republic, the predominant form of the private 
sector is very smaU, private firms or even sole 
proprietors (unincorporated units) mostly comprised of 
own-account workers with no or very few regular 
employees. The great number of these units on the one 
hand and limited reporting possibilities on thc other 
hand call for different approaches in this sector than 
those used in the past: 

A switch from exhaustive to sample surveys. In the 
case of sole proprietors, it is necessary to conduct 
personal interviews with a very limited coverage and on 
a fully voluntary basis. 

Significant reduction in kind and scope of variables. 
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These attempts are greatly complicated by problems 
in updating the statistical register of reporting units -
new and dying units, changes in kinds of activities, 
address changes, eIC. Together with low response rates. 
the updating problems with the statistical register 
seriously reduce the reliability of the results of 
statistical surveys. This is especially true of detailed 
data by industries, territories, size groups. ete. 
Increasingly, the infonnal sector, having mostly the 
character of a hidden economy, is not included in the 
statistical register. Thus, the infonnal sector tends nOI 
to be captured by establishment surveys and this is 
another phenomenon negatively influencing the 
reliability of the survey resu lLS and reported 
development trends. 

Certain hopes for gradual improvement of the situa­
tion in surveying small, privale businesses arc put into 
new kinds of sources - impleme ntation of household 
labour force surveys and utilil..ation of administrati ve 
records. infonnation from the household labour force 
survey will be available during 1993. However. it is 
practically limited to economic activi ty and working 
conditions only. At this time, due to not fully 
developed administration in the country, utili1.ation of 
relevant and more complex adm inistrative data - tax 
declarations from revenue bureaus, social insurance 
records from social insurance agencies, etc. - will be 
enabled probably gradually in the future only. 

The exchange of infonnation and experience of dc­
veloped countries and probably of other lnlnSilion 
countries as well and gradual utilization of the 
knowledge gained will undoubtedly contribute 10 an 
imponant extent to further development of Czech 
statistics in this sector. The ICES 1993 Confercnce can 
represent an important input to these efforLS in transition 
countries. 

The increasing importance of the private sector in the 
country is documented in annexes I - 3. Although the 
calculations of the private sector iOn the country are still 
more or less approximate character estimations of total 
employment, they represent important improvements in 
development trends reported by nonnal data collection 
forms. 



ANNEX 1 

NUMBER OF REGISTERED UNITS BY INDUSTRIES 

1992 - FORMER CZECHOSLOVAKIA 

Industries Sole proprietors firms 
TOTAL 

(by NACE groups) (unincor. units) 
================================================================= 
01 - 05 Agric. , forest. , fish 74 789 4 357 7 9 1 46 
10- 14 Mining +quarrying 2 228 268 2 496 
15- 16 Food , beverages , Tabacco 14 765 2 415 17 180 
17 Manuf. of textiles 15 282 570 15 852 
18 Manuf. of wearing' appar. 37 992 610 38 602 
19 Tanning, leather prod. 4 278 222 4 500 
20 Manuf. of wood products 25 136 1 069 26 205 
21-22 Paper I print , publishing 6 017 1 230 7 247 
23 - 24 Coke , petrol+chemic. pro 959 313 1 272 
25 Manuf . of rubber+plast pr 2 199 496 2 695 
26 Manuf of other non- metal 7 044 879 7 923 
27 - 28 Basic metals and met. pr 59 930 2 073 62 003 
29- 30 Manuf of machinery 13 769 1 758 15 527 
31 Manuf of electro machin. 11 662 628 12 290 
32 Radio , telev, cemm. egu ip 23 102 559 23 661 
33 Medical , precis, opt. ins 4 115 403 4 518 
34-35 Moter veh.+trans. eguip 23 664 448 24 112 
36 Manuf of furniture 34 889 1 185 36 074 
37 Recycling 779 144 923 
40- 41 Electr., gas, steam, water 1 834 351 2 185 
45 Construction 235 059 8 016 243 075 
50 Sale of motor veh.+fuel 10 625 1 305 11 930 
5 1 Wholesale trade 21 079 13 712 34 791 
52 Retail trade + repair 212 565 12 651 225 216 
55 Hotels a nd retaurants 67 530 2 523 70 053 
61-63 Transport 6 161 1 540 7 701 
64 Post and telecommun 769 123 919 
65 - 67 Financial int . +insurance 2 624 1 128 3 752 
70 - 74 Real est" rent+bus act. 255 500 19 375 274 875 
75 Public administration 4 763 10 568 15 331 
80 Education 14 277 4 182 18 459 
85 Health and social work 4 623 4 287 8 910 
90 - 92 Sanit. , membership. org.+ 

recr. , cult. , sport 1 9 453 25 319 44 772 
93 Personal services 28 313 568 28 881 

Not classified 

TOTAL 1 289 336 129 189 1 418 525 
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ANNEX 2 

NUMBER OF REGISTERED FIRMS (LEGAL UNITS) BY SIZE GROUPS 

1992 - FORMER CZECHOSLOVAKIA 

Size groups by Number of Structure 
number of pnr~on~ . d [. 'n • 

rcgl.stcrc l.rJllS ..." 
=~mg£g~~~======================================================== 

1 - 5 96 737 7 4, 9 

6 - 24 13 212 10,2 

25 - 99 9 042 7 , 0 

100 - 499 7 628 5 , 9 

500 - 999 1 395 1,1 

1000 - 1999 679 0,5 

2000 - 499 9 378 0,3 

5000 - 9999 86 0 , 1 

10000 and more 32 0 , 0 

TOTAL 129 189 100,0 
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EMPLOYMENT TRENDS BY KINDS OF UNITS 1990 - 1992 

CZECH REPUBLIC (PREL. RESULTS ) 

ANNEX 3 

Persons employed in tho _!~£f~_~_~~£f~_:_!~_~~~ ______ !~~~~ ________ __________ _ 
Kind of unit 

1990 1991 1992 1991 - 1992- 1992 - !~~! !22~ !22~ 
========.================----=.===========-••• ,~~Q===,~~,===,~~Q=====,~~g======.~~,=======,~~g===== 

I.Establishments 5091 
25 and more empl . 
(exhaust.survey)ll 

2.Establ ishments 10 
up to 25 empl . 
(sample survey ) 21 

3. Small private 
business 
(estimated) 3/ 

4 . Free lances and 
others 
(estimated) 

I. EMPLOYED 

II. UNEMPLOYED 

ECONOMICALLY AC. 
(LABOUR FORCE) 41 

188 

62 

5351 

20 

5371 

4304 

125 

586 

44 

5059 

130 

5189 

11 Mostly state - owned character uni ts 

21 Mostly private units 

3756 

251 

880 

40 

4927 

163 

5090 

- 787 

+115 

+398 

- 18 

-292 

+110 

-182 

- 548 - 1335 

+126 + 241 

+294 + 692 

4 22 

- 132 - 424 

+ 33 + 143 

- 99 - 281 

84,5 

1250 

311,7 

71,0 

94 , 5 

650 

96,6 

87,3 

200 

150,2 

90,9 

97,4 

125 

98,1 

73,8 

2500 

468,1 

64 , 5 

92,1 

800 

94 , 8 

31 Sole propritors (not registered in business register of firms) doing p r ivate business as their 
main jobs and full - time employees 

41 Decrease of labour force due partly to increase of economic iractivity or mostly due to increase 
of inreported hidden (shadow) economy 
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INTRODUcnON 

Over the last 20 years, a number of scholars and 
researchers have wrinen about the informal sector of the 
economy but IittJe has been done in the wa y of 
devc:Joping a viable methodology to explicitly and 
systematically measure it. The research that has taken 
place and the papers written on the informal sector thus 
far have relied on anecdotal information, which cannot 
be used to make statistical inference about the 
population, or on indirect methods of estimation using 
macroeconomic aggregates. The laner, while providing 
a bener approximation of the magnitude of the informal 
sector than the former, still falls short of providing 
details about its size and charncteristics. This is due to 
the limitation of the method, which is not designed to 
obtain socioeconomic information of the population 
under study. 

What constitutes tbe informal sector, and how it is 
defined, has also been at the forefront of the 
controversy. Compounding the problem is the profusion 
of terms usW in the economic literature to describe the 
sum of activities that comprises the concept of the 
informal sector. Economists, social scientists, and other 
researchers sometimes refer to the informal sector as the 
"shadow economy," "parallel economy," "hidden 
economy," ·underground economy," · unreported 
economy: "irregular economy; "black market," and so 
on. The myriad of terms denotes the elusiveness of the 
informal sector, making it difficult to characterize and 
even worse to defme. 

One of the earliest interpretations of the informal 
sector was documented in an International Labor 
Organization QLD) Report from a mission to Kenya in 
1972. In tbe ILO Report, the informal sector consisted 
of small-scale family-owned businesses using adapted 
technology and labor-intensive production methods. In 
addition, the informal sector was characterized by the 
ease of entrnnce by new businesses into the market, and 
the unregulated and competitive nature in which they 
operated. In subsequent refmements by the 11.O's 
Regional Employment Program for Latin America and 
the Caribbean (PREALC), the concept was changed to 
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reflect the urban employment situation in Latin 
America. For PREALC, the informal sector was an 
urban employment phenomenon resulting from tbe 
excess labor supply over employment opportunities in 
the modem or formal sector of the economy. The 
excess labor supply was, in turn, caused by the 
migration of the rural working poor into the urban areas 
in search of better income and employment 
opportunities. Those who could not be absorbed by the 
formal sector had to create their own work opportunities 
in order to survive. Usually, these were low-skill low­
productivity type of jobs given tbe educational 
attainment of most rura l migrants. In a way, the 
informal sector acted as a safety valve by absorbing the 
excess labor supply that could not be absorbed by the 
modem or formal sector of the economy. PREALC's 
analysts also assumed tbat its size was influenced by the 
up and down swings of the economy. As the economy 
expanded and new jobs in the formal sector were being 
created, the informal sector supposedly was to contract 
and vice-versa. This was not always the case as we 
shall see next 

A different perspective of the informal sector was 
the market rationality approach given by Manuel 
Castells, Alejandro Portes, and otbers, or as Portes 
referred to it, the ·structuralist approach.· They defi ned 
the infonnal sector as " ... all incomc--eaming activities 
that are not regulated by the state in social environments 
where similar activities are regulated." Similar to 
PREALC's conceptualization, the structuralists 
emphasized the role played by small-size businesses 
employing family labor or a few hired workers and 
working outside existing government regulations. But 
un1ike PREALC, the structuralists did not characterize 
the activities taking place in these operations as 
marginall y productive with low levels of technology. 
The structural ists also did not share PREALC's 
conceptualization of the informal sector as "counter 
cyclical" in nature. They maintain that tbe informal 
sector continues to expand as the economy grows, and 
see a connection between tbe formal and informal 
sectors. Indeed, as modem establishments began 
looking into ways of reducing costs to stay competitive 
or to maximize profits, they started subcontracting part 
of their work to small unregulated enterprises. Th is 
mOtWs operandi by modem sector ftrms circumvented 
costly state regulations which included government 



licensing and registration requirements, taxes, minimum 
wages, workers ' benefits, and other occupational and 
safety standards, bUI, at the same time, provided work 
for small enterprises. This, according to the 
structuralists, helps explain why the informal sector 
continued to expand and not contract, as PREALC 
maintained, in periods of upturns in the economy. 

One of the most interesting conceptualizations of 
the infonnal sector, however, was offered by the 
Peruvian economist Hernando de Soto. In his book, The 
Olher Path, de Soto viewed Ihe informal sector as the 
array of economic activities performed by individuals 
outside the country's institutional and legal framework. 
To de Soto, the infonnal sector is the outcome of the 
deterioration of the agricultural sector which triggered 
the influx of the rural poor into the cities in search for 
better living conditions. Having the will and desire to 
work within the legal system, the rural migrants saw 
themselves confronted by a multitude of legal barriers 
and regulations imposed by the establ ishment that 
virtually excl uded them from operating within its 
confme and protection. With little or no money, fonnal 
education, or technical training, the poor had no choice 
but to operate outside the legal system by creating work 
for themselves in order to survive in an environment 
which offered no other alternative. 

At the other end of the spectrum, we also find thn-;e 
that define the infonnal sector as all types of unpaid 
activities, such 8S housekeeping, child rearing, voluntary 
work, and do-it-yourself repairs (Siesto, 1989). 
A1though this characterization of the infonnal sector 
seems totall y inconsistent with the other, it drives the 
point that there is no single definition regarding this 
elusive concept. Adding to the predicament is the 
manner in which the informal sector manifests itself in 
different countries and legions of the world. What 
might bold true in Latin America might not necessarily 
be true in East Asia or in the newly independent states 
of lhe fonner Soviet Union. Even within a region, there 
are variations in the way the informal sector is viewed 
or even treated by authorities. II is imperative that any 
strategy to measure the informal sector take into account 
the diverse configurations that it might take. A1though 
the debate continues, as it has over the last 20 years, we 
need to move ahead and concentra te our efforts to come 
up with a reasonable approach to measure the informal 
sector. Tbis paper attempts to present a feasible 
methodology for collecting informal sector data. In the 
pages that follow, we will discuss the survey 
methodology, the sample design, the survey instruments, 
and the fieldwork operation. 
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SURVEY METIfODOLOGY 

If we are to capture tbe size, growth, and 
characteristics of the informal sector, the best strategy 
is to obta in the infonnation through a household survey. 
No olber 'method could capture bener the diversity of 
activ it~ found in the informal sector, especially given 
its heterogeneity. In it, one finds all types of informal 
activities, from those performed on an individual basis 
such as the itinerant street vendors, to those performed 
in a group setting as in the case of small-scale 
manufacturing enterprises. Through a household survey, 
the entire spectrum of informal activities in all sectors 
of the economy could be covered. This is due to the 
fact lbat in a household survey, the sampling unit is the 
dwelling unit and information is gathered from each 
member of the household. Thus, the place of residence 
becomes the pivotal point from where data could be 
collected from all groups of people, regardless of their 
occupation or number of jobs they bold. 

A DEFINITIONAL APPROACH 

Probably the best defmition of the infonnal sector 
is one that takes into account all income-generating 
activities conducted outside the country's established 
laws and regulations which govern their bebavior. One 
could narrow tbe definition even further by presuming 
that these activities take place because it is the onJy way 
for individuals or households engaged in them to 
survive in an environment wbere there is no other 
al ternative. Along th is line, one could also argue tha i 
activities tbat meet the requirements for the fust, but not 
the second part of the aforementioned definition, should 
not be considered informal. The rationale for excluding 
this group from the infonnal sector is that people and 
enterprises by-passing laws and regulations do so 
because it is economicall y advantageous for them and 
not because other means of livelibood are unavailable. 
If this is the case, then it is a problem of enforcement 
of existing laws and regulations by local authorities 
more than an informal sector issue. Improve the 
enforcement apparatus, and the problem of people or 
enterprises operating outside the system would subside. 

The above definition would probably run into the 
same type of objections that have plagued other 
definitions in the literature. Most writers, on the topic, 
prefer to come up with their own definition of the 
infonnal sector which addresses theirparticularconcems 
or viewpoint. Some of the definitions advanced are 
dearly diametrical while others share many of the basic 
chara cteristics generally associated with informal sector 
activities. What is clear is that there is no strict nor 



accepted definition of the informal sector. It is a 
concept that paradoxically everyone seems to understand 
but few are predisposed in agreeing with in terms of its 
definition. 

To circumvent the defmition dilemma, the proposed 
methodology calls for collecting information from all 
household members. As in the case of other household 
surveys, demographic data should be collected for each 
member of the household. Also, data on the 
occupational status and economic activities of all 
household members 10 years of age and older will bave 
to be collected. Those identified as working for otbers 
will be asked questions dealing with social security 
coverage or other types of protective labor measures to 
detennine their participation in the informal sector. For 
bousehold members who are self-employed working 
alone or baving their own business with one or more 
workers, questions will be posed to determine whether 
!bey are licensed or operating under any type of work 
permit. In addition, they will be asked a suies of 
contextual questions dealing witb their economic status 
to ascertain whether or not their activities could be 
classified IS -informa l. - Tbe objective is to collect IS 

much information as possible so that data users would 
have the {Jexibility of defining the target population for 
their analysis. This approach would penn it the 
gathering of data from each household member without 
falling into the lr1Ip of defining a priori the informal 
sector and running the risk of excl uding a segment of 
the target population. 

One concept that needs to be defined, however, is 
the "economic unit: Based on the methodology 
presented in this paper, economic unit refers to any 
income-generating venturl"$ associated with the 
production of goods or services. These ventures could 
be conducted in or outside tbe owner's dwelling, and 
have one or more workers. In tbe case of the self­
employed working alone, they themselves constitute an 
economic unit Infonnation is therefore to be collected 
(rom each economic unit surveyed. The extent of data 
to be collected depends on whether these economic units 
fall within the realm of the informal sector, the criteria 
being whether they comply with existing legal and 
regulatory codes. If they do not, then a series of 
questions pertaining to the economic unit will be asked. 
The objective is to quantify the economic unit 
characteristies and, most importantly, its economic 
contribution to the well-being of the household. 
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SAMru: DESIGN CONSIDERATIONS 

1. Universe 

To understand tbe informal sector, we need to 
collect quantitative data about its size and composition 
as well as the individuals participating in it. For 
comparison purposes, we also need to collect data from 
households whose members are not engaged in any 
informal activities. Consequently, the universe for a 
survey on the infonnal sector should be all households 
wbere at least one of its members is engaged in an 
income-earning economic activity regardl ess of whether 
the activity is considered to be in the fonnal or informal 
sector of the economy. As in any other household 
survey, the populalion living in military installations or 
in institutions such as religious cloisters, hospitals, or 
prisons will be excluded. Another group that should be 
excluded is the homeless, since it is safe to assume that 
this segment of the population make their living from 
panhandling activities rather than informal activities. 
Finally, households in rural areas sbould be excluded 
too. 

The rationale for limiting the universe to the urban 
areas is that most authors on the subject concur that the 
infonnal sector is an urban phenomenon associated, to 
a certain extent, with tbe modem sector of the economy. 
Althougb many activities performed in tbe rural areas 
could be considered to fan within the realm of the 
infonnal sector, they are viewed in the literature as 
"traditional R and, therefore, not part of the informal 
sector. Historically, traditional activities in the rura l 
areas are carried out by fann households. These 
activities fall into two types: farm activities, mainly 
crop and livestock production for market sale or 
subsistence of the household members; and processing 
of farm prod ucts such as the preparation of food and 
beverages, or the processing of wool or leather produced 
on the fann into fmished goods. The latter activities, 
again, could be for home consumption or market sale. 

Traditional activities have generally fallen outside 
the reach of flScal regulations and the protection of 
existing labor legislation since most rann operations are 
not incorporated. It could be safely argued that fanners, 
at least in developing countries, perceive government 
regulations as anathema to their interest As a result, 
they have neither participated in, nor benefitted from, 
welfare and social security programs. If we are to 



discard the premise that unincorporated agricultural 
activities should be considered traditional for a premise 
that treats them as informal, then we will be assigning 
the bulk of the rural area population for inclusion in the 
informal sector. For most statistical agencies, the cost 
of measuring the infonnal sector in the urban and rural 
areas would be astronomical and overwhelming in terms 
of human and capital resources. This is not to say that 
we should ignore the rural areas altogether. But for 
methodological and practical purposes, as well as 
[mancial considerations, it is bener to concentrate all the 
resources on measuring the informal sector in the urban 
areas first For those who feel strongly about including 
traditional activities as part of an overall strategy to 
capture the totality of the informal sector, an alternative 
option, albeit an expensive one, is the implementation of 
a household survey in both the rural and urban areas at 
the same time. The measuring instrument to be applied 
in the rural areas, however, will have to be adjusted to 
accommodate the peculiarities of these areas. 

1:. Unit of Observation, Sampling, and Analysis 

There are many proponents of the "economic unit~ 
as the unit of enumeration or observation. In fact, 
several statistical investigations have been conducted 
where the unit of observation has been the business or 
economic unit. Unfortunately, these surveys are often 
confined to economic units of a certain size or particular 
branches of economic activity. Perhaps this is why in 
the past these surveys have been subject to coverage 
errors. However, if we assume that the best strategy to 
capture the wide range of infonnal activities is through 
the household, then, by definition the household should 
be the operational unit of observation. The advantage 
of using the household as the unit of observation is that 
it also has relevance in connection with the sampling 
unit and the unit of analysis. 

Given the difficulties of tracking down the location 
of itinerant street vendors and others operating from no 
fiXed locations, it would be ill-advised to select a unit 
other than the housing or dwelling unit as the sampling 
unit. To begin with, it would be difficult to consider 
the economic unit as the sampling unit when it does not 
easily lend itself to measurement. Dwelling units, on 
the other hand, are easier to identify, list, and select for 
interviewing purposes. They also may be preferred as 
units of selection since they arc of a more permanent 
nature than economic units. Furthermore, a dwelling 
unit is not subject, within a short period of time, to 
extreme Ouctuations in number as would be the case of 
infonnal sector economic units. As previously 
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mentioned, the informal sector is characterized by the 
ease with which economic units enter and exit the 
market, making them more difficult to measure than 
dwelling units. Moreover, it is through the selection of 
the dwelling unit that we would have access to the 
economic unit, and not the other way around. By way 
of the household too, information about the economic 
unit would be comprehensive and probably more 
precise. The basis for this argument is that information 
on the economic unit is to be obtained from the member 
of the household who makes the day-to-day decisions 
concerning the operation of the business. 

Finally, the unit of analysis should be the household 
and not the economic unil. It is the combined income 
earned by each household member, regardless of its 
source, that contributes to the economic welfare of the 
household. For analytical purposes, it is the overall 
income of the household and not tbe income generated 
by the economic unit which belps us evaluate the 
standard of living of the people residing in the various 
household groups. That is, the group of persons who 
derive their income solely from informal sector 
activities, the group that relies on both formal and 
informal sector activities fOI their livelihood, and the 
group that does not depend at all on the informal sector. 
This does not preclude us, bowever, from utilizing tbe 
information collected from each member of the 
household to define and reconstitute a different unit of 
analysis. Indeed, in a survey of this nature tbere is 
likely to be more than one type of analytical unit 
involved. 

3. Sampling Frame 

For a household-based survey on the informal 
sector, the most efficient sampling frame is generally 
one based on the most recent census of population and 
housing_ Census enumeration areas (EAs) used during 
the census could provide a very suitable frame for the 
first stage of selection since their boundaries are usually 
well-defmed and information on their size and 
characteristics is often available. The urban EAs could 
be defined as the primary sampling units (PSUs). The 
ultimate sampling units (USUs) will be the dwelling 
units within the selected EAs. Although the list of 
dwelling units could constitute the sampling frame, 
experience has shown that in many countries rapid 
changes due to rural-urban migration and natural growth 
take place in urban areas. Therefore, dwelling unit lists 
obtained from censuses could become obsolete rather 
quick1y. To ensure that every dwelling unit is 
adequately represented in the sample, it is necessary to 



conduct a new listing in each sample EA. Preferably, 
the dwelling unit listing operation should be completed 
4 to 5 weeks before the start of the interviews. 

In countries with no recent population and housing 
census, a list of political or administrative divisions 
could be used in the construction of a sampling frame. 
In constructing this frame, either the maps must be 
made available or the boundaries of each area be clearly 
demarcated. It is not necessary to make a list of all the 
dwelling units within these political or administrative 
divisions. Similar to the process indicated above, one 
can use two or more stages of sampling; fllSt selecting 
a sample of areas, and then making a list of the 
dwelling units within these sample areas only. It is also 
possible to use the urban frame for an existing national 
household survey program in order to reduce costs. The 
objective is to obtain an up-ta-date frame which will 
permit the selection of the dwelling units. 

4. Stratification 

To increase the efficiency of the sample design, it 
is necessary to stratify the sampling frame into 
homogeneous areas. The first level of stratification 
would conform to the major geographic domains. The 
stratification scheme in most countries would correspond 
to three domains: the country's capital, the other 
principal cities (at the state, province, or department 
level), and the remaining urban areas. Basically, this is 
the type of disaggregation which will be required during 
the analysis of the survey data. In general, the more 
analytic strata which are needed, the larger the sample 
size must be to stay within predetermined precision 
requirements and obtain reliable estimates. 

To further improve the efficiency of the sample 
design, the major geographic strata should be subdivided 
into socioeconomic groups when possible. Given that 
in most countries socioeconomic data are readily 
available, at least for the country's capital, it would be 
possible 10 divide the BAs into three economic strata: 
high, middle, and low income. This stratification 
scheme will increase the precision of the stratified 
estimates since informal economic activities are, for a 
vast number of people, survival mechanisms correJated 
with low income groups. It may be necessary to use 
empirical experience and field observation to classify 
the BAs into two or three economic substrata. For 
smaller urban areas, it may be sufficient to order the 
BAs using an economic variable such as type of 
housing, if available, to provide implicit stratification 
during the systematic selection process. 
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To achieve even greater efficiency in the sample 
design, information about self-employed persons or 
owners of small-scale enterprises could be collected 
from each household during the dwelling unit listing 
operation in the selected EAs. This would allow the 
households to be stratified at the second stage, which 
may further reduce the sampling errors somewhat. 
However, the fmal disaggregation of households into 
households with members in formal or informal 
activities will have to be carried out as a post­
stratification operation during data processing. 

S. Sample Size and Allocation 

The sample size is based on the precision required 
for the survey estimates, the numbcr of analytical 
domains required, the variability of the statistics being 
estimatcd, and the resource and operational constraints. 
The accuracy of the survey results depends on both the 
sampling error, which can be controlled by the sample 
design and measured through variance estimation, and 
the nonsampling errors which are more difficult to 
control and measure. The sampling error is inversely 
proportional 10 the sample size. A larger sample, 
however, requires a greater allocation of resources to 
control quality and minimize the occurrence of 
nonsampling errors. Therefore, in determining the 
overall sample size for the survey, it is necessary to take 
into consideration both types of errors. 

Given the complexity of an informal sector survey, 
nonsampling error considerations are especially 
important. It is therefore critical to keep the sample 
size to a minimum provided that it furnish the level of 
precision required at each level of disaggregation for tbe 
estimates. Generally, the precision of the sample 
depends on its absolute size. The sample size required 
for estimates at the national level would be smaller than 
the sample size needed to obtain estimates for each 
geograpbic domain. That is, a similar sample size has 
te be allocated to each geographic domain if the same 
level of precision as that for the national level is 
needed. For most countries, however, budgetary 
constraints are a critical factor. In these cases, a survey 
with two geograpbic strata (tbe country's capital and 
other urban areas) would be more feasible and 
manageable tban one with more domains, since the 
sample size would be smaller. In more developed 
countries, or where funds are available, the ideal design 
would be to have three geographic strata: (1) the 
country's capital, (2) the principal city at the state, 
province, or department level, and (3) other urban areas. 
This, of course, would require a larger sample size. 



Since informal sector activities are thought to have 
seasonal variability, the data collection strategy should 
be designed to take place throughout the year to ensure 
representativeness over lime. The sample should be 
spread across the geographic strata throughout the year 
in such a way that a national subsample of dwelling 
units is surveyed during each reference period. 
Consequently, each subsample would provide a valid 
estimate for the reference period it covers. This 
estimate, however, would have low reliability and it 
would not account for seasonal variability. On the other 
hand, the combined estimate based on all subsamples 
would provide a valid and reliable estimate. This 
allocation wi1l also make it possible to compare 
quarterly and semester results at the national level. 

, . SampHng Stages 

The sample design should be two-staged. At the 
first stage, urban EAs should be selected systematically 
with probability proportional to size (PPS). A listing of 
dwelling units must be carried out in each sample EA 
with screening questions to determine which households 
have members who arc either self-employed or arc 
running a business that employs family members and/or 
a small number of hired workers, usually ten or less. 
The objective is to obtain information which could later 
be used to establish the stratum of households with 
members engaged in informal activities. In addition, the 
listing operation should also indicate occupancy status 
for the units since vacant or seasonal dwellings should 
nol be eligible for selection. At the second selection 
stage, dwelling units will be selected and all households 
occupying the unit should be surveyed. In most cases, 
a one-to-one correspondence exists between dwelling 
units and households. 

QUESTIONNAIRE DESIGN 

To collect quantitative data about the infonnal 
sector, the survey questionnaire has to be appropriately 
designed. Adding a few questions to ongoing household 
survey questionnaires that are not specifically designed 
for gathering informal sector data would not be 
adequate. Given the heterogeneity of the infonnal 
sector, it is recommended that two basic recording 
instruments be designed: the household questionnaire, 
and the economic unit questionnaire. The first is to be 
used for collecting information about household 
members and the second to obtain information about 
economic units run by members of tbe household. 
Together, the two instruments would measure the most 
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relevant variables associated with the target popUlation 
and their enterprises. 

1. Household Questionnaire 

The purpose of the household questionnaire is 
twofold: to record information on household 
membership and composition, and to identify household 
members who are eligible for the economic unit 
questionnaire. In addition to tbe general demographic 
characteristics of every household member such as age, 
sex,literacy, educational attainment, migration, etc., data 
on occupational status must be obtained. Since in low­
income households, and to a lesser extent in middle­
income households, household members sometimes 
work in more than one job, it is necessary to inquire 
about secondary and even tertiary economic activities. 

For household members identified as economically 
active, a series of questions will be asked related to the 
industry they are engaged in, their occupation, and the 
status of their employment. For those who work for 
someone else, the focus of tbe investigation will be 
directed at detennining if they were covered by social 
security, or any other labor protection laws or 
regulations. On the other hand, those identified to be in 
self-employment occupations, which include employers 
and own-account workers, will be targeted for detailed 
interviewing using the economic unit questionnaire. 
Moreover, questions on income from wages and salaries 
should be collected in the household questionnaire. The 
questionnaire should conclude with questions on basic 
housing conditions to provide an indication of the 
standard of living of the household. 

2. E4:onomic Unit Questionnaire 

The economic unit questionnaire should be designed 
to capture the different economic activities comprising 
the informal sector. To this effect, each sector of the 
urban economy should have its own section with 
questions relevant to the specific trade. According to 
the sector and type of enterprise, the questionnaire will 
solicit information about the size of the business in 
tenns of employees, regardless of their paid status, type 
of products or services it provides, cost per unit 
produced, selling price per unit, number sold, whether 
or not it is registered with or licensed by local 
authorities, its location, etc. 

Since the vast number of economic units operating 
in the infonnal sector are generally small-scale 



operations with a high turnover and a poor history of 
record keeping, how could we obtain the above 
information? It is to this question that we now tum. 

DATA COLLEcnON CONSIDERATIONS 

1. Reference Period and Number of Visits 

In any survey the reference period for most 
questions in the questionnaiIe depends on the event's 
salience. For instance, a vendor selling cigarettes out of 
a stall, when asked how many packs of cigarettes he or 
she sold over the last 7 days, the answer furnished 
might not be as accurate as the one the person could 
have given had the reference period been shorter, for 
example, the day prior to the interview. For events that 
are easy to recall because of their social or economic 
impact on the individual, a longer reference period 
might be more appropriate. The purchase of a vehicle 
for a taxi service, for example, would be easy to recall 
even if it took place 12 months prior to the interview. 
The aim is to define a reference period that would make 
it easier for respondents to recall the required 
information accurately. 

The reference period is also influenced by the 
frequency of visits 10 the sample household. Since 
many individuals operating within the confmes of the 
infonnal sector do not keep records of their expenses 
nor their revenues, it is necessary 10 have a short 
reference period coupled with repeated visits to the 
sample household to obtain accurate information. To 
assist respondents in furnishing complete and consistent 
information, it would be necessary to visit them on 
repeated occasions. In each visit the interviewer would 
inquire about transactions which took place between the 
interviewer's previous visit and the present visit. A 
salient feature of the personal interview method with 
repeated visits is the high cooperation it attracts from 
respondents in relation to other methods. The down 
side is its higher cost due to the time interviewers have 
to spend collecting data in each sample household. 

Another method that could be adopted is the diary, 
where at the outset of the interviewing period 
respondents are asked to record all transactions taking 
place over the reference period. At the end of the 
reference period, the interviewer returns to the 
household and retrieves the diary with the recorded 
information. The success of the diary, however, 
depends on the literacy level of the respondents and 
their willingness to maintain records. 
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To capitalize on the advantage of each method, it is 
recommended, where feasible, to employ both. During 
each visit, the interviewer could assist respondents with 
the recording of transactions in the diary whenever 
necessary. If keeping a diary is not possible, the 
interviewer could conduct an interview to solicit the 
information. As respondents become familiar with the 
interviewers during their repeated visits to the 
household, their confidence level will increase and so 
will their cooperation to provide better information. At 
this point, however, an important caveat is in order. 
Before deciding on a particular approach, it is essential 
that a pretest be conducted using several reference 
periods and frequencies of visits to determine which are 
the most appropriate for the type of activity 10 be 
measured. 

1. Sensitive Questions 

Income data are an intrinsic part of any statistical 
investigation of the informal sector. Income questions, 
however, are usually a sensitive topic among 
respondents everywhere, but ones that could be made 
less sensitive if worded properly and handled tactfully 
by the survey staff. First of ail, an overall income 
question posed to each member of the household 
engaged in an income-generating economic activity 
would not suffice. There is a tendency by respondents, 
especially the self-employed and owners of small-scale 
enterprises, to underestimate tbeiI income or to refuse to 
answer income-related questions. 

To overcome this obstacle, a series of questions 
must be asked depending on the type of activity the 
person is engaged in. For example, in tbe case of a 
self-employed street vendor, the approach is to ask 
questions dealing with the kind of goods the respondent 
sold during the previous day, the unit cost of each item 
sold, and the number of units sold. This information 
would allow the calculation, not only of the 
respondent's income for the previous day but his/her net 
income. This process, repeated over the number of 
visits envisaged during the interviewing period, will 
allow us to calculate tbe respondent's net income. 
Similarly, small-scale entrepreneurs will be asked the 
type of business they are in, the number of employees 
(unpaid family workers and hired laborers) working in 
the establishment, wages paid, raw material costs, unit 
price of selling items, and number of items sold during 
the reference period. The number of visits to the 
sample household will depend on the periodicity of the 
transactions undertaken in the establishment 



FIELDWORK 

The fieldwork should consist of two separate 
operations: the listing of dwelling units which is used 
[or preparing the second stage sampling frame, and the 
interviews in each sample dwelling. Both operations 
will take place over a I-year period, with the listing o[ 
dwellings in each sample EA starting 6 weeks in 
advance o[ the interviewing period. The time interval 
between the two operations will pennit the office staff 
o[ the statistical agency to select the sample and 
reproduce the listing sheets and maps. 

Since population and housing census lists are 
subject to potential change as a result o[ population 
growth and movement, and construction or demolition 
of dwelling units, it would be necessary to conduct a 
new listing in each sample census enumeration area. 
During the listing operation, each listing agent would 
have to canvass his/ber entire area following the correct 
physical boundaries. The objective is to list all dwelling 
units within the boundaries so that each unit bas a 
known probability of selection during each stage of 
sampling. 

Similar to the listing operation, inteJViews will be 
carried out throughout a 12-month period . The most 
suitable method of obtaining tbe infonnation is through 
a personal interview. For housebolds tbat have no 
members in informal activities as detennined by 
responses given in the household questionnaire, onJy 
one visit would be needed to collect the information. 
Depending on tbe type of enterprise, between two to 
seven visits would be required to complete the economic 
unit questionnaire in households identified as having 
members engaged in self-employment activities. 

CONCLUSION 

Measuring tbe infonnal sector is a formidable but 
attainable goal, wbich, if properly planned and 
implemented could provide an informational base that 
permits solid analytical work to be carried out. As we 
have seen in the development literature, much of the 
research effort has been channeled to scholarly 
discussions of the infonnal sector, but little has been 
done by way of developing an empirical approach to 
measure it. There have been isolated cases where 
statistical agencies throughout the world have embarked 
on surveying some aspects of the infonnal sector. 
A1thougb these efforts are commendable, they still fall 
short of satisfying the infonnational needs of most 
users. Perhaps, in their struggle to succeed in a sector 
that defies measurement, statistical agencies bave 
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overlooked one of their most basic and frequently used 
approaches to data gathering--the household survey. 

It is tbrough a household survey that we will be 
able to cover all segments of the population in every 
type of economic activity and industry. Using tbe 
dwelling unit as the sampling unit gives us the ability to 
reach every housebold, every individual, and every 
economic unit run by household members from within 
or outside of their residence. Further, in an attempt to 
by-pass the controversy surrounding the operational 
definition of the infonnal sector, this paper presented an 
approach that would allow statistical agencies to 
concentrate on data collection without deciding a priori 
who is to be included in the survey. It is up to the data 
users to decide, once the data are processed, how to 
define the target population based on their analytical 
needs. Since there is no consensus among researchers 
on an operational definition of the infonnal sector, 
developing a definition limiting the universe could result 
in the deliberate exclusion of some segment of the target 
population. The one exception is tbe population in the 
rural areas wbicb this paper proposes 10 exclude. 
However, as we previously pointed out, their exclusion 
would not be pennanent. Given the limited resources 
available, statistical offices should concentrate first in 
measuring tbe infonnal sector in the urban areas. A1so, 
statistical offices worldwide have experience carrying 
out household surveys which could provide them with 
a head start on an investigation of tbe informal sector. 
In addition, sample EAs in urban areas arc relatively 
easy to reach by the inteJViewing staff, who, in a survey 
of this nature, need to visit the sample bouseholds on 
more than one occasion. The same could not be said of 
the rural areas. In conclusion, once the task of 
measuring the infonnal sector is mastered by the 
statistical office staff, then if resources pennit, the 
sUJVey could be expanded to the rural areas. 

Finally, it is up to statistical offices around the 
world, as well as sUJVey sponsors, to move forward and 
start planning surveys to measure the infonnal sectOJ. 
For both public and private sector analysts, baseline data 
on infonnal sector activities are essential for policy 
fonnulation and program and project development. In 
many countries il is assumed that the infonnal sector is 
the lifeline of a vast number of people. 11 is imperative 
to try to understand bow the infonnal sector operates in 
order to assess the whole economic situation of tbe 
country. And to understand how the sector operates, we 
need [lISt to measure it What we cannot afford to do 
is to continue to ignore the growing importance on the 
economy of tbis sector. 
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Little Tigers" (Hong Kong, Singapore, South Korea, and 
Taiwan) of East Asia, see Gereffi, Gary and Lu-Lin 
Cbeng, "Tbe Contrasting Roles of the Informal Sector 
in East Asian and Latin American Development," 
Informal Sector Discussion Paper No.6, U.S. 
Department of Labor: Wasbington, D.C. 1992. 

8. Depending on the country, the minimum age for 
which economic activity questions arc asked of 
bousehold members could vary. 

9. The rural area is made up by both farm and nonfarm 
households. Besides their traditional activities, farm 
household members, like nonfarm bousebold members 
in rural areas, perform activities similar to those carried 
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OUI by tbeir counterparts in the urban areas. Similarly, 
nonfarm activities carried oul by non-farm and farm 
bousehold members could be cbaracterized as formal or 
informal. 

10. One example, is the National Survey of the 
Informal Economy (ENE!) carried out in Mexico 
between December 1988 and February 1989. The ENEI 
bad the economic unit as tbe unil of observation. 
11. Enumeration aIeas (BAs) are usually composed of 
100 to 150 dwelling units. Vel)' large BAs could be 
subdivided into smallcrscgments to facilitate operational 
and administrative procedures. 

12 Other methods of inquiry are direct observation, 
accoultt-keeping or diary, and mailed questionnaire. 
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THE PAST AND FUTURE OF THE STATISTICAL SURVEYS OF 
MANUFACTURING 

By 
Dr. Stefania Tuu, Senior Adviser, Hungarian Central 

Statistics Office 
Comments by John McCracken, Bureau of Labor Statistics 

This paper describes in detail the statistics of the 
Hungarian industrial sector as it was during the 
centrally planned period. The paper gives a lot of 
information about the data collected during that period, 
a well as the methodology used and the scope of the 
program. 

However, the paper does not describe in the same 
detail the current situation. More information about 
data currently and the methodology used would enhance 
the usefulness of the paper. It seems to me that th(': 
Central Statistical Office Collects censuses rather than 
surveys for most of their data. Also the emphasis seems 
to be directed towards ~ the input - output table 
rather than analyzing the labor market or other factors 
past and future of statistical surveys of MFG in 
Hungary. 

The paper would be greatly enhanced by including a 
description of the melhodology used for lhe transition 
and plans for the long run future. Also, Ihe paper may 
include a beuer statement of the data needed for the 
current period and the future. 

The paper seems to be imposing the statement of data 
for the same data the was needed in the centrally 
controlled system on the new market system. Needs are 
different for the market system. A lot less data 
probably are needed under the new system. 

Countries in transition should redefme needs in light 
of the new structures of their changed economies. 
Market systems do not require the amounts and forms of 
data that a centrally managed system does. 

I would propose that specific data series be listed and 
subjected to severe tests of need. Before going forward 
with collection, users must provide rigorous 
justification for any data they requesL 
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The paper explains the budgetary limitations which 
impose the necessity of justifying the need and uses of 
any data collected. 

The listing of procedures should include: 
1. Stan with a good frame of establishments. The 

characteristics, including limitations, of the frame must 
be completely understood. 

2. Define the frcquency-monl.hly, quarterly, annual or 
other time periods. 

3. Define and rigorously justify infrequent surveys or 
censuses of the whole sector (every five years in the 
U.S.). 

4. Refinement of frame (eslablishment, enterprises or 
legal units). 

5. Refinement of surveys. 
The paper speaks of the quality of data obtained from 

small scale and private respondents with the high 
refusal rates. 

It is essential to focus on obtaining quality dala and 
improving response ralCs by building trust through 
better training of interviewers, explanation and 
justification of the need for data requested, pUblication 
of results, and simplication of collection instruments. 

How impOrtant is the economic activity of small 
enterprises - to use with less than 20 employees? 

According to the paper, infonnation about the 
economic activity of such businesses is based solely on 
annual tax reports. How reliable arc these tax reports? 
Given that tax reports are often not reliable, how 
reliable are the estimate of the econonfic activity of 
these enterprises? 

How important is the contribution of these enterprises 
to the overall economy - in terms of employment and in 
value produced? 



SMALL PRIVATE BUSINESS STATISTICS IN THE TRANSITION 
COUNTRIES - EXAMPLE OF CZECH REPUBLIC 

By 
Jaroslav Kux 

Comments by John McCracken, Bureau of Labor Statistics 

This is a well written paper. It gives a good 
description of me sources of data obtained in me 
centrally planned economy. The paper recognizes that 
there was a private sector under the old central system. 
The author points out that the privale sector was made 
up of two components, those businesses which 
registered with the appropriate State administrative 
authorities on the one side, and those not registered who 
were within the so-called shadow economy. 

The paper describes the growth of the private sector 
and its importance within the overall economy. The 
paper defines me different foons of enterprises that 
make up the private sector. 

The paper gives an excellent description of the 
problems in measuring the economic activities through 
establishment surveys and censuses. 

The challenges the paper presents sound daunting, but 
really lillie different from the United States in most 
major areas: 

United States 
Lack of resources 
Volatility of small firms 

Delays in capwring 
changes 
Difficulty in obtaining 
higher responsc rates 
Need to set goals and 

Czech 
Lack of resources 
Volatility and rapid growth 
of small rums 
Delays in capturing 
changes 
Great difficulty in obtaining 
higher resp:msc rates 
Need to set goals and 

pnonucs priorities 
The Czech Republic is to be commended for careful 

analysis of Ihese factors in developing its statistical 

"5 

program for the transition, Highlights are: 
I. Identification of priority data ilCms (outputs, 

inputs. flows for SNA) 
2. Industrial and product classification 
3. Statistical register development 
4, Household survey for data on small enterprises 
5, Reducing reporting burden 
6. Gradual implementation of international 

standards 
7. Lessen reporting requirements for small finns; 

greater requirements for larger finns 
8. Focus on linking surveys wilh administrative 

records 
The Czech Republic is on the right path. 
The next recommended steps are: 
- Build uust with respondents and lhe public 
- Constant evaluation of quality (defined as response 

and accuracy) 
- Set long teon goals 
- Study and use of international practice 

Employment and unemployment figures arc given in 
Annex 4 showing a remarkably low unemployment rate 
(3.21 % in 1992). How is unemploymem measured? 

Anyone planning to put in place an establishment 
survey in a country transition from a centrally planned 
economy to one controlled by a free market system will 
profit from reviewing this paper. allhough written for 
the Czech RepUblic, it covers issues, procedures and 
problems in a very generic fashion. 

The grammar used makes the paper easily and readily 
readable and understandable. 



MEASURING THE INFORMAL SECTOR: AN EMPIRICAL APPROACH 

By 
Miguel Cuevas, Bureau of Census 

Comments by John McCracken, Bureau of Labor Statistics 

Overall this is an interesting paper. It paper 
describes an area that is very difficult to measure - the 
infonnal sector. This paper describes the concepts and 
problems of defining and measuring the infonnal sector. 
The paper begins wilh the standard - and differing -
descriptions of lhe infonnal sector, how the views of it 
have evolved over the years. The paper outlines in 
some detail about conducting studies of the informal 
sector. 

The paper recommends that a household survey is the 
best way to measure "the size, growth and characlCris­
tics of the informal sector. What the paper is proposing 
is a very complex and obviously a extremely costly op­
eration. While it would be limited to large urban areas, 
it would involve, fllst of all a mapping and listing of 
dwellings (if no recent census data exist) and the neces­
sary sample design, and secondly, a two - stage survey: 

1. Household survey to identify persons working 
in the informaJ economy, and 

2. A survey of the economic units in which these 
persons are working. 

The paper suggests lhat the use of a diary be 
coosidered, where the respondents would record all 
their activities and transactions. The paper recommends 
that, where feasible, both methods be employed, that is 
interviews and diaries. Obviously, the success diary 
would depend on the level of literacy of lhe respondents 
as well as on their willingness to complete it. 

The paper recognizes the reluctance of respondents to 
report their income, but thinks this obstacle can be over 
come by asking about lhe levels of production, sales, 
cost of inputs, and sales receipts and then ca1culalC the 
person's income from lhese data. Besides being a very 
complex interview, it is doubtful such a process would 
yicld much meaningful data. I would recommend a lot 
of testing before putting this methodology into a regular 
survey. I question whether the method is operationaJly 
feasible. 

The paper doesn't describe how the questionnaire 
would be structured or worded. but says that - "A series 
of questions must be asked depending on the kind of 
activity the person is engaged in". If so, we are talking 
about a very complex questionnaire with many possible 
paths. 

In the case of the economic - unit questionnaire, the 
paper is actually proposing specific sections for specific 
trades. This, too, would be a very difficult question­
naire to develop. 
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What would be the results of the survey program? 
Such a program, if affordable and properly conducted, 
would no doubt give you an interesting portrait of the 
activities of the persons surveyed. But would it give 
you a reliable indication of the size and characteristics 
of the infonnaJ economy? 

In sum, while I agree that household surveys could 
shed much useful light on the informal sector, I don't 
think they would achieve the objectives staked out in 
this paper. In my opinion the paper describes a system 
too ambitious in its goaJs, not sufficiently detailed in 
terms of the approaches it recommends, and, most 
importantly, a bit unrealistic in terms of its expectations. 

p. 3 You propose to encompass all definitions in the 
survey so that the many different variables of inlCrest 
from eaeh perspective may then be used for anaJysis, 
without defining infonnal sector for the users of the 
survey data. However, the last paragraph, p. 3, specifies 
that "The extent of data to be collected depends on 
whether these economic units faJl within the realm of 
the informaJ sector, the criteria being whether they 
comply with existing legal and regulatory cooes." Is 
this de Soto or structuralist specification? Such 
specification defines infonnal sector within the survey, 
rather than after the data all collected. 

What of the case where someone works for an 
economic unit that is NOT located in the household 
(either own business located elsewhere, or other's 
business for which one is worker?) Who gets the 
establishment survey module? 

p. 9, last paragraph. More interviews of informal 
sector households compared to households without 
infonnal sector work or workers will skew results. If 
during the period of the survey, changes in employment 
in non-infonnaJ sector households lead household 
members to Ls. employment (and vice versa), then 
results will not reflect the changing (possibly seasonal) 
employment composition of all households. 

The 15th International Conference of Labor 
Statisticians adopted a set of extensive 
recommendations on the Statistics of Employment in 
the Infonnal Sector. A program of statistics on the 
informal sector, begin by using the Labor Statisticians 
recommendations. 

This paper is a good start in approaching the problems 
of measuring the infonna! sector, but needs to be 
expanded to address a wide range of issues. 


