
How does the inclusion of informal sector activities pose challenges in the accurate 

measurement of national income in India? Suggest measures to improve the reliability of 

such estimates 

 

The inclusion of informal sector activities poses significant challenges in accurately measuring 

national income in India due to several factors: 

Challenges: 

1. Unregistered Activities: Many informal sector activities are unregistered and 

undocumented, making it difficult to track and include them in official statistics. 

2. Lack of Reliable Data: Informal sector activities often lack reliable data on income, 

employment, and production, leading to underestimation of their contribution to the 

economy. 

3. Heterogeneity: The informal sector is highly diverse, encompassing a wide range of 

activities such as street vending, small-scale manufacturing, and casual labor. This 

diversity complicates the standardization of data collection methods. 

4. Tax Evasion: Informal sector activities often involve tax evasion, which means that a 

significant portion of economic activity is not captured in official records. 

5. Seasonal and Irregular Employment: Many informal sector workers have seasonal 

or irregular employment, making it challenging to estimate their income accurately. 

Measures to Improve Reliability: 

1. Enhanced Data Collection: Implementing more robust data collection methods, such 

as surveys and censuses, specifically targeting the informal sector. 

2. Use of Technology: Leveraging technology, such as mobile apps and online platforms, 

to gather real-time data from informal sector workers. 

3. Collaboration with NGOs and Local Bodies: Partnering with non-governmental 

organizations (NGOs) and local bodies to gather data and provide support to informal 

sector workers. 

4. Legal Framework: Establishing a legal framework that encourages informal sector 

businesses to register and report their activities, providing incentives for compliance. 

5. Capacity Building: Training government officials and statisticians in methods to 

accurately measure informal sector activities. 

6. Public Awareness Campaigns: Conducting public awareness campaigns to educate 

informal sector workers about the importance of data collection and their role in 

national statistics. 

By addressing these challenges and implementing these measures, India can improve the 

reliability of national income estimates and better capture the contributions of the informal 

sector to the economy. 
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