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Measuring the informal sector is an inherently difficult process in any context. It involves
best guesses, estimations, and the use of proxy mechanisms. There is simply no absolute one
way to perfectly measure informality. And what, after all, is being measured? Is it the number
of economically active persons in the informal sector? Is it the total economic value of
informal market transactions? Complicating matters are activities that may engage both the
informal and formal sectors simultaneously. At the most basic level, a business may report
some of its sales formally and other sales “off the books” and as such unreported (i.e.,
informal sales). At the employee level, a worker may earn both a wage that is in part formal
and informal; for example consider the wage paid by the restaurant of a waiter as formal, but
the tip from the customer as informal and unreported.

So why even bother trying to measure informality? Just because there is not an exact
scientific way to measure informality does not mean we should give up and walk away from
this measurement challenge. There is still much we can learn about informality through
focused study.

Informality, until the modern economic era, was the dominant form of market transactions
and this was so for millennia. The rise of the modern bureaucratic state, most notably in the
twentieth century, required a systematic way to collect revenue for its operations, hence the
birth of the formal tax system and a formal business classification. In more developed
economies, formal businesses and workers predominate. Yet, informality persists even in
highly developed economies. In many developing economies, the very large size and function
of the informal sector is paramount to national employment and market viability.

For example, the general level of informality in the United States is relatively small,
perhaps just under eight percent of total economic output (Medina and Schneider, 2018).
However, there are regions in the US such as South Texas where informality may contribute
upwards of one-quarter or more of total economic activity (Richardson and Pisani, 2012).
Within Latin America, the level of informality ranges much higher, and for some countries,
such as Nicaragua, the informal sector is well over half of employment and output (Pisani,
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2015). It is the size of informality that makes its study compelling and important, especially to
public policy makers in emerging markets.

Defining informality is a much easier proposition than measuring it. There is a general
consensus that informality involves work that by itself is legal, but avoids government
detection via regulation, oversight, and/or taxation (Portes and Schauffler, 1993). It is this
government avoidance that marks the work as informal. Examples of innocuous informal
work include street and food vending, auto repair, and washing cars. The informal definition
by default excludes activities that are always criminal, such as money laundering,
counterfeiting, and the trade in human trafficking and illegal drugs. So why is it difficult to
measure, if informality may be so easily defined? Participants undertaking informal work seek
anonymity before taxmen, inspectors, and statisticians and remain hidden from authorities
even if they work in public spaces. For many, it is a rational cost benefit analysis (Prahalad,
2010). For example at the business level, do the benefits of formalization exceed the costs? If
not, remaining informal is the optimal economic decision. As a result of its hidden nature, the
informal economy can only be measured indirectly.

Indirect measures focus on missing aspects of formality such as enrollment in social
security or other social benefits (e.g., pension, medical insurance, paid vacation), the
registration of a business with the government, the presence of a union for workers, the legal
organization of a business, and business receipts delivered to clients. Other indirect measures
simply use the size of the business, such as the number of employees1, as an indirect measure
where bigger businesses are unlikely to remain hidden from governmental purview. The intent
of the indirect measures is to find a parsimonious method of calculating informality.

Absent a nationally representative census or survey that directly reveals informality of
economic activity; the next best alternative is typically using a nationally representative
household survey. These surveys offer clues that may be used to detect informal activities.
Globally, the World Bank assists in such country surveys through the Living Standards
Measurement Survey (LSMS), at the national level these surveys are usually conducted by the
national census and statistical bureau. In Paraguay, the institution most involved in surveying,
calculating, and reporting informality is the DGEEC (La Dirección General de Estadı́stica,
Encuestas y Censos [The General Directorate of Statistics, Surveys, and Censuses]) through
the quarterly encuesta de hogares permanente or EPH (the Permanent Household Survey).
While comprehensive, their measure of informality is multilevel and complex. It is
constructed as follows and includes (DGEEC, 2018, p. 9):

1. Public sector workers who do not pay into the pension system;
2. Private sector workers who do not pay into the pension system;
3. Unregistered RUC (el Registro Único de Contribuyentes [Unique Taxpayer Registry])

businesses;
4. Unregistered RUC self-employed persons;
5. Unpaid family workers;
6. Domestic servants who do not pay into the pension system; and
7. Excludes agricultural workers.

1Utilizing the number of employees in a firm as a delimiter of informality in Latin America has a long tradition,
see for example the work of Tokman (1992), Funkhouser (1996), and Pisani and Pagán (2003).
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With this definition, the DGEEC reports that 65.2% of the non-agricultural economically
active population in 2017 in Paraguay worked in the informal sector. As per earnings, the
same report notes that 76.1% of informal workers earn less than the legal minimum wage.
While informality is often seen as a necessity of the poor, the DGEEC calculates that just
17.6% of informal workers are classified as poor in Paraguay. For the same year (2017), Pro
Desarollo Paraguay estimates that informal activities comprised 38.6% of total Paraguayan
economic output (Pro Desarollo Paraguay, 2018). In some contexts, informality may be seen
as a choice where savvy workers maximize their earnings (Pisani and Pagán, 2004) or a
condition of the legal environment that makes formalizing too costly and burdensome (De
Soto, 2000). In many other contexts, informality is a requisite for household survival
(Rakowski, 1994).

As informality is difficult to measure, a triangulation of different methodological
approaches allows for a convergence of confidence in approximating informality and perhaps
a parsimonious path toward measuring informality. Using the 2017 EPH from Paraguay, we
share different, distinct, and easy to understand approaches to measuring informality. This is
limited by the questions within the questionnaire, including: enrollment in medical insurance,
membership in a union or association; business registry in RUC; issuance of receipts to
clients; access to two weeks or more of paid vacation; enrollment in a pension plan; the legal
organization of the business; and the number of employees in the business. The literature on
informality is replete with studies that utilize these approaches and we add our results to that
of the DGEEC. These approaches help estimate, measure, and triangulate the number of
economically active persons in Paraguay engaged in informal activities.

Below we report the size of the Paraguayan informal workforce based upon various
measures of informality (see Table 1). Explanation of the measures derived from the EPH is as
follows. If a respondent in the survey was not enrolled in medical insurance, the respondent is
considered informal. If the respondent is not a member of a union or association, the
respondent is considered informal. If the respondent works for an organization not registered
in RUC, the respondent is considered informal. If the respondent works for an organization
that does not provide receipts (facturas) to clients, the respondent is considered informal. If
the respondent does not receive two weeks of vacation (mandated by law) or more, the
respondent is considered informal. If the respondent is not enrolled in a pension plan, the
respondent is considered informal. If the respondent works as a sole proprietor, the respondent
is considered informal. There are two different levels of measures for the number of workers
in a firm as this number changes by national context within the literature. For the firm size of
5 or less, if the respondent works in a firm with 5 or fewer employees, then the respondent is
considered informal. For the firm size of 10 or less, if the respondent works in a firm with 10
or fewer employees, then the respondent is considered informal. In contrast to the informal
categorization above is formality.

Table 1 displays the percentage of informal workers by measurement type. They range
from a low of 49.4% (organization does not possess a RUC) to a high of 94.1%
(non-membership in a union or association). Averaged, the 9 measurement types approximate
the DGEEC measure lending credence and validity to the triangulation of measures. We
believe various alternative approaches may provide a parsimonious addition to that of the
DGEEC and may be used in local questionnaires as a way to reduce the number of questions
asked or perhaps ask less sensitive questions that may yield similar results.
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Table 1. Various Measures of Informality in Paraguay (2017)

Note: Authors’ calculation from the 2017 EPH using weighted variables.

The Paraguayan government is mostly concerned about measuring informality and firm
legalization in order to extract tax revenues. This is in contrast to most Paraguayans who
famously avoid taxes wherever and whenever possible. This disconnect between the two
positions lies in the inability of the Paraguayan state to effectively enforce tax collection and
the reluctance of Paraguayans to voluntarily pay their taxes to a state that many see as corrupt
2 and inept with public resources. Utilizing a typology of national regulatory capacity and
regulatory intent indicates that the Paraguayan state currently finds itself ?frustrated? in its
attempt at regulating the informal economy (see Table 2). Typology exemplars are also
included for comparison. Unless the regulatory environment becomes more draconian and
public sentiment toward paying taxes changes, Paraguay seems locked in as a frustrated state
in its attempt to move toward formalization (and enhanced tax collection) of the informal for
the near future.

Table 2. Regulatory Capacity and Regulatory Intent

Source: Adapted from Centeno and Portes, 2006.

We believe in this brief report we have taken a first step in the measurement challenge
offering several alternatives toward demarcating informality in Paraguay. Future steps include
utilizing these various measurement approaches in uncovering the determinants of informality
to better understand the significant relationships between informality and its potential
foundations. Further research into informality should also explore the complex
non-dichotomous nature of mixing both informal and formal activities among participants.

2Transparency international ranks Paraguay near the bottom in transparency, scoring a 29 of 100 and ranked
132 out of 180 countries (see https://www.transparency.org/country/PRY).
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