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This note follows up on a report of research undertaken by a WIEGO led team which was presented at the 8th session of the Delhi Group. This research was commissioned by the United Nations Fund for Women (UNIFEM) in connection with the preparation of their flagship publication.  This report, Progress of the World’s Women 2005:  Women Work and Poverty (Chen et al.) was prepared by WIEGO and was published in September 2005. 
As noted in the report of its last meeting, the Delhi Group requested that the concepts and calculation methods - particularly in relation to income or earnings from self employment and the working poor - be explained in detail in view of their complexity.   These two areas do not represent the full set of conceptual and technical issues encountered in assembling the estimates presented in the Progress of the World’s Women 2005 (PWW 2005). However, they do represent two areas in which the conceptual challenges are particularly pronounced.  The first two sections take up these issues.  The final section of this paper presents an update on a framework for tabulating and analyzing data on informal employment which was also part of the report made at the last Delhi Group meeting. .  

(1) INCOME OF THE SELF-EMPLOYED

There are three sets of issues that emerged when compiling estimates of self-employment earnings for the various countries examined. These are:

a. What is the preferred method for measuring income from self-employment?

b. How do we address the issue of the undervalued contributions from unpaid workers on family enterprises?

c. Are earnings from self-employment comparable to earnings from wage employment?

For the aims and objectives of the PWW 2005, the first two issues are the most relevant. 

(a) Measuring self-employment income
 The 16th  International Conference of Labour Statisticians (ICLS) highlighted the difficulty of  measuring  income related to self-employment given the heterogeneity of the self-employed population and the complexity of measurement of net income of unincorporated enterprises. Two methods for recording income related to self-employment were set out
:

                (i)  Accruals accounting, which measures the profit earned
                during the reference period, by taking into account receipts
                and expenses relevant to that period, irrespective of whether
                or not they have actually been received or defrayed.   This
                technique measures the profitability or economic performance
                of the enterprise and, as such, could be favoured when the 
                objective is to measure the income-generating capacity of
                self-employment activities.  It is also the approach favoured 
                by the SNA.
                (ii) The cash-flow technique, which measures actual cash

                received (including the value of production for own use) and

                paid out (including the value of production given out free or

                at reduced prices) during he reference period.  This technique

                provides a better indicator of the amounts of income actually 

                available to the self-employed to meet living expenses. Where 

                data on employment–related income are furnished by the 

                self-employed themselves in the absence of business accounts,

                it is generally easier for them to provide a simple summary of

                cash received and paid in the assessment period (i.e. grow receipts

                minus expenditure). 
Household living standards or labor force surveys use different approaches to measure income (net revenues) from self-employment. Often these produce very different results.

i. Method 1. Have respondents estimate total receipts/revenues and total expenses/expenditures (including the market value of non-monetary revenues and expenses). Self-employment income then equals total receipts less total expenses. This generally corresponds to the accruals accounting technique described in the ICLS recommendation.
ii. Method 2. Have respondents estimate their net income from business/enterprise activities directly. That is, ask respondents to estimate how much income they derive over a particular period of time from their self-employment activities. This generally corresponds to the cash flow technique described in the ICLS recommendation. However, surveys may ask about net receipts/net income, instead of asking about cash receipts and disbursements separately.
In both cases, the value of output produced, but consumed by the household, and/or the value of non-monetary income, revenues, or expenses (e.g. payments in-kind) is included in the estimates of income, whenever possible.

In all the estimates prepared for the project, method 2 was used. There are a number of reasons why direct reporting was preferred. In some cases, estimates of revenues and expenses were not available, leaving Method 2 as the only choice (e.g. South Africa, Costa Rica). However, even when Method 1 and Method 2 were both feasible, Method 2 yielded more credible estimates (e.g. Ghana). One of the micro data sets analyzed, a household level labor force survey from Egypt, had no reliable means of estimating self-employment income.
Theoretically, Method 1 should provide us with more accurate results. If careful records were kept of revenues and expenses, this technique would give us the best estimate of income derived explicitly from self-employment. The risk with Method 2 is that individuals may confuse personal expenditures with operating expenditures if simply asked to estimate a figure. However, in the countries examined, the informal self-employed rarely keep detailed accounts of business receipts and expenses. Instead, estimates of revenues and costs were based on recall. The principal problem is that respondents often fail to accurately report receipts and expenses, and often do not accurately account for deferred revenues and expenses. Specifically, receipts tend to be understated and expenses over stated.

For example, in the case of Ghana, using Method 1 to calculate self-employment income resulted in estimates that were negative for an implausibly large number of self-employed individuals. A bad economic year or an unexpected downturn when the data was collected could produce these results. But these conditions did not apply to the case of Ghana. It was simply not feasible that such a large fraction of employment in the country was not economically viable, given the general state of the economy and reported income in other forms of employment.

Reported net income from self-employment activities yielded much more plausible estimates (Method 2). However, there are concerns with using respondent’s own estimates of net income. For example, respondent’s perceptions of the income they earn from informal self-employment may differ from an economically meaningful measure of net revenues/earnings. However, researchers generally felt that the errors associated with directly reported self-employment income were smaller than errors associated with calculating self-employment income from reported revenues and expenditures.

(b) The contribution of unpaid family workers
​As noted by the 16th ICLS, a requirement of the measurement of employment-related income is that employment-related income should be measured for each job carried out during the reference period. 
  The  ICLS highlighted the special problem this  raises for  household enterprises with contributing family workers:

                In household enterprises and more generally in self-employment 

               activities, activities may be jointly performed by several members

               of the  household without formal or individualized earnings or income. 
               In that case, the profit or mixed income derived  by the self-employed 
               head of the enterprise also rewards the participation of contributing
               family workers ….It is therefore necessary to assess the contribution of 
               these workers, disaggregated by sex, to the economic development of 
               household  enterprises.
     
The labor of unpaid family workers contributes to self-employment income, but no earnings are reported for these individuals. Instead, all earnings from self-employment are ascribed to a single individual. This introduces several problems for the measurement of earnings from self-employment which must be addressed. Specifically, the fact that unpaid family members contributed to overall income, but these contributions are not recorded, tends to (a) erase the contributions of unpaid workers to employment income and (b) overstate the earnings/returns to labor of the person to which all income is ascribed.
In some cases, information on the hours worked by unpaid workers on family enterprises are not recorded, or a limited number of observations are available. If researchers do not know (even approximately) the hours worked by unpaid workers, it becomes impossible to ascribe a value to their economic contribution.
An added challenge is that, even when researchers know the hours of work of the unpaid family workers, there is rarely any information about their productivity. Estimating productivity differentials is beyond the scope of most household surveys. 
For the estimates contained in the PWW 2005, self-employment income was adjusted based on the contribution of unpaid workers on family enterprises for one country – Ghana. To make the adjustment, researchers assumed that productivity was equal among the various workers in any given family enterprise. Average earnings per hour worked (for both paid and unpaid workers) were calculated for the enterprise as a whole. This average rate was then multiplied by the hours of work to get (1) imputed earnings for unpaid family workers and (2) a corrected value for the income earned by the individual to which all earnings were ascribed. If productivity among unpaid workers (e.g. children) is systematically lower than productivity among others (e.g. adults), then this methodology will overestimate the contribution of unpaid family members and underestimate the earnings of the "paid" family member.

(c) Comparability of earning from wage employment and self-employment 
The purpose of the studies conducted for the PWW 2005 was to examine the links between gender, employment, and poverty. Therefore, the authors were concerned about the contribution of income from employment to total household resources. Specifically, the focus was on the total income earned from specific types of employment. Therefore, comparing average self-employment income with average wage employment income was sufficient for the purposes of the study.

However, in some cases, we might be interested in understanding whether returns to labor (specifically) differ from self-employment and wage employment. Average earnings from self-employment and wage employment may not be comparable in this context. This is because income from wage employment directly represents a return to the labor supplied. Self-employment income represents a combination of labor inputs and capital inputs (i.e. assets owned). Returns to labor in self-employment should ideally measure the returns to labor, net of any income that can be attributed to capital assets. For example, if the assets used in self-employment were sold, and the money deposited in a bank, the household would receive income from the value of those assets. Therefore, when these assets are used to generate income from self-employment, the foregone income from the alternative use of those assets should be taken into account when estimating returns to labor in self-employment.

Estimates of the value of assets used in self-employment are frequently hard to come by and difficult to assess (e.g. should assets be valued at their current market price or at the historic cost of acquisition?). Therefore, in most cases, it is extremely difficult to calculate the returns to labor in self-employment in a way that is comparable to measured returns to labor from wage employment. Therefore, average earnings from self-employment should be taken as an upper limit of an estimate of the returns to labor in self-employment.
(2) WORKING POOR POVERTY RATE

We defined the "working poor poverty rate" to be employed individuals who live in households with incomes below the poverty line expressed as a fraction of total employment. This is a useful measurement in that it provides a simple way to assess the poverty risk among working people. However it has some important short-comings.

The most important short-coming is that poverty is defined at the household level, in which household income, household/family structures, dependency ratios, etc. all influence the risk of the household being poor. Employment status is defined at the individual level. Therefore, there is a disjuncture in the working poor definition.

In some cases, labor force surveys did not contain information on household income – only total employment income at the individual level (e.g. South Africa). In other cases, the poverty line used was a per capita poverty line, not a household poverty line (e.g. El Salvador). In the case of South Africa, individual employment income was compared to an individual poverty threshold in order to determine whether an individual was “working poor.” In the case of El Salvador, the individual poverty line was conceptually equivalent to a household poverty line in the sense that the household poverty line was simply the individual poverty line multiplied by the number of household members. Therefore, the relationship between the individual-level concept of employment earnings and the household-level concept of poverty varied from country to country.
If the distribution of household types, in terms of size, number of earners, gender and age composition, number of dependents, sources of income, etc., were identically distributed and independent of employment status, then the disjuncture between the household-level poverty indicator and the individual-level employment indicator would not matter. However, this is not the case.

For example, the fact that women participate in paid labor simultaneously changes individual employment status and the composition of households (in terms of number of earners). In the PWW 2005 estimates, we occasionally found that women earned less than men and worked fewer hours (i.e. total employment income was significantly lower), but women could still have lower "working poor" poverty rates. Why?  Because households in which women worked were less likely to be poor simply because the women's income made the crucial difference.

Similar problems arise when household composition affects women's labor force participation (e.g. if households with more children have lower female LF participation rates and are also more likely to be poor, then we arrive at similar contradictions).

What is needed is a more diverse array of measurements to more fully describe the link between employment and poverty. This does not imply that important information cannot be taken from "working poor" poverty rates, but rather that the interpretation of these numbers should not be overly simplified.

In addition, in calculating the poverty status of an individual worker, all sources of income, not just employment income, were used (with the exception of South Africa). This raises the question of whether other sources of income may also vary with household composition and employment status. For example, income from remittances was an important source of household income in some countries (e.g. El Salvador and Ghana). Technically, income from remittances is a type of employment income. More significantly, for the tabulations compiled for the PWW 2005, women’s employment status may be highly correlated with the existence of income from remittances. For example, in many Central American countries, men migrate internationally. Women in households with male cross-border migrants frequently take over managing informal small-holder agricultural production. Therefore, the existence of remittances simultaneously influences the poverty status of the household and women’s employment status in ways that complicate the relationship between employment status and poverty.

(3) GENDER  DIFFERENCES IN THE STRUCTURE OF EMPLOYMENT  
The framework used to analyze data on employment in the research for the 2005 issue of Progress of the World’s Women was based on a cross classification of status in employment, employment in agriculture and non-agriculture sectors and formal and informal employment.  This framework proved to be very useful in capturing sex differences in employment as well as in earnings.  This framework was also the basis for a proposal made recently by ILO to the Gender Indicators Sub-Group of the Inter-Agency and Expert Group on MDG Indicators (IAEG).  This group met in September 2005 to review an expanded measure of the employment indicator for MDG 3 Gender Equality and Women’s Empowerment. The current indicator is women’s share of non-agricultural wage employment. It was decided that for global monitoring the indicator cannot be expanded at this stage.  Instead the framework specified below, “gender differences in the structure of employment” was recommended as a background indicator for monitoring at the national level. . To develop such a background indicator, it was recommended that countries obtain data on these variables and share them with international agencies. In addition ILO has commissioned James Heintz to analyze available data for 12-15 countries based on this framework. 
Gender differences in the structure of employment

	Row
	
	Women
	Men

	0
	Share in total employment (Both sexes = 100.0 %)
	%
	%

	1
	Total employment
	100.0%
	100.0%

	2
	Agricultural employment
	%
	%

	2.1
	Own-account workers, employers & members of producers’ cooperatives
	%
	%

	2.2
	Contributing family workers (informal) 
	%
	%

	2.3
	Employees
	%
	%

	2.3.1
	Formal
	%
	%

	2.3.2
	Informal 
	%
	%

	3
	Non-agricultural employment
	%
	%

	3.1
	Own-account workers, employers & members of producers’ cooperatives
	%
	%

	3.1.1
	Formal
	%
	%

	3.1.2
	Informal
	%
	%

	3.2
	Contributing family workers (informal)
	%
	%

	3.3
	Non-domestic employees
	%
	%

	3.3.1
	Formal 
	%
	%

	3.3.2
	Informal
	%
	%

	3.4
	Domestic employees
	%
	%

	3.4.1
	Formal
	%
	%

	3.4.2
	Informal
	%
	%

	3.I
	Formal non-agricultural employment

(3.1.1 + 3.3.1 + 3.4.1)
	%
	%

	3.II
	Informal non-agricultural employment

(3.1.2 + 3.2 + 3.3.2 + 3.4.2)
	%
	%
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