
International Journal of Research Publication and Reviews, Vol 5, no 5, pp 5871-5875 May 2024 
 

International Journal of Research Publication and Reviews 

 

Journal homepage: www.ijrpr.com  ISSN 2582-7421 

 

 

Beyond the Formal Lines:  A Case Study on Challenges and 

Opportunities in India's Unorganised Sector  

Pranjal Chittora 

Students, Indira School of Business Studies PGDM 

 

1. Introduction 

The unorganised sector in India, often synonymous with the informal sector, is a critical component of the Indian economy, encompassing a vast array 

of economic activities that operate outside the formal reach of government regulation and social security systems. This sector is characterized by small-

scale operations, low capital investment, and labour-intensive activities, making it a pivotal employment generator. It includes a diverse range of activities 

from street vending and domestic work to small-scale manufacturing and crafts, which collectively play a significant role in the nation's economic fabric. 

Despite its significant contributions to the Gross Domestic Product (GDP) and employment, the unorganised sector is marked by precarious working 

conditions, lack of formal job contracts, and minimal legal protections. This not only affects the economic stability of those employed within the sector 

but also poses a challenge to the overall economic development and social equity in India. The importance of the unorganised sector is underscored by 

its ability to absorb the vast majority of the Indian workforce, particularly those who are unskilled or semi-skilled. It acts as a critical buffer, providing 

employment opportunities to those who might otherwise remain unemployed in the more structured formal economy. However, the lack of formal 

recognition and the informal nature of employment create a scenario where workers are frequently subjected to unstable job security, unpredictable 

earnings, and absence of benefits such as pensions, health insurance, and safe working conditions. 

The unorganised sector is a backbone of the Indian economy, providing employment to the majority of the workforce and contributing significantly to 

the GDP through various industries. However, its full potential is often not realized due to the challenges related to formalization and regulation. 

Improving data collection and integrating informal workers into the formal economy could provide a more accurate picture of its contribution and enhance 

its impact on the national economy. 

This case study aims to delve into the intricacies of the unorganised sector in India, exploring its economic impact, the challenges faced by those it 

employs, and the potential policy measures that could be instituted to improve conditions within this sector. Through a detailed analysis and examination 

of specific case examples, this study will provide insights into the operational dynamics of the unorganised sector and offer recommendations for 

harnessing its potential while safeguarding the welfare of its vast workforce. 

2. Economic Contribution of the Unorganised Sector to India's GDP 

The unorganised sector in India is a significant contributor to the country's Gross Domestic Product (GDP), despite its informal nature and the challenges 

associated with data collection and economic assessment in this sector. Here's a detailed analysis of how the unorganised sector contributes to India's 

GDP: 

1. Employment and Labor Contribution 

High Employment: The unorganised sector employs an estimated 80-90% of India's workforce. This massive labour force is instrumental in driving 

economic activities that contribute to the GDP. 

Diverse Industries: It spans various industries including agriculture, construction, manufacturing, and services like retail, repair shops, and street vending. 

Each of these segments adds value to the economy. 

2. Output and Productivity 

Substantial Output: Although units in the unorganised sector are generally less productive per capita compared to the organised sector, the sheer volume 

of businesses and workers compensates, contributing a significant portion of the national output. 

Agriculture: A major part of agriculture, which contributes around 15-17% of India's GDP, operates within the unorganised sector. This includes small-

scale farmers and laborers who work in informal settings. 
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3. Services Sector 

Dominance in Services: The service sector in India, which is a major component of the GDP, has a large unorganised segment including hawkers, small 

retailers, taxi drivers, and domestic workers. These services are essential for the daily functioning of the economy and contribute significantly to the GDP. 

4. Manufacturing and Construction 

Small Scale Manufacturing: Many small manufacturing units, which are part of the unorganised sector, produce goods ranging from textiles to utensils. 

These units often operate on a small scale but cumulatively add considerable economic value. 

Construction Work: The construction industry, a significant part of the informal economy, contributes robustly to the GDP with a large number of 

labourers and small contractors engaged in various building projects across the country. 

5. Flexibility and Resilience 

Adaptability: The unorganised sector is highly adaptable to economic changes and shocks. For instance, during economic downturns, informal sector 

activities often provide a fallback for displaced workers from the formal sector. 

Innovation and Entrepreneurship: Informal businesses are typically more flexible and can innovate at lower costs due to less regulatory burden, driving 

grassroots-level economic growth. 

6. Tax Evasion and Underreporting 

Underreported Earnings: While the unorganised sector adds to the GDP, a significant portion of its economic activity goes unreported due to tax evasion 

and the lack of formal accounting practices. This results in underestimation of its true contribution to the GDP. 

3. Key Challenges Faced by the Unorganised Sector in India 

The unorganised sector in India, while playing a pivotal role in the economy, faces numerous challenges that hinder its potential and affect the welfare 

of its workforce. Here are some of the key challenges: 

1. Lack of Formal Recognition and Regulation 

Informal Status: Many businesses and workers in the unorganised sector operate without formal recognition by the government. This lack of formal status 

denies them access to regulatory protections, financial services, and support systems available to the formal sector. 

Regulatory Barriers: Small and informal businesses often find it difficult to transition to the formal sector due to complex regulations and high costs 

associated with formalization. 

2. Limited Access to Financial Services 

Credit Access: Workers and small enterprises in the unorganised sector often struggle to access formal credit facilities. Banks and financial institutions 

typically require documentation and collateral that informal sector workers cannot provide. 

Financial Inclusion: The lack of financial inclusion limits their ability to invest in business expansion, technology, and improved productivity. 

3. Poor Working Conditions and Lack of Benefits 

Job Security: Jobs in the unorganised sector are typically insecure, with no guarantees of continuity, leaving workers vulnerable to sudden income 

disruptions. 

Health and Safety: Working conditions are often poor, with minimal adherence to safety standards, leading to higher risks of accidents and health issues. 

Absence of Benefits: Employees generally do not receive benefits like health insurance, pensions, or paid leave, which are common in the formal sector. 

4. Low Productivity 

Technological Gaps: There is a significant gap in the adoption of technology between the unorganised and organised sectors, leading to lower productivity 

in the former. 

Skill Development: Workers in the unorganised sector often have limited access to training and skill development, which restricts their productivity and 

personal growth. 

5. Vulnerability to Economic Fluctuations 

Economic Sensitivity: The unorganised sector is highly sensitive to economic downturns. Workers and small businesses often bear the brunt during 

economic slumps with little to no governmental support or cushioning. 

Market Access: Small producers and service providers in the informal sector often face difficulties accessing broader markets, limiting their sales and 

growth potential. 
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6. Social Security and Legal Protection 

Lack of Protection: The absence of legal protection makes it difficult for workers to claim rights or seek redress in cases of abuse or exploitation. 

Social Security: The sector lacks comprehensive social security measures that are often available to formal sector employees, such as retirement benefits 

and health care. 

4. Government Initiatives to Support the Unorganised Sector in India 

The Indian government has recognized the importance of the unorganised sector and has implemented several initiatives aimed at addressing its challenges 

and improving the conditions of workers within this sector. Here are some of the key initiatives: 

1. Pradhan Mantri Shram Yogi Maan-Dhan (PM-SYM) 

Retirement Benefit Scheme: Launched in 2019, this scheme provides a monthly pension of INR 3,000 to workers in the unorganised sector after the age 

of 60. It targets home-based workers, street vendors, mid-day meal workers, head loaders, brick kiln workers, cobblers, rag pickers, domestic workers, 

washermen, rickshaw pullers, and other similar occupations. 

2. Mahatma Gandhi National Rural Employment Guarantee Act (MGNREGA) 

Employment Guarantee: This act provides at least 100 days of guaranteed wage employment in a financial year to every rural household whose adult 

members volunteer to do unskilled manual work. This initiative helps in providing economic security for rural families and reduces rural-urban migration. 

3. Aadhaar Enabled Payment System (AEPS) 

Financial Inclusion: AEPS is a bank-led model that allows online interoperable financial transactions at PoS (Point of Sale / Micro ATM) through the 

Business Correspondent (BC)/Bank Mitra of any bank using the Aadhaar authentication. This system is particularly beneficial for workers in the 

unorganised sector who may not have easy access to banking facilities. 

4. Deendayal Antyodaya Yojana - National Urban Livelihoods Mission (DAY-NULM) 

Skill Development and Employment: This program aims to reduce poverty and vulnerability of urban poor households by enabling them to access gainful 

self-employment and skilled wage employment opportunities. The scheme provides the urban poor with access to self-employment and skilled wage 

employment opportunities, resulting in an appreciable improvement in their livelihoods on a sustainable basis. 

5. Jan Dhan Yojana 

Banking Services: Launched to ensure access to financial services, including banking savings & deposit accounts, remittance, credit, insurance, and 

pension in an affordable manner. This scheme is crucial for bringing workers in the unorganised sector into the formal financial system. 

6. Rashtriya Swasthya Bima Yojana (RSBY) 

Health Insurance: Before being subsumed by Ayushman Bharat, RSBY provided health insurance coverage to families from the unorganised sector, 

protecting them against the financial risks arising out of health shocks that involve hospitalization. 

7. e-Shram Portal 

Database for Unorganised Workers: Launched in 2021, the e-Shram portal aims to create a national database of unorganised workers, which is seeded 

with an individual’s Aadhaar number. Registered workers are eligible for accident insurance coverage and can benefit from various social security 

schemes. 

8. Leveraging Technology for Financial Inclusion in the Unorganised Sector 

Step 1: Research Digital Financial Services and Their Potential 

Digital financial services (DFS) encompass a range of financial activities facilitated by digital technology, including mobile banking, online transactions, 

digital wallets, and fintech solutions. These services have the potential to revolutionize financial inclusion for the unorganised sector by: 

Reducing Costs: Digital platforms can lower the cost of delivering financial services to remote or underserved areas. 

Increasing Accessibility: Mobile phones and internet services can provide access to banking services without the need for physical bank branches. 

Improving Convenience: Digital services allow users to conduct transactions at any time and from any location, which is particularly beneficial for 

unorganised sector workers who may have irregular work hours. 

Enhancing Financial Literacy: Integrated educational tools can help users understand financial products and manage their finances better. 

Step 2: Analyze Barriers to Adoption of Digital Financial Services 
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Despite the potential benefits, several barriers hinder the adoption of digital financial services in the unorganised sector: 

Lack of Digital Literacy: Many workers in the unorganised sector lack the necessary skills to use digital technologies effectively. 

Infrastructure Issues: Inadequate access to reliable internet and electricity can limit the use of digital services. 

Trust and Security Concerns: There is often a lack of trust in digital transactions, coupled with fears about data privacy and financial fraud. 

Regulatory Challenges: Stringent regulations can restrict the entry of innovative fintech solutions tailored for the unorganised sector. 

Step 3: Identify Potential Technological Solutions 

To overcome these barriers and enhance financial inclusion, the following technological solutions can be implemented: 

9. Conclusion 

The unorganised sector in India is a critical component of the national economy, providing livelihoods to a vast majority of the workforce. Despite its 

significant contributions, the sector faces numerous challenges including lack of formal recognition, limited access to financial services, and absence of 

social security. The Indian government has taken commendable steps to address these issues through various schemes and initiatives aimed at providing 

financial inclusion, social security, and employment opportunities. 

Recommendations 

To further enhance the effectiveness of government initiatives and to ensure sustainable development of the unorganised sector, the following 

recommendations are proposed: 

Enhance Access to Credit: Develop microfinance institutions and credit schemes specifically tailored for small businesses and workers in the unorganised 

sector. Simplify the process of obtaining credit and reduce the collateral requirements. 

Formalization of the Sector: Encourage the formalization of informal businesses through simplified processes and by offering incentives such as tax 

benefits or subsidies. Formalization can help in better regulation and provide more structured support to the businesses. 

Strengthen Social Security Networks: Expand the coverage of existing social security schemes and introduce new programs that cater specifically to the 

needs of the unorganised sector. This includes comprehensive health insurance, pension schemes, and accident insurance. 

Skill Development Programs: Implement targeted skill development programs to upgrade the skills of workers in the unorganised sector. This can increase 

their productivity and enable them to command better wages and working conditions. 

Enhanced Legal Protections: Strengthen the legal framework to protect the rights of unorganised sector workers. This includes enforcing minimum wage 

laws, improving working conditions, and ensuring compliance with labor laws. 

Leverage Technology for Inclusion: Utilize digital platforms to bring unorganised sector workers into the formal economy. This can be achieved through 

digital literacy programs and by making digital tools more accessible to the unorganised sector. 

Regular Monitoring and Evaluation: Establish mechanisms for the regular monitoring and evaluation of schemes aimed at supporting the unorganised 

sector. This will help in identifying bottlenecks and making necessary adjustments to the programs. 

Public Awareness Campaigns: Conduct public awareness campaigns to educate workers about the benefits of formalization and the various government 

schemes available to them. This can increase participation and ensure that the benefits of government initiatives reach the intended beneficiaries. 

By implementing these recommendations, the Indian government can significantly improve the conditions within the unorganised sector, making it more 

productive and resilient. This will not only benefit the workers and businesses within the sector but also contribute to the overall economic growth and 

stability of the country. 
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