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Group (II) – (ii) INDUSTRIAL ECONOMICS
Paper II – Labour Economics and Industrial Relations

Preamble : This Course sets out the main principles of the
economics of labour in the context of the industry. Besides
attempting to provide the basic theoretical concepts it also attempts
to examine these from a practical industrial relations viewpoint.
Such an attempt will be strengthened to enable familiarity with
relevant data along with their limitations.

1. Supply of Labour :
Concept of Labour Force : Determinants of Labour Force

Participation - Male, Female and Child work participation in India.
Unemployment : Concept, Measurement, Types, Rates and
Composition, Causes and Effects, Employment Generation
Policies. Quality of Labour : Concept of Human Capital Human
Capital Theory, Investment in Education and Health with special
reference to skilled and unskilled labour, Productivity - Earnings
linkages. Migration : Inter-regional and International migration -
Causes and Implications.

2. Demand for Labour :
Theory of Labour Demand : Demand for Labour - Short and

long Run. The Determinants of Labour Demand. Impact of
Technological Change : Mechanisation, automation, new
technology. Globalisation and International Labour demand
outsourcing.

3. Labour Market :
Theories of Wages : Competitive and Non-competitive markets.

The determination of Wages, Wage Structure, and Components of
Wages, Share of Wages, Distribution and Inequality of wage
Income. Male-Female Wage Differentials. Intersectoral Wage
differentials. Labour Market Rigidities and Flexibilities, Critique of
Neo-classical Theory of Labour Markets. Internal Labour Markets :
The Segmented Labour Markets - Theory and Evidence.

4. Institutional Influences in Labour Market :
Economics of Unions. Bargaining Theories of Wages Impact of

Unions on Productivity and Wages, Employment Security and
Efficiency. Labour Legislation : the Labour Market and the State
Regulation. Deregulation and Labour Market Dynamics. Insider-
Outsider Theory : Implicit Contract Theory. Efficiency Wage / Effort
Regulation Models.
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Capital - Labour Relations : Taylorism : Fordism and Post - Fordism
/ Neo - Fordism. Pluralism, Human Relations School and
Behavioural Approaches.
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Contracts, Role of risk, information, and incentives. Dualism and
Segmenation, Labour Market and Poverty. Formal and Informal
Labour Markets. Contract Labour. Labour Market Flexibility,
Employee turnover causes, consequences and remedies, migrant
labour. State and Labour Markets : Minimum Wages, Social
Security Occupational Safety, work safety, work security,
Employment Generation Schemes. Wages and Incomes Policy in
India - Impact of privatization.

6. Industrial Relations :
Definition and Scope of Industrial Relations, System Approach

and Class Conflict Approach. Industrial Relations in India : History
and Structure of Trade Unions in India, Organised and Unorganised
labour. Sociological Approaches to Labour Market Analysis.
Employees Organisations and their role in Labour - Management
Relations, Profit Sharing and Workers; Participation in
Management. Strikes. Strikes, Lockouts and Closures. Tripartism,
Labour Legislation affecting Industrial relations. Globalisation and
laour : International Dision of Labour, Implications for Developing
countries, Role and functions of ILO, Structural Adjustment Policies
and their impact on Labour.
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1
Module 1

SUPPLY OF LABOUR

Unit Structure :
1.0. Objectives

1.1 Introduction

1.2. Supply of Labour

1.3 Theory of Decision to Work

1.4 India Labour Force and Labour Market

1.5 Summary

1.6 Questions

1.0 OBJECTIVES

� To understand meaning and scope of labour economics
� To explain the labour force and its determinants
� Theory of decision to work.
� To highlight the features of India labour force
� Work participation among males, females and labour in India

1.1 INTRODUCTION

Labour economics is a study of working and outcomes of
market for labour. It is mainly concerned with:-

1. Behaviour of employers and employees.
2. Response to wages, prices and profits
3. Relationship between wages and employment opportunities
4. Interaction between wages, income and decision to work
5. Influence of general market conditions over the occupational

choice by labour.
6. Effects of education, training and other kinds of investments

in workers
7. Trade unionism and its effects.

Labour market is a place that allocates jobs to the people
and co-ordinates employment related decisions. Following
concepts are essential to learn in order to understand what labour
market does and how it works.
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1. Labour market – like any other kinds of market, labour market
also has buyers and sellers. The employers buy labour services
and workers sell the labour services. In case of certain services
like engineers, the buyers and sellers may deal in national
labour market. But in case of secretaries or plumbers or
automobile mechanics, one may deal with local labour market.
Another important aspect about the labour market is that, these
markets may function under very formal rules, due to the
existence of trade union. Unionised labour market tends to be
governed by union-management agreements or other formal
sets of rules and procedures laid down by the authorities.

2. Labour force – it refers to all those over 16 years of age who are
either employed or looking out for a job at existing wage rate.
Those who are not employed are called as unemployed. So the
total labour force consists of employed and unemployed
workers.

3. Labour force participation rate – it is calculated by dividing
labour force by the entire population of a country.

4. Unemployment rate – ratio of unemployed to those in the labour
force is called unemployment rate.

5. Wages – the earnings of workers are called wages. Wage rate
may be defined as the price of labour per working hour. The
wage may be nominal or real. Nominal wage rate is what the
labourers get paid per hour in current rupees. Real wages, on
the other hand, are calculated by dividing nominal wages by
some measure of prices. The concept of real wages is useful to
understand the purchasing power of wages.

1.2 SUPPLY OF LABOUR

1.2.1 Meaning and composition
The supply of labour signifies the number of workers of a

given type of labour which would offer themselves for employment
of various wage rates. The supply of labour may mean three things:

(i) Supply of labour to a firm,
(ii) Supply of labour to the industry, and
(iii) Supply of labour to the entire economy.

To a given firm, the supply of labour is perfectly elastic. That
means, at a given wage rate, a firm may be able to get as many
workers as required. This is because at the current wage rate, it
can engage as many workers as it wants. A single firm’s demand
would constitute only a negligible fraction of the total supply of
labour. But for the industry as a whole, the supply of labour is not
infinitely elastic. In other words, an industry may not get as many
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workers as it wants, at a given wage rate. If it wants to employ
more labour, it may have to attract it from other industries by
offering a higher wages. It can also work with the existing labour
force overtime which in effect will increase the labour supply for that
industry.

The supply of labour for a particular industry is subject to the
law of supply, i.e., at lower wages, supply of labour will be low and
at higher wages, supply of labour will be high. This makes the
supply of labour curve to be positive in slope. That is the supply
curve of labour for an industry rises upwards from left to the right.

The supply of labour for the entire economy depends upon
many economic, social and political and institutional factors. To
mention a few

1. Attitude of women towards work,
2. working age of population
3. age of students for schooling and college education
4. Possibilities of part-time employment,
5. Size, age structure and composition of the population
6. Attitude to marriage,
7. Average size of the family

Concept of supply of labour under perfect and imperfect
markets may be considered differently. A given supply of labour
under perfectly competitive conditions gets distributed in various
employments in such a way as to make the marginal productivity of
labour in all the employment the same. This is because, labour can
move freely from one job to another. But if there is no perfect
mobility of labour, or labour cannot move freely from one
employment to another; the marginal productivity will be different in
different employments and wages will also be different even for the
same kind of labour.

Further, the supply of labour may be affected by trade
union activity. Working class may refuse to work for a certain period
of time as a result of a call by the trade union. In such a case, there
will be reduction in the labour supply. The workers may not accept
wages offered by the employer if such wages do not ensure the
maintenance of the standard of living to which they are
accustomed. But it is only when higher wages are justified by
higher marginal productivity, that high wages will be paid. In the
long run, marginal productivity, wages and the standard of living
tend to adjust to one another.

On the whole it may be said that the number of potential
workers being given, the supply of labour can be defined as the
schedule of units of labour to the prevailing rates of wages, which
depends on the following factors: (i) the number of workers who are
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willing and able to work at different wages, and (ii) the number of
working hours that each worker is willing and able to put in at
different wages.

1.2.2 Determinants of the supply of labour
Supply of labour in a market depends upon many factors.

Following are some of the
(i) Other Wage Rates: An increase in the wages paid in other

occupations for which workers in a particular labour market
are qualified will decrease labour supply. In the case of a
decrease in the wages paid in other occupations, there will
be an increase labour supply.

(ii) Non-wage Income: An increase in income other than from
employment will decrease labour supply. On the other hand,
a decrease in such income will increase the labour supply.

(iii) Preferences for Work versus Leisure: A net increase in
people’s preferences for work relative to leisure will increase
labour supply. A net decrease in such preferences will
decrease labour supply.

(iv)Non-wage Aspects of the Job: An improvement of the non-
wage aspects of job will increase labour supply. A worsening
of the non-wage aspects of job will decrease labour supply.

(v) Number of Qualified Suppliers: An increase in the number of
qualified suppliers of a specific grade of labour will increase
labour supply. A decrease in such suppliers will decrease
the labour supply.

1.3 THEORY OF DECISION TO WORK

1.3.1 Basic Concepts

A decision to work implies a decision about how to spend
time. People spend time either in work or in leisure (apart from the
time required to maintain ourselves). It implies from this, that
demand for leisure is a reverse side of the supply of labour. The
demand for leisure would depend on

1. Opportunity Cost - Opportunity cost of leisure that is a cost
of spending a day watching movies instead of working.
Such a cost can be calculated by taking into account a
wage rate).

2. One’s level of wealth – It includes family income, savings
and other properties.

3. One’s preference – The demand for leisure will also be
determined by a desire of workers to participate in the
labour market activities.
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What we gather from the discussion till now is that the
supply of labour (or demand for leisure) would depend upon
income. If incomes increase, holding wages constant, desire
to work would go down. On the other hand, if incomes are
held constant, an increase in wage rate will raise the
opportunity cost and reduce the demand for leisure. Both
these situations can be explained in terms of income effect
and substitution effect.

Income Effect – A change in hours of work (��� ���� 	
�
change in income (�����
������������
��	��	��W )

Income effect = �� | W < 0
�� |

Income effect is less than zero. It means income effect on
supply of labour is negative because as income rises, hours of work
will fall. Wealth earned by inheritance is an example of a pure
income effect of supply of labour. When a person inherits money,
he/she may not be interested in taking up a job or may take up only
a part-time job as compared to a person without inherited income.

Substitution Effect – It occurs when the cost of leisure
changes. It is the change in hours of work (��) induced by a
change in wage rate (��� holding income constant (Y )

Substitution Effect = �� | Y > 0 �� |

Substitution effect is greater than zero. It means the substitution
effect on the supply of labour is positive because as wage rate
rises, the hours of work will rise given the income.

1.3.2 Backward Bending Supply Curve

Figure 1.1
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Backward bending supply curve is a theorem that holds that
as wage increases, people substitute leisure for working and hence
when wages are very high, the supply of labour in the market is
low. As per the diagram above, if the wages go up from W1 to W2,
the supply of labour increases from L1 to L2. This is because the
substitution effect is stronger than the income effect. Increase in
wages is accompanied by an increase in hours of work and leisure
is substituted for work. On the other hand, as wages go up from W2
to W3, the supply of labour goes down from L2 to L3. This is
because an income effect is stronger than the substitution effect.
The working class is paid sufficiently high to sustain their current
standard of living.

1.4 India LABOUR FORCE AND LABOUR MARKET

1.4.1 India Labour Force
India working class originated from the town dwellers and

rural artisans. In the beginning of modern industrialization large
mass of labour, displaced from agriculture, got absorbed in the
construction of roads, railways and public buildings. The self-
sufficiency of India villages broke up as an impact of British rule.
Indigenous industries decayed and this led to the growth of large
scale factory production. Thus the industrial working class was
created out of rural and agricultural labour. Most of the industrial
workers came from villages in India.

Modern industry, as such, began in two forms in India –
plantations and factories. Plantations include tea and coffee
gardens. As regards to factories, the modern industrial labour came
up in cotton mills, jute mills, mining, railways and some engineering
firms.

Since independence, the Govt. of India has been most
actively engaged in establishment and encouragement to modern
industries in different sectors. Since then, drastic changes are
brought about in the nature, composition and size of labour class in
India. The feature of India Labour force can be summarized as
follows:

1. Migratory Nature: There is an absence of permanent industrial
population in India on account of the observation that most of
the workers are migratory in nature. They come from adjoining
rural areas and work in small / medium scale industries situated
in nearby towns and cities. There is also inter-state migration,
wherein, workers from under developed states migrate into the
developed or industrial states.

2. Low Level of Literacy: India workforce has low degree of
literacy. According to the Mehta Committee on literacy among
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industrial workers in India, more than 72% workers were
illiterate in five sectors of organized industry – tea plantation,
coal mining, jute and cotton textiles, and iron and steel.

3. Low Degree of Unionism: Because of the small sized and
dispersed industrial units, it seems to be difficult to organize the
workers into trade unions. Low levels of literacy, large scale
unemployment are also important factors coming in the way of
uniting workers.

4. High Rate of Absenteeism: Absenteeism implies a time lost in
industrial establishments by the absence of employees. Such an
absence is unauthorized, unexplained and avoidable. In the
case of absenteeism, an employee fails to report for work when
the employer has work available for him /her. When the worker
fails to attend their regular work, their income is reduced and the
poor workers become still poor. Hence their health and
efficiency is affected badly. About 15% to 25% absenteeism
was evidenced in the India Industries in 1991.

1.4.2 India Labour Market: Features and Growth.
LM is a place where efforts are done to obtain a balance

between supply of a particular type of labour and its demand. It is a
place where relative wage levels of different plants, industries,
occupations and regions are developed. Following are important
feature of India LM.

1. Relationship between a buyer (an employer) and a seller
(worker) in the labour market is not temporary. It lasts for longer.
Personal considerations and factors are important.

2. Labour markets are local. Demand for and supply of labour is
confined to a particular locality.

3. Since LMs in India are generally local in nature, there is a lack
of mobility. Labour does not very easily move from one area to
another. Cross boundary movements of labourers are even
more difficult.

4. There are wide range of wage rates prevailing in LM.

5. LMs are generally unjust for the workers as the supply of labour
is in excess of demand for almost every kind of labour.

6. Another important characteristic of India LM is that there is an
existence of underemployment of labour in both agricultural and
non-agricultural sectors.
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7. Many sectors particularly manufacturing have casual labour
instead of permanent labour.

8. There is a surplus of workers in most of the sectors but acute
shortage of labour in certain skills like technicians, electricians
etc.

Following statistical tables would reveal some of the
important features of India Labour force over years. Students are
expected to analyse the tables and make their comments on the
features of India labour market.

Table 1.1
Sectoral Distribution of Labour in India

Year Primary Secondary Tertiary

1901 71.8 12.6 15.6

1951 72.1 10.6 17.3

1981 68.8 13.5 17.7

1987-88 64.87 17.04 18.09

Table 1.2
Sectoral Distribution of Male and Female Workers

MALE FEMALE
Sector 1993-94 1999-00 2004-05 2009-10 1993-94 1999-00 2004-05

2 3 4 5 6 7 8

Primary Sector 57.43 53.53 48.64 45.27 77.52 75.36 72.26

Mining & Quarrying 0.85 0.68 0.69 0.77 0.34 0.31 0.28

Manufacturing 11.22 11.46 12.51 11.57 9.41 10.01 11.75

Utilities 0.53 0.37 0.38 0.35 0.13 0.03 0.03

Construction 4.15 5.66 7.51 11.33 1.35 1.64 1.89

Secondary Sector 16.76 18.16 21.09 24.02 11.24 12.00 13.96

Trade, Hotelling etc. 9.70 13.02 14.13 14.00 3.22 4.19 4.14

Transport &
C i ti t

4.12 5.11 5.84 6.04 0.27 0.35 0.40

Financing,Insurance,
R l t t

1.27 1.60 2.24 2.71 0.35 0.45 0.63

Community, social
d l i

10.72 8.57 8.07 7.96 7.41 7.65 8.61

Tertiary Sector 25.81 28.31 30.27 30.71 11.25 12.64 13.78

All Non-Agricultural 42.57 46.47 51.36 54.73 22.48 24.64 27.74

Total 100 100 100 100 100 100 100

Source: T.S. Papola, March 2012
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Table 1.3
Distribution of Workers (UPSS) by Their Status of

Employment : Male, Female and Total

Gender Y Self-Employed Regular Casual

1 2 3 4 5

1993-94 53.75 16.95 29.29

1999-00 51.28 17.86 30.86

2004-05 54.17 18.34 27.49
Male

2009-10 49.57 18.81 31.52

1993-94 56.65 6.44 36.91

1999-00 55.53 7.54 36.92

2004-05 60.99 9.10 29.91
Female

2009-10 52.95 10.97 36.08

1993-94 54.70 13.53 3

1999-00 52.61 14.65 32

2004-05 56.38 15.35 2
Person

2009-10 50.58 16.63 3

Source: T.S. Papola

Table 1.4
Changes in Work Participation (Main and Marginal) Rate of

Children indifferent age groups

All India 1991 2001
Boys Girls All

Children
Boys Girls All

Children
5to9 0.9 0.9 0.9 1.5 1.4 1.4

10to14 10.9 9.9 10.4 8.8 8.5 8.7
5to14 5.7 5.1 5.4 5.1 4.9 5.0

Source Census of India
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Table 1.5
Magnitude ofchild labour and out of school children

Distribution of
Children

2001
Population
Census

2006
Population
Projection
and
estimates

% of Children to
Population

200
1

2006

Population

Male 132367710 125485000

Female 120795938 116274000

Total 253163648 241759000

Child Labour
(10-14)

Male 6804336 4276744 8.
8

6.7

Female 5862041 3894131 8.
5

6.3

Total 12666377 8082954 8. 6.6

Source: CensusofIndia,2001.

Table 1.6
Changes in the magnitude of child labour and

WPR between
1991and 2001(Children in the age group of 5-14)

Work
Participation

rates

Percentage
Share of Child
labour in the

State

States Child

Workers

1991

Child

Workers

2001

1991 2001 1991 2001

Andhra Pradesh 1661940 136333 9.98 7.7 14.7 10.8

Arunachal Pradesh 12395 1848 5.65 6.06 0.1 0.1

Assam 327598 35141 5.46 5.07 2.9 2.8

Bihar 942245 111750 3.99 4.68 8.3 8.8

Chattisgarh(New) 36457 6.96 0.0 2.9

Delhi 27351 4189 1.27 1.35 0.2 0.3

Goa 4656 413 1.95 1.82 0.0 0.0

Gujarat 523585 48553 5.26 4.28 4.6 3.8

Haryana 109691 25349 2.55 4.78 1.0 2.0
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Himachal Pradesh 56438 10777 4.55 8.14 0.5 0.9

Jammu & Kashmir 17563 6.62 0.0 1.4

Jharkhand(New) 40720 5.47 0.0 3.2

Karnataka 976247 82266 8.81 6.91 8.7 6.5

Kerela 34800 2615 0.58 0.47 0.3 0.2

Madhya Pradesh 1352563 106525 8.08 6.71 12.0 8.4

India 1068418 76407 5.73 3.54 9.5 6.0

Orissa 452394 37759 5.87 4.37 4.0 3.0

Punjab 142868 17726 3.04 3.23 1.3 1.4

Rajasthan 774199 126257 6.46 8.25 6.9 10.0

Sikkim 5598 1645 5.18 12.04 0.0 0.1

Tamil Nadu 578889 41880 4.83 3.61 5.1 3.3

Tripura 16478 2175 2.29 2.79 0.1 0.2

Uttar Pradesh 1410086 192799 3.81 4.04 12.5 15.2

Uttranchal(New) 7018 3.24 0.0 0.6

West Bengal 711691 85708 4.16 4.5 6.3 6.8

India 11285349 1266637 5.37 5.0 100.0 100.0

(Source: compiled from census of India 1991and2001)

1.5 SUMMARY

The unit can be recognizes with the help of following points.

1. Labour economics is a study of working and outcomes of
market for labour

2. Labour market is a place that allocates jobs to the people and
co-ordinates employment related decisions

3. The supply of labour signifies the number of workers of a given
type of labour which would offer themselves for employment of
various wage rates

4. The supply of labour for the entire economy depends upon
many economic, social and political and institutional factors.

5. Supply of labour in a market depends upon many factors such
as Other Wage Rates, Non-wage Income, Preferences for Work
versus Leisure, Number of Qualified Suppliers and Non-wage
Aspects of the Job
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6. India labour market has many peculiar features such as
migratory nature of workers, low levels of literacy, etc

1.6 QUESTIONS

1. Explain the concept of supply of labour. How is the labour
supply determined in the labour market?

2. Write a note on backward bending supply curve of labour.
3. What are the characteristics of India labour market?
4. Write a note on characteristics of India labour force.

��
�

�����
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2

UNEMPLOYMENT

Unit Structure
2.0 Objectives

2.1 Introduction

2.2 Concept of Unemployment

2.3 Types of Unemployment and their causes

2.4 Concept of Full Employment

2.5 Employment Generation Policies

2.6 Employment Situation in India

2.7 Summary
2.8 Questions

2.0 OBJECTIVES

� To define and understand concepts of UE
� To discuss different types of UE
� To analyse causes and effects of UE
� To review the employment generation policies
� To probe into the UE situation in India.

2.1 INTRODUCTION

Unemployment among the industrial workers has been a
feature of labour market in both developed and developing
countries. In the traditional societies, communities used to be self -
sufficient and had no unemployment problems. Most of the
members of such communities had to accept lower standard of
living but each member had a work to do and a source of livelihood.
Growing industrialization in these communities brought higher living
standards for the members but along with that a hazard of
unemployment was also being experienced. There may be a
number of causes responsible for the problem of unemployment in
the industrialization period. The nature and type of unemployment
existing in different economies may be different. Over a period of
time, if unemployment problem becomes serious, it may lead to
social unrest and tension. Government authorities may have to
intervene in the labour market to minimize risk of unemployment
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along with the maintenance of standard of living of existing workers.
Announcement and implementation of employment policy has been
an important task of the government in the recent years. In this unit,
we will try to understand the concept and types of unemployment,
causes and factors responsible for unemployment. Then we will
highlight important issues related to unemployment of India labour
market.

2.2 CONCEPT OF UNEMPLOYMENT

The volume of employment in any occupation in a country
over any a period may be defined as the number of man-hours of
work performed during that period. According to the most
commonly used concept, unemployment measures involuntary
idleness. It refers to the time for which individuals are available for
and willing to work, but are not able to find work. As Pigou has
observed, “a man is unemployed only when he is without a job or
not employed and also desires to be employed.” Therefore,
unemployment may be defined as ‘a state of affairs in a country
when there are a large number of able-bodied persons of working
age who are willing to work but cannot find work at the current
wage levels.’

Unemployment rate may be expressed in the following functional
relationship:-

U = f(Pen, Pne, Pun, Pnu,Peu,Pue)

Where

Pen - Fraction of employed who leave the labour force.

Pne - Fraction of those not in labour force who enter the labour
force and find employment.

Pun - Fraction of unemployed who leave the labour force.

Pnu - Fraction of those not in labour force who enter the labour
force and become unemployed.

Peu - Fraction of employed who become unemployed.

Pue - Fraction of unemployed who become employed.

Following table relating to US economy will explain all the concepts
used in the discussion in this section.
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Table 2.1
Labour Force Participation, Employment and Unemployment

Rates in US
Year Unemployment

Rate(U/L)
LFPR
(L/POP)

Employment
Rate (E/POP)

1948 3.8 58.8 56.6

1958 6.8 59.5 55.4

1968 3.6 59.6 57.5

1991 6.7 66.0 61.6

1997 4.9 67.1 63.8

U = No. of people unemployed
L = No. of people in labour force
E = No. of people employed
POP = Total population above age 16.
(Source – Page 561 Modern Labour Economics, 7th edition)

2.3 TYPES OF UNEMPLOYMENT AND THEIR CAUSES

2.3.1 Frictional Unemployment
Suppose a competitive labour market is in equilibrium, which
means, at the prevailing wage rate, demand for labour is equal to
the supply of labour. This situation is shown in the following figure
2.1.

Wages

S0

W0

W2

D0
D1

E1 E2 E0

Employment

Figure 2.1

In the figure
D0 is the demand for labour curve
S0 is the supply of labour curve
E0 is employment
W0 is the wage rate
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This is considered to be an equilibrium situation and is
described as full employment. Under this situation, there can be
frictional unemployment even at this stage.

Frictional Unemployment is that type of unemployment which
is caused by industrial friction, such as immobility of labour,
ignorance of job opportunities, shortage of raw materials and
breakdown of machinery, etc. Jobs may exist, yet the workers may
be unable to fill them either because they do not possess the
necessary skill or because they are not aware of the existence of
such jobs or they remain unemployed due to shortage of raw
materials or mechanical defects in the working of plants. In other
words, because the information about the characteristics of those
searching for work and the nature of the jobs opening up cannot
instantly be known or evaluated, it takes time for the job matches to
be made between unemployed workers and potential employers.
Hence even when there is equilibrium in the market in terms of
demand for and supply of labour, frictional employment still exists.

2.3.2 Structural Unemployment
Structural Unemployment is that type of unemployment

which arises owing to structural changes in the economy of a
country. There is a mismatch between the skill demanded and
supplied in the given area. It may also mean an imbalance between
supply and demand for workers across areas. If the wages were
completely flexible and the cost of mobility of labour would have
been low, structural unemployment would have been reduced
quickly. But such unemployment exists because neither labour
markets are flexible nor the labour mobility is possible without
substantial cost.

Structural unemployment is a result of either occupational
imbalance or geographical imbalances. Let us explain the first
cause of structural unemployment by taking example. Suppose that
market A is the market for workers in cement industry and market B
is the market for skilled computer software engineers. Suppose that
initially both the markets are in equilibrium. Now suppose that the
demand for cement workers falls and the demand for software
engineers rises. Because wages are inflexible downwards in
market A, employment level will fall to EA1. But the level of
employment in market B will rise from EB0 to EB1.This is explained in
the following diagram.
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Wages Labour Market A

S0A

W0A

D0A
D1A

O E1A E0A

Employment
Wages Labour Market B

S0B

W1B

W0B

D1B

D0B

O E0B E1B

Employment

Figure 2.2

As per the figure, in the first part of the figure, employment
falls from EA to E1 because the wages are inflexible.

In the second part of the diagram, employment in market B
increases due to increase in demand.

If movement from market A to market B would have been
costless (that is surplus cement workers could take up software
engineers’ job easily) then this kind of situation would not have
arisen. Similarly, if the demand for labour falls in India,
unemployment increases because wages are not completely
flexible. Workers in India will wait for job opportunities in India
basically due to
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1. Imperfect information
2. Direct money cost of changing jobs
3. Psychological cost of moving from one part to another part of

the world.

2.3.3 Cyclical and Seasonal Unemployment
Unemployment associated with fluctuations in business

activity or existence of business cycle is called cyclical
unemployment. It occurs when a decline in aggregate demand for a
product leads to a fall in the demand for labour producing that
product.

Seasonal unemployment is similar to demand deficient
unemployment explained in the earlier paragraph. It is induced by
the fluctuations in the demand for labour. These fluctuations
however can be predicted in advance, as they follow a particular
seasonal pattern. For example, demand for agricultural workers will
fall after sowing season is over. The demand for construction
workers will fall during winter in the ice belt countries.

2.3.4 Unemployment in the Underdeveloped countries
1. Voluntary Unemployment - Voluntary Unemployment may be

defined as “the unemployment which results from the
withdrawals of some persons from employment for reasons like
(a) absence of need to earn particularly when one has already
earned high level of income or when one inherits a large amount
of wealth or property so as to have means of livelihood for a
considerable time, (b) social customs such as women not
allowed to work outside the home and (c) lethargy

2. Involuntary unemployment may take various forms – Visible,
seasonal and disguised. Visible unemployment is a simple
concept and for all practical purposes, signifies the total
absence of jobs for certain workers for some period. Seasonal
unemployment may be defined as “the lack of productive work
during some periods of the year or as just seasonal idleness.”
This type of unemployment arises mainly from the dependence
of certain industries or occupations on natural or climatic
conditions. Disguised unemployment may be defined as the
part of labour force which even if released from certain sector of
an economy, productivity of that sector will not be reduced.

3. There is also still another classification of unemployment given
by another group of U.N. Experts who observe that
“unemployment in the under developed countries falls into four
categories, viz., cyclical, seasonal, technological and disguised.”
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2.4 CONCEPT OF FULL EMPLOYMENT

The concept of full employment does not mean a complete
absence of unemployment. Full employment may co-exist with
frictional, cyclical and seasonal unemployment. The classical notion
of full employment is the absence of involuntary unemployment. It
means that the jobs are not available to the workers even though
they are ready to accept them at the current wages. A society is
said to be fully employed when there is no involuntary
unemployment. According to Pigou, “Full employment is a situation
where everybody who wishes to be employed the ruling rate of
wages, is in fact employed.” Full employment is also defined as that
rate at which wage and price inflation are either stable or at
acceptable level. One more definition of full employment defines it
as the level of unemployment at which any increase in aggregate
demand will cause no further reductions in unemployment. That
means full employment or natural rate of unemployment is at that
level where all unemployment is voluntary and both the flows into
unemployment and duration of unemployment are normal.

There will be periods in every economy during which some
level of frictional or technical unemployment will be existing. To
take cognizance of this, Keynes defined full employment as the
level of employment which falls short of Pigouvian full employment
by the amount of unavoidable frictional and voluntary
unemployment. According to Keynes, “full employment is a
situation in which the expansion of effective demand fails to bring
about increase in the price instead of expansion of output and
employment. Beyond this point, all resources in the country are fully
employed”.

2.5 EMPLOYMENT GENERATION POLICIES

Governments of any country are constantly worried about
the unemployment rate because it is seen as a national concern. It
is seen as an indicator of economy’s health. An existence of
unemployment rate implies that many people are unable to support
themselves and also are not in a position to contribute to the
economic output of the country. Hence, often the government of a
country takes steps to stimulate the demand for labour in some way
or the other.

Employment Generation Policies in India
An India experience over last few years has been that high

economic growth has not led to high employment growth. In this
regards, macroeconomic policies and overall growth strategies play
an important role. An overall global experience about the nature &
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efficacy of macroeconomic policies particularly towards sustainable
employment generation has not always been positive.

The National Employment Policy of India recognizes the
challenge of employment generation especially employment
generation with good quality and remunerative in nature. It is also
recognized that there has been an increasing trend in employment
generation since 2000 but unemployment rate also is increasing
simultaneously. Unemployment particularly among youth, women
and young graduates is rising. Half of the workforce is engaged in
farm activities and the organized sector is employing hardly 10% of
the labour force. A major section of labour force is working in
unorganized part of labour market where earnings are low,
conditions of work are poor and there is a lack of social protection
and organization.

According to ILO, national employment policy is a concerted
and coherent vision of a country’s employment objectives and ways
to achieve these objectives. Thus the employment policy is a set of
multi-dimensional interventions by the government authorities to
achieve specific quantitative and qualitative objectives in the
context of employment generation. Employment policy and its
implementation is a responsibility of all ministries at all levels of
government. A country’s employment generation policy may take a
variety of forms such as

� Including employment as a constitutional right.
� Declaring National Employment Policy.
� Including employment generation policy in the poverty

alleviation program.

There may be three guiding principles for an effective
employment generation policy.

1. Quantity – Work to all who want to work.
2. Quality – Work to be as productive as possible.
3. Non-Discrimination - freedom of choice of

employment.

At the employment policy level, following points may be discussed.

1. Role of macroeconomic policies in fostering pro-employment
growth.

2. Defining and targeting employment.
3. Devising employment friendly social protection systems.
4. Ensuring non-discrimination and gender equality in

employment.
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Role of Macro-economic policies in fostering employment
oriented growth

The macroeconomic policies must be designed in such a
framework that will
i. Promote necessary demand to support the creation of

adequate number of jobs.
ii. Support and develop financial sector in such a way that

mobilization and allocation of resources for development is
possible.

iii. Maintain the overall macroeconomic stability.

Major instruments of monetary & fiscal policies including
interest rate, money supply, taxation and government expenditure
should be used towards employment generation. India’s
employment policy considers following important aspects related to
promotion of employment opportunities.

1. Macroeconomic policies.
2. Sectoral Policies.
3. Labour Market Policies.
4. Micro & Small Enterprise Development Policies.
5. Skill Development Policies.
6. Policies related to women workers.
7. Policies related to vulnerable workers.

India has accepted employment as a major goal of
development and accordingly it aims at sector-focussed planning. It
implies that the development strategy should emphasis the sectors
with high employment potential. In order to direct fiscal, monetary
and credit policies towards employment generation, the Govt. of
India has been giving several tax holidays, tax exemptions and
differential duty rates to encourage investment and hence job
creation. Public expenditure on activities with high employment
potential such as irrigation and transport may be encouraged. More
credit may be made available to employment oriented sectors and
small and micro enterprises.

Employment policy also aims at adopting sector –specific
policies. Sectors that can be identified for special treatment from
employment view point include agriculture, manufacturing,
construction, tourism etc.

Labour market policies aim at either regulating employment
to ensure safety, fairness and equity at work or at promoting
employment either directly or indirectly. Special employment
oriented programmes are in operation in India for several years.
Introduction of NREGP – National Rural Employment Generation
Programme is an example of such special schemes. NREGP
contributes towards providing supplementary employment as a right
and hence assured income to the rural household.
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Another important component of labour market policy is
training for development of skills required for getting suitable
employment. The government has recognized the inadequacy of
basic education and formally acquired skills and hence after
assessing the labour market requirements, the government has
been devising appropriate training programmes.

The employment policy is supposed to be implemented by
different ministries, bodies and agencies of the government through
proper institutional mechanism. Following is a brief review of
various employment generation policies in India economy:-

1. Employment Guarantee Scheme of India (1972) – Its main
purpose was to assist the economically weaker sections of the
rural society.

2. CSRE - Crash Scheme for Rural Employment (1972) - For rural
employment

3. TRYSEM - Training Rural Youth for Self-Employment (1979)
4. Integrated Rural Development Programme (1980) – for all round

development of the rural poor through a program of asset
endowment for self employment.

5. National Rural Employment Program (NREP) – 1980 - To
provide profitable employment opportunities to the rural poor.

6. Rural Landless Employment Guarantee Program (RLEGP) –
1983 - To provide financial and technical assistance for self-
employment.

7. Self-employment to the Educated Unemployed Youth (SEEUY)
– 1983 - To provide financial and technical assistance for self-
employment.

8. Self-Employment programme for Urban Poor (SEPUP) – 1986 -
To provide self employment to urban poor through provision of
subsidy and bank credit

9. Jawahar Rozgar Yojana – 1989 – for providing employment to
the rural unemployed.

10.Nehru Rozgar Yojana – 1989 – for providing employment to
urban unemployed.

11.Scheme of Urban Wage Employment – 1990 – to provide wage
employment after arranging the basic facilities for poor people in
the urban areas where population is less than one lakh.
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12.Employment Assurance Scheme – 1993 – to provide
employment of at least 100 days in a year in village.

13.Swarnajayanti Shahari Rojgar Yojana – 1997 – to provide
gainful employment to urban unemployed and under employed
through self-employment or wage employment.

14.Swarnajayanti Gram Swarojgar Yojana – 1999 – For eliminating
rural poverty and unemployment and promoting self-
employment.

15.National Rural Employment Guarantee Scheme – 2006 – to
provide at least 100 days wage employment in rural areas

16. Sampoorna Grameen Rozgar Yojana – 2001 - To provide wage
employment and food security in rural areas and also to create
durable economic and social assets.

17.Food for Work Programme – 2001 - To give food through wage
employment in the drought affected areas in eight states.
Wages are paid by the state governments partly in cash and
partly in food grains

18.Mahatma Gandhi National Rural Employment Guarantee Act
(MGNREGA) – 2005 - To create a right based framework for
wage employment programmes and makes the government
legally bound to provide employment to those who seek it.

19.Prime Minister’s Employment Generation Programme (PMEGP)
– 2008 - To generate employment opportunities in rural as well
as urban areas through setting up of new self-employment
ventures/projects/micro enterprises

2.6 EMPLOYMENT SITUATION IN India

Though employment generation has been an important
concern in the economic planning and policy of India, an overall
experience has been that the efforts towards creating more jobs
have always fallen short. Even after the economic reforms, the
expectations that higher growth of economy, induced by economic
ecognizes on world lead to faster expansion of employment,

could not ecognizes . There has been an experience of a
“jobless” growth.

Following tables will throw light on the trends and growth of
employment in India. Students may read article by T.S.Papola and
P.P.Sahu titled “Growth and Structure of Employment in India –
Long term and Post reform Performance and the Emerging
Challenges” which is available on line.
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Table 2.2
Growth of Employment(UPSS)

Sector

1972 -73
/77-78

1977-
78/83

1983/
87-88

1987-
88 / 93-

94

1993-
94/99-
2000

1999-
00 /
2004
-05

2004-
05 /
2009-
10

1972-
73/83

1983/
93-94

1993-
94/

2004-
05

1999-
00/

2009-
10

1 2 3 4 5 6 7 8 9 10 11 12

Primary Sector 1.78 1.56 0.28 2.16 0.05 1.40 -1.63 1.70 1.35 0.67 -0.13

Mining &

Quarrying

4.36 7.14 5.34 1.69 -2.11 2.41 3.00 5.92 3.24 -0.08 2.70

Manufacturing 5.43 3.08 4.66 0.05 1.62 5.06 -1.06 4.28 2.00 3.17 1.95

Utilities 2.78 12.39 7.21 4.37 -5.89 3.22 1.02 7.86 5.58 -1.86 2.11

Construction 1.67 6.84 13.91 -0.11 6.38 8.18 11.29 4.43 5.67 7.19 9.72

Secondary
Sector

4.78 3.95 6.44 0.19 2.44 5.83 3.46 4.43 2.82 3.97 4.64

Trade, Hotelling

etc.

6.40 2.87 3.96 3.62 6.28 4.01 1.10 4.62 3.77 5.24 2.54

Transport &

Communication
etc.

6.21 5.36 3.02 3.67 5.09 5.23 2.14 5.88 3.39 5.16 3.68

Financing,

Insurance, Real
estate& business

services

6.84 7.68 1.41 5.24 5.28 9.62 5.77 7.43 3.58 7.23 7.68

Community,

social and
personal services

3.24 3.01 0.31 6.68 -1.48 2.71 0.99 3.18 3.91 0.40 1.85

Tertiary Sector 4.86 3.46 2.11 5.03 2.85 4.08 1.59 4.21 3.77 3.41 2.83

All Non-

Agricultural 4.82 3.67 4.09 2.82 2.68 4.81 2.41 4.30 3.36 3.64 3.61

Total 2.61 2.19 1.53 2.39 1.04 2.81 0.22 2.44 2.02 1.84 1.50

Source: T.S.Papola, 2012
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Table 2.3

Employment(UPSS)Share of Major Sectors (%)

Sectoral share in employment

Sector
1972-
73

1977-
78

1983 1987-
88

1993-
94

1999-
00

2004-
05

2009-
10

1 2 3 4 5 6 7 8 9
Primary Sector 73.92 70.98 68.59 64.87 63.98 60.32 56.30 51.30
Mining Quarrying 0.43 0.47 0.61 0.72 0.69 0.57 0.56 0.64

Manufacturing 8.87 10.16 10.66 12.22 10.63 11.01 12.27 11.50

Utilities 0.16 0.17 0.28 0.36 0.40 0.26 0.27 0.28

Construction 1.84 1.75 2.24 3.76 3.24 4.41 5.69 9.60

Secondary Sector 11.30 12.55 13.78 17.04 14.96 16.24 18.78 22.02
Trade, Hostelling etc. 5.11 6.12 6.35 7.06 7.59 10.27 10.89 11.38

Transport &
Communication etc.

1.77 2.11 2.49 2.66 2.87 3.63 4.08 4.48

Financing, Insurance,
Real

0.51 0.62 0.83 0.82 0.97 1.24 1.71 2.25

Community, social and
personal services

7.39 7.62 7.96 7.54 9.64 8.29 8.24 8.57

Tertiary Sector 14.78 16.47 17.63 18.09 21.07 23.43 24.92 26.67
All Non-Agricultural 26.08 29.02 31.41 35.13 36.02 39.68 43.70 48.70

Total 100 100 100 100 100 100 100 100

Source: T.S.Papola, 2012

Table2.4

Unemployment Rates:% of Labour Force

UsualStatus Usual ADJ CW CD
1 2 3 4 5

1972-73 3.8 1.6 4.3 8.3
1977-78 4.3 2.5 4.5 8.2
1983 2.7 1.9 4.5 8.2
1987-88 3.8 2.7 4.9 6.1
1993-94 2.7 1.9 3.6 6.0
1999-00 2.7 2.2 4.3 7.2
2004-05 3.1 2.4 4.4 8.2
2009-10 2.5 2.0 3.6 6.5

Notes: UPS: Usual Principal Status. A Person is considered
unemployed according to this concept if available for but without
work for major part of the year.

UPSS: Usual Principal and Subsidiary Status includes, besides
UPS, those available but unable to find work on a subsidiary basis,
during a year.
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CWS: Current Weekly Status. A person is unemployed if available
for but unable to find work even for one hour during there ference
week.

CDS: Current Daily Status measures unemployment in terms of
person days of unemployment of all persons in the labour force
during there ference week.

Source: T.S.Papola, 2012

2.7 SUMMARY

1. Unemployment among the industrial workers has been a feature
of labour market in both developed and developing countries.

2. The volume of employment in any occupation in a country over
any a period may be defined as the number of man-hours of
work performed during that period.

3. There are different kinds of unemployment. The causes of
unemployment differ in the developed and developing countries.

4. Frictional Unemployment is that type of unemployment which is
caused by industrial friction.

5. Structural Unemployment is that type of unemployment which
arises owing to structural changes in the economy of a country.

6. Unemployment associated with fluctuations in business activity
or existence of business cycle is called cyclical unemployment.

7. Voluntary Unemployment may be defined as the unemployment
which results from the voluntary withdrawals of some persons
from employment.

8. Visible unemployment is a simple concept and for all practical
purposes, signifies the total absence of jobs for certain workers
for some period.

9. Full employment is defined as the level of unemployment at
which any increase in aggregate demand will cause no further
reductions in unemployment.

10.Full employment may co-exist with frictional, cyclical and
seasonal unemployment.
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11.The National Employment Policy of India recognizes the
challenge of employment generation especially employment
generation with good quality and remunerative in nature.

2.8 QUESTIONS

1. Explain the concept of unemployment in the developed and
underdeveloped countries.

2. What are different types of unemployment?

3. Discuss the features of employment generation policies in India.

������
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3

HUMAN CAPITAL THEORY

Unit structure :
3.0 Objectives

3.1 Introduction

3.2 Quality of Labour

3.3 Investment in Education

3.4 Mobility of Labour

3.5 Labour Migration

3.6 Summary

3.7 Questions

3.0 OBJECTIVES

� To understand the concept of human capital
� To analyse model of human capital theory
� To discuss various aspects of investment in education
� To understand implications of human capital investment in

migration of labour

3.1 INTRODUCTION

Some activities influence the future wellbeing of workers.
According to Becker, investing in the activities that influence future
incomes through imbedding of resources in people is called
investing in human capital. There are many ways to invest in
human capital

� On the job training
� Schooling
� Vitamin consumption
� Acquiring information about an economic system

All these activities differ in their impact on earnings, amount
of investment, extent to which there is a connection between
investment and return. But one common thing about all these
activities is that they improve physical and mental abilities of people
and thereby raise future income prospects.
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Over years, it has been observed that the factors other than
availability of physical resources play important role in determining
the level of wellbeing of people or a country. These factors include
less tangible resources like knowledge possessed or education,
skill acquired or training or health, etc. In this unit, we will focus on
the impact of human capital investment in education, training and
migration.

3.2 QUALITY OF LABOUR

Workers undertake three kinds of labour market investment:-
1. Education and Training
2. Migration
3. Search for a new job

All the three involve initial cost in the hope and expectation
that they will gain in future. Such an investment is called as
investment in human capital. Here, the workers embody a set of
skills in themselves which can be rented out to the employers.
Knowledge and skills that workers get by investing in education and
training help them generating a stock of human capital whereas
migration and job search increase the value of capital. Society’s
total wealth includes human and non-human capital. Human capital
includes expenditure on education, training and migration. Non-
human capital includes expenditure on building, machinery,
equipment, etc.

Investment in human capital and particularly on education
and training takes place in three stages.

1. During early childhood – When generally parents resources
and guidance are used to acquire knowledge in basic
language, mathematical skills and attitude towards learning.

2. During teenage – it includes the acquisition of knowledge
and skill at the high school or vocational training.

3. After entering into job market – here workers may decide to
add to their human capital on the part-time basis, through on
the job training or by participating in short-term training
programmes.

3.2.1 Human Capital Investment – The basic model
Like any other investment, an investment in human capital

involves current cost for the benefits in future. The costs involve
three categories:-

1. Out of pocket or direct expenses which include tuition fees,
expenditure on books and other requirements

2. Foregone earnings which a person would have earned
during the training period.

3. Psychological losses because learning is often difficult and
tedious.
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Expected future returns may be in the form of increased
earnings, more job satisfaction at higher posts, etc. In order to
calculate the future benefits of current investment, progressive
discounting has to be done. This is mainly because people
generally prefer to consume benefits earlier as one is sure of
enjoying such consumption now. But at the same time, if they plan
to postpone the consumption and invest their benefits, they will
discount future receipts to some extent.
The present value of future benefits can be calculated as follows:-

Present value 31 2 n
2 3 n

BB B B
B .... .. .

1 r (1 r) (1 r) (1 r)
� � � � �
� � � �

� � � � � � �� ��

Where r discount rate
B Yearly benefits
N number of years

We can adopt the same formula to human capital model to
calculate future benefits of investment in human capital over time.
These benefits are compared with the investment cost (C) in the
current period. For example if one needs to make a decision
whether to go for additional education or not, such a decision will
be attractive only if the present value of future benefits exceeds
costs. This is shown below:-

31 2 n
2 3 n

BB B B
B .... .. . Cost

1 r (1 r) (1 r) (1 r)
� � � � � �
� � � �

� � � � � � �� �� �

The implication of the above formula is very obvious. People
will make additional investment in human capital – say education,
as long as the conditions in the formula are met. That is as long as
benefits from additional investment are higher than the costs. As
soon as the benefits are either equal to or less than the additional
costs, people will stop such investment.

Following diagram depicts the implications of human capital model
expressed using the formula (2).

MC1

MC

MB

O HC1 HC*
Units of Human Capital (HC) Figure 3.1(a)
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MC

MB
MB2

O HC2 HC*

Units of Human Capital (HC)
Figure 3.1(b)

The figure explains human capital decisions in terms of
marginal cost (cost of additional investment in human capital) and
marginal benefits (benefits from every additional investment in
human capital). As seen earlier, the marginal cost for each
additional unit of human capital would include the tuition fee,
forgone earnings and psychological costs. Such costs are assumed
to be constant and hence the marginal cost curve is parallel to X-
Axis. Present value of marginal benefits is shown as falling with
every additional investment in human capital. (say every additional
year of schooling). This is because every additional year of
schooling implies a fewer years over which benefits can be
enjoyed. Equilibrium ( or utility maximisation for the investor) will be
at a point where MC = MB.

MC’ indicates a situation where for a human capital investor
the cost of additional schooling is higher. Say for example, for a
person, with a dislike for schooling, one additional year of schooling
would mean higher marginal psychic cost (MC1) in the panel ‘a’ of a
diagram. Such a person may acquire lower levels of human capital
(HC1). Similarly, as shown in the panel (b) of the diagram, people
who expect less marginal benefits (MB2) from say additional
schooling, would invest less in human capital (HC2).

3.3 INVESTMENT IN EDUCATION

People invest in education because they believe that
additional schooling would make them better off or would make
them better off or would increase their living standards. It was noted
earlier that additional years of schooling involve two types of costs
for the investor.



32

1. Monetary cost – for tuition fee, books, etc.
2. Psychic cost – toil and trouble of additional schooling.

Also it is noted that additional benefits from schooling are in
the form of increased future earnings. A person would invest in
education when he expects his earnings to rise with every
additional year of schooling.

Following diagram depicts a situation in which a human
capital investor has two choices:-

1. Taking up stream A of schooling where earnings begin at very
early stage (at the age of 18 years)

2. Taking up stream B of schooling where earnings begin at a later
stage (at the age of 18 years) and there is an additional cost
involved in schooling.

Earnings
(dollars) Earnings

Stream B
Gross Benefits

Earnings
Stream A

A
Foregone
Earnings

O
18 22 Age of Worker
Tuition,
Books

B

Cost
Outlays
(dollars)

Figure 3.2

The earnings curve of stream A begins immediately but does
not rise much. The earnings curve of stream B is negative in the
beginning (due to additional cost of schooling) and then it rises
above the earnings curve of stream A. the basic points to be noted
from the discussion so far and the diagram above are as follows:-
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1. Those who value present period more than the future period
would go for stream A and spend less on education. But those
who are future oriented would invest more in schooling. The
present oriented people would have very high discount rate ® in
the equations (1) and (2) and hence for such a person, benefits
of schooling would be smaller.

2. Most of those who would invest in schooling would be young.
Younger people have larger present value for future benefits on
investment in education simply because they have more years
with them to enjoy these benefits. That is the reason why the
younger people are likely to invest more in schooling and
training than the older people.

3. Investment in education would be inversely related to cost of
schooling. That is, if the tuition fees are high (other things
remaining the same), investment in education would be low.

4. Higher the gap between the earnings of high school educated
and college educated, more will be an investment in education.
Earning differentials are important determinant of investment in
schooling. Human capital theory predicts that the demand for
education is positively related to the increases in lifetime
earnings that occur due to college education. And hence, if the
average earning differentials between college graduates and
high school graduates decline, the demand for college
education would also decline.

More recently, the importance of friends, ethnic affiliation and
neighbourhoods have become important in the decision making
regarding human capital investment. The educational and
occupational choices of friends appear to have a significant
effect on an individual’s human capital investment. This may be
because the experiences of others may be considered as useful
in the environment of uncertainty regarding the future benefits of
any human capital investment or investment in college
education.

3.4 MOBILITY OF LABOUR

Human capital theory explained in the earlier section can be
further used to explain the concept and importance of mobility or
labour and migration. Mobility of worker implies a free movement of
workers among the employers. The flow of workers from low-paid
jobs to high paid jobs ensures that the low paying firms would have
to pay more. Mobility involves costs to the workers also. The
workers need to get information about the jobs existing elsewhere.
They have to leave their friends and sometimes families to take up
a new job, especially if it is in the different geographical area. At a
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new place of work they would have many monetary as well as
psychic costs. Hence the same model of costs and future benefits
can be applied to explain the decisions about migration.
Accordingly, if the present value of benefits associated with mobility
exceeds the costs (both monetary and psychic), then people would
decide to change jobs. And if the discounted flow of future benefits
is not as large as costs, then the people would decide against the
change in jobs.

Present value of net benefits =
� �
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t
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Where Bjt = utility derived from new job (j) in the year t.
Bot = utility derived from old job in year t
T = length of time expects to work at job j.
r = rate of discount
C = direct and psychic costs
�������������	�
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It is obvious that the higher the utility derived from a new job

as compared to the old job, more will be the mobility of workers.

3.5 LABOUR MIGRATION

The mature of labour migration may be analysed further with
help of following three points

1. The direction of migration
2. Personal characteristics of the migrants
3. Returns on investment in migration.

3.5.1 The direction of migration
According to human capital theory, migrants would flow from

the areas of low earnings to the areas of high earning possibilities.
The chances of obtaining work or a job in new area also would
affect the decision about migration towards that area.

3.5.2 Personal characteristics of the migrants
The age and level of education of migrants play very

important role in determining the flow of migration. Generally, the
mobility among workers is at peak at the age group 20-24. This
may be mainly because of the following:

� Younger the migrant is, greater the potential returns are on
any human capital investment.

� Psychic costs of migrants (loss of friends, community ties,
ties with surrounding areas) are less in case of young migrant
workers. But when one grows older, their community ties are



35

stronger and hence the losses associated with leaving current job
and migrating to a new job are more.

Level of education also determines the extent of migration.
Generally more education makes one more likely to move. This is
because, the jobs are advertised in national newspapers, recruits
from all over visit the college campuses. Hence more educated
people have more chances of getting job after migration.

Distance is another important determinant of migration. The
migration cost rises with distance. Getting information about the
opportunities becomes expensive with increased distance and
money cost of transportation to move up and down between the
new job and the area of settlement increases.

3.5.3 Returns on investment in migration
There is a wide literature on the determinants of human

capital investments. Theories on the investments in education go
back to the by work of Becker[1964] and Mincer [1974], arguing
that the decision of investing in human capital depends on the
gains and costs associated with human capital investments. The
gains are the improvements in terms of labour market performance
and the costs are direct (tuition, fees) and indirect (foregone
earnings). The improvements in terms of labour market
performance are usually may be due to - higher earnings (due to
the higher productivity) and higher employability. There is a
literature showing that migration opportunities stimulate
investments in education. It may be possible that the returns to
private investments in human capital depend on the average level
of human capital of the country in which the worker is working.
Hence, in poor countries, the level of human capital is low and so
are the returns to human capital investments. The opening of these
countries to migration towards countries with higher levels of
human capital stimulates investments in education.

3.6 SUMMARY

1. In the recent years, importance of investment in human capital
vis-à-vis an investment in physical capital is clearly emphasized.

2. Investment in human capital may involve an investment in
education, training, health, migration, etc.

3. Human capital investment, like any other investment involves
current expenditure for future earnings.

4. Schooling is an important form of human capital investment that
tends to increase future earnings and employability of a worker.
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5. Returns on investment in human capital are compared with the
cost of investment before taking a decision regarding
investment.

3.7 QUESTIONS

1. Explain the basic model of human capital investment with the
help of which an investor can take a right decision about the
possible investment.

2. What are the determinants of investment in education?
3. Does labour mobility involve an investment in human capital?

Substantiate your answer.

������
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4

Module 2
DEMAND FOR LABOUR

Unit structure:
4.0 Objectives

4.1 Introduction

4.2 Types of labour Market

4.3 Product and Labour Market

4.4 Theories of Labour Demand

� Short Run
� Long Run

4.5 Determinants of Labour Demand

4.6 Summary

4.7 Questions

4.0 OBJECTIVES

� To understand features of labour market in India
� To analyse demand for labour
� To understand short run and long run theories of labour demand
� To discuss the determinants of labour Demand.

4.1 INTRODUCTION

In economics, labour is a measure of the work done by
human beings. It is conventionally contrasted with such other
factors of production as land and capital. Labour economics seeks
to understand the functioning and dynamics of the markets for
labour. Labour markets function through the interaction of workers
and employers. Labour economics looks at the suppliers of labour
services (workers), the demands of labour services (employers),
and attempts to understand the resulting pattern of wages,
employment, and income.

The labour in India consists of about 487 million workers, the
second largest after China. In 2011, India had about 487 million
workers compared to China's 795 million and United States' 154
million.
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The labour market is like other markets in that a commodity
(labour services) is bought and sold. It differs from most product
markets in several important ways. Among these differences are:

� labour services are rented, not sold,
� labour productivity is affected by pay and working conditions,

and
� The suppliers of labour care about the way in which the

labour is used.

Labour demand is a derived demand; that is, hiring labour is
not desired for its own sake but rather because it aids in producing
output, which contributes to an employer's revenue and hence
profits. The demand for an additional amount of labour depends on
the Marginal Revenue Product (MRP) and the marginal cost (MC)
of the worker. The MRP is calculated by multiplying the price of the
end product or service by the Marginal Physical Product of the
worker. If the MRP is greater than a firm's Marginal Cost, then the
firm will employ the worker since doing so will increase profit. The
firm only employs however up to the point where MRP=MC, and not
beyond, in economic theory.

4.2 TYPES OF LABOUR MARKET

In labour markets, labour is supplied by households and
demanded by firms Labour Market in India can be classified into
following types :

1) A national labour market is one in which most job search by
employers and firms takes place on a national level. The
markets for college professors, top management positions in
large corporations, and similar occupations are national labour
markets.

2) Most job search takes place at a local level in a local labour
market. Secretaries, carpenters, truck drivers, electricians, and
lathe operators are employed through local labour markets. A
national labour market exists only when there are few
employers and employees in most geographical regions. Local
labour markets exist when there are many employers and
employees in most geographical regions.

3) An internal labour market is said to exist within a firm if the
firm fills higher level positions in the firm primarily by promotion
from within the firm

4) Jobs in the primary labour market are characterized by high
wages and stable employment relationships. Examples of jobs
in the primary labour market include: accountant, lawyer,
teacher, carpenter, and plumber.
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5) Workers employed in the secondary labour market receive low
wages and experience unstable employment relationships.
Workers in fast-food restaurants, gas station attendants,
dishwashers, janitors, etc. are employed in the secondary
labour market.

4.3 PRODUCT AND LABOUR MARKETS

We often make a distinction between product and labour
markets.

Product markets are where businesses and consumers meet
to buy and sell the output of goods and services produced by an
economy.

The labour market provides a means by which employers
find the labour they need, whilst millions of individuals offer their
labour services in different occupations. A simplified set of
relationships is shown in the flow chart below.

Figure 4.1
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4.4 THEORIES OF LABOUR DEMAND

4.4.1 Short Run Demand for Labour :

Marginal revenue product of labour

Marginal revenue productivity of labour (MRPL) is a theory of
the demand for labour and market wage determination where
workers are assumed to be paid the value of their marginal revenue
product to the business.

Marginal Revenue Product (MRPL) measures the change in total
revenue for a firm from selling the output produced by additional
workers employed.

MRPL = Marginal Physical Product x Price of Output per unit

o Marginal physical product is the change in output resulting
from employing one extra worker

o The price of output is determined in the product market – in
other words, the price that the firm can get in the market for
the output that they have produced

A simple numerical example of marginal revenue product is shown
in the next table:

Labour Capital
(K)

Output
(Q)

MPP price
(Rs.)

MRP = MPP
x P (Rs.)

0 5 0 5

1 5 30 30 5 150

2 5 70 40 5 200

3 5 120 50 5 250

4 5 180 60 5 300

5 5 270 90 5 450

6 5 330 60 5 300

7 5 370 40 5 200

8 5 400 30 5 150

9 5 420 20 5 100

10 5 430 10 5 50

We are assuming in this example that the firm is operating in
a perfectly competitive market such that the demand curve for its
output is perfectly elastic at Rs. 5 per unit. Marginal revenue
product follows directly the behaviour of marginal physical product.
Initially as more workers are added to a fixed amount of capital, the
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marginal product is assumed to rise. However beyond the 5th
worker employed, extra units of labour lead to diminishing returns.
As marginal physical product falls, so too does marginal revenue
product.

The story is different is the firm is operating in an imperfectly
competitive market where the demand curve for its product is
downward sloping. In the next numerical example we see that as
output increases, the firm may have to accept a lower price. This
has an impact on the marginal revenue product of employing extra
units of labour.

Labour Capital
(K)

Output
(Q)

MPP price
(Rs.)

MRP = MPP
x P (Rs.)

0 5 0 10.0

1 5 25 25 9.60 240

2 5 60 35 9.00 315

3 5 100 40 8.70 348

4 5 150 50 8.20 410

5 5 210 60 7.90 474

6 5 280 70 7.70 539

7 5 360 80 7.00 560

8 5 430 70 6.80 476

9 5 450 20 6.50 130

10 5 460 10 6.00 60

MRP theory suggests that wage differentials result from
differences in labour productivity and the value of the output that
the labour input produces. The MRP theory outlined below is based
on the assumption of a perfectly competitive labour market and
rests on a number of key assumptions that realistically are unlikely
to exist in the real world. Most of our labour markets are imperfect –
this is one of the many reasons for the existence and persistence of
large earnings differentials between occupations which we explore
a little later on.

The main assumptions of the marginal revenue productivity
theory of the demand for labour are:

o Workers are homogeneous in terms of their ability and
productivity

o Firms have no buying power when demanding workers (i.e.
they have no monopsony power)

o Trade unions have no impact on the available labour supply
(the possible impact on unions on wage determination is
considered later)
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o The physical productivity of each worker can be
accurately and objectively measured and the market value of
the output produced by the labour force can be calculated

o The industry supply of labour is assumed to be perfectly
elastic. Workers are occupationally and geographically
mobile and can be hired at a constant wage rate

The profit maximising level of employment

The profit maximising level of employment occurs when a
firm hires workers up to the point where the marginal cost of
employing an extra worker equals the marginal revenue product of
labour. This is shown in the labour demand diagram shown below.

Figure 4.2

Shifts in the labour demand curve

Marginal revenue productivity of labour will increase when there is

o An increase in labour productivity (MPP) e.g. arising from
improvements in the quality of the labour force through
training, better capital inputs, or better management.

o A higher demand for the final product which increases the
price of output so firms hire extra workers and thus demand
for labour increases, shifting the labour demand curve to the
right.

o The price of a substitute input e.g. capital rises – this
makes employing labour more attractive to the employer
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assuming that there has been no change in the relative
productivity of labour over capital

The next diagram shows how this causes an outward shift in
the labour demand curve. For a given wage rate W1, a profit
maximising firm will employ more workers. Total employment in the
market will rise.

Figure 4.3

4.4.2 Long Run Demand for Labour :

The Long-run Demand for Labour

� in the long run, the profit-maximizing firm can vary the inputs of
both labour (L) and capital (K)

o we assume that there are diminishing marginal returns to
adding more units of K (holding L constant) and to adding
more units of L (holding K constant)

� we assume that the first derivatives of Q = f(L, K) are
positive and the second derivatives are negative

� an iso-quant-iso-cost diagram can be used [i] to determine the
optimal combination of L and K and [ii] to derive the demand for
labour when K is a variable input into the production process

Isoquants

� each iso-quant depicts the various combinations of L and K
which can be used to produce a particular level of output,
say Qo in Figure 4.4
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� iso-quants depicting larger quantities of output (such as Q1 in
Figure 4.4) will be further from the origin (they require
greater quantities of inputs)

Figure 4.4
� the shape of the isoquant reflects the technological

possibilities for substituting L and K in the production
process

� isoquants are convex to the origin

� the slope of the isoquant is equal to MPL/MPK, where MPL
is the marginal product of labour and MPK is the marginal
product of capital

� given diminishing returns to hiring each factor, the slope of
the isoquant exhibits a diminishing marginal rate of technical
substitution between L and K

� larger and larger amounts of L must be substituted for each
unit of K as the amount of K used in the production process
decreases

Iso-cost Lines

� assume that factor prices are given: 'W' is the wage paid to
labour and 'r' is the implicit (rental) cost of using capital

� for a given COST outlay, a firm can purchase different
quantities of L and K according to the following equation:

COST = WL + rK,

� an iso-cost line depicts the various quantities of L and K
which can be purchased for a particular COST outlay
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� re-arranging the COST equation produces the following
equation for an iso-cost line:K = COST/r – (W/r)L

� as shown in Figure 4.4, the slope of the solid iso-cost line is
– (W/r), the horizontal intercept is COST/W and the vertical
intercept is COST/r

� the greater the COST outlay, the further the iso-cost line will
be from the origin (more of both L and K can be purchased)

In Figure 4.4, the dashed iso-cost line has a higher cost
outlay than the solid iso-cost line; the dashed iso-cost line is
parallel to the solid iso-cost line (both iso-cost lines have slope –
W/r)

The Optimal Quantities of L and K

� a profit-maximizing firm will choose the least cost
combination of L and K to produce a particular level of
output, such as Qo

� the least cost factor input combination will be determined by
the tangency of an iso-cost line with the Qo iso-quant the
closer the iso-cost line to the origin, the smaller the cost

� as shown in Figure 4.4, the optimal tangency position is
given by point Eo given factor prices (W, r), the optimal
combination of inputs to produce Qo is Lo and Ko

� at this optimal tangency point, the slope (W/r) of the iso-cost
line is equal to the MPL/MPK slope of the iso-quant the ratio
of factor marginal products is equal to relative factor prices;
the firm's internal rate of factor substitution is equal to the
rate at which the factors can be substituted in the market
place

To summarize, in the short run the firm hires labour up to the
point where the VMPL (of MRPL) is equal to the wage rate and in
the long run the firm hires labour up to the point where the relative
value of the MPL (in terms of the MPK) is equal to the relative price
of labour (W/r)

Deriving the Long-run Demand for Labour

� as illustrated in Figure 4.5, the long-run demand for labour
can be derived by determining the optimal combination of L
and K for different wage rates, holding the cost of capital (r)
constant
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Figure 4.5
Given a wage rate Wo the firm maximizes profits at point A in

the upper diagram, the GF iso-cost line (with slope Wo/r) is tangent
to the Qa isoquant at point A the firm uses La units of labour and Ka
units of capital to produce Qa units of output in the lower diagram, in
the long run the firm hires La unit of labour when the wage rate is
Wo; point A is one point on the long-run demand for labour

Now suppose that the wage rate increases to W1 the GF iso-
cost line will rotate inwards to the dashed line GH (the horizontal
intercept COST/W1 is now located closer to the origin) and the new
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set of dashed iso-cost lines will be steeper (with slope W1/r) an
increase in the wage rate also shifts firms' marginal cost curves
upwards, resulting in higher output prices and a lower level of
output demanded (say Qb) in the product market

As discussed below, the reduction in output depends on the
price elasticity of the product demand curve

The firm now minimizes costs at point B in the upper
diagram of Figure 4.6, where a dashed iso-cost line with slope W1/r
is tangent to the lower Qb iso-quant the increase in wage rates from
Wo to W1 has resulted in a decrease in the amount of labour (from
La to Lb) and an increase in the amount of capital (from Ka to Kb)
used in the production process in the lower diagram, the firm hires
Lb units of labour when the wage rate is W1 (holding the cost of
capital constant) point B is a second point on the long-run demand
for labour an increase in the wage rate (from Wo to W1 in Figure 5)
reduces the long-run demand for labour (from La to Lb) the
reduction in the demand for labour from an increase in wage rates
can be broken down into a substitution effect and a scale effect.

The substitution effect measures the effect of a change in an
input price on the amount of inputs used to produce a given output
level (say Qa) in Figure 4.6 the pure substitution effect from an
increase in the wage rate from Wo to W1 is represented by the
movement from point A to C to produce the same output level Qa at
the higher wage rate W1, the profit-maximizing firm will use less
labour (Lc) and more capital an increase in wage rates from Wo to
W1 has a pure (output constant) substitution effect equal to La
minus Lc the scale effect measures the effect of a change in output
levels (the scale of operation) on the amount of inputs used,
holding input prices constant

In Figure 4.5 the scale effect is represented by the
movement from point C to B holding input prices constant, a
reduction in output from Qa to Qb results in less labour (Lb) and less
capital used in the production process an increase in wage rates
from Wo to W1 has a scale effect equal to Lc minus Lb both the
substitution and scale effects reduce the quantity of labour
demanded when the wage rate increases; the long-run labour
demand curve unambiguously slopes down.

Since there is no substitution effect possible in the short run
(with a fixed capital stock), the short-run demand for labour will be
steeper than the long-run demand for labour in the long run, the
firm can respond to an increase in wage rates by substituting
capital for labour and thus the long-run effect on the quantity of
labour demanded for a given change in the wage rate will be larger
than the short-run effect.
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4.5 DETERMINANTS OF LABOUR DEMAND

1. Product demand - As seen earlier, the demand for labour is
derived demand. It depends on the demand for product for
which the labour is used. For example, if the demand for
automobiles rises, the demand for labour in the automobile
industry will go up. So, in other words, changes in the product
demand will change the price of the product and hence the
marginal revenue product of the labour will change and hence
the demand for labour will change.

2. Productivity – an increase in the marginal productivity of labour
will increase the demand for labour (if the price of product
remains unchanged). Conversely, a fall in marginal product will
bring about a fall in the demand for labour.

3. Prices of other inputs – if the price of substitute to labour
rises, the demand for labour will increase and if the price of
substitute input falls, the demand for labour will fall (other things
remaining the same). For instance, if use of machines for a
particular production process becomes cheaper, the demand for
labour for that product will fall.

4. Number of firms – generally an increase in the number of firms
or employers leads to an increase in demand for labour. For
example, if the number of educational institutions increases, the
demand for teachers will go up.

4.6 SUMMARY

1. Labour economics aims at understanding functioning and
dynamics of labour market.

2. Labour market has certain distinct characteristics and hence it
is different from other types of market.

3. Demand for labour is a derived demand.

4. There are different components of labour market.

5. There are two major variants of theories of demand for labour
– short run theory of labour demand and long run theory of
demand for labour.

6. Marginal revenue productivity theory of labour is a short-run
explanation of demand for labour.

7. Long run demand for labour is explained with the help of
isoquants.

8. There are many factors influencing the demand for labour.



49

4.7 QUESTIONS

Q.1 Explain the concept of demand for labour. State how the
demand for labour is different from any other demand.

Q.2 Explain the nature of demand for labour in the short as well
as long run.

Q.3 Discuss the factors influencing the demand for labour.

��

�����
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5

GLOBALISATION AND ITS IMPACT ON
LABOUR MARKET

Unit structure :
5.0 Objectives

5.1 Introduction

5.2 Technological Change – Three Transformational Stage

5.3 Libralisation and Labour Market

� Technological Change and Employment
� Impact on Skill Profile
� Impact On Wages
� Worker Acceptance

5.4 Labour Demand Outsourcing

5.5 Summary

5.6 Questions

5.0 OBJECTIVES

� To understand impact of technological change on labour
� To analyse mechanisation, automation, new technology for

labour market
� To find out the impact of globalisation on workers
� To understand the determinants of labour Demand.

5.1 INTRODUCTION

This unit provides an overview of the consequences of
technology change on employment relationship in India. New
technologies opened up employment opportunities in new and
emerging sectors. Skills needed have undergone a change from
that of manual dexterity and physical strength to those of trouble
shooting and process handling. Group based incentivization and
company specific bargaining are becoming more common. Unions
no longer resist technology change but are concerned with the
implications on the number of jobs, their content and earnings. It is
also argued that subjective norms need to be considered as a
variable influencing the behavioural intentions of workers with
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respect to acceptance of technology change implications for
practice and future research directions are also discussed.

5.2 TECHNOLOGICAL CHANGE – THREE
TRANSFORMATION STAGE

The technological progress over the last century has
undergone a slow but definite transformation. This can be
categorized into three different stages viz. craftsmanship,
mechanization and automation. Each of the stages had an
influence on the nature of work and the skill level required to
perform a job. The early craftsmanship was characterized by the
worker/craftsman having control over the entire production process,
from procuring the raw materials to the finished goods. This
required end-to-end knowledge, where the worker got involved in
activities right from pitching to potential customers to delivering the
final produce/service. Each product/service could be
characteristically of the employee . This model of operation can still
be found in some of the present day service firms, what are termed
as Service Complexes and Service Shops. The second stage of
mechanization was brought about by the application of principles of
scientific management where tasks were broken down to simpler
and specialized ones for large-scale production of standard goods,
and methods of estimating errors and hence lack the inherent
human flexibility in production. Technology need not be restricted to
just technical automation but can also involve a whole package of
resources like capital, entrepreneurship and management. Further,
technology as such is not quantified but what relating to its
manifestations like a particular technique of production, productivity
of a particular input, scale economics etc.

5.2.1 Technological Change and Impact on Labour
Technological change and its impact on the work force have

become a focus of attention all over the world. The innovations
include advanced communication systems, industrial robots,
flexible manufacturing systems, computer- assisted design (CAD,
and computer-assisted manufacturing (CAM . These modern
technologies incorporate powerful and low-cost microelectronic
devices that have the potential to increase productivity in office and
factory production tasks. They share widespread appeal and are
being diffused throughout the world.

There are, however, conflicting views about the implications
of changing technology for employment. Some experts say that the
pace of technological change is accelerating and that thousands of
workers in plants and offices are affected as labour saving or
capital intensive innovations are used more widely. Other group of
experts assert that technological change is beneficial for all groups
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in our society and the changes are more evolutionary than
revolutionary in nature. This means that technology ultimately
creates more jobs than it eliminates.

The Bureau of Labour Statistics has been studying
technological change and its impact on the work force for a long
time. Assessing the impact of technology on labour force is very
complex. Technological changes are affected by and are affecting
many factors like

� changes in output,
� consumption patterns,
� international competition,

This relationship between changing technology and
employment is continuously changing and is not very clear. In the
mid-1950's, in response to concern about the implications of
developments classified under the general term "automation,"
Bureau of Labour Statistics began an intensive evaluation of the
possible effects of the diffusion of electronic computers and other
changes. To explore the impact of these emerging technologies on
productivity, employment, job skills, and labour-management
relations, the Bureau conducted a series of plant-level case studies
in industries such as petroleum refining and electronics .

More recently, about 35 industry reports, covering a cross-
section of the economy, are available describing the cases about
the impact of technology on labour. The reports include industries
such as motor vehicle manufacturing and telephone
communications where the pace of change is rapid, as well as
industries such as bakery products where change is slow.

The speed of introduction of new technology has been
increasing in many industries as these industries modernise to
reduce costs and compete more effectively in domestic and foreign
markets. The research confirms that advanced electronic
computers, robots, flexible manufacturing systems, CAD/CAM, and
technologies to increase productivity in office tasks are being
introduced more extensively in industries, such as steel, motor
vehicle manufacturing, metalworking, and banking, to name a few.
However, the pace of change varies by industry. It also varies
among plants within an industry not all have the funds or the
volume of business that would support the adoption of the latest
technologies, which often are very costly. Technological changes
are introduced in the tasks like materials handling mechanization,
larger capacity equipment, and machines with faster speeds.

In general, it is concluded from the study that relatively few
employees have been displaced because of technological change.
The introduction of new technology has also created many different
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kind of jobs particularly when the country has been stronger
economically. Moreover, investment in new technology generally
takes place during periods of economic expansion when there is
also growth in employment. Introduction of the computers has
extended the scope of activities for many industries, creating
employment opportunities. In addition, the computer led to job
opportunities in new occupations such as systems analyst,
programmer, keypunch operator, console operator, and tape
librarian. New industries to manufacture the computer and its
related equipment and furniture were formed, resulting in
employment for many workers in all types of occupations. Today,
thousands of workers also are employed in manufacturing robots,
microelectronic devices, advanced communication equipment, and
other technologies that are gaining prominence

Measures have been undertaken to facilitate the orderly
introduction of new technology. These include:

� Provide advance notice to workers affected by the new
technology

� Coordinate labour adjustment with technical planning
� Provide employees with new skills associated with modern

technology and
� Retrain those displaced for other work.

5.3 LIBERALISATION AND LABOUR MARKET

With the liberalization of Indian economy in 1991 a number
of private players started carving a major role in the economic
output and simultaneously governments both at the centre and
state levels started assuming a smaller role in running businesses .
Increased domestic and foreign competition resulting from the
economic reforms induced domestic manufacturers to improve
efficiency and bring into use advanced technologies on a larger
scale. This is supported by the fact that during the period 1991-98
there were about 3250 technical approvals in India with the top five
technical collaborators. The subsequent break down of trade
barriers, globalization, advancements in Information and
Communications Technology (ICT) and well accepted management
ideas such as TQM on quality, JIT, Computer Integrated
Manufacturing(CIM) & Lean Production(LP ) have served to
magnify the impact of technology on employment relationship
globally and India in particular.

� Technological Change and Employment
Labour employment is affected by many factors, two major

directly relevant factors are per unit labour requirement for a
product (man hours per unit ) and the total demand for the product.
It is likely that technological improvement leads to reduction in per
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unit labour requirement but at the same time because of the
increased demand made possible by the lesser cost of the
technologically advanced product, it can lead to rise in overall
demand for labour . This expected rise in demand for labour has
however not been equally true for all sectors/industries . In a study
of employment in organized manufacturing sector in India, it was
found that even though real gross value added has grown at 7 .4
percent per year during 1981-2002, employment of workers
increased only by 4 .3 and most of this growth happened in the
early part of the 90s while the latter half of 90sand early part of the
current decade have shown a reducing trend in organized
manufacturing sector employment

At the same time, employment in Organized Services sector
has been picking up in the latter half of last decade and early part
of this decade .Organized manufacturing sector seems to have
shown a sharp decline in employment post 1996 while services
have gained during this period.

As a consequence of technological modernization of banks it
was found that though there was an overall increase in
employment, this growth has been made possible by an emerging
volume of employment in previously new areas such as systems
analysts, console operators etc . In a case of technology transfer to
an Indian engineering MNC from its foreign parent company during
the period 1974-1984 ,even though the fixed capital increased by
about 400 percent.

Further even within the same industry, there seems to be a
shift in the occupational and work profile of the employees
decreased by 8 percent whereas the total employment increased
by 3to 5 percent, indicating.

A shifting of workforce from workers to supervisory and
executive squads and a corresponding shift in the skill
requirements. In an aggregate study of the organized
manufacturing sector for the period 1982-2002, it was found that
the increase in gross value added is accompanied by greater
employment of employees in the supervisory unit as against the
worker cadre. Further there has been a change in demand for the
type of employees within the same occupational group, from
operatives and labourers to professional and technical workers in
many of the industries such as Banking ,Software Services and
Textiles.

� Impact on Skill Profile
As the manufacturing and service technologies continuously

develop like in the case of just-in-time inventory ,manufacturing
cells, robotics and service quality concepts etc, there is an
increasing pressure on the organizations to the largest contributor
after agriculture to the employment providing jobs to about 21
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million people. When new types of technologically advanced looms
were introduced in textile firms, the skill requirements changed to
those of monitoring and troubleshooting of the production process
instead of directly getting involved in the production. This is
because with the introduction of new automated machinery, the
technologies are no more separate from each other and detection
of faults requires a thorough understanding of the production
process and familiarity with different equipment’s used. Hence the
skill required for the job, which previously emphasized manual
dexterity, physical strength in manual and repetitive tasks has been
taken over by the need for machine trouble shooting and process
handling skills. The roles and responsibilities of the senior workers
were more flexible in the modernized mill sand they were expected
to handle a higher number of departments compared to rigid and
specific allocations along different categories of work within
department in the non-modernized mills.

The impact of new technology on skill requirement in the
textile industry has been widely reported . Textile industry in India
has a special place with 4 percent contribution to the GDP and 12
percent of the world's textile production (GOI 2009). The cotton mill
workers account for 20 percent of the total employment in the
manufacturing sector and the textile industry introduction of new
production processes but may be related to even initiation of new
management ideas .

For instance, at the beginning of the nineties, when
Motorola started measuring workers performance against quality &
outputs instead of measuring against a time clock, it became
necessary for its workers to know their equipment and production
process, and be able to initiate any trouble shooting process
themselves which were previously not in their ambit . This required
the worker to unlearn deeply held attitudes and values when they
were just responsible for working on individual machines to those of
understanding the production process as a whole .

However, the effect of increased investment in technology
on wages has not always been positive. Study of the Indian
subsidiary of a MNC found that the wages as a proportion to value-
added remained at about twelve percent and has not changed
significantly with the introduction of new technology over the years.
Further, in a study of sixty select MNCs, found that the aggregate
rise in wages and salaries was much lower than the aggregate
increase in operational expenses, suggesting that the growth rate
of wage bills has not kept pace with investment in operations.

� Impact On Wages
The impact of technological change on wages has been

mixed. Budhwar (2003) in his study of 137 Indian firms in six
manufacturing sectors in India found that collective bargaining and
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provisions of labour laws have a significant influence in determining
the basic wages and bonuses of blue-collared employees , hence
indicating that the wages are still determined by factors not directly
related to individual/firm performance and technological change .
However, this is also sector specific . In a study by Singh & Nandini
(1999) in the software industry, it was found that technological
change does have a significant effect on salaries paid to
employees. Chakravarty (2002) in her study of spinning mill
workers found that the modernized mills required `unusual skills'
from workers compared to the traditional ones.

The impact on wages because of technology change is also
influenced by the political process .Betcherman (1991 ) argues that
there is a positive correlation between wage levels and introduction
of advanced technology but how the pie is distributed will depend
on the balance of power between the negotiating parties . In the
Canadian context, he found that skilled blue-collared workers, both
unionized and non-unionised, could bargain a higher pay compared
to those doing manual work. Further, the union' s bargaining power
was lower for technology innovators than among non-innovators .
In a similar vein, in the case of modernized textile mills in India
there is an emergence of distinct and firm specific skills which
require higher cost and time investments (Chakravarty 2002) .
Hence companies are willing to pay higher wages in these mills as
contrasted to non-modernised mills . This necessitated
decentralized bargaining in the case of modernized firms while the
non-modernised ones went in for industry wide bargaining. In the
latter case since the skills are not specific to an organization but
rather are generic to the industry they required support of the wider
political base .Nagaraj (2004) in his study of employment in
organized manufacturing sector notes that while real wages of
workers have roughly stagnated during 1981-2002, the real
emoluments of supervisors have gone up by 77 percent during the
same period indicating that the increase in wages due to
technology change has not been favourable to the workers in
general .

� Worker Acceptance
The reasons for introducing new technology vary from one

organisation to another. New production system in a plant is
brought in by the management typically in response to the change
in market conditions, which require more `efficient' technologies to
be adopted (Datta 1996). Studies have indicated that the
technological improvements/changes lead to improved productivity,
lower costs and better work environment (eg : Virmani 1990, Datta
1990) . The improvement in productivity seems to hold for varied
sectors from Heavy Electricals (Virmani 1990), Software (Singh
&Nandini 1999), Textiles (Chakravart y2002, 2006, Dhanaraj 2001)
and Banking (Datta 1990, 1996) . Studies indicate that after a time
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lag major technological changes have always induced significant
changes in the organisation processes.

The unions and the employees into confidence before
introduction of automation. This was done through a free flow of
information, education and training of employees in terms of what
computerization means and what changes it can bring in. The
transformation of Bank of Baroda from a large public sector bank
with a legacy culture to a highly customer centric, technology driven
bank through a variety of initiatives including implementation of
Core Banking solutions is credited to clear and transparent
communication with the employees (Khandelwal 2007) . Studies in
the Indian context have shown that attitudes in terms of job
satisfaction and freedom and autonomy at the work place were
found to be significantly positively relatedto technology acceptance
(Gurtoo&Tripathy 2000, Venkatachalam&Velayudhan 1999)
.Venkatachalam&Velayudhan (1999) in their study of a steel plant
found significant and positive correlation between meaningful,
interesting job and technology, indicating that new technology
introduction does have an influence on how the employees feel at
work . Unlike in the West Indian employees rarely differentiate the
work and develop a feeling of "we-ness" if policies and practices
instil among employees the feeling of `acceptance and belonging'
(Dayal1999 :220) .

5.4 LABOUR DEMAND OUTSOURCING

Outsourcing is the contracting out of a business process, which an
organization may have previously performed internally or has a new
need for, to an independent organization from which the process is
purchased back as a service. Though the practice of purchasing a
business function—instead of providing it internally—is a common
feature of any modern economy, the term outsourcing became
popular in America near the turn of the 21st century. An
outsourcing deal may also involve transfer of the employees and
assets involved to the outsourcing business partner.

The definition of outsourcing includes both foreign or
domestic contracting, which may include off shoring, described as
“a company taking a function out of their business and relocating it
to another country.”

Migration and Outsourcing :
Migration and outsourcing are the two manifestations of

trade in factor inputs: while migration includes cross-border
movement of natural persons, international outsourcing involves
cross-border movement of capital. Both immigration and
international outsourcing increase cost-efficiency of the global
production system (Murat and Paba, 2003). The labour-intensive
part of the production process is reallocated from the developed
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country to the labour abundant developing country; the developing
countries, engaged in such outsourcing contract, become a part of
the globally integrated production chain. For instance, a growing
outsourcing demand is directed towards India from different capital
abundant countries including the USA.

There are two types of outsourcing; product outsourcing and
service outsourcing. Globally while product outsourcing takes place
in engineering, automobile, textile, and chemical industries (Dubey,
2003), 3 service outsourcing takes place in communication,
information technology and information technology enabled sectors.
The developing countries through outsourcing not only expand their
market for intermediate products, but also benefit from employment
generation, profit maximisation, quality up-gradation, capacity
utilisation skill-improvisation and technology transfer.

Immigration is another way by which the pool of high-skilled
labour in developing countries is being used by developed
countries. Temporary immigration refers to the temporary
movement of persons from one country to another to provide on-
site services, when immigrants do not get the right to dwell
permanently in the host country. Developed countries encourage
such temporary immigration on account of lower wages of skilled
workers from developing countries. Employers in developed
countries also prefer temporary immigrants over permanent ones
on account of the lengthy process involved in permanent
immigration. Temporary immigration process not only provides
flexibility in the production process, but also allows such migrants
from developing countries to earn higher wages than their
counterparts in the home country.

5.5 SUMMARY

Introduction of new technology has been mandated by the
need to respond to competitive market conditions . Indian industry
has in the last couple of decades been able to proactively respond
to market demands and introduce significant changes . Co-opting
the workforce in this change has borne fruit for many companies
while some have faltered on this ground . There also is a social
cost to these change efforts and management may be best advised
to consider these aspects for the future .

5.6 QUESTIONS

1. What is the technological change in the labour market? How
does it influence workers?

2. Write a note on impact of globalisation on working class.

������
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6

Module 3

LABOUR MARKET
Unit Structure :
6.0 Objectives

6.1 Introduction

6.2 Different Concept of Wages

6.3 Theories of Wages

6.4 Wage Differentials

6.5 Summary

6.6 Questions

6.0 OBJECTIVES

� To understand the importance of wages in the process of

production.

� To define and understand different concepts related to wages.

� Evaluate different versions of theories of wage determination.

� Analyse types of wage differentials and their causes

� To throw light on wage differentials in India

6.1 INTRODUCTION

The issue of wages is considered to be important not only for

raising the standard of living of workers’ class but also as a tool to

raise production. The economic wellbeing of a worker, their

efficiency, standard of living, the wage cost as a part of cost of

production and the competitive strength of an industry, is all

dependent on the wage-structure. So the problem of wages has all

economic, social and political implications. Wages are looked upon

differently by different segments of society.

1. Workers and trade unions look at wages as income and not as a

price of labour.

2. Management looks at wages as an item of cost and according

to them. profit is greatly dependent on the existing wage rate.
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3. For community, low wages may be uneconomical in the sense

of social cost. That means, low wages may lead many social

evils like industrial sickness, reduced efficiency of workers, slum

dwellings, etc.

4. For an economy, wages like price of any commodity must

perform the function of allocation of labour among different

industries.

The term wages is the price paid for the services rendered

by the labour in the process of production. Relative wages in

different industries are the important determinants of allocation of

labour in different sectors. Wages are important in many ways as

they affect many macroeconomic variables in the economy like

savings, consumption, employment and price level.

Theory of wages has evolved through last two to three

centuries and it has undergone different stages of development

reflecting the changes in economic and social conditions of different

periods of time. A historical review of the wage theories

distinguishes three broad divisions:-

i. The classical period (1870s)

ii. Marginal Productivity Theory of Wages (period of great

depression- 1930s)

iii. Contemporary wage theory in the recent years

In this unit, we will first define and understand all the

concepts related to wages and wage determination. Then we will

evaluate various wage theories, then we will understand the

process of wage determination in competitive and non-competitive

markets, we will understand the concept and types of wage

differentials and finally we will explain the wage differentials in

India.

6.2 DIFFERENT CONCEPTS OF WAGES

At the outset, it is important to distinguish between real and

nominal wages. Nominal wages are in terms of money and real

wages are the wages in terms of goods and services that can be

bought with the help of wages. According to Adam Smith, “the

labourer is rich or poor, is well or ill-rewarded, in proportion to the

real and not to the nominal price of his labour”.

Living wage is that level of wages which provides not just the

bare minimum standard of living but also allows the labourer and
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his family some comforts like children’s education, good health

essential social requirements and some insurance against

unforeseen events. The fair wage implies that level of wages is

higher than the minimum wage and lower than fair wages. Minimum

wage is defined as that level which ensures bare subsistence level

of life and also provides some measure of education, medical

requirements and amenities.

6.3 THEORIES OF WAGES

i. Subsistence theory of wages

The main principle of the subsistence theory of wages is that

the labourer should be paid wages just sufficient to maintain

minimum standard of living for him and his family. If they are paid

more than minimum, their families will become bigger and hence

the supply of labour will go up in the next generation. For

mercantilists, subsistence amount of wages for labourer was to

allow traders and manufacturers to accumulate gold and silver. This

was because the aggregate amount of precious metal was believed

to be an indicator of richness of a country.

Both Adam Smith and Ricardo advocated the doctrine of

subsistence wages by restating that the natural price of labour is

that price which is necessary to enable the labourer to subsist or

maintain minimum standard of living and to perpetuate their race

without either increase or decrease. According to Adam Smith, “Full

value of any commodity … to the person who possesses it and who

means not to use or consume it himself, but to exchange it for the

other commodities, is equal to the quantity of labour which it

enables him to purchase or command. Labour, therefore, is the real

measure of exchangeable value of all commodities… labour was

the first price, the original purchase money that was paid for all

things”. According to him, masters, who enjoy better position, keep

wages down to the minimum possible level. Minimum level is that

“in order to bring up a family the labour of husband and wife

together more than what is precisely necessary for their own

maintenance.”

To further develop subsistence theory of wages, David

Ricardo wrote, “the natural price of labour is that price which is

necessary to enable the labourers, one with another to subsist and

perpetuate their race without either increase or diminution”.

According to this theory, wages were supposed to be settled at that
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level, just sufficient to maintain the workers and his family at

minimum subsistence. If wages rise above that level, workers are

encouraged to marry and have larger families. The larger the

supply of labour, the lower are the wages. If wages fall below

subsistence level, the marriages and births are discouraged, labour

supply goes down and wages come back to the level of

subsistence.

It was the subsistence theory of wages that made economics

a dismal science. The theory was criticised on many grounds: -

1. Population is not indefinitely elastic to amount of wages.

2. Trade union activities do not allow wages to remain at

subsistence.

3. Higher wages may increase standard of living and this may

infact reduce the birth rates, reduce the size of families and

not increase as postulated by the theory.

4. It ignores the demand side of the market.

ii. Residual Claimant Theory of Wages

This theory was put forward by American economist, Walker.

The process of production is carried on by four factors of production

– land, labour, capital and organisation – and each of them get their

rewards in the form of rent, wages, interest and profit respectively.

According to Walker, rent, interest and profit were determined by

some definite laws but wages are not determined in that way.

Whatever remains after the payment to land, capital and

organisation, is paid as wages to the labourer. In other words, the

residual is paid to the labourer.

iii. Wage Fund Theory

Wage Fund Theory was put forward by J.S.Mill. In his book

“Principles of Political Economy”. He stated that wages depend

upon the relationship between supply of population and the capital

available to employ workers. In his words, “Wages depend on

relative amount of capital and population.” By population, he meant

the number of people ready to work and by capital he meant the

amount to be used for the payment of wages. Accordingly, wage

level is determined by dividing total wage fund by the number of

workers. The wage fund depends upon the demand for labour and

number of workers is determined by labour supply. Wage fund

consists of those goods which are the means of subsistence for the
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labourer. Wage fund may also be defined as the part of working

capital that the capitalists have kept for the payment of wages.

According to the wage fund theory, demand for and supply

of labour will determine wage rate in the market. If actual wage rate

is higher than the one indicated by the wage fund analysis, there

will be unemployment in the economy. In other words, if wage rate

is higher, the number of workers that can be employed, given the

wage fund, would be less. Thus wages cannot rise unless either the

wage fund increases or the supply of workers decreases.

Main criticism against this theory was that it ignores the

possibility of increased wages accruing from greater productivity of

workers.

iv. Marginal Productivity Theory of Wages

Marginal Productivity Theory of wages is one of the oldest

explanations for the determination of wages. It is also the most

generally accepted theory of wage determination. According to J.B.

Say, the most important proponent of this theory, wages paid to the

workers are equal to additional contribution to production from the

last worker employed. That means, wages are related to the

marginal productivity of labour. Produce of labour as a determinant

of wage rate can be traced back to Adam Smith’s writings. Since

then, efforts were made to bring marginal utility analysis in the

wage determination. The marginal productivity theory of wages is

based on many assumptions such as:-

i. Homogeneity of labour

ii. Mobility of factors of production

iii. Existence of perfect competition

iv. Law of diminishing marginal returns

v. Possibility of substitution of factors of production for each

other

As per the theory, employers go on hiring the workers till the

marginal revenue from the worker is higher than the cost of

employing the additional workers. They will stop hiring the workers

at that point where MC = MR i.e. the payment to the workers

(marginal cost) is just equal to the amount of value added by the

last worker of the firm (marginal revenue). Hence all the workers

get wages equal to the productivity of the last worker employed.
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Some of the limitations of the theory are – due to lack of

perfect mobility of labour, workers of the same skill and efficiency,

may not receive the same level of wages at two different places,

productivity of workers is determined by many factors like quality of

capital, efficiency of management, productivity is also a function of

wages.

v. Exploitation Theory of Wages

A wage theory put forward by Karl Marx is known as

Exploitation Theory of Wages. According to this theory, labour was

considered to be the only productive factor of production as the

value of a commodity was determined by the amount of labour

used in production of that commodity. Hence anything that was

retained by others (say profit or interest) in the process of

production was a surplus. A surplus would be created as a result of

exploitation of working class, according to Karl Marx.

vi. Demand and Supply Theory of Wages

In perfectly competitive free market, wages will be

determined on the basis of demand for and supply of labour.

Demand for labour basically depends upon demand for a good or

service that is produced with the help of labour. But at the same

time, demand for labour and wages workers receive is also

influenced by the government policy towards the workers. Social

security measures like minimum wages act, pension schemes,

retirement benefits, safety requirements at work, rules and

regulations about working conditions, greatly influence the demand

for labour. A downward-sloping demand curve clearly indicates that

when the wage rate is high, demand for labour is low. It implies

from the statement that any government policy decision taken in

favour of labour will lead to increase in the cost of employing the

workers and hencethe employment level will come down. It is

therefore, very essential to understand the economic theory behind

labour demand, characteristics of labour demand curves and

various factors influencing the demand for labour.

Supply of labour, on the other hand, is determined by the

labour force participation rate. It is positively related to the wage

rate. Wage rate is an opportunity cost of leisure. Through the price

mechanism, supply is brought in equality with demand. If demand

for labour is high in relation to supply of labour, price of labour will

go up, i.e wages will be pushed up. If demand for labour falls in

relation to supply of labour, wages will go down. The determination
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of wages according to demand and supply theory of wages does

not go counter to marginal productivity theory of wages. Demand

for labour basically would be determined by marginal productivity of

labour and hence it will be an important factor in wage rate

determination.

vii. Bargaining Theory of Wages

It was propounded by Thornton, Davidson, Maurice Dobb

and Webb. As per this theory, wages are determined by the

bargaining power of the employers and employees. Wages will be

higher if bargaining power of workers is high and vice versa. Wages

would be settled between the upper and the lower limit. Employers

would pay less and less considering the productivity of labour cost

of investment and borrowing and the degree of competition in the

market. Workers will demand higher and higher wages depending

on cost of living and desire for improvement in standard of living.

The actual wage rate will be determined by bargaining power of

both the parties.

In non-competitive/imperfectly competitive markets, wage

rate determination will be done by collective bargaining. Here both

the trade unions as monopolist supplier or employers’ association

as monopolist buyer, function in imperfect market. Inter-sectoral or

inter-occupational differentials in wage rates will be explained by

different degrees of bargaining powers of respective trade unions.

It is maintained by the critiques of bargaining theory of

wages that the trade unions can only increase the nominal wages

(wages in terms of money) but they cannot raise real wages

(purchasing power) beyond marginal productivity of labour. This is

because the employers would always employ labourers up to the

point where marginal productivity is equal to wage rate. So of

wages go up beyond marginal productivity of labour, the

employment level will come down.

6.4 WAGE DIFFERENTIALS

One of the important characteristics of labour market is that

the wages between different occupations are not equal or wages in

the market differ across the demographic groups. (For example,

men may be paid more wages than the women for similar kinds of

jobs). It is also found that many jobs are done exclusively by men

or by women. Some textile jobs, nursing may be done exclusively
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by the women whereas some jobs in dock-yards, shipping, etc may

be exclusively done by men. Such labour market discrimination is

said to exist if individual workers, who have identical productive

characteristics are treated differently because of demographic

groups they belong or occupations to which they belong.

6.4.1 Inter- sectoral or occupational wage differentials

Since J.S. Mill, economic theorists have tended to explain

occupational wage differentials by differences in costs of training or

other obstacles to supply of labour. This however accounts for a

long-run wage differentials. In the short run, the number of persons

in an occupation is fixed and earnings are affected by the changes

in demand and wage rigidities. The wages basically vary between

one occupation and other because there is no single labour market.

There are many labour markets depending upon different types of

labour. For example, there may be deficiency of supply of labour in

the market for doctors but there may be surplus in the market for

engineers. Hence the wage rate in both these markets will differ. In

the short-run, supply of labour of a particular kind (say doctors)

cannot be raised as special, rigourous training may be required,

special aptitude is required which may not be possibly

accomplished in the short run. Hence, the first and foremost reason

for wage differential is lack of occupational mobility.

6.4.2 Male – female wage Differentials

There are two prominent forms of male-female or gender

discrimination in labour market. Firstly, the employers may pay less

to women than men with the same experience and to work under

same conditions in the same occupations. Secondly, women with

same education and productive characteristics may be placed in

lower paying occupations or with lower responsibility jobs as

compared to men. Thus, the labour market differential is said to be

present when wages paid by the employers to men and women

with equal productive characteristics are not equal, even in the

same occupations. This trend may be due to many reasons. To

mention a few of them: -

1. Many of the women are married and hence they are not entirely

dependent on their own earnings. This may make them accept

lower wages.

2. The average wages of men are higher because the proportion

of skill is greater among men than women.
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3. Much larger proportion of men tend to work harder than women

because they have dependents to maintain.

4. The absentee rate out of sickness is less among the men as

compared to women.

5. Turnover or job-changing is more among the women than the

men due to many reasons like marriage, children, etc.

Royal Commission on Equal Pay (1946) published a Majority

and Minority Reports. Majority Report favoured wage differentials

between men and women on the ground that men possess greater

physical strength and are generally more efficient than women, that

the sickness rate was higher among women, that they are more

likely than men t absent themselves from work for trivial reasons,

and that were generally less ambitious than men and in crises

showed less initiative. The Minority Report admitted that where

physical strength was concerned, men were more capable than

women, but it was claimed that with this exception women were

equally as efficient as men, the fact that in the past women had

been promoted to few posts of responsibility being ascribed to the

prejudice of employers and the jealousy of employees. (A Textbook

of Economics – J. L .Hanson page 322)

6.4.3 Wage differentials in India

According to D.R. Gadgil, wage differentials in India are the

characteristic of unorganised labour market and personal

differentials are because of job-selling, individual bargaining and

wage discrimination. Wage differentials by sex have also been very

common in India. But the tendency appears to have reduced on

account of government interference through the fixation of minimum

wages, appointments of wage boards and pressures from the

unions. Inter-industry and inter – state differentials are also on a

continuous decline over years.

One of the Directive Principles of Indian Constitution is

“Equal Pay for Equal Work”. The Fair Wages Committee and other

wage fixing authorities in India have always recommended equal

pay to equal work for men and women workers. But the things are

difficult to implement because even though conditions, processes

and products are standardised for the purpose of wage

calculations, workpeople cannot be standardised. That is, the

workers may differ on the basis of their experience, efficiency and

hence the wages also may differ.
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6.5 SUMMARY

1. Wages problem is perhaps the most crucial problem around
which most of the labour problems resolve.

2. Wages are the remuneration paid for the services of labour in
production.

3. Nominal wages are the remuneration paid in terms of money
and real wages determine the standard of living of workers.
Real wages are expressed in terms of purchasing power.

4. Wage determination theories have passed through many stages
of development

5. The main elements of classical theories of wages were
subsistence theory of wages, wage fund theory, standard of
living theory and residual claimant theory.

6. The neoclassical theory of wages had its variants like marginal
productivity theory, bargaining theory of wages.

7. In the recent times, wage determination is explained by the
demand and supply theory of wages.

8. Wage differential on the basis of gender or occupation is one of
the important characteristics of labour market.

9. In India, the incidence of wage differentials among men and
women, among different occupations, is found on the larger
scale.

10.The legal provisions like “equal work equal pay”, “Minimum
wages act”, etc have helped in minimising the wage
differentials.

6.6 QUESTIONS

1. Discuss the importance of wages in the process of

production. What were the views about determination of

wages under Classical thoughts?

2. Explain how the wage determination theories have evolved

over a period of time.

3. Write note on Marginal Productivity Theory of Wages.

4. What are the wage differentials? How are they minimised?

5. Write a note on Wage differentials in India.

������
�
�
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7

Module 4
INSTITUTIONAL INFLUENCES IN

LABOUR MARKET

Unit Structure :

7.0 Objectives
7.1 Economics of Unions
7.2 Bargaining Theory of Wages
7.3 Impact of Unions on Productivity
7.4 Employment Security and Efficiency
7.5 Summary
7.6 Questions

7.0 OBJECTIVES

� To appreciate the meaning economics of unions and
understand the bargaining theory of wages

� To understand the impact of unions on productivity and wages
� To appreciate the relation between employment security and

efficiency

7.1 ECONOMICS OF UNIONS

Economists who study unions analyze them as cartels that

raise wages above competitive levels by restricting the supply of

labor to various firms and industries. Many unions have been

successful in obtaining higher wages and better working conditions

for their members. However, in the process, they have reduced the

number of jobs available in unionized companies. The loss of

economic welfare occurs because of the basic law of demand i.e. if

unions successfully raise the price of labor, employers will

purchase less of it. Thus, unions are a major anticompetitive force

in labor markets. Their gains come at the expense of consumers,

nonunion workers, the jobless, taxpayers and owners of

companies.
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According to Harvard economists Richard Freeman and

James Medoff, “Most, if not all, unions have monopoly power,

which they can use to raise wages above competitive levels” (1984,

p. 6). Unions’ power to fix high prices for their members’ labor rests

on legal privileges and immunities that they get from government,

both by statute and by non-enforcement of other laws. The purpose

of these legal privileges is to restrict others from working for lower

wages. Unions world over enjoy many legal privileges. Unions are

immune from taxation and from MRTP laws. Companies are legally

compelled to bargain with unions. Once the government ratifies a

union’s position as representing a group of workers, it represents

them exclusively, whether or not particular employees want

collective representation. In 2002, unions represented about 1.7

million waged and salaried employees who were not union

members in the United States. Unions often use funds collected

from the workers for political purposes such as political campaigns

and voter registration which are not related to collective bargaining

or to employee grievances. Unions are relatively immune from

payment of tort damages for injuries inflicted in labor disputes, from

court injunctions, and from many state laws.

Labor unions cannot prosper in a competitive environment.

Like other successful cartels, they depend on government

patronage and protection. Worker cartels grew during the two world

wars and the Great Depression of the 1930s. In India, labor laws

protecting the rights of workers and laws relating to trade union

formation and recognition along with laws relating to industrial

relations protect and help prosper trade unionism in the country.

For instance, the Trade Union Act of 1926 gives the workers the

right to form unions. The Industrial Disputes Act 1947 recognizes

the trade union as a bargaining agent and the employers have the

legal obligation to sit across with the Unions and execute collective

wage agreements.

In the United States, most unions in the private sector are in

crafts and industries that have few companies or that are

concentrated in one region of the country. Both factors: few

employers and regionally concentrated employers, make organizing

easier. Conversely, the large number of employers and the regional

dispersion of employers limit unionization in trade, services, and

agriculture. In 2002 unionization rate was 37.5 percent in the

government sector whereas it was only 8.5 percent in the private

sector. It shows that unions do best in heavily regulated,
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monopolistic environments. Even within the private sector, the

highest unionization rates (23.8 percent) were in transportation

(airlines, railroads, trucking, urban transit, etc.) and public utilities

(21.8 percent), two heavily regulated industries. In India,

unionization or union membership was highest in the transport,

storage and communication industry with 40 per cent membership,

followed by trade, hotels and restaurants with 36 per cent

membership in the year 1997. The primary sector consisting of

agriculture, forestry and fishing had only 21 per cent union

membership in 1997.

The Economic Consequences of Unions:

In 2002, in the United States, full-time nonunion workers had

usual weekly earnings of $587, 21 percent lower than the $740

earned by union members. H. Gregg Lewis’s 1985 survey of two

hundred economic studies concluded that unions caused their

members’ wages to be, on average, 14 to 15 percent higher than

wages of similarly skilled nonunion workers. Other economists such

as Harvard’s Freeman and Medoff, and Peter Linneman and

Michael Wachter of the University of Pennsylvania claimed that the

union premium was 20 to 30 percent or higher during the 1980s. In

a recent National Bureau of Economic Analysis study, David

Blanchflower and Alex Bryson found a union wage differential of 18

percent, a relatively stable premium from 1973 through 1995.

The wage premium varies by industry and stage of the

business cycle. Unions representing garment workers, textile

workers, white-collar government workers, and teachers seem to

have little impact on wages. But wages of unionized mine workers,

building trades people, airline pilots, merchant seamen, postal

workers, rail workers, and auto and steel workers exceed wages of

similarly skilled nonunion employees by 25 percent or more. During

the job boom of the late 1990s, the union premium eroded,

following a historical pattern. Union wage agreements tend to be

relatively rigid for three years, so gains lag behind the more

responsive and flexible nonunion sector during a boom. The

reverse happens during an employment slump like that of the early

2000s because nonunion wage growth slumps as hiring weakens,

while union wage gains goes up.

The wage advantage enjoyed by unionized workers is due to

two factors. First, monopoly unions raise wages above competitive
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levels. Second, nonunion wages fall because workers displaced

from jobs by high union wages move into the nonunion sector and

bid down wages there. Thus, some of the gains to union members

come at the expense of those who must shift to lower-paying or

less desirable jobs or go unemployed.

The monopoly success of private-sector unions, however,

has brought their decline. The silent, steady forces of the

marketplace continually undermine them. Linneman and Wachter,

along with economist William Carter, found that the rising union

wage premium was responsible for up to 64 percent of the decline

in unions’ share of employment in the last twenty years. The

average union wage premium for railroad workers over similarly

skilled non-railroad workers, for example, increased from 32

percent to 50 percent between 1973 and 1987; at the same time,

employment on railroads declined from 520,000 to 249,000. By

2002, railroad employment had slipped to 216,000, down 13

percent since 1987, while total nonfarm employment grew 26

percent during the same period. Increased wage premiums also

caused declines in union employment in construction,

manufacturing, and communications. The silent, steady forces of

the marketplace continually undermine labor cartels.

In recent decades, union representation of workers has
declined in all private industries in the United States. A major
reason is that employees do not like unions. According to a Louis
Harris poll commissioned by the AFLCIO in 1984, only one in three
U.S. employees would vote for union representation in a secret
ballot election. The Harris poll found, as have other surveys, that
nonunion employees are more satisfied than union workers with job
security, recognition of job performance, and participation in
decisions that affect their jobs. And the U.S. economy’s evolution
toward smaller companies, the South and West, higher-technology
products, and more professional and technical personnel continues
to erode union membership.

In the United States, union membership in the private sector
peaked at 17 million in 1970 and had fallen by nearly half to 8.8
million by 2002.

7.2 BARGAINING THEORY OF WAGES

The bargaining theory of wages was developed by Prof.

John Davidson in 1893. The theory holds that wages are

determined by the relative bargaining power of employers and
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workers. If the bargaining power of workers is greater than that of

the employers, the workers will get a better deal in terms of wages

and working conditions and vice versa. The theory was put

forward by Thornton, Davidson, Maurice Dobb, Sydney Webb and

Beatrice Webb. The theory gained currency after 1933. The theory

was supported by JM Keynes who advocated greater transfer of

national income from the rich to the workers to boost aggregate

demand in the economy and avert economic crisis. The writings of

Adam Smith also contained some of the ideas of the bargaining

theory. Adam Smith stated that the employers have the advantage

in disputes over wage rates because they can combine much more

easily.

The bargaining theory of wages is based on the following

assumptions:

1. Wages, hours and working conditions are determined by the
relative bargaining strength of the workers and employers.

2. Without organization and concerted action, there will be a
tendency toward undesirable conditions for workers.

3. No adequate safeguard is found in the operation of the factors
at work in the organized trade.

4. There is a flexible, changeable situation and that by means of
organized effort positive improvement can be secured in wages,
hours and other important details of labor contract and in their
administration.

Advocates of the theory like Davidson and Dobb and Sydney

and Beatrice Webb maintain that the wage rates will be settled

between the upper and lower limits. Employers want to pay less

and would not beyond a certain limit and take into consideration

factors like the productivity of labor, investment in capital

equipment, the cost of borrowing money, competition of the firms

and the possibility of substituting machinery or land for labor in

production. The workers will take into consideration their standard

of living, self-esteem, opinion of others, working conditions in other

industries, trade union policies etc. The actual determination of

wages will fall between these two limits and it will depend upon the

relative bargaining strength of the two parties. The theory states

that wages increase by pressure and the workers will be able to get

a higher share in the national income at the cost of non-wage

income earners. The upper limit of wages will be the marginal
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productivity of the labor and the lower will be the amount sufficient

to maintain the labor in his present standard of living. The theory

suggests that workers have weak bargaining power unless

combined. The bargaining theory also suggests that if the

bargaining power of workers can be strengthened, the monopolists

can be made to part with their extraordinary profits both in the labor

and product markets to the labor and that under favorable

circumstances wages higher than the marginal productivity can be

exacted out of monopoly profits.

The bargaining theory of wages is applicable under the

conditions of imperfect competition. It also explains the differential

wage rate. However, the theory has been criticized on the basis of

the fact that it is not a complete theory as it has no long run

postulates. It is believed that collective bargaining will neither bring

justice nor economic gain to the workers. It will further harm the

employment prospects of the workers and will promote

irresponsible behavior on the part of workers. Bargaining based

wage settlements have its social costs in terms of strikes and

lockouts. Collective bargaining may create differences in wages

where equalization is necessary or may bring equalization by

coercion where differentials are necessary.

IMPACT OF UNIONS ON PRODUCTIVITY AND WAGES

The study of the impact of unions on the economic

performance of firms and the competitiveness of the economy is

important in the context of Government policy and the design of

labor law. It provides the rationale for either strengthening or

weakening labor legislation governing bargaining rights and the

organizing of unions. Professor Barry T. Hirsch has conducted a

study to research into the effects of unionization on productivity,

profitability, investment, and employment growth. Barry’s study is

based on United States, Canada, Japan and Britain. He concludes

that the effects of unions upon productivity and productivity growth

are small. They do not offset the cost increase resulting from

higher union wages. The evidence presented in his study clearly

indicates that unionization leads to lower profitability. The impact of

unions on profitability at the level of the industry or the firm is such

that unionized firms have profits that are 10 percent to 20 percent

lower than the profits of non-union firms. Further, the evidence from

Britain also suggests that closed-shop unions have a stronger

negative impact on profitability. Recent research also shows that
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union monopolies reduce investment in physical capital and in

research & development and other forms of innovative activity.

In a study conducted by Professor Hirsch of 500 publicly

traded American manufacturing firms, the capital investment of an

average unionized firm was 6 percent lower than that of a

comparable nonunion firm. Hirsch also found that the average

unionized firm made 15 percent lower annual expenditure on R&D.

A Canadian study using aggregate data also finds that unions

reduce investment in physical capital by a significant margin.

The wage rates are higher in unionized firms. Given higher

wages and lower levels of profitability and investment in unionized

firms, the employment growth is lower. Studies from Canada, the

United States, and Britain on the effects of unionization upon

employment show the negative impact of unionization upon

employment growth. In the case of Canada, a study conducted in

1993 by Professor Richard Long confirms the international

evidence. This study examined the performance of 510

manufacturing firms during the period from 1980 to 1985 and found

that the median growth rate of non-union firms during this period

was 27 percent while the growth rate of unionized firms was zero.

After making adjustments in his analysis to account for the fact that

unionized firms tend to be larger than non-unionized firms and

found in declining industries, he concluded that unionized

manufacturing firms grew 3.7 percent slower than comparable non-

unionized firms; and unionized firms in the non-manufacturing

sector grew 3.9 percent slower than their non-union counterparts.

In sum, the evidence from research indicates that unions tend to

increase wages but not productivity, reduce profitability, reduce

investment in physical capital and R&D, and, most importantly,

lower the rate of employment growth.

Unionization and Economic Performance

The question of role for labor unions in an economy and their

impact on economic performance is important in the context of

labor reforms. There exists widespread support for a legal

framework that permits the exercise of a collective bargaining

representing workers and there are labor laws which prescribe

collective bargaining. There has been extensive study in recent

years, particularly in the United States on the relationship of

unionization to productivity, profitability, investment, and

employment growth. These studies conclude that unions
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significantly increase compensation for their members but do not

increase productivity sufficiently to offset the higher cost on account

of higher compensation. As a result, unions are associated with

lower profitability, decreased investment in physical capital and

research and development (R&D), and lower rates of employment

and sales growth.

Unions and Performance – A Framework Analysis

Freeman and Medoff (1979, 1984), contrasted the

"monopoly" and "collective-bargaining" faces of unionism. Unions

are viewed as distorting labor and product market outcomes by

increasing wages above competitive levels. Unions distort relative

factor prices and factor usage producing a deadweight welfare loss,

cause losses in output through strikes, and lower productivity by

union work rules and reduced management discretion. Economists

have emphasized unions' role in taxing returns on tangible and

intangible capital, and examined empirically union effects on

profitability, investment, and growth. Union bargaining power to

extract gains is determined by the degree of competition or, the

economic constraints facing both the employer and union.

The Collective Bargaining view emphasizes the potential role

that collective bargaining has in improving the functioning of

internal labor markets. Legally protected unions may effectively

allow workers to express their preferences and exercise "collective

voice" in the shaping of internal industrial relations policies. Union

bargaining may be more effective than individual bargaining in

overcoming workplace public-goods problems and attendant free-

rider problems. As the workers' agent, unions facilitate the exercise

of the workers' right to free speech, acquire information, monitor

employer behavior, and formalize the workplace governance

structure in a way that better represents average workers, as

opposed to workers who are more skilled and therefore more

mobile or hired on contract from outside. In some settings, the

exercise of collective voice should be associated with higher

workplace productivity, an outcome dependent not only on effective

collective voice but also on a constructive "institutional response"

and a cooperative labor-relations environment. The "monopoly" and

"collective-voice" faces of unionism operate side-by-side, with the

importance of each being very much determined by the legal and

economic environment in which unions and firms operate. For

these reasons, an assessment of unions' effects on economic

performance depends on empirical evidence.
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What happens to performance when collective bargaining is

introduced in a competitive environment? In the long run,

profitability among firms in industries characterized by relatively

easy entry of firms (e.g., perfect competition or monopolistic

competition) tend toward a "normal" rate of return or zero economic

profits (i.e., the opportunity costs of resources are just covered). Let

us consider a single unionized firm in a competitive industry with

nonunion firms. The bargaining power of a union organized at a

single firm is severely limited unless it can help create value as well

as tax returns. A union wage premium for a union worker than an

otherwise identical worker in a nonunion firm must be offset by a

productivity increase in order that costs do not increase and profits

decrease. In a competitive setting cost increases cannot be passed

forward to consumers in the form of higher prices. In the absence of

a productivity increase, unions should have little bargaining

strength in a highly competitive industry. Substantial union wage

increases in a competitive setting will lower profitability, investment,

employment, output, and, consequently, union membership. The

situation changes somewhat as we allow a relatively large

proportion of an industry to be unionized. In this situation, union

wage increases (in the absence of increases in productivity)

increase costs among many firms in the industry, so that no

individual union firm is at a severe competitive disadvantage. In this

case, costs can be more easily passed forward to consumers

through price increases. But such a situation is difficult to sustain in

the very long run, as long as entry and expansion of nonunion

companies is relatively easy or the products produced are

exportable. In short, it is difficult for a union to acquire and sustain

bargaining power and membership in a competitive, open-economy

setting, in the absence of positive effects upon productivity that

offset increases in compensation.

Unions have considerably greater ability to organize and to

acquire and maintain wage gains and membership in less

competitive economic settings. Such settings include oligopolistic

industries in which entry is difficult owing to economies of scale or

limited international competition, or regulated industries in which

entry and competition is legally restricted. For instance, the Indian

motor vehicle industry after the 1991 deregulation and the telecom

industry where in entry is legally restricted. If there is no offsetting

productivity effect, a crucial question becomes the source from

which union wage gains derive. In most cases, monopoly profits are

relatively small or short-lived. High profits often represent the
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reward to firms for developing new products or for introducing cost-

reducing production processes, or simply the quasi-rents that

represent the normal returns to prior investment in long-lived

physical and R&D capital. These profits serve an important

economic role, providing incentive for investment and attracting

resources into those economic activities most highly valued. To the

extent that unions tax the quasi-rents from long-lived capital, union

wage increases can be viewed as a tax on capital that lowers the

net rate of return on investment. In response, union firms reduce

investment in physical and innovative capital, leading to slower

growth in sales and employment and a reduction in the unionized

sector.

Empirical evidence is required to assess the relative

importance of the monopoly and collective-voice faces of unionism.

The effects of unions upon productivity and other aspects of

performance may differ substantially across industries, time, and

countries because both the collective-voice and monopoly activities

of unions depend on the labor relations and economic environment

in which management and labor operate. Union effects are typically

measured by differences in performance between union and

nonunion firms or sectors. Such differences do not measure the

effects of unions on economy-wide economic performance as long

as resources are free to move across sectors. For example,

evidence presented below indicates that union companies in the

United States have performed poorly relative to nonunion

companies. To the extent that output and resources can shift

between sectors, poor union performance has led to a shift of

production and employment away from unionized industries, firms,

and plants and into the nonunion sector. Overall effects on

economy-wide performance have been relatively minor. Most

visible effect has been the decline in private sector unionism. The

policy implication is that those concerned with economic

performance should focus on policies affecting economic

competitiveness and resource mobility in general and not only on

the structure of labor law in which unions operate.

Measurement of Union Impact on Economic Performance

Most studies utilize cross-sectional data (at single or multiple

points in time), measuring differences in outcomes (e.g.,

productivity) across firms or industries with different levels of union

density (i.e., the proportion of unionized workers in the sample
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being considered). The key question is whether, after accounting

for other determinants, one can conclude that the estimated

difference in performance associated with differences in union

density truly represents the causal effect of unions. There are three

important reasons why one must exhibit caution in drawing

inferences from such statistical analysis.

First, there are numerous other factors correlated with

performance besides unionization. If one fails to control for an

important productivity determinant and that factor is correlated with

union density, then one obtains a biased estimate of the causal

effect of unionism on performance. For example, older plants tend

to have lower productivity, and union density is higher in older

plants. If a study were to estimate the union impact on productivity

among plants, the inability to measure and control for plant age (or

its correlates, such as age of capital) would mean that part of the

effect of plant age on productivity would be included in the (biased)

estimate of the effect of unions upon productivity. A second reason

for caution is that unionization is not distributed randomly across

firms or industries or may be determined simultaneously with the

performance variable under study; that is, causality may run from

performance to unionization as well from unionism to performance.

For example, unions may be most likely to organize and survive in

firms that are most profitable and, in this case, standard estimates

of union effects on profitability (which are almost universally

negative) tend to understate the deleterious effects of unions on

profits, since unions form where profits (prior to the union tax) tend

to be higher.

A third reason for caution in making inferences is that even

where one has obtained reliable estimates of union effects for the

population being studied (e.g., a particular industry, time period, or

country), it is not clear to what extent these results can be

generalized outside that population. For example, the most reliable

estimates of the effects of unions upon productivity are based on

specific industries (e.g., cement, sawmills) where output is

homogeneous and can be measured in physical units rather than

by value added. It is still not clear as to what extent the results in,

say, the sawmill industry can be generalized to the economy as a

whole. The economic framework outlined previously suggests

strongly that union effects should differ across time, establishment,

industry and country.
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7.3 IMPACT OF UNIONS ON PRODUCTIVITY

Understanding of unions’ effects on productivity is critical to
the assessment of labor unions, performance and labor law.
Productivity means output for given levels of inputs. A firm that is
more productive than another can produce more output using the
same combination of inputs or, equivalently, produce the same
output using fewer inputs. Increase in productivity attributable to
union, mean a real shift in the marginal product schedule, and not
just a movement up the labor demand curve (implying a higher
capital-labor ratio) in response to a higher wage. If collective
bargaining in the workplace were systematically to increase
productivity and to do so to such an extent that it fully offset
compensation increases, then a strong argument could be made for
policies that facilitate union organizing. Productivity increases, it
was argued, are effected through the exercise of collective voice
along with an appropriate institutional response from management.
According to this view, unions lower turnover and establish in
workplaces more efficient governance structures that are
characterized by public goods, complementarities in production,
and long-term contractual relations. The thesis that unions
significantly increase productivity has not held up well. Subsequent
studies were as likely to find that unions had negative as opposed
to positive effects upon productivity. A large enhancement of
productivity because of unionization is inconsistent with evidence
on profitability and employment. Attention has focused on the
dynamic effect of unionization and the negative effects of unions on
growth in productivity, sales, and employment. Effects upon
productivity tend to be largest in industries where the union wage
premium is most pronounced. This pattern is what critics of the
production function test predict that union density coefficients in fact
reflect a wage rather than a productivity effect. These results also
support a "shock effect" interpretation of unionization, whereby
management must respond to an increase in labor costs by
organizing more efficiently, reducing slack, and increasing
measured productivity. Positive effects by unions upon productivity
are typically largest where competitive pressure exists and these
positive effects are largely restricted to the private, for-profit,
sectors. Notably absent are positive effects of unions upon
productivity in public school construction, public libraries,
government bureaus, schools, law enforcement and hospitals. This
interpretation of the productivity studies has an interesting twist: the
evidence suggests that a relatively competitive, cost-conscious
economic environment is a necessary condition for a positive effect
of unions upon productivity, and that the managerial response
should be stronger, the larger the union wage premium or the
greater the pressure on profits. Yet in such competitive
environments that there should be relatively little managerial slack
and the least scope for union organizing and wage gains.
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Therefore, the possibility of a sizable effect by unions upon
productivity across the whole economy appears rather limited.

Evidence for other countries is far more limited. British
studies, although few in number, show a negative relationship
between union density and productivity levels. Evidence for Canada
based on an aggregate manufacturing time-series data for the
period from 1926 to 1978, suggests initially positive union "shock"
effects on productivity, although slower productivity growth due to
unionization offsets the positive effects within 5 to 8 years. German
evidence is particularly difficult to sort out owing to the widespread
presence both of unions with national or centralized bargaining and
of mandatory works councils in union and sometimes in nonunion
settings. Brunello (1992) finds that unions, except those working for
small suppliers facing competitive pressure, tend to have negative
effects on productivity (and profits) in Japan. Although international
evidence is limited, that which exists is broadly supportive of our
interpretation of the American evidence. (Ref: Unionization and
Economic Performance: Evidence on Productivity, Profits,
Investment, and Growth by Barry T. Hirsch Professor of
Economics, Florida State University).

7.4 EMPLOYMENT SECURITY AND EFFICIENCY

Employment security and efficiency are inter-related. The
question is whether they are positively related or negatively related.
A positive relationship between employment security and efficiency
implies that if the level of employment security is high, efficiency of
the workers will also be high. A negative relationship between the
two would imply that when employment security goes up, efficiency
of the employees goes down. A point to note in the context of
India, one may like to say that the efficiency levels of public sector
employees who enjoy high levels of employment security is low
compared to the employees in the organized private sector who
enjoys relatively lower levels of employment security. The
efficiency levels of employees working in the unorganized sector
where employment security depends on the pleasure of the
employer, efficiency levels may be much higher than their public
sector or even organized private sector counterparts. However, the
issue to be considered is whether employment security alone can
influence employee efficiency or there are a host of other factors
which also influence employee efficiency?

Employee efficiency may be defined as the amount of
physical output per person hour. However, output is not the
function of employee alone. There are a number of other factors
which influence efficiency or output. These are: working conditions,
capital endowment, quality of raw materials, managerial system etc.
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On an average, employee efficiency in India is considered to be
lower than their counterparts in Europe, United States and Japan.
However, with increasing capital endowment in organized
industries such as cotton textiles has contributed to the
improvement in efficiency of Indian labor. As against the cotton
textile industry, the coal mining industry experienced a decline in
employee efficiency in the middle of the twentieth century. The
reason for such decline cannot be found the inherent character of
Indian labor but in the circumstances in which workers work in
Indian industries. The ability of the employees depend upon factors
such as diet, housing, climate, hours of work, training, re-training,
working conditions etc. The willingness to work depends upon the
behavior of the employer, prospects of vertical and horizontal
mobility and the drive and initiative of employees.

The factors that are responsible for the poor efficiency of

industrial labor in India can be stated as follows:

1. Climatic conditions are not congenial to greater efficiency
and productivity.

2. Indian labor is not completely urbanized and therefore prone
to internal migration.

3. Low wages and low standard of living. For instance, only
seven per cent of the labor force in India works in the
organized sector and enjoy employment security and other
benefits.

4. The quality of capital and raw materials is poor and hence
efficiency is also low.

5. The quality of human resources in India is also poor on
account of low levels of education and training.

6. Working hours are long in the unorganized sector and
adequate compensation is not given to the workers.

The efficiency of labor in India can be improved if the causes

of low efficiency are eliminated.

7.5 SUMMARY

1. Economists who study unions analyze them as cartels that raise

wages above competitive levels by restricting the supply of labor

to various firms and industries. Unions are a major

anticompetitive force in labor markets. Their gains come at the

expense of consumers, nonunion workers, jobless, taxpayers

and owners of companies.
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2. The bargaining theory of wages is based on the following

assumptions:

a. Wages, hours and working conditions are determined by the
relative bargaining strength of the workers and employers.

b. Without organization and concerted action, there will be a
tendency toward undesirable conditions for workers.

c. No adequate safeguard is found in the operation of the factors
at work in the organized trade.

d. There is a flexible, changeable situation and that by means of
organized effort positive improvement can be secured in wages,
hours and other important details of labor contract and in their
administration.

3. The study on the impact of unions on productivity clearly
indicates that unionization leads to lower profitability. The
impact of unions on profitability at the level of the industry or the
firm is such that unionized firms have profits that are 10 percent
to 20 percent lower than the profits of non-union firms. Recent
research also shows that union monopolies reduce investment
in physical capital and in research & development and other
forms of innovative activity.

4. A positive relationship between employment security and
efficiency implies that if the level of employment security is high,
efficiency of the workers will also be high. A negative
relationship between the two would imply that when
employment security goes up, efficiency of the employees goes
down.

7.6 QUESTIONS

1. Write a note on Economics of Unions.
2. Explain the bargaining theory of wages.
3. Discuss on the impact of unions on productivity and wages.
4. Write a note on employment security and efficiency.
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8

LABOR LEGISLATION

Unit Structure :

8.0 Objectives
8.1 Labour Market and State Regulation
8.2 Deregulation and Labor Market Dynamics
8.3 Insider – Outsider Theory of Industrial Relations
8.4 Implicit Contract Theory
8.5 Efficiency Wage/Effort Model
8.6 Summary
8.7 Questions

8.0 OBJECTIVES

� To appreciate the role of State regulation in labor market.
� To understand the role of de-regulation and labor market

dynamics.
� To appreciate theories such as Insider-Outsider theory,

Implicit Contract theory and Efficiency Wage/Effort Model.

8.1 LABOR MARKET AND STATE REGULATION

State regulation of the labor market is conducted through

labor legislation. Labor legislation in India can be classified into

protective legislation, regulative legislation, social security

legislation and welfare legislation. Under protective legislation,

those legislations are included whose basic purpose is to protect

minimum labor standards and improve working conditions. Laws

relating to minimum labor standards in the areas of hours of work,

safety, employment of children and women in factories, mines,

plantations, transport, shops and other establishments. Legislation

determining the method of wage payment and minimum wages also

come under protective legislation. The Factories Act 1948, the

Mines Act 1952, the Plantation Labor Act 1951, the Motor Transport

Workers Act 1961, Shops and Establishment Act 1946, the

Payments of Wages Act 1936, the Minimum Wages Act 1948, the
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Child Labor (Prohibition and Regulation) Act 1986 and the Contract

Labor (Regulation and Abolition) Act, 1970.

Under regulative legislation, those legislations are included

whose main purpose is to regulate the relations between employers

and employees and to provide for methods of settling industrial

disputes. These legislations also regulate the relationship between

workers and trade unions, employers’ organizations and workers

and workers and workers. The Trade Union Act 1926, the

Industrial Disputes Act 1947 and the Industrial Employment

(Standing Orders) Act 1946 come under regulative legislation.

Under social security legislation, those legislations are

included whose objective is to provide social security benefits to

workers during certain contingencies of life. In India, important

legislations in this category includes the Workmen’s Compensation

Act 1923, the Employees’ State Insurance Act 1948, the Coal

Mines Provident Fund and Miscellaneous Provisions Act 1948, the

Employees’ Provident Funds and Miscellaneous Provisions Act

1952, the Central Maternity Benefit Act 1961, the Payment of

Gratuity Act 1972 and the Payment of Pension Act 1995.

Welfare legislation aim at promoting the welfare of the works

and improve their living conditions. The Mica Mines Labor Welfare

Fund Act 1946, Iron Ore Mines, Manganese Ore Mines and

Chrome Ore Mines Labor Welfare Fund Act 1976, Beedi Workers

Welfare Fund Act 1976 and the Factories Act 1948 also deal with

the provisions of health, welfare and safety of the workers.

i. PROTECTIVE LABOR LEGISLATION

Amongst protective legislations, important legislations such

as the Factories Act 1948, the Mines Act 1952, the Plantation Labor

Act 1951, the Motor Transport Workers Act 1961, Shops and

Establishment Act 1946, the Payments of Wages Act 1936, the

Minimum Wages Act 1948, the Child Labor (Prohibition and

Regulation) Act 1986 and the Contract Labor (Regulation and

Abolition) Act, 1970 are briefly discussed here.

1. The Factories Act, 1948

The Factories Act, 1948 is generally applicable to all

factories as defined under the Act. Chapter 5 of the Factories Act

deals with labor welfare. Sections 11 to 20 of the Act deal with the

health of the workers. Sections 21 to 41 deal with the safety of the
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workers and Sections 42 to 50 deals with the welfare of the

workers. The main objectives of the Act have been to protect the

factory workers against health hazards, ensuring their safety,

improving physical working conditions, regulating hours of work and

employment of young persons and women, providing amenities and

improving work environment.

2. Payment of Wages Act, 1936

The objectives of the Payment of Wages Act, 1936 are: to

ensure regularity of payment, that payment is made in legal

tender, prevent arbitrary deductions, restrict employers’ right to

impose fins and to provide remedy to workers. The Act makes the

employers to fix a wage period at the end of which they are liable

for the payment of wages. The Act forces the employers legally

responsible for the payment of wages in a prescribed manner. It

lays down the authorized deductions and restricts the employers’

right to make any other deductions. The Act provides for an

inspectorate to prevent and institute proceedings against the

employers for violating the provisions of the Act and denying he

workers their due.

3. Minimum Wages Act, 1948

The statutory minimum wages are fixed according to the

Minimum Wages Act, 1948. The Act was passed by the

Government of India subsequent to the ILO Convention on

minimum wages passed in the year 1921. The Act applies to the

employment that are included in Parts I and II of the Schedule to

the Act. Once the minimum rates of wages are fixed according to

the procedure prescribed by law, it is the obligation of the employer

to pay the said wages irrespective of the capacity to pay.

4. The Child Labor (Prohibition and Regulation) Act, 1986

The Act does not permit employment of children in a number

of occupations such as cinder picking, cleaning of ash pits, building

operations, construction, catering, beedi making, carpet weaving,

cement manufacturing, cloth printing, dyeing and weaving,

manufacture of matchsticks, explosives, fire-works, mica cutting,

splitting and wool cleaning. The Government of India had set up
124 special schools for children withdrawn from employment
and under the National Policy on Child Labor, 1987 had taken
up child labor administration projects in a number of industries in

which concentration of child labor is found. A child labor cell was
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established in the National Labor Institute in 1990 to undertake

studies on Child Labor.

5. The Contract Labor (Regulation and Abolition) Act, 1970

The Act provides for the regulation of the conditions of work,

health and safety, wages and other amenities for the welfare of

contract labor. A contractor is required to provide canteens, rest

rooms, latrines, urinals, drinking water, washing facilities and first

aid boxes for the use of contract labor. If a contractor fails to

provide the amenities or to make payment of wages, the principal

employer will be liable to provide the amenities or to make payment

of wages to the contract labor and the principal employer can

recover such expenses from the contractor. The objective of the Act

is to prohibit the employment of contract labor and wherever it is

not possible to prohibit, conditions of work of contract labor is

sought to be improved. The Act is applicable to every

establishment employing twenty or more workmen as contract labor

and to every contractor employing twenty or more workmen. The

Act further empowers the Central and State governments to apply

the provisions of the Act to any establishment or contractor

employing less than twenty workmen. The Central Government

has prohibited employment of contract labor in categories of work in

coal, iron ore, limestone, dolomite, manganese, chromite,

magnesite, gypsum, mica and fire clay mines, building industry, and

railways. Contract labor is prohibited in the Central Food

Corporation of India godowns and Port Trust.

8.1.2 REGULATIVE LEGISLATION

The Trade Union Act 1926, the Industrial Disputes Act 1947

and the Industrial Employment (Standing Orders) Act 1946 come

under regulative legislation. These Acts are briefly discussed

below.

1. The Trade Union Act, 1926

The Indian Trade Union Act of 1926 defines trade union as

“Any combination, whether temporary or permanent, formed

primarily for the purpose of regulating the relation between

workmen and workmen, between workmen and employers or

between employers and employers or for imposing restrictive

conditions on the conduct of any trade or business and includes

any federation of two or more trade unions”. The objectives of the

Act are: to provide for the registration of trade unions, to give
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registered trade unions a legal and corporate status and to impart

immunity to their officers and members from civil and criminal

liability in respect of legitimate trade union activities.

2. The Industrial Disputes Act, 1947

According to the Industrial Disputes Act, 1947, Section 2(k),

“industrial disputes means any dispute or difference between

employers and employers, or between employers and workmen or

between workmen and workmen which is connected with the

employment or non-employment or terms of employment or with

the conditions of labor of any person”

By incorporating Section 2A in the Industrial Disputes Act,

1947, a right has been given to the individual workman himself to

raise an industrial dispute with regard to termination, discharge,

dismissal or retrenchment of his service even though no other

workman or any trade union of workmen raises it or is a party to the

dispute. The objectives of the Act are: to ensure social justice to

both employers and employees, to settle disputes arising between

capital and labor through conciliation and arbitration, to prevent

illegal strikes and lockouts, to provide compensation to workmen in

cases of lay-off, retrenchment and closure, to protect workmen

against victimization by the employer and to promote collective

bargaining.

3. The Industrial Employment (Standing Orders) Act, 1946

The object of the Act is to require employers in industrial

establishments to define with sufficient precision the conditions of

employment under them and to make the said conditions known to

workmen employed by them. The Act was brought into force to

bring about uniformity in terms and conditions of employment, to

minimize industrial conflicts, to foster good relations between

employers and employees and to provide statutory sanctity and

importance to the standing orders. The Act is applicable to the

whole of India and every industrial establishment where in 100 or

more workmen are employed.

8.1.3 SOCIAL SECURITY LEGISLATION

In India, the Central Government had taken the following

social security measures to provide protection to industrial workers:

Workmen’s Compensation Act, 1923, Employees’ State Insurance

Act, 1948, Coal Mines Bonus Scheme and Provident Fund Act,
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1948, Dock Workers (Regulation and Employment) Act, 1948,

Plantation Labor Act, 1951, Employees’ Provident Fund Act, 1952,

Assam Tea Plantation Act, 1955, Maternity Benefit Act, 1961,

Family Pension Scheme, 1964, Seamen’s Provident Fund Act,

1966, Employees’ Family Pension Scheme, 1971, Survivorship

Pension Scheme, Old Age Pension Scheme, Payment of Gratuity

Act, 1972 and the Employees’ Deposit Linked Insurance Scheme,

1976. Important legislations in this category are briefly explained

below.

8.1.4 WORKMEN’S COMPENSATION ACT, 1923

The first step in the direction of social insurance was taken
by the Government of India in 1923 by passing the Workmen’s
Compensation Act. The Act imposes an obligation on employers to
pay compensation to workers for accidents arising out of and in the
course of employment, resulting in death or total or partial
disablement for a period exceeding three days. The Act is
applicable to all categories of workers employed for the purpose of
employer’s trade or business. No compensation is payable if the
injury not resulting in death is caused by the fault of the worker e.g.,
due to influence of drinks, drugs, willful disobedience of an order
etc. Compensation is payable in the case of workers who contract
occupational diseases. Compensation is payable for death,
permanent total disablement, partial disablement and temporary
disablement. The Act is administered by the State Governments
through Commissioners for Workmen’s Compensation. The Act
does not apply in areas where the Employees’ State Insurance Act
operates.

8.1.5 EMPLOYEES’ STATE INSURANCE Act, 1948
The Employees’ State Insurance Act, 1948 is yet another

step in the direction of social insurance in India. The Act provides

certain benefits to employees in case of sickness, maternity and

employment injury and applies to all factories run with power and

employing more than 10 persons or factories run without power but

employing more than 20 persons. The Act does not apply to

seasonal factories. The Act is administered by the Employees/

State Insurance Corporation. The Scheme of insurance is financed

by the Employees’ State Insurance Fund raised through

contribution from employers and employees and grants, donations

and gifts from the Central and State Governments, local authorities

or any other individual or body. The employers contribute four per

cent of the wages payable to the employees covered and the

employees contribute at the rate of 1.5 per cent of their wages.

The State Governments contribute a minimum of 12.5 per cent of
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expenditure on medical care. The Act provides two types of

benefits in the form of medical care and cash.

8.1.6 THE DOCK WORKMEN (REGULATION & EMPLLOYMENT)
ACT, 1948

The safety, health and welfare of the dock workers are
covered by the Indian Dock Workers Regulation, 1948. The Act is
in operation in the major ports of Bombay, Calcutta, Madras,
Vishakhapatnam, Cochin, Mormugao and Kandla. The workers are
broadly divided into monthly and reserve pool workers. The
monthly workers are regular workers and enjoy security of
employment. The other category of workers are registered in a
pool and employed through the Dock Labor Boards. The Dock
Workers are provided at least eight holidays with pay in a year.
They are employed by rotation to ensure equal opportunities of
employment for all the pool workers. The workers enjoy benefits of
provident fund and gratuity. Separate housing schemes have been
drawn up for them. They are also given medical facilities and
certain concessions in the matter of their children’s education.
Canteen and fair price shops are also provided for them.

8.1.7 THE PLANTATION LABOR ACT, 1951

Labor in plantation is entitled to medical health, maternity
and other benefits under the Plantation Labor Act, 1951. The Act
provides for setting up garden, hospital, group hospitals and
dispensaries for treatment of plantation workers and their families.
Sick leave of 14 days to plantation workers is given provided
sickness is certified. During the period of leave, the workers are
paid @ 66% of their daily average earnings. Benefits such as
medical, health and maternity are provided to plantation workers
under the Act.

8.1.8 THE MATERNITY BENEFIT ACT, 1961

In order to remove the differences relating to maternity

provisions under the various maternity benefit Acts of the Central

and State Governments, the Central Government passed a new Act

called the Maternity Benefit Act of 1961. The Act is applicable to

those establishments where the Employees’ State Insurance Act is

not applicable. The 1995 amendment to the Act provided six

weeks leave with wages to women employees in cases of medical

termination of pregnancy, two weeks leave with wages to women

employees who undergo tubectomy operation and leave with

wages for a maximum period of one month in case of illness arising

out of medical termination of pregnancy or tubectomy. The

Maternity Benefit (Amendment) Act 1995 came into force on 01st



91

February, 1996. The Act provides for the payment of cash maternity

benefits for certain periods before and after confinement and grant

of leave and other facilities to women employees on conditions

prescribed under the Act. A woman employee is eligible to

maternity benefits if she has worked for a minimum period of 160

days in twelve months immediately preceding the day of her

expected delivery.

8.1.9 THE EMPLOYEES’ PROVIDENT FUND AND
MISCELLANEOUS PROVISIONS ACT, 1952

The Act provides for setting up of compulsory provident
funds for employees in factories and other establishments. The
purpose of the Act is to provide Social Security to employees after
separation or retirement or for his dependents in case of early
death. The rate of contribution payable by the employers and the
employees under the Act is 8.33 % of pay. This rate was revised to
10% by the Central Government in respect of establishments
employing 50 or more persons. Under the Scheme, employers are
required to maintain a contribution card for each employee and
these cards are subject to inspection by the EPF commissioner.
Each employee is entitled to interest on the amount deposited in
the fund. In case of death of a member, amount standing to his
credit is to be paid to his nominees.

8.1.10 THE EMPLOYEES DEPOSIT LINKED INSURANCE
SCHEME, 1976

The Labor Provident Fund Laws (Amendment) Ordinance

1976 was put into force to introduce a new social security scheme

known as the Deposit-Linked Insurance Scheme to provide

insurance cover to the members of the Coal Mines Provident Fund

and the Employees’ Provident Fund without payment of any

premium by such members. The Ordinance provides that in case

of death of an employee who subscribes to provident fund covered

under the Employees’ Provident Fund Act 1952, the employee

entitled to receive his provident fund money would also be entitled

to an additional payment equivalent to the ‘average balance’ with

provident fund of the dead person during the preceding twelve

months. The employers and the Central Government is required to

contribute at the rate of 0.5 and 0.25% respectively of the wage bill

of the employees every month. The Government also introduced a

pension scheme for the benefit of provident fund subscribers.
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8.1.11 THE EMPLOYEES’ FAMILY PENSION SCHEME, 1995

The Employees Provident Fund Act, 1952 was amended to

provide for introduction of Employees Family Pension Scheme in

1971. The scheme provides long term protection to the family of

the workers who dies prematurely in service. It is applicable

compulsorily to all the member of employees Provident Fund

Scheme. The benefits available under the scheme were family

pension, life assurance benefits and retirement cum-withdrawal

benefits. The Scheme was further amended in 1995 and renamed

as “The Employees Pension Scheme 1995”. The new scheme is

aimed at providing economic support during old age and

survivorship coverage to the member and his family. Employers’

contribution of 8.33% is credited to the Pension Fund. The Central

Government’s contribution is 1.16% of the wages of the employees.

The scheme is compulsory for all persons who were members of

the Family Pension Scheme, 1971 and also for those who became

members of the Employees’ Provident Fund from 16 November

1995 that is the date of the introduction of the new scheme.

8.1.12 PAYMENT OF GRATUITY ACT, 1972
The Act is applicable in the entire country. It applies to every

factory, mine, oilfield, plantation, port and railway company, shop or

establishment and other establishments in a State in which ten or

more persons are employed. The Act covers all employees who

are employed to do any skilled, semi-skilled or unskilled, manual,

supervisory, technical or clerical work. The Act does not apply to

such a person who holds a post under the Central or State

Government and is governed by any other Act or by any rules

providing for payment of gratuity. The Act was amended in the

year 1994 to remove the wage ceiling of Rs.3500/-. An employee

covered under the Act is entitled to gratuity on the termination of his

employment on his superannuation, retirement, resignation, death

or disablement. The employee must have put in continuous service

of not less than 5 years except in the case of death or disablement

to become eligible for gratuity. The amount of gratuity payable to

an employee is not to exceed Rs.10, 00,000/-. An employee has

the right to receive better terms of gratuity under any award,

agreement or contract with the employer than what are available

under this Act.
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8.1.13 OTHER MEASURES
There are certain other measures giving benefits to workers.

These are the survivorship pension scheme 1971, the Lay-off and
Retrenchment Compensation and Old Pension etc.

WELFARE LEGISLATION

Important welfare legislations are the Factories Act, 1948,

the Employees’ State Insurance Act 1948, the Plantation Labor Act

1951, the Employees’ Provident Fund Act 1952, the Bombay Labor

Welfare Fund Act 1956, the Assam Tea Plantation Act 1955. The

Public Sector became a model employer. Industrial housing,

medical and social security measures were generously provided.

During 1969-74, the Employees’ State Insurance Act was extended

to cover shops and establishments. In 1972, the Payment of

Gratuity Act was passed. It provides for payment of gratuity at the

rate of 15 days wages for every completed year of service provided

the employee has put in a minimum of 5 years of service. In the

year 1970, the Contract Labor (Regulation and Abolition) Act was

passed. The Act provides for welfare facilities for contract labor.

8.2 DEREGULATION AND LABOR MARKET
DYNAMICS

Labor market reforms in the era of globalization require

institutional innovation. A well thought out approach is needed to

initiate reforms in the legal framework in order to avoid social costs

in the form of various types of deprivation. These deprivations may

assume the form of poor wages, absence or lack of job security,

poor working conditions, absence or lack of social security. Hence,

labor market reforms should be initiated in such a manner that

issues such as productivity, efficient allocation of scarce resources

and employment are not compromised in any manner. It is widely

believed in India that the existing labor laws are anti-labor and anti-

employment. This feeling is based on the fact that only seven per

cent of the labor force is engaged in organized employment. A vast

majority of the workforce is employed in the unorganized sector

which is characterized by the absence of any kind of institutional

protection. Hence, the working conditions in the unorganized

sector are extremely poor. While the organized labor force is

completely protected in the absence of an exit policy, the

unorganized labor force is completely unprotected because there is

free exit and entry in the unorganized sector of the economy. The

pro-reformists therefore argue that if labor laws are made more
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flexible, more employment will be generated in the organized sector

and the disparity in working conditions in the organized and

unorganized sectors will get reduced. Labor market reforms are

therefore sought in the following two important labor legislations:

1. Removal of Section 10 of the Contract Labor (Regulation and
Abolition) Act, 1970.

2. Removal of Chapter VB of the Industrial Disputes Act, 1947
(introduced during the Emergency of 1975-77).

It is believed that the employment security system is one of

the important causes of slow growth of industrial employment. Due

to the rigidity in labor laws, labor costs are found to be much

greater than wage costs. The social costs of rigid labor laws get

translated into higher prices and low growth of market for industrial

products. High labor costs have made capital relatively cheap and

encouraged the growth of capital intensive industrial growth. The

Indian Economic Survey 2005-06 making a statement on the

rigidities of labor laws in India says, “Indian labor market is

characterized by a sharp dichotomy. A large number of

establishments in the unorganized sector remain outside any

regulation, while the organized sector has been regulated fairly

stringently. It can be reasonably argued that the organized sector

has provided too much of job security for too long, while the

unorganized sector has provided too little to too many. Various

studies indicate that Indian labor laws are highly protective of labor

and labor markets are relatively inflexible. These laws apply only to

the organized sector. Consequently, these laws have restricted

labor mobility, have led to capital intensive methods in the

organized sector and adversely affected the sector’s long run

demand for labor. Labor being a subject in the concurrent list,

State level labor regulations are also an important determinant of

industrial performance. Evidence suggests that States which have

enacted more pro-worker regulation have lost out on industrial

production in general. Perhaps there are lessons to be learnt from

China in the area of labor reforms.

The Contract Labor (Regulation and Abolition) Act, 1970

International division of labor resulting from globalization

under the World Trade Organization regime, globalization and the

resultant global competition in domestic, international and global

markets and the demand for labor market flexibility have resulted in

the emergence of different employment practices and also the use
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of contract labor. Outsourcing of jobs, components, goods,

services and functions have been continuously increasing over the

years since the establishment of the World Trade Organization in

the year 1995. Contract labor has assumed important in the age of

globalization. When the work is performed under a contract of

employment, employer-employee relationship is established

through a contract of service. Contract of service could be

permanent, temporary, intermittent or seasonal. Labor laws govern

contract of service. People do perform work or services for a fee

rather than salary. Such people are known as self employed

persons or independent contractors. Contract for service is also

known as job contract and is governed by commercial and

contractual law. Workers may also be engaged through

intermediaries known as contractors or sub-contractors. Such

workers are known as contract labor.

The system of engaging contract labor began as a way of

encouraging flexibility because industry and business are prone to

cyclical fluctuations and need flexibility in adjusting the size of their

labor force according to the requirement of the day. However,

workers feel that they are being exploited in the name of flexibility

and particularly because of massive unemployment in India. The

use of contract labor has become a matter of strategic decision

making since the late 1970s. In the beginning, managements

shifted permanent jobs to contract jobs in areas like canteen,

sweeping, cleaning, loading, unloading, transport etc. Later on,

other jobs like repair and maintenance of plant and machinery,

security, office jobs and even production was contracted out or

outsourced.

Section 10 of the Indian Contract Labor Act envisages

prohibition of contract labor in work/process if the conditions set

therein (e.g. perennial nature of job) are fulfilled. Section 10 also

enables the contract labor engaged in prohibited jobs to become

direct employee of the principal employer. The existing labor laws

prohibit contract labor. However, hiring of contract labor becomes

necessary under certain circumstances as, for example, when the

job is of a temporary nature. The reforms that are suggested aim to

remove these two provisions by defining firm activities in terms of

‘core’ and ‘non-core’ operations and designating particular sectors

as exceptions to the limiting of use of contract labor. Further, they

also seek to shift the liability of welfare payments to contract

workers away from employers to the State. However, some among
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the reformers are opposed to the scrapping of the CLA, because

this will shift the locus of adjudication away from the State to

industrial tribunals, which, it is argued, might harm the interests of

employers.

Putting emphasis on the need to reform labor laws, the

Indian Economic Survey, 2000-01 observed, “The contract labor
law, as it exists today, makes it impossible for genuine small-scale

entrepreneurs to provide services to industry. A modern contract

labor law Act should encourage outsourcing of services so that new

employment is generated. Labor laws and procedures have

reduced the incentive for organized labor to work efficiently and

have made it unprofitable for organized industry to generate new

jobs. Greater flexibility is essential if Indian industry is to compete

with Chinese industry and generate as many jobs as the latter has”.
The Finance Minister in his Budget speech of 2001-02 proposed

amendment of the law to facilitate outsourcing of activities without

any restrictions and to offer contract appointments. However, this

proposal was not approved. Reforms are important in respect of

contract labor because the Contract Labor Act is not flexible and

therefore cannot maximize efficiency and promote growth.

Industrial Disputes Act, 1947

Chapter VB of the Industrial Disputes Act, 1947 states that,
employers in specified industrial establishments must obtain prior
approval of the appropriate government authority for effecting lay-
offs, retrenchment and closure after following the prescribed
procedure. The Act is applicable to establishments employing 100
or more workers. In his budget speech of 2001-02, the finance
minister proposed to amend the Act to be made applicable to
establishments employing more than 1000 persons.

CONCLUSION
The free market reform position argues that the labor market

functions like any other market and should thus be governed by the
law of contracts. Thus, it is argued that aspects of industrial
relations, which are governed by collective bargaining in the West,
are often determined by legislation in India and the existence of
exogenous rules governing employer-employee relations through
legislation has relegated independent contracts to a relatively
unimportant position, robbing the labor market of flexibility.

The proposed reforms thus attempt to reduce the role of the

State as the third party regulator of the employment contract.

However, employers want to retain that part of the tripartite
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arbitration process which protects capital and delays speedy

redressal of grievances of labor. Further, when it comes to bearing

the cost of restructuring the labor force, it is suggested that there

should be a gradual move away from employer liability systems to

that of state supported welfare schemes which in turn might be

market oriented in terms of returns to employees. This illustrates

the general tendency in reforms of externalizing and socializing the

cost of restructuring of labor force. The role of the State as a

monitoring and regulatory agency under a tripartite framework is

being questioned and attempted to be reduced drastically.

However, its role in socialization of costs of restructuring is being

emphasized. Notwithstanding the clamor for labor law reforms, the

actual legislative changes have been limited. As a result of strong

opposition from trade unions, the most stringent of the reform

proposals have not been cleared by the central government in

India. However, clandestine reforms have taken place through the

granting of ‘exemptions’ from specific labor regulations to particular

activities.

The major changes that have taken place in labor laws has

happened through the use of the State and judicial machinery

which is now used in a more hostile manner to labor. Business

interests however are not satisfied with this, because even though

the arbitration process has clearly tilted in their favor, yet

arbitrations are costly both in terms of time and money and there

remains a basic uncertainty about the outcome. In a rapidly

globalizing economy, when labor is at a disadvantage, capital does

not have the time and inclination to play the waiting game. There is

a considered opinion among some pro-labor voices that, given both

the history of arbitration as well as the anti-labor stance that the

State is taking, it is better to jettison the tripartite framework and

move towards a direct face-off between labor and capital in a

collective bargaining framework. When the tripartite framework was

introduced by the Congress at the eve of independence, labor had

potentially the strength and the backing of mass support to force

capital to pay attention to its demands. Domestic capital itself was

much more tentative, asking for a protective space against foreign

competition and it was prepared to compromise on an inclusive

developmental agenda to gain industrial truce and the growth of a

skilled and stable labor class. In the era of globalization, labor not

only has to confront global capital (both TNCs as well as Indian

monopoly capital whose interests are increasingly getting

internationalized), it has to do so in a much more hostile and
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uncertain atmosphere marked by rampant cost cutting in the

process of flexibilisation, casualisation and footloose investments.

Casualisation not only prevails in the huge informal sector but also

in the formal sector.

Labor market reforms are inevitable if India were to move

ahead along with the rest of the countries of the world. The reforms

should not only aim at creating flexibility in the labor market in

terms of entry and exit of firms but also substantially improve the

working conditions in India. A national minimum wage equivalent to

living wages should be determined and enforced throughout the

country. Minimum wages should be indexed to the general price

level so that real wages do not decline. Further they should be

periodically revised to reflect rise in productivity and also rise in

national income. While the firms should have full liberty to exit,

they cannot be absolved from the responsibility of giving

compensation in accordance with their ability. The Industrial

Disputes Act can be amended to have hire and fire policy

irrespective of the size of the labor force but not without adequate

compensation. At the same time, the Government of India must

create an institutional mechanism to retrain and redeploy

retrenched labor. Alternatively, unemployment allowance may be

paid to labor.

8.3 INSIDER – OUTSIDER THEORY OF INDUSTRIAL
RELATIONS

Environmental or external theories of industrial relations
were developed by economists whereas the in-plant or internal
theories were developed by sociologists and psychologists. The
environmental theories examine the impact of the external factors
and forces in shaping and changing industrial relations. The
leading external theory is that of Dunlop’s Systems Theory of
industrial relations. Dunlop views industrial relations system as one
of the sub-systems of the society. According to Dunlop, change in
industrial relations takes place due to changes in the external
environment. The external environment consists of the state of
technology, economic factors and the balance of political power in
the society. The external environment enables interactions
between the actors to frame the rules for stable industrial relations.
Dunlop has not paid any attention to behavioral variables like
motivation, perceptions and attitudes and their tendency to
concentrate on the rule making institutions and the settlement of
conflict. However, Dunlop’s model does take into account the
complexity of the industrial relations process and is flexible to be
adapted for use in any country or any situation. While rules are not
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the only thing in industrial relations they provide the broad
guidelines of a system and do help to explain the basic
characteristics. They do not prevent the integration of perceptions
and behavioral elements into an understanding of the system.
Hence this model provides a very useful framework of analysis of
the Indian industrial relations system. Finally, Dunlop’s model is
not normative in nature but objective enough to explain the causes
and consequences of the various processes involved in industrial
relations.

Internal or in-plant theories of industrial relations emphasize
on those factors which are internal to the industry. Internal factors
influence the interpersonal relationship and condition employee
motivation, attitudes and morale. In-plant theories were put forward
by behavioral scientists who were concerned with the patterns of
human behavior at the work place. The first behavioral theories
from the human relations school came from Elton Mayo, FJ
Roethlisberger and WJ Dickson who conducted the famous
Hawthorne investigations in the Western Electric Company, USA
during 1927-32. The basic argument of this school is that good
human relation constitutes the key to workers’ morale, high
productivity and industrial peace. There are no basic differences in
the interests of workers and the employers. The conflict is caused
by the lack of understanding and factors such as personality
differences and irrational behavior arising out of frustration and
poor communication. Workers become resistant and non-
cooperative when their safety and social needs are not fulfilled.
According to McGregor, if the higher order needs in terms of
Abraham Maslow’s hierarchy of needs are not satisfied, the morale
of the workers will be low and there will be no harmony in the
system.

Two important approaches in terms of in-plant theories have
come forward in recent years. These are: 1) Studies in
Organization Behavior by R Likert and D McGregor and 2) The
Group Dynamics Approach by C Argyris and R Blake. R Likert and
D McGregor have emphasized on the impact of organization
structure and organizational changes on integration in respect of
participative management whereby individual workers can achieve
their goals by directing their efforts to the success of the
organization. Treating the goal of organization efficiency as their
main concern, these studies tend to ignore the institutional aspects
of labor management relations and the role of trade unions. Argyris
and Blake have emphasized on the importance of democratic
leadership and the group discussion process. Group discussion
methods enable the participants to gain a better understanding of
themselves and the organizational setting in which they function.
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8.4 IMPLICIT CONTRACT THEORY

Implicit contracts refer to voluntary and self-enforcing long
term agreements made between two parties regarding the future
exchange of goods or services. Implicit contracts theory was first
developed to explain why there are quantity adjustments such as
layoffs instead of price adjustments in terms of falling wages in the
labor market during recessions.

In the context of the labor market, an implicit contract is an
employment agreement between an employer and an employee
that specifies how much labor is supplied by the worker and how
much wage is paid by the employer under different circumstances
in the future. An implicit contract can be an explicitly written
document or a tacit agreement. The contract is self-enforcing,
meaning that neither of the two parties would be willing
to breach the implicit contract in absence of any
external enforcement since both parties would be worse off
otherwise.

8.4.1 Implicit Contract in the Labor Market

The Layoff Puzzle.
In traditional economic theory, a worker takes his wage as

given and decides how many hours he works. The firm also takes
the wage as given and decides how much labor to buy. Then wage
is determined in the market to ensure total labor supply equals total
labor demand. If workers supply more labor than firms demand,
then the wage level should fall so that workers will work fewer
hours and firms would demand more labor. Hence, when firms
reduce labor demand during a recession, we should expect to see
a fall in wages as well. However, in reality, firms layoff redundant
workers while keeping the wage unchanged for the rest of the
workforce, and the wage compensation fluctuates considerably
less than employment does in a typical business cycle. Therefore,
the law of supply and demand is insufficient to explain patterns in
wages and employment.

Implicit Contracts as Insurance
In an effort to explain the layoff puzzle, models with implicit

contracts were independently developed by Martin Baily, Donald
Gordon, and Costas Azariadis in 1974 and 1975. In their models,
the firm and its workers are not simply the buyer and sellers of
labor service in a sequential spot market. Instead, the employer
and workers engage in a long term relationship that enables risk
sharing. The key assumption is that the employers are risk
neutral while the workers are risk averse. This difference in attitude
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towards risk enables both parties to benefit from a long term
employment relationship. Under the implicit contract, a worker is
able to reduce the fluctuation in his labor income and the employer
is able to increase his average profit. Hence, both parties are better
off than being in the spot market. Therefore, the implicit contract
between a worker and an employer is like insurance used
to hedge the risk in the spot labor market. Layoffs act as
the insurance premium that workers pay for the stability in
the insurance schedule in the long run.

Decline of implicit contract theory in labor economics
Despite the popularity of implicit contract theory in the

1980s, applications of the implicit contracts theory in labor
economics has been in decline since 1990s. The theory has been
replaced by search and matching theory to explain labor market
imperfections.

8.5 EFFICIENCY WAGE/EFFORT MODEL
According to efficiency wage hypothesis, in some markets,

wages are determined by factors other than the market forces of
supply and demand. Managers pay their employees more than
the market-clearing wage in order to increase
their productivity or efficiency which in turn compensates for the
higher wages. Since workers are paid more than the market
clearing or equilibrium wage, there will be unemployment.
Efficiency wages are therefore a market failure explanation of
unemployment which is in contrast to theories which emphasize
government intervention such as minimum wages. The idea of
efficiency wages was expressed as early as 1920 by Alfred
Marshall. Efficiency wage theory is especially important in new
Keynesian economics. Theories which explain as to why managers
pay efficiency wages are:

1. Avoiding Shirking. If it is difficult to measure the quantity or
quality of a worker's effort and systems of piece rates or
commissions are impossible. There may be an incentive for the
employee to ‘shirk’ i.e. to do less work than agreed. The
manager thus may pay an efficiency wage in order to create or
increase the opportunity cost, which gives the threat of firing.
This threat can be used to prevent shirking (or moral hazard).

2. Minimizing Turnover. The worker's motivation to leave the job
and look for a job elsewhere will be reduced due to efficiency
wages. Efficiency wages makes economic sense because it is
often expensive to train replacement workers.
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3. Adverse Selection. Firms with higher wages will attract more
able job-seekers. An efficiency wage means that the employer
can choose the best workers among applicants.

4. Sociological Theories. Efficiency wages may result from
traditions. According to Akerlof’s theory, higher wages leads to
high morale and high productivity.

5. Nutritional Theories. In developing countries, efficiency wages
may allow workers to eat well enough to avoid illness and to be
able to work harder and more productively.

The model of efficiency wages based on shirking, developed
by Carl Shapiro and Joseph E. Stiglitz is prominent amongst the
many models.

Shirking
In the Shapiro-Stiglitz model workers are paid at a level

where they do not shirk. This prevents wages from dropping to
equilibrium or market clearing levels. Full employment cannot be
achieved because workers would shirk if they were not threatened
with the possibility of unemployment. The curve for the no-shirking
condition (NSC) goes to infinity at full employment as shown in the
following figure.

NSC

W*

W

DL

0 E* EF

Employment

Figure 8.1: The Stiglitz – Shapiro Efficiency Wage Model.

According to the shirking model, complete contracts do not
exist in the real world. This implies that both parties to the contract
have some discretion, but frequently, due to monitoring problems, it
is the employee’s side of the bargain which is subject to the most
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discretion. Methods such as piece rates are impracticable because
monitoring is too costly or inaccurate. Such methods may be based
on measures too imperfectly verifiable by workers, creating a moral
hazard problem on the employer’s side. Thus the payment of a
wage in excess of market-clearing may provide employees with
cost-effective incentives to work rather than shirk.

In the Shapiro and Stiglitz model, workers either work or
shirk and if they shirk they have a certain probability of being
caught with the penalty of being fired. As a result, at the point of
equilibrium there is unemployment. Unemployment is generated
because firms try to push their wages above the market average to
create an opportunity cost to shirking. This creates a low, or no
income alternative which makes job loss costly, and serves as an
instrument of discipline for the workers. Unemployed workers
cannot bid for jobs by offering to work at lower wages, since if
hired, it would be in the worker’s interest to shirk on the job, and he
or she has no credible way of promising not to shirk. Shapiro and
Stiglitz point out that their assumption that workers are identical
(e.g. there is no stigma to having been fired) is a strong one – in
practice reputation can work as an additional disciplining device.

The shirking model does not predict that the bulk of the
unemployed at any one time are those who are fired for shirking,
because if the threat associated with being fired is effective, little or
no shirking and sacking will occur. Instead the unemployed will
consist of a rotating pool of individuals who have quit for personal
reasons, are new entrants to the labor market, or who have been
laid off for other reasons. Pareto optimality, with costly monitoring,
will result in some unemployment, since unemployment plays a
socially valuable role in creating work incentives. But the
equilibrium unemployment rate will not be Pareto optimal, since
firms do not take into account the social cost of the unemployment
they help to create.

However, the efficiency wage hypothesis is criticized on the
ground that more sophisticated employment contracts can under
certain conditions reduce or eliminate involuntary unemployment.
Lazear demonstrates the use of seniority wages to solve the
incentive problem, where initially workers are paid less than
their marginal productivity, and as they work effectively over time
within the firm, earnings increase until they exceed marginal
productivity. The upward bias in the age-earnings profile provides
the incentive to avoid shirking, and the present value of wages can
fall to the market-clearing level, eliminating involuntary
unemployment. Lazear and Moore find that the slope of earnings
profiles is significantly affected by incentives.
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However, a significant criticism is that moral hazard would
be shifted to employers, since they are responsible for monitoring
the worker’s effort. Incentives would exist for firms to declare
shirking when it has not taken place. In the Lazear model, firms
have incentives to fire older workers (paid above marginal product)
and hire new cheaper workers, creating a credibility problem. The
seriousness of this employer moral hazard depends on the extent
to which effort can be monitored by outside auditors, so that firms
cannot cheat, although reputation effects may have the same
impact.

8.6 SUMMARY
1. State regulation of the labor market is conducted through labor
legislation. Labor legislation in India can be classified into
protective legislation, regulative legislation, social security
legislation and welfare legislation.

2. Labor market reforms are therefore sought in the following two

important labor legislations:

a. Removal of Section 10 of the Contract Labor (Regulation and
Abolition) Act, 1970.

b. Removal of Chapter VB of the Industrial Disputes Act, 1947
(introduced during the Emergency of 1975-77).

3.The leading external theory is that of Dunlop’s Systems Theory of
industrial relations. According to Dunlop, change in industrial
relations takes place due to changes in the external environment.
The external environment consists of the state of technology,
economic factors and the balance of political power in the
society.

4. Internal or in-plant theories of industrial relations emphasize on

those factors which are internal to the industry. Internal factors

influence the interpersonal relationship and condition employee

motivation, attitudes and morale. In-plant theories were put

forward by behavioral scientists who were concerned with the

patterns of human behavior at the work place.

5. In the context of the labor market, an implicit contract is an

employment agreement between an employer and an employee

that specifies how much labor is supplied by the worker and how

much wage is paid by the employer under different

circumstances in the future.

6. According to efficiency wage hypothesis, in some markets,

wages are determined by factors other than the market forces of
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supply and demand. Managers pay their employees more than

the market-clearing wage in order to increase their productivity

or efficiency which in turn compensates for the higher wages.

Since workers are paid more than the market clearing or

equilibrium wage, there will be unemployment. Efficiency wages

are therefore a market failure explanation of unemployment

which is in contrast to theories which emphasize government

intervention such as minimum wages.

8.7 QUESTIONS

1. State and explain the classification of labor legislation in India.
2. Write a note on deregulation and labor market dynamics in the

context of Indian labor market.
3. Examine the insider-outsider theory of industrial relations.
4. Explain the implicit contract theory.
5. Write a note on efficiency wage theory.
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9

CAPITAL LABOR RELATIONS

Unit Structure

9.0 Objectives
9.1 Capital - Labour Relations
9.2 Human Relations Approach to Capital-Labor Relations
9.3 Summary
9.4 Questions

9.0 OBJECTIVES

� To appreciate the meaning of Taylorism, Fordism, Post-Fordism
and Pluralism

� To understand the human relations school and behavioral
approaches to capital labor relations

9.1 CAPITAL - LABOR RELATIONS

9.1.1 TAYLORISM

Scientific management or Taylorism, was a theory of

management that analyzed and synthesized workflows. Its main

objective was improving economic efficiency, especially labor

productivity. It was one of the earliest attempts to apply science to

the engineering of processes and to management. Its development

began with Frederick Winslow Taylor in the 1880s and 1890s within

the manufacturing industries. Its peak of influence came in the

1910s. By the 1920s, it was still influential but had begun an era of

competition and syncretism with opposing or complementary ideas.

Although scientific management as a distinct theory or school of

thought was obsolete by the 1930s, most of its themes are still

important parts of industrial engineering and management today.

These include analysis, synthesis, logic, rationality, empiricism,

work ethic, efficiency and elimination of waste, standardization of

best practices, disdain for tradition preserved merely for its own

sake or merely to protect the social status of particular workers with

particular skill sets, the transformation of craft production into mass
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production, and knowledge transfer between workers and from

workers into tools, processes, and documentation.

The core ideas of scientific management were developed by
Taylor in the 1880s and 1890s, and were first published in his
monographs A Piece Rate System (1895), Shop Management
(1903) and The Principles of Scientific Management (1911). While
working as a lathe operator and foreman at Midvale Steel, Taylor
noticed the natural differences in productivity between workers,
which were driven by various causes, including differences in
talent, intelligence, or motivations. He was one of the first people to
try to apply science to this application, that is, understanding why
and how these differences existed and how best practices could be
analyzed and synthesized, then propagated to the other workers
via standardization of process steps. He believed that decisions
based upon tradition and rules of thumb should be replaced by
precise procedures developed after careful study of an individual at
work, including via time and motion studies, which would tend to
discover or synthesize the "one best way" to do any given task. The
goal and promise was both an increase in productivity and
reduction of effort.

In management literature, the greatest use of the term
"scientific management" is with reference to the work of Taylor and
his disciples ("classical", implying "no longer current, but still
respected for its seminal value") in contrast to newer, improved
versions of efficiency-seeking methods. In political and sociological
terms, Taylorism can be seen as the division of labor pushed to its
logical extreme, with a consequent de-skilling of the worker and de-
humanization of the workers and the workplace. Taylorism is often
mentioned along with Fordism, because it was closely associated
with mass production methods in factories, which was its earliest
application. Today, task-oriented optimization of work tasks is all
pervasive in industry.

Scientific management was one of the first attempts to
systematically treat management and process improvement as a
scientific problem. It was probably the first to do so in a "bottom-up"
way, which is a concept that remains useful even today, in concert
with other concepts. Two corollaries of this primacy are that (1)
scientific management became famous and (2) it was merely the
first version of a long-developing way of thinking, and many
versions have come since. Nevertheless, common elements unite
them. With the advancement of statistical methods, quality
assurance and quality control could begin in the 1920s and 1930s.
During the 1940s and 1950s, the body of knowledge for doing
scientific management evolved into operations management,
operations research, and management cybernetics. In the 1980s
total quality management became widely popular, and in the 1990s
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"re-engineering" went from a simple word to a mystique (a kind of
evolution that, unfortunately, draws bad managers to jump on the
bandwagon without understanding what the bandwagon is).
Today's Six Sigma and lean manufacturing could be seen as new
kinds of scientific management, although their evolutionary distance
from the original is so great that the comparison might be
misleading. In particular, Shigeo Shingo, one of the originators of
the Toyota Production System, believed that this system and
Japanese management culture in general should be seen as a kind
of scientific management.

Peter Drucker saw Frederick Taylor as the creator of
knowledge management, because the aim of scientific
management was to produce knowledge about how to improve
work processes. Although the typical application of scientific
management was manufacturing, Taylor himself advocated
scientific management for all sorts of work, including the
management of universities and government. For example, Taylor
believed scientific management could be extended to "the work of
our salesmen". Shortly after his death, his acolyte Harlow S. Person
began to lecture corporate audiences on the possibility of using
Taylorism for "sales engineering" [Person was talking about
engineering the processes that salespeople use—not about sales
engineering in the way that we use that term today]. This was a
watershed insight in the history of corporate marketing.

Today's militaries employ all of the major goals and tactics of
scientific management, if not under that name. Of the key points, all
but wage incentives for increased output are used by modern
military organizations. Wage incentives rather appear in the form of
skill bonuses for enlistments. Scientific management has had an
important influence in sports, where stop watches and motion
studies rule the day. (Taylor himself enjoyed sports, especially
tennis and golf. He and a partner won a national championship in
doubles tennis. He invented improved tennis racquets and
improved golf clubs, although other players liked to tease him for
his unorthodox designs, and they did not catch on as replacements
for the mainstream implements.)

Scientific Management and its relationship to mechanization,
automation, and off-shoring

Scientific management evolved in an era when
mechanization and automation were still in their embryonic stages.
Two important corollaries flow from this fact: (1) The ideas and
methods of scientific management were exactly what was needed
to be added to the American system of manufacturing to extend the
transformation from craft work (with humans as the only possible
agents) to mechanization and automation; but also, (2) Taylor
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himself could not have known this, and his goals did not include the
extensive removal of humans from the production process. During
his lifetime, the very idea would have seemed like science fiction,
because not only did the technological bridge to such a world not
yet look plausible, but most people had not even considered that it
could happen.

In between craft production (with skilled workers) and full
automation lies a natural middle ground of an engineered system of
extensive mechanization and partial automation mixed with
semiskilled and unskilled workers in carefully designed algorithmic
workflows. Building and improving such systems requires
knowledge transfer, which may seem simple on the surface but
requires substantial engineering to succeed. Although Taylor's
original inspiration for scientific management was simply to replace
inferior work methods with smarter ones, the same process
engineering that he pioneered also tends to build the skill into the
equipment and processes, removing most need for skill in the
workers. This engineering was the essence not only of scientific
management but also of most industrial engineering since then. It is
also the essence of (successful instances of) off-shoring. The
common theme in all these cases is that businesses engineer their
way out of their need for large concentrations of skilled workers,
and the high-wage environments that sustain them.

Effects of Scientific Management on labor relations in market
economies

Taylor's view of workers was complex. Anyone who
manages a large team of workers sees from experience that Taylor
was correct that some workers could not be relied upon for talent or
intelligence. Today enterprises still find that talent is a scarce
resource. But he failed to leave room in his system for the workers
who did have talent or intelligence. Some of them would be duly
utilized during the early phases (the studying and designing), but
what about smart workers in years afterwards who would start out
among the ranks of the drones? What opportunities would they
have for career advancement or socioeconomic advancement? He
also failed to properly consider the fate of the drone-ish workers
themselves. Maybe they did lack the ability for higher-level jobs, but
what about keeping them satisfied or placated in their existing
roles?

Taylorism took some steps toward addressing their needs
(for example, Taylor advocated frequent breaks and good pay), but
Taylor nevertheless had a condescending view of less intelligent
workers, whom he sometimes compared to draft animals. And
perhaps Taylor was so immersed in the vast work immediately in
front of him (getting the world to understand and to implement
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scientific management's earliest phases) that he failed to strategize
about the next steps (sustainability of the system after the early
phases).

The human relations school of management evolved in the
1930s. Some scholars, such as Harry Braverman, insisted that
human relations did not replace Taylorism but rather that both
approaches were complementary - Taylorism determining the
actual organization of the work process, and human relations
helping to adapt the workers to the new procedures. Today's
efficiency-seeking methods, such as lean manufacturing, include
respect for workers and fulfillment of their needs as inherent parts
of the theory. (Workers slogging their way through workdays in the
business world do encounter flawed implementations of these
methods that make jobs unpleasant; but these implementations
generally lack managerial competence in matching theory to
execution.) Clearly a syncretism has occurred since Taylor's day,
although its implementation has been uneven, as lean
management in capable hands has produced good results for both
managers and workers, but in incompetent hands has damaged
enterprises.

Implementations of scientific management usually failed to
account for several inherent challenges:

1. Individuals are different from each other: the most efficient way
of working for one person may be inefficient for another.

2. The economic interests of workers and management are rarely
identical, so that both the measurement processes and the re-
training required by Taylor's methods are frequently resented
and sometimes sabotaged by the workforce.

Taylor himself, in fact, recognized these challenges and had
some good ideas for meeting them. Nevertheless, his own
implementations of his system (e.g., Watertown Arsenal, Link-Belt
Corporation, Midvale, and Bethlehem) were never really very
successful. Many managers who later followed Taylor did even
worse jobs of implementation. Typically they were less analytically
talented managers who had latched onto scientific management as
the latest fad for cutting the unit cost of production. Like bad
managers even today, these were the people who used the big
words without any deep understanding of what they meant. Taylor
knew that scientific management could not work unless the workers
benefited from the profit increases that it generated. Taylor had
developed a method for generating the increases, for the dual
purposes of owner/manager profit and worker profit, realizing that
the methods relied on both of those results in order to work
correctly. But many owners and managers seized upon the
methods thinking that the profits could be reserved solely or mostly
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for themselves and the system could endure indefinitely merely
through force of authority. Workers are necessarily human: they
have personal needs and interpersonal friction, and they face very
real difficulties introduced when jobs become so efficient that they
have no time to relax, and so rigid that they have no permission to
innovate.

9.1.2 FORDISM, POST-FORDISM AND THE FLEXIBLE SYSTEM
OF PRODUCTION

Fordism refers to the system of mass production and
consumption characteristic of highly developed economies during
the 1940s to1960s. Fordism means mass consumption combined
with mass production to produce sustained economic growth. The
period from 1970s to 1990s has been a period of slower growth and
increasing income inequality. During this period, the system of
organization of production and consumption has undergone a
second transformation. This new system is referred to as the
"flexible system of production" (FSP) or the "Japanese
management system." On the production side, FSP is
characterized by dramatic reductions in information costs and
overheads, Total Quality Management (TQM), just-in-time inventory
control, and leaderless work groups and on the consumption side,
by the globalization of consumer goods markets, faster product life
cycles, and far greater product/market segmentation and
differentiation.

Henry Ford was once a popular symbol of the transformation
from an agricultural to an industrial, mass production, mass
consumption economy. The first of these transformations was from
craft production to mass production. This helped to create the
market, based on economies of scale and scope, and gave rise to
giant organizations built upon functional specialization and minute
divisions of labor. Economies of scale were produced by spreading
fixed expenses, especially investments in plant and equipment and
the organization of production lines, over larger volumes of output,
thereby reducing unit costs. Economies of scope were produced by
exploiting the division of labor - sequentially combining specialized
functional units, especially overheads such as reporting,
accounting, personnel, purchasing, or quality assurance, in various
ways so that it was less costly to produce several products than a
single specialized one. It also created a variety of public policies,
institutions, and governance mechanisms intended to mitigate the
failures of the market, and to reform modern industrial
arrangements and practices.

Ford's main contributions to mass production/consumption
were in the area of process engineering. The distinctive feature of
his system was standardization - standardized components,
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standardized manufacturing processes, and a simple, easy to
manufacture and repair standard product. Standardization required
nearly perfect interchangeability of parts. To achieve
interchangeability, Ford exploited advances in machine tools and
gauging systems. These innovations made possible the moving, or
continuous, assembly line, in which each assembler performed a
single, repetitive task. Ford was also one of the first to realize the
potential of the electric motor to reconfigure work flow. Machines
that were previously arrayed about a central power source could
now be placed on the assembly line, thereby dramatically
increasing throughput. The moving assembly line was first
implemented at Ford's Model-T Plant at Highland Park, Michigan, in
1914, increasing labor productivity tenfold and permitting price cuts
from $780 in 1910 to $360 in 1914. Hence, the term ‘Fordize’
mean "to standardize a product and manufacture it by mass
means at a price so low that the common man can afford to
buy it."

Under mass production, not only were parts
interchangeable, so too were assemblers. Assembly line work is
unpleasant in a mass production environment. It is physically
demanding, requires high levels of concentration, and can be
excruciatingly boring. As a consequence, Ford experienced very
high labor turnover, 380 percent in 1913. (Even today, double-digit
absenteeism is common in mass-production assembly plants,
necessitating a buffer stock of utility workers, who fill in for the
assemblers that fail to report at the start of each shift). facts, Ford
dealt with labor turnover by doubling pay to $5 a day; that other
manufacturer's emulated Ford's wage policies along with his
production methods; and that eventually all employers were forced
to bring wages into line with those offered unskilled labor in
manufacturing. In other words: premium pay for putting up with
what Gramsci described as mass production's "monotonous,
degrading, and life draining work process."

Regardless of the means, unskilled assembly workers
eventually reaped substantial gains from increased industrial
productivity - a forty percent reduction in working hours and a
twenty-five-fold increase in wages. In the English speaking world,
unions enforced artificial scarcity to win supra-competitive wages
for their members, sometimes on their own, sometimes in
cooperation with other unions, and sometimes in collusion with
specific firms. In the social-market economies of Northern Europe,
workers did even better. Coordinated wage setting between
national associations of employers and national labor
organizations, usually led by blue-collar unions, achieved both high
wages and considerable income equality, almost without strikes.

However, the ability of unskilled manufacturing employees to
gain and hold supra-competitive wages ultimately depended upon
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their political power. By the 1950s, the rise of mass production had
made them the largest single group in every developed country.
Already organized by their employers, they were easily mobilized
on behalf of their own interests. In every developed country, labor
unions emerged as the best-organized and often the most powerful
political force. Their preferences were reflected not only in labor
laws, but in public policy generally. They were the architects and
chief supporters of the postwar Keynesian welfare state, with its
goals of full employment, social security, and income parity.
Consequently, some even referred to the welfare state as the
Fordist state.

Despite gains to unskilled industrial workers, Ford's mass-
production system was criticized. Frederick Taylor, who coined the
term Fordism directed his criticism at the deskilling of assembly line
workers, likening Ford's assemblers to trained gorillas. Italian
Marxist, Antonio Gramsci observed in Americanismo e Fordismo
(written in 1929-32, but published in 1949), that "Taylor expresses
the real purpose of American society, replacing in the worker the
old psycho-physical nexus of qualified professional work, which
demanded active participation, intelligence, fantasy, and initiative,
with automatic and mechanical attitudes. This is not a new thing, it
is rather the most recent, the most intense, the most brutal phase of
a long process that began with industrialism itself. This phase will
itself be superseded by the creation of a new psycho-physical
nexus, both different from its predecessors and superior. As a
consequence, a part of the old working class will be eliminated from
the world of work, and perhaps from the world."

Post-Fordism (Flexibilism) is the name given to the
dominant system of economic production, consumption and
associated socio-economic phenomena, in most industrialized
countries since the late 20th century. It is contrasted with Fordism,
the system formulated in Henry Ford's automotive factories, in
which workers work on a production line, performing specialized
tasks repetitively.

Post-Fordism is characterized by the following attributes:

1. Small-batch production.
2. Economies of scope.
3. Specialized products and jobs.
4. New information technologies.
5. Emphasis on types of consumers in contrast to previous

emphasis on social class.
6. The rise of the service and the white-collar worker.
7. The feminization of the work force.
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Theories of post-Fordism

Post-Fordism can be applied in a wider context to describe a
whole system of modern social processes. Because Post-Fordism
describes the world as it is today, various thinkers have different
views on its form and implications. As the theory continues to
evolve, it is commonly divided into three schools of thought:
Flexible Specialization, Neo-Schumpeterianism, and the Regulation
School.

Flexible Specialization
Proponents of the Flexible Specialization approach (also

known as the neo-Smithian approach) to post-Fordism believe that
fundamental changes in the international economy, especially in
the early 1970s, forced firms to switch from mass production to a
new tactic known as Flexible Specialization. Factors such as the oil
shocks of 1973, increased competition from foreign markets
(especially Southeast Asia) due to globalization, the end of the
post-World War II boom, and increasing privatization made the old
system of mass producing identical, cheap goods through division
of labor uncompetitive.

Instead of producing generic goods, firms now found it more
profitable to produce diverse product lines targeted at different
groups of consumers, appealing to their sense of taste and fashion.
Instead of investing huge amounts of money on the mass
production of a single product, firms now needed to build intelligent
systems of labor and machines that were flexible and could quickly
respond to the whims of the market. The technology originally
associated with flexible production was the numerical controller,
which was developed in the United States in the 1950s; however,
the CNC, developed in Japan, later replaced it. The development of
the computer was very important to the technology of flexible
specialization. Not only could the computer change characteristics
of the goods being produced, but it could also analyze data to order
supplies and produce goods in accordance with current demand.
These types of technology made adjustments simple and
inexpensive, making smaller specialized production runs
economically feasible. Flexibility and skill in the labor was also
important. The workforce was now divided into a skill-flexible core
and a time-flexible periphery. Flexibility and variety in the skills and
knowledge of the core workers and the machines used for
production allowed for the specialized production of goods. Modern
just in time manufacturing is one example of a flexible approach to
production.

Likewise, the production structure began to change on the
sector level. Instead of a single firm manning the assembly line
from raw materials to finished product, the production process
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became fragmented as individual firms specialized on their areas of
expertise. As evidence for this theory of specialization, proponents
claim that Marshallian "industrial districts," or clusters of integrated
firms, have developed in places like Silicon Valley, Jutland,
Smaland, and several parts of Italy.

Neo-Schumpeterianism
The Neo-Schumpeterian approach to post-Fordism is based

upon the theory of Kondratiev Waves (also known as Long Waves).
The theory holds that a "techno-economic paradigm" characterizes
each long wave. Fordism was the techno-economic paradigm of the
fourth Kondratiev Wave, and post-Fordism is thus the techno-
economic paradigm of the fifth, which is dominated by Information
and Communication Technology (ICT). Notable Neo-
Schumpeterian thinkers comprise Carlota Perez and Christopher
Freeman, as well as Michael Storper and Richard Walker.

Regulation School
The Regulation approach (also called the neo-Marxist or

French Regulation School), was designed to address the paradox
of how capitalism has both a tendency towards crisis, change and
instability as well as an ability to stabilize institutions, rules and
norms. The theory is based on two key concepts. "Regimes of
Accumulation" refer to systems of production and consumption,
such as Fordism and post-Fordism. "Modes of Regulation" refer to
the written and unwritten laws of society which control the Regime
of Accumulation and determine its form.

According to Regulation theory, every Regime of
Accumulation will reach a crisis point at which the Mode of
Regulation will no longer support it, and society will be forced to
find new rules and norms, forming a new Mode of Regulation. This
will begin a new Regime of Accumulation, which will eventually
reach a crisis, and so forth. Proponents of Regulation theory
include Michel Aglietta, Robert Boyer, Bob Jessop, and Alain
Lipietz.

Changes from Fordism to post-Fordism
Post-Fordism brought on new ways of looking at

consumption and production. The saturation of key markets brought
on a turn against mass consumption and a pursuit of higher living
standards. This shift brought a change in how the market was
viewed from a production standpoint. Rather than being viewed as
a mass market to be served by mass production, the consumers
began to be viewed as different groups pursuing different goals
who could be better served with small batches of specialized goods
Mass markets became less important while markets for luxury,
custom, or positional good became more significant. Production
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became less homogeneous and standardized and more diverse
and differentiated as organizations and economies of scale were
replaced with organizations and economies of scope.

The changes in production with the shift from Fordism to
post-Fordism were accompanied by changes in the economy,
politics, and prominent ideologies. In the economic sphere, post-
Fordism brought the decline of regulation and production by the
nation-state and the rise of global markets and corporations. Mass
marketing was replaced by flexible specialization and organizations
began to emphasize communication more than command. The
workforce changed with an increase in internal marketing,
franchising, and subcontracting and a rise in part-time, temporary,
self-employed, and home workers. Politically, class-based political
parties declined and social movements based on region, gender, or
race increased. Mass unions began to vanish and were instead
replaced by localized plant-based bargaining. Cultural and
ideological changes included the rise in individualist modes of
thought and behavior and a culture of entrepreneurialism. Following
the shift in production and acknowledging the need for more
knowledge-based workers, education became less standardized
and more specialized. Prominent ideologies that arose included
fragmentation and pluralism in values, post-modern eclecticism,
and populist approaches to culture. Italy and Japan are the known
examples of post-Fordism.

Criticisms
The main criticism of post-Fordism asserts that post-Fordism

mistakes the nature of the Fordist revolution and that Fordism was
not in crisis, but was simply evolving and will continue to evolve.
Other critics believe that post-Fordism does exist, but coexists with
Fordism. The automobile industry has combined Fordist and post-
Fordist strategies, using both mass production and flexible
specialization. Ford introduced flexibility into mass production, so
that Fordism could continue to evolve. Those who advocate post-
Fordism, however, note that criticism that focuses primarily on
flexible specialization ignores post-Fordist changes in other areas
of life and that flexible specialization cannot be looked at alone
when examining post-Fordism. Another criticism is that post-
Fordism relies too heavily on the examples of the Third Italy and
Japan. Some believe that Japan is neither Fordist nor post-Fordist
and that vertical disintegration and mass production go hand in
hand. Others argue that the new, smaller firms in Italy didn’t
develop autonomously, but are a product of the vertical
disintegration of the large Fordist firms who contracted lower value-
added work to smaller enterprises. Other criticisms argue that
flexible specialization is not happening on any great scale, and
smaller firms have always existed alongside mass production. The
term "post-fordism" is gradually giving way in the literature to a
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series of alternative terms such as the "knowledge economy",
"cognitive capitalism", the "cognitive-cultural economy," and so on.

9.1.3 PLURALISM
In pluralism the organization is perceived as being made up

of powerful and divergent sub-groups - management and trade

unions. This approach sees conflicts of interest and disagreements

between managers and workers over the distribution of profits as

normal and inescapable. Consequently, the role of management

would lean less towards enforcing and controlling and more toward

persuasion and co-ordination. Trade unions are deemed as

legitimate representatives of employees. Conflict is dealt by

collective bargaining and is viewed not necessarily as a bad thing

and if managed could in fact be channeled towards evolution and

positive change. Realistic managers should accept conflict to

occur. There is a greater propensity for conflict rather than

harmony. They should anticipate and resolve this by securing

agreed procedures for settling disputes. The implications of this

approach include:

1. The firm should have industrial relations and personnel
specialists who advise managers and provide specialist services
in respect of staffing and matters relating to union consultation
and negotiation.

2. Independent external arbitrators should be used to assist in the
resolution of disputes.

1. Union recognition should be encouraged and union
representatives given scope to carry out their representative
duties.

Kerr is one of the advocates of pluralism. He says that the

social environment is an important factor in industrial conflicts.

Organized workers are more likely to strike as compared to

unorganized groups. When industrial jobs become more pleasant

and employees get more integrated into the wider society, strikes

will be less frequent. Ross and Hartman’s comparison of strikes

across countries reveals the declining incidence of strikes on

account of greater industrialization and development of appropriate

institutional framework to settle industrial conflicts. According to

Ross and Hartman, there is a decline in strikes across the world

even while union membership is growing.
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Pluralistic theories on capital-labor relations came into

existence in the sixties and seventies when England experienced a

resurgence of industrial conflicts. Flanders and Fox were the

British exponents of pluralism. According to Flanders, conflict is

inherent in the industrial system and collective bargaining is the

method to resolve industrial disputes. Fox distinguishes between

two aspects of relationship between capital and labor. The market

relationship is concerned with the terms and conditions of hiring

labor. This relationship is economic in character and is based on

contracts executed between the parties. The second aspect is

about the relationship between management and labor, the nature

of their interactions, negotiations between union and management,

distribution of power in the organization and participation of union in

joint decision making.

9.2 HUMAN RELATIONS APPROACH TO CAPITAL-
LABOR RELATIONS

The roots of human relations approach to capital labor

relations can be traced to the Hawthorne Studies at the Western

Electric Company in Chicago during the First World War period.

The rise of democratic leadership during and after the two great

wars had the greatest impact in terms of popularity of the human

relations approach. It was believed that a more satisfied employee

group could be achieved through human relations approach and

this can lead to improvement in productivity. The human relations

approach in the modern times covers almost all areas of capital

labor relations and includes safety, production control, cost control,

company organization, company policies, job evaluation, incentive

payment, employee motivation and attitudes, group dynamics,

communications, counseling and democratic leadership. The

relations between labor and capital as embodied in the

management or enterprise is one of human relations. The

establishment and maintenance of industrial peace is an important

task before a developing country like India.

According to Dale Yoder and others, human relation

approach is a device for three-way communication and employees’

participation in decision making process. Thus greater attention is

paid to human aspect of the employee than technical and economic

aspects. According to Keith Davies, human relations are “the

integration of people into a work situation that motivates them to

work together productively, co-operatively and with economic,
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psychological and social satisfactions.” The goals of human

relations are to get people to produce, to cooperate through

mutuality of interest and to gain satisfaction from their relationships.

The human relations school was founded by Elton Mayo and later

propagated by Roethlisberger, Whitehead and Whyte. This

approach focuses on certain policies and techniques to improve

employee morale, efficiency and job satisfaction. It encourages the

small work group to exercise considerable control over its

environment. Industrial relations problems arise due to improper

management of human resources. These problems can be solved

by managing the dynamics of human behavior at the individual and

group level. Human resource management policies related to

leadership and motivation has a deep impact on the behavior of

workers at the work place. For example, a manager using

autocratic style designs a close supervision system and feels that

display of authority would drive people to work. But this style leads

to dissatisfaction and hatred among people. However, under a

democratic style of leadership, desired organizational behavior can

be cultivated if employees’ needs and wants are properly satisfied.

The manager working with a democratic style positively motivates

people. No leadership style is complete in itself. Different

situations demand different styles appropriate to the occasion. In

order to maintain good human relations in general and industrial

relations in particular, the study of human needs is of great

importance. There are four basic needs. These are: physiological,

safety, social and egoistic needs. The physiological needs include

food, water, clothing shelter, sex etc. These needs are important

for the preservation and efficiency of human race. The safety and

security needs include physical security, financial and job security.

The social needs include need for companionship, belonging and

affection. The egoistic needs are higher order needs and relates to

one’s desire for self-esteem. These needs are interdependent and

overlapping i.e. more than one need or a combination of needs at

different levels may sought to be satisfied by individuals. It is

therefore necessary for the management to design a suitable

motivational strategy to provide an environment for their optimum

need satisfaction required for maintaining good human relations in

the organization. Human Relations Management techniques are

greatly useful in maintaining harmonious industrial relations. The

workers are likely to achieve greater job satisfaction, get involved in

the work and integrate their objectives with the objectives of the

organization.
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9.2.1 PSYCHOLOGICAL APPROACH TO CAPITAL- LABOR
RELATIONS

According to the psychological approach to industrial

relations, the problems of industrial relations are deeply rooted in

the perception and the attitude of focal participants. Mason Harie

studied the influence of individual’s perception on his behavior. He

studied the behavior of two different groups namely, union leaders

and executives. Both the groups were asked to rate a photograph

of a middle aged person. The Union leaders rated the person in

the photograph as manager whereas the executives the rated the

person as Union leader. Mason Harie made the following

conclusions from his study:

1. The general impression about a person is radically different
when he is seen as a representative of management from
that of the person as a representative of labor.

2. The management and labor see each other as less
appreciative of each other’s position.

3. The management and labor see each other as less
dependable.

4. The management and labor see each other as deficient in
thinking regarding emotional characteristics and inter-
personal relations.

This difference in perception of parties is largely because of

their individual perceptions. It is for this reason that some aspect of

the situations are glorified, some suppressed or totally distorted by

the individual making a judgment on the issue. The conflict

between labor and management occurs because every group

negatively views the behavior of other i.e. even the honest intention

of a party is looked with suspicion. In most of the industrial

conflicts, not only the interest but also the personalities of actors in

the system are at stake. The problem is further aggravated by the

unfulfilled needs of power, prestige, recognition, economic motives

etc. Further, strained inter-personal and inter-group relations give

rise to disharmony in the system.

9.2.2 SOCIOLOGICAL APPROACH TO CAPITAL – LABOR
RELATIONS

The industry is a microcosmic social world and the workshop

is a community made up of various individuals and groups with

differing personalities, educational background, family background,



121

emotions, likes and dislikes and a number of personal factors such

as attitudes and behavior. These differences create problems of

conflict and competition among the members of an industrial

society. The sociological roots of industrial problems can be traced

to sociological factors like value system, customs, norms, symbols,

attitude and perception of both labor and management that affect

the industrial relations in different ways. These factors determine

the behavior of workers. The social consequences of

industrialization like organization, social mobility, migration

generates many social evils like family disintegration, stress and

strain, delinquency, personal and social disorganization do

influence workers efficiency and productivity which in turn influence

industrial relations system of an industry. Industrialization gets

momentum; a set of new industrial and social patterns emerges

and in its wake new relationships, institutions, behavioral patterns

and techniques of handling human resources develops. These

influences determine industrial relations in more than one way.

Social change influences both labor and management and

therefore industrial relations. For instance, modern management

has become professional and there is a greater reliance on the use

of behavior techniques in dealing with human behavior. Decision

making has become decentralized; ideas about authority, power

and control have undergone big changes. The profile of industrial

worker has changed. He is no more a migrant but settled urban

worker. A process of industrial culturisation of the working class

has set in social mobility and a mixed industrial workforce has

emerged.

The role of state and political parties has been redefined in

the light of these changes. These complex changes have had a

deep impact on industrial relations whereby they have become

more practical than ideological. The concepts of haves and have-

nots have gone with the wind and now industrial relations are

determined by the balance of power. Conflict and collaboration

have become issue based and not ideology based.

9.3 SUMMARY

1. Scientific management or Taylorism, was a theory of

management that analyzed and synthesized workflows. Its

main objective was improving economic efficiency, especially

labor productivity. It was one of the earliest attempts to apply

science to the engineering of processes and to management.
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Its development began with Frederick Winslow Taylor in the

1880s and 1890s within the manufacturing industries.

2. Fordism means mass consumption combined with mass
production to produce sustained economic growth. The period
from 1970s to 1990s has been a period of slower growth and
increasing income inequality.

3. Henry Ford was once a popular symbol of the transformation from an

agricultural to an industrial, mass production, mass consumption

economy. The first of these transformations was from craft

production to mass production.

4. Proponents of the Flexible Specialization approach (also known as

the neo-Smithian approach) to post-Fordism believe that

fundamental changes in the international economy, especially in the

early 1970s, forced firms to switch from mass production to a new

tactic known as Flexible Specialization.

5. The Neo-Schumpeterian approach to post-Fordism is based upon the

theory of Kondratiev Waves (also known as Long Waves). The

theory holds that a "techno-economic paradigm" characterizes each

long wave. Fordism was the techno-economic paradigm of the fourth

Kondratiev Wave, and post-Fordism is thus the techno-economic

paradigm of the fifth, which is dominated by Information and

Communication Technology (ICT).

6. According to Regulation theory, every Regime of Accumulation
will reach a crisis point at which the Mode of Regulation will no
longer support it, and society will be forced to find new rules
and norms, forming a new Mode of Regulation. This will begin
a new Regime of Accumulation, which will eventually reach a
crisis, and so forth. Proponents of Regulation theory include
Michel Aglietta, Robert Boyer, Bob Jessop, and Alain Lipietz.

7. The implications of this approach include:

a. The firm should have industrial relations and personnel
specialists who advise managers and provide specialist services in
respect of staffing and matters relating to union consultation and
negotiation.

b. Independent external arbitrators should be used to assist in the
resolution of disputes.

c. Union recognition should be encouraged and union
representatives given scope to carry out their representative duties.
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8. The human relations approach in the modern times covers
almost all areas of capital labor relations and includes safety,
production control, cost control, company organization,
company policies, job evaluation, incentive payment, employee
motivation and attitudes, group dynamics, communications,
counseling and democratic leadership. The relations between
labor and capital as embodied in the management or enterprise
is one of human relations.

9.4 QUESTIONS

1. Critically examine the concept of Scientific Management or
Taylorism.

2. Describe the concept of Fordism, Post Fordism and the flexible
system of production.

3. Compare the theories of Fordism, Post Fordism and Pluralism in
the context of capital labor relations.

4. Examine the human relations approach to capital labor
relations.

5. Compare and contrast the behavioral approaches to capital
labor relations.

��

�����
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Module 5

LABOR MARKETS IN INDIA

UNIT STRUCTURE

10.0 Objectives
10.1 Formal and informal labor markets
10.2 Rural labor contracts and the role of risk, information and

incentives
10.3 Dualism and segmentation in the labor markets
10.4 Labor Market Segmentation In India
10.5 Contract Laour in India
10.6 Labor Market and Poverty
10.7 Labor market flexibility
10.8 Summary
10.9 Questions

10.0 OBJECTIVES

� To appreciate labor contracts and the role of risk, information
and incentives

� To understand dualism and segmentation in labor market,
formal and informal labor markets and contract labor

� To understand the relationship between labor markets and
poverty and the concept of labor market flexibility

10.1 FORMAL AND INFORMAL LABOR MARKETS

The Indian labor market is divided into formal and informal

labor markets. The formal labor market is very small and in

percentage terms is about 7% of the total employment in the

country. Manufacturing, electricity, transport and financial services

are largely in the formal sector. In the informal sector, the

agricultural sector is the largest sector with fifty six per cent of the

population directly depending upon it. Apart from agriculture, the

other industries in the informal sector are mining, manufacturing,

construction, trade, transport and community, social and personal
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services. The Central Statistical Organization (CSO) defines

informal sector consisting of enterprises who producing for the

market do not have more than 20 employees (without power) or 10

employees (with power). This is also the definition of a factory

under the Indian Factories Act, 1948. One of the consequences of

privatization of the Indian economy is the emergence of enterprise

or organization level labor market dualism i.e. the simultaneous

presence of formal and informal labor in a given factory, firm or

company. For instance, a large number of teachers in the schools

and colleges working in Maharashtra are informal workers.

Keeping the changing composition of the enterprise level workforce

in India, the National Commission for Enterprises in the

Unorganized Sector (NCEUS) set up by the Government of Indi in

2004 defined the unorganized sector as follows: “The unorganized

sector consists of all unincorporated private enterprises owned by

individuals or households engaged in the sale and production of

goods and services operated on a proprietary or partnership basis

and with less than ten total workers.” It further defined informal

employment as follows: “Informal workers consists of those

working in the unorganized enterprises or households, excluding

regular workers with social security benefits and the workers in the

formal sector without any employment/social security benefits

provided by the employers.” This definition excludes casual or

contract workers and thus captures informal sector employment

more realistically.

10.1.1 Formal Labor Market

Formal sector employment in 1999-2000 was 28.11 million.
It was 24.01 million in 1983 and 27.37 million in 1994. Thus
between 1983 and 1999-2000, formal sector employment grew on
a regular basis. However, in 2002-03 the formal sector
employment declined to 27 million, thereby pushing it back to the
1983 level. Employment fell in 2003 due to fall in public sector
employment by one per cent. In 2003, about 7 % of the labor force
in India was employed in the formal sector as against 7.93 % in
1983. While the absolute number of employed in the formal sector
increased in the 80s and 90s, the percentage declined continuously
from 7.93 % in 1983 to 7.3 in 1994 and further to 7.08 % in 1999-
2000 and 7% in 2002-03. Formal sector employment was
estimated to be 34.9 million or 7.6 per cent of the labor force in
India in the year 2004-05. The total employment in the informal
sector was 422.6 million or 92.4 per cent of the labor force.
Between 1999-2000 and 2004-05, total employment in the
economy increased from 397 million to 458 million i.e. an increase
by 61 million during the five year period, the number of formal
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workers remained constant at 35 million and the entire increase of
employment was in the form of informal workers. The NCEUS
considers this phenomenon as the informalization of the formal
sector where any employment increase consists of regular workers
without social security benefits and casual or contract workers
without the benefits that should accrue to formal workers. The
formal sector is divided into public and private sectors with the
public sector accounting for the major share of formal sector
employment.

Factory workers constitute the bulk of the formal sector
employment. From the industrial relations perspective, factory
workers are considered to be very important because their
problems and actions influence management, government and the
society in general. Factory employment was found to be highest in
the States of Maharashtra, Tamil Nadu, Gujarat and Andhra
Pradesh. In the formal factor sector, the textile industry employed
about 20% of the formal labor force in India in the year 1990.
Workers employed in mines constitute the second largest formal
group in India. Employment of labor in Transport and
Communications group of industries is the largest. Plantation labor
in India also form a part of the formal labor force. Plantation labor
actually comes under agricultural labor but it is formal unlike other
agricultural labor in the country. The plantations are large scale
enterprises employing large and regular workforce. Plantations in
India are located in Assam and West Bengal and Tamil Nadu and
Kerala. The bulk of plantation labor is employed in Tea Plantations
in India.

10.1.2 Informal Labor Market

The informal sector provides employment to 92.4% of the
labor force. Informal labor by definition constitutes those workers
who are not able to organize themselves and pursue common
objectives due to reasons such as casual nature of employment,
ignorance and illiteracy, small and scattered establishments and
superior strength of the employer. It includes construction labor,
casual labor, labor employed in small scale industries, handloom
and power loom workers, beedi and cigar workers, workers in
shops and commercial establishments, sweepers and helpers,
tannery workers, tribal labor and other unprotected forms of labor.
Contract labor is also a part of the informal labor force.

Informal workers are broadly classified into wage workers
and self employed workers. The wage workers are persons
employed for remuneration by employers or through agencies or
contractors. Wage workers include casual and temporary workers
or those employed by households including domestic workers.
Wage workers also include regular workers in the informal sector.
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The self employed workers in the informal sector are workers who
operate farm or non-farm enterprises or engage in a profession or
trade either on own account individually or with partners or as home
based workers. Both the categories of workers face different risks
and are known as weaker sections of the society. They suffer from
the problems of job insecurity and social insecurity. Regular
workers in the informal sector are those working for others and
getting in return salary or wages on a regular basis. These
workers suffer from social insecurity due to sickness or injury or old
age and are not entitled to any social security against these
problems. They enjoy job security. Temporary, casual or contract
works suffer both from job insecurity and social insecurity.

The ILO defined a home worker who carried out work for
remuneration in the premises of his/her choice other than the work
place of the employer resulting in a product or a service as
specified by the employer irrespective of who provided equipment,
materials or inputs used. These workers therefore work under the
putting out system. Home workers have to purchase, repair and
maintain their own tools or machines and bear the costs of some
inputs, transportation to and from the contractor to obtain work and
then handover the finished product and also provide space within
their homes to carry out the tasks of production. According to NSS
(1999-00), home workers constituted 8.2 million workers out of a
total of 69 million self employed workers. Amongst the home
workers, 4.8 million or 58.5 percent are women. Home workers in
1999-00 were about 12 percent of all self employed workers.

The informal sector non-agricultural workers are 110 million.
About 69 million or 62 % of these are self employed. Among the
self employed, 88% are independent workers and 12 percent are
home based workers. Out of 458 million workers, the percentage
of self employed workers is 56.5 per cent (258 million) and casual
workers are 28.3 per cent (130 million). The remaining 69 million
workers were regular workers (15 per cent). Ninety three per cent
of the informal workers suffers from job and social insecurity. In the
agricultural sector, 99 per cent of the workers were either self
employed or casual workers and one per cent were regular
workers. In the non-agricultural sector six per cent were self
employed and casual workers and 34 per cent were regular
workers. The informal sector in agriculture accounted for 99.4 per
cent of self employed and casual workers. In the non-agricultural
sector, the self employed and casual workers were 83 %.

10.1.3 Problems of Formal and Informal Labor
In India, the workers can be classified into two broad

categories, namely; organized and unorganized workers.

Alternatively, they are also called formal and informal workers. The

formal workers are those who are unionized and enjoy the benefits
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of protective labor legislation. However, the formal labor constitutes

only seven percent of the labor force in India while the informal

labor force constitutes 97 percent of the labor force. Both the forms

of labor have their specific problems but the problems of informal

labor are more serious and needs to be emphasized. The workers

in the small scale industry and agricultural labor constitute the bulk

of the informal labor force in India. The owners of small scale

industry and big farmers have ignored labor legislation and put their

workers to great disadvantage. The National Commission on Labor

has observed that these employers even ignore a basic Act like the

Payment of Wages Act 1936 and that workers are paid advances

by employers in seasonal factories and wages are settled at the

advantage of employers. The informal workers are not in a position

to form trade unions because it is difficult to establish employer-

employee relationship.

Problems of Informal Labor

Some of the specific problems of informal labor can be

stated as follows:

1. Absence of legislation that will guarantee a minimum of
protection and welfare to all workers in the informal sector.

2. The workers are not given a regular and official identity card.
Identity card gives legal identity and recognition to workers.

3. There is no legal protection of employment of informal workers.
They are therefore exploited in different ways. Arbitrary
dismissals, denial of minimum wages, delay in payment of
wages, absence of a fixed payment day, absence of
compensation to workers injured at the work place, absence of
welfare facilities etc.

4. The informal workers are not covered by social security
legislation. They are precluded from enjoying the benefits of
provident fund, pension, medical care, child care and maternity
benefits.

In order to extend legislative protection to the informal

workers, the National Commission on Labor 2002 has

recommended an umbrella legislation which would guarantee

minimum protection and welfare to all workers in the informal

sector.
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Problems of Formal Labor

The National Commission on Labor 2002 defined the formal

or organized sector as consisting of establishments which have a

minimum employment limit of 19 workers and an establishment is

considered as a place or places where some activity is carried on

with the help and co-operation of workers. The basic requirement

of formal sector workers is unionization. In the absence of workers

union, the workers will be not in a position to enjoy the benefits of

protective labor legislation. Workers in the formal sector are largely

unionized and hence all the workers enjoy the benefits of labor

legislation. However, these workers have their own specific

problems. Some of the important problems are as follows:

1. The criteria for being a workman are not well developed. All
employees who do not perform supervisory or managerial
functions are categorized as ‘Workmen’. As a result, even
highly paid employees such as Airline Pilots are also considered
workmen. Hence, one more criterion of remuneration should
also be added for qualifying an employee to be a workman. A
cut-off limit of remuneration should be fixed.

2. The benefits of protective legislation are not available to
managerial and other excluded categories of employees against
unfair dismissals or removals. It is therefore necessary to
provide a minimum level of protection to excluded labor.

3. While the extent of unionization amongst the formal labor is low,
it is also declining over the years. In order to reverse this trend,
collective negotiations need to be encouraged.

4. There is no clear cut provision for union recognition. Hence,
multiplicity of unions causes inter-union rivalry. The National
Commission on Labor 2002 has recommended the negotiating
agent should be selected on the basis of the check-off system
with 66 percent entitling the union to be accepted as the single
negotiating agent and if no union has 66 per cent then unions
that have the support of more than 25 percent should be given
proportionate representation on the negotiating college.
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Table 10.1: Size and Distribution of Formal and Informal Workers by
Industry and Status (2004-05)

Agriculture Non-agriculture All

Formal Informal Total Formal Informal Total Formal Informal Total

Number of workers in Million

SE 2.3 163.9 166.2 2.9 89.2 92.1 5.2 253.1 258.2

RW 1.3 1.5 2.8 41.9 24.8 66.7 43.2 26.4 69.5

CW 2.5 87.4 89.9 11.7 28.1 39.8 14.2 115.5 129.7

Total 6.1 252.8 258.9 56.5 142.1 198.5 62.6 394.9 457.5

Percentage Distribution of Workers8.3

SE 38.1 64.8 64.2 5.1 62.8 46.4 8.3 64.1 56.5

RW 20.1 0.6 1.1 74.3 17.4 3.6 69.0 6.7 15.2

CW 41.8 34.6 34.7 20.7 19.8 20.0 22.7 29.2 28.3

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Percentage
of total

2.4 97.6 100.0 28.4 71.6 100.0 13.7 86.3 100.0

Note: SE = Self employed, RW = Regular Worker, CW = Casual Worker. Source: NSS 61st
Round 2004-05, Employment-Unemployment Survey, p.736, Indian Economy by Datt &
Sundaram.

10.2 RURAL LABOR CONTRACTS: RISK,
INFORMATION AND INCENTIVE PROBLEMS

The agricultural labor markets are incomplete. Risks are
involved in agricultural production. Risk arises due to weather
uncertainties, variability in input availability and absence of a
market for output insurance.

There is a coexistence of casual laborers, hired on a daily
basis and permanent laborers, hired on the basis of long-term wage
contracts. Two-stage production process is involved in agriculture.
Both buyers and sellers of labor face risk since wages have to be
paid and received at the end of the crop cycle each year. This is
due to uncertainty in labor demand in the second stage of
production, which in turn occurs because of weather uncertainties
in agriculture.
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Permanent wage contracts are the outcome of a situation
where efforts cannot be monitored. Permanent workers are
entrusted with responsibilities that require judgment, discretion and
care as if they were family members. Permanent worker contracts
are superior in comparison to a series of casual labor contracts
since the income differential serves as a monitoring device, and
any deviation from the required effort level can lead to
unemployment. The coexistence of regular and casual labor is on
account of hoarding costs of maintaining a pool of regular labor
throughout the production period. Employers choose the size of
permanent and casual labor force in order to minimize production
costs. A hoarding cost to maintain a steady pool of regular or
permanent laborers becomes necessary when resale of this input is
not possible. Hoarding costs of regular labor vary inversely with the
farm size and faced with such a cost farms may not only hire the
regular laborers, they may also hire some casual labor.

Landowners create tenancy contracts in order to have
access to unmarketable inputs like worker’s effort and to minimize
production risks. For example, when it is difficult to monitor the
worker’s effort, the landowner might lease his land at a fixed rent to
the tenant where all the output goes to the tenant except the fixed
rent. This kind of tenancy solves the moral hazard problem.
Another common form of tenancy is sharecropping where both the
tenant and the landowner share the output in a pre-determined
manner. It is argued that sharecropping is an inferior system in
comparison to the fixed rent system. In a situation where the effort
of the tenant cannot be monitored, the tenant has an incentive to
undersupply his effort as under this form of tenancy contract part of
the output produced by the tenant is handed over to the landlord.
The same reasoning can be applied to the less than optimal supply
of all productive inputs in sharecropping.

Due to the existence of risk, asymmetric information and

incentive problems, different labor markets exists in the rural areas.

These are:

1. Subsistence Farming
Subsistence farming is small-scale and productivity is low

due to low-technology used in production. Subsistence farming

provides the household with the primary source of food. Any

excess food is likely to be sold in local markets. However many

poor households are in a vicious circle that begins with low calorie

intake and under-nutrition, which directly affects productivity in what

is highly physical work. Even when labourers can earn more from

hiring out their labour to others they may remain farming their plot

of land because of the importance of producing or providing food

for the household given the uncertainty in agricultural production.



132

This decision can appear uneconomic or irrational but because of

no insurance markets, lack of credit markets, asymmetric

information and incentive problems, it is in fact not irrational. The

risk of not having food security for the household will in itself lead to

diversification of income sources – importance of non-farm income

and issue of migration/remittances.

2. Sharecropping
Sharecropping is a way of providing incentives to workers by

employers so monitoring costs and screening costs are zero.

Theoretically this model is a way of overcoming market failures of

asymmetric information and incentives problems. It provides

landless workers with access to land and tools. The landlord is

providing, land, tools, credit and loans. The employer gains by

having non-seasonal workers all year round. Landlords will offer

sharecropping to individuals/households he knows that reduces

transactions costs.

3. Tenant Farming
The tenant pays rent to the land owner, but there is little or

no security in tenure on the land. Hence there is poor incentive to

invest in capital and technology and no improvement in productivity.

The tenant attempts to maximise his utility subject to effort levels

and the contractual agreement with the land owner. The land owner

tries to maximise his utility by manipulating contractual terms with

consideration of the tenant’s response to them under the constraint

of guaranteeing to the tenant ‘reservation utility,’ meaning the utility

the agent can obtain if he does not enter the contract.

4. Co-operative farming
Small land-owners form larger areas to cultivate so can

exploit economies of scale in inputs and outputs. The issue of

access to markets exists if any surplus is produced. Transport

infrastructure needs to be improved within rural areas and between

rural and urban areas, where the surplus will be sold for more.

5. Commercial Farming
Commercial farming can lead to significant change in how

rural labour markets work. The employer contracts small

landowners to produce crops and provide them new technology

inputs. Contract farming is good if the small landowner still retains

some land for his own use and has other sources of income. If he is

solely reliant on contract farming income then he will be exposed to

the risk of obtaining poor wages. Work can be casual (day or so),

seasonal (month or two), or permanent (more than 3 months). The
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issue of what kind of employment contract to offer to workers is

based on type of work done. If easily monitored (e.g. harvesting)

then wages can be based on the market.

10.3 DUALISM AND SEGMENTATION IN THE
LABOR MARKET

The labor market of less developed countries like India has
dualistic character. Dualism in the labor market is due to the
following reasons:

1. Job Preferences of the Workers: Workers prefer to work in
particular sectors even when better wages or more employment
opportunities are available in other sectors. For instance, rural
workers may prefer to stay back rather than migrate to urban
areas where wage rates and employment opportunities are
comparatively better. Thus unemployment in the rural areas
and labor shortage in urban areas may be due to lack of
geographical mobility of labor.

2. Indivisibilities in Labor Supply: The working hours are
indivisible. However, the workers in countries like India are not
fully urbanized and hence have a dual nature which can best be
described as rural-urban. Workers may like to work both in the
factory as well as the farm as a matter of routine. However,
such a system may not be permitted by the factories. The
desire to work on the farm and sometime to go back to the farm
during the agricultural season is an important cause of labor
turnover and absenteeism in India.

3. Formal and Informal Labor Markets: The formal labor
markets are protected by labor legislation and they are also
unionized. The wage rates and working conditions in the formal
labor market are determined by legislation. In contrast, the
informal labor markets are not governed by labor legislation and
hence the wage rates and working conditions are very poor and
there is a wide gap between the wage rates of the formal and
informal sector workforce.

10.4 LABOR MARKET SEGMENTATION IN INDIA

Labor market in India is heterogeneous and fragmented.
Entry in some of the segments is restricted. The important causes
of segmentation are discrimination, supply side factors and
modernization of productive activities. Indian economy is a
dualistic economy with the modern and traditional sectors operating
side by side. The modern formal sector is concentrated in the cities
whereas the traditional informal sector is concentrated in rural
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areas. While the formal labor market is protected by social security
legislation and is largely unionized, the traditional labor market is
not unionized and also lacks legal protection. Wage rates and
incomes vary widely between the formal and informal labor
markets.

Urban Labor Market

According to LK Deshpande, based on his study of labor
market in Mumbai (Segmentation of Labor Market: A Case Study of
Bombay, 1985), there are basically three segments. These are the
factory sector, small establishments sector and the casual labor
sector. Labor market segmentation is carried over from the rural
areas to the urban areas and the urban labor force in India is
largely a migrant labor force whose roots are found in the rural
areas. The labor force can be distinguished on the basis of
ownership of their assets. Those who do not own or own less
physical and human capital find employment in the peripheral
market as marginal workers. Others who are better off in terms of
ownership of assets enter into the better sections of the urban labor
market. Lack of occupational and inter-sectoral mobility keeps the
majority of the poor in the peripheral labor market. The real
earnings of the factor labor are the highest followed by the earnings
of the labor in the small establishment sector. The real earnings of
the casual labor are very low. Garry Rodgers in his work “Creation
of Employment in Segmented Labor Markets; A General Problem
and Implications in India”, 1993 has classified the urban labor
market in seven categories:

1. Protected regular wage work
2. Unprotected long term wage work
3. Unprotected regular short term wage work
4. Unprotected irregular wage work
5. Independent wage work
6. Small capital owning self employed
7. Marginal self employed without capital

According to Rodgers, the more there are dividing lines
within society, the easier it is for the labor market to fragment and
scarcer income earning opportunities the greater the intensity of
segmentation. John Harris (Character of an Urban Economy, Small
Scale Production and Labor Markets in Coimbatore, WPW, June
12, 1982) has classified workers into five categories: permanent
wage workers, short term wage workers, disguised wage workers,
dependent workers and self employed workers. Permanent wage
workers have the job security and are employed in larger factories.
Wages of these workers are higher. Permanent workers have land
owning background. They belong to upper castes, are better
educated and usually come from more distant places. Short term
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wage workers work in smaller factories or other establishments.
They do not enjoy job security. Their wages are low. Short term
wage workers belong to low castes and do not have land owning
background. Disguised wage workers, dependent workers and self
employed workers are all casual workers. They usually belong to
lower castes and their earnings are low.

Rural Labor Markets

The rural labor market is the largest segment with 56.6% of
the labor force working in the agricultural sector. Asset distribution
in the form of land ownership and caste hierarchy are important
considerations in the rural labor market. The control of the
employer in the rural labor market on the workers continues to be
strong. The welfare of labor in rural areas depends on the ability to
bargain with the employer and his capability to influence public
entitlements. Seasonally migrant labor move from place to place
for work and perform unskilled work. They are known as outsiders
in the rural labor market and do not have stable relations with their
employers. The bulk of the rural labor force is not unionized.

Primary and Secondary Labor Markets in India

The segmented labor market approach makes distinction
between primary and secondary labor markets. The primary sector
is sub-divided into primary independent and primary subordinate.
Workers in the primary sector enjoy the benefits of formal labor
market whereas workers in the secondary sector do not enjoy any
kind of social security. In India, primary labor market workers
working in both the public and private sectors enjoy high wages,
employment security, good working conditions, career
advancement and legal protection. In the secondary labor market,
wages are low, working conditions are poor and there is no scope
for career advancement. Labor is exploited in the secondary
market. Workers in the secondary labor market have a higher
turnover rate, higher incidence of absenteeism and higher rate of
insubordination. The secondary labor market is not homogenous.
Labor market for small scale industrial units is a part of the
secondary market. Despite lack of career advancement
opportunities, poor wages and low job security, workers consider
employment in small industrial units better to casual work in the
informal sector.

Urban Informal Labor Market in India

The urban informal labor market is a part of the secondary
labor market. The participants in urban informal labor market have
the following characteristics:
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1. Participants are unprotected and insecure.
2. Participations are unregulated and labor is free to respond to

market forces.
3. Most workers have low skill and poor asset ownership and

therefore their freedom to respond to market forces is limited.

The urban informal labor market is used by the rural migrant
labor as a transitory employment option that provides meager and
uncertain income.

Caste Based Discrimination

Segmentation within the labor market takes place due to
differences in caste, race and gender. In India, racial discrimination
is not an issue. However, caste and gender are the big issues in
terms of discrimination. In India, scheduled castes and tribes have
been historically discriminated and hence workers belonging to
scheduled castes and tribes have to seek employment in the
secondary market. The employers in the primary market are
prejudiced against the members of scheduled castes and tribes and
do not hire their services. Caste based discrimination leads to
wage discrimination, job discrimination and discrimination in service
security.

The members of the scheduled castes and tribes are also
discriminated in the field of education, health and access to market.
They are employed in low paid jobs. This type of occupational
discrimination is called occupational segregation. In informal
sector, it is found that employers hire SC/ST labor on the condition
that they accept lower wages in comparison to wages of non SC/ST
labor.

Gender Based Discrimination

Gender based discrimination means that women are paid
less and their service conditions are poor in spite of good skills,
qualifications and productivity. According to Sociologists, the
subordination of women in the patriarchal system leads to their
subordination in the labor market. There is a clear segmentation in
industrial labor market in cities like Mumbai and Coimbatore.
Women are prevented from having access to all kinds of jobs.
Women workers in handloom, power looms and other small scale
industries sector suffer far greater discrimination than in the large
factory sector. Being illiterate and having not trade union support
they are involved in low paid jobs with no career advancement
prospects. A segmented labor market does not allow entry into the
primary labor market by those who are socially, economically
discriminated against.
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10.5 CONTRACT LABOR IN INDIA

Contract labor is not recorded on the payroll. It is not directly
paid by the employer. The principal employer is not directly
responsible for the payment of wages or any other matter arising
out of employment of contract labor. The benefit of contract labor
to the principal employer is in terms of cheap labor and avoidance
of other attendant costs that may arise out of regular employment
such as provision of welfare facilities, paid leave, social security,
bonus, administrative costs, installation of plant and machinery
which otherwise is provided by the contractor etc. Contract labor
can be divided into two categories, namely; persons employed in
job contracts and labor contracts. Big firms offer job contracts or
certain operations, for example, loading and unloading of material
to contractors. In this case, the contractor employs his own labor
and also pays them.

In case of labor contracts, the contractor supplies only labor

to the principal employer for employment in various categories of

work. The contractor is responsible for payment of wages as

determined by him to the workers. Contract labor is employed as

unskilled and skilled labor. Unskilled labor include categories such

as loaders, cleaners, sweepers, helpers etc and skilled labor

include categories such as turners, fitters, electricians, gas cutters,

carpenters, blacksmiths etc. Contract labor is generally found in

industries such as engineering, textile, carpet weaving, building

constructions, irrigation projects, road construction etc. Out of

these, mining and building industries are found to be the major

employers of contract labor.

Contract labor was one of the most exploited forms of labor.

Both the contractor as well as the principal employer did not bother

about contract labor. The Government of India therefore passed

the Contract Labor Act to prevent the exploitation of contract labor.

The Contract Labor (Regulation and Abolition) Act, 1970 provides

for the regulation of the conditions of work, health and safety,

wages and other amenities for the welfare of contract labor. A

contractor is required to provide canteens, rest rooms, latrines,

urinals, drinking water, washing facilities and first aid boxes for the

use of contract labor. If a contractor fails to provide the amenities

or to make payment of wages, the principal employer will be liable

to provide the amenities or to make payment of wages to the

contract labor and the principal employer can recover such

expenses from the contractor.
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The objective of the Act is to prohibit the employment of

contract labor and wherever it is not possible to prohibit, conditions

of work of contract labor is sought to be improved. The Act is

applicable to every establishment employing twenty or more

workmen as contract labor and to every contractor employing

twenty or more workmen. The Act further empowers the Central

and State governments to apply the provisions of the Act to any

establishment or contractor employing less than twenty workmen.

The Central Government has prohibited employment of contract

labor in categories of work in coal, iron ore, limestone, dolomite,

manganese, chromite, magnesite, gypsum, mica and fire clay

mines, building industry, and railways. Contract labor is prohibited

in the Central Food Corporation of India godowns and Port Trust.

10.6 LABOR MARKET AND POVERTY

The NCEUS has divided the poor population of India into

four groups: extremely poor, poor, marginally poor and the

vulnerable. Those with a per capita per day consumer expenditure

of Rs. 8.90 are the extremely poor. The second group known as

‘Poor’ is between the ‘Extremely poor’ and up to the official poverty

line of Rs.11.60 pcpd. The third group is called ‘Marginally Poor’

with pcpd consumer expenditure of Rs.14.60 i.e. 1.25 times the

poverty line and the fourth group called ‘Vulnerable’ has pcpd

consumer expenditure of Rs.20.30 which is roughly two times the

official poverty line. In 2004-05, the Extremely Poor constituted 6.4

per cent, Poor 15.4 per cent, Marginally Poor 19 per cent. These

three put together were 41 per cent of the total population. Adding

the Vulnerable to this group, the total accounts for 77 per cent of

total population. The NCEUS considered this 77% numbering 836

million people with an income of roughly below $2 PPP as the poor

and vulnerable sections of the population in India (See Table 2).

There is a slow decline in the population of the poor and

vulnerable from 82 per cent in 1993-94 to 77 per cent in 2004-05.

However, the absolute number of poor has increased from 732

million to 836 million during the same period. While the absolute

number of poor has increased, the absolute number of middle and

high income groups has also increased from 162 million to 254

million during the same period. The population in the informal

sector coming for informal work is 836 million or 77 per cent of the

population. They constitute 92 per cent of the workforce employed

in the informal sector. Thus there is a close correlation between

the poor and vulnerable groups with the informal sector.
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Estimate of Formal and Informal Workers

The estimates of formal and informal workers in India for the

year 2004-05 are given in Table 3. The total number of workers is

458 million. Agricultural workers constituted 259 million (56.6%)

and non agricultural workers were 199 million (43.4 %). Out of 458

million workers, males constituted 310 million (67.7%) and females

constituted 148 million (32.3%). Informal workers constituted 92.4

of the total workforce or 423 million workers. The formal workers

constituted 7.6% or 35 million. This indicates that the development

process in India has not been able to reduce the percentage of

informal workers in the economy.

Table10. 2: Population in Different Expenditure Classes (in Millions)

SNO Expenditure Class 1993-94 1999-00 2004-05

1. Extremely Poor (up to 0.75 PL) 103 87 70

2. Poor (0.75 PL to PL) 172 174 167

3. Marginally Poor (PL to 1.25 PL) 168 200 207

4. Vulnerable (1.25 PL to 2 PL) 290 349 392

5. Middle Income (2 PL to 4 PL) 139 167 210

6. High Income (> 4PL) 24 26 44

7. Total 894 1004 1090

Percentage Share and Average Consumer Expenditure pcpd in Rupees.

1. Extremely Poor (up to 0.75 PL) 11.5 8.7 6.4

2. Poor (0.75 PL to PL) 19.2 17.3 15.4

3. Marginally Poor (PL to 1.25 PL) 18.8 19.9 19.0

4. Vulnerable (1.25 PL to 2 PL) 32.4 34.8 36.0

5. Middle Income (2 PL to 4 PL) 15.5 16.7 19.3

6. High Income (> 4PL) 2.7 2.6 4.0

7. Total 100.0 100.0 100.0

Source: p738, Dutt&Sundaram, Indian Economy, 64th Edition.
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Table10.3: Distribution of Formal and Informal Workers
(2004-05)

Total
(Million)

% of Total

Total Workers 457.5 100.0

a) Agricultural 258.9 56.6

b) Non-agricultural 198.5 43.4

Formal Workers 34.9 7.6

a) Agricultural 2.9 0.6

b) Non-agricultural 32.0 7.0

Informal Workers 422.6 92.4

c) Agricultural 256.0 56.0

d) Non-agricultural 166.5 36.4

Source: NCEUS 2007. T-5, p739, IE, 64th edition, Datt and
Sundaram.

Poverty Ratios among Formal and Informal Workers

According to NSS 61st round on the basis of 30 day uniform

recall period, the poverty ratio for the country as a whole in 2004-05

was 27.5%. It was 28.3% in rural areas and 25.7% in urban areas.

The poverty ratio among all workers was 19.3%. However, the

poverty ratio amongst the informal workers was 20.4% as against

4.9% in case of formal workers (See Table 4). In the agricultural

sector, the poverty ratio among all workers was 20.4% and among

informal workers, it was 13.8%. In the non-agricultural sector,

poverty ratio was 20.4% among informal workers in comparison to

4.1% among formal workers. This indicates among the non-

agricultural workers, informal sector poverty ratio was five times

more than that of the formal workers.
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Table 10.4: Poverty Ratios among Formal and Informal
Workers

Workers

Informal Formal All

Agricultural 20.5 13.8 20.4

Rural 17.2 3.5 15.7

Urban 23.7 4.3 19.6Non-agricultural

Total 20.4 4.1 17.8

Rural 19.2 5.4 18.7

Urban 25.1 4.5 21.0All

Total 20.4 4.9 19.3

Source: NCEUS (2007), T-6, p739, IE by Datt & Sundaram

10.7 LABOR MARKET FLEXIBILITY

Labor market flexibility refers to the market mechanism that
enables labor markets to reach a continuous equilibrium
determined by the intersection of the demand and supply curve.
Labor market institutions were seen to inhibit the clearing functions
of the market by weakening the demand for labor, making it less
attractive to hire a worker by pushing up the wage costs; by
distorting the labor supply; and by impairing the equilibrating
function of the market mechanism i.e., by influencing bargaining
behavior.

The most famous distinction of labor market flexibility is

given by Atkinson. Based on the strategies companies use, he

notes that there can be four types of flexibility.

External numerical flexibility
External numerical flexibility refers to the adjustment of the

labor intake, or the number of workers from the external market.
This can be achieved by employing workers on temporary work or
fixed-term contracts or through relaxed hiring and firing regulations
or in other words relaxation of employment protection legislation,
where employers can hire and fire permanent employees according
to the firms’ needs.
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Internal numerical flexibility
Internal numerical flexibility is also known as working time

flexibility or temporal flexibility. This flexibility is achieved by
adjusting working hours or schedules of workers already employed
within the firm. This includes part time, flexi-time or flexible working
hours/ shifts (including night shifts and weekend shifts), working
time accounts, leaves such as parental leave, overtime etc.

Functional flexibility
Functional flexibility or organizational flexibility is the extent

employees can be transferred to different activities and tasks within
the firm. It has to do with organization of operation or management
training workers. This can also be achieved by outsourcing
activities.

Financial or wage flexibility
Financial or wage flexibility is in which wage levels are not

decided collectively and there are more differences between the
wages of workers. This is done so that pay and other employment
cost reflect the supply and demand of labor. This can be achieved
by rate-for-the-job systems, or assessment based pay system, or
individual performance wages.

Other than the four types of flexibility there are other types of

flexibility that can be used to enhance adaptability. One way worth

mentioning is locational flexibility or flexibility of place. This entails

employees working outside of the normal work place such as home

based work, outworkers or tele-workers. This can also cover

workers who are relocated to other offices within the establishment.

10.8 SUMMARY

1. The Indian labor market is divided into formal and informal labor

markets. Manufacturing, electricity, transport and financial

services are largely in the formal sector. In the informal sector,

the agricultural sector is the largest sector. Apart from

agriculture, the other industries in the informal sector are

mining, manufacturing, construction, trade, transport and

community, social and personal services.

2. The formal workers are those who are unionized and enjoy the

benefits of protective labor legislation. However, the formal

labor constitutes only seven percent of the labor force in India

while the informal labor force constitutes 97 percent of the labor

force. Both the forms of labor have their specific problems. The

informal workers are not in a position to form trade unions
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because it is difficult to establish employer-employee

relationship.

3. Due to the existence of risk, asymmetric information and

incentive problems, different labour markets exists in the rural

areas.

4. The labour market of less developed countries like India has dualistic
character.

5. The important causes of segmentation are discrimination,
supply side factors and modernization of productive activities.
Indian economy is a dualistic economy with the modern and
traditional sectors operating side by side. The modern formal
sector is concentrated in the cities whereas the traditional
informal sector is concentrated in rural areas. While the formal
labor market is protected by social security legislation and is
largely unionized, the traditional labor market is not unionized
and also lacks legal protection. Wage rates and incomes vary
widely between the formal and informal labor markets.

6. Contract labor is not recorded on the payroll. The benefit of
contract labor to the principal employer is in terms of cheap
labor and avoidance of other attendant costs that may arise out
of regular employment. Contract labor was one of the most
exploited forms of labor. The Government of India therefore
passed the Contract Labor Act to prevent the exploitation of
contract labor. The objective of the Act is to prohibit the
employment of contract labor and wherever it is not possible to
prohibit, conditions of work of contract labor is sought to be
improved.

7. The poverty ratio amongst the informal workers was 20.4% as

against 4.9% in case of formal workers. Among the non-

agricultural workers, informal sector poverty ratio was five times

more than that of the formal workers.

8. Labor market flexibility refers to the market mechanism that
enables labor markets to reach a continuous equilibrium
determined by the intersection of the demand and supply curve.
The most famous distinction of labor market flexibility is given by
Atkinson. Based on the strategies companies use, he notes that
there can be four types of flexibility.
a) External numerical flexibility
b) Internal numerical flexibility
c) Functional flexibility
d) Financial or wage flexibility
e) locational flexibility or flexibility of place
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10.9 QUESTIONS

1. Compare and contrast formal and informal labor markets.
2. Explain the problems of informal and formal labor.
3. Write a note on rural labor contracts and the role of risk,

information and incentives.
4. Write a note on dualism and segmentation in the labor

markets.
5. Write a note contract labor.
6. Write a note on labor market and poverty.
7. Write a note on labor market flexibility.

������
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11

EMPLOYEE TURNOVER

Unit Structure

11.0 Objectives

11.1 Employee Turnover in India

11.2 Migrant Labor

11.3 Summary

11.4 Questions

11.0 OBJECTIVES

� To understand the concept of employee turnover, causes,
consequences and remedies.

� To understand the concept of migrant labor.

11.1 EMPLOYEE TURNOVER IN INDIA

Employee turnover refers to the shifting of workforce in and

out of an organization and hence it is also referred to as the inter-

firm mobility of labor. Employee turnover may be defined as “the

rate of change in the working staff of a concern during a definite

period”. Employee turnover measures the extent to which existing

employees leave and new employees enter into services of an

organization in a given period. Employee turnover is also defined

as the measurement of inarticulate labor unrest because strikes are

articulated expressions of labor unrest. Employee turnover

measures the morale of the employees and their efficiency. The

higher is the rate of turnover the lower is the morale and efficiency.

These two aspects are central to the success of a organization and

hence needs to be seriously addressed.

Statistically, employee turnover is expressed as the ratio of

yearly or monthly separations to the average number of full time

employees for that period. It is assumed that the total number of
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jobs available in a concern are constant. Employee turnover is

measured in the following ways:

1. According to the total replacements formula, employee turnover
is expressed by the formula:

where R is total replacements and W is average working force.

2. According to total avoidable separations like quits, discharges
etc, employee turnover is expressed as:

where S stands for separations, U stands for unavoidable

separations (retirements, deaths etc) and W is the average work

force.

3. According to total accession plus separations, employee
turnover is expressed by the formula:

(P1 + P2) 365
T = A + S ÷ ---------------- × ----------

2 M
Where A stands for accession, S for separation, P1 and P2 for

total number of employees at the beginning and at the end of

the month respectively and M stands for the number of days in

the month for which the figures were obtained.

4. Normally, employee turnover is computed in terms of
percentage of the number of terminations of employment to the
number employed during the period for which measurement is
desired. Thus, employee turnover is:

Where T represents turnover, S stands for total separation

during the period and F for average labor force during the period.

11.1.1 Causes of Employee Turnover

Retirement, resignation, lay-offs and dismissals are the

common causes of employee turnover. Out of these, retirement is

the inevitable cause. However, both resignation and dismissals

can be reduced by implementing employee retention policies in the

organization. Unavoidable turnover which is also called Natural

Turnover arises because of factors like death, retirement, lay-offs

and frictional unemployment. Employees may be laid off due to
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reduction in work on account of recession, seasonal variation and

competition. Resignations and dismissals are found to be the main

causes of turnover. Resignation may be due to dissatisfaction

about the working conditions, poor wages, bad health, sickness,

family circumstances etc. Dismissals may occur due to

participation in strikes, misconduct, insubordination, disciplinary

action in cases of inefficiency etc. The badli system in the textile

industry was found to be an important cause of employee turnover.

Employee turnover is also high amongst the highly paid managerial

staff because of the belief that the more you shift from one

organization to the other, the higher you will be on the growth

ladder. Employee turnover is high amongst new employees,

unattractive jobs, less skilled workers and young persons.

11.1.2 Consequences of Employee Turnover

Employee turnover lowers the efficiency of employees and

they are not in a position to enjoy the benefits of loyalty. Employee

solidarity is adversely affected by high turnover. The employers

also lose on account of turnover. The productivity of employees

during the learning period is low which means the cost of learning is

borne by the employer. Once the employee becomes sufficiently

skilled in his work and he or she leaves the employment, it is clearly

a loss to the employer. However, if employee turnover is equally

high across the industry, loss of skilled staff may be made good by

acquiring skilled staff coming from other firms in the industry.

However, acquisition of new employees is always at a higher cost.

High employee turnover, however, prevents optimum utilization of

resources in the country.

11.1.3 Remedies to Reduce Employee Turnover

In order to reduce employee turnover across the industry, a

scientific study of the problem needs to be made to assess the

extent of turnover across the industries and across the plants within

industries. The recruitment or placement policy of the firm should

be scientific enough to place the right person in the right place at

the right time. There is a great likelihood of a misfit to leave the

firm in a short period of time. Recruitment, placement and training

policies of the firms must be correct to reduce the problem of

employee turnover. Job specifications and man specifications

should be matched before selection and placement is done.

Finally, enlightened employee supervision, good working

conditions, better standard of wages, a good system of career
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advancement, good separation benefits and an empathetic

management can definitely reduce the problem of employee

turnover.

11.2 MIGRANT LABOR

Urbanization and industrialization are simultaneous
processes. The process of industrialization and urbanization in any
country would involve migration from rural areas to urban areas.
Migration of rural labor to industrial areas continues as the
industrialization process continues. This migration becomes
insignificant once the industrialization process is complete and the
country is transformed into a predominantly industrial country from
a predominantly agricultural country. Rural to urban migration in an
industrializing country takes place under compulsive conditions.
Compulsive conditions involve the near absence of well paying
employment opportunities or the near absence of any employment
opportunity in rural areas and the availability of endless
employment opportunities in urban areas which are growing in size
along with growing industrialization.

In India the migration of rural labor force to urban areas
began with the destruction of village and cottage industries and the
establishment of large factories in the big cities. The people who
worked in the village and cottage industries, both landed and
landless agricultural laborers and small and marginal farmers
belonged to the fourth order of Caste Society known as Shudras,
now known as Other Backward Classes (OBCs). This class of
people also suffered from various religious, social and economic
disabilities. However, they were located inside the villages and
positioned above the outcastes or the ati-shudras. The people in
the lowest order of the caste system i.e. the outcastes now known
as Scheduled Castes who lived on the outskirts of Indian villages
and suffered various types of religious, economic and social
disabilities found the cities not only as centers of employment
opportunities but also as opportunity to liberate oneself from the
exploitative and inhuman caste system prevailing in Village India.
The bulk of the industrial labor force in Indian cities was drawn from
these two lowest rungs of the Indian caste society. While the pull
and push of industrialization attracted hordes of low order people,
the ones who belonged to the upper castes were also attracted to
the cities because only the cities could provide employment
opportunities to the educated labor force which was largely drawn
from the upper castes in the early years of industrialization in India.
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11.2.1 The causes of rural to urban migration can be
summarized as follows:
1. Decline of village and cottage industries, rising pressure of

village population on agricultural land and the resultant exodus.

2. Small and marginal farmers and the landless agricultural
laborers found the new cities not only providing economic
opportunities but also liberating from the rigid social hierarchy in
villages.

3. Persons belonging to the scheduled or backward castes living
on the outskirts of Indian villages and eking out a sub-human
existence found the cities as liberating agents and immediately
took to the cities as fish to the water.

4. Indebtedness in rural India amongst the laboring classes was
chronic in nature. The cities provided an escape route to the
highly indebted laboring classes.

Social scientists like McDonald, Jansen and McGee have
earlier advocated the push and pull theory of migration. While the
factors responsible for migration in different countries may assume
different combinations, there is no denying the fact the rapid growth
of cities all over the world since the beginnings of industrial
revolution could not have been possible without the Great Pull the
cities could exert on village populations.

1.2.2 Demerits of Rural to Urban Migration
The demerits of rural to urban migration are suffered by the

migrants and the host cities and also the villages from which out-

migration takes place. These demerits or problems faced by the

migrants, the cities and villages as a result of migration are as

follows:

1. Problems of Adjustment to Urban Way of Life: The new
village migrant into the city continues to have a rural mindset
and attitudes. To him the city appears to be a hotchpotch of
people coming from different parts of the country, speaking
different languages and following different customs and
practices. Unsatisfactory working conditions, poor living
environment and a mechanical way of city life with impersonal
relations is not something the new migrant had imagined before
living his village. Adjustment to the urban way of life becomes a
difficult issue to him. Those who continue to work and live in the
cities make their adjustments over a period of time, those who
fail to adjust go back to their villages and those who live,
propagate and permanently settle down in cities become urban
in their life and living.
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2. Poor Health and Efficiency of Migrants: The migrants who
lived on the margin of existence in the villages are the worst
sufferers in the cities. They are forced to find shelters in
shanties constructed along the railway lines and in other slums
and blighted areas of the cities. Slums are generally
constructed by the cities’ underbelly consisting slumlords and
unscrupulous local politicians. The rural poor who are fresh
migrants to the cities are forced to take refuge in these slums.
Life and living in slums is open and exposed. There is little or
no open space. The conditions are sub-human and degrading.
The industrial workers working in the unorganized sector live in
these slums, earn poor wages and barely manage to keep their
and their family members’ body and soul together. In the
absence of any health and welfare facility in their work places,
their health and efficiency becomes poor over a period of time.

3. Absence of Family Life: The rural poor who migrate to the
cities are generally single. Migrants who are married with
children are forced to leave their families in the villages for the
absence of proper shelter in the cities. Loneliness and absence
of a healthy sex life push these migrants to visit prostitutes on a
regular basis. The poor village migrant visits the poor prostitute
who also lives in sub-human conditions. These migrants suffer
from sexually transmitted diseases (STDs) and they pass on
these diseases to their wives either when they go back to their
villages or when they get back their wives to live in the slums
and shanties of the cities. While the incidence of STDs was
very high amongst the slum population in the early years of
industrialization, it is HIV and AIDS whose incidence is found to
be the highest amongst the slum population.

4. Uneducated and illiterate Industrial Workforce: The first
generation industrial workforce is the migrants from the villages
who are generally drawn from the lowest and the poorest strata
of the village society. They are undoubtedly illiterate and
uneducated. Lack of literacy and education amongst these
workers make them entirely dependent on professional trade
unionists. The problem of outside leadership in the trade union
movement in India is because of the problem of illiteracy
amongst industrial workers. These professional trade unionists
many a times exploit the poor and illiterate industrial workers by
provoking them to create industrial unrest so that they can
blackmail the exploitative employers.

5. Poor Labor Commitment and High Labor Turnover: Since
the new rural migrants have not fully adjusted to the industrial
life, they frequently tend to visit their native villages leading to
the problem of absenteeism. Further those who fail to adjust to
the industrial life return back to their villages causing high labor
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turnover. Labor turnover is the ratio of yearly separations to the
average number of full time workers employed in the given
period. Thus if the labor turnover is 5 per cent, it means that out
of the 100 workers employed in a given year, 5 workers have
terminated their services. While poor commitment reduces the
efficiency of the workers, high labor turnover results in loss of
trained manpower and the training expenses by the
establishment.

6. Reduction of Educated & Literate Work Force in Villages:
In the early years of industrialization, the educated, less
educated, the literate and illiterates – all migrated to the cities
but in later years the more educated labor force felt it worthless
to stay put in their native villages. Education became
synonymous with migration to cities. As a result, there is a near
absence of educated youth in the villages. The villages are
therefore not able to enjoy the external economies of educated
and highly educated persons. The brain drain from villages to
cities is depriving villages from realizing its potential
development.

7. Emergence and Growth of Women Headed Families: In
many parts of the country on account of men migrating to cities
both within the country and outside the country for employment,
the women are left behind to run the family affairs. Husbands
as a result have become visiting husbands once in a year.
Single parent women headed families definitely are not suitable
for the healthy growth of family members. Such arrangement
also affects the emotional health of women left behind in
villages to look after the families. The problem of single parent
women headed families is enormous in States like Kerala,
Punjab, Uttar Pradesh and Bihar.

8. The Problem of Over-urbanization: Both push and pull
factors operate to cause rural to urban migration. Over-
urbanization is the result of the excess of push over the pull
factor. The pull factor determines the actual labor force that the
cities demand and the push factor determines the actual labor
force that villages supply to the cities. Thus if the push is
greater than the pull, there will be excess labor supply in the
urban areas. This excess labor supply constitutes the industrial
reserve army in cities. The industrial reserve army exerts a
downward pull on wage rates and other welfare facilities on the
one hand and raises land and shelter prices on the other. This
demand supply mismatch only contributes to all kinds of urban
problems manifested in the form of mushrooming slums in the
most unimaginable places in the cities, overcrowding, poor
moral environment, undesirable exposure, petty crimes and
what not.
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11.2.3 Merits of Rural to Urban Migration

Some of the benefits of rural to urban migration that cities and
villages may enjoy are as follows:

1. Productive Utilization of Unemployed Rural Labor Force:
Employment opportunities are few and far in villages. The
village economy is not big enough to employ the expanding
labor force. Industrial centers and cities provide gainful
employment to the expanding and excessive labor force in
villages. Industrialization is a continuous process and to feed
this process, an ever expanding labor force is required. This
labor force can be provided only by the villages in the early
years of industrialization. Once the industrial society is
stabilized and the first generation urban bred labor force
emerges, the need for rural labor force diminishes. However,
able bodied, hard working and sturdy manual labor that is
required in the cities and urban areas is continually supplied by
villages to the cities.

2. Availability of Cheap Labor to Cities: Unemployed village
labor force continues to migrate to the cities in large numbers
thereby creating an industrial reserve army. Wage rates are
pushed down by excessive labor supply thereby bringing down
the labor cost of production in cities. Thus migration helps to
bring down the cost of production. However, if the benefit of
reduced cost of production is not passed on to consumers, it will
not help to control inflationary pressures in the economy.

3. Cultural Assimilation and Change in Rural Attitudes:
Culture is what we do twenty four hours a day. The migrants
who live in cities and make them as their homes over time
become urban in attitudes and culture. When these migrants go
back to their villages on periodic visits, they perform the role of
change agents in the social and personal sphere. The regular
and personal interaction between the villagers and the visiting
migrants bring about changes in village attitudes, norms and
culture through a process of assimilation and acculturation.

4. Paying Back to the Villages: Successful migrants and
particularly emigrants have the potential to pay back to their
native villages in terms of taking up developmental activities like
building schools and colleges, establishing health centers,
creating awareness about health, particularly maternal and child
health care, setting up village enterprises and contributing to the
growth of rural industries, setting up micro credit institutions and
helping the growth of small entrepreneurs in the villages etc. In
village India, quite a few successful migrants and emigrants
have started developmental activities thereby bring about
perceptible changes in rural society.
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11.2.4 Trends in Rural to Urban Migration

The process industrialization and concomitant urbanization
in India is now more than 150 years old. It began with the setting
up of the first textiles in Bombay in the second half of the 19th

century. Since then the process have consolidated and
strengthened. But India continues to be a predominantly
agricultural country with more than 65% of the population being
directly dependent upon agriculture. Only 25% of the population
lives in the cities with the industry and services sector contributing
to 75% of the national income. Rural to urban migration of people
is therefore here to continue for some more time to come. Today
we have urban settlers ranging from the sixth generation fully
urbanized settlers to the first generation neo-urban settlers.
Although every urban Indian citizen has a foot in the village, he is
no more a villager. He goes back to his native village only to relax
and relate to his people and not to work on his farm to earn some
money. In fact most of them do not own any land in the village for
they had already sold it bidding a final good bye to village life.

Today we have industrial societies which are fully urbanized
and accustomed to the urban ways of life. The industrial and urban
workforce today is greatly aware its rights, labor laws, strength of
unionization and are politically conscious. The organized workforce
although miniscule in terms of percentage of the actual workforce,
its absolute size amounting to about 30 million workers is about
7% of the workforce in the country. In order to consolidate and
strengthen the process of urbanization and industrialization, the
organized workforce needs to be expanded. This is possible
through unionization of the workforce on the one hand and
voluntary compliance of labor laws by firms and establishments
across the country.

11.3 SUMMARY

1. Employee turnover refers to the shifting of workforce in and out

of an organization and hence it is also referred to as the inter-

firm mobility of labor.

2. Retirement, resignation, lay-offs and dismissals are the common

causes of employee turnover.

3. Employee turnover lowers the efficiency of employees and they

are not in a position to enjoy the benefits of loyalty. Employee

solidarity is adversely affected by high turnover. The employers

also lose on account of turnover. The productivity of employees

during the learning period is low which means the cost of

learning is borne by the employer.



154

4. In order to reduce employee turnover across the industry, a

scientific study of the problem needs to be made to assess the

extent of turnover across the industries and across the plants

within industries. The recruitment or placement policy of the

firm should be scientific enough to place the right person in the

right place at the right time.

5. The process of industrialization and urbanization in any country
would involve migration from rural areas to urban areas.
Migration of rural labor to industrial areas continues as the
industrialization process continues. This migration becomes
insignificant once the industrialization process is complete and
the country is transformed into a predominantly industrial
country from a predominantly agricultural country. Rural to
urban migration in an industrializing country takes place under
compulsive conditions. Compulsive conditions involve the near
absence of well paying employment opportunities or the near
absence of any employment opportunity in rural areas and the
availability of endless employment opportunities in urban areas
which are growing in size along with growing industrialization.

11.4 QUESTIONS

1. Explain the concept of employee turnover and examine the
causes, consequences and remedies to employee turnover.

2. Explain the concept of migration and examine the causes of
rural to urban migration in India.

3. Explain the merits and demerits of rural to urban migration.

������
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STATE AND LABOR MARKETS

Unit Structure

12.0 Objectives

12.1 Minimum wages

12.2 Social Security

12.3 Occupational Safety, work safety and work security

12.4 Employment generation schemes

12.5 Wages and Income Policy in India

12.6 Impact of Privatization

12.7 Summary

12.8 Questions

12.0 OBJECTIVES

� To appreciate the concepts of minimum wages, social
security, occupational safety, work safety and work security.

� To understand employment generation schemes in
operation.

� To understand the wages and income policy in India and the
impact of privatization.

12.1 MINIMUM WAGES

According to the Fair Wages Committee appointed by the
Government of India in 1949, a minimum wage must provide not
merely for the bare sustenance of life but for the preservation of the
efficiency of the worker. In order to ensure the efficiency of the
worker, the minimum must be sufficient enough to provide for
education, health and some amenities. The minimum wages thus
provides the workers those comforts and decencies which can
promote better habits, self respect and better citizenship. A
minimum wage may therefore be defined as one which may be
sufficient to enable a worker to live in reasonable comfort having
regard to all obligations to which an average worker would
ordinarily be subject to.
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Fixation of minimum wages is of great significance to
industrial workers because it affects their health, strength and
morale. In the interest of social justice, wages of workers must be
sufficient to ensure the worker a reasonable and fair standard of
living. It is important to provide a sufficient living wage to the
worker to maintain social stability. Minimum wages are important to
maintain industrial peace and harmony. The workers are partners
in the production of wealth and hence have a rightful share in the
fruits of the industry. Further, the efficiency and productivity of the
workers depend on good living and in order to live a good living, a
fair amount of wages are required. Finally, the fixation of minimum
wage prevents exploitation of the workers and would secure for
them wages according to the value of work done, corresponding to
the productive capacity of the workers.

The objectives of minimum wages according to the Fair
Wages Committee were as follows:

1. To prevent sweating in industry and to raise the wages in
those industries where they are extremely low and
inadequate.

2. To prevent exploitation of workers and to secure a wage
according to the value of the work done, corresponding to
the productive capacity of the workers; and

3. To promote peace in industry by keeping he workers happy
with the guarantee of a wage rate which may enable them to
meet their minimum requirements.

In accordance with the Minimum Wages Advisory Committee
and the decisions of various Industrial Tribunals, certain general
principles have been evolved by the Government which are to be
kept in mind in fixing wages under the Minimum Wages Act.

The Need based Minimum Wages

The Labor Conference held at New Delhi in July 1957 laid
down that the minimum wage should be need based and should
ensure the minimum human needs of the industrial worker. The
following norms were accepted as a guide for all wage fixing
authorities including the minimum wage committees, wage boards,
adjudicators etc:

1. In calculating the minimum wage, the standard working class
family should be taken to comprise three consumption units for
one earner, the earnings of women, children and adolescents
being disregarded.
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2. Minimum food requirements should be calculated on the basis
of a net intake of calories as recommended for an average
Indian adult of moderate activity.

3. Clothing requirements should be estimated on the basis of a per
capita consumption of 18 yards per annum which would give the
average workers family of four, a total of 72 yards.

4. The rent corresponding to the minimum area provided for under
Government Industrial Housing Scheme should be taken into
consideration in fixing the minimum wage.

5. Fuel, lighting and other miscellaneous items of expenditure
should constitute 20 per cent of the total minimum wage.

The conference laid down that wherever the minimum wage
fixed was below the norms recommended above, it would be
incumbent on the authorities concerned to justify the circumstances
which prevented them from following the norms. The Wage Boards
in India followed the norms while fixing wages for industrial
workers.

The Living Wage

The Committee on Fair Wages stated that living wages
represented the highest level of the wage and it would include all
amenities which a citizen living in a modern civilized society was
entitled to expect when the economy of the country was sufficiently
advanced and the employer was able to meet the expanding
aspirations of his works. The committee observed that the living
wages should enable the male earner to provide for himself and his
family the bare essentials of food, clothing and shelter but a
measure of frugal comfort including education for the children,
protection against ill health, requirements of essential social needs
and a measure of insurance against the more important
misfortunes including old age. However, national income and
capacity to pay of the industry must be taken into account while
fixing the living wage. The committee set the living wage standard
as the upper limit of wage fixation, the lower limit being the
minimum wage.

Fair Wages

The Industrial Truce resolution passed in 1947 for improving
relations between labor and management provided for the payment
of fair wages to labor. Subsequently, the Government of India
appointed a Fair Wages Committee in 1948 to determine the
principles of fair wages and measures to implement fair wages.
The Fair Wages Committee in its report submitted in 1949
observed that the minimum wage is less than the living wage. Fair
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wages should be above the minimum wage and below the living
wage. However, the upper limit of the fair wage should be
determined by the capacity to pay, productivity of labor, prevailing
rates of wages, the level of national income and the place of the
industry in the economy. The family unit may be considered to be
comprised of three consumption units.

The Minimum Wages Act of 1948

The statutory minimum wages are fixed according to the
Minimum Wages Act, 1948. The Act was passed by the
Government of India subsequent to the ILO Convention on
minimum wages passed in the year 1921. The Act applies to the
employment that are included in Parts I and II of the Schedule to
the Act. Once the minimum rates of wages are fixed according to
the procedure prescribed by law, it is the obligation of the employer
to pay the said wages irrespective of the capacity to pay. The main
provisions of the Minimum Wages Act, 1948 are as follows:

1. It provides for fixing minimum wages in certain employments
where sweated labor is prevalent or where there is a great
chance of exploitation of labor.

2. The Act provides for the fixation of (a) minimum time-rate, (b) a
minimum piece rate, (c) a guaranteed time-rate and (d) an
overtime rates appropriate to different occupations and different
classes of workers. The minimum wage fixed or revised by the
appropriate Government will include the following: (a) a basic
rate of wage and special allowance at a rate in which
adjustments will be made at such intervals and by those
methods as directed by the appropriate Government, (b) a basic
rate with or without a cost of living allowance and the cash value
of the concessions in respect of supplies of essential
commodities at nominal rates, (c) a rate in which the basic rate,
cost of living allowance and cash value of concession etc all
are included. The Act lays down that wages should be paid in
cash and empowers the appropriate government to pay wholly
or partly in kind.

3. The appropriate government shall review the rates at an interval
of not more than five years and revise or amend the minimum
wage rates.

Minimum wages have been fixed by the Governments of all
the States for employments in all the industries mentioned in Part I
of the schedule of the Act. The total number of employments which
stand covered under the Act as at end November 1992 was 1023
for the Centre and States. For instance, minimum wages for the
period January 2012 to June 2012 for Automobile repairing,
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bakeries and road building workers of Zone One in Maharashtra
were as follows:

Table12.1: Minimum Wages in Maharashtra (January 2012 to
June 2012) – Selected Industries.

SNO Category Basic Special
Allowance

Total Min.
Wages

1. Automobile
Repairing

a. Skilled 5500.00 1545.60 7045.60

b. Semi-skilled 5100.00 1545.60 6645.60

c. Un-skilled 4800.00 1545.60 6345.60

2. Bakeries

a. Skilled 5200.00 1735.75 6935.75

b. Semi-skilled 4700.00 1735.75 6435.75

c. Un-skilled 4500.00 1735.75 6235.75

3. Road /Bldg
Construction

d. Skilled 4950.00 2004.90 6954.90

e. Semi-skilled 4850.00 2004.90 6854.90

f. Un-skilled 4750.00 2004.90 6754.90

12.2 CONCEPT OF SOCIAL SECURITY

The ILO defines social security as the security that society
gives though appropriate organizations against certain risks to
which its members are exposed. These risks are essentially
contingencies against which the poor people cannot effectively
provide on their own singly and collectively. These risks are
sickness, maternity, invalidity, old age and death. These risks
disable the working person to support himself and his dependents
in health and decency. According to this definition only such
schemes of the State which provide the citizen with benefits
designed to prevent or cure diseases to support when unable to
earn and to restore him to gainful activity may be regarded as
schemes of social security.

Sir William Beveridge defines social security “as a scheme of

social insurance against interruption and destruction of earning

power and for special expenditure at birth, marriage o death. It is
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an attack on five giants namely wants disease, ignorance, squalor

and idleness”. According to Beveridge, an adequate level of

employment, a comprehensive health service and a scheme of

children’s allowances are essentially required for the success of

social security plan.

According to an ILO/Norway National Seminar held in New

Delhi in 1977, social security was defined as “the protection

furnished by the society to its members through a series of public

measures against economic and social distress that are caused

due to absence of earnings or substantial reduction or stoppage of

earnings resulting from sickness, maternity, employment injury,

occupational diseases, unemployment, under employment,

invalidity, destitution, social disability and backwardness, old age

and death land further to provide health care and prevention

measures”. According to this definition of ILO, social security

measures would include social insurance, social assistance, family

benefits, and health care and related social welfare services.

12.2.1 SOCIAL SECURITY MEASURES IN INDIA

Social security measures have a twofold significance for
every developing country. First, social security is an important step
towards the goal of a Welfare State in which the living and working
conditions of the people are improved and are protected against the
uncertainties of the future. Second, social security is important in
strengthening the industrialization process. It enables workers to
become more efficient and reduces wastage on account of
industrial disputes. Person-days lost on account of sickness and
disability is also reduced. Lack of social security hinders production
and prevents the formation of a stable and efficient labor force.
Social security is therefore a wise investment which gives good
dividends in the long run.

In India, the Central Government had taken the following

social security measures to provide protection to industrial workers:

1. Workmen’s Compensation Act, 1923
2. Employees’ State Insurance Act, 1948
3. Coal Mines Bonus Scheme and Provident Fund Act, 1948
4. Dock Workers (Regulation and Employment) Act, 1948
5. Plantation Labor Act, 1951
6. Employees’ Provident Fund Act, 1952
7. Assam Tea Plantation Act, 1955
8. Maternity Benefit Act, 1961
9. Family Pension Scheme, 1964
10.Seamen’s Provident Fund Act, 1966
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11.Employees’ Family Pension Scheme, 1971
12.Survivorship Pension Scheme
13.Old Age Pension Scheme
14.Payment of Gratuity Act, 1972
15.Employees’ Deposit Linked Insurance Scheme, 1976

12.2.2 WORKMEN’S COMPENSATION ACT, 1923
The first step in the direction of social insurance was taken

by the Government of India in 1923 by passing the Workmen’s
Compensation Act. The Act imposes an obligation on employers to
pay compensation to workers for accidents arising out of and in the
course of employment, resulting in death or total or partial
disablement for a period exceeding three days. The Act is
applicable to all categories of workers employed for the purpose of
employer’s trade or business. No compensation is payable if the
injury not resulting in death is caused by the fault of the worker e.g.,
due to influence of drinks, drugs, willful disobedience of an order
etc. Compensation is payable in the case of workers who contract
occupational diseases. Compensation is payable for death,
permanent total disablement, partial disablement and temporary
disablement. The Act is administered by the State Governments
through Commissioners for Workmen’s Compensation. The Act
does not apply in areas where the Employees’ State Insurance Act
operates. Employees drawing a salary of Rs.4000/- or less per
month are eligible for compensation. The minimum amount of
compensation is Rs.80,000 for death and Rs.60, 000/- for
permanent total disablement. For funeral expenses Rs.2500/- is
paid.

12.2.3 EMPLOYEES’ STATE INSURANCE Act, 1948
The Employees’ State Insurance Act, 1948 is yet another

step in the direction of social insurance in India. The Act provides

certain benefits to employees in case of sickness, maternity and

employment injury and applies to all factories run with power and

employing more than 10 persons or factories run without power but

employing more than 20 persons. The Act does not apply to

seasonal factories and covers workers whose wages do not exceed

Rs.4000/- per month. The Act is administered by the Employees/

State Insurance Corporation. The Scheme of Insurance is financed

by the Employees’ State Insurance Fund raised through

contribution from employers and employees and grants, donations

and gifts from the Central and State Governments, local authorities

or any other individual or body. The employers contribute four per

cent of the wages payable to the employees covered and the

employees contribute at the rate of 1.5 per cent of their wages.

The State Governments contribute a minimum of 12.5 per cent of

expenditure on medical care.



162

12.2.4 THE COAL MINES BONUS SCHEME AND PROVIDENT
FUND ACT, 1948

The Act is applicable to all coal mines in the country except
Jammu and Kashmir. There are four coal mines bonus schemes
operating in the States having coal mines. The schemes provide
an incentive to the workers to be more regular in attendance and
thereby provide a stable labor force in the coal mining industry. In
order to reduce absenteeism, provision for payment of quarterly
bonus is made for those workers who put in specified days of
attendance in a quarter and not take part in illegal strikes.

The scheme applies to all employees in the coal mines
whose monthly basic earnings do not exceed Rs.730. Bonus is not
payable to workers employed by or through a contractor on
construction of roads and buildings. The schemes (other than the
Assam Schemes) require the payment of a quarterly bonus at 10%
of basic earnings in the quarter provided certain conditions relating
to minimum attendance are fulfilled. The bonus is payable within
two months of the quarter. The responsibility of the administration
of the scheme is on the Chief Labor Commissioner.

12.2.5 THE DOCK WORKMEN (REGULATION &
EMPLLOYMENT) ACT, 1948

The safety, health and welfare of the dock workers are
covered by the Indian Dock Workers Regulation, 1948. The Act is
in operation in the major ports of Bombay, Calcutta, Madras,
Vishakhapatnam, Cochin, Mormugao and Kandla. The workers are
broadly divided into monthly and reserve pool workers. The
monthly workers are regular workers and enjoy security of
employment. The other category of workers are registered in a
pool and employed through the Dock Labor Boards. The Dock
Workers are provided at least eight holidays with pay in a year.
They are employed by rotation to ensure equal opportunities of
employment for all the pool workers. The workers enjoy benefits of
provident fund and gratuity. Separate housing schemes have been
drawn up for them. They are also given medical facilities and
certain concessions in the matter of their children’s education.
Canteen and fair price shops are also provided for them.

12.2.6 THE PLANTATION LABOR ACT, 1951

Labor in plantation is entitled to medical health, maternity
and other benefits under the Plantation Labor Act, 1951. The Act
provides for setting up garden, hospital, group hospitals and
dispensaries for treatment of plantation workers and their families.
Sick leave of 14 days to plantation workers is given provided
sickness is certified. During the period of leave, the workers are
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paid @ 66% of their daily average earnings. Benefits such as
medical, health and maternity are provided to plantation workers
under the Act.

12.2.7 THE ASSAM TEA PLANTATION PROVIDENT FUND ACT,
1955

The Act covers all categories of employees in tea plantations
in Assam. The employees’ contribution is 8% of the wages with a
matching contribution by the employers. A group insurance
scheme was introduced for the provident fund members in 1963.
Under the scheme a blanket policy was taken by the Board for all
provident fund members of the age group 18-40. Male members
are covered for Rs.500, women for Rs.250 and staff for Rs.1000
each. Insurance premium is deducted from the provident fund of
the members by the Board of Trustees. Under a national
agreement, Rs.135 is payable as bonus to each worker employed
in plantation in Assam since 1956. A pension fund scheme was
introduced in 1967. The scheme provides for payment of pension
benefits to plantation workers in addition to the Provident Fund.
Pension is paid from the accumulated undisbursed interest amount
of the Provident Fund.

12.2.8 THE SEAMAN’S PROVIDENT FUND ACT, 1966

The problems of seamen working on board of the ships for
small periods re of a special nature and hence the Seamen’s
Provident Fund act was passed in 1966. Every seaman engaged
or employed as a member of the crew of a ship under the Merchant
Shipping Act of 1958 but excluding certain categories of officers
and other employees were covered by the scheme. Every
employer covered under the Act is required to contribute to the fund
for the period from July 1964 to July 1968 @ 6% of the wages paid
and thereafter @ 8% in respect of each seaman employed by him.
A matching contribution should be made by the seaman.

Since the provident fund measure is not considered
adequate for the contingencies of death or invalidity, the National
Commission of Labor, 1969 recommended conversion of a part of
Provident Fund into retirement-cum-family pension. Accordingly,
the Government of India introduced the Family Pension Scheme in
1971 which covered all workers covered by the Coal Mines
Provident Fund Act 1948, Employees Provident Fund Act 1952 and
Assam Tea Plantation Act 1955.

12.2.9 THE MATERNITY BENEFIT ACT, 1961

In order to remove the differences relating to maternity

provisions under the various maternity benefit Acts of the Central

and State Governments, the Central Government passed a new Act
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called the Maternity Benefit Act of 1961. The Act is applicable to

those establishments where the Employees’ State Insurance Act is

not applicable. The 1995 amendment to the Act provided six

weeks leave with wages to women employees in cases of medical

termination of pregnancy, two weeks leave with wages to women

employees who undergo tubectomy operation and leave with

wages for a maximum period of one month in case of illness arising

out of medical termination of pregnancy or tubectomy. The

Maternity Benefit (Amendment) Act 1995 came into force on 01st

February, 1996.

12.2.10 THE EMPLOYEES’ PROVIDENT FUND AND
MISCELLANEOUS PROVISIONS ACT, 1952

The Act provides for setting up of compulsory provident

funds for employees in factories and other establishments. The

purpose of the Act is to provide Social Security to employees after

separation or retirement or for his dependents in case of early

death. The rate of contribution payable by the employers and the

employees under the Act is 8.33 % of pay. This rate was revised to

10% by the Central Government in respect of establishments

employing 50 or more persons. Under the Scheme, employers are

required to maintain a contribution card for each employee and

these cards are subject to inspection by the EPF commissioner.

Each employee is entitled to interest on the amount deposited in

the fund. In case of death of a member, amount standing to his

credit is to be paid to his nominees. The Scheme provides for

financial assistance by allowing partial withdrawals to subscribers in

situations like illness, invalidation etc and to provide funds to enable

them to discharge their social responsibilities like marriage of

sister/brother/daughter/son or higher education of children or

construction of house.

12.2.11 THE EMPLOYEES DEPOSIT LINKED INSURANCE
SCHEME, 1976

The Labor Provident Fund Laws (Amendment) Ordinance
1976 was put into force to introduce a new social security scheme
known as the Deposit-Linked Insurance Scheme to provide
insurance cover to the members of the Coal Mines Provident Fund
and the Employees’ Provident Fund without payment of any
premium by such members. The Ordinance provides that in case
of death of an employee who subscribes to provident fund covered
under the Employees’ Provident Fund Act 1952, the employee
entitled to receive his provident fund money would also be entitled
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to an additional payment equivalent to the ‘average balance’ with
provident fund of the dead person during the preceding twelve
months. The benefit amount payable shall be Rs.15000 plus 25%
of the amount in excess of Rs.l5000 subject to a ceiling of
Rs.25000. The minimum average balance required to be eligible is
Rs.500/- during the last 12 months over during the period of his
membership, whichever is less. The employers and the Central
Government are required to contribute at the rate of 0.5 and 0.25%
respectively of the wage bill of the employees every month. The
Government also introduced a pension scheme for the benefit of
provident fund subscribers.

12.2.12 THE EMPLOYEES’ FAMILY PENSION SCHEME, 1995

The Employees Provident Fund Act, 1952 was amended to

provide for introduction of Employees Family Pension Scheme in

1971. The scheme provides long term protection to the family of

the workers who dies prematurely in service. It is applicable

compulsorily to all the member of employees Provident Fund

Scheme. The benefits available under the scheme were family

pension, life assurance benefits and retirement cum-withdrawal

benefits. The Scheme was further amended in 1995 and renamed

as “The Employees Pension Scheme 1995”. The new scheme is

aimed at providing economic support during old age and

survivorship coverage to the member and his family. Employer’s

contribution of 8.33% is credited to the Pension Fund. The Central

Government’s contribution is 1.16% of the wages of the employees.

The scheme is compulsory for all persons who were members of

the Family Pension Scheme, 1971 and also for those who became

members of the Employees’ Provident Fund from 16 November

1995 that is the date of the introduction of the new scheme.

12.2.13 PAYMENT OF GRATUITY ACT, 1972

The Act is applicable in the entire country. It applies to every

factory, mine, oilfield, plantation, port and railway company, shop or

establishment and other establishments in a State in which ten or

more persons are employed. The Act covers all employees who

are employed to do any skilled, semi-skilled or unskilled, manual,

supervisory, technical or clerical work. The Act does not apply to

such a person who holds a post under the Central or State

Government and is governed by any other Act or by any rules

providing for payment of gratuity. The Act was amended in the

year 1994 to remove the wage ceiling of Rs.3500/-.
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An employee covered under the Act is entitled to gratuity on

the termination of his employment on his superannuation,

retirement, resignation, death or disablement.

12.2.14 OTHER MEASURES
There are certain other measures giving benefits to workers.

These are the survivorship pension scheme 1971, the Lay-off and

Retrenchment Compensation and Old Pension etc.

Lay-off & Retrenchment Compensation.

The Industrial Disputes Act 1947 provides for payment of

compensation to workers in the event of lay-off or retrenchment.

Workers employed in any factory, mine or plantation having an

average daily employment of 50 or more workers and where the

work done is not of an intermittent or seasonal character, are

entitled to compensation for lay-off provided they have put in the

prescribed qualifying service of 190 days in the case of workmen

employed below ground in mines and 240 days in the case of other

categories of workers. The lay-off compensation is payable to a

workman at the rate of half the basic wages and dearness

allowance for all days during which he is laid-off. If a workman is

laid off for more than 45 days no such compensation is payable to

him in respect of any period of the lay-off after the expiry of the first

45 days.

Old Age Pension

The States of UP, Kerala, Andhra Pradesh, Bihar, Tamil
Nadu, Punjab, West Bengal and Rajasthan have introduced Old
Age Pension schemes. The objective is to help needy persons who
have no source of income. These schemes have statutory backing
and provide pension to destitute aged 60 and above with no income
or source of income or relative to support them. The amount of old
age pension is however very small and negligible.

Old Age Pension Scheme in the Public Sector

The industrial employees of the States and the Central

Government are entitled to non-contributory pension as a part of

their service conditions. Under the Central Government’s family

pension scheme 1964, an employee who retires in the normal

course gets a pension which is recurring till death and also lump

sum in the form of gratuity. In the event of his death, his

dependents become entitled to family pension and gratuity.
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Conclusion:

A scheme of unemployment insurance and a scheme of
Comprehensive Integrated Social Security are under the
consideration of the Government of India. All existing measures of
social security can therefore be considered as piece meal efforts.
Further, the existing schemes of social security covers only
organized workers which constitute only a small fraction of the
workforce in India. A scheme of unemployment insurance for those
who are involuntarily unemployed must come in force to provide
meaningful social security to the workers in India. A
comprehensive scheme of integrated social security is required to
cover all categories of population in the country.

12.3 OCCUPATIONAL SAFETY

Occupational hazards are a risk associated with
employment. More than 1.8 lac workers die every year due to
occupational accidents and diseases and 110 million workers are
affected by employment related injuries. Prevention is always
better than cure. Occupational health is a preventive measure
taken to prevent and pre-empt all possible accidents and diseases
that workers may otherwise go through in employment. The
International Labor Organization vide its recommendations has
influenced governments across the world to enact legislation on
occupational health services. In 1981, the ILO adopted a
convention and recommendation on occupational safety and health
and the working environment which defines a national policy and
action to be developed at the level of the industrial units.
The objectives of occupational safety are as follows:

1. Ensure protection to workers against health hazards arising out
of work and the work environment.

2. Ensure the physical, psychological and mental welfare of the
workers.

The functions of occupational health services are as follows:

1. Identification of occupational hazards and diseases and
suggest preventive as well as controlling measures.

2. To ensure safe exposure limits to hazardous work processes
by rotating the workers periodically so that no single worker
is exposed to his or her own detriment.

3. To impart health education to all workers.
Occupational health and safety is greatly neglected in India

due to the relative backwardness of the Indian economy. This is

very true of the unorganized sectors of the economy where the

workers are thoroughly exposed to all kinds of hazards without any
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kind of protection at the work place or any kind of compensation to

the workers if they suffer from accidents or diseases. The National

Commission on Labor, 2002 has recommended a comprehensive

legislation for the workers working in the unorganized sector. Once

the legislation is put in place, occupational health and safety will be

greatly improved in Indian industries.

OCCUPATIONAL DISEASES

Occupational diseases are relatively less known to the

people. Since occupational diseases afflict only a small minority of

workers, there is no effective cure available for occupational

diseases. However, occupational diseases can be prevented if

effective protective and preventive measures are taken in the

industries. Occupational diseases can be defined as those

diseases which arise out of or during the course of employment.

Some of the occupational diseases are as follows

Asbestosis, Silicosis, Bagassois, Byssionosis, Caisson Disease,

Coal Miners’ Pneumoconiosis, Telegraphists’ Cramp, Lead

Poisoning, Phosphorous Poisoning, Anthrax, Mercury Poisoning,

Manganese Poisoning etc.

12.4 EMPLOYMENT GENERATION SCHEMES IN
INDIA

Government policy measures to promote employment in

India can be studied in two time periods, namely; employment

policy during the period 1951 to 1990 and employment policy after

1991. The earlier period had numerous employment programs and

these programs were also modified and integrated into bigger

programs. However, employment programs continued to be

numerous in the earlier period. The latter period saw the

implementation of truly national program of employment guarantee

which has begun with the rural areas and has plans to cover urban

areas also.

Employment Policy during 1951-1990

After independence, the trickle-down theory caught the

minds of planners in India and it was believed that if economic

growth takes place, the problem of unemployment and poverty will

be automatically solved. In the seventies, it was realized that the

trickle-down theory does not work. The sixth plan document

accepted the fact that employment opportunities did not increase
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with the increase in the size of labor force and the problem of

unemployment has become serious. The sixth plan therefore

aimed at reducing under unemployment and chronic

unemployment. Since the public sector was modern and capital

intensive, it could not be utilized for creating employment

opportunities for the increasing labor force. The government

therefore concentrated on the small and cottage industries, the

agricultural and the co-operative sectors in the economy to

generate employment.

The employment programs announced by the government during

this period were as follows:

1. Integrated Rural Development Program (IRDP) in (1978-79)
2. The National Rural Employment Program (NREP) in 1981)
3. The National Scheme of Training Rural Youth for Self

Employment (TRYSEM) (1979)
4. The Jawahar Rojgar Yojana in 1989

During the sixth plan period, District Manpower Planning and

Employment Generation Councils were set up in all the districts of

the country to implement employment generation programs at the

district level. The Councils were to be assisted by the District

Employment Exchange, District Industries Centre, District

Agricultural Office, Lead Banks and those related with the

organization of services in preparing a portfolio of opportunities for

salaried, self and wage employment.

The seventh plan accepted the fact that the agricultural

sector is the solution to employment generation. But it is a known

fact that the agricultural sector alone cannot solve the problem of

unemployment in India. Hence, programs of rural development

aiming at capital formation in the form of construction were

undertaken. In addition, poverty eradication programs were

launched to generate self employment and wage employment to

the poorer sections of the society. The National Rural Employment

Program and the Rural Landless Employment Guarantee Program

were merged to form the Jawahar Rozgar Yojana (JRY) in 1989.

Employment Policy after 1991

The employment elasticity of income has been falling

continuously in India. During the period 1993-94 to 1999-2000, the

employment elasticity of income was estimated to be 0.16. It

means that in order to generate one per cent employment the



170

national income must grow by more than 6 per cent per annum. It

is therefore clear that economic growth alone cannot solve the

problem of unemployment in India. The eighth plan therefore laid

its emphasis on both economic growth and restructuring the

composition of output. The eighth plan making its employment

perspective clear observed that, “the employment potential of

growth can be raised by readjusting the sectoral composition of

output in favor of sectors and sub-sectors having higher

employment elasticity.” The eighth plan emphasized the

continuance of special employment programs to provide short term

employment to unemployed and under employed persons.

The growth rate of labor force is expected to rise to 2.51 per

cent per annum during the 2000s. However, the government of

India has no serious plans to solve the problem of unemployment in

its totality. The major employment generation programs launched

after 1991 were as follows:

1. The Swaranjayanti Gram Swarojgar Yojana in 1999
2. The Sampoorna Grameen Rojgar Yojana in 2001
3. The Swarna Jayanti Shahari Rojgar Yojana in 1997
4. The National Rural Employment Guarantee Act, 2005

The National Rural Employment Guarantee Act, 2005 is by

far the most important piece of central legislation passed by the

Government of India in guaranteeing employment to the people.

The Act was implemented from 02nd February, 2006 in 200

identified districts of the country with the objective of providing 100

days of guaranteed unskilled wage employment to a rural

household opting for it. It is a demand driven scheme and its focus

is on works relating to water conservation, flood control, land

development and connectivity in terms of all weather roads. Till

31st December, 2006, out of 1.5 crore households who demanded

employment under the Act, 1.47 crore households were provided

employment.

With this Act, the Government of India has come close to

recognizing Right to Employment as a fundamental right. The Act

will be extended to the whole of the country in the first phase and

thereafter it will be extended to urban areas also.

Conclusion

Economic growth and employment generation programs

alone cannot solve the problem of unemployment in India. The
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problem of unemployment needs to be tackled with

comprehensively. The rate of growth of labor force must be

controlled through population control measures. In due course of

time, the National Rural Employment Guarantee Act must be

converted into a National Employment Guarantee Act to cover the

entire population.

12.5 WAGES AND INCOME POLICY IN INDIA

Wages perform two important functions in an economy.

Firstly, they distribute the products of the industry among wage-

earners in the form of income. Secondly, they influence the cost of

the output. Wages determine price level and employment. The

problems of wage policy have three dimensions. At the national

level, it is a matter of resolving the conflicting objectives of better

standard of living of workers, expanding employment and

increasing capital formation. At the plant level, the problem is that

of evolving a system which provides incentives for better

productivity. The other important dimension is that of evolving a

wage structure which is conducive to economic development. An

important objective of planned economic development is raising the

standard of living of the people. A vast majority of the working

population in a developing country is poor and hence the benefits of

planned economic development must go to them. A national wage

policy would therefore help the planners in the country to realize the

most important objective. A national wage policy must aim at

establishing wages at the highest possible level which the

economic conditions of the country permit and it also ensures that

the wage-earner gets a fair share of the increased prosperity of the

country as a whole resulting from economic development.

The term ‘wage policy’ in India refers to legislation that affect

the level or structure of wages or both for the purpose of achieving

specific objectives of social and economic policy. The social

objectives of a wage policy may include the elimination of low

wages, the establishment of fair labor standards and the protection

of wage earners from rising prices. Increasing the economic

welfare of the wage earning community as a whole is an important

objective of wage policy. According to the ILO, the objectives of a

wage policy in a developing economy should be as follows:

1. To abolish malpractices and abuses in wage payment.
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2. To set minimum wages for workers whose bargaining position is
weak and to promote the growth of trade unions and collective
bargaining.

3. To obtain for the workers a just share in the fruits of economic
development and insulate them from inflation.

4. To bring about a more efficient allocation and utilization of labor
power through wage differentials and where appropriate through
systems of payments by results.

Importance of National Wage Policy in India

The problem of wages is one of the most important labor

problems because it is related to every workers and it is a solution

to the many of the problems faced by the average Indian worker.

Increased individual real incomes mean greater economic welfare.

The problem of wage constitutes the major source of friction

between the employers and the workers. Industrial workers in India

have low literacy levels. They are unorganized and have a weaker

bargaining position. In India, the relative strengths of the workers

and the employers have determined wage agreements and

decisions. Industrial wages in India have remained low and in

many occupations of sweating of labor prevailed for quite some

time and it prevails to this day in certain pockets across the country.

Wage policy and wage regulation therefore becomes essential to

ensure fairness to the workers. Wage policy and wage regulation is

an integral part of the labor market even in free market economies

because justice cannot be left to the market forces and the

benevolence of the employers.

Wage policy in the Indian context becomes important

because of the following important factors:

1. A national wage policy is essential to achieve the objectives of
planned economic development. Industrial peace cannot be
achieved without a just and fair wage policy.

2. The Constitution of India in its preamble mandates to develop a
socialistic pattern of society. Although the country has
embarked on the road to privatization since 1991, there is no
conflict between privatization and the socialistic pattern of
society. In order to reduce income inequalities and poverty,
wages must be fair and just across the nation and only a well
considered national wage policy can ensure such fairness.
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3. The trade union movement which took shape in the late 19th

century and reached its peak in the 1970s and 1980s remained
weak and failed to organize the entire labor force of the country.
After the 1990s and in the wake of privatization, the trade union
movement in the country has practically become non-existent.
In such a situation, government regulation and wage policy
becomes all the more important to guarantee social and
economic justice to the people.

4. The statutory administrative and semi-judicial fixation and
revision of wages in India needs a national wage policy to
ensure uniformity and fairness.

Five Year Plans and Wage Policy

The First Five Year Plan (1951-56).The First Five Year Plan

recognized that “with regard to the industrial sector, profits and

wages may have to be subjected to some control by government

during the period of implementation of the Plan and to check

inflationary pressures consumption expenditure may be

discouraged to encourage investment expenditure and increase

production”. It was recommended that upward revision in wages

should not lead to wage push inflation and cause economic

instability. The Plan recommended that wage increases should be

allowed only for the following purposes:

1. To remove anomalies or where the existing rates are
abnormally low.

2. To restore the pre-war real wages as a first step towards the
living wages through increased productivity resulting from
rationalization and renewal or modernization of plant.

The Plan laid down certain considerations governing the future

course of action. These considerations were as follows:

1. All wage adjustments should conform to the principles of social
policy and income inequalities have to be reduced and the
worker must obtain his due share in the national income.

2. The claims of labor should be dealt with liberally in proportion to
the distance which the wages of different categories of workers
have to cover before attaining the living wage standard.

3. The process of standardization of wages should be accelerated
and extended to the extent possible.

4. A scientific assessment of the relative work load in different
occupations and industries should be taken.
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5. Fifty per cent of the dearness allowance should be
amalgamated with pay.

6. Full and effective implementation of the minimum wage
legislation should be secured during the plan period.

7. Payment of bonus in cash should be restricted and the
difference should be put into workers savings.

8. Permanent wage boards with a tripartite composition should be
set up in each State and at the Centre to deal with all aspects of
wages.

The Second Five Year Plan (1956-61) The Second Plan stated

that suitable alterations in labor policy need to be made. The Plan

laid down principles to bring wages into conformity with the

expectations of working class. The Plan introduced the concept of

payment by results or productivity based increase in wages. In

order to settle wage disputes peacefully, the plan recommended

tripartite wage boards consisting of equal representatives of

employers, workers and an independent chairman for individual

industries in different areas. The plan also emphasized the need

for improving marginal units because they were considered as a

limitation on establishing fair wages. The Plan recommended

amalgamation of marginal units with larger units either voluntarily or

compulsorily.

The Third Five Year Plan (1961-66) The Third Plan restated that
wages in major industries would be determined through collective

bargaining, conciliation, arbitration and adjudication and the policy

of setting up tripartite wage boards (industry-wise) for the purpose

of wage determination would continue. For better implementation

of the minimum wages Act, the Plan observed that the machinery

for inspection has to be strengthened.

The Fourth Five Year Plan (1969-1974) Wage incentives were

discussed and a Study Group on productivity and incentives was

constituted during this plan. The study group made important

recommendations on productivity and incentives which were

accepted by the industry and the trade unions. The Fifth Plan
(1975-1980) emphasized the need for achieving the targets laid
down by the earlier plans with regard to productivity and incentives.

The Sixth Plan (1980-1985) laid emphasis on the implementation of
the wage policy with a view to generate additional employment.

During the Seventh Five Year Plan (1985-90), more thrust
was given to capacity utilization, efficiency and productivity and
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greater competition within the industry. Industrial licensing and

imports were gradually liberalized. Labor policy making was on the

decline from the sixth plan onwards and the signs of the end of the

paternalistic era were clearly seen during this period.

During the Eighth and Ninth plan periods, there is no
mention of protective labor policy but in contrast, exit policy was

debated throughout this period. A National Renewal Fund was set

up to compensate, retrain and redeploy surplus labor from

industries with excess labor. Employment in the organized sector

came down and unorganized sector employment saw an increase

during this period. The private sector has been demanding

rationalization of labor laws and the Government made an

unsuccessful attempt to amend the Industrial Disputes Act and the

Trade Union Act in favor of the industry.

During the 10th plan period (2002-07), focus of labor policy
was being shifted to the small establishments employing less than

20 workers. The plan document observes that 60 pr cent of the

workers work in establishments having less than 20 workers. The

need to focus labor policy and programs on this segment of the

workforce was spelt out in this plan.

State Regulation of Wages

State intervention in wage determination in India is based on

the assumptions that it is socially desirable for wage earners to live

on a healthy and decent plane and to participate freely in industrial

governance and that the State should intervene in the economic

relationship of its citizens whenever these achievable ideals are not

achieved. The considerations that are important in the context of

State regulation are as follows:

1. Wage regulation is necessary because labor markets are
imperfect and exploitation of labor occurs.

2. The workers have poor bargaining strength in those markets in
which there is an excessive supply of labor. Hence they are
open to exploitation and sweating of labor has prevailed. State
regulation is capable of abolishing such sweating of labor.

3. State intervention is essential to regulate wages to maintain
economic stability. Lack of aggregate demand in the economy
is the direct outcome of concentration of economic wealth in the
hands of a few. Hence there must be redistribution of income in
favour of the poor. A high wage economy is germane to greater
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productivity, better industrial relations, greater stability of
demand and prices, better profits, higher investment, better
utilization of resources and other benefits.

4. State regulation of wages is in keeping with the objective of
establishing a Welfare State.

5. State regulation may raise the efficiency of the workers by
ensuring improvements in health, productivity and income
distribution.

6. State regulation of wages is essential because of the gap
between marginal productivity of labor and actual wages.

State regulation of wages may assume several forms. Wage

rates may be fixed directly by legislation, by statutory bodies set up

by the Government, by wage boards, by industrial tribunals or by a

process of arbitration, conciliation and adjudication. The State may

also seek to regulate wages in the private sector by fixing wages in

public enterprises, extending collective agreements to other

enterprises and by arranging a fair wage clause in public contracts

in order that the contractors could be forced to pay minimum wages

to their workers. It may also be in the form of fixing a ceiling on a

wage rise or the fixing of a minimum.

12.6 IMPACT OF PRIVATIZATION ON WAGES AND
INCOME POLICY IN INDIA

The adoption of the New Economic Policy of 1991 had and

has far reaching impact on the wages and income policy in India.

The new economic policy envisaged liberalization, privatization and

globalization of the Indian economy with a view to increase

efficiency, productivity and competitiveness of Indian industry in the

global market. The policy makers also declared to convert the

erstwhile pre-reform public sector dominated Indian economy into

the largest free market economy of the world by the turn of the

century. The much avowed objective is still to be realized and may

not be realized before a few more decades of liberalization,

privatization and globalization. With two decades of free market

economic policies being implemented, the industrial relations

system, income distribution and wages have undergone substantial

changes. The impact has been negative both on the public as well

as the private sectors of the Indian economy.
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Under the IMF dictated structural adjustment policy, the

disinvestment program was undertaken by the government of India.

Government holdings in a large number of public sector enterprises

were diluted and some of them were entirely converted into private

sector enterprises. By end 2010-11, the Government of India

realized Rs.77, 980 Crores through the disinvestment program.

The new economic policy of 1991 continues to be on course

although the pace of change may be slow. In its wake, the new

policy regime has had negative impact on working conditions,

wages and income distribution in India.

Impact on Unemployment Rate

The new policy regime (NPR) has caused the unemployment

rates to increase over time not only in India but also across the

world. Open unemployment rate has increased in the Latin

America and Caribbean from 6.9 % in 1990 to 9.9 per cent in 2002.

In South Asia, the open unemployment rate had marginally

declined from 3.6 % to 3.4 per cent during the period. As a result of

growing open unemployment, the informal sector across the world

has increased (see table).

Table 12.2: Open Unemployment Rates for various Regions of
the World

1990 1995 2000 2002

Latin America and Caribbean 6.9 8.3 9.7 9.9

East Asia - 3.1 3.3 4.0

South East Asia 3.6 4.1 6.0 6.5

South Asia 3.6 2.9 3.4 3.4

European Union 8.1 10.5 7.8 7.6

USA 5.6 5.5 4.0 5.6

Japan 2.1 3.1 4.7 5.8

Sub-Saharan Africa - - 13.7 14.4

Middle East and North Africa - - 17.9 18.0

Source: ILO, World Commission on Social Dimension of
Globalization (2004, p.41.

The employment situation in India has become worse during

the NPR. During 1983-94, the rate of growth of employment was

2.04 per cent per annum. However, during 1994-2000, it declined

to 0.98 per cent annum (See Table).
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Table 12.3: Growth of Employment by Sectors in India.

Sectors 1983-94 1994-2000

Agriculture 1.51 -0.34

Mining and Quarrying 4.61 -2.85

Manufacturing 2.14 2.05

Electricity, Gas and Water Supply 4.50 -0.88

Construction 5.32 7.09

Trade 3.57 5.04

Transport, Storage and Communication 3.24 6.04

Financial Services 7.18 6.20

Community and Personal Services 2.90 0.55

Total 2.04 0.98

Source: GOI, Planning Commission (2001) Report of the Task
Force on Employment Opportunities, Table 3.2

A fall in the employment rate indicates, growing

unemployment, falling incomes, growing informal labor force,

growing income inequality and poverty. The wage rates in the

informal sector rule at the subsistence level.

Impact on Organized Sector Employment

Organized sector employment grew only by 0.53 per cent

per annum during the period 1994-2000. Public sector employment

growth rate was negative during the period. The share of the

organized sector which was 7.93 per cent in 1983 came down to

7.08 per cent in 1999-2000 and by 2004-05, this share further

declined to 6.4 per cent. However, there was a marginal

improvement during the period 2004-05 and 2008-09. The share of

the organized sector employment went up to 6.9 per cent with

public sector employment growth rate continuing to be negative (-

0.15 per cent per annum).

The National Sample Survey shows that the percentage of

casual workers increased from 28.7 per cent in 1983 to 33.2

percent in 1999-2000 and further to 33.5 per cent in 2009-10. The

organized sector therefore failed to generate sufficient employment

and the process of privatization only pushed workers from the

organized into the informal sector where wage rates are abysmally
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low. According to Ruddar Datt, privatization and globalization has

contributed to the following unfavorable consequences:

1. Reduction of surplus labor
2. Increase in workload per worker to raise productivity and

production
3. Casualization of labor and consequent elimination of

payments such as dearness allowance, provident fund,
gratuity, ESI etc.

4. Enforcement of the ‘No work – No Pay’ norm for the lockout
period

5. Agreements prohibiting labor to go on strike for three years
6. Weakening of trade unions

According to a study conducted in 2004 of 1300 firms,

spread out over ten States in India and covering nine important

manufacturing groups in the public and private sectors, it was found

that between 1991 and 1998 the total employment increased by

over two per cent but most of the increase was in the form of

temporary, casual, contract and other flexible types of workers.

Globalization has resulted in the dumping down of wages. The

problems of unemployment, informalization, lower wages, part time

jobs, lack of employment security etc are some of the worst

consequences on privatization on wages and income in India and

policy makers have become mute witnesses to this process of

degeneration. The bargaining power of trade unions have gone

down, trade union militancy is more or less absent and collective

bargaining is replaced by concession bargaining. To prevent job

losses, trade unions are forced to accept wage cuts and salary

cuts, freezing of dearness allowance and other benefits,

suspension of trade union rights for specific period and agreeing to

modernization and cut in labor force.

Labor Market Reforms

Labor market reforms in the era of globalization require

institutional innovation. A well thought out approach is needed to

initiate reforms in the legal framework in order to avoid social costs

in the form of various types of deprivation. These deprivations may

assume the form of poor wages, absence or lack of job security,

poor working conditions, absence or lack of social security. Hence,

labor market reforms should be initiated in such a manner that

issues such as productivity, efficient allocation of scarce resources

and employment are not compromised in any manner. It is widely

believed in India that the existing labor laws are anti-labor and anti-
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employment. This feeling is based on the fact that only nine per

cent of the labor force is engaged in organized employment. A vast

majority of the workforce is employed in the unorganized sector

which is characterized by the absence of any kind of institutional

protection. Hence, the working conditions in the unorganized

sector are extremely poor. While the organized labor force is

completely protected in the absence of an exit policy, the

unorganized labor force is completely unprotected because there is

free exit and entry in the unorganized sector of the economy. The

pro-reformists therefore argue that if labor laws are made more

flexible, more employment will be generated in the organized sector

and the disparity in working conditions in the organized and

unorganized sectors will get reduced. Paradoxically, privatization

since 1990s is found to have contributed to the growth of

unorganized sector employment and reduction of the organized

sector employment.

Labor market reforms are therefore sought in the following

two important labor legislations:

1. Removal of Section 10 of the Contract Labor (Regulation
and Abolition) Act, 1970.

2. Removal of Chapter VB of the Industrial Disputes Act,
1947 (introduced during the Emergency of 1975-77).

The Contract Labor (Regulation and Abolition) Act, 1970

International division of labor resulting from globalization

under the World Trade Organization regime, globalization and the

resultant global competition in domestic, international and global

markets and the demand for labor market flexibility have resulted in

the emergence of different employment practices and also the use

of contract labor. Outsourcing of jobs, components, goods,

services and functions have been continuously increasing over the

years since the establishment of the World Trade Organization in

the year 1995. Contract labor has assumed important in the age of

globalization. When the work is performed under a contract of

employment, employer-employee relationship is established

through a contract of service. Contract of service could be

permanent, temporary, intermittent or seasonal. Labor laws govern

contract of service. People do perform work or services for a fee

rather than salary. Such people are known as self employed

persons or independent contractors. Contract for service is also

known as job contract and is governed by commercial and
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contractual law. Workers may also be engaged through

intermediaries known as contractors or sub-contractors. Such

workers are known as contract labor.

The system of engaging contract labor began as a way of

encouraging flexibility because industry and business are prone to

cyclical fluctuations and need flexibility in adjusting the size of their

labor force according to the requirement of the day. However,

workers feel that they are being exploited in the name of flexibility

and particularly because of massive unemployment in India. The

use of contract labor has become a matter of strategic decision

making since the late 1970s. In the beginning, managements

shifted permanent jobs to contract jobs in areas like canteen,

sweeping, cleaning, loading, unloading, transport etc. Later on,

other jobs like repair and maintenance of plant and machinery,

security, office jobs and even production was contracted out or

outsourced.

Section 10 of the Indian Contract Labor Act envisages

prohibition of contract labor in work/process if the conditions set

therein (e.g. perennial nature of job) are fulfilled. Section 10 also

enables the contract labor engaged in prohibited jobs to become

direct employee of the principal employer. The existing labor laws

prohibit contract labor. However, hiring of contract labor becomes

necessary under certain circumstances as, for example, when the

job is of a temporary nature. Putting emphasis on the need to

reform labor laws, the Indian Economic Survey, 2000-01 observed,

“The contract labor law, as it exists today, makes it impossible for

genuine small-scale entrepreneurs to provide services to industry.

A modern contract labor law Act should encourage outsourcing of

services so that new employment is generated. Labor laws and

procedures have reduced the incentive for organized labor to work

efficiently and have made it unprofitable for organized industry to

generate new jobs. Greater flexibility is essential if Indian industry

is to compete with Chinese industry and generate as many jobs as

the latter has”. The Finance Minister in his Budget speech of 2001-

02 proposed amendment of the law to facilitate outsourcing of

activities without any restrictions and to offer contract

appointments. However, this proposal was not approved. Reforms

are important in respect of contract labor because the Contract

Labor Act is not flexible and therefore cannot maximize efficiency

and promote growth.
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Industrial Disputes Act, 1947

Chapter VB of the Industrial Disputes Act, 1947 states that,

employers in specified industrial establishments must obtain prior

approval of the appropriate government authority for effecting lay-

offs, retrenchment and closure after following the prescribed

procedure. The Act is applicable to establishments employing 100

or more workers. In his budget speech of 2001-02, the finance

minister proposed to amend the Act to be made applicable to

establishments employing more than 1000 persons. However, the

proposed amendment was not carried out due to strong opposition

from labor unions.

According to the Reserve Bank of India, “A smooth and

frictionless labor market accompanied by a safety net is a

necessary condition for maximizing growth and welfare. Reforms

have been hesitant in this important segment of the factor market

resulting in a limited role of market forces in determining the

demand for labor. In India, labor legislations are largely

responsible for the rigidities in the labor market that have prevented

the restructuring or closure of several non-viable sick industries and

redeployment of factors of production to the growing sectors of the

economy. Prohibition of retrenchment and closure of industrial

units employing more than 100 workers (without Government

permission) has led to discriminatory practices like:

1. Existence of more capital intensive technologies not related
to relative factor prices.

2. Setting up of multiple units negating economies of scale, and
3. Reliance on temporary labor preventing skill formation.

Fresh investment, including foreign direct investment has

been a casualty, particularly in labor intensive sectors. Ironically,

such labor protection measures have contributed to the slow growth

of industrial investment and employment.” (Ref. “India – Manpower,

Employment Policy and Labor Welfare” edited by K NarinderJetli,

New Century Publications).

CONCLUSION

Labor market reforms are inevitable if India were to move

ahead along with the rest of the countries of the world. The reforms

should not only aim at creating flexibility in the labor market in

terms of entry and exit of firms but also substantially improve the
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working conditions in India. A national minimum wage equivalent to

living wages should be determined and enforced throughout the

country. Minimum wages should be indexed to the general price

level so that real wages do not decline. Further they should be

periodically revised to reflect rise in productivity and also rise in

national income. While the firms should have full liberty to exit,

they cannot be absolved from the responsibility of giving

compensation in accordance with their ability. The Industrial

Disputes Act can be amended to have hire and fire policy

irrespective of the size of the labor force but not without adequate

compensation. At the same time, the Government of India must

create an institutional mechanism to retrain and redeploy

retrenched labor. Alternatively, unemployment allowance may be

paid to labor.

12.7 SUMMARY

1. A minimum wage may therefore be defined as one which may
be sufficient to enable a worker to live in reasonable comfort having
regard to all obligations to which an average worker would
ordinarily be subject to.

2. The ILO defines social security as the security that society gives
though appropriate organizations against certain risks to which its
members are exposed. These risks are sickness, maternity,
invalidity, old age and death. These risks disable the working
person to support himself and his dependents in health and
decency.

3. The objectives of occupational safety are as follows:

b) Ensure protection to workers against health hazards
arising out of work and the work environment.

c) Ensure the physical, psychological and mental welfare of
the workers.

4. Economic growth and employment generation programs alone

cannot solve the problem of unemployment in India. The rate of

growth of labor force must be controlled through population

control measures. In due course of time, the National Rural

Employment Guarantee Act must be converted into a National

Employment Guarantee Act to cover the entire population.

5. The term ‘wage policy’ in India refers to legislation that affect the
level or structure of wages or both for the purpose of achieving
specific objectives of social and economic policy. The social
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objectives of a wage policy may include the elimination of low
wages, the establishment of fair labor standards and the
protection of wage earners from rising prices.

6. The new economic policy envisaged liberalization, privatization

and globalization of the Indian economy with a view to increase

efficiency, productivity and competitiveness of Indian industry in

the global market. With two decades of free market economic

policies being implemented, the industrial relations system,

income distribution and wages have undergone substantial

changes. The impact has been negative both on the public as

well as the private sectors of the Indian economy.

12.8 QUESTIONS

1. Examine the concepts of wages and explain the rationale for

minimum wages.

2. Critically examine the social security measures in India.

3. Write a note on occupation safety, work safety and work

security in India.

4. Critically examine the employment generation policy of the

Government of India.

5. Write a note on the wages and income policy of the government

of India.

6. Explain the impact of privatization on labor markets in India.

������
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13

Module 6

INDUSTRIAL RELATIONS
Unit Structure :

13.0 Objectives

13.1 Definition and Scope of Industrial Relations

13.2 Theories of Industrial Relation

13.3 Organized and Unorganized Labor

13.4 Sociological Approach to Labor Market Analysis

13.5 Summary

13.6 Questions

13.0 OBJECTIVES

� To appreciate the meaning and scope of industrial relations.
� To understand the class conflict and systems approach to

industrial relations.

� To appreciate industrial relations in India in the present and
historical perspective.

� To appreciate the nature of labor market in India.
� To understand the sociological approaches to labor market

analysis.

13.1 DEFINITION AND SCOPE OF INDUSTRIAL
RELATIONS

According to Dale Yoder, “industrial relations describe

relationships between management and employees or among

employees and their organizations that characterize or grow out of

employment.”

The International Institute of Labor Studies has defined it as

“social relations in production.” A very idealistic definition of

industrial relations is given by Mead and Metcalfe. According to

Mead and Metcalf, “industrial relations are the composite result of
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the attitudes and approaches of employers and employees towards

each other with regard to planning, supervision, direction and co-

ordination of the activities of an organization with a minimum of

human efforts and frictions with an animating spirit of co-operation

and with proper regard for the genuine well-being of all members of

the organization.”

According to Professor Clegg, industrial relations refer to
“the rules governing employment together with the ways in which

the rules are made and changed and their interpretation and

administration.” The essence of industrial relations can be found in

employer-employee relations as defined by the parties involved.

The employer is represented by the management and the

employees are represented by their trade unions. Hence industrial

relations also refer to management-union relations. The most

important party involved in industrial relations is the State who

defines and provides the framework in which the system of

industrial relations operates.

The study of definitions of industrial relations clearly delimits

the scope of the subject and it includes the following aspects:

1. Labor relations i.e. relations between union and
management.

2. Employer-employee relations i.e. relations between
management and workers.

3. Group relations i.e. relations between various groups of
workmen.

4. Community or public relations i.e. relations between industry
and society.

13.2 THEORIES OF INDUSTRIAL RELATIONS

Industrial relation is a multi-disciplinary and inter-disciplinary

subject. It is rooted in social sciences and hence it has political,

social, economic and psychological dimensions. It is also related to

other social sciences such as history, social anthropology, law and

management. Industrial relations as an interdisciplinary discipline

draw from all the social sciences and come into being as an

independent applied discipline. Economics provide an economic

interpretation of the issues involved in industrial relations through

its specialized discipline called Labor Economics. Similarly,

sociology explains the social background of the workers and the

impact of shared values, mores and norms on human behavior
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through Industrial Sociology. Industrial psychology provides

measuring tools and concepts in dealing with matters such as

recruitment, placement, training, fatigue, morale etc. Labor laws

and their interpretations and amendments contribute to the growth

of industrial jurisprudence. Quantitative methods and statistical

techniques help in understanding the exact state of industrial

relations in a country, state or a city.

Due to the multi-disciplinary nature of the subject, a number

of social scientists have put forward their explanations of industrial

relations which are now known as theories or approaches to

industrial relations. Some of the important theories and

approaches to industrial relations are explained below.

13.2.1 System Approach to Industrial Relations. The System

approach to industrial relations was put forward by John Dunlop.

This approach focuses on the participants in the industrial relations

process, environmental forces and the output. It also studies the

causes of these inter-relations among different aspects of industrial

relations. The system approach is illustrated in Fig. 3.1. The basic

elements of the system approach are:

1. Participants in the System. There are three participants.
They are: workers and their organizations, management and
their representatives and specialized government agencies like
labor courts. These participants interact within the social and
economic framework. Their interaction involves three significant
strata which Dunlop called as the ‘Sub-systems of the Industrial
Relation System’.

2. Ideological Basis. The relations among the sub-systems are
regulated by their ideological lineages. According to Dunlop, an
ideology is a set of ideas and beliefs commonly held by the
actors that helps to build or integrate the system together as an
entity.

3. The Environment or the Context. The context or the
environment is the ground in which participants interact. Dunlop
has identified three types of environment that are relevant to
industrial relations. These are: the technological characteristics
of the workshop, the market or economic constraints and the
locus and balance of power existing in a society. These three
types of environments or components are known as the
subsystems. These subsystems can be called as the
technological subsystem, the economic subsystem and the
political subsystem.
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a) The Technological Sub-system. Industrial relations
depend upon the choice and availability of technology. Thus
industrial relations would be different under labor and capital
intensive technologies. Changes in technology increase
employer’s expectations about the skills of the workers. The
work processes and methods with modern techniques
reduce manual work and workers acquire greater control
over their work and higher production can be achieved.

b) The Economic Subsystem. Market or economic limitations
also influence industrial relations because the need for labor
is closely associated with the demand for the products. As
competition increases, market shares of firms become
uncertain and this in turn influences industrial relations.

c) The Political Subsystem. The locus and balance of power
in a society in the form of power centers i.e. workers’
organizations, the employers and the government also
influences the relationship between labor and management.
In the initial stages, workers and employers demonstrate
their strength to further their interests. The regulatory role of
the government is therefore an important part in shaping the
pattern of industrial relations. A conflict emerges strongly
when the parties are less mature, are power conscious and
therefore aggressive. However, the conflict tends to recede
from the scene when the parties become more mature,
responsible and discreet in the use of power and learn to
accommodate themselves with each other.

Fig. 3.1: Dunlop’s Approach to Industrial Relations.

Environmental Forces Participants in the
System

Outputs

Rules of the workplace.

1. Market or
Economic
Constraints

2. Technology.
3. Distribution of

power in the
society

1. Union.
2. Management.
3. Government
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The actors in these sub-systems act react and interact.

Their activities influence others and are influenced in turn by others.

Their interactions take place under the influence of various types of

factors and within certain environments. For example, economic

factors like inflation have a major impact on industrial relations.

Every inflationary situation leads to higher incidences of industrial

unrest and every recessionary situation usually leads to a decline of

industrial action. This potentially disruptive issue is dealt with by

devising rules for its automatic adjustment. For instance, in the

United States, inflation compensation is subject to collective

bargaining. In India, dearness allowance is settled by linking it with

the Consumer Price Index. Further industrial relations would be

different in a labor intensive industry as compared to a capital

intensive industry. The proximity of actors to centers of power

would also influence the process. The economic, social and

technological factors operating on the three actors make them

devise rules or legislation whenever these factors affect their

relationship.

Limitations of the Dunlop’s System Approach.

Dunlop has not paid any attention to behavioral variables like

motivation, perceptions and attitudes and their tendency to

concentrate on the rule making institutions and the settlement of

conflict. However, Dunlop’s model does take into account the

complexity of the industrial relations process and is flexible to be

adapted for use in any country or any situation. While rules are not

the only thing in industrial relations they provide the broad

guidelines of a system and do help to explain the basic

characteristics. They do not prevent the integration of perceptions

and behavioral elements into an understanding of the system.

Hence this model provides a very useful framework of analysis of

the Indian industrial relations system. Finally, Dunlop’s model is

not normative in nature but objective enough to explain the causes

and consequences of the various processes involved in industrial

relations.

13.2.2 Class Conflict Approach to Industrial Relations.

According to Karl Marx (1818-1883), industrial relations

between the workers and the capitalist are contradictory by nature.

The contradiction in relations is the result of contradictory

objectives of the classes. Marx believed that capitalists aim at

profit maximization and workers aim at maximization of wages.
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The two objectives cannot be reconciled because industrial relation

is a zero-sum game in which one has to lose so that the other

gains. Thus the capitalists as the owners of the means of

production are in a strong position to gain profits at the cost of

wages. This contradictory and unholy relation can be put to an end

only by destroying the class of capitalists and a classless society is

established. A classless society can be established only through a

class struggle. The trade union is the main instrument of class

struggle between the workers (proletariat) and the capitalists

(bourgeoisie). The seeds of self-destruction are ingrained in

capitalism and they manifest in three important self-destructive

tendencies. These tendencies are:

a) Concentration of wealth and income in the hands of a few
big capitalists. The working class or have-nots can only sell
their labor power and receive subsistence wages. The
capitalist’s classes are the owners of the means of production
and are habitually exploiting the workers by extracting surplus
value.

b) Competition amongst the capitalists results in competitive
technology and rising organic composition of capital.
Since labor is paid only the subsistence wages, there is no
possibility of further wage reduction and the capitalist class
therefore has to compete amongst themselves. This leads to
fall in labor power. Since labor power is the only source of
surplus value or profits, falling labor power leads to falling
surplus value on the one hand and rising industrial reserve army
on the other hand. Increasing pauperization of the workers due
to rising unemployment and progressively shrinking class of the
capitalists along with over production weakens the capitalists’
class further. Thus sowing the seeds of destruction of the
capitalist class.

c) Competitive Elimination of Fellow Capitalists. Competition
eliminates fellow capitalists, and those who are eliminated joins
the ranks of the industrial reserve army and the workers having
realized the cause of their misery, unites together to overthrow
the capitalist system to make way for socialism.

Marx believed that industrial capitalism gave birth to trade

unionism because for the first time in the economic history of the

world, a class of faceless people called workers was working

together in factories. The working conditions were dehumanizing,

wages were often paid below the subsistence rate and the workers

as a class were entirely alienated from the process of work, from

the product of work and finally from the society. The workers
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therefore begin to unite or form Trade Unions against the

capitalists’ class. Marx believed that the trade unions should not

limit their activity to improving wages and working conditions. They

should use their organized power to liberate the workers and

destroy the capitalist system. In order to become a class for itself

from being a class in itself, the workers needs to change their

economic relations and this is possible only through a political

struggle. He exhorted the workers of the world to unite and

overthrow the capitalist system through a revolution. He believed

that working class will be successful in this struggle to establish

socialism wherein the means of production will be owned by the

State and the State will be entirely represented by only one class of

people called the working class since there would be no other class

but the working class.

The conflict between the capitalists and the workers

represented by trade unions is inherent under the capitalist system.

According to Marx, trade unionism is only one of the forms of

working class struggle which emerges during industrial capitalism

or factory system. The trade unions need to be guided to the path

of a revolutionary transformation of the society leading to socialism.

13.2.3 HISTORY AND STRUCTURE OF TRADE UNIONS IN
INDIA.

Trade unionism is the outcome of the factory system and the

capitalist order of the society. Modern industrialization in India

started from 1850 onwards when the first cotton and jute mills were

set up along with the development of road and rail ways. However,

trade unionism in India took its birth only in the last quarter of the

19th century. The year 1875 is a landmark in the history of trade

union movement in India because the factory workers for the first

time united together for securing better working conditions.

The historical development of trade unionism in India can be

studied under various time periods. Each time period has a

dominant characteristic and hence it is known by it. These time

periods are as follows:

1. Social Welfare Period (1875-1918).
2. Early Indian Trade Union Period (1918-1924).
3. The Period of Militant Trade Unionism (1924-1935).
4. The Period of Intensive Trade Union Activity (1935-1939).
5. The Period of Polarization of Trade Union Movement (1939-

1946).
6. The Post Independent Period (1947 onwards).
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The Social Welfare Period (1875-1918). In 1875, Mr. SS

Bangalee started an agitation in Bombay to protect against the

inhuman working condition in factories. The first factory

commission was appointed in Bombay in 1875 and the first factory

Act was passed in 1881. Mr. NM Lokhande, a factory worker, who

became a union leader, organized agitations and made

representations to the second factory commission appointed in

1884. Mr. Lokhande organized a mass meeting of 10,000 workers

in April 1890 in Bombay demanding reduced hours of work, weekly

rest days, mid-day recess and compensation of injuries. In

response, the Bombay Mill Owners Association granted a weekly

holiday to mill workers. Subsequently, Mr. Lokhande started the

Bombay Mill-hands Association of which he was the elected

president. The first working class newspaper was also started.

After 1890, a large number of labor associations came into

existence. The Amalgamated Society of Railway Servants of India

was set up in 1897, the Printers Union in 1907, the Kamgaar

Hitwardha Sabha in 1910 and the Social Service League was also

set up in 1910. All these associations cannot be considered as

trade unions. They were actually labor welfare associations. The

working class had not realized the evils of modern factory system.

There was no solid, stable and well organized union to make use of

the right to strike effectively and as a result there was not a single

strike during this period. The labor movement in India during this

period was wholly unorganized and social in character. They

lacked definite aims and constitutions. Mr. Lokhande himself was

more of a philanthropic promoter of labor legislation and of workers

welfare than a pioneer of labor struggle. Dr. Punekar has therefore

characterized this period as the Social Welfare Period of Indian

Trade Union Movement.

The Early Indian Trade Union Period (1918-24). The labor

movement truly began with the end of the First World War.

Economic and political conditions contributed to the new

awakening. Mr. BP Wadia formed the first industrial union in 1918

known as the Madras Labor Union. Between 1919 and 1923, a

number of unions came into existence. In Ahmedabad, craft unions

like spinners and weavers unions were set up which federated into

the industrial union known as the Textile Labor Association of

Ahmedabad. The All India Trade Union Congress was formed in

1920. The AITUC gave status to the labor movement and provided

a platform for debate and discussions. A large number of strikes
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were organized during this period in Madras and other states. In

1920, about 200 strikes were declared all over the country. In

1922, there were about 278 strikes involving more than four lac

workers.

The Political and Economic conditions were favorable to the

growth of trade unionism during this period. Economic boom,

inflation and constant wages created discontentment and fostered

class consciousness amongst the suffering workers and motivated

them for collective action. Further, the setting up of the

International Labor Organization in 1919 and the Russian revolution

helped tremendously the labor movement in India. However, the

unions formed during this period were not stable and permanent.

Most of the unions got dissolved once the immediate objectives

were achieved. Nonetheless, some very good and stable trade

unions were formed during this period. The Indian workers were

awakened and foundations were laid down for further development.

Dr. Punekar has described this period as the Early Indian Trade

Period.

The Period of Militant Trade Unionism (1924-35). This period

saw the signs of militant tendencies and revolutionary trade

unionism in the labor movement in the country. During this period,

the communists controlled the labor movement and conducted

some of the most violent strikes in India. In 1929, the All India

Trade Union Congress was split. The moderate section under the

leadership of Mr. NM Joshi, Mr. VV Giri and others set up a

separate organization known as the National Trade Union

Federation for co-ordinating the activities of non-Communist trade

unions. In 1928-29, a large number of strikes were organized in

Bombay, Kanpur, Sholapur and Jamshedpur. The Royal

Commission on Labor was appointed in 1929 who submitted the

report in March 1931. In 1931, at the Calcutta session of the trade

union congress, another split took place and the extreme left wing

under the leadership of Mr. SV Deshpande and BT Ranadive set up

the All India Red Trade Union Congress. In 1934, a conference of

All India Textile Workers was held to protect against wage cuts and

retrenchment and a country-wide general strike was organized.

The Government of India declared the communist party as an

unlawful association. The Indian Trade Union Act was passed in

1926 which provided for voluntary registration of trade unions.

During this period, the difference in thinking of the trade union

leaders came into the open and trade unions came to be formed
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along the lines of political ideologies. Thus the Indian trade union

movement took its ideological roots during this period.

The Period of Intensive Trade Union Activity (1935-39). In

1935, a new Constitution of India was adopted under which labor

representatives could get themselves elected through labor

constituencies. As a result, efforts for trade union activity got

intensified. In 1935, the Red Trade Union Congress was merged

with AITUC. In 1938, the National Trade Union Federation affiliated

itself with AITUC. These two major events brought about a period

of trade union unity and the revival of trade union activity. The

number of trade unions increased from 101 in 1935 to 169 in 1939.

The reasons for revival were not far too many. Popular ministries in

the provinces promised to implement the election manifesto which

talked about giving greater rights to the workers. A provision was

made for labor seats in the legislatures through registered trade

union constituencies. Employers realized the inevitability of trade

unions and changed their attitude towards labor unions. However,

during this period, the number of strikes went up to 399 in 1939.

The Digboi Oil Field Strike of 1939 was the most notable one

because the Viceroy had to intervene to bring about settlement.

The Period of Polarization of Trade Union Movement (1939 to
1946). By the beginning of the Second World War, trade unionism

has consolidated in India. War brought boom to economic activities

and trade unions made considerable progress during this period. In

1940, the National Trade Union Federation dissolved itself and

merged with AITUC. However, on account of new differences,

AITUC was again weakened by Dr. Aftaab Ali, the president of

Seamen’s Association, Calcutta by dis-affiliating from AITUC and

Mr. MN Roy formed the Indian Federation of Labor in 1941. The

Hindustan Mazdoor Sevak Sangh was working to organize labor

throughout the country on Gandhian principles. The Sangh,

however, acted as an advisory body and not as a federation of

trade unions. The splitting and weakening of AITUC in 1941 was

on account of the ideological differences amongst its constituents.

While AITUC was neutral to the war effort of British India, its

constituent led by Mr. MN Roy gave all out support to the British

war effort.

The Post Independence Period (1947 onwards). This period is

also known as the period of political pluralism. After the war, the

political climate was uncertain which led to confusion within the

trade union movement. The process of polarizing on the basis of
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political ideologies and program began during this period. There

were strong differences between the communists and the congress

men. The congress men felt a need to develop a trade union

movement on Gandhian lines so that it suits with the aims and

programs of their Government. After the war, there was recession

and rationalization in the Indian industry. As a result, there was

wide spread labor unrest in numerous industries and services.

Consequently, the Indian Trade Union movement became a

vigorous force and socialism became the guiding philosophy of the

movement. The Government of India had recognized INTUC,

AITUC, UTUC and HMS for representation at national and

international conferences. The BMS affiliated to the BJP was

formed in the year 1955 and with the emergence of the Samyukta

Socialist Party; the Hind Mazdoor Panchayat was formed in 1965.

When the communists divided themselves into CPI and CPM,

AITUC came under the CPI and the CPM formed a new all India

labor organization known as the Center of Indian Trade Unions

(CITU) in the year 1970. The split in the UTUC led to the formation

of a new organization known as UTUC (Lenin-Sarani).

The National Federation of Indian Trade Union Congress

(NFITUC), the National Labor Organisation (NLO) and the Trade

Union Coordination Center (TUCC) which came into existence in

the last quarter of the 20th century. Thus there are ten central trade

union organizations recognized by the Government of India. Other

all India federations such as the All India Bank Employees

Association, National Federation of Post and Telegraph Workers

etc have also come into existence. However, a large number of

small unions prefer to operate as separate units and therefore are

independent of the central leadership. Further, the central

leadership of trade unions is in the hands of politicians and not the

working class. Notwithstanding the above, there has been

considerable improvement in the socio-economic conditions of

labor in the country.

The New Industrial Policy of 1991 was a major departure

from the earlier policies. Accordingly, the objective was to make

India the largest free market economy of the world by the turn of

the 20th century and this objective was to be achieved through

liberalization, privatization and globalization. Both liberalization and

privatization resulted in the rationalization of a number of firms in

the private as well as public sector, privatization of public sector

firms and closure of unviable units. The Government also tried to
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amend the labor laws to make it more industry friendly. The

Industrial Disputes Act, 1947 and the Indian Trade Union Act 1926

were sought to be amended in a manner detrimental to the

interests of labor. In response to the new policy, the central trade

unions, particularly the communist unions launched wide spread

agitation in the form of morchas, bandhs and strikes and were

successful in stopping anti-labor legislation in the country.

13.3 ORGANIZED AND UNORGANIZED LABOR

The Indian labor market is divided into two segments or

sectors. These are known as Organized and Unorganized sectors.

The organized sector of the labor market is very small and in

percentage terms is about 7% of the total employment in the

country. Manufacturing, electricity, transport and financial services

are largely in the organized sector. In the unorganized sector, the

agricultural sector is the largest sector with sixty five per cent of the

population directly depending upon it. Apart from agriculture, the

other industries in the unorganized sector are mining,

manufacturing, construction, trade, transport and community, social

and personal services.

Organized Labor:

Organized sector employment in 1999-2000 was 28.11
million. It was 24.01 million in 1983 and 27.37 million in 1994.
Thus between 1983 and 1999-2000, organized sector employment
grew on a regular basis. However, in 2002-03 organized sector
employment declined to 27 million, thereby pushing it back to the
1983 level. Employment fell in 2003 due to fall in public sector
employment by one per cent. In 2003, about 7 % of the labor force
in India was employed in the organized sector as against 7.93 % in
1983. While the absolute number of employed in the organized
sector increased in the 80s and 90s, the percentage declined
continuously from 7.93 % in 1983 to 7.3 in 1994 and further to 7.08
% in 1999-2000 and 7% in 2002-03. The organized sector is
divided into public and private sectors with the public sector
accounting for the major share of organized sector employment.

Factory workers constitute the bulk of the organized sector
employment. From the industrial relations perspective, factory
workers are considered to be very important because their
problems and actions influence management, government and the
society in general. Factory employment was found to be highest in
the States of Maharashtra, Tamil Nadu, Gujarat and Andhra
Pradesh. In the organized factor sector, the textile industry
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employed about 20% of the organized labor force in India in the
year 1990. Workers employed in mines constitute the second
largest organized group in India. Employment of labor in Transport
and Communications group of industries is the largest. Plantation
labor in India also form a part of the organized labor force.
Plantation labor actually comes under agricultural labor but it is
organized unlike other agricultural labor in the country. The
plantations are large scale enterprises employing large and regular
workforce. Plantations in India are located in Assam and West
Bengal and Tamil Nadu and Kerala. The bulk of plantation labor is
employed in Tea Plantations in India.

Unorganized Labor:

The unorganized sector provides employment to 97% of the
labor force. Unorganized labor by definition constitutes those
workers who are not able to organize themselves and pursue
common objectives due to reasons such as casual nature of
employment, ignorance and illiteracy, small and scattered
establishments and superior strength of the employer. It includes
construction labor, casual labor, labor employed in small scale
industries, handloom and power loom workers, beedi and cigar
workers, workers in shops and commercial establishments,
sweepers and helpers, tannery workers, tribal labor and other
unprotected forms of labor. Contract labor is also a part of the
unorganized labor force.

Problems of Unorganized and Organized Labor:
In India, the workers can be classified into two broad

categories, namely; organized and unorganized workers. The

organized workers are those who are unionized and enjoy the

benefits of protective labor legislation. However, the organized

labor constitutes only seven percent of the labor force in India while

the unorganized labor force constitutes 97 percent of the labor

force. Both the forms of labor have their specific problems but the

problems of unorganized labor are more serious and needs to be

emphasized. The workers in the small scale industry and

agricultural labor constitute the bulk of the unorganized labor force

in India. The owners of small scale industry and big farmers have

ignored labor legislation and put their workers to great

disadvantage. The National Commission on Labor has observed

that these employers even ignore a basic Act like the Payment of

Wages Act 1936 and that workers are paid advances by employers

in seasonal factories and wages are settled at the advantage of

employers. The unorganized workers are not in a position to form



198

trade unions because it is difficult to establish employer-employee

relationship.

Unorganized Labor:

Some of the specific problems of unorganized labor can be stated

as follows:

1. Absence of legislation that will guarantee a minimum of
protection and welfare to all workers in the unorganized sector.

2. The workers are not given a regular and official identity card.
Identity card gives legal identity and recognition to workers.

3. There is no legal protection of employment of unorganized
workers. They are therefore exploited in different ways.
Arbitrary dismissals, denial of minimum wages, delay in
payment of wages, absence of a fixed payment day, absence of
compensation to workers injured at the work place, absence of
welfare facilities etc.

4. The unorganized workers are not covered by social security
legislation. They are precluded from enjoying the benefits of
provident fund, pension, medical care, child care and maternity
benefits.

In order to extend legislative protection to the unorganized

workers, the National Commission on Labor 2002 has

recommended an umbrella legislation which would guarantee

minimum protection and welfare to all workers in the unorganized

sector.

Organized Labor:

The National Commission on Labor 2002 defined the

organized sector as consisting of establishments which have a

minimum employment limit of 19 workers and an establishment is

considered as a place or places where some activity is carried on

with the help and co-operation of workers. The basic requirement

of organized sector workers is unionization. In the absence of

workers union, the workers will be not in a position to enjoy the

benefits of protective labor legislation. Workers in the organized

sector are largely unionized and hence all the workers enjoy the

benefits of labor legislation. However, these workers have their

own specific problems. Some of the important problems are as

follows:
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1. The criteria for being a workman are not well developed. All
employees who do not perform supervisory or managerial
functions are categorized as ‘Workmen’. As a result, even
highly paid employees such as Airline Pilots are also considered
workmen. Hence, one more criterion of remuneration should
also be added for qualifying an employee to be a workman. A
cut-off limit of remuneration should be fixed.

2. The benefits of protective legislation are not available to
managerial and other excluded categories of employees against
unfair dismissals or removals. It is therefore necessary to
provide a minimum level of protection to excluded labor.

3. While the extent of unionization amongst the organized labor is
low, it is also declining over the years. In order to reverse this
trend, collective negotiations need to be encouraged.

4. There is no clear cut provision for union recognition. Hence,
multiplicity of unions causes inter-union rivalry. The National
Commission on Labor 2002 has recommended the negotiating
agent should be selected on the basis of the check-off system
with 66 percent entitling the union to be accepted as the single
negotiating agent and if no union has 66 per cent then unions
that have the support of more than 25 percent should be given
proportionate representation on the negotiating college.

13.4 SOCIOLOGICAL APPROACH TO LABOR
MARKET ANALYSIS

The industry is a microcosmic social world and the workshop

is a community made up of various individuals and groups with

differing personalities, educational background, family background,

emotions, likes and dislikes and a number of personal factors such

as attitudes and behavior. These differences create problems of

conflict and competition among the members of an industrial

society. The sociological roots of industrial problems can be traced

to sociological factors like value system, customs, norms, symbols,

attitude and perception of both labor and management that affect

the industrial relations in different ways. These factors determine

the behavior of workers. The social consequences of

industrialization like organization, social mobility, migration

generates many social evils like family disintegration, stress and

strain, delinquency, personal and social disorganization do

influence workers efficiency and productivity which in turn influence

industrial relations system of an industry. Industrialization gets

momentum; a set of new industrial and social patterns emerges
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and in its wake new relationships, institutions, behavioral patterns

and techniques of handling human resources develops. These

influences determine industrial relations in more than one way.

Social change influences both labor and management and

therefore industrial relations. For instance, modern management

has become professional and there is a greater reliance on the use

of behavior techniques in dealing with human behavior. Decision

making has become decentralized; ideas about authority, power

and control have undergone big changes. The profile of industrial

worker has changed. He is no more a migrant but settled urban

worker. A process of industrial acculturation of the working class

has set in social mobility and a mixed industrial workforce has

emerged.

The role of state and political parties has been redefined in

the light of these changes. These complex changes have had a

deep impact on industrial relations whereby they have become

more practical than ideological. The concepts of haves and have-

nots have gone with the wind and now industrial relations are

determined by the balance of power. Conflict and collaboration

have become issue based and not ideology based.

13.5 SUMMARY

1. Industrial relations includes the following aspects:

a) Labor relations i.e. relations between union and
management.

b) Employer-employee relations i.e. relations between
management and workers.

c) Group relations i.e. relations between various groups of
workmen.

d) Community or public relations i.e. relations between industry
and society.

2. The System approach to industrial relations was put forward by
John Dunlop. It focuses on the participants in the industrial
relations process, environmental forces and the output and also
studies the causes of these inter-relations among different
aspects of industrial relations.

3. According to Karl Marx (1818-1883), industrial relations between

the workers and the capitalist are contradictory by nature. The

contradiction in relations is the result of contradictory objectives

of the classes. Marx believed that capitalists aim at profit
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maximization and workers aim at maximization of wages. The

two objectives cannot be reconciled because industrial relation

is a zero-sum game in which one has to lose so that the other

gains.

4. Trade unionism is the outcome of the factory system and the

capitalist order of the society. Modern industrialization in India

started from 1850 onwards when the first cotton and jute mills

were set up along with the development of road and rail ways.

The year 1875 is a landmark in the history of trade union

movement in India because the factory workers for the first time

united together for securing better working conditions.

5. The Indian labor market is divided into Organized and

Unorganized sectors. The organized sector of the labor market

is very small and in percentage terms is about 7% of the total

employment in the country. Manufacturing, electricity, transport

and financial services are largely in the organized sector. In the

unorganized sector, apart from agriculture, the other industries

in the unorganized sector are mining, manufacturing,

construction, trade, transport and community, social and

personal services.

6. The sociological roots of industrial problems can be traced to

sociological factors like value system, customs, norms, symbols,

attitude and perception of both labor and management that

affect the industrial relations in different ways. These factors

determine the behavior of workers. The social consequences of

industrialization like organization, social mobility, migration

generates many social evils like family disintegration, stress and

strain, delinquency, personal and social disorganization do

influence workers efficiency and productivity which in turn

influence industrial relations system of an industry.

13.6 QUESTIONS

1. Critically examine the system’s approach to industrial relations.
2. Analyze the class conflict approach to industrial relations.
3. Trace the history of trade union movement in India.
4. Compare and contrast the problems of organized and

unorganized labor in India.
5. Critically examine the sociological approach to labor market

analysis.

������
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14

LABOR MARKET

Unit Structure :

14.0 Objectives
14.1 Employer’s Organizations and their Role in Labor

Management Relations
14.2 Strikes
14.3 Lockouts
14.4 Closure
14.5 Profit Sharing
14.6 Workers’ Participation in Management
14.7 Labor Legislation affecting Industrial Relations
14.8 Summary
14.9 Questions

14.0 OBJECTIVES

� To appreciate the role of employers’ organizations in labor
management relations.

� To understand the meaning of profit sharing and workers’
participation in management.

� To appreciate the concepts of industrial unrest and sickness.
� To understand the meaning of tripartism,
� To appreciate labor legislation affecting industrial relations.

14.1 EMPLOYER’S ORGANIZATIONS AND THEIR
ROLE IN LABOR MANAGEMENT RELATIONS

The Indian Trade Union Movement gathered momentum

only in the 1920s. Until then there was no serious threat from the

workers to the employers and hence there were no employers’

associations. In 1919, the International Labor Organization was

formed to advance and protect the interests of labor around the

world. Labor legislation under the influence of ILO gathered

momentum only in the 1920s and world over the member countries

of ILO legislated on the conventions and recommendations made
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by ILO in connection with industrial relations and labor welfare.

Thus a strong need for establishing employers’ associations was

felt only in the 1920s.

Employers’ Associations before and after Independence.

A beginning was made in the 1930s when the first two

employers’ associations were formed in the year 1933 by English

industrialists to protect their interests. These were the All India

Organization of Industrial Employers established and

headquartered in Delhi and the Employers’ Federation of India

established and headquartered in Bombay. This was followed by

the establishment of an indigenous association called the All India

Manufacturers’ Organization in 1941 in Bombay, representing the

medium scale industry.

The AIOIE and the EFI merged together to form the Council

of Indian Employers in 1956 so that they could effectively represent

their stand point on various issues to the government of India.

Associations like the Indian Jute Mills Association and the

Employers’ Federation of India were registered under the Indian

Trade Union Act 1926. The Associated Chambers of Commerce

and Industry (ASSOCHAM) set up in 1920 and The Federation of

Indian Chambers of Commerce and Industry (FICCI) set up in 1927

were later registered under the Indian Companies Act 1956. While

the FICCI represented Indian business interests, the ASSOCHAM

represented English business interests. Both FICCI and

ASSOCHAM are headquartered in Delhi. There are employers’

associations which are also registered under the Societies

Registration Act 1960. The chief executives of the public sector

enterprises formed an association called the Standing Conference

of Public Enterprises (SCOPE) and became a member of the

Council of Indian Employers. The CIE is a member of the

International Organization of Employers, located at Brussels. The

small scale industries have an association of their own. It is known

as the Federation of Associations of Small Industries in India

(FASII). The FASII was set up in 1959 and is located in Delhi.

Employers’ Associations in India are operating at three

different levels and in three different capacities. The three levels

are local, regional and national. There are also industry level

employers’ associations in the cotton and jute textile industry and

also in the engineering, cement, and paper and sugar industries.
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Objectives of Employers’ Associations:

The general objectives of employers’ associations as stated by Mr.

Naval Tata are as follows:

1. To represent employers’ view points in a unified manner to the
government.

2. To establish industrial harmony and develop stable and healthy
industrial relations.

3. To promote collective bargaining at different levels and establish
industrial democracy.

4. To represent employers at national and international forums
such as the State and national level labor conferences and
commissions and the ILO.

Assessment of Employers’ Associations:

The contribution of employers’ association in the field of
industrial relations is found to be limited. The employers’
federations at the central level do not participate in collective
bargaining. The Chambers of Commerce also do not participate in
this process. It is only the industry level associations that are
actively involved in collective bargaining.

Employers’ associations are formed by employers to
promote their own economic interests. They are also called non-
profit organizations because no part of their income can be
distributed to its members. The National Labor Commission feels
that the employers’ associations should also pursue some social
objectives along with the persuasion of their economic interests.
According to the NLC, the social responsibilities of employers’
associations are as follows:

1. Their policies and programs should be consistent with the social
objectives of the community and the country.

2. The needs of the a developing economy, the requirements of
planned growth, maintenance of industrial peace, promotion of
national integration, obtaining cooperation from workers unions
to improve productivity and maintaining high standards of
quality and prices in the international market should be
uppermost in the minds of employers’ associations.

Employers’ associations in India are not entirely united and
integrated. They should therefore integrate themselves to present a
unified view to the government and to themselves.
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14.2 STRIKES

Definition and Meaning: According to Peterson, “Strike is a

temporary cessation of work by a group of employees in order to

express their grievance or to enforce a demand concerning

changes in work conditions.”

Section 2(q) of the Industrial Disputes Act 1947, defines a

strike as “a cessation of work by a body of persons employed in

any industry acting in combination or a concerted refusal under a

common understanding of a number of persons who are or have

been so employed to continue to work or to accept employment.”

According to this definition, a strike has three important elements.

They are: a group of workers, stoppage of work or refusal to do

work and collective or concerted action.

Stoppage of work should be the result of concerted action on

the part of workmen for realizing a demand. Such a stoppage even

for a few hours will qualify to be a strike. The stoppage of work or

concerted refusal to work must be in defiance of the authority of the

employers. The purpose of the collective action should be to stop

working or to refuse to perform normal duties.

Types of Strikes: Strikes can be broadly classified into two. They
are:

1) Primary strikes, and
2) Secondary strikes.

Primary strikes are generally aimed against the employer

with whom the dispute exists. They may take the form of stay-away

strike, stay-in, sit-down, pen-down or tools-down strike, go-slow

and work-to-rule, token or protest strike, lighting or catcall strike,

picketing or boycott.

Secondary strikes are strikes in which the pressure is

applied not against the primary employer but against some third

person who has good trade relations with him who are severed and

the primary employer incurs a loss. Such strikes are popular in the

USA but not in India because in India the third person does not

have any locus standi so far as the dispute of workers with their

employer is concerned.
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14.3 LOCKOUTS

The term ‘lockout’ refers to the action of an employer in

temporarily closing down or shutting down the undertaking or

refusing to provide its employees with work with the intention of

forcing them either to accept the demands made by them or to

withdraw the demands made by them on him. Under the
Industrial Disputes Act, 1947, a “Lockout” means the closing
of a place of business or employment or the suspension of
work or the refusal by an employer to continue to employ any
number of persons employed by him. A lockout can thus be

described as follows:

1. A lockout is the closure of an industrial undertaking because of
the existence of or apprehension of an industrial dispute,
violence and damage to property.

2. It is the suspension of employment in so far as the employer
refuses to give work to the workmen until they yield to his
demand or withdraw the demands made on him or because of
closing down of a place of employment and the suspension of
the work.

3. A lockout is an antithesis of a strike. Just as the employees by
going on a strike force the employer to accept their demands,
the employer lock them out of his premises and not allow them
to return to work unless the workers withdraw their demands or
accept his demands.

4. A lockout is used to coerce or force workmen to come to terms.
The lockout involves an overact on the part of the employer and
an element of ill-will. In the absence of this overact or ill-will, the
temporary suspension of work would not amount to a lockout
and the workmen cannot claim wages for the period of closure.

The following cannot be considered as lockout:

1. Prohibiting an individual employee is not a lockout.

2. Termination of employment by retrenchment does not
amount to a lockout.

3. Termination of services of more than one person at the
same time would not be a lockout.

4. Declaration of a lockout by an employer merely on the
ground that the workmen have refrained from attending to
work is not a lockout.
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Similar to a strike, lockout also leads to loss of production

and suspension of the payment of wages to the workers.

14.4 CLOSURE

An employer intending to close down an industrial
establishment under Section 25K of the Industrial Disputes Act
1947, has to apply to the apply to the appropriate government at
least 90 days before the date on which the intended closure is to
become effective for prior permission to close down his
undertaking. The application must state clearly the reasons for
intended closure of the undertaking. A copy of the application is
also to be served simultaneously on the representatives of the
workers concerned. Permission for closure is not necessary in
case of undertakings set up for the construction of buildings,
bridges, roads, canals, dams or other construction work.

The special provisions pertaining to conduct of inquiry,
opportunity to the parties to be heard, consideration of the reasons
for closure, communication of the order, time limit for taking
decision, nature of the order, review of the order, its reference to
Tribunal, legality of the closure, exemptions, compensation payable
to workmen etc are according to the provisions under Section 25N
and 25O of the Act under reference.

In respect of an industrial establishment to which these
special provisions apply, the appropriate government may direct the
employer of an industrial undertaking closed down before the
commencement of the Industrials Disputes (Amendment) Act 1976
to restart the undertaking if it is of the opinion: (a) that such
undertaking was closed down otherwise than on account of
unavoidable circumstances beyond the control of the employer; (b)
that there are possibilities of restarting the undertaking; (c) that it is
necessary for the rehabilitation of the workmen employed in the
undertaking before its closure or for the maintenance of supplies
and services essential to the life of the community; and (d) that the
re-starting of the undertaking will not result in hardship to the
employer. However, before issuing such an order, the government
has to given an opportunity to the employer and workmen
concerned to be heard. The order should specify the time, not
being less than one month from the date of the order, for restarting
the undertaking under Section 25P of the Act.

The general provisions relating to lay-off and retrenchment in
respect of definition of continuous service (Section 25B), duty of the
employer to maintain muster-rolls of workmen (Section 25D),
compensation to workmen in case of transfer of undertakings
(Section 25FF), procedure for retrenchment (Section 25G), re-
employment of retrenched workmen (Section 25H) and effect of
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laws inconsistent with the provisions of the Act (Section 25J) apply
also to these special cases of lay-off and retrenchment.

The Central Government had amended the Industrial
Disputes Act 1947 requiring prior permission for effecting lay-off,
retrenchment and closure in industrial establishments employing
not less than 1000 workmen instead of the earlier 100. It has also
been decided to enhance the compensation from 15 days to 45
days of wages for every year of completed service or the balance
service (whichever is less).

14.5 PROFIT SHARING

In addition to wages paid to the employees, the employer

also pays a part of the profits to the workers on a yearly basis.

While Bonus is paid on a yearly basis as a matter of statutory

requirement under the Payment of Bonus Act 1965, profit sharing

between the employers and the employees is a matter of pro-active

and enlightened management. Profit sharing is based on an

agreement between the employer and the employees. Profit

sharing practices in the industry contributes to the development of

harmonious industrial relations. Firstly, when profits are shared with

the employees, it creates psychological conditions that contribute to

industrial harmony. In the absence of profit sharing, industrial

harmony may be replaced by industrial unrest in the form of strikes

and other forms of protest within the industry or the factory.

Sharing of profits with the employees thus reduces one of the

important causes of industrial disharmony. Secondly, profit sharing

may strengthen the common interest of labor and capital and

thereby increase the productive efficiency of employees. A share in

the profits of the organization will increase labor commitment and

wealth generated by the organization. Thirdly, profit sharing will

establish the principle of social justice in the organization. The

employees are the chief producers of wealth and a just share in the

profits of the organization will establish and impart social justice to

the employees. The management will be perceived by the

employees as just and socially committed thereby contributing to

industrial harmony. Finally, profit sharing will help the employees to

identify themselves with the objectives of the organization, make

them more responsible and spirit of conciliation will come into

existence in the organization.

The idea of profit sharing may have some limitations. The

management must be honest in parting a just share of profits to the
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employees. If the profit sharing scheme is namesake and if the

employees perceive themselves of being short changed by the

management, the scheme will be unsuccessful and hence sow the

seeds of industrial unrest and disharmony. Both management and

the employees must get a proportionate share in the profits of the

enterprise. Either party must not feel that one has contributed more

to the profits than the other. However, if such a feeling is shared

either by the management or the employees, the profit sharing

scheme will fail to take off. The profit sharing scheme must not be

perceived as a management ploy to weaken the employees union.

In fact the profit sharing scheme must be crafted in consultation

with the employees’ representatives. Any one sided and

inadequately represented scheme of profit sharing will only sow the

seeds of suspicion amongst the employees. Profit sharing with the

employees should not end up with the employees becoming more

lethargic and careless thereby leading to absenteeism and

inefficiency. Wealth generation should be celebrated and the

employees who have distinguished themselves by being productive

than others must be honored and rewarded so that the spirit of

competition remains amongst the employees.

In order to strengthen the scheme of profit sharing, the

employees should also be co-opted into managing the business

organization. Employees’ participation in management will

complete the process of identification of employees with the goals

of the enterprise. In some countries, employees have been co-

opted into management and such schemes came to be known as

Co-partnership. Co-partnership ensured both profit sharing and as

well participation in the management of the enterprise. Co-

partnership can be made successful by making the employees

share holders in the organization.

14.5.1 Profit Sharing Scheme in India:
The Government of India appointed a profit sharing

committee consisting of employees, employers and government
representatives. The Industrial Policy of 1948 stated that “fair
wages to labor, fair return on capital employed in the industry and
reasonable reserves for the maintenance and expansion of the
undertaking have to be provided first and only the residue will be
shared by labor and capital and that labor’s share of the profit of the
industry should be on sliding scale normally varying with
production”. The committee appointed by the Government on profit
sharing felt that labor’s share in the profits could only be
determined arbitrarily. Once the share of labor in profit was
determined, distribution among individual employees would be in
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proportion to their total earnings in the given previous period. Such
a method would link individual effort to individual reward. The
Committee felt that a compulsory scheme of profit sharing must be
tried out on an experimental basis in some selected industries and
the benefits should be withheld if employees participated in an
illegal strike in a particular year.

The committee observed that profit sharing should be

viewed as incentive to production, as a method of securing

industrial peace and as a step in the participation of labor in

management. By sharing profits, a measure of individual incentive

to labor for increased production would be provided and that it

would promote industrial peace. In order to implement the scheme

of profit sharing, the Committee recommended that capital

employed in industry should be computed as consisting of paid-up

capital plus reserves which are held for purposes of the business

but excluding depreciation reserves, fair return on capital should be

limited to six per cent and a charge of ten per cent should be made

for reserves, labor’s share should be fifty per cent of the surplus

profits and the individual employee’s share would be in proportion

to his earnings minus darkness allowance and any other bonus in

the previous year and any existing profit sharing scheme should be

substituted by the compulsory one. If individual employee’s share

was more than 25% of his basic wages, the excess should be credit

to his provident fund and not paid in cash.

However, the scheme of profit sharing as envisaged by the

Committee appointed by the Government was objected to by all

concerned on various grounds and hence the report of the

committee lapsed into history without being implemented.

14.6 WORKERS’ PARTICIPATION IN MANAGEMENT

14.6.1 MEANING:

The special advisory committee set up by the Government of

Jamaica defined workers participation in management as “the
extension of individual’s human rights at the work place”. It

further stated that the procedures, rules and styles of management

should bring recognition, treatment and attention to the worker as a

human being and not as a mere statistical unit of production.

Workers participation in management seeks to bridge the

gap between managerial and operative functions by authorizing the
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workers to take part in managerial functions. Workers participation

in management has to be at the following three levels:

1. At the shop level.
2. At the departmental level.
3. At the top level.

Workers participation influences the decision making

authority at these three levels with regard to policy formulation and

execution. Further, participation results in the voluntary acceptance

of the responsibilities by workers.

14.6.2 STRUCTURE:

The scheme of workers participation in management

consists of committees, councils and the appointment of Worker

Directors. The committees and councils are joint bodies in which

the management representation is either absent or proportionately

less than that of the workers. The elected representatives of the

workers are the members of the committees and councils. The

arrangement of worker Directors provides that the association of

workers should send their representatives on the Board of

Directors.

14.6.3 OBJECTIVES:

The following are the objectives of the scheme of workers

participation in management:

1. Promote increased productivity for the greater benefit of the
enterprise, employees and the community.

2. To create a better understanding between the worker and their
role in the working of the industry and the process of production.

3. To satisfy the workers need of self expression leading to
industrial peace, better relations and increased co-operation.

The basic objective of the scheme of workers participation in

management is to bring about a change in the attitudes of the

parties so that mutual suspicion is replaced by mutual trust,

antagonism by understanding and stable industrial peace is

established. Thus the most significant objective is to improve

industrial relations.
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14.6.4 EVOLUTION OF WORKERS’ PARTICIPATION IN
MANAGEMENT IN INDIA

The scheme of workers participation in management in India

was sponsored by the Government of India. The demand for

participation in management never came from the trade unions.

Section 3 of the Industrial Disputes Act, 1947 empowered the

central and state governments to order employers of industrial

establishments employing 100 or more workmen to constitute

Works Committees. In 1947, according to the Industrial Truce
Resolution adopted at the Industries Conference, Unit
Production Committees were recommended to be set up in

industrial establishments for promoting the efficiency of workers

and improving production. Under the industrial policy resolution of

1948, the Government of India accepted the need for establishing

bipartite production committees. In 1958, the scheme for Joint
Management Councils was introduced. In 1977, WPM was

established in commercial and service organizations in the public

sector. In 1976, Article 43 A was inserted in the Indian Constitution

under the Directive Principles of State Policy. Article 43 A of the
DPSP states that “the State shall take steps by suitable
legislation or any other way to secure the participation of
workers in the management of undertakings, establishments
or other organizations engaged in any industry.” In 1983, a

new scheme of Employees’ Participation in Management for public

sector undertakings was introduced. In 1990, a comprehensive
bill in respect of WPM was introduced in the parliament. The
bill is yet to be passed.

The following are the main schemes of WPM implemented in India:

1. Works Committee, 1947.
2. Joint Management Councils, 1958.
3. Board Level Participation, 1970.
4. Shop Councils and Joint Councils under old 20 point

program, 1975.
5. Unit Councils and Joint Councils in Commercial and Service

organizations in the public sector, 1977.
6. Institutions of Employees’ Participation in Management for

Public Sector Undertakings, 1983.
7. Joint Councils in Government services, 1956 and
8. Institutions in some private sector enterprises.
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14.6.5 TRIPARTISM

During the period 1957 to 1965, the Government felt the

necessity to consolidate labor policy. Tripartism in the field of

labor got consolidated during this period. Labor legislations were

enacted during the second and third five year plans and the Three

Codes were adopted. These three codes were concerned with the

code of discipline for managements and unions.

The Second Five Year Plan (1956 – 61) emphasized on the
increased association of labor with management. It stated that the

representative union should have sole right of taking up with

management, matters of disputes in connection with wages,

allowances and other terms and conditions of service. It placed a

restriction on the number of outsiders as office bearers of unions

and called for protection of office bearers against victimization. In

response to the workers’ demand for voluntary arbitration, the

Second plan called for the use of voluntary arbitration in settlement

of disputes. The Central Government amended the Industrial

Disputes Act to include Section 10A which provided for reference of

disputes to voluntary arbitration and de-linked the Arbitration Act,

1940 from voluntary arbitration. The Employees’ Provident Fund

Act was extended to cover industries and commercial

establishments having 10,000 workers or more. The Employees’

State Insurance Act was proposed to be extended to workers’

families. Joint Management Councils were introduced to ensure

workers’ participation in management of the industry.

The Third Five Year Plan (1961 -66) included the following

aspects of labor policy:

1. Revival and improvement of the Three Codes introduced in
1958.

2. Emphasis on voluntary arbitration to replace adjudication.
3. Emphasis on Workers’ Participation in Management.
4. Active implementation of workers’ education programs.
5. Enlarging the coverage of the ESI scheme to 3 million

workers’ families by extending the coverage of the Act to
establishments employing 20 from the earlier 150.

These policy aspects gave workers a sense of equality and

status and gave a realistic tone to the slogan of ‘Equal Partners in

the creation of Wealth’. A National Safety Council was set up in

1966. A Bonus Commission was set up to regularize the payment

of bonus.
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Tripartism became a norm in the field of Labor with India

becoming a member of the International Labor Organization in

1919. Industrial relations policies and principles in India have been

shaped by tripartite consultations at the national and industry

levels. Tripartism was institutionalized because of the realization

that decisions in labor policy could not be imposed without

participation of the two main parties concerned. The Government,

the Labor Organizations and the Industrial Organizations are the

three pillars of tripartism. At present, there are 44 tripartite

committees at the national level. Several tripartite meetings are

held from time to time, such as the sickness in the National Textile

Corporation, the National Renewal Fund and labor rationalization.

At the State levels, tripartite meetings are held on specific issues

from time to time.

14.7 LABOR LEGISLATION AFFECTING INDUSTRIAL
RELATIONS

Important legislations influencing industrial relations in India

are the Trade Unions Act 1926, the Industrial Disputes Act 1947,

the Industrial Employment (Standing Orders) Act 1946, the

Factories Act 1948 and the Workmen’s Compensation Act 1923.

1. The Trade unions Act, 1926

The Trade Unions Act was passed in 1926 and came into

effect from 01st June, 1927. The Act was amended in 1970 so that

it becomes applicable to Jammu and Kashmir also and this

amendment came into force from 01st September, 1971. All trade

union activities in India are governed by this Act. It was originally

enacted to protect the union leaders. The Act was amended in

1929 to provide registration of trade unions. The Act provides for

the formation, procedure, registration including conditions of

registration, advantages of registration and he immunities available

to the union leaders from both civil and criminal laws while involving

themselves in the union activities of a registered trade union. The

Indian Trade Union Act of 1926 defines trade union as “Any

combination, whether temporary or permanent, formed primarily for

the purpose of regulating the relation between workmen and

workmen, between workmen and employers or between employers

and employers or for imposing restrictive conditions on the conduct

of any trade or business and includes any federation of two or more

trade unions”. It is an association of wage earners, formed for the

purpose of collective action for the defense of its professional
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interest bound by the Trade Union Act. Combination stands for the

union of any type of people which need not necessarily be

workmen whereas ‘association’ stands for a union of workmen. A

trade union is an association of workmen. A trade dispute has

been defined as “any dispute between employers and workmen or

between workmen and workmen or between employers and

employers which is connected with the employment or non-

employment or the terms of employment or the conditions of labor,

of any person” [Section 2(g)].

2. Industrial Disputes Act 1947

The Industrial Disputes Act 1947 is the basic legislation

concerning industrial adjudication in India. The Act provides a

basic legal framework for dealing with industrial disputes and their

settlement. It aims at improving the service conditions of the

industrial workforce and peace and harmony in the industrial sector.

Minimizing conflict between management and workmen and

ensuring social justice come under the purview of this Act.

Comprehensive provisions have been made both for the settlement

of disputes and prevention of disputes in certain industries. The

Act which came into force on 01st April, 1947 introduced the

principle of compulsory conciliation and adjudication of industrial

disputes in certain cases and created two new institutions namely:

Works Committee and Tribunal.

The Act defines industrial disputes as “any dispute or

difference between employers and employers or between

employers and workmen or between workmen and workmen which

is connected with the employment or non-employment or the terms

of employment or with the conditions of labor of any person

[Section 2(K)]. Where any employer discharges, dismisses,

retrenches or otherwise terminates the services of an individual

workman, any dispute or difference between that workman and his

employer connected with or arising out of, such discharge,

dismissal, retrenchment or termination is deemed to be an

industrial dispute notwithstanding that no other workman nor any

union of workmen is a party to the dispute [Section 2(k), 2A].

Industry under the Act is defined as “any systematic activity

carried on by co-operation between an employer and his workmen

(whether such workmen are employed by such employer directly or

by or through any agency including a contractor) for the production,

supply or distribution of goods or services with a view to satisfy
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human wants or wishes (not being wants or wishes which are

merely spiritual or religious in nature) whether or not (a) any capital

has been invested for the purpose of carrying on such activity or (b)

such activity is carried on with a motive to make any gain or profit

and includes (i) any activity of the Dock Labor Board established

under the Dock Workers Act, 1948 and (ii) any activity relating to

the promotion of sales or business or both carried on by an

establishment but does not include amongst other things any

agricultural operation except integrated agricultural operations,

hospital or dispensaries, educational, scientific, research or training

institutions, khadi or village industries, any domestic service.

The authorities for prevention or settlement of disputes

under the Act include (1) Grievance Settlement Authority, (2) Works

Committee (3) Conciliation Officer, (4) Board of Conciliation, (50

Court of Inquiry, (6) Labor Court, (7) Tribunal, (8) National Tribunal

and (9) Arbitrator. The Labor Court, Tribunal and National Tribunal

are authorities for adjudication of industrial disputes whereas

Conciliation Officer and Board of conciliation are conciliation

authorities. Cases of voluntary arbitration are referred to Arbitrator.

Grievance Settlement Authority is intended to deal mainly with

individual disputes. Works Committee is a machinery for the

prevention of industrial disputes.

3. WORKMEN’S COMPENSATION ACT, 1923
The first step in the direction of social insurance was taken

by the Government of India in 1923 by passing the Workmen’s
Compensation Act. The Act imposes an obligation on employers to
pay compensation to workers for accidents arising out of and in the
course of employment, resulting in death or total or partial
disablement for a period exceeding three days. The Act is
applicable to all categories of workers employed for the purpose of
employer’s trade or business. No compensation is payable if the
injury not resulting in death is caused by the fault of the worker e.g.,
due to influence of drinks, drugs, willful disobedience of an order
etc. Compensation is payable in the case of workers who contract
occupational diseases. Compensation is payable for death,
permanent total disablement, partial disablement and temporary
disablement. The Act is administered by the State Governments
through Commissioners for Workmen’s Compensation. The Act
does not apply in areas where the Employees’ State Insurance Act
operates. Employees drawing a salary of Rs.4000/- or less per
month are eligible for compensation. The minimum amount of
compensation is Rs.80, 000 for death and Rs.60,000/- for
permanent total disablement. For funeral expenses Rs.2500/- is
paid.
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4. Industrial Employment (Standing Orders) Act, 1946
The Act applies to every industrial establishment employing

100 or more workmen but the Central and State governments can
apply the provisions of the Act to any industrial establishment
employing less than 100 workmen. However, a two months’ prior
notice by notification in the official gazette is necessary. The Act
does not apply to (i) industries covered by relevant sections relating
to standing orders (Chapter VII) under the Bombay Industrial
Relations Act, 1946 and (ii) industrial establishments except those
under the control of the central government to which the Madhya
Pradesh Industrial Employment (Standing Orders) Act, 1961
applies.

The appropriate government is the central government in
respect of industrial establishments under the control of the central
government or a railway administration or in a major port, mine or
oil field and state government in all other cases [Section 2(b)].
The employer of every industrial establishment covered under the
Act is required to submit to the Certifying Officer five copies of the
draft standing orders proposed by him for adoption in his industrial
establishment. The draft should make provision for every matter
set out in the Schedule and where model standing orders have
been prescribed it should be in conformity with the model. The
Schedule of the Act includes the following:

1. Classification of workmen (permanent, temporary,
apprentice, probationers or badlis). Manner of intimating
workmen periods and hours of work, holidays, pay-days and
wage rates.

2. Shift working, attendance and late coming. Conditions of,
procedure in applying or and the authority which may grant
leave and holidays. Requirement to enter premises by
certain gates and liability to search.

3. Closing and re-opening of sections of the industrial
establishment and temporary stoppage of work and the
rights and liabilities of the employer and workmen arising
there from.

4. Termination of employment and the notice thereof to be
given by the employer and workmen.

5. Suspension or dismissal for misconduct and acts or
omissions which constitute misconduct.

6. Means of redress for workmen against unfair treatment or
wrongful exactions by the employer or his agents or servants
and any other matter which may be prescribed.

The certifying officer is required to forward a copy of the draft

standing orders to the trade union of workmen, if any, or where
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there is no trade union to the workmen in the prescribed manner

together with a notice in the prescribed form for raising objections.

After making the required modifications, the certifying officer will

certify the draft standing orders and send copies of the same to the

employer and the trade union or the representatives of workmen

within seven days of certification [Section 5].

5. The Factories Act, 1948

The Factories Act, 1948 regulates service and working

conditions of workers in India. Under the Act, a factory has been

defined to include all industrial establishments employing ten or

more workmen where power is used and twenty or more workmen

in all other types of industrial establishments. The Act deals with

the basic minimum facilities relating to health, safety and welfare of

workers. A worker is one who is employed in the establishment

and engaged in the manufacturing process directly or through some

agency for wages or otherwise. The concept of employment

involves employer, employee and a contract of employment. The

employer is one who employs or engages the services of another

person while employee is the one work works for another and the

employment is the contract of service between the employer and

the employee subject to the control and supervision of the

employer.

The Factories Act 1948 prescribes the procedure for

approval, licensing and registration of factories. The Factories Act,

1948 is generally applicable to all factories as defined under the

Act. Chapter 5 of the Factories Act deals with labor welfare.

Sections 11 to 20 of the Act deals with the health of the workers.

Sections 21 to 41 deal with the safety of the workers and Sections

42 to 50 deals with the welfare of the workers. Provisions

pertaining to health, safety and welfare are as follows:

1. Sections 11 to 20 Dealing with Health of the Workers.
2. Sections 21 to 41 Dealing with Safety of the Workers.

3. Sections 42 to 50 Dealing with Welfare of the Workers.

14.8 SUMMARY

1. Employers’ Associations in India are operating at three different

levels and in three different capacities. The three levels are

local, regional and national. There are also industry level
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employers’ associations in the cotton and jute textile industry and

also in the engineering, cement, and paper and sugar industries.

2. Section 2(q) of the Industrial Disputes Act 1947, defines a strike

as “a cessation of work by a body of persons employed in any

industry acting in combination or a concerted refusal under a

common understanding of a number of persons who are or have

been so employed to continue to work or to accept employment.”

3. Under the Industrial Disputes Act, 1947, a “Lockout” means the

closing of a place of business or employment or the suspension

of work or the refusal by an employer to continue to employ any

number of persons employed by him.

4. An employer intending to close down an industrial establishment
under Section 25K of the Industrial Disputes Act 1947, has to
apply to the appropriate government at least 90 days before the
date on which the intended closure is to become effective for
prior permission to close down his undertaking. The application
must state clearly the reasons for intended closure of the
undertaking. A copy of the application is also to be served
simultaneously on the representatives of the workers concerned.
Permission for closure is not necessary in case of undertakings
set up for the construction of buildings, bridges, roads, canals,
dams or other construction work.

5. In addition to wages paid to the employees, the employer also
pays a part of the profits to the workers on a yearly basis. While
Bonus is paid on a yearly basis as a matter of statutory
requirement under the Payment of Bonus Act 1965, profit sharing
between the employers and the employees is a matter of pro-
active and enlightened management. Profit sharing is based on
an agreement between the employer and the employees.

6. Workers participation in management has to be at the following

three levels:

a. At the shop level
b. At the departmental level
c. At the top level
Workers participation influences the decision making authority at

these three levels with regard to policy formulation and

execution. Further, participation results in the voluntary

acceptance of the responsibilities by workers.
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7. Important legislations influencing industrial relations in India are

the Trade Unions Act 1926, the Industrial Disputes Act 1947, the

Industrial Employment (Standing Orders) Act 1946, the Factories

Act 1948 and the Workmen’s Compensation Act 1923.

14.9 QUESTIONS

1. Comment on the role of Employers’ organizations in Labor-
Management relations.

2. Write a note on Profit Sharing in Indian Industry.
3. Write a detailed note on strikes, lockouts and closures.
4. Describe the role of Tripartism in Industrial Relations in

India.
5. Describe labor legislation affecting industrial relations.

������
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15

GLOBALIZATION AND LABOR

Unit Structure :

15.0 Objectives
15.1 International Division of Labor
15.2 Structural Adjustment Policies and their Impact on Labor
15.3 Exit Policy and Safety Net for Labor
15.4 Role and Functions International Labor Organization
15.5 Questions
15.6 Summary

15.0 OBJECTIVES

� To understand the concept of international division of labor
and its implications for developing countries.

� To understand the role and functions of ILO.
� To understand the impact of structural adjustment policies

on labor.

15.1 INTERNATIONAL DIVISION OF LABOR

International Division of Labor refers to the allocation of
various parts of the production process to different places in the

world. It is one of the consequences of globalization that has found

its reflection in the labor market. It is the geographical division of

labor which occurs when the process of production crosses national

boundaries. Overseas production facilities has led to a trend of

transference or ‘global industrial shift’, in which production

processes are relocated from developed countries to developing

countries in Asia (for example China and India) and Latin America.

The global industrial shift is taking place because companies are in

search for the cheapest locations to manufacture and assemble

components. Low-cost labor-intensive parts of the manufacturing

process are shifted to the developing world where costs are

substantially lower. Companies are able to make this shift by taking

advantage of transportation and communications technology, as
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well as fragmentation and location flexibility of production. From

1953 to the late 1990s, the industrialized economies' share of world

manufacturing output declined from 95% to 77%, and the

developing economies’ share more than quadrupled from 5% to

23%. In theory, different regions specialize in different activities,

and everyone benefits, but some studies indicate that, in practice,

low-skilled, poorly paid, and ecologically damaging work is switched

to newly industrializing and developing countries, where the work is

often done by non-unionized, female labor, working in poor

conditions.

In the new international production system, outsourcing

has become important to maintain profitability. Outsourcing of

labor-intensive production activity to smaller firms is undertaken to

ensure numerical flexibility so that workers can be deployed or laid

off according to changes in demand. As a result, two segments of

the labor force have come into existence. One, a multi-skilled

functionally flexible core workforce and other a peripheral work

force characterized by numerical flexibility. In the peripheral labor

force, there is high employment insecurity and working conditions

are poor.

Implications for the Developing Countries:

International division of labor is a post-Fordist

phenomenon. Traditional production methods are replaced by new

methods known as flexible specialized production systems. The

post-Fordist systems require a polyvalent and multi-tasking labor

force. For instance, the ICT sector has become an important part

of the industrialization and employment generation initiative in

many developing countries including India. The ICT sector is highly

labor intensive and has low fixed capital requirements. The ICT

sector unlike the Fordist industrial systems is gender neutral and

promotes the employment of women. India has a strong software

industry and has achieved global prominence in terms of software

exports. International division of labor is opening up windows of

opportunity for developing countries to bridge the gap with the

industrialized countries. The newly industrializing countries (NIEs)

are able to compete with the developed economies in certain

manufacturing industries and this is indicative of the potential of the

developing countries. The developing countries are no more

providers of primary commodities and cheap labor.
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15.2 STRUCTURAL ADJUSTMENT POLICIES AND
THEIR IMPACT ON LABOR

Labor market reforms in the era of globalization require

institutional innovation. A well thought out approach is needed to

initiate reforms in the legal framework in order to avoid social costs

in the form of various types of deprivation. These deprivations may

assume the form of poor wages, absence or lack of job security,

poor working conditions, absence or lack of social security. Hence,

labor market reforms should be initiated in such a manner that

issues such as productivity, efficient allocation of scarce resources

and employment are not compromised in any manner. It is widely

believed in India that the existing labor laws are anti-labor and anti-

employment. This feeling is based on the fact that only nine per

cent of the labor force is engaged in organized employment. A vast

majority of the workforce is employed in the unorganized sector

which is characterized by the absence of any kind of institutional

protection. Hence, the working conditions in the unorganized

sector are extremely poor. While the organized labor force is

completely protected in the absence of an exit policy, the

unorganized labor force is completely unprotected because there is

free exit and entry in the unorganized sector of the economy. The

pro-reformists therefore argue that if labor laws are made more

flexible, more employment will be generated in the organized sector

and the disparity in working conditions in the organized and

unorganized sectors will get reduced.

As part of the structural adjustment policies adopted by the

Government of India, Labor market reforms are sought in the

following two important labor legislations:

1. Removal of Section 10 of the Contract Labor (Regulation and
Abolition) Act, 1970.

2. Removal of Chapter VB of the Industrial Disputes Act, 1947
(introduced during the Emergency of 1975-77).

It is believed that the employment security system is one of

the important causes of slow growth of industrial employment. Due

to the rigidity in labor laws, labor costs are found to be much

greater than wage costs. The social costs of rigid labor laws get

translated into higher prices and low growth of market for industrial

products. High labor costs have made capital relatively cheap and

encouraged the growth of capital intensive industrial growth. The
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Indian Economic Survey 2005-06 making a statement on the

rigidities of labor laws in India says, “Indian labor market is
characterized by a sharp dichotomy. A large number of

establishments in the unorganized sector remain outside any

regulation, while the organized sector has been regulated fairly

stringently. It can be reasonably argued that the organized sector

has provided too much of job security for too long, while the

unorganized sector has provided too little to too many. Various

studies indicate that Indian labor laws are highly protective of labor

and labor markets are relatively inflexible. These laws apply only to

the organized sector. Consequently, these laws have restricted

labor mobility, have led to capital intensive methods in the

organized sector and adversely affected the sector’s long run

demand for labor. Labor being a subject in the concurrent list,

State level labor regulations are also an important determinant of

industrial performance. Evidence suggests that States which have

enacted more pro-worker regulation have lost out on industrial

production in general. Perhaps there are lessons to be learnt from

China in the area of labor reforms. China with a history of extreme

employment security has drastically reformed its labor relations and

created a new labor market in which workers are highly mobile.

Although there have been mass layoffs and open unemployment,

high rates of industrial growth especially in the coastal regions

helped their redeployment. In spite of hardship, workers in China

seem to have benefited from wage growth, additional job creation

and new opportunities for self employment.”

1. The Contract Labor (Regulation and Abolition) Act, 1970

International division of labor resulting from globalization

under the World Trade Organization regime, globalization and the

resultant global competition in domestic, international and global

markets and the demand for labor market flexibility have resulted in

the emergence of different employment practices and also the use

of contract labor. Outsourcing of jobs, components, goods,

services and functions have been continuously increasing over the

years since the establishment of the World Trade Organization in

the year 1995. Contract labor has assumed important in the age of

globalization. When the work is performed under a contract of

employment, employer-employee relationship is established

through a contract of service. Contract of service could be

permanent, temporary, intermittent or seasonal. Labor laws govern

contract of service. People do perform work or services for a fee
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rather than salary. Such people are known as self employed

persons or independent contractors. Contract for service is also

known as job contract and is governed by commercial and

contractual law. Workers may also be engaged through

intermediaries known as contractors or sub-contractors. Such

workers are known as contract labor.

The system of engaging contract labor began as a way of

encouraging flexibility because industry and business are prone to

cyclical fluctuations and need flexibility in adjusting the size of their

labor force according to the requirement of the day. However,

workers feel that they are being exploited in the name of flexibility

and particularly because of massive unemployment in India. The

use of contract labor has become a matter of strategic decision

making since the late 1970s. In the beginning, managements

shifted permanent jobs to contract jobs in areas like canteen,

sweeping, cleaning, loading, unloading, transport etc. Later on,

other jobs like repair and maintenance of plant and machinery,

security, office jobs and even production was contracted out or

outsourced.

Section 10 of the Indian Contract Labor Act envisages
prohibition of contract labor in work/process if the conditions set

therein (e.g. perennial nature of job) are fulfilled. Section 10 also

enables the contract labor engaged in prohibited jobs to become

direct employee of the principal employer. The existing labor laws

prohibit contract labor. However, hiring of contract labor becomes

necessary under certain circumstances as, for example, when the

job is of a temporary nature. Putting emphasis on the need to

reform labor laws, the Indian Economic Survey, 2000-01 observed,

“The contract labor law, as it exists today, makes it impossible
for genuine small-scale entrepreneurs to provide services to
industry. A modern contract labor law Act should encourage
outsourcing of services so that new employment is generated.
Labor laws and procedures have reduced the incentive for
organized labor to work efficiently and have made it
unprofitable for organized industry to generate new jobs.
Greater flexibility is essential if Indian industry is to compete
with Chinese industry and generate as many jobs as the latter
has”. The Finance Minister in his Budget speech of 2001-02

proposed amendment of the law to facilitate outsourcing of

activities without any restrictions and to offer contract

appointments. However, this proposal was not approved. Reforms
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are important in respect of contract labor because the Contract

Labor Act is not flexible and therefore cannot maximize efficiency

and promote growth.

Employers’ Stand on Contract Labor:

Employers in India support the engagement of contract labor

on the grounds of efficiency and flexibility. According to the first

National Commission on Labor (1969), the following benefits are

derived from the use of contract labor:

1. Low cost of production.
2. Low wage cost as fringe benefits need not be given to

contract labor.
3. Low over-head cost and reduced administrative costs, and
4. The economies of outsourcing.

The employers have made the following arguments in favor of

contract labor:

1. Non-regular and Non-routine works are contracted out.

2. Work which does not belong to the main purpose of the
organization needs to be contracted out.

3. Work which does not form a part of the core competence of
the organization needs to be contracted out.

4. Fluctuations in market demand warrants employment of
contract labor, and

5. Finally, seasonal work needs to be contracted out.

The Workers’ Stand on Contract Labor:

The trade unions in India question the engagement of

contract labor on the grounds of equity and fair labor standards.

Their observation is that the contract labor has resulted in

permanent jobs being replaced by casual, contractual, low paying,

insecure, unsafe jobs with total disregard for fair labor practices and

little or no social security. The statement of objects and reasons

accompanying the Bill of the Contract Labor (Regulation and

Abolition) Act says that the system of employing contract labor

lends itself to various abuses. The Act seeks to abolish

employment of contract labor where the nature of work is such that

labor can be employed on a regular basis to perform it and to

regulate employment of contract labor where it cannot be avoided.
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The important issues in policy review of contract labor should
include the following:

1. Examination of motives behind employment of contract
labor.

2. Consequences for employees and enterprise.

3. Establish business need in the context of globalization.

4. Develop integrated human resource practices to make pay,
benefits and working conditions equitable.

5. Minimize the difference between contract and regular
workers, and

6. Extend the right of unionization, representation and
collective bargaining to all types of workers.

Along with labor market reforms, there must be a policy for

determining national minimum wage. The aspects of a living wage

should be embodied in the national minimum wage so that there is

no scope left to distinguish between minimum wages, fair wages

and living wages.

2. Industrial Disputes Act, 1947

Chapter VB of the Industrial Disputes Act, 1947 states that,

employers in specified industrial establishments must obtain prior

approval of the appropriate government authority for effecting lay-

offs, retrenchment and closure after following the prescribed

procedure. The Act is applicable to establishments employing
100 or more workers. In his budget speech of 2001-02, the
finance minister proposed to amend the Act to be made
applicable to establishments employing more than 1000
persons. However, the proposed amendment was not carried out
due to strong opposition from labor unions.

According to the Reserve Bank of India, “A smooth and

frictionless labor market accompanied by a safety net is a

necessary condition for maximizing growth and welfare. Reforms

have been hesitant in this important segment of the factor market

resulting in a limited role of market forces in determining the

demand for labor. In India, labor legislations are largely

responsible for the rigidities in the labor market that have prevented

the restructuring or closure of several non-viable sick industries and

redeployment of factors of production to the growing sectors of the

economy. Prohibition of retrenchment and closure of industrial
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units employing more than 100 workers (without Government

permission) has led to discriminatory practices like:

1. Existence of more capital intensive technologies not related
to relative factor prices.

2. Setting up of multiple units negating economies of scale, and
3. Reliance on temporary labor preventing skill formation.

Fresh investment, including foreign direct investment has

been a casualty, particularly in labor intensive sectors. Ironically,

such labor protection measures have contributed to the slow growth

of industrial investment and employment.” (Ref. “India – Manpower,

Employment Policy and Labor Welfare” edited by K Narinder Jetli,

New Century Publications).

CONCLUSION:

Labor market reforms are inevitable if India were to move

ahead along with the rest of the countries of the world. The reforms

should not only aim at creating flexibility in the labor market in

terms of entry and exit of firms but also substantially improve the

working conditions in India. A national minimum wage equivalent to

living wages should be determined and enforced throughout the

country. Minimum wages should be indexed to the general price

level so that real wages do not decline. Further they should be

periodically revised to reflect rise in productivity and also rise in

national income. While the firms should have full liberty to exit,

they cannot be absolved from the responsibility of giving

compensation in accordance with their ability. The Industrial

Disputes Act can be amended to have hire and fire policy

irrespective of the size of the labor force but not without adequate

compensation. At the same time, the Government of India must

create an institutional mechanism to retrain and redeploy

retrenched labor. Alternatively, unemployment allowance may be

paid to labor.

15.3 EXIT POLICY AND SAFETY NET FOR LABOR

Exit policy is a condition for the emergence of a
competitive environment that there are no barriers to entry and
exit of firms in the market. There should be free entry and free
exit from the industry. Particularly, when a firm is making losses, it

should have freedom to exit either partially or totally so that

resources can be reallocated to their next best alternative use.
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According to PD Hajela, three broad circumstances could be

relevant to an exit policy. A situation of sickness and lack of

economic viability could be the first situation. A situation where

modernization is the need of the hour could be the second

situation. In the third situation, the firm could be in a position to

bring about a marked improvement in technology and methods of

production. In the second and third situations, the firm might

restructure more than exit while in the third, it might exit rather than

restructure. In all these situations, the exit of labor is inevitable and

the extent of exit would depend upon the type of restructuring. Exit

of labor in the context of restructuring would assume different forms

under different situations. It could be lay-off in which workers are

not retrenched but rendered unemployed for short periods. It could

retrenchment due to rationalization or technological up-gradation. It

could be exit on account of closure of the industrial unit. In India,

the exit policy is the result of a well planned program of

restructuring and hence there will be substantial exit of labor as a

result of the implementation of the exit policy. (Ref. P-38-39, Labor

Restructuring in India by PD Hajela, Common Wealth Publishers,

1998)

Exit policy as part of labor market reforms is demanded in

India to make allowance for ‘Hire and Fire’ policy. There is

overstaffing in public sector enterprises and government

departments. In order to improve the profitability and efficiency of

these enterprises, there is a need to reduce the staff strength. The

proposal for introducing exit policy was made in September, 1991.

The World Bank and the International Monetary Fund have been

putting pressure on governments to introduce labor market reforms

to allow employers shift workers from one unit to another and to

reduce excess labor. It is estimated that about 45 lakh workers are

employed in sick units both in the public and private sectors. Out

of these, 4.1 lakh workers are employed in the sick public sector

units. The passage of exit policy will render these workers

unemployed. A large number of companies have initiated voluntary

retirement schemes. A study by Business Standard Research

Bureau shows that 23 manufacturing companies cut their workforce

by 40,338 in 2000-01 over 1998-99. From 2, 50,079 in 1998-99,

the employee strength in these companies fell to 2, 09,691 in 2000-

01. The public sector enterprises reduced jobs by 1, 20,000 in a

period of three years (1997-2000). Public sector banks also

reduced employees by more than one lakh through voluntary

retirement schemes.
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The government policy has been to make the task of

retrenchment of workers easier. For example, in his Budget

speech for 2001-02, the Finance Minister announced that the

threshold for hiring and firing employees without government

permission under the provisions of the Industrial Disputes Act was

proposed to be raised from units employing 100 persons to 1000

persons. If this proposal was accepted, it would have had serious

consequences for labor because 75 per cent of the organized labor

force is employed in units employing less than 1000 workers.

15.3.1 SAFETY NET FOR LABOR

The New Economic Policy of 1991 had adversely affected

labor over the last 17 years. In order to provide a safety net for

labor, the Government of India set up the National Renewal Fund in

February 1992. The objectives of the National Renewal Fund were

as follows:

1. To provide assistance to firms to cover the costs of retraining
and redeployment of employees as a result of modernization
and technological up-gradation of existing capacities and
from industrial restructuring.

2. To provide funds for compensation to employees affected by
restructuring or closure of industrial units both in the public
and private sectors.

3. To provide funds for employment generation schemes in the
organized and unorganized sectors in order to provide a
social safety net for labor.

The NRF had three components. They are as follows:

1. The Employment Generation Fund (EGF).
2. The National Renewal Grant Fund (NRGF), and
3. The Insurance Fund for Employees (IFE).

The Employment Guarantee Fund was set up to provide

resources for employment generation schemes in both organized

and unorganized sectors. The National Renewal Grant Fund was

set up to deal with payments under the Voluntary Retirement

Scheme and compensation tow workers affected by

closure/rationalization resulting from approved rehabilitation

schemes in both the public and private sector enterprises. The

Insurance Fund for Employees was set up to cater to the

compensation needs of the employees in future. However, a great

part of the funds available under the National Renewal Fund was
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utilized for compensating the retrenched employees. There was

very little retraining and redeployment under the fund. The VRS

implemented in the public sector enterprises was not to the benefit

of the enterprise but went to the benefit highly employable persons

who took the money and joined private sector enterprises.

In the year 1998, the VRS package was made more

attractive. The compensation benefit was increased from 15 days

wages for every completed year of service to 45 days. For those

who have completed 30 years of service, the compensation

package consisted of 60 months of wages. Thus the Government

was single mindedly pursuing the objective of reducing the staff

strength in public sector enterprises without taking care of the other

two important objectives of the NRF i.e. retraining and

redeployment. Having realized the limitation of the scheme, the

Government set up Employees’ Resource Centers and Employees’

Assistance Centers for the purpose of counseling, retraining and

redeployment of retrenched workers in different parts of the

country.

In the year 2000, the National Renewal Fund was abolished.

Assistance for compensating the retrenched employees in central

public sector undertakings is provided by the Administrative

Ministries from April, 2001 and the scheme of retraining and

redeployment of employees of public sector undertakings is now

handled by the Department of Public Enterprises.

15.3.2 Measures to Improve the Safety Net for Labor

Some of the measures suggested by Prof. PD Hajela for
expeditious action and to make the safety net for labor more

effective are as follows:

1. Firms may be so restructured that increased productivity
resulting from modernization and technological up-gradation
is allowed to absorb the work force without
commensurate increase in real wages.

2. Re-training should be given top priority. Both employers
and the government should contribute generously to the re-
training effort.

3. Retrenched employees should be given a bigger
compensation package so that they can look after
themselves during the intervening period between severance
and re-employment. The Government may put the
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retrenchment funds in deposits with higher returns to take
care of better compensation.

4. Extensive counseling for self-employment should be
provided.

5. Area development programs could be undertaken in
places where workers are retrenched so that redeployment
takes place without much dislocation and the workers’
location preferences are respected.

6. Workers should be trained in participative management so
that not only their productivity goes up but also they become
competent entrepreneurs.

7. Technological change and adaptation through greater
research effort in public and private sectors is important and
should be an integral part of any exist policy in India.

15.4 ROLE AND FUNCTIONS INTERNATIONAL
LABOR ORGANIZATION

The ILO was established on 11th April, 1919 as part of the

League of Nations. India is a founder member of the ILO. At

present, the ILO has 175 members. It is a tripartite institution

consisting of representatives of Governments, Employers and

Workers of the member countries. The membership of the ILO

ensures the establishment and growth of tripartite system in the

member countries.

15.4.1 Aims and Objectives of the ILO

The aims and objectives of the International Labor Organization are

as follows:

1. To remove injustice, hardship and privation of large masses of

toiling people all over the world.

2. To improve their living and working conditions and thus

establish universal and lasting peace based upon social justice.

3. The regulation of hours of work, laying down the maximum work

load for day and week.

4. To give suggestion and recommendations on the prevention of

unemployment.

5. To take suitable steps for protection of the workers against

sickness, disease and injury arising out of employment.
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6. To take steps and give special attention for the protection of

children young persons and women.

7. To take steps for the recognition and implementation of the

principle of equal remuneration for work of equal value.

8. To take steps for the recognition and implementation of the

principle of freedom of association.

9. To make provision for vocational and technical education.

10.To take steps for the protection of interests of those workers

who have been employed in countries other than their own.

15.4.2 Constitution of the ILO

The ILO consists of the International Labor Conference, the

Governing Body and the International Labor Office. The

Conference is the supreme deliberative organ of the ILO which

meets annually at Geneva which is the headquarters of the ILO.

National representation on the conference consists of two

government representatives and one each from the employers’ and

the workers’ organizations. The Governing Body, elected by the

Conference, is the executive council composed of 28 government

members, 14 workers’ representatives and 14 employers’

representatives. Ten Governments hold permanent seats on the

Governing Body because of their industrial importance. They are

Brazil, China, Germany, France, India, Italy, Japan, USA, Russia

and UK. The remaining 18 government seats are elected by the

Conference. The International Labor Office is responsible for

collection and distribution of information on subjects relating to the

conditions of Industrial life and labor, examination of subjects

coming up before the Conference and Committees and preparation

of documents thereon, conduct of special investigations etc. It

publishes the monthly International Labor Review, the fortnightly

Industry and Labor and other periodicals.

15.4.3 Functions of the ILO

An important function of the ILO is the formulation of

international standards in the form of International Labor

Conventions and Recommendations. Member countries are

required to submit conventions to their competent national

authorities with a view to ratification. If a country ratifies convention

it agrees to bring its laws into line with its terms and to report

periodically how these regulations are being applied. There is no

need for ratification of recommendations. Member states are
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obliged to consider them so that their provisions are given effect to

by legislative action. Conventions when ratified have a legal

sanction behind them and compliance to a recommendation is

optional for all governments. The constitution of the ILO lays down

that after a Convention is adopted it has to be placed before the

highest legislative body for each country within one year or 18

months for ratification in exceptional cases and if it is not ratified

each government has to give reasons for such non-ratification. The

Conventions and Recommendations together constitute the

International Labor Code. The conventions and recommendations

lay down minimum international standards for labor legislation and

other measures.

The following are the broad subjects under which the

conventions and recommendations can be classified:

1. Basic human rights.
2. Employment.
3. Conditions of work and social policy.
4. Social Security.
5. Industrial relations.
6. Employment of women.
7. Employment of children and young persons.
8. Special categories of workers (e.g. Seaman, Fishermen,

Tribal Workers, Migrant Labor etc).
9. Labor administration.
10.Tripartite consultation.

The ILO since its inception has adopted more than 180

conventions and more than 190 recommendations. India has thus

far ratified 39 Conventions of the ILO.

1. International division of labor and its implications for
developing countries.

2. Role and functions of ILO.
3. Structural adjustment policies and their impact on labor.

15.5 SUMMARY

1. International Division of Labor refers to the allocation of various
parts of the production process to different places in the world. It
is one of the consequences of globalization that has found its
reflection in the labor market. It is the geographical division of
labor which occurs when the process of production crosses
national boundaries.
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2. International division of labor resulting from globalization under
the World Trade Organization regime, globalization and the
resultant global competition in domestic, international and global
markets and the demand for labor market flexibility have
resulted in the emergence of different employment practices
and also the use of contract labor.

3. Chapter VB of the Industrial Disputes Act, 1947 states that,
employers in specified industrial establishments must obtain
prior approval of the appropriate government authority for
effecting lay-offs, retrenchment and closure after following the
prescribed procedure. The Act is applicable to establishments
employing 100 or more workers. In his budget speech of 2001-
02, the finance minister proposed to amend the Act to be made
applicable to establishments employing more than 1000
persons.

4. Exit policy is a condition for the emergence of a competitive
environment that there are no barriers to entry and exit of firms
in the market.

5. The NRF had three components. They are as follows:

a. The Employment Generation Fund (EGF)
b. The National Renewal Grant Fund (NRGF)
c. The Insurance Fund for Employees (IFE)

6. The ILO was established on 11th April, 1919 as part of the

League of Nations. India is a founder member of the ILO. At

present, the ILO has 175 members. It is a tripartite institution

consisting of representatives of Governments, Employers and

Workers of the member countries. The membership of the ILO

ensures the establishment and growth of tripartite system in the

member countries.

15.6 QUESTIONS

1. Explain the concept of International Division of labor and assess
its implications for developing countries.

2. Explain the role and functions of ILO.
3. Explain the impact of structural adjustment policies and their

impact on labor.

��
�����




