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ABSTRACT

The Puzzles and Contradictions of the
Indian Labour Market: What Will the
Future of Work Look Like?'

Analysing the Indian labour market poses inherent challenges given the country’s size

and diversity. Rather than a case of “jobless growth”, India has experienced concentrated
employment growth, mainly in urban areas and for men. This has been accompanied by
a decline in the female labour force participation rate, which emerged as a major puzzle.
Informality remains a defining feature with rising informalization in the formal sector.
Some outcomes partly reflect India’s overall level of economic development. At the same
time, structural transformation in other countries, including those in the region, has led
to greater absorption of workers, particularly women, in manufacturing. Looking at the
future of work, the current situation is likely to prevail in the near future. This means that
workers will continue to leave agriculture and seek employment in urban areas. But the
ability of the manufacturing sector to engage workers will be constrained by the capital
and skill intensity of production. More wage employment will be created but the challenge
is to ensure these workers have access to social security and other benefits. As women
become better educated, their participation in the labour force is likely to increase but
many constraints keep them out of paid employment. Rather than focusing singularly on
the threat of automation to job creation, policymakers need to address the distributional
effects of technological change, particularly in terms of its skill-bias. An important goal is to
improve access to technology, which would enhance productivity and working conditions.
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1. Introduction?

In the 2000s, India’s economy grew strongly, regularly reaching a growth rate of 8 per cent or more
and proved to be relatively resilient to the global financial crisis of 2008-09. In 2015, with China slowing
down, India confirmed its place as the fastest-growing large economy. Consequently, India’s share in
world GDP increased from an average of 4.8 per cent during 2001-07 to 7.5 per cent in 2017 in

purchasing power terms.?

However, despite strong growth sustained over many years, it has been widely argued that the Indian
labour market has lagged economic performance. After the release of the 2009-10 National Sample
Survey (NSS) data, the figures suggested a net increase in employment of just 1.1 million from 2004-5
to 2009-10. Many commentators were quick (and still claim) that this was clear evidence of “jobless
growth”. How could an economy growing at around 8 per cent per year create just over a million jobs

in 5 years in a country with a total workforce of over 450 million?

If taken at face value, labour market figures from the second half of the 2000s would indeed suggest
jobless growth. However, digging deeper, beyond aggregate labour market statistics, reveals a far
more complex story, which suggests both positive and negative trends. Disaggregating total
employment by location, gender and sectoral trends shows that, despite the overall stagnation of
aggregate employment, jobs were being created. In fact, much of the slow growth in employment can
be attributed to the withdrawal of workers (mostly the self-employed) from agriculture, especially
women. During the 2000s, male employment grew by 1.9 per cent per annum from 1999-2000 to
2011-12, while female employment increased by only 0.3 per cent on an annual basis. Urban areas
accounted for 57.2 per cent of the growth in employment, though just over 30 per cent of the

population live in urban areas (as per the 2011 Population Census).

Analysing the Indian labour market poses inherent challenges given the country’s size and diversity:
in a large country, such as India, jobs are continually being created and destroyed. Moreover,
employment in India is often temporary, seasonal or ad-hoc. Half of workers are self-employed, while

the majority of casual workers do not have a clearly defined employment relationship. In such a

2 Contact: Sher Singh Verick, Deputy Director, ILO Decent Work Team for South Asia, New Delhi,
verick@ilo.org. The views of the author do not necessarily represent those of the International Labour
Organization (ILO).

3 IMF World Economic Outlook October 2017,
https://www.imf.org/external/pubs/ft/weo/2017/02/weodata/index.aspx
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context, aggregate figures can be misleading and, at times, outright puzzling. For this reason,
economic and employment trends are routinely questioned, while hardened positions can be formed

on the basis of an aggregate analysis that masks more nuanced developments in the labour market.

As argued in this paper, rather than focusing on quantitative numbers based on net changes in total
employment or the labour force, it is more insightful to take a more disaggregated view of India’s
labour market, which yields a better picture of the quality of employment in India. Three key
dimensions are important: 1) low and declining female labour force participation; 2) informality; and

3) sectoral nature of employment trends.

Firstly, one of the biggest puzzles to emerge during the 2000s was the fall in female labour force
participation in India, which was most pronounced in rural areas due to the withdrawal of women
from agriculture. At less than 30 per cent, India has one of lowest levels of female labour force
participation in the world, which is the result of a complex set of demand and supply-side factors,
including social norms and the lack of appropriate job opportunities in the vicinity of where women
live. The long-term challenge in India, like much of South Asia, is to increase opportunities for women

to work outside the home in decent and productive employment.

Secondly, the majority of workers in India are informal due to the nature of the workplace and the
employment conditions provided by employers. Behind the apparent persistence of informality in the
Indian labour market, there are actually two underlying, but diverging, trends. Firstly, the share of
workers in the unorganized sector (enterprises with fewer than 10 workers, including own-account
workers) fell from 86.3 per cent in 2004-05 to 84.3 per cent in 2009-10, and further to 82.2 per cent
in 2011-12. At the same time, the share of informal workers in the organized sector (i.e. workers
without access to social security in larger enterprises) increased significantly through the greater
utilization of contract and other forms of casual labour. Due to these two countervailing trends, the

percentage of workers in informal employment in India has stayed stagnant at around 92 per cent.

Finally, linked to these employment issues is the sectoral pattern of employment growth in India. In
particular, there has been widespread academic and policy discourse on the apparent failure of India’s
manufacturing sector to be the driver of economic growth and job creation. The share of
manufacturing in total employment has stood around just 12 per cent in India, while it has accounted

for a slightly higher share of GDP. The expectation that this sector can absorb more workers is



challenged by the increasing capital and skill-intensity of manufacturing, which will be further

impacted by technological change.

These three characteristics of the labour market will shape the future of work in India, which, due to
having the largest youth population in the world, will also be a major determinant of the future of
work globally. In this respect, the nature of work in India in the coming decades will depend on
whether and how women work, whether more formal jobs are created and which sector will be the
main generator of jobs for youth. If the world is to achieve the targets under Goal 8 of the Sustainable
Development Goals by 2030 it will depend on India’s success in creating more inclusive growth and

decent work, overcoming the challenges inherent in these three employment dimensions.

Around the world, many commentators are expressing their concerns of job losses resulting from
technological change associated with automation through robotics and artificial intelligence. This
“automation angst” may be a real challenge in advanced economies. However, empirical evidence
confirms that, while technology is being adopted faster and faster in developing countries (a decrease
in the adoption lag), new technologies are used less intensely in poorer economies. Thus, rather than
expecting rapid change in a developing country like India, the risk is that segments of the labour
market will miss out on accessing more productive technologies. Therefore, the larger challenge is
inequality driven by the slow pace of technology diffusion in developing countries and its implications

for labour demand by skill level (and hence, wages).

Though this paper doesn’t delve into the relationship between technology and employment, it does
focus on the implications of current labour market trends in India for the future of work, which will be
further impacted by technological change. What will happen to women in the Indian workforce,
particularly those in rural areas? Will workers be able to make the transition to formal employment?
Will the manufacturing sector create employment for large numbers of workers, including the

unskilled?

The remainder of this paper takes on the task of analysing the answers to these questions and
highlighting a number of key dimensions of the Indian labour market. Section 2 explores the macro
trends in employment, addressing the claim of “jobless” growth, while sections 3 to 5 analyse in depth
three defining dimensions of the Indian labour market: the low and declining level of female labour

force participation; the persistence of informality; and the apparent failure of manufacturing to absorb



more jobs. Section 6 concludes and summarizes the implications of the issues explored in this paper

for the future of work in India.

2. Did India experience jobless growth in the 2000s?

The acceleration in India’s growth rate in the 1990s and 2000s is well-known; however, a major
challenge for India has been sustaining a growth rate above 8 percent, which China managed over
many decades (Figure 1). A rebound in the economy in India over 2014 and 2015 was short lived with
the growth rate in 2016 declining to 7.1 per cent. This deceleration has been attributed to the
slowdown in fixed investment, which is being constrained by the high proportion of non-performing
assets held by banks and the poor state of corporate balances sheets (Government of India, 2017).
From 2004 to 2014, the ratio of gross fixed capital formation to GDP in India averaged at around 33
percent. But, by 2016, the GFCF had declined to 27.1 per cent, which is now lower than the ratio in
Bangladesh and Sri Lanka.* In recent times, both Bangladesh and Sri Lanka have been able to
accelerate growth rates beyond 6 per cent and, in a number of years, over 8 per cent in the case of Sri

Lanka (however, Sri Lanka has also suffered from more volatile growth).

Figure 1: Growth over the last 25 years in India, China, Bangladesh and Sri Lanka
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Source: World Development Indicators, accessed on 19 August 2017.

To better understand the claim of jobless growth in the 2000s, we turn to the empirical (accounting)

relationship between employment and economic growth, which can be stated as the following:

4 Source: World Development Indicators, access on 19 August 2017.
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N EPN
where Y is GDP, N is the population, E is total employment and P is the working age population. Hence,
Y/N = GDP per capita, Y/E = output per worker (i.e. labour productivity), E/P = employment-population
ratio, and P/N = share of the working-age population in the total population. Using Shapley
decompositions, per capita GDP growth can, therefore, be decomposed into growth associated with

changes in: 1) output per worker; 2) employment rate; and 3) the size of the working age population.®

Based on this decomposition, per capita GDP growth between 2004-05 and 2009-10 was
overwhelmingly associated with a growth in labour productivity (accounting for 116.3 per cent of
growth in per capita output) (Figure 2). The fall in the employment rate made a negative contribution
to the change in value added per capita growth (-29.7 per cent)®, while growth due to the increase in
the working-age population represented just 13.5 per cent. This is the prima facie evidence of jobless
growth that has been widely referred to in academic and policy debates; though, as argued in this

paper, this view is misleading.

Figure 2: Decomposing growth in India, 2005-2010 versus 2010-12
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Source: Data was sourced from the Central Statistical Office, Ministry of Statistics and Programme Implementation (gross
domestic product, constant prices) and the National Statistical Survey Office (employment).

Notes: The decomposition was undertaken using the World Bank JoGG Decomposition Tool.

5 See http://go.worldbank.org/E5PB0575Z0 for the World Bank’s JoGG Decomposition Tool
6 According to the National Sample Survey data, the employment-to-population ratio in India decreased from
57.7 per cent in 2004-05 to 52.9 per cent in 2009-10 (and further to 51.5 per cent in 2011-12).
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Growth in per capita GDP in the period 2009-10 to 2011-12 was still largely associated with an increase
in labour productivity. However, in contrast to the period 2004-05 to 2009-10, the National Sample
Survey (NSS) data (68th Round) revealed that employment grew strongly over the subsequent two-
year period from 459 million in 2009-10 to 472.9 million in 2011-12. Thus, compared to the increase
of just 1.1 million over a five-year period, employment rose, in net terms, by almost 13 million in just
two years. Again, taking a simplistic view of the relationship between growth and employment, there
is clearly a shift in the contribution of the change in the employment rate to the growth in per capita
value added, which is now positive (Figure 2). Nonetheless, the contribution of the growth in labour
productivity over 2009-10 to 2011-12 is still much larger (79.9 per cent versus 13.8 per cent), while
the contribution of the change in the working-age population has fallen to 6.3 per cent. It appears that
this growth in productivity has benefited workers in terms of wages, at least on average. From 2004-
05 to 2011-12, the wages of regular workers grew by 3.98 per cent per annum, while it grew by 6.15

per cent for casual workers.

In large developing countries, true “jobless growth” is unlikely, apart from economies relying on the
extractive sector for growth. In order to grow fast, it is essential that inputs are used more productively
than before; it is not possible to grow at 10 per cent (for a sustained period) by simply increasing the
number of workers employed by 10 per cent. Such a situation, only possible in a planned economy,
would imply that productivity is not rising and, therefore, there would be insufficient gains in living
standards. In contrast, an economy growing at 10 per cent due to 10 per cent growth in labour
productivity implies that unemployment/joblessness would be increasing (if the labour force was

rising).

In a large, diverse country like India, jobs are being created and destroyed on a continuous basis; on
the other hand, most workers are not employed in a job but are self-employed (around 51 per cent of
all workers), while employment in India is often temporary or seasonal. The more important issue is

where jobs are created and who is accessing them, particularly the better quality jobs.

In this context, trends from the 2000s show that employment grew in urban areas, while it declined
in rural areas, especially among women. Countervailing shifts are also evident in the sectoral trends:
the share of agricultural employment has declined to 48.5 per cent in 2011-12, the first time it had
dropped below 50 per cent. At the same time, the share of workers grew fastest in construction, which
rose from just 4.3 per cent in 1999-00 to 10.6 per cent in 2011-12. The share of workers in

manufacturing, which is addressed in more detail below, increased only marginally from 11.7 per cent



in 1999-00 to 12.6 per centin 2011-12. A third trend that is misleading because of different underlying
trends is the apparent persistence in informal employment. Despite this perception, the share of
workers in the unorganized sector has been consistently falling during this period, while the share of

informal workers in the organized sector has risen.

These three illustrations reveal how important it is, in the Indian context, to look beyond changes in
aggregate employment, which is simply misleading. The next sections delve deeper into a better

understanding of these critical labour market dimensions.

What does this bode for the future of work? The relationship between growth and employment in the
future will depend on a number of factors such as demographics, sectoral trends and labour force
participation. The impact of demographics on India’s economic growth (the P/N component) will
remain positive for some decades to come: the share of the working-age population (aged 15 to 64)

will continue to rise until it reaches a maximum of 52.9 per cent in 2040.”

According to ILO projections, the labour force in India will grow by approximately 9 million per year
over the next five years.2 However, it should be noted that the labour force growth will decline over
time, in line with the decline in the population growth rate. In this context, much is said about the
inflow of young people into the labour force. At the same time, if Indian women are working in greater
numbers, an issue explored in greater detail below, the employment-population ratio would rise (the

E/P component), pushing up economic growth permanently.

Between 2007 and 2013, labour productivity (the Y/E component) grew in India on average by an
unprecedented 7.3 per cent per annum. However, it declined over recent years to 4.8 per cent in
2016.° Future growth rates of labour productivity will depend on changes in investment, technology

and human capital, which, in turn, will impact the living standards of workers in the coming decades.

7 Source: UN World Population Prospects, the 2015 Revision, https://esa.un.org/unpd/wpp/

8 Source: ILO’s ILOSTAT database, www.ilo.org/ilostat

9 Source: The Conference Board Total Economy Database™ (Adjusted version), November 2016,
https://www.conference-

board.org/retrievefile.cfm?filename=TED SummaryTablesCharts nov2016.pdf&type=subsite
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3. Low and declining female labour force participation

The decline in the female labour force participation rate in India has been one of the more puzzling
trends for policymakers and academics a like (Figure 3). Most surprising was the decline in the 2000s,
which was a period of strong economic growth, as noted above. Based on the current weekly status
definition, the labour force participation rate for women aged 15 and above in India decline from 37.3
per cent in 2004-05 to 27.2 per cent in 2011-12. A similar 10-percentage point decline is evident using
the usual status.® On the basis of data from the Labour Bureau, the rate fell further from 2013-14 to

2015-16 (usual status definition).

Figure 3: Falling labour force participation rate among Indian women, (per cent) (current weekly

status and usual status, 15 years+)
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Source: National Sample Survey, Employment and Unemployment Survey, various rounds, and Labour Bureau’s data for
2013-14 and 2015-16 (usual status only).

Note: The current weekly activity status of a person is the activity status obtaining for a person during a reference period of
7 days preceding the date of survey. According to the usual status, workers are those who perform some work activity either
in the principal status or in the subsidiary status. Thus, a person who is not a worker in the usual principal status is considered
as worker according to the usual status, if the person pursues some subsidiary economic activity for 30 days or more during

365 days preceding the date of survey.

The unexpected decline in the labour force participation rates of women in India have been largely
driven by the withdrawal of women from rural employment, while rates in urban areas of the country
have been largely stagnant over many decades. From 2004—05 to 2009-10, the number of women

workers dropped by 21.3 million, of which 19.5 million were in rural areas. At the same time, the

10 see definition in notes for Figure 3.



number of men working increased by 22.4 million. One trend cancelling out the other resulted in the

so-called “jobless” growth, as highlighted above.

In recent years, there is considerable debate and research on the phenomenon of declining female
labour force participation. Most of the studies (see Dasgupta and Verick (2016) for an overview) focus
on four explanations for the decline: firstly, increased enrolment in secondary schooling; secondly,
rising household incomes, which pulled women out of the drudgery of agricultural labour; thirdly, mis-
measurement of women’s participation in the labour force; and finally, the lack of employment
opportunities for women in the non-farm sector. The last dimension receives the most emphasis in
Dasgupta and Verick (2016) and other recent studies such as Chatterjee et al. (2015). Based on primary
surveys, there is also some preliminary evidence that the mechanization of agriculture has contributed

to the decline in demand for agricultural labour.

In terms of educational enrolment, there are two effects: firstly, higher educational attainment will
automatically translate to a smaller labour force (since education is classified as out-of-the-labour
force); and secondly, the level of education (and skills) is both a key driver of labour force participation
for women who have exited full-time education and a determinant of the quality of employment
women will be able to access. In the case of the first effect, increased enrolment in education meant
that more young women were staying out of the labour force. From 2005 to 2013, the gross enrolment
ratio in secondary school in India increased from 48.7 to 69.2 per cent for girls.*! The ratio increased
at a slower rate for boys, from 59.2 to 68.6 per cent. Consequently, the ratio for girls now exceeds
that for boys. The gross enrolment ratio in tertiary education for women has grown strongly from just
8.8 per cent in 2005 to 23.1 per cent in 2013. During the same period, the gross tertiary enrolment
ratio for men rose from 12.5 to 24.6 per cent. However, the increase in educational enrolment rates
does not explain why the labour force participation rate of prime-age women also fell during the

2000s.

Another argument is that women’s work is underreported: women are engaged in certain activities
but these are not correctly captured as being economically active. However, Kapsos et al. (2014) and
other studies have shown that this explanation cannot explain the bulk of the fall in women’s
participation in the Indian context. Mis-measurement is more likely to take place in the context of

work in the household; that is, whether a women is classified as being primarily engaged in domestic

11 Source: UNESCO Institute of Statistics (UIS) country profiles,
http://www.uis.unesco.org/DataCentre/Pages/country-profile.aspx?regioncode=40535&code=IND
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duties (NSS codes 92 or 93) or as self-employed, including unpaid family labour. Thus, underreporting
is likely to happen in the context of home-based work, but not because women are “hidden” in wage

and salaried employment outside the home in offices and factories.

The third driver of falling participation in India considered in the literature is rising household incomes.
The hypothesis here is that, since spousal income has increased (e.g. as a result of the construction
boom), poor women, particularly those in rural areas, have withdrawn from the drudgery of
agricultural labour and menial jobs. Evidence from the NSS survey rounds does reveal that the

participation rates of women in poor, rural households have decreased the fastest during the 2000s.

Clearly, there a many forces at play in the Indian context, especially in rural areas. These forces interact
to determine final labour market outcomes. A crucial dimension is the demand-side of the labour
market: if jobs are not being created in locations and sectors, which women can access, increased
employability and changed social norms will not impact labour market outcomes for women.
Dasgupta and Verick (2016), Chatterjee et al. (2015) and others highlight this aspect as a critical

dimension.

A related issue to job availability is whether the decision of women to be engaged in domestic duties
is entirely voluntary. The data from the National Sample Survey tells us that in 2011-12, 34 per cent
of women engaged in domestic duties in rural areas and about 28 per cent in urban areas reported
their willingness to accept work if the work was made available at their household premises. Tailoring
was the most preferred work in both rural and urban areas. Among the women who were willing to
accept work at their household premises, about 95 per cent in both rural and urban areas preferred
work on a regular basis. About 74 per cent in rural areas and about 70 per cent in urban areas preferred
“part-time” work on a regular basis, while 21 per cent in rural areas and 25 per cent in urban areas
wanted regular “full-time” work. Part-time work in India is relatively uncommon and not readily

available for women in both urban and rural areas (Sudarshan, 2014).

Recent trends in the mechanization of agriculture and its impact on women’s employment is far less
researched. Mechanization has taken place rapidly in India since the start of the Green Revolution,
though its pace has varied across the country. The agricultural sector in India has a higher density of
four-wheel tractors than other similar countries; as a result, India is also one of the largest

manufacturers of tractors in the world (Sarkar, 2013). The sale of tractors in the domestic market

11



increased from 2003-4 to 2009-10 at a compound annual rate of growth of 10.5 per cent.?? The
challenge remains to link this growth in mechanization and commercialization of agriculture (not only
of tractors, but also harvesters and the use of chemical pesticides and herbicides) and its impact on

women’s employment in agriculture. This remains an area for further research.

Looking across the region shows how puzzling the trend in female labour force participation in India
appears compared to other countries (Figure 4). Apart from Nepal and the Maldives, Bangladesh now
has the highest rate in the region (Dasgupta and Verick, 2016). The economy of Bangladesh has
witnessed an acceleration of economic growth since the early 1990s, with the average annual GDP
growth exceeding 6 per cent since 2004. The incidence of absolute poverty declined from 59 per cent
in 1991-92 to 31.5 per cent in 2010 (Rahman and Islam, 2013). From 1996 to 2010, female
employment in Bangladesh expanded strongly, which has been driven by rapid growth of the ready-
made garment sector (the majority of workers are women) and increased participation in poultry and
livestock and a variety of rural non-farm activities, mainly on account of the spread of microcredit.
The performance on the employment front has been less impressive in the sense that large
proportions of the employed labour force remain in vulnerable employment, and are still found in
sectors and activities which are characterized by low productivity and returns (Rahman et al., 2011).
In Bangladesh, women’s informal employment as a percentage of their non-agricultural employment

is as high as 91.3 per cent.

Figure 4: Trends in female labour force participation across South Asia, 1999-00 to 2013-14
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Source: National labour force surveys; author’s calculations.
Notes: Age group: Bangladesh, India — 15+; Pakistan — 15+, for 10+ since 2012-13; Sri Lanka — 10+, 15+ since 2005-06,

excluding North and Eastern provinces.

Even more puzzling than India is Sri Lanka: labour force participation rates of women have remained
relatively stagnant over a long period stand at around 35 per cent, in contrast to the male participation
rate of 75 per cent (Gunatilaka, 2013). These low rates are surprising given the level of human
development, which is the highest in the region, and better rates of economic growth in recent years.
However, finding employment is difficult even for those women who want to work because job
opportunities for women are scarce and are limited to only a few sectors, whereas males have a wider
range to choose from. Women are over-represented in agriculture and export manufacturing
(Gunatilaka, 2013). Rapidly growing sectors such as construction, trade and transport are largely male
dominated. Social attitudes and issues of personal safety, transport and housing appear to be
constraining women from taking up certain types of jobs. Secondly, large gender wage gaps act as a

disincentive for women to participate.

Figure 5: Female labour force participation rates across selected states in India, 1993-94 versus

2011-12
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Notes: Figures are for 15+ age group using the current weekly status definition.

Given India’s economic and social diversity, it is not surprising that female labour force participation
rates vary considerably across the country, with higher rates in some of the southern and mountainous

states. However, even within regions in the country, participation rates of women vary. In 1993-94,
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the female labour force participation rate ranged from less than 20 per cent in Tripura and Bihar to
over 50 per cent in Andhra Pradesh and Himachal Pradesh. Despite the variance in participations rates
in the early 1990s, nearly all states in India experience a decline over the subsequent decades — in
many cases, the female labour force participation rates fell by more than 10 percentage points. Two
exceptions are hilly states, Tripura and Sikkim, where participation rates increased, most notably in

the case of Sikkim (an increase of 25 percentage points).

It is often argued that the decline in female labour force participation in India is part of the “normal”
development process. This view is linked to the notion of a U-shaped relationship between female
labour force participation and economic development. A large number of empirical studies based on
the historical experiences of developed countries and other multiple country studies (including
Boserup (1970) and Goldin (1990) and others; see, Dasgupta and Verick (2016) for more details)
document this much-discussed phenomenon. This hypothesis proposes that female labour force
participation first declines during the initial stages of economic development and then increases later
as the country develops further. This relationship is argued to be the result of a combination of factors
such as sectoral shifts in the economy, urbanization and socio-economic transformation, for example,
changes in education and fertility, and income and substitution effects. There is, indeed, (weak)
evidence of a U-shaped relationship in a cross-sectional mapping of global data (ILO estimates for

countries without data) (Figure 6).

Figure 6: Is there a U-shaped relationship between economic development and female labour force

participation?
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As indicated in Figure 6, both India and Turkey are located well below the fitted line, while Brazil and
China are found above. Despite this apparent non-linear correlation between per capita GDP and the
FLFPR, empirical findings based on panel data have questioned the validity of the U-shaped hypothesis
(see, for example, Gaddis and Klasen (2014)). Moreover, rising levels of female labour force
participation at higher income levels are driven by Europe and few other advanced economies. If Asia
is taken as a separate region, there is no evidence of a U-shaped relationship; rather, countries are
most likely to coverage at a level, which still represents a considerable gender gap even at the highest
income levels (such as witnessed in Korea and Japan). As argued in Dasgupta and Verick (2016), a U-
shaped relationship is not borne out by the data and should not be assumed as a standard process of

development.

What are the likely projections for female labour force participation in India? Labour force projections
by the ILO indicate that the female labour force will grow by just 35.5 million from 2016 to 2030,
compared to an increase of 86.6 million for men over the same period.®® As a results of this trend, the
female labour force participation rate is projected to rise from 26.9 per cent in 2016 (estimate) to 28.3
per cent in 2030. This reveals that, unless policy causes a structural break in this trend, which leads to
higher female labour participation, overall labour force participation rates and, hence, India’s

economic growth potential, will remain below par.

4. Persistence in informality masks different trends in segments of the labour market

Informality is one of the defining features of the Indian labour market, but it is far from homogenous.
There are different aspects of informality depending on whether you look at the place of work (linked
to the definition of the informal sector) or the nature of employment (which leads you to the broader
definition of informal employment). The discourse on informality in India portrays the labour market
has being segmented by a binary definition of the unorganized sector — an enterprise is unorganized
if it has less than 10 workers (which stems from the definition embedded in the Factories Act, 1948).
However, the labour market is far more complex and segmentation is found along many different

dimensions (Papola, 2013).

In 2011-12, informal employment, which includes both workers in the informal sector and informal

workers in the formal sector, represented approximately 92 per cent of all employment. Looking at

13 See ILO’s ILOSTAT database, www.ilo.org/ilostat
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differences between the sectoral and employment definitions of informality reveal two diverging
trends behind the aggregate figure of 92 per cent informal employment. Firstly, the share of workers
in the unorganized sector fell from 86.3 per cent in 2004-05 to 84.7 per cent in 2009-10, and further
to 82.7 per cent in 2011-12 (Table 1a). From 2009-10 to 2011-12, organized sector employment

increased from 70.3 to 81.6 million.

Table 1a: Workers in the organized/unorganized sectors, 2009-10 and 2011-12

Unorganized Organized sector Total
Organized sector | sector employment Unorganized  sector | employment
employment (%) employment (%) (millions) employment (millions) | (millions)
2009-10 15.3 84.7 70.3 388.7 459
2011-12 17.3 82.7 81.6 391.3 472.9

Table 1b: Workers in the formal/informal employment, 2009-10 and 2011-12

Total
Formal Informal Formal employment | Informal employment | employment
employment (%) employment (%) (millions) (millions) (millions)
2009-10 7.9 92.1 36.2 422.8 459
2011-12 8.0 92.0 37.5 435.4 472.9

Source: National Sample Survey Employment and Unemployment Survey, 66t and 68t rounds; author’s calculations.

However, the share of informal workers in the organized/formal sector (i.e. workers without access
to social security) has increased significantly through the greater utilization of contract and other
forms of casual labour. The share of contract labour (workers engaged through contractors and not
directly by the employer) in organized manufacturing increased from 15.6 per cent at the end of the
1990s to 34.7 per cent in 2011-12. Consequently, formal employment in the organized sector
increased by just 1.3 million, from 36.2 to 37.5 million, while informal employment in the organized

sector grew much faster, from 34.1 million in 2009-10 to 44.1 million in 2011-12 (Table 1b, Figure 7).

Most of the debates and assertions made about informality in the Indian labour market stops at the
dichotomy between unorganized and organized sector workers. However, this fails to recognize that
informality is multi-faceted and heterogeneous, depending on where the work takes place. In 2003,

the 17th International Conference of Labour Statisticians (ICLS) developed a framework and guidelines
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on measurement that provides a broader conceptualization of informality, which categorizes

informality depending on the employment status and the place of work.'

Figure 7: Trends in informal and formal sector employment in India, 2009-10 and 2011-12
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Source: National Sample Survey, Employment and Unemployment Survey, 66th and 68t Rounds; author’s calculations.

Using the ICLS 2003 framework to distribute workers by employment status and production units
shows that, in 2011-12, the largest group was own-account workers (32.3 per cent of all workers),
followed by informal employees in the informal sector (30.0 per cent) and contributing family workers
(17.9 per cent) (Table 2). Informal workers in formal sector enterprises (enterprises with more than
10 workers) represent 9.6 per cent of all workers, compared to 7.0 per cent for formal workers in such
units. These five categories account for 96.8 per cent of workers, with the other segments accounting

for marginal shares.

By disaggregating data and identifying the different segments that make up informal employment, a
more nuanced picture emerges on this dominating feature of the Indian labour market, which has

critical implications for the future of work. The most concerning trend is the rise of informal

14 See: http://www.ilo.org/global/statistics-and-databases/meetings-and-events/international-conference-of-
labour-statisticians/WCMS 087565/lang--en/index.htm?ssSourceSiteld=ifpdial In the ICLS framework, the
different categories of employment are:

e Own-account workers and employers employed in their own informal sector enterprises;

e Contributing family workers in both formal and informal sector enterprises;

e  Employees in informal jobs in formal sector enterprises, informal sector enterprises and households —
employees are considered informal if their employment relationship is not subject to labour laws,
income taxation, social protection or entitlement to employment benefits;

e Members of informal producers’ cooperatives; and

e Own-account workers engaged in the production of goods exclusively for own final use by their
household (e.g. subsistence agriculture)
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employment in the formal sector. If this trend (as highlighted above) continues, workers will continue
to be excluded from accessing social security though they work in larger enterprises. At the same time,
the majority of workers are still self-employed as own-account and contributing family workers, which
has been quite a stable feature of the Indian labour market for decades (stability is at the aggregate
level —at the individual level, there are transitions between self-employment and casual employment;
see, for example, Karan and Selvaraj (2008)). Overall, there is considerable uncertainty in India around
the emergence of more regular forms of wage and salaried employment, particularly jobs that provide

access to social security and other employment benefits.

Table 2: Where are India’s informal workers? Distribution of workers by production unit and

employment status, 2011-12 (all ages) (%)

Production units
Employment Formal sector Informal sector Total
Informality Households
status enterprises enterprises Employment
Own- account Informal 323 n.a. 323
workers

Formal

Informal
Employers

Formal
Contributing

Informal 0.1
family workers

Informal 9.6
Employees

Formal 7.0
Members of Informal
producers’
cooperatives

Note: Cells shaded in dark grey refer to jobs, which, by definition, do not exist in the type of production unit. Cells shaded in
light grey refer to formal jobs. Un-shaded cells represent various types of informal workers. n/a = data not available.

Source: Calculated from NSSO’s Employment-Unemployment Survey, 2011-12, based on the ILCS 2003 framework.

It is often said that informality in India is much higher than other countries. But how does India
compare? Comparing countries on the basis of the level of economic development (GDP per capita)
shows that India (denoted by IND) is above the fitted line and the 95% confidence level on the scatter
plot of GDP per capita (PPP-adjusted) and the share of workers in informal employment for countries
where comparable data is available (Figure 8). Sri Lanka is aligned with the trend line, while Turkey is
significantly below the trend, suggesting its level of informality is far lower than the GDP per capita

would imply.
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Figure 8: A comparison of informal employment shares and level of economic development in

selected developing countries, 2008-2010
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The dualistic nature of the labour market in developing countries and the dominance of small firms is
well documented (see, for example, Tybout (2000)). Micro enterprises typically operate in the informal
sector and are characterized by lower productivity and lower wages (ADB, 2009). For example, Hsieh
and Klenow (2009) find that in India and China, a firm in the top productivity decile can be five times

as productive as a firm in the bottom decile.

In the Indian context, much has also been said about the “missing middle”, which describes the
supposed bimodal distribution of enterprises (see, for example, Krueger (2013)), which has been
associated with the cases of India and Indonesia (ADB, 2009; Mazumdar, 2003; Mazumdar and Sarkar,
2008), along with sub-Saharan Africa (Gelb et al., 2014). Drawing on the findings presented in ADB
(2009), Hasan and Jandoc (2013) show that, in 2015, almost 85 per cent of workers in manufacturing
(or 37.5 million out of 44.6 million) were employed in enterprises with less than 50 workers. Only 10.5
per cent of workers were engaged in larger enterprises (200 or more workers). Indonesia has a similar,
though less extreme, bimodal distribution: 69.6 per cent of workers were working in micro and small
enterprises with 22.8 per cent in large firms. In contrast, figures for China show that, the share of
employment in Chinese enterprises with less than 50 workers was just 24.8 per cent, while 51.8 per

cent of workers were in large enterprises with more than 200 workers (Hasan and Jandoc, 2013).
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Many authors have sought to link this phenomenon to the labour laws, which are discussed below in
more detail. However, is there really a missing middle? According to Hsieh and Olken (2014), there is
little evidence of a missing middle in India, Indonesia or Mexico once more detailed data is used. These
markets are, indeed, dominated by small enterprises but both middle and large enterprise are missing.
Once more disaggregated bins are used in a histogram, there is no longer evidence of any
discontinuities in the distribution of firms in these countries, which could be linked to the thresholds

imposed by labour laws.

One key dimension of informalization in India today is the growing prevalence of contract labour,
which, as noted above, has grown significantly in recent years. According to the Annual Survey of
Industries, the share of contract workers in organized manufacturing in India has risen from 20.4 per
cent in 2000-01 to 34.58 per cent in 2011-12, which was a period of rapid economic growth. However,
the use of contract labour varies considerably across different segments: in 2011-12, the share of
contract workers ranged from 13.4 per cent in spinning, weaving and finishing of textiles to 65.5 per
cent in tobacco products (Hoda and Rai, 2015). Overall, contract labour is more prevalent in capital-
intensive industries. The main challenge, particularly from an industrial relations perspective, is the
disparity in wages between direct employment and contract workers. In 2011-12, contract workers
were earning a wage that represented just 70.8 per cent of that earned by directly employment
workers (Hoda and Rai, 2015). A common thesis is that the use of contract labour is linked to the

regulations: employers rely on such third-party workers to avoid the impositions of labour laws.

Due to the differences in productivity, there is an imbalance between output and employment in the
Indian economy. In manufacturing: the organized sector accounts for over 80 per cent of
manufacturing output, while the unorganized sector engages 80 per cent of employment and
represents 99 per cent of all establishments (Ghani et al., 2015). However, there is some good news:
Goldar and Sadhukhan (2015) find that, from 2004-05 to 2011-12, employment in organized
manufacturing grew by 6.97 per cent per annum, a notable acceleration in comparison to the previous
period. In contrast, employment in unorganized manufacturing increased by just 0.13 per cent. These

authors argue unorganized manufacturing is shifting away from self-employment to establishments.

Overall, informality represents one of the key challenges when considering the future of work. In
particular, a critical question is whether the manufacturing sector in India can take on the role of job
generator as witnessed in other parts of Asia in the second half of the 20" Century and in advanced

economies during the Industrial Revolution. But more jobs will not make a dent in the overwhelming
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informal nature of employment in India if these jobs do not provide an access to social security and

employment benefits such as paid leave.

5. Can Indian manufacturing be the engine of economic growth and jobs?

The classic development path has been characterized by the movement of resources and workers out
of agriculture into manufacturing (i.e. the Lewis or Kuznet’s model). However, this process of
development hasn’t been witnessed uniformly across countries. In fact, many economies, such as
those in South Asia, have not replicated the same pattern of industrialization as witnessed in East Asia
in the second half the 20th century. Industrialization in India and elsewhere in the region has failed to
propel output and employment in the manufacturing sector to the heights witnessed earlier in more
advanced economies. Moreover, the peak in the share of manufacturing in either output or
employment is being reached earlier and earlier over time. Many low and middle-income countries,
including India, are service-led, both from an economic growth and jobs perspective. This experience
has been denoted “premature deindustrialization” (Dasgupta and Singh, 2006; Rodrik, 2015),
reflecting that a decline in the share of manufacturing in output and employment should only take

place once an economy has moved into high-income status.

In this context, much has been said about India’s lack lustre industrialization process (see Verick (2016)
for a more in-depth analysis). In 1950, the share of manufacturing in gross value added (GVA) was just
10 per cent in India, while the share was only slightly higher in China at 14 per cent (Szirmai, 2012). By
1980, the share of GVA in manufacturing in China had reached 40 per cent, while in India it was just
17 per cent. Moreover, the share of manufacturing in GDP continued to fall in India in recent years,
from 16.1 per cent in 2007-08 to 14.9 per cent in 2013-14. The new GDP series, rebased to 2011-12
prices, reveals a larger share of manufacturing in gross value added. Provisional estimates for 2016-
17 indicate a GVA share for manufacturing in value added at 18.1 per cent, compared to 53.7 per cent

for services and 15.2 per cent for agriculture, forestry and fisheries.'®

Turning to employment, the manufacturing sector in India represented only 12.6 per cent of total
employment in 2011-12, which is slightly higher than the longer-term average evident from earlier
data points. However, it should be noted that, after manufacturing employment declined from 2004-

05 to 2009-10, it rose quite substantially, by 9 million from 2009-10 to 2011-12 (in net terms).

15 Source: Ministry of Statistics and Programme Implementation,
http://www.mospi.gov.in/sites/default/files/press release/PRESS NOTE PE 2016-17.pdf
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According to the World Trade Organization (2014), the highest annual growth in exports of textiles
and clothing from 2012 to 2013 were achieved in India (23 per cent). Reflecting, in part, this growth
in exports, employment in textiles and wearing apparel grew by 3.1 million from 2009-10 to 2011-12
(out of a total of 9.1 million increase). By 2011-12, the share of employed women in manufacturing
reached 13.4 per cent, up from 9.3 per cent in 1993-94. This positive development suggests a boom
in manufacturing employment, especially benefiting women, though this trend would have most likely

been derailed by the economic downturn that followed over 2012 and 2013.6

Employment in manufacturing in China has not been as impressive as imagined (though data
limitations constrain such a conclusion). According to Naudé et al. (2013), the share of workers in this
sector in China stood at 18.5 per cent in 2008. Looking back at the 20th Century, advanced countries
had far greater shares of workers in manufacturing, compared to both China and India. As reported in
Rodrik (2015), the share of workers in Korea peaked at almost 30 per cent in 1989. The share of
workers in manufacturing in the industrialized nations of Europe reached above 30 per cent in the

1960s.

In India, the transition out of agriculture has been dominated by the construction sector, which was
propelled by the urban construction boom that took off in the 2000s. Low-skilled workers in rural
areas swapped their jobs and livelihoods in agriculture for higher paid employment, but still far from
any notion of decent work, in construction. By 2011-12, the construction sector accounted for 10.6
per cent of all workers, up from just 3.1 per cent in 1993-94. Over a decade period, the numbers of
workers in construction rapidly increased by over 26 million, from 17.5 million in 1999-00 to 44.1
million in 2009-10. During the same period, the numbers of workers in manufacturing rose by just 6.6
million, from 44.1 million in 1999-00 to 50.7 million in 2009-10, while in services the number of

workers increased by 22.1 million (from 94.2 to 116.3 million).

It is striking that employment in manufacturing represents a lower share in India than all other major
South Asian economies apart from the poorest country in the region, Nepal (Figure 9). The share of
workers in manufacturing is the highest in Sri Lanka (18.2 per cent) and Bangladesh (16.4 per cent),
which have had some success in recent years in building a more vibrant manufacturing sector.
Interestingly, women have higher shares than men in Sri Lanka, Bangladesh and India. In the cases of

Bangladesh and Sri Lanka, the manufacturing employment share for women amounted to 22.1 and

16 National Sample Survey data is not available after 2011-12; Labour Bureau data is available but
methodological issues renders a statistical comparison difficult.
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25.1 per cent, respectively. Despite the low level of female labour force participation, women’s
engagement in the manufacturing sector in India (in urban areas) has increased. The share of working
women in manufacturing increased to 13.4 per cent in 2011-12. The bigger, longer-term questions is:
will women in India join the manufacturing sector in greater numbers as urbanization and

industrialization intensifies?

Figure 9: Manufacturing share in employment and output across South Asia (%), latest year available

(a) Share of manufacturing in employment (% of total employment), latest year available
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Amirapu and Subramanian (2015) argue that the issue is not whether India is deindustrializing, but the
fact that India never industrialized to begin with. However, the challenge here is that it may be
premature to assume that Indian manufacturing has peaked in terms of both its share in value added
and employment. Is there a uniqgue maximum in the development process? “Deindustrialization” is
not a term that best describes the current and future situation in India, especially if the positive
employment trend from 2009-10 to 2011-12 is taken into account. The manufacturing sector has

grown but the services sector has grown faster, resulting in an increasing share for the latter. India’s
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services sector represents the largest share of output but a relatively low share of employment. In
general, comparing shares can be misleading: even if both sectors are growing, any differential will
ensure that the shares move in opposing directions. For this reason, growth rates should also be

analysed when identifying sectoral patterns; looking at just shares can be misleading.

Such a situation is evident in the case of India presented in Figure 10. From 1992 to 2016,
manufacturing value added (constant USS) grew by around 6 times, a very similar growth trajectory
achieved in Bangladesh over this 25-year period. However, services value added followed very
different paths in the two countries: in India, services value added increased by 746 per cent from
1992 to 2016, compared to 244 per cent in Bangladesh. Due to the differentials in growth rates, the
share of manufacturing in total value added actually decreased in India from 18.1 per cent in 1992 to
16.5 per cent in 2016 (World Bank estimates), while it increased in Bangladesh from 13.9 to 17.9 per
cent. At the same time, the share of services in value added rose from 39.4 per cent in 1992 to 53.8

per cent in 2016. In Bangladesh, the services share went up from 48.1 to 56.5 per cent.

Figure 10: Growth trajectories for manufacturing and services value added in India and Bangladesh,

1992-2016 (1992=100.0)
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Notes: Growth rates in value added have been calibrated as indices equal to 100 in 1992.

Thus, India’s service sector has been the star performer and if anything, it is the outlier in comparison
to other countries. The broader challenge is the ability for the services sector to create jobs. From
1999-00 to 2009-10, the employment in the services sector increased from 94.20 to 116.34 million. By
2011-12, the services sector accounted for just 26.8 per cent of employment, despite being the key
driver of economic growth, accounting for more than half of economic output. Thus, the Indian

economy is service led but this sector hasn’t created the most jobs, which has been left to the
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construction sector, while manufacturing in India has been relatively capital (and skill) intensive
(Hasan et al. (2013), Kochhar et al. (2006), Sen and Das (2014)). As computerization and automation
increasingly impacts production choices, the labour intensity of manufacturing in middle-income
countries, such as India, is likely to further decrease, along with an increased demand for semi and

skilled workers.

India’s labour laws have often been blamed for the lack lustre performance of the manufacturing
sector. Labour laws in India are notoriously complex: the 44 central laws and myriad of state laws date
back, in some cases, to the colonial period. The approach was, therefore, highly influenced by a statist
model of regulating the labour market and industrial relations. Indian labour law maintained this
command-and-control approach to regulation rather than promoting collective bargaining and
agreements without excessive state intervention (Deakin et al., 2014). The laws were highly
prescriptive, outlining specific duties and provisions. Well-known examples include the provisions of
the Factories Act, 1948, which require enterprises to have a spittoon and have a pail of sand in case
of a fire. Howeuver, it is the Industrial Disputes Act 1947 that has received most of the attention and
the blame. In particular, the provisions of the IDA that require an enterprise with more than 100
workers to seek approval for the dismissal of even one worker (Chapter Vb) is deemed as the main

hindrance to job creation.

The threshold for the applicability of this provision of the IDA has been viewed as the main factor
behind India’s “missing middle”. That is, enterprises are reluctant to grow beyond the threshold of 99
workers or they resort to other strategies, such as splitting up the enterprise and utilizing contract
labour, to avoid the impact of the requirement to seek permission. In the case of Indian labour law,
thresholds determine coverage and applicability of regulations. Such thresholds are also evident in
the region (e.g. Termination of Employed Workers Act in Sri Lanka) and in high-income countries (e.g.

dismissals laws in Germany and Italy).

Most empirical studies have utilized the amendments to the IDA to identify the impact of the law on
employment and other outcomes. The IDA was amended in 1976 so that layoff, retrenchment and
closure was deemed illegal except with the previous permission of the appropriate government for all
firms with more than 300 workers. This coverage was subsequently extended in 1982 to all firms with
more than 100 employees. Most of the empirical literature investigating the impact of this dismissal
legislation has used these amendments and state variation in the application of the law. Given the

concurrent status of labour laws, Indian states and union territories have the constitutional right to
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amend laws or enact their own so long as that they do not contradict laws enacted by the central
government (known as “repugnancy” in the language of the Constitution of India) and receive the

assent of the President of India as required by the Constitution.

Empirical studies have utilized these amendments to identify the impact of the IDA. Fallon and Lucas
(1993) find that the 1976 amendment to the IDA, which increased the procedures for layoffs and
retrenchments, resulted in a decline in formal employment in manufacturing. Besley and Burgess
(2004), which coded states on the basis of changes in the legislation, identified states as either “pro-
employer” or “pro-worker”. Using this state variation, the authors estimate a negative impact of the
IDA on output and employment, especially in the organized manufacturing sector. But the coding of
states was criticized by Bhattacharjea (2006). However, after correcting for the coding errors pointed
out by Bhattacharjea (2006), Ahsan and Pages (2009) still identify the same adverse effects of the
legislation on organized sector employment and output, particularly in labour-intensive industries

(e.g. textiles).

Dougherty et al. (2013) takes a much more comprehensive approach based on establishment-level
data and a country-specific labour regulation index constructed by the OECD, which covers
amendments to seven areas of the employment protection legislation (including not only the ID Act
but also the Factories Act, Shops Act, Contract Labour Act, etc.). This study finds tha