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Abstract

The debate around labour market flexibility has received a lot of
attention in recent years. It is argued that rigidity in the labour market
affects economic growth and, perhaps, is the reason for unemployment.
It is argued that inflexibility pervading Indian manufacturing is due to
strict labour laws, which affects the growth of firms and, thus, obstructs
the prospects of overall growth of the Indian economy. Taking cues from
this view, bringing more flexibility to the labour market may generate two
results: more jobs and significantly higher economic growth. On the
other hand, another set of views doubt the veracity of pro-flexibility
argument, finding little evidence to substantiate the claim that labour
protection leads to unemployment. According to criticisms against pro-
flexibility view, labour market flexibility has no significant effect on
output and employment creation but, instead, results in redistribution of
income in favour of capitalist class. Moreover, critics point out that
contract labour and casualisation of work have become ways in which
employment is created in India, leading to redistribution of income from
workers to employers. Further, trends indicate that there is a steady
decline in organised sector regular employment while informal workforce
in organised sector is on increase, clearly pointing to the phenomenon of
informalisation of organised sector. Interestingly, across almost all
Indian states there is an increase in employment through contractual
arrangements in Indian factory sector, indicating increased flexibility in
the Indian labour market. In this backdrop of debate, this paper views
that the need for reforms to have more flexibility in Indian labour market
is short of a rigorous factual base. It appears that Indian labour market
is already rendered flexible due to core phenomena such as presence of
vast informal sector, continued informalisation of formal sector and lack
of strict impositions of labour laws.
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1. Introduction

The debate about labour market flexibility has received tremendous
attention in recent years. The view which supports more flexibility in
labour market is shared by prominent policy circles, scholars with a
penchant for neo-liberalism and select entrepreneurs. The crux of this
view is to remove restrictions on labour market placed by different laws
for making Indian labour market more flexible. It is argued that lack of
flexibility in the labour market impairs economic growth and employment
creation. As showed by received views in neo-classical economics, flexible
labour market is an essential component, which contributes to the
attainment of a steady state such as full employment. Supporters of this
view argue that Indian labour market is rendered inflexible due to
protective labour laws, which impair growth of firms, thus, obstructing
the prospects of overall growth of the Indian economy. Further, it is
pointed out that rigidity in labour market leads to unemployment. It is
also argued that inflexibility in labour market creates a dualism in the
labour market and inefficiencies. On the other hand, as argued by
flexibility supporters, flexibilizing the labour market would lead to growth
in employment and bring in more efficient production systems in place.
The critics of this view, however, argue that labour flexibility is a tool for
reducing costs, often sacrificing essential labour rights and decent work
practices. Given such flexibility’, firms tend to adopt popular strategies
such as outsourcing relatively peripheral work to contractors, converting
formal work into informal work by deploying more temporary workers
and s on. An obvious result of these strategies is increase in informal
employment, resulting in a pool of workers without rights like social
security and participation in social dialogue. Thus, it is argued that

policies of labour market flexibility will further increase informality and



ATLMRI Discussion Paper Series Discussion Paper No 10

end up hurting the labour segment. Against this background, we assess

emerging dynamics in Indian labour market.

The paper is organised in six sections. The second section of the paper
includes a brief review of arguments that brought labour market
flexibility to the centre of policy discourse. In the third section, based on
cues from the literature covering multi country contexts, we provide an
overview of policies and effects that emanate from labour market
flexibility. We also review important policy initiatives in recent years that
have impacted the Indian labour market. In the fourth section, we
analyse the structure of Indian labour market in terms of employment
status and types of employment prevailing in India. The analysis is based
on the NSSO data by comparing NSSO rounds of 1999-2000 and 2004-
2005 to discern the trends in employment. In the fifth section, using data
sourced from the literature, we examine the extent of flexible employment

in Indian industries. The sixth section concludes the paper.

2. Understanding Labour Market Flexibility

This section deals with understanding the polemics of labour market
flexibility debates. We make an attempt to understand the historical
lineage of labour market flexibility policies and the way it is articulated.
The purpose is to trace the arguments and economic rationale that is
being put forward in support of labour market flexibility. However,
before we begin to review the genesis of arguments in favour of flexibility,
it would be useful to understand how flexibility is practiced at the level of
firm and the form of flexibility that are employed in labour markets.
Table 1 gives a brief summary of different kinds of flexibility being

practiced at firm's level.
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Table 1: Types of Labour Market Flexibility Practiced at the Firm

Type of Flexibility

Intended Processes and effects

Numerical Flexibility

Adjustments in the number of workers tied to
changes in market demand and technological
innovations. Result in shedding of workers whose
skills have become obsolete and hiring of workers
through contractual or temporary arrangements so
that this workforce can be laid of easily when
situation demands.

Functional Flexibility

Reorganisation of workforce by a firm at varying
levels due to technological changes. Job rotation,
multi-skilling, retraining and internal mobility are
adopted to achieve functional flexibility. Reduces
labour cost and helps the firm to carry out tasks
with existing workers. Results in no incentive to
firms to have additional hiring of workers

Wage flexibility

Adjusting of wages according to changing cost
competitiveness and product demand in the
market. Regulations such as minimum wages are
seen as the hindrance to this form of flexibility.
Here the labour would be given free hand in
setting wages and the labour unions and
organisations will have no power to direct wage
setting. This form of flexibility will help in
adjustment needed in market clearance in the
labour market

Working time (or temporal) flexibility

Adjustment and utilisation of labour hours
(working time) according to seasonal variations in
the product demand. Helps the firm to adopt
practices of overtime work, part time work, shift-
work and weekly or annual arrangement of work
without making changes in the number of persons
employed in a firm.

Source: Sen and Dasgupta (2009), pp. 17-18

As given in Table 1, forms of flexibility practiced at the firm level give

freedom to employer to adjust the workers to the changes in market

demand. Time, wage and functions are the variables which form the base

for deploying workers either in and out of the firm or across different

functions within the firm. It appears that these forms of flexibility are the

strategic choices for the firm to manage the existing workforce through

adjustment of work time and multi skilling of existing workforce. Apart

from the above mentioned forms of flexibility in Table 1, firms also

practice spatial or geographical flexibility, by substituting homogeneous
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working class of semi-skilled workers by socially different and
geographically dispersed working class. Against this backdrop, what
emerge are smaller workplace, weaker unions and wages being tied to

business cycles (Reddy, 2009).

Genesis of labour market flexibility
The genesis of the arguments of labour market flexibility can be traced to

1960's Organization for Economic Co-operation and Development
(OECD) policy. The policy supported member countries to have labour
market policies that would help the member countries to adapt to
economic changes (Brodsky, 1994). A process of linking the labour
market to the economic changes which a firm faces was initiated.
However, the economic fluctuations in late 1970s made the policy
makers to have more affordable and workable solutions that would help
the economy to maintain the existing levels of employment. Hence, most
of the countries subscribed to short term programmes such as partial
unemployment benefits, subsidies to employers and more focus on
public sector job market (Brodsky, 1994). The mid 1970s and the first
half of 1980s witnessed an increasing unemployment rate in OECD
nations in Europe. Among the major reasons found for this phenomenon,
three important reasons were related to the labour market inflexibility.
These were: high unemployment compensation payments relative to
wages, causal relationship between duration of unemployment and
finding a job, and, inefficient functioning of the labour market. On the
contrary, during the same period (1974-84), United States (US) economy
created 18 million jobs. Hence, US economy became the bench mark for
the policies of labour market flexibility (Brodsky, 1994). The major
strategies followed by US were removal of disincentives to work, and
helping employees to relocate to find employment. It is important to note
that US had realised that the measures such as "overly-generous

unemployment compensations and welfare payments; high marginal tax
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rates; high non-wage labour costs for employers; government
determination of wages; were inhibiting the market from working
efficiently” (Brodsky, 1994, p.55). A job study by OECD (1994) supported
labour market flexibility as a reform measure to overcome the problems
of unemployment in Europe. Further, the OECD report noted that the
policy recommendations are applicable to most countries since most
countries face stiff budgetary constraints and the recommendations are
aimed at enhancing abilities to adjust and adapt and increase countries’
capacity to innovate and be creative. The report in a way brought under
its fold all developing countries to follow its recommendations. The study
held rigidity in the labour market responsible for unemployment in
Europe. To address this, the policy prescriptions of the OECD study were
aimed at increasing flexibility of working time, making wage and labour
costs more flexible, reforming the employment security provisions that
inhibit the expansion of employment in the private sector and reforming
of unemployment and related benefit systems. In its recommendations
flowing form the policies indicated above, the OECD study recommended
increasing short-term and lifetime flexibility of working time, reducing or
removing non-neutral financial incentives for early retirement, realigning
policies and programmes for older workers to provide them with more
opportunities for participation in working life rather than incentives to
withdraw and so on. The OECD (1994) study also recommended
reforming social security provisions since it argued that social security
provisions, even though providing a reciprocal commitment between
workers and firm, might end up becoming an obligation for the firm if the
firm perceives that this provision obliges them to keep workers who are
less employable As regards unemployment benefit, the study notes that
with growth of long term unemployment, the unemployment benefits
have become quasi-permanent income support system in many

countries. The report suggests reforming the unemployment benefit
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system is crucial to mitigate chances of these benefits becoming a
financial burden for the society. Moreover, as viewed by this report this
benefit is likely to de-motivate people from taking up work (OECD, 1994).
In recent years, with processes of globalisation becoming strong, it is
argued that since globalisation has increased intensity of competition,
labour markets in countries which can adapt to new modes of production
in the global economy have higher chances of achieving full employment.
Labour market flexibility, thus, moves in tandem with the globalisation
(Rodgers, 2007). In the next section, we review some studies that have

looked at effects of flexibility reforms on labour market.

3. Outcomes of Labour Market Flexibility Policies

Rodgers (2007), based on a review of various studies in different parts of
the world, finds little evidence to substantiate the argument that
flexibility in the labour market is a pre-condition in a globalised
economy. The paper, seeking to understand the relationship between
employment protection policies and employment and unemployment,
notes that the relationship between direct protection and aggregate
employment and unemployment is weak. While reviewing an OECD
study 'employment outlook 2004', the paper notes that, on the basis of
extensive empirical work, employment protection does not lead to higher
unemployment although it is associated with lower employment rates.
However, the OECD study found that employment protection legislations
may change the distribution of employment with prime age workers
benefiting and younger people and women may be at a disadvantage.
Further, the author argues that this is possible if the protection reduces
inflows of entrants into the labour market. Interestingly, as shown by
this paper, more flexible markets such as US and UK have not performed
better for the marginal groups of the population. In fact, studies,

reviewed in this paper, have found that regulations such as minimum
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wages help in reducing poverty and play a stabilizing role. The paper
shows evidences from studies on labour market in countries like
Argentina where labour market flexibility policies initiated in 1990's
appeared to lower employment elasticity rather than raising them. Based
on the review of evidences drawn from a multi country context, the
author concludes that high level of protection does not seem to translate
into high levels of unemployment (Rodgers, 2007). Cazes's (2002) study!
on labour market flexibility in some of the transition countries in Europe
reveals that employment protection act has no significant impact on
unemployment rate. With regard to rise in employment in US being
attributed to flexibalisation of labour market, quite interestingly, it
appears from the analysis of Brodsky (1994) that there are other better
reasons to explain the increase in employment in US. Low wage increase
was one of the important reasons that made hiring possible for the
employers, although their productivity was not satisfactory. Quite
notably, during 1980-1990, an expansion of low wage service sector jobs
absorbed a larger workforce in US. During the same period, growth of
labour force in US was annual 1.6 percent, while labour force grew at 0.9
percent in OECD European countries. Moreover, an expansionary fiscal
policy, in contrast to European countries, ensured a greater growth of

employment in US (Brodsky, 1994).

Labour Market Flexibility and Indian Labour Market

Before we begin to discuss the effect of flexibility policies on Indian
labour market, it would be important to look at the main changes that
have been brought forth in recent years that have direct implication on
labour market flexibility and the main demands that are still being raised
to usher in more labour market flexibility in India. This aspect is very

well captured by Jeemol and Uma (2008). We produce part of the chart

! This study covers some of the transition countries in Europe such as Bulgaria, the Czech Republic, Estonia, Hungary, Poland,
Russian Federation, Slovakia, Slovenia and Ukraine.
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given by the authors in their book to capture the policy changes
introduced during the period 1994-95- 2000-01, which saw rapid
economic reforms being brought in India. It can be seen from Table 2
below that, during the period 1994-2001, policies were aimed at de-
regulating Indian economy through disinvestments of public sector, de-
reservation of SSI, and removal of licensing and tariffs. With regard to
labour policy, there was an amendment to allow firms with more than
100 workers to lay off labour. The main impact of these reforms on the
labour market was contraction of formal employment in organized sector,

resulting in a burgeoning informal employment (Jeemol and Uma, 2008).

It is important to note that one of the main labour market reforms
demanded by firms is repulsion of Chapter V B from the Industrial
Dispute Act, 1947, arguing that the company can be saved by lay off and
retrenchments instead of closing down the company. Moreover, from
firms’ side, there is demand for reforming of employment standing order
act and the judicial process involving natural justice, that have made it
difficult to remove nonperforming workers. The other important issue
raised by the employers’ reform agenda is to allow employment of
contract labour as firms need to concentrate on core competencies while
outsource peripheral activities so that work is less costly and more
efficient. Defending this aspect, the demand is to remove prohibitive
aspects of Contract Labour (Prohibitive and Regulation) Act 1970. The
other demands of the reforms agenda are: permission to include flexi
category workers, linking pay and bonuses with productivity, de-linking
of dearness allowance with consumer price index, relaxation of labour
laws in export processing zones, permission to employ women in night

shifts and so on (Shyam Sundar, 2005).
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Table 2: Economic policies and their Impact in the reform periods

1994-2001

Policy |

Impact

Industrial policy

Public sector reforms

Disinvestments, sale of portion of government
equity, government retains majority control ,
Push through privatization of public sector firms,

General slowdown in organized sector,
Slow employment growth in organized
sector

1998

Industrial licensing of for pharmaceuticals and
cosmetics removed.

Growth in  pharmaceutical
cosmetics etc. in organized
unorganized sectors
De-reservation of SSI to allow larger firms to enter
garment in 2001, Investment ceiling in plan and
machinery raised from 5 to 25 lakhs, Ceiling on
working capital of SSI doubled from Rs. 2 crores to
4 crores

of unorganized sector

Trade Policy

Tariff rates further reduced , 52 to 41% in
consumer goods industry, Export Promotion
Capital Goods (EPCG) scheme at zero duty
extended to small- scale engineering industry

Credit Policy

Credit squeeze in 1996. Based on quantity of
credit rather than interest rate

Beginning of recession

Labour Policy
Laws amended to allow firms with more than 100
workers to lay of labour

organized sector

Source: Jeemol and Uma (2008) pp. 45-46

It appears that changes in labour law that employers want will flexibalise
Indian labour market, making it easy for them to suit the hiring practices
to the needs of the market demand. Contrary to the projected macro
economic pay offs which may emanate from changes in labour law,
Sharma (2006) shows the weak link between change employment and
labour laws. Instead, employment is more influenced by micro and macro
economic factors. The author concludes that labour laws and other
related restrictive measures play a small role in employment in
manufacturing firms in India. Interestingly, there is a phenomenal

change in new hiring practices, firms showing marked preference for

High growth in garment sector, Growth

Decline in growth of employment in the
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hiring temporary staff. Further, the author argues that this phenomenon
is likely to be the result of restrictive labour measures such as any
retrenchment of employees in the firm, which has more than 1000
workers require government permission. Because of this restrictive policy
arrangement, companies subscribed to either more of temping or
outsourcing of activities (ibid, 2006). Another major work (Timothy and
Burgess, 2002) examines the link between labour regulations and
economic performance in Indian States. The study specifically looks at
the role of labour regulations in explaining manufacturing performance
in different Indian States, covering a long period of 35 years from 1958 to
1992. They test effects of regulations by looking at the amendments to
Industrial dispute Act, 1947 in various States in India. The amendments
are classified as pro-worker, pro-employer and neutral. States which had
not carried out any amendment were treated as control group in the
study. The study finds that states which had enacted pro-worker
regulations experienced lowered output, employment, investment and
productivity in formal manufacturing. Their analysis also found that
regulation in pro worker direction was associated with increase in urban
poverty. States with pro-workers amendments, on an average, had a high
per capita manufacturing output in 1960 relative to control states and
pro-employer states. However, by the 1990s, the study notes that there
was no statistically significant difference between pro-worker and pro-
employer states. The study finds that labour regulations have had a
significant effect on creation of informal sector. With regard to
employment, which is the focus of this paper, the study notes that States
with more pro-worker regulations have lower level of employment in
registered manufacturing, indicating that there is less absorption of
labour in the formal sector. As shown by this study, reforming labour law
is pivotal for generating an impressive economic growth from the

manufacturing sector.
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Guha's (2006), analysing labour market flexibility in Indian
manufacturing, does not find any statistically significant impact of
labour market flexibility on growth rates in respect of output and
employment. The study notes that with increase in demand from both
domestic and global markets for capital intensive products, there is an
increase in capital intensity in Indian manufacturing. Further, this trend
is fostered by reduction in cost of capital due to financial liberalisation.
As shown in this paper, number of workers employed remained relatively
static during 1986-87 to 2003-04. With regard to the wage, the study
notes that the share of wages in net value additions has steadily declined
from a little more than 30 percent in 1986-87 to 15 percent in 2003-04
while the share of profit during the same period has increased from 18
percent to 45 percent. The study from its analysis concludes that the
growth in manufacturing output in Indian industry does not benefit
workers at all; rather it is appropriated by the capitalist class. Micro
studies examining employment in specific sectors in the context of
globalisation have noted, apart form increase in sub-contacting
mechanisms and casualisation of workforce, there is a trend towards
feminisation of work. A Micro study on Knitwear industry in Tirpur in
India found that adoption of modern technology for production has
resulted in having flexiblisation production system and increased
feminisation of workforce. The study found evidence where women
replaced men in production processes and jobs being specifically created

for women (Neeta, 2002).

It appears from the above review that the employment protection does
not necessarily result in unemployment. The studies, however, indicate
that there is a valid concern over the types of jobs that are being created

due to flexibalisation. With regard to India, it is pointed out that
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mechanisms of contracting out and casualisation of work have become
ways in which employment is being created in India which is leading to
redistribution of income from workers to employers. In the next section of
the paper, we examine the employment structures in the Indian labour
market by looking at prevailing employment status. This may help us in

positioning the flexibility debate in the context of Indian labour market.

4. Employment Status and flexibility in Indian Labour Market

We examine the structure of Indian labour market by looking at the
employment status. We feel employment status is an important labour
market outcome, which is driven by both economic and non economic
factors. Further, we feel that examining the employment status in the
Indian labour market would help us in understanding labour market
flexibility in India as employment status gives us a fair idea of nature of
work contract, benefits associated with the work and extent of flexibility
as identified in earlier sections. Broadly, following the labour statistics
conventions, employment status consists of three categories: Self
Employment (SE), Regular Salary/Wage Employment (RE) and Casual
Employment (CE)2. First, compared to other two categories, average wage
for RE is higher. Further, it is assumed that people with RE have a better
chance of securing employment security, work security and social
security than SE and CE do have. We also examine the composition of
formal and informal employment since the type one is relatively better in
assuring labour rights than the second type is. Further, it is important to
disaggregate the data on formal and informal employment for the
economic activity, mainly to capture the link between dynamics in labour

market and economic activity. For examining the change in employment

2 As given by National Sample Survey, total employment (E) is the sum of SE, RE and CE. E is a
component of labour force (L), which consists of E and unemployed labour force (U). Adding L with
persons not in labour force (NL) gives population (P). Therefore, P=L + NL; L=E + UE, E=SE + RE +
CE.

12
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status, we use National Sample Survey (NSS) 55t round and 6274 round
data. NCEUS forms the base for data on formal-informal composition of
employment. Table 3 below gives composition of population (P), which
consists of persons in labour force (L) and persons who are not in labour
force (NL). L is constituted by employed persons (E) and unemployed
persons (U). E comprises of three categories: self employed (SE), regular
salary/wage employment (RE), and casual employment (CE). While
composition of P hardly show significant change, for rural, urban and
combined, during 1999-00 to 2005-06, compound annual growth rates
(CAGR) of constituents of P vary from -1.23 to 5.67. Quite strikingly, the
category unemployed rural person reports highest CAGR i.e. 5.67. On
the other hand, RE, for rural sector, reports a CAGR of 4.36. Although
the share of RE in rural employment is smaller compared to SE and CL,
CAGR indicates an important change. It is interesting to note that,
irrespective of the sector, CL reports negative CAGRs, varying from -1.23
to -0.27.

Table 3: Employment Status* (%)

Rural + Urban Rural Urban
2005-06  1999-00 2005-06 1999-00 2005-06 1999-00

Self Employed 19.6 18.4 21.4 20.2 13.9 13.2
(SE) (2.02) (2.24) (1.01)

Regular Salaried/ 6 5.5 3.4 2.8 14.4 13.4
Wage (RE) (2.53) (4.36) (1.31)

Casual Labour 11.7 12.6 13.7 15 5 5.8
(CL) (-0.38) (-0.27) (-1.23)
Unemployed 1.2 1.1 1 0.7 1.9 1.8
(V) (3.80) (5.67) (1.27)

Not in Labour Force 61.5 62.4 60.6 61.3 64.4 65.8
(NL) (0.72) (1.06) (-0.25)

Total (P) 100 100 100 100 100 100

Figure in parenthesis is the compound annual growth rate (CAGR).
*Employment is measured in Usual Principal Status.
Source: NSS 55th and 6214 round report

What accounts for higher CAGR for RE in rural sector? As given in Table
4, CAGRs for RE in tertiary and secondary sector are 4.42 and 7.12,

13
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respectively. It appears that structural changes in rural economy,
resulting in increasing share of tertiary sector in output, indicate the
growth of RE in rural sector. Moreover, similar changes are consistent
with SE in rural area too. For employment in rural sector, irrespective of
employment status, secondary sector reports relatively higher CAGR,
ranging from 7.8 to 4.22. Interestingly, similar pattern, but CAGRs of
much lower magnitude, holds good for urban sector as well. On the other
hand, urban India depicts a different picture, all three categories
reporting lower CAGRs. It is important to note there is a visible
deceleration of persons employed as casual labour in tertiary sector of
urban India during 1999-00- 2005-06. However, combining rural and
urban sectors, CL reports highest growth rate. During the period under
reference, a noteworthy change for the rural plus urban is share of CL
employed in secondary sector. Out of total employed, CL has increased
from one sixth to one fourth. Another important change is that SE
generated by tertiary sector in rural India grew at 5.04 per cent during
1999-00 - 2005-06. Assessment of growth rates points to that RE and
SE, compared to CL, report higher growth rates in two economic

activities —tertiary and secondary.

Formal and informal work

The aggregate, explored in the last section -employment status-, provides
inadequate information about the quality of employment in terms of the
nature of employer and the rights provided by employment such as
employment security, work security and social security. Viewing this
limitation, it is important to decompose employment into categories,
which are based on the nature of employer and the social security

content in work.

14
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Table 4: Distribution of employment status by Economic Activity
(%)

Rural + Urban Rural Urban
2005-06 1999-00 2005-06 1999-00 2005-06 1999-00
Self Employed (SE)

Primary 63.18 65.29 74.10 77.55 10.53 10.28
(1.40) (1.46) (1.42)

Secondary 13.21 12.37 10.58 9.43 25.91 25.57
(3.15) (4.22) (1.24)

Tertiary 23.60 22.34 15.32 13.02 63.55 64.15
(2.96) (5.04) (0.85)

Total 100.00 100.00 100.00 100.00 100.00 100.00

Regular salaried/wage (RE)

Primary 4.84 6.30 10.64 14.88 0.53 0.97
(-1.89) (-1.32) (-8.395)

Secondary 29.82 27.91 27.86 23.82 31.27 30.45
(3.67) (7.12) (1.76)

Tertiary 65.34 65.79 61.50 61.29 68.20 68.59
(2.42) (4.42) (1.21)

Total 100.00 100.00 100.00 100.00 100.00 100.00

Casual Labour (CL)

Primary 69.47 75.92 76.06 83.42 16.58 18.63
(-1.85) (-1.82) (-3.00)

Secondary 24.11 16.73 19.44 12.17 61.55 51.62
(5.86) (7.80) (1.85)

Tertiary 6.42 7.34 4.50 4.41 21.87 29.75
(-2.59) (0.03) (-6.04)

Total 100.00 100.00 100.00 100.00 100.00 100.00

Total

Primary 55.60 59.94 69.09 75.08 7.20 7.88
(0.04) (0.06) (-0.74)

Secondary 19.40 16.31 15.36 11.67 33.91 32.28
(4.28) (6.21) (1.59)

Tertiary 25.00 23.75 15.56 13.26 58.89 59.85
(2.17) (4.20) (0.48)

Total 100.00 100.00 100.00 100.00 100.00 100.00

Figure in parenthesis is the compound annual growth rate (CAGR)
Source: NSS 55th and 62nd round report

Following NCEUS (2007), source of employment is classified into two:
formal and informal. While formal sector consists of incorporated

enterprises, unincorporated enterprises form informal sector3. If the

*Informal 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". NCEUS (2007), p 3
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employment provides rights - employment security, work security and
social security- , then the work is classified as formal work, while work
without any of these rights is called informal4. Taking into account
categories of formal and informal, employment may be represented by an
identity, which is the sum of four components i.e. informal work in
informal sector (II), formal work in informal sector (FI), informal work in
formal sector (IF) and formal work in formal sector (FF)>. Table 5 outlines
the identity, comprising of formal and informal categories. Among four
components, II has the highest frequency, accounting for 85% of E. In
1999-00, II had same share in E. Ordering frequency wise, FF is second
to II, 7.3 % of E, followed by IF and FI, both having minuscule shares.
While RE forms one sixth of E, FF, the category having any of these
rights is just one fourteenth. This implies approximately half of RE have
any of these rights. In fact, FF as a proportion of employment in formal
sector has declined from 62 % in 1999-00 to 53 % in 2004-05. Moreover,
CAGR of FF during this period is -0.15. On the other hand, IF as a
proportion of employment in formal sector, during same period, has
increased from 38 % to 47 %, reporting a CAGR of 7.33. It is to be noted
that, as given in Table 3, IF reports highest growth rate. However, with
ensuing informalization of formal work, RE appears to provide better
quality of life than SE and CE, which is quite reflected in proportion
workforce below poverty line; while proportion below poverty line workers

in RE is two third, same ratio for SE and CE are three fourth and nine

* Informal workers “consist of those working in the unorganised (informal) 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. The employees with informal jobs
generally do not enjoy employment security (no protection against arbitrary dismissal) work security (no
protection against accidents and illness at the work place) and social security (maternity and health care
benefits, pension, etc.) and therefore any one or more of these characteristics can be used for identifying
informal employment.” NCEUS (2007), p 3

E=11+FI +IF+ FF=SE + RE + CE
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tenth, respectively (NCEUS, 2007)6. During 1999-00 — 2004-05, share of
tertiary sector in formal employment, comprising of service sector
industries, remained stable, hovering around two third. Interestingly,
public administration and defense, run by Government of India,
accounts for one third of formal employment in tertiary sector (Table 6).
During this period, structure of informal employment, industry wise
distribution, has not changed significantly, except share of agriculture
dipping from two third to three fifth. A noteworthy trend in formal
employment is shares of two major sources of formal employment -Public

Administration & Defense and manufacturing have declined.

In 2004-05, share in formal employment, across industries, varies from
1% to 86%, Public Administration & Defense sector reporting the highest
percentage (Table 7). As given in Table 7, this sector has highest share in
total formal employment, implying that the government is a major source
of formal job. However, in this sector, number of persons employed in
formal jobs decelerated during 1999-00 — 2004-05. It is to be noted that,
for this sector, both formal and informal employment report negative
growth rates, reflecting increase in Government’s withdrawal from
providing civic services. Quite clearly, three major employment providers
—Manufacturing, Construction, and Trade-, accounting for slightly above
one fourth of employment, implying three fifth of non agricultural
employment, show significant growth in informal employment. While,
formal employment has shrunk in two sectors -manufacturing and trade-
during this period, reporting CAGRs -2.09 and -7.52, respectively, formal

employment in construction grew at 1.93.

% To a greater extent, two major factors explain this phenomenon, including educational attainment, and
economic activity. Compared to SE and CE, average year of schooling for RE is higher. Second, RE largely
caters to tertiary sector while major part of CE and SE are directed towards other two economic activities.
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Table 5: Distribution of workers by Type of Employment (in Million)

1999-00 2004-05
Informal Formal Total Informal Formal Total
Worker Worker Worker Worker
Informal Sector 341.28 1.36 342.64 393.47 1.43 394.9
(99.60) (0.40) (100) (99.64) (0.36) (100)
2.89* 1.01* 2.88*
Formal Sector 20.46 33.67 54.12 29.14 33.42 62.57
(37.80) (62.20) (100) (46.58) (53.42) (100)
7.33% -0.15* 2.94*
Total 361.74 35.02 396.76 422.61 34.85 457.46
(91.17) (8.83) (100) (92.38) (7.46) (100)
3.16* -0.10* 2.89*

Figure in parenthesis is percentage.
* indicates compound annual growth rate for 1999-00 to 2004-05.
Source: NCEUS (2008), p 44, Table 4.1

Table 6: Percentage distribution of workers by economic activity

1999-00 2004-05
Industry Informal Formal Total Informal Formal Total
Worker Worker Worker Worker

Agriculture 64.91 8.25 59.91 60.59 8.21 56.60
Mining 0.43 1.74 0.55 0.42 2.47 0.58
Manufacturing 10.19 20.56 11.10 11.67 18.59 12.19
Electricity, Gas & Water 0.06 2.63 0.28 0.06 3.04 0.28
Construction 4.67 1.80 4.42 5.99 2.01 5.69
Trade 9.79 3.46 9.23 10.07 2.35 9.48
Hotels & Restaurants 1.20 0.74 1.16 1.37 0.86 1.33
Transport & Storage 3.16 9.05 3.68 3.62 9.18 4.04
Banking, Finance & Insurance 0.17 4.65 0.57 0.29 5.39 0.68
Real Estate, Renting, 0.62 1.23 0.67 0.88 2.67 1.02
Business Service
Public Administration & 0.44 25.36 2.64 0.28 21.95 1.93
Defense
Education 0.90 14.93 2.13 1.25 17.62 2.50
Health & Social Work 0.41 3.88 0.72 0.52 4.39 0.81
Other Community, Social & 2.57 1.34 2.46 1.89 1.21 1.83
Personal Services
Private Household 0.48 0.29 0.46 1.12 0.11 1.04
Total 100 100 100 100 100 100

(361.74) (35.02) (396.76) (422.61) (34.85) (457.46)

Figure in parenthesis is the total number of workers
Source: NCEUS (2008), p 117, Table 4

18



ATLMRI Discussion Paper Series Discussion Paper No 10

Table 7: Percentage Distribution of Informal workers and compound
growth rate

1999-00 2004-05 Compound Growth
Rate (%) 1999-00 to 2004-05
Informal Formal Total Informal Formal Total Informal Formal Total
Worker Worker Worker Worker Worker Worker
(%) (%) (%) (%)
Agriculture 98.79 1.21 100 98.89 1.11 100.00 1.75 -0.18 1.73
(1.50) (0.19) (1.09)
Mining 71.75 28.25 100 67.39 32.61 100.00 2.68 7.00 3.97
(-0.04) (0.78) (0.85)
Manufacturing 83.65 16.35 100 88.38 11.62 100.00 5.99 -2.09 4.83
(1.04) (0.58) (0.75)
Electricity, Gas 18.75 81.25 100 18.78 81.22 100.00 2.74 2.77 2.77
& Water (1.18) (0.73) (0.67)
Construction 96.40 3.6 100 97.33 2.67 100.00 8.42 1.93 8.21
(0.91) (0.81) (0.93)
Trade 96.69 3.31 100 98.11 1.89 100.00 3.74 -7.52 3.43
(0.52) (-0.36) (0.42)
Hotels & 94.30 5.7 100 95.02 4.98 100.00 5.89 2.89 5.72
Restaurants (0.99) (0.84) (0.76)
Transport & 78.30 21.7 100 82.70 17.3 100.00 5.95 0.15 4.80
Storage (0.86) (0.07) (0.38)
Banking, Finance 27.80 72.2 100 39.24 60.76 100.00 14.15 2.93 6.54
& Insurance (0.94) (1.03) (1.13)
Real Estate, 83.73 16.27 100 80.09 19.91 100.00 10.75 16.35 11.74
Renting, (3.09) (0.88) (1.57)
Business Service
Public 15.27 84.73 100 13.46 86.54 100.00 -5.75 -2.94 -3.35
Administration & (1.11) (-0.46) (-0.93)
Defense
Education 38.22 61.78 100 46.28 53.72 100.00 10.32 3.25 6.17
(1.81) (1.02) (1.08)
Health & Social 52.51 47.49 100 58.80 41.2 100.00 7.79 2.43 5.38
Work (0.5) (0.48) (0.51)
Other Community, 95.15 4.85 100 94.99 5.01 100.00 -3.01 -2.35 -2.97
Social & Personal (-0.36) (13.49) (-0.65)
Services
Private Household 94.54 5.46 100 99.23 0.77 100.00 22.13 18.32 20.95
(2.31) (1.45) (2.87)
Total 91.17 8.83 100 92.38 7.62 100.00 3.16 -0.10 2.78
(0.71) (0.36) (0.48)

Figure in parenthesis is the employment elasticity.”
Source: NCEUS (2008), p 117, Tables 2 & 3, pp 116-117

On the other hand, informal employment in all three sectors registered a
visible expansion, clearing showing signs of informalization of formal
work. Further, contraction of formal employment is evident in
employment elasticity, which is ratio of proportionate change in
Employment to proportionate change in Gross Value Added, representing
employment absorption with marginal unit of Gross Value Added?; all

three industries report elasticity of lower magnitude. Comparing informal

" This is the ratio of proportionate change in employment to proportionate change in Gross Value Added from the
sector during 1999-00 to 2004-05

8 Gross Value Added is equal to value of output net of value of raw material.
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and formal employment, quite markedly, for most industries, informal
employment reports higher employment elasticity than formal
employment does. From the above analysis it is clear that Indian labour
market is already very flexible as only a very small section of the labour

force in Indian has regular employment with adequate labour rights.

5. Evidence of Flexible Employment in Indian Industries

In this next section we take up a case of Indian manufacturing sector to
look at the extent of flexible employment. The purpose is to look at the
trends of flexibalisation across different industries in the organized
manufacturing sector in India. For this purpose we find the data
compiled by Jeemol and Uma (2008) informative. This study looks at
flexibalisation as proportion of workers employed through contractors in
the manufacturing sector in India. It can be seen from the Table 8 below
that across all manufacturing sectors, except for Other Transport
Equipments, Other Non-metallic Mineral products and Furniture and
Other Manufacturing sectors, there was an increase in proportion of
employees and workers employed through contractual arrangements. At
all India level, the proportion of hiring workers went up from 13 % to 20
%. It appears from the data that, overall, there is an increasing tendency
in the Indian organized manufacturing sector to adopt contractual
employment to carry our production. It is pointed out that the legislation
which allowed firms with more that 100 workers to lay-off resulted in
firms reducing their permanent employees and adopting contractual
arrangements for production. It is true that workers in the informal
sector would get employment due to increase in contractual
arrangements but the concern is that these jobs would be without any
security and invariably created in a bad working condition (Jeemol and

Uma, 2008).

20



ATLMRI Discussion Paper Series Discussion Paper No 10

Table 8: Flexibility in the Organised Manufacturing Sector Labour Market, 1995-
2002

Industry Proportion of Workers Employed through Contractors
To Total Employees To Total Workers
1995-96 2001-02 1995-96 2001-02
Cotton -ginning, cleaning and 14.11 19.19 15.93 23.38
bailing
Food products 14.14 17.09 17.79 22.14
Tobacco products 11.31 56.01 11.34 59.69
Textiles 7.72 7.57 8.82 8.91
Garment industry 3.65 6.11 4.05 7.11
Leather products 8.51 10.39 9.90 12.40
Wood (except furniture 4.25 8.91 5.16 11.93
.Paper and Paper products 13.26 18.32 16.49 23.41
Publishing, Printing 1.92 4.66 2.85 7.55
Coke, Refined Petroleum 12.33 22.23 17.57 29.62
Chemical products 10.92 14.69 15.63 21.93
Rubber products 6.73 10.96 9.67 14.67
Other Non-metallic Mineral 25.14 8.78 30.09 10.96
products
Basic Metals 15.28 18.43 19.67 24.94
Fabricated Metal Products 11.35 19.94 15.10 26.86
Machinery and Equipment 3.74 9.30 7.42 23.77
Office Accounting and Computing 11.87 23.80 23.19 37.84
Electrical Machinery 7.29 10.26 10.37 15.18
.Radio, T.V. Communication 2.36 7.10 3.29 11.15
.Medical Precision, Optical 2.15 3.66 3.64 5.65
Motor Vehicles 7.79 12.40 10.19 17.15
Other Transport equipment 18.33 9.68 22.88 12.91
Furniture and Other Manufacturing 12.19 10.60 14.82 14.08
Total 10.74 15.38 13.82 20.32

Source: Jeemol and Uma (2008) p. 35
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In the above Table 8, we saw proportion of contract workers across
different industries in India. It would also be important to see the level of
contractual employment in India in various States. We find data
compiled by Roy (2007) very useful for our purpose. The author has

analysed the State-wise data on proportion of contract labour in the

Discussion Paper No 10

factory sector in India. This data is presented in Table 9 below.

Table: 9 Share of Contract Labour in the Factory Sector by State and Period

States 1985 1990 1995 2002 Increment/De
crement 1985
to
2002

Andhra Pradesh 33.8 39.9 49.2 62.08 28.28

Assam 8.2 6.4 7.9 3.95 4.25

Bihar 9.8 8 7.8 22.08 12.28

Delhi 7.5 7.4 4.8 7.64 0.11

Gujarat 14.5 19.9 23.5 31.27 16.77

Haryana 19 9.9 14.8 28.07 9.07

Jammu and Kashmir 25.4 8 16.1 31.55 6.15

Karnataka 11.5 10.4 8.1 9.33 2.17

Kerala 1.6 1.8 1.5 2.33 0.73

Madhya Pradesh 13.6 23.1 21.5 23.94 10.34

Maharashtra 5.7 6.4 12.8 16.34 10.64

Orissa 30 26 28.7 40.14 10.14

Punjab 19.1 8.8 10.8 14.32 4.78

Rajasthan 8.8 13.2 14.1 22.25 13.45

Tamil Nadu 6.9 5.2 4.4 7.21 0.31

Uttar Pradesh 14.2 12.6 13.5 25.92 11.72

West Bengal 4.6 5.1 5.3 7.63 3.03

Source: Roy (2007), p 214

As given in Table 9, some States have a high base of contract labour in

the factory sector. If we see the level of contractual employment in the

factory, Andhra Pradesh had the highest level of increase during the

period from 1985 to 2002. Least of the positive change was observed in

Kerala, Tamil and Nadu. Andhra Pradesh, compared to other States, also
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had a high base for contract labour in the factory sector. Interestingly, if
we see the changes during the period 1995 to 2002, there was an
increase in proportion of contractual employment across all the States in

India, except Assam.

Taking cues from a recent primary data on employment in Indian
corporate sector, collected in the year 2008, temporary employment
seems to be gaining popularity among firms (Bino et al., 2009). As
shown in Table 10, the distribution of firms with regard to temporary
employment is quite spread and many firms have temporary staff in
their pay rolls and the composition is between 41-50 % of the total
workforce. Interestingly, some 132 firms had some proportion of
consultants/self employment also as part of its workforce. Moreover,
two third of 208 firms have temporary staff ranging from 21 to 50 % of
employment. It appears from the data that, for majority of firms,
temporary staffing is common practice albeit at varying degrees across
the firms, indicating that firms prefer labour market flexibility, which is
reflected in the distribution of form of employment. Data given in table
11, capturing composition of temporary staff in different economic
activities shows that high temping in employment is seen in economic
activities such as hotel and restaurant, transport, storage &
communication and wholesale and retail trade. Moreover, in
manufacturing around 2/3™ of firms have 21-50 % of temp staff in their

workforce.
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Table 10: Percentage of Employment by Forms of Employment: Distribution of
Firms (2008)

Percentage of Regular Consultants/ Temporary
Employment Employment Self- Employment
employment
Percentage distribution of Firms

below 10 1 65.9 15.9
11-20 0 19.7 17.8
21-30 0.7 12.9 20.7
31-40 5.1 0.8 19.2
41-50 29 0 24.5
Above 50 64.3 0.8 1.9
Total 100 (N=297) 100 (N=132) 100 (N=208)

N= Number of Firms
Source: Bino et al (2009) based on ATLMRI-QED Primary Data

Table 11: Percentage of Temporary Employment by Economic Activity:
Distribution of Firms (2008)

Economic Percentage of Temporary Employment Total
Actlvl;gzig\llc 1 (Percentage distribution of firms)
Below 11-20 21-30 31-40 41-50 Above
10 50

Mining and 33.30 66.70 100 (N=3)

Quarrying

Manufacturing 14.10 17.20 20.30 25.00 21.90 1.60 100

(N=128)

Electricity, Gas and 16.70 16.70 16.70 16.70 33.30 100 (N=6)

Water

Construction 20.00 40.00 20.00 20.00 100 (N=5)

Wholesale & Retail 20.00 40.00 20.00 20.00 100 (N=5)

Trade

Hotel & Restaurant 11.10 11.10 5.60 72.20 100
(N=18)

Transport, Storage 35.30 590 17.60 17.60 23.50 100

& Communication (N=17)

Financial 18.20 36.40 27.30 9.10 9.10 100

Intermediation (N=11)

Real Estate and 13.30 26.70 33.30 6.70 13.30 6.70 100(N=195)

Business Activity

N= Number of Firms
Source: Bino et al (2009) based ATLMRI-QED Primary Data

6. Conclusions

This paper, exploring the link between labour market flexibility in the

Indian labour market and trends of employment in India, during 1999-
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00 — 2005-06, finds evidence for contraction of formal employment in
India. Further, with a vast informal sector, we find that there is
increased casualisation of employment in the Indian labour market. It is
also seen that within the organized manufactuaring sector there is a
trend towards hiring through contractual arrangements and rise in
flexible arrangements of work. Although there is an expansion in
employment in tertiary sector, reflecting the increasing role of services in
economic growth, increasingly work is informalized, depriving workers of
rights such as employment security, work security and social security. It
is seen that the relation between unemployment and labour protection is
weak indicating that labour protection laws are either by-passed or are
rendered non-applicable. Further, States which had pro-worker
amendments are now leading in proportion of contractual employment
implying that irrespective of labour protection laws, contractual
arrangements of employment is on rise. The review of literature suggests
that the evidence about the link between labour protection and
employment is weak. We feel that the demand for more reforms to
flexibalise Indian labour market further lacks adequate factual support
as the Indian labour market is already rendered flexible due to presence
of vast informal sector, informalisation of formal sector and lack of strict
application of the already existing labour protection laws. Further, trends
across States indicate that there in an increase in contractual labour
irrespective of regulations applicable in the State. In fact, we need
stronger arrangements where essential protections are given to workers
and employment creation is monitored to assure workers of decent work.
The on going initiatives in India, from the State and civil society, to attain
inclusive growth, towards skill formation, decent work, and sustainable
livelihood need to attain more gravity for resisting the ongoing

informalization and resulting inequities.
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