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Foreword

The view that labour market reforms for enhancialgour market flexibility is the key to
being more competitive, to spurring economic growatid to create more employment is
dominant in contemporary labour economics and onemic policy. This is not only true
for the developed world, but this thinking and pglprescription extend to the developing
world as well. Even in India labour market reforlmeve acquired a centrality and labour
market flexibility is being prescribed to unleable forces of the market, despite its pervasive
informal sector that is —in the dominant view- atemsidered as being a result of the tight
regulations that bridle the small tiny sector.

Such thinking is at the core of the so called Wagtan consensus, and is often still
underpinning, at least in the realm of labour markgulations, policy advise as can be seen
by the employing workers index of the doing bussnesports of the World bank. This
implicitly suggests that in order to improve oveémtonomic performance, it is absolutely
necessary to deregulate the labour market andriove or cut to minimum levels protective
provisions for labour.

However, there are many economists who questiothé@retical and empirical basis of the
wisdom that castigates protective labour markegrirgntions as hindrance to development;
on the contrary, they take the position that simtérventions may have a variety of positive
effects, leading to more and not less decent work.

This paper gives a good overview of the theorefaitions of the orthodox and heterodox
schools of thinking and then moves on to questi@nempirical evidence on the relationship
between labour market reforms and labour markefopeance. It also asks the question
whether the European debate on flexi-curity hasratgvance for India and concludes that
India’s labour market reforms should move (and mawethis direction, albeit with its
proper and adapted solutions. We are gratefulaiboNal Commission for Enterprises in the
Unorganised Sector (NCEUS), Government of Indiadwee allowed the ILO to publish this
paper which was originally drafted for the Comnussi

Duncan Campbell Peter Auer
Director, Chief,
Economic and Labour Market Employm&nalysis and

Analysis Department eskarch Unit



Contents

Page
1. Introduction 1
2. Theoretical Arguments on the Causal Connectionsetween Labour Reforms
and Relevant Economic Outcomes 2
3. Empirical Arguments on the Causal Connection beteen Labour Reforms
and Relevant Economic Outcomes 7
3.1. Cross-Country Evidences 8
3.2. Evidence on India 15
3.3. Labour Market Policies: Some Lessons from thBeveloping Countries
in Asia 21
3.4 Labour’s Landscape in Contemporary China 26
3.5 Some considerations related to Flexibility & Smal Security 33
4. Labour Laws in India and Current Debate on Refoming such Laws 37
Bibliography 45
Appendix 54



1. Introduction

In the dominant discourses on contemporary econ@oicy, in India and as well as
elsewhere, labour market reforms have acquirechaatity and labour market flexibility is
being prescribed as the key to enhance productitotype more competitive, to accelerate
employment generation and also to step up the teshmmonomic growth (Blanchard and
Wolfers, 2000; Besley and Burgess, 2004; Burki Bedy, 1997; Forteza and Rama, 2002;
Heckman et al 2004; Salvances, 1997 among otHeugh a thinking is at the core of the so
called Washington consensus, or what Stiglitz (2@@#8ed market fundamentalism, and the
essential message is: to improve overall economiifopnance, it is absolutely necessary to
deregulate the labour market and remove or cueptige provisions for labour.

However, there are many economists who questiothéwetical and empirical basis
of the wisdom that castigates protective labour ketarinterventions as hindrance to
development; on the contrary, they take the pasitlmat such interventions may have a
variety of positive effects (Baker et al 2003, 20@006; Freeman, 1993; Howell, 2006;
Sengenberger and Campbell, 1994; Standing and Tmk&891; Wilkinson, 1992 among
others). Thus, at a high level of generality, faliog Freeman, one may distinguish between
two very distinct perspectives, namely, a ‘distmmist’ view and an ‘institutionalist’ view
(Freeman, 1993). Arguments underlying these petisescwill be examined in some detalil
later; however, the essence of the major claimsgrims of causal connections, may briefly
be stated here.

According to the “distortionist¥iew, labour market regulations are major obstacles
to growth and employment mainly for the followingasons: First, as regulations in the
labour market prevent wages to equal their marginaduct in equilibrium, misallocation of
resources are inevitable outcomes. Second, regngatnay create major obstacles to the
adjustment of labour markets to different typessobnomic changes in a dynamic setting.
Finally, labour regulations that redistribute ecmno ‘rents’ from capital to labour (e.g.
collective bargaining schemes, and expansionacglfisrograms to fund public employment
etc.), may reduce profitability of the investor@nSequently, this may discourage investment
and, hence, dampen the prospects of economic gi@eitar and Chong, 2003).

On the other hand, it is argued in the “instituéibst” perspective that labour
regulations may fulfil important redistributive esl in a market economy, particularly from
the point of view of vulnerable categories of waskeand this may provide necessary
insurance from adverse market outcomes (Standidg ekman, 1991). Equally importantly,
this may be very significant for Keynesian reasres for boosting economic demand), and
thus expand growth as well as employment. Furthegnpovisions such as labour standards
may create desirable pressures on the employdosis on the enhancement of their labour
productivity whether it is through training or textal innovations (Freeman, 1993). Finally,
standards on mandated benefits may help to sobventiral hazard issues and all the workers
will benefit (Summers, 1998).

In Section 2of this paper, these and other theoretical argtsndrom both these
broad perspectives, are critically examined. ladieemerges from our discussion that the
theoretical basis of the ‘distortionist’ perspeesvis rather weak compared to the
‘institutionalist’ one. Section 3 surveys some major cross-country empirical analyse
examining linkages between labour regulation andferdint aspects of economic



performance such as employment, economic growth Ageain, there is no compelling
evidence to back the case of the distortionistghis section, we also look at the relevant
evidence, including the results of a couple of mtalked about studies, on India, and it
appears that the claims advanced by the distost®rare often exaggerated or dubious.
Furthermore, it clearly emerges that many of thersgirical studies are, methodologically
and statistically, seriously flawed. As it happeBast Asian economies, (particularly China),
have been the flavour of the day for a while andattempt to draw some lessons from their
labour market policies to highlight these which nteeyimportant in improving/ facilitating
economic performances. This section also highlighésissue of social security and gives
some useful insights towards socio-economic sactaitlabour and flexibility in the labour
market. Section 4 provides an account of the majoyur laws in India, and this is followed,
by a review of the critical issues in the curreabate on reforming such laws. This section
closes with some lessons and recommendations, whieh be appropriate towards the
reform of labour laws at the current juncture.

2. Theoretical Arguments on the Causal Connectionsetween Labour
Reforms and Relevant Economic Outcomes

As is well-known, labour markets across the worle asually characterized by a variety of
regulations which impact directly (or indirectlyn avages, labour demand, labour supply
etc., and do not permit unfettered rights and pewerthe private agents. Also, through the
standard fiscal systems, a whole range of redigivie measures are put in place, which
include a degree of protection to the non-workimgpydation via unemployment benefits,
welfare policies etc; further, labour in severalwcwoies have, to varying degrees, access to
employment protection laws and some active employnpolicies by the government,
among other supporting regulations.

One strand of the economic analysis argues thatviemtions in the labour market, or
the existence of labour institutions in generatiuee the rate of job creation and generate
higher unemployment (Salvances, 1997; Blanchardvdalfiers, 2000), apart from having an
adverse impact on economic growth (Besley and B#,g2004; Forteza and Rama, 2002).
Advocates of such a view obviously recommend elanon, or at least reduction, of labour
market regulations in order to foster labour remdtmn and higher competition, which,
according to them, in turn, will enhance growth (Bwand Perry, 1997).

This group of economists argues that the succegxaiomic reforms depends, in
general, on whether labour costs can vary freelsegponse to changes in labour demand.
This is because reforms necessitate a procesbairaeallocation. Depending on the market
flexibility the process of reallocation of labowkes place. It is argued that longer the time
taken in the reallocation process, more inefficemetthe outcomes. The proponents of labour
market reforms assume that the absence of regusatesults in employment of resources at
the market-clearing prices, which leads to effickerand it ensures full employment of
almost all resources and all are rewarded accotditigeir marginal contribution. Therefore,
the full employment of all resources as well asmal social welfare will be ensured if the
regulations are completely eliminated.



It is generally argued that high minimum wages,efta consequence of the
widespread collective bargaining through trade msy@ompresses the wage structure. This
may lead to less skilled workers being rationed afuhe labour market, as is predicted by
the usual supply-demand models. The basic ideanBeduch models is that constraining
downward wage adjustments leads to employers reapgpnwith fewer jobs, which
essentially harms workers. The outcomes may becpkatly suboptimal in a context of
unforeseen external stimuli such as demand shodks td oil price hikes, significant
technological changes, and intensification of tradenpetition etc. It is argued that to
counter and mitigate such sudden shocks, downwaggilexibility, particularly for the less
skilled workers, is requiredhDB, 2005, p. 27)it is claimed that the significance of the trade
unions and protective labour legislations as madisgbrting agents, is highly amplified in
such contexts. The assumption here is that thétutishal interventions in the name of
equity and social justice superimpose terms setealblte market-clearing prices. It leads to
an increase in the costs of productions, and tlyalledzourages investments. It is also argued
that labour market institutions affect the freedofmemployers to adjust the quantities of
resources, one consequence of which is unemploymdsd labour market institutions
create inequity by protecting the interests of dess, and thus create obstacles to the
outsiders who remain unemployed, as they can’tréheelabour market. This creates a kind
of subtle social divide and contributes to the pasption of inequality.

Advocates of the distortionist persuasion also sppany income support to the
families of workers as it is alleged teduce the incentive for family members to take
available jobsThus, as a recent ADB document puts it, for ecastnopposed to labour
market regulations\welfare-state interventions raise both the wagerfl(the lowest wages
that can be paid) and the reservation wage (thedbwage at which workers will be willing
to work), and these automatically reduce the denfianidbour” (ADB, 2005 p. 27).

As should be evident from the foregoing, the esseat the criticism of the
proponents of labour market reforms rests on thiewing: “labour market interventions
misallocate labour; they waste resources through seeking; they impair adjustments to
economic shocks; and they deter investment, themredhycing rates of growt{ADB, 2005,

p. 27). Their targets of criticism are laws to minimum waginemployment benefits and

other welfare supports, trade union activities, d@mel norms of labour standards. These
arguments have been subjected to searching amtigeme of which are discussed briefly in
the following; however the point may be made rightay that typically these assessments
are micro-theoretic and, as Freeman suggests,ohtstse are often of piecemeal nature.

The proponents of labour market regulations argaeitterventions in labour market
play important and positive roles and reject trendard neoclassical analysis (from which
most of the case for reform is drawn) as being &mentally flawed. One strand of

! As Freeman puts it: “Claims that labour market rveations have an adverse effect do not follow
mechanically, it should be noted, from ‘pure theoBistortionist analysts make selective use of rexnic
theory. For example, those who believe that sos&tdurity payroll taxes adversely affect savings and
investment reject Ricardian equivalence; those whk® nonwage costs to measure interventionist tistsr
reject the fungibility of models of compensatiohpse who argue that employment protection laws have
efficiency costs ignore Coase’s theorem that pitypeghts do not affect efficiency. Even distortisin
criticisms of minimum wages involve more than appdyoptimizing calculus [...] Distortionist argumerdge

not the final word of economic theory ” (Freemartga in ADB, 2005, pp. 27).



assessment focuses on the huge asymmetries in reompmwer of the workers and
employers, and suggests that the weak bargainisgigro of the workers often leads to
unfair outcomes such as underpayment to the warkexzardous working conditions, or
discrimination against certain groups of workersitven, children, for example). In general,
private markets without proper regulations tendldoa poor job of protecting unemployed
workers (ADB, 2005, p. 25). To the extent that @@rtkinds of regulation may be patently
undesirable, proponents of labour market regulatialso believe that the more equal the
distribution of adjustment costs, the shorter arhker the resistance to such regulations.
Capturing the essence of this strand, the ADB tegays: ‘that adjustment programs must be
complemented by mechanisms to compensate the vgodfegcted by the reforms. These
include job separation packages, early retiremengrpams, and unemployment benefits. In
general, these economists argue that the enfordeofetabour standards and legally
mandated benefits “force” employers to shift aitamt from cost-cutting issues to
productivity-enhancement measures (for exampl@itrgand technical innovation)’ (ADB,
2005, p 27).

As Wilkinson 1992, Sengenberger and Campbell 188%ng others, suggest, firms
may compete on the basis of two alternative trajees: either reducing their unit costs by
lowering wages and labour standards, that is, kyngdor the ‘low roadto growth’ or
alternatively by increasing productivity with inretions in technology, product design,
organisation etc., that is, by taking recourseht® ‘high road to growth’. As long as a firm
can continue competing on the basis of low wageisbea working conditions, there would
be little motivation to undertake innovations fengroving productivity. If the path to
competition on the basis of low wages and bad wagrkionditions is banned by providing a
floor of labour standards, the firms will be compdlto become enterprising and invest in
technological and organisational innovation, whichturn, might lead to better wages and
working conditions. In fagin the absence of a minimum floor of labour standandsch is
important even from the human development persgecin economy may inevitably end up
being stuck in a vicious cycle of low wage and lpneductivity. This cycle leads to the race
to the bottom, which finds a most convincing suppor a multi-country study by
Blanchflower and Oswald (1994). They also find sgcevidence to suggest that higher
wages are associated with higher employment aleibsver the world

As is well-known, the neoclassical faith in thestaz-faire to achieve efficiency of
resource allocation is rooted in the concept ofgeércompetition and Pareto optimality. But
the labour market, like almost every other markentsists of various ‘imperfections’ as has

2 In a well-known study, Gary Fields also dismisses ¢onventional mainstream argument that assumes an
inverse relationship between minimum wages and eynpént. Using a model with the two sector labour
market (one is covered by minimum wage and therdtheot), Fields argues that the redistributivsutes of
minimum wages will lead to higher employment foe thconomy as a whole simply because the demand for
goods of the lower paid is expected to be highbpla intensive. This may happen through both thectliiroute

of their own purchases as well as via the indireate like multiplier effects. (Navin Chandra, 2006



often been recognised by the mainstream economhietaselves. Removing some of these
imprecations is not sufficient to move towards ffa@eto Optimality.

Generally speaking, a very substantial chunk of pine-regulation literature is
organically connected with one or the other kindroérket-failure’. The idea of market-
failure, which has several strands to it, becargaifscant in economic theory way back in
the 1920s itself and has gained in importance dinee. In terms of microeconomic theory,
to begin with, the phenomenon of market failure Wiaked mainly to the presence of
externalities and the consequent problem in achgevefficient’ allocation of resources.
Subsequently, a whole range of reasons have beatifidd to have causal connections with
market-failure and much of it has to do with theparfections/ incompleteness of the
relevant informations. This has spanned a hugeatitee in mainstream economic theory
itself, a good deal around the notion of ‘efficigngage’, which is often at sharp variance
with the conclusions emerging from the distortibrasrspective, and supportive of claims
advanced by the institutionalist perspective.

Apart from the discussions in microeconomic theanmypther major development of
the 1930’s, with reference to the idea of markdtisfa, was the Keynesian contribution
which sought to explain the Great Depression ims$eof inadequate effective demand.
Rational economic designs at the level of individeeonomic agents, so Keynes argued,
may not add up to an optimal outcome for the sysiera whole; thus insufficient aggregate
demand may result in the economy getting trappéd umder-employment equilibrium.
Writings of Keynes (and those of Michael Kaleckiclard Khan, N. Kaldor, J. Robinson,
among others, in the 1930s) brought to the cenégesthe problem of market-failure at the
macroeconomic level. It was such an understandiag was the cornerstone of economic
policy of the post WW-II era, in the western woild particular but also elsewhere, and
provided the basis for the so-called golden ageagpitalism. However, and for no good
reason, the Keynesian concerns have disappearedth® dominant mainstream canvass,
and the proponents of labour market have manageshito the attention from aggregate
demand to a blinkered view of competitivenéss.

As we have already discussed in the foregoing, rdoog to the mainstream
argument, it is imperative to reform labour marketsncrease competitiveness; and various
cost-cutting policies via deregulation of labourrked is the primary, if not the only, route to
increase competitiveness and enhance productivity.

3 As Chandra (2006) argues, “Since the outcome afepie competition is Pareto Optimal, remove
imperfections or rigidities and the outcome will vectowards Pareto optimal solution; this is implfeith of

all liberalisers. In this way of thinking, they ewvéorget their own ‘Theory of Second Best’. The dheof
second Best simply and rigorously concludes thahénworld of innumerable imperfections, removingyoa
few of them does not lead even to the second lodgtian. As Baumol (1965) noted, removal of onlyreoof
the imperfections may diminish social welfare” (@tea, 2006).

* As Bowles and Gintis (1995) put it “attention hasfted from the effect of egalitarian policies oggeegate
demand to their effect on competitiveness whictoisay on costand productivity [...] and the growing focus
on questions of wages and productivity under theegd rubric of competitiveness has supported a nea
consensus that wage restraint and the limitatiosooial expenditures are necessary conditions degaate
economic performance. Society might still opt fgaktarian measures on moral grounds, many nowebe)i
but at the cost of leaving even the poor to sufféhe long run” (Bowles and Gintis 1995,p. 409-410



The obsession with competitiveness is reflecteseparation of the productivity from
the implication of such policies for the aggregatgput and the employment objectivés
argued by Bhaduri (2005), an increase in produgtigi not sufficient to maintain the higher
total output, if the percentage of decrease inlével of employment is greater than the
percentage increase in labour productivity. Theefathe microeconomic efficiency-
enhancing corporate strategy of ‘downsizing’ thbolar force, may prove to be macro-
economically counterproductive, if the size of thamestic market shrinks due to a lower
level of aggregate employment. Thus, greater lalmoanket flexibility may help individual
corporations to gain a larger share of the nati@mahternational market by reducing unit
costs; however, the overall macroeconomic effecy tnen out to be counter-productive in
terms of a shrinking size of the total market wilver employment level. Bhaduri (2005)
also suggests that the strategy of maintaining bighloyment has a built-in mechanism for
maintaining high domestic demand and relatively itedple distributions of income.
Furthermore, such a strategy may also imply thatribed for government interventions in
several other areas, e.g. unemployment benefitengixe subsidies, income transfers etc.
can be curtailed, which may reduce the need foresointhe administratively costly, wasteful
and cumbersome forms of government interventions.

The problem of effective demand may tend to becquoige serious, and relatively
more difficult to manage, in the case of a libexadi/ globalized open economy, as has been
argued by Patnaik (2004), with particular referetacthe contemporary Indian economy. He
argues that a deficiency of demand may arise, iro@@n economy, for several distinct
reasons and may even lead to de-industrializatiothé sense of workers employed in the
industrial sector loosing their jobs). Patnaiklanhinating discussions, in the said paper and
elsewhere (e.g. Patnaik, 1996), warrant much needation, as regards the difficulties in
negotiating desirable macroeconomic policies inatye of globalized finance.

Thus, it should be evident form our discussionhe toregoing that viewing labour
flexibility as the cornerstone of economic policyaynsimply be barking the wrong tree.
Economic performance of a system, in terms of gnaavid employment, hinges critically on
other variables such as aggregate demand, appepnigestments in labour, among others.
The central message emerging from the socalled &gn revolution, relevant in the
context of present discussion, may be stated somtelintly and crudely as follows: much
of what happens in the labour market depends oretle@omic dynamics elsewhere, for
instance in the product market. Our discussion g at a general level without getting
into the specificities of the developing countriés, which the advocacy of labour market
flexibility as the key to growth and employment arpion is even more untenable. For such
countries in general, public policies to accelesdgregate capital formation, investment in
physical and social infrastructure, and public jBmning of support (e.g. in terms of credit)
for the overwhelming sections of the masses, paaily in rural area, struggling around or
below the subsistence level have to be key elensdrasroader macroeconomic framework
for accelerating growth and employment generatid@veloping country labour markets are,
as is well-known, typically characterised by a tiralwhere the overwhelming proportion of
labour is in the so-called informal sector, withglgible protection of any kind or any

® In fact as Patnaik has argued elsewhere (PatB@D&) theoretical argument for introducing labouarket
flexibility to improve macroeconomic outcomes empient is a flawed one. As he puts it, following,
Keynesian-Marxian tradition a perennial excess bupplabour is essential for the functioning opdalism.



support in terms of human capital policies. Thuse @would very well argue, that the
inadequacy of active labour market policies in sochntries has been a huge problem and
counterproductive to the objective of decent anddpctive employment. Theoretical
considerations would suggest that it is these ssthegt should be accorded priority by policy-
makers in a country like India, instead of withdiiagva degree of protection available to a
small segment of workers. We may conclude thisiaediy recalling the key finding of a
recent ADB study. Coming from what many would cdesia ‘mainstream’ (if not ‘right
wing’) institution, it may be worthwhile to quotbd argument in some details: ‘A detailed
examination of labour market policies in Asia, @nde from cross-country comparisons of
labour market regulations, and stocktaking exesciee four countries — India, Indonesia,
Philippines, and Viet Nam — lead to the concluglmat, in general, labour market regulations
governing hiring and firing and minimum wage laws are ntite binding constraint on
employment generation; however, that there maysbme aspects of labour market
regulation insomecountries that do indeed constrain employment dnoard that must
therefore be addresseHor example, in some cases regulations that makkfficult to
reallocate workers may need to be modified. Whieieis deemed necessary, labour market
reforms will have to be complemented with refornms dther areasThis conclusion
undermines the case for across-the-board labourketareforms and advocates in-depth
case studies to identify the specific policies ,thateach country, constrain employment
creation(emphasis added).

At the same time, labour regulations covering begitts of workers are conspicuous
by their absence - due either to deliberate padicjo weak enforcement of regulation—for
the large majority of workers in the informal sectbhese workers are also poorly protected
from the many risks they face due to the weaknestdése systems of social protection.
Labour market reforms will have to provide basights and effective systems of social
protection to achieve decent employment’ (ADB, 2008).

3. Empirical Arguments on the Causal Connection beteen Labour
Reforms and Relevant Economic Outcomes

As discussed in the earlier section, the mainstrexmpianation of high unemployment
usually runs in terms of inflexible labour market, particular, its downward rigidity and
consequent high wages. In contemporary discussibadrequently used models to support
such a claim hinge on the idea of the non-accehgranflation rate of unemployment, or
NAIRU. The basic argument behind NAIRU is that ay given time there is a certain level
of unemployment that is consistent with stableaitndin. If the government tries to increase
demand to drive unemployment below that rate, it ad to accelerating inflation. If the
government wants to reduce the inflation rate, ustmreduce demand so as to push
unemployment above this réte.

Thus, central to the notion of NAIRU is that theseo scope for demand-stimulating
measuresala Keynes, to increase output and employment. Oblydassuch a world, only

® As it happens, the NAIRU’s assumptions have fretjydseen challenged empirically by several studies.
a recent work, that provides evidence for decliningmployment rates at a time of low inflation {@90s) in
Canada, the U.S., and Britain in Stanford and Vp2k04, (eds).



policy option available to reduce long-run unempheynt (or NAIRU) is to remove frictions
and rigidities (such as minimum wage); in other dgrwe are back to the standard
neoclassical framework.

The Organisation for Economic Co-operation and Dmgeent (OECD) (1994) and
International Monetary Fund (IMF) (1999, 2003) fexample, fundamentally using the
NAIRU-argument have insisted for several years, tirabrder to accelerate growth, Europe
has to reform its labour markets so as to make there flexible, in line with the US
approach. Similar analysis underpins the advocacyréformers’ arguments for labour
markets in the case of developing countries, (Heockmnd Pagés 2004). Using thighly
influential 1994 OECD Jobs Study, and similar stsdirom different regions of the world,
which identify flexibility of the labour market dke key to promoting competitiveness in the
contemporary globalized economy, business leadetggavernments have been advocating
flexibility as the most important policy instrumeid increase productivity, overcome
unemployment, and reduce labour costs. As is wellln, every country has a set of
complex system of labour laws, addressing a whage of concerns relating to its labour
market’ Thus there are different bodies of legislatiomsne aimed at social security, others
addressing concerns of fair working conditions, Btowever, it is argued by the proponents
of labour market reform that ultimately all thesentribute to downward rigidity of the
labour market and high wages. In the following, ateempt a brief account of the major
results (without getting into critical scrutiny éie methodologies and other underlying
technicalities), from the recent relevant empirigakature.

3.1. Cross-Country Evidences

Typically, in these studies, various regulatory swas are classified into broad categories,
and attempts are made to test for their relativ@scand benefits with respect to different
indicators of economic outcomes. Several well-kn@ampirical studies, both for developed
and developing countries, try to show that labouarket regulations are important
determinants of economic performance (e.g., Nick€B7; Freeman, 1998; Blanchard and
Wolfers; 2000, Fitoussi et al., 2000; Belot and @urs 2002; Botero et al 2003; Cesar and
Chong, 2003; Heckman and Pages, 2003; among athersgver, the researchers are clearly
divided in terms of their findings as regards btik direction and the magnitude of the
presumed causal connection.

In a major study, by Juan C. Botero, Simeon Djank®afael La Porta, Florencio
Lopez-de-Silanes and Andrei Schleifer (2003), atenapt is made to examine the
implications of labour regulations such as employmkaws, industrial and collective
bargaining laws and social security laws for 85rtaas.

The main findings of their study are as follows:

* The richer countries regulate labour less thangromountries; instead they provide a
more generous social security system.

* The heavier regulation of labour is detrimentallabour force participation, and
generates higher unemployment, especially of thmgo

" “In most countries, the system of labour regutatencompasses three bodies of law: employment law,
collective relations law, and social security ldesides some basic civil rights protections” (Botet al, 2003,

p.2).



* More protective employment, collective relationsd asocial security laws produce
lower male participation in the labour force.

» Political power of the left tends to result in ster labour regulation and more
comprehensive social security (p.20).

Another recent and well-known study, by Calderosaend Alberto Chong (2003),
attempts to examine the argument that “labour madgulations create distortions from an
ideal competitive setting, thus slowing down wagkgustment and labour reallocation and
hence, becoming an obstacle for economic growthl)(prhey use panel data for 76
countries, over the 1970-2000 period, to test thygothesis.

Using econometric analysikie study highlights the following as major claims:

» Growth in industrial as well as developing courtrage adversely affected by thicker
labour codes.

* Growth among developing countries could be promolgd fewer regulations
stipulated in the national labour codes.

* Among developing countries, minimum wages and ttauens are the major routes
of transmission through which higher labour regafa impact adversely on growth

(p. 3).

Nickell (1997), building on his earlier work withayard and Jackman (1991),
examines a sample of 20 OECD countries for twoysiar periods, that is, 1983-88 and
1989-1994, to test the linkages between labour etanstitutions and unemployment. The
log forms of average rate of unemployment, longntarnemployment, and short term
unemployment, for each country in each period,umed as dependent variable in a set of
regressions, and a set of independent variabled ssc employment protection, the
replacement rate, unemployment benefit duratiotivetabour market policy, union density,
union coverage, bargaining coordination and the re® have been used to capture the
impact of key labour market institutions and regolss. Nickell interprets his results with a
degree of caution.

» He suggests that there is not much difference inymastitutional features that are
supposed to contribute to labour market rigiditizstween the group of high
unemployment countries compared to the lovemployment countries.

* The study also suggests that certain featureshafulamarket institutions, such as
bargaining coordination, may help reduce unemplayme

The study warns that “the broad-brush analysis tkays that European
unemployment is high because European labour nsaiket too ‘rigid’ is too vague and
probably misleading®

The study by Elmeskov, Martin and Scarpetta (1998&mines roughly the same
context as the one by Nickell (1997), and highkgiie following as significant findings:

* A large significant positive relationship betweemptoyment protection and
unemployment.

8 Cited in Baker et al (2004, p. 20).



» No statistically significant relationship betweaamon density and unemployment.

* The study also suggests that for most counttiles vast majority of the change in the
unemployment rate can be attributed to countryifipeeffects rather than any
identified change in the labour market institutihs

Inspite of such a guarded position, ElImeskov, Maaind Scarpetta (1998) strongly
endorse the recommendations of the OECD Job Stl@B84§, and advocate thoroughgoing
labour market reforms.

The study by Belot and van Ours (2002), which cewetonger period, compared to
the preceding two studies, examines the interattedween the key relevant variables for the
five years periods from 1960 to 1996. Based oreifigession analysis, it claims that:

* The coefficients of the variables like tax rates teplacement rate and union density
are all positive and statistically significant, whiis line with the conventional
rigidity views.

» The coefficients of coordination and employmentt@cton variables are negative
and significant, which are clearly dismissive o€ tbhonventional view, implying
thereby that the employment protection legislatiomger the unemployment rate.

The authors also suggest that all the relevanitutisinal variables are difficult to be
accounted for in cross-country studies, and thesieslthat bring about lower unemployment
in some countries might not produce the same effeatther countries, with a different set
of institutions.

A number of econometric studies have tried to facto explicitly the role of
‘macroeconomic shocks’, while testing for the ligka between the labour market
institutions and the relevant economic outcomesome such study, by Blanchard and
Wolfers (2000), slowdown in total factor productywigrowth, trends in long-term real
interest rates, and shifts in labour demand reptege macroeconomic shocks, and an
attempt is made to examine the interactions betvgeieh shocks and different institutions.
The authors group the time-frame of the study, tisc1960 to 1998, into five-year periods.
Some of the institutions vary from period to periadsome regressions, but labour market
institutions are held fixed in most cases. The loe@ar least squares regression method has
been used to estimate the coefficients of theaoten terms in this study and it allows for
the simultaneous estimate of the coefficients fer macroeconomic shock terms and the
institutional variables. The key findings highligdtby the authors are:

* In the presences of adverse shocks, protectivaitainarket institutions contribute to
higher unemployment.

It is claimed that their results help to explaine tlgeneral increase in the
unemployment in the period 1960s to 1990s while algplaining the variation across
countries.

Fitoussi et al. (2000) in their study of the iatetions between macroeconomic shocks and
labour market institutions consider country fixeffeets, a country specific persistence
parameter, a country specific sensitivity parameted a series of macroeconomic shocks

° Cited in Baker et al (2004, p. 21).
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over the last three decades. They consider therdifte between the country unemployment
rates in the 1990s and the 1980s as the depenaeaible in their cross-section regression.

The key result claimed by this study is that thesigéence of high unemployment in
some countries can be explained to some extertidojabour market institutions. However,
the study cautions that “the labour market reformadsocated by the OECD secretariat,
although helpful in some cases, leave us far sbbexplaining why the countries that
recovered in the 1990s did so, and the amountsdigdypp.276).

In another such study, Nickell et al. (2002) tryfited plausible explanations for the
trends in unemployment rates, in the OECD, over ghgod from 1961 to 1995. The
macroeconomic shocks in this study include the gbann labour demand, total factor
productivity growth, real import prices, money slyp@nd real interest rate. Apart from the
unemployment rate a broader set of labour mark&tomes are also treated as dependent
variables such as the inflow into unemployment,| reampensation growth, and
employment-to-population rates.

The key conclusion this study arrives at is: “braadvements in unemployment
across the OECD countries can be explained bysshifabour market institutions®

The study claims that the that changes in laboukebanstitutions explain around 55
percent of the increase in European unemployment the 1960s to the first half of 1990s,
and goes on to suggest that with better data oonuwoverage and the administration of the
benefit system, a more complete explanation coalddnerated. Further, the recession of the
early nineties is also held responsible, in sultistimeasure, for the relevant period.

Bertola, Blau and Kahn (2001) is another well-knoattempt, for OECD countries, to
explain trends in unemployment rates through therjptay of macroeconomic shocks and
labour- market institutions. Overall the study proes mixed results, but its basic assertion is
that both high wage inequality and low wage level elated to low unemployment. Also,
the authors claim that the process of globalizatind adoption of new technologies make it
increasingly problematic for OECD countries to pdevfavourable employment and wage
opportunities to their workers.

Based on the above-reported sample of studies,hvdrie frequently quoted by the
economists of the distortionist persuasion, it $thdme obvious that the lock-stock-and-barrel
dumping of the labour market institutions is simptygood. Obviously, there may be aspects
of labour market interventions that are undesiraolé can be improved upon. But a blanket
position of the kind characteristic of the NAIRU similar views is essentially a dogma, as
should already be evident from the perusal of tlgomclaims of the studies mentioned in
the foregoing. Furthermore, we have not touchedllathe tricky issues relating to data,
methodology etc. of the studies mentioned in theedoing; however, obviously, the
credibility of several claims must be judged byaaetul examination of such issues. In this
context, a few cautionary remarks may be in oréeeh

0] In most of these cross-country analyses, tesaften depend upon the proxy used in
the econometric exercises as well as the sampwhtries; one may get very different
results by changing these.

19 Cited in Baker et al (2004, p. 28).
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(I)  Variables such as union strength, active labouarket policies, unemployment
benefit levels etc., used in statistical exerciseguently, to ‘measure’ various aspects of the
labour market are very difficult to capture (Balstral 2004). This is a particularly severe
problem for the cross-country studies, becausewtge variability of these institutional
variables across countries makes it difficult togyate comparable robust measures. Due to
this inherent data problem, the empirical studiey mften throw up messy results. Several
researchers (for instance Freeman, 2005), congidercross-country aggregate data as
‘weak’ to draw reliable conclusions.

()  Many empirical studies assume a direct linketween different labour market
institutions and policies (such as unemploymentebemeplacement rate, unemployment
benefit duration, employment protection laws, unaensity, bargaining coordination and
taxes) and unemployment. Baker et al (2004) attemyry simple exercise to examine this
link using OECD'’s standardized unemployment ratesselected countries. To identify the
longer term determinants of the pattern of unemplet, they organize the data for the
period 1980 to 1999, when most of the OECD memioeintties experienced very high
levels of unemployment, and this is plotted agatiinstcommonly used institutional variables
(mentioned above). From the graphical presentatithiesy got “no hint that labour market
institutions and policies could explain even a $npart of the post-1980 pattern of
unemployment for these nineteen countries” (p. #13lso didn’'t show ‘any obvious link

between the pattern of deregulation in the 199@st@mds in unemployment rates’ (p. 41).

(IvV) Baker et al (2004) also provide a comparatagsessment of some of the most
influential studies; these use diverse methodotogi®l are generally considered empirically
sophisticated. Their comparative survey includagdiss by Nickell (1997), Elmeskov,
Martin and Scarpetta (1998), Belot and van Our9220Nickell et al (2002), Blanchard and
Wolfers (2000), Fitoussi, Jestaz, Phelps and Z¢20@0) and Bertola, Balu & Kahn (2001),
i.e. those whose major results have already beertioned earlier. It may be worthwhile to
recall a couple of key conclusions from Baker et al

 As we have already noted, these influential stydiesbalance, do not provide a
strong evidence for the labour market rigidity vienther the evidence is actually
quite mixed. It is suggested that only the tax eatd unemployment benefit duration
variables are significant, as per regression aralys these studies.

* Although the studies use the well-known, standataskts, the range of the estimated
coefficients is quite large. For example, for thmpéoyment protection index, the
coefficient ranges form 0.2 percentage increaset¢Be et al 2001) to a 4.45
percentage increase in the unemployment rate (Niekal. 2001). Same is true for
the coefficients for benefit duration, replacemete, etc. Consequently, many of the
claims appear unconvincing.

» Overall, as they put it: “these studies are famfraunanimous in their estimates of the
impact of the standard institutional variables memployment® and that a number
of prominent papers explicitly refer to this lack robustness in their own results
across specification and variable definition” (Bakeal 2004, p.41).

1t is very difficult even to make a rough conchusiabout the link between labour market institugi@eross
the developed countries (See Table: 1 in Apperatik) their unemployment rates from the data.
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Having discussed the findings of the studies sugihde be lending support to the
distortionist perspective, now let us look at a gkmof empirical research from
institutionalist persuasion. Among the better knoworks in this context is an empirical
analysis of the effects of labour market institnioon unemployment rates across OECD
member countries, for the period 1960-1999, by Batdyn, Howell, and Schmitt (2004).
One of the central messages of the study is tleatahous kinds of regulatory measures may
influence labour force participation rather thanpéoyment itself. Some of their important
results include the following:

» For bargaining coordination, which has a negatffeceon unemployment, the result
was strongest particularly in the period sinceyea880s.

* The positive association between high taxation higth unemployment up to the
early 1980s is weakened for the subsequent periods.

» There is no strong evidence to suggest that thalatgg institutions are major
impediments to the employment growth. They claimat tfit is less evident that
further weakening of social and collective protect for workers will have
significant positive impacts on employment prospethe effects of various kinds of
regulation on unemployment are very hard to deteerand may be quite negligible.”

(p.42)

A well-known study from the US economy, by Card ardger (1995), attempts to
testempirically the neoclassical prediction that the@imum wage had an adverse impact on
employment growth. Based on their case study otvleadjoining states, New Jersey and
Pennsylvania, they in fact find a negative assmriabetween the two variables; thus
employment growth was higher where minimum wage higiser’?

In a series of studies coming from the Internatiobabour Organisation, the
mainstream predictions that blame the trade unictivides for adversely impacting on
growth, trade competitiveness, employment etc. Heen effectively challenged, and the
importance of the provision of the minimum wagegpiotecting low-income workers have
been highlighted. In one such well-known work, (K and Sarna 2004), based on the
information for 162 countries, it is shown thatosiger trade union rights do not generally
hinder trade competitiveness, including trade dbla intensive goods; further, the study
offers a stronger conclusion that the countriedwsironger trade union rights tend to do
comparatively better in several respects such gseggte trade flows, total manufacturing
exports etc. (p.25). Further, the fact that der&tiuh of the labour market, even in most of
the advanced capitalist countries, has not beentaliontain high unemployment even after

1270 quote from Chandra’s (2006) succinct summarthefstudy: “In 1992, the state of New Jersey iasee

its minimum wages above the national wage, whigeatljoining Pennsylvania did not. Now for the minim
wage employers such as fast food restaurants almngommon border, conditions would be nearly iaht
but for the higher New Jersey Minimum wage. Thisvied to Card and Krueger a good situation of
controlled experiment. In contrast to the expetbaer fast food employment growth rate after theaduction

of higher minimum wage in New Jersey relative tat thbtaining in Pennsylvania, Card and Kruegegenous
analysis of data found that employment growth nass higher in New Jersey than Pennsylvania, ceteris
paribus. They tested the neoclassical hypothepisatedly using other states and different datdmgtsound
the same results. They went on to re-examine théteeof previous studies and found that they taaegsimilar
results if subjected to better statistical teche&jup.18).

We may also note that in another well-known stumtytfie US economy, Bowles et al. (1983) documetited
existence of a positive relationship between wageksproductivity.
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years 01;3implementation, ought to increase sceticabout deregulation and its supposed
benefits.

Similar conclusions have been reached by a seriestudies by Buchele and
Christiansen (1992, 1995, 1999a, 1999b), who sugted the workers’ rights have a
generally positive effect on the growth of outpet hour worked. They argue that all the
basic determinants of productivity growth such asepof innovation in technology, rate of
growth of the capital-labour ratio, developmenhafnan capital etc. depend significantly on
the cooperation and effective participation of waygk Given that the workers’ labour power
is a crucial input in production, they hold the keythe success of the production process and
thereby occupy a unique position to contribute talsathe improvements in technology,
work organization etc., which contribute to theregases in labour productivity. The authors
suggest that for the long-run success of the firegting workers as stakeholders is very
important, and this includes guaranteeing themtggincluding that of collective bargaining,
implementing measures, which reduce their vulnétisi against job loss etc. Thus, as
suggested earlier, even if some aspects of labaukehintervention may be questionable, it
does not make sense to rubbish labour interveniiogsneral*

As was mentioned earlier, high levels of unemploynfermed the backdrop of the
famous OECD study on Job Strategy in 1994, whoggesiions were very similar to the
mainstream distortionist perspective. Very recer@iZzCD has released its revised guidelines
on the basis of reviewing the subsequent decade&igerience with the earlier
recommendations, which clearly shows a significsniftt in its stance (Watt, 2006).

In the 1994 Job Studies, all the major intervergionthe labour market, such as the
minimum wages, employment protection legislationemployment benefits, wage setting
institutions, along with the tax wedge were blarf@achigh unemployment in Europe.

The revised job strategy, (henceforth, RJS) expli@ccepts that moderate legal
minimum wages do not reduce employmenand, in fact, has other positive outcome as
well. The RJS also accepts that employment prated¢aws and related benefit systems need
not lead to higher unemployment provided they ast ‘too strict’, and characterized by
bureaucratic and costly legal procedures. Furttmer,RJS finds ‘new evidence’ that active
labour market policies can help offset the workirtisntive effects, and also argues that

13 The experience of the East Asian economies dutieg1980s, where unions were largely suppressed or
severely restricted may lead some to believe thgpressing unions contributes positively to ecommognowth.
However, as Freeman (1993) argues there is no traopirical evidence to clinch this claim, and thiz
experience of a wide range of countries, both itrtalsand developing, indicates that unions do segm to
hamper growth.

14 Based on a thorough evaluation of the researcdumad by the World Bank and ILO during the 1980's,
Freeman (1993), in a “balanced scorecard’, fouttie lupport for the distortionist notion that intentions are
major impediments to better economic performance.

As is well-known, the relevant theoretical liter@ueven in the mainstream tradition has increagingl
recognized that labour markets are characterisea tange of market imperfections (Barr, 1998; Ad€ID9;
Gregg and Manning 1997, among others), and to iwgptbeir functioning different kinds of institutiah
interventions are necessary. As a recent IMF (2@03)ly acknowledges that ‘the labour market dods no
function well without proper institutions, that isjithout an appropriate mix of regulations, taxasi subsidies
affecting the relation between workers and emp&ygp. 131).

15 The significant success of introduction of minimurages in the United Kingdom in 1999 also supptirés
beneficial aspects of minimum wages (Watt, 2006).
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reducing benefits below a certain threshold lerely compromise social objectives (p.10).
While wage flexibility is continued to be considere desirable objective, it is acknowledged
that there are different routes to achieve it. @eeelative wage flexibility (i.e. across space)
is achieved through decentralised systems, whegesater aggregate wage flexibility is
produced through centralised systems, and there isesason to privilege one route as a
blanket prescription. RJS claims that ‘there is gingle combination of policies and
institutions to achieve good labour market perfarog (p.18); thus, the revised job studies
marks a significant departure to its 1994 counterSaThe remarkable shift of the OECD
stance from its decade long advocacy of deregulatteengthens further the claim of the
institutionalist perspective.

Finally, it is now well-established that even imtexts where flexible labour market
policies may be favourable for growth at certainqures, it obviously can’'t ensure the
secure forms of employment, employment stabilityyiey with reference to race, gender
etc., i.e. a whole range of worthwhile objectivested in the perspective of decent wofk.

3.2. Evidence on India

In the recent years, the issue of labour marketrmes has been very much at the centre-stage
of policy debate in India. The view, that there ararked rigidities in the labour market due
to a high degree of protection to the organisedualhas gained considerable ground, and
the official thinking has endorsed such a view &iby. 2 In the following, we take stock of

16 Heckman et al (2006) sharply criticise the newstaof the OECD's job strategy. They argue that aned

to the more flexible Anglo-Saxon labour market, fust-1994 performances of European labour maskabfi
strong, in terms of productivity growth, employmemeneration, and human capital formation. Thisoistested

by Howell (2006), who claim that the countries sumh Finland, Denmark, Sweden, Norway, France etc.
maintained a consistent better ‘total factor prodity’ growth between 1984 and 1997. According tte
World Economic Forum, Finland, Sweden and Denmaith highly regulated labour markets, and 75-90% of
their workforce being unionised, among the top dntoes in terms of global competitiveness. Thetloin the

list is the US. Overall Howell (2006) considers tB&CD’s recent policy recommendations based on the
empirical evidence as more balanced compared tpréhagous reports.

" In South Africa, for example, ‘regulated flexilbyfi that is a strategy to address both the extréones of
inequality established during the apartheid era, faster competitiveness, ended up undermining nmimi
labour standards and supporting the spread of faauket insecurity. A series of Canadian-basedistualso
found that inequalities based on gender, race agedvere intensified, as labour market deregulatigracted
most profoundly on those groups of workers alreattyst marginalized (Thomas, 2006). Labour market
deregulation exacerbated long-established pattefnmacialised labour market segmentation. Job medah
workplaces of the so-called ‘new economy’ — forrapée call centres - combined insecure employmett wi
feminised labour processes to create marginaliabdur forces of women and young workers. Government
interventions are indispensable to construct labstandards that provide effective protections foese
emerging sites of employment.

We may also note here the findings of an inter-tgustudy, which looks at the effects of core labstandards
(as identified by the ILO declaration on fundaméménciples and Rights to Work) on several impotta
economic outcomes. It is reported that labour stedsl have positive effects on per capita income fand
countries, with medium or strong labour standdrd,gositive effect tends to be stronger (Bezelé04).

18 “various studies indicate that Indian Labour Laave highly protective of labour, and labour markats
relatively inflexible, these laws apply only to tbeganised sector. Consequently, these laws hastected
labour mobility, have led to capital-intensive nwdh in the organized sector and adversely affebimdector’s
long-run demand for labour. Labour being a subijjethe concurrent list, State-level labour regalas are also
an important determinant of industrial performangeidence suggests that States, which have enauttee
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the evidence that has been marshalled to subgestigh a contention. But before that, it
may be of interest to look at the key conclusiohs off-quoted paper by Basu (2005),
which ostensibly drew upon the empirical literajuceargue that the labour market in India
is indeed rigid and, consequently, leads to undblrconsequences.

The Paper claims that India’s labour laws may hacwally hurt the workers
although they were supposed to protect them. Heldhis argument by focussing on those
labour legislations, which were drafted expresslynake the laying off labourers difficdft.
Basu constructs a model to show that, in equiliari@an employer’s inability to dismiss
workers, who turn out not to possess the requikédt] sould hurt all workers, including the
unskilled. The model shows that if some firms nepdcialised skills and talents but are
disallowed to dismiss workers, (or it is very cgktithen they would operate on a smaller
scale or close down. If the firms close its operati then both skilled as well as unskilled
workers will loose their jobs. If those skilled vkers join in the unskilled labour market, it
would hurt the skilled workers directly; also, iagnincrease the competition for jobs in the
unskilled labour market and in turn could lower waglf this happens then unskilled
workers will also be hurt. Such an outcome may naliee through another route also. If a
firm faces a fluctuating-demand environment andpievented by law from laying-off
workers, it may close down or operate on a smallesBasu argues that through this route a
contraction in the demand for labour may take pkaee thereby depress wages. Assuming,
obviously, that his model captures one of the deetures of India’s labour market, Basu
argues that the existing legislations have resuitdtie country’s failure to deploy her large
labour resources to compete better on the domastianternational markets; this, according
to him, is in significant contrast to the East Asi@and South East Asian countries where
employment as well as wages witnessed impressiweases, precisely because they have
fewer protective law&’ To draw empirical support for his basic conclusiBasu relies on a
much cited study by Fallon and Lucas (1993), wlainoéd to have shown that the demand
for labour in large firms fell as the legislatiorepenting labour dismissal was made stronger.

Basu’'s argument, although sophisticated, is a &pmicro-theoretic one; such
arguments have significant limitations, as was uwfised in section two, and we need not
pursue it any further here. However, it may be dateat one can get very different results by
playing around with the underlying assumptionshef modef* More importantly, there are
good reasons to believe that linkage between waggsinemployment, of the kind normally

pro-worker regulations, have lost out on industgmbduction in general” (Economic Survey 2005-06,
Government of India, p. 209).

19 As he puts it “the eventual labour market equillibr that emerges in an economy with such legigtatiay
actually cause workers to have a lower welfare timaan economy with less protective legislation ahalt
between legislating to prevent layoffs and legistato maintain minimum wages, the latter may be ttore
desirable policy from the point of view of workengelfare” (Basu, 2005, p.3). We may also note that
argument is not a blanket opposition to any pratecfor labour, a clearly a nuanced one. In anotfeger,
Basu argues that the provision of a minimum wageazually reduce unemployment (Basu, 2007).

20 But a comparative analysis across Asian counimiéise next section shows that this is not true.

2 D’souza (2005) argues that “if free contractingween workers and firms is allowed we show in an
efficiency wage set up that both firms and workeex behave opportunistically requiring third-party
enforcement of employment protection legislatign'989). He also puts in that “it is premature tadade that
anti-retrenchment laws are inefficient and end ugiihg workers” (p. 944).
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postulated by standard neo-classical economistsatidest, a tenuous one. As has been
shown by Mukherji (2006): “.... the unique link beten wage-rate and the level of
employment depends crucially on the competitivengfsshe labour market; that if this
market is non-competitive, this link is snapped] amoreover, in the face of non-competitive
conditions, wage determination has to depend ceriaty of other factors some of which are
pinned down; and, finally, that, therefore, theseno particular reason why a rise in
minimum wages will affect employment.”

Let us now move on to some of the empirical exercidaiming to substantiate the
presumed rigidity impacts of the labour laws. Amdhg major bones of contention in the
labour market rigidity debate in India, the IndigdtDispute Act (in particular, its provisions
contained in chapter V-B, which requires firms eoypig above a threshold number to seek
government permission for retrenchment, closureg,eind the Contract Labour Act, stand
out. We will look at the significant implicationd these, along with the major Acts, in a
subsequent section. However, suffice it to notee hiiat a substantial segment of the
empirical literature in the rigidity debate dirgctbr indirectly hinges on these acts. For
instance, the study by Fallon and Lucas (1993)ridra was largely motivated by the 1976
and the 1982 amendments of the chapter V-B ofriiadtrial Dispute Act.

Fallon and Lucas study attempts to measure thedimgfachanges in job security
regulations in India (and Zimbabwe, where simileovisions exist). Using panel data for the
period 1959-82 for India, and 1960/61 through 18B4for Zimbabwe, the central
conclusions reached by the authors are:

» The ‘extreme job security regulations’ in India afithbabwe significantly reduced
the demand for workers at given levels of outpuawidver, the estimated decline in
demand for employees varied considerably acrossstnds.

* The industries with more public enterprises wess ladversely affected, in terms of
decline in labour demand, possibly due to the presef strong trade unions.

The methodology underlying the Fallon and Lucasdytuand consequently, its
conclusions, have been subjected to searchingisntiby several researchers (for details,
see Bhattacharjea and the studies cited there)wanteed not get into a detailed discussion
of these here. Suffice it to note here that theigogb claim of the study do not stand up to a
careful scrutiny (for details, see Bhalotra, 19€&jldar, 2002; Anant et al 2005; among
others).

Now we turn to the much-publicised empirical studievant to the ongoing debate,
which is by Besley and Burgess (2004). The presuosedral concern of this study is to
investigate whether industrial relations climatehe Indian States have affected the pattern
of manufacturing growth as well as employment ie theriod 1958-1992. To map the
direction of the change in the industrial relatioogmate, they track the state-level
amendments to the IDA, and classify these amendmantpro-worker, neutral, and pro-
employer and these are assigned scores of +1, d,-lamespectively. In all, 113 such
amendments are identified and classified as sudhdwputhors, and the assigned scores are
cumulated over time for each state to arrive aegulatory measure’ for each state in each
year. Such a measure is then used to explain aewmtawige of economic performance
indicators with respect to the organized manufactusector using panel data for 1958 to
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1992, at the level of states; these indicatorsusheloutput per capita, labour use intensity,
employment, among others.

As it happens, their regression analysis claimsptove all the claims of the
distortionists: the registered manufacturing se@dversely affected in every possible way
because of a state being ‘pro-worker’. Their mapmclusions are:

* Pro-worker legislations have contributed to thevddng of investment and
employment in the organized manufacturing sectad, thus have also facilitated the
existence and growth of a very large informal sectdve net impact has been in
terms of deterring productivity and constrainingwth as well as poverty alleviation.

* Thus, in terms of welfare implications: “it is fodirthat there is no evidence of the
belief that pro-worker labour market policies rexdréhe unfavourable balance of
power between capital and labour, leading to a nessive effect on income
distribution” (p.21). On the contrary, it is claithéhat indeed the distributional
effects appear to have worked against the poor.

* The analysis claims to reinforce the growing seatitrthatthere may be large gains
from legislative changes that make the IDA more leygr-friendly.

There are several issues relating to the Beslegdasr study and its results which are
deeply unsatisfactory, many of which have alreaglyrbsubjected to serious critical scrutiny
(for details, see Bhattarcharjea, 2006; Anant @085, among others). We need not get into
a detailed discussion of these here, but it maydatul to flag some issues, and the relevant
empirical evidence, to get a sense of the flawedtattter of this study.

() On the basis of a single amendment at any timeate san be classified as pro-
worker or pro-employer. As Bhattacharjea (2006)niout, classifying a state as pro-
worker or pro-employer on the basis of a single rasngent while all other central or state
laws remain unchanged can be quite misleatfinyso, generally speaking, it should be
obvious that when the multiple amendments takeepl@ithin a single year, or over a short
duration, the problem of awarding ‘scores’ becomdasost an intractable one.

Besides the various problems in case of classificaBhattacharjea also points out
some questionable results related to the econaredtimation. He argues that although the
regulatory measure turns up significant in moghefregressions, the coefficients on most of
the control variables, which seek to explain outesras disparate as output, employment,
wages, entry and poverty etc., are statisticaligmificant. Bhattacharjea thinks there are
many other variables that could have been usedalsteargues that serious flaws of Besley-
Burgess methodology emerge when the state speuifie trends are included in the
regression.

2 Besley-Burgess classify Gujarat as pro-worker bgeani a solitary amendment which it passed in 1€H8;
amendment allowed for a penalty on employers fot mominating representatives to firm-level joint
management councils, while all other labour lawsaimed intact. Bhattacharjea (2006) raises sevragdrtant
guestions regarding the methodologies of givingexo the states (in terms of states being prdevppro-
employer etc.). For instance, in Besley and Burgessly, U.P. was classified as pro-worker on tlasi$ of
1982 central amendment of the IDA. However, Bh&éaiea provides evidence to show that “on the bafsis
the 1983 amendment of its own IDA, U.P. should lasgified as pro-employer” (p. 17).
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(I A puzzling feature of Besley-Burgess results that pro-worker legislative
amendments did not show any clear indication teerarorkers’ wages. As discussed earlier,
the neoclassical literature treats the increassages as the main route through which the
legislations hamper economic outcomes.

() To measure rigidities in labour market, asdkey and Burgess have done, directly
from legal statutes could be misleading, as thestedion of laws into outcomes is often
through a complex intermediation procé$s.

(IV) Bessley and Burgess study is not helpful in idgmg specific components (of
labour laws) impacting on particular economic outes, as it aggregates the former into one
unigue measure.

(V)  Given that very significant changes have takdace, as regards the overall policy
environment for labour, during the reform periotjsi far from clear how much impact
labour laws have had since the early 1990s. Fdange, theintroduction of a voluntary
retirement scheme in the early 1990s, and its rapig@ad subsequently, may well have
legitimized layoffs and retrenchments across thardan India’s registered manufacturing
sector although the labour laws have largely reethinnchanged. Also their enforcement
appears to have been diluted substantially asatiergments at different levels have become
even E(Zr indifferent towards enforcing them in tieeent years (Anant et al. 2005; Sharma
2006):

(V) Although, there has been no change in lab@uws| wage share has experienced
significant compression in the liberalization peridhe ASI reports that in 2003-04 wages to
workers constituted only 2.4% of gross output ajamised industry, which is likely to be
among the lowest in the world. Hasan et al. (2G08®) that the share of the wage bill, in
either total output or value add&ljs lower in the more open trading environment rafte
1991, and is lower in industries that have loweribes to trade. For example, controlling for
industry and location (via the introduction of istiy-location fixed effects), their estimates
of labour share equations suggest that labour sheoeald decline by around 4% (as a share
of total output) and 5% (as a share of value adftl@da reduction in tariffs from 150% to
40%. These results are consistent with the arguntlest workers in India’s formal
manufacturing sector have seen their bargaining epoweaken as a result of trade
liberalization. This is despite the fact, as no#dbve, that domestic labour laws have not
changed on paper.

3 “n fact, the effect of laws is translated intabbur market outcomes indirectly through a range of

intermediate factors such as the enforcement emviemt, background rules, and cultures of governamck
compliance etc” (Anant et al, quoted in ADB, 20pp, 49).

4 In a recent study, Nagraj found that: ‘between5t98 and 2000-01, about 1.1 million workers, op#bcent
of workers in the organized manufacturing sectat their jobs. These losses have been widespreadsac
major states and industry groups’ (p 3390). As s i : “Although the labour laws remained the satheir
enforcement was diluted or government ignored theiision by employers. In effect, it was reformstaalth”
(p 3388).

% Shrinking wage share is also confirmed from Imsliaianufacturing sector from ASI Data (see Tabla 2
Appendix). In a very recent paper Nagraj (2007) adhows the declining trend of unit labour cost in
manufacturing (see figure 3 in the Appendix) aslwslin the public sector. The same paper alseghe
declining wage-rental ratio, which also goes addims workers.
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(VII) As documented earlier, advocates of labourkaaflexibility often claim that there is
an inverse relation between real wage and employmepansion. However, in a recent
study, it has been shown that there is no systereatilence of such a relationsHipetween
wage levels and employment in India’s manufacturingustry across the range of
manufacturing sub-sector well as the sector as@en(Ghosh, 2004).

(VII) In general, there are several well-known tigas of India’s labour market which
simply do not square up with the expected outcoaseper the Besley-Burgess reasoning.
For instance, protective labour legislations argpssed to increase industrial disputes (as
they shore up the power of organized labour); h@amess is well-documented, there has
been a secular decline, through the 1980s and 1890sth the number of disputes as well
as the number of person/days lost due to displit&ko, the person/days lost on account of
the strikes have been fewer than those due todat&since 1990.

(IX) As regards the presumed adverse employmermicesif it is instructive to note the
findings, based on the ASI data for 1973-74 to 19870f a recent study by Anant et al.
Looking at the percentage distribution of total émyment in the size classes- ‘workers
below 100’, ‘100-999’, and ‘above 1000’, - the studoncludes that: ‘the expected
compositional’ shifts are not visible. What we seé&hat the above 100 size has increased (as
a percentage of total employment) much more that di below 100. The presumed
deceleration of employment seems valid only in ttase of above 1000 size class
employment. It is possible that the employmentidedh the above 1000 size establishment
is less due to the labour laws than due to thetanbal restructuring of the large public
sector units and traditional manufacturing indestiicotton textiles, jute manufacturing, steel
and engineering). Thus our preliminary exercisesdoet seem to support the presumed
employment effect of the labour laws’ (Anant et 2005, p. 27). Similar scepticism has been
expressed by other studies as well (e.g. Gold&22Despande et al, 2004).

(X)  The above-cited study by Anant et al also shtves the presumed labour substitution
effect i.e. substitution of labour by capital dogptotective labour legislation, is not borne by
the ASI data. We may also note that as per the d\Baink’s Investment Climate Survey of
the Indian States (World Bank, 2003), two statescwvivere ranked ‘Best’ are Gujarat and
Maharastra; interestingly, as per the Besley-Bugtsdy, both the states were classified as
‘inflexible’ in terms of the labour market flexilty measure (for details, see Table 8)!

One may cite several other findings based on tbergfary data which are at variance
with the conclusions or the expectations of the l8es-Burgess and similar studies.
However, for reasons of space, we need not putsaayi further here. But it may be of
interest to look at the key findings of a field edsstudy that examined a number of the
relevant issuedn a survey of about 1,300 manufacturing firms asroine industry groups,
Deshpande et al (2004) examine the determinantiseofevels and changes in employment
between 1991 and 1998. One of the main objectivas tev find out the extent of flexibility
enjoyed by employers in adjusting investment ag agebther important decisions within an
establishment to external changes; in particuteey task whether the presence of unions,
collective bargaining, and labour laws, especi#ilg provisions of the Industrial Disputes
Act hamper investment and employment decisions.

% See regression results in Table: 3 in appendix.
2" See Figure 1 & 2 in the appendix.
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The study reports that both tbheionised and non-unionised firms increased capital
intensity over the relevant period; thus the presence obnsidoes not support the core
conclusion of the distortionists as regards theptidn of capital- intensive technology;
however, the absence of a union appears to betlgligiore likely to promote growth in
employment than its presence. As far as the implastatutory minimum wage provisias
concerned, it again does not support the case eofdistortionists as only half the firms
reportedly were paying the statutory minimum wajso, it is worth noting that nearly two-
thirds of the firms employing less than 10 workpasd statutory minimum wages, whereas
this percentage was lower for larger firms, who kEpp.000 or more worker3.

The study also reports that the share of permamamual workers declined from
about 69 per cent in 1991 to 62 per cent in 1988¢easing sharply in industries such as non-
metallic minerals, beverages and tobacco. Furtbewonly did the share of non-permanent
workers increase but the share of casual workerghénnon-poor permanent category
increased even faster, and the bigfiens resorted to greater use of non-permanent
workers. Firms employing 50-99 workers and those employs®® or more workers
increased their share of non-permanent workersfigntly between 1991 and 1998 with all
other factors remaining the same.

In sum, a careful consideration of the empiricaldence of India’s industrial
landscape certainly does not support the claimthefdistortionists, and does not warrant
privileging the labour laws as the key to undemdtiag output or employment performances.
Clearly one needs to look at the importance of alevhange of other critical variables, some
of which were touched upon in section 2 of thisgrajin section 3.3, we take a look at the
labour laws in Asian context as a whole; in paticuour motivation is: are the policies in
East and South East Asian countries, significadhtferent from India, and if so, what are the
important lessons? But before we come to such gadson, a brief overview of the labour
market in Asia as a whole may be useful.

3.3.  Labour Market Policies: Some Lessons from thBeveloping Countries in Asia

Asia’s labour force, currently estimated to be appnately, 1.7 billion, accounts for 57.3%

of the world’s total labour force; furthermore, lachnd China together account for 71% of
the continent’s total labour force. It is also wogmphasizing that, unlike in the case of
developed regions, Asia’s labour force is growiagidly. Based on the available projections
for the working-age population, Asia’s labour foiseexpected to grow by 14% by 2015 and
by 24% by 2030 (ADB, 2005). Over the next 10 ygaars as per the ADB’s projection,

although the absolute increase in China and Indliabe larger due to their sheer size, the
percentage increase in the labour force will beniantly higher in countries such as

Pakistan (30%), Bangladesh (25%) and the Philigpi{28%), given the varying pace of

demographic transitions in different countries.

As is well-known, very large sections of Asia’s d¢alp force is engaged in the
agricultural sector and the expected share of eynptat in agriculture, in the foreseeable

% “The fact that 17 per cent of the firms employih@00 and more workers could pay merely statutory

minimum wages despite the so-called restrictiveustidal relations laws still being on the statutok is
probably also due to the recent anti-labour twisthie approach to labour rights of both the executive and
judicial arms of the state” (Sharma, 2006, p.2028).
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future, will continue to be large in several cowedr particularly in South Asia, but also in
East and Southeast Asia. Needless to say, the bekning majority of these labourers have
to sustain themselves at low and precarious lefesrning.

As regards the urban labour markets, most Asiaeldping countries exhibit notable
dualism, that is, the coexistence ofmadern or formal sector with overwhelmingly large
traditional or informal sector. As is well-known, the development discosirskethe early
post-World War 1l years had almost been unanimouthé belief that the informal sector
was a temporary ladder into the modern, and itavéyg a matter of time for such a transition
to materialize. ‘Lewisian optimism’ seemed infeasoand, for many, well-grounded.
However, with the benefit of the hindsight, it isear that in large parts of the global
economy, such a dualism is no less acute comparéaet1950s and ‘60s, and we almost
have a ‘Lewisian nightmare’ at hand, as very lasgetions of labourers continue to be
trapped in a variety of ‘traditional’ and ‘informalctivities, scrounging hard, to just about
make a living, (or not even that) with no exit resit Economists, across the ideological
spectrum, generally agree that productive employménhabour force in most developing
countries in Asia is a major problem, althoughdesl not quite show up on the basis of the
official rates. There is the widely held view thia¢ poor, who constitute large sections of the
population in these countries, can not afford tmam unemployed; sure enough, this is a
truism but the real question is: whether they marntagyet employed adequately for a decent
living. Our sense is that the official data systetaad to overestimate the extent of
employment, given their underlying methodologiesestimation, in case of developing
countries> Moreover, even if we take official data at facéueathere have been increases in
unemployment rates during the last decade. Furtbrermas is generally accepted by
researchers, underemployment is a huge problenost developing countries. As a recent
ADB report puts it: ‘out of a total labour force @f7 billion .... around 500 million are
underemployed in the time-based sense. It neets &iressed that as large as this number
may seem, it still constitutes an underestimat®BA2005, p. 14).

As is well-known, economic growth in the Asian @ugiduring the last decade has
been relatively faster compared to most other regian fact during the decade since 1995,
Asia’s economic growth rate was more than doubdeglobal average, and there has been
much speculation about the 2tentury as being the Asian century. However, trevth
performance has not been matched by expansion pibgment opportunities, and problem
of unemployment, disguised unemployment, poor wugki conditions, extreme
vulnerabilities even to mild shocks, chronic ingécs, etc. are widespread. According to
the most recent estimates from the [{%n 2005, close to 84 per cent of workers in the
South Asia, 58 percent in South East Asia, 47 pat i East Asia, and 36 percent in Arab
States were unable to earn enough to keep abov@2tlzeday poverty line; as one would
expect, typically, the share of informal employmentotal non—agricultural employment
ranges from very substantial (e.g. 42 per centynayp to overwhelmingly high (e.g. 83
percent in India) across different countries in dwntinent. Different indicators of the
working conditions create an extremely grim pictuned work-related accidents and diseases
result in loss of lives of close to one million Wwers annually. Clearly, these numbers
indicate a widespread precariousness and fragplitye lives and livelihoods of very large

2 For an elaboration of this argument, see Jha, 1997
%0 Juan Somavia, Director-General of the ILO, Theddir2d" August, 2006.
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sections of workers across Asia. Sure enough, theme examples of impressive
performances, in terms of generating productive dexknt employment for the majority of
workers, such as Hong Kong, South Korea and Sirrgajarthermore, there are regions and
sectors in several countries with modest to impvessuccess records in special
sectors/regions. However, large parts of the centicontinue to be plagued by inadequate
and insecure employment opportunities, and thelenolhas become more daunting in spite
of strong economic growth. For instance, in theE9& the People’s Republic of China, a 3
percent growth of output was adequate to generdteparcent increase in employment;
however, in the 1990s, to achieve the same raggdinsion in employment (i.e. 1 per cent),
the required output growth rate had taken a quafiuomp to almost 8 per cent.

With this brief backdrop of the labour market ini#dt may be useful to address one
of the key conventional mainstream concerns: thatvhether Asia is different from other
regions in terms of policies towards labour regalatind protection and the implications of
the same for employment and output growth. It maydealled from section two that Botero
et al. offer a data set on such provisions for 8antries, which cover a wide range of
regulatory and protective measures such as employhagvs, industrial and collective
relations laws and social security laws. Boteraletodify the relevant information and also
generate measures of worker protection. Usingdaia set, a recent study by ADB attempts
a synoptic comparative assessment of differentoresgisuch as Asia, Africa, Industrially
Advanced Countries and Latin America (ADB, 2005mbhy be worthwhile to quote the key
conclusions reached by this study.
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Box 1:
“Employment Laws: Asia is clearly not different. In the case of thanmuny

variables, the mode is the same as in at leasother regions (i.e., one of the other
three regions is the different one). In the cas¢éhefaverages, a cursory look at the
data indicates that Asia does not stand out. Famgile, it has fewer days of annyal

leave with pay in manufacturing ....; the number afdpomandatory holidays ... i
slightly higher than in the industrial countriesdaffrica, but the same as in Lat
America; the cost of increasing hours worked ...imilar in the three developin
regions, and substantially lower than in the indaktcountries; legally mandate
severance pay ... is substantially higher than inrtbastrial countries and Africa, bt
about the same as in Latin America; finally, thestcof firing workers ... is alsd
higher in Asia than in the industrial countries akfdica, and about the same as
Latin America. It seems, therefore, that there ddag two areas where Asia may
labeled as different, in the sense of having aictise legal system that may affe
the creation of employment. These are legally maaublseverance pay and the cosf
firing workers. In the latter, all Asian economiesar a high cost (except for Hor
Kong, China).

Collective Bargaining Laws: Once again, the overall Asian picture is not altbge
different from that of the rest of the world. IniAsworkers’ councils ... are mandatg
by law, the same as in the industrial countriesoAthe law in Asia does not allo
sympathy, solidarity, or secondary strikes, thotlgty are allowed in the other thre
regions. However, Asia is the only one of the foegions where a strike is not illeg
even if there is a collective agreement in forceThis is the only industrial relation
aspect where Asia seems to be different and whahaffect employment creation.

Social Security Laws: The evidence is once again clear: Asia is not @aetrly
different from the other regions in terms of disiépiand death benefits or sickne
and health benefits, although the number of moathequired contributions is lowe
than in the industrial countries. Moreover, theiglosecurity system does not cov
the risk of unemployment.

Civil and Political Rights: Most Asian countries have mandatory minimum wa

..., the same as the other two developing regionty Boang Kong, China; Malaysia

and Singapore do not have mandatory minimum wages.industrial countries ar
split on this issue. Asia has the same union deffgibportion of workers affiliateg
...) as the other two developing regions, and abalf that of the industria
countries.”

Source: ADB, 2005, p. 40-43.
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Thus the essential message, as per the aboveAditBdstudy using the Botero et al
data is: the Asian region is no more ‘rigid’ inrex of regulatory measures; furthermore,
workers in the industrially advanced countries havesubstantially higher degree of
protection in terms of social security provisioddso, within Asia, different regions can
hardly be ranked in terms of labour market rigidityr instance, the claim that East and
South East Asia is less ‘rigid’ than South Asiaésy much on a slippery grounitl.

Going by the same dataset, the ADB study also labkke relevant information for
15 individual economies within Asia, and suggestst it simply does not make sense to
make grand generalizatioffs.Further, it rightly suggests that particular labaunarket
provisions need to be located in detailed analgdispecific countries, to look at the
implications of such provisions.

As is well-known, China and India have been atditre stage of the recent debates
and discussions on economic transformation, foy vezll-known reasons that we need not
recount here, and the issues relating to theirectsfe labour regimes have been in sharp
focus. Given that, these two giants of the glolmanemy account for almost 40 percent of
the global workforce, the significance of theirdal policies can hardly be overstated.

A few words on a popular perception regarding teeffe’s Republic of China may
be in order here. As is well-known, the Chineseneoay, for well over two decades, has
been among the fastest growing in the world, ane often hears that, compared to the
Indian economy, the Chinese labour market is mash Trigid’, and this has been one of the
key factors in the country’s remarkable growth r&ach a perception, to put is bluntly, is
simply wrong. China’s state-owned enterprises stiltount for close to 30 percent of the
country’s labour force, and in terms of being cegeby protective labour regulations, this
segment can hardly be considered any less flekilalle the much-maligned organised sector
in India; also, it is worth-stressing that as arehaf the total work force, India’s organised
sector, at 7 to 8 percent, is only a fraction ¢f #hare of the SOEs in the Chinese case.
Furthermore, at least on paper, labour regulatior@hina can hardly be considered any less
binding, and possibly have a much broader reat¢hrins of the coverage of the workforce,
compared to India (GOI, the Second National Comiois®n Labour, 2002; Banerjee,
2005). Sure enough, in terms of details, thereaanamber of significant differenc&sn the
provisions for labour between these two giants efaAwhich account for more than 70
percent of the continent’s labour force; howeverr, @ntention is that there is no prima facie
case to consider the Chinese labour market any nfeble’ than that of India.

%1 |t may be emphasized again that there is not maathoose between the two regions in terms of séver
interventions in the labour market, which are ofteiticized by the distortionists. Data seem toi¢atk very
little difference in the existence of minimum wdgess, notice period and severance pay requirethfong-off
workers. “In fact, severance pay in the case obhasia and Thailand was higher than that in Bargladnd
Pakistan. In terms of the percentage of labouref@mavered by trade unions, it is only India thansds out in
comparison to countries of ESEA” (Islam, 2003). Als10t much difference appears to have existed with
regard to non-wage benefits, e.g., old age, displdhd death benefit, sickness and maternity benetnd
unemployment benefits” (Islam, 2003, p. 24).

32 :Some countries with different experiences in temf labour outcomes seem to have similar labouketa
policies; and vice versa, some countries which apep are perceived as similar, have different lalnoarket
policies’ (ADB, 2005, p. 46).

% The major differences are in the area of rightsrganize, collective bargaining, and freedomsssbaiation.
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8Nonetheless, it is important to recognize thatpitudlems of underemployment, informality
etc. are major challenges to the policy-makersienReople’s Republic of China (Brooks and
Tao, 2003), and in many ways these have become dwursting in the recent years, as
discussed in the following.

However, there is one area, with very importantlioapions for a whole range of
economic outcomes including labour market outcomd®re China has been significantly
ahead of India; this has to do with the provisignot basic social infrastructure as well as
targeted policies for improving the quality of theman capital of the workforce. In fact, in
this respect, within the Asian continent, the Easd South East Asian Economies
(henceforth ESEA) have a clearly better record thaumth Asia, which is reflected in a whole
range of indicators, such as literacy levels ofkeos, proportion of workers with secondary
education, mean years of schooling, access to amuges for skill up-gradation and training
etc?* (for details, see Khan, 1994; Khan, 2001; Islaf012 Islam, 2003; ADB, 2005). It
may be useful here, given the prominence of Chir@ntemporary development discourses,
to sketch a profile of the country’s labour marlatd the recent policies related to labour;
this some relevance to the ongoing discussionsdral

3.4  Labour’s Landscape in Contemporary China

China’'s remarkable economic transformation aftex thitiative of reforms in 1978 has
drawn attention of many governments, policy malkerd experts all over the world. During
approximately two and a half decades, beginnin@;1@®ina’s GDP expanded seven-fold or
about fourfold in terms of real GDP per capitasltvidely believed that China’s fast growth
wouldn’'t have been possible without economic reforthat are without a gradual
marketisation of the economy and integration wite tvorld market during the era of
ongoing globalization. It is also generally acknegded that instead of big-bang approach,
China’s strategy of reforms is piecemeal, partiaremental and often experimental
(Gallagher, 2004).

Since the inception of reforms, the structure oin@ts labour market has also been
significantly transformed as may be seen from tabl& 10 in appendix. Percentage of urban
population has increased sharply in the period 188IP although China still remains
predominantly rural. Although the population growtas slowed in the recent years to just
less than 1 per cent per annum, the labour forsadraled to grow relatively faster, at about

34 A few examples may be instructive. “In 1976, Koneoduced, the Basic Law for Vocational Trainitgt
requires private firms with 150 or more employeegdnduct in house training for a portion of itspdoyees,

or to pay a training levy equivalent to no lestle& of its wage bill. This levy is used to promuteational
training through government-sponsored vocationaining schools. Likewise, Singapore has a series of
programmes such as the Vocational and Industriainifrg Board, set up in 1979 and financed withwy lef

1% on wages to subsidize efforts to upgréuke skills and expertise @mployees or retraining of retrenched
workers. Other initiatives like the Basic Educatiamd Skills Development program to teach basidsskil
arithmetic and literacy to workers, the creationtlud National Productivity Board in 1972, and thatibnal
Productivity Council 1982, were also undertaken ptmmote productivity consciousness. Elsewhere, in
Malaysia, Training costs are also subsidized aedPtinang Skills Development Centre puts togetla@ritg
courses contributed by multinational corporatioasupgrade their suppliers’ skills. Thailand graatdax
deduction (150) percent for training expenses” (A2BO5, p.79-80). Higher productivities in East asi
countries may be attributed to some extent to theinan capital policies.
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1.5 per cent per annum. The labour force partimpatate hovered around 60 per cent
throughout the 1990s (see Table 10 in Appendix).

Around 1980, i.e. in the early years of reforms,caerwhelming majority of the
labour force was either employed as agriculturalkers in rural communes or as employees
in urban state-owned enterprises (SOE), with vilgu#o labour flows between the rural and
urban sectors. By 2002, however, over a third efrtiral labour force had moved into non-
farm activities, mainly in town and village entagas (TVES), and more than two third of the
urban labour force had found employment outsidéhefstate sector, in urban collectives,
joint ventures and private enterprises (see TalldnlAppendix). The most significant
change is the drastic decline of the employmentkearState Units.

During the period 1990 to 2002, employment growHswoncentrated mainly in the
urban areas where the number of jobs increaseud atexage rate of 3 percent per annum (or
6.5 million p.a.); this has happened in spite ef 8tate-Owned Enterprises (SOEs) going for
a huge layoff of its workers, as is evident fromalfle 11). Although, employment in
collectives also declined sharply from 1995 onwdiné, job losses at SOEs and collectives
were more than offset by the total job createdsT™as due to the growth in the private
sector (including foreign-funded enterprises), wihsceated 17.5 million jobs in the six years
ending with 2001, and an unexplained increase ofminfon jobs over the same period
(Brooks and Tao, 2003). This significant unexpldiiecrease was ostensibly in the informal
sector which includes street vending, constructiott household services, among others, and
many of these are not well covered by the offistltistics. Therefore it is reasonable to
conclude that the supply of quality job was haiidipressive although in the aggregate the
total number of jobs clearly went up significantgtween 1980 and 2002.

It is also worth noting that the job growth in tlager years of 1990s was largely
concentrated in particular service sectors and soostal provinces, especially Fujian,
Guangdong, Shandong, and Zhejiang (Brooks and ZGQ8). In these provinces, the private
sector (and foreign direct investment) has flowdkince the government started opening up
special economic zones in the 1980s and adopte@ gwoaferential policies toward some
export oriented industrial growth.

It is quite clear that the pace of employment gatiemn has slowed down
considerably as the labour market flexibilisatiockpd up momentum. In a recent paper Zhu
(2007) shows that employment growthas well as employment elasticity of output, are

3% “Under this arrangement, the workers who lostrtj@is but enjoyed their unemployment benefits wese
included in the data of registered unemployed warke cities and towns” (Fang & Miyeng, 2004).

% On the whole, most researchers take a dim viewhefemployment prospects in contemporary China.
However, there are differences as regards the gt @rospects of employment generation. For instafang
and Meiyan (2004) argue that employment growthliesen substantial, mainly through the irregular cleds)
and according to them, “actually, the overall emgpient in China did indeed increase, and only regula
employment in cities and towns was reduced. Theleyment number in work units in China’s cities and
towns has been gradually decreasing since 1978e we employment number outside work units hasibee
increasing. That is to say, employment in irregskectors has been increasing. In the period 192004, the
ratio between the employment number in irregulatass and work units increased from 1:4 to gretitan 1:2.
Therefore, from the perspective of using genegtlstical data to observe the employment situatio@hina, it

is usually easy for people to underestimate theahgrowth of employment”. But most other researshake
the view that the pace of employment generation dedined intertemporally, particularly since tharlg
1990s.
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much lower in primary, secondary and tertiary secio the decade 1990-2000 compared to
1980-1990 (see Table 13). In fact several otherd@ynpent related indicators, with reference
to China’s labour market, suggest quite a dismalystas may be seen from Table 6. It is
hardly surprising that recorded unemployment haded to creep up in the recent years. The
registered unemployment rate, as reported by thaskly of Labour and Social Services
(MOLSS), was almost constant at around 2.5 —3 péhgring most of the 1990s, but it rose
to 4.0 percent by the end of 2002 (Table 10). Ethemse with university education are
finding it increasingly difficult to get employedde Table 14).

In the early years of China’s reforms process, t@and village enterprises (TVES)
developed rapidly to meet a built-up demand forscomer goods in rural areas, and also to
take advantage of a vast pool of cheap rural laforce. As a consequence, the rural
employment growth was rapid in the 1980s and eB®B0s. But the situation has changed
significantly since the mid-1990s when the TVEsdretp face financial problems, as well as
growing competition from the private sector, and #isolute level of employment in these
enterprises was almost stagnant between 1995 ar@il. 2Moreover, employment
opportunities in agriculture started declining dgrithe 1980s itself and it accelerated the
exodus of workers from the rural to urban areasiriguthe 1980s, as mentioned earlier,
migrants from agriculture were inclined to movertoal TVEs, but subsequently faster-
growing urban areas in the eastern provinces (F20@.) became major destinatiois.

Most recent accounts suggest that the outflow bbua from the rural area have
increased enormously. As per the estimates of thi@ea® National Bureau of Statistics,
there were about 80 million permanent migrants, (tlose living in urban areas for more
than six months) between 1990 and 2000. However, é$timates for the number of
temporary migrants, had a wide range, e.g. 30-1bomi(between 1990-2000) and for the
more recent years, this number in the range of I8®-million. Nonetheless, it is worth
highlighting that, in spite of massive exodus fréime rural areas, the problem of surplus
labour is an acute ori@.

Essentially, many of the features of China’s labooarket today are obvious
outcomes of the country’s transition to the markebnomy and widespread adoption of
capitalist labour practices by firms of all ownepstypes in the period of reforms. Labour
relations in China have been fundamentally changéd the country’s gradual movement
towards privatization and its labour practices hsivéted overwhelmingly toward favouring
firm autonomy, flexibility, and managerial conti@fl workers organization (Gallagher, 2004)

So-called irregular employment refers to employmeritregular sectors, which include self-employdesnily
enterprises, and micro-enterprises.

37 “The largest concentrations of migrants are foimthe Pearl River Delta (Guangdong) and YangtaeRi
Delta (Shanghai and Jiangsu), where average GDPapér is 4 to 10 times that in poorer rural pnoes such
as Gansu and Guizhou. Estimates of the migrantlatpu vary, ranging between 80 million and 150liowl”
(Brooks and Tao, 2003).

3 “Despite increased migration, considerable ssrfébour persists in the rural areas. The Organizdor
Economic Cooperation and Development (OECD) (2@32)mates that if the average GDP contribution per
worker in non-agricultural jobs is used as a bermftanrural hidden unemployment can be estimated to
represent around 275 million (where hidden unemplent is defined as low-productive employment relgessd

of working time). If the benchmark is set more nmsitieat one-third of the productivity of non-agrual
workers (in line with other Asian countries), runédiden unemployment would be around 150 millidBfgoks

and Tao, 2003).

28



(see Box: 2 below). Once the transition to markemnemy gathered momentum, the central
government’s attempt to maintain some featuresoofafist labour relations such as greater
employment stability, longer-term employment rela, and active worker organizations
etc. were weakened considerably.

Box 2: Labour Market Reforms: Steps toward Labour Market Flexibility

e “In 1980, China’s first national work conference abour market issues adopted a mpre
flexible labour market strategy. Urban job-seekeese allowed to find work in the state,
collective, or newly-recognized private sectorg] anterprises were granted more autongmy
in hiring decisions. The authorities, however, cwetd to formulate a labour plan, but
instead of unilaterally allocating workers to eptéses, labour bureaus began to introduice
workers to hiring units.

e Wage flexibility has been increased gradually. nkr&978, firms were allowed to re
institute bonuses (subject to ceilings) and pieeges. In 1994, the introduction of a new
Labour Law also gave management more discretion wage determination. As a result pf
these reforms, the share of bonuses in total wiagesl enterprises rose from 2 percent of the
wage bill at the start of the reforms in 1978 towathl6 percent in 1997.

e A labour contracting system was introduced inrthé-1980s. This signaled a marked shift
away from the system of lifetime tenures with itsgntially distorted work incentives. The
initial steps were modest and resulted in only mategrowth in the share of employees
under contract, but further reforms in 1994 gaves m@apetus to labour contracting. As|a
result, the share of workers on contracts almosibal from between 1994 and 1997, |to
about one-third of urban workers. Restrictions covements of workers across firms were
also removed, in an attempt to reduce the scatleeomismatch of labour inherent in the pre-
reform system.

e SOEs gained the right to lay off permanent work&fmose employees without contragts
had lifetime tenure with SOEs, but in the mid-1990ss tenure was eroded. SOEs, however,
were required to established so-called “re-employneenters” (RECs) for laid-off workerg
(“xiagand), which provide retraining and job search assiséa and pay unemployment
benefits. If the laid-off worker remained unempldyfer more than three years, the employer
could severe the relationship. From 2002, newly-tf workers receive only unemployment
benefits, and the RECs will be phased out by 2004.”

Source: Brooks and Tao (2003)

Capitalist practices have been encouraged throwghership expansion, i.e. the
introduction of new types of firms, and ownersh&gambination, which is the fusing of the
public and non-state sectors through novel formsrg@nization. Gallagher (2004) points out
that “the much-needed panacea to this shift totakgn—a state regulatory and legal regime
that is capable of mitigating its excesses andceffe organizations to represent labour—is
not yet well established. Actually, in post-comnairéconomies reforming was synonymous
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to decline or death of state industry and socidhsiour practices and the adoption of
capitalist labour practices®

The policy creating Special Economic Zones have h#d far-reaching implications
for labour in China. To begin with, four Specialdéomic Zones came into being in 1980, in
underdeveloped coastal regions close to Hong Kamgy Baiwan, and it was extended
gradually to other coastal cities, and finally Ho34 provinces. Since the early 1990s number
of economic zones has increased very rapidly; ot keetween 1991 and 1993 itself this
number went up from 100 to 8000 zones for the aguas a whole, although for many of
these there was little chance of substantive floioreign capital in several of these zones
(Zweig, 2002: 93-94; Yang, 1997). In these spemtahomic zones, local governments often
pushed for greater liberalization for the benefiten large inflows of foreign capital and
more linkages to the international economy. Besilbesl firms also obtained flexibility and
autonomy when they found any foreign partner amy there subject to different laws and
regulations than those of the core public sectofShina’s cities.

It is well-known that the liberalization of the #gn investment and trade regime was
not uniform across the country. Essentially, pol\SEZs sparked regional competition for
inflows of both foreign and domestic capital, whiahther enhanced the bargaining power of
capital?® An obvious outcome of the rapid expansion of SBas significant shrinking of
land available for agricultural purposes in ruradas, leading to rising disconténtDuring
1996-2005, for the so called ‘development’ purposiest is, mainly for highways, industries
and SEZs, more than 21 percent of arable land diasted to non-agricultural uses.
Furthermore, between 1992 and 2005 around twerltypmfarmers had to leave agriculture
due to land acquisition. Cultivable land holdingwmstands at a meagre 0.094 hectares per
capita (Goswami, 2007).

As is well-known, that in the pre-reforms era, wank especially those employed in
the SOEs and collectives, were under the coverdgarmus workers’ welfare schemes.
Besides, there were specific policies towards ilnagld, health, education, etc. for all

3 |nitially the transformation of labour relationgdan in core sectors of public enterprise in thiesibut
subsequently it spread to rural areas as well tiirahe much talked about Special Economic Zonesghwh
were set up as hubs for foreign direct investmand in township-village enterprises (TVEs) whichyad a
major role in soaking up surplus labour createdgsicultural reforms. As Gallagher puts it: “Tramshation
of the core public sectors was achieved throughdyreamic liberalization of investment and ownerstap
process that occurred gradually across regiongygas of firms. The decentralization of the econany the
devolution of authority and decision making powetdcal governments are key characteristics ofGhmese
reforms” (Gallagher, 2004).

“0'It is worth emphasizing that in many of these zomegrant labourers had a great role in China’sisal
transformation in the non-state sector, especid¥is and in the export zones and coastal factdueded by
foreign and private capital (Solinger, 1999; OE@DQ2).

1 Recently in rural China protests against land @itipn and deprivation have become a common featur
especially in the provinces of Guangdong (soutlthu&n, Hebei (north), and Henan province. The govent
admitted that in 2004, there were 74,000 riotshim dountry-side, a seven-fold jump in ten years thede are
directly or indirectly related to those policiesvélihood of a large section of population and &bstability is
now a serous concern in these areas.

In April 2004, the State Council, China's cabitetited the ratification of farmland for other usesl started to
rectify the national land market. The Minister ofriculture, Du Quinglin, promised "not to reduceesge of
basic farmland, change its purpose or downgradguidity" (Goswami, 2007).
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citizens. But, gradually the situation has changdastantially in the post-reform period, with
the shrinking of employment opportunities in theESCGand collectives, the expansion of the
private enterprises, growing informalization, anstegards for workers’ rights.

Informalization of labour market has reduced thegeaof social security coverage to
a great extent. The shift to contract system hadentayoffs and termination of employees
relatively easier and large number of laid-off wenk from state-owned enterprises have
simply gone out of the purview of various employmestated welfare schem&s.

The vulnerability of the migrant workers is emegias a major issue. Given their
skill and education background, it is difficult fdre overwhelming majority to find quality
jobs. It is true that many among them might eaghér incomes compared with what they
earned before their migration, but obviously theyndt have any employment stability and
are saddled with inhospitable working conditionsirtkermore, those who do not have
residence permit in the areas where they work, ous®n a range of public goods.

The rising discontent amongst workers has put pressn the Chinese state to take
some corrective steps. The 1994 Labour t/gwoclaims to “protect the legitimate rights and
interests of labourers, readjust labour relatignshstablish and safeguard a labour system
suited to the socialist market economy, and pronemenomic development and social
progress” (Chapter 1 of the law). Sections 2 amspeify that the law as a whole applies to
all employers (“enterprises and individual economiganisations”) and their employees,
and that workers have “the right to be employedaorequal basis.” In the new regime, for
implementation of the laws, responsibilities fatlom the labour bureaus of central, regional
and local governments down to the county level. tlmn face of it, the said Labour Law
offers comprehensive coverage for labour relatedes such as promotion of employment
(Chapter 2), working time and holidays (Chapter #)inimum wages (Chapter 5)
employment of youth aged 16-18 and women (Chap)ersdcial insurance (Chapter 9)
arbitration committees (Chapter 10), the laboumpéasorate (Chapter 11) and so on. In
Chapter 9, i.e. for provision of social insurances iacknowledged that “workers have a right
to public social insurance covering retirementnals, occupational injury and disease,
unemployment and maternity.”

However, even though an impressive set of provssisrsupposed to be operational
since the mid-1990s, implementation and enforceroktitese mostly protective codes have
lagged far behind. Clearly, during the reform péyithe State’s capacity and willingness to
supply legal institutions and robust regulatorynfeavorks that can adequately protect the

2 “In 2001, in cases of labour disputes that labartbitration agencies have processed, the ratioasés
involving labour salaries in private enterpriseswWé3 percent higher than in the state sectorssues relating
to security and benefits, the number of disputesas private enterprises was 14 percent higher ihahe
state sector; on the issue of labour protectioa,tbmber of disputes in private enterprises was 22tent
higher than in the state sector. These privatergrges were relatively formal ones, and at lehsy twere
registered. As for enterprises that have not faymagistered, the impact of their irregular natare labour
protection and so on is more obvious” Fang & Miyépg04).

43 Among the urban unemployed labourers in 2002etheere 6.52 million laid off workers, which wasth
largest segment among the various categories ohploged.

4 Labour Laws adopted at he Eighth Meeting of than8ing Committee of the Eighth National Peoples
Congress on July 5, 1994, promulgated by Order 8lof2the President of the Peoples Republic of Clima
July 5, 1994, and effective as of January 1, 1995.
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individual workers have been weak. Presence ofrgeland growing number of migrant
workers, contract workers, and a range of informairkers makes it difficult for
enforcement of many of the legal provisions (Gdikg 2004).

Possibly there have been small achievements wihrdeto social insurance system,
which has gradually been evolving during the last years. At present, five contribution-
based programmes with “socialised” management lemger controlled by employers — are
now in place, although their implementation in piGechas been gradual. After several pilot
experiments, the schemes like Maternity insuraid&®4), Work injury insurance (1996),
Pension insurance (1997), Medical insurance (19@&), Unemployment insurance (1999)
are being put in place, nationwide. In principlecial insurance (see details in Box 3 & 4 in
appendix) is now compulsory for urban employees\aridntary for the self-employed; from
2003 it has been a national policy to promote theleent of rural migrants under the
scheme.

The coverage of the total population under thoskermes remains low by
international standards. The coverage under penssumance was 16% of the employed in
2003, or 21% including civil servants. Of the relat/ population, coverage under other
schemes was as follows: (a) unemployment insurdt$, (b) medical insurance, 11%, (c)
work injury insurance, 6%, and (d) maternity insw@, 5%. Moreover, expressed as a
percentage of employment in urban ar@asluding rural migrants), both pension insurance
and unemployment insurance had similar or sligldlyer coverage in 2003 than in 1995,
while only medical insurance of the three biggesigpammes increased between 2000 to
2003 (Reutersward, 2005).

The other factor which probably has been of sonip teeworkers in China is its
educatiofi® and health legacies from the socialist days, ighdite provisioning of basic social
infrastructure as well as targeted policies for iowing the quality of the human capital of
the workforce. There are a feproactive employment promotion measures to addiess
issues of the unemployed, workers laid off, newdgedes and the surplus labour force in
rural areas. Vocational trainiffgis provided in parallel with regular educationGhina and

5 In the reform period the quality of governmentaas is deteriorating, largely due to inadequateegoment
expenditure and this has resulted in a mushroomwifimgivate schools. From the late 1980s, privatecational
institutions have been growing rapidly (For detaise International Herald Tribune "28ugust, 2006).

¢ Labour Laws adopted at the Eighth Meeting of tiien8ing Committee of the Eighth National Peoples
Congress on July 5, 1994, promulgated by Order 8lof2the President of the Peoples Republic of Clima
July 5, 1994, and effective as of January 1, 1885important provisions include:

Article 66 The State shall promote the cause ofgssional training through various channels and/dryous
measures to develop the professional skills oflats, improve their quality, and strengthen tieeiployment
and work abilities.

Article 67 Peoples governments at all levels simallude professional training into their programnfi@ssocial
and economic development, and encourage and sugpianprises, institutional organizations, sociaugs,
and individuals to carry out professional trainingarious forms.

Article 68 The employer shall establish a systenpfofessional training, extract and use fundgfofessional
training according to State regulations, and preM@bourers with professional training in a planmedy and
according to its specific conditions.

Labourers to be engaged in technical work sha#tivectraining before taking up their posts.
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it includes pre-employment training, training foegple who are already employed, and
training for people transferred to new occupatiawjering elementary, intermediary, and
advanced vocational qualification training for teians and other types of training to help
people acquire skills and adapt to different joquieementsAs of December 2003, there
were altogether 3167 technical schools in Chinelfoting 274 advanced technical schools)
with a total of 1.91 million students attending 8@hools, and, in addition to these students
the schools offered different types of trainingawother 2.2 million people from various
social sectors in 2003. There were 3465 governrh@mmgloyment training centres, and
17350 non-governmental training institutions, in020and 10.71 million people trained
through the year. Of course, given the enormitytited challenges, these numbers are
obviously far from impressive. Nonetheless, it magll be the case that the policy makers in
China are seized of the importance of active lalmoarket policies.

In sum, China’s transition to a market economy,nore than three decades now, has
resulted in major changes in the world of work dhd provision for the well-being of
workers. As in most other parts of the world, Cem@olicy makers have been persuaded by
the logic emanating from the ‘distortionist’ perspee. In the process, workers’ rights and
entittements have severely been affected, leadinthe rising discontent among them. To
address some of the problems, China put a regylatgstem in 1994, which is being
implemented gradually; there have been small tnreéa to build up social safety nets
thorough various schemes. Obviously one of the nmaljgectives of the Chinese government
is to contain the discontent of workers and to kiepheck the growth of social tensions.
However, on the positive side, some of the measaglepted in the area of the provisioning
of universal social insurance and active labourketapolicies may have useful lessons for
policy makers in developing countries.

Based on our perusal of the empirical evidencewweld like to reiterate that it is
extremely important for policy-makers to not remé&iapped in the narrow obsession with
‘labour market rigidity’, and to focus on the orai issues relating to human capital policies.
Investments in education, at different levels, adding specific training needs of workers,
and other such interventions are obviously key&hetter utilization of human resources.

Two core arguments that we would like to emphabizee, based on the perusal of
the relevant literature, are the following. Fid&cent outcomes, for the economy as well as
the labour market, can hardly be reduced to theemee or the absence of labour market
flexibility. Two, to the extent issues relating lebour market flexibility are pertinent, it is
important to locate them in the larger contextadidur market policies.

3.5  Some considerations related to Flexibility & Saal Security

Before we conclude this section, it may worthwhdereflect on a couple of issues relevant
to the ongoing debates on balancing flexibility aedurity for labour in the current era of
globalization. At the current juncture, it is of vabus importance due to increasing
interdependence between different countries thrayrghter liberalization of trade, financial

Article 69 The State shall determine occupationassification, set up professional skill standdiatsspecific
occupations, and practise a system of professigupalification certificates. Examination and appahis
organizations authorized by governments shall barggd to carry out examination and appraisal of the
professional skills of labourers.
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markets and foreign direct investments and an as&ein migration; this poses new
challenges to the labour markets. It is obviow th a context of increasing globalization,
space for autonomous/ nationalist policies getdetpand with respect to the labour market,
policy makers can hardly ignore issues relatindlewibility. It is in this context that the
recent discussions on the labour market flexibbiéggome important. However, it needs to be
emphasized that labour market flexibility must ggdther with the socio-economic security
for labour.

There are important lessons to be learned fromauanhistory in this regard and
there are alternative frameworks, which providefulsmsights towards combining socio-
economic security for labour and flexibility in tHabour market. The arguments that
developing countries cannot afford public provisngntowards social security and other
protective/promotional policies for labour is rathe weak one. In fact the experience of
developed world, in particular countries in Eurofmyards the end of the &nd the first
half of the 28' centuries, when with modest per capita incomel$ewveny of them were able
to put in place effective promotional/ protectiystems, and gradually expand them, is quite
instructive (Justino, 2003; Lindbeck, 2002; Dev9@9among others).

As is well-known, in the late 19th and early 20#nturies, various legislations were
introduced, in several of these countries, for wiajiry compensation and to support modest
pensions. Bismarck’s initiatives in Germany in t830s are often considered path-breaking
in this respect. In some countries, mainly on tlieoBean continent, the governments were
also implicated in the organization of occupatigpahsions in the private sector, although it
was limited primarily to large industrial firms. @mprehensive systems for income
maintenance, say in the case of childbirth, simgt¢herhood, unemployment, sickness, old
age, etc. were introduced, mainly in countries iesWrn Europe soon after the World
War 11.

Around the same time, public systems for secondadytertiary mass education and
comprehensive health care for the entire populatvere also built up (Lindbeck, 2002).
Also, two of the most influential initiatives of @al security in the 1930s and ‘40s, namely
the Social Security Act in the United States Ameand the Social Security Programme (as
per the Beveridge Committee’s Recommendationd)efinited Kingdom, are justly famous
as important milestones. Thus it was over an exeéngeriod of time that the ‘modern
welfare state’, guaranteeing high-income secunity generous provisions for various types
of social services for all citizens, came into lgeihowever, the point worth emphasizing is
that a number of significant steps were taken wimamy of these countries, in terms of
income levels, were possibly comparable to conteargaleveloping countries like India.

The second point worth recalling here is that etrenpost-WW |l modern welfare
state came in different types and shapes. Formostavithin Western Europe itself, analysts
often identify four kinds of social policy modelsamely Nordic, Anglo-Saxon, Continental
European and Mediterranean (Ferrera, 1998; Bemolal 2001.) (See Table 4 in the
Appendix). Likewise, the developing countries hdweevolve their own models as they
grope their ways forward. Current hegemony of nkeral globalization has put tremendous
strain on socio-economic policies for labour, amdrethe developed countries of Europe are
suffering hard to cope with the challenge of ‘balag flexibility and security’.
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On the one hand, flexibilisation of employment aheé labour market is being
advocated in view of the goals of economic perforoea competitiveness and growth
(European Central Bank, 2002), whereas an equaibng demand for security is being
advocated from a social policy perspective for piimg security to employees — especially
vulnerable groups - emphasizing the importancere$grving social cohesion within these
societies (For example, the Laeken Declaration lmn Euture of the European Union,
presented 15 December 2001). To address bothghessimultaneously, there are initiatives
in EU countries to adopt the so-called ‘flexicurityodel.

The concept of ‘flexicurity’, as the name suggeatieempts to combine the seemingly
opposed objectives of flexibility as well as setuiin functioning of the labour market.
Although there is no one agreed definifibof flexicurity, and there also exist variations in
implementing this policy across some of the Eurapeauntries, undoubtedly strongly felt
need to balance flexibility and security is the mampetus behind this idea. The
Employment in Europe Report, 2006 notes that flié®jand security are not contradictory,
“but mutually supportive” for facing the challenge$ globalization. According to the
definitions used by Wilthagen et al, there are tiraensions of flexicurity model. From the
perspective of the flexibility dimension, the majooncerns are external and internal
numerical flexibility, functional flexibility, wagélexibility; and the security dimension deals
with job security, employment security/employalilisecurity, income security and
combination security. Although there differencesisexamong the various observers
regarding the different approaches towards flexiguthe European Commission and the
member States have arrived at a consensus onrgtidefiof flexicurity (see interim report of
the Expert Group on Flexicurii)which comprises four components, as described tsr A
(2007) as follows:

* “Flexible and secure contractual arrangements andrkvorganisationspoth from
the perspective of the employer and the employe®ugh modern labour laws and
modern work organisations.

» Active Labour Market Policies (ALMPyhich effectively helps people to cope with
rapid change, unemployment spells, reintegratioth, amportantly, transitions to new
jobs —i.e. the element tfnsition security

* Reliable and responsive lifelong learning (LLL) teyss,to ensure the continuous
adaptability and employability of all workers, armdenable firms to keep up productivity
levels.

* Modern Social Security systemwhich provide adequate income support and
facilitate labour market mobility. This includesopisions that help people combine work
with private and family responsibilities, such addcare.

As a process variable this definition includes:

*" There is no one agreed definition of flexicuritypwever, the following formulation by Wilthagen and
Rogowski visualizes asa“policy strategy that attempts, synchronically am@ deliberate way, to enhance the
flexibility of labour markets, the work organizati@and labour relations on the one hand, and to ewea

security — employment security and social securitjotably for weaker groups in and outside the labo
market on the other handWilthagen and Rogowski, 2002, p.250).

8 www.ose.be/filessRECWOWE/DIAC/InterimRepFlexiseityhpril2007..pdf
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e Supportive and productive social dialogumutual trust and highly developed
industrial relations are crucial for introducing ngorehensive flexicurity policies
covering these component$(Auer, 2007, p. 3).

Thus, on the whole, the common principles ofitexty adopted by the EU
Commission are ‘more and better jobs through flditband security’ (EU Commission,
2007). There is a consensus among most of the \aysethat globalisation and new
technology has made labour demand more volatile thatl necessitates a (partial) shift
towards security based on broader shoulders tharoftstable employment contracts with a
single firm. In line with this, “the main trust ¢fie EU recommendation on flexicurity is to
encourage a shift from job security towards empleytrsecurity” (p. 8 of the chapter on
Flexicurity inEmployment in Europ2006). But Auer (2007), instead of viewing it ngras
‘a shift from job security towards employment ségtiropines that the present shift is a ‘job
to labour market security.” He also sketches thstesyatic routes of flexibility that the
private and public sector can arrange for:

Configurations of flexibility (excluding wage flexbility)

Numerical Flexibility Functional Flexibility

External Flexibility Hiring/firing Outsourcing/insourcing
Temporary jobs (including
temporary agencies)

Internal Flexibility Working time Work organization changes
reductions/prolongations Polyvalent skills
Working time arrangements
(shift work, etc.)

Source: Reproduced from Auer (2007)

Therefore, firms have a choice between internaleddrnal types of adjustments as
shown in the above table, for the purpose of batgnihe flexibility and security i.e. for the
‘flexicurity’.

As far as the implementation and outcomes are c¢onade various empirical
evidences give some mixed results and paradoxesdiag the flexicurity and labour market
outcomes. At the same time there is substantiairerapevidence that the flexible regimes,
with sufficient protection by labour market polisi@nd medium degrees of employment
protection, perform better in terms of decent jser, 2007).

Auer (2007) also argues that that the apparendpaes, mentioned above, might be
reconciled in intelligently designed reform package the labour market where stability,
flexibility and security are addressed simultand&pusbsence of any one of these, and that
of a prudent social dialogue, may lead to suboptimesults either for productivity,
employment performance or workers’ security. lotfén the different institutional settings
across countries and with their particular ageataumber of flexicurity models exist with
some variations, and some of them perform well.t&ere is no unique model, which would
be applicable for every country. But there mussbme common elements in every model,
as suggested by Auer (2007), such as “medium-leweployment protection through

9 www.ose.be/filessRECWOWE/DIAC/InterimRepFlexiseityhpril2007 . pdf
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innovative employment contracts, high social pritecby activated LMPs, social rights
such as maternity, parental and training leavesipogies to shift between part-and full-time
work, etc.>® complementarity between worker and firm orientiexibility, high degree of
internal flexibility in high performance work systs”, and lastly “the effective social
dialogue.” And these are paramount requirementsomfront the present challenges of
globalization without hindering productivity compateness and workers’ welfare.

Now, for the developing countries, it must be kaptmind that the European
countries have adopted different measures to bfiegbility in labour market in a
background of a strong social protection systerth@lgh there are some cut in the different
social benefit schemes during 1980s and 1990s ist mibthe European countries, social
sector expenditure is still very high, ranging frath52% to 28.45% of GDP (see Table 4). It
stands to reason that to ensure a secure incoraedecent employment in a more flexible
setting some form of social security is a preretgiidn other words, either-or-trade off
between ‘security’ and ‘flexibility’ must be rejext as a false one.

Developing countries have to figure out, as memtbearlier, ways and means of
striking appropriate balances for themselves. énseto be that developing countries like
India must ensure a minimal income as well as s@daurity to all its citizens. National
Rural Employment Guarantee Act is obviously an ingoat step in this regard. Hopefully,
the Social Security Bill, proposed by NECUS, wilos get the legal mandate. Together,
these may be viewed as the first couple of siganficsteps to provide a modicum of security
to India’s worker.

4. Labour Laws in India and Current Debate on Refoming such Laws

As discussed earlier in this paper, labour lawsehfigured prominently in contemporary
policy discourses in India, and the distortionistgpective, i.e. the view that rigidities in
labour market lead to a variety of inefficienciescluding in terms of labour market
outcomes (such as employment expansion, persistéraigalism etc.), has had a substantial
following among the economists as well as the patiakers. It was argued in section 3.2,
that such a view rests on a shaky foundation. Hewdhere are a number of critical issues
relating to the existing laws, their implementatiand related issues, which require to be
addressed. In this section, we try to flag, whabum view are, among the more important
concerns in this regard.

Under Article 246 of the Indian Constitution, lalbbdwas been put on the concurrent
list, which means that both the Centre and theeStatan legislate in this respect. As it
happens, governments at both these levels appéavtobeen quite prolific in making laws.
However, there has been inadequate coordinatioth@mart of these two (i.e. the Central
and State Governments), resulting in serious pnoblewhich include poor and often
conflictual formulations, confusions galore as regaareas and appropriate authorities for
jurisdiction, as well as issues relating to implatagon. Further, the evolution of labour

0 They have an impact on flexibility and securitytasy link possibilities for temporary exit fromethabour
market (flexibility) with return options (security)
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laws, from the pre-independence period until noethbat the level of the central and the
state governments, has been characterized by aaioci

The net result is that the country has no dedrthws; there are close to 50 central
and around 175 state laws which have something atiréctly with labour, and if we include
the ones which indirectly are relevant then everdtaw a precise list of labour-related
statues is a difficult task. But, as already stathdve, many of these are poorly desigted,
and coupled with the fact of massive confusionsitiel) to matters of jurisdiction (for
details, see Chandra, 2006; Shankaran, 2006; batitms in Debroy, 2005; among others),
we clearly have quite an undesirable situationasidh This is a widely shared conclusion by
the experts within the academia as well as in tbktigal spectrum across ideological
divides. As Chandra puts it: ‘the complexity andhttadictions of Indian labour regulations
....cry for resolution, simplification, rationalizatt and consolidation. The crusade of the
employers’ organization for simplification of labolaws makes sense in this background’
(Chandra, 2006, p 35). Part of the explanation rzkleixtremely poor implementatithof
many of these laws rests on the above noted prabl8sfore we dwell further on these
critical problems, it may be useful to state thedar thrusts that the country’s labour laws
aim at.

Although there is no universally accepted typologyt it may be useful to classify
the major labour laws into following broadly, asdfien done in the relevant literature,
Industrial Relations, Wages, Working Conditions¢i8bSecurity and Insurance.

Major acts relating ttndustrial Relations in India include:

l. The Trade Union Act, 1926, which specifies the d¢towls that trade union needs to
satisfy in order to be recognised under the act.

Il. Industrial Disputes Act, (IDA) 1947, which sets dhé institutions for adjudication
of disputes.

Il The Bombay Industrial Relations Act (BIRA), 1946hieh specifies the nature of
collective bargaining in the textile industry of Maastra and Gujarat, cooperative
banks and the Bombay Electric Supply and Transpadertakings of Maharastra.
These industries are not subject to the IDA, exoaptases of retrenchment, closure,
and dismissal.

IV.  The Maharastra Recognition of Trade Unions and éteon of Unfair Labour
Practices of Act, 1971.

V. The Administrative Tribunals Act, 1985.

1 As careful surveys by Shankaran (2006), Chand@®2 among others, have shown, even on basic
definitions such as ‘workman’, ‘employee’, ‘indugtr'wages’ etc., the situation is quite chaotiorknstance,

to quote Chandra, ‘the term wage has been defmdd. idifferent ways in 11 different laws’ (Chand2®06,
p.33), and thus, to use his phrase, we have aptacy of definitions’.

2|t is generally acknowledged that India’s recarcenforcing labour laws has been quite dismal (Bedp et

al 2004; Chandrasekhar and Ghosh 2005; Shankar@®; 20nong others). As Forteza and Rama note, the
labour laws scenario in India is ‘most rigid on pegbut ‘most flexible in practice’ (Forteza and Ra, 2002,

p. 18).

%3 (Chandra (2006); Contributions to Debroy, 2005CEI-AIQE, 2006; Second National Commission (2002);
Pages & Roy, 2006; Shankaran (2006); Cll, 2006;;1Z006; among others).
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Among these, the Industrial Disputes Act, (IDA) T98as been at the centre of
controversy in the recent years. The IDA specifiesnulti-tier conciliation-cum-adjustment
system, created and maintained by the State GowstsmAlthough the norms are decided
by the centre, its working changes from State &eStin particular, Chapter VB of the IDA,
which says that, for retrenchment and lay off, gesion from the government is mandatory
for all industrial establishments, of non-seasaral non-intermittent nature, employing at
least 100 workers. Critics of the IDA cite thisasajor impediment to the flexibility in the
organised sector. The Trade Union Act is also @&rsd a major culprit in this regard.

The principal laws relating t/agesare:

l. The Payment of Wages Act, 1937.
Il. The Minimum Wages Act, 1948.
M. Payment of Bonus Act, 1965.

V. Equal Remuneration Act, 1976.

The Payment of Wages Act, 1937 is a central acitb@nforcement responsibility of
the States. The Act specifies the standard wagedygrayment day, permissible deductions,
mode of payment, and inspection and applies to &rsrkelow a certain salary range. The
Minimum Wages Act, 1948 is also a central act, wethiforcement responsibility being
vested in the States. Taken together, these wdgeedelaws are alleged to contribute
significantly to the problem of rigidity in the cotry’s labour market.

For governing th&/orking Conditions the main acts include:
I The Factories Act, 1948.

I. The Industrial Employment (Standing Orders) Ac4@9
M. The Contract Labour (Regulation and Abolition) At9,70.

The Factories Act, 1948 attempts to deal with #seiés relating to health, safety and
welfare of the workers in factories and plantatiaith more than 10 workers. The Industrial
Employment (Standing Orders) Act, 1946 is applieatnl the industrial units with 100 or
more workers (excluding management) and it dealslgnavith specification of working
conditions in line with a ‘model standing orderdhe aim of the Contract Labour
(Regulation and Abolition) Act, 1970 is the gradadolition of casual labour hiring, and
where permitted, to regulate the working conditiohsasual labour.

The principal laws relating t8ocial Security and Insuranceare:

l. The Workmen’s Compensation Act, 1923.
Il. The Employee State Insurance Act, 1948.
M. The Employees Provident Funds Act, 1952.

The Workmen’s Compensation Act, 1923 specifies acamsption that the employers
need to pay on account of injury by accident atkwsite or occupational diseases. An
important provision of the act is the liability dfe principal employer in case of contract
labour employment. The Employee State Insurance ¥®t8 extends to all factories under
the Factories Act, and other commercial establisttisnemploying 20 or more persons and to

workers earning less than a certain salary limthini these. It requires contributions from
both employers and employees to be paid for inggragainst sickness, maternity, funeral,

39



and disablement. The Employees Provident Funds B@52 is applicable primarily to
factories and specifies deposit-linked providemdflor pension scheme. But coverage of
workers by formal Social Security and Insurancegmmmes is extremely limited —
applying to less than 10% of India’s labour féfo@Vorld Bank, 2006).

Some of the laws mentioned in the foregoing, alevith a few others, arén
principle applicable to the informal sector as well. Howewxcept the Minimum Wage Act
in the some states and some sectors, informal rsactwities, for all practical purposes,
remain unaffected by the existence of these lawshErmore, overwhelming majority of the
Iabou:sslaws has been enacted to address the reléafaour relations in the organized
sector:

Thus, the way the laws are designed, they arecgiyhé, to a very small proportion of
the workforce, and well in the excess of 90 peroéithe workers are hardly affected, e
factosense, by the legislations. Close to 97 percetiieinformal sector enterprises employ
less than 10 workers and the overwhelming maj@niypng them have less than 5 (Chandra,
2006). If we look at the contemporary discoursesatwour laws in India, it is almost never
the case that one hears the employers in the ialosector complaining about any ‘rigidity’
in labour market®

Keeping such a backdrop in view, it seems difficaltmake sense of the shrillness
with which absence of flexibility in India’s labounarket is bemoaned. Add to that the well-
known problems relating to implementation in thdormal sector, partly because of
extremely inadequate infrastructure for enforcemertich largely go against labour, the
argument seems almost surreal. In fact, as we &a@ee=d in the foregoing, the problem with
more than 90 percent of India’s labour market & tf inadequate laws in tlike juresense
and almost a picture of lawlessness indbdactosense. Thus a huge challenge confronting
policy-makers in India is: to design and implemarikoor of labour rights, with a vision of a
national labour market in view; such a vision, tobdarly spells out a set of core labour
standards, including a national minimum wage, ouglie on the front burner of the policy
agenda, so that the informal sector, which conteduaround 60 percent of NSDP and
accounts for over 90 percent of employment, is nedetegral part of the national market
in terms of a set of well-conceived and easily ienpéntable regulatory and protective
provisions. Given the massive heterogeneity ofltitgan economy, it is simply unrealistic
and meaningless to think of legislations that waddress specific needs of all the different
sectors, (and for this purpose, there is no getiingy from sector-appropriate legislations);
however, surely, a core of labour standards cataiogr be envisioned for the country as a

¥ See Table 5 for India’s labour force and unempleytetc, and Table: 6 for detail social securityerage,
in the appendix.

5 As Chandra puts it: ‘most pieces of labour legista appear to keep most enterprises and most wsrke
outside the ambit of law with the help of some neménd wage filters. Hardly any enterprise in thferimal
sector can be netted within these laws’ (p 23).l8 & reproduced from Chandra 2006, shows how ttresge
and number filters’, with reference to most lediskas, exclude the informal sector.

% As Chandra notes, ‘It is therefore not surpristhgt MSEs in UP could not normally perceive negativ
impact of labour legislation as a barrier to trggmwth (Singh et al). This has been found to bepireeption of
the employers in the unorganised sector in otteestas well (Chandra and Parasher, 2005). Theissuioh
Goyal et al (2004) that demand for abrogation aftiin of labour standards thus emanate from thstsuntial
employers and not really from small ones appeahat® a very sound empirical basis (Chandra, 200855).
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whole. Based on size, specific attributes of ameand other aspects of heterogeneity,
separate provisions obviously make eminent senaddeess the key specificities.

We have already drawn attention to another key iaraegent need of reforms: which
is, simplification and rationalization of the uneeasarily complex and unwieldy maze of the
existing labour regulations. As mentioned earleehuge number of laws has been created,
which cover the regulation of minimum wages, hoofswvork, benefits, safety, security,
conditions of employment, dismissal, trade uniond ather aspects of industrial relations,
which are often characterized by contradictory naées| inconsistencies in the basic
definitions and concepts used, (such as appropgaternment, factory, worker, workman,
employee and employer, child labour, establishmeages etc.). These complexities have
been further compounded by long- drawn judicial$rito ‘interpret’ these laws, sometimes
without a resolution of the contested issues. These unification and harmonization of
labour laws must be taken up on a priority basignf@butions to Debroy, 2005; FICCI-
AIQE, 2006; Second National Commission, 2002; Pagdgoy, 2006; CII, 2006; CITU,
2006; among others).

Another key area that requires urgent attentionnigroving the infrastructure and
processes for the enforcement and implementatiodalodur laws.’ Labour laws are
frequently violated in the organised sector by eyeis (Sharma et al, 2004), and of course,
the situation is abominable in the unorganisedoseétart of the problem, as stated earlier,
has to do with the way the laws have been framed tence a careful reviéito address
such concerns will obviously be helpful. Howevssues relating adequate infrastructure and
appropriate institutions need careful consideration

It is important to emphasize that much of the disan on labour market reforms
within the mainstream discourses remains trappednarrow zone: which is, the presumed
‘rigidity’ of the labour market in the country’s gainised sector and a couple of statues
relating to industrial relation — e.g. the IndustiDisputes Act (in particular its chapter VB),
the Contract Labour (Regulation and Abolition) Aanhd the Trade Unions Act — which are
considered the villains in the story. However, Bsud be evident from the foregoing, it is
extremely important to broaden the scope of theeulision beyond the current obsession
with the ‘rigidity-inducing’ labour laws, and brinopto sharper focus a number of other
concerns relevant for labour market outcomes.

Apart from the issues already raised in this il #ection, another critical area is that
of social infrastructure. In particular, decent liiprovisioning of education and health for
workers and their families ought to be accordechpgority; coupled with active labour
market policies which emphasize investments in huosgpital, such measures can go a long
way in improving outcome for the labour market asllwvas the economy in general.

" Violation of the Contract labour (regulation andotion) Act, 1970, has frequent been reported by
researchers (e.g. Jha, 2005). The use of conthout has increased substantially during ninetiesbing
from 15 to 25 percent of manufacturing labour force

8 Harmonization and standardization of laws will imsly go a long way in improving the atmosphere fo
implementation.

% For instance, tripartite dispute redressal meamamhay not be most desirable in several contextseréyver
feasible, collective bargaining, which may conttédodo a healthy labour-management relation, shddd
encouraged.
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Furthermore, along with these, the provisions focia security, including guaranteed
employment/ unemployment insurarfleshould be high on the agenda of labour market
reforms. It should be immediately obvious that tlests towards ensuring the above noted
measures have to be substantially, if not entirelgderwritten by the State. Making
individual employers responsible for these investimeand initiatives is theoretically
meaningless and practically a non-starter.

As of now, the overwhelming bulk of the labour ferin the country is largely
untouched by these concerns. A move forward meatisig them on the front burner. Part
of the reason for India being stuck on a ‘low roafithe economic transformation has to do
with the neglect of such concerns. We may close gaction by listing the key issues, in the
context of the reform of labour laws and labour kerwhich require urgent attention of the
policy—makers. Most of these have already figureaur earlier discussion, but it may be
useful to have a set of summary recommendations.

. Streamlining and simplification of labour laws shibie addressed on a priority
basis. There has been a consensus amongst academiestivists along the entire
ideological spectrum on the need for doing so fame time now. Existing laws
should be broadly grouped into four or five catégmrsuch as industrial relations,
wages, social security, safety, welfare and workiogditions etc. (or some other
appropriate typology). As has been frequently sstggk various labour laws should
be integrated into one single ‘Labour Code’, anel dinaft of such a ‘Labour Code’
presented by the Indian Labour Law Association 984, already provides a strong
foundation.

. While undertaking simplification and rationalisatjothe problem, that most of the
laws are quite old and often anachronistic, williobisly need to be addressed. A
vision of a process of economic transformation tferterates decent and productive
employment should be the broad framework, withiriclwirationalisation of labour
laws needs to be located. Further, appropriateresrfioent mechanisms have to be
put in place so that the transaction costs fordiand rents for enforcement agencies
are minimised, while workers are ensured the desidgrenefits.

. In the existing laws, basic definitions (e.g. wogkeemployees, industry, child labour,
establishment, appropriate government etc.) adeofubmbiguities, which must be
removed at the earliest.

. Although the Minimum Wage Act, the Equal Remuatien Act, the Contract
Labour Act, and even the IDA, are applicable tossaitial sections of unorganised
labour, the sheer practical difficulties and higists associated with implementation
and enforcement of such legal provisions ensuras rtiost workers do not benefit
from them. Again, this reinforces the need foramadilisation of the existing laws.

. Linked to the preceding points is the provisionaotet of ‘core labour standards’
which we as a society have already accepted, rigaince, through our Constitution,
ratification of the ILO treaties etc.).

%0 National Rural Employment Guarantee Act, in spitéts limitations including limited coverage, isnaost
laudable initiative in this regard.
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The rationale for fixing minimum wage should be dzhson unanimous
recommendations of SIndian Labour Conference. Minimum wage payable to
anyone, in whatever occupation, should be suchittisatisfies the basic needs of the
worker and her/his family. There should be a nationinimum wage that the central
government may notify, and it must be revised phcally. The recommendation of
the Second National Labour Commission (2002) that minimum wage rate be
revised every two years may be implemented.

Most of the laws should be ‘Central Laws’ and muster all types of workers (both
from organised and unorganised sectors), so thedntbe implemented universally
within the country.

Given the country’s federal structure, it is nosgible to eliminate the multiplicity of
authorities completely, but it must be rationalize robust mechanisms for efficient
coordination between multiple authorities shouldalseorded the importance that it
deserves.

Legal provisions to ensure greater attention toitlvestments in human capital of
workers have been hitherto a seriously neglected. dressons from the East Asian
countries may be instructive, as initial stepghis regard.

Formal education always does not match with thestrial requirements. Laws may
be put in place which encourages industries tostigsi skill development of the
workers. There is a need to revamp the existingrieal and vocational training
courses in cooperation with the concerned Indusssociations.

As discussed earlier, there is very small parthef ¢country’s labour market, namely
the organised sector, which is relatively inflegibAttempts to increase flexibility in

this segment, wherever desirable, must be accombdny social security measures.
For instance, expanding unemployment insurance andither support measures
including training and skill upgradation for altative employment options, under the
social security laws would seem a necessary stapckiange in the IDA provisions
with respect to retrenchment and lay-off are beimgtemplated.

Absence of social security provisions has been gmbe biggest problem towards
efficient functioning of India’s labour market. Ret proposal of NCEUS, aimed at
social security for unorganised workers may be ssean important first step in this
regard.

The enforcement infrastructure and processes drenealy weak in India, which
need to be addressed, at different levels, anchamgent basis.

The existing mechanisms for dispute resolution ex¢remely tardy and time-

consuming. One innovative way to deal with the pob has been to set up
Alternative Dispute Redressal mechanisms, whichsgeedily dispose the pending
cases. Fast track courts, including Lok Adalatsehaeen in existence for close to a
couple of decades; based on a through review ofi @xperiences, appropriate
legislations may be put in place.

Sometimes, one hears the argument that specifasasich as Special Economic
Zones, should be out of the coverage of labour ;lsaugh arguments are simply
ludicrous and absurd. Such a demand was rightgctregl by the Second Labour
Commission on Labour.
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. In recent times, there has been much talk aboulf-Cedification’. Sure enough,
where feasible, such ideas may be experimented tithas part of system of well-
organized system of regular inspection, and shooldbecome an excuse for non-
compliance of labour laws. Independent auditors,jristance, could be roped in, to
monitor self-certification process.

. Transparency, simplicity, effective implementalilietc. are obviously the key
operational issues in any system of labour legsiatand must be addressed.
However, prior to the issues related to monitorioge has to necessarily, be clear
about the basic vision that forms the foundatioswth legislations; the core of such
a vision must be right-based, where workers haylgsias workers and as citizens.

It is interesting to note that there is substarggreement on most of the above-noted
concerns, as should be evident from the resporsesived by the NCEUS from the
representatives of the trade unions as well asegpaksons of the industries (Chandra 2006;
Contributions in Debroy (ed), 2005; FICCI-AIQE, &)0Second National Commission
(2002); Pages & Roy, 2006; Shankaran (2006); A& CITU, 2006; among others).
Obviously, to move forward, areas of consensus biagbe the first steps.
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Appendix

Table 1. Standardized Unemployment Rates by Gendemnd Age in 2003

Male Female

15-24 25-54 15-24 25-54
Liberal OECD Countries
us 12.9 4.6 11 4.6
Australia 12.2 3.9 11.1 4.3
Canada 14.9 6.1 11.8 5.9
Ireland 8.7 4.5 7.4 3.1
New Zealand 8.7 2.5 10.1 3.3
UK 11.8 3.8 9.9 3.4
Average 115 4.2 10.2 4.1

High Unemployment European Countries

Belgium 15.8 6 19.5 7.4
Finland 22.2 7 19.4 7.6
France 20.8 7.4 22 9.8
Germany 13.3 9.8 9.7 9
Italy 20.7 5.2 27.2 9.2
Spain 18.7 6.9 26.4 13.8
Average 18.6 7.1 20.7 9.5

Lower Unemployment European Countries

Austria 11.3 4.3 10.7 4.4
Denmark 8.5 4.4 7.1 5.1
Netherlands 7.9 3.7 8.1 4.4
Norway 12.6 4.3 10.7 3.3
Sweden 17.8 5.7 16.1 5.2
Switzerland 8 3.5 7.3 4.6
Average 11.0 4.3 10 4.5

Source: OECD, 2005: Statistical Appendix, Table C.
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Table 2: Ten Major Sates: Wages and net value adden the factory sector compared
in selected years, 1980-81 to 1997-98

Year (Wage Per Worker / Value Added Per Worker)*100 % Change in
(%) 1997-98
over
1980-81 1985-86 1990-91 1997-98 1980-81
Assam 24.8 12.8 11.1 27.4 10.5
Bihar 49.5 35.5 33.1 14.8 -70.0
Madhya 26.5 23.1 20.0 17.6 -33.6
Pradesh
Maharastra 28.0 25.3 23.8 18.9 -32.5
Orissa 42.8 44.7 22.0 18.8 -56.1
Punjab 21.3 30.3 30.0 25.0 17.2
Rajasthan 28.7 32.8 24.5 15.8 -45.0
Tamil Nadu 31.4 30.6 24.0 26.7 -14.9
Uttar Pradesh 41.9 43.0 26.9 195 -53.3
West Bengal 47.1 48.3 42.0 30.9 -34.4

SourceComputed bypebdas Banerjee (200pm CSO, ASI Factory Sector.
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Table 3: Regression exercises for the relationshipetween employment, product wages
and output growth (Dependent Variable: employment)

Industry Coefficient for product Coefficient for gross real valueR®
wage of output
Food and food products 0.31 0.24 0.91
(10.6) (12.02) '
Cotton textiles 0.25 -0.11 0.32
(0.7) (2.6) '
Textile products 0.27 0.33 0.99
(2.51) (2.27) '
Leather and leather 0.41 0.18 0.95
products (1.93) (1.54) '
Chemicals -0.05 0.23 0.97
(0.57) (4.76) '
Rubber, plastic, petroleum 0.47 -0.09 0.96
and coal (4.29) (0.64) '
Non-metallic mineral 0.39 -0.09 0.74
products (3.2) (2.02) '
Metal products 0.14 0.1 0.87
(1.04) (1.6) '
Machinery and equipment 0.1 0.04 0.82
(1.14) (0.04) '
Transport equipment 0.25 -0.05 0.53
(2.112) (-0.88) '

Note: Figures in brackets are t values. Employmignires include ‘casual workers’ but not
subcontracted workers; calculated from data fromuah Survey of Industries.

Source: Reproduced form Ghosh (2004).

56



Table 4: Social Security Expenditures in Europe (@01)

Continental Northern Anglo-Saxon Southern

% of % of % of % of
% of % of % % of

Total Total Total Total

GDP Exp GDP Exp GDP Exp GDP Exp

ial
Socia 005 | 332 | 167| 597 | 1.73 | 693 | 018 | 0.79
Assistance

Family 2.88 | 10.14 | 2.36 8.41 2.26 | 9.07 0.82 3.65

Pensions 12.33| 43.32 | 11.14| 39.72 | 11.31| 45.28 | 12.92 | 57.36
Non-Employment
Benefits

Total 28.45 100 28.05| 100 | 24.98| 100 | 22.52 | 100
Source: Reproduced from Tito Boeri (2002)

12.29| 43.23 | 12.87| 4591 | 9.67 | 38.73| 8.60 | 38.19

Notes:figures weighted by GDPs. The country groups &findd as followsContinental, Austria,
Belgium, France and Germaryprthern, Denmark, Finland, The Netherlands and Swedeglo-
Saxon Ireland and United Kingdongouthern, Greece, Italy, Portugal and Spain.
Source:EUROSTAT, Esspross Database (2001)
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Table 5: Population and Labour Force (in millions,UPSS)

1983 1993-94 1999-00 2002* 2004%
Total Population 719.6 894.2 1005.3 1050.6) 1087.1
Population, 15-59 387.0 517.5 580.2 612.6 648.8
Male 196.4 264.9 295.9 314.3 335.5
Female 190.5 252.5 284.4 298.3 313.2
Labour Force (UPSS),15-59 | 270.6 335.8 370.0 387.7 399.4
Male 181.8 228.8 257.1 272.5 285.3
Female 88.8 107.0 112.9 115.2 114.2
Work Force (UPSS), 15-59 | 265.0 328.5 360.9 379.5 n.a.
Male 177.4 223.4 250.1 265.9 n.a.
Female 87.7 105.0 110.7 113.6 n.a.
Unemployment Rate (%) 8.3 6.0 7.2 9.0
(CDS)
Unemployment Rate (CWS)
Rural Male 3.7 3.0 3.9 2.8 4.7
Rural Female 4.3 3.0 3.7 1.6 4.5
Urban Male 6.7 5.2 5.6 5.5 5.7
Urban Female 7.5 8.4 7.3 5.7 9.0

Source: Sundaram and Tendulkar, 2005; World Baak &alculations from NSS; World Bank Staff
calculations using ILO Laboursta data base; NS&60nd Report and Economic Survey various
issues?

Notes:UPSS Employed on Principle and Subsidiary StatuiBS: Employed on Principle Status,
CWS: Workers in Current weekly activity stat@DS: Workers in Current daily activity status.

®1 Reproduced from World Bank 2006.
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Table 6: Coverage rates of Social Insurance for Omnised and Unorganised Sector, 2004

Organised Sector | Unorganised Sector
(%) (%)

Public Schemes
Employees’ Provident Fund 25.1 0.18
Employees’ Pension Scheme 12.2 0.02
Government Pension Scheme 48.7 0.24
Government Provident Fund 54.0 0.21
Contributory Provident Fund 4.0 0.02
Any Formal Pension Coverage Around 95% Less than 1%
Commercial Schemes
Life Insurance (endowment) 54 23
Personal Accident Insurance 3.6 1.2
Private Health Insurance 2.0 0.5
Non-General Insurance 2.8 1.4

Source: O’Keefe (2005) based on MoF/ADB Pensiorv&yr2004.
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Table 7: Major Labour Laws and their Applicability

Sl. | Laws related to Industrial Applicability Criterion (Number Filter)

No. | Relations

1 The Industrial Disputes | Generally applicable to all establishments (liniitas are Chapter V A
Act, 1947 (Lay Off and Retrenchment not applicable to esshintients of season

nature or less than 50 workers; VB (Provisions tiegato lay off,
Retrenchment and closure in certain establishmeapplies to
establishments with 100 or more workers)

2 The Industrial 100 or more, State Amendments Karnataka, West Be@garat and
Employment (Standing | Tamil Nadu the no. of workers is more than 50, i tis limit is further,
Orders) Act, 1946 reduced and all the factories under section 2ntavered i.e., 10 worker

with power or 20 without power.

3 The Payment of Wages | Applicable to Factories
Act, 1936

4 The Minimum Wages One or More employees in any scheduled employméetevmin wage
Act, 1948 rate have been fixed under this act

5 The Payment of Bonus | Where 20 or more workers are employed inclusiviho$e also who are
Act, 1965 drawing more than Rs. 1600 per month. The estabksit shall continue

to be governed by this act notwithstanding thatrtineber of persons
The Payment of Bonus employed therein falls below 20.
Rules, 1975

6 The Factories Act, 1948 10 or more workers onraapufacturing activity with the aid of power,

and 20 or more workers working without any aid ofver.

9 The Contract Labour Applies to all establishments where 20 or more wak are employed
(Regulation & Abolition) | Applies to contractor employing 20 or more workmen
Act, 1970

10 The Workmen'’s Applicable to all establishments
Compensation Act, 1923

11 The Employee’s State | In the first Instance to the Factories and could exéended to othe|
Insurance Act, 1948 establishments with due process.

12 The Employees’ To every establishment which is a factory and inciwiwenty or more
Provident Fund & persons are employed
Miscellaneous Provisions
Act, 1952

13 The Shops and Applies to every shop and establishment, not regastunder Factories
Establishments Act Act

14 The Maternity Benefit Applies to every shop and establishment employihgrimore persons
Act, 1961 are employed

15 The Equal Remuneration Applicable to all establishments
Act, 1976

16 The payment of Gratuity| All factories and establishments where ten or nparmsons are employed

Act, 1972

Source: Chandra 2006, p 27.
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Table 8: Labour Market Flexibility across States

State

Besley-Burgess (2004) base

dnvestment Climate Study (World

measure Bank, 2005)
Andhra Pradesh Flexible Good
Assam Inflexible
Bihar Inflexible
Gujarat Inflexible Best
Haryana Inflexible
Karnataka Flexible Good
Kerala Flexible Poor
Madhya Pradesh Inflexible
Maharashtra Inflexible Best
Orissa Inflexible
Punjab Inflexible Medium
Rajasthan Flexible
Tamil Nadu Flexible Good
Uttar Pradesh Inflexible Poor
West Bengal Inflexible Poor

Source: Besley Burgess (2004) & Investment Clingtely (World Bank, 2005); Reproduced from Anardlet
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Table 9: Some of the recent incidences of brutajiton workers & Violation of Labour Laws

Date

Place/ Company

Incident/Accident

Type of Violkon of
Labour laws/ Rights

September 10,
2004

Brutal repression on the peaceful
struggle of workers demanding
payment of minimum wages in
Banihal. One died in the police
firing and 45 workers were injured i
the police action.

=]

October 2, 2004

The Hindustan
Times

The Hindustan Times management|
has sacked 362 permanent employ
on and victimised several others.

Without seeking

c@sandatory permission o
the state government
under Industrial Dispute
Act,

07.12.2005

Vishwas Nagar,
New Delhi

12 workers were burnt to death in
government factory. The worke
couldn’t escape as they were lock
from outside.

4. Inhuman working
rsconditions of lakhs of
ediorkers.

2. Managements violate

safety norms with

impunity.

March 27, 2006

Visakhapatnam
district, Andhrta
Pradesh

The fishermen were demanding the
government not to displace them
from the sea and pay them fair
compensation and assure
employment. The police resorted tg
brutal repression on fishermen.

June 2, 2006 Sitarganj block in| Attack on Kisan Sabha leaders and
Udham Singh activists, including large number of
Nagar district of women in Shakti Farm under
Uttarakhand
Mid of July, Chamera Il hydro-| 3 workers were killed. A number of | 1. workers were getting
2006 electric project in | protesting workers were arrested. A very low wages.
Chamba district, local leader was tortured in the poli¢y2. various other labour
HP custody. norms are being violated
frequently.
July 25, 2005 Honda MotorcyclesThe exploited workers, who are also

& Scooters India
Private Limited

(HMSI), Haryana

victims of blatant denial of basic
trade union rights, were subjected t

O

the inhuman brutality of the police.

Source: Various national dailies and other sources
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Table 10: Population, Labour Force, and Employment1980-2002 (in millions)

1980 | 1990 | 1995 2000 | 2001 | 2992
(Est.)
Population 987.1 1143.3 | 1211.2 1265.8 1276.3 1284.5
Urban 191.4 301.9 351.7 458.4 480.6 502{1
Rural 795.7 841.4 859.5 807.4 795.6 7824
Urban (percent of total) 19.4% 26.4% | 29.0% 36.2% 37.7% 39.1%
Rural (percent of total) 80.6% 73.6% | 71.0% 63.8% 62.3% 60.9%
Working Age Population 594.1 763.1 829.0 888.0 894.3 9030
(15 - 64)
Labour Force? 429.0 653.2 687.4 739.9 744.3 751|3
Participation Rate (in72.2 85.6 82.9 83.3 83.2 83.2
percent}
Employment 423.6 647.5 680.7 720.9 730.3 737(4
Unemploymenf 5.4 5.7 6.7 19.1 14.1 13.9
As percent of total laboyr1.3% 0.9% 1.0% 2.6% 1.9% 1.99
force
As percent of urban4.9% 3.2% 3.4% 7.6% 5.6% 5.3%
labour force
Urban
Employment 105.3 170.4 190.4 231.5 239.4 247\8
Unemployment
Registered 5.4 3.8 5.2 6.0 6.8 7.7
Laid-off workers| .... 9.1 7.4 6.4
(xiagang§
Registered unemployed... 15.1 14.2 14.1
and xiagang
Unemployment rate (in
percent)
Registered 4.9% 2.5% 2.9% 3.1% 3.6% 4.09
Registered unemployed... 6.0% 5.6% 5.4%
and xiaganly
Rural
Employment| 318.4 477.1 490.3 489.3 490.9 4896

Source: Estimated by Brooks and Tao (2003) f2imma Statistical Yearbookarious years; and

CEIC database.

a. From the labour force survey, defined as econotyicattive persons 16 years and older, either
working one hour or more in the reference weelooking for work.
b. Labour force as percent of working age populatidata for the working age population defined
consistent wittthe labour force (16 years and older) are not alstgl

~® o0
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Table 11: Employment by Enterprise Ownership, 19802002

1980 1990 | 1995 | 2000 | 2001 | 2992
(Est.)
(In million at the end of the year)
Total Employment 423.6 647.5 680.7 720.9 730.3 &37.
Urban Employment | 105.3 170.4 190.4 231.5 239.4 Bi7.
State units 80.2 103.5 112.6 81.0 76.4 75.1
Of which: SOEs | 67.0 73.0 76.4 43.9 39.5
Institutions| 22.0 21.6 26.1 26.4 26.2
Governments 4.7 8.9 10.1 10.7 10.7
Collectively owned 24.3 35.5 31.5 15.0 12.9 12.5
Joint unit§ | 0.0 1.0 3.7 13.4 15.2
Foreign fundell| 0.0 0.7 5.1 6.4 6.7
Private units 0.8 6.7 20.6 34.0 36.6
Residual 0.0 23.1 16.9 81.6 91.6
Rural employment 318.4 477.1 490.3 489.3 490.9 489.
TVES® | 30.0 92.7 128.6 128.2 130.9 133.0
Rural privately]| ... 1.1 4.7 11.4 11.9
owned
Self-employed ... 14.9 30.5 29.3 26.3
Residual| 288.4 368.4 326.4 320.4 321.8
(In percent of total)
Urban Employment | 100.0 100.0 100.0 100.0 100.0 AMO.
State units 76.2 60.7 59.1 35.0 31.9 30.3
Of which: SOEs | 63.7 42.8 40.1 19.0 16.5
Institutions| 20.9 12.7 13.7 11.4 10.9
Governments 4.4 5.2 5.3 4.6 4.5
Collectively owned 23.0 20.8 16.5 6.5 5.4
Joint unit§ | ... 0.6 1.9 5.8 6.4
Foreign fundell| 0.0 0.4 2.7 2.8 2.8
Private units 0.8 3.9 10.8 14.7 15.3
Residual 0.0 13.6 8.9 35.3 38.3
Rural employment 100.0 100.0 100.0 100.0 100.0 1D0.
TVES® | 9.4 194 26.2 26.2 26.7 27.2
Rural privately]| ... 0.2 1.0 2.3 2.4
owned
Self-employed ... 3.1 6.2 6.0 5.4
Residuall 90.6 77.2 66.6 65.5 65.6

Source: As estimated by Brooks and Tao (2003) f@dnima Statistical Yearbookarious years; and

CEIC database.

a. Joint owned, limited corporations, and shareholdinis.
b. Includes Hong Kong SAR, Macao SAR, and Taiwan Rreiof China funded.

c. Town and village enterprises.
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Table 12: Employment by Different Sectors

1980 1990 1995 2000 2001
(In millions)
Primary 291.2 389.1 355.3 360.4 365.1
Secondary 77.1 138.6 156.6 162.2 162.8
Tertiary 55.3 119.8 168.8 198.2 202.3
Non-agricultural 132.4 258.4 3254 360.4 365.1
(In percent)
Primary 68.7 60.1 52.2 50.0 50.0
Secondary 18.2 21.4 23.0 22.5 22.3
Tertiary 13.1 18.5 24.8 27.5 27.7
Non-agricultural 31.3 39.9 47.8 50.0 50.0

Source: As estimated by Brooks and Tao (2003) f@@imma Statistical Yearbooksarious
years; and CEIC database.

Table 13: Decreasing Employment Elasticity

Employment Growth Employment Elasticity

1980- 1990 Primary Industry 2.8 0.45

Secondary Industry5.9 0.62

Tertiary Industry 7.9 0.65

Total 4.1 0.44
1990-2000 | Primary Industry -0.8 -0.21

Secondary Industry 1.6 0.12

Tertiary Industry 5.1 0.56

Total 1.1 0.11

Source: Zhu (2007)
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Table 14: Graduates from higher education instituts, employment

ratio, employment (10000 or %)

Total Graduates Employment Ratio Unemployed
2000]| 107 86.39% 30
2001| 115.02 89.40% 34.5
2002| 145 85.00% 52
2003 212 83.00% 70
2004| 280 73.00% 75
2005| 338

Source: Zhu (2007)

Table 15: Some Labour Related Statistics, 1981-20Qgercent)

6" Five |7"Five |8thFive |[9" Five
Year Plan | Year Plan | Year Plan | Year Plan 188513 ;gg?
(1981-85) | (1986-90) | (1991-95) | 91966-00)
SOE employment 2.34 2.85 1.72 -6.15 2.3 -6.0&
Growth
City Collective 6.64 1.33 -2.33 -13.14 1.88 -13.26
enterprise employment
growth
Staff and workers 3.2 2.81 0.51 -9.42 2.17 -9.03
employed by
manufacturing sector,
growth
Total staff and 3.43 2.62 1.19 -5.29 2.41 -5.1
workers, growth
Total employment 3.32 5.51 1 1.15 3.28 1.18
growth
Share of employment| 97.89 93.12 81.02 60.67 90.68 58.07
in formal sector

Source: Zhu (2007).
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Figure 1: Number of Workers Involved in Disputes, $61-2002
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Figure 2: Number of Person-Days Lost in Disputes,961-2002
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Figure 3: Unit labour Cost in Registered Manufacturing
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Figure 4: Wage-rental ratio
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Box: 3 The public pension system
“Urban workers

Three pension tiers, of which the first two are detory for employees in all
enterprises, but voluntary for the self-employeiriEitional rules for those who
contributed before 1997.

First tier: A pay-as-you-go defined-benefit progranme

Financing: Employer contributions vary around daval standard of 20%, of which 1y
percentage points for the first tier. Pooling mpsti prefecture (city) level, sometimes
by province or by county.

Benefits: After at least 15 years of work, the bgne 20% of the local average wage.
The pension age is 60 (men) and 50 (most womenjirstetier benefits with under 10
contribution years.

Second tier: A defined-contribution programme withindividual saving accounts

Financing: Employee contributions, now usually 78the wage, to be raised to 8%. In
addition, 3 percentage points of the employer doutiion go to the individual accounts.

Administration: The government can either investitioney, mostly in bank accounts
and bonds, or use it on a pay-as-you-go basisdtatter case, which is most common,
the government pays a certain rate of interedtembtional accounts.

Benefits per month: 1/120 of the fund as accumdlateretirement. Thus, the
programme assumes an average life expectancy ydd on retirement, but pension
are paid until death.

Uy

Workers who stop contributing after less than tearg in a locality (pooling unit) can
withdraw the individual accounts. But they recemefirst-tier pensions.

Third tier: Voluntary pension saving
Mostly enterprise pensions for employees.
Rural workers

Entirely voluntary saving, possibly with some sugggtom communities. Benefits
according to the accumulation on individual accetint

Source: (Reutersward, 2005)
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Box 4: Social insurance on special conditions foural migrants: two examples

“Chengdu, Sichuanintroduced an optional low-cost insurance packagarfigrants
in March 2003, covering second-tier pension insceamwork injury insurance angd
basic medical insurance (hospitalisation).

Flexible contributions calculated on a “base wag#efined as the previous year
average wage in the city times one of the followmgjtiples: 60%, 70%, 80%, 90%
100%, 120%, 150%. The employer chooses a multgreedch worker, with effect
on benefits as well as on contributions.

S

U7

112

The contribution rate, applicable to the chosensébavage”, is 14.5% for th
employer and 5.5% for the employee. For the selieyed, it is 20%.

At the end of 2003, this scheme covered 84 000 rsrlor 10% of the rural migrants
in Chengdu.

Note: For urban workers in Chengdu, the standard corttobuates for pension, work
injury and medical insurance are, respectively, 2@6 to 2% and 7.5% foy
employers and 8%, 0% and 2% for workers. In otherdw, rural migrants and thejr
employers contribute at about half of the rates apaly to urban workers.

Chengdu also gives employers in the urban privetéos a 3 percentage-point rebate
on their pension contributions, down to 17%. THieds the city’s revenues to the
pay-as-you-go first tier, not the individual acctinSuch workers get the full
insurance package despite the rebate.

Xiamen, Fujian offers reduced contributions to rural migrants gmelr employers in
the standard social insurance. Contributions aea talculated on the basis of the
city’s minimum wage, and employers are offered greBentage point rebate on the
pension contribution rate, down to 6% compared Witimen’s standard rate of 149%.
The employee contribution rate (for second-tiergpams) is the same as for urban
workers: 8%.

The rebate only affects the city’s revenues in fin&-tier pay-as-you-go pension
scheme.”

Source: (Reutersward, 2005)
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