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Unit — 1

LABOUR MARKET AND POLICIES

INTRODUCTION

Labour economics is a crucial branch of economics that focuses on the functioning
and dynamics of the labour market, where employers seek workers, and individuals
supply their labour in exchange for wages. The nature and characteristics of the labour
market are shaped by various economic, social, and institutional factors, such as wage
determination, job security, skill specialization, and employment regulations. The
interaction between supply and demand in the labour market influences employment
levels, productivity, and overall economic growth. Understanding these dynamics is
essential for policymakers, businesses, and workers to ensure a fair and efficient

labour system.

LEARNING OBJECTIVES

In this chapter, we will concentrate on fundamental ideas of labour economics, which

include:

« To Understand the basics of labour economics.
« To Gain the insight into the organisation of labour markets in developing

nations.
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To explain the factors that influence the demand for labour, including economic

growth and industry expansion.

To Analyse the size and pattern of investment (capital-intensive vs. labour-

intensive industries) affect employment opportunities.

To Compare labour-intensive and capital-intensive production techniques and

their impact on employment.

To Evaluate the role of automation, artificial intelligence, and digital

technologies in transforming the labour market.

Sections

1.0 Meaning of labour

1.1. Definition of labour

1.2. Labour market in India

1.3. Nature and scope of labour economics

1.4. Characteristics of labour markets in developing economies
1.5. Demand for labour

1.6. The demand of labour in relation to size and pattern of investment
1.7. The supply of labour

1.8. Growth of the labour force

1.9. Labour market policies

1.10. Importance of labour market policies

1.11. Labour mobility

1.12. Labour Productivity

1.13. Summary
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1.14. Questions
1.0. MEANING OF LABOUR

Labour is the act of mental and physical activity on some work for some
monetary benefits. Any work or services rendered by the professionals such as
doctors, engineers, teachers etc are all included in the labour. Alternatively, any activity
done with the intention of happiness or pleasure or doing any art work for hobby will
not count in labour. Otherwise, if the art work is sold out for some consideration, then

the same will be called as labour.

S.E.Thomas defines as "Labour connotes all human efforts of body or mid which are

undertaken in the expectation of reward."

In economics, labour is defined as the effort contributed by individuals. It is typically
compared to other production factors like land and capital. There are theories that
introduce the idea of human capital, which pertains to the skills that workers have
rather than the work they actually perform. However, some macroeconomic theories
argue that the concept of human capital is inherently contradictory. Labour economics
is an important area of study within economics that investigates how labour markets
operate and evolve. It examines the relationships between employees and employers,
exploring topics such as wage setting, levels of employment, labour productivity, and
the effects of policies and institutions on the workforce. The study of labour economics
helps in understanding economic growth, income distribution, and social welfare,

making it an essential field for policymakers and businesses.

1.1 DEFINITION OF LABOUR

According to Prof. Phelps Brown, ‘Labour economics is the study of organization,
wage determination, employment level, social security, Labour welfare and labour
relations. Thus, labour economics follow a systematic and specialized approach to the

study the labour in its dynamics aspects.
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In the words of Dole Yoder, Labour Economics is basically concerned with efficient
utilization and also conservation of manpower and resources. It studies and seeks to
realize or understand the processes by which manpower is applied and also utilized

in modern society. Thus, it is concerned with natural resources of the land.

According to Prof. Marshall — “Any exertion of mind or body undergone partly or wholly
with a view to earning some good other than the pleasure derived directly from the

work.”

Labour economics examines the labour force as a component in the production
process. The labour force includes everyone who participates in the labour market for
earnings, including employees, employers, and the self-employed, as well as those
who are unemployed and looking for work. This field of study looks at all factors that
influence these workers throughout their careers, such as childcare, education,
salaries and incentives, fertility, discrimination, their leisure time, and pension reforms.
Labour markets operate through the interactions of workers and employers and may
be limited to specific countries or regions or may extend globally. Labour economics
also addresses the movement of workers within and between these markets and

across different employers.

1.2 LABOUR MARKET IN INDIA

The labour market is the environment where employers and employees engage with
one another. It is also referred to as the job market, in which workers strive to secure
the best positions, while employers seek to find the most qualified candidates. The
labour market operates based on the demand and supply of labour within an economy.
When the labour demand and supply are balanced in a market, the labour market
reaches a state of equilibrium. Labour is one of the key factors of production. The
services provided by labour cannot be dissociated from the labour itself; thus, the
conditions under which these services are hired also significantly influence wage

determination.
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Labour market is classified into the formal and informal labour markets. The formal
labour market consists of jobs that are regulated by the government and provide
workers with legal contracts, fixed wages, job security, and benefits such as social
security, health insurance, and retirement plans. Employees in this sector work in
structured environments, such as government offices, multinational corporations, and
factories, where labour laws protect their rights. In contrast, the informal labour market
operates without government regulation, meaning workers lack legal contracts, job
security, and employment benefits. This sector includes occupations such as street
vending, domestic work, and daily wage labour. Informal workers often face low
wages, unstable employment, and poor working conditions, with no access to social
security or workplace protections. While the formal sector offers stability and long-term
growth opportunities, the informal sector provides flexibility and easy entry but often
lacks financial and social security, making workers more vulnerable to exploitation and

economic instability.

1.3. NATURE AND SCOPE OF LABOUR ECONOMICS

Human Resource: Like all other resources, human resource is also scarce. Resources
should be optimally utilized keeping in mind the economic problems. Unlike other fields
of economics like agricultural economics and industrial economics where labour is
viewed only as agricultural and industrial labour. In labour economics, labour is
considered to be human resource, labour economics seeks for the optimal utilization

of human resource.

Labour Problems: Labour economics identify, classify, and analyse problems of
labourers, it also gives appropriate solutions to these labour problems. These labour
problems bring obstacles in the smooth working of an organization. Elimination of
these obstacles is necessary from the point of view of efficient utilization of human

resources.
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Utilization, Application and Conservation of Human Resources: Being a source of
production, labour is inseparable from production. Since, labour is also scarce like
other factors of production. Therefore, it should be efficiently used. Before putting the
labour to work, it has to be seen that whether we are making best use of his capacities,
and talents or not. e.g., If a worker is available to work. He can either be in an
agricultural field or in a firm, but if he is skilled enough to work in the firm, his services
should be utilized there. Also, because the labour is available, it cannot be exploited.

Labour is a scarce factor therefore it should be used in best possible manner.

Efficient and Effective Utilization: Efficient and effective utilization of human
resource has always been an important objective of policy makers of developing
nations. Whereas efficient utilization is related to selecting the best option of
utilization, effective utilization has a reference to productivity. Situation of disguised
unemployment where the workers actually doesn’t make any contribution to the

output counteract the concept of effective utilization.

Labour Market: In a free market economy the task of allocation of resources is
assigned to the market forces. Under labour economics, we study the nature,
efficiency, mode of functioning and imperfections in labour market for the efficient

and best utilization of labour.

Human Welfare: Human welfare is an important facet taken under the preview of
labour economics. It is human aspect in combination with technological
development that can make the economies grow and progress at a faster pace.
Healthy, active, talented and skilled manpower is always an asset to a country.

1.4. CHARACTERISTICS OF LABOUR MARKETS |IN DEVELOPING
ECONOMIES

The characteristics of labour markets in developing economies, especially in

countries like India, can be summarized as follows:
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e Agricultural Labour and Marginal Existence: A significant portion of the
workforce is in agriculture, but this sector's contribution to GDP has declined,

leaving many agricultural labourers struggling to sustain themselves.

« Low Wages in Rural Areas: Agricultural labour wages are low, with minimal

real wage growth over time, furthering rural poverty.

e Gender Discrimination and Child Labour: Wage inequality persists, with
male labourers earning substantially more than female labourers, and the

prevalence of child labour remains high in rural settings.

« Migration for Better Opportunities: Due to population pressure and
unemployment in rural areas, workers migrate to urban areas for better wages

and opportunities, often returning to villages during peak agricultural seasons.

e Dualism and Market Segmentation: Labour markets in developing
economies exhibit dualism, with clear distinctions between the informal

(unorganized) and formal (organized) sectors.

« Worker and Job Diversity: Labour is heterogeneous due to variations in age,

gender, education, experience, and skills, affecting productivity and creativity.

o Imperfect Information: Workers and employers often lack perfect information
about wages, working conditions, and reliability, leading to inefficiencies.

e« Market Disequilibrium: Imperfections and uncertainties prevent labour
markets from achieving theoretical equilibrium, with transactions occurring

amidst incomplete information.

Each of these features reflects broader socioeconomic challenges faced by

developing economies.

1.5. DEMAND FOR LABOUR
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The demand for labour arises from the need to create goods and services.
Companies seek labour because consumers desire to purchase a diverse range
of products and services. The demand for labour by a firm is a derived demand,
stemming from the preferences and needs of consumers. Many key issues in
economic policy relate to the number of employees that companies hire and the
compensation those employees receive. The supply of labour refers to the quantity
of workers willing to offer their services for a specific job at various wage levels,
along with the number of hours or days each worker is ready to work at different
wage rates. Therefore, the supply of labour pertains to the number of days or hours
a particular kind of labour is willing to be employed at different wage levels.

The demand for labour refers to the number of workers that an economy or firm is
willing to employ at a given time. This demand is influenced by real wages—what
firms are willing to pay—and the willingness of workers to supply labour at those
wages. An increase in the demand for labour typically raises market wages,
attracting more workers. However, higher labour costs may lead employers to

reduce the amount of labour they hire due to increased expenses.

In a competitive labour market, where multiple employers operate or workers are
geographically mobile, companies must offer wages that align with the prevailing
market rate for a given skill set. In such cases, firms act as wage takers, meaning

they must pay competitive wages to attract and retain workers.

Labour as a Derived Demand

Labour is not demanded for its own sake but as an essential input in the production
process. In the factor market, businesses and entrepreneurs create the demand
for labour. This demand is considered derived demand because it depends on the
demand for the goods and services that workers help produce.

When the economy expands, the overall demand for labour rises—provided that

the increase in output surpasses the growth in labour productivity. Conversely,
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during a recession or economic slowdown, businesses seek to cut costs and

reduce production, leading to a decline in the aggregate demand for labour.

The demand curve for labour slopes downward, indicating that lower wages lead
to higher demand for workers, while higher wages reduce demand. This
relationship is illustrated in the Figure, where the number of workers is represented
on the X-axis, and wages are shown on the Y-axis. The downward-sloping demand

curve (DD) signifies that more labour is demanded at lower wages and less at

higher wages.

Labour Demand Curve (Figure 3.1)
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Shift in the Labour Demand Curve

The number of people employed at each wage rate can change due to shifts in

demand within the job market. Several factors contribute to these shifts, including:
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1. Changes in product demand — When demand for a product decreases,

businesses require fewer workers.

2. Labour productivity changes — If workers become more productive, fewer

may be needed to produce the same output.

3. Employer costs — Changes in costs such as national insurance contributions,

health and safety regulations, and training levies can impact hiring decisions.

4. Technological advancements — If machinery and automation become more

efficient or cost-effective, firms may substitute labour with technology, reducing

the demand for workers.

Shift in Labour Demand Curve
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This diagram showing shifts in the Labour Demand Curve:.
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Causes of Shifts in the Labour Demand Curve

The labour demand curve represents the marginal product of labour (MPL) as a

function of the number of workers hired. Various factors can cause shifts in this

curve, altering the quantity of labour demanded at each wage level.

1. Output Price

The price of the final product directly impacts labour demand.

When output prices rise, businesses earn more revenue per unit sold,
increasing the value of each worker’s contribution. As a result, the labour
demand curve shifts to the right, meaning firms demand more workers at each

wage level.

When output prices fall, the value of workers' contributions decreases, shifting

the labour demand curve to the left, reducing labour demand.

2. Technological Change

Technological advancements can impact labour demand in different ways:

Labour-augmenting technology enhances worker productivity, shifting the
labour demand curve to the right. For example, between 1960 and 2000, the
average hourly output of U.S. workers increased by 140%, largely due to

technological advancements.

Labour-saving technology reduces the need for human labour, shifting the
labour demand curve to the left. For instance, the introduction of industrial
robots in manufacturing can lower the marginal product of labour if machines

replace human workers.
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Historically, most technological progress has been labour-augmenting, leading to
both higher employment and rising wages. Between 1960 and 2000, inflation-

adjusted wages increased by 131%, while firms expanded their workforce by 80%.

3. Supply of Other Factors

The availability of other factors of production affects the marginal productivity of

labour.

o If the supply of complementary inputs (such as tools, equipment, or raw
materials) increases, workers become more productive, shifting the labour

demand curve to the right.

o Conversely, if the supply of necessary inputs decreases, worker productivity

falls, shifting the labour demand curve to the left.

Example: If the availability of ladders declines, apple pickers will be less

productive, reducing the demand for their labour.

By understanding these factors, we can analyze how economic changes influence

employment levels and wage rates over time.
4. Demand for Labour and Market Wage Rate

There is an inverse relationship between the demand for labour and wage rates.
Higher wages lead to lower demand for workers because hiring additional
employees becomes more expensive. Conversely, lower wages encourage firms

to employ more workers.

The demand for labour also depends on worker productivity. Firms aim to maximize
profits by using the most efficient and cost-effective production methods. This

principle is explained by the Marginal Productivity Theory of Wages.

5. Factors Affecting the Demand for Labour
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Several factors influence the demand for labour, determining how many workers

businesses are willing to hire at different wage levels.

a) Wage Rate

The relationship between wage rates and labour demand is inverse—as wages
increase, demand for labour decreases. This explains why the labour demand

curve slopes downward.
Two key effects explain this relationship:

e Substitution Effect: Higher wages encourage firms to substitute capital

(machines, automation) for labour or opt for cheaper labour alternatives.

e Income Effect: If firms continue using the same amount of labour at higher
wages, their labour costs increase, reducing their profits. To maintain

profitability, businesses cut back on hiring, lowering the demand for labour.

b) Demand for the Product

Labour demand is derived demand, meaning it depends on the demand for the

goods and services that workers produce.

e If consumer demand rises, businesses need more workers to meet production

needs.

o If consumer demand falls, businesses require fewer workers, reducing labour

demand.

c¢) Productivity of Labour

Labour productivity (output per worker) plays a crucial role in determining labour
demand.
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« Higher productivity increases labour demand because firms can produce more

efficiently.
o Factors influencing productivity include:
o Skills and education levels of workers
o Training and experience

o Technological advancements that enhance efficiency
d) Profitability of Firms
A company's financial health directly impacts labour demand:

« Profitable firms can afford to hire more workers to expand production.

« Declining profits force businesses to cut labour costs, reducing demand for

workers.
e) Availability of Substitutes
The presence of alternative production methods affects labour demand.

« If machines and automation become cheaper, firms may replace human labour,

shifting the labour demand curve to the left.

o If capital becomes more expensive, businesses may rely more on human

labour, shifting the demand curve to the right.

o« Example: If the cost of new technology decreases, firms may invest in

automated systems, reducing demand for workers.
f) Number of Buyers of Labour

The number of employers in a market influences total labour demand.
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e In competitive labour markets with many employers, labour demand tends to

be higher.

e In monopsony markets (where a single employer dominates), labour demand

is lower, often resulting in lower wages.

Example: London Underground is the only employer of tube drivers in the UK,
limiting competition for their labour and keeping wages lower than in a competitive

market.

This dynamic often leads to the formation of trade unions, which advocate for

higher wages and better working conditions by negotiating with employers.

Understanding these factors helps explain why labour demand fluctuates across

industries and economic conditions.
6. Elasticity of Labour Demand

The elasticity of labour demand measures how sensitive the quantity of labour

demanded is to a change in wages. It is expressed as:

Ed = % change in quantity of labour demanded

% change in wage rate

Types of Labour Demand Elasticity

1. Elastic Labour Demand (Ed>1):

o Asmall wage change leads to a large change in labour demand.

o Example: Low-skilled jobs in retail, where employers can easily replace

workers with automation.

2. Inelastic Labour Demand (0<Ed<1):
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o Awage change leads to a small change in labour demand.

o Example: Highly specialized jobs like doctors or engineers, where

workers are difficult to replace.

3. Unitary Elasticity (Ed=1):

o The percentage change in labour demand equals the percentage

change in wages.

4. Perfectly Inelastic Labour Demand (Ed=0):

o Labour demand remains unchanged regardless of wage changes.

o Example: Essential jobs like emergency medical personnel.

5. Perfectly Elastic Labour Demand (Ed=<):

o Any wage increase leads to zero demand for labour.

o Example: Highly competitive industries where workers are easily

replaced.

7. Factors Influencing the Elasticity of Demand for Labour

Several key factors determine the elasticity of labour demand, including:

1. . The share of labour expenses in overall costs: When labour expenses
constitute a significant part of total expenses, a change in wage levels will
considerably affect costs, making demand more elastic.

2. The availability of substitutes for labour: If it is straightforward to replace
employees with machinery, the demand will also tend to be elastic.
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3. The elasticity of demand for the produced goods: An increase in wages
subsequently raises production costs, leading to an increase in product prices.
This, in turn, results in a decrease in demand for the product and, consequently,
a decline in demand for labour. The greater the elasticity of product demand,
the more pronounced the reduction in both product and labour demand,
indicating that labour demand is elastic.

4. The time frame involved: Typically, labour demand exhibits greater elasticity in
the long term, as firms have more opportunity to modify their production
techniques.

5. The qualifications and required skills: A higher level of qualifications and skills
typically leads to a more inelastic supply. For example, a substantial wage
increase for brain surgeons will not significantly impact the labour supply due
to the extended time required to acquire the necessary qualifications and
experience.

6. The duration of the training period: A lengthy training period may deter potential
candidates from entering a profession and can cause delays in the entry of
qualified individuals into the labour force. Both factors contribute to an inelastic
labour supply.

7. The employment rate: When a majority of workers are already employed, the
labour supply for a specific occupation is likely to be inelastic. Employers may
need to considerably increase wage rates to attract additional workers or to
entice those working in different jobs to switch roles.

8. The mobility of labour: The simpler it is for workers to change jobs or relocate,
the easier it becomes for employers to hire labour by offering higher wages.
Thus, increased mobility results in a more elastic labour supply.

9. The degree of vocational commitment: The stronger the workers’ attachment to
their positions, the more inelastic the supply becomes when wages decrease.

10.The time frame involved: Similar to demand, the supply of labour generally

tends to become more elastic over time, as it allows workers more opportunities
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to recognize changes in wages and to obtain any necessary qualifications or

training for new job opportunities.

1.6. THE DEMAND OF LABOUR IN RELATION TO SIZE AND PATTERN OF
INVESTMENT

The demand for labour is closely related to the size and pattern of investment in an

economy or a specific industry.

1. Size of Investment and Labour Demand

e Large-scale investments (e.g., infrastructure projects, manufacturing plants, or
large tech firms) tend to generate high labour demand, both directly

(employment in the project) and indirectly (jobs in supporting industries).

« Small-scale investments (e.g., local businesses, startups) may have limited

labour demand, but in aggregate, they contribute significantly to employment.

« Capital-intensive investments (e.g., automation, Al, robotics) may reduce the

demand for labour, especially low-skilled jobs, as machines replace workers.

e Labour-intensive investments (e.g., agriculture, garment industry) tend to
increase employment opportunities, particularly for semi-skilled and unskilled

workers.

2. Pattern of Investment and Labour Demand

e Sectoral Distribution

o Investments in manufacturing and construction typically generate high

labour demand due to their labour-intensive nature.
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Service sector investments (e.g., IT, finance) may require fewer workers

but demand specialized skills.

Investments in capital-intensive industries (e.g., mining, energy)

generate fewer but higher-paying jobs.

« Technology Adoption

Automation and Al reduce demand for unskilled labour but increase

demand for highly skilled professionals (e.g., engineers, data scientists).

Traditional industries with minimal automation continue to provide steady

employment for low- and mid-skilled workers.

« Geographical Focus

Investments in urban areas create jobs but can lead to labour migration,

affecting rural labour markets.

Rural investments (e.g., agribusiness, rural infrastructure) can stimulate

employment in underdeveloped regions.

Choice of Technologies and Labour Policies

The choice of technology and labour policies plays a crucial role in shaping

employment patterns, wage levels, and economic growth. While technological

advancements improve productivity, they can also lead to job displacement.

Effective labour policies are necessary to balance these effects, ensuring fair

wages, job security, and a skilled workforce.

1. Labour-Intensive vs. Capital-Intensive Technologies
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Businesses and industries choose between labour-intensive and capital-intensive
technologies based on cost, efficiency, and availability of resources. Labour-
intensive technologies rely more on human effort, making them suitable for
economies with a large workforce, such as agriculture, garment manufacturing,
and construction. These technologies create more jobs but may have lower

productivity compared to mechanized methods.

On the other hand, capital-intensive technologies focus on automation and
machinery, reducing reliance on human labour. These are common in industries
like automobile manufacturing, mining, and large-scale farming. While capital-
intensive methods increase productivity and efficiency, they often lead to job losses
for low-skilled workers, shifting the demand toward highly skilled professionals who

can operate and maintain advanced machines.
2. Impact of Automation and Artificial Intelligence (Al) on Labour

Technological advancements, particularly automation and Al, have transformed
the labour market. Machines and Al-driven systems can perform repetitive tasks
faster and more accurately than humans, reducing costs for businesses. For
example, self-checkout machines in retail stores and Al-powered customer service

chatbots have replaced many low-skilled jobs.

However, automation does not necessarily mean mass unemployment. Instead, it
shifts the demand from manual and routine jobs to high-skilled professions such
as software engineering, robotics, and data science. To ensure workers are not left
behind, governments and businesses must invest in retraining programs and skill
development initiatives to prepare employees for new job roles created by

technological advancements.

3. Role of Labour Policies in Managing Technological Changes
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Labour policies help manage the impact of technological change by ensuring fair
wages, job security, and opportunities for skill development. Minimum wage laws
protect workers from exploitation but may lead to reduced hiring if businesses
cannot afford higher labour costs. Job protection laws prevent unfair dismissals but

may discourage employers from hiring new workers if regulations are too strict.

Additionally, education and training policies play a vital role in equipping workers
with skills needed in a changing job market. Governments often promote vocational
training, coding boot camps, and digital literacy programs to prepare workers for
jobs in automation-driven industries. Flexible work policies, such as remote work
and gig economy regulations, also help workers adapt to modern employment

trends.

4. Balancing Technology and Labour Policies for Sustainable Growth

A successful economy balances technological advancement with effective labour
policies to ensure both business growth and worker well-being. Governments and
businesses must work together to provide continuous learning opportunities,
protect worker rights, and create policies that encourage innovation while ensuring
social stability. By investing in education, reskilling programs, and fair labour laws,
economies can harness the benefits of technology without leaving workers behind.

1.7. THE SUPPLY OF LABOUR

The supply of labour refers to the total number of workers available and willing to
work at different wage levels in an economy. It is influenced by various economic,

social, and demographic factors.
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Labour Supply Curve
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In this labour supply curve diagram, It initially slopes upward, indicating that as
wages increase, more workers are willing to supply labour. However, at very high
wages, the curve bends backward, showing that some workers choose more

leisure over additional work.
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Shift in Labour Supply Curve
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The labour supply curve shifts right when more workers are available at the same
wage. The labour supply curve shifts left when fewer workers are available at the

same wage. These shifts affect employment levels, wages, and economic growth.

Factors beyond wages can shift the supply curve in either direction. These factors

include:

1. The size of the workforce: The workforce consists of individuals of working
age (16-60 for women and 16-65 for men) who are ready and able to work.
Its size is influenced by various elements like the retirement and school
leaving ages, migration trends, and the number of individuals opting to

remain in university.
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2. Migration: Migration can greatly affect the labour market. Migrants are
typically of working age, and while the overall effect is to boost labour supply
at all wage levels, migration particularly influences supply at lower wage
levels. This happens because immigrants often come from countries with
lower average wages, which are often significantly below the minimum wage
in the UK.

3. Workers’ preference for employment: When individuals have a stronger
preference for working, the labour supply rises. This preference can be
shaped by numerous factors, including alterations in the costs associated
with working, such as subsidized childcare and non-wage benefits.

4. Benefits of employment: Apart from wages, the decision to increase or
decrease labour supply is also affected by non-monetary benefits, including
enhancements in working conditions, job security, holiday entitlements,
promotion opportunities, and various psychological gains associated with
work. Improvements in these areas can shift the labour supply curve to the
right.

5. The balance between work and leisure: For many individuals, part-time
employment has become a more appealing option due to the benefits of
increased leisure time. Early retirement also influences labour supply. An
individual’'s choice to engage in labour is significantly impacted by the trade-
off between work and leisure. Since time is finite, work and leisure can be

seen as substitutes. Several factors can affect this balance, including:
a) Age — Older employees often derive greater satisfaction from leisure time.

b) Direct taxation — Elevated income tax rates may enhance the appeal of leisure

and reduce labour supply.

c) Dependents: Having children may increase the appeal of work, thereby raising

labour supply.
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1.8.

d) Non-labour income: Some individuals may exit the labour market due to
company pensions that can be accessed before reaching the state pension age,
which is 65 for men and 60 for women. Non-labour income may also be in the form
of cash benefits, such as job seeker’s allowance, or in-kind benefits like subsidized

travel cards.

Factors Influencing Labour Supply

1. Duration of Worker Training: If the training required for a worker is lengthy,
the immediate supply of labour will be limited in the short term.

2. Entry Barriers: Restrictions on entering the labour market, such as stringent
gualification requirements, will reduce the labour supply compared to a
scenario without such barriers.

3. Trade Unions: A trade union is a body focused on safeguarding workers'
interests. Approximately 30% of employees in the UK belong to unions, with
a higher likelihood of women being union members than men. Membership
in unions has consistently declined over the past two decades.

4. Taxation and Benefit Incentives and Disincentives: The rates of taxes and
benefits can influence the effective supply of labour either positively or
negatively. Excessive income taxes and overly generous benefits can
foster a culture where remaining at home is more appealing.

5. Government Labour Subsidies: When the government provides financial
support to encourage job-seeking or training among workers, it increases
the supply of labour, causing the supply curve to shift to the right.

6. Actual versus Potential Labour Supply: The actual labour supply
encompasses those individuals who are both willing and able to offer their
labour, including the unemployed, while the potential labour supply also

accounts for individuals who are currently inactive for various reasons.

GROWTH OF THE LABOUR FORCE
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The labour force refers to the total number of people who are either employed or
actively seeking work. Labour force growth is crucial for economic development,
as it determines a country’s productive capacity, income levels, and overall
economic stability. Several factors influence the growth of the labour force,
including population changes, education levels, government policies, and social
trends.

Factors Influencing Labour Force Growth

(i) Population Growth and Demographics

One of the primary factors affecting labour force growth is the population size and
structure. A high birth rate increases the future labour supply, while immigration
can provide an immediate boost. However, an aging population may slow down

labour force growth as more people retire, leading to potential labour shortages.
(if) Education and Skill Development

Access to quality education and vocational training directly impacts the size and
productivity of the labour force. Higher education levels increase workforce
participation by equipping individuals with skills that match market demand.
Countries with strong educational systems tend to have a more productive and

adaptable labour force.

(iii) Government Policies and Labour Regulations

Government policies, such as retirement age laws, minimum wage regulations, and
labour rights protections, affect labour force participation. Policies that encourage
women and marginalized groups to enter the workforce contribute to labour force
growth. Additionally, tax incentives and employment benefits can influence

people’s willingness to work.

(iv) Social and Cultural Factors
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Cultural attitudes towards work, gender roles, and family responsibilities play a role
in labour force growth. For example, in some societies, traditional gender roles limit
female workforce participation. However, as attitudes shift and more women enter

the labour market, the overall labour force expands.
(v) Technological Advancements and Job Market Changes

Automation and Al can increase or decrease the labour force depending on how
they are implemented. While automation may replace some manual jobs, it also
creates new opportunities in tech-driven industries, requiring continuous skill
adaptation. Countries that embrace digital transformation and invest in reskilling

programs can maintain a stable labour force.

1.9. Labour Market Policies

Labour market policies are strategies and regulations implemented by
governments to manage employment, wages, and working conditions. These
policies help balance labour supply and demand, protect workers’ rights, and
promote economic stability. Labour market policies can be broadly classified into
active and passive policies, along with structural reforms aimed at long-term

improvements.
1. Types of Labour Market Policies
(i) Active Labour Market Policies (ALMPS)

Active labour market policies aim to increase employment opportunities and
improve worker skills. They focus on helping unemployed individuals find jobs,
enhancing employability, and boosting workforce productivity.

Key Active Policies:

1. Job Training and Skill Development Programs
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Vocational training, apprenticeships, and upskilling initiatives to equip

workers with in-demand skills.

Example: Germany’s dual education system, which combines

apprenticeships with formal education.

2. Employment Subsidies and Wage Incentives

Governments provide subsidies to companies to encourage hiring,
particularly for disadvantaged groups (youth, disabled, long-term

unemployed).

Example: The U.S. Work Opportunity Tax Credit (WOTC) offers tax
incentives to employers hiring specific worker groups.

3. Public Employment Programs

Governments create temporary jobs in public sectors, especially in

infrastructure, environment, and community services.

Example: India’s Mahatma Gandhi National Rural Employment

Guarantee Act (MGNREGA), providing guaranteed rural employment.

4. Job Placement and Career Counseling Services

o

@)

Employment agencies, career counseling centers, and online job portals
assist job seekers in finding suitable positions.

Example: The European Employment Services (EURES) network

facilitates job mobility across EU countries.

(if) Passive Labour Market Policies (PLMPs)
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Passive labour market policies provide financial assistance and social protection
to unemployed workers, ensuring they have basic financial security while searching

for jobs.
Key Passive Policies:

1. Unemployment Benefits and Insurance

o Governments provide temporary financial support to unemployed
workers, ensuring stability while they seek new employment.

o Example: The U.S. Unemployment Insurance Program offers financial

aid to eligible unemployed individuals.
2. Social Assistance Programs

o Includes food aid, housing support, and income subsidies for

unemployed or low-income workers.

o Example: The Universal Credit System in the UK, providing financial

support for low-income and unemployed people.
3. Early Retirement Schemes

o Encouraging older workers to retire early with financial incentives,

opening up job opportunities for younger workers.

o Example: Some European countries, such as France and Italy, have

introduced early retirement programs in sectors with surplus labour.

1.10. IMPORTANCE OF LABOUR MARKET POLICIES

Labour market policies play a crucial role in shaping the economy by ensuring
efficient employment, fair wages, worker protection, and economic stability. These

policies influence job creation, skill development, productivity, and overall social
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welfare. Without effective labour market policies, economies may suffer from high

unemployment, low productivity, income inequality, and social unrest.

1.11. LABOUR MOBILITY

Labour mobility refers to the ability of workers to move freely between jobs,
industries, or geographical locations in search of better employment opportunities.
It plays a crucial role in ensuring that labour resources are efficiently allocated,
helping businesses find the right talent while allowing workers to improve their
wages, skills, and job satisfaction.

1. Types of Labour Mobility
(i) Geographical Labour Mobility

This refers to the movement of workers from one region or country to another in
search of better job opportunities, wages, or living conditions. It is influenced by
economic conditions, migration policies, transportation facilities, and language

barriers.

(if) Internal Mobility — Workers move within a country (e.g., from rural to urban
areas).

Workers migrate to other countries for employment opportunities.
Examples:

e Rural-to-Urban Migration — Many workers in developing countries move from

villages to cities in search of better-paying jobs in industries.

e Cross-Border Migration —Workers from Eastern Europe migrating to Western

Europe for higher wages.

e Remote Work Growth — Advancements in technology allow workers to

relocate while keeping their jobs, increasing global labour mobility.

Periyar University — CDOE| Self-Learning Material



CDOE - 0ODL M.A - SEMESTER II Labour Economics

(if) Occupational Labour Mobility

This refers to a worker’s ability to shift between different jobs, industries, or skill

levels. It depends on education, skill training, and market demand.

Vertical Mobility — Moving up or down the career ladder (e.g., a cashier becoming

a store manager).

Horizontal Mobility — Moving to a different job at the same skill level (e.g., a

teacher becoming a corporate trainer).
Examples:

o A factory worker retraining as a software developer.
« A retail employee switching to customer service in a bank.

e A construction worker learning plumbing or electrical work.

Importance of Labour Mobility

Efficient Allocation of Labour

« Mobility ensures that workers move to sectors or locations where they are most
needed, reducing skill shortages in growing industries.

Higher Wages and Better Job Opportunities

e Workers can relocate or switch jobs for higher salaries, better benefits, and

improved working conditions.

« Example: Tech professionals moving from traditional industries to high-paying

Al and cybersecurity jobs.

Economic Growth and Development
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Increased mobility leads to higher productivity, helping industries grow.

Migration of skilled labour can boost a country’s economy, as seen in Silicon

Valley, where international tech talent drives innovation.

Reduces Unemployment and Poverty

When jobs disappear in one sector, workers can shift to new industries or

locations, preventing long-term unemployment.

Example: Declining coal mining jobs in the UK led to workers retraining in

renewable energy sectors.

Challenges of Labour Mobility

(i) Brain Drain (Loss of Skilled Workers)

Many developing countries lose skilled professionals (doctors, engineers, IT

experts) to wealthier nations, reducing local talent.

Example: Nurses and doctors from India and the Philippines moving to the UK,
Canada, and the US.

(ii) Labour Exploitation and Poor Working Conditions

Migrant workers often face discrimination, low wages, or poor working

conditions.

Example: Migrant construction workers in the Middle East experiencing unsafe

conditions and low pay.

(iii) Regional Imbalances

Overpopulation in cities and labour shortages in rural areas due to high internal

migration.
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« Example: Beijing and Mumbai experiencing overcrowding, while rural areas

lack workers.

(iv) Skill Mismatches

« Workers moving to new jobs may lack the exact skills needed, requiring

additional training.

« Example: Factory workers displaced by automation may need coding or digital
skills to find new employment.

1.12. LABOUR PRODUCTIVITY

Labour productivity refers to the output per worker or output per hour worked in an
economy, industry, or business. It measures how efficiently labour is used to
produce goods and services. Higher labour productivity means more output is
generated with the same amount of labour, leading to increased economic growth,
higher wages, and improved living standards.

Mathematically, it is expressed as:

Labour Productivity = Total Qutput (GDP or Goods Produced)

Total Labour Input (Hours Worked or Number of Workers)

Importance of Labour Productivity

Economic Growth

o Higher labour productivity leads to higher GDP, meaning a country can produce

more goods and services without increasing labour costs.
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o Countries like Japan, Germany, and the U.S. have strong economies partly due
to high productivity levels.

Higher Wages and Better Living Standards

« When workers produce more, businesses earn higher profits and can afford to

pay higher wages.

« Example: The technology sector has high productivity, leading to high salaries
for skilled workers.

Lower Costs for Businesses

« Efficient workers reduce waste, downtime, and production costs, increasing

company profits.

« Example: Automation in car manufacturing improves labour productivity by

reducing production time.
Global Competitiveness

e Countries and businesses with high labour productivity can produce goods

more efficiently, leading to competitive export prices.

« Example: China’s rise as a manufacturing powerhouse is due to improvements

in labour productivity.
Better Work-Life Balance

« When workers can complete tasks faster, they may work fewer hours for the

same pay, improving their quality of life.

e Example: Scandinavian countries have high productivity and shorter

workweeks.
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Factors Affecting Labour Productivity

(i) Human Capital (Education and Skills)

o Workers with higher education and better skills can complete tasks faster and

with higher accuracy.

o« Example: Germany’s vocational training system ensures skilled workers,

boosting productivity.

(ii) Technology and Automation

e Advanced machinery, Al, and automation help workers produce more in less

time.

e Example: Robots in Amazon warehouses speed up order fulfillment.

(iii) Infrastructure and Work Environment

o Good transport, energy supply, and digital infrastructure help workers perform

efficiently.

« Example: Fast internet speeds in South Korea improve productivity in digital

industries.

(iv) Work Motivation and Job Satisfaction

o Employees work more efficiently when they have good wages, job security, and

a positive work environment.

« Example: Companies like Google and Tesla encourage productivity through

innovative workplaces.

(v) Management and Work Organization
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« Efficient work processes, teamwork, and flexible work arrangements improve

productivity.

o Example: Toyota’s Just-in-Time manufacturing system optimizes workflow and

reduces waste.

Labour productivity is a key driver of economic growth, higher wages, and global
competitiveness. Countries and businesses must invest in technology, education,
and efficient management to improve productivity. While challenges such as low
skills, outdated management, and economic instability can slow productivity

growth, strategic policies and innovations can enhance workforce efficiency.

1.13. SUMMARY

Labour economics is a field that focuses on the optimal utilization of human
resources, addressing labour problems, and ensuring efficient use of workers. It
identifies, classifies, and analyzes labour problems, providing solutions to
eliminate obstacles in the smooth functioning of organizations. Labour is
inseparable from production, and efficient utilization is crucial for developing

nations.

Labour markets in developing economies, such as India, exhibit characteristics
such as agricultural labour, low wages in rural areas, gender discrimination, child
labor, migration for better opportunities, dualism and market segmentation,
worker and job diversity, imperfect information, and market disequilibrium. These
features reflect broader socioeconomic challenges faced by developing

economies.

The demand for labour arises from the need to create goods and services, with

companies seeking labour due to consumer preferences. The supply of labour
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refers to the quantity of workers willing to offer their services at various wage
levels, while the demand for labour is influenced by real wages and the
willingness of workers to supply labour at those wages. In a competitive labour
market, firms act as wage takers, paying competitive wages to attract and retain

workers.

Labour is not demanded for its own sake but as an essential input in the
production process. Shifts in the labour demand curve can occur due to changes
in product demand, labour productivity changes, employer costs, and
technological advancements. Factors affecting labour demand include wage rate,
demand for the product, productivity of labour, profitability of firms, availability of
substitutes, number of buyers of labour, and elasticity of labour demand.
Understanding these factors helps explain why labour demand fluctuates across

industries and economic conditions.

Labour demand elasticity measures the sensitivity of labour demand to changes
in wages, with types such as elastic and inelastic. The labour market plays a
crucial role in shaping the economy by ensuring efficient employment, fair wages,
worker protection, and economic stability. Factors influencing labour force growth
include population changes, education levels, government policies, and social
trends. Labor market policies are strategies implemented by governments to

manage employment, wages, and working conditions.

Labour mobility refers to the ability of workers to move freely between jobs,
industries, or geographical locations in search of better employment
opportunities. This plays a crucial role in ensuring that labour resources are
efficiently allocated, helping businesses find the right talent while allowing

workers to improve their wages, skills, and job satisfaction.

Labour productivity is a crucial factor in economic growth, higher wages, and
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global competitiveness. It refers to the efficient allocation of labour, which helps
reduce skill shortages in growing industries and improves job opportunities.
However, challenges such as brain drain, labour exploitation, regional

imbalances, and skill mismatches can hinder labour mobility.

Labour economics focuses on the optimal utilization of human resources,
addressing labour problems, and ensuring efficient use of workers. In developing
economies, labour markets exhibit characteristics such as agricultural labour, low
wages in rural areas, gender discrimination, child labour, migration for better
opportunities, dualism and market segmentation, worker and job diversity,

imperfect information, and market disequilibrium.

Labour is a derived demand, influenced by the demand for goods and services
produced by workers. Factors such as wage rates, product demand, productivity
of labour, profitability of firms, availability of substitutes, and the number of buyers
of labour also influence labour demand. Understanding these factors helps

explain why labour demand fluctuates across industries and economic conditions.

The demand for labour arises from the need to create goods and services, and
companies seek labour to meet consumer preferences. The supply of labour
refers to the quantity of workers willing to offer their services at various wage
levels. In a competitive labour market, firms must offer competitive wages to

attract and retain workers.

Labour demand fluctuates across industries and economic conditions due to
factors such as output price, technological change, supply of other factors, and
market wage rates. Factors affecting labour demand include wage rate, demand
for the product, productivity of labour, profitability of firms, availability of

substitutes, number of buyers of labour, and elasticity of labour demand.
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Labour market policies play a vital role in shaping the economy by ensuring

efficient employment, fair wages, worker protection, and economic stability. By

embracing digital transformation and investing in reskilling programs, countries

can maintain a stable labour force and ensure the continued growth of the labour

market.

Labour productivity is a crucial factor in economic growth, higher wages, and

global competitiveness. Higher productivity leads to higher GDP, higher wages,

better living standards, lower costs for businesses, and better work-life balance.

To improve labour productivity, countries and businesses must invest in

technology, education, and efficient management.

1.14.

QUESTIONS

What is a labour market, and why is it important in an economy?
Explain the key characteristics of a labour market.

How do formal and informal labour markets differ?

Explain Marginal Productivity Theory of Wages.

What role does government intervention play in labour markets?
Explain the factors that influence the demand for labour

Define labour supply and explain the factors that influence it.
What are the main determinants of labour force growth?

What is the impact of capital-intensive vs. labour-intensive industries on labour

demand?
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10. Explain the relationship between technological advancements and demand for
skilled labour.

11. Differentiate between active and passive labour market policies.

12.What are the benefits and challenges of automation and artificial intelligence in

the workplace?
13.Define labour mobility and its types.
14.Define labour productivity and explain its importance in an economy.

15.What are the key determinants of labour productivity

Glossary

Labour Economics- Labour economics refers to the examination of how the

labour market operates and its resulting effects.

Labour Market- The labour market is the environment where employers and

employees engage with one another.

Factors influencing labour demand -The wage rate, market demand for the
products, the productivity of workers, the profitability of companies, the availability

of substitutes, and the number of labour buyers.

Factors influencing labour supply - The duration of worker training, obstacles to
entry, the role of trade unions, taxation and benefits, incentives and disincentives,

labour subsidies, and both actual and potential labour supply.

Labour Demand — The number of workers employers are willing to hire at different

wage levels, influenced by investment and economic conditions.

Labour Supply — The availability of workers willing to work at various wage levels,

affected by population growth, education, and migration.
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Investment Pattern — The allocation of financial resources across industries,

impacting job creation and skill requirements.

Technology and Labour — The adoption of automation and innovation, influencing
job availability, skill demand, and workplace efficiency.

Labour Policies — Government regulations governing wages, working conditions,

employment benefits, and job security to protect workers' rights.

Growth of Labour Force — The expansion of the working-age population due to

birth rates, immigration, and workforce participation trends.

Labour Mobility — The ability of workers to move across jobs, industries, or

locations in response to market demands and better opportunities.

Labour Productivity — A measure of worker efficiency in producing goods and

services, influenced by skills, technology, and working conditions.

Wage Determination — The process of setting wages based on market forces,

government policies, and collective bargaining agreements.

Employment Rate — The percentage of the working-age population that is

currently employed in the economy.

Unemployment Rate — The proportion of the labour force that is actively seeking

work but is unable to find employment.

Formal Labour Market — A regulated job sector where workers have contracts,

job security, social benefits, and legal protections.

Informal Labour Market — Unregulated employment with no formal contracts, job

security, or social benefits, often found in small-scale industries.

Reference
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Unit 2

EMPLOYMENT AND WAGE DETERMINATION

INTRODUCTION

Employment is a crucial aspect of economic and social development, as it provides
individuals with income, stability, and a means to improve their quality of life. It refers
to the engagement of individuals in productive work in exchange for compensation,
such as wages or salaries. Employment exists in various forms, including formal and
informal work, full-time and part-time jobs, self-employment, and gig-based work. The
availability of jobs in an economy is influenced by factors such as economic growth,

technological advancements, and government policies.

A high level of employment contributes to economic prosperity by increasing
production, consumer spending, and overall national income. It also plays a key role
in reducing poverty and social inequality, as it enables individuals to support
themselves and their families. However, unemployment remains a significant
challenge in many economies, caused by factors such as automation, economic
recessions, and mismatches between skills and job market demands. Governments
and organizations implement various strategies to promote employment, such as job

creation programs, labour market reforms, and vocational training initiatives.

Employment is the state of being engaged in a productive activity, typically in exchange
for wages or a salary. According to Edwin B. Flippo (1984), “Employment is a
relationship between two parties, usually based on a contract where work is paid for,
where one party, the employer, hires the other, the employee, to perform certain tasks.”
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Theories of employment, including classical, Keynesian, and bargaining models,
provide different perspectives on how labour markets function and how wages are
determined. While classical economists argue that free markets naturally adjust to full
employment, Keynesian economists emphasize the role of government intervention in
stimulating demand and job creation. Employment policies, including minimum wage
laws, unemployment benefits, and workforce development programs, play a crucial
role in maintaining a balanced and sustainable labour market. Ensuring adequate
employment opportunities remains a key priority for economic planners and

policymakers worldwide.

Learning objectives:

e To understand the link between employment and economic development.

e To analyze how employment contributes to poverty reduction and higher living
standards.

e To know the concept of jobless growth and its impact on an economy.

e To understand the concept of poverty and differentiate between absolute and
relative poverty.

e To know the relationship between poverty and unemployment in economic
development.

e To identify the policies that can reduce poverty through employment generation.

e To address different types of unemployment and to understand governments’
measures to solve unemployment problem.

e To identify the key factors that influence wage levels in an economy.

Sections

1.1.Employment and development relationship

1.2.Contribution of employment towards economic development
1.3.Factors influencing employment levels in a developing economy
1.4. Poverty

Periyar University — CDOE| Self-Learning Material



CDOE - 0ODL M.A - SEMESTER II Labour Economics

1.5.Unemployment
1.6.Unemployment contributes to poverty
1.7.Types of unemployment
1.8.Causes for unemployment
1.9.Policies to reduce both poverty and unemployment
1.10. Measuring unemployment in India
1.11. Classical theory of wage determination
1.12. Neo-classical theory of wage determination
1.13. Bargaining theory
1.14. Minimum wages
1.15. Efficiency wages
1.16. Summary

Glossary

Questions

1.1. EMPLOYMENT AND DEVELOPMENT RELATIONSHIP

Employment and economic development are closely interconnected, as a well-
functioning labour market drives economic growth and improves living standards.
When people are employed, they earn income, which increases consumption and
demand for goods and services. This demand, in turn, encourages businesses to
expand, invest in new technologies, and hire more workers, creating a positive cycle
of economic growth. A high employment rate also leads to higher productivity and

national income, contributing to the overall development of a country.

Employment plays a critical role in reducing poverty and social inequality. Job
opportunities provide individuals with financial independence and access to essential
services such as healthcare, education, and housing. Countries with high employment

levels tend to have better human development indicators, as working individuals
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contribute to social welfare systems and public services through taxation. Additionally,
stable employment reduces the dependency on government assistance programs,

allowing resources to be directed toward long-term development initiatives.

However, the nature of employment also determines the quality of economic
development. If job creation is concentrated in low-paying or informal sectors,
economic growth may not lead to widespread prosperity. Sustainable development
requires not only the availability of jobs but also decent work conditions, fair wages,
and opportunities for skill development. Governments and policymakers must
implement employment policies that support job creation, entrepreneurship, and

workforce training to ensure inclusive and long-term economic progress.

1.2. CONTRIBUTION OF EMPLOYMENT TOWARDS ECONOMIC
DEVELOPMENT

Employment plays a fundamental role in driving economic development by increasing
productivity, enhancing income levels, and improving living standards. A well-
functioning labour market ensures that people have opportunities to work, earn wages,
and contribute to the growth of the economy. When individuals are employed, they
generate income that fuels consumption, investment, and government revenue,

leading to sustained economic progress.

1. Employment Increases National Income and Economic Growth

One of the most direct contributions of employment to economic development is the
increase in national income. When individuals are employed, they earn wages, which
they use for consumption. Higher consumer spending boosts demand for goods and
services, leading businesses to expand production, invest in new projects, and hire
more workers. This creates a cycle of economic growth, where increased employment

leads to higher national output and Gross Domestic Product (GDP). Countries with
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high employment rates often experience sustained economic progress due to this

multiplier effect.

2. Poverty Reduction and Improved Living Standards

Employment is a key tool in reducing poverty and improving living conditions. When
individuals have stable jobs, they gain financial independence, which allows them to
afford basic needs such as food, healthcare, housing, and education. Higher
employment levels also reduce reliance on government welfare programs, enabling
governments to allocate resources to other critical areas of development, such as
infrastructure and social services. Additionally, employment in formal sectors provides
workers with benefits such as social security, pensions, and health insurance, further

improving their quality of life.

3. Increased Productivity and Innovation

A strong employment sector contributes to economic development by enhancing
productivity and fostering innovation. When people are actively engaged in work, they
acquire new skills and expertise that improve their efficiency and output. Countries
with a well-trained and highly skilled workforce are more competitive in global markets,
attracting foreign investments and trade opportunities. Additionally, employment in
research and technology sectors drives innovation, leading to the development of new

industries and improved methods of production that further stimulate economic growth.

4. Social Stability and Reduced Crime Rates

High levels of employment contribute to social stability by reducing crime and social
unrest. Unemployment is often linked to increased poverty, frustration, and criminal
activities as people struggle to meet their basic needs. When individuals have access
to stable employment, they are less likely to engage in illegal activities, leading to safer

communities and a more secure business environment. Social stability, in turn,
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encourages both domestic and foreign investments, further accelerating economic

development.

5. Government Revenue and Public Investment

Employment significantly contributes to government revenue through taxes collected
from workers and businesses. Higher employment levels lead to increased income
tax, corporate tax, and social security contributions, providing governments with the
financial resources needed to invest in infrastructure, education, healthcare, and other
public services. Strong employment policies, therefore, ensure sustainable

government funding for long-term economic development projects.

Employment is a key driver of economic development as it boosts national income,
reduces poverty, enhances productivity, and promotes social stability. It also plays a
crucial role in increasing government revenue and fostering entrepreneurship, which
are essential for long-term economic progress. To maximize the benefits of
employment, governments must implement policies that promote job creation, skill
development, and fair wages to ensure sustainable and inclusive economic growth.
Ultimately, a strong employment sector leads to a more prosperous and developed

society.

1.3. FACTORS INFLUENCING EMPLOYMENT LEVELS IN A DEVELOPING
ECONOMY

Employment levels in a developing economy are influenced by a combination of
economic, social, political, and technological factors. These factors determine job
creation, labour market conditions, and workforce participation. Below are some of the

key factors that affect employment levels in a developing economy:

1. Economic Growth and Investment
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« Economic growth directly impacts employment levels, as expanding industries

and businesses create job opportunities.

o Higher investments in infrastructure, manufacturing, and services generate

employment across multiple sectors.

o Foreign Direct Investment (FDI) boosts employment by introducing new

industries and technology.

2. Education and Skill Development

o Awell-educated and skilled workforce is essential for job creation and economic

competitiveness.

o Lack of quality education and vocational training leads to a mismatch between

job requirements and available skills, increasing unemployment.

o Governments and private sectors need to invest in skill development programs

to prepare workers for modern industries.

3. Industrialization and Technological Advancements

e Industrialization creates employment opportunities in manufacturing,

construction, and related industries.

« However, automation and technological advancements can lead to job losses

in labour-intensive industries.

o Developing economies need to balance technology adoption with workforce
training to prevent job displacement.

4. Government Policies and Labour Regulations
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Employment policies, such as labour laws, wage regulations, and social

security programs, affect job availability and security.

High taxes and strict labour laws can discourage businesses from hiring more

workers.

Government incentives, such as tax breaks and subsidies for businesses, can

encourage job creation.

5. Entrepreneurship and Informal Sector Growth

The informal sector, including small businesses and self-employment, plays a

major role in providing jobs in developing economies.

Limited access to credit, lack of business training, and bureaucratic obstacles

can hinder entrepreneurship and job creation.

Governments can support small businesses through microfinance, business

training, and ease of business registration.

6. Population Growth and Labour Force Participation

Rapid population growth increases the supply of labour, leading to higher

competition for jobs.

A high dependency ratio (more non-working individuals than working

individuals) puts pressure on employment opportunities.

Women’s participation in the workforce also influences employment levels;
cultural and legal barriers often limit women’s job opportunities.

7. Infrastructure Development
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e Adequate infrastructure, such as roads, electricity, and internet access,

supports businesses and industries that create jobs.

o Poor infrastructure limits economic activities, making it difficult for businesses

to expand and hire workers.

8. Globalization and Trade Policies

e International trade opens up job opportunities by expanding export-oriented

industries.

o However, competition from global markets can hurt local industries and lead to

job losses.

o Developing economies must adopt policies that promote local industries while

integrating into global markets.

9. Political Stability and Governance

« Political stability attracts investments, leading to job creation and economic

growth.

o Corruption, policy uncertainty, and poor governance discourage business

activities, reducing employment levels.

« Transparent and efficient government institutions help create a favorable

business environment that promotes job creation.

10. Agricultural Sector Performance

« Many developing economies rely heavily on agriculture, which employs a large

portion of the workforce.
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e Modernizing agriculture through mechanization, irrigation, and value-added

processing can create jobs and improve productivity.

o Diversifying into agribusiness and agro-processing can generate more

employment opportunities.

Employment levels in a developing economy depend on various factors, including
economic growth, education, industrialization, government policies, and infrastructure.
While globalization and technological advancements offer opportunities for job
creation, they also present challenges such as automation and foreign competition. To
boost employment, developing economies must invest in skill development,

entrepreneurship, and policies that create a conducive environment for job growth.

1.4. POVERTY

Poverty is a condition in which individuals or communities lack the financial resources
to meet basic needs such as food, shelter, healthcare, and education. It is a
widespread issue, particularly in developing economies, where inadequate income
and limited access to opportunities trap people in cycles of deprivation. Poverty is often
measured using income levels, with the World Bank defining extreme poverty as living
on less than $2.15 per day. However, poverty is not just about income—it also includes

lack of access to essential services, poor living conditions, and social exclusion.

Poverty is commonly defined as the lack of sufficient financial resources to meet basic
human needs such as food, shelter, clothing, and healthcare. According to Peter
Townsend (1979), “Poverty is when individuals, families, and groups in a population
lack the resources to obtain the types of diet, participate in the activities, and have the
living conditions and amenities that are customary, or at least widely encouraged or
approved, in the societies to which they belong.”
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The causes of poverty are diverse and interconnected, including unemployment, low
wages, lack of education, poor infrastructure, and political instability. Economic
downturns, conflicts, and natural disasters can worsen poverty levels by reducing job
opportunities and limiting access to resources. Additionally, systemic issues such as
corruption and unequal distribution of wealth prevent many people from improving their
financial situation. Women and marginalized groups often face higher rates of poverty

due to discrimination and lack of opportunities.

Addressing poverty requires comprehensive strategies that focus on economic
growth, job creation, and social welfare programs. Governments and organizations
can invest in education, healthcare, and skills development to improve people’s
earning potential. Policies that promote entrepreneurship, access to credit, and fair
wages can help reduce income inequality. Social safety nets, such as food assistance
and unemployment benefits, provide temporary relief and help vulnerable populations
recover from financial hardships. Sustainable poverty reduction efforts lead to

improved living standards, social stability, and overall economic development.

1.5. UNEMPLOYMENT

Unemployment refers to a situation where individuals who are willing and able to work
cannot find suitable jobs. It is a major economic and social issue, affecting both
individuals and the overall economy. High unemployment levels lead to reduced
income, lower consumer spending, and increased poverty. Various types of
unemployment exist, including frictional (temporary job transitions), structural
(mismatch between skills and job requirements), cyclical (caused by economic

downturns), and seasonal (linked to specific industries like agriculture or tourism).

Unemployment is generally defined as the condition in which individuals who are
willing and able to work are unable to find suitable employment. According to Paul
Samuelson and William Nordhaus (2009), "Unemployment refers to the condition

where a person who is actively searching for work is unable to find a job." This
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definition highlights the essential elements of unemployment, including the willingness

to work and the inability to secure a job despite active efforts.

The impact of unemployment extends beyond financial difficulties. It can lead to social
problems such as increased crime rates, mental health issues, and political instability.
Long-term unemployment reduces workforce skills and productivity, making it harder
for individuals to re-enter the job market. Developing economies often struggle with
high youth unemployment and an expanding informal sector, where workers lack job
security and benefits. Addressing unemployment requires targeted policies such as

skill development programs, job creation initiatives, and labour market reforms.

Governments play a crucial role in reducing unemployment by implementing policies
that stimulate economic growth and create new job opportunities. Investment in
infrastructure, education, and entrepreneurship can help generate employment in both
urban and rural areas. Additionally, social safety nets like unemployment benefits and
retraining programs support individuals in transitioning to new jobs. By addressing the
root causes of unemployment, economies can achieve sustainable growth and

improved living standards for their populations.

1.6. UNEMPLOYMENT CONTRIBUTES TO POVERTY

Unemployment and poverty are closely linked, as the lack of stable income prevents
individuals from meeting their basic needs, leading to financial hardship and social
instability. When people are unemployed, they struggle to afford necessities such as
food, housing, healthcare, and education, which increases poverty levels. High
unemployment rates also slow economic growth and reduce overall national
productivity. This essay examines the various ways in which unemployment
contributes to poverty, including income loss, social inequality, reduced access to
essential services, and the long-term economic impact on individuals and

communities.
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1. Loss of Income and Financial Hardship

One of the most direct ways unemployment contributes to poverty is through income
loss. Without a steady job, individuals and families struggle to cover daily expenses,
leading to financial distress. This lack of income forces many people to rely on savings,
government assistance, or loans, which may not be sustainable in the long run. In
extreme cases, prolonged unemployment can lead to homelessness and food

insecurity, pushing individuals deeper into poverty.

2. Increase in Social Inequality

Unemployment often worsens social inequality, as those without jobs fall further
behind economically compared to those with stable employment. In many cases,
marginalized groups, including women, youth, and unskilled workers, experience
higher rates of unemployment. This lack of access to job opportunities widens the
wealth gap, making it difficult for unemployed individuals to improve their economic
status. Over time, social divisions increase, leading to greater economic disparities

between different segments of the population.

3. Limited Access to Education and Healthcare

Unemployment also limits access to essential services such as education and
healthcare, which are crucial for breaking the cycle of poverty. When parents are
unemployed, they may struggle to pay school fees, resulting in children dropping out
of school and missing opportunities for future employment. Additionally, unemployed
individuals often lack health insurance, making it difficult for them to afford medical
treatment. Poor health further reduces their ability to find work, creating a vicious cycle

of poverty and unemployment.

4. Increased Dependence on Government Assistance
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When unemployment rates rise, more people depend on government assistance
programs such as unemployment benefits, food aid, and housing support. While these
programs provide temporary relief, they can strain national budgets, limiting resources
for long-term development initiatives. In countries with weak social welfare systems,
unemployed individuals may receive little to no support, worsening poverty levels.
Without sustainable job creation, dependence on aid increases, reducing economic

self-sufficiency.

5. Mental Health and Social Problems

Unemployment not only affects financial stability but also has psychological and social
consequences that contribute to poverty. Long-term unemployment often leads to
stress, depression, and low self-esteem, making it harder for individuals to actively
seek jobs or develop skills. Additionally, high unemployment levels are associated with
increased crime rates, substance abuse, and social unrest, which further destabilize

communities and reduce opportunities for economic progress.

6. Long-Term Economic Impact

The effects of unemployment on poverty are not just short-term; they have long-lasting
economic consequences. Individuals who experience prolonged unemployment often
find it harder to re-enter the job market due to skill deterioration and employer bias.
This reduces their lifetime earnings potential, keeping them in poverty for extended
periods. Furthermore, high unemployment discourages investments and economic

growth, limiting job creation and worsening poverty conditions across the economy.

Unemployment is a major driver of poverty, as it leads to income loss, social inequality,
limited access to essential services, and long-term economic hardships. Without jobs,
individuals and families struggle to meet their basic needs, forcing them into a cycle
of financial instability and dependence on aid. To reduce poverty, governments must

focus on policies that promote job creation, vocational training, and economic growth.

Periyar University — CDOE| Self-Learning Material



CDOE - 0ODL M.A - SEMESTER II Labour Economics

By addressing unemployment effectively, societies can build a more inclusive and
sustainable future, ensuring that individuals have the opportunity to escape poverty

and achieve financial stability.

1.7. TYPES OF UNEMPLOYMENT

Unemployment is a significant economic and social issue that affects individuals,
communities, and entire economies. It occurs when people who are willing and able
to work cannot find suitable employment. Understanding the different types of
unemployment is crucial for policymakers to develop effective strategies to reduce
joblessness and promote economic stability. This essay explores the various types of
unemployment, including frictional, structural, cyclical, seasonal, disguised, and

underemployment, while highlighting their causes and impact on the economy.

1. Frictional Unemployment

Frictional unemployment occurs when individuals are temporarily unemployed while
transitioning between jobs or entering the workforce for the first time. This type of
unemployment is natural and often short-term. For example, recent graduates looking
for their first job or workers who voluntarily leave one job to search for another
experience frictional unemployment. It is considered a sign of a dynamic labour
market, as people seek better opportunities and higher wages. Governments can
minimize frictional unemployment by improving job matching services and providing

career counselling.

2. Structural Unemployment

Structural unemployment arises due to changes in an economy’s structure, such as
advancements in technology, shifts in consumer demand, or a decline in certain
industries. This occurs when workers' skills do not match the jobs available in the

market. For example, automation in manufacturing can lead to job losses for factory
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workers who lack the skills required for new technology-driven industries. Structural
unemployment is long-term and requires retraining and education programs to help

workers transition into new sectors.

3. Cyclical Unemployment

Cyclical unemployment is caused by economic fluctuations, particularly during periods
of recession or economic downturns. When businesses experience lower demand,
they cut production and lay off workers, leading to higher unemployment. For instance,
during the 2008 financial crisis, millions of workers lost their jobs due to reduced
economic activity. This type of unemployment decreases when the economy recovers
and businesses start hiring again. Governments use fiscal and monetary policies, such
as stimulus packages and interest rate adjustments, to counter cyclical

unemployment.

4. Seasonal Unemployment

Seasonal unemployment occurs in industries that have fluctuations in labour demand
based on the time of year. Jobs in agriculture, tourism, and retail are common
examples. For instance, farm workers may be unemployed during off-harvest seasons,
and workers in holiday resorts may lose jobs after peak travel periods. While seasonal
unemployment is predictable, it can be challenging for workers who depend on
seasonal jobs for their livelihood. Governments and businesses can reduce its impact
by promoting year-round employment opportunities and diversifying economic

activities.

5. Disguised Unemployment

Disguised unemployment occurs when individuals appear to be employed but
contribute little or no productivity to the economy. This is common in developing

countries, particularly in the agricultural sector, where more people work on a farm
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than necessary. If some workers were removed, production would remain the same.
Disguised unemployment is a sign of inefficiency and underutilization of labour. To
address this, governments must focus on industrialization, skill development, and

creating alternative employment opportunities.

6. Underemployment

Underemployment occurs when workers are employed but not in jobs that fully utilize
their skills, education, or availability for work. For example, a university graduate
working in a low-paying retail job or a part-time worker who wants full-time employment
experiences underemployment. It reduces economic productivity and job satisfaction.
Addressing underemployment requires creating more high-skilled jobs and improving

workforce training.

Unemployment takes many forms, each with distinct causes and consequences. While
frictional and seasonal unemployment are temporary and part of a normal labour
market, structural, cyclical, disguised, and underemployment pose long-term
economic challenges. Reducing unemployment requires targeted policies, such as job
training programs, economic stimulus measures, and labour market reforms. By
understanding and addressing different types of unemployment, governments can

improve economic stability, reduce poverty, and ensure sustainable development.

1.8. CAUSES FOR UNEMPLOYMENT

Economic Fluctuations

Economic fluctuations play a crucial role in influencing unemployment, serving as an
indicator of the job market's health. In times of economic decline or recession,
businesses often experience lower profits, a decrease in consumer spending, and
shrinking markets. This situation can force companies to implement cost-reduction

strategies, including layoffs or halting new hires, as they seek to preserve financial
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health. On the other hand, during periods of economic growth or expansion, the
heightened demand for goods and services frequently leads to job creation, as
businesses require additional personnel to satisfy consumer needs. These cyclical
dynamics directly affect employment rates, making economic fluctuations a key

element in the variations of unemployment levels.

Technological Advancement

While technological advancement propels progress and efficiency, it can also result in
structural unemployment. As companies innovate and embrace new technologies,
certain positions may become redundant, leading to a decline in demand for
associated skills. This transformation can create a mismatch in the job market,
characterized by an excess of workers with outdated skills and a deficiency of those
with in-demand abilities. Although technological advancements can foster the
emergence of new job opportunities and industries, these shifts can be difficult and

often leave employment gaps.

Globalization

The globalization of economic activities often results in jobs relocating to regions with
lower labour costs and/or where specific skills are present. This trend is particularly
evident in the manufacturing sector and various service industries. While this
relocation can yield benefits for some economies, it can also cause job losses in

others.

Lack of Access to Education and Training

Education and training serve as critical enablers that equip individuals with the skills
and knowledge needed to thrive in the job market. Without these educational
foundations and access to skill development opportunities, individuals may find it
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challenging to meet employers' expectations or adjust to evolving job market

demands, which can lead to elevated unemployment rates.

This challenge is especially pronounced in regions with few educational resources,
where individuals may have limited opportunities for personal and professional growth
or in situations where the costs of education and training are prohibitive. Bridging this
divide is vital not just for those affected, but for the economy as a whole, as a highly
skilled workforce is crucial for economic growth, innovation, and enhanced economic

mobility.

Discrimination and Bias

Workplace discrimination and bias significantly contribute to ongoing unemployment
and underemployment among various marginalized populations. Even when
individuals possess the necessary qualifications and skills, they may encounter
employment barriers rooted in race, gender, age, disability, sexual orientation, or other
personal characteristics. Discrimination not only impacts the individuals who face it,
resulting in increased rates of unemployment and underemployment in these
demographics, but it also adversely affects the broader economy by failing to fully

utilize the available talent pool and perpetuating social inequalities.

1.9. POLICIES TO REDUCE BOTH POVERTY AND UNEMPLOYMENT

Poverty and unemployment are two major challenges that hinder economic growth
and social development. High unemployment rates lead to financial insecurity, while
poverty limits access to essential services such as healthcare, education, and housing.
Addressing these issues requires comprehensive policies that promote job creation,
economic stability, and income distribution. This essay explores various policies that
can effectively reduce both poverty and unemployment, including education and skill
development, entrepreneurship support, economic diversification, social welfare

programs, and labour market reforms.
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1. Education and Skill Development Policies

One of the most effective ways to reduce unemployment and poverty is by investing
in education and skill development. Many people remain unemployed due to a lack of

skills required by industries. Governments can implement policies such as:

Expanding access to quality primary, secondary, and higher education.

Strengthening vocational training and technical education programs.

Partnering with industries to provide internships and apprenticeships.

Encouraging lifelong learning and re-skilling programs for workers displaced by

technological advancements.

By improving human capital, workers become more employable, leading to higher

income levels and reduced poverty.

2. Promotion of Entrepreneurship and Small Businesses

Entrepreneurship plays a key role in job creation and economic growth. Governments

can support entrepreneurship through:

e Providing financial assistance and microcredit programs for small businesses.

e Reducing bureaucratic hurdles and simplifying business registration processes.

« Offering training programs in business management, marketing, and financial

literacy.

« Creating business incubation centres and startup support networks.
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Encouraging entrepreneurship not only generates employment but also empowers

individuals to become self-reliant, reducing poverty.

3. Economic Diversification and Industrial Growth

Overreliance on a single economic sector can lead to unemployment and poverty
during economic downturns. Governments should focus on economic diversification
by:

Encouraging investment in manufacturing, technology, and service industries.

Developing infrastructure to attract businesses and industries.

Promoting agricultural modernization to increase productivity and create jobs.

Supporting innovation and research to boost new industries.

A diversified economy creates multiple employment opportunities and provides stable

income sources, reducing poverty.

4. Social Welfare and Income Support Programs

To address extreme poverty and unemployment, governments should implement

social welfare programs such as:

o Unemployment benefits to support individuals while they search for jobs.

o Conditional cash transfers that provide financial assistance to low-income

families in exchange for school attendance and healthcare visits.

e Food and housing assistance programs to improve living conditions.
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e Public work programs that provide temporary employment in infrastructure

projects.

These programs offer short-term relief while supporting long-term economic stability.

5. Labour Market Reforms and Fair Wages

Improving labour market policies ensures that workers receive fair wages and benefits.

Effective policies include:

Implementing and enforcing minimum wage laws to ensure workers earn a

living wage.

o Strengthening labour rights to protect workers from exploitation and

discrimination.

e Encouraging collective bargaining and social dialogue between employers and

employees.

« Reducing job insecurity by promoting stable employment contracts instead of

informal or temporary jobs.

Fair labour policies enhance job stability, reduce worker exploitation, and contribute to

poverty reduction.

6. Infrastructure Development and Public Investment

Investing in infrastructure creates jobs and stimulates economic growth. Key areas of

investment include:

« Construction of roads, bridges, and public transport systems.
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« Expansion of electricity and clean water access to rural areas.

e Investment in digital infrastructure to promote remote work opportunities.

o Development of affordable housing projects to reduce homelessness.

Public infrastructure projects create immediate employment while supporting long-

term economic growth, reducing both poverty and unemployment.

7. Encouraging Foreign Direct Investment (FDI)

Attracting foreign investments can generate employment opportunities and boost

economic activity. Governments can:

Offer tax incentives to foreign companies that create jobs.

e Improve ease of doing business by reducing unnecessary regulations.

e Develop industrial zones to attract multinational companies.

e Encourage technology transfer and skill development through foreign

investments.

FDI helps create high-quality jobs, leading to better wages and improved living

standards.

Reducing poverty and unemployment requires a combination of policies that promote
job creation, skill development, fair wages, and economic stability. By investing in
education, supporting entrepreneurship, diversifying the economy, and implementing
strong labour laws, governments can create sustainable employment opportunities
and lift millions out of poverty. Effective policy implementation, along with long-term
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planning, is essential for building an inclusive and prosperous society where all

individuals have the opportunity to work and improve their living conditions.

Conceptual framework of key employment and unemployment indicators

The Labour Force Participation Report (LFPR), Work Participation Rate (WPR),
Proportion Unemployed (PU), and Unemployment Rate (UR) are some of the primary
indicators typically utilized to evaluate labour market conditions. The definitions of

these indicators are as follows:

Labour Force Participation Rate (LFPR): LFPR refers to the
proportion of individuals in the labour force relative to the total
population.

Il. Worker Population Ratio (WPR): WPR is defined as the ratio of
employed individuals to the total population.

Il Proportion Unemployed (PU): This measures the percentage of the
population that is unemployed.

V. Unemployment Rate (UR): UR indicates the percentage of

individuals who are unemployed within the labour force.

1.10. MEASURING UNEMPLOYMENT IN INDIA

The Government of India utilizes various techniques and surveys to assess
unemployment levels. Key organizations involved in the collection and analysis of
unemployment data comprise the Ministry of Statistics and Programme
Implementation (MoSPI), the National Sample Survey Office (NSSO), and the Centre
for Monitoring Indian Economy (CMIE).

National Sample Survey Office (NSSO) Surveys

The NSSO employs two main metrics to categorize an individual’s employment status:
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Usual Principal and Subsidiary Status (UPSS):

The UPSS categorizes a person's primary status—whether they are employed,
unemployed, or out of the labour force—based on the activity that occupied the
majority of their time over the past year. An individual who engages in a subsidiary
role for a minimum of 30 days within the year is also regarded as employed under this

classification.

For instance, a person who is unemployed for five months but has worked for seven
months would be considered employed, whereas someone who is unemployed for
nine months and worked for three months would still fall under the employed category
according to UPSS.

Current Weekly Status (CWS):

The CWS approach utilizes a shorter reference timeframe of one week. An individual
is deemed employed if they have worked for at least one hour on any day during the
seven days prior to the survey date. Consequently, unemployment rates calculated
using CWS are usually higher than those obtained through UPSS, as the likelihood of

securing work over a single week is lower compared to a full year.

Centre for Monitoring Indian Economy (CMIE)

The CMIE functions as an independent private entity that operates as both an
economic think tank and a business information provider. CMIE supplies high-
frequency unemployment data through its Consumer Pyramids Household Survey
(CPHS). This information is frequently updated and provides insights into monthly

unemployment trends.

1.11. CLASSICAL THEORY OF WAGE DETERMINATION
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The Classical Theory of Wages is based on the principles of free markets, supply and
demand, and marginal productivity of labour. It is primarily associated with economists
like Adam Smith, David Ricardo, and John Stuart Mill. According to this theory, wages
are determined by market forces without government intervention, and labour markets

naturally adjust to maintain full employment.

Classical Wage Theories

The classical theories of wages are based on the principles of free-market forces,

productivity, and competition. The major classical wage theories include:

1. Wage Determination by Supply and Demand

2. Marginal Productivity Theory of Wages

3. Subsistence Theory of Wages

4. Wages Fund Theory

5. Residual Claimant Theory

1. Wage Determination by Supply and Demand

e Wages are determined by the intersection of labour supply and labour demand.

o If labour supply increases, wages fall; if demand for labour rises, wages

increase.

2. Marginal Productivity Theory of Wages (J.B. Clark)

o Wages are determined by the marginal revenue product of labour (MRPL)—the
additional value a worker contributes to production.
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« Firms hire workers until MRPL = Wage Rate.
3. Subsistence Theory of Wages (David Ricardo & Malthus)

e« Wages naturally tend to the subsistence level—just enough for workers to
survive.

« If wages rise above subsistence, population increases, leading to more workers

and lower wages.

o If wages fall below subsistence, workers die out, reducing labour supply and
pushing wages up.

4. Wages Fund Theory (Adam Smith & J.S. Mill)
« Employers set aside a fixed wages fund from total capital to pay workers.
« |f more workers compete for the fund, wages decrease.
o If the fund increases (e.g., due to investment), wages rise.

5. Residual Claimant Theory (Francis Walker)

e Wages are the leftover income after rent, interest, and profits are deducted.

o If profits increase, wages may decrease.
Assumptions of the Classical Theory

1. Perfect Competition — Both employers and workers are price takers, meaning

no single firm or worker can influence wages.
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2. Full Employment — The economy operates at full employment, with any

temporary unemployment being voluntary.

3. Flexible Wages — Wages adjust freely based on supply and demand.

4. No Government Interference — Wages are determined purely by market

forces, without minimum wage laws or trade union interventions.

Criticisms of the Classical Theory

1. Assumes Perfect Competition — Real-world labour markets have monopolies,

unions, and wage negotiations.

2. Ignores Unemployment — The theory assumes full employment, but involuntary

unemployment exists.

3. No Consideration of Wage Rigidity — Contracts, labour laws, and social norms

prevent wages from adjusting freely.

4. Neglects Role of Government — Minimum wages, welfare policies, and labour

rights influence wage determination.

The Classical Theory of Wages provides a fundamental framework based on
market forces, productivity, and subsistence wages. However, its assumptions do
not always hold in reality. Modern theories (Keynesian, Efficiency Wage, and
Bargaining Theories) have evolved to address wage rigidity, unemployment, and

government intervention.

1.12.NEO-CLASSICAL THEORY OF WAGE DETERMINATION

The Neo-Classical Theory of Wages builds upon the Classical Theory, incorporating

marginal productivity, utility, and rational decision-making in labour markets. Unlike
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classical economists who assumed perfect competition, neo-classical economists
introduced concepts like individual labour choices, imperfect markets, and government

interventions.

This theory is primarily associated with economists such as John Bates Clark, Alfred

Marshall, and Paul Samuelson.

Key Principles of Neo-Classical Wage Theory

1. Wages are Determined by Marginal Productivity of Labour

o Employers hire workers until the marginal revenue product of labour (MRPL) =

wage rate.

« |f MRPL > wage, firms hire more workers.

o If MRPL < wage, firms reduce their workforce.

2. Labour Supply Depends on Individual Preferences

« Workers choose between work and leisure based on their reservation wage

(the minimum wage they accept to work).

o Higher wages increase labour participation, but after a certain point, workers

may prefer more leisure over work.

3. Competitive Markets Ensure Wage Adjustments

o In a perfectly competitive labour market, wage rates automatically adjust based

on supply and demand.
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« Government intervention and trade unions may distort this balance, leading to

wage rigidity.

Criticism of Neo-Classical Wage Theory

1. Does Not Explain Wage Rigidity — Wages do not always adjust due to contracts,

unions, and labour laws.

2. Ignores Bargaining Power — Workers and employers negotiate wages rather

than relying purely on supply and demand.

3. Assumes Rational Behaviour — In reality, workers may make decisions based

on emotions, uncertainty, or limited information.

4. Underestimates Government and Institutional Roles — Factors like minimum

wages, taxation, and welfare policies influence labour markets.

The Neo-Classical Theory of Wages refines the classical approach by integrating
marginal productivity, labour-leisure choices, and competitive wage adjustments.
However, its assumptions of rational behaviour and flexible wages do not always hold
in real-world labour markets. Keynesian and Behavioural Wage Theories have further
developed this framework by addressing market imperfections and psychological

factors.

1.12. BARGAINING THEORY

The theory of wage bargaining posits that wages, hours of work, and working
conditions are influenced by the comparative bargaining power of the involved parties.
Adam Smith suggested this concept by observing that employers typically hold greater
bargaining power than employees. In essence, employers are better equipped to unite
against employee demands and can endure income losses for longer durations than

employees can.
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John Davison expanded on this idea in his 1898 proposal of the Bargaining Theory of
Wages, which claims that the process of determining wages is highly complex,
involving various factors that interact to shape the bargaining strength of each party.
This theory asserts that no single factor or combination of factors exclusively
determines wages and that multiple wage rates can coexist simultaneously. The upper
boundary of this range signifies the rate at which employers choose not to hire specific
workers. Numerous factors can influence this rate, such as worker productivity, market
competition, the scale of investments, and the employer’s forecasts of future business
scenarios. The lower boundary defines the minimum rate at which workers are willing
to offer their labour to an employer. Influences on this lower rate may include minimum
wage laws, workers' living standards, their evaluation of job opportunities, and their
awareness of wages paid to others. Both the upper and lower limits are not static and
can fluctuate. The actual rates within this range are determined by the relative

bargaining strength of the parties.

This bargaining theory is appealing to labour unions because, unlike the subsistence
and wage fund theories, it offers a compelling explanation for the necessity of unions;
simply put, a union’s bargaining power far exceeds that of individual workers. It is
important to note, however, that historically, workers have managed to enhance their
conditions without the aid of labour unions. This suggests that factors beyond the
bargaining power of the parties have played a role. While the bargaining theory can
elucidate wage rates in short-term situations (like certain observed wage differentials),

it has struggled to account for the trends in average wage levels over the long term.

Criticism of the Bargaining Theory

1. Ignores Market Forces — Supply and demand still influence wages.

2. Does Not Fully Explain Wage Differences — Wages also depend on productivity

and industry trends.
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3. Assumes Collective Bargaining is Always Effective — Not all workers are

unionized or able to negotiate.

The Bargaining Theory of Wages explains why wages differ across industries, skills,
and labour unions. It highlights the role of negotiations in wage determination, rather
than just market forces. However, modern wage theories (like efficiency wage and
Keynesian theories) build on this concept by including government policies and

behavioural factors.

1.13. MINIMUM WAGES

Following Independence, the Minimum Wages Act was enacted in 1948. The labour
laws established by the British were inherently exploitative. Wages were low and
varied across different regions of the country. The concept of “Minimum Wage” did not
exist, and the working conditions for labourers were extremely poor. The Minimum
Wages Act of 1948 derives from Article 43 of the Constitution of India, which states,
"The State shall strive to secure through appropriate legislation or economic
organization, or in any other manner, to all workers, whether agricultural, industrial, or
otherwise, a living wage (emphasis added), along with working conditions that
guarantee a decent standard of living and the full enjoyment of leisure and social and

cultural opportunities."

According to the International Labour Organization (ILO), a minimum wage is the
lowest payment that an employer must provide to wage earners for their work over a
specified time period, which cannot be lowered by any collective agreement or
personal contract. The main aim of establishing a minimum wage is to shield workers
from excessively low compensation. It allows them to earn sufficient income for their

labour and to sustain a basic standard of living.

Minimum wages refer to the legally mandated lowest amount that employers must pay

workers for their labour. Governments implement minimum wage policies to protect
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workers from exploitation and ensure a basic standard of living. These laws vary
across countries and industries, considering factors such as inflation, cost of living,
and economic conditions. The concept of minimum wages emerged as a response to

unfair labour practices and has been a key tool in labour market regulation.

Minimum wages play a crucial role in reducing poverty and income inequality by
ensuring workers receive fair compensation. Higher wages can improve productivity,
boost consumer spending, and enhance overall economic growth. However, critics
argue that excessively high minimum wages may lead to job losses, as employers
might reduce hiring, automate jobs, or shift to cheaper labour markets. The balance

between fair wages and economic sustainability is crucial for effective wage policies.

Despite its benefits, enforcing minimum wages can be challenging, especially in
informal sectors where labour laws are weak. Small businesses may struggle to afford
higher wages, potentially leading to layoffs or increased product prices. Additionally,
setting an appropriate minimum wage requires periodic revisions to match inflation
and economic conditions. A well-designed minimum wage policy should balance
worker welfare, economic growth, and business sustainability to create a fair and

efficient labour market.

Three Different Levels of Wages

Wages can be categorized into three levels: minimum wage, fair wage, and living

wage, each serving a different purpose in labour economics.

The minimum wage is the lowest legally mandated wage that employers must pay
workers. It is set by the government to protect low-income workers from exploitation
and ensure they receive a basic income. While it provides a legal safety net, minimum
wages may not always be sufficient to meet the cost of living, especially in regions

with high expenses.
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A fair wage is a level of pay that is higher than the minimum wage but lower than a
living wage. It takes into account factors such as industry standards, worker
productivity, and an employer’s ability to pay. Fair wages are determined by
negotiations between employers, employees, and labour unions, ensuring workers
receive reasonable compensation without overburdening businesses. This wage level

helps create a balance between economic sustainability and worker welfare.

The living wage is the highest of the three and is based on the income needed to afford
basic necessities such as food, housing, healthcare, and education. Unlike the
minimum wage, which is legally enforced, the living wage is often advocated for by
labour rights groups to ensure that workers earn enough to maintain a decent standard
of living. Many companies voluntarily adopt living wages to improve employee well-
being and productivity. Setting appropriate wage levels is crucial for economic stability

and social equity.

Factors Determining Wage Levels in an Economy

Wages play a crucial role in an economy as they determine the standard of living of
workers and influence overall economic growth. Wage levels are not set arbitrarily;
they are determined by a combination of economic, social, and institutional factors.
While classical economists argue that wages are determined by supply and demand,
modern theories suggest that factors like inflation, productivity, government policies,

and bargaining power also play a significant role.

1. Demand and Supply of Labour

Labour demand: Firms hire workers based on their productivity and the demand
for goods and services. If demand for labour is high, wages increase. Labour
supply: If there is an excess supply of workers, wages tend to fall. Conversely,
a shortage of skilled workers leads to higher wages. Example: In the IT sector,

wages are high due to high demand for skilled professionals and limited supply.
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2. Inflation and Cost of Living

Wages must keep up with inflation to maintain workers' purchasing power. In
high-inflation economies, wages increase regularly to compensate for rising
prices of goods and services. Example: Many governments implement cost-of-

living adjustments (COLA) to prevent real wages from declining.

2. Worker Productivity and Skill Level
Higher productivity leads to higher wages, as workers contribute more to the
economy. Skilled and educated workers earn more than unskilled labourers due
to their higher efficiency and value to employers. Example: A software engineer

earns more than a factory worker due to higher technical skills.

4. Minimum Wage Laws and Government Policies

Governments set minimum wage laws to prevent worker exploitation and
ensure a basic standard of living. Labour regulations, such as overtime pay
laws and social security contributions, also impact wages. Example: In the
United States, the federal minimum wage is $7.25 per hour, but some states

have higher minimum wages.

5. Bargaining Power of Workers and Trade Unions

Strong labour unions negotiate for higher wages, better working conditions, and
job security. In industries with powerful unions, wages tend to be higher than in
non-unionized sectors. Example: The automobile industry in developed

countries has high wages due to strong union influence.

6. Nature of Industry and Economic Sector

Wages vary across different industries based on profitability and economic
significance. Capital-intensive industries (e.g., oil, banking, and technology)
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pay higher wages than labour-intensive industries (e.g., agriculture and
textile).Example: Doctors and engineers earn higher salaries than farmworkers

due to industry profitability and skill requirements.

7. Geographic Location and Regional Disparities

Wages differ between urban and rural areas due to differences in the cost of
living and economic opportunities. Developed regions with strong economies
and business hubs have higher wages than underdeveloped areas. Example:
Salaries in New York or London are higher than in smaller towns due to higher

living costs and economic activity.

8. Technology and Automation

Advancements in technology can lead to higher wages for skilled workers but
job losses for unskilled labourers. Automation reduces the demand for manual
labour but increases the demand for technologically skilled workers. Example:
Al engineers earn high salaries due to rising demand, while traditional factory

workers face job insecurity.

9. Foreign Direct Investment (FDI) and Globalization

Countries that attract foreign investment often experience wage growth as
multinational companies offer competitive salaries. Globalization leads to
outsourcing, which may either increase wages (due to competition) or decrease
them (due to cheaper labour availability abroad).Example: The IT sector in India

has seen rising wages due to global demand and foreign investment.

10. Business Profits and Economic Conditions

When companies generate high profits, they can afford to pay higher wages

and bonuses. During economic recessions, businesses reduce costs, leading
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to wage stagnation or job cuts. Example: The 2008 financial crisis led to wage

cuts and layoffs in many industries worldwide.

Wage determination in an economy is influenced by multiple factors, including labour
market dynamics, government policies, worker skills, industry type, and economic
conditions. While higher wages improve living standards and economic growth,
excessive wage increases can lead to inflation and unemployment. A balanced wage
policy that considers both worker welfare and business sustainability is essential for

long-term economic stability.

1.14. EFFICIENCY WAGES

The Efficiency Wage Theory suggests that employers may pay wages above the
market-clearing level to increase worker productivity, reduce turnover, and attract
skilled employees. This concept challenges the classical view that wages are
determined solely by supply and demand. Efficiency wages are used to motivate
workers, reduce shirking, and improve overall firm performance. However, while this
approach benefits employers, it can also lead to unemployment if firms pay above-

equilibrium wages and hire fewer workers.

Concept of Efficiency Wages

The Efficiency Wage Theory was developed by economists such as Carl Shapiro,
Joseph Stiglitz, and George Akerlof. It argues that higher wages lead to increased

efficiency in several ways:

1. Better Motivation — Higher wages encourage employees to work harder.

2. Lower Employee Turnover — Well-paid workers are less likely to leave,

reducing hiring and training costs.
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Higher Productivity — Better-paid workers are healthier, more focused, and

more committed.

Reduced Shirking — Workers avoid slacking off because losing a well-paying

job is costly.

Attracting Skilled Workers — Firms offering high wages attract more talented

and experienced employees.

This theory explains why some companies voluntarily pay above-market wages, even

when there is no immediate pressure to do so.

Criticism of Efficiency Wage Theory

=

Unemployment Increases — If all firms pay efficiency wages, the demand for

labour falls, leading to job losses.

Higher Costs for Businesses — Not all firms can afford to pay above-market

wages. Small businesses may struggle.

Not Suitable for Every Industry — Some jobs do not require long-term

commitment, making high wages unnecessary.

Ignores Role of Unions and Minimum Wage Laws — Wages are also

influenced by government policies and labour unions.

The Efficiency Wage Theory explains why companies sometimes pay wages higher

than necessary. By reducing turnover, improving motivation, and attracting skilled

workers, efficiency wages can lead to higher productivity and firm success. However,

this approach can also contribute to higher unemployment if firms hire fewer workers.

A balanced strategy, where wages are fair but sustainable, is crucial for both business

growth and worker well-being.
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Non-Wage Components of Employee Compensation

Employee compensation is not limited to wages and salaries; it also includes non-
wage components that enhance the overall benefits received by workers. These
components play a crucial role in attracting and retaining employees, improving job
satisfaction, and ensuring worker well-being. Non-wage compensation includes
monetary and non-monetary benefits such as bonuses, insurance, retirement plans,

and workplace amenities.

1. Bonuses and Incentives

Many employers offer performance-based bonuses and incentives in addition to

regular wages.

e These can be annual bonuses, profit-sharing, or commissions based on

individual or company performance.

« Example: Sales employees often receive commission-based earnings in

addition to a fixed salary.

2. Health and Insurance Benefits

Employers often provide healthcare and insurance coverage to employees as part of

their compensation.

« This includes medical, dental, vision, and life insurance.

« Example: Many multinational companies cover hospitalization expenses and

medical check-ups for employees and their families.

3. Retirement and Pension Plans
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Retirement benefits help employees secure their future financial well-being.

« Employers contribute to pension funds, provident funds, or retirement savings

accounts.

o Example: In the U.S., many employers contribute to 401(k) retirement plans to

support employees after retirement.

4. Paid Leave and Holidays

Employees are entitled to various forms of paid leave, which improve work-life

balance.

« This includes sick leave, maternity/paternity leave, vacation days, and national

holidays.

o Example: Many European countries offer generous paid parental leave policies.

5. Job Security and Stability

Employees value job security, which is a crucial non-wage benefit.

o Stable jobs with long-term contracts and career progression opportunities

attract skilled workers.

o« Example: Government jobs often provide higher job security compared to

private sector roles.

6. Workplace Facilities and Perks

Many companies offer workplace amenities to enhance employee comfort and

productivity.
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« Facilities may include cafeterias, gyms, childcare services, and transport

allowances.

o Example: Tech companies like Google provide free meals, fithess centers, and

recreational areas to employees.

7. Training and Career Development

Investing in employees' professional growth is a valuable non-wage benefit.

o Companies offer training programs, workshops, tuition reimbursement, and skill

development opportunities.

« Example: Many organizations provide funding for higher education and

professional certifications.

8. Work-Life Balance and Flexible Work Arrangements

Flexible work options enhance employee satisfaction and productivity.

« Benefits include remote work, hybrid work models, compressed workweeks,

and flexible hours.

e« Example: Many IT firms allow employees to work from home, improving job

satisfaction.

Non-wage components are essential in modern employment as they improve
employee well-being, motivation, and retention. Companies that offer comprehensive
benefits packages gain a competitive advantage in attracting top talent. A well-
balanced compensation structure, including both wages and non-wage benefits, leads

to higher productivity and job satisfaction.
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1.15. SUMMARY

To determine unemployment rates, the Indian government employs a number of
methods and surveys, such as those conducted by the Centre for Monitoring Indian
Economy (CMIE), the National Sample Survey Office (NSSO), and the Ministry of
Statistics and Programme Implementation (MoSPI). The Normal Principal and
Subsidiary position (UPSS) and the Current Weekly Status (CWS) are the two
primary metrics used by the NSSO to classify an individual's employment position.
The Consumer Pyramids Household Survey (CPHS), conducted by the CMIE, an
independent private organisation, provides high-frequency unemployment statistics.
The existence of the unorganised sector, underemployment and disguised
unemployment, as well as the regularity and timeliness of data collection, provide

difficulties in evaluating unemployment in India.

Wages are set using the Classical Theory of Wages, which is based on supply and
demand, free markets, and the marginal productivity of labour. pay Determination by
Supply and Demand, Marginal Productivity Theory of Wages, Subsistence Theory of
Wages, Wages Fund Theory, and Residual Claimant Theory are some of the major
traditional pay theories. Perfect competition, full employment, flexible wages, and the
absence of government involvement are all presupposed by the theory. However, the
prominence of the informal sector, underemployment and disguised unemployment,
and delays in data collecting make it difficult to adequately capture unemployment

numbers.

A basic framework based on productivity, market forces, and subsistence wages is
offered by the classical theory of wages. But in practice, its presumptions aren't
always true. In order to address wage rigidity, unemployment, and government
intervention, contemporary theories have developed, including Keynesian, Efficiency
Wage, and Bargaining theories.

By adding utility, rational decision-making in labour markets, and marginal
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productivity, the Neo-Classical Theory of Wages expands on the Classical Theory.
The Neo-Classical pay Theory's main tenets are that wages are set by the marginal
productivity of labour, that labour supply is determined by personal preferences, and
that pay adjustments are guaranteed by competitive markets. However, it
undervalues the functions of the government and institutions, overlooks bargaining

power, assumes rational behaviour, and fails to explain wage rigidity.

According to the negotiating Theory of Wages, the parties' relative negotiating
strength affects pay, working conditions, and hours worked. Adam Smith proposed
this idea after seeing that businesses usually have more negotiating leverage than
workers. This concept was developed further by John Davison in his 1898
presentation of the negotiating Theory of Wages, which holds that the process of
setting wages is extremely intricate and involves a number of variables that interact

to influence each party's negotiating power.

The Bargaining Theory of Wages, however, has come under fire for failing to
adequately explain pay disparities, disregarding market dynamics, and supposing
that collective bargaining is always successful. This idea is expanded upon by
contemporary pay theories that take behavioural and governmental aspects into

account, such as efficiency wage and Keynesian theories.

India passed the Minimum Wages Act of 1948 in response to British labour rules that
were oppressive. It is the lowest amount that an employer is required to pay wage
workers for their labour during a given time period, and neither a collective

bargaining agreement nor a personal contract can reduce it.

By guaranteeing that workers get just remuneration, minimum wages are essential in
lowering poverty and economic inequality. Pay increases have the potential to
increase consumer spending, productivity, and total economic growth. Critics counter

that firms may cut back on recruiting, automate positions, or move to less expensive
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labour markets if minimum wages are set too high. To promote a fair and effective
labour market, a well-designed minimum wage policy should strike a balance

between worker welfare, economic growth, and corporate sustainability.

In labour economics, wages are divided into three levels: minimum pay, fair wage,
and living wage. Each level has a distinct function. Demand and supply of labour,
inflation and cost of living, worker productivity and skill level, minimum wage laws
and government policies, worker and trade union bargaining power, industry and
economic sector type, geographic location and regional disparities, and the effect of

the global economy on wages are all factors that affect wage levels in an economy.

Automation and technological advancements may result in job losses for unskilled
individuals but greater compensation for competent ones. While automation
decreases the need for physical labour, it raises the need for individuals with
technological know-how. Due to the competitive pay offered by multinational
corporations, nations that draw foreign direct investment frequently see wage rise.
As a result of outsourcing brought about by globalisation, salaries may rise (because

to competition) or fall (due to cheaper workforce supply elsewhere).

Wage determination in an economy is also influenced by business earnings and the
state of the economy. Economic development and living standards are enhanced by
higher salaries, but excessive pay rises can result in unemployment and inflation.

Long-term economic stability requires a pay strategy that strikes a balance between

worker welfare and corporate viability.

According to the Efficiency Wage Theory, companies may choose to pay salaries
higher than the going rate in order to boost employee productivity, lower attrition, and
draw in qualified workers. The traditional belief that supply and demand alone
influence salaries is contested by this method. However, if businesses pay salaries

above equilibrium and reduce their workforce, it can also result in unemployment.

Periyar University — CDOE| Self-Learning Material



CDOE - 0ODL M.A - SEMESTER II Labour Economics

Bonuses, insurance, retirement plans, paid time off and holidays, job security and

stability, workplace amenities and benefits, training and career development, work-

life balance, and flexible work schedules are examples of non-wage components of

employee pay. Increased productivity and work satisfaction are the results of a well-

balanced compensation plan that includes both pay and non-wage perks.

Glossary:

Employment: The state of having paid work. It includes formal and informal

jobs in an economy.

Economic Development: The improvement of living standards, economic

growth, and structural transformation of an economy.

Jobless Growth: A situation where an economy grows without a corresponding

increase in employment.

Underemployment: A condition where workers are employed below their skill

level or work fewer hours than desired.

Poverty: A state where individuals lack financial resources to meet basic needs

like food, shelter, and healthcare.

Absolute Poverty: A condition where people cannot meet the minimum

standard of living.

Relative Poverty: A condition where individuals earn significantly less than the

average income in society.
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Unemployment: A situation where individuals actively seeking work are unable

to find jobs.

Frictional Unemployment: Temporary unemployment when workers move

between jobs.

Structural Unemployment: Unemployment caused by changes in the

economy, such as automation or decline in industries.

Cyclical Unemployment: Job loss due to economic downturns or recessions.

Seasonal Unemployment: Unemployment occurring during specific seasons

(e.g., agriculture or tourism).

Disguised Unemployment: A situation where more workers are employed

than needed, reducing productivity (common in agriculture).

Unemployment Rate: The percentage of the labour force that is unemployed.

Labour Force Participation Rate: The percentage of the working-age

population that is employed or actively looking for work.

Informal Employment: Jobs that are not regulated by labour laws, often

without job security or benefits.

Full Employment: A condition where all willing and able workers find jobs at

prevailing wage rates.

Active Labour Market Policies (ALMPs): Programs like job training,
employment subsidies, and public sector hiring to reduce unemployment.
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Social Security: Government programs that provide financial support to

unemployed, retired, or disabled individuals.

Skill Development: Training programs aimed at improving workers' capabilities

to match industry needs.

Labour Market Forces: Supply and demand of labour that influence wages.

Inflation and Cost of Living: Wages must rise to keep up with increasing living

cost.

Collective Bargaining: Negotiations between employers and labour unions to

determine wages and benefits.

Subsistence Wage Theory: Wages are determined by the minimum amount

necessary for workers to survive.

Wages Fund Theory: Wages depend on a fixed fund set aside by employers

for labour payments.

Surplus Value Theory: Marxist theory stating that capitalists exploit workers

by paying them less than the value they produce.

Marginal Productivity Theory: Wages are determined by the additional value

a worker contributes to production.

Collective Bargaining: Wages are set through negotiations between

employers and workers (often through trade unions).

Minimum Wage: The lowest wage legally allowed for workers, set by the

government to prevent exploitation.
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Efficiency Wage Theory: Employers pay above-market wages to increase

worker productivity, reduce turnover, and attract skilled labour.

Fair Wage: Fair wage is the wage that is reasonable for the type of work

done.

QUESTIONS

©

How does employment contribute to economic development?

What are the key factors that influence employment levels in a developing

economy?

How does unemployment contribute to poverty?

Discuss the impact of structural and cyclical unemployment on poverty levels.

What policies can be implemented to reduce both poverty and unemployment?

Define and differentiate between frictional, structural, cyclical, and seasonal

unemployment.

How does disguised unemployment affect developing economies?

Why is youth unemployment a major issue in many countries?

10.How is unemployment measured in an economy?

16.What factors determine wage levels in an economy?

17.How do education and skill levels influence wages?
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18. Explain the role of labour unions in wage determination.

19.What is the classical theory of employment and wages?

20.How does the neo-classical theory explain wage determination?

21.What are the key principles of the bargaining theory of wages?

22.What are the economic arguments for and against minimum wages?

23.Discuss the effects of minimum wage laws on employment levels.

25.What are the non-wage benefits that employers offer to workers?
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UNIT I

TRADE UNION MOVEMENT

INTRODUCTION

Trade unions are workers voluntary organisations that were established to advance
and defend workers' interests through collective bargaining. The Indian Trade Union
Movement began in the first part of the twentieth century, but its seeds were planted
in the final quarter of the nineteenth century. M. Lokhande, S.S. Bangalee, and others
were successful in establishing trade unions, planning strikes, and generally improving
working-class conditions. However, the modern labour union movement did not

establish itself firmly in India until the end of | World War.

OBJECTIVES

1. To understand the evolution of trade unions in India since independence and their

role in protecting workers' rights.

2. To analyse the major trade unions in India, their affiliations, and their influence on

labour policies.

3. To identify the challenges faced by trade unions, including political influence,

declining membership, and legal restrictions.

4. To examine the essentials for the success of trade unions, such as strong

leadership, unity, and effective negotiation skills.
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5.To explore the key provisions of the Trade Unions Act, 1926, and its impact on labour

rights.

6. To assess recent policies and amendments, particularly the Industrial Relations

Code, 2020, and their effects on trade unions.

7. To evaluate the future of trade unions in a changing economic landscape, including

the gig economy and technological advancements.
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3.1. TRADE UNION AND TRADE UNION MOVEMENT
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Trade unions are workers voluntary organisations that were established to advance
and defend workers' interests through collective bargaining. The Trade Unions Act,
1926 (Erstwhile Indian Trade Unions Act) defines the term ‘Trade Union’ as any
combination, whether temporary or permanent, formed primarily for the purpose of
regulating the relations between workmen and employers or between workmen and
workmen or between employers and employers, or for imposing restrictive conditions
on the conduct of any trade or business, and includes any federation of two or more

trade unions.

3.2 TRADE UNION MOVEMENT IN INDIA SINCE INDEPENDENCE & PRESENT
SCENARIO

The trade union movement in India has undergone significant transformations since
independence in 1947. It has played a crucial role in shaping labour rights, industrial
relations, and socio-economic policies. Below is an overview of its evolution and the

current scenario.

Phases of Trade Union Movement in India

The phases of the trade union movement in India can be broadly classified into three

main periods: the early phase, the post-independence phase, and the modern phase.

Early Phase (Pre-independence)

The early phase of the trade union movement in India began in the late 19th and early
20th centuries. These British industrial policies were exploitative. Indian workers faced
long hours, low wages, and unsafe working conditions. Most of the development of
trade unions during this period had been on the minds of industrial employees working

in textile mills, railways, and plantations.
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During this phase, the focus was primarily on economic issues like wage increases,

better working hours, and improved working conditions.

Post-independence Phase (1947-1970s)

After gaining independence in 1947, the Indian trade union movement came to take
on a new dimension. Jawaharlal Nehru led the Indian government with socialist
policies and nationalization of industries along with the setting up of public sector
enterprises. Many trade unions were formed during this period, and they played a

leading role in establishing labour laws and thus the rights of working people.

The labour and trade union movement during these years mainly focused on better
working conditions, minimum wages, and social security for the workers. Several
important labour laws, such as the Industrial Disputes Act (1947) and the Trade Union
Act (1926), were enacted to protect workers' rights. During this period, socialist as well
as nationalist ideas began to penetrate Indian society and exert an influence on the

course of the labour movement.

Modern Phase (1980s—Present)

The contemporary phase of the trade union movement in India is from the 1980s up
till the present. During this time, India has opened up and focused on economic
liberalization, globalization, and even privatization of industries. The development of
the trade union movement in India has been affected by these changes, as unions
have had to adapt to new challenges posed by market-driven economies. They have
also been active in fighting the privatization of public sector enterprises and initiation

of labour market reforms that undermine workers' rights.

Trade unions have increasingly focused on issues like job security, contract labour,

and workers' rights in the informal sector.
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3.3. EVOLUTION OF TRADE UNION MOVEMENT IN INDIA

The evolution of trade union movement in India has been a gradual process, with each
phase building on the achievements and challenges of the previous period. Over time,
trade unions have become more organized and have expanded their scope to include

a wider range of issues affecting workers.

In the early years, the trade unions were mainly concerned about the industrial workers
in the urban area. Thereafter with the development of industries and labour, the unions
started to focus on agricultural, construction, and informal sectors. The role of women
workers in the Indian trade union movement has also increased. Here, women have

formed a very important segment in organizing and leading unions for different sectors.

3.4 NEED FOR TRADE UNIONS IN INDIA

Trade unions play a crucial role in India’s labour market, ensuring workers’ rights, fair
wages, and better working conditions. Given India’s vast and diverse workforce, trade

unions remain essential for economic and social justice.

1. Protection of Workers' Rights

Many workers in India, especially in the unorganized sector, face exploitation, low
wages, and unsafe working conditions. Trade unions help protect their rights by
negotiating with employers for better wages, job security, and improved working

conditions.

2. Collective Bargaining

Trade unions act as a bridge between workers and employers. Through collective
bargaining, they ensure that workers receive fair wages, reasonable working hours,

and benefits like health insurance, pensions, and paid leave.
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3. Prevention of Exploitation

In many industries, especially construction, textiles, and manufacturing, workers face
issues like child labour, bonded labour, and unfair treatment. Trade unions help
prevent such exploitation by advocating for legal protections and enforcing labour

laws.

4. Job Security and Stability

With increasing automation, contract-based employment, and privatization, job
security has become a major concern. Trade unions fight against unfair layoffs and

contractualization, ensuring stable employment for workers.

5. Addressing Workplace Issues

Trade unions help in resolving workplace conflicts related to discrimination,
harassment, and unsafe working conditions. They provide legal aid and guidance to

workers in case of disputes.

6. Policy Influence and Labor Laws

Trade unions play a key role in influencing government labour policies. They push for
reforms that benefit workers, such as minimum wage laws, maternity benefits, and

pension schemes.

7. Reducing Income Inequality

India has a vast economic disparity between employers and employees. Trade unions

help reduce this gap by demanding fair wages and better financial benefits for workers.

8. Social Security and Welfare
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Many trade unions advocate for social security benefits such as provident funds,

medical facilities, education for workers’ children, and housing schemes.

9. Empowerment of Unorganized Sector Workers

A significant portion of India’s workforce belongs to the unorganized sector, including
agricultural labourers, domestic workers, and daily wage earners. Trade unions help
bring these workers into the mainstream labour movement and ensure they receive

fair treatment.

10. Promoting Industrial Harmony

By mediating between employers and employees, trade unions help maintain
industrial peace, reducing strikes, lockouts, and disruptions that can harm economic

growth.

Trade unions are vital for India’s workforce as they ensure fairness, justice, and dignity
for workers. While challenges such as political interference and declining union
membership exist, strengthening trade unions can lead to a more balanced and fair
labour market in India. Collective bargaining and representation have contributed to
stable working populations, better wages, job security, and improved working
conditions. Consistency in policy has stabilized industrial production and protected
workers' interests. The right to form a trade union is a fundamental right under the

Indian Constitution.

3.5. CHALLENGES FACED BY TRADE UNIONS IN INDIA

Despite the progress made by trade unions in India, they continue to face several

challenges. Some of the key challenges include:

Fragmentation of Unions
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The Indian trade union movement is very segmented: there are fairly large numbers
of unions operating within the same sector or industry. Such segmentation naturally
deters from exercising the most possible bargaining strength for the workers and

prevents it from achieving any unifying purpose.

Decline in Union Membership

The membership of the unions has gradually declined over time, especially in the
private sector. This is mainly because of the growth in contract labour and informal

employment that has made it difficult for the unions to organize effectively.

Resistance from Employers

Employers often resist trade unions and their demands, particularly in the private
sector. This resistance can lead to confrontations, strikes, and other forms of industrial

unrest.

Government Policies

Labor market reforms and privatization, for example, have challenged government
policies, since they usually negate the rights of the workers and demote the influence

of the unions in defending the interests of its members.

The Indian trade union movement has greatly mattered while designing the labour
framework of the country. All their work has started from the colonial days and, over a
course of growth into the post-independence period, provided a path for worker rights
and the working environment. Despite facing challenges such as fragmentation,
resistance from employers, and government policies, the movement continues to

evolve and adapt to the changing needs of workers.

3.6. FEATURES OF TRADE UNION MOVEMENT IN INDIA
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The history of the Indian trade union movement, the shifting sociopolitical landscape,
and the evolving demands of the working class have all influenced its characteristics.

Among the salient characteristics are:

Unity and Solidarity

Indian trade unions have traditionally placed a strong emphasis on worker solidarity
and unity. The ability to bargain for improved pay, working conditions, and job security
depends on the unity of the workforce. In order to assert their rights, unions typically

use rallies, strikes, and other forms of collective action.

Political Influence

Indian labour unions have a tight relationship with political parties. But historically, a
large number of the current trade unions have been associated with India's left-wing
parties. In particular, with the Indian National Congress and the Communist Party of
India. As a result, the politics and philosophies connected to these parties have a

significant impact on the goals and tactics of these organisations.

Focus on Workers' Welfare

Improving worker welfare has been the primary goal of Indian trade unions. Better pay,
good working conditions, job stability, and social advantages like health insurance and
retirement pensions are a few of these. Additionally, trade unions have battled against

companies' exploitation of workers.

The trade union movement in India has frequently included protests and strikes.
Workers utilise the majority of the proceedings to negotiate with employers and the
government, compel them to accept their demands. Strikes have typically caused
friction between employers and employees, even if occasionally they have been

successful in achieving their goals.
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Legal Framework

A complex legislative framework oversees the Indian labour and trade union
movement; labour legislation includes the Minimum Wages Act, the Industrial
Disputes Act, and the Trade Union Act. All of them are intended to safeguard

employees' rights and control how trade unions operate.

3.7. DEVELOPMENT OF TRADE UNION MOVEMENT IN INDIA

There have been different socio-economic and political factors affecting the
development of the trade union movement in India. Hence, various changes are
occurring because of growing needs from the workforce along with the total demands

of the economy.

The initial years of the movement provided a very solid basis in terms of wages,
working hours, and job security but grew into greater areas of concerns. The
movement then began to focus on the larger social and political issues and became
an instrument of struggle for social justice, gender equality, and rights of the

marginalized workers.

National-level trade unions developed after the independence period, playing crucial
roles in setting labour policies and ultimately affecting the political landscape. Issues
that the movement has followed lately include job security in the face of privatization,
as well as the protection of workers' rights in the informal sector and globalization

issues affecting labour standards.

In the twenties, soon after the First World War the Indian working classes realised the
effectiveness of strike as a means of obtaining concessions, higher wages and
improvement of working conditions. A series of strikes were declared. The success of
most of these led to the organisation of many unions. In 1920, the All- India Trade

Union Congress (A.l.T.U.C) was set up to represent the interests of the workers and
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also to co-ordinate the activities of all labour organisations in the country and to help
in the extension of the movement, where it had not penetrated. The setting up of the
A.L.T.U.C. gave a great fillip to the rapid formation of unions throughout the country
and in big and small industries. Their number as well as membership increased

manifold.

In 1926, the Trade Unions Act was passed, which was a landmark in the history of the
trade union movement in the county. The Act gave a legal status to the registered trade

unions and conferred on them and their members a measure of immunity.

3.8. TRADE UNION MOVEMENT SINCE INDEPENDENCE (POST-1947)

1. Initial Growth & Role in Nation-Building (1947-1960s)

After independence, trade unions aligned with political parties and contributed

to economic planning and industrialization.
e The Trade Unions Act, 1926, continued to govern labour relations.

e« The All India Trade Union Congress (AITUC), Indian National Trade Union

Congress (INTUC), and other federations gained influence.

e The Industrial Disputes Act, 1947, provided mechanisms for dispute resolution.

2. Period of Militant Struggles & Strikes (1960s-1980s)

e The 1960s and 1970s saw an increase in labour unrest, strikes, and collective

bargaining.

e The formation of new unions like Hind Mazdoor Sabha (HMS) and Centre of

Indian Trade Unions (CITU) reflected ideological divisions.

« The 1974 railway strike, one of the largest, affected economic activities

significantly.

Periyar University — CDOE| Self-Learning Material



CDOE - 0ODL M.A - SEMESTER II Labour Economics

« The Emergency period (1975-77) saw a crackdown on trade unions, with

curbs on strikes and protests.

3. Liberalization & Decline of Traditional Trade Unionism (1990s-Present)

The 1991 economic reforms led to globalization, privatization, and labour law

changes.

o The informal sector expanded, but trade unions struggled to organize workers

in these industries.
e Many public sector units were privatized, reducing union influence.

« New labour codes aimed at streamlining labour laws but faced opposition from

unions.

The Indian trade union movement has played a crucial role in securing workers' rights,
but it faces challenges in adapting to modern economic conditions. The future will
depend on how effectively unions organize new-age workers and respond to labour

law changes.

3.9. VARIOUS TRADE UNIONS

1. All India Trade Union Congress (AITUC)

The All India Trade Union Congress (AITUC), founded on 31 October 1920, is one of
India's oldest trade unions, headquartered in New Delhi. Associated with leftist,
Marxist, and communist ideologies, it is closely linked to the Communist Party of India
(CPI) and affiliated with the World Federation of Trade Unions (WFTU). AITUC
represents workers across industries, advocating for better wages, improved
conditions, and labour rights while opposing privatization and anti-worker policies.
Historically, it was the only trade union in India until the 1940s and played a role in the
freedom movement before splitting in 1947 when the Indian National Trade Union
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Congress (INTUC) was formed by the Indian National Congress (INC). AIUTUC is
associated with the Socialist Unity Centre of India (Communist) and operates in 19
states with around 600 affiliated unions, claiming an individual membership exceeding

two million.

2. Indian National Trade Union Congress (INTUC)

INTUC, established on 3 May 1947, is one of India's largest trade union federations,
affiliated with INC and the International Trade Union Confederation (ITUC). It focuses
on labour rights, fair wages, job security, and welfare, though it faces political

interference and declining influence.

3. Hind Mazdoor Sabha (HMS)

The Hind Mazdoor Sabha (HMS) is one of India's major trade union federations,
established in 1948 as an independent labour organization. Unlike many other unions
affiliated with political parties, HMS maintains a non-political and democratic stance,
representing workers across various sectors, including railways, banking, insurance,
textiles, coal mining, engineering, and transport. Headquartered in New Delhi, HMS is
affiliated with the

4. International Trade Union Confederation (ITUC)

International Trade Union Confederation (ITUC) and plays a crucial role in advocating
for workers' rights, fair wages, and improved working conditions. The organization
actively participates in labour movements, national strikes, and negotiations with
employers and the government to push for labour-friendly policies and social security
benefits. Compared to other major trade unions like AITUC (linked with CPI), INTUC
(affiliated with Congress), and CITU (associated with CPI-M), HMS stands out for its
independent approach while often collaborating with other unions on common labour

issues. Through its consistent efforts, HMS has contributed significantly to shaping
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India's labour laws and ensuring better working conditions for millions of workers

across industries.

5. The United Trade Union Congress (UTUC)

The United Trade Union Congress (UTUC) is a central trade union organization in
India, established on May 1, 1949, in Calcutta (now Kolkata). It was founded by
Professor K.T. Shah and Mrinal Kanti Bose, aiming to represent workers across
various sectors. UTUC is politically affiliated with the Revolutionary Socialist Party. As
of 2002, it had a membership of approximately 383,946 individuals. In 1958, a faction
within UTUC split to form the All India United Trade Union Centre (AIUTUC), initially

known as UTUC (Lenin Sarani) due to its office location.

Both UTUC and AIUTUC are recognized as central trade union organizations in India.
They are involved in various labour-related activities, including advocating for workers'
rights, participating in policy discussions, and organizing protests. For instance, in
September 2024, multiple trade unions, including the All India Trade Union Congress
(AITUC), organized protests across India demanding the repeal of four labour codes
introduced by the government, which they argued favoured multinational corporations

over workers' rights.

These organizations continue to play a significant role in India's labour movement,

striving to protect and promote the interests of workers across the country.

3.10. ASSOCIATION OF INDIAN TRADE UNIONS (AITU)

The Association of Indian Trade Unions (AITU) is not a widely recognized trade union
organization in India. However, if you are referring to trade union associations in India
and their international affiliations, several major trade unions in India are connected to

international labour organizations.
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Important Indian Trade Unions and Their International Affiliations

1. All India Trade Union Congress (AITUC)

o Affiliated with: World Federation of Trade Unions (WFTU)

e AITUC is India's oldest trade union federation, founded in 1920. It follows

a leftist ideology and has historical ties with communist movements.

2. Indian National Trade Union Congress (INTUC)

o Affiliated with: International Trade Union Confederation (ITUC)

e INTUC is the labour wing of the Indian National Congress and supports

social-democratic labour policies.
3. Bhartiya Mazdoor Sangh (BMS)

o Affiliated with: Not directly affiliated with any international body

e BMS is aligned with the nationalist ideology of the Rashtriya

Swayamsevak Sangh (RSS) and works independently without

international affiliations.
4. Centre of Indian Trade Unions (CITU)

o Affiliated with: World Federation of Trade Unions (WFTU)

e CITU is associated with the Communist Party of India (Marxist) and

follows Marxist-Leninist principles.
5. Hind Mazdoor Sabha (HMS)
o Affiliated with: International Trade Union Confederation (ITUC)
e HMS is an independent socialist trade union federation.
6. Self-Employed Women’s Association (SEWA)

o Affiliated with: International Cooperative Alliance (ICA) & ITUC
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e SEWA focuses on organizing women in the informal sector and is

internationally recognized for its work in women’s empowerment.

3.11. PROBLEMS OF TRADE UNIONS

Trade unions in India face several challenges that hinder their effectiveness in

representing and advocating for workers' rights. Key issues include:

1. Small Size of Unions: Many trade unions in India are relatively small, with an
average membership of about 500 workers. Approximately 44% of unions have fewer
than 100 members. This limited size weakens their bargaining power and financial

stability.

2. Financial Constraints: The modest size of unions directly impacts their financial
health. For instance, in 1992, 9,073 trade unions with a combined membership of 5.74
million reported a total income of ¥323.8 million and expenditures of ¥253.2 million,
resulting in a per-member income of ¥56.4 and expenditure of ¥44.1. Such limited
funds restrict unions' ability to undertake welfare activities and effectively support their

members.

3. Politicization: A significant issue is the dominance of political parties within trade
unions. Leaders often prioritize political agendas over workers' interests, leading to
actions like strikes that serve political rather than labour-related objectives. This

politicization can divert unions from their primary role of advocating for workers' rights.

4. Multiplicity of Unions and Inter-Union Rivalry: The existence of multiple unions
within the same industry or even the same workplace leads to fragmentation and
competition among unions. This rivalry weakens the collective bargaining power of
workers and can result in conflicting demands, making it easier for employers to resist

union pressures.
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5. External Leadership: Many unions are led by individuals who are not part of the
workforce they represent, such as politicians or external activists. These leaders may
lack a deep understanding of the workers' specific issues, which can lead to ineffective

representation and decision-making that doesn't align with the workers' best interests.

6. Uneven Growth and Representation: Trade union activity is predominantly
concentrated in large-scale industries and urban areas, leaving workers in small-scale
industries, agriculture, and domestic sectors largely unrepresented. This uneven
growth means that a significant portion of India's workforce does not benefit from union

support.

7. Lack of Worker Engagement: Factors such as illiteracy, poverty, and a lack of
awareness contribute to workers' apathy towards union activities. Many workers do

not actively participate in unions, weakening the unions' influence and effectiveness.

These challenges collectively impede the development of a robust and effective trade
union movement in India, affecting the ability of unions to advocate for and protect

workers' rights comprehensively.

3.12. ESSENTIALS FOR SUCCESS OF A TRADE UNION

The success of a Trade Union in India depends on several key factors. Trade unions
play a crucial role in protecting the rights of workers, negotiating wages, ensuring job
security, and improving working conditions. Here are the essential elements for the

success of a trade union in India:

1. Strong Leadership

« Effective and visionary leadership is crucial for guiding the union.
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e Leaders should be well-versed in labour laws and possess strong negotiation

skills.

« Avoidance of political interference that may weaken the union's primary

objectives.

2. Unity and Membership Strength

e Astrong and united membership base increases bargaining power.
« Higher membership ensures greater financial stability for the union.

e Encouraging workers from all categories to participate actively.

3. Legal and Policy Framework Knowledge

« Understanding of labour laws such as:

o Trade Unions Act, 1926 (Legal recognition and registration of trade

unions).
o Industrial Disputes Act, 1947 (Settlement of industrial disputes).
o Factories Act, 1948 (Worker safety and working conditions).

e Regular legal updates to counter employer tactics that may suppress workers'

rights.
4. Collective Bargaining Power
o Skilled negotiations to secure fair wages, better working conditions, and job

security.

« Ability to resolve disputes through constructive dialogue rather than frequent

strikes.

o Establishment of clear, realistic demands to avoid unnecessary conflicts.
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5. Financial Stability

e Regular collection of membership fees to maintain financial independence.

« Transparent financial management to avoid corruption and ensure trust among

workers.

e Investment in welfare activities such as education, healthcare, and training
programs for workers.

6. Freedom from Political Influence

« While many Indian trade unions are affiliated with political parties, excessive
political involvement can weaken their focus on worker welfare.

« Atrade union should prioritize worker interests over political gains.

o Balanced engagement with political parties when necessary for legislative
advocacy.

7. Efficient Grievance Redressal Mechanism

o Establishing a proper mechanism to handle workers' complaints and disputes.
« Quick resolution of grievances to maintain trust and avoid frustration among
workers.

8. Adaptability to Changing Work Environments

o Addressing issues of contract workers, gig workers, and informal sector

employees.
« Adapting to technological advancements and advocating for worker upskilling.

e Ensuring fair treatment of women workers and other marginalized groups.
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9. Legal Recognition and Proper Registration

e Avregistered trade union under the Trade Unions Act, 1926 has legal standing.

« Registration ensures the ability to negotiate with employers formally.

10. Public and Employer Relations

« Maintaining a positive image by avoiding unnecessary strikes or violent

protests.
e Promoting dialogue with employers and government bodies for policy-making.

e Encouraging Corporate Social Responsibility (CSR) collaborations for worker

welfare.

3.13. CHALLENGES FACED BY TRADE UNIONS IN INDIA

A number of obstacles prevent Indian trade unions from effectively defending the
rights of its members and enhancing working conditions. Among the main difficulties
are:

1. Declining Membership - Many workers continue to be beyond the purview of
trade unions due to the growth of contract labour and informal employment. Because
of shifting work conditions and unstable employment, younger people are sometimes
less inclined to join unions.

The existence of several trade unions in a same industry, frequently connected to
disparate political parties, results in disputes and diminished negotiating strength.
This is the second aspect of Fragmentation & Political Influence.

Their independence and ability to make decisions are impacted by political meddling.

3. Employer Resistance - A lot of businesses use outsourcing, contract labour, or
the prospect of job loss to deter unionisation. Legal loopholes are used by certain
businesses to keep employees from organising unions.
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4. Legal and Regulatory Constraints - Registration and efficient union operations
are hampered by complicated labour legislation. The Industrial Relations Code, 2020
and other recent labour reforms place more stringent requirements on strikes and
union formation.

5. Contract & Gig Workers Exclusion - Traditional union institutions do not cover a
significant segment of the workforce, including daily wage workers and gig economy
workers. Organising workers who are categorised as "partners" rather than
employees has become more difficult as a result of the growth of platforms like
Swiggy, Zomato, and Uber.

6. Disruptions from Technology

Traditional union demands are becoming less relevant as employment are being
replaced by automation and artificial intelligence.

The necessity for conventional labour unions is diminished by remote employment
and flexible work schedules.

7. Inadequate Group Bargaining Ability

Government laws that favour firms may make it difficult for trade unions to negotiate
appropriate salaries and benefits. The emergence of "hire and fire policies” erodes
the negotiating power of employees.

8. Corruption & Inefficiency

Some leaders of trade unions utilise unions for their own political ends or participate
in unscrupulous activities. Their credibility is weakened by internal conflicts and a
lack of openness.

9. Lack of Awareness & Education

Many employees are not aware of their rights or the advantages of belonging to a
union, particularly in rural and unorganised industries. Active involvement in labour
unions is hampered by low educational attainment.

10. Labour Reforms & Government Policies
Ease of doing business efforts and other pro-business measures frequently put
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corporate interests ahead of employee rights.
Unions find it challenging to plan rallies due to stricter rules on strikes and protests.

In order to overcome these obstacles, Indian trade unions must update their strategy
to include gig and informal workers, raise awareness through digital channels, and
lessen reliance on politics. Their continued existence and efficacy also depend on
more robust legal safeguards and worker-friendly regulations.

3.14. TRADE UNIONS ACT, 1926

The Trade Unions Act, 1926 is a significant labour law in India that governs the
registration and regulation of trade unions. It provides legal recognition to trade unions,
granting them certain rights and protections. As of 2021, there were over 16,000
registered trade unions in India, representing millions of workers across various

industries.

Objectives of the Act

The Act aims to regulate the formation and functioning of trade unions, provide legal
protection to registered trade unions, and ensure that workers have the right to

organize and collectively bargain.

Registration of Trade Unions

For a trade union to be registered, it must apply to the Registrar of Trade Unions with
at least seven members signing the application. Once the requirements are met, the
Registrar issues a certificate of registration, granting the trade union legal status. As
per the latest reports, approximately 10,000 trade unions remain active in India, with

a membership exceeding 8 million workers.

Rights and Liabilities of Registered Trade Unions
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Registered trade unions enjoy several rights and liabilities. Members are protected
from criminal or civil liability for legitimate trade union activities such as strikes and
collective bargaining. The funds of trade unions can be utilized for specific purposes,
including salaries, legal expenses, education, and the welfare of workers. Additionally,
registered trade unions have immunity from civil suits for actions taken in furtherance
of a trade dispute. Although the Act provides for the registration of trade unions, their

recognition for collective bargaining is governed by different industrial laws.

Functions and Powers of Trade Unions

Trade unions have the right to represent workers in disputes, negotiate with employers
regarding wages and working conditions, and fund legal and welfare activities for their
members. Data indicates that nearly 70% of trade union members belong to major

sectors such as manufacturing, transport, and mining.

Dissolution and Penalties

In the case of dissolution, the assets of the trade union are distributed as per its
constitution, and penalties may be imposed if a registered trade union violates
provisions of the Act. Reports suggest that around 500 trade unions face dissolution

or deregistration each year due to non-compliance.

Significance of the Trade Unions Act

The significance of the Trade Unions Act lies in its role in encouraging collective
bargaining, protecting workers’ rights, and maintaining industrial peace and harmony.
Over time, various amendments and modifications have been made, including the
Industrial Relations Code, 2020, which consolidates multiple labour laws, including the
Trade Unions Act. The trade union density in India is estimated to be around 30% in

organized sectors, indicating their continuing importance in labour relations.
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3.15. Recent policies of Trade Union Act

In recent years, India's trade union landscape has been marked by significant policy

changes and active labour movements.

Labour Code Reforms and Union Responses

The Indian government introduced four labour codes in 2019, aiming to consolidate
and simplify existing labour laws to attract foreign investment and boost economic
growth. These codes cover wages, industrial relations, social security, and
occupational safety. However, many trade unions have criticized these reforms,
arguing they favour employers and undermine workers' rights. In September 2024,
thousands of workers protested across major cities, demanding the repeal of these
labour codes, expressing concerns over potential wage reductions and threats to

unionization rights.

Amendments to the Trade Unions Act

The government has also proposed amendments to the Trade Unions Act of 1926 to
provide statutory recognition to trade unions at both central and state levels. This move
aims to ensure true representation of workers in tripartite bodies and reduce industrial
disputes. While this could enhance the legitimacy of trade unions, some labour leaders
argue that the amendments were introduced without adequate consultation with union

representatives.

State-Level Labor Law Changes

At the state level, there have been significant developments affecting labour policies.
For instance, in Karnataka, the government amended the Factories Act in March 2023

to increase daily working hours from 9 to 12. This change faced strong opposition from
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trade unions, who argued it could negatively impact workers' health and circumvent

overtime wage provisions.

Industrial Actions and Strikes

Labour unrest has been prominent, with notable strikes highlighting worker
grievances. In August 2024, nearly 20,000 port workers planned an indefinite strike
over wage disputes, which was averted after a new five-year wage agreement was

reached, granting an 8.5% pay increase.

Similarly, in September 2024, a strike at a Samsung plant in South India over low
wages disrupted production, drawing attention to the influence of trade unions like the

Centre of Indian Trade Unions (CITU) in advocating for better worker conditions.

Challenges in the Manufacturing Sector

The manufacturing sector faces challenges related to labour costs and regulatory
complexities. Despite opportunities arising from global trade shifts, factory owners cite
high labour costs and stringent regulations as barriers to expansion, often making

countries like Bangladesh and Vietham more attractive for manufacturing investments.

Focus on Women's Safety and Workforce Participation

The safety of women in the workplace has become a critical issue, especially after
tragic incidents like the rape and murder of a female trainee doctor in Kolkata. Such
events have sparked protests and national strikes, emphasizing the need for safer
work environments. With only about a third of Indian women employed, enhancing
workplace safety is essential for increasing female workforce participation, which is

vital for India's economic aspirations.

In summary, recent policies and actions by trade unions in India reflect a dynamic
interplay between government-led labour reforms and worker advocacy groups
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striving to protect and enhance workers' rights amidst evolving economic and social

landscapes.

For trade unions in India to succeed, they must prioritize worker welfare, maintain
financial transparency, and adapt to modern labour challenges. A balance between
activism and cooperation with employers ensures long-term effectiveness in

safeguarding workers' rights.

3.16. SUMMARY

» Trade unions are voluntary organizations established to advance and defend
workers' interests through collective bargaining. The Trade Unions Act, 1926
defines a trade union as any combination formed primarily for the purpose of
regulating relations between workmen and employers or between workmen and
workmen or between employers and employers.

» The trade union movement in India has undergone significant transformations
since independence in 1947. It has played a crucial role in shaping labour
rights, industrial relations, and socio-economic policies. The evolution of the
trade union movement in India has been a gradual process, with each phase
building on the achievements and challenges of the previous period.

» Trade unions play a crucial role in India's labour market, ensuring workers'
rights, fair wages, and better working conditions. They play a key role in
influencing government labour policies, pushing for reforms that benefit
workers, reducing income inequality, advocating for social security and welfare,
empowering unorganized sector workers, and promoting industrial harmony.

> Despite challenges such as political interference and declining union
membership, strengthening trade unions can lead to a more balanced and fair
labour market in India. Collective bargaining and representation have
contributed to stable working populations, better wages, job security, and
improved working conditions. Consistency in policy has stabilized industrial
production and protected workers' interests.
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The right to form a trade union is a fundamental right under the Indian
Constitution. Trade unions in India face several challenges, including
fragmentation of unions, decline in union membership, resistance from
employers, and government policies. The movement has been a significant part
of the labour framework since colonial times and has evolved to meet the
changing needs of workers.

Key features of the Indian trade union movement include unity, solidarity,
political influence, focus on worker welfare, protests and strikes, and a complex
legislative framework. The movement began with wages, working hours, and
job security but expanded to include social justice, gender equality, and rights
of marginalized workers.

National-level trade unions developed after independence, playing crucial roles
in setting labour policies and affecting the political landscape. Issues that the
movement has followed include job security in the face of privatization,
protection of workers' rights in the informal sector, and globalization issues
affecting labour standards.

In the 1920s, the All-India Trade Union Congress (A.l.T.U.C) was established
to represent the interests of workers and coordinate activities of all labour
organizations in the country. The Trade Unions Act of 1926 granted legal status
to registered trade unions and granted them immunity.

The Indian trade union movement has played a significant role in nation-
building since 1947, providing a path for worker rights and the working
environment. However, challenges such as fragmentation, resistance from
employers, and government policies continue to impact the movement's
development and impact on the workforce. The Indian trade union movement
has played a crucial role in securing workers' rights, but it faces challenges in
adapting to modern economic conditions.

The Trade Unions Act, 1926, continued to govern labour relations, and the
Industrial Disputes Act, 1947 provided mechanisms for dispute resolution. The

1960s and 1970s saw an increase in labour unrest, strikes, and collective
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bargaining, with the formation of new unions like Hind Mazdoor Sabha (HMS)
and Centre of Indian Trade Unions (CITU) reflecting ideological divisions. The
1974 railway strike significantly affected economic activities, while the
Emergency period (1975-77) saw a crackdown on trade unions.

The liberalization and decline of traditional trade unionism (1990s-Present) led
to globalization, privatization, and labour law changes. The informal sector
expanded, but trade unions struggled to organize workers in these industries.
Many public sector units were privatized, reducing union influence. New labour
codes aimed at streamlining labour laws faced opposition from unions.
Various trade unions in India include All India Trade Union Congress (AITUC),
Indian National Trade Union Congress (INTUC), Hind Mazdoor Sabha (HMS),
International Trade Union Confederation (ITUC), United Trade Union Congress
(UTUC), Association of Indian Trade Unions (AITU), and Self-Employed
Women'’s Association (SEWA).

These organizations continue to play a significant role in India's labour
movement, striving to protect and promote the interests of workers across the
country. Trade unions in India face several challenges that hinder their
effectiveness in representing and advocating for workers' rights. These include
the small size of unions, financial constraints, politicalization, multiplicity of
unions, external leadership, uneven growth and representation, and lack of
worker engagement.

To succeed, trade unions must have strong leadership, unity and membership
strength, legal and policy framework knowledge, collective bargaining power,
financial stability, freedom from political influence, efficient grievance redressal
mechanisms, adaptability to changing work environments, legal recognition and
proper registration, and public and employer relations.

Key elements for the success of a trade union in India include strong leadership,
unity and membership strength, legal and policy framework knowledge,
collective bargaining power, financial stability, freedom from political influence,

efficient grievance redressal mechanism, adaptability to changing work

Periyar University — CDOE| Self-Learning Material



CDOE - 0ODL M.A - SEMESTER II Labour Economics

environments, legal recognition and proper registration, and maintaining a
positive image. However, challenges such as declining membership due to
informal labour trends, fragmentation along political and ideological lines,
interference from employers to suppress union activities, and lack of awareness
among workers, especially in unorganized sectors, further hinder the
development of a robust and effective trade union movement in India.

The Trade Unions Act, 1926 is a crucial labour law in India that regulates the
registration and regulation of trade unions. As of 2021, there were over 16,000
registered trade unions in India, representing millions of workers across various
industries. The Act aims to regulate the formation and functioning of trade
unions, provide legal protection to registered trade unions, and ensure workers
have the right to organize and collectively bargain.

Trade unions have several rights and liabilities, including protection from
criminal or civil liability for legitimate activities such as strikes and collective
bargaining. They can also negotiate with employers regarding wages and
working conditions, and fund legal and welfare activities for their members.
Nearly 70% of trade union members belong to major sectors such as
manufacturing, transport, and mining.

The significance of the Trade Unions Act lies in its role in encouraging collective
bargaining, protecting workers' rights, and maintaining industrial peace and
harmony. Recent policies and actions by trade unions in India reflect a dynamic
interplay between government-led labour reforms and worker advocacy groups
striving to protect and enhance workers' rights amidst evolving economic and
social landscapes.

The government introduced four labour codes in 2019, aiming to simplify
existing laws and attract foreign investment. However, many trade unions have
criticized these reforms, arguing they favour employers and undermine workers'
rights. In September 2024, thousands of workers protested across major cities,
demanding the repeal of these labour codes. Amendments to the Trade Unions

Act of 1926 were proposed to provide statutory recognition to trade unions at
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both central and state levels. This move aims to ensure true representation of
workers in tripartite bodies and reduce industrial disputes. However, some
labour leaders argue that the amendments were introduced without adequate
consultation with union representatives.

» State-level labour law changes, such as the Factories Act in Karnataka, have
also impacted labour policies. Industrial actions and strikes have been
prominent, with notable strikes highlighting worker grievances. The
manufacturing sector faces challenges related to labour costs and regulatory
complexities.

» Women's safety and workforce participation are critical issues, especially after
tragic incidents like the rape and murder of a female trainee doctor in Kolkata.
For trade unions to succeed, they must prioritize worker welfare, maintain
financial transparency, and adapt to modern labour challenges. A balance
between activism and cooperation with employers ensures long-term
effectiveness in safeguarding workers' rights.

» Challenges in the manufacturing sector include high labour costs and regulatory
complexities, making countries like Bangladesh and Vietham more attractive
for manufacturing investments. To succeed, trade unions must prioritize worker
welfare, maintain financial transparency, and adapt to modern labour
challenges. A balance between activism and cooperation with employers

ensures long-term effectiveness in safeguarding workers' rights.

GLOSSARY

1. Trade Union: An organization of workers formed to protect and promote their

rights and interests.

2. Collective Bargaining: The process of negotiation between employers and

trade unions regarding employment terms.
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3. Industrial Dispute: A conflict between employers and employees related to

employment conditions.

4. Liberalization: Economic policy reforms introduced in 1991 to open India's
economy to global markets.

5. Gig Economy: A labour market characterized by short-term, freelance, or

contract work.

6. Political Affiliation: The association of trade unions with political parties

influencing their activities.

7. ILO (International Labour Organization): A UN agency that sets international

labour standards.

8. WFTU (World Federation of Trade Unions): A global organization

representing workers' interests.

9. INTUC (Indian National Trade Union Congress): A trade union affiliated with
the Indian National Congress.

10.AITUC (All India Trade Union Congress): One of India’s oldest trade unions,
associated with the Communist Party of India.

11.HMS (Hind Mazdoor Sabha): A trade union independent of major political

parties.

12.UTUC (United Trade Union Congress): A left-wing trade union organization in

India.

13.Contractual Employment: A form of employment where workers are hired on

a contract basis rather than permanently.

14.Informal Sector: Part of the economy that is not regulated by the government,

including small businesses and self-employment.

15.Trade Union Act, 1926: The primary law governing trade unions in India,
providing legal recognition and protection.
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16.Worker Rights: The legal and social entitlements of employees regarding
wages, working conditions, and benefits.

17.Labor Codes: A set of reforms consolidating multiple labor laws in India.

18.Strike: A collective stoppage of work by employees to demand better conditions

or wages.
19. Privatization: The transfer of public sector enterprises to private ownership.

20.Automation: The use of technology to reduce human labour in industries.

QUESTIONS

1. Brief the evolution of Trade Union.

2. Explain the need for Trade Union in India.

3. What is the challenges face by the Trade Union?

4. Describe the features of Trade Union Movement.

5. List out the various Trade Unions in India.

6. Analyse the Trade Union Movement since independence.

7. Discuss the problems of Trade Unions.

8. How a Trade Union movement can be successful?

9. Elaborate the challenges faced by Trade Unions in India.

10. Discuss the Recent Policies of Trade Union Act.
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Unit IV

INDUSTRIAL RELATIONS

INTRODUCTION

Industrial relations refer to the dynamic relationship between employers, employees,
trade unions, and the government within the workplace. It involves the study and
management of employment policies, labour laws, collective bargaining, dispute
resolution, and overall workplace harmony. The primary goal of industrial relations is
to ensure a fair and productive work environment by balancing the interests of workers
and management while promoting economic growth and industrial peace. Effective
industrial relations help prevent disputes, enhance job satisfaction, and improve

productivity.

A well-structured industrial relations system consists of various mechanisms, including
preventive and curative methods. Preventive measures focus on avoiding conflicts
through strong communication channels, worker participation in management, and
collective bargaining. On the other hand, curative methods deal with resolving disputes
through conciliation, mediation, arbitration, and adjudication via labour courts and
tribunals. Government policies, trade unions, and labour laws play a crucial role in
shaping industrial relations by ensuring compliance with fair labour standards and

protecting employee rights.

Industrial relations are essential for maintaining industrial democracy, where workers
have a voice in decision-making. A strong industrial relations framework leads to better
working conditions, higher employee morale, and increased organizational efficiency.
However, challenges such as labour disputes, wage negotiations, and changing

economic conditions require continuous adaptation and policy improvements. A
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successful industrial relations system fosters cooperation, reduces conflicts, and

creates a stable environment for both employers and employees to thrive.

Dale Yoder — "Industrial relations refer to the whole field of relationships between

employers and employees."

R.A. Lester — "Industrial relations involve attempts to define policies and procedures

for achieving harmonious labour -management relations."

LEARNING OBJECTIVES

e Understand the concept and significance of industrial relations machinery in
maintaining workplace harmony.

e Analyze the role of trade unions, employers, and the government in
managing industrial relations.

e Examine the various mechanisms of industrial relations machinery,
including collective bargaining, labour courts, and arbitration.

e Evaluate the effectiveness of industrial relations machinery in resolving
labour disputes.

e Understand the importance of preventing industrial disputes rather than
resolving them after they arise.

e |dentify various preventive strategies such as participative management,
grievance redressal, and communication systems.

e Analyze how fair wages, job security, and employee welfare measures
contribute to industrial peace.

e Examine the role of labour laws and organizational policies in dispute
prevention.

e Understand different curative approaches used to resolve industrial
disputes, including conciliation, mediation, and adjudication.

e Analyze the advantages and limitations of various dispute resolution

methods.
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e Develop an understanding of how curative methods impact labour-relations
and productivity.

e Understand the concept of industrial democracy and its importance in the
workplace.

e Evaluate the impact of industrial democracy on employee motivation,
productivity, and organizational success.

e Examine the challenges in implementing industrial democracy and potential
solutions.

e Familiarize with meaning and Features of Collective Bargaining

e Stages of Collective Bargaining

e Advantages and disadvantages of Collective Bargaining

e To understand the role of state in industrial relations

SECTIONS:

4.1. Objectives of industrial relations

4.2. Need for industrial relations machinery in India

4.3. Role of industrial relations machinery

4.4. Industrial relations machinery helps in preventing industrial disputes
4.5. Components of an effective industrial relations system
4.6. Major preventive methods used to avoid industrial disputes
4.7. Curative measures used to resolve industrial disputes

4.8. Collective bargaining

4.9. History of collective bargaining in India

4.10. Legal structure of collective bargaining in India

4.11. Collective bargaining process in India

4.12. Arbitration

4.13. Adjudication

4.14. Industrial democracy and its importance
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415
416
417
4.18
419
4.20
4.21

. Workers’ participation in management

. Objectives of workers participation in management
. Need and importance

. Forms of workers participation in management

. Industrial relations

. Role of state in industrial relations

. Summary

4.1. OBJECTIVES OF INDUSTRIAL RELATIONS

1. To Maintain Industrial Peace — Establishing a harmonious relationship

between employers and employees to prevent conflicts and disputes.

To Promote Workplace Harmony — Encouraging cooperation, mutual trust,

and understanding between workers and management.

To Ensure Fair Wages and Working Conditions — Protecting employees from

exploitation by ensuring just wages, benefits, and safe working environments.

To Enhance Productivity and Economic Growth — Creating a stable and
motivated workforce that contributes to increased efficiency and organizational

SuccCess.

To Facilitate Collective Bargaining — Providing a structured platform where

trade unions and employers can negotiate employment terms fairly.

To Prevent and Resolve Industrial Disputes — Implementing preventive
measures and dispute resolution mechanisms such as mediation, arbitration,

and conciliation.

To Protect Worker Rights and Welfare — Ensuring that labour laws are
followed and workers receive their legal rights and entitlements.
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8. To Encourage Employee Participation in Management — Promoting
industrial democracy by allowing workers to contribute to decision-making

processes.

9. To Strengthen Trade Unions — Empowering trade unions to effectively

represent employees in negotiations and conflict resolution.

10.To Achieve Social Justice in Employment — Ensuring that industrial policies

promote equality, non-discrimination, and fair treatment for all employees.

11.To Reduce Labour Turnover and Absenteeism — Creating a positive work

environment that motivates employees to remain committed to their jobs.

12.To Adapt to Technological and Economic Changes — Helping industries
adjust to new technologies, market conditions, and globalization while

safeguarding employee interests.

13.To Improve Employer-Employee Relations — Fostering goodwill, trust, and

open communication between employers and workers.

14.To Support National Industrial Policies — Aligning industrial relations with

government labour policies to support sustainable economic development.

15.To Promote a Democratic Work Culture — Encouraging transparency,

participation, and ethical management practices in industrial settings.

These objectives collectively contribute to the smooth functioning of industries,
ensuring that both employers and employees benefit from a well-regulated and

cooperative work environment.

4.2. NEED FOR INDUSTRIAL RELATIONS MACHINERY IN INDIA
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Maintaining Industrial Peace and Stability

Industrial relations machinery is crucial for maintaining harmony between employers
and employees, ensuring economic stability, and promoting industrial growth. Given
India’s vast and diverse workforce, labour disputes often arise, making it essential to
have structured mechanisms that prevent and resolve conflicts effectively. By
addressing issues like wages, working conditions, and job security, industrial relations

machinery helps in reducing industrial unrest, strikes, and lockouts.

Protection of Workers' Rights

One of the primary roles of industrial relations machinery is to safeguard workers from
exploitation and unfair treatment. Many workers, especially in the unorganized sector,
face challenges related to low wages, unsafe working conditions, and lack of job
security. Effective industrial relations ensure that labor laws such as the Industrial
Disputes Act, 1947, and the Factories Act, 1948, are implemented properly to protect

employees’ rights.

Enhancing Productivity and Economic Growth

A well-functioning industrial relations system contributes to higher productivity by
fostering a positive work environment. When workers feel secure and valued, they are
more motivated, leading to increased efficiency and better economic output.
Additionally, stable industrial relations attract foreign and domestic investment, as

companies prefer to operate in regions with minimal labour unrest.

Facilitating Collective Bargaining

Industrial relations machinery provides a platform for collective bargaining, enabling
trade unions and employers to negotiate fair wages, benefits, and better working
conditions. This negotiation process reduces conflicts, as both parties can reach
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mutually beneficial agreements without resorting to strikes or lockouts. By promoting
cooperation between management and labour, the system ensures a more balanced

and fair work environment.

Dispute Resolution Mechanisms

To address labour disputes effectively, India has various dispute resolution
mechanisms in place. These include works committees, conciliation officers, industrial
tribunals, and labour courts. These institutions help resolve conflicts at different levels,
ensuring that industrial disputes do not escalate into prolonged work stoppages, which

can negatively impact businesses and workers alike.

Encouraging Compliance with Labor Laws

The Indian labour law framework is extensive and complex, requiring effective
enforcement to ensure compliance. Industrial relations machinery ensures that
companies adhere to labour regulations, thereby reducing legal conflicts and
promoting fair labour practices. Proper compliance helps in building trust between

employers and employees, further strengthening industrial relations.

A well-structured industrial relations machinery is vital for maintaining industrial peace,
safeguarding workers' rights, and fostering economic growth. By promoting collective
bargaining, ensuring compliance with labour laws, and providing effective dispute
resolution mechanisms, industrial relations machinery plays a key role in creating a
stable and productive work environment in India. Strengthening these mechanisms

further will contribute to sustainable industrial development and social progress.

4.3. ROLE OF INDUSTRIAL RELATIONS MACHINERY

Industrial relations refer to the relationship between employers, employees, trade

unions, and the government in the workplace. A well-functioning industrial relations
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machinery ensures smooth communication, prevents conflicts, and promotes a
cooperative work environment. Workplace harmony is essential for organizational

success, employee satisfaction, and national economic stability.

1. Prevention of Industrial Disputes

One of the primary objectives of industrial relations machinery is to prevent disputes
before they escalate into strikes, lockouts, or protests. Mechanisms like collective
bargaining, grievance handling systems, and participative management help in

addressing employee concerns proactively.

2. Ensuring Fair Treatment of Workers

Industrial relations machinery ensures that workers receive fair wages, proper working
conditions, and job security. This promotes mutual trust between employers and

employees, reducing the chances of dissatisfaction and conflicts.

3. Grievance Redressal Mechanism

A well-structured grievance handling system provides employees with a platform to
express their concerns. Through conciliation, mediation, and arbitration, disputes can

be resolved amicably without disrupting workplace harmony.

4. Enhancing Productivity and Efficiency

When industrial relations are well managed, employees feel valued and motivated,
leading to increased productivity. A peaceful work environment ensures that workers

focus on their tasks without fear of unfair treatment or sudden conflicts.

5. Strengthening Employer-Employee Relations
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Regular communication and participative decision-making create a sense of belonging
among employees. Workers who feel heard and respected are more likely to

contribute positively to the organization’s growth.

6. Legal Compliance and Protection of Workers’ Rights

Industrial relations machinery ensures that labour laws, such as the Industrial
Disputes Act, Factories Act, and Trade Union Act, are followed. This prevents

exploitation and ensures that workplace policies align with legal standards.

7. Reducing Strikes and Lockouts

Strikes and lockouts disrupt industrial activities, leading to economic losses.
Preventive mechanisms such as negotiation and conciliation help in addressing issues

before they lead to extreme actions. This ensures business continuity and stability.

8. Promoting Industrial Democracy

Industrial relations machinery fosters workers' participation in management, co-
determination, and trade union involvement, ensuring that employees have a say in

workplace policies. This promotes fairness and transparency.

A strong industrial relations machinery is vital for maintaining workplace harmony,
preventing disputes, ensuring fair treatment, and enhancing productivity. A well-
balanced industrial relations system not only benefits employees and employers but
also contributes to national economic development. Therefore, organizations must
prioritize effective industrial relations mechanisms to foster a peaceful and productive

work environment.

4.4. INDUSTRIAL RELATIONS MACHINERY HELPS IN PREVENTING
INDUSTRIAL DISPUTES
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Industrial disputes arise due to conflicts between employers and employees over
issues like wages, working conditions, job security, and management policies.
Industrial relations machinery plays a crucial role in preventing such disputes by
fostering communication, negotiation, and fair treatment. The following points explain

how it helps:

1. Effective Communication Between Employers and Employees

e Open dialogue between management and workers prevents

misunderstandings.

« Regular meetings, feedback sessions, and information-sharing reduce

tensions.

2. Collective Bargaining

e Trade unions and management negotiate on wages, working hours, and other

employment terms.

« Agreements reached through collective bargaining prevent conflicts from

escalating.

3. Grievance Redressal Mechanism

e A structured grievance-handling process ensures employee concerns are

addressed on time.

o Early resolution of grievances prevents small issues from turning into major

disputes.

4. Participation in Decision-Making (Industrial Democracy)
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o Workers’ participation in management increases their trust in employers.

« When employees feel involved in workplace decisions, dissatisfaction is

minimized.

5. Legal and Institutional Framework

o Labour laws like the Industrial Disputes Act provide clear guidelines for conflict

resolution.

« Adherence to legal policies ensures fair treatment and prevents labour unrest.

6. Mediation and Conciliation

« Government-appointed officers or neutral third parties mediate disputes before

they escalate.

e Encouraging dialogue helps in finding mutually acceptable solutions.

7. Arbitration and Voluntary Settlement

« Arbitration allows disputes to be settled without resorting to strikes or lockouts.

« Voluntary dispute resolution mechanisms help maintain workplace harmony.

8. Implementation of a Code of Discipline

o Asetof agreed-upon rules between employers and workers ensures workplace

ethics.

« Mutual agreement on discipline reduces the chances of misconduct-based

disputes.
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Industrial relations machinery plays a proactive role in preventing disputes by ensuring
fair treatment, effective communication, and structured conflict resolution
mechanisms. By fostering a cooperative work environment, it helps in maintaining

industrial peace and promoting productivity.

4.5. COMPONENTS OF AN EFFECTIVE INDUSTRIAL RELATIONS SYSTEM

1. Strong Legal and Institutional Framework

A well-defined legal structure is crucial for regulating industrial relations and protecting
the rights of both employers and employees. Key labour laws such as the Industrial
Disputes Act, Factories Act, and Trade Union Act provide guidelines on dispute
resolution, employment terms, and worker protection. Institutions like labour courts,
industrial tribunals, and mediation agencies help enforce these laws and ensure

compliance.

2. Effective Communication Between Employers and Employees

Open and transparent communication between management and workers plays a vital
role in preventing misunderstandings and conflicts. Regular meetings, employee
feedback mechanisms, and participative decision-making improve trust and
cooperation in the workplace. Effective communication helps employees feel valued,

reducing dissatisfaction and grievances.

3. Collective Bargaining

Collective bargaining is a fundamental aspect of industrial relations, where trade
unions and management negotiate employment terms such as wages, working hours,
benefits, and workplace policies. It ensures that both parties reach mutual
agreements, preventing conflicts and fostering industrial peace. A strong collective
bargaining system leads to fair labour contracts and enhances job satisfaction.
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4. Grievance Redressal Mechanism

An efficient grievance redressal system ensures that employee complaints and
concerns are addressed in a structured and timely manner. Organizations must have
a well-defined grievance handling procedure that allows workers to express their
issues without fear of retaliation. Proper resolution of grievances prevents

dissatisfaction from escalating into industrial disputes.

5. Trade Union Involvement

Trade unions play a crucial role in representing workers’ interests and ensuring their
rights are protected. An effective industrial relations system encourages cooperation
between trade unions and employers rather than confrontation. Strong trade unions

contribute to better working conditions, fair wages, and protection against exploitation.

6. Workers’ Participation in Management

Industrial democracy promotes employee involvement in decision-making processes
within an organization. This can be done through joint consultation committees,
workers' representation on management boards, or co-determination models.
Employee participation enhances trust, reduces workplace conflicts, and improves

overall job satisfaction.

7. Dispute Resolution Mechanisms

A strong industrial relations system includes mechanisms to resolve disputes

efficiently. These mechanisms can be categorized into:

e Preventive Methods: Encouraging open dialogue, participative management,

and mediation to prevent disputes before they arise.
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e Curative Methods: If disputes occur, resolution mechanisms such as

conciliation, arbitration, and adjudication help in settling conflicts amicably.

8. Fair Wages and Good Working Conditions

A fair and competitive compensation system motivates employees and reduces labour
unrest. Adequate wages, safe and healthy working conditions, job security, and social
security benefits contribute to a positive industrial environment. Organizations that

prioritize worker welfare experience higher productivity and lower employee turnover.

9. Code of Discipline and Ethical Practices

A well-defined Code of Discipline ensures smooth functioning of industrial relations by
setting ethical standards for both employers and employees. It promotes mutual
respect, discipline, and adherence to workplace rules, reducing the chances of

conflicts and misconduct.

10. Government’s Role in Industrial Relations

The government acts as a regulator, facilitator, and mediator in industrial relations. It
enforces labour laws, promotes fair employment practices, and intervenes when
disputes threaten economic stability. Government bodies also work to balance the

interests of workers and employers, ensuring industrial harmony.

A well-structured industrial relations system is essential for maintaining industrial
peace, protecting workers' rights, and promoting economic growth. Key components
such as legal frameworks, communication, collective bargaining, dispute resolution,
and participative management play a crucial role in fostering a balanced work
environment. When all stakeholders work together effectively, the result is a

harmonious, productive, and sustainable industrial sector.

4.6. MAJOR PREVENTIVE METHODS USED TO AVOID INDUSTRIAL DISPUTES
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Industrial disputes arise due to conflicts between employers and employees regarding
wages, working conditions, job security, and other employment-related matters. If not
managed properly, these disputes can lead to strikes, lockouts, and loss of
productivity, negatively affecting both organizations and the economy. To prevent such
disputes, various preventive methods are employed to ensure industrial peace and
harmony. The key preventive methods include effective communication, strong

grievance handling, collective bargaining, and worker participation in management.

1. Effective Communication and Transparency

Lack of communication between employers and employees is a major cause of

industrial disputes. Organizations must:

e Maintain open and transparent communication channels.

e Conduct regular meetings between management and employees.

« Encourage feedback mechanisms for workers to express their concerns.
By addressing employee concerns proactively, misunderstandings and

grievances can be resolved before they escalate into disputes.

2. Strong Grievance Redressal Mechanism

A well-structured grievance redressal system ensures that employee complaints and

issues are addressed fairly and promptly. This system includes:

o Clearly defined procedures for lodging complaints.

e Fair and timely resolution mechanisms.
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e« A neutral body or committee to investigate complaints.
A strong grievance system reduces dissatisfaction among workers, preventing

minor issues from turning into major disputes.

3. Collective Bargaining and Fair Wage Negotiation

Collective bargaining is a major tool for preventing industrial disputes. It involves

negotiations between trade unions and management regarding:

« Wages and salary increments.

« Working hours and overtime policies.

o Health benefits and workplace safety.

« By reaching mutually acceptable agreements, collective bargaining reduces

conflicts and promotes industrial peace.

4. Workers’ Participation in Management (Industrial Democracy)

Allowing workers to participate in decision-making fosters a sense of belonging and

responsibility. Methods include:

« Joint management councils where workers and employers discuss policies.

o« Work committees that address workplace issues.
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o Profit-sharing schemes to involve workers in company success.
When workers feel valued and involved, their trust in management increases,

reducing the likelihood of industrial disputes.

5. Fair Employment and Promotion Policies

Unfair promotions, favouritism, and job insecurity often lead to worker dissatisfaction.

To prevent disputes, organizations must:

e Implement transparent and merit-based promotion policies.

e Provide equal opportunities for career growth.

o Ensure job security measures, such as proper contracts and legal protections.
When employees see fairness in hiring and promotions, conflicts related to job

dissatisfaction are minimized.

6. Implementation of a Code of Discipline

A Code of Discipline is a set of rules agreed upon by both employers and employees

to ensure workplace harmony. It includes:

e Mutual respect between workers and employers.

e Adherence to workplace rules and ethics.

« Avoidance of unfair labour practices by both management and trade unions.
By following these guidelines, organizations create a culture of discipline,

reducing the chances of disputes.

7. Government Regulations and Labour Laws Compliance

Periyar University — CDOE| Self-Learning Material



CDOE - 0ODL M.A - SEMESTER II Labour Economics

The government plays a key role in preventing industrial disputes by ensuring

organizations comply with labour laws such as:

e The Industrial Disputes Act (regulates dispute resolution).

e The Factories Act (ensures safe working conditions).

e« The Minimum Wages Act (prevents wage-related conflicts).
By enforcing these laws, the government protects workers' rights and prevents

conflicts between labour and management.

8. Mediation and Conciliation Services

Before conflicts escalate, mediation and conciliation services help resolve issues

amicably.

« Conciliation officers act as intermediaries between workers and employers.

o Mediation services encourage both parties to reach a voluntary agreement.

e Third-party arbitrators provide neutral solutions if initial mediation fails.

These services prevent disputes from escalating into strikes or legal battles.

9. Welfare and Social Security Measures

Providing welfare benefits helps maintain employee satisfaction. These measures

include:

« Health insurance and medical facilities.

o Retirement benefits and provident funds.
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e Recreational activities and employee assistance programs.
Organizations that invest in employee well-being create a positive work

environment, reducing conflicts.

10. Periodic Review and Industrial Relations Training

Organizations should regularly review their policies and provide industrial relations

training to:

o Educate workers and managers about labour laws.

e Promote leadership and negotiation skills.

e Prevent workplace conflicts through awareness programs.
Continuous improvement in industrial relations strategies ensures long-term

stability and harmony.

Preventing industrial disputes is essential for maintaining peace, productivity, and
economic growth. Methods such as effective communication, grievance handling,
collective bargaining, worker participation, and government intervention play a crucial
role in avoiding conflicts. Organizations that prioritize fairness, transparency, and
employee welfare create a harmonious work environment, reducing the chances of
disputes and strikes. A well-implemented industrial relations system ensures that both

employers and employees work towards mutual success.

4.7. CURATIVE MEASURES USED TO RESOLVE INDUSTRIAL DISPUTES

Industrial disputes arise due to disagreements between employers and employees
over wages, working conditions, job security, and other employment-related matters.
When preventive measures fail, curative measures become necessary to resolve
disputes and restore industrial peace. These measures aim to settle conflicts through
legal, administrative, and negotiation-based approaches to avoid prolonged
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disruptions and economic losses. The major curative measures include conciliation,
mediation, arbitration, adjudication, collective bargaining, and government

intervention, each playing a significant role in maintaining industrial harmony.

Conciliation

Conciliation is one of the most commonly used curative methods where a neutral third
party, known as the Conciliation Officer, facilitates discussions between the employer
and employees. The objective of conciliation is to promote mutual understanding,
identify the root causes of the dispute, and assist both parties in reaching a voluntary
agreement. The government often appoints conciliation officers under the Industrial
Disputes Act to mediate industrial conflicts before they escalate into strikes or lockouts.
Conciliation helps prevent legal battles and ensures a peaceful resolution of industrial

disputes.

Mediation

Mediation is another dispute resolution method in which a neutral mediator actively
helps both parties negotiate and settle their differences. Unlike conciliation, where the
mediator only facilitates discussion, mediation involves more direct intervention, with
the mediator offering possible solutions and recommendations. The main aim of
mediation is to guide conflicting parties toward a mutually beneficial agreement without
imposing a decision. Mediation is particularly effective in cases where employers and
employees are willing to resolve disputes amicably but require external assistance to

reach a fair compromise.

Arbitration

When conciliation and mediation fail, arbitration is used as an alternative dispute
resolution method. In arbitration, both parties agree to submit their dispute to an

independent arbitrator, who listens to both sides and delivers a legally binding
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decision. Arbitration can be voluntary, where both parties willingly agree to the
process, or compulsory, where the government mandates arbitration to prevent
disruptions in industries of national importance. Arbitration is a faster and more cost-
effective method than litigation, ensuring that industrial disputes are resolved

efficiently.

Adjudication (Industrial Court Settlement)

Adjudication is a formal legal process where disputes are settled by Industrial
Tribunals or LabourCourts. This process is usually applied when conciliation,
mediation, and arbitration fail to resolve the conflict. In adjudication, labour courts
conduct hearings, examine evidence, and issue binding decisions to settle disputes
fairly. The adjudication process ensures that labour laws are upheld and that justice is
served, making it a critical curative measure for complex industrial disputes that cannot

be settled through negotiation or voluntary arbitration.

Collective Bargaining and Negotiation

One of the most effective curative measures in resolving industrial disputes is
collective bargaining, where trade unions and management directly negotiate to reach
an agreement. This process involves discussions on wages, working conditions, job
security, and employee benefits. Through collective bargaining, both employers and
employees can resolve disputes without legal intervention, fostering a cooperative
work environment. When both parties engage in meaningful negotiations, it promotes

long-term industrial peace and minimizes the chances of recurring conflicts.

Voluntary Settlement Through Bipartite Agreements

In some cases, industrial disputes are settled voluntarily between the employer and
employees without involving external mediators or legal authorities. This method,

known as bipartite agreement, relies on mutual trust and cooperation. Direct
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negotiations allow for quicker decision-making, reducing tension in the workplace.
Employers and employees who maintain good labour relations often prefer this

method, as it strengthens trust and promotes long-term industrial harmony.

Court Intervention and Legal Action

In certain cases, industrial disputes require legal intervention when they involve
violations of labour laws or worker rights. Courts play a crucial role in ensuring
compliance with labour regulations and protecting workers from unfair labour
practices. Through court intervention, legal directives are issued to resolve disputes
and enforce fair employment policies. Although litigation is generally considered a last
resort, it is necessary in cases where employers or trade unions refuse to cooperate

through other curative mechanisms.

Government Intervention and Crisis Management

The government plays a vital role in resolving large-scale industrial disputes,
especially those that affect national productivity and essential services. In cases where
negotiations fail, the government may step in through emergency legislation, public
hearings, or compulsory arbitration. Government intervention is particularly necessary
in industries such as healthcare, transportation, and public utilities, where prolonged
disputes could severely impact the public. By implementing policies that balance the
interests of both employers and employees, the government ensures industrial

stability.

Employee Welfare and Rehabilitation Programs

Post-dispute rehabilitation is an essential curative measure to restore harmony in

industrial relations. Employers often implement welfare programs, compensation
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packages, and skill development initiatives to support workers affected by disputes.
Reintegrating dismissed employees, offering retraining programs, and ensuring
financial assistance to workers are ways to rebuild trust between employees and
management. Such measures help in reducing resentment and preventing future

disputes, contributing to a more stable work environment.

Implementation of Industrial Dispute Resolutions

Once a dispute is resolved, it is crucial to ensure that the terms of settlement are
properly implemented. Employers and trade unions must monitor the enforcement of
agreements and take corrective actions if disputes re-emerge. Regular industrial
relations meetings, strict adherence to settlement terms, and continuous dialogue
between workers and management help prevent conflicts from resurfacing. Successful
implementation of dispute resolution mechanisms ensures that both employers and

employees maintain mutual respect and cooperation in the long run.

Curative measures are essential for maintaining industrial peace and economic
stability when disputes arise. Methods such as conciliation, mediation, arbitration,
adjudication, collective bargaining, and government intervention ensure that conflicts
are resolved effectively and fairly. Organizations that adopt a balanced and just
approach to dispute resolution create a positive work environment and prevent future
conflicts. A well-functioning industrial relations system benefits both workers and

employers, ensuring long-term stability, productivity, and industrial harmony.

4.8. COLLECTIVE BARGAINING

Overview of Collective Bargaining in India

Traditionally the collective bargaining was being used as an instrument for
determining wage and working conditions and for establishing relations between

labour and management. Collective bargaining is an essential process in industrial
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relations, facilitating agreements between employers and employees, often
represented by trade unions, to establish pay, working conditions, and other
employment terms. In India, collective bargaining has developed as a mechanism for
sustaining industrial tranquillity, advocating equitable remuneration, and guaranteeing

improved working conditions.

Definition and Concept of Collective Bargaining

The phrase "collective bargaining" was introduced by Sidney and Beatrice Webb in
the early 20th century. It pertains to discussions between employers (or employers'
associations) and employees (or trade unions) aimed at achieving a consensus on
employment conditions. The procedure seeks to reconcile the interests of both

parties, mitigating disputes and promoting collaboration in the workplace.

The Encyclopaedia of Social Sciences defines collective bargaining as a process of
debate and negotiation between two parties, at least one of which represents a
group of individuals is acting with consent. The resultant agreement delineates the
terms and circumstances governing the provision of ongoing services. Collective
bargaining is a process by which employers and a group of employees negotiate the

terms of employment.

Collective bargaining is, by definition, a bipartite procedure including just employers
and employees as the parties engaged in negotiations. There is no involvement from
a third party. The terms of employment are governed by the parties involved.
Collective bargaining refers only to the negotiations conducted between employers

and their employees as a unified group.

The ILO (1980) defines collective bargaining as an institutional process for jointly

establishing the regulations that control the terms and conditions of employment for
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the affected workers and the labour-management relationship itself.
Collective bargaining is a method employed by worker and employer organizations to
resolve their disputes independently, without third-party involvement.
The term collective bargaining consists of two components: 'collective,' signifying unity
or group action, and 'bargaining,’ which denotes negotiation. Thus, it signifies
collaborative or group negotiating. The negotiating participants consist of management

representatives on one side and employee or union representatives on the other.

4.9. HISTORY OF COLLECTIVE BARGAINING IN INDIA

The phrase collective bargaining emerged and acquired significance in the works of
Beatrice and Sydney. This trend originated in Great Britain and was evidenced as early
as 1874 among coal workers. It has been utilized in many forms and has also
experienced significant alterations over time. It has developed distinct traits and
patterns throughout many nations.
The history of collective bargaining in India is very limited due to the late onset of
industrialization, especially when compared to its extensive history in industrialized
nations such as Great Britain and the USA. Collective bargaining in India emerged
post-independence, although it originated in the 1920s within the textile mills of
Ahmedabad, spearheaded by the esteemed leader Mahatma Gandhi. The significance
of collective bargaining emerged when unions recognized that resolving disputes via
industrial tribunals was inefficient in terms of time, energy, and financial resources,
and also detrimental to industrial peace and harmony.
The Royal Commission on Labour in 1931 asserted that genuine collective practices
were  exclusively observed in the textle mils of Ahmedabad.
The inaugural collective agreement was established by Dunlop Rubber Company in
West Bengal in 1947, followed by the Bata Shoe Company in West Bengal, and in
1951, the Indian Aluminium Company entered into a five-year deal with the employees'
union in Belur. The Imperial Tobacco Company initiated this notion in 1952, and by

1955, other prominent firms in India, such as Tata Iron and Steel Company and
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Hindustan Lever, along with various smaller enterprises, adopted the practice of
collective bargaining. By the conclusion of 1961, 49 enterprises employing 450,000
individuals had adopted collective bargaining as a mechanism for sustaining peace
and harmony within industrial organizations.
The history of collective bargaining in India indicates that genuine collective bargaining
primarily occurred in the private sector, with few efforts in the public sector, except for
the Indian Railways. In 1978, Bharat Heavy Electricals Limited conducted an
experiment using worker representatives.
Legal backing for the expansion of this practice has been minimal. Despite achieving
independence, no legislative measures were established to facilitate the practice of
collective bargaining.
No legislation now mandates the utilization of collective bargaining as a mechanism
for maintaining industrial relations calm. The I.L.O. Convention No. 98 emphasizes the

"Rights of Collective Bargaining."

410. LEGAL STRUCTURE OF COLLECTIVE BARGAINING IN INDIA

In India, collective bargaining is not officially acknowledged as a basic right but is

safeguarded under multiple labour statutes, including:

The Industrial Disputes Act of 1947 establishes a legal framework for industrial
relations, with measures for collective bargaining, conciliation, and arbitration.
The Trade Unions Act of 1926 confers legal recognition for trade unions, enabling them
to bargain on behalf of workers.
The Industrial Employment (Standing Orders) Act, 1946 mandates companies to
delineate and disseminate employment conditions, subject to modification via
collective bargaining.
The Code on Industrial Relations, 2020 (a component of India's labour law changes)

enhances trade union registration and fosters collective bargaining at both national
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and state levels.

4.11. COLLECTIVE BARGAINING PROCESS IN INDIA

Preparation - Employers and trade unions collect pertinent information, establish
priorities, and delineate their objectives prior to the commencement of discussions.
Negotiation - Delegates from each party participate in dialogues to achieve a
consensual accord.
Agreement - If discussions are successful, a collective bargaining agreement is
executed. Should they fail, conflicts may intensify into strikes, lockouts, or mediation.
Implementation and Monitoring - Upon reaching an agreement, it is enforced inside

the workplace and checked for adherence.

Obstacles in Collective Bargaining in India

The proliferation of trade unions diminishes negotiating strength due to a fragmented
structure.

Insufficient Employer Acknowledgment — Numerous businesses are reluctant to
acknowledge trade unions, so constraining the efficacy of talks.
Political Party Interference - The political affiliations of labour unions frequently result
in conflicts of interest.
Legal and Procedural Limitations — Labor legislation enforces constraints on strikes
and negotiation procedures.
Weak Union Membership in the Private Sector - The participation of unions in private

enterprises is limited, diminishing negotiating power.

Notwithstanding hurdles, collective bargaining is essential for enhancing worker
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relations in India. Fortifying trade unions, streamlining labour legislation, and fostering
a collaborative industrial milieu might augment the efficacy of collective bargaining

inside the nation.

4.12. ARBITRATION

Arbitration is an alternative dispute resolution (ADR) mechanism wherein
parties’ consent to settle their conflicts outside the conventional judicial system. An
objective and unbiased third person, referred to as an arbitrator, is designated to
evaluate the evidence, consider arguments, and provide a binding judgment known as
an arbitral award. This method is often utilized in commercial, construction,
employment, and international conflicts owing to its efficacy, secrecy, and adaptability.
In contrast to litigation, arbitration enables parties to customize procedural regulations,
choose arbitrators with specialized knowledge in the pertinent area, and ensure
confidentiality, as the processes remain undisclosed. Arbitration may be voluntary, with
mutual consent from both parties, or mandatory, as dictated by contractual obligations
or legal requirements. It may also occur via ad hoc agreements, when parties establish
their own processes, or through institutional arbitration, managed by entities such as
the International Chamber of Commerce (ICC) or the London Court of International
Arbitration (LCIA). The arbitrator's final ruling is legally binding and enforceable in most
jurisdictions, allowing for few grounds for appeal. Consequently, arbitration has
emerged as a favoured mechanism for rapidly settling disputes, circumventing the

intricacies and protractions associated with conventional judicial processes.

4.13. ADJUDICATION

Adjudication is a formal process of resolving disputes or legal matters by an
impartial third party, such as a judge, arbitrator, or tribunal. It is commonly used in
legal, contractual, and administrative settings to ensure fair decisions based on
evidence and established rules.

Periyar University — CDOE| Self-Learning Material



CDOE - 0ODL M.A - SEMESTER II Labour Economics

1. Meaning and Definition of Adjudication

The term "adjudication” refers to the process of making a formal judgment or
decision on a disputed matter. It involves reviewing facts, applying legal principles,

and delivering a binding verdict. Adjudication is widely used in various fields, including:

e Law (court rulings, civil and criminal cases)

« Contracts (dispute resolution in construction, business agreements)

o Government (administrative decisions on benefits, immigration, etc.)

Definition of Adjudication

Adjudication is a formal procedure wherein a neutral third party, such as a judge,
arbitrator, or tribunal, settles a conflict by issuing a binding ruling. It guarantees that
disputes are resolved in accordance with existing rules, regulations, and contractual
stipulations.

Categories of Adjudication

Adjudication is utilized across several domains, each possessing own regulations and

protocols:

a) Legal Adjudication (Judicial System)
Applicable in civil and criminal matters.
A judge or jury evaluates evidence and renders a decision in accordance with the

law. lllustration: A tribunal resolves a contention over property title.
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b) Contractual Adjudication (Business & Construction Disputes)

Prevalent in business agreements and construction conflicts.

An impartial expert or panel adjudicates issues between parties.

Example: In a building project, if a contractor and a customer dispute payment, an

adjudicator expedites the resolution.

c) Administrative Adjudication (Government & Public Policy)

Employed by governmental entities to adjudicate conflicts on public benefits,
immigration, employment, and regulatory issues.

For instance, a social security claim rejected by a governmental entity may be

evaluated by an administrative court.

d) Alternative Dispute Resolution (ADR) Adjudication

Encompasses arbitration and tribunal-based resolution techniques conducted
outside of judicial settings.

For instance, a workplace conflict may be resolved by a labour adjudicator rather

than proceeding to court.

3. Adjudication Process :

The fundamental phases in adjudication comprise:

1. Submission of Complaint - One party presents a disagreement for resolution.

2. Notification to Parties - All parties concerned are apprised of the proceedings.
3. Evidence and Arguments - Each party articulates their position.

4. Evaluation and Consideration - The adjudicator assesses all facts, statutes, and
agreements.

5. Decision Announcement - A ruling is rendered, typically accompanied by an
explanation.

6. Enforcement or Appeal (if applicable) - The judgment may be executed

immediately or contested via an appeal.
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4. Advantages of Adjudication —

Typically more rapid than conventional judicial processes.

Economical: More affordable than extended legal proceedings.

Specialized Decision-Making: Adjudicators are frequently authorities in the relevant
field.

Binding & Enforceable: Decisions often possess legal validity.

4.14. INDUSTRIAL DEMOCRACY AND ITS IMPORTANCE

Industrial democracy refers to a system in which employees have a voice in decision-
making processes within an organization. It emphasizes worker participation,
collective bargaining, and shared responsibility between employers and employees in
managing industrial affairs. Industrial democracy can take various forms, including
workers’ councils, trade union representation, co-determination, and profit-sharing
mechanisms. The concept is rooted in the belief that workers should not only be wage
earners but also active contributors to workplace policies and management decisions.
By fostering cooperation, transparency, and mutual respect, industrial democracy
plays a crucial role in ensuring workplace harmony, improving productivity, and

enhancing employee satisfaction.

Concept of Industrial Democracy

Industrial democracy is based on the principles of employee participation, fair
representation, and equitable decision-making in an industrial setup. Unlike traditional
management structures where decisions are made unilaterally by employers,
industrial democracy encourages collaborative governance where workers have a say
in critical workplace matters such as wages, working conditions, and employment
policies. This participation can be direct, through employee involvement in

committees, or indirect, through trade unions and collective bargaining. In democratic
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workplaces, employees are more engaged, leading to increased motivation and a

sense of ownership over their work.

Forms of Industrial Democracy

Industrial democracy exists in different forms, depending on the level of worker
involvement in decision-making. One of the most common forms is workers'
participation in management, where employees contribute to policy discussions
through joint consultative committees, grievance redressal forums, and quality circles.
Another form is collective bargaining, where trade unions negotiate on behalf of
employees to secure better wages, job security, and working conditions. Co-
determination, seen in countries like Germany, allows workers to elect representatives
to company boards, ensuring their interests are considered in major business
decisions. Profit-sharing and stock ownership programs also promote industrial
democracy by giving employees a financial stake in the company, aligning their

interests with those of the organization.

Importance of Industrial Democracy

Industrial democracy is essential for fostering a positive work environment, enhancing
labour -management relations, and ensuring long-term industrial stability. One of its
primary benefits is improved workplace harmony, as employees feel valued and heard,
reducing the chances of industrial disputes and strikes. It also enhances job
satisfaction and motivation, as workers who participate in decision-making develop a
greater sense of responsibility and commitment toward their jobs. When employees
contribute ideas and solutions, businesses benefit from increased innovation and

efficiency, leading to higher productivity.

Another significant advantage of industrial democracy is better conflict resolution.
Since employees are involved in the decision-making process, disagreements can be

addressed early through discussions rather than escalating into serious disputes. This
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reduces industrial unrest and ensures a more stable work environment. Furthermore,
industrial democracy promotes fairness and transparency, preventing exploitative
labour practices by ensuring that wages, working conditions, and policies are

determined through a democratic process rather than unilateral employer decisions.

Impact on Industrial Relations and Economic Growth

A well-functioning industrial democracy contributes to strong industrial relations,
creating a balanced power dynamic between employers and employees. When
workers have a say in management, trust and cooperation increase, leading to mutual
growth and success. Industrial democracy also has broader economic benefits, as
improved labour relations lead to higher productivity, reduced labour turnover, and
economic stability. Companies with strong industrial democracy practices experience
fewer labour strikes, leading to uninterrupted operations and steady economic
progress. Additionally, democratic work environments help in developing skilled labour
forces, as employees are more engaged in training and development programs when

they feel included in decision-making.

Challenges in Implementing Industrial Democracy

Despite its benefits, industrial democracy faces several challenges. One major issue
is resistance from employers, as some business owners fear that increased worker
participation could slow down decision-making and reduce managerial control.
Another challenge is the lack of awareness and training among employees, which may
limit their ability to effectively participate in management discussions. Additionally, in
some industries, weak trade unions and poor implementation of labour laws hinder
the effectiveness of industrial democracy. Overcoming these challenges requires
strong legal frameworks, proactive trade unions, and a shift in managerial attitudes

toward inclusive governance.
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Industrial democracy is a vital aspect of modern labour relations, ensuring that
employees have a voice in workplace decisions. It promotes harmony, job satisfaction,
innovation, and economic stability by fostering collabour ation between workers and
management. While challenges exist, strengthening labour laws, encouraging
employer-employee cooperation, and enhancing worker education can help industrial
democracy thrive. By adopting democratic principles in industrial relations, businesses
and economies can achieve sustainable growth, increased productivity, and long-term

labour peace.

4.15. WORKERS PARTICIPATION IN MANAGEMENT

Employee involvement in management is essential for improved outcomes
inside an organization. It facilitates the development of technologies to settle conflicts
and foster constructive collaboration among production partners. Workers'
Participation in Management will foster effective communication, allow for personal
identification and self-respect, elevate employee morale, decrease labour turnover
costs, and promote job security and social justice. The effective application of
participatory management is crucial for attaining enhanced productivity and industrial

advancement.

Definitions of Workers Participation in Management

e According to Keith Davis, Participation refers to the mental and emotional
involvement of a person in a group situation which encourages him to contribute

to group goals and share the responsibility of achievement.

e According to Dr. Davis, “it is a mental and emotional involvement of a person in
a group situation which encourages him to contribute to goals and share

responsibilities in them”.
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e Aclear and more comprehensive definition of WPM is given by the International
Labour Organization (ILO). According to the ILO: “Workers’ participation may,
broadly be taken to cover all terms of association of workers and their
representatives with the decision-making process, ranging from exchange of
information, consultations, decisions and negotiations to more institutionalized
forms such as the presence of workers’ members on management or

supervisory boards or even management by workers themselves”.

The characteristics of workers’ participation are as follows:

e Participation must occur at various levels of management.

e Participation requires the voluntary acceptance of responsibilities by
employees.

o Participation encompasses mental and emotional engagement, rather
than simply physical presence. It extends beyond mere consent or
approval of managerial actions.

e Workers' participation in management can be categorized as either
formal or informal. This is a communication and contribution system in
which employees articulate their opinions and participate in managerial
decision-making.

e The primary objective of participation is to fundamentally alter the
organizational structure of production and completely transfer the

management function to the workers.

There exist four levels of participation.
a) Communication: It entails disseminating information regarding all
management decisions to employees.
b) Consultation: Employees articulate their perspectives on work-
related matters. Final decisions are made by management following
consultations.

c) Codetermination: In this context, managers and employees
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collaboratively make decisions.
d) Self-Management: In this model, workers possess full autonomy in

both decision-making and execution.

4.16. OBJECTIVES OF WORKERS PARTICIPATION IN MANAGEMENT

The concept of workers' participation in management encompasses key

objectives, including economic, psychological, social, ethical, and political dimensions.

The economic objective focuses on enhancing worker productivity, the psychological

objective seeks to elevate worker motivation, the social objective promotes mutual

respect and understanding among key groups to improve effort, and the ethical

objective aims to raise workers' awareness of their democratic rights in the workplace.

The subsequent section outlines the objectives in detail.

Enhancing labour productivity through improved collaboration between
employers and employees.

Increasing productivity is pursued through enhancements in job
satisfaction and industrial relations.

The purpose of participation is to uphold human dignity and to secure a
respectable status for workers within society.

Participation in management aims to alter the attitudes of workers.
Participation will lead them to view themselves as integral members of
the industry.

Participation allows employees to articulate their views and fosters a
sense of belonging, pride, and accomplishment.

Alongside the achievement of the aforementioned objectives, effective
worker participation will yield an enhanced sense of involvement among
workers in the organization's purpose and activities, an increased
motivation to contribute optimally, fostering a sense of unity and a

strengthened commitment to decisions in which they have a stake.
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4.17.

4.18.

WORKERS’ PARTICIPATION NEED AND IMPORTANCE:

Employee involvement in management is a multifaceted and evolving idea in
both developed and developing nations. In contemporary times, the
expansion of major firms, the rise in workforce numbers, paternalistic
philosophies, and the practice of information consultation have progressively
elevated the significance of worker engagement in management throughout
the years.

The expansion of professionalism in industry, the emergence of democracy,
and the idea of social justice, along with the alteration of conventional labor
management relations, have introduced a new dimension to the notion of
participatory management. The subsequent advantages of employee
involvement in management are outlined below.

It will enhance comprehension and foster mutual trust between employers and
employees.

ii) By participating, workers gain insight into the industry's challenges and
enhance their comprehension of their roles. Participation leads to enhanced
employee satisfaction and motivation.

It mitigates industrial conflicts and fosters tranquillity within the industry.
Individuals typically exhibit reluctance to change. The apprehension stems
from potential economic and societal detriment. Workers' involvement in
management effectively persuades others regarding the necessity for change
and secures their approval of it.

The involvement of workers in management fosters industrial democracy,
which is essential for political democracy.

Participation in decision-making empowers workers to engage in critical
thinking and take initiative. The talents and abilities of workers can be

discerned. The worker's desire for self-expression is fulfilled.

Forms of Workers Participation in Management
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Employee involvement in management takes many different forms and
frameworks, giving workers a voice in organisational administration and
decision-making. The organization's objectives, industry, legal environment,
and culture all influence the particular form that is chosen. The following are

some typical ways that employees participate in management:

« Works Councils: Made up of elected employee representatives, works
councils are official entities inside an organisation. These councils address a
range of workplace concerns, including employee welfare, safety, and working
conditions. Many European nations have works councils, which are essential in
giving staff members a way to voice their issues and suggestions to

management.

* Employee Representatives on Boards: In certain nations, workers may be
able to choose representatives to sit on the board of directors of a business.
This is called co-determination, and it gives workers a say in company

governance and strategic choices.

* Joint Consultation Committees: These committees serve as platforms for
communication between representatives of management and employees.
These committees offer a forum for discussing different workplace concerns
and coming to agreements on specific topics.

* Collective Bargaining: In collective bargaining, management and labour
unions negotiate terms and conditions of employment. Wages, benefits,
working hours, and other workplace regulations are frequently discussed in

these discussions.

* Quality Circles: These are small teams of workers that get together to talk

about and suggest fixes for problems pertaining to quality and process
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enhancements inside the company. This type of engagement places a strong
emphasis on staff participation in ongoing development.

 proposal Schemes: Businesses might set up proposal programs that let staff
members offer concepts and recommendations for cost-cutting or process-
improvement strategies. Employees that provide insightful comments are

frequently rewarded.

* Employee Stock Ownership Plans (ESOPs): These initiatives provide staff
members the chance to purchase business stock. Employees who become
shareholders may take part in various decision-making processes and have a

stake in the company's success.

* Employee Surveys and Feedback Systems: To get feedback on a range of
workplace issues, such as job satisfaction, the working environment, and
possible areas for development, organisations can regularly conduct employee

surveys and feedback systems.

* Open-Door Policy: Some companies have an open-door policy that
encourages staff members to voice any issues, recommendations, or
complaints to upper management. Direct contact is encouraged by this casual

style.

* Employee Involvement in Goal Setting: Workers have the ability to
participate in the establishment of performance goals and objectives. They are
more likely to be driven and dedicated to reaching their objectives when they

are included in the goal-setting process.

‘Employee Representatives on Safety Committees: Employee

representatives who seek to promote a safe and healthy workplace are
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frequently a part of safety committees. To identify and resolve safety concerns,

these representatives work in tandem with management.

 Employee Involvement in Decision-Making: In certain companies, staff
members are given the chance to take part in a variety of decision-making
procedures, from strategy formulation to project planning. At various

organisational levels, their opinions might be requested and appreciated.

INDUSTRIAL RELATIONS

Industrial Relations" refers to the relationships between employers and
workers, whether at the national, regional, or company level. It encompasses
all interactions related to social and economic issues, including wage
determination, working hours, and working conditions. These relations are
crucial for maintaining workplace harmony and ensuring fair practices in the

labour market.

The term industrial relations comprise two words, i.e. ‘industry’ and ‘relations’.
The term ‘industry’ refers to any productive activity in the organisation in which
the employees are engaged. On the other hand, the term ‘relations’ refers to
the relationship, which exists within the industry between the management and
the employees. The relationship between management and employees within
the organisation within the organisational settings is defined by industrial
relations. Industrial relations emerge directly or indirectly from management-

trade union relationships.

Different scholars have expressed their different views on the scope of industrial

relations. According to Dale Yoder, “Industrial relations incorporate policies related to

recruitment, selection, training of workers, personnel management, and collective

bargaining.”
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According to the International Labour Organisation (ILO), industrial relations deals with
relationships between either state and employers and workers organisations or the

relationship between the occupation organisation themselves.

According to Richard A Lester, the scope of industrial relations is no longer limited only
to trade unions and industrial management, rather it includes all aspects of labour such
as wages, productivity, social security, management, and employee policies. Trade

Union policies also form part of it.

In @ modern organisation, the industrial relations functions are performed by the
Industrial Relations Department. This function is performed under the
supervision of the Director of the Industrial Relations department. In the
performance of this function, support is rendered by different managers and
subordinates. Different important functions performed by workers of the

industrial relation department includes:

« Management of policies and programs of industrial relations.

« Public Relation

o Labour Relation

« Recruitment, Selection, and Placement of labourers.

e To provide medical and health-related services.

« To maintain employment records of the employees.

« Provision of recruitment test, ability test, skill test, and intelligence test.
« Provision of training and education program

Objectives of Industrial Relation

Following are the different objectives of industrial relation.
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To establish industrial peace.

To safeguard the interests of both workers and management.

To avoid industrial disputes.

To raise the production capacity.

To establish industrial democracy.

To minimise the labour turnover rate and absenteeism.

To safeguard the workers economic and social interests.

To contribute to the economic development of the country through productivity.
To establish a full employment situation.

To minimise strikes, lockout, Heroes, etc., by providing good working conditions
and fair wages to the workers.

Types of Industrial Relations

Industrial relations can be categorised based on various factors such as the
relationship dynamics, the type of interaction, and the level at which the

interactions take place. Here are the primary types of industrial relations:

Individual Industrial Relations: This type focuses on the relationship between
individual employees and employers. It deals with hiring, job responsibilities,

compensation, and grievance redressal at an individual level.

Collective Industrial Relations: In collective industrial relations, the
relationship is between employer organisations and trade unions or groups of
employees. It includes collective bargaining, where the union negotiates terms
on behalf of its members regarding wages, working conditions, and other

employment terms.
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« Directive Industrial Relations: These relations are governed by rules and
regulations set by the government, such as labour laws and labour policies. The
government plays a significant role in ensuring that industrial disputes are

resolved fairly and that workers' rights are protected.

4.20. ROLE OF STATE IN INDUSTRIAL RELATIONS

Industrial relations in India encompass the interactions of employers, employees, trade
unions, and the government. The state significantly contributes to maintaining

harmony in industrial relations via many policies, regulations, and processes.

Regulatory Function

The government governs industrial relations through the enactment and
enforcement of labour laws that safeguard workers' rights and foster industrial
harmony. Essential legislations such as the “Industrial Disputes Act, 1947”, the
“Trade Unions Act, 1926”, and the “Factories Act, 1948” regulate dispute
settlement, trade union acknowledgement, and labour conditions. The state
guarantees adherence to labour rules by both businesses and employees to

sustain an equitable work environment.

Role of the Facilitator

The government fosters industrial growth by promoting collective bargaining,
skill development, and worker welfare. Initiatives such as ‘Make in India’ and
‘Skill India’ seek to establish a favourable environment for industrial
advancement. Furthermore, labour welfare committees are instituted to
protect workers' rights, while digital platforms like as the ‘Shram Suvidha

Portal’ promote transparency in labour administration.
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Function of the Mediator

In instances of industrial disputes, the state serves as a mediator by offering
conflict resolution processes like conciliation, arbitration, and adjudication.
Government-appointed labour officials facilitate negotiations between
employers and employees to avert strikes and lockouts. If mediation is
unsuccessful, disagreements are sent to Industrial Tribunals and Courts for
adjudication. Boards of Arbitration facilitate the voluntary resolution of conflicts

to maintain industrial harmony.

Employer Responsibilities

The government is a major employer in India, particularly in public sector
organisations (PSUs) including Railways, Banking, ONGC, BHEL, and SAIL. In
certain sectors, the state not only guarantees equitable industrial relations but
also exemplifies the implementation of labour welfare programs for private

firms.

Reformation and Modernisation

India has streamlined labour compliance and enhanced industrial efficiency by
consolidating 29 labour laws into four labour codes that address pay, social
security, occupational safety, and industrial relations. Digital efforts enhance

labour management, guaranteeing openness and speed in resolving disputes.

The state assumes a multifaceted role in industrial relations by serving as a
regulator, facilitator, mediator, and employer. Its initiatives seek to harmonise
labour rights with industrial advancement, guaranteeing a stable and

progressive work environment for both companies and employees.
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What is the Importance of Industrial Relations?

« Promotes Democracy: Industrial relations means employing collective
bargaining to resolve issues faced by workers. This collective bargaining is
generally employed through cooperation and mutual agreement amongst all the
affected parties, i.e., democracy, management, and employees unions. This
enables an organisation to establish industrial democracy, which eventually
motivates the workers to perform their best to the growth and prosperity of the

organisation.

« High Morale: Good industrial relations enhance the morale of the employees

and motivate the workers to work more efficiently.

« Avoid Conflicts Between Management and Union: Industrial relations
minimise issues between unions and management. This is because industrial
relations incorporate setting up machinery to resolve issues faced by
management and employees through mutual agreement to which both these
parties are bound. This results in ignoring any unfair practices that could lead

to major conflicts between employers and trade unions.

« Minimises Wastage: Satisfactory Industrial relations are maintained on the
basis of co-operation and recognition of each other in the department. It helps

to minimise wastage of material, manpower, and costs.

e Economic Growth and Development: Good and harmonious industrial
relations result in increased efficiency and hence prosperity, which in turn
minimise turnover and other tangible benefits to the organisation. This

promotes economic growth and development.

Functions of Industrial Relations

Periyar University — CDOE| Self-Learning Material



CDOE - 0ODL M.A - SEMESTER II Labour Economics

The important functions of industrial relations are:

« To establish communication between workers and management to maintain the

sound relationship between the two.

o To establish support between managers and employees.

« To ensure the creative contribution of trade unions to avoid industrial conflicts.

« To safeguard the interests of workers and the management,

e To avoid an unhealthy and unethical atmosphere in an industry.

o To formulate such considerations that may promote understanding, creativity,

and cooperativeness to enhance industrial productivity.

« To ensure better workers’ participation.

Factors Affecting Industrial Relations

Industrial relations are influenced by a variety of factors that impact the
relationship between employers, employees, and trade unions. Key factors

include:

1. Economic Conditions: Economic stability or instability can influence wage

negotiations, job security, and employment conditions.

2. Government Policies: Laws and regulations, including labour laws, social

security, and minimum wage policies, shape industrial relations.
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3. Technology and Automation: The introduction of new technologies can lead

to job displacement or changes in work roles, affecting employee satisfaction

and relations.

4. Union Strength and Influence: The presence and power of labour unions

impact negotiations and conflict resolution between workers and employers.

5. Management Style: A company’s approach to management, whether

authoritarian or participative, influences employee morale and industrial

relations.

6. Social and Cultural Factors: Societal values, traditions, and cultural attitudes

4.21.

towards labour can influence industrial relations in different regions.

To conclude, industrial relation, also known as an employment relationship, is
the versatile academic field that studies the employment relation, i.e. the
complex interaction between employer and employees, labour/trade union, and
employer organisation and state. Also, it is observed that a good industrial
relation increases the efficiency of workers and eventually increases the

productivity of an organisation.

SUMMARY

Industrial relations machinery ensures harmony between employers and
employees, improving productivity, protecting workers' rights, and ensuring legal

compliance.

Preventive methods focus on avoiding disputes through strong labor policies,
collective bargaining, grievance handling, worker participation, welfare measures,

and ethical practices.
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Curative methods resolve conflicts through conciliation, mediation, arbitration,
adjudication, voluntary negotiation, and workplace conflict resolution
programs.This system promotes industrial peace and social justice while

preventing disruptions.

Collective bargaining is a negotiation process between employers and
employees, often represented by a union, to determine wages, benefits, and
working conditions. The goal is to reach a mutually agreed-upon contract known
as a collective bargaining agreement (CBA). Key elements include
representation, negotiation, agreement, mediation, arbitration, and a legal
framework governed by labour laws. Types of collective bargaining include
distributive, integrative, concessionary, and productivity bargaining. Advantages
include improved wages, job security, clear grievance procedures, and better
workplace conditions.

Arbitration and adjudication are two dispute resolution methods commonly
used in legal, commercial, and construction settings. Arbitration is a private
process where parties agree to submit their dispute to a neutral third party, often
included in contracts. It is voluntary, less formal, confidential, and has limited
appeal rights. Common uses include commercial disputes, employment conflicts,
international business disputes, and construction contracts. Adjudication is a
quicker, statutory process used in the construction industry to temporarily resolve
disputes until a final resolution. It is legally mandated in some countries and
typically takes 28 days to complete. The process is less formal and often involves
document-based submissions. The key differences between the two methods
include nature, binding decisions, timeframe, confidentiality, and appeal

processes.

Industrial democracy is a system where workers participate in decision-making
processes within a company or organization, allowing them to have a say in

workplace policies, wages, conditions, and business direction. Key features
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include worker participation, collective bargaining, work councils, co-
determination, and profit-sharing and ownership. Forms of industrial democracy
include direct democracy, representative democracy, and cooperative
management. Benefits include increased job satisfaction, improved
communication, fairer wages, and enhanced innovation. Challenges include
resistance from traditional management structures, potential inefficiencies, and

conflicts between profit motives and worker interests.

Workers' Participation in Management (WPM) is a strategy that involves
employees in decision-making processes within an organization, aiming to
improve productivity, enhance industrial relations, boost morale and job
satisfaction, promote a democratic work culture, and reduce resistance to change.
WPM can be categorized into informative, consultative, associative,
administrative, and decisive participation. Methods include works committees,
joint management councils, collective bargaining, co-ownership, and quality
circles. However, challenges in implementing WPM include resistance from
management, lack of awareness and training, trade union conflicts, bureaucratic

obstacles, and rigid organizational structures.

The state plays a crucial role in industrial relations, enacting labour laws such
as the Industrial Disputes Act, Minimum Wages Act, and Trade Unions Act. It
enforces these laws, acts as a mediator and arbitrator in disputes, promotes social
dialogue, and provides welfare and social security. The state also acts as an
employer, setting standards for private sector employers and formulating
industrial policies that impact employment, wages, and labour rights. This
balances industrial growth with labour rights, ensuring sustainable economic

development.

Glossary
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1.

Industrial Relations — The relationship between employers, employees, trade

unions, and the government in an industrial setting.

Industrial Relations Machinery — A system of laws, institutions, and
processes designed to manage employer-employee relationships and resolve

disputes.

Collective Bargaining — A negotiation process between employers and trade

unions to determine wages, working conditions, and employment terms.

Labour Laws — Legal frameworks governing industrial relations, ensuring

workers' rights and employer responsibilities.

Trade Union — An organization formed by workers to protect their rights and

negotiate better wages and conditions.

Works Committee — A joint employer-employee committee that discusses

workplace issues and promotes cooperation.

Grievance Redressal Mechanism — A structured process for addressing

employee complaints and disputes within an organization.

10.Preventive Measures — Strategies aimed at avoiding industrial disputes before

they arise.

11.Code of Discipline — A set of voluntary guidelines followed by employers and

workers to maintain industrial harmony.

12.Standing Orders — Written rules defining employment conditions, duties, and

discipline within an organization.
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13.Participative Management — A system where employees are actively involved

in decision-making.

19.Curative Measures — Dispute resolution methods used after conflicts have

arisen in the workplace.

20.Conciliation — A voluntary dispute resolution method where a neutral third party

helps employers and employees reach a settlement.

21.Mediation — A process where a mediator suggests solutions to resolve disputes

but does not impose a decision.

22. Arbitration — A semi-judicial method where an arbitrator hears both sides and

gives a binding decision.

23.Adjudication — A formal legal process where labour courts or tribunals resolve

industrial disputes.

24.Industrial Tribunal — A government-appointed body that settles disputes

between workers and employers.

25.Compulsory Arbitration — A situation where the government forces both

parties to accept arbitration to prevent disruptions.

26.Lockout — A situation where an employer temporarily shuts down work to

pressure employees during a dispute.

27.Strike — A collective action by employees refusing to work due to disputes over

wages, working conditions, or policies.

28.Court Intervention — When legal authorities resolve disputes through labour

courts or higher judicial systems.
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29.Industrial Democracy — A system where workers participate in management

decisions and organizational governance.

30.Worker Participation in Management (WPM) — A process where employees

contribute to company decisions on policies and operations.

Question

1. What is the importance of industrial relations machinery in maintaining
workplace harmony?

How does industrial relations machinery help in preventing industrial disputes?
What are the key components of an effective industrial relations system?
What role does the government play in industrial relations machinery?

How do trade unions contribute to industrial relations?

What are the major preventive methods used to avoid industrial disputes?
What is industrial democracy, and why is it important?

What is collective bargaining, and why is it important in labour relations?

© © N o o k& 0N

What are the key principles of effective collective bargaining?

10.How does collective bargaining differ from individual wage negotiations?

11.What are the different types of collective bargaining agreements?

12.What is the historical background of collective bargaining in your country?

13.What laws govern collective bargaining in your country?

14.What are the key differences between arbitration and adjudication?

15.1n what types of disputes is arbitration commonly used?

16.What are the advantages and disadvantages of arbitration compared to
litigation?

17.How does adjudication function in dispute resolution?

18.What legal principles govern arbitration and adjudication

19.What are the essential elements of a valid arbitration agreement?

20.What are the key stages in the adjudication process?

21.How does adjudication help in resolving construction disputes?
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22.What is Workers’ Participation in Management (WPM)?

23.What are the different levels of WPM in an organization?

24.Why is workers’ participation in management important?

25.What are the advantages and disadvantages of WPM?

26.How does the state manage industrial relations in public sector enterprises?

27.What challenges does the government face in handling labour relations in state-
owned industries?

28.What role do government-appointed labour courts and tribunals play in
resolving industrial conflicts?

29.In what situations does the state act as an arbitrator in industrial disputes?

30.What social security benefits does the state provide to workers?

Reference

e "Labour Economics" — George J. Borjas (McGraw-Hill)
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e "Labor Economics: Theory, Institutions, and Public Policy" — Ronald G.
Ehrenberg & Robert S. Smith
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UNIT 5

SOCIAL SECURITY CONCEPTS AND EVOLUTION

INTRODUCTION

India has always had a Joint Family system that took care of the social security
needs of all the members provided it had access/ownership of material assets like
land. In keeping with its cultural traditions, family members and relatives have always
discharged a sense of shared responsibility towards one another. To the extent that
the family has resources to draw upon, this is often the best relief for the special needs
and care required by the aged and those in poor health. However with increasing
migration, urbanization and demographic changes there has been a decrease in large
family units. This is where the formal system of social security gains importance.
However, information and awareness are the vital factors in widening the coverage of
Social Security schemes. Social Security Benefits in India are Need-based i.e. the
component of social assistance is more important in the publicly-managed schemes-
In the Indian context, Social Security is a comprehensive approach designed to
prevent deprivation, assure the individual of a basic minimum income for himself and
his dependents and to protect the individual from any uncertainties. The State bears
the primary responsibility for developing appropriate system for providing protection
and assistance to its workforce. Social Security is increasingly viewed as an integral
part of the development process. It helps to create a more positive attitude to the
challenge of globalization and the consequent structural and technological changes.
LEARNING OBJECTIVES

e To enable the students to understand the concept of social security

e To know the evolution of social security
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e Understanding the differences between social assistance programs and social
insurance schemes

e Developing the ability to critically assess and appraise state policies related to
social security

e Enhancing problem-solving skills by addressing special problems such as child
labour, discrimination, and bonded labourers

e Acquiring insights into labour market reforms, exit policies, safety requirements,

and the impact of globalization on labour markets.

SECTIONS:

5.1 Concept of Social Security

5.2 Social Security Evolution in India

5.3. Social Assistance and Insurance

5.4. Review and Appraisal of State Policies
5.5. Appraisal of Policies

5.6. Recommendations for Improvement

5.7. Special Problems

5.8. Child Labour

5.9. Discrimination

5.10. Government Measures to Address Discrimination
5.11. Bonded Labourers

5.12. Labour Market Reforms

5.13. Exit Policy

5.14. Safety Requirements

5.15. National Commission on Labour (1969)
5.16. Globalization and Labour Markets
5.17. Mobility of Labour

5.1 CONCEPT OF SOCIAL SECURITY
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Social security as a concept is very wide and it is indispensable in any
developing economy more essentially when it is a welfare state. By the very fact that
it strikes at the root of poverty, unemployment etc., its scope and application is
widened. The idea of social security is broad and crucial in emerging economies,
particularly in welfare states. Its scope and applicability are expanded simply because
it targets the underlying causes of unemployment, poverty, and other issues.

In order to appreciate fully the meaning of social security various definitions may be
examined: -
According to Sir William Beveridge: -

“The security of income to take the place of earnings when they are
interrupted by unemployment sickness accident to provide for retirement through are
to provide against loss of support by the death of another person and to meet
exceptional expenditure those connected with birth, death and marriage. Primarily
social security means income should be associated with treatment design to bring
the interruption of earnings to an end as soon as possible”.

ILO has defined social security as:-

“The security that society furnishes appropriate organisation against certain risks to
which its members are exposed. These risks are essentially contingencies against
which the individual of small means cannot effectively provide by his own ability or
foresight alone or even in private combination with fellows *.

In India the National Commission on Labour has endorsed the ILO definition
of Social Security and observed ;“Social Security envisages that the members of a
community should be protected by collective action against social risks causing
undue hardship and privatization to individuals whose prime resource can seldom be
adequate to meet that”.

The first American Conference on Social Security in 1942 held each Country must
create, conserve and build up the intellectual, moral and physical vigour of its active
generation prepare the way for its future generations and support the generation
which has been discharged from productive life. The social security is a genuine and

rational economy of human resources and values. ILO Social Security (minimum
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standard) convention defines Social Security as the result achieved by a
comprehensive and successful series of measures for protecting the public or a large
section of it from economic distress that in the absence of such measures would be
caused by the stoppage of earning in sickness, unemployment old age and after
death; for making available to that same public medical care as needed and for
subsidizing families bringing of young children.

Crowther envisages the contents of social security as the citizen of a democracy
should be guaranteed as of right enough food to maintain his health. He should be
assured minimum standard of shelter clothing and fuel. He should be given full and
equal opportunity of education. He should have leisure and facilities for enjoying it.
He should be secured against risk of unemployment, ill health and old age. Above all
the presence of children should not be allowed to bring with it miseries for the

parents’ deprivation for the children and poverty for all.

5.2 SOCIAL SECURITY EVOLUTION IN INDIA:

In India, social security concepts have evolved from a traditional system of support
within joint families and caste systems to a comprehensive legislative framework
covering aspects like old age pensions, maternity benefits, health insurance, and
unemployment assistance, primarily focused on the organized workforce through
acts like the Employees' State Insurance Act (ESI) and the Maternity Benefit Act, with
recent efforts to expand coverage to the unorganized sector as well; the concept of
social security is enshrined within the Directive Principles of State Policy in the
Indian Constitution, signifying its importance as a welfare measure.

« Early System:
Traditionally, joint families and caste systems provided a basic form of social security
by offering support to members facing hardship like iliness or old age, although this
was not a structured system with defined laws or regulations.

o Industrialization and First Legislation:
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With the onset of industrialization, the need for formal social security measures
arose, leading to the enactment of the Workmen's Compensation Act in 1923, which
provided compensation for work-related injuries.
e Post-Independence Development:
Following India's independence, the Employees' State Insurance Act (ESI) of 1948
was a significant milestone, introducing health insurance and sickness benefits for
industrial workers.
« Key Acts and Coverage:
« Employees' Provident Fund Act (EPF): Provides retirement savings
for organized sector employees.
o Maternity Benefit Act: Ensures paid maternity leave for women in the
organized sector.
« Payment of Gratuity Act: Offers gratuity payments to employees
upon completion of service.
o Challenges and Expansion:
« Informal Sector: A major challenge lies in extending social security
coverage to the vast unorganized workforce.
« Recent Initiatives: The "Code on Social Security, 2020" aims to unify
and expand social security schemes, covering a wider range of

contingencies and populations.

5.3. SOCIAL ASSISTANCE AND INSURANCE

Social security is a very comprehensive term. The two important means of
providing social security are social insurance and social assistance. Thus, it may be
called to be the two faces of the same coin. Both of these are part of a social security
system.

Social insurance
Social Insurance is one of the devices to prevent individual from falling to the

death of poverty, misery and to help him in times of emergencies. Insurance involves
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the setting aside of some money in order to provide compensation against loss
resulting from a particular emergency. Thus, social insurance is a co-operative
device which aims at granting adequate benefits to the insured on the compulsory
basis in time of unemployment, sickness and other emergencies. Sir William
Beveridge has defined social insurance as giving in returns for contribution benefits
up to substance level as of right and without means test so that individual may build
freely upon it. Thus social insurance implies both that it is compulsory and that men
stand together with their fellows.
This is based on the principles of compulsory mutual aid. The principal elements of
social insurance are:
i) Social insurance is financed by contributions which are normally shared between
employers and workers, with perhaps, state participation in the form of a
supplementary contribution or other subsidy from the general revenue.
ii) Participation is compulsory with few exceptions.
iii) Contributions are accumulated in special funds out of which benefits are paid.
iv) Surplus funds not needed to pay, current benefits are invested to earn further
income.
v) A person’s right to benefit is secured by his contribution record without any test of
need or means.
vi) The contribution and benéefit rates are often related to what the person is or has
been earning.
Social assistance

Social assistance refers to the assistance rendered by the society to the poor
and needy persons voluntarily without placing any obligation on them to make any
contribution to be entitled to relief such as workmen’s compensation, maternity
benefit and old age pension etc. Thus, one may say that a social assistance scheme
provides benefits for persons of small means granted as of right in amount sufficient
to meet a minimum standard of need and financed from taxation.

Social assistance represents the unilateral obligations of the community

towards its dependant group. It is provided by the society or the government to the
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poor and needy individual. The principal feature of social assistance are (1) the
whole cost of the Programme is met by the State and local units of Government (2)
benefits are paid as of legal right in prescribed categories of need (3) in assessing
need, a person’s other income and resources are taken into account certain
resources such as a reasonable level of personal savings are disregarded and (4)
the benefit grant is designed to bring a person’s total income upto a community
determined maximum taking into account other factors such as family size and
unavoidable fixed obligations such as rent grants are not related to applicant’s
previous earnings or customary standard of living. The difference between social
insurance and social assistance are as follows:
a) Social assistance is purely a government affair while social insurance is partly
financed by the State.
b) Social assistance is given gratis while social insurance is granted to those
persons who pay a contribution.
c) Besides, a social insurance does not insist upon a means test upon a means test
and benefits are granted without it.
Social Insurance and Commercial Insurance

Social insurance is fundamentally different from commercial Insurance. The
inspiring motive of social insurance is the maintenance of minimum standard of living
whereas there exists no such motive in case of Commercial Insurance. Moreover,
while commercial insurance provides against an individual’s risk only, Social
Insurance is undertaken to meet a chain of contingencies of diverse nature and
intensity. Besides, in social insurance the benefits received by the beneficiaries are
usually much larger than the contribution they are required to pay towards the fund
for the purpose whereas in Commercial Insurance, the policy benefits are according
to premium paid. The social insurance is generally compulsory while commercial

insurance is necessarily voluntary.

Significance of Social Security
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Social security is present understood as one of the dynamic concept of
modern age which is influencing social as well as economic policy. As the nuclear
missile is the most effective weapon of war, so also social security is the most
effective weapon of peace. It is the security that the state furnishes against the risks
which as individual of small means cannot stand up by himself or even in private
combination with his fellows. It originally signifies the measures during the period
when wage earning capacity of a worker is adversely affected during sickness
industrially disability, unemployment or old age. In the life of a man there are two
stages of dependency i.e., childhood and old age.

In the intervening period of adult life there are likely to occur spells during
which he cannot earn a living. The social security system aims to help individuals in
such time of dependency. In the circumstances in all advanced countries of the world
it is now considered as an indispensable chapter of all national Programme to strike
at the root of poverty, unemployment and disease.

The need of social security acquires a further importance in countries like
India, where in view of the transition taking place traditional values associated with
small communities’ joint family and security mechanism in-built in these social
institutions, social structure and social organizations which used to provide security
for the needy is gradually vanishing. Besides the countries of Asian Pacific region
including India faces problem such as: -

* High density of population as compared to that obtaining in western countries.

» An average of 2 percent rate of growth of population.

5.4. REVIEW AND APPRAISAL OF STATE POLICIES

In India, the social security system is primarily driven by a combination of
state policies, legislative frameworks, and schemes aimed at providing financial
protection and welfare to citizens. Social security in India covers areas such as old-

age pensions, health care, maternity benefits, unemployment allowances, and
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worker welfare. Below is an overview and appraisal of state policies regarding social
security:
Review of State Policies on Social Security

1. Legal Framework and Constitutional Mandate:

o Directive Principles of State Policy (DPSP): The Indian Constitution
under Articles 38, 39, 41, 42, and 43 directs the State to secure social
security and ensure the welfare of the working population and the
marginalized.

o Social Security Codes: The Code on Social Security, 2020
consolidates and rationalizes nine existing laws related to employee
benefits, such as the Employees’ Provident Fund (EPF), Employees’
State Insurance (ESI), gratuity, and maternity benefits.

2. Key Schemes and Policies:

o Central-Level Schemes:

= National Social Assistance Programme (NSAP): Provides
pensions and financial support to the elderly, widows, and
differently-abled individuals below the poverty line.

= Atal Pension Yojana (APY): Aimed at informal workers to
ensure income security in old age.

=  Pradhan Mantri Shram Yogi Maandhan (PM-SYM): Pension
scheme for unorganized workers earning below 315,000 per
month.

o State-Level Initiatives:

» States like Kerala, Tamil Nadu, and Maharashtra have
implemented additional pension schemes, free health care, and
welfare programs for unorganized workers and senior citizens.

= For example, Kerala’s Social Security Mission includes
comprehensive programs targeting the elderly, differently-abled,
and destitute.

3. Social Security for Workers:
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Formal Sector:
= Employees in the formal sector benefit from schemes such as
EPF and ESI.
Unorganized Sector:
= The unorganized sector, which constitutes nearly 90% of India’s
workforce, faces significant gaps in coverage. Government
schemes like PM-SYM and e-Shram Portal aim to bridge this
gap.
Migrant Workers: Initiatives like the Inter-State Migrant Workmen Act
and the registration drive under the e-Shram portal address issues

faced by migrant workers.

4. Health and Maternity Benefits:

o

Ayushman Bharat-Pradhan Mantri Jan Arogya Yojana (PM-JAY):
Provides health insurance coverage of 5 lakh per family annually for
hospitalization.

Maternity Benefit Act, 1961: Ensures paid maternity leave for women
in the organized sector and benefits under schemes like Pradhan

Mantri Matru Vandana Yojana (PMMVY) for informal workers.

5.5. APPRAISAL OF POLICIES
1. Strengths:

@)

Comprehensive Coverage: The Code on Social Security, 2020 aims
to streamline and simplify various labour laws into one framework.
Targeted Welfare Schemes: Programs like NSAP and PM-JAY
effectively address specific groups, including the elderly, women, and
the poor.

Increased Focus on Technology: Initiatives like the e-Shram Portal
and direct benefit transfers (DBTs) have improved accessibility and

transparency.

2. Challenges:
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o Fragmentation: While policies exist, coordination between central and
state governments remains a challenge.

Coverage Gaps: A large proportion of the unorganized workforce and

o

rural population remains outside formal social security frameworks.

o Implementation Issues: Bureaucratic hurdles, lack of awareness, and
inefficient grievance redressal mechanisms hinder effective delivery.

o Limited Financial Allocation: Social security programs often face
funding constraints, affecting their outreach and efficiency.

. State-Level Disparities:

o States with better administrative capacities, such as Kerala and Tamil
Nadu, provide robust social security measures, while others lag due to

resource and governance constraints.

. Urban vs Rural Divide:

o Social security policies often cater better to urban populations due to
the concentration of formal sector workers and healthcare facilities,

leaving rural areas underserved.

5.6. RECOMMENDATIONS FOR IMPROVEMENT

. Expanding Coverage:

o Include more informal workers under social security programs by
strengthening the e-Shram platform and promoting enrolment in
schemes like PM-SYM.

. Financial Sustainability:

o Increase budgetary allocations and explore public-private partnerships
to finance social security initiatives.

. Improved Governance:

o Enhance coordination between central and state governments for

seamless implementation and monitoring of schemes.
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o Build robust grievance redressal mechanisms to address issues
effectively.
4. Awareness Campaigns:
o Increase awareness about existing social security benefits through
mass media, local governance bodies, and NGOs.
5. Special Focus on Vulnerable Groups:
o Tailor policies for women, migrant workers, and people with disabilities
to address their unique needs effectively.
India’s social security policies have made significant strides in creating a framework
for welfare and protection. However, addressing systemic gaps and disparities is

crucial for ensuring inclusive growth and equitable access to social security benefits.

5.7. SPECIAL PROBLEMS

Social security in India faces several challenges due to its vast population, economic
disparities, and the informal nature of the workforce. Some of the major problems
include:
1. Limited Coverage
o Asignificant portion of India's workforce is in the informal sector (around
90%), with little or no access to social security benefits.
« Many self-employed, agricultural, and gig workers remain outside the formal
social security net.
2. Fragmented Social Security System
o India has multiple schemes managed by different government agencies
(EPFO, ESIC, PM-JAY, PM-SYM, etc.), leading to overlaps and inefficiencies.
« Lack of coordination between central and state governments further
complicates implementation.
3. Inadequate Pension System
e The pension system is not well developed, especially for workers in the

informal sector.
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e Pradhan Mantri Shram Yogi Maandhan (PMSYM) and other schemes have
low participation rates due to lack of awareness and financial constraints.
4. Low Awareness and Accessibility
e Many workers, especially in rural areas, are unaware of their social security
rights and available schemes.
« Digital literacy and documentation requirements act as barriers to access.
5. Underfunding and Financial Sustainability
e Many social security schemes suffer from budgetary constraints, making them
financially unsustainable in the long run.
« High fiscal burden limits the government's ability to expand coverage and
benefits.
6. Inefficiencies and Corruption
« Leakage of funds, bureaucratic delays, and corruption in implementation
weaken the effectiveness of social security programs.
o Beneficiaries often face delays in receiving benefits due to red tape.
7. Lack of Universal Healthcare Coverage
« Although schemes like Ayushman Bharat aim to provide healthcare benefits, a
large section of the population still lacks affordable and quality healthcare.
o Private healthcare costs are high, making treatment inaccessible to the poor.
8. Gig and Platform Workers’ Exclusion
« The rise of gig economy workers (like those working for Swiggy, Zomato,
Uber, etc.) has exposed gaps in the current social security framework.
e The Code on Social Security, 2020 aims to address this but is still in the early

stages of implementation.

5.8. CHILD LABOUR

Child Labour and Social Security in India

Child labour is a significant social issue in India, where millions of children are

engaged in work instead of attending school. To combat this, the government has
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implemented various legal frameworks and social security measures aimed at
preventing child exploitation and ensuring their well-being.

Legal Framework Against Child Labour

India has a strong legal framework to prohibit and regulate child labour. The Child
Labour (Prohibition and Regulation) Act, 1986 (Amended in 2016) bans the
employment of children below 14 years in any occupation, except in family
enterprises that are non-hazardous. It also prohibits adolescents (14-18 years) from
working in hazardous industries. Similarly, the Right to Education (RTE) Act, 2009
ensures free and compulsory education for children aged 6-14, preventing child
labour by keeping them in school. The Juvenile Justice (Care and Protection) Act,
2015 treats child labour as a form of exploitation and provides mechanisms for the
rescue, rehabilitation, and punishment of violators. Additionally, laws such as the
Factories Act, 1948, The Mines Act, 1952, and The Bonded Labour System
(Abolition) Act, 1976 prohibit the employment of children in factories, mines, and
forced labour, further safeguarding children’s rights.

Social Security Measures to Prevent Child Labour

To tackle child labour effectively, the Indian government has introduced several
social security schemes that provide financial and educational support. The National
Child Labour Project (NCLP) focuses on rehabilitating rescued child labourers by
offering them education and vocational training. The Mid-Day Meal Scheme plays a
crucial role in encouraging school attendance by providing free meals, reducing the
economic burden on families. The Integrated Child Development Services (ICDS)
program offers early childhood care, nutrition, and education, helping prevent child
labour at an early stage. Additionally, schemes like the Mahatma Gandhi National
Rural Employment Guarantee Act (MGNREGA) provide employment opportunities to
adults, reducing the dependency on child labour for family income. Programs such
as Balika Samriddhi Yojana and Beti Bachao Beti Padhao promote education and
financial security for girls, ensuring they stay in school. The Pradhan Mantri Matru
Vandana Yojana (PMMVY) supports pregnant and lactating mothers, indirectly

helping prevent child labour by offering financial aid.

Periyar University — CDOE| Self-Learning Material



CDOE - 0ODL M.A - SEMESTER II Labour Economics

Challenges and Gaps

Despite stringent laws and welfare programs, enforcement remains a major
challenge, particularly in the informal sector. Poverty and lack of awareness force
many families to push their children into labour. The demand for cheap labour in
industries such as textiles, agriculture, and domestic work continues to thrive,
making it difficult to eradicate child labour completely. Moreover, children are still
found working in hazardous conditions despite existing prohibitions, highlighting the

need for stricter implementation of laws and improved awareness campaigns.

Addressing child labour in India requires a multi-pronged approach that includes
strict enforcement of laws, improved social security measures, and enhanced
awareness among communities. Providing quality education, financial support to
families, and viable employment opportunities for adults are essential steps in
ensuring that children enjoy their right to education and a safe childhood, free from

exploitation.

5.9. DISCRIMINATION
In India, social security discrimination manifests in various ways, primarily
affecting marginalized communities such as Dalits, Adivasis (tribal groups), women,
migrant workers, and informal sector workers. While India has several social security
schemes, access to and implementation of these programs are often unequal due to
systemic biases, bureaucratic inefficiencies, and socio-economic disparities.
Social Security Discrimination in India:
1. Caste-Based Discrimination
« Dalits and Adivasis face systemic exclusion from government welfare
programs despite constitutional safeguards.
e In rural areas, local authorities and dominant caste groups sometimes deny
benefits to marginalized groups or manipulate beneficiary lists.
« Manual scavengers, a profession largely occupied by Dalits, often do not

receive rehabilitation or financial assistance under government schemes.
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2. Gender Discrimination

« Women, especially in rural areas, struggle to access social security benefits
like maternity leave, pensions, and health insurance due to gender bias.

« Many women are employed in the informal sector, where there is little to no
enforcement of labour laws ensuring social security.

o The wage gap and lack of financial independence further limit women'’s ability
to secure benefits.

3. Discrimination Against Migrant Workers

« India's unorganized sector employs a vast number of internal migrants who
often lack access to ration cards, health insurance, or pension schemes in
their place of work.

e Programs like the Public Distribution System (PDS) often exclude migrants
due to domicile-based restrictions.

e During the COVID-19 pandemic, millions of migrant workers were stranded
without wages, food, or state assistance.

4. Exclusion of Informal Sector Workers

« Asignificant portion of India’s workforce (about 90%) is employed in the
informal sector, which lacks proper social security coverage.

e Schemes such as the Employees’ Provident Fund (EPF) and Employees’
State Insurance (ESI) primarily benefit formal sector employees, leaving out
domestic workers, street vendors, and gig workers.

5. Regional Disparities

o States with better governance (such as Kerala and Tamil Nadu) provide more
effective social security measures compared to poorer states like Bihar and
Uttar Pradesh.

e Inrural areas, social security schemes are often marred by corruption, delays,
and nepotism.

6. Disability and Social Security
o Persons with disabilities (PwDs) face barriers in accessing pensions,

healthcare, and employment benefits.
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« Many government offices lack accessibility, preventing PwDs from availing

their rights.

5.10. GOVERNMENT MEASURES TO ADDRESS DISCRIMINATION
e The Mahatma Gandhi National Rural Employment Guarantee Act
(MGNREGA) provides employment but often faces caste and gender-based
discrimination in wage payments.
o The National Social Assistance Programme (NSAP) offers pensions to the
elderly, widows, and disabled persons, but implementation is inconsistent.
e The One Nation One Ration Card (ONORC) scheme aims to improve access
to food for migrant workers.
e The Code on Social Security, 2020 seeks to extend social security to
unorganized sector workers but remains inadequately enforced.
Despite progressive policies, discrimination in social security remains a major issue
in India. Effective implementation, stronger legal enforcement, and awareness
programs are crucial for ensuring equal access to social security benefits for all

citizens.

5.11. BONDED LABOUR

Bonded labour, also known as debt bondage, is a form of forced labour where
a person is compelled to work to repay a debt or obligation. Despite constitutional
and legal prohibitions, bonded labour continues to persist in various forms across
India, often affecting marginalized communities such as Dalits, Adivasis, and
landless agricultural workers. The issue is closely linked to poverty, lack of

education, and inadequate social security measures.

Legal Framework Against Bonded Labour in India
1. Constitutional Provisions

o Article 23: Prohibits forced labour and human trafficking.
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o Article 39(e): Directs the state to ensure that economic necessity does
not force citizens into occupations unsuitable for their age or strength.
2. Bonded Labour System (Abolition) Act, 1976
o Declares the bonded labour system illegal.
o Frees bonded labourers from their debts.
o Imposes penalties for enforcement of bonded labour.
o Provides for rehabilitation of freed bonded labourers.
3. Other Relevant Laws
o Minimum Wages Act, 1948
o Equal Remuneration Act, 1976
o Scheduled Castes and Scheduled Tribes (Prevention of Atrocities) Act,
1989
o Child and Adolescent Labour (Prohibition and Regulation) Act, 1986

Challenges in Eliminating Bonded Labour
e Poor Implementation of Laws: Despite legal provisions, enforcement remains
weak due to lack of awareness and corruption.
e Economic Vulnerability: Many bonded labourers belong to poor households

that have no alternative sources of income.

5.12. LABOUR MARKET REFORMS

Labour market reforms in India have been a key focus area for the government to
improve ease of doing business, boost employment, and enhance worker
protections. The reforms aim to simplify and consolidate India's complex labour laws,
which historically consisted of multiple regulations.

Key Labour Market Reforms in India:

1. Labour Codes (2020)

The most significant reform came with the passage of four labour codes,

consolidating 29 central labour laws into four broad categories:
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o The Code on Wages, 2019: Regulates wages and ensures minimum wages
across sectors.
e The Industrial Relations Code, 2020: Governs employer-employee relations,
strikes, layoffs, and trade unions.
o The Code on Social Security, 2020: Extends benefits like EPF, ESI, and
gratuity to gig and platform workers.
o The Occupational Safety, Health and Working Conditions Code, 2020: Sets
workplace safety norms and welfare provisions.
Status: Though passed by Parliament, the full implementation of these codes has
been delayed due to pending state-level rules.
2. Key Changes in Labour Laws
o Fixed-term employment: Employers can hire workers for a fixed duration with
benefits similar to permanent employees.
« Higher compensation for layoffs: The retrenchment compensation has been
increased from 15 days to 45 days of wages per year of service.
« Flexible working hours: The new rules allow for 12-hour shifts with adequate
rest periods.
« Universal minimum wage: Standardized minimum wages across different
sectors and regions.
o Gig and platform worker benefits: Inclusion of social security for workers in
companies like Ola, Uber, Zomato, etc.
« Single licensing for contractors: Reduces red tape for businesses.
3. Informal Sector and Gig Economy Reforms
o Expansion of social security benefits to informal workers.
o E-Shram portal launched for registration and tracking of unorganized workers.
4. State-Level Reforms
Several states like Gujarat, Uttar Pradesh, and Madhya Pradesh have relaxed labour
laws to attract investment, such as:
« Raising the threshold for layoffs without government approval.

« Reducing the number of compliances for businesses.
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5. Criticism & Challenges
« Job security concerns: Critics argue that higher flexibility in hiring and firing
may weaken worker protections.
o Implementation delays: The delayed rollout of labour codes due to state-level
variations.
o Worker protests: Trade unions oppose reforms that limit workers' ability to
strike.
6. Impact of Labour Reforms
o Business-friendly environment: Simplified compliance improves ease of doing
business.
o Boost to employment: Encourages formalization of jobs and investment in
labour-intensive sectors.
« Worker rights protection: Increased focus on safety, wages, and benefits.
Labour reforms in India are aimed at balancing worker protection and economic
growth. While they have the potential to improve job creation and ease business

operations, proper implementation and addressing workers' concerns remain crucial.

5.13. EXIT POLICY
In the context of social security in India, an exit policy refers to the rules and
regulations governing the withdrawal or termination of benefits under various social
security schemes. It outlines the conditions under which an individual or an
organization can exit from a particular social security scheme or withdraw
accumulated funds.
Key Aspects of Exit Policy in Social Security:
1. Provident Fund (EPF - Employees’ Provident Fund) Exit Policy
o Employees can withdraw their EPF balance upon retirement,
resignation, or unemployment for a specified period.
o Partial withdrawals are allowed for specific needs (e.g., medical
emergencies, home purchase, education).

o Exitis also allowed for those moving abroad permanently.
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2. National Pension System (NPS) Exit Policy
o Exit before 60 years: Allowed with certain conditions (must annuitize
80% of corpus).
o Exit at retirement (after 60): 60% can be withdrawn tax-free, 40% must
be used for an annuity.
o Exit due to critical illness or disability: Special provisions apply.
3. Employee State Insurance (ESI) Exit Policy
o Benefits stop when an employee’s salary exceeds the eligibility limit or
when employment under ESI-covered establishments ends.
4. Atal Pension Yojana (APY) Exit Policy
o Generally, subscribers can exit only at 60 years.
o Early exit is allowed in case of death or terminal illness.
5. Gratuity Exit Policy
o Employees become eligible after completing five years of continuous
service.
o Exit occurs upon resignation, retirement, or death.
Purpose of Exit Policies:
e Ensures smooth transition out of social security schemes.
e Prevents misuse of benefits while allowing legitimate withdrawals.

e Encourages long-term financial security for employees.

5.14. SAFETY REQUIREMENTS
In India, social security safety requirements are primarily governed by various labour
laws and social welfare schemes. These requirements aim to ensure financial and
social protection for workers, particularly those in the organized and unorganized
sectors. Here is some key safety requirements related to social security in India:
1. Employee Provident Fund (EPF)

¢ Regulated by: Employees' Provident Funds and Miscellaneous Provisions Act,

1952.

o Safety Requirements:
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o Mandatory contributions by employees and employers.
o Retirement benefits, pension schemes, and insurance under the
Employees' Deposit Linked Insurance (EDLI) Scheme.
o Online claim settlements for withdrawals and advances.
2. Employees’ State Insurance (ESI)
e Regulated by: Employees’ State Insurance Act, 1948.
o Safety Requirements:
o Medical benefits, disability benefits, and maternity benefits.
o Accident coverage for employees earning up to 321,000 per month.
o Sickness benefits and rehabilitation for insured workers.
3. Maternity Benefit Act, 1961
o Safety Requirements:
o Paid maternity leave (26 weeks for the first two children, 12 weeks for
subsequent births).
o Protection against dismissal during pregnancy.
o Nursing breaks and work-from-home options post-maternity.
4. Payment of Gratuity Act, 1972
o Safety Requirements:
o Gratuity payment upon resignation, retirement, or death after five years
of continuous service.
o Protection of gratuity funds from employer misuse.
5. Code on Social Security, 2020
o Safety Requirements:
o Merges multiple labour laws for better social security coverage.
o Expands benefits to gig and platform workers.
o Mandates digital records for transparency and efficient benefit
distribution.
6. Unorganized Workers’ Social Security Act, 2008

o Safety Requirements:
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o Welfare schemes for unorganized workers, including construction
labourers, domestic workers, and street vendors.
o Provision of life and disability insurance (e.g., Pradhan Mantri
Suraksha Bima Yojana).
o Health and maternity benefits under various government schemes.
7. Occupational Safety, Health, and Working Conditions Code, 2020
o Safety Requirements:
o Workplace safety measures and health protections.
o Insurance and compensation for occupational hazards.
o Regulation of working hours, wages, and welfare facilities.
8. Atal Pension Yojana (APY)
o Retirement pension scheme for unorganized workers.
o Government co-contribution for low-income groups.
9. Pradhan Mantri Shram Yogi Maan-Dhan (PM-SYM)
o Pension scheme for unorganized sector workers earning less than
15,000/month.
o Monthly pension after the age of 60.
10. Workmen’s Compensation Act, 1923
o Compensation for workers injured during employment.
o Financial security for dependents in case of death due to workplace
accidents.
These social security safety requirements are designed to ensure financial stability,
healthcare access, and workplace protections for employees across various sectors

in India.

5.15. NATIONAL COMMISSION ON LABOUR

The National Commission on Labour (NCL) in India has played a significant role in

shaping labour laws and social security policies. Two major commissions—one in
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1969 and the second in 2002—have examined labour conditions and recommended
changes, particularly in the area of social security.

First National Commission on Labour (1969)

The First NCL, chaired by Justice P.B. Gajendragadkar, submitted its report in 1969.
It reviewed labour conditions and laws and emphasized the need for comprehensive
social security measures. Key recommendations related to social security included:

o Expansion of Provident Fund (PF) and Pension Schemes: Suggested
extending the Employees' Provident Fund (EPF) and introducing pension
benefits for workers in unorganized sectors.

« Strengthening Employee State Insurance (ESI): Recommended improving
ESI to provide better health benefits.

e Unemployment Benefits: Proposed unemployment insurance for industrial
workers.

e Minimum Wage and Social Protection: Advocated minimum wages and
protections against exploitation.

Second National Commission on Labour (2002)

The Second NCL, chaired by Ravindra Varma, submitted its report in 2002. It
focused on labour market reforms, simplification of labour laws, and social security
for unorganized workers. Major recommendations related to social security included:

o Comprehensive Social Security Legislation: Suggested integrating existing
schemes like EPF, ESI, and gratuity into a unified social security system.

e Universalization of Social Security: Recommended social security for workers
in the unorganized sector, including health care, old-age pensions, and
maternity benefits.

o Welfare Funds for Unorganized Workers: Proposed setting up sectoral welfare
funds (e.g., for construction, agricultural, and domestic workers).

e Insurance Schemes: Advocated group insurance for workers to cover
accidents, disabilities, and health risks.

« Portable Social Security Benefits: Recommended making benefits portable

across jobs and sectors.
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Impact on Social Security Laws
Following the NCL reports, several laws and schemes were introduced or
strengthened:

1. The Unorganised Workers’ Social Security Act, 2008 — Provided for social

security schemes covering health, maternity, old age, and disability benefits.

2. Code on Social Security, 2020 — Merged multiple laws and expanded

coverage to the gig economy and platform workers.

3. Pradhan Mantri Shram Yogi Maan-Dhan (PMSYM), 2019 — A pension scheme

for informal sector workers.

4. Atal Pension Yojana (APY), 2015 — Focused on providing old-age pensions.
The National Commissions on Labour have played a key role in shaping India's
social security policies by advocating for universal social protection, better
implementation of existing schemes, and reforms in labour laws. Their
recommendations have influenced subsequent labour codes and government

initiatives aimed at improving workers' welfare.

5.16. GLOBALISATION AND LABOUR MARKETS

Globalization has had a profound impact on India's labour market, bringing both
opportunities and challenges. Here’s an overview of how globalization has influenced
different aspects of labour markets in India:
1. Employment Opportunities and Job Creation
e |T and Service Sector Boom: The outsourcing and IT-enabled services (ITES)
industry have grown significantly due to globalization. India has become a
major hub for software development, customer support, and business process
outsourcing (BPO).
e Manufacturing Growth: The "Make in India" initiative and increased foreign
direct investment (FDI) have contributed to industrial expansion, creating jobs

in sectors like automobiles, electronics, and textiles.
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e Gig Economy Expansion: Platforms like Uber, Zomato, and Swiggy have

introduced new work opportunities, particularly in urban areas.
2. Impact on Wages and Working Conditions

o Rising Wage Disparities: High-skilled workers in sectors like IT and finance
have seen wage growth, while low-skilled labour in manufacturing and
agriculture often faces stagnant wages.

e Informalization of Labor: A significant portion of India’s workforce remains in
the informal sector, lacking job security, benefits, and legal protections.

« Exploitation Concerns: Some industries, especially in textiles and
construction, experience poor working conditions, long hours, and low pay.

3. Migration and Urbanization

e Rural-to-Urban Migration: Globalization has driven millions of workers to
migrate from villages to cities in search of better jobs, often leading to
overcrowding and strain on urban infrastructure.

« International Migration: Many skilled professionals, such as engineers and
doctors, migrate abroad for higher salaries and better opportunities.

4. Impact on Agriculture and Traditional Sectors

e Increased Competition: Indian farmers face challenges from cheaper imported
agricultural goods due to trade liberalization.

o Shift in Employment: Many small-scale farmers are moving towards non-
agricultural jobs due to declining profitability in farming.

5. Role of Foreign Direct Investment (FDI)

« Job Creation: FDI in sectors like retail, telecom, and infrastructure has created
employment but also raised concerns about job security, as multinational
companies prioritize automation and efficiency.

o Skill Development Needs: There is a growing demand for a highly skilled
workforce, leading to a push for vocational training and education reforms.

6. Labor Market Reforms
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e Recent Labor Code Reforms: The Indian government has introduced new
labour codes to simplify regulations, improve ease of doing business, and
enhance worker protections.

e Unionization Challenges: Trade unions have weakened due to privatization
and contractual employment, reducing workers' bargaining power.

Globalization has created new opportunities for India's labour market, particularly

in technology and services, but has also intensified inequalities and challenges, such
as informal employment and wage disparities. To maximize the benefits, India needs
stronger labour protections, skill development programs, and policies that promote

inclusive growth.

5.17. MOBILITY OF LABOUR

Reforms to social security and labour mobility are essential components of
India's social and economic advancement. While social security includes measures
meant to shield workers from financial hazards including unemployment, sickness,
and old age, labour mobility refers to the movement of people among industries,
geographical areas, and occupations. These two factors are intimately related in

India, particularly when considering labour market shifts and economic reforms.

1.Indian Labour Mobility

India's labour mobility falls into the following categories:

Workers moving from one state to another or from rural to metropolitan areas in
pursuit of greater employment prospects is known as Geographical Mobility.
Occupational mobility is the ability to change careers or skill levels.

Workers moving from farm to industry and services is known as "sectoral mobility."

2. Difficulties in Labour Mobility -Lack of Skill Development:
Many workers, especially those from rural regions, lack the skills needed to move

into occupations that are formal or pay well. Over 80% of India's workforce works in
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the unorganised sector, which restricts their ability to receive social security

payments.

3. Inter-State Barriers:
Language barriers, domicile restrictions, and lack of benefit portability are some of

the issues that impede seamless labour mobility.

4. Gender Barriers: Social standards, safety concerns, and a lack of childcare

facilities further limit women's mobility.

5. Labour Market Rigidities: Employers may be deterred from recruiting people

from outside their typical networks by complicated labour rules and regulations.

6. Indian Labour Reforms and Social Security- Primary Labour Reforms

To increase social security and worker mobility, the Indian government has
implemented important labour reforms, such as:

1. 2020 Labour Codes — Four employment codes were created by the government
by combining 29 previous labour laws:

Code on Wages, 2019 - Guarantees timely payment and minimum wages.

Hiring and layoff policies are made simpler by the Industrial Relations Code, 2020.
Gig workers and employees in the unorganised sector are now covered by the Social
Security Code of 2020.

Safe working conditions are the main focus of the Occupational Safety, Health and
Working Conditions Code, 2020.

2. The E-Shram Portal is a database that helps unorganised workers access

government programs and give social security benefits.

3. The Atmanirbhar Bharat Rozgar Yojana promotes the creation of jobs by offering

new hiring provident fund (PF) subsidies.
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Portability of Social Security Benefits — Measures have been taken to ensure that
workers can keep their benefits (including Employees' State Insurance and

Employees' Provident Fund) when they move.

Social Security Challenges - Low Coverage: Many workers in the unorganised sector
still do not have access to social security.

Implementation Issues: Inefficiencies and bureaucratic delays plague many
programs.

Awareness Gaps: Many workers are not aware of the benefits that are offered,
particularly in rural regions.

Platform and gig workers: Although they are addressed by legislation, effective

enforcement remains a challenge.

Future Directions - Fortifying Digital Platforms:

Increasing the number of social security programs connected to Aadhaar can
enhance the distribution of benefits.
Improving Skill Development Programs: Programs such as Skill India have to be in
line with the new demands of the business.
Inter-State Collaboration: Labour mobility can be enhanced by lowering domicile
barriers and standardising state-level laws.
Expanding Social Security for Informal Workers: It is imperative to provide universal

social security coverage, especially for gig workers.

Economic growth depends on labour mobility, and worker wellbeing is
ensured in large part through social security reforms. Even though India has made
great progress in improving both, there are still issues with inclusion, awareness, and
execution. For a workforce that is robust and inclusive, it will be essential to

strengthen social protection systems and promote a more flexible labour market.
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5.18. SUMMARY

» A system of governmental policies known as social security is designed to
provide financial and social stability to those who are unable to work because
of their age, health, disability, unemployment, or other social hazards. It has
developed through a number of historical models, such as the Beveridge
Report, the Bismarckian Model, post-World War Il universal social security
programs, globalisation, and modernisation.

» Social Security is a government-funded program providing financial aid to
economically vulnerable individuals, such as food assistance and housing
support. Social Insurance, funded through payroll taxes, offers benefits for
retirement, disability, healthcare, and unemployment.

> In India, the National Pension Scheme, Employees' State Insurance, and the
Social Security Act are essential social security programs. It guarantees the
following: sustainability, administrative effectiveness, sufficiency of benefits,
coverage and inclusiveness for disadvantaged groups, and flexibility in
response to changes in the population and the economy. However, issues
include technological change, economic hardship, the informal sector, and
ageing populations.

» India faces a persistent issue of child labour, despite legal prohibitions and
government interventions. The issue is characterized by poverty, economic
exploitation, lack of education, hazardous working conditions, bonded labour,
child trafficking, gender disparities, weak law enforcement, urban vs. rural
divide, psychological and physical impact, and the role of consumerism and
supply chains. Despite the Child Labour (Prohibition and Regulation) Act,
implementation remains weak, leading to corruption and lack of strict
monitoring. Solutions include strict enforcement of laws against child labour
and trafficking, free and quality education, economic support for poor families,

and public awareness campaigns to discourage child labour practices.
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Addressing these issues requires a comprehensive approach that addresses
the root causes of child labour and promotes a more equitable society.
Discrimination occurs in the labour market when workers with identical
productivity levels are treated differently based on characteristics unrelated to
their job performance, such as gender, race, ethnicity, age, or disability. This
leads to inefficiencies in the labour market and wage disparities.
Discrimination can be theoretical, such as taste-based discrimination,
statistical discrimination, institutional and structural discrimination, and
institutional and structural discrimination. Evidence of labour discrimination
includes gender wage gaps, occupational segregation, hiring and promotion
discrimination, and economic consequences such as efficiency loss, lower
labour market participation, and income inequality. Policies to reduce labour
discrimination include anti-discrimination laws, affirmative action quotas,
transparency in pay and hiring, and diversity and inclusion programs.
Addressing these issues is crucial to ensure equal opportunities and reduce
the economic impact of discrimination on women and women in the labour
market.

Indian labour market reforms aim to improve job creation, industrial
productivity, worker protection, and formalization. The government merged 29
central labour laws into four labour codes, including the Code on Wages,
Industrial Relations Code, Code on Social Security, and Occupational Safety,
Health, and Working Conditions Code. These reforms have positive effects,
but challenges include job security, limited union power, implementation gaps,
and low female workforce participation.

The labour market, influenced by economic conditions, technological
advancements, and industry demand, is a crucial aspect of a country's
economic health. It includes job availability, wage levels, and government
policies. A strong labour market is characterized by low unemployment rates,
fair wages, and high participation. Education and skill development programs

are essential for preparing workers for evolving industry needs.
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» Globalisation has had an enormous impact on labour markets throughout the
world, changing skill requirements, employment trends, pay, and security of
employment. The creation and displacement of jobs, income and wage
inequality, migration and labour mobility, and the function of international
organisations such as the International Labour Organisation (ILO) are
important factors. These groups support anti-exploitation policies, safe
working conditions, and equitable pay. Labour standards are established and
employment markets are impacted by trade agreements and labour
safeguards. Economic catastrophes, like the COVID-19 pandemic and the
2008 recession, draw attention to weaknesses in interrelated labour markets.
Future trends include education and skill development, digital nomadism,
remote employment, and sustainability. In order to solve these issues and
advance a more sustainable and inclusive labour market, the International

Labour Organisation is essential.

GLOSSARY

1. Social Security — A system of public policies designed to provide financial
and social protection to individuals against life risks like old age, disability,
unemployment, and sickness.

2. Social Assistance — A non-contributory welfare program that provides
financial or material support to individuals or families in need. Examples
include food stamps and disability benefits.

3. Social Insurance — A contributory system where workers and employers pay
into a fund that provides benefits in case of unemployment, illness, retirement,
or disability. Examples include pension schemes and health insurance.

4. Child Labour — The employment of children in work that interferes with their
education, health, or personal development. It is often found in hazardous

industries and is regulated by international and national laws.
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5. Discrimination (Labour Market) — The unfair treatment of individuals in
hiring, wages, promotions, or job conditions based on characteristics like
gender, caste, race, disability, or religion.

6. Bonded Labour — A form of forced labour where individuals are compelled to
work to repay a loan or debt, often under exploitative conditions with no fair
wages or freedom to leave.

7. Labour Market Reforms — Policy measures aimed at improving the
efficiency, flexibility, and fairness of the labour market. These may include
wage reforms, deregulation, and skill development initiatives.

8. Exit Policy — A framework that allows businesses to downsize or shut down
operations while managing worker layoffs through measures like severance
pay and voluntary retirement schemes.

9. Minimum Wage — The lowest wage legally permitted for workers, ensuring
fair compensation and preventing exploitation.

10.Forced Labour — Work that is performed involuntarily under the threat of
penalty, often linked to human trafficking, bonded labour, and slavery-like
conditions.

11.Unemployment Insurance — A financial support system that provides
temporary income to individuals who lose their jobs involuntarily.

12.Voluntary Retirement Scheme (VRS) — A mechanism where companies
offer financial incentives for employees to retire early, typically as a way to
reduce workforce size.

13.1LO (International Labour Organization) — A UN agency that sets
international labour standards, promotes workers’ rights, and advocates for
decent working conditions globally.

14.Globalization — The process of increasing interconnectedness and
interdependence among countries through trade, investment, technology, and
cultural exchange.

15.0utsourcing — The practice of hiring external companies or workers from

another country to perform business tasks, often to reduce costs.
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16.Labor Mobility — The ability of workers to move within or between labour
markets, either domestically or internationally, in search of better employment
opportunities.

17.Skilled Workers — Employees with specialized knowledge, education, or
training, such as IT professionals, engineers, and financial analysts.

18.Unskilled Workers — Employees who perform jobs that require minimal
training, such as manual labour or low-wage service roles.

19. Multinational Corporation (MNC) — A company that operates in multiple
countries, often benefiting from globalization by accessing new markets and
lower production costs.

20.Labor Rights — The legal and social protections granted to workers, including
fair wages, safe working conditions, and the right to unionize.

21.Exploitation — The unfair treatment of workers, often involving low pay,
excessive working hours, and poor working conditions, particularly in
developing countries.

22.Informal Employment — Jobs that are not regulated or protected by labour
laws, often lacking benefits such as health insurance, pensions, or job
security.

23. Automation — The use of machines, artificial intelligence, or technology to
perform tasks that were traditionally done by humans, often impacting
employment.

24.Digitalization — The adoption of digital technologies in business and society,
transforming the way people work and interact in the labour market.

25.Economic Shock — A sudden economic event, such as a financial crisis or

pandemic, that disrupts labour markets and employment.
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