IAMR Occasional Paper
1/2014

Why a Jobs Turnaround Despite Slowing Growth?

Santosh Mehrotra
Sharmistha Sinha
Jajati K. Parida
Ankita Gandhi

Institute of Applied Manpower Research
Planning Commission, Government of India
2014




© Planning Commission
First Edition published in 2014

ISBN: 978-93-83133-35-2

All rights reserved . No Part of this publication may be reproduced, stored in a retrieval system,
or transmitted, in any form or by any means, without the prior permission in writing
of Planning Commission

City Office: 53, Lodhi Estate, New Delhi -110 003, India
Campus: Sector A-7 Narela Institutional Area, Delhi-110 040, India



Why a jobsturnaround despite
Slowing growth?

Santosh M ehrotr, Sharmistha Sinha
Jajati K. Parida, Ankita Gandhi

| nstitute of Applied Manpower Research
Planning Commission, Government of India



Dr.Santosh Mehrotra is Director-General, Institute of Applied Manpower Research, Planning Commission
(intherank of Secretary,Governmentofindia).

He has an MAin Economics from the New School for Social Research, New School University, New York
(1981) and Ph.Din Economics from Cambridge (1985).

Dr. Mehrotra has over 30yearso fex perience of work in ginacademia and public systems. Of this 30- year
period, over 10 have been in the Indian public system, including seven years directly in the Government of
India (Planning Commission), and over five years in academia in government-funded research institutions
and university (Jawaharlal Nehru University, NewDelhi, where he was Associate Professorfrom1988-1991).

From 1991t02006, hespent 15 years with two UN agencies-UNICEF and UNDP. He was chief economist of
UNDP's global Human Development Report (2002-05), New York. Healsoled the research programme on
developing countries at UNICEF's global research ingtitute, the Innocenti Research Centre, Florence,
[taly(1999-2002).

In September 2006 he joined as head, Rural Development Division, Planning Commission, when he was
aso Economic Adviser, Socia Sectors. He was thenhead, Development Policy Division, Planning
Commission (till August 2009). During this period he was an author of several chapters in India's 11"Five
Year Plan(2007-2012),and most recently of several chapters in the12" Five Year Plan (including the one on
Skill Development and on Employment). He led the team that wrote the second national Human
Development Report(OxfordUniversityPress,2011).

He was alsoa Parkin Visiting Professorat the Centre for International Development in the Faculty of Social
Sciences, Bath University, UK(2010-13).

Sharmistha Sinhais Deputy Director, Institute of Applied Manpower Research. She is an economist and
gender specialist working on labour and changing employment patterns, gender based discrimination, wage
inequality, poverty and other development issues. She is finishing Ph.Din economics from Jawaharlal
Nehru University, New Delhi.

JajatiK .Parida is Deputy Director, Institute of Applied Manpower Research. He is an economist working
on employment, labour migration, regional development and holds a Ph. Din Economics from the Institute
of Social and Economic Change, Bangalore.

AnkitaGandhi is an economist working on issues of Human Development, Employment and Skills. Sheis
currently engaged with UNDP and working on G20 issues in the Department of Economic Affairs, Ministry
of Finance. Sheis also pursuing aPh.D. in Economics at Jawaharlal Nehru University, New Delhi.




Section

Contents

Introduction

Employment Trendsin India

Jobs: who gained or lost?

Towards an under standing of employment trends since 1993-94

Palicy implications: Sustaining the L ewis-ian transition of workers
into non-agricultural employment

Page No.

13

23



List of Tables

Tablel Size of Labour Force, Workforce (by sectors), Unemployed and
Employment Elasticity of Output, 1994 to 2012

Table 2 Absolute Employment by Principal and Subsidiary Status, Sector wise,
2000to 2012

Table 3 AbsoluteEmployment and Change in Manufacturing, Non-

manufacturing and Service Sectors Employment (PS+SS) in India,

Table4
Table5

Table6

Table7
Table8
Table 9

Table 10
Table 11

Table 12

Figure 1
Figure 2

Figure 3
Figure 4

Bibliography

2000 to 2012

Sector-wise employment by sex and types of employment
Employment and Change in employment during the decade, by sector

and type of employment (PS+SS)

Sector-wise distribution of workers by  organised-unorganised
enterprises and formal-informal employment, 2004-2012 (% figuresin

parentheses)

Number of workers by size of enterprise in Industry and services

sectorsin India

Relationship between Demographic Trends, the Workforce and

Participation in Educational Institutions

Manufacturing Integration and Trade balance (with and without POL

exports)

Capital intensity of output in organized manufacturing
Trends of Rural and Urban Real wages by Occupation in India, 1994-

2012

Percentage Distribution of Factories by Size of Employment (all

sectors)

List of figures

Absolute Changes in employment by gender (million)
Trends of Real wage rates (at 2001-02 prices) in Rural and Urban India

1994-2012

Trends of Merchandise Exports of 1ndia,1996-2013
Employment, Productivity and Working Conditions, by Size of

Enterprises

10

11

13

14

20

21
21

26

16

19
27

30



Executive Summary

The paper identifies key trends in employment over 2000-2012, and attempts an
explanation of the trends.

e Ashift away from agriculture to non-agricultural employment has gained
momentum. Prior to 2004-05, only the share of agriculture in the workforce was
falling (from 60 to 49 percent between 1999-2000 and 2011-12). For the first time in
India’s post-independence economic history, there has been an absolute fall in the
numbers employed in agriculture — by 36.7 million during 2004-05 to 2011-12 —
because the number of non-agricultural jobs is growing.

e Non-agricultural employment grew by 52 million to reach 242.3 million in 2011-12
as against 190 million in 2004-05. While non-agricultural employment grew by 7.5
million per year over 1999-2000 to 2004-5, it also grew by 7.5 mn. pa over 2004-5 and
2001-12. However, the numbers joining the labour force during 2000-2005 was 12
million pa., but fell to 5.5 million between 2004-05 to 2011-12. The result was that
the rate of open unemployment fell.

e Increase in employment in construction sector along with increased infrastructure
investment gave a major boost to total employment attracting agricultural workers,
contributing to a rise in rural wages.  The biggest increase in non-agricultural
employment has been in construction, both rural and urban, from a total of 17
million in 2000 to 50 million in 2011-12, with a doubling in total employment in a
matter of seven years since 2004-05.

e Employment in manufacturing sector increased by 9 million during 2010 to 2012,
even though it had fallen by 3 million between 2005 and 2010. There has been a
recent rise in employment elasticity of manufacturing output, which may well be
sustained, since rural consumption has risen significantly over the last decade.

The paper identifies the factors underlying the trends:

a) It finds that with increasing female education, fall in girl child labour,
mechanization in agriculture, and increase in household income, girls and women
withdrew from the labour force. The withdrawal by women is a major contributor
to employment trends since 2004-05 just as their joining the labour force at a time
of stagnant agriculture (1999-2000 to 2004-05) had been a reason for the apparent
rise in 20 million ‘jobs’ in agriculture in the first half of the decade (when in fact it
was distress employment).

b) Fewer people were available to join the workforce due to rising enrolments in school
and continuing into education, including for boys and men. This trend significantly
intensified after 2004-5, although it had begun earlier.

c) Rise in wages, mechanization in agriculture, and increased investment in
infrastructure and housing were the reasons for the shift of workers away from
agriculture to non-agriculture.

d) The decline in manufacturing employment during 2005-2010 was a result of three
sets of factors: falling demand for manufacturing exports, rising import-intensity of
manufacturing output; and rising wages, with the latter two raising capital intensity.
However, just as manufacturing employment grew by 11 million between 2000
and 2005, it grew again most recently between 2009-10 and 2011-12. In fact,
it grew much more sharply in these two years (by 9 million) than it had between
2000 and 2005.



e) Decline in poverty and rise in consumption, as an outcome of the rise in real
wages, has driven demand for simple consumer goods at the bottom of the pyramid,
driving manufacturing employment in the low-productivity small scale enterprises.

Based on these trends, the paper makes the following policy suggestions to increase non-
agricultural employment.

Fluctuations in total employment in the past decade can in part be attributed to
women joining and withdrawing from the workforce. If women are voluntarily
withdrawing from work to continue their education, policy-makers should be concerned
about providing jobs to these educated girls and women who will join the workforce in
coming years.

e Women often do not have access to quality training, especially in rural areas on
account of very few training centres (ITIs), infrastructure bottlenecks (safe
transportation), and lack of female instructors. Skill development will raise the
possibility of increasing women’s labour force participation.

e Developing specific policies towards developing a supportive care economy and
women friendly/oriented jobs in and around the village/city will help women to join the
labour force.

e Young men too face employability issues that derive from their poor level of skills
and need adequate training.

India has millions of micro-enterprises, and a small number of large enterprises by size of
employment. Thus, there is a missing middle among Indian non-agricultural firms. To
address the missing middle there is a need to minimize the disincentives for growth of
firms.

e There is an inbuilt disincentive system facing the micro and small enterprises (MSES) to
invest in capital and expand. The criterion of investment in plant and machinery is used
to determine whether it is a MSME. There are both financial and non-financial
incentives and benefits from the various government schemes for the first two
categories: micro and small enterprises. These incentives disappear, and the enterprise
loses all the benefits if it grows (increases its investment) beyond Rs.5 crore.

¢ Indian firms have been exposed to labour laws for over three decades, and have learnt to
survive with them and have adjusted their operations in line with the requirements of
various labour regulations; hence, in enterprise surveys conducted by the World Bank,
firms say that labour laws are 4th or 5th in the constraints faced by firms. However,
firms face over 50 central government and several dozen state laws in addition.
Moreover, firms tend to operate in smaller sizes or hire contract labour rather than
permanent labour to stay out of the ambit of the Industrial Disputes Act. Factories
employing less than 99 workers are about two thirds of all factories surveyed
under ASI. There is a cliff at 100+ workers; a visible fall in the percentage of factories
with over 100 workers. Concerted efforts are needed to support transition of smaller
enterprises to medium ones with government support or tax incentives.

Vi



Why ajobsturnaround despite slowing growth?

I ntroduction

The new millennium has seen a marked increase in Indias GDP growth
rateaccompanied by a slowshift in the structure of both output and employment.The
contributions to GDP over 2000-01 to 2011-12changed foragriculture from 24 to 14 per cent,
for industry from 27 to 28 per cent, and for services from 49 to 58 per cent.Similarly the
structure of employment for the same period also changed: for agriculture from 61 to 49 per
cent, for industry from 15.5 to 24.3 per cent and for services from 22.5 to 26.7 per cent.

What is clear from the changes in relative shares is that structural change in
employment is taking place more slowly than in output. The diverging trend between the
structure of output on the one hand, and the structure of employment on the other, in the last
decade since GDP growth rate increased in the new millennium remains a matter of concern
for policy makers. This is more so, since the share of the working age population in total
population has been growing — the so-called demographic dividend.

Inclusive growth, a goal of the 11th Five Year Plan and a stated goal of the 12th Five
Year Plan (2012-17), will not be achieved without generating more non-agricultura
employment. This paper argues that since 2004-05 the structural shifts in employment and
the significant increase in rural wages have initiated an underlying process that has promoted
inclusive growth. If that had not been the case we would not have seen the significant
increase in consumption expenditure per capita since 2004-05 as demonstrated by the
National Sample Surveys of 2009-10 and 2011-12. Sharp upward movement in consumption
expenditure since 2004-05 is the reason behind the decline in absolute numbers of the poor on
a scale unprecedented in the post-independent history of India. Post 2004-05, when a revised
(Tendulkar) poverty line raised the absolute and relative poverty estimates, the absolute
number of poor in 2004-05 was 407 million. That number had fallen by over 50 million to
356 million in 2009-10"and further to 269 million in 2011 (atotal fall of 138 million)>. This
significant decline in the number of absolute poor was driven by a sharp rise in wage rates
after 2004-05, accompanied by some significant positive shifts in the structure of
employment, which are discussed in this paper.

The paper also discussesmajorsources of concern in both quantity and quality of
employment (especially agricultural). Interms of quantity, the concern arises from the falling
employment-elasticity of output, the relatively slow growth rate of manufacturing
employment in the second half of the decade, even though there has been a turn around since

The fall between 2004-5 and 2009-10 seems misleadi ngly low because 2009-10 was a drought year, and hence, despite
rapid agricultural and overall GDP growth, incomes/consumption expenditure could not have increased much. Meanwhile,
by 2011-12 agricultural and GDP growth had bounced back up.

2 Theincidence of poverty in this period declined from 37.2 percent in 2004-05 to 21.9 percent in 2011-12.



2009-2010, and the rising manufacturing sector import ratio that has been accompanied by
growing capital-intensity of manufacturing output. In terms of the quality of jobs, the
concerns arise from the rising share of informal employment even while the level and share of
organized enterprises employment has been rising in absolute terms, the continuing
predominance of small enterprises, and the missing-middle in the distribution of enterprises
by size-class.

This paper is organized as follows. Section 1 describes the trends in employment and
its structure (i.e. its sectoral composition and the sub-sectors that drove the trends) since the
start of the millennium. Section 2 attempts to explain the employment trends by discussing
who gained and who lost in the labour market: men or women; the self-employed, casual or
regular workers; the organized or the unorganized segment workers, especialy in the non-
agricultural sectors; and finally, which types of enterprises saw arise in employment in terms
of size. Section 3 goes on toanalyse the reasons for the underlying employmenttrends by
sector.  Section 4 draws policy implications from the findings reported in the previous three
sections.

1. Employment trendsin India
Sze of Labour Force, Workforce and Unemployment rate

The labour force increased by 104 million during 1993-94 and 2011-12 (from 381 to
485 million, according to principal and subsidiary status taken together) or on average by 5.5
million per annum (Table 1). While it increased in absolute terms, the increase was at a
decliningrate post 2004-05. The labour force increased by 61 million between 2000 and 2005
and this led everyone to believe that every year 12 million people will join the labour force.
But the labour force did not increase at all between 2005 and 2010 (as women and children
withdrew from the labour force to enter/remain in school)and increased by only 15 million
during 2005-12. This highlights two things —the increase in employment between 2000 and
2005 was distress driven and slow growth of employment during 2005-2012 is mainly due to
supply side constraints. Between 2005 and 2012, merely 15 million people joined the labour
force (Table 1). The slowdown in the pace of growth of labour force is attributed to changes
in the demographic profile of the young population, rising enrolments in elementary and
secondary schooling due to the efforts of SarvaSikshaAbhiyaan (SSA) and Right to
Education, declining child labour,withdrawal of women and their increasing participation in
household activities.

During 2004-05 and 2009-10, labour force appears not to have increased. However, if
one disaggregates it by males and females it is seen that the entire increase of 22 million male
workers entering the labour force was offset by the withdrawal of females from the labour
force (see figure 1). Thus while the labour force did not increase, one million additional jobs
were created; hence the number of those unemployed declined during 2004-05 and 2009-10
from 10.8 million to 9.6 million respectively. In the next two year period, (2009-10 to 2011-



12) while 15 million people joined the labour force, 14 million found employment; hence the
number of unemployed increased by one million (to 10.6 million) again (Table 1).

Table 1: Size of Labour force, Workforce (by sectors), Unemployed and Employment Elasticity
of output in India, 1994-2012

Work force, Labour Abs_ol ute\(olume Employment Elasticity of
for ce and Unemployed (in million) output
1993- | 1999- | 2004- | 2009- | 2011- 1999- | 2004- | 2009- | 2011-
94 2000 | 05 10 12 00 05 10 12
g Agriculture 2415 | 246.6 | 268.6 | 244.9 2319 | 0.12 1.09 | -0.67 | -0.53
2 Mfg 38.9 42.8 53.9 50.7 598 | 0.27| 0.81)| -0.17| 1.35
o]
é Non-Mfg 15.8 204 294 48.3 553 | 0.74 1.03 1.26 | 1.07
>
[®) .
% Services 7.7 89.8 | 107.3 | 116.3 1273 | 0.35| 0.55 0.20 | 0.55
® | Total work
2 | force 3740 | 399.5 | 459.1 | 460.2 | 4742 | 0.20| 0.53| 0.01| 0.21

Total Labour force | 501 5 | 4085 | 460.9 | 469.9 | 4848

Unemployed (open) |, 195|108 |96 | 106
LFPR Female (age 15

to 59) 452 | 417 |454 |345 |33.1
LFPR Male(age 15 to

59)

88.0 | 8.6 |87.1 | 837 |82.7

Source: Authors' estimates based on CSO and NSS unit level data
Note: The numbersin the table are based on the principal + subsidiary status employment.

Sructural shift in employment beginning 2004-5

Total employment increased by 25.5million between 1993-4 and 1999-2000 (a six-
year period), of which 5.1million was in agriculture. Increasing employment in agricultureis
the opposite of the structural shift envisaged by Arthur Lewis (Lewis, 1954) that normally
should accompany economic growth. Over the five-year period 1999-2000,total employment
increased byan unprecedented 60 million, but again 22 million of that increase was in
agriculture — clearly a retrograde development, especially at a time when agricultural output
was growingslowly. Therefore, employment growthin agriculture during the period 1999-
2000 to 2004-05 is mainly distress driven. Workers are engaged in the agriculture either as
self-employed or as casual labourers. And later on huge number of these categories of
workers left agriculture and that is reflected through an absolute decline in agriculture
employment during post 2004-05 periods.



During 2004-05 to 2009-10 growth rate of employment dropped severely to 0.05
percent with only a meager 1.1 million increase in the number of workers.Surprisingly, the
size of labour force has also not grown during this period. This does not mean nobody has
joined the labour force. But we know that very few numberof people have joined the labour
force due to larger participation (both boys and girls)in education (see Table 8). And also
large numbers of female workers have withdrawn from the labor force because of
mechanization in agriculture.This is reflected in an absolute fall in jobs in agriculture,for the
first timein India’s post-independence economic history, —as many as 23.7 million of India’s
agricultural workforce abandoned agriculture, or nearly 10 per cent of the total workforce in
agriculture (see Table 1). In fact, non-agricultural employment grew by 25 million over
2004-05 — 2009-10, which is how total employment grew only by 1.1 million. Non-
agricultural employment since 2010 increased sharply; as a result total employment grew at
1.51 per cent during the period 2010-2012 — a27 million increase in absolute terms in non-
agricultural employment, while at the same time the numbers in agriculture fell by 13 million
in amatter of two years.

Table 2: Absolute Employment by Principal and Subsidiary Status, Sector wise, 2000 to 2012

1999-2000 2004-05 2009-10 2011-12

PS SS PS SS PS SS PS SS
Agriculture | 220.6 | 26.0 | 2329 |357 |221.0 23.8 | 204.6 27.3
Mfg 39.9 2.8 49.1 4.7 47.6 3.2 54.7 5.0

Non-Mfg 20.1 0.2 28.9 05 45.8 2.5 51.5 3.7
Services 874 24 1039 |33 114.0 24 124.1 3.2

Total 368 31.4 | 414.8 442 | 428.4 319 | 4349 39.2
Source: Authors' estimates based on NSS unit level data

Thisincrease in employment is also coupled with a structural shiftthat any developing
economy desires — decline in the share of agriculture in output and employment over time,
and corresponding rise in share of industry and services. About 37.5 million employment
opportunities increased in the non-agricultural sector in the five-year period 1999-2000 to
2004-05 (Table 1). Since mid-decade the number of non-agricultural jobs rose by 52 million
over the seven-year period 2004-05 to 2011-12. In other words non-agricultural jobs grew by
7.5 million per annum on average bothduring 1999-2000 to 2004-5, as well as between 2004-
05 and 2011-12.In the recent two year period (2009-10 to 2011-12), employment in
manufacturing and non-manufacturing taken together grew by 16.1 million in a matter of two
years vis-avis an increment of 15.7 million over a five year period (during 2004-05 and
2009-10). The manufacturing sector alone has witnessed an increase in employment by 9
million during 2009-10 to 2011-12; the employment growth rate in this sector at 8.6 percent
surpasses the employment growth rate in al other sectors. Employment in the service sector
too has witnessed an overwhelming increase in these two years with 11 million more jobs

4



being created post 2009-10, much higher than the 9 million increaseduring the five years to
2009-10. The real question is: can the Indian economy’s expected growth be employment-
intensive enough to generate employment in non-agriculture to absorb both those entering the
labour force as well as those leaving agriculture for non-agricultural jobs?

The non-agricultural sectors are showing rapid growth in terms of employment
generation, with a 27million increase in principal® status during 2005-2010and another 23
million increase post 2010, in the next two years— which is consistent with regular
employment and growing organized sector jobs(Table 3). Ghani et al (2011) show that there
IS growing sophistication of modern services, however it has more implications in terms of
GDP rather than employment,since traditional services require more face-to-face
delivery.Retail has evolved from its traditional mom-and-pop stores to e-retailing; financial
services, courier services, tourism services, R& D services, and legal services have devel oped.
Teledensity, which is an important indicatorof telecom penetration, increased from 18.2 per
cent in March 2007 to 73.3 per cent as on 31 December 2012, with urban teledensity at 149.5
per cent and rural at 39.9 per cent (Economic Survey 2012-13), and hence has beenan
important source of job growth.

Sub-Sectors driving employment trends

This shift in the employment structure in the economy is very significant with sharp
changes within sub-sectors. The structural shift is well evident from the employment
elasticity (Table 1) of output by major economic sectors.

Increase in non-agricultural employment is due to the expansion of labour intensive
subsectors (see Table 3). Employment in construction sector increased by 8.5 million
between 1999-2000 and 2004-05, but by over twice as much in the next five years (18.5
million); it increased by a further 6 million in two years (2009-10 to 2011-12). As we will
discuss further in section 2, this has been a very important source driving up both
wages/consumption, and thus the fall in poverty. It is construction sector employment that
has attracted workers away from agriculture in such large numbers that employment in
agriculture has been falling in absolute terms — a historically unprecedented development in
India’s economic history.

Within the manufacturing sector, wearing apparel, textiles, furniture, non-metallic
mineral products and wood products, mostly al labour-intensive sectors are the subsectors
that really reflect the fluctuations in employment in this sector. However, even though value-
added has grown in these sectors, in terms of share of output in these sectors in total
manufacturing value-added, it has not grown much; in fact it is stagnant. This implies that it
is the low-productivity small scale enterprises that are driving employment in these sectors.
Small scale enterprises produce low end products which are consumed by the lower income

SPrincipal status work is defined as that which involves at least 182 days of work in the preceding 365 day period.
Subsidiary status work is defined as that involving >30 days but < 182 days of work.

5



quintiles of the population. There is a remarkable change in the consumption basket with
increasing share in clothing and bedding, footwear and miscellaneous (which includes
education and medical care) among the 4 bottom fractilesin atotal of 12*,

Table 3: Absolute Employment and Change in Manufacturing, Non-manufacturing and
Service sector s employment (PS+SS) in India, 2000-2012

Absolute volume of Employment

Absolute change in employment

Subsectors (in million) in million)
1999- | 2004- | 2009- | 2011- 2000 - 2005 - 2010 -
2000 05 10 12 2005 2010 2012

Food products and beverages 5.8 5.5 5.5 6.4 -0.3 0 0.9
Taobacco products 4.4 4.7 4.1 4.9 0.3 -0.6 0.8
Textiles 7.6 9.7 8.4 9.2 2.1 -1.3 0.8
Wearing apparel 2.5 7.2 7.3 9.6 4.7 0.1 2.3
L eather products 1 1.3 0.9 1.3 0.3 -04 04
Wood and wood products 4.5 5.2 3.6 3.9 0.7 -1.6 0.3
Paper and printing etc. 1.2 1.5 1.6 1.1 0.3 0.1 -0.5
Rubber & petroleum products 1.1 0.9 0.8 1.3 -0.2 -0.1 0.5
Chemical products 17 2 17 2 0.3 -0.3 0.3
non-metallic mineral products 3.4 4.5 4.3 5 1.1 -0.2 0.7
Machinery and metal products 5.8 6 6.6 6.9 0.2 0.6 0.3
Transport Equipments 0.6 1 1.5 1.5 0.4 0.5 0
Furniture manufacturing 3.1 4.4 4.3 6.6 13 -0.1 2.3
Sub-total Manufacturing 42.8 53.9 50.7 59.8 11.1 -3.2 9.1
Mining & quarrying 2.2 2.6 3 2.6 04 04 -0.4
Electricity, gas & water supply 1.1 1.2 1.3 25 0.1 0.1 1.2
Construction 17.1 25.6 44.1 50.3 8.5 18.5 6.2
Sub-total Non-manufacturing | 20.4 29.4 48.3 55.3 9 18.9 7
Trade 34.8 41.2 43.5 44.2 6.4 2.3 0.7
Hotels and restaurants 4.4 5.8 6.1 7.8 14 0.3 1.7
Transport & communication 14 17.6 20 22.9 3.6 2.4 2.9
Banking and insurance 2.1 2.9 3.8 4.3 0.8 0.9 0.5
Real estate, renting business 2.5 4.3 5.8 6.7 1.8 15 0.9
Public admin.& defence 9.9 8.3 9.5 7.9 -1.6 1.2 -1.6
Education 8.2 11.1 11.8 14.1 2.9 0.7 2.3
Health 2.7 3.5 3.6 4.4 0.8 0.1 0.8
Other Services 11.3 12.7 12.2 15.1 1.4 -0.5 2.9
Sub-total Services 89.8 | 107.3 | 116.3 127.3 17.5 9 11

Source: Authors’ estimates based on NSS unit level data

Every sub-sector within services has seen an increase in employment over the period
1999-2000 to 2011-12 (except public administration and defence). The services sector has

*For the 4 bottom fractiles, share of clothing increased from 17% in 2004-05 to 26% in 2011-12; footwear increased from
18% to 30%, medical expenditure increased from 27 to 33% in the above mentioned period in rura areas. In urban Indiatoo,

share of clothing, footwear, medical expenditures have increased during this period.
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emerged as a major contributor to economic growth since the mid-eighties, with its share in
total GDP constantly increasing from 38 per cent in 1980-81 to nearly 58 per cent in 2011-
12. The service sector is highly heterogeneous in terms of its range of services, the size of
value added, capital investment, composition and level of employment.

The next section aims to explain the trends in employment and the structural
transformation in more detail.

2.Jobs. who gained or lost?

This section is an attempt to explain the trends in employment from 1999-2000 to
2011-12in each of main economic sectors. agriculture, manufacturing, non-manufacturing
and services. We begin by examining the gainers and losers — first by gender, then by type of
employment (self-employed, casual workers and regular workers) and finally by organized
versus unorganized segments. In the following section, we piece together the components of
the analysis to present an overall picture of trends in each economic sector, as well as the
underlying economic dynamics.

2.1 The gainersand losers. Men or Women?

Figure 1:Absolute Changesin Employment by Gender (million)

40.0 ~
315 mPS ESS
30.0 A 235
20.0 A 124 13_902
10.0 - i 7.3
2.0
0.0 m T T T -._\
-1.2 -0.2 ..
-10.0 A -55
-10.7-10.7
-20.0
2000-05 ‘ 2005-10 ‘ 2010-12 2000-05 ‘ 2005-10 ‘ 2010-12
Mae Female

Source; Authors' estimates based on NSS, various rounds
Note: PS=Principal status; SS= subsidiary status

India, like other South Asian countries’, has lowfemale labour force participation rate
(LFPR). Since 2005 there had been a steep decline in the female labour force participation
rates (age group 15 to 59), from 45.4 percent to 34.5 percent in 2009-10. This declining trend
continued further to reach 33.1 percent in 2011-12. However, in the first part of the decade
(the 2000s), employment of women rose significantly (see Figure 1) — 14 million on account

>Thefemale LFPR isbelow 40 per cent in al countriesin the region except inthe Maldives and Nepal .
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of principal status and 10 million on subsidiary status. But the real issue is whether this
increase was due to real new jobs or distress employment? It is rural women who accounted
for 18 million of thisincrease. In fact, in the previous section we had noted that there was a
22 million increase in agricultural employment between 2000 and 2005 — the exact opposite
of the Lewisian shift out of agriculture that one might expect as per capita income grows,
most of whom were women.

In complete contrast to the first half of the decade, during 2005-2010 there was an
absolute withdrawal of around 21 million women workers (19.8 million from rural areas),
thus contributing significantly to the decline in the agricultural and the aggregate work force
in the period 2005-2010. The fal in women workers in rura India continued even during
2010to0 2012°. Various factors have contributed to this decline. From the demand side, there
was shrinkage in labour demand mainly due to increasing rural wages, growing
mechanisation in agriculture and high capital intensity in the manufacturing sector
(Himanshu, 2011; Thomas, 2012; and World Bank, 2012). On the supply side, factors like
attending educational institutions (Kannan and Raveendran, 2012; and Rangargan et d.,
2011; and Thomas, 2012) and increasing incomes are factors contributing to this decline.

Further, of the 60 million increase in employment in the first half of the decade (2000
to 2005), 46 million additional workers were employed for majority of the reference period.
Of this 74 per cent (32 million) were male workers. In case of 12 million subsidiary status
employment- females accounted for 10 million, thus working for a shorter duration. That is,
in the 60 million increase in jobs during 2000-2005, male employment increased by 35
million, aimost all due to increase in principal status employment; and female employment
increased by 25 million, 40 per cent of which was due to increase in subsidiary status work.
This reflects gender gaps in access to quality employment (longer term principal status
employment). The resurgence of aggregate employment growth during 2009-10 to 2011-12
has notbeen translated into equal distribution of employment opportunities among men and
women.

Who gained and lost jobs: the self-employed, regular or casual workers?

Increase in employment during the period 2000-2005 after stagnating during the late
ninetieswas mainly in the rural sector where the slowdown had been sharper earlier. About 30
million rural workers (women comprising 60 percent of it) joined the workforce as self-
employed in agriculture. Abraham (2008) has indicated this employment generation during
2000-2005 was distress-driven,suggested mainly by increased participation of women, aged
population in the workforce (owing to declining earnings capacity of the usual income
earners), andproductivity stagnation in the agriculture sector.

®The decline was among women who considered such rural unemployment as their principal work (while women’s
engagement in subsidiary status employment rose i.e. on a part-time basis, or fewer number of daysi.e. less than 180 days
though more than 30 days in the year). Between 2005-10 women’s engagement in agricultural activity even as subsidiary
work had fallen, but such work rose between 2009-10 and 2011-12.
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Nevertheless, casual work for rural males boomed during 2004-05 and 2009-10,
creating 16 million new jobs for them (see Table 4), clearly non-farm jobs, mainly driven by
construction activities. Similarly urban females saw an increase in casua work, most of
which would be in construction as we noted earlier.

Table 4: Sector-wise Employment by Sex and Type of Employment

Absolute volume of employment (million)

Type of Rural Male Rural Female
Employment 1999- | 2004- 2009- | 2011- | 1999- 2004- 2009- | 2011-

2000 | 05 10 12 2000 05 10 12
Self-employed 109.4 | 127.6 1239 | 1278 | 60.8 79.1 58.2 | 60.3
Regular workers 17.6 19.7 19.8 | 23.6 3.3 46 4.6 5.7
Casual workers 72.2 72.2 88.1 | 83.3 42.0 40.5 417 | 35.8
Total 199.1 | 2195 231.9 | 234.6 106.1 124.3 104.5 | 101.8

Urban Male Urban Female

Self-employed 318 40.2 41.0 | 455 8.4 11.7 9.4 11.7
Regular workers 31.9 36.5 418 | 474 6.2 8.7 9.0 11.7
Casual workers 12.9 13.1 17.0 | 16.2 4.0 4.1 4.5 3.9
Total 76.6 89.8 99.8 | 109.2 18.5 24.5 228 |27.3

Source: Authors’ estimates based on NSS various Rounds

As we noted earlier, employment in agriculture decreased by as much as 24 million
during 2005 and 2010, and further by 13 million during 2010-12. The decline in agricultural
employment during 2005-10 was guided by decline in self-employed workers (most because
of withdrawal by almost 21 million rural self-employed females). This might have happened
due to the nation-wide drought in 2009 that could have forced the self-employed, smallest and
marginal farmers to migrate out for sustenance. Moreover, the presence of alternative
employment opportunities in construction at relatively higher wages also induced a move out
of agriculture, which showsitself in anincrease in casual labour (see Table 4 and 5).

The rise in construction employment has resulted from largeprivate and public
investments in infrastructure sector both in real estate, housing and development projects
likelndira AwaasY ojana, PradhanMantri Gram Sadak ojana andMahatma Gandhi National
Rural Employment Guarantee Act (MGNREGA).

Around 10 million new workers found regular salaried employment in the non-
agricultural sector during 2000 and 2005; and another 7 million did during 2005-10 (see
Table 5). Thistrend has been rising since then with 12.8 million more workers getting regular
wage/salaried employment during 2010 and 2012. Two-fifths (20 million) were regular
workers in sectors like education, healthcare, communication, banking and insurance which
certainly have played a contributing role within services, but manufacturing has aso
generated regular jobs.



Table5: Employment and Change in Employment during the Decade, by Sector and Type of
Employment (PS+SS)

Absolute volume of employment (million)
Sectors | 1999-2000 2004-05 2009-10 2011-12

SE RE CL SE RE | CL SE RE |CL |SE RE | CL
Agri 1424 | 35 1006 | 1723 |29 [933 [1471]21 |956 |151 |19 |789
Mfg 22.2 130 | 7.6 28.6 159 | 9.3 246 |16.4 (98 29.3 | 205 (99
Non-Mfg | 3.2 2.6 145 |48 30 |216 |53 41 |389 |57 53 443
Services | 432 | 368 |98 554 1436 |82 575 [49.1 |97 616 | 569 | 88
Total 2111 | 559 [1325|261.2 | 654 | 1325|2346 | 717 | 153.9 | 247.7 | 84.7 | 1419

Source: Authors' estimates based on NSS various Rounds

Along with slowdown in employment growth, there had been a rising trend in
casualisation during 2005 to 2010 observed particularly among rural men and women. This
trend has reversed since 2009-10 with the decline of casua workers by about 12 million by
2011-12, mainly with declining agricultural employment. Most of the salaried, regular work
in Indiais in urban areas (Table 4). The number of regular jobs has been rising through the
2000s and beyond. Men account for some 80 per cent of all regular workers. The fact that
organized sector work has been rising throughout the period of rapid economic growth is also
reflected in the continuous increase in regular work. Such work increased for urban males
from 32 million by 2011-12. Even the number of urban females who had secured regular
work doubled between 2000 and 2012 from 6.2 million to 11.7 million (Table 4).

Employment trends in manufacturing were cyclical in nature, with employment
dropping as the global economic crisis began to have effect — arise in the first half of the
decade to reach 53.9million in 2005, a fall by 3 million during 2005 to 2010 and then
showing a recovery to reach 59.8 million in just two years by 2011-12. The fluctuation has
been driven to a large extent by trends in the self-employed and regular work in
manufacturing (Table5). Since 2005 when employment in manufacturing declined, the fall
was seen mainly among self-employed women within manufacturing activities,at the bottom
of the production chain, typically in low productivity and low paid work that usually reflects
the absence of other viable income earning opportunities. It is aso areflection of the fact that
unorganized segment employment fell during 2005-2012 in manufacturing.

Who gained or lost jobs: organized or unorganized segment enter prises?

The key driver of the increase in employment during 2000 to 2005 had been the
unorganized sectorenterprises (as per NCEUS definition’). Of the 60 million new jobs
generated during that period, 52 million were created in the unorganized segment of
enterprises (Mehrotra et a 2013). Agriculture accounted for nearly 40 per cent of this
increase, since 22 million people joined agriculture.

’“The informal sector consists of all unincorporated private enterprises owned by individuals or households
engaged in the sale and production of goods and services operated on a proprietary or partnership basis and
with less than ten total workers”

10



Table 6: Sector-wise distribution of workers by or ganised-unor ganisedenter prises and formal-
informal employment, 2004-2012 (% figuresin parentheses)

Sectors Organized Unor ganized Total

Forma | Informal | Formal | Informal | Formal | Informal

2004-05
) 0.2 41 0.1 264.2 0.3 268.2
Agriculture (5.3) (94.7) (0.03) (99.9) (0.12) (99.9)
Manufacturing 50 10.3 0.6 38.0 5.6 48.3
(32.9) | (67.09) | (1.43) (98.6) (10.4) (89.6)
Non- 20 7.2 0.1 20.1 21 27.3
manufacturing (21.4) (78.56) (0.72) (99.28) (7.19) (92.8)
Services 195 10.0 11 76.8 20.6 86.7
(66.2) | (3379) | (L37) | (9863) | (19.2) (80.8)
Total 26.7 315 19 399.0 28.6 430.5
(45.9 | (54.1) (0.5) (99.5) (6.2) (93.8)

2009-10
Agriculture 0.3 13.0 0.1 2315 04 244.5
(2.6) (97.5) (0.03) | (99.97) (0.2) (99.8)
. 53 111 04 339 5.7 45.0
Manufacturing | 555 | (676) | (12) | (988 | (113) | (887)
Non- 25 15.8 04 29.6 2.9 454
manufacturing | (13.6) | (86.4) (1.4) (98.7) (6.0) (94.0)
Services 22.7 135 14 78.7 24.1 92.2
(62.7) | (37.3) (1.7) (98.3) (20.7) (79.3)
Total 309 53.5 2.3 373.7 331 427.1
(36.6) (63.4) (0.6) (99.4) (7.2) (92.8)

2011-12
Agriculture 05 17.7 0.1 213.6 0.6 231.3
(3.0) (97.0) (0.03) | (99.97) | (0.03) (99.97)
Manufacturing 6.1 14.6 0.4 38.7 6.5 53.3
(29.7) (70.3) (0.9 (99.1) (10.9) (89.1)
Non- 2.7 19.7 0.3 32.7 29 52.3
manufacturing (11.9) (88.1) (0.8) (99.2) (5.3 (94.7)
Services 24.2 16.1 12 85.8 254 101.9
(60.0) (40.0) (1.9 (98.6) (19.9) (80.1)
Total 335 68.1 19 370.8 354 438.9
(33.0) | (67.0) (0.5) (99.5) (7.5) (92.5)

Source: Authors' estimates based on NSS various Rounds

The unorganized manufacturing sector added 9 million jobs during the periodfrom
1999-2000 to 2004-05 (Mehrotra et al 2012). The unorganized services sector also created
16 million jobs between 2000 and 2005, which drove employment increase in the first half of
the decade. The major sub-sectors within unorganized services which accounted for the
increase were wholesale and retail trade (7 million) and transport and communication (3.6
million). Unorganized segments of real estate and business activities as well as hotels and
restaurants also added 2.5 million jobs. Such increases in unorganized sectors aso reflect the
rising numbers of those engaged as self-employed. Within non-manufacturing, unorganized
construction accounted for an increase of 6.7 million workers. In organized services, 2
million increasein education sector is aso noteworthy.This is primarily contributed by the
SarvaShikshaAbhiyan of the Government of India.
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Between 2004-05 and 2009-10 while organized sector employment increased by 16
million in non-manufacturing and services sector taken together, there was an absolute
decline by 25 million in unorganized sector employment. Since agriculture sector is amost
entirely unorganized, fall in employment in the unorganized sector in the economyis largely
attributed to reduction in employment in the agriculture sector (Mehrotra et a 2013).

In 2011-12, employment in the unorganized sector accounted for 78 percent of all
employment(see Table 6). This is a 10 percentage pointfall since 1999-2000. Apart from
regular employment in manufacturing and services, it is remarkable that even construction
saw a sharp rise in organized segment employment, given theincrease in infrastructure
(airports, national highways) investment by the public as well as private sector.

What type of employment was generated: Formal or informal ?

Total organized segment employment in services increased between 2004-05 and
2011-12 by one-third (from 30 to 40 million). Unorganized segment jobs also grew, but only
by about 12 percent over the same period. This is the reason that the share of organized
segment employment has fallen to 78 per cent from 88 per cent of total employment in the
economy (including agriculture) over the period.

Though there had been increase in employment opportunities in the organized sector,
it is mainly the informal® workerswhich have increased during 2010 to 2012. The share of
informal employment in total organized sector employment has, in fact, been increasing over
the years(Table 6). It has risen from 32 per cent in 1999-2000 to 54 per cent in 2004-05 to 67
per cent in 2011-12.

Workers are more vulnerable in the unorganized sector with more probability of
retrenchment. Since employment generation in the organized segments of non-agriculture is
largely among informal workers, there is a higher probability that with slightest economic
shock, there would be a fall in employment. Services sector which shows increase in
employment since 2004-05 is also witness to growing informalization within the sector.

Sze class of enterprises by number of workers: the nearly missing middle

The distribution of workers by the size class of enterprises shows that it is highly
skewed towards micro and small enterprises (enterprises with employment size less than 10
workers). Post 2010, out of total 27.1 million increase in non-agricultural employment, there
had been 24 million increase in employment in the micro and small enterprises(Table 7).
Further, micro enterprise (employing less than 6 workers) alonehad contributed a huge (17
million) chunk of this increase in employment. About 70 per cent (almost constant since
2004-05) of the total non-agriculture workers are employed by the micro and small
enterprises, of which about 58 percentage are employed by micro enterprises in 2011-12 (see
Table 7).There is, however, a miniscule middle (medium size enterprises that employed 10
and more but less than 20 workers), whose share is increasing but at a very slow pace (from

®Workers do not enjoying any social security benefits
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6.4 to 7.8 per cent during 2005 to 1012). In absolute terms, there had been an increase in
employmentby 2 million during 2005-10 and 4.7 million during 2010-12 in medium size
enterprises. The share of employment in the enterprises that employed more than 20 workers,
however, increased from 15.4 per cent to 17.1 percent (8.5 million) during 2010-12.

Table 7: Number of workersby size of enterprisein Industry and services sectorsin India

Size class of 2004-05 2009-10 2011-12
enterprises
No. of No. of No. of
workers | sharein | workers | sharein | workers | sharein
(mn) % (mn) % (mn) %
lessthan 6 119.1 63.8 121.7 57.6 138.6 57.7
6 and above but
less than 10 14.4 7.7 21.6 10.2 285 11.9
10 and above
but less than 20 11.9 6.4 13.9 6.6 18.6 7.8
20 and above 25.1 135 326 154 41.1 17.1
Not known 16.2 8.7 21.6 10.2 13.3 55
Total 186.7 100 211.4 100 240.1 100

Source: Authors' estimate based on National Sample Surveys, various rounds.

There are people moving out of low-productivity agricultural sector. To reap the
benefits of this structural shift it is essential that this *‘missing middle’ is begun to be filled.
The National Manufacturing Policy 2011 seeks to increase the share of manufacturing in
GDP to 25% within a decade and create 100 million jobs by 2025. This would be possible if,
along with other measures, this missing middle is addressed. Further, the productivity (and
wage) gap between the two extreme size groups is much larger in India than in other Asian
economies. A policy that raises the manufacturing sector’s share in GDP by eliminating the
policy constraints that have limited it is needed. This kind of bi-modal distribution increases
wage inequality which can then impede the growth of skilled labour, entrepreneurship, and
allocative efficiency which in turn can affect growth.

3. Towards an Under standing of Employment trends since 1993-94

In the previous section we have tried to understand trends by examining the data from
different aspects, to determine who gained/lost in terms of employment generation. In this
section we delve into the underlying trends in the economy and society that drove these
trends, demographic, education and other social forces, and the economic forces that were
impacting the primary, secondary and tertiary sectors.
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