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FOREWORD· 

The National Commission on Labour appointed the Study 
Group fo~ Wage Policy in its attempt to· asstss'·tbe ade·quacy 
or otherw1se of wage policies being pursued in the·years since 
Independence. Tbis was one of tile snies of gro11ps set up 
by the Commission to cover impouant areas· of its terms of 
reference. The Study Group was required to analys~ available 
informatio11 and project its thinking on probl<mS relating to 
wage policies in tbe years to come taling into account tte 
possible developments in tile econcm, pf the .co11ntry. 

The views expressed in the repon are the news of the 
Study Gro11p. In examining them for framing its final recom­
mendations, the Commission will attac6 due iml;'ortance to 
these views coming as they do from knowledgeable persons. 
In the meanwhile, the report is being ·published by the Com­
mission with a view to seeking comments'on it from pencns/ 
institutions interested in the subject. 

The Commission is grateful to the Chairman and Mem­
bers of the Study Group individually fot completing thdr 
work within the time limit fixed for them. The Commiasion is 
also grateful to all persons/instituticr s wbo · ir ay II an lltl~cd 
the Study Group in reaclling conclusiollls. 

National Commission on Labour, 
D-27, South Extn., Part II, 
New Delhi-16.. 

P.B. Gajudngo-tho 
Cllllirm<lll 
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INTRODUCTION 

The Study Group on Wages Policy was appointed by th« 
National Commission on Labour on June 22, 1967 under th& 
Chairmanship of Prof. D. T. Lakdawala, University of 
Bombay. The other members of the Study Group are: 

I. Dr. F. A. Mehta, 
Tata Industries, 
Bombay House, Fort, 
Bombay I. Member 

2. Dr. C. K. Johri, 
Shri Ram Centre for Industrial 
Relations, 5 Pusa Road, 
New Dehli 5. Member 

3. Dr. D. R. Khatkhate, 
Economic Department, 
Reserve Bank of India, 
Post Box No. 1036, 
Bombay I. Member 

4. Shri Dinoobhai Trivedi, 
Textile Labour Association, 
Gandhi Majoor Sevalaya, 
P. B. No. 110, Bhadra, 
Ahmedabad. Member 

5. Shri Mahesh Desai, 
All India Khan Mazdoor Federation, 
Hind Mazdoor Sabha, National House, 
2nd Floor, 6 Tul:ocb Road, 
Bombay I. Member 

6. Shri S. D. Punekar, 
Tata Institute of Social Sciences, 
Sion·Troinbay Road, Chembur, 
Bombay 71 (AS). Member-Secretary 

By the letter dated 7th of February, Shri Mahesh Desai· 
resigned his membership dm: to his inability to attend the· 
meeting. His resignation was accepted most regretfully a~ the 
meeting held on April, the 6th, and the Study Group Wishes. 
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to put on record its appreciation of the benefit members 
derived from his association with the Group. Meanwhile, by 
the letter No. 3(5)/68 NCL dated 17th February 1968, Dr. 
L. K. Deshpande was appointed an Associate Secretary of the 
Group. 

The Group is required to suggest, in the light of the 
emerging facts, solutions to the various problems pertaining 
to wages policy for consideration of the Commission. The 
Group formulated its own terms of reference in the light of 
certain issues raised by the Commission on the Wages 
Policy in its questionnaire issued to the public and other 
allied problems referred to in Section V of the same. The 
questions which provide the background for the terms of 
reference are given below : 

I. 

2. 

3. 

4. 

5. 

How could the criteria of fairness to labour, develop­
ment of industry, capital formation, return to 
entrepreneur etc., be taken into account in wage 
fixation ? 
It is said that in the balance between fair wages to 
workers, fair profits to entrepreneurs and fair" 
returns to treasury, the consumers are oflen left 
behind. How far is that criticism valid ? How best 
can the situation be remedied ? 
In the context of planned development, the question 
of taking an integrated view of policy in regard to 
wages, incomes and prices is often emphasised. What 
should be the objective and scope of such a policy ? 
Indicate the guidelines for such a policy in the light 
of the perspective for the growth of the economy. 
Change in the existing institutional arrangEments for 
implementation of such a policy may also be 
indicated. 
Do you suggest a policy of ·wage freeze' ? If so, how 
can it be implemented under the existing system ? 
What are the implications of this policy for other 
incomes? 

Is there a need for sectoral balance in wage structure 
between the public and private sectors ? If there is, 
how should it be achieved ? 

In addition, the questionnaire raised, issues regarding 
minimum wage, need-based wage as emphaSISed by the 1Stll 
session of the Indian Labour Conference, dearness allowance 
and wage differentials. 
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The Group formulated the terms of reference to cover 
.above issues. They are as follows : 

l. To indicate the economic context in which the wages 
policy has to be viewed and formulated and to 
provide a background for initiating an integrated 
approach to policy in regard to wages, incomes and 
prices ; _ 

:2. To study and analyse the facts relating to unemploy· 
ment, wage levels and wage differences as between 
sectors, industries, etc. and 

:.3. To suggest, in the light of the above· analysis, the 
appropriate guidelines in regard to formulation of 
wages policy in the perspective of the growth of the 
economy, policies in regard to the norms about wage 
level, minimum and need-based wages, fixation and 
adjustment in dearness allowances and policies regar­
ding wage differentials and dearness allowance. 

The Report of the Gr~up which was finalised after hold­
'ing eight meetings is divided into six sections. Section I 
-deals with the approach to the wages policy in the context 
-of planned economic growth of the Indian economy ; this 
·section also deals with various aspecto of the incomes policy 
.of which wages policy is only a part. Section II analyses the 
·trends in employment, unemployment, money and real wages. 
·The question of minimum wages and its implications for the 
wages policy are discussed in some detail in Section III. The 

.comp'=:dties ol the prob'.em of dearness allowance are dealt 
with in Section IV. Wage differentials are discussed in Section 
V. The final section sums up the main conclusions emerging 
lfrom the analysis in earlier sections .. 



Section I 

WAGES POLICY IN THE PERSPECTIVE OF PLANNED• 

ECONOMIC GROWTH 

The problem. of framing and implementing a wages policy­
which would be universally accepted is an extremely difficult 
one. The impediments in the way of evolving any such policy­
in India are compounded further by the population pressure, 
considerable inequalities of income, pervasiveness of dualism 
in the economy, the increase in unemployment from Plan to 
Plan and the resultant political and social. tensions. The 
wages policy, whatever its content and shape, operates in an 
area where emotive forces overshadow rational judgements. 
For one thing, workers are apt to view their claims on the 
product in the creation of which they participate as unrelated 
to the growth of the product. They regard it as a matter of 
the highest importance that their just share of the product 
should be considered as a prior charge ; and to each worker 
his share looks small compared to that of the employer. For 
an"ther, the employers' attitude are often opposite to those of 
the workers. They are naturally anxious to reduce their costs, 
and to them wages form a substantive cost element. Both· 
these view-points, though perhaps justifiable taken in their' 
limited context, tend to create difficulties in a developing 
country with its manilold, multi-dimensio•al problems. 

When these two approaches to issues involved in wages· 
policy are seen in juxtaposition to each other; one almost 
despairs of an acceptable solution. When the trade unions 
clamour for a wages policy, they do so mostly to alleviate­
grievances of workers in a particular firm or an industry or at· 
most organised industry as a whole. And the wages policy 
formulated is resisted likewise by the employers in the same· 
firm or industry. The touchstone against which the relative 
claims and counter-claims are judged and decided is the ability 
of a firm or industry to pay, or at the most, the comparative 
position of workers. While t?ese c?nsiderations may ?e justi­
fiable in a particular context, m the1r overall effects, m many· 
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situations they go against the dictates of rationality that should 
govern the formulation of national economic policy towards 
growth of the economy, the distribution of the national pro•. 
duct and other concomitant issues. 

All these points to the need for avoiding analysis o; the, 
.problems of wages JlO!icy in isolation. Admittedly· there are 
variety of objectives before the community. Each objective 
by itself may be desirable and consequently maximisation of 
what that objective implies has to be achieved but the 
·maximisation in one direction tends to clash with" .the maxi· 
misation indicated by another objective. The question then 
is to hit upon one dominant objective which would subsume 
the achievement of other subsidiary objectives, albeit without 
violating tl1e dominant objective. That dominant objective 
is the advancement of the economy where the interest of 

:groups, be they social, economic or even communal, are in. 
harmony and where the climate is created for a steady but 
-rapid growth of the national product with as equitable dis· 
tribution of income as is consonant with a desirable rate of 
·saving for economic progress. 

The Prevalence of 'Dualism' 
Many of the distinguishing characteristics of the econoruy 

-of an underdeveloped country like India would disappear if 
·One ignored the 'dualism' that prevails in such economies. 
This dualism'" is the result of meagre inter-communications, 
·reactions and inadequate mobility of human aud capital 
-resources between sectors. The problems of wage policy 
would have been in a way simpler if no inter-relations were cor..·' 
templated between these sectors. However; this is not the case. 
Under the impact of general economic planning, the er5twhile 
demarcations tend to get blurred. Comparisons among sectors 
become common. Economic development demands integra· 
!ion in · the long run. It is the essence of developmental 
process to multiply the points of contact and interaction 
among these various parts of the economy so as to lead to 
their integration and a wages policy must not run counter to 
this end. It would be tempting but erroneous to treat each 
of these sectors in isolation and devise different policies for 
them without taking into account their effects on the creation 
of a unified modern economy which must be our goal. This 
will however be a long process and till it is completed the 
pervasive existence of dualism has to be taken into account for 
¢he evolution of a proper wages policy. 
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We may speak of three kinds of dualism in the context of" 
a wages policy. First, the dualism that characterises the: 
economic activity in agricultural sector as distinguished from. 
that in the modern industrial sector. 

Second, within the industrial sector, the activity in the­
small-scale industrial sector and the large-scale industriat 
sector. The former is more akin to the agricultural sector in. 
point of technology, attitudes and the characteristics of em. 
ployment. 

Third, the dualism that is brought about by the disparity 
in regional growth. Let us examine each of these in turn and' 
then proceed to analyse the implications of these for the wages­
policy. 

The most important type of dualism characterising an. 
underdeveloped economy like India flows from the nature of 
its agricultural activity. There is a large mass of people 
subsisting on this sector. The productivity is abysmally low .. 
Techniques are backward and the elasticity of supply low. 
Rising population, lack of employment opportunities else­
where, and the1argely self-employed characteristics have led. 
to the phenomenon of disguised unemployment and very low 
wages for cural labour compared to industrial labour. A 
wages policy has to be formulated keeping in view its repercus­
sions on agricultural labour, production and marketed surplus .. 
It has also distributive significance in as much as it may widen. 
or D!lfrow the disparity in living standards between the two­
sectors. Take, for instance, the simple case of wage rise in 
the industrial and trade sectors and its consequences for the 
labour in the agricultural sector. If average real wage in these 
sec.tors is to rise, given all other things (including imports), 
the marketed surplus of food from the agricultural sector 
should rise. If it does not-and in the absence of commensurate 
increase in productivity in agriculture it would not-the rise 
in industrial wage rate ceteris paribus would curb the future 
growth alike of industry and agriculture. The rise in industrial 
waoe rate would then mean only rise in food prices, given the. 
Iimlted ability of the S~ate to procure an~ distribute foo~ on. a. 
rigidly equalitarian basis. If_ an attempt Is "?ad~ to mamtam. 
the increase in real i?dustr~al wag~ rate, 1t Will reduce the. 
employment potential Jn the mdustrJa) sector. In So far as. 
griculture is concerned, the effects are even more harmful, 
~or one thing, the standar~ of Jiving of labour force in the 
agricultural sector, low as it ts, wo?ld be del?ressed further~ 
when the avenues of employment m non-agncultural sector.· 
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diminish. This would add to the misery of the people in areas, 
":here social tensions are already acute. For another, the: 
disparity between wages in the agricultural sector and those 
who continue to be employed in the industrial sector would 
widen, thereby accentuating political and economic conOicts. 

The second type of dualism that thwarts the formulation 
of wages policy is the existence of the small-scale and cottage 
industries. This sector resembles more the agricultural sector 
than the industrial one. The techniques employed are anti­
quated, conditions of employment primitive, and so on. It als0o 
harbours more labour than required for precisely the same 
reasons which account for the phenomenon of disguised un­
employment in agriculture. Though this sector emerges out 
of the womb of agriculture, workers are apt to be more 
influenced by what transpires in the industrial sector. This. 
further detracts from the ability of this sector to generate: 
adequate amount of surplus for reinvestment. 

The third kind of dualism is reflected in the widely vary­
ing productivities and living standards in different regions. 
Pressures for a higher standard of living are already intense. 
but they are heightened by the glaring region-wise differences. 
The standards of consumption vary very widely, and at the: 
same time widely different standards for different regions are 
difficult to apply when modern communication and transport 
conduce to demonstration effect, and firms with plants in, 
different regions become common. 

The difficulties created by dualism of the nature we have 
discussed above are aggravated by the norms that are adopted 
to determine the wage level in the industrial sector. By and 
large three principles rule the field. 

l. Except for stated, justifying circumstances, the mini­
mum wage for industrial labour must at least satisfy 
the norms as defined in the Tripartite Agreement 
arrived at the 15th Labo_u_r_ Conference. 

2. Since in practice few industries or firms are in a 
position to pay this minimum, much lower wages 
have been justiJied in relation to the ability to pay in 
a particular firm or industry. The ability to pay is a 
difficult and unsatjsfactory criterion to apply under 
Indian conditions. The inter-industry differentials 
assume an irrational character. 

3. Since prices have risen rapidly and different compe~­
satory principles are followed, real wages move 1111 

7 



an unplanned way. Wages in different industries .and 
regions get out of line and differentials for skills get 
narrowed down. Wages increase without regard to 
changes in productivity . in the economy or to 
differential labour productivity considerations. 

The main objective of the worker. is to achieve a rise in 
:his standard of living.. A proper wages policy must ensure. 
that. he gets such increases as are conducive to economic 
_growth and represent a fair snare of the permissible increase 
in consumption of the nation as a whole. But the main aim 
is likely to be defeated by barg1ining for wage rise based on 
chance ability in particular industry. Generally speaking, 
{except in the case of the poorest) if the wage rise does not 
Jead to more production and reduces savings and investible 
surplus, it would mean a smaller volume of employment. 
Moreover, once wages rise, the tendency to use a greater 
<Iegree of capital intensity in the modern sector gets fortified. 
This implies that the volume of employment per unit ofinvest­
ment declines and consequently the pool of the unemployment 
·swells. 

In considering the question of wage rise, an exception has 
to be made in cases where a rise in productivity depends on a 
rise in wage rate. Such areas have to be isolated and the 
wages policy has to pe so fashioned that the commuaity would 
<lerive benefit in torms of productivity from a given wage rise. 
However, such areas are likely to be limited and careful 
investigation and controlled experimentation are needed to 
locate them. 

Reduction of job opportunities in the industrial sector 
.adds to the burden of disguised unemployment in the agricul­
tural sector. If this interrelationship is ignored, the efforts 
made to improve the living standards of workers in the orga­
nised and unorganised industries as well as those of agricultural 
labour will fail. Any appreciable increase in the wages of the 
.organised industrial labour demands a rapid growth in agri­
cultural productivity. So long as it remains low, it will limit 
the scope of improving the real wages not merely of labour in 
.agriculture, but also of that in industry. 

Implications for Wages Policy 
After this diagnosis, Jet us turn to the ~~escription. 

When a point was made earlie~ that the profita~1hty o.f pro, 
duction per worker in any one mdustry or sector Js a m1slead· 
ing yardstick, the objection is not against the. norms of wa~es 
jncreased· in proportion to· increases in national production 
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in general or to differential labour productivity in an industry, 
but ag~inst the wage increases related to increases in profits 
()r production in a specific firm or industry. It is, for 
instance, suggested, in the context ofthe advanced economies 
like the U.S.A. and U.K., that the wage changes should be 
linked up with the changes in labour productivity in tlie 
private economy, i.'e. productivity in the economy excluding 
Government services. If productivity in the private economy 
grows at 3 per cent, wages, under non-inflationary conditions, 
should grow at 3 per cent per annum. While this _condition is 
germane to advanced countries, there are certain qualifications 
which have to be introduced in· developing countries. The 
rate of growtli of real wages should be less than the rate of 
growth of productivity in the private economy to allow for a 
certain margin for saving. Since the underdeveloped coun­
tries have a lower saving ratio, one of the major objectives of 
economic policy is to raise it to a higher level. Apart from 
this, these are the economies which are characterised by a 
rising capital-output ratio; with the structural transformation 
capital per unit of output· tends to increase' at tho initial 
stages. This suggests that a substantial <lice of the increase 
in national product has to be diverted towards saving. The 
object of this is that real wage rate should not rise at the 
same rate as the rate of increase in labour productivity in the 
private economy. 

The next question is about the desirable distance between 
·these two rates. Here the most important consideration is 
the extent of rise in per capita consumption that the country 
.desires in a particular economic context. To take a purely 
arithmetical example, if population increases by 2 per cent 
total national income is projected to rise by 8 per cent and 
'the desired marginal saving-income ratio by 50 per cent, it 
follows that per capita consumption should increase by 2 per 
<:ent per annum. This is in fact a desirable or a planned 
increase in per capita consumption permissible in the given 
context. Since wage incomes are in general consumed (apart 
from increases in compulsory provident fund savings due to 
extension in coverage in earlier years), one can take desired 
consumption changes as a norm for determining t?-e upward 
change in average wage rates in the economy, allowmg for the 
change in the earner-population ratio. 

While the above norm might be generally helpful, it 
<implicitly assumes that the productivit~ in agriculture would 
iincrease at' commensurate rate. In pomt of fact, the rate of 
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growth of agricultural productivity will set a limit to the rate­
of real wage increase. To start with, the rate of growth oi 
real wage rate in the non-agricultural sector can increase 
without lowering employment opportunities ~nly if the rate· 
of marketed surplus increases. Actually, the rate of growth, 
of .marketed surplus has to be significantly higher than that 
of the labour force. If this does not happen, there would be· 
a larger volume of unemployment. 

For the marketed surplus to increase significantly, the' 
productivity in agriculture has to increase substantially too .. 
Given the proportion of marketed surplus to the total agri­
cultural production, it is imperative that this rate of growth< 
of agricultural productivity has to be higher than the rate of· 
growth of labour force, if the wage rates in the industrial> 
sector have to be raised concurrently. 

Thus, as long as the productivity of the agriculturall 
sector remains low or stagnant, there would be a basic cons· 
traint on the upward change in the real wage rate in the· 
industrial sector. One can, of course, opt for raising the· 
wage rate in the latter, but there should be corresponding: 
willingness to be confronted with a rising volume of unem­
ployment and a likely deterioration in the living conditions­
of the labour in agriculture. In other words, the wage level, 
whether of agricultural labour or industrial labour, and the· 
changes therein have to be seen largely as two different sides­
of the same coin, i.e. the productivity in agriculture. If this 
analysis is correct, certain implications for economic policy,. 
of which wages policy is only a part, follow. 

Wage rate determination in any major industry or in~· 
dustrie~ is not merely a problem facing the industry, but it is· 
pervasive enough to aff~~~ many other decisions: If t~e 
Government aims at ratsmg the real wages of mdustnal 
labour it should move with necessary speed and efficiency 
to rais~ labour productivity in agriculture a~ the maximum· 
possible rate. Some beginning, spectacular 10 some spheres, 
has been already made. But if these achievements .are not t<> 
remain mere 'islands', effort is nec~ssary. to spread Jt. all. ~ver 
the agricultural sphere. The reqmred mvestment 10 J~t~a­
tion, power and chemicals has to be made the first prto~tty 
in years to come to convert what seems to be an aberration 
into a trend. . . 

While it is imperative to raise agricultural !'roducttvtt~,. 
this is to be achieved more through ~ost reductton per umt_ 
than through raising the prices of agncultural goods. After 
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all: what matters to make agriculture profitable is not higher 
pnces per se but the margin between total revenue and total· 
cost which can be widened by technological and technicaL 
innovations. Because of the fundamental need to revolution­
ize agriculture and turning it from a way of life into an in­
dustry, in the short run, higher farm prices may be unavoidable,. 
but that should be only a tactic to be substituted by the long-· 
term strategy. 

The question of laying down broad guidelines for wage­
determination is very important. As mentioned earlier, the· 
wage increases should be governed by the rate of increase in· 
per capita consumption planned during any specific Plan­
period. Normally there need not be any particular insti­
tutional mechanism to enforce it because being only a broad 
guideline, it will need to be considered along with other criteria 
in wage determination. In a developing economy, specific 
considerations are likely to prove qnite important. In the 
interest of better industrial relations, collective bargaining 
needs to be encouraged and much freedom will have to be· 
allowed. Further, the proportion of income subject to such• 
regulation will remain a small portion of the national income· 
and it may not be advisable or possible normally to subjectc 
other categories of income to any direct discipline. However,. 
where the machinery of the State is used in wage fixation, 
the State would have an opportunity and the duty to lay this. 
as one of the important principles in wage fixation. 

The situation would be very different were the nation to 
be confronted with a war or a sharp contraction of national· 
income due to natural calamities, etc., in which periods 
national consumption would have to decline. In such cases. 
a ceiling on wages as on other incomes may ~ecome im~era-· 
live and the necessary support from the people, we believe,. 
would be forthcoming. 

There is one rider that needs to be added to the foregoing .. 
The analysis so far is in terms of a rise in the wage rates, but: 
in times of rising prices, there is also the imporla?-t question. 
of maintaining the existing level of real wages. It ts necessary 
to restore itthrough suitable adjustments in money wages, at: 
least at the lower level. While this is being done, measures 
be devised to contain the upward movement in prices. The 
should justification fo~ .it stem~ . from the n~ed. to mainta~ 
social cohesion and pohttcal stabthty and eqmry ID economic 
relationship.· This is more desirable in a poor economy where 
!he large mass of people has a slender margin of income too 
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sacrifice in a period of rising prices. Another issue is the struc. 
ture of wages. While in the industrial sector the basic wage 
rate Would be determined in the manner indicated above the 
wage differentials should be influenced by the relative. sca~city 
of personnel and the need for promoting and retaining the 
required types of ability and skills: This also applies to other 
catesorl<:ll or tnc,,me ~uclJ as §Ularlc~. M bclwcm §ec!On sucll 
as agriculture and industry or large organised industries and 
small-scale and cottage industries, the wagediffercntinls •hould 
bnm:h as would conduce to. tbe shift of labour of givcu 
skills from less productive sectors to the more productive ones; 
and ·maintain them in optimum efficiency. 

·Policy towards Wages and Salaries in the Public Sector 
We may now pass on tq the problem of llxiug wages and 

qRhu·i~q in Govr,-rnm~Jnt.-(;wm:d t.:oH~e:rntJ. lfl. w.c dcvclopmen· 
tal 5frat~gy, fh~ role 6f publid scctut' us a pace-setter and crea­
tor of 5ocial Pver·hcads is unavoidablo. It cJu L~ a valuable ins­
.t~um~tlt in tcclidtibuting ine<'mes nod erutlituUng: so~ial iotqua· 
ltty.Thetc has been Ull attempt over the past few years to follow 
and uphold different wage and salary policies in this -sector. 
The primary consideration in this regard should be that the 
Government should try to draw towards itself the right type 
.of skill and talent for performing the variegated functions. A 
job with the Government affords greater security than a job 
in private sector. As a general guideline, therefore, the wage 
and salary scales in the Government enterprises should be 
comparable to the scales in the private sector for similar types 
of work and/or similar requirements of skill and talent after 
making allowance for greater job security. This is the princi­
ple of "fair comparison" as enunciated by the Royal Com· 
mission on Civil Service (1955) in the U.K. and which forms 
the basis of the Federal Salary Reform Act, 1962 in the U. S. 
The same principle is also expounded in the Presidential. 
pronouncements in the U. S. This sort of balance between 
-wage and salary scales in the public enterprises and those. in 
the private sector is of material significance in the I~dtan 
economy and any distortion there would affect the efficiency 
and morale in the public sector. 

Policy for Regulation of Profit and Other Non-functional 
'Incomes 

This brings us now to the question of types of i~comes 
.other than wages. Of all these incomes, profits are ":n Jmpor· 
1tant category. If the economy has to advance, savmgs have 
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~o increase faster than consumption and since the savings: 
emanate from the accumulatiort of profits,·the latter have to­
increase. However, what is required is' not profits per str 
but the accumulation of profits for saving and not for 
conspicuous consumption. It is necessary that profits which' 
have to increase are those which have a functional role. 
rtc:tfitd (;fift hlsO fiR~ M A_ tC~U1t of f'ti~~ ri~~· whiJ;;h i~rt fnPilitR• 

ted in li >lrorialie·alfcctcJ iconoruy tllroUgll lbii )lfOfrl~· 
ted markets. In these circumstances, irrespective of the level 
of efficiency, the producers of commodities can c:n~urc their· 

profit margin through raising • their prices. ProJits thus tend 
to be non-functional in character in so far as they are divor· 
ced from any link with risk or innovation. There is also· 
a tendency amongst some profit·earners in the country 
to spend their incomes in meretricious consumption. For 
this renson, there is need for a weff.articulated fiscal· 
policy wbich cnn r~late pro!l.ts accrued to productivity 
effort, and control unnecessary expenditure out of' them. 
Thero ftro " vnriety ol' lisen! instruments by which this. 
can be done. for instance, it will bo p1miblo to ~et 
certain constraints on the non-functional type of incomes. 
such as interest, rents etc. However, care should be taken~ 
if these regulatory measures are to be effective, to limit the· 
area to manageable proportions. The most practicable ins·· 
trument, as the Steering Group on Wages, Incomes and Price· 
Policy has put it, for dealing with such high incomes of non· 
functional nature will be "the effective enforcement of a 
progressive tax system, supplemented by adequate system or 
taxation of capital gains and an expansion of public control 
over the material means of production." 

While devising a policy regarding regulation of profits, 
the question of defining the rate of return on capital, parti­
cularly in industries where the prices of products are control­
led, assumes over·riding importance. Price controls serve a 
certain purpose in basic industries where production cannot be 
increased in a short time. Attempt, therefore, should be tO" 
indicate the norms of fair return on capital in the light of the 
nature of industry, its place in development activity and the 
expectation of the capital market. In 1955, when the concept 
of capital employed (that is, net block plus working capital} 
was introduced, a 10 per cent return was deemed fair. Since· 
then, the rate has varied between I 0 per cent and 14 per 
cent. As reoards public sector enterprises, the Draft Fourth 
Plan, for exa':np!e, mentions a desirable rate of return of IZ: 
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:per cent on invested capital. There cannot be, however, a 
presumption in favour of a categorical answer as regards the 
appropriate level of rate of return, for the rate has to vary 
with the needs of the particular industry on account of factors 
such as risk involved, need for expenditure on research and 
development, priority industries etc. But as a general guide­
line, all that we can say is that the rate of profit that should 
be permitted in the industries with controlled prices should be 
enoqgh to allow for the self-sustaining growth of the industry 
concerned and the reward for ~e risk involved in running 
those industries. 

All that emerges from the foregoing discussion is that the 
wages policy, if it is to mean anything, has to be viewed in 
relation to the overall economic context. Wage incomes and 
profit incomes have to be fitted into a scheme of things to 
smoothen the process of economic development. 



Section II 

TRENDS IN EMPLOYMENT, UNEMPLOYMENT & 
WAGES 

Despite the heavy investments during the past decade and 
a half, the problem uf unemployment has remained as acute 
as ever. Table I gives th~ changes in the volume of unemploy­
,ment during the three Plans. 

1. 

2. 

.3. 

.4. 

·5. 

TABLE I 
Estimated Unemployment, Employment 

Potential & Employment Generation shown in successive Plans 
(in millions) 

Plans 

1st 2nd 3rd 4tb 

Back-log of Unemployment 3.G-5.4 5.3 7.0-9.0 9.0-10.0 
at the start of the Plan 

Net additions to Labour 9.5 10.0 7.0 23.0 
Force during the Plan period 
Employ~ent potential of the 
Plan: 
(a) Total 5.3• 10.7 14.0 18.5-19.0 
(b) Non-agricultural 3.0* 8.0 10.5 14.4 

Employment genernted by 
the Plan : 
(a) Total 4.5• 8.0 14.5 
(b) Non-agricuuura~ N.A. 6.5 10.5 

t)nemp1o)'ment c.s per cent 2 G-3.4' 3.4 4.1-5.3 4.8-5.3 
of Labour Force at the 
slart of the Plan 

• Exclude indirect employment . 

. Soufcc: Dr. P.M. Visaria, Employment and Unemployment in India 
during Three Plans, Mimeographed Paper, Dept. of Economics, 
University of Bombay; see also successive Five Year Plans. 

While the Plans have added to the volume of employment. 
this has not been on a scale adequate to absorb the growth in 
labour force. The new industries set up in both the private 
and public sectors have been capital· intensive in addition the 
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capital-intensity in established industries has increased. Conse­
quently, the growth of employment is less than what it would 
have been had the pattern of investment been different. It has. 
been argued that this policy is not entirely disadvantageous, 
because, although employment is reduced in the short-run, it· 
ensures a higher rate of employment in the future. 

Although in future new industries may be started in ruraf 
areas in response to economi: and governmental pressures, in 
the past, organised industries have been largely concentrated· 
in urban areas. Hence, the level and rate of change of urban 
unemployment could be expected to be the more important 
variables affecting the level and changes in both money and' 
real wages in the organised sector about which some reliable 
information is available than unemployment and underemploy­
ment in rural areas. In Table 2 an attempt is made to put 
together information available from various sources. 

TABLE 2 

Unemployment & Indices of Money & Rea) 'Vages in India 
(1952-1961) 

Year Unemployment as 
% of urban labour 

force 

1952 I 
1953 5 
1953-54 4 
1955 6 
1955-56 6 
1956-57 7 
1957-58 6 
1958-59 4 
196Q-61 2 

Index of Money 
earnings 

1951=100 

107.1 
107.7 
107.7 
113.1 
114.2 
118.1 
119.8 
120.2 
134.3 

Index of real 
wages 

1951=100 

109.2 
106.6 
109.3 
123.7 
119.5 
114.8 
110.9 
106.5 
112.8 

Notes : Col, 2 is derived by applying N.S.S. Participation and unemploy­
ment. rates to mid-year estimates of urban population after 
adjusting for the change in definition of urban areas in the 1951 
and 1961 censuses. Col. 3 and Col. 4 give earnings and real. 
wages of workers drawing less than Rs. 200/-. Indices for 1953-
54.1955-56. 1956-57,1958-59,1960-61 arc averages ofiodlces for 
1953-54, 1955 and so on. N.S.S. data on unemployment are not. 
available for later years. 

Due to differences io reference periods of different N.S.S. 
rounds relating to unemployment, figures in Col. 2 are not 
strictly comparable. The data of unemployment are m~ant to 
indicate direction of change rather than exact mag01tudes. 
Between 1952 to 1955, unemployment as. a percentage of' 
labour force increased from 1 to 6, but the mde_x of money· 
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wages increased from 107.1 to 113.1 and that of real wage!' 
rose from 109.2 to 123.7 due to a fall in price level. Through· 
out 1955 to 1958, unemployment continued to be at 6 to 1 
per cent of the labour force and money wages increased, but 
real wages declined from 123.7 to 110.9. Between 1957·58 
and 1960-61 unemployment declined and money wages rose, 
butreal wages continued to be below the 1955-571evel. 

From Table 2, it can be inferred that the excess labour 
supply is not a major factor affecting money wages. The factor 
that governs the money earnings of workers in the organised 
sector is the consumer price index. The coefficient of multiple 
correlation between money earnings on the one hand and the 
degree of unionisation, consumer price index and productivity 
on the other is +0.84. The simple correlation coefficient 
between money earnings and consumer price index is +0.88, 
but it drops to +0.69 when the effect of degree of unionisa­
tion is cancelled out.* 

The effect of excess supply of labour cannot be fully 
understood only by comparing the movements in wages amf 
unemployment as we have done so far. The rise in demand 
for labour resulting from investments in the past has reflected 
itself in increases in employment. 

The increase in money earnings and to some extent in reat 
wage of factory labour in periods of rising unemployment may 
be explained mainly due to two factors : (a) work in organised 
industry needs special attitudes, discipline and strength and 
(b) that there are institutional factors affecting wages different·· 
ly in different sectors. Among the institutional factors, the 
role of the government and the unions is the most important. 
and pervasive, while trade unions touch only organised labour. 
The Union and State Governments enact and enforce mini•· 
mum wage laws in a number of employments in the unorga·· 
nised sector. The public sector in India is the largest employer· 
accounting for approximately 61 percent of the employment in 
the non-agricultural sector.** At the instance of the union, the· 
Union Government have so far appointed 22 wage boards in 
respect of 19 industries.••• Governments have also provided. 
for an adjudication machinery which has by now affected 
wages of all major plants in most of the industries in India. 

• Dr. C. K. Johri, Unionism in a Developing Economy, Asia Publisb·­
ing House 1967, p. 91. 

•• Employment Review, D.G.E. & T, Ministry of Labour, Employment 
and Rehabilitation, New Delhi, page 29. 

••• Employers• Federation of India, Handbook of Central Wage Boards• 
Recommendahons (see preface). 
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All institutional factors do not operate equally strongly 
in different sectors and they have to operate under different 
constraints. The unions, which have as their predominant 
motive the protection of workers from the operation of econo­
mic forces of demand and supply, derive their strength from 
the organisation and discipline of their members, which are 
likely to be inadequate in unorganised industries. The State'~ 
actions are less subject to restrictions of this character but it 
cannot be entirely oblivious of pulls and pressures which are 
a function of political and economic strength. The State has 
however to pay greater regard to equity among various groups 
and the needs of the economy. 

Year 

1 

1951 
1952 
195~ 

1954 
1955 
1956 
1957 

1958 

1959 
1960 
1961 
1961 
J963 
1964 

TABLE 3 

Indices of Production, Employment, Productivity, 
Money and Real \Vages, and Consumer Prices 

Pro due. 
tion 

(factory) 

2 

100 
103 
105.8 
113.2 
125.6 
137.2 
141.7 

145.7 
167.7 
175.3 
185.0 
201.1 
210.2 
233.5 

Employ­
mmt 

(factory) 

3 

1LO· 
103.7 
102.1, 
104.2 
1C6.9 
117.8 
121.6 

123.4 
125.1 
129.5 
134.8 
141.4 
150.2 
157.3 

Produc­
tion per 
worker 

4 

100 
99 

104 
109 

171 
116 
117 

118 
126 
135 
137 
142 
144 
148 

Money 
Earn­
ings 

5 

100 
107.1 
107.7 
107.7. 
113.1 
115.4 
120.8 

122.3 
120.4 
134.4 
138.6 
144.0 
145.2 
150.8(E) 

Real 
Wages 

6 

100 
IC0.2 
106.6 
112.0 
123.7 
115.4 
114.3 

]]0.7 
109.7 
113.8 
115.5 
11~.3 

113.8 
140.1(E) 

CPI 

7 

100 
98.1 

101.0 
96.2 
91.4 

100.0 
105.7 

110.5 
115.2 
118.1 
120.0 
123.8 
127.6 
144.8 

.Source: Tahle Nos. 12, 11. 15 in Dr. c.· K. Johri's Unions in a Deve• 
loping Economy, Asia Publishmg House. 1967. 

Table 3 shows that in 1964 f"ctory production more than 
doubled compared to 1951, while employment increased by 
57 prr cent. Pr0duction per worker increa,ed by 48 per cent 
over the 'a me period. Money wages increased also by nearly 
the same per cent. Real wages fluctuated and showed no 
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ilistinct trend, but throughout the period they were higher than 
ln 1951. It may be noted that simultaneously the capital· 
labour ratio in industry increased significantly. The following 
statement shows the increase in capital-intensity that has taken 
place in some selected years. 

Statement of Index of Fixed 
Capital 9er worker 

(t951-IOO) 
Year Index 

1956 121 
1959 172 
1960 170 
1961 185 

'Source: H. B. Shivammgi, N. Rajagopalan and T. R. Venkatachalam. 
uTrends in Wages in Relation to Trends in Labour Producti· 
vity and Costs of Production in India: 1951-1961 19

, Econo• 
mic & Political Weekly, May 4, 1968. 

Note : The index may be taken to represent the treoCI in tne ·rnanurac.o 
turing sector although it is based on the data for the following 
seven industries which cover 50% of employment in CMT & ASL 
(t) Cotton Textiles, (2) Jute Textiles, (3) Paper and Paper 
Board, (4) Sugar, (5) Cement, (6) Chemicals and Chemical 
Products, and (1) Iron and Steel (Metal). 

Table shows that money earnings increased at an average 
annual rate of 3 per cent between 1951 and 1964. At times 
the average __ earnings in industry ir.crease.because of shifts in 
employment amoJg industries without any increase in wages 
-within ·the same industries. In order to find out whether 
·wages increased within the industries or not, the effects of 
shifts in employment would have to be eliminated. - Lack of 
·Comparable data for the entire period under review forced us 
to restrict ourselves to a very short period, namely, 1960-63 
for which comparable data are available for large number of 
industries. In 1963 the average annual earnings of workers· 
covered by the AB1 ( ceusus) amounted to Rs. 1662. When 
employment shifts between 1960~63 were excluded, the earn­
-ings amounted to Rs. -1645.. From- this it &ppears that the 
benefits of money wage increases have accrued to large segments 
of labour population .. This does not preclude the possibility 
of wages in some industries increasing at a much faster rate 
and thereby rendering the concept of average rate of increase 
of dubious value. In India, the inter-industry wage •tructure 
has become skewed to the right between 1951 and 1961. The 
coefficient of skewness which was-5.50 in 1950-52 has changed 
'o +66.67. The median earnings of workers in 1959-61 were 
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below the mean whereas in 1950-62, they were above, indi­
cating that although the average earnings have increased over 
1950-52, for more than 50% of the workers the average 
increase was less than the increase for the workers as a 
whole.* 

The increase in the average annual money earnings of 
workers must really be compared with similar changes for all 
the earners in the community to get an idea of how the orga­
nised worker fared vis-a-vis the earning community. In the 
absence of any data on the latter aspect, these can only be 
compared either with changes in net national output at current 
prices, or since the number of earners increases with popu­
lation growth, though not proportionately, with changes in 
per capita output. Comparison of Tablo 3 and Table 4 shows 
~at during the period, increases in money wages have been 
more than those in per capita output but less than those in 
net national output. It may be added that workers received · 
some increased amenities in kind not recorded in their wage 
earnings. 

TABLE4 
Net National Output, Net Oufput Per Cnpit.t and Their Indices 

for Selected Years 

Year Net National Index Net Output per Index 
Output in Rs. 1950.SI= Capita in Rs. at 1950-51 = 
Crs. at Current 100 Current Prices 100 

Prices 

1950-51 95.3 100 266.5 100 
1960-61 141.4 148 325.7 122 
1961-62 148.0 ISS 333.6 125 
1962-63 154.0 162 339.4 127 
1963-64 172.1 181 370.9 139 

Beginning from the year 1964, real wages show a distinct 
fall as seen from Table 4 A which gives the indices of money 
and real earnings of workers getting less than Rs. 400/- p.m. 
and employed in manufacturing industries. 

• Dr. C. K. Johri ... Inter-industry Wage Structure rn India71950-61''• 
JndlanJournal of Industrial MeJatioll, lab e-5. 
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Year 

1962 
1963 
1964 
1965 
1966 

TABLE 4A 
Indices of Net National Product, Per Capita Net Product, 

Money and Real Earnings ( 1962 to 1966) 

Net National Per Capita Net Money Real 
Product@ Product@ (at Earnings~ Earningst 

(constant prices) current prices) 

2 3 4 5 

112.8 !07.4 105.6 io2.3 
130.6 121.3 108.9 102.4 
151.8 137.8 114.4 94.9 
156.6@@ 138.7@@ 127.5 96.8 (P) 
179.6@@@ 155.3@@@ 131.1 (E) 89.8 (E) 

@ C.S.O. Estimates of National Product, 196Q-61 to 1966-67 Tho 
figures in these columns relate to fiscal years 1962-63 ...... etc. · 

@@=Preliminary Estimates 
@@@=Quick estimates 

~=Col. 4x5 are from Indian Labour Statistks 1967, Table 4.5, p. 89. 
P : Provisional, E: Estimate 

It can be seen from the above table that per capita net 
product at current prices also increased· more during the 
period. In order to get a clearer picture of the movements in 
money earnings of workers, it will be necessary to study them 
at the micro i.e. at the industry level. Table 5 gives the per• 
centage changes in money wages in 1964 as compared to 1951. 

TABLES 

Average Annuall\loney Earnings of Factory Workers Drawing 
less than Rs. 200 p.m. by Industries 

Name of Industries 1961 1964 Differ- Percen-
ence tage 

I. Cement 919 1938 1019 110.88 

2. Leather & Leather Product 752 1465 714 94.95 

3. Process allied to Agriculture 155 298 143 92.26 

4. Chemicals & Chern. Products 868 1497 629 72.47 

s. Food except Beverages 480 796 316 65.83 

6. Wollen 988 1627 636 64.68 

7. Jute SIS 1336 521 63.93 

8. Manufacture of Pottery 654 !060 406 62.08 

9. Wood&Cork 654 1055 401 61.31 

to. Footwear 989 1541 552 55.81 

11. Manufacture of Glass & 692 1072 380 54.91 

Glass Products 
1178 1808 630 53.48 

12. Cotton .. h' 
Tanneries & Leather FlDlS mg 1749 1145 396 52.87 

13. 1132 1728 596 52.65 
14. Products of Petroleum & Coal 

699 1065 366 52.36 
15. Non~metallic Mineral Products 

997 1496 499 50,05 
16. Paper 
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Name of Industries 

·17. Fine Chemicals & Pharm~ 
aceutical Products 

. 18. Paper and Paper Products 
19. Silk 

- 20. Metal Products 
21. Transport Equipment 
22. Machxnery (except electrical) 
23. Water and Sanitary Servjces 
24. Printing, Publishing and 

Allied Industries 
25. Miscellaneous Jndwtries 
26. Furniture and Fixtures 
27. Ship Building and Repairing 
28. Electrical Machinery 
29. Rubber and Rubber Products 
30. Recreation Services 
31. Electricity, Gas and Steam 
32. Beverages 
33, Matches 
34. Basic Metal Industries 
35. Tobacco · 
36. Personal Services 

1961 

978 
958 
991 
917 

1171 
998 
908 

1052. 
1087 
940 

1337 
1238 
!325 
969 

1229 
960 
842 

1368 
392 
153 

1964 

1413 
1413 
1459 

. 1346 
1690 
1407 
1277 

1443 
1458 
1253 
1731 
1557 
1658 
1200 
1517 
1146 
940 

1477 
409 
859 

Differ .. 
ence 

475 
455 
468 
429 
519 
409 
369 

391 
391 
313 
394 
310 
333 
231 
288 
177 
107 
109 
17 
6 

Percen· 
tage 

48.57 
47.49 . 
47.23 
46.7s-" 
44.32 
4o.9S 
40.98· 

37.17 
36.64. 
33.30 
20.47 
25.76 
25.13 
23.84 
23.43 
18.27 
12.71 
7.96 
4.34 

.70 

From Tab!~ 5 it can be seen tbat for 20 industries the 
increase in average money earnings was more than the increase 
in the consumer price index. For tbe remaining 16 industries, 
tbe increase in prices was more than the increase in money 
earnings. The case of these industries, where in spite of thirteen 
years of planning, real wages went down (if a continuing 

- phenomenon) needs a detailed analysis to · locate the causes. 
and suggest possible remedies. 
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Section Ill 

MINIMUM WAGE 

The concept of minimum wages first evolved with refer­
ence to remuneration in spme sweated industries where the 
general level of wages was substantially lower compared to the 
average wage for similar types of labour in other industries 
or in the industry as a. whole. It was realised that because 
of peculiar conditions of trade or labour in those indust­

ries, the abnormally low levei of wages waS' likely to perpe• 
tuate itsdf and no self-corrective forces were likely to work. 
The Trade Boards constituted in England by the Trade· 
Boards Act of 1909 were restricted to employments where· 
the prevailing wages were exceptionally low as compared with· 
those in other employments. The Act of 1918 extended wage· 
regulation to cover trades where no adequate machinery 
existed for effective regulation of wages throughout the trade. 
Although the Trade Boards Act gave no guidance for laying: 
down wages, the Boards were guided in practice by three 
important considerations: 

a. Securing to every normal worker at least a maiit·· 
tenance wage. 

b. Rates offered to workers in comparable occupations .. 
c. Rates which the market conditions of the trade per· 

mitted to pay. 
In fixing the minimum wage, care was generally taken to 

ensure that the wages fixed were neither higher than what 
a larger number of units were paying nor more than what a 
large part of the workers were receiving. The result was that 
employment in these industries was hardly affected adversely. 
While a few firms paying low wages closed down or reduced 
the scale of operation by decreasing employment, others ex· 
panded their employment and overall effects were negligible .. 
This, combined with the drive to.vards better management 
and organization methods, and greater labour efficiency, ena· 
bled the higher wage costs to be met without price increases. 
Minimu:n·wage legislation of this kind did not lead to indus­
trial closures, nor to substantial price increases. The attempt . 
. by the wage regulatots to find some basis for wage other than. 
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that offered by the existing market situation has led to the 
-emergence of three basic concepts of wages-the subsistence 
wage, the fair wage and the living wage. The content of these 
terms is elastic and varies not only from one country to 
another but also within the same country from timo to time. 
The size and composition of the basket of goods and services 
corresponding to each of these concepts would depend on the 
stage of economic growth of any country. At the present 
stage of the Indian economy, it is the concept of the mini· 
mum subsistence wage that is more relevant than the other 
two. 

Minimum \Vage 

In determining the minimum wage that a unit must pay, 
·three factors need to be taken into account. They are: 

I. The needs of the worker and his family 
2. Capacity to pay 
3. Standard of living of other social groups. 

The recommendations of the 15th session of the Indian 
Labour Conference on this subject considered only the first of 
the three factors, excluded the third entirely, and allowed the 
second factor some scope in exceptional circumstances. They 
were based on the absolute as contrasted with relative approach 
to minimum wage-fixing. The absolute approach requires an 
agreement on the part of the nutritional experts as to what 
constitutes the physical minimum calorie, and the nutritional 
food needs, and similar agreements in other spheres. In 
·practice, experts differ even on food need. The Nutrition 
Advisory Committee in their recommendations in 1944 had 
suggested that a man weighing 55 kg. doing sedentary, mod­
trate and heavy work would require 2400, 3000 and 3600 
calories respectively. In the light of the norms prescribed by 
the F.A.O. and the accumulation of additional scientific data, 
the N.A.C. revised their estimates in 1958 to 2400 and 3900 
calories for a man doing sedantary, moderate or heavy work. 
Dr. Jivaraj Mehta estimated the need at 2100/2200 calories, 
whereas Dr. Patwardhan put it as 2300 for sedentary work. 
There is some ambiguity about what type o( diet ·prescribed 
by Dr. Aykroyd the Conference h_ad in ~i~d. M?reov~r, the 
nutritive values of different presCflbed mtmmum dtets dtffer as. 
shown in Table 6. 
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TABLE6 

Nutritive Value of Different Diets 

Nutrients Balanced Improved Pay Commission 
diet dirt diet 

Calories 30{)0 zsoa 2645 
Protein (gs.) 90 70 73 
Calcium (gs.) 1.4 0.8 1.0 
Iron (mg.) 47 40 51 
Vitamin B (mg.) 2.1 1.8 1.6 
Fats (gs,) 90 so 66 
Phospherous (gs.) 2.0 1.4 
Riboffavin 1.8 1.1 
Nicotinic Acid (mg.) 22 18.6 

Source: Report of the Sub-committee of the N.A.C. on Nutritional 
Requirements of Working Class Families, 1965. 

The costs of different types of diets with the same calorific 
and nutritional contents vary widely. In India, both vegetarian 
and non-vegetarian diets are common, and the former is 
generally cheaper. It may be argued that in a poor country 
the cheapness of the diet, its calorific and n~tritional content 
remaining the same, should be the preponderant consideration. 
Dietary habits which differ widely over different parts of Incia 
and partly reflect the prevalent standard of living die hard 
and the question of what importance to attach to them becomes 
difficult. Table 7 below gives the costs of two types of diets 
in different regions as worked out by the Sugar Wage Board. 

TABLE 7 

Costs of Diets 

State Cost of Cost of Absolute Percfntage 
Centre Balanced Improved djfference difference 

diet (2850 diet (2850 between col. 4 X100 
calories) calories) Col. 2&3 col. 3 

(I) (2) (3) (4) (5) 

Uttar Pradesh: 
Meerut 78.66 50.60 28.06 56 

Gorakbpur 87.85 56.99 30.85 54 
Lucknow 81.24 52.35 28.89 56 
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( I (2) (3) (4) (5) 

Bihar 
Muzaffarpur 81.71 49.10 31.61 67 
Madhya 
Pradesh: 
Gwalior 70.12 44.57 25.55 58 

Rajasthan: 
Ajmer 78.90 54.27 24.63 46 
Aodbra 
Pradesh: 
Hyderabad 89.27 61.89 27.38 43 
Mysore: 
Ban galore 90.59 66.89 23.73 36 
Madras: 
Madras 91.27 58.12 33.15 57 

Source: Central Wage Board for Sugar Industry. page 4S. 

The difference between the costs of balanced and improv· 
ed diet varies from 36 per cent in Bangalore to 67 per cent 
in M uzaffarpur. 

The difficulties in evaluating the costs of the need-based 
minimum are not restricted to the norms relating to food only. 
The type of clothing required would depend on the climate of 
the region, and provision of woollen clothing for workers' 
families in cold parts of country would be more costly than 
providing them with cotton material. Moreover, the cost of 
the latter would depend on the variety which workers prefer 
to buy. Like food habits, the habits relating to clothing vary 
widely in and among different regions. As to housing, mere 
specification of the rental allowance corresponding to the 
minimum area provided under Governments' Industrial Hous• 
ing Scheme would hardly enable the workers to get the living 
area implicit in the norm recommended by the Conference. 
The calculated cost of fuel, lighting and other miscellaneous 
expenditure which the Conference recommended as 20 per 
cent of the total minimum wage will reflect the variations in 
the cost of other items. Increases or decreases in the 
prices of food, clothing etc., would automatically affect the 
amount admissible for miscellaneous expenses irrespective of 
the price ch'anges of miscellaneous items. The size of w_ork· 
iog class family to supported from th_ew orker's earmn?s• 
though specially mentioned in the. resolutwn. also gave rtse 
to controversy. 
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The great contribution of the 15th Labour Conrerence­
was its attempt to concretely define the contents of a need­
based minimum which should prevail in the whole of organi­
sed industry. From the view-point of workers' physical and 
social needs, its dem1nds were reasonable. But the state of 
the Indian economy is such that whatever way the differences 
mentioned above are settled, most of-the wage·fixing authori­
ties have found the cost of the minimum beyond the pale 
even of organised industries. As the First Textile Wage­
Board put it, "whether we take the improved or the balanced 
diet in our calculations or whether we take the figures of the 
vegetarian or of the non-vegetarian diet, there is considerable 
gap between the figures found under the formula of the­
resolution and the existing wages."• The Central Wage 
Board for Sugar Industry after declaring that "nothing would 
have pleased the Board more than to have been able to re­
commend minimum wages admitting of food with approxima-. 
tely 2850 calories together with other coosumptio~ articles 
of the standard as recommended under the conference norms" 
remarks that "only blind adherence to idealistic pattern of 
diets would seem highly unrealistic in· the present· day situa­
tion of the country ."•• As to the difference between the 
minimum wage calculated according to the norms of the 15th 
session and the actual wages prevailing in different centres, 
the Board found that the former varied between Rs. 60 
to Rs. 97 at different centres, while the latter 
varied between Rs. 33 to Rs. 84. The Board recommended 
minimum for different zones which varied from Rs 60 for the 
Central Region to Rs. 87 for Maharashtra. The Central 
Wage Board for the Cement Industry which had some advan­
tage in this respect as the cement prices were controlled and 
differential prices were paid to each concern on the basis of 
its costs. found that the farthest it could go in this direction 
was to give minimum wages based on an improved vegetarian 
diet. 

The Second Pay Commission examined the linancial andt 
physical implications of extending the nbrms widely. In 
a letter the ,Finance Ministry had clarified that the Govern· 
ment oflndia did not consider the I 5th Labour Conference· 
resolution binding in this regard. The Pay Commission poin· 

• Report of the Central Wage Board for Cotton· Textile Jodustryr 
a 32. 

•• Report of the Central Wage Board for Sugar Industry, para 135r 
• 46. 
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ted out that a minimum wage of Rs. 125 p.m. arrived at on 
this basis was rather high when on the basis of the per capita 
national income, the average earnings of a standard family of 
four WOl.\ld be Rs. 97 a month. The needs of savings and 
investment and legitimate differentials of the economy had 
also to be provided for. On the physical side, the country 
did not produce or even hope to produce in the near future 
the amount of milk, fruits, fish, eggs or meat that would be 
·required for •atisfying the norms of a balanced diet. It may be 
pointed out that as seen from Table 4 only in 2 of the 37 indust· 
ries the per-worker earnings were Rs. ISO p.m. or more­
the 1963 equivalent of Rs. 125 at the time of Pay Commission. 
·Even in these two, the minimum would be lower. 

In the light of these facts, the recommendations of the 
!i!h_J~~~i,Qn_of the Indian L~bour Conference have to De 
·viewed as an id.ea~ni~hould be acbiev.e.d for organtsed 
IndUstry within reasonable period, the length of which wtll be 
iletermtneaby_lh':!at~ of gr,9wth of thU!:.OnQJDLaU~ 
and spectallyof agriculture. The other sectors may take .more 
-time-t<)' come up to tfiis lever. The general approach outlined 
in our wages policy would go some way towards shortening the 
period within which tbe goal could be achieved. Moreover, 
since that approach is designed to improve the standard of 
living would not be at the cost of others. 

Capacity to Pay 
The concept of capacity to pay is important in wage 

fixation as it is recognised that if wages are fixed at a level 
which strains tbe capacity to pay, unsettling con>equences 
would arise. It has hitherto been largely applied to the level 
of an industry. Tbe concept can be applied at the level of a 
firm, of an industry or of the economy as a whole. Tbe Fair 
'/Nages Committee, applying the concept at the industry·level 
/)bserved that, "we haYe all along held the view that an indus­
try v.hich is incapable of paying the minimum wage has no 
right to exist. But an industry m~y be such that its continued 
existence is imperative in the large interest of the country, whe­
ther or not it is in a position to pay the minimum wage. In 
such a case we feel that it is the ·responsibility of the State to 
take steps to enable that industry to pay at least the minimum 
wage"*. Any effective minimum wage legislation is likely to 
imply the closure of a few marginal units, and in an extreme 
case, of substantial proportions of any industry existing by 
substandard labour conditions. But if the individual industry 

• Report of the Committee on Fatr Wages, para 25. 
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minima are so high that a substantial portion of a few impor­
tant industries has either to be closed or subsidized, the­
proposition is likely to he dangerous. Therefore, in fixing a 
minimum, the capacity of the economy to pay has to he kept 
in mind. This bas been recognised even in developed econo­
mies with great labour mobility and liberal social security 
provisions. In India, consequence of large-scale closures. 
would be serious. 

In practice, the capacity of the industry to pay is regarded· 
as very crucial criterion for minimum wage fixation. In our 
opinion, its application, except in a marginal way, was 
severe limitation. in the case of a country like India. In a. 
laissez faire economy, if the industry made unduly high 
profits imd the demand and supply conditions were such that 
there was no immediate possibility of its expansion or price­
reduction, higher wages could be prescribed as they would 
be paid at the cost of profits. . In a planned economy, there· 
are number of alternatives whose claims have to be consi-· 
dered. It may be possible and advisable to reduce prices or 
levy indirect taxes on the products of the industry. More· 
important, profits in our case would be highly dependent 
on state policies like import control, industrial licensing etc., 
which affect different industries differently. Errors in their 
formulation or implementation and their correlation might 
mean large changes in tne capacity to pay. The capacity to 
pay will thus often be largely a decision, perhaps a fortuitous. 
one, of policy decisions. 

The test of capacity to pay is very difficult to apply in 
regulated and controlled industries. Once a certain wage­
goal has been laid down, it becomes extremely difficult to 
judge whether these sectors are able to meet the necessary 
wage claims. In such industries, prices arc generally fixed on 
some basis of cost plus formulae, so that unless conditions. 
have radically changed or been misjudged by the price-fixing 
authorities, at current prices the controlled industries are 
not in a position to pay higher wages. This, however, is no· 
reason for refusing higher wages to labour because the price­
fixing authorities would take existing· wages into account 
without going into the question of their justifica~io.o. No 
particular sanctity can be attached to the wages ex1stmg ~t a 
particular point of tim• because that was s~lected _as the ttme­
of price fixation. Most of the controlled mdustnes have an 
escalator clause by which prices are revised upwards whenever 
wages are revised by wage-fixing authorities. In such cases 
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it is difficult to ascertain the capacity of the industry to pay. 

The test of capacity to pay becomes more difficult to 
apply in the case of public corporations and Central and 
State Governments. The Central Government have large 
tax powers and can raise more revenue if needed; moreover 
they can economize on optional expenditure. Although the 
State Governments are generally faced with more inelastic 
tax revenue;, all of their expenditures are not unavoidable. 
The comparison thr.re has really to be between the relative 
claims of developmental expenditures and the sections that 
benefit therefrom as against the rights of the employees. It 
is obvious therefore, that the limitation of minimum wages 
by the test of ability to pay is not likely to mean much in a 
1:apidly expanding economy where the public sector plays an· 
important pr.t t and the private se~tor is largely controlled. 
The arguments mentioned above are not intended to entirely 
£efute the applicability of the criterion of capacity to pay at 
the industry level. There are occasions like bonus payment 
when capacity to pay is a relevant consideration. In collec· 
tive bargaining it will have an important say. But when 
recourse is taken to the machinery rrovided by the State, the 
.question of how the ability to pay arises has to be considered. 
An industry because of its position may be able to shift the 
incidence of higher wage costs to the consumers, to the un­
employed or to the suppliers of factors otb,er than labour. 
But shifting the burden does not make it disappear and it is 
o.nly at the national level that the full effects of wage increases 
can be seen and assessed. We then come to the question of 
national capacity to pay and the relative claims of a sector on 
it. A minimum wage not excessively higher than the pre· 
vailing wage granted as a strategy of breaking the vicious 
.:ircle of "low wages and low efficiency" under appropriate 
conditions and safeguards in industries in a comfortable 
1inancial position would have the welcome effect of changing 
labour attitudes and improviug labour productivity so that 
the unit labour costs go down. Such experiments should be 
.encouraged. Apart from this exception, the minimum indus­
try wage would have to be determined with reference to the 
prevailing wage rates in the locality for similar type of labour 
and could only b~ much higher than the latter if determined 
en differential considerations. It is at this point that data 
fail us and only im;>ressionistic judgements are possible. 
Relative Living Standard 

Arthur Levis has suggested that the starting wage rate 
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in indu~try should be about 50% higher than the average 
agricullural income.* Th: criterion does not help us much 
because of the pluralism and the non-availability of data on 
agricultural incomes. 

The Second A~ricultural Labour Enquiry Committee 
·Comp:1red the wa~es of ca.u1l m1le worker in agriculture with 
those of the unskilled workers in the cotton textile industry 
in various centres. Tllis' comp:1ris~n i> given below in 
Table 8. 

TABLES 

Unskilled Rates of Agricultural & Textile Workers (Paise. p.d.) 

Name of State/ Wage oF cac;ual D.tily wage of %or column 
Centre agricultuTal cotton textlle 2 to column 3 

'"Orker worker 

2 3 4 

Bo'nbay Stat• 
·Bombay 87 401 21.7 
Ahmedabad 87 382 22.8 
·Shoiapur 37 244 35,7 
Baroda 87 347 25.1 
Nagpur 37 298 29.2 

·Madhya Pradesh 
Indore 76 32! 23.2 
·Madras State 
Madras 84 312 26,9 
Uttar Pradcsb 
Kanpur 92 330 !7.9 
W••l Bengal 
Wec;t BeoJ!al 143 233 61.4 

Source: Agricultural Labour in India, Report on the Second Enquiry, 
Vol. I, p, 127. 

Barring West . Bengal and Sholapur, the agricultura 
-wage rate is less than a third of the daily wage rate in the 
<:otton textile industry. This is not a very helpful comparison, 
as the wages in cotton textile industry are comparatively high. 
A better compariso, would be between the average wage rate 
in agriculture and the starting wage rate in comparable 
indus try. 

•Qaoled by N.N. Franklin in Minimum Wage Fixing and Economic 
Development-Sympsium on Wage Policy Issues in Economic Develop­
ment. D~nmark, 23-27 Oct., 1967. International Institute for Labour 
Studies, mimeographed, p. 12. 
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It was not possible to wor~ out even a crude comparison 
of these two wage rates _for India as a whole. T~e nearest we· 
can get to this concept ts the wages of rural sktlled workers 
in Maharashtra and those of workers in processes allied to· 
agriculture. This comparison is given below. 

Average Wage Rate in Hourly Wage 
Maharashtra 1962 Rate 

Rs. 
I. of directly employed workers in 

processess allied to agriculture 0.67 
2. of contract labour 0.56 
3. skilled rural wage rate 0.44 
Although unskilled rural wage rates should have been 

taken to make the comparison, the variations in these wagerates 
between districts and seasons are such that the concept of 
average wage rate becomes less meaningful. The rural skilled 
rates are obtained from Agricultural Wages in India (1962)*. 
after taking a simple average of skilled rates in all the districts 
of Maharasbtra. The hourly wage rates of workers employed 
directly and through contractors are obtained from the ASI 
(1962). The differential in the wage rates of directly employed 
workers and the rural skilled workers amounted to 50% of 
the latter and that between the wage rates of contract labour 
and the rural skilled workers amounted to 27% of the latter. 

The Second Agricultural Labour Enquiry Committee felt 
that a more relevant cvmparison would be between the wages 
of agricultural labour and the minimum wage rates fixed for· 
Rice, Flour and Dal Mills. Table 9 gives the agricultural wage 
as a percentage of the minimum wage rates in the latter. 

TABLE 9 
Agricultural Wage as% of Minimum \Vage in Rice, Flour, Dal Mills 

State 

Andbra Pradesh 
Assam 
Bihar 
Bombay 
Kerala 
Madhya Pradesh 
Madras 
Mysore 
Punjab 
Rajasthan 
Uttar Pradesh 
West Bengal 

Percentage 

81 
93 
51 
31 
67 
58 
81 
66 
63 
77 
74 

161 

Source: Agricultural Labour in India, Second Report Vol. I, p. 129. 

• Published by the Directorate of 2coo_omics and Statistics, Ministry of 
Food & Agriculture. 
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Out of the 12 States mentioned in Table 9, in 3 States 
the wages of agricultural labour were less than 60%, but 
more than 50% of the minimum in rice, flour and dal mills. 
In Assam they were 93%, whereas in the Punjab they were 
63% of the minimum fixed in rice, flour and dal mills; in 
West Bengal they were higher than the minimum rates for the 
latter. The cautious conclusion that emerges from this limi­
ted data is that the difference between the average wage rates 
for agricultural labour and the starting wage rate in the nearest 
industries is not excessive. 

The differences in annual earnings could be expected to 
be higher than those in wage rates because the industrial 
worker. on an average would be employed for a greater num­
ber of days in a year than . his agricultural counterplrt. In 
1956·57 the average.annual income of an a~:ricultural labour 
househo1d was Rs. 437*, whereas the average annual earnings 
of factory workers drawing less than Rs. 200 p. m; collected 
under the Payment of Wages Act come to Rs. 1,210 (average 
of annual earnings for 1956 and 57). Thus the annual ear• 
nings of an industrial worker were 177% higher than the 
annual earnings of an agricultural labour household in. 1956· 
57. It m1y be pointed out that the productivity of the industrial 
worker who works with . a greater complement of capital is 
much higher and the skills required of the two set of workers 
differ widely. 

It must also be borne in mind that wages in organised 
industries are not uniform. They differ substantially by the 
size of nnit a~ measured by the number of workers employed; 
In 1955 the wages of workers employed in firms which em• 
ployed between 10 to 19 workers were 47% of the wages oi 
those employed in units employing 1000 or more workers. In 
1960, the average annual earnings of workers employed in 
the Census sector of the ASI (i.e. in establishments employ­
ing more than 50 workers and using power) were Rs. 1350, 
wh.erels thJse of the workers covered under the Sample Sec­
tor (which may b• compared with the urban unorganised 
sector) were Rs. 619 which indicates that earnings in the 
sample sector were 46% of the earnings of workers in the 
census sector. 

Wages in the unorganised sector. ~re difficult to ot>tain 
on an all-India basis. Under the Mm1mum :w'ages .~ct of 
1948, the Central and State Governments prescnbed minimum 

• AgriCultural Labour in India~ Second Enquiry, VoJ. I page 139. 
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wages for scheduled employments and these may be taken to 
orepresent earnings in unorganised sector. Table I 0 gives 
the wages of unskilled workers in some employments in the 
-unorganised sector in Bombay City. 

TABLB 10 

\Vages in Selected Unorganised Trades In Bombay City 

Employment Year Wages of the Minimum 
unskilled Rs. Wagem 
per month Cotton 

Textile 

Tanneries & leather manu-
factoring 1964 80.00 154.79 

Employment in potteries 1964 84.50 
Public Motor Transport 1964 95.00 
Printing & book-binding 1965 85.00 167,08 
Hotel workers 1966 75.60 188.62-
Shops & Establishments 1966 90.00 
Maintenance of roads 1966 71.50 
Rice mills, flour mills and 

dal mills 1966 70.00 
Road construction & building 

in local authority 1966 90.00 

Oil miJJs 1964 70.00 
Bidi factories 75.00 
Glll"!l inCinstrv 19M 80,80 

Comparing the mtmmum wage in the textile mills in 
Bombay with the minimum wage in the scheduled employ­
m•nts, we find that the latter is approximately half of the 
former. 

We have so far observed that there are differences in 
wages within the organised industrial sector ; depending on 
11ize of the unit, they vary widely among industries as seen 
from Table 4 earlier. Secondly, there are the dtfferences 
within organised and unorganised se~tors. The question is with 
which of these agricultur.ll wages or earnings are to be com­
pared. Io order to find whether the differential between 
wa.res of labour employed in organised industry and that 
em~loyed in unorganised in~ustry is excessive o~ not, ~he 
comparison should be done wtth respect to the parttcular stzo 
group in whtch most of the new entrants to the indu~try ar"' 
Absorbed. We have no data to lead us to any defimte con-

.clusion. 
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It may be reasonable to assume that a rural labourer 
may start his industrial life by taking up some job in the 
nearest industrial unit, move on to a city to be absorbed in 
unorganised industry, and having worked there and got used 
to urban way of life, seek employment in small-sized indus• 
trial establishments; from there he can hope to move into a 
large sized unit. In the absence of data on job history of 
urban workers and their mobility, we can only start with 
3ome reasonable hypothesis. 
. While determining the minimum wage in any industry 
·m the organised sector, the comparisons that would be of 
relevance would be between wages prevailing in the size 
~roup that dominates in terms of employment and the wages 
:m the unorganised sector. Minimum wages in the latter 
would have to be determined with reference to prevailing 
wage rates in agriculture and the wage rates in smaller units 
in the organised sector. In both cases, the question not only 
of atttacting the right type of labour but of retaining it and 
maintaining it at the optimum level of efficiency is very im· 
IPOrtant. 

National Minimum Vs. Industry Minima 

Several nations have now gone beyond the idea of fixing 
.different minimum wages in a small number of industries. 
Instead of individual minima for low-wage industries, they 
·have adopted a mimmum wage common to a wide range of 
.economic activity, or even a national basis minimum wage 
below which no remuneration is allowed to fall. Such a 
minimum is preliminary to the adoption of a minimum stan· 
dard of Jiving for all the citizens; besides a very wide cover­
·age of minimum wage level, many other steps like the 
'Unemployment insurance, health insurance, old age pensions, 
poor relief and family allowance would be needed. Income 
from work is, however, generally the most important source 
for the poorer strata of the society. In a country like India, 
the large number of self-emplo) ed people both in agriculture 
and non-agricultural sectors constitute a severe limttation to 
the achievement of any national minimum through a mini· 
mum wage policy. In fixing a national minimum wage ?r a 
minimum wage with a wide coverage, two consideratwns 
have to be borne in mind. 
(a) The minimum is norma~y so fixed that at th~ time. of 
wage fixation, only a small section of the employees IS gettmg 
less than the minimum wage. In other words, only a small 
,Percentage of the people can derive immediate benefit from 
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a national minimum wage. For example, in .the u.s.A .•. aS· 
a part of the ·Ia te President Roosevelt's anti-depresston· 
policies, minimum wages for employees engaged in inter­
State Commerce, or in the production of goods for inter-State 
commerce, were prescribed. They were so determined as to 
raise wages only for the lowest 5 to tO per cent of the workers 
covered. Then in 1938-1939, the Fair Labour Standards 
Act provided for a minimum hourly rate of 25 cents and 30 
cents respectively; about tO per cent of the covered workers 
were earning less than this minimum. In 1949, when the 
minimum rates were 75 cent~ an hour, 6 per cent of tbos' 
covered needed a wage rise to come upto the minimum. In 
1955 when the national minimum was increased to s 1 an hour, 
less than 8.7 per cent affected obtained an increase thereby.* 
As a result, wages were raised only in low-wage manufacturing: 
firms, mostly in the south aud largely in textiles, garme~t 
making, !urn ber mills etc. Because of these realistic consi­
derations and rising demand in general, in spite of their wider' 
coverage, the wage fixation in the U.S.A. did not have ad·· 
verse effects except in a few local cases like the needlework 
industry in Puerto Rico where the minimum wages had to be" 
lowered at the request of the Union labour. It must be men· 
tinned that F.L.S. Act does not apply to persons engaged' 
only in intra-State industry like retail trade, Jaundoring and 
dry-cleaning, hotels and restaurants, hospitals, beauty par·· 
lours and other service establishments. Many of the States 
have minimum wage laws applying to workers in these in· 
dustrics. The minimum wage is usually not specified in 
these acts, but is left to be determined f<'r each industry by 
the administration on the basis of recommendations of the-­
industry wage boards or committees. When the F. L. S. A. 
had prescribed the minimum wage at 75 an hour, only 
Connecticut had the same statutory minimum wJge rate ; 
most of the other States had issued orders providing for rates 
of more than 50 cents an hour. There was considerable 
variation from 45 cents in Wisconsin canning industry to 75 
cents in Connecticut cleaning and dyeing industry. But the 
State minima were prescribed on the same considerations 
according to the existing wage structure prevalent in their 
industries and localities. Hence, no adverse consequences 
were noticed. 

(b) Unless the category of workers covered by the minimum 
wage legislation is rather narrow, and there are special fun-

•Reader M.P., Labour in Growing Economy~ p. 500. 
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ctional reasons for paying them more, the minimum must. 
bear close relation to the per capita income of the. 
nation and must not be above the standard of living of 
parallel classes in the nation. Any society, demooratic or 
totalitarian, will have to recognize the need for differential 
for .semi-skilled, skilled and highly skilled categories of 
workers. In fact, wage-fixing authorities. often Jay down 
minimum skill differentials. Many societies will have to 
provide for some return to capital and entrepreneurial 
.ability. This obvious truth is likely to he missed .if an 
attempt is made to arrive at a minimum wage purely from 
the side of needs of workers. For instance, a Royal Com· 
mission was appointed in Australia in 1919 to inquire into 
the cost of living according to reasonable standards of 
.comfort for a family consisting of man, wife and three children. 
Though the commission had no power to fix wages, its find­
ings were to be used for the determination of basic wage 
standards by wage-fixing bodies. The Commission, on the 
basis of the family budgets that it collected, bt1ilt up a budget 
which it considered desirable for Australia. When the 
question of fixing wages at this standard came up, the 
Commonwealth statistician stated that even· if the whole 
income of Australia including the revenues of the govern· 
ment were divided equally among employed persons, it 
would not yield the necessary weekly amount to 
·satisfy this standard. The advantage of a wide 
basic mmimum wage · system is that the defects 
are easy to point out and are likely to be quickly understood. 
When the coverage is limited, the temptation to fix an unduly 
high minimum wage may be great and the defects may come 
to the surface when an attempt is made to extend the 
coverage. Actually, such a higher minimum for a selected 
class, unless justified by special reasons for the privilege, is 
likely to set up trends which may upset the whole economy. 

In the light of the difficulties attending prescription of a 
minimum wage for the economy as a whole, it would be 
better to prescribe different individual minimum wages for a 
large number of industries on a regional basis. This would 
differ from the British Trade Boards approach in so far as 
many industries and trades would be covered. It would differ 
from a national minimum wage approach, because the minima 
prescribed would be different for different industries and the 

Richardson-An Introduction to the Study of Industrial Relations 
l'. 27l. 
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coverage would probably be more selective. The main advan­
tage of this approach would be its flexibility and suitability to­
the existing situation in India in which labour in most indust­
ries, being either unorganised or weakly organised, needs State 
assistance. Also, the conditions in different industries and 
regions differ so widely that a national minimum wage would 
not be of much relevance. There is need for large-scale wage 
fixation, but a uniform minimum would have the disadvan· 
tage of being so low as to benefit only the worst paid of the 
entirely badly paid Jot of workers. It would be more profit­
able to adopt a selective approach and probe at strategic; 
points according to the circumstance of each industry. 

From the viewpoint of national wage policy, wide­
differences in the industrial minima could be ·justified on two­
grounds. It may be that the generally prevalent wage rate in 
an industry is not able to attract necessary labour to it and a 
higher wage may be one of the inducements to draw or keep­
•he labour in a particular industry. Secondly, wage unifor­
mity would mean no general rise in wages while a differen­
~ial policy may make it possible to grant wage increase now 
in one industry, then in another, and so on in a discrimi­
natory way so as to bring about desirable changes in the­
level of efficiency and work attitude. One industry may set 
an example to another. ·Moreover, if it can be generally 
demonstrated that increased wages would lead to increase iB 
productivity of the employed workers, there is no reason why 
such improvement in wages which pays for itself, should 
not be secured. 
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Section IV 

DEARNESS ALLOWANCES 

As workers are ultimately concerned with their real 
earnings rather than their money earnings, fluctuations in 
prices of commodities they consume are of vital importance­
to them. Since they have no control over the real value­
of their pay packet, they try to adjust their wages to changes. 
in consumer price index in various ways. "In most of the 
foreign countries such adjustments are made by upward or 
downward revision, as the case may be, of wages them­
selves, but in India a somewhat peculiar system of making 
a separate payment known as dearness allowance has come· 
into vogue."* In a similar vein, the Gajendragadkar Commi­
ssion observes that, "the expression (dearness allo Nance) 
does not belong to the corpus of economic terminology and 
does not appear to form a necessary adjunct of the salary 
structure in any country, with the possible exception of' 
Pakistan."** The practice originated in the Cotton Textile· 
Industry in Bombay and Ahmedabad during the World War· 
I, was given up during the inter-war period and revived 
during the World War II. During the post-war period, it 
spread to a number of other industries. In the absence of' 
any settled and guiding principles, the decisions of the adjudi­
cators to whom industrial disputes were referred, generally 
rested on their assesment of the facts of the case. This led: 
to the emergence of a variety of scales and rates of dearness. 
allowance which differed widely not only from centre to­
centre but also among different industries within the same­
centre. 

In a period of rising prices and more especially when 
prices rise fast, some flexibility in money wage.s is 
needed. This flexibility can be brought about either 
by frequent negotiations or by an automatic formula lasting 

• Labour Bureau, Industrial Awards in Indil, 1959, p.37 
• Report of the Dearness AIJowance Commission on the Questior» 

of Grant of Dearness Allowance to Centra) Government Employees., 
Ministry of Finance, 1969, p. 6. 
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for some time. The latter has the advantage of avoiding 
tensions and pressures which would arise if bargaining were 
to take place every time prices rose. The disadvantage, 
however, of an automatic formula is that some sort of a 
vicious circle is introduced whereby money costs go up, prices­
are increased and the latter in turn lead to wage increase. 

Despite the importance of dearness allowance both to the 
employee and the employer, adequate and up-to-date infor­
mation relating to the changes in the size, formulae and 
industry-wise distribution of D. A. for the economy as a 
whole is not availabfe. the information contained in the 
Occupational Wag~ Survey (1958-59) relates to the year 1955 
for factory industry and to the year 1956-57 for mines and 
plantations. According to this report, 38 per cent of the 
factories paid a separate D.A. Of the total number of workers 
employed in factory industry. 76.5 per cent received dearness 
allowance. In textile industry, 47.9 per cent of the units paid 
D.A. and 95.3 per cent of workers employed in the industry 
received a separate D. A. The percentages for engineering 
indusify were 41.8 and 85.4 respectively;· and for the rest 
of the factory industry 33 and 40.4 respectively. With the 
exception of Matches, Bidi and Cashewnut factories, the 
proportion of workers getting separate D. A. far exceeded 
75 per cent in most other industries. 

Some information about the distribution of workers by 
-system of D.A. is available for the year 1955 for the Occu­
pational Wage Survey. This is given in Table I 1. 

TABLE-11. 
Distribution of Workers by Systems ofD.A. 

Industry Group %ap:e of Workers getting D.A. according to 
CPJ Flat Rate Income Others 

Group 

1 2 

Factory Industries 40.9 27.3 
i) Textiles 53.5 37.5 

ii) Engineering 11.0 2.1 
iii) Others 32.1 21.7 

~ource :. Occupational Wage Survey, General 
Labour Bureau, Ministry of LaboUr and 
rnment of India, p. 38. 
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3 4 

30.7 1.1 

8.9 0.1 
85.8 1.1 

41.6 4.6-

Report ( 1958·59 ), 
Employment. Gave-



As can be seen from the Table II, only 40.9% of the 
workers were getting D.A. that was linked to the cost of 
living index in 1955. However, there are no data to 
show the cjlanges that may have taken place in the last 
10 year>. Because of the inflation, and to some extent, the 
increase in unionisa.tion that has taken place since 1955, two 
important changes could be expected to have oocurred. First, 
the number of workers getting a separate D.A. could be expe­
:ted to have increased. Secondly, the extent of neutralisation 
of cost of living would have increased as inflation became 
more pronounced. Simultaneously, some of the· workers 
·whose D.A. was not linked to the CPI would have changed 
from their old system of D.A. to that in which their D.A. 
was directly linked to the CPl. Although it is not possible 
to substantiate these changes directly, some indirect evidence 
is available. Most of the wage boards have linked the wages 
to the CPI and also given greater neutralisation of increases 
in the cost of Jiving. Thus, the automatic response of wages 
to changes in CPI which was restricted to 41 per cent of the 
workers employed in factories in 1955 must have now come 
to characterise a much larger proportion. 

For our study, the extent of D.A. is more relevant than 
the coverage in terms of units paying D.A and workers recei­
ving D.A. Reports on the Annual Average Earnings of 
workers employed in Manufacturing published in the Indian 
Labour Journal contain some information relating to the size 
cf D. A. in relation to the basic wage. Table 12 · gives these 
proportions for some years for which data are available. 

Year 

1958 
1959 
1961 
1962 
1963 

TABLE 12 
Proportion of D.A. to Gross \Vages In Manufacturing 

D.A. as per cent of Wages 

41 
41 
34 
32 
31 

Source : Indian Labour Journal, November 1960, October 1961,. 
November 1964, January 1966 and Apnl 1966 respectively. 

Contrary to the general impression that D.A. as a pro­
portion of gross wages would increas~ . with the rise . in the 
price level, these figures show a declmtng trend. This may 
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be explained in several ways. If the system of linking D.A­
with the cost of living index ere to be restricted to a few 
industries only and further if the employment in the industries­
in which D.A. was not linked to cost of living became 
relatively. more important, then the D.A. as a percentage of 
gross wages could be expected to fall. In addition, if the 
wage revised that took place during th flationary period 
in the past revised basic wages rather than the system of 
D.A. applicable to units or industries, then also it would be 
possible to expect the percentage of D.A. in gross wages to· 
fall. In the absence of data on these vital points, it is diffi· 
cult to assess the significance of the trend shown in Table 11 

The inflationary impact of dearness allowance could be 
considered from two view-points, namely, from the point of 
aggregate demand and frpm that of its effect on the cost of 
production. For the dea ess allowance to increase, the· 
consumer price index h1s o go up. Hence, the system in 
itself cannot initiate inflation. But, it may m1gnify inflation• 
initiated elsewhere or may transform a btief random or 
seasonal price rise into a sustained price rise. The latter objec-­
tion would be more true of the systems of D.A. which allow 
adjustments on a monthly point-to-point basis. The propen• 
sity to consume of the workers is higher than that of the· 
employers from whose profits the increased dearness allowance 
is paid. If the output of consumer goods is inelastic, their 
prices increase leading to further increases in dearnes11 allow­
ance. If the money supply in the economy does not increase to· 
finance this spiral, the process would come to a halt by trans· 
ferring incomes from non-unionised workers or other sections· 
of population to unionised workers without leading to an 
increase in aggregate demands. But normally, under modern 
conditions, the money supply is fairly elastic. The principle 
of D.A. is so far largely restricted to organised labour in 
industry, banking, imurance and government employment. 
In future, it will spread to unorganised trade and distribu· 
tion. When this happens, the scope for transferring the 
incidence of inflationary price increase to other sections of 
popu ation would be small as each section will try to main· 
tain its real income. 

The extent of i nitial pressure on rices of consumer 
goods depends on the number of worke getting dearness 
allowance and its amount ; and unless both happen to be 
large, the impact on prices of consumer g~ods would not -~, 
significant. But when D.A. is increased simultaneously WI 
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fall in output, which in the case of foodgrains, may mean ao 
greater decrease in marketable surplus, the problem becomes. 
almost intractable. The question needs to be studied in 
much greater detail in this context than has been done so 
far. 

As observed earlier, information regarding the magnitude­
of dearness aUowance is sadly Jacking. A number of secto­
ral statements are available. It is estimated that a rupee­
increase in the monthly Dearness Allowance rate raises the 
annual wage bill in cotton textile industry by a crore of' 
rupees*. Mr. S. Chowdhary, ex-Finance Minister, stated that 
every rupee of increase in D.A. per month cost the Central. 
Government alone Rs. 3 crores each year••. From the state­
ment made by the Minister for Railways while introducing; 
~e budget for 1967-68, half of the Railway defiCit in 1965-66· 
could be accounted by, it appears, the increase in Dearness. 
Allowance. Nevertheless, from all these fragments, we have 
no idea of the burden of Dearness Allowance for the country· 
as a whole. It would be, useful if henceforth all reporting. 
parties, be they companies or Government departments, show 
separately their dearness allowance component. By culling. 
various different sources, the total wage-bill in the economy 
outside trade and distribution has been found to be very­
roughly Rs. 4,728.43 crores in 1965-66 in the following:. 
manner. 

TABLE 13 

Compensation of Employees in Indian Economy 1964-65: 
(Wages. Salaries, Allowances, Provident Fund, 

Fringe Benefits, etc.). 
( Rs, crores) 

Public Authorities (Central, State, Local bodies, 
Autonomous bodies etc,). 

1. Administration 

2. Departmental Undertakings(Central, State, 
Local and Autonomous Bodies) 

3, Public Sector Uodertakiogs(Ceotrat State, 
Local & Autonomous bodies) 

Public Authorities-Total 

1,218'.00' 

230.00 

1,950.00 

• Economic Times dt. 5.11.67. 
•• Finance Minister's statement in the ParJiament pnblished in Time&o 

o fJodia dt, 17.2.1966. 
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:B. Private Sector 

4. Private Corporate Sector 
5. Commercial Banks (1966) 

6. Financial & Investment Companies (196fi) 

7. Small-scale Industry (estimated) 

1,276.00 
92.00 

0.43 

1,!60.00 
8. Miscellaneous (Guess) 250.00 

Private Sector-Total 2.778.43 

Total A+B 4,728.43 

Source :- For A-(J) Brochure on Revised series of National Pro­
duct for !960--61 to 1964-65, C,S.O., August 
I 967, , P.95. 

{2) 
(3) 

-do-
-do-

p. 97 
p.l02 

Net output o pubiic sector undertakings was 
Rs. 384 crores .; wages and salaries, bonuses etc. 
were 60% of net output (See Bank of India 
Bulletin, May 1966) 

B-(4) R.B.I. Studies of Company Finances for Large, 
Medium and Small Public and Private Limited 
Companies and Financial and Investment 
Companies, R.B.J. Bulierins. 

This would constitute about 22 percent of the national 
income of Rs. 21,064 crores. The proportion that 
D.A. forms of the gross wage varies among industries. 
At one extreme are several industries in the private 
sector where the D.A. is a multi pie of the basic 
wage ; at the other are several State Governments 
where it is barely 15 per cent of the basic wage. On 
the basis of Table 13, we may say that D.A. constitutes 
about 30% of the total wage bill, that the total D. A. in the 
economy would be in the vicinity of about Rs. 1,419 crores. 
But the total D.A. does not matter so much in this context 
as· the increases in D.A. over the last four years. The D.A. 
in textile industry in Bombay and Ahmedabad has increased 
91% between 1963 and 1968. (May). ·By rough weightage 

.of different sectors we estimate that the D.A. in the economy 
may have increased by about 50%. That is to say, of the 
present total D.A. of Rs. 1,419 crores, nearly Rs. 709 crores 
constitute the increase over the last four years. In other 
words, on an average, the amount of D.A. that was disbursed 
has increased annually by about Rs. 177 crores. The value 

.J:Jf marketable surplus, which was estimated at Rs. 341 crores 
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in 1964-65, declined to Rs. 165 crores in 1966-67*. This 
points out the self-defeating mechanism of paying D.A. to 
maintain real wages of workers in a period of falling output 
of foodgrains. In other situations, the general price increases 
will be less and changes in D.A. confined to workers in a 
vulnerable position may not have serious aggravating conse­
quences, and the alternatives may be much worse. From 
the cost side, wage increases under D.A. systems can raise 
unit labour costs, lead to new price increases and thus cause 
new wage increases. Assuming that the D.A. constitutes 
30% of the total wage bill and that the wage cost is about 
20% of the total cost of production in manufacturing indus­
try, a 50% increase in D.A. would lead to 3%rise in total costs. 
Hence, the direct contribution made by dearness allowance 
to raising costs and prices from the supply side may not be 
significant, and it may be worthwhile bearing it in the 
interests of equity and contentedness. 

Another important consideration vital to the question of 
dearness allowance in the near future relates to the likely 
changes in terms of trade between industry and agriculture. 
Dearness allowance today is an urban phenomenon, but 
based largely on the behaviour of agricultural prices and 
food prices in C.P.r. and agricultural prices in W.P.I. This 
has posed a more serious problem to industry. Inflation in 
which industry can pass on its cost increases easily and one 
in which the terms of trade would be favourable to industry, 
does not constitute a similar problem. 

The existence of D.A. system itself assures the agricultural' 
sector that agricultural price increases withiu flexible limits will 
be absorbed. No sooner do food prices rise, the D.A. will also 
rise. The im:reased D.A. would then reduce profits in the indus­
try unless increased costs could be passed on to the full extent 
in higher prices to agricultural sector. But this would be 
ruled out bocause it would mean shifting the terms of trade 
in favour of industry. Hence, only a part of the increased 
costs can be passed on and not the entire extent. Thus, pro­
fits would be less and investment and employment in the 
future would be affected adversely. Thus our analysis leads 
us through a different route, ·to almost the same conclusions 
that other economists interested in establishing broad guide· 
lines for an incomes policy in a developing country have 
roached It is that given the fact that D. A. determines to the 
point of dominating the industrial wage structure, there is no 

* Estimated from Table 9 in "Food~rains Demand Projections-
19.•1-65 to 1975-76", R.B.l. llulletin, Jan. t967. 
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escape from (a) bringing in some impact of productivity after 
taking into account contribution of capital and (b) correlating 
the rate of growth in industrial wages with that in agricultural 
productivity. Attempts at protecting the real wages of one 
·segment of labour will not succeed, particularly since the key 
to the entire price movements in the economy lies in the 
sector outside industry. Superficially, the dearness allowance 
protects the real wages of industrial workers ; in reality it 
'has hardly done so for all of them even when the terms of 
trade were in favour of industry, but it will certainly not do 
so when the terms of trade move in favour of agriculture. 
We urge the adoption of all such measures as will make it 
-possible to increase agricultural and food production to the 
'fequired extent without a sharp increase in terms of trade 
in favour of agriculture. 

So far we have dealt with the broad perspective in which 
the entire system of D.A. hu to be viewed. We now turn 
to issue of immediate relevance. The period from 1955 to 

<the present has been characterised by sharp price increases. 
To the best of our understanding there are no signs nor any 
reasons to expect that prices in future would fall very much 
below the current index. In the light of a worker, the 
form of dearness allowance needs to be changed. This can 
be done by merging a large part of th~ present dearness 
'allowance into basic wages. In order to take care of the 
-price increases or decreases in the future, a small part of it 
-could be kept variable. We feel that taking all the uncer-
tainties about price b~hlViour into account, the prices 
prevailing in 1960 could furnish a fair basis for determining 
basic wages. 

This brings us to the questions of the manner, the extent 
.and the coverage of dearness allowance system in future. As 
to the coverage, it can only be decided by taking into account 
the basic nature of dearness allowances as observed by the 

Gajendragadkar Commission ... "the words 'dearness allowance' 
primarily suggest and refer to an allowance paid to employees 
in order to enable them to face the increasing dearness of 
essential commodities". • Naturally dearness allowance is 
applicable to those workers whose wages are at the subsistence 
Je,el. Once this level is determined, it would be socially 
and economically undesirable to allow it to be eroded by in­
fldtion and hence has to be maintained by full neutr· 
alisation of increases in cost of living. This is subject 
to some qualifications in exceptional cases. When the 

• Report of the Dearness Allowance Commjss1on, op.cit., p.J7. 
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ceal income of the economy falls, as it did in the 
years of draught in the recent past, it would be diffi­
cult to maintain the standard of living of any important 
section of the community without reducing substantially the 
standards of other sections, and there would be a case for 
doing so only for the unduly depressed group. Secondly, in 
the face of external invasions and danger to the security of 
the nation, commitment to maintain the standard of livina of 

• 0 

any commuruty, however small, may not be possible. Barring 
these exceptional cases of a general type, there are others 
which would have to be judged on the merits of each case. 
An industry which is experiencing chronic difficulties may 
have to be given temporary exemption from giving full neu­
tralisation. For the groups earning more than the minimum 
and yet falling in the vulnerable class, a lower degree of com­
pensation may be given on the lines of the Gajendragadkar 
Commission Report. 

It was pointed out earlier that the automatic adjustment 
.of dearness allowance to changes in consumer price index 
often magnifies the inflation started elsewhere or transforms 
a random and brief increase in price into a sustained price 
increase. At the same time, the adjustment of w•ges t() 
increases in prices could not be bargained on every occasion 
or even at short intervals. In order to avoid the discontent, 
tension and possible loss in output due to strikes, the auto­
matic adjustment is to be preferred. However, some scope 
should be given for market forces to work themselves out. 
Therefore month-to-month adjustments of wages to cost of 
living are undesirable. The management should have some 
resonable stability in wage costs without at the same time im­
posing too heavy a burden on the workers at the subsistence 
level. Hence periodic adjustments of wages has much to recom­
mend itself. 

An important aspect of the. present pr~ctices . of payi?g 
dearness alowanccs is their effect on wage differentmls. Wh1le 
the broader issues relating to them are discussed in the 
following section, it would be relevant. her~ to r~fer to the 
impact of dearness allowance on skill d1fferent1als. The 
practice of paying dearness allowance at a flat rate to worke~s 
irrespective of the income-group he falls m, has resulted. to 
narrowing skill differentials. So also has the system of paymg 
at rates which taper down as income increases. Our 
recommendations that full neutralisation be given only at t~e 
subsistance level would have the same effect. In order to avOid 
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undesirable narrowing of skill-differentials, it would be­
necessary to revise the skill rates in light of avail·· 
ability of skills at periodic intervals. While in the 
past shortage of skills might not have been so pressing 
and there may not have been much discontent among skilled 
workers about narrowing that has taken place, once the 
tempo of investments requiring more and better skilled 
workers rises, the question of skill differentials would assume 
greater importance. While the market mechanism could not 
be relied on to adjust prices of various skills required by ·new· 
and expanding industries immediately and rationally, a periodic 
review based on employment market information could 
)ead to selective increases in wages appropriate to those levels. 
of skill which are in short supply. 
Wage Differentials 

The objective of a wage policy should be not only to 
evolve a wage level that would be consistent with the planned 
distribution of consumption and savings, but also to devise a 
wage structure which can help to match the planned require· 
ments of labour industry-wise, occupation-wise and region·· 
wise, with the supply of labour. 
Inter-Industry Wage Differentials 

Expanding industries with generally larger productivity 
and profits have normally to pay higher than the prevailing 
wage. Most of the expanding industries are likely to be 
capital-intensive and may require higher levels of skill than. 
those required in the existing industries. Because of the high 
cost of machinery and equipment entrusted to the workers, 
employers would prefer to employ experienced hands which 
could only be had by drawing labour from other industries. 
It is necessary to have favourable wage differentials in order 
to achieve efficient allocation of manpower among industries. 

Let us first examine the inter-industry wage structure in. 
India. During .1951-6 I it bas remained more or less stable· 
as is evident from the rank-correlation co·efficient of 0.78* 
4 out of 7 low wage paying industries of 1950·52 continued to 
be low wage paying in ·1959-61; and 3 out of 7 industries in 
high wage paying quartile in the base year continued to be 
high wnge paying in 1959-61. 

Contrary to the generally prevailing impression that all 
wage differtntials have narrowed because of the system of 

• Calcuhtted from Table 3 in Dr. C.K. Johri's article, Inter-Industry 
Wage Structure in India, "Indian Journal of Industrial Relations, 
April, 1966. 
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dearness allowance, the inter-industry wage differentials have 
in fact widened during 1950-61, the coefficient of variation 
increa~ing from 30.1 in 1950-52 to 38.2 U. 1959-61. @ The 
differentials, however, have not increased in favour of indus­
tries with expanding employment. The rank correlation 
between percentage changes in employment and average 
wages is negative, indicating that wages increased faster in 
those industries which did not increase their employment at a 
faster rate. 

Earlier, while discussing the need for different minimum 
wages for different industries, we have argued that a generally 
prevalent wage rate or a general minimum may not able to 
attract the necessary labour to an industry and higher wage 
rate may be one of the inducements to draw or keep the 
necessary labour in the industry. There may, however, be 
several reasons why labour in sufficient numbers is not 
drawn to a growing industry. The industry may be new and 
unfamiliar, the place at which it is located may be costly or. 
climatically, culturally and socially unattractive with little 
educational, medical and recreational facilities. Or simply­
it may be growing at a rate at which labour in it and proxi: 
mate industries and localities is not found sufficient. Depend­
ing on the causes, several remedial measures may be required 
to draw forth the necessary labour. A higher wage by 
itself will not overcome all the difficulties, but it cannot be 
denied that it would be required to compensate the worker 
for the inconvenience, transport costs, and disagreeableness. 
of the job and location. For solving satisfactorily the pro­
blem of efficient allocation of labour, more radical steps may 
often be required. For instance, we are saddled with many 
inefficient units in. some industries which act as a drag on 
improving the prospects of workers employed in efficient 
ones, There are other industries in which our ability to' 
produce cheaper and better goods for domestic consumption 
as well as for exports is restricted by obsolete equipment.' 
These industries, of which the cotton textile industry, barring 
a few exceptional firms in it, is a prominent example, hoard 
labour. T]l.is could be employed more efficiently elsewhere 
in many of the growing industries provided these workers. 
were given necessary training. Such a policy w01~ld enable 
the goal of higher. wages for those who. are retamed ~o be 
realized without extra cost to the society because the h1gher 
wages could come from much higher productivity of the 

@ Ibid, Table 4, page 369. 
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retained workers. The problem of initiating, training and 
retaining a new worker unused to the industrial way of 
life and discipline needs to be tackled on a long-term basis 
and requires time ; the need of growing industries is some­
times immediate and urgent. Workers . who have previous' 
job experience and are committed to industrial life respond 
quickly to the efforts directed at training them suitably to man 
the new job. Where such possibilities exist, they should be 
fully availed of before training entirely raw recruits. 

SkiD Differential 
In most overpopulat•d, underdeveloped countries, 

.although unskilled labour is abundant, skilled labour is scarce. 
The larger the size of investment and more biased it is in 
favour of heavy industries, the more acute the shortage of 
~kills. Hence setting up appropriate skill differentials as­
sumes vital importance in evolving a wage structure which 
would meet the needs of a developing economy. The history 
of developed countries shows a considerable narrowing of 
skill differential but this hlS occurred in response to changes 
in supply of skilled and unskille1 labour. Full employment 
.and difficulties in withdrawing labour from agriculture. raised 
the wages of un<killed labour relative to those of the skilled ; 
in addition due to intitial wide differential which promoted 
formation of skills and the availability of training facilities 
the supply of skilled labour increased. Hence skill diff,rentials 
tended to narrow. Undoubtedly, the narrowing did take 
place in a fit of absent-mindedness, largely due to the practice 
<Jf adding fldt increases to the skilled and unskilled alike in 
periods of inflation but the narrowing d1d not pose a serious 
problem because of the basic •changes in supply that took 
place. 

Jn order to encourage formation of skills, the skill differ­
entials have to be wide. They can be narrowed when the 
supply of skilled labour increases. The question is : are the 
prevailing skill diff"entials in India wide enoug~ to encourage 
skill formation? Unfortunately, information on skill differ­
.enti•'s is available for 1955 only. There is reason to bdieve 
that inlhtion thai took place since then must have narrow>d 
them further but no factual evidence to prove this point is 
.available. Table 14 gives the skill difforentials that existed in 
various industries in 1955. 
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TABLE 14 

SkiJI Differentials in Indian Industries 1955 

Unskilled- 100 

s. 
No. 

Industry 

t 2 

1. Cotton Textile 

2. Jute Textile 

3. Silk TeKtiles 
4. Wollen Textile!i 
.5_ Metal Extracting 
6. Metal Rolling 

7. Metal Founding 

8. Nut Bolts 
·9. Electrical 

Machinery 
tO. Textile 

Machinery & 
Accessories 

11. Shipbuilding 
·12. Railway 

Workshops 
13. Motor Vehicles 
14. Aircraft 
15. Bicycle 

Manufacture 
]6. C<ment 
17. Paper 
JS; Sugar 
"19. Heavy & Fine 

Chemicals 

20. Paper 

2t. Matches 
22. Glass 
23. Petroleum 
24. Soap 
25. Hydrogenated Oi1 
26. Tanneries 
21. Footwear 
28. Artificial 

Manures 
29. Chmrettes 

Occupation 

3 

A 4 1oom weaver Doffer 
B 2 1oom weaver boy 
A Fitter 
B Weaver 
Weaver 
Weaver 
Mill wright 
A RoUer rougher 
B F1tter 

Skilled 
Minimum 
rate+D.A. 

4 

152 
127 
122 
112 

A Moulder & Core.maker II 
B Fitter 

112 
134 
197 
170 
!88 
119 
122 
ISS Fitter Gr. I 

Fitter Gr. II 

Machinists 
Fitter 

Fitter 
Mechanic Gr. I 
Mechaoic 

Fitter Assembler 
Fitter 
Fitter Gr. I 
Fitter 

A Chemist 
B Machineman 
A Lino Operator 
B Machineman 
Fitter 
Blower 
Fitter 
Fitter 
Fitter 
Dyeing-drum-man 
Fitter 

Operator Jr. & Sr. 
Fitter 

149 
123 

!51 
184 
157 

!08 
148 
182 
145 

256 
137 
2~4 
137 
145 
200 
135 
205 
161 
!67 
139 

2R4 
140 

Skilled 
Average 
earnings 

5 

171 
141 
154 
141 
137 
164 
2S3 
186 
222 
139 
133 
178 

104 

!56 
161 

171 
215 
187 

128 
171 
228 
187 

282 
144 
338 
144 
199 
237 
!01 
263 
194 
tSS 
129 

255 
!29 

Source : 
Occupational Wage Survey, General Report, Labour Bureau. 
Ministry of Labour & Employme1t. CalculateJ from state­
ments relating to the relevant industries. 
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The adequacy of these differentials can be judged in tW()' 
ways. An indirect way to judge it would be to compare­
these differentials with those in some of the developed coon·. 
tries in their earlier, though not strictly comparable, stage or· 
development. Skill differentials for the U.K. and the U.S.A •. 
are given in Tables 15 & 16. 

TABLE !5 

Skill Differentials in the U.S.A. 

Year Differential 
Unskilled-tOO 

1907 207 
1915·19 175 
1931·32 180 
1937-40 165 
1945-47 155 
1952-53 137 

Source : Ozanne, A Century of Occupational Wage Differentials in 
Manufacturings. Review of Economics & Statistics, Aug .. 
1962, P. 293. 

TABLE 16 
Skill Differentials in the U.K. 

Unskilled- 100 

Year Building Shipbuilding Engineering Railways 

1880 156 !85 166 200 
1900 154 196 
1920 125 flO (28 12l 
1940 128 133 130 154 
1950 II9 122 119 130 

Source : Knowles & Robertson-Difference between the Wages of 
Skilled and Unskilled Workers-Bulletin of Oxford Institute. 
of Statistics, April 1957, p. 109. 

Taking a crude average in 1880, the skilled workers in 
England were paid a wage rate that was 77 per cent more 
than thounskilled whereas in the U.S.A., in 1907, they got 
107 per cent more. Tb,e frequency distribution of number 
of industries by skilled differential in India for 1955 is give!h 
below. 
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TABLEI7 
Frequency D.stribution of Industries by Skill Differentla11958-59 

rnterval No. of industries 

Upto 24.9% more than the unskiJJed s 
Between 25% and 49.9% more 9 

9' 50% .. 74.9% ,. 4 
75% .• 99.9% ., 6 

1 000/o more and above 29 

Thus in India 18 out of 29 industries were paying their 
skilled workers. less than 75 per cent more than the unskilled; 
and out of these 18 industries 14 were paying less than 50 
·per cent more. This exercise would' suggest the need for 
widening skill differentials in future. This argument would be 
-stronger if we know the narrowing that has taken place in India 
since 1958-59 because of the inflation. Secondly the figures 
given for the U.K. and the U.S. relate to wage r~tes Ollly and 
not to earnings and when these are added to the wage rates 
the differentials move in favour of the skilled worker. 

The case for wider skill differentials cou!d be better 
-examined in light of the data on "Shortage Occupations' or 
"Hard-to-fill Occupations". The Report on Shortage Occu• 
pations*, while discussing the shortages for the quarter ending 
March 1967, draws attention to the paradoxical situation of 
"lack of skilled personnel as demanded by employers and 
surplus labour". Referring to the shortages of craftsmen 
and production process workers, the Report points out that 
"Out of 913 unfilled vacancies in this division, as many as 
720 were for want of suitable tool makers, machinists, spin· 
ners, weavers, knitters etc. This is followed by 75 for electri· 
cians and related workers and 30 for furnacemen, rollers, dra· 
wers etc. Further analysis reveals that 134 jobs remained un· 
filled for want of turners mainly at Poona (79) and Bombay 
(46)". Similarly, 55 vacancies of fitters, 60 vacancies of 
grinders and 22 vacancies of millers remained unfilled for 
want of suitable workers. Some idea ,of the shortage of 
skilled labour for the country as a whole can be had from a 
comparison of the total number of vacancies available to the 
employment exchanges and the vacancies cancelled by them 
during a given period due to non-availability. of suitable 
applicants on the live registers. Such companson for the 
quarter January-March 1966 is given. in Table 18. It mu~J 
be remembered that the quarter to whtch the data relate JS 

not a normal one as the recession which affected many indus-
•Series EM (S) No. 22, March 1967, Directorate of B·.n,Loym3.J 

Industries and Labour Department, Government ofMaharashtra. 
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tries since 1966 would have some adverse effect on the:· 
demand for skilled labour, 

TABLE 18 
Vacancies Cllncelled by Exchanges-Quarter ended 31st Murch 1966 

Occupation Vacancies Vacancies %of Col, 3 
Available cancelled to Col. 2 

·-----
I 2 3 4 

Weaver, Powerloom 1373 88 6.4 
Weaver, Handloom 203 45 22.2 
Moulder, General 482 49 10.2 
F1tter, General 4297 184 4.3 
Turner 2414 !59 6.5 
M1ller 400 28 7.0 
Mechanic, General 371 14 3.8 
Welder, Gas 649 41 6.3 
Electrician, General 1995 187 9.4 

Source: Manpower Shortage !961-66 DGE&T !967, Append;r II. 

At the same time there were more or less adequate num­
ber of workers in the same categories who were on the live· 
registers of Employment Exchanges. The employers found. 
them unsuitable because they lacked specific qualifications 
and experience. Moreover, disheartened by non-availability· 
of suitable persons, many employers do not take resort to Emp· 
loyment Exchanges and their needs are not reported at all 
Sometimes, qualified workers do not accept these vacant jobs 
Reasons for non-acceptance include, among others, unattrac­
.tive pay and unattractive (from their personal point of view) 
location of the job offered. In both cases, money required 
needs to be higher. Where skilled workers are refused. jobs 
for want of qualification•, an inducement to acquire them 
along with necessary training would be needed. From this 
it may be concluded that the skill differentials in India need 
to be widened systematically. 

Even when appropriate differentials are established, the 
question of maintaining them in the li~ht o~ changes in other 
economic variables calls for some consideration. The present 
system of paying dearness allowance at a flat rate or that at 
.tapering rates as basic pay increases, reduce the percentage· 
differentials fixed earlier. If future development takes place 
without inflation, no compl~cations. need arise. Bu_t s_ho~ld: 
it occur as a result of unavOidable cucumstances, soctal JUS!tceo 
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demands that the luw paid be protected fully, whereas those 
who earn more be compensated less for the price increases. 
Such a policy would certainly narrow the differentials. A 
review of differentials at reasonable intervals would be needed 
to stop the erosion from affecting formation of skills. 

. The fixing of wage differentials, especially those based on. 
skills, has been regarded as a prerogative of management. 
~ough during the last two decades it has been considerably 
influenced by the unions and adjudicators. In the absence 
of there being any objective standard for determining what 
are comparable jobs, or if they are non-comparable for evalu­
ating the difference between them, the wage structure that 
has been evolved can be characterised as "chaotic". Most of the 
developed countries have gone through this stage, but because 
of the spread of job evaluation, some order has now been· 
restored. The advantages of adopting this method of rating a 
job and not the man are many. As an objective method of' 
ranking jobs relatively to each other, it has great merit over the 
subjective decisions of managers, union officials or adjudica-· 
tors. It helps in removing inequities in existing wage structures 
and in maintaining sound and consistent wage differences in a 
plant or industry. It may also result in a simpler wage struc­
ture than the existing one, more easily understood and accep­
ted by workers. Thus by removing a constant source of 
disputes, and wheu disputes do arise, by providing some· 
objective basis for reaching an agreement, adoption of job­
evaluation on a large scale will go a long way towards impro­
ving labour-management relations. 

Regional Wage Differentials 
Beina more complex than other types of wage differen· 

tials the" equalisation of regional wage is the most difficult 
and' hence the last to be attempted. The term "regional 
waae differential" refers to differences in wages of workers. 
do/;,g the same job in an industry located in different. region_s. 
For want of data, such comparisons cannot be made tn lndta 
for most of the industries. However; we can com pare· 
average wages of all workers employed in an indu?try b_Y 
States. No further break-down of State figures by reg10ns IS 

available. We may beain with a look at the average wage of' 
all industrial workers~ employed in different regions. Such 
comparisons are made in Table 1 of the NCAER study 
"Wage Differentials in Indian Industry". However, a s~m­
mary table reproduced below from. the a~ove source gtves 
a better idea of the regional wage dtfferenttals. The average 
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. . d 1956-63 for Maharashtra are treated 
.earm~gs for the periO . . other States are expressed as 
.as 100 andfaver~ge e~nmuMg~:rashtra in the table 19 given 
per cent o earnmgs 1 

below: 

State 

Maharashtra 
Gujarat 
Madhya Pradesh 
Assam 
Bihar 
West Bengal 
Madras 
Mysorc 
Uttar Pradesh 
Orissa 
Punjab 
Kerala 
Rajasthan 
Andbra Pradesh 

TABLE 19 
Index of Average'Anoual 
EaraillgS 1956·63 

tOO 
98.0 
85.0 
84.6 
83.0 
76.0 
76.0 
70.6 
69.0 
66.7 
62.0 
58.6 
57.6 
54.0 

Source: Wage Differentials in Indian Industry~ NCAER. p. s. 
T!te study comments that "the differentials are very 

i:Onsiderable in as much as the ratio between the lowest and 
the highest wage rate is nearly 1:2. In order to explain the 
~xisting wide differentials, it studies the effects of surplus 
labour and productivity on the average money earnings by 
States and concludes that "Considered together, the per cent 
surplus labour and per capita output do not satisfactorily 
explain wage rate"•. However, after eliminating the effect of 
per cent surplus l~bour, the per capita output satisfactorily 
explains the wage rate. Suprisingly, the. NCAER study did 
not find any correlation between the average wage rate and 
the consumer price index number. Summing up, the above 
source observes, "it would appear that the level of per capita 
value added in the different States comes very near to ex­
plaining the phenomenon of inter-State differentials. This 
means that the basic influence on wages is the level of econo­
mic development in the different States and a movement 
towards narrowing inter-State differentials would have to wait 
greater regional balance"@. 

Table 20 gives the average hourly wage in 58 industries, 
~he highest and the I owest wage and the States paying them. 
It also gives the high/low range as well as the difference expres• 
sed as the percentage of the lowest wage. 

• NCAER, Wage Differentials in Indian Industry, P. II. 
@ Ibid, p. 12. 

56 



TA11LE 20 
Average Wage Rate Per Hour-State & lndustry.wise Differences 196~ 

National Highest State Paying Lowest State PaYing Highest/ Difference 
S.No. Name of Industry Av. Wage Wage Highest Wage Wage Lowest Wage Lowest as% of 

Rate Range Lowest Wage 

2 3 4 5 6 7 8 9 

1. Slaughtering, Preparation & Preser .. 
ving of Meat 0.52 0.63 Maharashtra 0.22 Jammu & Kashmir 0.61 277.21 

2. Manufacture of Dairy Products 0,53 0.73 ~faharashtra 0.5~ Uttar Pradesh 0.20 37.74 

3. Canning & Preserving Fruits & 
Vegetables 0.32 0.40 Maharashtra 0.18 Kcrala 0.22 122.22 

V> 4. Canning & Preserving oF Fish & .... Other Sea Foods 0.29 0.29 Mysore & Kerala 0.29 Mysore & Kerala 0.00 

S. Manufacture of Grain Mill Pro- 347.37 ducts 0.34 0.85 Maharashtra 0.19 Orissa 0.66 

6. Manufacture of Bakery Products 0.62 0.79 Maharashtra 0.38 M.P., Delhi, A.P .. 
Bihar, Punjab, U.P. 

0.41 107.89 

7. Sugar Factories & Refineries 0.61 0.66 Maharashtra 0.42 Gujarat 0.24 57.14 

8. Manufacture of Cocoa. Chocolate 
& Sugar Confectionery 0.37 0.41 M.P., W. Bengal, Bihar 0.33 Maharashtra. Madras. 0.08 24.24 

9, Manufacture of Miscellaneous Food M.P. and Mysore 
Preparations 0.33 0.65 Maharashtra 0.18 Tripura 0.47 261.11 

10. Distilling, Rectifying & Blending of 
Spirits 0.47 0.56 Mabarashtra 0.45 Uttar Pradesh 0.11 24.24 

11. Wine Industries 0.41 0.45 Punjab, Rajasthan, 0.25 Madbya Pradesh 0.20 80.00 
U .P ., Himachal Pradesh 



2 3 4 5 6 7 8 9 

12. Breweries & Manf. of Malt 0.35 0.41 Mysore 0.32 Himachal Pradesh 0.09 28.12 

13. Sort Drinks & Carbonated Water 
Industry 0.66 0.88 Maharashtra 0.49 W. Bengal 0,39 79.99 

14. Tobacco Manufactures 0.59 1.31 Bihar 0.17 Gujarat 1.14 670.58 

15. Spinning. Weaving & Finishing or 
Textiles 0.71 0,93 Maharashtra 0.08 Himachal Pradesh 0.85 1062,50 

16. Knitting Mills 0.45 0.63 Punjab 0.22 Mysore 0.41 186.36 

17. Cordage, Rope, & Twine Industries 0.46 0.51 Maharashtra 0.34 Delhi, Kerala, U.P. 0.]7 so.oo 

v. 18. Manuf. of Textiles not elsewhere 
00 classified 0.31 0.59 Delhi 0,20 Madras 0.39 ]95.00 

19. Manuf. of Foot-wear 0.63 0.65 Uttar Pradesh 0.57 M.P., Madras, Bihar & 
Gujarat 

20. Manuf. of Wearing Apprel (except 
0.08 14.03 

Foot~wear) 0.49 0.69 Maharashtra 0.22 Madras, Delbj, A.P., 
Bihar, Gujarat, U.P. o.46 209.09 

21. Saw Mills, Planing & Other Wood 
Mills 0.37 0.49 Gujarat 0.17 Madras 0.32 188.23 

22. Wooden & Cane containers & Cane 
small ware 0.51 0.56 West Bengal 0.44 Maharashtra 0.12 27.27 

23. Manu f. of Cork & Wood Products 
not elsewhere classified 0.43 0.51 Bihar, Mysore, Rajasthan 0.41 W. Bengal & U.P. 0.10 24.39 

24. Manu f. of Furniture & Fixtures 0.6S 1.14 Maharashtra 0.12 Madras 1.02 8S0.00 

2S. Manuf. of Pulp, Paper and Paper 
Maharashtra 0•51 Gujarat 37.~~ 

'\19ar~ 
0.63 0.70 O,J9 



1 2 3 4 s 6 7 8 9 

26. Printing, Publishing & Applied 
Delhi, Pondicherry Industries 0.77 !.OS 0.51 Orissa 0.54 105.88 

27. Tanneries & Leather Finishing 
Plants 0.55 0.92 Bihar, Mysore, Punjab. 0.46 Uttar Pradesh, Gujarat, 0.46 100.00 

Jammu & Kashm~r. Punjab 
W. Bengal, Guja rat 

28. Manu f. of Leather Products except 
Foot-wear & other wearing 
apparel 0.61 0.61 U.P., & Punjab 0.61 W. Bengal, U.P. 0.00 00.00 

29. Manuf. of Rubber Products !.00 1.10 W. Bengal 0.39 Madhya Pradesh 0.71 J82.0S 

30. Basic Industrial Chemicals including 
u. Fertilisers 0.83 1.33 Bihar 0.61 Madras 0.72 118.03 

"' 31. Veg. &Animal Oils & Fats (except 
edible oils) 0.48 0.54 Maharashtra & W. Bengal 0.35 Madhya Pradesh 0.19 54.28 

31. Manu f. of Paints, Varnishes & 
Lacquers 0.88 0.93 Maharashtra 0.48 Uttar Pradesh 0.44 93.75 

33. Manu f. of Miscellaneous Chemical 
Products 0.90 1.18 Maharashtra 0.50 Madras 0.68 136.00 

34. Petroleum Refineries 1.77 2.14 Maharashtra 1.37 A.P., Assam 0.71 56.20 

35. Manuf. of Misce. Products of 
Petroleum & Coal 0.71 0.72 Bihar 0.61 Maharashtra, Madras and 0.11 IS. OJ 

Assam 
36 Manuf. of Clay Products 0.44 0.63 Bihar 0.33 Assam 0.30 90.90 

37. Manuf. of Glass & Glass Products 0.47 0.70 Gujarat 0.31 Orissa 0.39 !25.80 

38. Manuf. of Pottery, China & 
l!arthen Ware 0.39 0.50 Rajasthan 0.34 Maharashtra, Madras, Og.1 47.0~ 

A. P., Orissa, & U,P. -



1 2 3 4 s 6 7 8 9 

39. Manuf. of Cement (Hydraulic) 0.75 0.68 Gujarat 0.72 Madras, Bihar 0.16 22.22 

40. Manuf. of Non-metallic Mineral 
Products not elsewhere classified 0.50 0.71 Punjab Q,30 Bihar 0.41 136.66 

41. Iron & Steel, Basic industries 0.90 1.40 Bihar 0.46 Uttar Pradesh 0.94 204.34 

42. Non-Ferrous Basic Metal Industries 0.84 0.99 M.P .• A.P., Mysore, Orissa, 
Punjab, U.P., & Kerala, 

0.42 Madras 0.57 135.71 

43. Manuf. of Metal Products except 
machinery & traDsport equipment 0.69 0.82 Mabarashtra 0.38 Madhya Pradesh 0.44 115.78 

44. Manuf. of Electrical Machinery, 
Apparatus, Appliances & Supplies 0.83 1.16 Orissa o.53 Punjab 0.63 118.86 

"' 0 45. Manuf. or Machinery except 
Electrical Machinery 0.76 0.93 Himachal Pradesh 0.51 Orissa 0.42 32.35 

46. ShipBuilding & Repairing 0.84 1.12 Maharashtra 0.39 Mysore 0.73 187.17 

47. Manuf. of Railroad Equipment 0.86 0.99 Mabarashtra o.73 Bihar 0.26 35.61 

48. Manuf. of Motor Vehicles 0.94 1.13 Madras 0.47 Gujarat 0.66 140,42 

49. Repair of Motor Vehicles 0,68 0.97 Maharashtra 0.47 Rajasthan 0.50 106.38 

SO. Manuf. of Motor Cycles, Bicycles & 
Manuf. of Transport Equipment 

0,44 M.P., A.P., ASsam, Bihar, 0.69 156.81 not elsewhere classified 0.84 1.!3 Maharashtra 
Mysore, Gujarat & 
Pondicherry 

Sl. Manufacture of Air Crafts 1.98 2.13 W. Bengal, Madras, Delhi, 
A. P.,& Assam 

1.84 Maharashtra 0.29 !5.76 



2 3 4 s 6 7 8 

52. Manuf. of Professional & Scientific 
Measuring & Controlling Iostrn· 
ments 0.67 0.68 West Bengal 0.55 M.P. & Kerala 0.33 60.00 

53. Manu f. of Photographic & Optical 
Goods 0.60 0.70 Maharashtra 0.42 West Bengal 0.76 66.66 

54. Manu f. of Watches & Clocks 0.61 0.67 Maharashtra 0.57 W. Bengal, Gujarat 
Mysore & U. P. 

0.10 17.54 

55. Manuf. of Jewellery & Related 
Articles 1.07 0.09 Maharashtra, W. Bengal, 0.65 Madras 0.44 67.69 

&M.P. 
56. Manuf. of Musical Instruments 0.49 0.49 W. Bengal, Delhi & U.P. 0.49 W. Bengal, Delhi and U.P. 0.00 

o-· 51. Manuf. oflndustries not elsewhere ...... 
173.91 classified 0.52 0,63 Maharashtra 0.23 Kerala 0.40 

58. Electrical Light & Power (general 
transmission & distribution of elec-
trical energy) and Gas Manuf. & 
Distribution. 0.55 1.95 Bihar 0.33 Uttar Pradesh 1.62 490,90 

~9urce: Annual Surver of tndustries 1~63 



The highest regional differential is observed in the case 
of spinning, weaving and finishing of textiles. Since this 
group comprises of all textiles, the differences are somewhat 
exaggerated. At the other extreme are industries which are 
local and restricted to one or two States with only a few 
firms in it e.g. canning and processing of fish and other sea­
foods. In these there are no wage differences at all. Out 
of the 58 industries, in four the highest wage exceeds the 
!~west by more than 450 per cent. In 18 industries the 
h1ghest wage-paying State pays between 15 to 50% more than 
the lowest wage-paying State. In twenty four industries, 
the difference between the highest ·paying State and the lowest 
paying State is between the range of 51% to 150% more than 
the lowest wage. In 28 industries, the highest hourly wage 
rate exceeds the lowest by more than 100%. 

In order to get a rough id~a of the differences in average 
earnings in various industries, we have given in Table 21, 
frequency distribution of industries by hourly wage rates. 
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TABLE21 
Frequency Distribution or Industries: by HIJUrly Wage Rates and By States in India 
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·~ .;j 
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~ 

"" 
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" ~ " ~ " 0 
~ " ~ ;;: ~ ~ A < < iii 0 0 I>< ~ ~ I>< = ~ 

I. 0.15 to 0.24 0 0 0 0 4 I I 0 I 2 2 3 I 0 0 2 I 0 I I 
2. 0 25to 0.34 5 3 2 4 5 2 5 3 3 6 4 6 s I 2 4 I 0 I 0 

"' 3. 0.35 to 0.44 7 4 8 15 5 s 6 4 8 11 9 6 I 4 7 9 3 4 0 I ..... 
4. 0.45 to o.s4 11 4 tO 4 7 6 6 5 s 6 10 3 6 I2 8 I4 0 I 1 0 
5. 0.55 to 0.64 ll 4 IO 7 9 IO 7 5 7 6 6 9 2 I2 3 8 1 2 I 0 
6. 0.65to 0,74 7 IO 7 I 6 4 I I 5 I 5 2 0 2 4 4 0 I 0 0 

7. 0.75 to 0.84 9 7 s 3 6 6 5 I 3 3 3 2 2 4 2 3 I 0 0 0 

8. 0.85 to 0.94 4 8 6 2 I 0 0 I I s 2 I I 2 I 0 1 0 I 0 
9. 0.95 & above 4 12 4 I 3 2 6 4 s I 0 2 3 I I 3 I 2 I 0 -----

Total No. of Industries 58 52 52 37 46 38 31 24 37 41 41 33 21 38 30 47 9 10 6 2 

Sourco : AS11963. Alllndustrie• are grouped in 58 major groups. 

Noto : In row 1, Col. 1, there is no entry because industries included in this row have Firms in other class intervals which raises 
the ••eraie wa~:o in them above Rs. 0.24 per hour. 



The data relate to the census sector of the ASI (1963) .. 
For convenience all industries are reduced to 58 industrY· 
groups. By referring to the row headed total number oflndus·· 
tries, it can be seen that a number of industries are not 
located in many States. 'This by itself would cause differences· 
in wage income created by manufacturing activity .. We can 
attribute this type of difference to the differences in the indus· 
try-mix of different States as contrasted with the difference 
due to those in wage rates in the same industry located in 
different States. 

As a more sophisticated measure, we have made an 
attempt to calculate the differences among States in average 
hourly earnings associated with 

a. differences in the industry-mix of the State· 
b. differences in the wages paid to workers 

in the same industry. 
By assuming that each man-hour in an industry in every 

State was paid at the all-India average for that industry, it 
is possible to compute the wage income of a State if the only 
fact_or making for differences among States had been their 
industry-mix (Table 22, Col. 5). By multiplying the total 
number of man-hours worked in a State by 69 paise, national 
average hourly wage rate of all workers, it is possible to 
obtain the amount of wage income a State would have if 
there had been no differences among States other than the 
amount of manufacturing activity (Table 22 Col. 4). This· 
amounts to assuming that each State has the same industry· 
mix and the same wage as India as a whole. A comparison 
of a State's wage income computed from the national average 
hourly earnings and from its industry-mix provides a measure 
of the effect of the State's industry-mix on its wage income 
from manufacturing. In Table 22 this comparison is made 
by expressing the difference between wage income computed. 
from national wages and from the industry-mix as a percen·· 
tage of the fo~mer (Col. 6.). 

It will be seen that Orissa has the most favourable indus• 
try-mix producing average hourly earnings 9.5% above. the 
national average. ·The industry-mix of Kerala is the most 
unfa·vourable reducing average hourly earnings in Kerala below 
the national average by 37.9%. Secondly, the magnitude of 
differences attributable to variations in wage rates among the 
States ;,j larger than the differences attri.buta?le to variatio?s 
in industry-mix ranging from + 27.8 m Bihar to- 23.3 lD 

Ktrala. 
Differences in wage rates of the same industry located in· 
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different States may arise due to differences in demand and 
supply of labour in different States. There may be sound 
economic justification for allowing these differences to be regu­
lated by economic forces alone. But not all regional diffe· 
rences could be so rationalized. Hence the States can play 
some role in hastening the process of equalization which 
would take a longer time if left to free market to achieve. This 
however will have to be done at each industry level after 
satisfying that such equalisation would not lead to unemploy­
ment on a major scale or slowing of progress in the States 
concerned and would mean rise in productivity. Hence what 
is relevant for the present stage of our economic growth is 
a minimum wage for each region on industry-wise basis rather 
than a national minimum. Different State minima do. give 
some advantage to the States in which they are lower ; but 
presently, for many of the States in which wages in general 
are lower, such an advantage is essential to attract more 
activity. 

TABLE22 
Differences in Production-worker Wag~s by States, 1963 

(cols. 3 to 5 in Rs. OOOs) 

Name of the Reported Reported Amount com- % difference 
States man- wage puted from attributable to 

hours amount in 
Rs. ooos. National lodus- Indus .. Wage 

average try-mix try-mix Rates 

2 3 4 5 6 7 

Maharasbtra 1458231 1297199 1006180 1055551 +4.9 +23.Qo 
West Bengal 1599131 1034721 1193497 1153376 +4.5 -10.J. 
Madhya Pradesh 231337 147790 159623 166691 +4.4 -1U 
Madras 554540 397830 382633 396745 +3.7 +O.J. 
Delhi 126929 93991 87581 89597 +2.3 +4.? 
Andhra Pradesh 254294 143288 175670 ]70198 -3·1 -15.8 
Assam 145601 61595 100465 65794 -34.5 -6.4 
Bihar 283764 267586 195798 209413 +7.0 +27.8 
Mysore 235145 126093 )6225(1 150000 -7.6 -15.9 
Gujarat 637292 463064 439732 435947 -0.9 +6.2 
Kcrala 288534 94929 199089 123688 -37.9 -23.3· 
Orissa 100710 68002 69490 76118 +9.5 -IO.T 
Punjab 187104 112649 126)02 134272 +4.0 -16.~ 

Rajasthan 111782 69237 77'130 83497 +8.3 -17.1 
Uttar Pradesh 856578 329397 384039 376814 -1.9 -12.6 

Source : Annual Survey of Industries 1963. 
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Col. 2 & 3 From ASI 1963 
Col. 4 : the man-hours reported for States, ·Col. 2, have 

been multiplied by the national average hourly 
earnings of all production workers covered by 
the AS!. The average hourly earnings were 
comontr<l hy <livicli.,g the Jndi~n rrodlJCtion­
workrr wage~ by rhe 1ndian prPducuon•workrr 
tN!I!\"1!~\lfO• 

Col. S "l'hc rnan·hours reported for a particular inc.lus• 
try in particular State have been multiplied by 
the national average hourly earnings for that 
industry and the product thus obtained summed 
for all industries in the State. 

Col. 6 (5-4) divided by 4 expressed as a percent~ge. 
A- sign indicates Col. 4 is greater than 
Col. 5 i.e., State's industry mix is unfavour­
able. 

Col. 7 (3-5) divided by 5 ex pressed as a percentage. 
A - sign indicates .that the State's wage rates 
are below .the ,-national:average for the State's 
industries. 

A more positive approach would, however, be for the 
-Centre to adopt'the;policy of-more rapid development ofthe 
low wage _pockets consistent .with long-term comparative cost 
consideration. .Low regional wages are sometimes a reflection 
-oflow productivity" and ·hence low ability to pay. Therefore, 
-effort.-to improve productivity ·by ·improving·techniques and 
.by.providin_g .training to .workers .so .as to Improve their. skills 
:should· go hand-in-hand •witb. the efforts .• made at raising 
D'linimum-wages. 



Section Y 

CONCLUSION 

The fOllOWing COI!ClU.IiOIH Elllcrgc from Inc rcn§OIIi!!g lllld 
odata. pre!l.cnted in th~ earlier aectlons. 

(a) In the context of rising aggregate demand, institutional 
factors have succeeded in raising money wages, but these have 
not bad tbe c!Tcct of incrcasin!l for the period as a whole, 
·;real wages per factory worker in organised industry, for which 
wage figures are available since 1950. Since 1964 the insti· 
tutional forces have been greatly strengthened and linking of 
wages to prices become more common. But also for the first 
time in India since Independence . recession .of a limited type 
'has set in and the terms of trade .have .sharply .moved in. favour 
of agriculture. Real wages have gone down since 1964.and 
increases in money earnings per worker have lagged behind 
the changes in per-capita output. Wages in different indus• 
tries have however moved differently, not·always in consonance 
with the needs of expanding industries to attract and retain 
efficient labour. 
(b) The minimum prescribed by the 15th Labour Conference 
with some further explanations and clarifications represents a 
welcome attempt at a .quantitative definition of an absolute 
minimum that is essential for a worker. 'The logic oi' it 
.applies equally to all fully employed workers, but looking at 
the present stage of the Indian economy, 'it may not be pos• 
sible to achieve it in agriculture and unorganised industries 
for quite some time to come; and even for organised industry, 
it will be a goal to ·be achieved by stages. ·Whether the present· 
wage differentials between organised industry and unorganised 
jndustry, between industry and agriculture and among~regions 
.are unduly high and can be narrowed down with advantag<O 
·should ·form the subject of detailed study. A large part of 
these are the result of the pervasive dualism of Indian eco­
nomy. The integration of these various se.ctors will be. a 
function of a long-term developmental pohcy; ·wage pohcy 
.can only play a subsidiary ro!e ju this desir~d process. In 
the interval, while nothing should be ~one m the realm of 
wage determination which will go agamst the final goal,. 
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policy decisions will have to take into account the existence­
of ¢e dualism. 
(c) The speed of the march towards the goal of the minimum 
wages laid down by the 15th Labour Conference, will depend 
on the rate of economic growth, · which in turn will be largely· 
determined by the. size of investment and increases in pro­
ductivity, especially in agriculture. The wage policy, in its· 
own interest, must not do anything which will hamper savings 
and investment. In general this would mean that real wages­
can only increase to the limit permitted by the per capita 
consumption increase. This also means that the very desir· 
able objective of increasing the real wages of the working· 
class as a whole. demands a planning and investment policy 
which will increase the flow of common consumption goods­
at a faster rate than population growth. 
(d) In view of the widely varying wage levels in different 
regions and among different industries, most of them below 
~he absolute minimum, the concept of an immediate univer.,­
sal or widely prevailing minimum has no appeal in the present 
context, Different minima for different industries fixed: 
region-wise will have a greater appeal and function. 

(e) In fixing these minima, two different considerations will 
have to be borne in mind. In rapidly expanding industries. 
where there is difficulty in attracting labour of the requisite 
skill, strength and discipline, there would be a prima facie 
case for raising wages more than the norm suggested earlier. 
It wonld be the reverse in relatively declining industries. 
Further, since we need to break the vicious circle of"low wage· 
low productivity" ·in· industries which are in a comfortable 
financial position and where there are reasonable prospects of 
increase in efficiency and improvement in attitudes leading to­
a fall in unit costs. a higher minimum may be tried by way 
of an experiment. We feel that except in the way underlined 
above, the ability or the profitability of an industry to pay 
is a very fortuitous and. vague criterion in India and can be 
assigned only a marginal importance in the wage fixation. 
(f) For the ·purpose of equity, maintenance of industrial 
peace and real content of the different minima fixed. for 
different industries, it is·essential that the lowest income-group 
workers should be given full protection against price increases. 
Jn order to give som~ scope for the free play of prices, the 
adjustment should not ?e month to month, b~t. at longer 
jntervals. Workers earnmg more than the mtmmum, but 
.still belonging to the vulnerable group, should be compensated 
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for price increases at lower rates on the Jines indicated in tl 
·Gajendragadkar Commission Report referred to earlier 
the text. 
(g) The scanty data that we have on the subject of diffe 
entials within an industry seem to suggest that they are nc 
adequate for the purpose of encouraging the requisite ski 
formation. It is extremely essential for a developing econom 
that these differentials are widened. 
(h) Increases in dearness allowance on a flat basis or on 
sliding scale by income-groups will have the unwelcome effe< 
of reducing skill differentials which will need to be carefull 
reviewed periodically, or when. dearness allowance reached 
.certain point, and if necessary; adjusted upwards. This nee• 
not furnish a simultaneous argument for upward increase i1 
minimum wages . 

.(i) For the workers in the public sector the same polic; 
·should be followed as in private sector. Any dichotomy ir 
this regard may adversely affect the growth and efficiency o: 
·the former which is assigned a crucial role in Indian _planning 
·G) In view of the fact that wages a~d salaries are a small, 
·though growing proportion of the national income and other 
incomes cannot be strictly controlled, as well as the fact that 
-there has been no runaway tendency, no particular mechanism 
is suggested for restraining wage increases. Only, the wage­
fuing authorities must keep in mind, among other consider­
ations, the permissible increases in per capita consumption. 
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A NOTE OF DISSENT BY SHRI DINOOBHAI TRIVEDI 

Considerations of various objectives to which wage policy­
sliould relate : 

(a} It is suggested that wage policy should play its role 
in the larger perspective of economic growth, which it may­
be born in mind is· itself a combination of agricultural and 
industrial growths. Since agricultural growth has been not­
up to the level, it is s~id that 'as long as the productivity of 
the agricultural sector remains low or stagnant, there should 
be a constraint on .the upward change in tlie real wage rate 
in the industrial sectot'. In other _words, agricultural pro­
ductivity should determine the wage policy. 

To achieve a certain rate of growth,. investment has to be 
made and for that purpose necessary resources- have to be· 
found. -The failure to mobilise resources leads to failure in. 
achieving the stipulated rate of growth. Mobilisation of' 
resources is- no doubt a difficult task. But instead of econo­
mic decisions have their say, political decisions influence the 
mobilisation of resources. This can be illustrated by the 
attitude towards agricultural taxation. The following quota­
tion* in this connection is significant. 

"What is in doubt is not whether it is economically­
possible to step up the rate of capital formation, but whether 
it is politically possible to do so within the democratic frame-· 
work. The main problem is whether it is politically feasible 
to levy adequate taxation upon the peasants. As we have­
already seen {Chapter V, Section 2 {b) }, it is impossible· 
greatly to accelerate capital formation in underdeveloped. 
countries without substantial taxation of agricultural for 
purposes of capital formation. Authoritarian regimes can 
do this, and !his is essentially what they do; but they do not 
have to bother about the ballot box. Democratic regimes­
can do the same-it is currently being done both iu Gold 
Coast and in Burma-but they can do it only if they are led 

•The Theory of Economic Growth by W. Arthur Lewis, Third irupress­
ion 1957, P. 408, para 2. 
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by statesmen who enjoy wide popular confidence and 
support." 

The ballot box and not the economic necessity is the key 
to resource mobilisation. In our country, the vast majority 
of voters are farmers residing in rural areas and Indian politi· 
cal parties to capture power have to win the support of this 
vast mass of voters and, therefore, cannot afford to diplease­
them. 

Another example of failure in this connection is 'Public 
Sector'. Hope was pinned on generation of substantial 
surpluses by these enterprises. However, _the picture. is 
reverse. "During the four yean from 1962-63 to 1965-66, 
the return earned by the Central exchequer on the running 
economic enterprises (departmental and non-departmental) 
of the Central Government, small as they have been, fell 
steadily in each successive year. In 1966·67, these enterprises 
recorded a loss of 12 crores. In 1967-68, the loss incurred 
by 54 running enterprises (11 departmental and 43 non· 
departmental)' increased · to Rs. 35 crores. On a capital: 
base of Rs. 4,662 crores (in running concerns only),' the rate 
of return works out at minus 0.74 per cent.* 

In this connection, the contribution of working clas~ 
towards resource mobilisation may he considered. By Provi­
dent Fund alone the contribution amounts to 16% of their 
income. If their amount deposited in small savings and 
contributions towards life insurance and employees' sickness 
insurance scheme are considered together, then, they are 
saving at the rate of 20% of their income. A question may 
be raised: what are the savings of economically active popula­
tion other than workers ? Even the target, the planners have 
in mind, is to reach the maximum rate of investment which 
is 20% of the national income. 

(b) In our country, the number of persons depending 
upon agriculture according to 196L census is 137,545,952 
i.e. 72.9% of the economically active population. The nwn­
ber of persons as salaried employees and wage earners is only 
12.8%. The number of persons required in agriculture for 
feeding the population compared to other is too high. This has 
resulted into very large volume of unemployment and under­
employment. It is, therefore, true that without disturbing 
agricultural productivity, a very large mass can be made 
available to the industrial sector .. 

•Economic TimeS. Miy 20, 1968, Page -1 .. 
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The expansion of the industrial sector thus becomes a 
focal point as far as economic development is concerned. 
The industdal sector absorbs the rural population and gives 
it employment at better incomes. Again the industrial sector 
generates surpluses which create further industrialisation 
and the, chain grows. Lastly, industrialisation generates 
additional demand because the masses can purchase easily 
cheap manufactured goods. The sphere of industrialisation 
thus spreads and in very few decades the country is com­
pletely overtaken by industrialisation and a sort of full 
employment occurs. This brings out the significance of the 
industrial growth. The kingpin, therefore, is not agricultural 
growth but the industrial growth. 

Some other relevant factors with regard to agricultural 
growth may be considered. The rate of increase in agricultural 
production has to cover the rate of increase in population and 
something more for improving the food standards. Again 
the rate of increase in population has certain phases. The 
last phase is , hastened when the family planning programme 
is backed by the State. The rate of increase in population 
then falls sharply in a decade and a half. The change in 
food habits is also slow and all the incomes are not spent on 
food. 

(c) An equally important factor which has been missed 
is that workers directly participate in the industrial growth. A 
question, therefore, may be raised on priniciples of justice 
that on what ground workers' real wages are sought to be 
related \Vith agricultural productivity and not with industrial 
productivity ? The framers of wage policy should not forget 
that 14 crores i.e., 72.9% of the economically active popula­
tion, is in agriculture. The share of 'agricultural' sector in the 
net domestic product at constant prices was 43% in 1965-66 
and 42.2% in 1966-67.* The number of workers who 
participate in industrial activity are 2.5 crores i.e., 12.8% of 
economically active population while the share of industrial 
sector was 57% and 57.8% respectively. 

The argument of linking industrial workers' wages to 
agricultural productivity is simply motivated by the present 
shortage of agricultural production. In other words, what 
is sought to be implied is whichever the country's difficult 
position that would be the proper criterion for linking wo~k_ers' 
wages. Tomorrow it can be balance of payment positiOn. 
It is not possible to agree to this logic. . 
•Reserve Bank of India Bulletin, February, 1968, p. 189. 
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It is well accepted principle that the real wages of indus­
·trial workers should move according to the productivity in 
1ndustrial sphere. Such a method is also non-inflationary. 
"This principle alone can be the backbone of sound wage policy 
.and none else (See for details, section II). 

(d) It is suggested that a wage policy has to be framed, 
'keeping in view its repercussions on agricultural labour, cott­
.age industries and small-scale industries. ·A role, therefore, 
is to be assigned to the wage policy in correcting the wage 
levels in these sectors vis-a-vis industrial sector and indirectly 
it is suggested. that wage policy, at least, should not accentu­

.-ate the differences. 

Ascribing such a role to the wage policy is to ignore the 
?asic reature of underdeveloped countries. It is mentioned 
m earlrer paragraphs that the basic feature of underdeveloped 
countries is the prevalence of large unemployment and under­

-employment. · The problem therefore, is to remove Ibis 
pressure of unemployment ' and underemployment which 

-depresses the wages of agricultural labour. 
. To remove this pressure, jobs have to be created and 

JObs require investment. The present rate of investment is 
·DOt Sufficient to absorb even the new entrants in the labour 
-fo~c~ with the results that agriculture, in addition to the 
ex1stmg unemployment and underemployment, bas to carry 
the burden of the new entrants in labour force arising in rural 

.areas. Under those circumstances none can expect to improve 
•the position of agricultural Iabou;. 

It is equally necessary to know at what stage of economic 
·~evelopment in our country, one can expect a start in improv­
Ing the wage of agricultural labour. Thi• condition can he 

·stated to have arrived when the economically active popu­
!ation in agriculture is 55% of the total. When this c~ange 

·In economic structure of the labour force takes place, a slow 
pull in lift of wages of agricultural labour develops even 

:though. underemployment and potential und~remploy~ent 
. may. ex•s~. In absence of this pull, it would b.e mappropn~te 
to VIS?ahse any change in their condition. ThiS also explams 

·th7 ~atlure of minimum wages fixed in agriculture under the 
Mm1mum Wages Act. 

• T? achieve this stage, massive investment will be required 
·m the mdustrial sector and a change in technology. For .this 
rJlUrpose, everybody will have to contribute towards savmgs 
.and conspicuous consumption will have to be severely cur-
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tailed. Our country can be considered fortunate if this-­
change of 70% to 55% c&n be brought even in 1990. The-­
problem of improving the wages of agricultural labour is there:­
fore related to economic growth. To ascribe this role to wage­
policy is meaningless. 

(e) Similar is the problem of workers engaged in cottage 
industries. The cottage industries in our country are the· 
traditional industries and have to face the severe competition. 
of large-scale industries. The price difference in the com­
modities produced by these sectors is also very substantial. 

Cottage industries also do not generate surplus In absence· 
of State help, they cannot survive the internal competition .. 
The assistance takes the shape of preservation of markets~ 
subsidy, loans etc. By these various devices cottage industries. 
are made to survive. The- State believes that, however 
uneconomic they are, their survival is a political ·necessity. 
Otherwise the State will have to face the problem of stability, 
i.e. its own survival will be questioned. The problem or· 
wages of workers in the cottage industries, thus, is a. political­
pro b) em; wage policy cannot solve the political problems. 

(f) A consideration of the position of organised work-­
ing class will clear the problems of wages of workers engaged 
in small-scale industries. It has been shown at appropriate­
place in this report that the real wages of factory workers have 
not remained at 1939 level but have gone down further. This­
proves that workers have no collective bargaining power. ' 

The collective bargaining power of workers is dependent . 
upon a number of factors. Out of which three factors, the 
full employment situation, the waiting power and the mobi· _ 
Hty of workers, stand foremost and determine mainly the · 
collective bargaining power. 

If it is assumed that for the suc::essful coll:!ctive bargaining: 
the collective bargaining power required is unity, then the· 
above three factors alone contribute 0.75 to collective bargain­
ing power; the rest being leadership, information, tactics etc. 
The waiting power and mobility of labour can be put safely· 
at 0.25. That means that the nearly full employment situa-­
tion contributes 0.50 to collective bargaining power. 

Certain general principles with regard to fuU employ­
ment can be enunciated. When the rate of investment is­
-insufficient to absorb the new entrants in labour force whiJe 
massive unemployment and underemployment already exists, 
its factor contribution· to collective bargaining power is--
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negative. When the rate of investment is sufficient to absorb· 
the new entrants in the labour force while massive unemploy-· 
ment and undtremployment exists , its factor contribution is­
zero. When the gradual transfer begins of unemployed to em·· 
ployed position, in addition to the absorption of new entrants, 
then the contribution increases and in nearly full employment. 
situation it reaches to 0 50. Our present position is negative. 

. The waiting power of working class is equally au essen-· 
tial factor, for it denotes for how many days workers can, 
remain without wages. Sometimes 1his is expressed as with-· 
holding power. When workers are hardly getting enough· 
and are in debt, the contribution by this factor becomes nil .. 
Their labour ha• to be spent. The factor of mobility is­
applicable mor~ to skilled, higher skilled and managerial· 
talents. Tbis analysis is sufficient · to bring out the fact, . 
cOllective bargaining power of organised workers is practi-· 
cally nil. Tnat is why the organised working class prefers. 
to go to· industrial adjudication and Wage Boards. 
. In this context, the position of workers employed in: 

small-scale industries should be considered. Small factories 
are situated generally in large cities and they employ from' 
1 to 10 persons. The number of factories are also large and­
are also spread throughout the city. The proprietors are· 
diehards. Even though the number of factories are large, . 
the complement of labour employed is small. It is, there­
fore, not possible to set up an efficient trade union becau~e· 
of these factors. If it exists, it is more ineffective than effective. 
Under such a situation, con~id~ring the po.;ition of organised. 
working class, their situation cannot improve. The picture 
is no doubt dismal but true. [tis, therefore, difficult to ima-

_gine what role wage policy can play in this connection, except 
covering such factories under the Minimum Wages Act ancf ·­
encouraging unions to be formed on the industry-wide basis. 

(g) lt is suggested that non-wage earners' income should. 
be controlled . What is intended is an incomes policy for the: 
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<:ountry as a whole and wage policy should function in its 
nssigned r<)Je within incomes policy.• 

In an underdeveloped country, the State has to perform 
various functions and activities, has to maintain Jaw and 
order and preserve the democratic frame-work; has to control 
the quantity of money, control price fluctuations and adjust the 
rate cf interest; has to eradicate unemployment, underemploy· 
ment and ensure full employment, has to influence resources, 
make savings and force people to save and balance its budget; 
it has to step up its rate of investment and also ensure that 
development programme is properly balanced; has to develop 
educational pre gramme and see that necessary technical man­
power is made available; has to finance. 

Apart from this consideration, another equally important 
factor is of institutions. In an underdeveloped country, .the 
civil service which bears the main burden is strained because 
additional functions it has to undertake. The activities are. 
unknown and numerous and are getting added. The efficient 
civil service under these circumstances not only becomes weak 
but inefficient as well and is unable to cope up with work. 
There are neither strong agricultural organisations not trade 
union organisations. The employers' organisations cannot 
enforce the necessary discipline. There is hardly worth the 
name consumer organisation or share~holders' association. 
The co-oprrative sector has just made a beginning. In absence 
of strong economic and social organisations, the incomes 
policy is bound to fail for it cannot be administered. 

When an incomes policy for the country as a whole is to 
be considered, it would be better to understand its implica-

• When this minute of dissent was sent to the Chairman of the 
Group, the emphasis on this aspect was very much. This whole issue has 
now been withdrawn and it is conceded that •the prooortion of in .. 
come subject to such regulation will remain a small portion of the 
national income, and it may not be advisable or possible normal1y to 
subject other <"ategories of income to any direct discipline. 

Rut the material is deliberately retained to warn against persistent 
demand of such policy from various quarters. The arguments advanced 
here bring out the point that such a policy is likely to faiL It might be 
mentioned here that report of the Steering Group. appointed by t.he 
Reserve Bank of India of its own officers on wages, mcomes and pnce 
policy has created enough trouble and some person.s are att~ac~ed t? it 
without understanding implications of such a policy. Thts s1tuatton 
bas forced to retain the material. 

An additional point has been made and !hat is about the narrowing 
-the gap between the highest and lowest salar1es. 
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tions. In the country to-day there are agricultural producers, 
agricultural labour, family labour, working class, workers on 
their owu account and employers. ·The agricultural produ­
cers number 10 crores. They have different amounts of land, 
different types of land etc: They are spread throughout the· 
country. The credit by banks to them is also negligible and­
much is from private resources. No surveys have been 
conducted about their incomes. Is it possible to bring such a· 
large mass of persons under the coverage of incomes policy ? 

An equally important group to be covered under the in~ 
comes policy is workers on their own account. The number 
of persons in their group is quite large: Who are these 
persons ? They are doctors, lawyers, retail shop-owners who· 
do not employ any person, carpenters, masons, engineers, 
taxiwala, scooter-drivers etc. Their incomes are high. Ate 
present no information is available on their incomes. Apart. 
from the very large number, they are spread throughout the· 
country. It is possible to cover them successfully? 

In economically advanced countries the working class in• 
the labour force is 80% and majority of it is also concentra­
ted in large scale industrial establishments. It is possible 
to manoeuvre their incomes. While the picture is entirely· 
reverse in our country, because 80% of the labour force con­
sists of independent persons, agricultural producers, and< 
employers who are scattered throughout the country. 

Even in the economically advanced countries, the incomes 
policy came to be considered. only in fifties. Area is also 
small. They have better economic tools and a vast sociar 
organisation which can respond well. The experience of these 
countries is too not satisfactory. The United Kingdom 
in spite of legislation on incomes policy could not prevent 
devaluation. 

:Vhat is envisaged by an Incomes policy is th~t incomes­
shall Increase according to certain standards. Sometimes there 
wo~_ld be no increase, sometimes marginal and . sometimes at 
a stipulated rate. For tnis purpose, incomes will have to be 
assessed and probable profit will have to be arrived at. In 
f~~;ture, prices of commodities will be so arranged that they 
will lead to certain incomes. This means that prices of 
commodities will have to be fixed and profits will have to be 
sta~dardised. Can we fix the prices of commodities of 
agncultural and non-agricultural producers on basis of cost 
plus profit ? Incomes policy has to take cognizance of three' 
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factors-wages, prices and profits and a certain relation has to 
be established and controlled. Is this possible to achieve ? 
Suppose for a moment, that a radio company puts into 
market a new model with a ten per cent increase in prices. 
The only change which is made in the new mndel is that the 
push button is on the right hand side instead of on the left 
hand side as in the old model. This, on the basis of incomes 
policy, cannot be permitted. The question, therefore, arises 
who is going to control this aspect and watch the cost, profit 
and specification of the goods produced ? This is a gigantic 
.task by itself. 

How wage increases will be allowed and what changes 
'in the prices of commodities will he allowed? These and 
other similar problems will have to be considered. This will 
have to be done for agricultural commodities, like rice, 
wheat -etc. Similar test will have to be applied to doctor's 
prescription i.e. for commodities produced or services ren­
dered ·by worke.rs on their own account. Thus commodities 
in agricultural ·sector and commodities produced or services 
,given by workers on their own.account .will have to .be priced 
and standardised.· It is. difficult to believe that we :can under­
take this task successfully in the present day circumstances. 
What is going:to be doneJn the case ·of inflationary .price rise 
introduced in the prices of commodities ? This pspect has 
defied solution. Other general economic considerations are 
not discussed . here, but they too .will have to .be dealt with 
when an integrated incomes policy in relation to economic 
policy and wage policy has to be developed. Incomespolicy 
cannot be developed and implemented by arriving at a solu­
tion of first degree and second degree equation ori economic 
considerations in. the'laboratory. Under these circumstances, 
it is better to reject the larger area of incomes policy and 
limit it to a very narrow angle. 

In the limited aspect of incomes policy the question of 
-maximum income deserves attention. Tllis point was consi­
dered 'by Second Pay Commission. It is true that top salaries 
in the civil services and public undertakings have been fixed 
at a ·crrtain level. This level in the present set up can be 
considered high. However, at present there is much heart· 
burning among these persons (civil service) whic~ arises from 
the fact that persons in similar position in the pr~vate sector 
are getting too much by way of ~ala!ies! bon;tses, allowances 
and perquisites. An attack on th1s s1d~ ts demable an.d can 
be carried out for the persons are few Ill number. Th1s task 
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can be entrusted to the imtitution which is recommended by 
Monopoly Commission. The. crux of the incomes policy 
and wage policy is to curtail highest incomes which is justi­
fied on the grounds of equity and social justice. 

II 
Trends in Employment, Productivity and Wages 

While analysing trends in production, employment, 
productivity, money and real wages, the current position 
has not been pictured nor .an attempt has been made to 
.compare the Indian situation with other countries. 

The period 1939·50 has been omitted though it has an 
important bearing on 1950-64 period. Again 1964-67 too 
bas not been considered. 

The figures of consumer price index, money and real 
wages have been compiled by Labour Bureau. The details 
.are as follows : 

Trends in real wag .. during the period 1939·19501 

Index. of AJ1-Ind1a Consumer Index ·of real 
earnings. Price Index. earnings. 

·!939 !DO 100 100 
1943 179.6 268 67.0 
]950 334.2 371 90.1 
!951 356.8 387 92.2 

In the report, in table 3 the figures for 1951'to 1964 are 
as follows : 

Trends in 1951-1964 

1951 1964 

Production (Factory) 100 233.5 
Employment (Factory) 100 !57.3 
Production per .Worker 100 148 
Money earnings 100 150.8(E) 
Consumer Price Index Number 100 144.8 
.Real Wages 100 !04.1 

Linking both the figurts of real wages at 1951, the real 
wages in 1964 stood at 96 compared to 19i9 level. 

After 1964, there was a considerable price rise during the 
period 1965-67 (both inclusive). The average index stood 

(J) Indian Labour Gazette Oct.l955 p.245 - Trend in the ·Index of real 
earnings of factory worker in India. 
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at 192.3 points in 19671 on 1951=100. Factory production 
in 1964 (1956=100) was 170.1 and increased to 187.Z 
points. 

Considering various aspects, that linking of wages with· 
index is less than 50%, rate of neutralisation is linked with 
the minimum wage earner, groups above minimum wage­
earner have been receiving less neutralisation proportionately 
and very rarely the neutralisation to the minimum wager is· 
100%, it may be said real wages must have gone down by 
SO% during the period 1965-67. Since the percentage rise· 
in the index at the end of 1967 is 32.8, the real wages might 
have probably gone down by 16%. In other words the real 
wages in 1967 compared to 1939 level are likely to be below· 
by 16 points i.e. to a level of 80 points. Since production has­
increased during the same period and allowing for the margin 
of increased employment, the productivity in factories must 
have increased at least by 2 points on a conservative estimate. 
The final picture, therefore, compared to 1939 level is real 
wages are low by 20% and productivity has increased by· 
SO%. 

An argument is advanced that persons which were 
previously in Rs. ·200 are now in Rs. 400 group. Conse­
quently real wages in Rs. 200 · group do not give a correct 
picture. The argument is not convincing because the shifted 
groups are having declining real wages by a constant margin­
due to the sy•tem of payment of dearness allowance. If these 
groups were in Rs. 200 group, they would have continued to­
show declining trend. 

On the other band, there is good reason to believe that 
old index numbers do not show correct prices with the result 
that figures of real wages are vitiated. Various committees 
have corrected the index numbers but the correction is only 
for prices. Mathematically, the old index should have been. 
corrected by current weights. Even if this error is not 
corrected and only price error is corrected, the correction. 
would have to be 5% or more. This also means that reat 
wages would go down further. The. facts, .therefore, emerge 
that productivity rise is 50% and real wages are 25% below 
the 1939 level, or 150 and 75 respectively. 

In this connection, the wage movements and other rele­
vant figures of other countries may be considered. 

(J) The average jndex for 1967 on 1949 base was 209. 
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Trend in Production, Employment, Prices, Money and 
Real wages in some countriesl 

1950-1962 

France Germany U.K. U.S.A. 
(a} Industrial 

production (i) 58-123 48-132 82-115 84-126 
(ii) 100-212 100-275 100-140 100-150 

(b) Nonwagricul-
tural employ-
ment (i) 92-101 70-112 94-IOS 88-109 

(ii) 100-110 IQ0-160 IOQ-112 100-124 
(c) Industrial 

productivity 212 275 140 _150=121 m=192.7 160=170 112=125 154 
(d) Money wages IQ0-300 100-252 100-214 100-163 
(e) Consumer 

price 100-187 100-129 100-162 100-126 
(f) Real wages 100-[60 100-195 IQ0-133 100-129 

From the above figures, it will be evident that except 
France, the real wages increased greater than industrial 
productivity. The chances of inflation in these countries art 
higher _due to 80% of economically active population being 
working class. Even then, in these countries the real wages have 
kept pace with industrial productivity or labour productivity: 
It is difficult to understand in view of these facts how in a 
country like ours, where employees are only 12.8% of econo­
mically active population can they be considered to put 
pressure on prices and to them the real wage increases should 
be denied on the basis of increase in industrial productivity. 

Three arguments have been advanced for notincreasing 
real wages according to increases · in indu&trial productivity; 
(I) The rate of growth of real wages should be less than the 
rate in the private economy to allow for a certain margin of 
savings ..•..••••..•... this suggests that a certain slice of national 
product has to be diverted to saving. The obverse of this is 
that real wage rate should not rise at the same rate as the 
increase in labour productivity in the private economy; (2) It 
may be noted that increase in capital-labour ratio and (3) 
all productivity increases should"not be allowed because the 
coverage is required for the rate of increase in population. 

It has been pointed out earlier that workers are saving 
at more than 20% of their income. How they can now be 

1. Prices, Wages and Income Policies by H.A. Turner & H. Zoeteweij, 
P.9 & 17,1.L.O. publication. 1966. 
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asked to save more ? Should they save doubly i.e. by fore· 
going the rightful increase in real wages in addition to his 
savings from the pay-packet? The argument is not at all 
valid. It is also forgotten that Indian worker has no margin 
now to save. He has not improved his real wages since 1939 
but on the other hand there is a fall. Inspite of his paying 
hlgh indirect taxation, his real wages falling; and his savings 
.at more than 20% how mnch a worker is expected to sacrifice 
vis-a-vis other sections of the population. There is no parallel 
in other countries to suggest such a measure. It is, therefore, 
-not possible to agree with this logic. 

The argument that production per worker is very largely 
ilue to increase in capital-labour ratio. This pre-supposes 
that investment had been made by employers' own contri· 
bution. This is not a correct picture. An examination of 
<the financing of the investment made by private corporate sector 
'business is very much revealing. Total investment in this sector 
was of Rs. 1724 crores during the period of 1951-52 to 1961· 
-62 period. Out of this, savings amounted to Rs. 474 crores 
.and net borrowings were of Rs. 1240 crores i.e. the borrow· 
lngs amounted to 2.6 time& the savings1• On the other hand, 
from provident fund alone Rs. 895 corers were available for 
investment during the same period. If small savings, life 
funds etc., are considered along with provident fund, the 
~otal amount available for investment is likely to be Rs. 1240 
-crores. Is the capital intensive contribution due to employers' 
own contribution or somebody else's contribution ? Jf a 
limited view is taken, it can be categorically stated that 
workers have financed borrowings of the private corporate 
sector. It may be argued that taxes paid by the private 
.corporate sector have not been taken into account. This is 
.correct. But equally true is the fact that the indirect tax 
.collection by the Government has not been taken into account, 
which is again far greater than the private corporate sector's 
taxes. 

Increase in capital alone does not increase production. 
There are other factors which are also the causes of increased 
production. That capital formation has play~d a relatively 
Jess important part than other factors ts evtdent also from 
ihe earlier experience of currently developed countries. ,'It 
bas been estimated by Professor J.J. Spengler th~t captt~l 
increase was responsible for only 20 10 30% of the mcrea>e m 
national product of U S.A. since 1870, whtle between 25 and 

1. Reserve Bank of India Bulletin • Marcb !Yo7, page 251-252. 
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:50% was accounted for by improvements in technique and 
~rganisation'. 1Education is also ·a factor. Thus on both 
counts : (I) that the capital intensiveness is not due to emP­
loyers' own contribution and (2) capital's contribution for 
increased production is much less, the argument of capital­
intensiveness does not carry any weight. It is difficult to 
agree to this view. 

It is further suggested that all productivity increases 
should not be allowed because the rate of increase in 
population has to be covered. This argument is . also 
not valid. . The wage structure which is built up on the 
minimum wage earner is framed on the basis of the standard. 
family i.e: husband,. wife and two children.. This standard 
family basis is operating· since 1939,:. Even the need-based 
minimum wage is on the basis of this standard family, · If in· 
the wage structure, the standard family is the basis, then it 
automatically means that workers are already allowing the 
incre:tsed rate in population; otherwise they should claim on 
the basis of larger family. This view, therefore, cannot stand. 
The real wages of the workers musi increase with the indus~ 
trial productivity in the industry. There is also nothing to 
suggest that these factors have been taken care of in economi­
cally advanced countries or others. 

A point about social security may be advanced to show 
(bat even though rea!.wages are short of '1939 level, social 
security benefits, if considered alorig with real wages might 
-suggest that workers' position has improved. Two important 
social security benefits are : Provident Fund and Employees' 
'Sickness Insurance Scheme. 

The argument on the first hand sounds convincing but 
.on detailed analysis fails to carry the point. In this report, 
the figures of money wages used are collected under the 
Payment, of Wages Act. Under the definition of wages, the 
contribution of employees towards provident fund and 
employees' sickness insurance scheme are included in the 
term wages, while employers' contribution for the same is 
excluded. Therefore, only 8% of employers' contribution 

·for Provident Fund and 4% of employers' contribution for 
E.S.I. Scheme are not accounted under the term wages. 

To put it briefly, if Rs 100 are wages, then by employers' 
contribution it will be Rs. 112. As pointed out earlier, real 

L Quotation of Collin Clark as reproduced by Shrikaiit Palekar in his 
book-ibid. 
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wages are 75 points. Therefore if social benefits are to be in­
eluded in the consideration of real wages, their level would be· 
84 points only. Looking from this angle, the position is not 
satisfactory. 

In this report, figures of real wages have been compared· 
with those of other countries e. g. U.S.A., U.K., France and· 
Germany.• These figures are exclusive of social benefits. 

An argument is advanced that money earnings should be 
compared to per capita money consumption. In this report it 
has been stated that 'These figures show that per capita money 
consumption increased by 20.3% whereas the index of money 
earnings of workers increased by 45.2% between I 9 50 and· 
1963. The consumer price index also increased by 27.8%. 
From this it can be inferred that the wage earner fared a little· 
bdter than the population in general' I 

The picture presented is not correct. The figures of 
national income are available from 1948-49 onwards. Back 
period as well as later years' figures being not available, the 
picture is limited to 1950·51 to 1962-63. 

fhe comparison of per capita money consumption with 
money earnings is theoretically wrong, because it pertains to· 
consumption and the other to earning. On principle, there-· 
fore, earnings too should be converted into money consump­
tion. To arrive at the figure of consumption, savings have to' 
be deducted. As pointed out in earlier paragraphs. workers. 
are. contributing from their wages 10% towards P. F. and E. S. 
I. Scheme alone. This does not include small savings etc. If 
money earning> are corrected by this percentage and consu· · 
mer price index number also corrected for its error, then the· 
picture is not what is presented. It is also not, known from the 
report whether per capiia money consumption figures used are· 
at current prices or at' constant prices. The picture is as. 
follows:-' 

(1) &In particular, the existence of black-marKet pr~c~s and ratio~­
ing in some countries .throws some doubt on the prec1sao';l of the est.t­
mates given for the earlier years. while for later years the mcreases 10 
family earnings associated with high employment levels a.n~ the growth 

f extensive social benefits have probably increased the hvmg stand~Jrds 
~f working people more than the figures suggest: .. (Prices, Wages and. 
Income Policies by .,H. A •. Turner and H. Zoetewe•J P. 19-an 1, L. 0 .. 
publication). 
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Money earnings of factory workers : 
C:Orrected money earnings i.e. money consurnP-
hon of workers : 
Consumer Price Index Number : 
Corrected consumer price index 
number: 
M~Dey consum.,tion of workers at constant 
PCJCCS: 

Pe! capita net out-put at constant 
pnces: 
Savings (at %1: 

(at Rs): 
Pe.r capita money consumption at constant 
prJces: 

From the Report. 
Corrected by 10%. 
From the Report. 
Corrected by 5%. 
By deflating 130,7 by 134.2, 

1951 1963 

100 145.2 (1) 

tOO 130.7 (2) 
100 127.6 (3) 

!CO 134.2 (4) 

100 99.5 (S) 

247.5 293.4 (6) 
5.6 127 (7) 

!3.9 37.2 

233.6 256.2 

(I) 
(2) 
(3) 

(4) 

(5) 
(6) From Report of Currency and Finance J96S-66 Reserve Bank 

p.60 I I 

(7) From Report of Currency and Finance, Reserve Bank, 196.5 .. 
66, p, 510. 

From the above figures it can be concluded that factory 
workers did not improve their position while the position of 
1he population as a wl1ole improved by 9.94%.> 

It might be stated here that national income figures are 
arrived at by taking the whoh!sale prices. It has been found 
that many quotations in the wholesale prices are reported at 
controlled prices. This vitiates to a certain extent the figures 
of national income. Again the national income figures are the 
aggregates of a number of .commodities. Consequently they 
are less reliable than the money wages figures which are col• 
lected under the Payment of Wages Act i.e., the figures of real 
wages are more reliable. 

It might be mentioned here that it is already admitted tha~ 
considering the later period the position may not have impr~· 
ved. Bearing this fact in the mind along with above facts, 11 

(IJ Jn the population. working class i~ included. If working cl~sl 
is excluded. then for the rest of the population the mone:r~onsumptton 
must have increased by 15% or 10. 
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is more true to say that workers have not improved their 
position; rather their position has deteriorated.' 

In view of the fact real wages should .. increase, the ques• 
tion of treating dearness allowance separately and the theory or 
agricultural surplus does not arise.· It is a mere chance that 
dearness allowance is separate. In fact it is part and parcel 
of wages. In no country except India and Pakistan, this artifi· 
cia! line is drawn. If this "is the case, theri the logic of the­
main report is 'wages exert pressure on agricultural surplus'­
the proposition becomes ridiculous. 

Even if, for a moment, it is admitted that wages exert 
pressure on agricultural surplus, then the incomes other than 
of working class also exert pressure.' This as the report con· 
_cedes is not possible to control. So the handy man is the . 
worker I What a fine logic of agricultural surplus I 

111 

Wage Structure 
There is no section regarding wage structure in the report. 

Only some stray remarks· have been made. Development or 
rational wage structure is the most important as well as­
urgent problem. 

The present wage structure consists of mainly basic wages 
and dearness allowance. Wage differentials, framed are on 
basic wages. 

A system is in vogue t<l express dearness allowance as 
percentage of total pay packet and by this, irrationality or 
wage structure is tried to be depicted. By this method dear. 
uess allowance may be 30 to 50% of the total pay packet. 
This method of analysis does not bring about the irrationality 
of the wage structure predominantly.· The better method is to­
s_tate how many times or in percentage the dearness allowance 
is higher than basic wages. In lower groups; and particularly 
In the textile industry, the dearness allowance is 4 times higher 
than the basic wage or 400 per cent of basic wage ; in few 
industries and civil service, dearness allowance is 100% of 
basic wages. This points out more clearly the irrationality of 
~he wage structure. This irrationali~y is introduced because 
the base period of wage structure IS 1939 or 1949. In very 
few cases, the base period is 1960. 

The logic of fixing the base period at 1939 or 194?_Ievel 
is the assumption that prices may fall and may stabtbse at 

(1) The reasons for price rise are not discussed. 
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certain level. This assumption is now not valid. Due to· 
shortages in foodgrains and other consumer goods, the policy 
of support prices for agricultural commodities, a sort of parity 
between agricultural and industrial commodity prices and the· 
persistence of demand inflation, the prices are not going to· 
fall but bound to rise. A new feature in agricultural produc·· 
tion is to put more inputs .. , This also rules out the price fall. 
On the other hand, due to costliness of inputs in agriculture, 
there will be a tendency to raise prices. The price reduction' 
may dampen the process of increasing· use of inputs in agri­
culture. This will go against the policy of increasing agricul-· 
tural production. On these .counts and others, tbe price fall or· 
stability of prices must be considered an illusion. 

The irrational wage structure leads to wrong comparison, 
of .wages; is a disincentive for existing systems of payment ·by· 
results as well as for introduction of new ones; affects the­
skills due to narrowing down of wage · differentials; and comes 
in the way of man-power distribution and has various other· 
disadvantages. 

Considering these aspects, the first 'objective _.of wage· 
policy must be to make the wage structure rational. In a. 
rational wage structure the component of dearness allowance· 
in the pay packet should not be more than 5% of basic wages. 
This is so in various economically advanced countries. Equi­
table wage differentials then can be developed. In this 
manner, a rational wage structure can be built: However, if 
prices increase by more than 50%, a revision of wage structure 
should be undertaken to remove the distortions introduced in 
the wage structure. 

In 1960, at various places, family budget inquiries for 
non-manual and manual ·workers were conducted. To-day, 
consumer price index numbers for both these group of workers 
(also of agricultural labourers) at various centres are available 
on '196 basis. Therefore, necessary data for developing 
rational wage structure is available. Since prices are not like­
ly to go down below the !965 level, a rational wage structure 
on 1965 price level should be framed. 
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IV 

Perspective & Approach 

In the report, to be frank enough, there is nothing like a 
perspective. A short-term view of whole situation is taken. 
In its approach to the subject matter, the thinking developed 
in economically advanced countries has been adopted without 
considering the needs of· the country and specially of the 
working class. This shadow is seen in the first and second 
iections of the report as well as in section of dearness allow­
ance. Emphasis is upon capital accumulation, investments, 
savings, production and curtailing consumption. There is no 
attempt to Jearn from the experience of the past. No attempt 
is also made to take into consideration the policy pronounce­
ments viz., socialist pattern of society. No attention is paid 
to the reduction of inequalities. The dynamic wage struct­
ure responding to the needs of the economy and satisfying the 
expectations ·of the working class is not thought of. The 
directive principles embodied in the Constitution are forgotten. 
1o short, the report fails to take note of things which it should 
have undertaken. 

The country is at the threshold of vast changes in econo· 
mic and social sphere. In 1990, the changes will be more 
pronounced. The i~dustrial pr~duction in 1990 is likely to 
be trebl<d. The workmg class wdl be 25% of the economic 
active population and the agricultur~l producers and agricul­
tural labour will be 55%. The workmg class will be quite for, 
midable in 1990. The average wor~er will be S.S.C. educated, 
possessing all-round knowledge, WI!l be poss~ssing diverse and 
high skills, will have a smalle~ family and V.:dl be free from 
taboos and traditions. If active and dyn~m1c wage policy is 
followed, he might be of a better bodr we1gh~ and can stand 
the strain of working hours. To achieve th1s, his consump­
tion must be increased and this can be ~o?e by increasing the 

1 wa es as per industrial productivity. If such a wage 
rea1• • g ursued it is possible to raise the real wages by 1990 
po ICY IS P • . h h' d · · 'II to 150 per cent. By this app~oac , IS ~ro uct1~1ty w1 
increase. This requires increase !D consumptiOn, for mcreased 
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rconsumption means increased productivity. Unfortunately in 
the report, this aspect is forgotten. There is an urgent need to 
increase consumption and for this purpose we require a diff­
erent approach. I am fortified in my views by the recent 
publication of Shri Gunnar Myrdal-Asian Drama-'An 
Inquiry into Poverty of National (Asians)'. His views are 
given below : 

"Prologue-The beam in our eyes-S. 5. Another source 
.of bias. Transference of Western concepts and theories ..... . 
That the use of western theories; models and concepts in the 
economic problems in the South Asian countries is a cause of 
bias seriously distorting that study will be a main theme of 
this book. For the moment a few obiter dicta must suffice to 
outline this approach. The concepts and the theory of em­
ployment and underemployment rest on assumptions about 
attitudes and institutions that, though fairly realistic in the 
developed countries, are unrealistic in the underdeveloped 
countries ...... The list could be made much longer, as will be 
seen in this book. Our main point is that while in the Western 
·world an analysis in "economic" terms-markets and prices, 
employment and unemployment, consumption and savings, 
investment and output-that abstracts from modes and levels 
of living 'and from attitudes, institutions, and culture may 
make sense and lead to valid references, an analogous procedure 
plainly does not suit the underdeveloped countries. There one 
cannot make such abstractions, a realistic analysis must deal 
with the problems in terms that are attitudinal and institu­
tional and take into account the very low levels of living and 
culture".1 

"Chapter 2-The value premises chosen-S.4 Summary 
specification of modernization ideals-( d) Rise of levels of 
living-It is commonly believed, however. that substantial 
improvements in levels of living must be postponed for some 
time to come in order to permit capital accumulation and 
even higher productivity and levels of living in the future. 
This need would assume a partial conflict, at least in the short 
run, between higher consumption and higher production. But 
there is also a positive relationship between these conditions 
to which we shall often call attention-that improved levels 
of living are a pre-condition for higher labour imput and effi-. 
ciency and, generally, for changes in abilities and attitudes that 
are favourable to rising productivity. This inter-dependence 

(I} Asian Drama-Vol. I, p. 19 and 20. 
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between productivity and levels of living is much ~tronger in­
the countries of South Asia than in Western countnes, though­
the relationship is mostly obscured by application of !hec 
Western approach in the economic analysis of South Astan 
Development Problems"l. 

"Chapter 12-Levels of living and inequality ...... But in 
addition, a rise in levels of living bas an instrumental value. 
By the circular causation attending. changes i a social condi­
tions, a rise in levels of living is likely to improve almost all 
other conditions, in particular, labour input and efficiency and' 
thus productivity but also attitudes and institutions ....... ;.It 
is an Important fact that a. rise in levels of living has a much 
greater instrumental value in Sout.b Asia than in the advanced 
countries. In the latter, levels of living are so high that on the 
margin, the productivity effect of ·a change is nil or slight. 
Therefore, the income of an individual, a group, or a whole 
nation can be divided, with reasonable accuracy, into two 
parts, one used for consumption. and the other for savings, 
which is to say investment. Normally, then. the levels of living 
when measured as consumption by 'final' purchasers, is ob­
tained by subtracting 'savings' from income. Tbe~e 'savings• 
correspond to the tangible assets accumulated through the 
non-consumption of some part of current output. But in the 
underdeveloped countries of South Asia, levels of living are so 
low as seriously to impair health, vigour and attitudes towards 
work. Consequently, increases in most types of consumption 
represent at the same time investment.• 

It has been shown that real wages have gone down by 
25% compared to 19391evel, in spite of the fact that producti­
vity has increased by 50%. The worker, therefore, suffers from 
malnutrition, lives in most unhygienic conditions and has no 
stamina to fight the diseases. His expenditure on food was 
less than 50% in 19333 .and to-day it is more than 55%. This 
affects his productivity. (The Western countries, when they 
bgan their economic development, a worker was spending 
4e0% on food). The situation is most discouraging when it is 
known that working class is saving at the rate of 20% of its 
income and by these savings is C"'Pable to finance the· borrow­
ing requirements of the private sector. He has lost and the 
other sections of the society have improved their money con-

( I) Asian Drama-Val. I p, 59. 
(2) Asian Drama Vol. lp. 530, 
3) See Family Budget Inquiries for Bombay and Ahmedabad -for-th&.. 

years. 
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sumption by 12 to 13% even though their savings are less. 
This has all happened because of wrong approach, failure to­
have a perspective, failure to control prices and mobilising the 
resources from the political angle. If this picture is to be re-. 
versed, then there is no alternative but to lay down firmly thai 
real wages be increased as per industrial productivity and the 
wage structure be immediately rationalised. By carrying out 
.this policy it will be possible .to realise the need-based .mini-. 
mum wage as outlined in the 15th Indian Labour Conference 
within a fair period, not otherwise. , This will also mean an 
attempt to go forward to the socialist pattern of society. A 
failure to carry out this policy is likely to spell disastar.l 

(1) I also differ on the remaining issues, on which the views have beco 
expressed in the main report. 
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1. 

2. 

3. 

4. 

Statement I 

Distribution of Economically Active Population by Status 
(OOOs omitted) 

Number % 
France, France, 

Germany (FR), Germany (FR), 
Italy, India Italy, India 

Sweden, U.K .• 
U.S.A. 

Sweden, U.K., 
U.S.A. 

(I) (2) 

Employers and 
workers on own 
account. 21,238 29,8U 12.9 15.8 
Salaried employees 
and wage earners. 130,829 24,060 19.6 12.8 

Family 
workers 7,350 3,658 4.5 1.9 

Others and status 
unknown. 5,026 131,143 (3) 3.0 69.5 

TOTAL: 164,443 188,676 100.0 100.0 

(I) France-1962; Germany (F.R.)-196!; ltaly-1961; Sweden 
-1960 ; U.K.-1960; U.S.A.-1961. 

(2) 1961-Census Report. 
(3) Agricultural producers and agricultural labourers. 

Source :-Year book of Labour Statistics, 1967. I.L.O. 

9.1. 



o. 
1. 

Statement II 
Distribution of Economically Active Population by Industry. 

(OOOs omitted). 

Number % 

France, Germany (F.R.) France, Germany (F.R.) 
Italy, Sweden, India Italy, Sweden, India 
U.K., U.S.A. U.K., U.S.A. 

(I) (2) 

Agriculture, Forestry, 
Hunting and Fishing. 19,080 137,546 11.6 72.9 
Mining and 
Quarrying. 2,619 918 1.6 o.s 

2-3. Manufacturing. 48,664 17,906 29.6 9.5 

4-
s. 

6. 
7. 

8. 

9, 

Construction. Jl,50S 2,059 7.6 1.1 
Eleclricity. Gas. 
Water and Sanitary 
Services. 1,846 632 l.i, 0.3 
Commerce 21,815 7,654 ]6.9 4.1 
Transport, Storage 
& Communications. 9,191 3,019 5.5 1.6 
Services (including 
armed forces). 37,447 16,660 22.8 8.8 

. Miscel!aneous(3) 5,201 2,290 3.3 1.2 
Total 164,444 188,676 100.0 100.0 

(I) France-1962; Germany (F.R.)-1961; ltaly-1961; Sweden-1960; 
U.K.-1960; U.S.A,-1961. 

(2) 1961 
(3) Includes persons on compulsory military services; unemployed; 

statistics not adequately described; persons seeking work for the 
first time. 

Source: Year Book of Labour Statistics, 1967. I.L.O. 
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0. 

1. 

2. 
3. 
4. 

s. 
6. 

7·8. 

9. 

10. 

Statement ID 
Distribution of Economically Active Population by Occupations. 

(OOOs) omitted. 

Number % 
France, Germany (F.R.) France, Germany (F.R.) 

Italy Sweden, India Italy, Sweden India 
U.K., U.S.A. U.K., U.S.A. 

(I) (2) 

Professional, technical 
and related workers. 15,009 3,236 9.0 1.7 
Administrative, exe-
cutive and managerial 
activities. 7,986 1,811 4.8 1.0 
Clerical worklers. 18,582 3,197 11.2 1.7 
Sale workers. 13,870 6,876 8.3 3.6 
Farmers, fisherman, 
hunters, Joggers and 
related workers. 18,271 130,590 1.0 72.9 
Mines, quarrymen 
and related workers. 3,551 672 2.1 0.4 
Workers in transport 
and communications 
occupations. 7,693 1,876 4.6 1.0 
Craftsmen, production 
process workers and 
labourers not else-
where specified. 57,527 27,407 34.5 14.5 
Service. sport and 
recreational 
workers. 14,618 5,587 8.8 3.0 
Miscellaneous(3) 9.387 424 5.7 0.2 
Total 1,66,494 (4) 188,676 100.0 100.0 

(I) France-)962; Germany (F.R.)-1961; ltaly-1964; Sweden-1960; 
U.K.-1960; U.S.A.-1960. 

(2) 1961. 
(3) Includes workers not cJassified by occupations, number of 

armed forces ; persons on compulsory military service and 
persons seeking work for the first time. 

(4) This total is slightly higher than the figure 164,444 due to 
discrepancy of figure in original and change of year for Italy. 

Source: Year Book of Labour Statistics, 1967. I.L.O. 
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\0 
u. 

Statement tv 
l;;mploymenl and Unemployment, Employment Generated and likely to he 

Generated during the Plans, and Investment. 
(Labour in Millions ; Rupees in Crores) 

Note: Figures are from the report on page 15 un~_ess otberwjse stated. E=Estimate. 

btPJaD Jtnd PJetD UJ Plan Three Annual Plans lVth Plan Total --- ---
1951-56 1956·61 1961·66 1966-67,67-68, 68·69 1969·74 

(A) Backlog ofUnemploy• 
(All E) (All E) 

ment at the start of 
the plan. 3.0-5.4 5.3 9.0 u.s 14.5 4.15 

(4.15) (I) 
(B) Net additions to 

labour force. 9.15 11.7 17.0 14.0 26.0 77.85 
(C) Total. 12.15·14.55 17.0 26.0 25.5 40.5 
(D) Emplo) men! generated 

dunng the plan. 8.0 (a.:6.0) 8.0 (a=6.5) 14.5 <•=10.5) 11.0 (a=9.0) 19.0 (a=14.0) 60.50 

Balance i.e. -backlog 
(b=2.0) (b=l.5) (b=4.5) (b=2.0 (b=5.0) 

(E) 
of.unemployment at the 
end of the Plan. 4.15·6.55 9.0 11.5 14.5 21.50 21.50 

(F) Totai investments (Rs.) 
(actuals upto 1966). 3,360 6,200 10,400 8,000 20,000 47,960 

(G) Public sector 
outlav (Rs.) (actuals 

4,612 8,608 upto 196') 1,960 6,60u 16,000 37,840 

(I) The figure of 4-15 is more correct, otherwise the figure of backlog of unemployment at the start of the Plan would not 
agree. 

(2) a=non-agricultural; b=asricultural. 



Statement V 

Comparison of Economically Active Population 
in 1961 and 1974 

1. A~l~ultural ptaducerB nn<l AgrlculturRI 
labour 

2. Salaried employees and wage earners 
3. Rest. 

*From previous chart 

Statement VI 

J9tl 1974 

~,,, 

12.8 
17.7 

63• 

23 
14 

100.0~ 100.0 

Calculation of likely distribution of economically active 
population at tbe end of year 1974 

(Figures in Brackets are %) 
(OOOs omitted)o 

(a) Economically active 
poPulation in 1961 

{b) Addition during 
Ill Plao (net} 

(c) Jr. dditions during 
annual Plans (net) 

(d) Additions during 
the !Vtb Plan (net} 

(e) TOTAL 
(f) Backlog of un-

employment at the 
end of 1974 

(g) Grand Total (e}+(f) 
(b) Corrected Figures : 

•From previous chart. 
tFrom previous chart 

Agricultural 
producers & 
agricultural 
labour 

13!143(69.S) 

4000• 

2000• 

,000. 
142143 

17200 

159343(63} 

Salaried Rest Total 
employees 
or wage 
earners 

24060(12.8) 33472(17.7) 188673· 

10500• 

9000• 

14000• 

57560 33472 232175 

4300 21500t 

57560(23) 37742(14) 253675 

:A crude estimate after taking into account death rate and life 
expectations. 
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Statement VII 
Population and Economically Active Population Projections 

(Figures in Lacs.) 

l'opulatioo• 6./\.P, on E.A.P. on Increase in 
"'-',!-~(i%1' A'l% f..eh"'!Uf' l..'"'!f'"'!l! ,.. 

-------- l!ivcn in l'lan i.e., 
t'6H111"f~'l4!1 '"f'BHt1 "N~~ h~- ~t1t:f~I1Hi 

RntNt .. llnltli· 
nts a:t .btl! G8 

jJOI' per 
E.A.P. E.A.P. 

1961 43,89 18,68 18,68 
1966 49,47 21,05 233 19,79 222 170 
1971 55,96 23,82 277 22,38 259 230 
1976 63,02 26,82 300 25,21 282 300 
19!1 69,49 29,57 275 27,80 259 

• General fertility rate to decline by 5~;, in 1966-70 ;· by 10% in 71-75 
and 20% in 76-80. Life expectation may increase ·(Vol.. S, Gujarat~· 
Part I ilAfi)-page 211-Appendix 1.4-Population Projections oC 
States and Union Territories). 

t as per census 1961. 
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Statement VIII 
Trend In the Real Earnings of Fa dory Workers In India 

Year 

1939 
1940 
1941 
1942 

lode~ of Money 
Earnings 

IOO.ot 
105.3 
111.0 
129.1 ~ 

1943 (179.6) 179.6 
1944 20Z.1 
1945 20!.5 
1946 208.6 
J947. 253.2 
1948 304.0 
1949 340.3 
19l0 334.2 

1951 @ 
356.8 100.0 

1952 107.1 
1953 107.7 
1954 107.7 
1955 IJ3.1 
n956 115.4 
l957 120.8 
1958 12Z.3 
1959 126.4 
D960 134.4 
a961 138.6 
~962 144 0 
U963 145.1 
2964 150.8 (El 
2965 
a666 
1967 

All-India Consumer 
Price Index Number 
for Working CJass 

lOOt 
97 

107 
145 
268 
269 
269 
285 
323 
360 
371 
371 

387 100.0@ 
98.1 

101.0 
96.2 
91.4 

100.0 
105.7 
110.5 
115.2 
118.1 
120.0 
123.8 
127.6 
144.8 

158.1• 
115.2 
199.ij 

Index of Real 
Earnings 

lOOt 
108.6 
103.7 
89.0 
67.0 
75.1 
14.9 
73.2 

78.4 
84.4 
91.7 
90.1 

@ 
92.2 100.() 

109.2 
106.6 
112.0 
123.7 
115.4 
114.3 
1!0.7 
109.7 
1!3.8 
1!5.5 
1!6.3 
113.8 
1041 

(E) 

Fi'!ures fr(lm 1939 to 1951 are from lndtan Lnbour Gazette. October 1955, p. 245 • 
.@ From the Reoort 1951·1964. 

1965. 1966 & 1967 R•ures are from Indian Labour Statistics 1968. 
Labour Bureau. These figures are recast in 1951 as 100. The 

.actual figures are 166, 184 and 209. 
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Statement ll 
'trends in Real Wages, Industrial Production, Employment in some ot 

the Economically Developed Countries. 

Note :-Figures of 1950 and .1962 are from 'Prices, wages and Income Policies' by H. A. Turner and H. Zoeteweij 
p. 9. and 17. The figures for 1966 are from I.L.O. Statistical Labour Year Book 1967 & United Nations 
Statistical Year Book. 

..... .. ··- ................. . ......... 1958=100 ................. •••·•· .. -·· ·•·•· ·············· ... 1950=100 ............................ 

France 

Germany (F. R.) 

Italy 

Sweden 

United Kingdom 

United States 

Industrial Non-agricu(. Consumer Money Wages Consumer 
Production/Manu .. tural Employees Prices Prices 
f acturing Production 

1950 1962 19661 1950 1962 1966 1950 1962 1966 1950 1962 1966 1950 1962 1966 

58 123 .150 92 101 lOS 64 119 135 100 300 391 100 187 223 

48 132 160 70 103 106 84 109 122 !00 252 34S 100 129 14G 

55 !56 177• 9S 120 106 76 109 !32 100 200 280 100 143 177 

80 122 163 100 107 llO 67 112 133 100 244 33S 100 169 200 

82 115 !33 94 !OS 109 68 llO 126 100 214 287 100 162 185 

84 126 167 88 109 120 83 10S 112 100 163 192 100 126 136 

(I) Figures arc from Monthly Bulletin of Statistics: United Nations-December, 1967. 
(_2) Fif!Ure is for 1965. 

Wages in Mfg. 
Real Wages 

1950 1962 1966 

100 160 176 

100 19S 236 

100 140 !58 

100 144 212 

100 132 ISS 

100 129 141 



A REJOINDER BY SHRl D. T. LAKDAWALA 

TO THE NOTE OF DISSENT 

BY SHRI DINOOBHAI TRIVEDI 

In his Minute of Dissent, Shri Trivedi has raised a num• 
ber of .important issues with far reaching implications wl1icb 
need careful examination. Briefly put, he !liffers with us on 
three points. He thinks that· there is no need for or feasibility 
of an incomes policy as distinct from a wages policy, that 
wages'in organised industry need not be influenced by chan· 
ges in .other sectors like. those in overall producticn, consump·· 
tion or agricultural ·productivity, and that industrial wages· 
should. really .be governed by industl'ial J?roduction per 
worket. 

On the question of the incomes policy, Shri Trivedi con· 
tends that no detailed regulation of prices, profits ot various. 
sm1ll e.ntrepreneurs; earnings of the self·employ<"d and wages 
of unorganised industrial and agricultural workers can be 
contemplated, but ·that wages of organised labour can be· 
effectively fixed. There are many ways of ,indirectly, neverthe· 
less, not ineffectively. influencing some of the former which 
Shri Trivedi does not recognise. We do not see any need ol 
arguing this at length because we are much nearer Shri Trivedi 
on this point than he is willing to concede. We have not advo­
cated any ceiling or freeze on wages or other incomes except 
in wartime or a period of sharp contraction of national in· 
come, when a policy of price and profit control and allocation 
of resources will beco.me imperative and when people can be 
persuaded to accept it. Some such policy was enforced with 
limited success even under alien rule. In normal times, we· 
only recommend. that where wages are fi]'ed through some State· 
intervention, the rate of increase in consumption per capita. 
should be taken as a genera I guideline. The .wage·fixi~g or 
recommending authoritie; will even then take mto cons1dera· 
tion other specific factors like the need of attracting andre· 
raining requisi:e labour, the natue of the work, the pro due-
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tivity of labour, etc. Shri Trivedi rightly takes the view that 
under Indian conditions there is widespread need for such 
·intervention in the interest of labour. In that case, the effects· 
of the State adopting this general criterion in wage fixation. 
-would be appreciable. 

The application of criteria derived from the behaviour of 
·~he industrial sector alone to wage fixation over a fairly wide 
mdustrial sector is fraught with difficulties. The terms of trade 
between this sector and others especially the agricultural sector 

lhave changed significantly in recent years. The likely conse~ 
.quences of failure to consider !uch changes are worked out 
in our main Report. Tire events of 1965·67 show that the 
happenings in the agricultural sector can just not be ignored. 
If industrial workers constituted a small proportion of total 
.absorbers of the foodgrains surplus, and if the other purcha­
sers could be made to suffer reduction in food consumption, the 
·situation would certainly be happier for the industrial work~ 
ers. But this cannot be done on any large scale. If it could 
be stipulated that workers would only spend their increased 
incomes on industrial goods, or even if neutralization formulae 
applied to the non-food part of the consumers' index, it might 
be possible to delink the two; but we do not think Shri Tri­
'Vedi would advocate such a limitation. There is, therefore, no 
escape from the very real limitation of agricultural producti­
·vity. We have realised in the last few years that development 
programmes can only succeed if this limitation is realised and 

·OVercome. A wages policy, whose success must largely depend 
on a proper developmental p'olicy must also pay heed to this. 
·Shri Trivedi feels that we are very near the time of abundant 
·food supplies evidently due to break-through in agriculture,' 
o: due to success of family planning, or· due to workers spen­
·dmg a limited portion only on food, We are sorry we cannot 
~ha.re this optimism. ·We are afraid the agricultural problem 
IS likely to stay with us for some time. 

. .Shri Trivedi argues that the consideration of overall per­
mtsstble per capita consumption or productivity of the whole 
economy is immaterial. The change in production in the orga­
nised industrial sector cannot be entirely ascribed to happenings 
in that sector only. Many others will legitimately claim a 
share in its fruits. Shri Trivedi agrees that savings are realy 
very important for growth. If these savings have to be extracted 
from the economy, potential increases in consumption have to 
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be controlled. Permissible consumption increases will naturally 
depend on production increases and t~e _surplu~es that have. to: 
be generated .. This is a common dJsciplme which the wor~ID~ 
class must share with other working groups. Shri TnvedJ 
would perhaps argue that this should certainly not applr to 
situations where real wages have fallen over a long penod. 
The argument regarding fall or rise in real wages over a long 
period needs much greater elaboration because of the Jimi!a• 
tions of data, breaks in consumers' price index series, the m· 
crease in the strength of the working class, etc. Break-up of 
earnings by wage groups, by centres and by industries and 
detailed calculations regarding amenities in kind are essential 
to understand and analyse the phenomena in ·detail. The Jimi· 
ted analysis that we have been able to make for 1951-63 
brings lout the fact that different industrial workers have fared 
differently and sectoral wages have more meaning in this sense· 
than general industrial wages. We "ere struck by the absence· 
of any changes for the better in some industries and have, 
therefore; asked for detailed studies of industries where real· 
wages show a decrease since 1951. But the general wage 
change can only be understood in the context of the limited 
overall increase in national production, the small increase in 
per capita production and increases in non-developmental 
and developmental Government expenditure and savings. The 
deterioration in the real wage situation since 1963 can be· 
explained in light of the nemesis that has overtaken our eco· 
nomy in terms of these as well as failure of a~ricultural pro­
duction. · 

Shri Trivedi has traced the history of wages before 1951' 
and tried to show that real wages fell between 1939·5). We 
have no quarrel with his br~;>ad conclusions. We thought that 
.to carry the study of the history of wages prior to 1951 would 
be hardly worthwhile as the national income figures for the 
earlier years would be difficult to obtain. But if the statistics 
were available, the type of conclusions might have been very 
similar. With a small rise in national income, large increase· 
in number of earners and industrial earners and substantial 
increase in indirect taxation, the scope for increase in real 
wages becomes extremely limited ; a wages policy will do well 
to realise this limitation if it is to avoid setting up great strains. 
and stresses in the economy. 

Shri Trivedi has argued that changes in the general wage­
level of industrial workers should be governed by per·worker 
industrial production. In other words, he would have us treat 
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workers in the same way liS we would treat the nation, except 
that he does not see the need for more savings at source. The 
increase in industrial production per worker is no . meamre or 
increase in labour projuctivity. It may. b~ due to greater 
capital-labour ratio. Whether this greater capital is in it~ 
turn .due to internal saving or external borrowing or even 
workers' savings is immaterial, for som! productivity should 
necessarily be ascribed to it and a fair return given to the· 
parties subscribing to it. In so far as increased production 
can be ascribed to · harder work or skills of the workers, a 
share must go to them. This is the differential which we have 
advocated. We have ··gone further in thinking of provid­
ing for it in advance to promote better .work' or skill. We. ?o 
not think it possible to give more importance to· industrlat 
production per worker. 

It illay be argued that the guideline given by us_ is vagu~, 
as it needs to be amplified an<l qualified in its specifiC appli­
cations. It may . be interesting to compare this with t~e 
prevalent test. The general . criterion hitherto adopted .10 

fixing industrial wage is a need-based wage. iVhile as a social 
goal to be achieved quickly it is unexceptionable, insistence 
on it for some may prove at the cost o( otllers and at the 
sacrifice of rapid economic development. Hitherto, the only 
major factor setting a limit tQ the speed at which this goal was 
to be achieved has been the ability of the industry to pay. 
Besides being a highly inequitable criterion, it bas been extre­
mely difficult of application in Indian circumstances ":he_re 
the capacity of industry to pay hitherto seemed almost hmit· 
less, and was largely the result of industrial licensing, exch;n!!e 
control, etc. We think it high time .that this sort of a airs 
should end. In its place, the general principle should ~ the 
permissible increases in consumption. One does n?t aobw 
why Shri Trivedi regards this as a restraining factor ; 1t c~n e 
!Ielpful in raising real wages once the economy grows rapidly. 

We entirely agree with Sbri Trivedi that industrial e"{!~"; 
sion is of vital importance and needs large investmen~s- . ~ 
is why increased savings have to .be provided for. Shrl Tnve , 
thinks this does not constitute a constraint in raising wo;~r~ 
wages, because he estimates workers' savings at 20% 0 "f 
income and, therefore, as already fulfilling the national_ targe · 
We wonder· how these. calculations of workers' savings ar~ 
made. Perhaps, he is already ·including therein the ~mploy~~e 
contribution to the provident Fund, etc. and ig~onng al: ·s 
spendings from these funds. This is not justifiable. t 1 
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hardly to be expected that the workers would save as much 
of their incomes as companies whose savings are much more 
than 20 per cent of their incomes. 

Shri Trivedi makes the interesting point that in developed 
countries money and real wages have· increased faster than 
industrial production. ·He should have taken the ge?eral 
context in which this has been possible. How have natl?nal 
incomes and agricultural production fared in these countnes ? 
If they had been noted, there would not have been much cause 
of astonishment at the present state of India. 

In his section on Wage Structure, Shri Trivedi compl;>ins 
that the Report contains only stray remarks on the subject. 
He has voiced grave objections against the present method of 
treating an unduly large portion of the pay packet as dearness 
allowance, which has a specially deliterious effect on wage 
differentials. We share his logic and anxieties on both these 
counts. A careful reading · of the Report will show 
that we have asked for a merger of the dearness allowance at 
the 1960 price level with basic wages. Shri Trivedi would 
like us to accept I 965 price level for this purpose. Which 
period to take for fixing basic wages depends on one's judgment 
regarding the price trends, and one has to be careful to ensure 
that the date is so ' fixed that there is little likelihood of any 
fall in the price level as of that period. Shri Trivedi thinks 
that there is no prospect of any decrease in the 1965 price level, 
not even of stability. We are more conservative in this matter. 
But this is a matter of detail, as 1960 is far off from 1939 or 
1949, round which most of the basic wages are fixed. The 
interests of the lowest-paid workers are safeguarded by a full 
neutralisation of increases in consumers' price ·index . at stated 
intervals. This would leave the better-paid labour with Jess 
real rewards on every price rise. It is not possible to ensure 
that his real remuneration is fully safeguarded. As the next 
best step, we have suggested a review of the differentials 
periodically or when the dearness allowance exceeds a certain 
point. We have been deeply conscious of the need 
for differentials, and have devoted a whole section· to it. We 
fail to understand what further topic Shri Trivedi wants us to 
cover in this regard. 

Shri Trivedi feels the absence of a perspective in our 
Report, in which he thinks concepts developed in Wes~em 
countries have been used without taking Indian needs mto 
account. The only instance he cites is our emphasis on 
savings and capital accumulation without our recognition of 
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" d . pro uctJve consumption". Sbri Trivedi's earlier remarks 
show that he is happily conscious of the need for the former. 
O~r Report .reco_5nises the possibility of a rise in wage level 
bemg some~•mes necessary for keeping workers in a state of 
proper efficiency, ability and attitude; and where such an 
mcrease is. likely to lead to more efficiency, we are in 
favour of It. We, however, think it is not possible for the 
~conomy in its present stage to take the risk of a general wage 
mcrease in the hope that it will lead to more production with· 
out a detailed examination. 

Our first section is precisely intended to introduce a 
proper perspective of the problem of wage policy in the gene­
ral •etting of planning in a devel('ping economy. It is easy 
and attracth·e to translate this on assun1ption of continuous 
growth of various national aggregates into the happy and 
attractive prospects by 1990. The magic of compound growl~ 
can work miracles in course of time. The achievement, conh­
nuance and sustenance of these assumed rates provides the 
real key to a reasonl!bly comf<>rtal-le standard of living for 
the wage· earners. Their discussion belongs to the realm of 
growth policies· But one cannot base a wage policy on the 

.assumption that this growtli rate has already been achieved. 
Shri Trivedi raise• the question of the fa;Jure of planning and 
and who is to be blamed for the present low state of resource 
mo?ilisation, low profitability of the public sector, in~dequate 
~g!•culrural taxation, etc. Interesting as these questions are, 
tt Js more interesting and useful to ask the qu!stions as to how 
wage po~icy.could subserve or at least not obstruct the need 
.of ~evelopment in the pr~sent state of affairs. This is the 
limited question to which we have addressed ourselves and 
tried to find an answer. 

Sd/- D. T. Lakdawala 
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A NOTE OF DISSENT BY DR. C.K. JOHRI 

I 
In this note I will confine myself mainly to the impor· 

tan! issues on which I find myself in· disagreement with my 
colleagues. In so doing I will take into account not only 
the main body of report but also Dr. Lakdawala's reply to 
Shri D. Trivedi's note of dissent. 

At the very outset, however, I would like to clarify one 
important point. The subject· of wage policy lends itself 
to several possible treatments. One can approach the subject 
from a macro-economic angle and derive the criteria for wage 
policy from the overall objectives of aggregative economic 
policy. Thus one can assume a framework of a five ·year 
plan, with a given investment pattern, fixed capital to output 
ratio, and proceed on the expectation that, with these parame• 
tees taken as given, the relationship between absolute outlay and 
the rate of growth can be uniquely determined. Thereafter· 
all that remains to be done is to insist that if the country 
wishes to grow at, say, X percent rate per annum, it must find 
its way in spending Y amount on investment. The economist 
can then very well say that it is essentially a political decision 
as to what rate of growth is feasible. He can also put on 
political shoes himself and pronounce a solemn judgement 
that a certain rate of growth must be achieved and find suit• 
able justification for it. Having done so it is fairly simple to 
spell out logical implications for the specific instruments of· 
economic policy. For instance, the objective of fiscal policy 
might be to maximise taxation, within limits ot endurance 
and subject to such considerations of equity as might be then 
prevalent. Similarly the goals of wage policy can be worked 
out. Briefly, these might be to keep real wages down (in the 
interest of accelerating investment), reduce differentials (for 
the sake of equity and eventual socialism), and within these · 
policy limits do all that may be possible for raising skills. 
An incidental purpose may be to raise employment potential 
on the assumption that low real wages will actuate decision 
makers to prefer labour-using technology. I think this i~· 
rough y what my colleagues have done in drafting this report.-
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There is an appearance of reasonableness about it and if· 
undoubtedly actuated by the desire to be consistent with the 
logic of economic planning that may be acceptable to the· 
government. 

The second approach consists of defining the feasible 
goals of each policy instrument and then blend them optimally 
within a frame of indicative planning to achieve as high a rate 
of growth of output as might be feasible. In satisfying the 
feasibility condition it will be necessary to treat as invariant 
the fundamental rights of people, the federal structure of 
Indian State, the existing rights of the under-privileged clas~es 
and the prevailing political climate. It might also be desu• 
able to maintain price stability, prevent further redistribution 
of income to the disadvantage of poorer classes, stability of 
external value of money and such other goals as are consistent 
with the political set. In such a framework there is simply no· 
question of treating the investment pattern as given, capit~l 
to output ratios as fixed, the necessity of expanding the public· 
sector at a rate faster than private sector as paramount and 
tolerance of inflation as a necessary evil. All of these as• 
sumptions are not only highly questionable but perfectly open 
to variation and adjustment. 

For wage policy the second approach throws ope? a w!de 
range of choices. This is unlike the first approach m wh1ch 
all options are eliminated and the decision is firmly swerved 
against the long. term interests of labour. For inst~nce, if 
real wages are found to be stagnating at the 1939 levcl1t does 
not cause concern. It was probably unavoidable in the pa~t; 
but :under the dispensation of Soviet style economic planmng 
it is· inevitable in future. On the other hand, undec the 
second approach, . one or more goals can be set for wage 
policy. For instance the a,.thorities could decide that the 
goal of need-based minimum wage is deserving of not just 
sympathy but practical suppo1t. In the latter event a broad 
time span may be mapped out for the gradual realisation of 
this goal. This in turn will have practical implications. The· 
plan. will have to change to ensure greater supply of wage·· 
goods. · Greater stress will be necessary on family planning~ 
programme, raising the skills of workers and productivity of 
en~erprises in general, etc. The fiscal policy will also b~ ~e-· 
qmred ·to support this goal by maintaining price stability· 
rather than deliberately . generating inflation as has been #Je:­
case so far. 
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The implication of the above statement is that stagnation 
in real wages cannot be accepted as either preordained or the 
inevitable outcome of economic planning. It is so only if we 
accept that there is just one kind of planning, and, that is the 
one we have followed so far. Once the basic premise is 
questioned the entire superstructure stands exposed. 

The third approach to wage policy is micro-economic. 
This requires looking into the wage question at the level of 
firm and the individual workers. The policy makers ask 
questions, reminiscent of neo-classical economists, as to what 
wage an enterprise can give?, how to differentiate compen­
sation for work of one group of employees from others?, how 
to ble'ld the priniciple of attendance with that of productivity 
in a well ·designed wage payment system?, what is the ideal 
mix of principles of seniority and merit?, what should be the 
composition of an employee pay packet?, etc., etc. These are 
old questions and have been tackled variously in different 
countries, and within India, by different enterprises in different 
ways. Despite its ancient vintage the wage problem, viewed 
in its micro-setting, remains ever fresh demanding unceasing 
attention. It has enormous potential for upsetting industrial 
relations, lowering productivity, inflicting losses on the erring 
managements and causing grave political consequences. This 
problem can be neglected by a government only at its own 
peril. And yet the wage question has received scant attention 
in the report. 

The re<tsons for this neglect are not difficult to 
assess. Much as the economists may find it hard to acccj::t, 
there appears to be no way of marrying this problem, at the 
unit _level, with the macro-approaches, particularly the first. 
Havmg chosen to follow in the footsteps of Soviet type eco­
nomic planning the authors of the report simply could not 
work their way into the wage question as it is asked by every 
manager and trade union leader. On the other hand if they 
had Started at the Jo Ner end of the SCale the CO~clusionS 
reached in the report would have been substantially changed. 
These remain excluded territories, and the state of economic 
theory, such as ~tis, does not help in finding pathways that 
connect one With the other. Indeed, as I perceive it, the 
problem lies outside the narrow boundaries ot' economics. It 
is essentilly a problem of choice in political values and depen­
ding upon one's preferences one can put on the appropriate 
political garb and find lhe right answer. 
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Unfortunately the question is not an academic one; the· 
manner in which it is answered will depend on whether or not 
the wage question will be resolved through a process of collec· 
tive bargaining, in India, interspersed with adjudication, or­
smne other voluntary process of dispute settlements, such as, 
the wage boards, or alternately through administrative fiat. The 
first option requires that the institution of collective bargain­
ing b~ Hrengthened through legislation, political su~sion, 
educatiOn and administrative action. It, in turn, necessitates 
the accretion of strength in trade unions decentralisation of 
decision making, greater perrnissivenes; in the settlement of 
Wage and other industrial disputes, and higher tolerance of 
work stoppages. All of these rrst on the premise that the 
climate of liberty is reinforced and the assumption of social· 
r~sponsibility by individuals, particularly those wield!Dg c'.'n­
stderable power, is strengthened. Such a policy onentatiOn 
has not been advocated by the authors of the report. It bas 
not even been explicitly considered; hence one cannot, perhaps, 
•ay in all reasonableness that they have reject<d it. An? yet 
this is precisely what they have done by recomm~ndmg a 
course of action that essentially subserves the reqmrernents 
of Soviet style planning ... My colleagues have simply exclude~ 
the alternative sketched above .. Indeed they have come ~e~I­
Iously close to recommending wage-fixation through admmis· 
trative fiat on the ostensible ground t11at individual wage ~·tes 
must conform in a planned economy with the predrtermmed' 
norm, of a national wage policy. 

This is, the~, the source of my basic disagreement~~~:~­
colleagues. If 1t had been merely a matt~r 0~ wo~ ht h ve 
the logical implications of a given alternative 1.1 m~ve dllre· 
been easier to reach an agreement .. We might still h t o'f-

d · . h · · the statemen re m ~laces, on pomts of emp asis, 1D • • ta in the 
quahfioatwns, in the arrangement of empirical da ' e 1·0· 
- d may be ev n 
tor';"~ I stateme~t of logical argumen.t an • . 1 ~m close 
denvmg conclusiOns. Viewed as a Iog•c?I exercise ort in this. 
to my colleagues ; but then, I do not v1e~ tbe 

1 
rep . 1 and . 

light. I think important issues of consJder~b e socJ~th my 
political importance are involved here. I disagree w make 
colleagues on the basic approach. Howeve~, if 1 ~~r~ t,:'notber · 
a full statement of my views it would requ!re wn.tma y subs· 
report. I must, therefore, be content by expressing m opetv 
taotive ~iffere 3ces by citin~ raras and sentences that are 
to question. 
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II 
My substantive comments cover a wide range of issues. 

These do not include all the subjects that have not been 
satisfactorily dealt with in the Report. By necessity these 
follow the Report in sequence and general style and as such, 
are confined to statements made in it. 

t. In section I, under the title "Wages Policy in the 
Perspective of Planned Economic Growth", page 4, para 
2 the following statement is made : 

"The touchstone against which the relative claims and 
connter·claims are judged and decided is the ability of a 
firm or industry to pay, or, at the most, the comparative 
position of _workers. While these considerations may 
be justifiable in a particular context, in their overall effects 
in many situations, they go against the dictates of rationa.· 
lity that should govern the formulation of a national 
economic policy towards growth of the economy, the 
distribution of the national product and other concomitant 
·issues." 
Again on pages 8-9 the Report says : 
·"When a point was made earlier that profitability of 
production per worker in any one industry or sector is a 
misleading yardstick, the objection is not against the 
norms of wages increased in proportion to increases in 
national production in general or to differential labour 
productivity in an industry, but against the wage increa­
ses related to increases in profits or production in a speci­
fic firm or industry." 
I think these are important statements with serious 

implications. In a mixed economy, such as ours, wherein 
.the decision-making in the area of employment, 
wages and profit is essentially done at the enterprise- level, 
it is but inevitable that the particular conditions of the firm 
or industry should weigh most heavily in the settlement of 

.~lai!'l.• and count~r-claims of workers and employers.. The 
JUdiCI":'r at the highest level has also taken the position that 
the ability to pay of the firm or industry in question should 
largly form the basis for adjudging upon the claims of wor­
kerse The report makes an assertion that has been neither 
dem.onstrated to be logically true. nor with the support of 
data, showt;t to be an acceptable hypothesis. There appears 
to. be ~o ~vidence that, in practice, the principle of wage deter• 
mmation 1~ the context of the particular needs of industry or 
firm h":s Imperilled economic growth. Moreover; is it not' 
prop~r ''! fr~ming wage policy, to accept the prevailing legal­
cum-mstitU!Ional framework as a con;tant ? 
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1 would normally suppose that the. frame of economic 
policy should be cast within the mould of the Constitution 
and the democratic institutions it has created. · Instead the 
entire approach of the Report is to do exactly the opposite. 
For instance, the Report in its opening pa1sage has virtually 
eliminated collective bargaining as a method of wage settle­
ment. Likewise, the employers both in private and public 
sectors have been denied any worthwhile choice in respect of 
hiring workers on terms and conditions that are within the 
paying capacity of the firm and opportunities of negotiating 
with their employe~s on their economic demands. Thus, 
directly as well as indirectly the Report appears to reject a 
.great many institutions, law and practice in our country. 

2. On page 5, para 1, the Report says: · 
'"That dominant objective is the advancement of the 
economy. where. the interests of groups, be they social, 
economic or even communal are in harmony and where 
ihe climate · is created for a steady but rapid growth of 
national product with as equitable distribution of income 
as is in ·consonance with the desired rate of sustained 
economic progress." 
This otherwise fine statement is deficient in one important. 

respect. It· is that the advancement of the economy has to 
be within the framework of our democratic constitution. 
Moreover, is ·there reason to suppose that the interests of 
groups are necessarily in harmony in our type of economy? 
Indeed it is more realistic to postulate that inter-group rela-. 
tionships are characterised by a high degree of tension, mainly 
due to conflicting economic interests, and that the function 
of the State is to regulate them so as to maintain a measure 
of stability in the society. The Report give~ the impression 
that the dominant objective of economic growth can be pushed 
IO far as to generate int'>lerable pressures and strains in the 
:conomy, which in tum. cannot but weaken ~he democratic 
government and jeopardise social stability. I~ tt necessary to 
proceed on the assumption that the most satisfactory growth 
rate is one that will also produce the greatest amount of tears 
and sufferings in the society? A pre•umption to this fact is 
not warranted by the experiences of other under-developed 
countries that have experienced higher growth rates than 
Jndia. 

3. On page 5, para 2, it is said in the report that : . 
"It is the essence of developmental process to mult.Iply 
the points of contact and interaction among these vanous 
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parts of the economy so as to lead to their i~tegration· 
and a wages policy must not run counter to thts end. It 
would be tempting but erroneous to treat each of these 
sectors in isolation and devise different policies for them 
without taking into account their effects on the creation 
of a unified modern economy which must be our goat. 
"[his will however be a long process and till it is com-­
pleted the pervasive existence of dualism has to be taken 
into account for the evolution of a proper wages policy". 

I think the Report errs in subordinating wages policy· 
to the goal of eliminating the so-called 'dualism' in the 
economy. While there can be no two opinions on the desir­
ability of creating an integrated modern economy in the long 
run, I cannot suppose that this can be done by manipulating· 
wage structure. Indeed what goes under the term "dualism" 
is a chlracteristic of uneven development of different puts· 
of the country. "fhi• essentially expresses the uneven spread 
of the rn1rket nexus, the varying degrees of response of our· 
people to the opportunities created by invesbment, feudal' 
social structure and traditional values. It would be naive to­
suppose that the kind of socio-economic structure . India 
inherited frvm the British would respond to wage policy any 
more than it would to fisccll or rn)netary policy. Unquestion" 
ably these ."problems should be fought, but, througl1 other 
means, such as, modernised education, land reforms, improve­
ments in agriculture, spread of new id~as thruugh th·e mass­
media; extension of democratic rights to the under-privikg!d 
classes, creating employment opportunities to the tribal and 
untouchable masses and setting up new industries in the mor~ 
backward regions. Changes .in wage structure will follow 
the gradual transformation of agriculture and the reduc.tion 
of regional inequalities. It cannot become an instrument for 
doing this. · 

The Report is silent on the methods the government wilr 
have to use to achieve this end nor does it cite any evidence· 
to support the belief that these have worked satisfactorily in 
any other country. ·xn this connection, I may cite the con­
clusion of a research paper pertaining to the U.S. experi~nces .. 
The author G.C. Bjork writes: 

"The most important conclusion of this paper is that 
much of the migration which has taken place within the 
United States can be explained by the different rates of 
growth in dem1nd for and supply of labour in agricul­
tural and non-agricultural sectors and the initially un-
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equal proportion of agricultural employment in· the 
various States. Migration is the mechanism for equili· 
brating unequal rates of growth of supply and demand 
for labour in different areas. The mechanism worked 
well enough in the United States from 1880-1920 to 
decrease differences in relative wages between areas, but 
between 1920 and 1950 the dispersion of inter-state wage 
differentials actually increased, in part, because of the 
failure of internal migration to take place at a fast enough 
rate to compensate for disequilibrium rates of growth in 
the demand for and supply of labour force. Migration 
has not been successful in substantially decreasing the 
initial dispersion in relative wages." 

Oxford Fconomic Paper, March, 1968 (Page 96-97) 
If in the United States, with ber high mobility of resources, 

wage dispersion continues undiminished after sustained eco­
nomic development over the last 80 years is there any reason 
to suppose that in our country, with it; polyglot populati~n 
concentrations, it will be possible to eliminate socio-economtc 
demarcations through a purposive wage policy? I think not. 

4. On pages 6-7 the Report discusses the relationship 
b:tween agricultural labour, marketable surpluses and indus• 
trial wages. There is a lengthy statement which reads as 
follows : 

:·Take for instance the simple case of a wage rise in the 
mdustrial and trade sectors and its consequences for the 
labour in the agricultural sector. If real wages in sectors 
are to rise, given all other things (including imports), 
the marketed surplus of food from the agricultural' 
sector should rise. If it does not, and in the absence of 
commensurate increase in productivity in agricul­
ture it would not, the rise in industrial wage rate 
ceteris paribus would curb the future growth alike 
of industry and agriculture The rise in industrial 
wage rate would then mean only rise in food prices. 
given the limited ability to procure and distribute food! 
on a rigidly equalitarian basis. If an attempt is ma~e­
to maintain the increase in real industrial wage rate, It 
will reduce the employment potential in the .industriall 
sector. In so far as agriculture is concerned, the effects 
are even more harmful. For one thing, the standard oF 
living of labour force in the agricultural sector, low as 
it is, would be depressed further, when the avenues. 
of employment in non· agricultural sector diminish. This 
would add to the misery of the people in areas where 
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social tensions are already acute. For another, the dis­
parity between wages in the agricultural sector and those 
who coutiuu~ to b~ employed iu the induwial sector 
would widen thereby accentuating political and econo­
mic conflicts.'" 
[ think this is an extremely complex statement of 

tbeor<tical relationships. With unstated· assumptions, static 
analysis and half-spelled logic it is very difficult to either 
accept or reject the statement. First of all there is a problem of 
definitions. Is the Report concerned with money or real 
wag~s ? · If it is the latter, and by definition these are depen­
dent upon marketable surplus, then it is a tautology to assert 
that real wages will r1se only with growth in agricultural 
productivity. I suppose what the Report wants to say is 
that real industrial wages are dependent upon agricultmal 
productivity and the marketable surplus because a large 
portion of the takc·home pay is spent on food items; and so 
in the long run there is no use clamouring for higher real 
wages. In real terms, real wages will rise, pari passu with 
agricultural productivity. 

It should be easily recognised that the above assertion 
is a partial truth. ln India agricultural productivity has 
risen during 1951-1965, on an average, by about 3.5 per cent 
per year, but real wages rose only marginally or not at all. 
This is because real wages are only indirectly determined by 
agricultural productivity. The method of calculating real 
wages shows this. All the factors, and not ju>l the market­
able surplus, that govern the behaviour of the Consumers 
Price Index determine the behaviour of real wages. O.~e of 
the most important among them is the rate of monetary 
.,xpansion consequent upon the growth in budgetary deficits. 
The second is the volume of food imports. The third is the 
state of di>tribution of foodgrains among the working popu­
lation. It should also be recognised that in the long run, 
changes in the consumption pattern of workers are likely to 
reduce the dependence of real wages on marketable surplus. 
In fact this part cular relationship may be expected to decline 
secularly. Mor<over, there is no reason to suppose that real 
WJges in SO 'De industries cannot rise even though the level 
may stagnate If wages are dependent upon the productivity 
()f workers and the profitabi lily of the enterprises concerned, 
earmngs can rise at faster than th< average rate. In fact this 
has happened in India as an analysis of inter-industry wage 
~tructure w•ll bring out. Labour unions can also join bands 
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-with employers, sometimes with the support of the govern· 
ment, to carve out islands of full employment wherein employ• 
ment and wages can be fully· secured from labour market 
pressures. The cotton textile industry in Bombay is an 
-example of this kiud. Tlu; Pol't~ and Docks are another. In 
the la.tter case this has been statutorily done. It is f!-Iso 
.undenmble that unions have some role in wage determinatton. 
The more powerful unions in the progressive sectors of the 
economy can achieve for workers better wages and· working 
-conditions than in industry and trade as a whole. Besides, 
the process of industrialisation generates different paces of 
growth for most industries. The more rapidly advancing 
industries, even in a labour abundant economy, can satisfy 
their hiring needs by enticing workers away from existing 
enterprises. This factor will be the stronger the greater the 
thrust of industrialisation. lt is bound to raise some wages 
disproportionately. We may thus find that under conditions 
of a demand-pull inflation, while real wages stagnate generally, 
in some inJustries their spurts are quit~ rem'lrkable. The 
relationshipiof sectoral real wages, as is evident now, maY 
not have. any observable correlation with the supply of 
marketable surplus. 

5. On pages 8-14. the Report goes at considerable 
-length on the objective of wage policy. 

I have already listed my objection to the suggestion in 
the Report that waoe h1cre<tse should be del inked wi<h the 
productivity of the fir~n or industry and related to . nati'?nal 
norms. It has been argued in the Report that Indta mtght 
follow the examples of U.S.A., U.K. where governments have 
tried to link wage· changes with the changes in the Ia?our 
productivity in the private economy. Productivit~ ~n J?rtvate 
economy has been defined in the report as producttvtty m !he 
economy excluding government servic<:s. · In Ute . Indtan 
context, I presum~. it is inclusive of publtc sector. ~ow t~e 
.authors of the report are undoubtedly aware that tn Indta 
the increase in productivity in the industrial sector has been 
-significantly higher than real wages.· In Indian context th_ore 
is just"no point in saying that real wages_ should fall behmd 
,productivity because in fact, real wages have _not risen at :'II 
over 1939 level. The point is how to brtng about any tn­
crease in real waoes at all within the framework of an econo­
mic policy that' bas rendered inflation a mandatory pheno-

menon. 
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It should also be noted that policy tools that have been, 
acceptable to U. S. A. and U.K. are perhaps wholely un­
serviceable 'in India. Both in U. S. A. and U. K., the 
primary impulse to incomes policy is the balance of payment 
disequilibrium and the recurrent threat to their gold reserves. 
This flows from both the dollars and pound sterling being. 
freely convertible currencies. Furthermore, in both the count­
ries, trade union movements are apparently powerful enough 
to be capable of generating wage push impulses in the economy. 
The economies are highly org~nised. None of them suffers 
from the problem of dualism to nearly as great an extent as­
the case is in India and, therefore, there is a reasonable chance 
that, as a purely temporary measure. incomes poUcy wHl be 
successful. Not in India. Our trade union movement is 
fragmented, leading to considerable amount of tension and 
conflict in the industrial scene, and our government is not 
committed to policies of either holding the price levd or cor­
recting balance of payments disequilibrium. In these circums· 
tances the incomes policy can serve only one purpose : to stabi­
lise wages at the existing level ·•nd distrib"tc the gains in pro­
ductivity between the State, in the form of higller tax revenues, 
and the employers in greater profit. This purpose, however. 
is unlikely to be acceptable to public; and among the trade 
unions it can evoke only the greatest op.,osition. Indeed 
there is already so much hostility, tension and distrust in 
public life that there is not the smallest chance that the govern­
ment can even consider, far Jess implement, an incomes policy 
unless draconian police measures are simultaneously contem­
plated. 

6. On pages 29-30 there are the following passages : 

"In practice the capacity of the industry to pay is regar­
ded as very crucial criterion for m;nimum wage fixation. 
In our opinion, its application, except in a margi­
nal way, has severe limitation in the case of a country 
like India. In a laissez faire economy, if the industry 
made unduly high profits and the demand and supply 
conditions were such that there was not immediate 
possibility of its expansion or price reduction, higher 
wages could be prescribed as they would be paid at the 
,cost of profits. In a planned economy there are number of 
alternatives whose claims have to be considered. It may 
be possible and:advisable to reduce prices or levy indirect, 
taxes on the products of the industry. More important, 
profits in our case would be highly dependent on Sj:ate 
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policies like import control, industrial licensing etc. which 
affect different industries differently. Errors in their 
formulation or implementation and their correlation might 
mean large changes in the capacity to pay. The capacity 
to pay will thus often be largely a decision, perhaps a 
fortuitous one, of policy decisions. 
The test of capacity to pay is very difficult to apply' in 
regulated and controlled industries. Once a certain wage 
goal has been laid down, it becomes extremely difficul tto 
judge whether these sectors are able to meet the necessary 
wages claims. In such industries prices are generally fix­
ed on some basis of cost plus formulae, so that unless con­
ditions have radically changed or been misjudged by the 
price-fixing authorities, at current prices the controlled 
industries are not in a position to pay higher wages. This, 
however, is no reason for refusing higher wages to labour 
because the price-fixing authorities would take existing 
wages into account without going into the question of 
their justification. No particular sanctity can be attached 
to the wages existing at a particular point of time because 
that was selected as the time of price fixation. Most of 
the controlled industries have an escalator clause by which 
prices are revised upwards whenever wages are revised l?Y 
wage-fixing authorities. In such cases it is difficult to 
ascertain the capacity of the industry to pay." 
The above passages, as indeed the entire discussion, on 

capacity to pay leaves much to be desired. The concept of 
ucapacity to pay" bas relevance main)y in the context or 
fixation of minimum wages whe~her statutorily or otherwise. 
TLe ~roployers' represcntativ~s have often averred that fixation 
of minimum wages, even in the sweated industries, at rates above 
the prevailing levels, might jeopardise the existence of the 
industries concerned. It is evidently assumed that the firms 
concerned are already maximising their profits in markets where 
prices are competitively determined. In other words, the 
primary effect of higher minimum wages will be to raise the 
level of their marginal cost schedules since it i• not just the 
lowest wages but the entire wage structure will move up. This 
leaves them with two options.· One is to reduce labour cost 
by reducing labour strength, an option that might not be 

·feasible either due to the state of technology involved or, 
where redundancy in fact exists, by the threat of work-stoppages 

-coupled with the disapproval of the authorities. The second 
is to accept lower profit margins. This is clearly an anathema 
:to most businessmen. 
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In either event it is clear that the future growth potential: 
of industries concerned is lowered and some unemployment~ 
probably of temporary and casual workers, is inevitable. Th~s 
it is argued that by raising the wage level the government will 
be hurting the entire industry, and not just the employers, as­
well as aggravate the problem of unemployment. 

In terms of this analysis the authorities are faced with a 
cruel dilemma. Most of the industries where wages are un­
conscientiously low are close to agriculture, work on a 
seasonal basis, employ primitive technology, have relatively 
unskilled workers on their pay·rolls and may be largely located 
in the more backward regions. These provide employment 
to a large number of workers and are often muoag<..! io styl~s­
that can best be described as semi-feudal. These industries 
have little market power and canqot withstand sustained rise 
in costs. Therefore the chances of their closing down, if wage 
rates rise above a certain level, are quite real. S~ould the· 
government, then, raise the minimum wages to a level that may 
seem to be reasonable to everyone and precipitate a crisis ? 

In dealing with this dilemma let us recognise that econo­
mic theory does not· furnish a ready solution. The problem. 
has to be transferred to the realm of social values and a politi­
cal decision taken on the basis of what might be socially pre­
ferable and. politically feasible. My personal preference is 
·unhesitatingly in favour of the following set : 

(i) the govemiD.ent through proper enquiry should deter­
mine ·a wage level for each region that will provide· 
minimum subsistence to workers ; 

(ii) wage rates for different industries should accordingly· 
be promulgated under the Minimum Wages Act and 
enforced within a reasonable period of time ; 

(iii) the government. sh~u!d announce a series of policy 
measures that Will mitigate the effect of higher wage· 
cost upon the industries concerned (i. e. tax relief, 
loans at concessional rates for modernisation lower· 
railway tariffs and other economic conces;ions) ;. 
and 

(iv) finally take chances with closure of some factories. 

If some factories cannot function except by paying below· 
subsistence wages it is better that they close down. A serious 
implication of the policy, however, is that minimum wages 
so enforced will be revised upwards on the basis of 100 per 
cent neutralisation of the Consumers' Price Index. This can. 
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be done as often as the CPI increases by a predetermined num­
ber of points. The principle works in the reverse direction as 
well. Another important implication is that the administra· 
tive discretion provided in the rules framed nnd<r the existing 
legislation will have to be drastically curbed. At the S>me 
time there is practically no scope for discrimination in wage 
fixation as between industries except on the ba;is of geogra­
phical demarcation. Thus a large State may be divided into 
regions on the ba~is of identifiable economic characteristics 
and different wage rates fixed in each region ; but with in a 
region two minimum wage rates cannot be fixed. This will 
assure consistency in compliance with the principle of mini· 
mum-wage fixation and equity in the application of principle 
to different industries. 

The second sphere in which the question of capacity to 
pay has been raised is the implementation of the 15th Indian 
Labour Conference recommendation on need-based wages. On 
this I share the skepticism of my colleagues that for the country 
as a whole the economic wherewithal for paying need-based 
wages does not exist at present. I am, however, much less ads­
ned that during the last ten years the country has made any 
progress in this direction. In all aprearance the govemment 
even now does not take this goal seriou~ly. It is a logical im­
perative of the conclusions of 15th Indian Labour Conference 
that the government will make earnest endeavour (i) to augment 
the supply of wage goods, particularly, foodgrains; and (ii} 
stabilise prices. I have not noticed any worthwhile effort on the 

·part of the government to move in this direction. Hence one 
is forced to the conclusion that even though the objective of 
providing need based wages to a majority of workers employ­
ed in large scale enterprises is perfectly feasible, and can be 
realised within a decade, provided the same is reflected in plaa 
priorities and the fiscal policy of the government-to cite only 
two important policy instruments-the chances of this happen­
ing are altooether remote. Just as one decade passed, so may 
another, and so on. Therefore the problem of capacity to pay 
is essentially one of economic planning and the policies 
that emanate from it. Until the government sees the light in 
this way, there is no hope. 

The approach of the Report to the problem of capacity 
to pay is, however, quite diff~ren~. For the auth?rs of the 
report, it appears the key questiOn ts that the capac~ty to pay 
wherever it exists, c~nnot be ~ela.ted to wage solely sm~e there 
· other claims on tt. In pnnctple there can be no dJSagree­.are 
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ment with the view that the government is entitled to collect 
taxes from an industry that has earned fortuitous profits. It 
is not, as the report avers, that tha policy decision is fortui· 
tous; indeed it is deliberately taken in accordance with the 
five year plan, but rather that it is expected that high profit 
will occur. The government can tax these profits provided it 
is the policy goal to reduce the growth potential of· an indus· 
try or retard its pace. Oth.erwise high profits are needed .to 
lure capital into new industnes and may have to be left wtth 
their owners. 

New industries generally face the problem of recruiting 
experienced hands and have to offer higher wages to lure 
th<m. With more than average Erowth rate and with prospects 
of high profits, management are encouraged to raise wages to 
assure industrial peace, redefine jobs, increase work load, or 
raise the responsibility content of jobs, introduce innovations 
and increase productivity. Higher wage rates provide the 
managements with a strong handle to subserve labour to its 
goals. This they can do because they have a differential 
capacity to pay. Why should they not exploit advantages 
over other firms to the hilt ? In fact this is the process 
throug~ which wages in other countries have risen historically; 
the rapidly growing industries gradually raise most rates in 
other industries across the board. This is indeed the process 
of economic development itself. I see no reason for curbing 
it. 

As long as there is a measure of freedom of mobility of 
resources in the economy and the workers have option to 
change jobs, wage structure in some sectors is bound to go 
out of line every now and then. However, if the government 
considers this as detrimental to economic planning then this 
can be stopped, provided the following conditions are met : 

I. All wage rates are sanctioned by the government. 
2. Workers are disallowed from changing jobs except 

with prior permission of the government. 
3. Employers are forbidden from employing workers 

except at rates and in quantities supplied by the 
government. 

4. Free trade unionism and collective bargaining are 
abolished. 

5. Principles and procedures of wage determination at 
the plant and industry levels are statutorily laid down 
and a special arm of judiciary is created to adjudicate 
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upon disputes and grievances of worker~ and emp), 
yers. 

In other words, unless there is a tightly controlled syste1 
·Of rationing of human resources it will be virtually impossib: 
to endorse the policy of regulating individual wage rates i 
accordance with national norms. It is obvious that the pract 
cal problem of developing an administrative system fo 
rationing labour in Indian conditions would be enormoru 
even insurmountable. If such a course is ruled out, what i 
then the alternative to allowing individual enterprises to pa· 
the rates that may be subject to collective bargaining an; 
industry-wise negotiations under either the governmen 
auspices or directly between employers and unions ? 

6. On page 38, the report makes a plea for selective 
Jixation of minimum wages. Two reasons are put forward it 
favour of this approach : 

"From the viewpoint of national wage policy wide diffe­
rence in the industrial minima could be justified on two 
grounds. It may be that the generally prevalent wage 
rate in an industry is not able to attract necessary labour 
to it and a higher wage may be one of the inducements to 
draw or keep the labour in a particular industry. Second­
ly, wage uniformity would mean no general rise in wages 
while a differential policy may make it possible to grant 
wage increase now in one industry, then in another and 
so on in a discriminary way so as to bring about desirable 
changes in the level of efficiency and work attitude. One 
industry may set an example to another. Moreover, if it 
can be generally demonstrated that increased wages would 
lead to increase in productivity of the employed workers 
there is no reason why such improvement in wages which 
pays for itself, should not be secured." 
The arguments are untenable. Either it is said that the 

wage rise should be commensurate w!th the increase in pro­
. ductivity from which a rule can be mferred. that. the wa~e 
adjustments should be made at r~a.sonable t1

1
me m~erv1 al.st'.n 

the light of gains in the productiv'l?'• or, a temati~e y ' IS 

said that wages should be stepped up ~~ th~ expecta~IO~ t~at 
these wiJllead to productivity gains which, m turn, will JUstify 
the ex-ante increase in wages. 

The report seems to be recommending both th~ pr!nciples 
at the same time. If the purpose of wage pohcy ts. to _fix 
differentials at selected points then there mu_st be an obJ~ctive 
criteria for it. Ordinarily, the market furnishes the basis for 
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determination of differentials. If, instead, these have to he 
done by an administrative agency of the government, then 
some clear-cut criteria will have to be devised. 

If the argument is extended further it might be construed 
to imply that, in a controlled economy, employe_rs should not 
worry about raising wages as sanctioned by the government 
because tbe higher cost is bound to be validated by the 
authorities through higher prices. The justification for this 
being that but for the increase in wages the industry in ques• 
tion will not able to attract labour in the required numbers. 
Such a policy would no doubt spell ruin to many industries. 

Sd/- C. K. Johri 
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A REJOINDER BY SHRI D. T. LAKDAWALA TO 

THE NOTE OF DISSENT BY DR. C. K. JOHRI 

We have carefully gone through the Minute of Dissen 
of Dr. Johri. We find that we can add little to what we havc 
already said before to clarify our viewpoint further. We 
would, however, like to correct some wrong impressions tha• 
Dr. Johri's note may create. We do not· plead for any wide 
extension of wage fixation powers of the Government in nor· 
mal times. In the first section of our Report, we have triec 
to set cut a general guideline in the light of which the wagel 
policy should be framed, but we have not pleaded for its 
automatic extension to all wage increase demands, nor !Ol 
its mechanical application to the process of wage fixat1~:m 
through State machinery. The likely increase in per capita 
consumption is only a general criterion, anc~ . decisions o~ 
wage fixation will depend on many other circumstances spec1· 
fie to the concerned group of workers. There is, thus, no 
intention or attempt to prevent the full play of voluntary 
collective bargaining, and no question of violating the frame 
of the Constitution or interfering with the democratic fra~e­
work. When the State uses its power or influence to ra1se 
wages, it has to take into account the interests of planned 
development and the remuneration of other working groups. 
It cannot adopt a test which will increase the relative share of 
a group (except the poorest) in national consumption without 
regard to its differential productivity. As more groups orga­
nise and agitate for a betterment of their conditions, the 
community has to become increasingly conscious of this limi­
tation. The rules of wage fixation at the micro·level, us~ful 
for management policy at the plant level, or the interpre~li~n 
of the market situation provide no fair way or proce~d~g til' 
.the matter. Dr. Johri's formula for determining a m•rumum 
subsistence wage for each recrion and promulgating wage rateJ· 
for different industries und~r the Minimum Wages Act by 
subsidising firms in economic difficulties will certainly ~ot 
lead to better results from the viewpoint of the commum t)"' 
nor prove more acceptable to labour. 
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Our colleague, Dr. Johr~ does not agree with the relation· 
ship outlined by us among "agricultural labour, marketable 
surpluses, and industrial wages." At the same time, be thinks 
it a tautology to assert that real industrial wages are tied up 
with agricultural productivity. It is instructive and interesting 
to see how the obvious relationship is brought about, and the 
simple two-sector model (Industry and Agriculture) Dr. Johri 
objects to is just meant to do this. The fact that reaJ wages 
are calculated by dividing money wages by cost of living index 
of which food price index is an important component proves 
nothing, because what we are striving for is a theoretical rela· 
tionship between real industrial wages and agricultural 
productivity, not between money wages and real wages. Dr. 
Johri thinks this is only indirect ; we think as the events of 
the last few years show this is a very important strategic rela­
tionship. Introduction of monetary expansion in our model 
would, in our opinion, introduce an unnecessary comp!ica· 

·tion. 

Dr. Johri rightly points out that in the long run the 
dependence of real wages on marketable surplus of food will 
diminish with changes in the consumption pattern. The 
relationship we have outlined above is only meant to apply 
at the present juncture and for some time, and not hold good 
in the long run. It is much Jess meant to trace the inter­
industry wage relationships or intra-industry wage differentials 
·whlch can vary widely within the same average real wage. 

Dr. Jobri bas a few harsh comments to offer on Indian 
planning. He seems to think that the stagnation in wages 
·witnessed in the last few years is the inevitable outcome of 
the Plans which paid no regard to the need for increase in the 
production of food and other wage goods, and set up a tightly 
controlled system modelled on the Soviet pattern. One bas 
to distinguish in this respect ,between the Plans and their 
failure, between the targets and the end results which were 
different from w\Jat the planners visualised. The differences 
could be due to one or more of a variety of reasons like a 
faulty investment pattern, incomistency in the Plans, failures 
of implementation and organisation and unexpected increases 
in the non-Plan expenditure. The Plans did provide for 
a sizeable increase . in mass consumption and thought 
it would be possible to increase reaJ wages, but these hopes 
did not materialise. We have no special case to plead for in 
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this regard. It requires a detailed study to Ioeate where exactly· 
Jhings went amiss and whether the responsibilitvfot{ail.ure· 
can be laid definitely on any one. Such a study IS wortliwlrile, 
but we doubt whether its conclusions will be as simple as­
Dr. Johri thinks. We have not thought it possible as a group·· 
to embark on such a study, and would not like to indulge in 
any obiter dicta. 

Sd/· D. T. Lakdawalar 
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