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Abstract
In this paper, we examine the composition of the labour market in India after the immediate
impact of COVID-19. Using the data from the Consumer Pyramids Household Survey (CPHS)
conducted by the Centre for Monitoring the Indian Economy (CMIE), we identify that there is a
large-scale transition toward informal sector employment. Over 40 per cent of households
employed in the formal sector in July 2019 had transitioned to informal employment in July 2020
and have consequently suffered a significant loss in wages which highlights the potential
instability in the recovery in unemployment rates in recent months. We show the relative volatility
of cashflows of the households in the informal sector and highlight the lack of risk protection for
informal leading to the use of ‘negative’ coping strategies by households employed in the informal
sector. We also examine the policy landscape of wages and social protection in and address gaps
in policy that, if filled, can provide access to adequate coping mechanisms to help battle the
inherent volatility in incomes and vulnerability to shocks.
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1. Introduction
Over the last few decades, India has made immense progress in its efforts to alleviate poverty. The
redistributive policies and prolonged periods of high economic growth have played a huge role in
increasing incomes and opportunity. The head count poverty ratio, the predominant measure to
estimate cash poverty, in India has reduced from more than 60 per cent in 1950s to about 20 per
cent in the last decade. In more recent times, it is estimated that India has also shown progressive
improvements in reducing multidimensional poverty by almost 50 per cent in the last decade with
over 271 million people moved out of multidimensional poverty between 2006 and 2016 (United
Nations Development Programme and Oxford Poverty and Human Development Initiative, 2019).
While this is an admirable feat, there is still a long way to go in ensuring households do not fall into
poverty over time. The analytical apparatus used to measure poverty often leaves out a significant
section of households that fall in and out of poverty over time.
The larger problem in the Indian context has been of income uncertainty and transitory poverty.
(Morduch, 1994) puts forth the idea that, overwhelming place of agriculture, weather and price
variability are responsible for a large part of income fluctuations and consequently, the entrance
into transitory poverty. It is also hypothesised that the existence of transitory (or stochastic
poverty) is the often given by a failure to find social protection against stochastic elements in the
economic environment. While some level of uncertainty is expected in any household’s finances,
vulnerability or financial fragility of households and their propensity to fall in and out of poverty
arises from uncertainty in cashflows (Collins, et al. 2009). This is the main reason that the bottom
of the income distribution in India is still occupied by informal sector households.
More recent empirical work studying the evolution of incomes and the income distribution in India
suggests an increasing negative trend of income inequality. The lower end of the income
distribution has experienced significant losses – the bottom ventile shows not only a decline in
income share of ~38 per cent, but also negative real average income growth of -4.6 per cent per
annum (Sahasranaman and Kumar 2020). The bottom decile of the income distribution comprises
households employed primarily in the informal sector – typically, households that earn the
significant part of their incomes from wage labour and cultivation. Further, there has been
significant negative redistribution from the poor to the rich of incomes over the last few years. This
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hints at a need for larger reform of redistributive policies to benefit those in the bottom of the
income distribution in India.
Research shows that the households in the informal sector, especially in rural areas, have
consistently stayed at the bottom of India’s income distribution. The safety nets offered by formal
sector employment and the relative stability of income it offers should, in theory, reduce the
fragility of households and therefore the probability of stochastic or transitory poverty. This is
relevant because India has significant protections in place for those in formal sector employment.
The Code on Social Security, 2020 provides for Provident Fund, Gratuity, Employees’ State
Insurance and Maternity benefits, among others, for workers in the organised sector. 1 The
provision for organised sector workers may be contrasted with the lack of clarity on provisions for
unorganised workers – the Code provides little guidance on minimum floors or the content of
these benefits (Kumar 2020). These provisions provide households a source of stable income and a
safety net to help absorb financial shocks and thus preventing them from failing into poverty.
However, these benefits are rarely available to those in the informal sector. The gap begins with
the payment of wages. The recent Code on Wages, 2019 makes minimum wage laws applicable
only to those in establishments with 20 or more workers (s. 41(2)). Several commentators have
highlighted the wage gap between workers in the formal and informal sectors. (International
Labour Organisation 2018) One report by Oxfam noted that the average wage paid to casual
workers was 36 per cent of that offered to salaried workers. (Oxfam India 2019). There has been a
steady increase in the household incomes reducing in their dependence on formal (or salaried)
income sources. Over the last decade or so, there has been a 33 per cent increase in the size of the
informal sector (considering only non-farm employment) (Mehrotra, Informal Employment Trends
in the Indian Economy: Persistent informality, but growing positive development 2019). More
recently, over the last five years, household incomes data shows that the overall proportion of
formal sector employment has fallen (mildly) in the five years from about 22 per cent at the end
2014 to about 20 per cent at the end of 2019. 2

The Code on Social Security, 2020 replaces a number of pre-existing legislations, including the Employees Provident
Fund Act, 1952; the Employees State Insurance Act, 1948, the Maternity Benefits Act, 1961, the Unorganised Workers
Social Security Act, 2008 and several others.
2
Data from Consumer Pyramids Household Survey (CPHS) released by the Centre for Monitoring the Indian Economy
(CMIE)
1
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Building these provisions to help provide a source of stable income and a safety net to help absorb
financial shocks can help these households employed in the informal sector from failing into
poverty. The COVID-19 pandemic and the economic disruption that has followed have
accentuated the importance of these policy discussions. With the containment policies put in
place in March 2020, these longer-term trends of stagnation in formal sector employment and the
reduction in incomes in the informal sector place India in a precarious position. These trends
highlight the need for welfare policy reform that redistributes resources to protect the vulnerable
sections of the population from falling into and staying out of poverty. In this paper, we highlight
that the pandemic has had a significant impact on composition of the work force and this change
has increased the fragility of the households in the bottom of the income distribution. We provide
a descriptive assessment of the impact of the COVID-19 on households’ cashflows welfare policy
reform to protect the informal sector, particularly in the area of wage reform.

2. Composition of the labour market and the impact of Covid-19
2.1 Transitions into the informal sector
There has been a steady increase in the household incomes reducing in their dependence on
formal (or salaried) income sources. Over the last decade or so, there has been a 33 per cent
increase in the size of informal sector (considering only non-farm employment) (Mehrotra & Giri,
2019) and a steady decline in formal sector employment. More recently, over the last five years,
household incomes data shows that the overall proportion of formal sector employment has fallen
(mildly) in the five years from about 22 per cent at the end 2014 to about 20 per cent at the end of
2019. 3 Several scholars have analysed transitions between employment sectors in India. (Raj,
Schotte and Sen 2020) highlight that ordinarily, there is limited possibility of transition out of
lower-tier employment in the informal sector into more stable forms of employment. It is
important to start with a caveat. The definition of the ‘informal sector’ in India is not fixed or

Authors calculations based on Data from Consumer Pyramids Household Survey (CPHS) released by the Centre for
Monitoring the Indian Economy (CMIE)
3
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constant, even across different official pronouncements. 4 For the purposes of this paper, we use
data from CPHS which distinguishes between formal and informal sectors using the occupational
categories present in the CPHS. Households are categorised as informal if their primary
occupation is one that does not provide a regular salaried income. 5
During the wave of May-Aug 2020, Dvara Research has collaborated with CMIE to add questions
regarding access to cash and coping strategies employed by households (Dvara Research 2020).
This exercise covered about 75,000 households sampled to provide a nationally representative
snapshot of households between the months of May and September 2020. The impact of COVID-19
and the containment policies had understandably led to shocks to the livelihood of households.
There was spike in unemployment rate, which rose to about 23.5 per cent in April 2020 resulting
from the strict mobility restrictions implemented by the government. With the relaxations of these
restrictions over the next few months, there has been a gradual recovery unemployment rates in
economy to about eight per cent in August, which reflects the levels before the lockdown

(Unemployment in India, 2020). Using the data from CPHS panel, it has been estimated that the
recovery in overall employment levels between April and August has been driven by the increased
movement back into the labour force. About 85 per cent of workers who held their jobs in April
remained employed in August. Also, about 20 per cent of unemployed workers moved back into
employment. The retention, as well as the transitions into, of an income generating informal
employment is driving the economic recovery. However, the increase in employment may hide a
number of unfavourable transitions.
This period has also seen an unprecedented shift in the composition of the labour market in India.
A recent report by the World Bank suggested that across waves of data collection (December 2019
to April 2020 and April 2020 to August 2020) (World Bank, 2020) there have been close 60 per cent
moving out of the formal sector. In the later wave, which coincides with the period of overall
employment recovery, there has been significant shift away from formal employment in this

For a full discussion of this issue, see Anupama Kumar, Designing a Universal and Comprehensive Social Security Floor
for Informal Sector Workers (Dvara Research Policy Brief, 2020). Available at https://www.dvara.com/research/wpcontent/uploads/2020/03/Designinga-Universal-and-Comprehensive-Social-Security-Floor-for-Informal-SectorWorkers.pdf (accessed on 23 November 2020)
5
For more details, see under household groups here :
https://consumerpyramidsdx.cmie.com/kommon/bin/sr.php?kall=wkb [accessed on 23 November 2020]).
4

5

SWI 2020 Background Paper - 03 | Incomes and Coping Strategies

period with about 51 per cent to informal sector employment and about 10 per cent remained
without a job. A large portion of these transitioning workers moved towards self-employment.
While transition to self-employment may increase the possibility of higher future cashflows for the
households, this typically leads to wage losses in the short term. As seen in the figure 1.1, we see a
depiction of this transition across the year between July 2019 and July 2020 to account for some
seasonality in occupations especially in informal sector. Seeing this with the corresponding
estimates in figure 1.3, we can see that (i) transitions out of formal employment have been
significant and (ii) these transitions have resulted in significant wage losses. This impact on wages
suggests that the recovery in terms of unemployment rates does not imply to a return of income
levels and cashflows of all households.
While these short-term dynamics are interesting with respect to measuring the impact of COVID19, there is a longer-term trend of declining wages across all occupation groups that is a cause for
concern. In figure 1.2, we see the growth curve of wages constructed using 12-month trailing
average of wages of different occupation groups (adjusted for inflation using the CPI-index 6)
between 2016 and 2020 (up to July). While we see negative growth rates in wages across all
income groups in 2020, it is surprising to see that the growth rates of all groups especially of
cultivators and self-employed workers have been declining for the last four years. The growth
rates of those employed in the farm sector had even gone negative in late 2018 and early 2019
before recovering, only to be hit again by the pandemic. This leaves an interesting question
regarding the factors driving this decline in real wage growth and policy tools that can be used to
address it, if required.

6

Retrieved from Database on Indian Economy, Reserve Bank of India.url:
https://dbie.rbi.org.in/DBIE/dbie.rbi?site=home
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Figure 1: Labour Market Transitions
Figure 1.1: Labour Market Transitions
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Figure 1.2: Growth rates of wages for occupation groups
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Wages 2020

Figure 1.3 : Growth rates of wages for occupation groups
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Fig1.1 shows the changes in the occupation of workers in the month of July in 2019 and 2020. The month is left the same
to compare the changes across the year to account for some seasonality in labour especially informal labour. Fig 1.2
shows the growth curves of the 12-month trailing average of wage income for different occupation groups from between
2016 and 2020 (up to July) highlighting the rate decay in wage growth particularly for in 2020. Fig 1.3 shows the losses in
wages associated with labour transitions as showed in fig 1.1. highlighting the loss in income associated with the
movement out of the formal sector.
Source: Data from Consumer Pyramids Household Survey.

2.2 Transitions into Poverty
The trends in recovery in incomes are similar to those of employment. The onset of the pandemic
and the introduction of strict lockdown restrictions led to a halt in income generating activity and
therefore a loss of incomes. Consequently, it was expected that in the early months of the
lockdown, household incomes would fall drastically, especially those households that were
employed in the informal sector. In figure 2.3, we see the income distribution of households in
months of May, June and July both in 2019 (blue) and 2020 (red). We can clearly see that, in both
urban and rural areas, income fell drastically when compared to the corresponding estimates last
year. Household incomes in the urban areas seem to have normalised by July to corresponding
levels recorded last year. While rural household incomes are also recovering, they are doing so at a
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slower pace. The most striking aspect though is the impact on incomes in May. A significantly large
proportion household incomes fell well below the poverty line showing the vulnerability of
household cashflows to a shock. Looking at these figures below more closely, we see that
depreciation of cashflows for households has been more predominant for the rural informal sector
households. In figure 2.1, we estimate the proportions of households across occupational groups
that whose monthly incomes are below the poverty-line (CPI-adjusted 7). As a general trend, we see
that rural households employed in the informal sector largely constitute the bottom of the income
distribution in India. However, impact of COVID-19 was felt more significantly by the urbaninformal sector due to the stricter restrictions in urban areas. The proportion of these households
earning below the poverty line jumped to more 52 per cent in the month of April. This returned to
less than five per cent later in the year. A similar but less significant spike in severe income loss
was felt by rural-informal sector households as well. In the top row of figure 2.3, we see the urban
household income distribution recovering quite quickly to what it looked like a year ago.
Using the panel of monthly household incomes data between 2014-2020, we estimate that the
persistence of poverty (estimated by 𝑃𝑃�𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖,𝑡𝑡+1 < 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝� 𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖,𝑡𝑡 < 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝] ) is around

50 per cent for rural households in the informal sector. In other words, it is estimated that about 50
per cent of households in poverty at month t are likely to stay in poverty in month t+1. This points
to a significantly high level of variation and mobility across the poverty for households. This is
most common among rural households employed in the informal sector who constitute the
majority of the population below the poverty line at any given point. This indicates that these
households are likely to remain in poverty for the short-term. While the scale of the pandemicinduced economic shock was always likely to push households into poverty, the current form of
economic recovery may not be sufficient. The distributions of household incomes also show us the
vulnerability of households to fall into poverty. Given that the peaks in the distributions are close
to the poverty line and that the distribution predominantly consists of incomes uncertain informal
sector employment arrangements, show us that financial fragility of households. The high
persistence of poverty rates shows us that while shock can push households below the poverty

7

Retrieved from Database on Indian Economy, Reserve Bank of India.url:
https://dbie.rbi.org.in/DBIE/dbie.rbi?site=home
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line, it is harder for households escape out of poverty. This is not quite surprising because the
lowered access to mechanisms for economic and social mobility for rural households.
Models based on historical data from between 1952-2006 suggest that current poverty is a strong
indicator of long-term poverty. Evidence from (Sahasranaman, Long Term Dynamics of Poverty
Transitions in India 2020) suggests that both poverty and non-poverty states are likely to be states
for large proportions of individuals with more stark results. It is estimated that the likelihood that
an individual was poor for 10 years, given that she/he is poor now has declined from 0.70 in 197281 to 0.61 in 2002-06 – undoubtedly indicating progress, but also highlighting that current poverty
remains a reliable predictor of past poverty. While these static estimates of poverty yield some
understanding of the extent of vulnerability, it is important to spend more time understanding the
impact that lowered cashflows have on households. Only an analysis of outcomes and consequent
strategies employed by households to cope with liquidity shocks will convey the full impact of
vulnerability.
Figure 2: Per-capita Income and Poverty rates
Figure 2.1: % of BPL houses over time
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Figure 2.2: Persistence of Poverty

Figure 2.3.1 : Monthly income per capita (May 2019- July 2020) (Rural)

Figure 2.3.2 : Monthly income per capita (May 2019- July 2020) (Urban)

11

SWI 2020 Background Paper - 03 | Incomes and Coping Strategies

Fig2.1 shows the proportion of households earning incomes below the poverty line (CPI-adjusted) as suggested by the
Rangarajan Committee on Poverty Measurement (2014). The households are classified into 4 groups with all
combinations of occupation group (urban and rural) and geography (rural and urban). Fig2.2 shows us the distribution
of poverty persistence in informal sector households calculated based on households’ incomes data from between 2014
and 2020 (up to July). The median poverty persistence rate seems to be around 0.5. Fig 2.3 shows two panels of income
distributions across the months of May, June and July for the years 2019 (blue) and 2020 (red) respectively. The top row
represents the distributions for rural households and the bottom panel shows the same for urban households. Source:
Data from Consumer Pyramids Household Survey.

3. The lack of social safety nets
With this mammoth transition from formal to informal sector employment, households
depreciated cashflows and increased vulnerability to idiosyncratic shocks increase the probability
of falling into poverty. The need to manage these liquidity constraints caused due to income
losses, households without access to risk protection may employ various types of coping
strategies.
At this stage, it is useful to consider the strategies that vulnerable households adopt to cope with
financial shock. (Chambers 1989) uses the term ‘vulnerability’ in contrast to ‘poverty,’ to refer to
exposure to contingencies and stress, combined with a difficulty in coping with them. A ‘coping
strategy’ is a ‘short-term response to an immediate and inhabitual decline in access to food’ and
does not refer to longer-term measures. (Davies 1993) Coping strategies might include selling
assets, falling back on community resources, or relying on state-provided social security measures
(Devereux 2001).
The coping strategies used by a household vary by circumstances (Morduch, Income Smoothing
and Consumption Smoothing 1995). Often, households attempt to build up a store of assets that
may be liquidated to weather a short-term consumption shock (Devereux 2001); (Moser 1998).
Households prefer to use different coping mechanisms based on the impact that they may have on
future consumption – for instance, reliance on personal savings is preferred by households, while
reducing consumption is perceived as a ‘negative’ coping mechanism. (Gash and Gray 2016;
(Devereux, 2001) It is noted, however, that not all coping strategies are always available. In their
study of 116 households in Burkina Faso, Gash and Gray (2016) note that while many respondents
are aware of the consequences of ‘negative’ coping strategies, they are nevertheless forced to
adopt them when ‘positive’ measures are unavailable.
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One common mechanism to address household shocks in India is the use of labour diversification
- for instance, (Kochar 1999) has found that household respond to shocks to farm income by
increasing the supply of non-farm work in response to shocks. It is important to note, however,
that labour diversification depends on a number of factors, including the availability of work and
constraints such as the need to care for children at home (Paumgarten, et al. 2020). Other coping
mechanisms may involve relying on informal social networks (Dafuleya and Tregenna 2020).
In the particular circumstances of the COVID-19 pandemic and national lockdown, it is important
to consider which coping mechanisms were available to households. For instance, informal social
networks are a far less effective coping mechanism in response to shocks that affect the entire
community (Dercon 2002). Likewise, it is uncertain whether households are able to find
additional, more preferable sources of employment when the entire community experiences a
shock and opportunities are few (Dercon 2002).
Accordingly, based on the classification by Gash and Gray (2016) and Prathap and Khaitan (2016),
we identify a set of positive and negative coping mechanisms. Positive coping strategies include
reliance on personal savings and easily liquidated assets, as well as borrowing from formal
financial institutions or self-help groups. In the context of labour diversification, moving to more
formal employment, or taking on additional work would be positive coping mechanisms. On the
other hand, moving to risky, less formal employment or reducing consumption and borrowing
informally at high rates of interest would be treated as negative coping strategies.
To trace the strategies used by households to tide over the shock of income loss, we added the
questions regarding the use of coping strategies to the CPHS panel for the wave between May and
August 2020. We found that households across all categories leaned on the use of their formal and
informal savings to tide over the loss of incomes. A relatively large proportion of rural households
looked for different sources of work and income that offer some additional income during this
time. The use of savings and occupational diversification have been traditionally used by
households to tide shocks and are predominantly ‘positive’ coping strategies. Even with
disruptions to cash-out infrastructure across the country, households were able to find ways to
withdraw formal savings and redeem their informal savings during this time making the use of
savings the most commonly used coping strategy. The use of more severe coping strategies,
however, were seen only in poor households. Households in the bottom of the income distribution
13
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had to resort to consumption reduction and informal borrowing to tide over the periods of
distress. 8 About 70 per cent of the bottom income groups had resorted to consumption reduction
during the months of April to July in 2020. It is quite easily observed from fig three that the use of
‘negative’ coping strategies is clearly a function of income, thus consequently that of employment.
The incidence of these coping mechanisms is also higher for informal sector households than
formal sector households. (Unni and Rani 2002) note that social protections are crucial to reducing
the incidence of poverty and vulnerability. (Sapkal and Sundar 2017) have noted that temporary
employment contracts are correlated with low per capita consumption expenditure. With respect
to transitions in work status, (Raj, Schotte and Sen 2020) have found that those in the lowest rung
of employment, i.e., informal waged employment, have little opportunity to move out of this class
of work. We note that the CMIE data buttresses this finding.
Figure 3: Coping Strategies and incidence of distress
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Figure 3.1 : Coping Strategy – reduction in consumption
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The observations regarding the reduction in consumption were made using specific questions inserted into the regular
CPHS module. This analysis could be done simultaneously using the consumption expenditure data from the survey. In
this paper, however, we are restricted to estimates from the responses to the questions.
14

CR

US

BF

1800000 - 2000000

1500000 - 1800000

1200000 - 1500000

1000000 - 1200000

900000 - 1000000

800000 - 900000

700000 - 800000

600000 - 700000

500000 - 600000

400000 - 500000

Borrowing in-kind (pre-lockdown)

300000 - 400000

250000 - 300000

200000 - 250000

150000 - 200000

120000 - 150000

100000 - 120000

84000 - 100000

72000 - 84000

60000 - 72000

48000 - 60000

36000 - 48000

<=36000

Percentage of Households

1800000 - 2000000

1500000 - 1800000

1200000 - 1500000

1000000 - 1200000

900000 - 1000000

800000 - 900000

700000 - 800000

600000 - 700000

500000 - 600000

400000 - 500000

300000 - 400000

250000 - 300000

200000 - 250000

150000 - 200000

120000 - 150000

100000 - 120000

84000 - 100000

72000 - 84000

60000 - 72000

48000 - 60000

36000 - 48000

<=36000

Percentage of Households

SWI 2020 Background Paper - 03 | Incomes and Coping Strategies

Figure 3.2 : Coping Strategy – borrowing in-kind
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Figure 3.2 : Coping Strategies employed by households along the Income distribution
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Figure 3.1 shows the distribution of households using the coping strategy of reducing their consumption in a given
month before and after the lockdown. Figure 3.2 shows the same proportion of households using the coping strategy of
borrowing in-kind for social networks in a given month. In-kind borrowing here refers to non-monetary transfers made
to a household (either in the form of food, raw materials or tools etc.) It is important to note that households were
surveyed between May and September of 2020 and were retrospectively asked about their behaviour pre-lockdown –
i.e., January and March of 2020.. Figure 3.3 shows the use of coping strategies along the income distribution. The
different coping strategies are denoted by their abbreviations: CR – Consumption Reduction; US – Use of Savings; BF –
Borrowing in-kind from social networks; EA – looking for additional sources of income.
Source: Dvara-Module on CPHS

In the previous section, we have described the trajectory towards increasing fragility of household
cashflows because of labour market transitions. The effects of these transitions out of formal
employment (or towards more short-term employment with volatile inflows) may have more
significant consequences than immediate wage loss. In the longer-term, the absence of social
security safety nets for households will open an additional avenue of vulnerability to shocks. For
example, it has been estimated that at least seven per cent of population is pushed into poverty
due to out-of-pocket catastrophic health expenditures due to the lack of any health insurance. The
fact that this number has not reduced over the last decade increases the severity of the situation.
With the increasing transitions out of the formal sector, which provides a basic level of protection
to health shocks in the form of the mandated Employee State Insurance (ESI), and the lack of a
developed market for health insurance in India heightens the fragility of household cashflows to
idiosyncratic shocks such as health shocks. While there are immediate concerns over employment
and incomes, there is also the issue of creating corpuses for future income shocks. India has one of
the lowest levels of pension subscriptions with increasing ageing working population. By 2050,
every fifth Indian will be a sexagenarian compared with one in 12 now and the country is expected
to have 12.4 per cent of its population above the age of 60 in 2026 as compared to 9.3 per cent in
2016 (Singh 2019).
The move towards informal sector employment leads to an increased risk of vulnerability to these
households without the formal forced savings mechanisms. Essentially, the reduction in wages
and the loss (or unavailability) of social security measures increase the fragility of households
employed in the informal sector. This coupled with the increases in the size of the informal sector
over the last year, as shown by the analysis of labour market transitions, prompt an important
discussion on the role of policy reform towards great social protection for informal sector
households in India. In the fig four, we see that access to basic forms of risk protection (such as
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health insurance, pensions, and life insurance) are unavailable for households in the lower end of
the income distribution. Again, we see the access to these risk protections are strongly correlated
with income. The lower income groups of households are predominantly comprised of informal
sector workers such as cultivators and wage labourers whose nature of work increases the
likelihood of health shocks. Yet, these occupations do not have access to these protections to stop
them from falling into a poverty spiral. The private markets for these risk protection and
investment mechanisms are underdeveloped and do not yet have scalable, cost-efficient solutions
to provide low-income groups with financial instruments that can help provide these functions.
Figure 4: Access to risk-protection mechanisms 9
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4. Wages and social security policy in India
In principle, India has robust measures in place to ensure that workers earn an adequate income
and can smooth consumption in difficult times. The Minimum Wages Act, 1948, first provided for
minimum wages in certain classes of employment. 10 The Fair Wages Committee of 1949 reasoned
that it must include enough not only for ‘bare sustenance,’ but also for ‘…frugal comfort…
requirements of essential social needs, and a measure of insurance against the more important
9

First published as part of chapter 3 of the Inclusive Finance India Report 2020. url: https://zivostcdn.s3.amazonaws.com/media/public/2021/02/02/Inclusive_Finance_India_Report_2020.pdf
10
S. 3(3)(a) of the Minimum Wages Act provided for different minimum wages to be fixed based on “ (i) different
scheduled employments; (ii) different classes of work in the same scheduled employment; (iii) adults, adolescents,
children and apprentices; (iv) different localities”
17

SWI 2020 Background Paper - 03 | Incomes and Coping Strategies

misfortunes including old age.’ (Workmen v Management of Raptakos Brett, 1992). In 1955, India
ratified the ILO Convention on Wage-Fixing Machinery, 1928. Thereafter, in 1957, the 15th Indian
Labour Conference resolved that the minimum wage must comprise four heads, namely, food,
clothing, shelter and other essentials for three consumption units, or persons in a household
(Workmen v Management of Rapotakos Brett 1992). In Raptakos Brett’s case, the Supreme Court
found that the Constitution recognizes a right to a living wage. This includes not only enough to
purchase bare necessities, but ‘frugal comforts’ such as ‘children education, medical requirement,
minimum recreation including festivals/ceremonies and provision for old age, marriages etc.’
In 2019, a Ministry of Labour Expert Committee (Ministry of Labour and Employment 2019)
recommended a national minimum wage of Rs. 375/- per day based on the Minimum Per Capita
Consumption Expenditure (MPCE) per household. In doing so, the committee referred to the
components of minimum wage identified in Raptakos Brett’s case, and reasoned that the
minimum wage fixed must be enough to ensure sustenance and ‘frugal comfort’ for the worker’s
household. The committee also referred to the poverty line identified by the Rangarajan
Committee and accounted for a small component of additional expenditure for each household
(Planning Commission 2014). Finally, in 2019, Parliament enacted the Code on Wages, 2019, which
repealed the Minimum Wages Act, and provided for a minimum wage to be made applicable to all
occupations. S. 9 of the Code on Wages, 2019 expressly provides that the ‘minimum living
standards’ of workers must be considered while fixing the national floor level minimum wage.
Most recently, the Draft Wages Code Rules, 2020 make specific recommendations with respect to
fixing the minimum wage based on food, clothing and other expenses that workers may incur. In
practice, however, the vast majority of the workforce falls outside the protection of these
measures.
First, although the Code on Wages, 2019 applies to all categories of employment, s. 41(2) limits its
application to establishments with twenty or more workers. This threshold excludes a very large
proportion of Indian enterprises and workers. The Periodic Labour Force Survey, 2018-19 noted
that only 23.8 per cent of Indian workers were in regular employment (Government of India 2020).
Not all these workers have protections of formal employment – 69.5 per cent of salaried workers
did not have a written job contract and 53.8 per cent received no paid leave. 51.9 per cent of these
workers did not receive any form of social security from their employers. This may be explained by
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the size and nature of employers – 68.4 per cent of salaried workers outside of agriculture are
employed by proprietary or partnership concerns (Government of India 2020). In any event, the
majority of Indian enterprises are very small. The Economic Census calculated that the 71 per cent
of enterprises in India were own-account enterprises, and 95 per cent of all enterprises had fewer
than six workers (Government of India 2020). Other studies have found that as many as 84 per cent
of firms are owner-managed (Mehrotra and Giri 2019). Many of these enterprises are likely to be
run on a subsistence basis (Basole and Chandy 2019).
Second, in any event, the Code on Wages, 2019 does not protect those who are self-employed or
work in home-based enterprises. The PLFS 2018-19 (Ministry of Statistics and Programme
Implementation 2020) found that 51.7 per cent of workers are self-employed. The PLFS further
notes that 37 per cent of workers are classified as self-employed in agriculture. Self-employment
does not necessarily lead to higher wages when compared with waged employment – the PLFS
notes that self-employed women on average earned only between Rs. 3800 to Rs. 4400 a month –
or between Rs. 144 and Rs. 169 per day. This is well below the floor wage of Rs. 375 per day
recommended by the Ministry of Labour in 2019 (Ministry of Labour and Employment 2019).
Indeed, informal, or casual workers frequently earn well below the floor level wage recommended
by the Ministry of Labour. According to the PLFS 2018-19, earnings for casual labourers not
engaged in public works ranged from between Rs. 277 to Rs. 297 for men and between Rs. 170 to
Rs. 199 for women in rural areas. In urban areas, casual workers’ earnings were on average Rs. 342
to Rs. 368 for men and Rs. 205 to Rs. 244 for women (Ministry of Statistics and Programme
Implementation 2020).
Finally, there is little formal social protection available to workers in the informal sector. While the
Code on Social Security, 2020 provides that the government must formulate schemes for informal
sector workers, it provides little guidance on the content of these schemes. As a result, the social
security net for informal sector workers is severely lacking. (Kumar 2020) Coverage by the
Mahatma Gandhi National Rural Employment Guarantee Act, 2005, the government’s flagship job
guarantee programme, is also limited. The MGNREGA promises 100 days of work per year to every
rural household. In practice, however, there are many concerns with receiving work and timely
payments (LibTech India 2020). Moreover, wages for MGNREGA works are also well below the
figure arrived at by the Expert Committee. MGNREGA wages range from Rs. 171 per day in Bihar
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and Jharkhand to Rs. 271 per day in Kerala (Lok Sabha Unstarred Question No. 2124 2019). Yet, as
per the PLFS 2017-18 (Government of India 2019), workers engaged in public works were paid the
lowest wages - between Rs. 138 to Rs. 158 for men and Rs. 119 to Rs. 144 for women. Other studies
have found that MGNREGA wages are below agricultural wages in all but two states (Kurup 2019).

5. Policy implications
We present a very simple thesis in this paper which is as follows: the composition of the labour
market has become increasing informal and the COVID-19 pandemic has catalysed this transition.
So, there needs to be proactive policy changes to account for the increased vulnerability due to
these transitions in the labour market.
With more than 61 per cent of the labour force moving out of the formal sector between April and
August 2020, and corresponding losses in wages observed with these transitions, the recovery in
unemployment rates is not as robust as the estimates suggest. Households employed in the
informal sector have high likelihood of transitioning into poverty and staying poverty when hit by
an income shock. Households, especially in rural areas, are experiencing slower recoveries in
income and thus are experiencing longer periods of distress due to income losses. The increasing
likelihood of poverty, volatile income and lack of any formal risk protection mechanisms indicate
an immediate need for policy reform. As households recover from the pandemic by moving
towards informal employment, the composition of the labour becomes increasingly fragile. There
is an immediate policy requirement to put in place policy to ‘formalise’ the current occupational
arrangements. First, there is a need to reduce volatility in wages for informal sector workers. We
note that dipping into savings is a crucial coping strategy in times of shock and one that we saw
predominantly used by households across the income distribution. Accordingly, we note that it
must be possible for workers to have a source of savings in times of plenty. 11 This may be done
through robust minimum wage laws applicable to all workers. Another important step may be to
strengthen job guarantee programmes which can have a signalling effect on wage rates in other
sectors (Tcherneva 2020). This would also offer alternative form of stable employment for

11
Indeed, the judgment in Raptakos Brett expressly noted that minimum wages should be calculated to include a
proportion of savings. (Workmen v Management of Rapotakos Brett 1992)
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households, especially for informal workers in urban areas. There have been various proposals
been made for such programs which might warrant more thorough consideration.
The second step would be to reduce risk vulnerability, by providing adequate risk protection
mechanisms. Given the prevalence of households with incomes close to the poverty line, there is a
high likelihood for a significant proportion of households to experience transient poverty. With our
ability to categorise these primarily as health and weather risks, there is a need for effective risk
management tools to counter them. Without access to insurance against health, life and injury,
certain unexpected events can incur catastrophic expenditures for households. While there have
been measures to increase social insurance programs in India with the introduction of Ayushman
Bharat (AB-PMJAY) and other efforts, there are questions of whether they have been able to onboard the population groups targeted and provide adequate protection. There are several issues
with the design and delivery of the social insurance architecture which requires attention (Singh &
Kumar, The state of social pensions, 2019). On the other hand, the impacts of completely
predictable expenditures can be nullified through increased access to affordable savings and
investment tools. This can limit the additional interest costs that households incur while
borrowing to meet these expected expenditures. Essentially, these solutions call attention to the
need for access to functioning financial markets that enable low-cost, efficient, and scalable
insurance, investment, and savings solutions.
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