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Concept of Labour Economics

• labour economics is the economic analysis of how workers, firms and the 
government interact in shaping the outcomes in the labour market, primarily 
employment and earnings. 

• “labour economics looks at the suppliers  of labour services (workers), the demand 
as of labour services (employers) and attempts to understand the functioning of 
labour markets and the resulting pattern of wages, employment and income” 
(Handbook of Laobur Economics, Asherfulter and Card, 1999)

• There is micro and macro dimensions in labour economics. In macro the focus in on 
inflation, aggregated unemployment debate. Vice versa, micro focuses on role of 
individuals and firms in the labour market. 

• Labour includes both physical and mental work undertaken for some monetary 
reward.

• labour is primarily an input in the production of goods and services.
• Labour too has demand, supply, cost & utility.



Contd…

• Actors in the Labour Market
• Firms, Households and Government

• Role of Government in Labour life and work
• setting laws and regulations, but also as employers and by 

redistributing from those who work to those who are without work.

• Labour is a peculiar commodity

• Quantity and Quality of Labour
• The quality of labour depends on education, training, physique and 

health



Defining Labour Market

• Labour market is a place where labour is purchased and sold.

• Market means a general field within which force determining the price of a commodity 
operate. ‘Ely’

• Study of Economic behavior of employers and employees in response of changing 
prices, profits, wages and working conditions.

• Labour Economics may be defined as a study of the organization, instructions and 
behavior of the labour market in a economy.

• “labour economics or manpower economics is primarily concerned with effective 
utilization and conservation of manpower and resources. It studies and seeks 
understand the processed by which manpower is applied and utilized in modern 
society. It is concerned of natural resource in the land. By Dole Yolder



Scope of labour economics

• Labour economics has to deal with may be states as manpower planning, labour 
organization, labour relations and public policy, wage and employment theory, collective 
bargaining theory and practice of social security and welfare etc. 

• According to H.S. Sinha the following areas of study may be listed to fall under the preview 
of labour economics.

• Institutional framework of the particular economic system
• Size and composition of the labour force and labour market
• Labour as a factor of production Productivity and efficiency of work industrial relation standard of living
• Labour is risk and problems 
• Trade unionism 
• Labour’s status and position in society 
• Labour legislation 

• Another different area of labour economics are:
• Advance theory of labour economics
• Labour law
• Principle of personnel management and job evaluation
• Principle and practice of labour welfare
• Theory and practice of trade union movement



Imperfect Labour Market

• Determination of price of good and price of labour

• Labour market is never perfect as the word perfect seems to be 
imaginary 

• Perfect homogeneity and standardization of the product/commodity – ram & 
shyam

• Same price – different price for same work- school teacher

• No control over price by buyer and sellers –

• Perfect knowledge – price of labour kept secret

• Free Competition – trade union 

• Free Transportation – not migrate due to habits, fashion, tradition, language 
customs, 



Classification of labour

• Any physical or mental work which is not undertaken for getting income, but simply to 
attain pleasure or happiness, is not labour.

• 1. on the basis of skill
• Skilled labour – plumbers, electrician, doctor, engineer etc.
• Unskilled labour – coolie, servant, peon etc. 

• 2. on the basis of Nature of work
• Manual Labour – blue coller employee, agri. Animal husbandry, mining, forestry etc.
• Mental Labour – white coller employee, education, research, bank, offices etc. 

• 3. on the basis of Occupation
• Agricultural labour, industrial labour, Plantation labour, Construction labour, service labour, Transport labour, 

office labour etc. 

• 4. on the basis of residence
• Rural labour
• Urban labour

• 5. on the basis of continuity of work
• Permanent labour
• Temporary labour 

• 6. On the basis of productivity
• Productive labour
• Unproductive labour

• 7. Family and Hired labour



Features/characteristics of labour market
• Labours sell their work
• Labour cannot be separated from the persons who labour
• Labour is perishable
• Bargaining power of employer and worker
• Wage rate does not have its impact on the supply of labour/Inelastic Supply of 

labour
• Lack of mobility 
• Marginal productivity of labour low than that of capital 
• Labourer is a Human being and not a Machine
• Increase in Wages may reduce the Supply of Labour
• Labour is both the Beginning and the End of Production
• Indirect Demand for Labour
• Difficult to find out the Cost of Production of Labour
• Labour creates Capital
• Labour has Intelligence and Judgment



Characteristics of Indian  labour market

• Size of the labour market

• Lack of skilled labourers

• Lack of mobility of labour

• Lack of organization

• Lack of control – informal sector

• Casual labours – manufacturing, 

• The problem of unemployment

• Temporary labour force – industrial sector 



Characteristics of Industrial Labour
• It refers to all those workers, who are employed in manufacturing units, i.e. the workers 

employed in large scale, village and small scale industries are considered industrial labour in 
general sense.

• Development of modern Industries  and New working class (men, women& children)
• Characteristics:
• Illiteracy
• Lack of discipline
• Migratory characters
• Lack of organisations - divided & sub divided on the basis of language,  region, caste and 

religion 
• Low efficiency
• Poverty
• Superstitions 
• Large scale absenteeism 
• Ignorant of roles and regulation 
• Bad habits – unhealth practice, efficiency & mental discipline are badly effected 
• Indebtedness 



Characteristics of Industrial labour

• Housing- neglect sanitation, 

• Week bargaining power of labour



Casual Labour in India

• Casual labour is also known as Day labour
• The casual labour is found in informal segment of the labour 

market, particularly in agriculture but also in urban services. 
• Casual rural labour and casual urban labour
• A total of 384 million persons are employed at various levels 

and out of the total employed 51% are self-employed, while 
33.5% are engaged as casual labour and 15.6% are employed as 
regular wage or salaried employees.(66th Round of NSSO, 2009-
10)

• The concentration of casual labour is highest in agriculture, 
hunting and forestry sector in comparison to other sectors.



percentage of worker force employed as casual labours in 
various economic activities

Sr. No. Economic Activity Total 
Percentage 

1 Agriculture and Forestry 46.7 2

2 Mining & Quarrying 2.8 

3 Manufacturing 6.9 

4 Construction 14.8 

5 Wholesale, retail etc . 4.1 

6 Transport and Storage 3.5 

Source: NSS 66th Round



• A large number of casual or temporary workers are also 
employed by the Government Ministries/Departments and 
their attached and subordinate offices and there is no 
legislation exclusively for regulating engagement of casual 
workers. However, the Central Government has issued 
guidelines in the matter of recruitment of casual workers.20 



Classical Theories of Wages

• Generally, the prices of factors are determined by the interaction of 
demand and supply, which should also be applicable in determining the 
wages for labour.

• However, the theory of demand and supply is not fully applicable while 
determining wages for labour.

• This is because labour as a factor of production is distinct from other 
factors of production.

• features of labor
• The demand for labor requires a different treatment in terms of demand. 

This is because the demand for labor is not dependent on its utility, but 
its productivity.

• Labor cannot be detached with laborers. Therefore, while determining 
wages, human factors are taken into account

• The supply of labor is different from the supply of a product.



different classical theories of wages



Subsistence theory of wages

• Subsistence theory was developed by Adam Smith.
• The German economists Lassalle, called it the iron law of wages or the Brozen law 

of the wages. 
• Kart Marx made it the basis of his theory of exploitation. Ricardo's name is also 

associated with this theory although he did not agree entirely with it.
• According to subsistence theory, wages should be at the level where a worker can 

satisfy his/her own needs as well as the needs of his/her family. This level of wages 
is termed as subsistence level.

• In case, the level of wage rises beyond the subsistence level, then the size of 
population would increase as the worker may get married and have children. This 
increase in population would increase the supply of labor. As a result, the wage 
level would again come down to the subsistence level.

• On the other hand, if the wage level falls below the subsistence level, then the 
worker may not think of getting married. This would decrease the labor supply. In 
such a case, the wage level needs to reach back to the subsistence level so that the 
supply of labor can be increased.



Criticism of theory of subsistence Wages 
• Only applicable to under develop countries 

• Focuses on the customs and habits of people for determining the 
wage level. However, the taste and habits of individuals is subject to 
change with time.

• Presents a general view for all types of works. However, in the real 
world, the level of wages differs for different types of works.

• Takes into account only the supply of labor not the demand for 
labor, which is a major component in determining the wage level.

• The theory evidently is based on the Malthusian theory of 
population. But it is wrong to say that every increase in wages rate 
must in evitable be followed by an increase in birth rate. 



The Standard of Living theory of Wages 

• Late in the 19h century, a modified form of the subsistence theory was 
propounded by some writers, which may be called as the standard of 
living theory of wages .

• according to this theory, the wages are determined not by subsistence 
level but by the standard of living to which a class of labourers becomes 
comfortable. 

• Workers as far as possible, will not accept wages below their established 
standard of living and by withholding the supply of labour will compel the 
employer to accede to their demand.

• Higher standard of living may increase the MPW and hence will increase 
their wages by increasing their efficiency.

• The standard of living may influence wages by setting a limit to the 
increase in population i.e. the workers may limit the size of the families to 
maintain a definite standard of living. 



Criticism of Standard of living theory of wages

• The effect of standard of living on wages is limited

• The workers are not accustomed to any fixed standard of 
living. 

• The higher standard of living will not raise wages unless 
higher wages are justified by higher productivity of labour. 

• The theory also does not take the demand side into 
consideration. 



Wages Fund Theory:

• Wages fund theory was advocated by J.S. Mills & Adam Smith

• “wages depend upon the demand and supply of about or proportion 
between population and capital.

• As per the wage fund theory, the wage level depends on the quantity of the 
wage fund and the number of people who are employed. Wage fund refers 
to the amount of capital that an employer keeps for paying wages to labour.

• Level of wages = Wage fund/Number of employees
• This equation implies that wages are directly proportional to wage fund and are inversely 

proportional to number of employees. Therefore, wages increases when wage fund increases 
or number of employees decreases.

• wage fund is constant. So wage level would increase only by reducing the 
number of employees.

• trade unions do not have any control on the level of wages.



Criticism of Wages Fund Theory

• Does not provide a clear view whether the wages are paid through capital reserved 
or from the revenue generated by selling products. Generally, in short term, wages 
are paid from the revenue generated by selling products. However, in long term, 
wages are paid from the capital reserved.

• Presents the concept of keeping a certain amount for wage fund, which is not true 
in the real world. This is because there is no as such fund, which is fixed for 
providing wages.

• It is wrong to think that wage fund is fixed. It is in fact elastic and varies according 
to business prospects and labour productivity. 

• Calculates the level of wages by dividing wage fund with number of employees, 
which is not an appropriate method of determining the wage level.

• There is role of trade union in wage fixation.
• It does not tell us about sources of wage fund and method of its estimation. 
• It is not correct to say that labour supply is fixed. When wages are high, workers 

appear who would otherwise remain idle.



Residual Claimant Theory

• Residual claimant theory was given by Francis A. Walker, an 
American economist.

• wages are the residual part of the capital left after paying to 
the other factors of production.

• wages are paid from the residual amount of total output left 
after paying for the three factors of production, namely rent, 
interest, and profit. As per this theory, the level of wages 
would increase with an increase in the productivity of labor.

• There are certain criticisms against the residual claimant 
theory. The theory fails to explain the role of trade unions in 
increasing the wages of an employee. Moreover, Walker did 
not explain the impact of supply of labor on wages.



Taussig’s Theory of Wages

• According to him, the marginal output generated by a worker is not 
completely provided to him in terms of wages. This is because the 
manufacturing of a product takes time and labour needs wages during 
the manufacturing process.

• In such a case, the employer pays wages to labor from his/her own 
capital. Therefore, the employer does not provide the actual amount of 
marginal product to the labour. The employer deducts a certain 
percentage from the total output to compensate the amount that he/she 
pays to the labour during the production process. The amount is reduced 
from the total output at the prevailing rate of interest.

• Therefore, wages can be calculated as follows:
– Wages = Total product of labour deducted amount (to compensate)

• Since most of the classical theories are faulty and not suitable for 
determining the wage level. Therefore, several modern economists 
together worked and gave a marginal productivity of labour.



New classical Theories of Wages 

• The marginal productivity theory of wages

• Wages are determined in accordance with the marginal 
productivity of one unit of labour to the employer. 

• Wage determination under perfect competition

• It is assume that all units of labour are of equal efficiency 
, it is rate of wages will settle the rate to be paid to every 
other unit of labour. 

• No employer will pay higher wages than the marginal 
productivity of the labour



The Assumption of Marginal Productivity Theory 

• All the units of a factor of production are homogeneous or uniform and 
equal in efficiency so that any one unit is as good as any other. 

• The theory is based on the assumption of perfect competition without which 
the calculation of marginal productivity is not possible.

• Different factors are capable of being substituted for one another such a 
substitution is possible not only between different units but among different 
factors of production also.

• The factors are mobile as between different employments and regions.

• The amount of particular factor of production can be decreased or increased 
i.e. can be varied. 

• The theory is based on law of diminishing returns.

• The theory is based on assumption of full-employment. 



The marginal productivity theory can be 
explained with the help of the following figure

In the figure, the equilibrium wage rate (OW) 
is determined at point E because at this point 
both the ARP and MRP are equal. The firm at 
OW wage rate will employ OX number of 
labourers. If the firm employs more workers 
than OX, it will have to face more losses or 
fewer profits. Therefore, the ideal situation for 
a firm is to employ workers up to the point 
where ARP and MRP are equal.



Why Marginal Productivity Theory is Most Satisfactory

• This theory is not as rigid as the subsistence level theory 
and other classical theories.

• It takes into consideration the demand for labour by the 
employers and the supply of labour, although in an indirect 
form.

• It shows why there are differences in wage rate. Wages 
according to this theory vary because of marginal 
productivity differences of different workers.

• It gives importance to the productivity of labour.



The criticisms of Marginal Productivity Theory
• In the actual world, there is no single rate of wages that may be applicable to all labourers

of a particular type. Wages differ from place to place, form person to person and from 
employment to employment. 

• Labour is not perfectly mobile due to caste, religion and language reason.
• The theory assumes perfect competition but in reality the market for goods is generally 

characterized by imperfect competition which also goes to unsettle the theory.
• The assumption of full employment is also unrealistic.
• Productivity of labour also depends on factors like the quality of capital and efficiency of 

management
• Productivity is a function of wages also. Low productivity may be cause of low mages which  

may affect the efficiency of the worker adversely and thus lower his standard of living and 
ultimately check the supply of labour but the theory takes the supply of labour for granted. 

• The marginal productivity theory is one sided. It takes into consideration only the demand 
side and ignores the supply side.

• Long Period:The theory concerns itself with the long run. It explains that wages will be 
equal to MRP and ARP in the long run but, the long run like tomorrow never comes. In 
other words, it does not deal with the short-run.



Modern theory of Wages determination 



Maternity Benefit Act 1961

• Motherhood is a very special experience in a woman’s life. It alters her 
lifestyle and requires her to make certain compromises. That is where the 
concept of maternity leave and the benefits it entails, comes in handy. 

• A woman needs to be able to give quality time to her child without having to 
worry about whether she will lose her job and her source of income. 

• The Maternity Benefits Act, 1961, gives her the assurance that her rights will 
be looked after while she is at home to care for her child.

• Under this law, no employer can knowingly employ a woman in his 
establishment during the six weeks following the day of her delivery or her 
miscarriage. However, if the pregnant woman herself makes a request, she 
should not be forced to indulge in work of an arduous nature, or be forced to 
stand for long hours. Such work might adversely affect her pregnancy or 
health or the normal development of the foetus or cause a miscarriage. 



Who is entitled to maternity benefit?

• very woman is entitled to the payment of maternity benefit at the rate of the average 
daily wage for the period of her actual absence immediately preceding and including 
the day of her delivery and for the twenty six weeks immediately following that day. 

• To be eligible for maternity benefit, a woman should have worked in an establishment 
for not less than 160 days in the twelve months immediately prior to the date of her 
expected delivery. 

• The maximum period for which any woman can be entitled to maternity benefit is 26 
weeks. 

• In case the woman dies before receiving the benefit, the amount must be paid to her 
nominee or legal representative.

• Women who are ill on account of pregnancy, delivery, premature birth of a child or a 
miscarriage are also entitled to a period of absence or to leave with wages at the rate 
of maternity benefit for a maximum period of one month. However, they must submit 
proof of their illness.



Notice of claim for maternity benefit

• A pregnant woman is required to give her employer a notice in writing, 
stating that the maternity benefit that she is entitled to should be given to 
her or any person nominated by her and that she will not be working during 
the period in which she receives the benefit. This notice should start from 
the date when she was absent from work, provided that date is not earlier 
than six weeks from the date of her expected delivery.

• This notice can also be given soon after the delivery. On receiving the notice, 
the employer is bound to permit the woman to absent herself from work 
until the expiry of six weeks after the delivery. 

• In case a woman fails to give notice, this does not dis-entitle her from 
claiming maternity benefit. The employer is still liable to pay her the amount 
due to her. 



Dismissal during absence on account of 
pregnancy

• When a woman absents herself from work on account of illness during 
pregnancy, she may not be discharged or dismissed by her employer or issued 
notice for dismissal. It is equally unlawful for the employer to alter any of the 
conditions of her service to her disadvantage.

• If she is discharged or dismissed from service, she should still be entitled to 
receiving maternity benefit or medical bonus. She cannot be deprived of these.

• The woman can be dismissed only if she is guilty of gross misconduct. In this 
case, the employer is well within his rights to deprive her of the maternity 
benefit or medical bonus. 

• A woman who has been deprived of maternity benefit or medical bonus may, 
within sixty days from the date on which the order was communicated to her, 
appeal to the relevant authority. This authority has the final say on whether the 
woman should or should not be deprived of these benefits.



Cont.….

• According to the law, if a woman continues to report to work during the period when 
she is entitled to maternity benefit, she forfeits her claim to the maternity benefit for 
the period. However, individual companies may allow the woman to take her leave as 
late as possible so that she may have more time to nurse the baby later on. 

• An employer who violates the provisions of the Maternity Benefits Act can be 
punishable with imprisonment up to three months or with fine up to five hundred 
rupees or both. Besides, if the violation is related to the non-payment of maternity 
benefit or any other amount, the court can recover this amount as if it is a fine and pay 
it to the aggrieved person. 

• The Maternity Benefits Act has a lot of provisions that are beneficial to the pregnant 
woman. It is up to the pregnant woman to find out what they are and to take 
advantage of them. The Act is a good example of the State taking its social 
responsibility very seriously. read more at: https://www.citehr.com/22811-maternity-
benefits-act-ppt-download.html



Labour Welfare in India 

 Labour welfare is an important dimension of industrial relation, 
labour welfare includes overall welfare facilities designed to take 
care of well being of employee’s and in order to increase their 
living standard.  

 It can also be provided by government, non government 
agencies and trade unions.



History of labour welfare

In India the labour welfare started sometimes during the 1st

world war (1914-1918). Till then wellbeing of workers in factories 
was hardly thought by anybody.

Industrial labour organization has played a very significant role 
for labour welfare.

Formed by Indian central government and state government for 
welfare of labour in industries.



definition

According to Arthur james …… 

Labour welfare means anything done for the comfort and
improvement, intellectual and social, of the employees over and

above the wages paid which is not a necessity of the industry.



Objective of the laboue welfare

To provide better life and health to the workers.

To make the workers happy and satisfied.

Improvement in quality of work life.

Enhance sense of belonging, responsibility and dignity among the 
employees.

Labour welfare provides social comfort to employees.

To provide healthy and proper working condition.

To ensure well being of employees and families.

To build stable work force.



Scope of labour welfare

Working Environment

Health facilities

General welfare programs

Economic welfare programs

Labour welfare programs



Working environment

Favorable working environment enhances efficiency of workers 
and should includes.

Proper ventilation, lighting, temperature, cleanliness, seating 
arrangements etc.

Proper safety measures for workers should be there.

Pure drinking water should be provided.

Subsidized canteen services should be provided.



Health facilities

Health center should be provided within factory.

Ambulance services should be provided within factory in case of any 
emergency.

Free medical checkup of workers and health and diet counselling of 
workers.

Availability of doctor inside the factory for emergency.



General welfare programs

Housing facilities for workers.

Family case work and counselling.



Economic welfare programs 

Subsidized consumer goods including grains, vegetables, milk, oil and 
daily requirement.

Banking services and credit facilities.

Health insurance schemes.

Bonus and profit sharing schemes.

Transportation services in factory.



Labour welfare programes

Factory council and labour arbitration council.

Social welfare departments.



Social security in india

Workmen 's compensation Act 1923 

Employee state insurance Act 1948

Employee provident funds and miscellaneous provision Act 1952

Payment of gratuity Act 1962

Industrial disputes Act 1947

Maternity benefit Act 1961

The seaman’s provident fund Act 1966

The plantation labour Act 1951



Workmen 's compensation Act 1923 

Under the Act, compensation is payable by the employer to workmen for all personal injuries caused to 
him by accident arising out of and in the course of his employment which disable him for more than 
three days. If the workman dies, the compensation is to be paid to his dependents.  

Employee state insurance Act 1948

Under the Act, an insured person is entitled to receive benefits such as  medical benefit, sickness benefit, 
maternity benefit, disablement benefit, dependents benefit, funeral benefit etc.

Employee provident funds and miscellaneous provision Act 1952

The Act has made schemes for three types of benefits viz,           provident fund, family person and deposit 
linked insurance. 



Payment of gratuity Act 1962

Under the Act gratuity is payable to an employee on the 
termination of  his employment after he has rendered continuous 
service for not less then five years. the completion of continuos
service of five years is, however, not necessary where the 
termination of the employment is due to death or disablement. 

Industrial disputes Act 1947

Under the Act, a retrenched worker is entitled to    compensation 
at the rate of 15 days average earning for every completed years 
of service or part. When the closure of the undertaking is due to 
circumstances beyond the control of the employer, compensation 
is limited to the maximum of three months average earnings



Maternity benefit Act 1961

The Act applies to women in factories, mines and other 
establishments. This Act replaced the Mines Act and it was adopted 
by most of the states. It does not apply to those covered by the ESI 
(employee state insurance) schemes. 

The seaman’s provident fund Act 1966

Under this workers contribution of 8 percent with an equal   
contribution from the employers and are entitled to a full refund on 
retirement or after 15 years of membership.

The plantation labour Act 1951

The benefits provided under this Act include the provision of drinking 
water, medical facilities, canteen, umbrellas, blankets and rain coats.



Cash benefits in the case of sickness and maternity are also 
available to the workers as per rules prescribed by the state 
governments which also lay down qualifying conditions. 

Labour Welfare Agencies of India

 Central Government

 State Government

 Employers

 Trade Union
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Supply of Labour
concept of labour force, determinants of 

labour force participation, 
unemployment, issues relating to quality 
of labour and human capital, migration.



 The labour supply is the number of hours people 
are willing and able to supply at a given wage 
rate.

 It is the number of workers willing and able to 
work in a particular job or industry for a given 
wage

 The labour supply curve for any industry or 
occupation will be upward sloping. This is 
because, as wages rise, other workers enter this 
industry attracted by the incentive of higher 
rewards. They may have moved from other 
industries or they may not have previously held a 
job, such as housewives or the unemployed



 The extent to which a rise in the prevailing 
wage or salary in an occupation leads to an 
expansion in the supply of labour depends on 
the elasticity of labour supply.



 1.The real wage rate on offer in the industry itself –
higher wages raise the prospect of increased factor 
rewards and should boost the number of people 
willing and able to work

 2.Overtime: Opportunities to boost earnings come 
through overtime payments, productivity-related pay 
schemes, and share option schemes

 3.Substitute occupations: The real wage rate on offer 
in competing jobs affects the wage and earnings 
differential that exists between two or more 
occupations. For example an increase in the earnings 
available to trained plumbers and electricians may 
cause some people to switch their jobs

Key factors affecting labour supply



 4. Barriers to entry: Artificial limits to an industry's labour 
supply (e.g. through the introduction of minimum entry 
requirements) can restrict labour supply and force pay 
levels higher – this is the case in professions such as legal 
services and medicine where there are strict "entry criteria"

 5.Improvements in the occupational mobility of labour: For 
example if more people are trained with the necessary 
skills required to work in a particular occupation.

 6.Non-monetary characteristics of specific jobs – include 
factors such as the risk with different jobs, the requirement 
to work anti-social hours or the non-pecuniary 
benefitsthat certain jobs provide including job 
security, working conditions, opportunities for promotion 
and the chance to live and work overseas, employer-
provided in-work training, employer-provided or 
subsidised health and leisure facilities and other in-work 
benefits including occupational pension schemes.



 7.Net migration of labour – the UK is a 
member of the European Union single market 
that enshrines free movement of labour as one 
of its guiding principles. A rising flow of 
people seeking work in the UK is making 
labour migration an important factor in 
determining the supply of labour available to 
many industries – be it to relieve shortages of 
skilled labour in the NHS or education, or to 
meet the seasonal demand for workers in 
agriculture and the construction industry.



 The labour force is all people who are of working 
age, and able and willing to work. A key revision 
point is that the labour force includes both the 
employed, and the unemployed.



Classification of the population by labour force 
status

 Labour Force

1. Employed- Persons in employment or 
the employed population comprise all those of 
working age who, in a short reference period, were 
engaged in any activity to produce goods or provide 
services for pay or profit.



 Total number of adults (aged 16 years or older) 
willing and able to work and who are actively looking 
for work and have not found a job.

 Unemployed: Out of who work, but actively looking 
for work

Main worker:- Worked more than 183 days in a year

Marginal worker:-Worked less than 183 days in a 

calender year

Non worker:-Who did not work at all.

Unemployment rate = 
Unemployed

Labor force
x 100



 Population = Labour Force + not in labour 
force

 The unemployment rate is the percentage of 
the measured labor  force that is 
unemployed.

 Labor force = The employed + The unemployed

 Labour force participation =
Laobur force 
Population 

Unemployment rate = 
Unemployed

Labor force
x 100



 Categories of individuals without work

◦ Job loser 

◦ Reentrant

◦ Job leaver

◦ New entrant



 The major types of unemployment

◦ Frictional

◦ Structural 

◦ Cyclical

◦ Seasonal



 Natural Rate of Unemployment: Unemployment
 that occurs as a normal functioning of the economy.

 =
 Frictional Unemployment + Structural 

Unemployment

 Usually 4 to 5 percent of the labor force is searching 
for

 jobs, waiting between jobs, or getting trained for 
new jobs.

 Unemployment rate above the natural rate is
 considered to be cyclical, e.g., 7.5% – 5% = 2.5%



 Full Employment

◦ An arbitrary level of unemployment that corresponds to 
“normal” friction in the 
labor market

 Natural Rate of Unemployment

◦ The unemployment rate that is 
estimated to prevail in the long-run macroeconomic 
equilibrium

◦ Should not reflect cyclical unemployment

◦ When seasonally adjusted, the natural rate should 
include only frictional and structural unemployment.



Recession- Companies moving abroad, 
Downsizing.

Reduced demand for goods and services
Cheaper imported products.
Fall off in demand for Irish goods.
Closure of indigenous firms.

Low wages
Automation and new technologies

Fewer workers needed to run more technologically advanced 
companies.
Technical difficulty adapting to changing requirements of 

industry.
Unskilled workers made redundant.



 Seasonal variation
Some employment is seasonal.

Agriculture, tourism and construction.

Off-season workers are laid off.

Students return to full-time education.



 Loss of Income

 Loss of Status – lose self confidence 
 Loss of Social Contact- isolation, 
 Sense of Guilt

 Health Problems- stress, depression, worry




 Decline in Living Standards

 Poverty- insecurity, schooling, nutrition
• Strained Relationships- streets, breakdown 
in relationship,Possibly violence in the home.

• Children may Suffer Emotionally and 
Psychologically



 Increase in Anti-Social Behaviour

 Cost to the State- allowance Vs Revenue
 Decline in Population in Rural Areas
 Children of Unemployed Parents are More 
Likely to be Unemployed Themselves

 Increased Growth of the “Black Economy”




 Migration is the movement of people 
between regions or countries. It is the 
process of changing one’s place of 
residence and permanently living in a 
region or country.

 According to the demographic 
dictionary of united nation “Migration is 
such an event in which people move 
from one geographical area to another 
geographical area.  





TYPES OF MIGRATION

1. Immigration and Emigration- when people 
from one country move permanently to 
another country. For example, If people from 
India move to America then for America, it is 
termed as immigration, whereas for India it is 
termed as emigration.

2. In-migration and Out-migration- in 
migration means migration occurring within an 
area only, while out-migration means migration 
out of the area. Both types of migration area called 
internal migration occurring within the country. 
Migration from Bihar to Bengal is in-migration for 
Bengal, while it is out-migration for Bihar.



3. Gross migration and net migration –During any time 
period the total no of person coming in the country 
total number of people going out of the country for 
residing is called gross migration. The difference 
between the total number of persons coming to 
reside in a country and going out of the country for 
residing during any time period is termed as net 
migration.

4 Internal migration and external migration-internal 
migration means the movement of people in 
different states and regions within a country from 
one place to another. On the other hand external or 
international migration refers to the movement of 
people from one country to another country for 
permanent settlement. 



Sources  of  information on internal 
migration

1   Census-an important source for knowing 

internal migration is census. The information is 
received by estimated or by directly asking 
questions during census.

2 Sample survey-the information regarding 
internal migration is also obtained through 
sample survey and is included in the 
information obtained through census. 



3    Register of population- In many 
countries information regarding internal 
migration is available in the registers of 
population registration.





FACTORS  LEADING  TO  INTERNAL 
MIGRATION 

There are a number of factors which lead to the 
migration of people within a country. We explain them 
under pull and push factors. 

I. Push factors- push factors are those which push 

people to move from one place to another or region 
to another within a country. They include:

1.   Lack of employment.
2. Low income.
3. Shortage of land.
4. Poor quality of land.  
5. Unequal distribution of land.
6. Lack of modern facilities.   



7    Political victimisation.
8    break-up of the joint family system.
9 Lack of educational training.

II. Pull factors- pull factors are those which 

attract or pull people from other areas or 
regions within a country. They include :

1 Large employment opportunities.
2 Health facilities.
3 Education facilities.
4 Favourable climate.
5 Development of trade and industry
6 Commercialisation of agriculture.



7 Attraction of modern living conditions.
8 Healthy business environment.



Effects  of  migration
Economic effects-when population migration from rural 

areas, it reduces the pressure of population on land. 
The per worker output and productivity on land 
increases and so does per capita income.

Demographic effects-migration reduces population 
growth in rural areas. When very young males 
migration to urban areas, they are so influenced by the 
urban life that they do not like to marry at an early 
age.

Social effects-migration also effects the social set-up of 
rural communities. It weakness the joint family system 
if the migrants settle permanently in urban areas.   

Pressure on Urban service 
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Demand for Labour:  theories of labour demand 
in the short run and the long run, technological 

change and labour demand, Concepts of 
minimum wage, wage differentials, living wage 

and fair wage. 



 The demand for labour show how many 
workers an employer is willing and able to 
hire at a given wage rate in a given time 
period.

 Generally the demand for labour is a derived 
demand, because no firm demands labour for 
its own sake.

 Labour is one of the factors of production 
which firms combine and organize in order to 
generate output.



 Firm works for profit maximization

 In short-run  the quantity of other inputs (in 
particular capital equipments) is fixed

 In long-run all inputs are variable

 There is perfect competition in the labour 
market.



 Profit maximization requires that labour be 
employed up to the point where an extra unit 
adds as much to the firm's revenue as to its 
costs. Marginal revenue productivity (MRP) 
must equal marginal labour cost (MLC).

 MRP measures the effect of each additional 
unit of labour employed on the firm's total 
revenue.

 As the employment of labour increases, MRP 
must eventually decline (though it may 
increase at first).
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labour TPP MPP MR MRP WAGE

1 6 6 20 120 60

2 14 8 20 160 60

3 24 10 20 200 60

4 32 8 20 160 60

5 35 3 20 60 60

6 36 1 20 20 60

MRP= MPP×MR

• Firms will hire workers up until MRP=Wage/ MC 



 If the wage rate is high, more costly to hire 
extra employees.

 When wages are lower, labour becomes 
relatively cheaper than capital. A fall in the 
wage rate might create a substitution effect 
and lead to an expansion in labour demand

 There is an inverse relationship between 
demand for labour and wage rate, because-

In short-run: law of diminishing returns, and

In long-run: substitutability of labour and 
capital 



• Minimum cost of living

• Minimum level of subsistence, which includes 
food, clothing and shelter

• Fixed by the government in consultation with 
business organizations and trade union 



 The minimum wages 1948 Act provides the 
employer with the necessary conditions for 
the payment of wages to the worker.

 The Minimum Wages Act 1948 is a legislative 
labor law that stipulates wages for both 
skilled and unskilled laborers in India.



 To ensure that the employee can have the 
basic physical needs, good health and a level 
of comfort.

 To ensure a secure and adequate living wage 
for all laborers in the interest of the public.

 To ensure that the employee has enough to 
provide for his family.

 Ensuring a decent life standard that pertains 
to the social comfort of the employee.



 The requirements for the review and fixation of a 
minimum wage is under Section 5 of the 1948 
minimum wage Act. 

 The rule provides that: Committees and sub-
committees shall be appointed by the appropriate 
government as it deems fit; to inform it on the 
possible review and fixation of the minimum wage 
rate.

 The government shall notify the persons concerned 
by making a publication in one of the national 
dailies and specify a date not later than a period of 
two months from the publication date before the 
commencement of the hearing on the matter.



 1 Fixing of minimum rates of wages Section 3

 The appropriate Government may fix the minimum rates of wages 
payable to employees employed in an employment specified in Part – I or 
Part – II of the Schedule and in an employment subsequently added to 
the Schedule. The Government may review the minimum rates of wages 
and revise the minimum rates at intervals not exceeding five years.

 The appropriate Government may refrain from fixing minimum wages in 
respect of any scheduled employment in which there are in the whole 
State less than one thousand employees engaged in such employment.

 The appropriate Government may fix separate minimum rates of wages 
for time rate and for piece rate. Different wage rates may be fixed for 
different scheduled employments, different classes of work in the same 
scheduled employment, for adults, adolescents, children and 
apprentices and for different localities and for any one or more of the 
wage periods, viz., by the hour or by the day or by the month or by such 
larger wage period as may be prescribed.



 2 Minimum rate of wages (Section 4)

 Any minimum rate of wages fixed or revised may 
consist of

 a basic rate of wages and a special allowance ; or

 a basic rate of wages with or without cost of 
living allowance and the cash value of 
concessions in respect of supplies of essential 
commodities at concessional rates; or

 an all inclusive rate allowing for the basic 
rate, the cost of living allowance and the cash 
value of concessions, if any.



 3 Procedure for fixing and revising minimum wages (section 5)
 The appropriate Government is required to appoint an Advisory 

Board for advising it, generally in the matter of fixing and 
revising minimum rates of wages.

 The Central Government appoints a Central Advisory Board for 
the purpose of advising the Central and State Governments in 
the matters of the fixation and revision of minimum rates of 
wages as well as for co-ordinating the work of Advisory Boards.

 The Central Advisory Board consists of persons to be nominated 
by the Central Government representing employers and 
employees in the scheduled employments, in equal number and 
independent persons not exceeding one third of its total number 
of members. One of such independent persons is to be 
appointed the Chairman of the Board by the Central Government.
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Unit IV

Social Security in India



Concept of Social Security 

• A system of government financed income transfers 
designed to effect a distribution of income considered 
desirable. 

• The main component of most social security systems is 
welfare benefits, given to those in poverty.

• This can be done in two ways
• A. by identifying  groups that are likely to be poor and giving 

benefits to them (e.g. the unemployed, elderly and the disabled) 
irrespective of their actual income.

• B. by identifying through means tests,  people who are poor. The 
second of these approaches is a less expensive method of 
eradicating poverty, but leads to the problem of poverty trap. 



Contd..

• A system of payments made by the government 
to people who are ill, poor or who have no job.

• It is the sum of all government regulations and 
provisions that aim at: 

• enhancing the people’s living conditions, including 
legislation/acts/laws, regulation, and planning in the fields of 
old age, wage, unemployment, and social exclusion, sickness 
and health care, and

• income security measures such as food security, 
employment, education and health, housing, social 
insurance, and social assistance



Social security: Role of State

• In the Indian context, the State bears the 
primary responsibility for developing 
appropriate systems for providing social 
protection and assistance to its workforce. 

• The matters relating to social security are 
listed in the Directive Principles of State Policy 
and the subjects in the Concurrent List of the 
Constitution of India. 



Indian Constitution and Social Security

• Concurrent list (list III in the Seventh Schedule of the constitution of 
India.

– Item No. 23 – Social Security and insurance, employment and 
unemployment 

– Item No. 24: Welfare of labour including condition of work, 
provident funds, employers liability, workmen’s compensation, 
invalidity of old age pension and maternity benefits. 

• Part IV: Directive Principles of State Policy

Article 41: Right to work, to education and to public assistance in certain
cases. -The State shall, within the limits of its economic capacity and
development, make effective provision for securing the right to work,
to education and to public assistance in cases of unemployment, old
age, sickness and disablement, and in other cases of undeserved want.

• Article 42: Provision for just and humane conditions of work and
maternity relief . The State shall make provision for securing just and
humane conditions of work and for maternity relief.



State Market Member-based 
Organisation

Private 
Households

Instruments Social insurance, social 
assistance, transfers, 
provident funds

Insurance policy or 
contract

Mutual 
arrangements,
voluntary work

Gift exchange, state 
contingent loans, 
remittances, transfers

Mode of operation Top-down Individualistic Mainly bottom-up Bottom-up

Incentives Rule of law, regulations Maximisation of 
profit and/or utility, 
price signals and 
quantity adjustment

Balanced reciprocity, 
self-interest, 
voluntarism, 
solidarity

social norms and 
values, altruistic 
behaviour, charity, 
self-interest

Sanctions Exclusion of people 
from programmes; 
withdrawal of 
programmes

Level of premium, 
limit supply of 
insurance

Social pressure, 
exclusion from the 
organisation

Social pressure, 
inherent family 
contract

Classification Central; local Profit oriented firms; 
private contractors

NPOs; cooperatives; 
mutuals; religious 
groups

Family; kinship; 
neighbourhood

Social Security providing organisations



Need for Social Security

• Demolition  of joint family system

• Mechanization of Industries- accident, 
employment, 

• Privatization of industries, services

• unequal capability of mankind 



Indian Constitution & Social Security

• Concurrent List (List III in the Seventh
Schedule of the Constitution of India)

- Item No. 23: Social Security and
insurance, employment and unemployment.

- Item No. 24: Welfare of labour including
conditions of work, provident funds,
employers’ liability, workmen’s
compensation, invalidity and old age
pension and maternity benefits.



Indian Constitution & Social Security

• Part IV: Directive Principles of State Policy

- Article 41: Right to work, to education and to public

assistance in certain cases

The State shall, within the limits of its economic capacity
and development, make effective provision for securing the
right to work, to education and to public assistance in cases
of unemployment, old age, sickness and disablement, and
in other cases of undeserved want.

• Article 42: Provision for just and humane conditions of

work and maternity relief

The State shall make provision for securing just and
humane conditions of work and for maternity relief.



Social Security in India: A Policy Overview

• A critical part of the public policy and its development agenda.

• Since independence (1947), India extended social protection 
measures to workers in the organised sectors (almost 90% of 
industries were state owned shortly after independence).

• For workers in unorganised sector, the emphasis was on promotional 
measures through special programmes and later on through social 
assistance programmes.

• Post 1991 economic reforms paved the way for a beginning of 
debate, formulation, and visioning of viable social security 
programmes in India.

• Various efforts of the Government of India, in recent years, such as 
– designing of new right based social security schemes, 

– recasting of earlier schemes, 

– introduction of innovative methods towards effective identification and 
enrolment of beneficiaries, and 

– enactment of a comprehensive legislations for social protection of unorganized 
sector workers



Types of Social Security Programmes in India



Types of social security programs in India

• Contributory Schemes

• Welfare Schemes

• Social Assistance

• Promotional Social Security



Contributory Schemes

• Generally statutory, administered by the
governments (except insurance schemes).

• Accident insurance, medical facilities, old
age pension, gratuity, provident fund,
maternity benefits, income security, and
unemployment allowance.

• Many of these are operated by boards at the
state level.



Welfare schemes

• The central government imposes a cess on
employers for workers engaged in, for
example, lime-stone, dolomite, iron ore,
manganese, chrome, and mica mines, the
beedi industry, and the film making and the
theatre industry.



Social Assistance

• Centrally sponsored schemes like the
National Social Assistance Programme with
its three components of old age pension
scheme, national family benefit scheme, and
national maternity benefit scheme.



Promotional Schemes

• Nationwide programmes such as the public
distribution system, the Integrated Child
Development Programme, the Mid Day
Meal programme in primary schools, the
supplementary Nutrition Programmes, the
rural employment programmes (National
Rural Livelihood Mission), Mahatma Gandhi
National Rural Employment Guarantee
Scheme.



India’s Social Security System: An Overview
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Legends:

DB Defined Benefit

DC Defined Contribution

EDLI Employees’ Deposit Linked Insurance Scheme

EPF Employees’ Provident Fund 

EPS Employees’ Pension Scheme

GPF Government Provident Fund

GS Gratuity Scheme

NCPS New Civil service Pension Scheme

NGO Non-Government Organizations

India’s Social Security System: An Overview



Social Security in Organised Sector



Social Security: Organised Sector

 In India, the organized sector, which accounts for
about 6 percent of the total workforce, benefit from a
fair minimum standard of social security.

 The principal social security laws enacted in India for
organised sector workforce are:
 Employees State Insurance Act, 1948,
 Employees Provident Funds & Miscellaneous Provisions

Act, 1952,
 Employees Compensation Act, 1923,
 Maternity Benefits Act, 1961 and
 Payment of Gratuity Act,1972.

 These legislations provide social security benefits like
medical facilities, employment injury/ maternity
benefits, insurance, pension and gratuity etc to
industrial and factory workers.



Employees State Insurance Scheme
• Employees State Insurance Act, 1948

• Aim 
– medical care services (medical care is also provided to 

families of the insured persons) and 

– cash benefits.

• Coverage
– Applies to factories employing 10 or more persons.

– Employees of factories and establishments covered under the 
Act drawing monthly wages upto Rs.15,000/- per month. 

– Extended to provide health care to workers in the unorganised 
sector (Beedi workers, cine workers & non-coal mine 
workers).

– As on 31st March 2011, the scheme applied to 0.44 million 
employers employing 1.55 crore insured persons at 790 
centres.



Employees State Insurance Scheme
• Contribution 

– Employers - 4.75 percent of wages of the covered 
employees.

– Employees- 1.75 percent of their wages.

• Agency

– State governments except for Delhi, Noida and Model 
Hospitals wherein ESIC is directly providing medical services.

• Delivery: Medical Care

– service (direct) system- 146 hospitals; 42 annexes; 1402 
dispensaries and 93 ISM Units

– panel (indirect) system- 1447 panel doctors.

• Delivery: Cash benefits

– Network of 610 Branch Offices & 187 Pay Offices related 
Sickness, Permanent Disablement & Death benefits.



Employees Provident Fund Organisation 

• Employees Provident Funds & Miscellaneous Provisions Act, 
1952 (w.e.f. 14th March, 1952).

• Aim:

– To provide social and economic security to industrial 
and other workers covered under the Act and their 
dependants in case of their premature death.

• Coverage:

– Every establishment specified in the schedule-I to the 
Act and employing 20 or more persons.

• Three schemes under the Act:

– Employees’ Provident Fund Scheme, 1952

– Employees’ Pension Scheme, 1995 and

– Employees’ Deposit linked Insurance Scheme, 1976



Employees’ Provident Fund Scheme, 1952
• Came into force from 1st November, 1952.

• Aim

– Financial security for the employees in an establishment by providing a 
system of compulsory savings.

• Benefits

– Employees' Provident Fund Scheme takes care of following needs of the 
members: 
(i)Retirement (ii)Medical Care (iii)Housing (iv) Family obligation 

(v) Education of Children (vi) Financing of Insurance Polices

• Coverage

– 182 specified industries/classes of establishments.

– 6,15,902 establishments & factories with a membership of 50.8 million as 
on 31st March, 2010.

• Contribution 
As per amendment-dated 22nd September, 1997 in the Act, both the 
employees and employer contribute to the fund at the rate of 12% of the basic 
wages, dearness allowance and retaining allowance, if any, payable to 
employees per month. 



Employees’ Pension Scheme, 1995
• Came into force from 16th November, 1995.

• Aim

– conceived as a Benefit defined Social Insurance Scheme formulated 
following actuarial principles for ensuring long term financial sustenance.

• Coverage:

– all the new members of Provident Fund and the existing members who 
were contributing to the Employees' Family Pension Scheme-1971. 

• Benefits:

– Member pension including disablement pension, widow pension, children 
pension, orphan pension, dependent parent pension, nominee pension

• Contribution 

– No  separate contribution

– Derives its financial resource by partial diversion from the Provident Fund 
contribution, the rate being 8.33% of the wages and the Central 
Government contributes at the rate of 1.16% on wages at the end of the 
year. 



Employees’ Deposit linked Insurance Scheme

• Came into force from 1st august, 1976.

• Benefit
– On death while in service, Provident Fund accumulations plus an 

additional amount equal to the average balance in the provident 
Fund account of the deceased during the preceding one year is paid 
to the family.

– Maximum amount of benefit payable is Rs. 1,30, 000.

• Coverage
– All employees who are members of the provident Fund in exempted 

as well as un-exempted establishments.

– 60 million members across the country.

• Contribution
– Employees are not required to pay any contribution.

– Employers contribute to the insurance fund at the rate of 0.5% of 
the pay of the members



Employees Compensation Act, 
1923

• Came into force from 1st July, 1924.

• Benefits
– If personal injury is caused to a workman by accident 

arising out of and in the course of his employment his 
employer shall be liable to pay compensation.

– Compensation- Rs. 1,20,000 in case of death and Rs. 
1,40,000 in case of disablement resulting from injury.

– Funeral expenses- Rs. 5,000

– Reimbursement of the actual medical expenditure 
incurred by the employee for treatment of injuries 
caused during course of employment without any 
ceiling.



Maternity Benefits Act, 1961
• Came into force from 12th december,1961.

• Aim

– Regulates the employment of women for certain 
period before and after child-birth and provides 
for maternity and certain other benefits.

• Coverage

– Applies to mines, factories, circus industry, 
plantations and shops or establishment 
employing 10 or more persons including any 
such establishments belonging to Government 
except the employees who are covered under 
Employees State Insurance Act, 1948.



Maternity leave increased from 12 to 26 weeks 

• Keeping in mind the welfare of working women the 
parliament has passed the maternity benefit 
(amendment) Bill, 2016 on 09 March, 2017. this bill 
has amended the Maternity Benefit Act, 1961 and 
incorporated a number of measures for the welfare 
of working women. 

• Following amendments have been made though the 
bill-

• Maternity leave available to the working women to be 
increase form 12 week to 26 week for the first two child.

• Maternity leave for children beyond the first two will 
continue to be 12. 



Contd…
• Maternity leave of 12 weeks to be available to mothers 

adopting a child below the age of three months as well as to 
the commissioning mother”. The commissioning mother has 
been defined as biological mother who uses her egg to create 
an embryo planted in ay in any other woman.

• Every establishment with more than 50 employees to provide 
for crèche facilities for working mothers and such mothers will 
be permitted to make four visits during working hours to look 
after and feed the child in the crèche. 

• The employer may permit a woman to work from home if it is 
possible to go.

• Every establishment will be required to make these benefit 
available to the women from the time of her appointment. 



Payment of Gratuity Act, 1972
• Aim

– Payment of gratuity to employees engaged in factories, 
mines, oil fields, plantations, ports, railway companies, 
motor transport undertakings, shops , educational 
institutions or other establishments.

– Gratuity is payable at the time of termination of her/his 
service either (i) on superannuation or (ii) on retirement or 
resignation or (iii) on death or disablement due to accident 
or disease. 

• Benefits

– Every employee, other than apprentice, irrespective of his 
wage is entitled to receive gratuity after she/he has 
rendered continuous service for five years or more.

– The ceiling on maximum amount of gratuity has been 
raised from Rs. 0.35 million to Rs. One million w.e.f. 24th

May, 2010.



VI

Social Security in Unorganised Sector



Social Security: Unorganised Sector

• 94% of the Indian work force is in the
unorganized sector.

• The unorganized sector is quite
heterogeneous in terms of

 types of workers who work in the sector and

 their geographical spread.

• Providing social security benefits in a phased
manner to the vast workforce in the
unorganized sector and making sustained
efforts in this direction.



Social Security: Unorganised Sector

• Three categories of social security 
programmes for unorganised sector workers:

1. Social Assistance Programmes

• Food-based transfer programmes

• Income transfer programmes

• Cash-transfer programmes

2. Social Insurance Schemes and 

3. Welfare Funds



Social Assistance Programmes

 Food-based Transfer Programmes

– Mid Day Meals Scheme (1995)

– Community Grain Bank Scheme (1996)

– Targeted Public Distribution System (1997)

– Antyodaya Anna Scheme (2000)



Social Assistance Programmes 

• Income Transfer programmes:

– Food for Work Programme

– Jawahar Rozgar Yojana

– Sampoorna Gram Swarozgar Yojana

– Jawahar Gram Samridhi Yojana

– Employment Assurance Scheme

– Pradhan Mantri Gram Sadak Yojana

– Food for Work Programme for Calamity Hit 
States

– Mahatma Gandhi National Rural Employment 
Guarantee Act



Mahatma Gandhi National Rural Employment Guarantee Act, 
2005

• Came into force on 2nd February, 2006

• Aim:  To enhance livelihood security of households in rural areas of the 
country by providing at least one hundred days of guaranteed wage 
employment in a financial year to every household whose adult 
members volunteer to do unskilled manual work.

• First ever law internationally that guarantees wage employment at an 
unprecedented scale.

• Funding: 

– Central: the entire cost of wages of unskilled manual workers; 75% 
of the cost of material, wages of skilled and semi-skilled workers.

– State: 25% of the cost of material, wages of skilled and semi-skilled 
workers; unemployment allowance.

• Coverage (2010-11): 

– 626 districts all over India

– 120 million job cards issued

– 55 million households provided employment; 49% share  of women in 
workforce



Cash Transfer: National Social Assistance Programme 

• A flagship welfare program of the Government of India initiated on 15 
August 1995.

• The scheme is administered by the Ministry of Rural Development, 
Government of India although the beneficiaries could hail from either 
urban or rural areas. The scheme is completely sponsored by the Central 
Government.

• The NSAP is implemented in the States/UTs in accordance with the 
general conditions applicable to all components of the NSAP as well as 
specific condition applicable to each component.

• NSAP at present, comprises of 

1. Indira Gandhi National Old Age Pension Scheme (IGNOAPS), 

2. Indira Gandhi National Widow Pension Scheme (IGNWPS), 

3. Indira Gandhi National Disability Pension Scheme (IGNDPS), 

4. National Family Benefit Scheme (NFBS) and 

5. Annapurna.

• Under the union budget 2012-2013 raising the allocation under the 
National Social Assistance Programme (NSAP) by 37 per cent from  
6,158 crore in 2011-12 to  8,447 crore in 2012-13.



National Social Assistance Programme 

• i) Indira Gandhi National Old Age Pension Scheme (IGNOAPS): Under the 
scheme, BPL persons aged 60 years or above are entitled to a monthly 
pension of Rs. 200/- up to 79 years of age and Rs.500/- thereafter;  
Coverage:  17 million (2010-11)

• ii) Indira Gandhi National Widow Pension Scheme (IGNWPS): BPL 
widows aged 40-59 years are entitled to a monthly pension of Rs. 200/-.

Coverage:  3.4 million (2010-11)

• iii) Indira Gandhi National Disability Pension Scheme (IGNDPS): BPL 
persons aged 18-59 years with severe and multiple disabilities are 
entitled to a monthly pension of Rs. 200/-. 

Coverage: 1.3 million(2010-11)

• iv) National Family Benefit Scheme (NFBS): Under the scheme a BPL 
household is entitled to lump sum amount of money on the death of 
primary breadwinner aged between 18 and 64 years. The amount of 
assistance is Rs. 10,000/-. Coverage:  0.3 million (2010-11)

• v) Annapurna: Under the scheme, 10 kg of food grains per month are 
provided free of cost to those senior citizens who, though eligible, have 
remained uncovered under NOAPS.  Coverage:  1 million (2010-11)



Social Insurance Schemes

• Janshree Bima Yojana

• Aam Admi Bima Yojana

• Rashtriya Swasthya Bima Yojana or 
National Health Insurance Scheme



Rashtriya Swasthya Bima Yojana or 
National Health Insurance Scheme

• Came into force on 1st April, 2008

• Aim:  to provide protection to BPL households from financial liabilities arising out of 

health shocks that involve hospitalization. 

• Benefits:  Beneficiaries under RSBY are entitled to hospitalization coverage up to Rs. 

30,000/- per year for most of the diseases that require hospitalization. 

• Funding:
– Central: 75%; State: 25%;  

– For North Eastern States:- Central: 90%; State: 10%; 

– Scheme beneficiaries pay only Rs. 30 as the registration fee.

• Coverage 
– Extends to five members of the BPL family which includes the head of household, 

spouse and up to three dependents. 

– 20.8 million- Active Smart Cards distributed as on 12th April, 2012.

– 3.4 million- Total Hospitalisation Cases as on 12th April, 2012.

– Extended to cover construction workers, NREGA beneficiaries, street vendors, beedi 
workers and domestic workers. 

– Further extended to sanitation workers, ragpickers, mine workers, rickshaw-pullers 
and autorickshaw and taxi drivers. 



Social Security Through Central Welfare Funds

• Separate Legislations have been enacted for setting up 5
Labour Welfare Funds to provide health care, education,
recreation, housing and water supply to workers employed
in certain non-coal mines, beedi industry and cine workers.

• The finances are raised by imposing cess on the commercial
activity of the target group.

– The Mica Mines Labour Welfare Fund Act, 1946; 

– The Limestone and Dolomite Mines Labour Welfare 
Fund Act, 1972; 

– The Iron Ore, Manganese Ore and Chrome Ore Mines 
Labour Welfare Fund Act, 1976; 

– The Beedi Workers’ Welfare Fund Act, 1976; and 

– The Cine Workers’ Welfare Fund Act, 1981. 



Recent Legislative Interventions & Initiatives on Social 
Security in Unorganised Sector

• The Unorganised Workers Social Security 
Act, 2008

• National Skill Development Policy, 2008



VI
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Social Security System in India: Challenges

• Funding of social security measures;

• The unavailability of reliable data;

• Lack of involvement of the people in designing the 
packages of the diverse schemes;

• A poorly designed and executed household 
targeting mechanism

• Lack of coordination and overlap in delivery of 
programmes reduces accountability of those 
responsible for social security delivery.



Human capital

• all the skills, abilities and knowledge that a 
person has acquired and which affect their 
productivity.

• Contemporary economics uses ”Human capital 
theory” to analyse
– The decision whether to acquire skills
– The wage effects of acquiring skills

• The skills and knowledge embodied in the labour 
force.

• Investment in human capital should increase 
labour productivity in the same way as 
investment in machinery. 



Social Security Measures

• They are established by law.
• They provide some form of cash payment to 

individuals to replace at least a part of lost 
income that occurs due to such contingencies a 
unemployment, maternity, work injury, sickness, 
old age and death.

• The benefits or services are provided in three 
major ways; social insurance, social assistance  
and public service. 

• The term social security includes both social 
assistance and social insurance schemes. 


