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Covid-19 and the Informalisation of India’s Salaried
Workers
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The pandemic forced a fraction of India's salaried workers to fall back on self-employment or
casual work, or to withdraw from the workforce entirely. It was only the salaried who held
secure and regular positions who were able to hold on to their jobs.

Barring a serious third wave of infections, India’s gross domestic product (GDP) is expected
to recover to its pre-pandemic level in the financial year (2021-22) that ends on 31 March.
But the pandemic has caused an unprecedented and persistent disruption in the labour
market. The first wave and its associated containment measures in 2020 resulted in millions
losing their livelihoods and a massive increase in poverty (State of Working India 2021).

Multiple independent surveys at the local and national level have shown continuing low
employment rates, reduced incomes, increased food insecurity, and elevated debt levels.
Most recent data from the Centre for Monitoring Indian Economy-Consumer Pyramid
Household Survey (CMIE-CPHS) shows that in April 2021, incomes as well as employment
remained below their pre-pandemic levels when the second wave arrived, causing more
distress. As of the middle of 2021 (after the second wave), the employment rate remained 3
percentage points below its pre-pandemic value (i.e. roughly 10–12 million fewer workers
were employed).  Household incomes too had not fully recovered, but were stagnant at
around 80% of their pre-pandemic levels (Figure 1).

https://www.theindiaforum.in/article/covid-19-and-informalisation-india-s-salaried-workers?utm_source=website&utm_medium=organic&utm_campaign=more-articles&utm_content=Homepage
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Source: Covid-19 Employment and Income Tracker based on CMIE-CPHS data,
Centre for Sustainable Employment

A second salient aspect of the pandemic’s impact on labour markets is an increased level of
informality. Amidst the ongoing debate over the extent of formalisation of the Indian economy
(a major policy goal of the central government), it is worth noting that the sudden loss of work
during the pandemic forced a fraction of salaried workers to fall back on self-employment as
well as casual wage work, or to withdraw from the workforce entirely, thereby increasing the
size of the informal sector.

As per CMIE-CPHS data, the share of self-employed and casual wage workers in the total
workforce increased to 80% in 2020-21 from 78% in the years prior to the pandemic. Data
from the Periodic Labour Force Survey also support this conclusion of a rise in self-
employment. Some of these effects are likely to be temporary and as the economy recovers,
salaried workers are expected to go back to their pre-pandemic work arrangements. But this
is by no means certain.

We have tracked workers in the CMIE-CPHS panel before and during the pandemic. 1  Even
in normal times, this data reveals a lot of flux in the labour market as workers move between
employment arrangements. For example, let us take the case of “permanent salaried
workers,” who have the most secure jobs among all workers. They accounted for about 11%
of the workforce in the months before the pandemic and were largely employed (primarily as
white collar professional and clerical employees) in the services sector: in public
administration, professional services, and financial services. Over a period of a few months

https://cse.azimpremjiuniversity.edu.in/covid19-data-tracker/
https://theprint.in/opinion/what-is-behind-the-improvement-in-employment-situation/719674/
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in a typical pre-pandemic year, about 80% of permanent salaried workers remain in the same
employment arrangement, while the remaining move into self-employment or out of the
workforce. But if we follow them for a year and half (from the end of 2017 to the beginning of
2019), this number drops to only 50%. The level of churn is even higher for temporary
salaried workers and daily wage workers.

Adding to this instability, the pandemic contributed a series of shocks. Restricting our sample
to those workers who were employed in the months of September-December 2019 (the last
CPHS wave of 2019), Figure 2 tracks how many of these workers remained in their initial
type of employment in the months afterwards.

[T]he sudden loss of work during the pandemic forced salaried workers to fall back on
self-employment as well as casual wage work, or to withdraw from the workforce
entirely...

In April 2020, as the country found itself in one of the most stringent lockdowns, only 38% of
permanent salaried and 28% of temporary salaried workers were able to hold on to these
jobs. The nature of this transition was distinct across men and women with nearly half of
women being pushed out of work, compared with only a quarter of men (data not shown). A
year and a half later, only 48% of these permanent salaried workers were able to retain or
come back to the same kind of employment. The rest continued in informal work (largely
men) or left the workforce (largely women). In contrast, while daily wage workers were much
worse affected initially, they were also able to come back to daily wage work to a larger
extent (as indicated by the V-shaped curve). This is expected given the ease of entry and
exit that characterizes daily wage labour markets.
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Source: Authors’ calculations using CMIE-CPHS

As might be expected, better paid salaried workers were more likely to retain their
employment. We categorise permanent salaried workers in terms of their pre-pandemic
(September-December 2019) earnings into four quartiles, identifying the highest and least
paid salaried workers. Within each quartile, these pre-pandemic salaried workers are
categorised based on what their employment arrangement had become by May to August
2021. So, for instance, within the highest paid salaried workers, we are able to discern if by
May–August 2021 this group of workers were able to remain in salaried work, or if they
transitioned to another kind of employment, or if they withdrew from the workforce entirely.

The Indian economy has remained stubbornly informal over the past few decades…
with the share of self-employment and casual wage work falling more slowly than
expected.

Within Quartile 1 (the lowest paid salaried workers), nearly a quarter lost their jobs and could
not return to work. Only three in ten permanent salaried workers were able to remain in
salaried employment. Contrast this with the highest paid salaried workers (Quartile 4). Within
this population of workers, seven out of ten were able to remain in permanent salaried
employment and only about 8% were forced to withdraw from work.
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Source: Authors’ calculations using CMIE-CPHS data

In many developing countries, including India, it has been argued that the salaried or formal
workforce is heterogenous, often characterised as having two tiers—one having highly
secure and regular jobs with social security benefits, and the other having the most basic of
salaried arrangements, with far more tenuous employment security, nearly akin to informal
employment. This is apparent when looking at the differential impact of the lockdown and
mobility restrictions. The higher earning salaried workers, the so-called ‘upper tier’, were able
to retain their salaried work unlike the poorer salaried workers.

Besides a differential rate of exit by earnings level, there was also far higher exit among the
younger workers. This reflects the higher vulnerability of the younger workers to job loss, as
is seen in other sectors and employment arrangements too. By the end of 2019, the average
age of permanent salaried workers was around 40 years. However, by the middle of 2021,
the age of those who remained in permanent salaried work had increased to 42 years.

The Indian economy has remained stubbornly informal over the past few decades, despite
high rates of GDP growth, with the share of self-employment and casual wage work falling
more slowly than expected. This already slower-than-desired process of structural
transformation has been reversed by the pandemic. The proportion of salaried workers in the
workforce has fallen and that of self-employed workers has risen. Part of the reversal is likely
to turn out to have been temporary as economic activity resumes and workers return to their
pre-pandemic jobs. However, two factors may create significant headwinds in this process.
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First, anecdotal evidence suggests that firms have taken this opportunity to restructure their
workforce and increase levels of automation. Second, persistent softness in the labour
market and depressed levels of income imply weak aggregate demand, which, in turn, stifles
investment. This can lock the workforce into its present state for long, if new jobs are not
created in desired numbers.

The relief measures enacted in 2020 helped stave off the worst effects of the pandemic on
vulnerable households. More needs to be done in the months to come to ensure a broad-
based recovery in 2022. The upcoming budget of the government of India provides an
opportunity to address this issue by increasing spending directed towards lower income
households who have borne the brunt of the crisis.

Register here for a weekly email about new articles; Donate here to support ‘The India
Forum’
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Citizens denied the benefits of growth are compensated with direct transfers in the new
welfarism that has yielded electoral returns. This 'techno-patrimonialism' is not based on the
poor exercising their rights; it is built instead around a direct connect with a personality-
centric leadership.

Women’s Reservation Act and its Unsettled Details

The 2023 Women Power Reservation Act links reservation of seats to delimitation, which
can be done only after a census is carried out. It also doesn't have a quota for the OBCs
and will have to reckon with the apathy that has historically undermined the presence and
role of women in Indian politics.

Great Expectations: Can the New Quota for Women Change Representative Politics
in India?

The process of passing the Women’s Reservation Bill last September underlined how little
the substantive process mattered to the Bharatiya Janata Party-led Government. Political
parties, civil society, and other stakeholders have to ensure that the new law does not
remain an empty promise.
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