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Labor Policy and the Second Generation
of Economic Reform in India

ROB JENKINS

During its time in office, the National Democratic Alliance (NDA)
government' continued the process of economic reform initiated by
the Congress government in 1991 and sustained by the United Front
government during 1996-98. With the Bharativa Janata Party (BJP) at
s core, the NDA faced not only the problem of managmg its
extremely diverse coalition, but also the complexities of moving onto
a “second generation” of reform — one that required both a broaden-
ing and deepening of the agenda, as well as attention to a number of
reforms that should, by most accounts, have been accomplished in the
first generation, but were not.

Labor reform-~along with agricultural liberalization — is often seen
as among the most significant pieces of unfinished business from
India’s first generation of reforms. A complete overhaul of India’s
industrial relations regime - including the conditions under which
workers can be hired and fired, the rules governing union recognition,
and the mechanisms for resolving employment disputes — is consid-
ered long overdue by the World Bank and other observers. India’s
restrictive labor regulations are widely regarded as unsuitable for its
mcreasmglv globalized economy.

The existence of such first generatlon “lefrovers” hlghhghts India’s
unorthodox sequencing of its economic reforms — the result of politi-
cal compulsions, to be sure, but also of genuine uncertainty among
decisionmakers about the right path to follow. At a deeper level, this
unusual sequencing calls into question the very idea of there being
clear-cut “generations” of reform at all — anywhere in the world,
either in theory or in practice.

This paper thus begins from the premise that first and second gen-
eration reforms are not, primarily, headings under which it is possible
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first of the two criteria associated with a second generation agenda:
the movement of reform issues from the terrain of “elite politics” to
one that encompasses what has been termed “mass politics.” Next, the
paper outlines the NDA’s deficiencies on the institution-building
front. It concludes by considering how the trends to date may influ-
ence the willingness and capacity of the NDA’s successors to continue

the process of restructuring India’s labor regime.

Mapping Reform’s Second Generation

There is no universally accepted definition of what constirutes a second
generation reform agenda. It is nevertheless worthwhile to get a feel
for how various analysts have approached the idea of second generation
reform, even if there is no compulsion to buy into one model entirely.

Second generation reforms are often conceived of as delving deeper

nto sectoral specificities. They are, in effect, micro-reforms relating to
a particular domain of activity. For instance, USATDY’s continuation of
its support to restructure financial sector institutions in India involved
PricewaterhouseCoopers advisors supporting “a second generation
of reform in the Indian financial markets” that would “focus on
strengthening the oversight and risk management capacity of the regu-
lators and self-regulatory organizations, advancing disclosure stan-
dards and information dissemination, expanding investor education,
and supporting insurance and pension reforms.™ This version of second
generation reform equates deepening with detail.

At the other end of the spectrum is the view advanced by John
Williamson, who at the beginning of the 1990s coined the term “The
Washington Consensus.” More recently Willlamson outlined what he
saw an emergent post-Washington consensus. In advocating a gentler
form of market-oriented economics, with a major role for flexible (rather
than dogmatic) international financial institutions, Williamson occupies
a similar intellectual niche as Joseph Stiglitz.’ In a recent book, After the
Washington Consensus,' Williamson and his co-editor delineated the
contours of this consensus. That he felt this message was relevant to the
Indian context was reflected in an article Williamson published in the
Mumbai-based Economic and Political Weekly, in which his argument
was adapted for a readership concerned primarily with India.

The four key elements in Williamson’s agenda for a post-
Washington consensus world are: a concern with “crists-proofing™;
completing and, where necessary, correcting first generation reforms;
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right institutions, of the improvement of the administrative, legal, and

regulatory functions of the state, addressing the incentives and actions

that are required to have private sector development and to develop
the institutional capacity for reforms.” Again echoing Williamson,

Wolfensohn contends that issues of equity, social justice, and partci-

pation are also an integral part of the second generation agenda: “I

would add to the list of second generation reforms a social framework

that can allow you to deal with the people that fall out of the loop.”

Development and social change, moreover, is “something that must be
owned by the society itself” through widespread engagement in pub-
lic debate and deliberation. “Second generation reforms must also
address the very important question of how you build consensus in a
society.” There are clear echoes here of the mass politics criterion
adopted for this paper’s analysis of the NDA government.

- Wolfensohn’s approach is consistent with the World Bank’s official
view, adopted as policy under his leadership in the lave 1990s, that second
generation reforms will inevitably mean different things in different
countries. The World Bank’s Annual Report for 1997 used the example
of the South Asian region to demonstrate this point:

As the first wave of reforms that started in the early 1990s gained
roots [in these countries] the Bank helped ... shift the focus to a
second generation of reforms. In India this involved addressing
reform at the state level, and in Bangladesh and Pakistan it
involved addressing governance issues, which, though long
present, have become key constraints to reform.’

Many Indian civil society organizations involved in policy advocacy
work have adopted definitions of second generation reforms similar to
Williamson’s and Wolfensohn’s. The Consumer Unity and Trust
Society (CUTS), based in Jaipur, but with offices in London, Nairobi,
and Lusaka, argued in its 2003-04 memorandum to India’s finance
minister, part of the pre-budget consultation process, that India was only
just “witnessing the beginning of the second-generation economic
reforms.” CUTS saw “the Competition Bill, Electricity Bill, [and]
Right to Information Bill” as “pillars of the second-generation eco-

nomic reforms.””* CUTS’ approach is representative of a large swathe of
opinion — including, as we have seen, the World Bank — which recog-
nizes that a “necessary condition for the success of the second-generation
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enabling factors been in place. For instance, it is questionable whether
the liberal thrust of reform could have been maintained had not
India’s economic performance been as generally positive as it was during
the NDA’s period in power. While certain macroeconomic indicators,
like the fiscal deficit as a proportion of GDP, took a turn for the worse
under the NDA’s stewardship, there was plenty of good econonic
news for the government to trumpet: relatively high annual GDP
growth; foreign exchange reserves that stood in great contrast to the
dire 1991 struation; and the fact that (for at least one financial quarter
in 2003) India was able to balance in its current account for the first
time in a quarter-century. And all of this took place in a context of
low inflation; this is critical as India’s polity is notoriously averse even
to what by the standards of other developing countries would be con-

sidered mild inflation.

The NDA and Labor Policy: Reform by Stealth Continues

Reflecting on the challenge that faced his government as it sought to
transform India’s statist economic policy paradigm upon assuming
office in 1991, former prime minister P. V. Narasimha Rao put it this
way: “what it really entails is a complete U-turn without seeming to
be a U-turn.”® This view is consistent with my own earlier character-
ization of the politics of economic reform in India. In a study which
focused on the period 1991-98, I argued that the reorientation of
India’s development strategy could be seen as a process of “reform by
stealth,” an approach made possible by a combination of three factors: the
political-management skills of India’s politicians, the fluid instirutional
environment within which they operated, and the political incentives
thrown up by the initial policy measures they employed to address the
1991 economic crisis.”

These factors have been just as relevant during the subsequent
period of BJP-led coalitions, from 1998 to 2004. The NDA government
adopted similar means to its predecessors in power. Echoing a charac-
terization often applied to Narasimha Rao, one of prime minister Atal
Behari Vajpavee’s long-time political colleagues called him “a master
of ambiguity,” who “sends different - sometimes wholly incompatible.—
messages to different communities.”" It is thus perhaps not surprising
that the process of pursuing reform quietly - avoiding conflicts until
propitious moments, dividing opponents, using illiberal methods to
achieve liberal ends — persisted under the NDA government. Some of
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require employees of firms in these zones to provide 45 days’ notice
before going on strike — a substantial increase on the existing 30-day
provision. Public discussion focused on whether the new zones could
counter China’s trade prowess, which was portrayed as the major threat
to Indian jobs. Moreover, at the time the “public utilities™ provision
was added, unions were already preoccupied with opposing government
proposals to amend the Industrial Disputes Act (IDA) to expand the
number of firms exempted from rules prohibiting worker redundancies
without state government permission."”

A certain suf generis mastery of political opportunism also played
its role in the NDA’s pushing forward, albeit slowly, on labor policy
reform. Prime minister Atal Behari Vajpayee and his team were not
above playing on personal ambition when secking to secure the cabinet’s
agreement to policy changes. From 2000 onwards, when reforms to
the IDA were being promoted by a small group around the finance
ministry and the prime minister’s office (known as the PMO), the
opposition of the then labor minister, Satyanarayan Jatiya, began
proving politically embarrassing. Replacing the recalcitrant Jatiya with a
supporter of these labor reforms, however, would have provoked
widespread criticism — and public attention - so the PM’s men selected
a known opponent of the reforms, Sharad Yadav, who was told that he
could have the job if he would remain relatively quiet on these marters.
The PMO had accurately gauged the desire of Yadav and his party for
a visible cabinet position. They knew that at least for the short term — all

that was needed to push these reforms through the cabinet — issues of
policy content would take a backseat to ambition.

Another key element in the process of reforming by stealth is fed-
eralism. There are three main reasons why a federal system is useful to
practitioners of stealthy reform at the center. First, competition is created
among subnational jurisdictions for investment. This tends to drive
down regulatory standards by default, with state governments providing
in many cases private assurances to potential investors that labor regu-
lations will not be enforced. For reformers in New Delhi this is a useful
substitute for the policy changes that are deemed too politically risky
at a given morment.

Second, thanks to India’s federal structure, political forces that
present a formidable political force at the all-India level — like the
trade union movement — can be tackled one state at a ume. This suits
reformers in Delhi. Quarantining disputes at any given moment
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in New Delhi. The announcement of cabinet approval for these amend-
ments to the DA was greeted by a statement from the head of the
Federation of Indian Chambers of Commerce and Industry (FICCI)
that “The second generation reforms have started with a bang.™

The government of Andhra Pradesh under former chief minister
Chandrababu Naidu was a trailblazer in some respects, even if many
of Naidu’s reforms proved to have more flash than substance.” Andhra

under Naidu was the first state seriously to overhaul its contract labor

regulations. This won Naidu accolades from industry associations,
particularly the textile lobbies.” What most pleased the private sector
was that the amendments to Andhra’s contract labor rules introduced
a distinction between “core” and “non-core” activities in an industrial
firm. The regulatory changes permitted employers to hire contract
labor in ten non-core activities and also to appoint casual workers to
intermittent employment in any area of work even if it was designated
a core activity. Indeed, it is at the state level that some of the more
“difficult” issues are being tackled.

The knowledge shared between states concerns the politics of
reform as much as it does the merits of the economic policies themselves.
For instance, the Southern India Engineering Manufacturers' Association
(SIEMA), noting the action taken in neighboring Andhra Pradesh,
made representations to the government of Tamil Nadu - through
meetings and correspondence with the state’s secretary of labor and
employment — asking it to consider redesigning the state’s contract
labor legislation and regulations, such as the Tamil Nadu Industrial
Employment (Standing Orders) Rules 1947, so that certain jobs
would not be designated as “core activities” and so that fixed-term
employment at peak periods could be semi-regularized.® Such a
change would allow the firms to use more temporary, contract
employees, creating huge savings in terms of both direct wage costs
and associated employer costs (provident fund contributions, sick
pay, automatic pay increases, and so forth).” Touting these benefits,
the SIEMA president, whose lobbying efforts referred specifically to

the need to increase competitiveness to adapt to globalization, went so
far as 10 draw on testimony from industrialists in Andhra Pradesh
with first-hand knowledge of the new (“model”) contract labor regu-
lations in that state. These Andhra businessmen had mn fact recom-
mended further reforms. The SIEMA (and most other employers in
Tamil Nadu) sought rule changes that would permit them to hire contract
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of the small-scale sector) of garments production, and so forth, were
far more crtical’! Chandrasekhar and Ghosh argue thac:

in the ultimate analysis, labor laws are perhaps far less significant
as factors in affecting private investment, than more standard macro-
economic variables and profitability indicators [such as] ... the
condition and cost of physical infrastructure, the efficiency of
workers as determined by social infrastructure, and the policies

which determine access to credit,”

Indeed, has not India’s economic performance since 1991 demon-
strated that growth and investment can proceed without far-reaching
reforms to labor markets (even if, counterfactually, one could imagine 1t
having achieved even better performance had reforms been enacted)?
This argument is even more compelling if we go further back in time,
to the early 1980s, the period when, as Rodnk and Subramanian
remind us, the current era of India’s higher than usual economic
growth began.”

Research by Besley and Burgess suggests otherwise. Labor reform,
they argue, does in fact affect various performance indicarors. Rather
than looking at the post-1991-reform period, Besley and Burgess
examine state-wise data from 1958 to 1992. They compare states in which

significant “pro-worker” additons to labor legislation were made
with those in which there were relatively few such amendments. States
with fewer regulatory restrictions had, on the whole, higher investment,
employment, productivity, and output in registered manufacturing
than those that adopted pro-worker measures. But it is not just the
efficiency side that suffers from ill-judged attempts to legislate in
favor of workers. Repeal of such measures could also, on the evidence
produced by Besley and Burgess, be advocated on equity grounds.
“Pro-labor” regulations appear to be correlated with increases in
urban poverty, which to the authors “suggests that attempts to redress
the balance of power between capital and labor can end up hurting the
poor.”
Whether or not labor reform 1s indeed such an urgent matter - and
Besley and Burgess’ findings have been criticized on methodological
grounds — labor policy is certainly perceived to be an important area
of reform. This lends urgency to the question of whether and how
governing elites are able to shift the politics of labor reform from the
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maintain the status quo were in no way driven by a concern for the
public interest.

To what degree — and according to what strategic pattern — has the
NDA era seen the politics of labor reform in India shifting onto the
terrain of mass politics? Varshney’s otherwise useful distinction
requires three modifications in order to apply it to this question.

First, for the purpose of analyzing the decisions and actions of a
government over its term in office, the elite/mass distinction must be
concetved as more of a continuous rather than binary variable — as
representing 2 spectrum rather than a clear dichotomy. Any individ-
ual reform issue can be seen as either mass- or elite-oriented, as long as
an income group disaggregated impact analysis is conducred, and the

results are reported from the relevant perspective. But when we look
at the actions of governments over a span of time (say, a term in
office), then we are interested in the proportion of actions chat have
involved mass-affecting issues.

The second refinement required to the elite-mass framework is to
highlight the agency needed to shift the terrain of mass politics to elite
politics, and vice versa. This is what skilled politicians do. Hence,
whether a particular reform dilemma 1s best characterized as in the
domain of mass or elite politics is not fixed, but can 1tself be affected
by other factors specific to the situation under analysis, including the
strategic actions of governing elites.”

The third refinement to the use of the elite-mass framework has
been, in effect, suggested by Varshney himself. His argument 1s not
just that governments will increasingly have to execute reforms on
issues of muass concern — as they already have since his article was pub-
lished — but also that in order o do so effectively, an articulation of
the market and its relations to popular values would have to be under-
taken in the realm of mass politics. As Varshney put it in another

context:

in few countries have ... reformers been voted in power due to the
commitments of masses to a market-oriented strategy. At the
mass level, the links between markets and mass welfare are not
easily understood ... {yet] few politicians are emphasizing the
links between markets and mass welfare. Political language and
rhetoric aimed at creating a mass constituency for reforms are not
generally in evidence, and arguments that reforms can make life
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This classification was made in the context of discussing some of the
background dynamics that affected shifts in the evolution of privatization
in India - from what might be considered the first to the second gen-
eration. But Ahluwalia contends that the practice of this “very special
type of gradualism ... characterized many other reforms in India™" —
labor among them, I would argue.

The chief trait of this political approach is its capacity to under-
mine the ability of opponents of reform to calculate the costs and benefits
of reform, or the costs and benefits of open protest.* If opponents
consider reform objectives limited, they can refrain from precipitate
action, in the hope of retaining useful relations with key poliricians.
What makes the type of gradualism pursued in India “special” is that
the ultimate reform destination (to be reached gradually) is not
disclosed at the outset of the process. In India such intentions were

usually concealed. Policy then

evolved in a “one step at a time process” in which the full extent of
change envisaged was not clearly spelt out initially. Indeed even
the intention to take further steps was at times denied. At times, it
was also a reflection of political expediency, i.e. policy makers
may have intended to go further in due course, but it was felt
politically inconvenient to spell out all the stages at the beginning.
At times, this reflected genuine uncertainty about the extent of

change envisaged."

"Ahluwalia observes that “[t]he advantage of this approach is that it

makes it easier to develop a gradually moving political consensus in
what is otherwise a highly pluralist and noisy democracy.” This
formulation, of course, emphasizes the positive side — the building of
support for reform. But its reverse, the disruption of opposition, is
implied, particularly in Ahluwalia’s reference to the risk factor most
commonly associated with gradualism: when “change takes place over
along period of time [this] ... gives time for opposition to harden.”*
This insight can be extended if we recognize that certain policy
domains are more acutely affected than others by the passage of time
between the first and second generations of reform. Labor policy is
among these. Reformers benefit from the progressive weakening of
organized labor’s capacity to resist policy change. Since economic
liberalization was introduced 1991, many unions have seen their
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memberships drop and their leaderships embroiled in conflict and
controversy. Many stare governments have also worked assiduously
to undermine independent unjon power. Roy Chowdhury’s research
on public sector unions i Karnataka demonstrates 4 slow leeching of
labor’s tendency toward Systematic confrontation, as g result of
party-union relations, the mternal dynamics of unions, and myriad
other reasons. The result is weakened resistance,*

The third refinement to V.
of articulating a vision of Iib

Imagination, The BJP core of the NDA has progressed on this aspect
of generational transition by shifting its rhetorical focus from liberaliz-
ation to globalization, Its vision looks something like this: “globalization
Is a site in which (Hindu) India takes up her rightful place in the inter-
national community; just as this has been accomplished in the global
security field with the nuclear tests in 1998, so will India’s IT expertise
and business acumen allow India to thrive in the global economi, Sreld
as well.”

This has sometimes been referred 1o a5 “nuclear swadeshi.” Such a
term is useful in one sense: highlights the way in which the NDA
government used jrs security policy gambit - 4 gesture of defiance 1o
the world community if ever there wag one ~ to shield itself from
attacks by opponents of it economic reform policies, Having asserted
India’s place in the global political order, the BJP could pursue market-
friendly policies relatively immune to the charge — heard often in

omestc politics — thar he goveriment was taking orders from the
World Bank, the IMF, the White House, or anyone else. But the rerm
“nuclear swadeshi” does not fully capture the shif; involved. The term
“national interest swadeshi,” drawn from the work of Baldev Raj
Nayar, evokes more closely the dynamic a¢ work.
the government, such ag Yashwant Sinha, have coalesced around this
vision, in which swadesh; is repackaged as the pursuit of India’s greatness

through a policy of strategic realpolitik to advance whatever is considered
in the national interest ¥

* Leading figures in

ged to achieve by way of
economic reform was to some degree made possible by the BJP’s abil.

1ty to neutralize sites of resistance within the party’s organizational
base, the Rashtriya Swayamsevak Sangh (RSS) (“National Volunteers’
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elitism of existing industrial relations policy. “The existing labor laws
are only for those who are employed in the organized sector, which
forms a very small part of rotal labor force,” he asserted. “We wish to
bring suitable changes in the legal framework so that it could serve as
an instrument for speedy employment generation in all sectors of the
economy.” This, he proceeded to clarify, included India’s great
“masses.”” The implications of this discursive shift were played out in
India’s states, which as we have seen were key sites in the baule for
labor reform. During the NDA’s time in office tackling public sector
unions become almost a point of macho honor among state governments.
Senior advisors to former Rajasthan chief minister Ashok Gehlot were
eager to publicize the CM’s “resolve” in dealing with protesting gov-
ernment workers in the first part of his term.” Similar crackdowns
took place in Kerala, and Tamil Nadu — with state governments taking
great public pride in vanquishing, as they put it, the labor aristoeracy
represented by public sector unions. Such talk, matched in many cases
by bolder action than publics were accustomed to seeing from their
representatives, would have to be regarded as an important step in the

~ transition from elite negotiation to mass politics, even if the budgetary

impacts were less tangible.

Institution-Building?

The second broad component of the transivon to second generation
reform is institution-building. While the NDA government has managed
11 some sectors to nurture new institutions (such as the Telecom
Regulatory Authority of India), the NDA's institution-building
record in the labor field has been dismal. Arguably, the government
contributed to the further demise of certain key institutions.

This is particularly the case with respect to the Indian Labour
Conference and the (admittedly ad hoc) National Commission on
Labour. The process by which individuals were appointed to these
bodies, and the manner in which they operated the latter, was fraught
with controversy. Throughout the NDA’s time in office, both bodies
were dogged by complaints of political favoritism, of agenda-rigging,
and of the systematic muzzling of dissenting voices, though one trade
union member of the Second National Commission on Labour
(SNCL) did issue a dissenting opinion. The NDA’s blatantly ideological
and partisan approach to these bodies made it significantly less likely
that either would be able to “contain” the distributional conflicts
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likely to accompany continued labor refory. Without good-faith policy
bargaining in these kinds of institutions, disputes will spill over into
strikes and protest politics more frequently.

Another aspect of the NDA gove
responsibility for ap institution-buyild;

of arrangements for the contracting of labor haye both been key
trends. The resuls of the fifty-sixth round of the National Sample
Survey, a5 analyzed by Chandrasekhar and Ghosh,* reveal whar they
call a form of dualism, in which a severely explojted segment of the
workforce appears Permanently marooned in the unorganized sector,
which exists in the shadow of the formal sector, where a different set
of soctal and political relations apply. Chandrasekhar and Ghosh argue
that neoclagsical economics, based on “developed country experi-
ence,” expects an industrializing economy to witness “the gradual
demise of excessively small units and units bas
techniques and primitive forms of organization,”
large or larger units working with hired labour
technigues, Why does this not appear to be happening in India>

The authors are clear that it is not simply
its job:

Factories Act, which allows for wage differentials between the
“organised” and “unorganised” sectors. Rather, as analysts have
often pointed OUt, a number of other facrors on the demand side
such as the persistence of “traditional tastes
to only by more primitive techniques and the
and inadequate market integration,
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Such arguments are contestable, but most Jabor economists in

India see the merjt of adapting institutions to facilitate what, in 2

b P()]ICV aI]d t_hE Second Generatlon Of ECOIlOmlC Ref()l'm

icall
ke place automatically
i 1 1d be expected to ta
. Aiberal view, wou i ncern about
Stn‘:ﬂ}c’l " lation. There has been, for mstance,hmuch co cem about
from deres? of i ren during the vears of e ]
1 tion, even g 3 !

i rate of job creation, onomic
Indxa’s.glacm] der the I]\TDA- From 1998 1o 2003, emplo;rn,lent 1 ndia
e e e of less than 1% annually. Since India s/va or e

averag : . - 2% per year,
2 er l;fy ve cxcluctie child labor) is expanding at rmﬁghly [;‘,E
o negative.
(flvenffective rate of employment growd;) was a}c;la ir};’mﬂ agted S
o kf ubstantially m
1 orklorce s . 1
i section of the w rce st Jared from the
Wich 2 ial processes that give rise to the: format of militan
largc—Scalaens]mzaI ! f the sort that can later fight for worker Eg 5>
acions, 0 Fhe i irst 1s that there is
fabor Or%' lo11s fo:' our larger argument arise. The first blj wiereis
mphcaio ] roblems.
two lr;ll;or institution-building to overcome th.esel Pdino Ry
? e hat successive Indian governments, including he NDA'S,
precisely wha i 1 rely on the time-honore .
have not been doing, preferring tol. y T o thoretons mom Tnely
ivisi rance a limite . A
division to advanc r ; most ke
delay and jon of labor reform. Moreover, to w hatf:x er extef L the second
rs -
ﬂawed)'Ven reform agenda lends prominence to issucs Oab; gof ééping
geillllcrauu(l)ire the creation {or adaptation) of institutions ca}pdualism oo
i hreql st the consequences, if not the root causles, )
il nor ro tion alone.
will not rectify themselves thrcn.lgh'dere_gul‘ilhalt o e Ghosh and
implication s , de . :
econd, related, i ‘ _ shosh an
Thj Sekh:;xr”s aforementioned view that non ur:iplex;lr ruation. of
i nly a minor contributor to the continued margin .
s ony & it is clearly the case that the lack of regulatory
1 ear reguiatory
dian workers, it is clearls jack of regulator
of In t is a critical issue from the perspective ! instituion-
e 1 between the rather wide cov erag :
ilding. There is a huge gap R s
s i imited number of cases in which 1 p
e hmlted Ghosh remind us that the cause of non-
i khar an 0s d us.
applied. Chandrase > tha
ern)?orcement is not the narrow scope of legisla

isi licable
it is not the case that various provisions are actuatlllly ;ﬁp icable
is no _ Y app
gnly to workers in the formal se.ctor.A Lawi:1 hléeomma pimom
uneration Act, the 1
es Act, the Equal Rem : act Labour
Xatg and sz on, apply to workers in both the organi ]
) ' 1 s .
no,rganised sectors; even the Industrial Dispute
u

L e Q al YOour.

isting sy nder the IDA are, in fact,
f the flaws of the existing system u ! e, In act,
pri)d;l[gnoof th?: state’s failure to develop adequately insulated institun
a




356 Indig Review

1 . . ll - .] . -

natu € 0 (lVeI"a][( ea [([ |he Sha e (ii (]el"[ YCIATIC ( (HIIESIS
c f i

5) the Conciliation Machinery is more eq

of em lo €rs an . -
ity coit Yd .d fO(_ia)’ consider issues ljke increase in product
iy, recuctton, financial difficulries of the e procuct-

a Jl] IC&[IOH T P
d d re w ter | l[e C()JICEIIIS

Cfﬁciénc de »60 .
e illusjgn Olfnands. lelns sort of institutional mechanism provid
accountah; ity, whil . "ides
enforce : ’ € possessing no realistic
ment: The idea that such a “third party” review wo Iicriospl:q o
uid enhance

bodies in India.

This trend ; i
which rels seen in other Statements from the SNCL as w 11‘
changes ) labop;c:-r} stated thi; “the Commission s of the view tlfa;
aws are only one of the ; i
e ! laws ¥ ol the 1ssues involved
0 be visualised and effected in a broader pers;): r::fl tha;
ctive o

Labor Policy and the Second Generation of Economic Reform 357

infrastrucrural facilities, social security, and Government policies,”
adding that an institutional mechanism would need to be devised to
make such policies operational: “it is necessary to provide for both
protective and promotional measures, the latter being particularly
relevant for the workers in the unorganised sector.” The problem, as
Dan points out, is that there is little chance of this being imple-
mented.®? Another example is the SNCL’s recommendation that each
industrial establishment should have a grievance redressal committee,
with workers and employers represented equally. But given the lack
of proper investment in such institutional mechanisms, and their imevit-
able politicization, these “concessions” to the labor movement end up
providing virtually no practical benefit to workers.
This pattern is repeated in other aspects of labor policy reform.
In early 2002, proposals to exempt firms with up to 1000 employees
from the Industrial Disputes Act encountered resistance within the
cabinet. After much arm-twisting, these were eventually overcome.
Previously, only firms with 100 or fewer workers were exempt from
these provisions. In classic coalition style, a completely unworkable
agreement was reached allowing this derogation from the normal
legislative rules in exchange for an increase in severance compensa-
tion to 45 days from the earlier 15. But as economics commentator
Swaminathan Anklesaria Aiyar pointed out, this is an almost mean-

ingless concession:

The average worker has 20 years of service. Compensation at 45
days wages for each year worked implies 900 days wages for each
retrenched worker, or roughly 2.5 years salary. Now, companies
in trouble can barely pay the next months wages. How on earth
will they provide 2.5 years salary upfront? A few rich companies
have the resources, but not the hundreds in real need. In practice,
businessmen will probably retrench without paying, and the
resulting disputes will be tied up in labour courts for years while
they milk their companies dry. That will not be very different

from the current situation.®

In other words, no one believes these sorts of promises will be imple-
mented, which means that the institutions responsible for promoting
them are lacking the credibility needed to play a role in managing the
politics of the labor reform process.
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Wage 1s that it shoyld be Paid to any worker, and should satisfy house.-
hold needs a5 stipulated in the “Need Based Formula” of the fifteenth
Indian Labor Conference, Such agreed standards are

a necessary, even
if not sufficient, standard for Jess adversarial labor relations, Second,

the ILC is also » place where — again, in theory — should be possibje
to lay the groundwork for broadly agreed policy reform, based on

ILC has played this role in earlier periods of jts existence, though its
current moribund seae certainly pre-dares the era of liberalization,
Third, and finally, the Indian Labor Conference could be a useful conduit

compromise, Widespread distrugy of the ILC a5 an Institution by
almost all of India’s major trade unions — including the BJP’s own
union, whose leader publicly called the Party’s finance minister 4
“criminal” ~ made this M Unsurprising outcome, By late 2003 the
ILC had virtually ceased 1o function ar a]]. ¢

Rather than building alternatjve Institutions — go help formulate
labor policy for an era in which the nature of work is indeed changing,
and 10 cope with the market uncertainties and distributional conflicts
that lie ahead - the DA government has relied on strategic devices of
limited long-term political value, For example, it has tactically shifred
debates around Jabey policy from domestic issues to questions op the

y 5
l,alﬂ)l [:()I CYy a4 ld tile cCco enerano oNno cIorm
S nd G Il 0{ EC nomic I,\ f H ‘ 9
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e e Silfitrilegiistiwtional machinery of md.ustrla Ize a 0%
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Will the Congress-led United Progressive Alliance (UPA) coali-

tion government thar succeeded the NDA in May 2004 be able to take
labor policy further into the next generation of reform? The portents
are mixed. On the one hap > there are those who see litle possibility
of reform. As one former senior civil servant put 1t, given the views of
various members of the UPA “on matters pertaining to the demands
of organised labor .. [tlhere is hardly any possibility of any major
labor reforms being undertaken by this government.” Oy the other
hand, this government may bear the fruis of graduali
steady weakening of organized labor, which has unfolded over the Jast
20 years ~ since Rajiv Gandhi’s government began confronting public
sector workers in the telecom SECTor — may cause the government 1o
recalculate the political costs and benefits of decisive legislative
reform. Given the pragmausm displayed by the CoOmununist parties in
the states where they have governed, their opposition to reform may
be less steadfast than many observers have assumed,

But for any variety of labor reform to receive eve
from Congress’ allies o the left, it would need 10 be
the sort of institution—building that the NDA gov
accomplish, and which India’s adjustment to a mo
will require. Restructuring, moreo

1 tacit approval
supplemented by
ernment failed to
re globalized economy
ver, will need to take place in institu-
tions beyond those traditionally associated with labor relations. India’s
Planning Commission, its bodjes responsible for approving foreign
1nvestment proposals, its increasingly anti-labor judiciary — these and
other institutions are essential parts of the governance framework within
which India’s workers operare, Belief in the need for a broader approach
to institutional renovation n support of labor policy reform is not con-
fined to India. That something more radical thap deregulated labor mar-
kets must be attempted has been fecognized by, among others, David
i globalization

“robust national marker institutions” thag
would possess, among other capacities, “the ability to focus investment
on job-creating sectors,”’® Sucha far-reaching approach may, however,
be beyond the reach of such a fractious coalition,

NOTEs

For helpful comments and criticisms, [ am grateful to Prangh Bardhan, Kunal Sen, Barbara
Harriss-White and other Pparticipants at the rwo seminars where an earlier version of this paper
were discussed - [ February 2004 ar the Institute of Commonwealth Studies (University of

l ab()r P(lll a[l(l ‘Ile i gelajeliehl Reform
1 Second Gcncra[ on Of EC C

i i hns Hopkins
2004 at the School of Advanced International Studies { Johns Hop
Loedon); and in May
University). | . .
L during 1998
but still BJP-led, alliance g . o bress
L s e one-yezr;i;::dc, \X?avse of Fina_ncm] ]\f_Iarket.s I‘K{i:)forr:hlt:;!ndﬂs
2. USAID, “US SUPPOSH;QDI via www.usaid.gov/meediaC.eK{:;:rn If:;c P e Pengoin
i S'C?imng?;b;lizari;n and Its Discontents (London: Alle
E : ; Consensus:
Predsm_s, P ki and John Williamson, eds., Af_ter the gé{blzsﬁéﬂzw onsens:
o Pablé Kuc;};lzsd Reform in Latin America (Washington, DC:
Restarting Growt

. ical
- ics, 2003). Bevond,” Economic and Politica
nadonal Economics, . Consensus and Bevond,

i “The Washington

5. John Williamson,

. - 'n
Wtekmllny;cﬁpl‘i-l lz’éoiirto Newell, and Gregory Wilson, Dargerons Markets: Managing
6. Dominic Barton, Robe ! Wiley Finanee 2002 o
ik (T\iew 3_'01'::- f\:h;;ess at the IMF Institute Co?fex:enfcz r:;:mzinal[
i WOECﬂ:{Ohﬂs }%%}:sohinﬂton, DC, November 8, 1999, www.imborg
Generagon R OIS, g ' -
PUbsjﬁ/se};.;,l:‘aigv:;zg Sf\(v.)r:]:\l;:i.rnf.org/ extcmal/pl.lbs!h ft/seminar/1999/reforms
s dewwfmo a b/annrep97/econ.him. Usion
o o .worlflba:rc.io';gr:‘l};n;gzz (CUTES};, “Pre Budget Memor@dum to the
ey (ipus CUTS, 3003), para. 3

CUTS " 4.
Y o B“d_g‘-"'t M'ec’:():'litgul?.a ,V??‘?:l.rasimha Rao, broadcast on NDTV program
12. Shekhar Gupta intervi

indi /
ipt via hrtpi\\www.indlanexpress.com
> May 11, 2004, Transcripe via
*Walk the Talk™ on May

- - (=4
JCﬂ.klIIS ; d Ec f Iﬂdld {Cam I'ldbﬂ' Cam 344
13 RDb y Democratic P Obl‘.l(’f arn ORGMIC Reform in I) by l)ndﬂ'

i itici i “old-style
University Press, 1999). j Madhok, a retired politician described as ml%[.‘ siyle

4. This was lh::l’:;' ;ioBiLt::la]s V::jpa\'ee’s political mentor in the 1950s and s,
e o ety Eimamcial Tomes, Aprl 2, 2004 . :
Master of éml{iguli};nf:;lg ﬁﬂblﬁ? Busil:wss Line{Chennai), October 17, 2003
*Indi erun; : ‘ .

}g Siemj:‘}:;,s, Demfcratic Politics, (b:hap;]tcrs g .ar;ct! :6;1 2002 - itself 2 major achievement in

; r the cabin 2 ) ;

17. These proposals we:’:;_li;r[l’;ﬂ: if}as {,v;]]fng to go that far - though vlumately they never
that no previous gov . ) N
madt_: it onto the slml:l;lte ]::;l;.tine is drawn from Myron \X’eme\;; _T};e iﬁdlaﬁe aIrndian

18. The ‘daSOf'jiatgo:ﬂjcg and Democratic Polirics,” in Mg_vron 3_?;16 y el
el B e R S

) i1 o ’ y L] s e

o panour LT?I?S: ?TFEcShL}?;f;;!:]O L llfrotcst ‘Anti-Labour’ Measures,” Business Lin

20. “Kerala: s [Tra _ e 2005

. 20, 2002, . R : ne{Chennat), June 24, 2002,
(Cheanal, ]L.me o i d Unloading Bill,” Busmess Lme(_ Dk 2t
2 e i ot L e
§§ ‘{-:‘?iou(r);{a‘;grl_n.;bour Law Reform, Dar &ISIaT?IP“"U,Cf;ﬁ;:?? .;u';dhra Pradesh and
. “India Okay “Explaining Political Traje _ dh -
24. On this, sm_JaEea ]}ilnalr:;rs egxplgzlgrz;h I Reflections: Comp ;;mg Politics Across In
” o » 80, L 25584, .
Sk Eelhi‘ Oxford University Press, 2004}, pp.f_JS erce and Industry] Hails
S?fl;((:héiw{lfedera.tion of Andhra Pradesh Chambers o C;E)mzrgm
. " Business Line {Chennai), August 30, - .
Contract Labour Law,” Business ; -
icati or 18, 2003. : ; 22, 2003,
2 e vecks Changes & Dl_e:lfg:lr Laws,” Business Ltne((;hennan), N?{v?mr::; 2003
% “?:‘EMJ& SCCES (I;;f?a?gfelil::'er in Global Textile Market with Labour Reforms,
28. “India Can Be yer ' .
- - 2003. i in India’s Textile Sector:
Line(Chennai), October 31, Politics of Reform in India
’ “ WTO and the Poli b 1 o Paer of the
2 ;OC Errlolrflf:‘:;::tu lied'ﬂliibution to Industrial Upgradation,” Working Pape
rom In




362 India Review

Globalization and Poverty Research Programme, www.gaprescarch.org/governance/
wito.htm].

30. D’Souza, “WTO and Politics," p. 18,

31. I¥Souza, “WTO and Politics,” p-18.

32. C.P. Chandrasekhar and Jayati Ghosh, “Regulating Labour Markers for More Employ-
ment,” Business 1 ine (Chcnnai), November 12,2002,

33. Dani Rodrik and Arvingd Subramanian, “From ‘Hindy Growth' to Productivity Surge:
The Mystery of the Indian Growth Transition,” NBER Working Paper No. 1037s
(Cambridge, MA: National Burean of Economic Research, March 2004). Available via
papers.nbcr.org/papers/w!0376.pdf.

34. Timothy Besley and Rob Burgess, “Can Labour Regulation Hinder Economic Perfar-
mance? Evidence from India,” Development Econemics Discussion Paper Series, No,
33 (London: London Schoo| of Economics/Suntory and Toyota International Centres
for Economics and Related Disciplines, 2002). :

35. Ashurosh Varshnc_v, “Mass Politcs or Elite Poliics? India’s Economic Reforms in
Comparative Perspective,” in Jeffrey D. Sachs, Ashurosh Varshney, and Nirupam Bajpai,
eds., India in the Era of Economic Reforms (New Delhi: Oxford Unjversiry Press, 1999),

36. Sanjay Kumar, “lmpact of Economic Refarms on Indian Electorare,” Economic and
Political Weekly, April 17, 2004, pp. 1621-30,

37. Varshney did not explicitly state that the mass-ness or elite-ness of a reform-relared
political dilemma was 1 fixad quantity, but the implications of its variability were not a
subject of his analvsis. '

38. Ashurosh Varshney, “Why Have Pooy Democracies Not Eliminared Poverty? Asian
Survey Vol, 40, No. 5 {Seprember/October 2008}, pp. 735-36,

39. Labor reform has obvions close links with
.major job losses in the organized sector. The trade unions see it this way as well, The
April 16, 2002 nationwide strike invalving over ten mill; )
cial sector institutions) covered both “labour reforms and the Governmenr's privatisa-
tion plans.” See Mark Ellis-Jones, Stares of Unrest IT (London; World Development
Movemen, April 2000),  wvia wvm'.wdm.org.uk/cambricfs/dcbt/stateunrest.?-/
uarest3o.htm; and International Confederation of Free Trade Union, “Unions Protest
Harsh Privatisation Plan and Anti-Unjon Reforms,” Memorandum, April 16, 2002.

40. Montek Singh Ahluwalia, “Privatization: From Policy Formulation to Implementation:
The View from the Inside,” Fifth Annugl Fellow’s Lecture (April 17, 2003), Center for
the Advanced Swudy of India, University of Pennsylvania, p.1. This was elaborated in a
slightly different fashion jn Montek S. Ahluwalia, « conomic Reforms in India Since
1991: Has Gradualism Worked:” Journal of Economic Perspectives Vol. 16, Ne. 3
{(Summer 2C02), pp. 67-88. .

41. Ahluwalia, “Privatization,” p-L .

41. Sec Jenkins, Democraric Politizs especially Chaprer 6, {“Political Skills: Introducing
Reform by Steaith™), pp. 172-207.

42. Ahluwalia, “Privatization,” p-1.

43. Ahluwalia, “Privatization,” p-2

44, Ahluwajia, “Privatization,” p-2

45. Supriva Roy Chowdhury, “Pyblic Sector Restructuring and Democracy; The State,
Labour and Trade Unions in India,” Journal of Development Studies Vol. 39, No. 3
(February 2003), PP. 29-50.

46. Sce Baldev Raj Nayar, “The Limits of Economijc Nationalism: Economic Policy Reforms
Under the BJP-Led Government,” Paper prepared for the conference on “India and the
Politics of Developing Countries: Essays in Honor of Myron Weiner,” Kellogg Institute
of International Studies, University of Notre Dame, Indiana, September 24-25, 1999,

47. The Econemic Times, June 2, 1993,

48. “Sinha Weapanizes Swadesh, Programme,” I have discussed this at greater length in Rob
Jeakins, “The I4 gi i itimati i
Reform in India,” n Mark Bevir and Frank Trentmang, eds,, Markets in Historical Context:

3
LabOI PO]JC# and the SCCOIld Gellelatlon Of ECOI‘lomlc Reform 36
4

4% See raine henncdy. oliel i f Reforrn Packaging: C_ontra.sl‘_ing
Lo i K d [I]C Pol ca.l Determinants o -
. Rcsp()nsﬁ to EC()HOI:[].’iC Libera]i;all:lon 6 Andhra Pl’adesh G.Ild T a.ﬂ'l.l] Nadu, lDJC]'.lk!I]S,

1 ﬂe 10715, Pp- 29-65. . i
ed. Regwna[ Re C.tl ] - -
51. ‘S , ent bv Pr]I me' \ J i Vaj ¥ the lnauguranon or the
. “Statem 1 f the 39th

* New Delhi, October 16, 2003, ) ) 5
Indian Labourlgoerjirenﬁckiel:jig}im; Laws,” Business Line {Chennai), QOctober 1
52. “PM Sresses INeed to

o i il 7, 2000, Jaipur. _ e
oy Inlcrvie\;' w:ith t?;ﬁ?r[hag:i, ig:r.i Ghosh, “India’s Unregistered Manufacruring Sec
34. C. P. Chandras y

7 i 5, 2003,
ism,” iness Line (Chennal), March 25, . )
I:ohrmsand‘)f Duahsm;l gﬁg?}:sf‘ Il:dia's Unregistered Manufacruring gc::;g;.”
2 Chmdnseﬁa-r ::d Ghosh, “India’s UmegisteredMMlnufa::turmg ector. -
oo “ lating Labour Markets. ;
4 C]J:.ndrazf::hifr m;%eG ;Eﬁ;'e I;_;g}]’r;;;dgm: Hliberal Democracy at FHome and Abroa
58. Fareed aria,

- . Ty ) Tt he Second National Commission
o f ia, Ministry of Labour, Repo Uft e Sec
59, Government of India, b

on OHT W el =) » clu: Recommenda-
I gb D hl 2052), Volume I, C 1 ( Qn 1 S1OT ﬂd
0 ) O] hapte: C 5 A
(N 4

! EP ] fCommission
' ndi in 3 ffbe Sec i?d Aauana

60 2’/ Ol A, MlmS[ﬂ Of I..ﬂ.h(il.l[, Report o O

. Government fIl'ldl b

Eaddndnd P -
- - (

Qn Lab:mr W DcLl'u 200, ), ‘volume II, Cha ter 1 c()llC]llSl()llS a.ml Rﬂ:ummcnd
(N 3

. ern‘ m ! Commission
tions”), p-33. { India, Ministry of Labour, Report Dj: the 'Sefanfdl,]:]:?f)nﬁ 33{5-
61. Government o Delhi, 2002}, Volume |, Chapeer 6 { Rc\newr\;) s D& Deep
%’;ﬁ—;ﬁ’:ﬁf (tljg‘:anomi; Reforms, Labour and Employment (New :
62, att,
AMina| Y ‘ » Ti J v 23,2002,
2003),_5;21?:;312“;1; aI,-ija Aivar, “Labour Rcform,l T:r{nésl'.l of Iziu},u iibgrll:? ey
o - akshmi, = United Struggle,” Frontline ennat). 2 _?003
64 —f k- Ra]a:laks:rt‘;ii leggir I{Jeiforms," The Telegraph (Catiunaz)a%ctober 20,2
oy ipgt fijr:togr Votes, Not Reform,” The Econgmzs[ié\/lliarcdi 86;;]1).’];11}: L 2002
o ML : forms,” Tribune andigarh). Ju ) )
o “mﬁor gofnos:::su;ﬁ?tléagl?n?;:;ozrﬁarkct, Assures Jaitlev,” Business Line (Chennai),
68, “ ur Rel . D
e L iti - : Growing Concern after Election 2004,
Madhav Godbole, “Reform of Polirical System: o g
, Ec:)xtomic e Week%’; J%y 122-3:03:’::’?;:’:3; Answers {London: openDemocracy,
o h
70. David Held, Globalisation: The Da

2004}, p. 6, via www.openDemocracy.net.




