Employment and Poverty inIndia
during the 1990s

|s There a Diverging Trend?

In an otherwise win-win situation of increasing growth and declining poverty in the 1990s,
the phenomenon of jobless growth has been disquieting as well as puzzing. This study
focuses on the observed inverse relation between poverty and unemployment, which holds
both at the aggregate level as also at various cross-sections. The jobless growth of the
1990s, in general, and more so for agriculture, arguably contained the extent of
underemployment and contributed to declining poverty. Continuing employment generation
in the unorganised sector, albeit at a decelerated pace, coupled with increasing
productivity also played a role. While there has been increasing casualisation of
employment, the real wage rate increased sharply amongst casual labourers in rural
India, possibly as an offshoot of public employment programmes and declining general prices
for agricultural/rural labourers. Interstate remittances, as also those from abroad, could
have also made possible the emergent configuration of declining poverty, increasing
unemployment and decelerated growth at the state level.
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|
Introduction

has been marked by a significant increase in the growth rate

of theeconomy.! Theresurgenceingrowth anditsincreasing
resilience since the early 1990s aso has its reflection in social
sector achievements, in general, and poverty reduction, in par-
ticular. All these gave rise to some hopes that growth did trickle
down or that the reforms in India happened with a human face.
In this win-win situation of higher growth and lower poverty,
a doubt has been cast in recent times about the somewhat not-
so-bright scenario for employment, or what is often called the
jobless growth.2 While the phenomenon of jobless growth is
quite common in the developed world, itsarrival in adeveloping
country as populated as Indiais obviously unwelcome. In order
to better appreciate the context of the dynamics between growth,
poverty and unemployment, consider the following three basic
sets of numbers:

(i) Average GDP growth increased to 6.2 per cent per annum
from 1992-93 to 2003-04, from 5.6 per cent per annum during
theperiod 1980-81t01990-91; thedifferencesareasonoticeable in
terms of per capita GDP growth: 4.2 per cent per annum in the
recent period vis-a-vis 3.2 per cent per annum during the 1980s.

(if) The headcount poverty ratio, in a span of just five years,
declined dramatically to 26.1 per cent in 1999-2000 from 36.0
per centin 1993-94. In contrast, it took as many as 10 long years
to make a dent in the poverty ratio from 44.5 per cent in 1983
to 36.0 per cent in 1993-94. While the official estimates on
poverty are enmeshed in acontroversy on anumber of methodo-
logical issues, it is now established beyond doubt that there has
been a non-negligible decline in India’s poverty in 1990s.3

I tiswidely recognised that the post-reform growth experience
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(iii) As per the results of the 55th round (1999-2000) of the
quinquennial survey of theNational Sample Survey Organisation
(NSSO), the rate of growth of employment, on a current daily
status (CDS) basis, declined from 2.67 per cent per annum in
1983-94 to 1.07 per cent per annum in 1994-2000. The al-India
survey ontheemployment and unempl oyment situati on (January-
June 2004) conducted by the NSSO as part of the 60th round
has also placed the unemployment rate in 2004 higher than the
level in 1993-94 (Economic Survey, Gol, 2005-06).

Employment promotionandpoverty alleviationareoftenviewed
as complementary policy goalsand thus, involving no trade-offs.
Seen from this perspective, are the above-mentioned statistics
consistent? If growth impetus had led to a reduction in the
incidence of poverty, then wouldn’t one expect unemployment
also to go down? After all, the inclusion of people in the non-
poor pool could mean an inclusion in the employed pool aswell.
Or, is the distributive mechanism working so well that it led to
a reduction in the incidence of poverty even without commen-
surate employment growth? |s there some sort of a confusion
between rates of changes, absolute numbers and proportionsin
thewholestory? Arewe ableto explain ascenario of high growth
—low poverty — low employment? Is there amissing link in the
story? The present paper rai ses some of these questions, without
necessarily claiming to provide an explanation to the riddle.

Therest of the paper isorganised isfollows. Section |1 presents
aselect survey of the literature on the interrel ationship between
employment and poverty from atheoretical aswell as empirical
angle with special reference to India. Section 111 starts with a
digression on employment followed by stylised facts on poverty
and employment, both at the aggregateand cross-sectional levels,
relating to a number of taxonomic attributes such as, rural and
urban, male and female, expenditure class, education level and
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regional patterns. Theinternational evidenceontheinterrelation-
ship between poverty and employment isalso providedinacross-
country setting. Section 1V looks for plausible explanations of
the emergent rel ati onshi p between employment and poverty. The
concluding observations are presented in Section V.

I
Relation between Poverty and Unemployment

A Select Review of Literature

What is the relationship between employment and poverty?
In a world where sustained economic growth had led to a re-
duction in the incidence of poverty one could a priori expect a
reduction in unemployment as well. In fact, the central impor-
tance of employment for upholding theright to life or prosperity
has long been recognised in early development literature [e g,
Rosenstein-Rodan 1943]. Nonethel ess, economicgrowthinvolves
structural changes and is marked by a process of Schumpeterian
creative destruction — new skills get developed based on the
demands of the new growth process and old skills face natural
death. In the process, the economy could encounter a growth
process of jobless variety. An important question in this context
has been: can jobless growth be accompanied by a reduction in
the incidence of poverty? The answer to this question is not
obvious. After al, the incidence of poverty can be influenced
by a surge in growth at least in two ways, viz, (a) involvement
of the* poor” labour inthe productive processand (b) animproved
redistributive process. While under (a) there is a reduction
in unemployment, this is not necessarily so under (b). What
could then be the nature of relationship between poverty and
unemployment?

A Mutually Reinforcing Relationship
or a Trade-off?

At the macro-level, the linkages between growth and poverty
can be conceptualised in terms of the average productivity of
the employed workforce, which getsreflected in the level of real
wageor earning in self-employment [1slam 2004]. A low average
productivity can be due to the deficiency in capital relative to
labour and the use of outdated technology. When high rates of
economicgrowthleadto sustained enhancement intheproductive
capacity, there are possibilities of generation of employment
opportunitieswith rising productivity. Thiscould very well occur
acrosstheboard, leadingto higherincomefor thepoor. Thehigher
employment will lead to ahigher spending on health or education,
which would enhance further productive capacity and finaly
economic growth. Thus, by implication, the rel ationship between
poverty and unemployment could be avicious onein the absence
of growth.

Islam (2004) employed asimple cross-country model whereby
“annual changeinincidenceof poverty” wassought tobeexplained
in terms of two crucia variables, viz, (@) GDP growth and
(b) employment el asticity with respect to output and found fairly
strong impact from both the independent variables.* Neverthe-
less, based on growth and poverty reduction in select countries,
Isam (2004) argued that, “there is no invariant relationship
between growth and poverty reduction”, and that “ devel opments
in employment and labour markets...play an important role in
producing such varying results in poverty reduction”.
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A vicious cycle between poverty and unemployment is, by no
means, the only possibility. An inverse relationship between
poverty and unemployment could a so berationalised asfollows:
reduction in unemployment requires afall in real wages, which
may lead to alowering of real income and therefore could lead
toanincreasein poverty. Thetrade-off may be particularly steep
if the expansion in employment (induced by lower real wages
and output growth) is skewed toward low-paying jobs, implying
that theend result isanincreasein the number of “working poor”,
despite the fal in unemployment [Agenor 2003]. There is still
another view according to which unemployment and poverty are
jointly endogenous; and if unemployment and poverty areindeed
simultaneously determined, the correl ation between them will be
driven by factors that are likely to vary from sample to sample,
depending on the sources of shocks that prove to be dominant.
Adverse wage shocks may be an important source for negative
correlation between unemployment and poverty over time.
Productivity shocks, in particul ar, may affect the unemployment-
poverty relation, either positively or negatively. lllustratively,

Table 1: Poverty Ratio and Unemployment Rate

(Per Cent)
Poverty Unemployment

UPS UPSS CWS CDS
1977-78 51.3 4.23 2.47 4.48 8.2
1983 44.5 2.77 1.90 4.51 8.3
1987-88 38.9 3.77 2.62 4.80 6.1
1993-94 36.0 2.56 1.90 3.63 6.0
1999-2000 26.1 2.81 2.23 4.41 7.3
Notes: UPS: Usual principal status; UPSS: Usual principal and subsidiary

status; and CW/DS: Current weekly/ daily status.
Source: Planning Commission (2001).

Table 2: Unemployment Rate and Poverty Ratio, Rural and

Urban Areas
(Per Cent)
Year Rural Areas Urban Areas
Unemployment  Poverty Ratio Unemployment Poverty Ratio
Rate (CDR) Rate (CDR)
1977-78 7.7 53.1 10.3 45.2
1983 7.9 45.7 9.5 40.8
1987-88 5.3 39.1 9.4 38.2
1993-94 5.6 37.3 7.4 32.4
1999-2000 7.2 27.1 7.7 23.6

Source: Planning Commission (2001).

Table 3: Unemployment Rate and Poverty Ratio:
Cross-Country Profile for Year 1999

(Per Cent)

Country Unemployment Rate Poverty Ratio
Australia 7.0
Bangladesh (2000) 3.3 36.0
Brazil (2001) 9.4 8.17
China 3.1 17.8
India 4.4 26.1
Indonesia 6.4 14.7
Korea (1998) 7.0 2.0
Malaysia (1997) 2.5 2.0
Pakistan (1998) 5.9 13.4
Philippines (2000) 10.1 155
Sri Lanka (2000) 8 7.6
UK 6.0
us 4.2

Source: World Bank Development Indicators Online.
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a positive productivity shock may raise labour demand and put
upward pressure on wages, thereby | owering both unemployment
and poverty. But if wages cannot adjust as aresult of the binding
minimum wage (say), then there could an increase in the number
of unemployment. In a growth context, a negative correlation
between unemployment and poverty may also emerge from an
ambiguous relationship between growth and unemployment,
depending on the source of the underlying shock.®

Econometrically, Agenor (2003) used distinct techniques, viz,
a VAR model and a regression model. While the impulse re-
sponses for Brazil and Chile indicated no short-run trade-off
between output gap, cyclical component of aggregate unemploy-
ment rate, real minimum wage and poverty gap (average shortfall
in income of the poor from national poverty line multiplied by
the headcount index), the regression results, by contrast, do show
anegativerelationship between unemployment and poverty, even
after controlling for various other determinants of poverty (in-
flation, income per capita, macroeconomic stability, and the
degree of trade openness). Thus, the nature of trade-off remained
inconclusive.

Indian Evidence

In the Indian context, the relationship on employment and
poverty hasattracted the attention of commentators and research-
ers from time to time, e g, Sheel (2005). As regards the inter-
relationship, Lakdawala(1979) noticed that unemployment rates
were comparatively low in many poor regions of the country.
On the other hand, Dantwala (1979), Parthasarathy (1978) and
Sau (1978) observed a positive relationship between unemploy-
ment rate and incidence of poverty. Visaria (1980) also found
evidence of apositive relationship particularly when the analysis
wasconducted based on thedi stribution of househol dsby monthly
per capitaexpenditure levels. However, the rel ationship between
poverty and open unemployment turned out to be uncertain, if
not inverse, particularly in terms of later data [Papola 1992].
Unemployment was not necessarily found to be positively as-
sociated with poverty even after using its aggregate measure
including open and underemployment. Sundaram and Tendulkar
(1988) noted that being unemployed asa“ principal activity” over
along period was an ill-affordable luxury for rural malesin the
poor households. Using different measures of unemployment,
Dev et a (1994) found no significant association between in-
cidence of poverty and usua status unemployment rate but a
significant positive relationship in terms of the person-day
unemployment rate. Applying pooled time-series and cross-
section regressions to state-wise poverty estimates, Sen (1998)

observed asignificant positive relationship between poverty and
person-day unemployment rate even though the elasticity of
poverty to unemployment turned out to be small. Besides, it was
argued that employment should berel ated (negatively) to poverty
rather than unemployment because of the tendency of people
(especially women) to withdraw from the labour forcewhen jobs
are not available.

Given the fact that a large part of poverty is an outcome of
low productivity and low income employment rather than un-
employment as such, the empirical relationship between poverty
and employment has often posed a paradox. Explanations of this
puzzle have ranged from questioning the poverty data or the
employment dataor haveinvolved putting agreat deal of emphasis
on the supposed dynamism of rural non-agriculture. Sen (1998),
however, identified the rising trend in real agricultural wages
sincethemid-1970sasthe main mechanismfor poverty reduction
in the wake of the shift of rura workers into non-agriculture,
the tightening of the agricultural labour market and increased
labour productivity. Inasimilar vein, Sundaram (20014a) attributed
the decline in poverty ratio in 1999-2000 over 1993-94 to the
sizeable and broad-based growth in average daily wage earnings
inreal termsand therisein the number of daysworked by female
workers. Whilebroadly subscribingtotheearlier view, Sundaram
(2001b) placed the order of decline in the poverty ratios as per

Table 5: Employment Growth in Organised
and Unorganised Sectors

(Per Cent)
Activity 1999-00 Per Annum Growth
during1994-2000 1983-94
Sharein  Organised* Unorganised** Overall Overall
Employmen

Agriculture 56.7 -1.00 0.03 0.02 2.23
Mining and

quarrying 0.67 -1.30 -2.40 -1.91 3.68
Manufacturing 12.11 0.87 2.95 2.58 2.26
Electricity, gas and

water supply 0.34 0.51 -17.00 -3.55 5.31
Construction 4.44 -0.69 5.85 5.21 4.18
Trade, hotels

and restaurants 11.15 1.43 5.79 5.72 3.80
Transport, storage

and communication 4.05 0.21 7.59 5.53 3.35
Financing, insurance,

real estate and

business services 1.38 1.27 8.30 5.40 4.60
Community, social and

personal services 9.16 0.8 -3.56 -2.08 3.85
All sectors 100 0.56 1.12 1.07 2.67

Notes: *: DGE&T; **: Derived from NSSO; Employment as per CDS measure.
Source: Planning Commission (2001b, 2002).

Table 4: Interrelation between Poverty and Unemployment at Different Levels of Disaggregation

Poverty
Rural Urban Male Female Per Capita Education State Cross-
Consumption Level Level Country
Expenditure
Rural Negative
~ Urban Negative
& Male Negative
; Female Negative
2 Per capita consumption
g expenditure Negative
5 Education level ?
State level Negative

Cross-country
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Chart 1: State-wise Scatter of Poverty Ratio
on Unemployment Rate
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the Employment-Unemployment Survey significantly lower
than that revealed by the 55th Round Consumer Expenditure
Survey.

Il
Some Stylised Facts

A Digression on Employment

Before exploring the inter-rel ations between employment and
poverty further, it would be pertinent to clarify the key concepts
on employment/ unemployment used intheIndianliterature. This
is important since the unemployment statistics are often quite
misleading in developing countries, with figures that can be
‘‘low enough to put many advanced countries to shame’’ [Sen
1975: 119]. In evaluating the state of unemployment, we also
need to keep in mind that some degree of unemployment is
inevitable in any labour market even at the stage of full employ-
ment, which s, thus, defined not as one with zero unemployment
but with theirreducible minimum unemployment. However, such
level of unemployment isyet to be defined in the Indian context.

There are four major sources of information on employment/
unemployment in India, each using different definitions
of employment/unemployment: (i) the quinquennial
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employment-unemployment surveys of the NSSO, (ii) employ-
ment exchange registers, (iii) census of the population and (iv)
economic census of the Central Statistical Organisation (CSO).
The NSSO surveys being the major data source for the current
study, wehavefocused upon explaining thevariousconceptsused
by the NSSO. In line with the recommendations of the Dantwala
Committee on Unemployment, the NSSO has enunciated the
following four measures of employment and unemployment:
Usual principal status (UPS): A person is counted as being in
the labour force on principal usual activity basisif he was either
engaged in economic activity (work) or reported seeking/being
available for work for the major part of the preceding 365 days.
Those classified as being in the labour force on this basis are
further classified as being employed or unemployed, depending
onwhether the mgjority of the daysin thelabour force were spent
in economic activity or in seeking/being available for work. The
UPSunemployment rateis, thus, the proportion of thoseclassified
as unemployed on this basis, expressed as a percentage of those
classified as being in the labour force. On this criterion, persons
can be counted as being employed evenif they were unemployed
(or were outside the labour force) for a significant part of the
year. Equally, a person can be counted as unemployed even
though he may have been employed for part of the year.
Usual principal and subsidiary status (UPSS): This is a more
inclusive measure covering, in addition, the participation in
economic activity on a more or less regular basis, of those
classified as unemployed on the UPS basis, as also of those
classified as being outside the labour force on the same criterion.
Thiswould result in alarger proportion of the population being
inthelabour force, with ahigher proportion of workersand lower
unemployment rates relative to the UPS criterion.
Current weekly status (CWS): A person is counted as employed
if he is engaged in economic activity for at least one hour on
any day during the reference week, i e, the seven days preceding
the interview. A person not being engaged in economic activity
even for one hour on any day but reporting seeking/being avail-
able for work during the reference week is classified as unem-
ployed. To the extent that employment varies seasonally over
the year, the labour force participation rates on the CWS basis
would tend to be lower. However, reflecting the unemployment
during the current week of those classified as being employed
on the UPS (and the UPSS) criterion, the CWS unemployment

Table 6: Labour Productivity in Unorganised Sector
(At 1993-94 Prices)

NDP Worker Productivity
Per Worker Growth per Annum
1993-94 1999-2000  during 1994-2000
(Per Cent)
Agriculture 11720 14036 3.3
Mining and quarrying 7510 11936 9.8
Manufacturing 13274 17025 4.7
Electricity 13739 56200 51.5
Construction 20245 22940 2.2
Trade, hotels and restaurants 32449 35442 1.5
Transport, storage and
communication 24699 33628 6
Financial, insurance,
real estate and
business services 221929 177737 -3.3
Community, social
and personal services 6876 12237 13
All sectors 15284 19474 4.6
Source: CSO and NSSO.
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rates would tend to be higher. The difference between the
unemployment rates on the CWS and the UPS basis would
provide one measure of seasonal unemployment.

Current daily status (CDS): Based on the reported time-dispo-
sition of the person on each day of the reference week (in units
of half day where needed by the presence of multiple activities
within a day), person-days in employment/unemployment are
aggregated to generate estimates of person-daysin employment/
unemployment. The person-day unemployment rate is derived
asthe ratio of person-daysin unemployment to the person-days
in the labour force (i e, person-daysin employment plus person-
days in unemployment). This measure captures the “within-
week” unemployment of those classified as employed on the
CWS basis. The CDS measure of unemployment arguably cap-
tures the best, open unemployment in the country.

Employment and Poverty: The Macro Picture

What has been the macro trend in employment and poverty?
Based primarily on Planning Commission (2001), the unemploy-
ment rates and poverty ratios are presented in Table 1. Clearly,
the poverty ratio has steadily declined over the years from as
high as 51.3 per cent in 1977-78 to 26.1 per cent in 1999-2000.
However, the movement in the unemployment rate has been
mixed. While it shows year-to-year fluctuation as per the UPS
and UPSS measures of unemployment, it indicates initialy an
uptrend followed by downtrend and its subseguent reversal both
as per the CWS and CDS measures. However, as per each of
the four measures of unemployment, the unemployment rate
declined between 1987-88 and 1993-94 whileitincreased between
1993-94 and 1999-2000. On the other hand, the poverty ratio
declined marginally between 1987-88 and 1993-94 but did so
substantially between 1993-94 and 1999-2000. Thus, therelation
between unemployment rate and poverty ratio does not seem to
be astraightforward one and rai sestheissue of reconciling lower
poverty ratio with higher unemployment rate.

Rural and urban: The coexistence of a higher unemployment
rate and lower poverty ratio is not something special for the year
1999-2000 over 1993-94. Rather, the divergent trends in the
unemployment rate and poverty ratio are common when seen
cross-section wise such as an rural versus urban areas and male
versus female persons over the years. While the urban unem-
ployment rate has been consistently higher than the rura rate,
the urban poverty ratio has been lower than the rural poverty
ratio (Table 2). Thisis perhaps reflective of the preponderance
of productive employment opportunitiesin urban vis-a-visrural
areas, ensuring lower poverty ratio in urban areas.

Male and female: Similarly, a lower (higher) female (male)
unemployment rate has been accompanied by higher (lower)
female (male) poverty ratio [Planning Commission 2001]. Inthis
context, Sundaram and Tendulkar (2004) have observed that, for
poor households, the worker population ratios are higher for
females than for males despite a higher child-woman ratio and
dependency burden. Taken together, they suggest that the higher
participation in theworkforce among femalesin poor households
is more an outcome of their poverty status and is accentuated
by lower returnsto female vis-a-vis malelabour. Thus, theinter-
rel ationshi p between the unempl oyment rateand thepoverty ratio
even across gender continues to be a chimera through the years.
Expenditure classes: This brings us to the question whether the
overall increaseinthe unemployment ratein 1999-2000ishiding
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any possible declinein the unemployment rate amongst the poor
atthemicro/sectoral level. Asper the NSSO’ shousehold monthly
per capita consumption classes for 1999-2000, the lower con-
sumption groups have a much lower unemployment rates based
onthe UPSSmeasure, bothinrural and urban areas. For example,
the unemployment rate stood lower at 1.06 per cent for the
monthly per capitaconsumption group of Rs(0-225) inrural areas
as against the overall average of 1.43 per cent. As per the CDS
measure, however, thepattern of unempl oyment acrossthevarious
monthly per capita consumption classes is reversed. The diver-
gent trends as per the UPSS and CDS measures, taken together,
imply that the poor cannot wait for appropriate work and instead,
take up any work even of sporadic nature. This renders them
vulnerable to the uncertainties of labour demand in the market
for casual labour. Thisis reflected in the higher unemployment
rate as per the CDS measure, which reflects the intensity of
employment.

Level of education: The poor are also supposed to be largely
deprived of basic education facilities. The NSSO classification
of the unemployed as per the UPSS measure by the level of
education shows a steady unemployment rate of 0.2 per cent
amongst theilliteratesboth in 1993-94 and 1999-2000. However,
the unemployment rate moved up from 0.9 per cent to 1.2 per
cent for the category of “literate up to primary” level while it
declined from 3.4 per cent to 3.3 per cent for the“middle” literate
category. In the absence of information on the distribution of
the poor by level of education, it, thus, remains difficult to make
adefinitive pronouncement on the overall level of unemployment
rate amongst the poor in 1999-00 vis-a-vis 1993-94.

Table 7: Factor Incomes in Unorganised Activities
(At current prices)
(in Rs Crore)

1993-94 1999-2000
Compen- Mixed NDP Compen- Mixed NDP
sationto Income sation to Income
Employees Employees
Agriculture 36768 185015 221783 68797 355588 424385
(16.6)  (83.4) (100) (16.2) (83.8) (100)
Mining and
quarrying 643 446 1089 1584 1111 2695
(59.0) (41.0) (100) (58.8) (41.2) (100)
Manufacturing 10726 27239 37965 22702 59456 82158
(28.3) (71.7) (100) (27.6) (72.4) (100)
Electricity 0 632 632 0 1308 1308
(0.0) (100.0) (100) (0.0) (100.0) (100)
Construction 15304 4516 19820 47317 11697 59014
(77.2)  (22.8) (100) (80.2) (19.8) (100)
Trade, hotels
and restaurants 8494 77268 85762 19342 173999 193341
(9.9) (90.1) (100) (10.0) (90.0) (100)
Transport, storage
and communication5910 10811 16721 15992 37027 53019
(35.3) (64.7) (100) (30.2) (69.8) (100)
Financial, insurance,
real estate and
business
services 625 40210 40835 2074 78152 80226
(1.5) (98.5) (100) (2.6) (97.4) (100)
Community, social
and personal
services 3509 13027 16536 8575 30679 39254
(21.2) (78.8) (100) (21.8) (78.2) (100)
All sectors 81979 359164 441143 186383 749017 935400
(18.6) (81.4) (100) (19.9) (80.1) (100)
Note: Figures in bracket are percentage shares to respective totals.

Source: National Accounts Statistics, various issues, CSO.
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Regional variations: Themacro observation of declining poverty
coupled with increasing unemployment has its reflection at the
state level (chart 1). While the poverty ratio has declined for al
the major 17 states in 1999-2000 over 1993-94, the unemploy-
ment rate as per the CDS measure has increased in as many as
14 states barring the states of Gujarat, Haryana and Karnataka
(NSSO and 10th Five Y ear Plan documents, vol 11). Besides, the
higher incidence of unemployment in states like Kerala, Tamil
Nadu and West Bengal, which have a better track record in
strengthening the bargaining power of labour and social security
wasmarked by sharpdeclineintheir poverty ratios. Incontrast, the
poverty ratio declined for 13 out of 17 major states in 1993-94
over 1987-88 whereas the unemployment rate increased in six
out of those 13 states. Thus, the relation of poverty and unem-
ployment continues to be a paradox also across the states.
Cross-country evidence: In evaluating the role of employment
in aleviating poverty, it would be of interest to explore the
relationship between unemployment rate and poverty ratioin a
cross-country framework. Intermsof Table 3, India’ sunemploy-
ment rate is higher than those of China, Malaysiaand US asaso
its poverty ratio. However, India s unemployment rate is lower
than those in several countries such as Australia, Brazil, Indo-
nesia, Korea, Pakistan, Philippines, Sri Lanka and UK whileits
poverty ratio is far higher than theirs. At the same time, Indid's
unemployment rate was higher than Bangladesh’ sbut its poverty
ratiowaslower. Thus, it appearsthat alower unemployment rate
isneither necessary nor sufficient for poverty reduction. Indeed,
employment, if it fetches very low levels of income may not
guarantee escaping poverty. Such low levels of income could
be an outcome of low productivity in self-employment or low
real wages in the relevant labour market.

Where do these stylised facts lead us? Table 4 to this effect
summarises the trends between poverty and unemployment. As
it appears there seems to be a trade-off between poverty and
unemployment in relation to most of the attributes. While we
donot haveaclear-cut empirical causal story toexplainthistrade-
off, what follows below is some conjectures that could be of
relevance in this regard.

v
Dynamics of the Inter-Relationship:
Possible Conjectures

Growth per se need not necessarily be poverty reducing unless
the trickle down effects are sufficiently strong. Employment-
intensive growth could, however, hold the key to poverty reduc-
tion. The growth of the 1990s was, however, one of a jobless
variety. Not only did the organised sector undergo downsizing
in pursuance of restructuring and competitive efficiency, but the
unorganised sector too faced the samefate. Therearetwo riddles
in this context. First, consider the classical world of a Solowian
production function. Theimprovementin growth can occur either
from an increase in capital or labour or via some productivity
increase. Given the Solowian paradigm, how can we reconcile
the finding of a high output (or growth) but low employment?
Does the jobless growth hint at some kind of a productivity
revolutioninIndia?Or, isit dueto some sort of aHicksian capital
augmenting technical progress? Is there some problem of data
in the sense of a formal-informal dichotomy? Are we really
relating the growth of output with the rate of employment? All
these questions are pertinent.
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Second, and more fundamentally, how does employment go
downinagrowing economy when the proportion of peopleliving
bel ow thepoverty linegoesdown aswell ? Arethepoor not getting
jobs but benefiting from some redistributive programme? Or, is
it that the true picture is not captured by the statistics? In this
context, the present sectionlooksinto some possibleexplanations
for the increasing unemployment rate coupled with the declining
poverty ratio.

Growth and Employment

In a growth accounting framework, production is generaly
attributed to three sources. capital, labour and total factor pro-
ductivity (TFP). The relationship between growth in GDP and
employment is generally characterised by a summary statistic,
viz, elasticity of employment with respect to GDP. Normally,
anincreasein output is associated with an increase in labour use
or employment, implying a positive elasticity of employment.
However, employment elasticities may be very low in sectors
with large underemployment, which meansthereis considerable
room for output expansion without any corresponding increase
in employment. Employment elasticity is typically expected to
belessthan unity since productivity per personemployedislikely
to increase over time. With productivity growth being an im-
portant determinant of wage rate as a so the quality of employ-
ment, high employment elasticities are not necessarily the best
way of achievingemployment objectives. Declineinemployment
elasticity can even be welcome for sectors where productivity
per personisvery low. Ideally, what is needed isalevel of GDP

Table 8: Average Daily Wage Earnings for Casual
Labourers in Rural India
(At 1993-94 Prices)

Male Female
1993-941999-2000 Growth 1993-94 1999-2000 Growth

(Rs) (Rs) (Per Cent (Rs) (Rs) (Per Cent

Per Per

Annum) Annum)

Public works 24.65 30.89 3.83 18.52 24.87 5.04
Casual labour

in agriculture 21.59 25.48 2.80 15.12 17.99 2.94
Casual labour

in non-agriculture 30.15 37.49 3.70 17.46 23.49 5.07

Casual labour in
all activities 23.18 28.65 359 1533 18.51 3.19

Source: NSSO Surveys.

Table 9: Rural Wage Employment Programmes:
Mandays of Employment

(in Lakh)
JRY/IGSY EAS Total (2+3)

1 2 3 4

1990-91 8745.59 8745.59
1991-92 8092.01 8092.01
1992-93 7821.01 7821.01
1993-94 10258.40 494.74 10753.14
1994-95 9517.07 2739.56 12256.63
1995-96 8958.25 3465.27 12423.52
1996-97 7453.88 4030.02 11483.90
1997-98 3958.00 4717.74 8675.74
1998-99 3752.10 4165.31 7917.41
1999-00 2683.00 2786.00 5469.00

Source: Economic Survey, Government of India, various issues; Planning
Commission (2001).
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growth that sufficiently high to allow for an increase in employ-
ment as aso in productivity in order to ensure rising real
wages and growth of income per person employed [Planning
Commission 2001].

Employment elasticity of the economy (as per the UPSS
measure), which was at 0.53 during the period 1977-78 to
1983 declined to 0.41 from 1983 to 1993-94 and further to 0.15
1993-94 to 1999-2000 [Planning Commission 2001, 2002]. As
per the CDS measure of employment also, employment el asticity
came down to 0.16 during the period 1993-94 to 1999-2000 from
0.52 in the period 1983 to 1993-94. Thus, while employment
elasticity has been declining over the years, the decline has been
particularly sharp in the 1990s, giving rise to the phenomenon
of jobless growth.

Atthesectoral level, employment el asticitiesdeclined for seven
out of ninesectors. Whilethe employment el asticity for construc-
tion was sustained as per the UPSS measure of employment, it
declined as per the CDS measure. Similarly, the employment
elagticity for “financing, insurance, rea estate and business ser-
vices’ increased as per the CDS measure, it declined as per the
UPSS measure. However, as per both the measures, the employ-
ment elasticity increased for “transport, storage and communi-
cation” over the period. Much of the decline in aggregate
employment elasticity was due to agriculture and “community,
socia and personal services’, which together account for nearly
70 per cent of total employment. For the first time, the number
of persons employed in agriculture turned out largely static over
this period, perhapsreflecting the reduction in underemployment
with the salutary impact on the poverty ratio.”

Employment: Organised and Unorganised

Given the unskilled profile of the poor, they are likely to be
employed in blue-collar activities as against white-collar ones.
Since the unorganised sector holds out more employment
opportunities of the blue-collar variety, it may be of interest to
compare the employment growth in the unorganised sector with
that in the organised sector (Table 5). While employment
growth slowed down at the aggregate level to 1.07 per cent in
1999-2000 from 2.67 per centin 1993-94, it standshigher at 1.12
per cent for the unorganised sector as compared to 0.56 per cent

for the organised segment in 1999-2000. At the sectoral level,
unorganised employment growth has been higher in the majority
of activities, which together account for around 90 per cent of
total employment. Only in three activities, viz, “mining and
quarrying”, “electricity, gas and water supply” and “community,
socia andpersona services’, hasunorganised employment growth
been lower than organised employment growth. While overall
unorganised employment growth slowed down in 1999-2000
over 1993-94, the sectoral pattern of employment growth in the
unorganised vis-a-vis organised sector, as emergent in 1999-
2000, could beafactor contributing to the declining poverty ratio.

Productivity in Unorganised Sector

Higher employment growth in the unorganised vis-a-vis the
organised sector does not, however, assure productive employ-
ment and hence, reduction in the poverty ratio. What isimportant
from the point of view of poverty reduction is the per worker
productivity in the unorganised sector, which is presented in
Table 6 for the years 1993-94 and 1999-2000 along with the
growth in per worker productivity. Clearly, NDP per worker at
constant (1993-94) priceshasimproved by 4.6 per cent per annum
to Rs 19,474 in 1999-2000 from Rs 15,284 in 1993-94. Agri-
culture, which remained the largest employer in the unorganised
sector witnessed per worker productivity growth of 3.3 per cent
per annum. The other magjor employers, viz, manufacturing,
“trade, hotel sandrestaurants’ and* community, social and personal
services’ posted per worker productivity growth of 4.7, 1.5 and
13.0 per cent per annum respectively. While the unorganised
sectors with lower employment growth vis-a-vis the organised
ones registered high growth in per worker productivity, al the
unorgani sed sectorsposted positivegrowthin productivity barring
the sector, “financial, insurance, real estate and business ser-
vices'. The latter underwent a negative growth in productivity
in view of the growing importance of the organised segment and
itsemergence asthe destination of white-collar jobs. Theincreas-
ing capital intensity of the Indian economy — overall as well as
sector-wise — evidenced during the period seems to have con-
tributed to the per worker productivity growth.8 On the whole,
the general growth in per worker productivity has arguably
worked towards reducing the poverty ratio in 1999-2000.

Table 10: Expenditure for Major Employment Programmes

(Rs Crore)
Wage Employment Self-Employment
JRYNIGSY EAS MWS I1AY Total IRDP/SGSY PMRY KVIC Total Grand Total

(7+8+9) (6+10)
1 2 3 4 5 6 7 8 9 10 11
1990-91 258.9 28 21.3 308.1 80.9 4.5 18.6 104 412.1
1991-92 266.3 49.5 26.3 342.1 77.3 5 19.3 101.6 443.8
1992-93 271 53.4 23.4 347.7 69.3 4.5 19.3 93.1 440.9
1993-94 387.9 18.4 64 48.1 518.3 95.7 13.7 20.8 130.2 648.5
1994-95 426.8 123.5 77.6 50 678 100.8 87.2 21.6 209.6 887.7
1995-96 446.7 172.1 55.9 136.8 811.5 107.7 137.8 33.7 279.2 1090.7
1996-97 215.7 213.8 49.9 138.4 617.8 112.7 11.5 30.9 155.1 772.9
1997-98 243.9 290.5 46.3 159.1 739.9 111 121.7 44.5 277.2 1017
1998-99 251.9 282 47.4 180.3 761.6 116.1 97.6 34.6 248.3 1009.9
1999-00 220.6 126.1 213.2 243.2 803.1 46.5 20.2 NA 66.7 869.8
Notes: JRY: Jawahar Rozgar Yojana; JGSY: Jawahar Gram Samriddhi Yojana;

EAS: Employment Assurance Scheme; MWS: Million Wells Scheme;

IAY: Indira Awas Yojana; IRDP: Integrated Rural Development Programme;
SGSY: Swarnjayanti Gram Swarozgar Yojana; PMRY: Prime Minister's Rozgar Yojana;

KVIC: Khadi & Village Industries Commission.
Source: Planning Commission (2001).
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Share of Wages and Mixed Income

While improved per worker productivity islikely to be passed
on to the workers in terms of higher wages, there is no certainty
that such atransfer would necessarily take place, barring the case
of ownaccount productioninself-employment activities. Further,
in the event of such a transfer, it is likely that the gains in
productivity would be shared between workers, owners and
customers depending on their respective contributionsto produc-
tivity growth, bargaining strengths and the intensity of compe-
tition at the market place. For the unorganised sectors, however,
it is often difficult to separate factor incomes into income from
labour, i e, compensation to employees (CE) and other factors
because of the existence of unincorporated enterprises and
household industries, which either do not maintain accounts or
are wholly managed by self-employed persons. Vaue added
generated in such enterprises is known as mixed income (MI)
in national accounts parlance. The M1 of such enterprises along
with CE is presented activity-wise for the unorganised sector in
Table 7.

Clearly, attheaggregatelevel, theshareof CEinNDPincreased
to 19.9 per cent in 1999-2000 from 18.6 per cent in 1993-94.
Therefore, notwithstanding the declining share of MI, there are
indicationsthat the gainsin per worker productivity were shared,
at least in part, with the workers as reflected in the higher share
for CE. This might have worked towards reducing the poverty
ratio, which is largely a phenomenon in unorganised activities.
However, at the sectoral level, the indications are not unequi-
vocal. The share of CE has gone down in the largest employer-
sector agriculture as also in manufacturing, “transport, storage
and communication”, and “mining and quarrying”. On the other
hand, the share of CE has increased for sectors such as “com-
munity, social and persona services’, construction, and “trade,
hotels and restaurants’. Even “financial, insurance, real estate
and business services’, which registered negative per worker
productivity growth has shown an increased share of CE. Given
the differing sectoral shares in employment, the concomitant
impact on CE and hence on the poverty ratio, thus, remains a
matter of conjecture.

Daily Wage Earnings

There has been increasing casualisation of rural employment
over thelast two decadeswhiletheshare of casual labour inurban
employment has been fluctuating. As per the NSSO surveys, the
share of casual labour in rural employment increased to 37.3 per
cent in 1999-2000 from 35.6 per cent in 1993-94. Theincreasing
casualisation is traditionally taken to be a sign of deteriorating
employment quality in an environment of poor socia security
and hence, could arguably accentuate the poverty status.

The increasing casualisation of rural employment was, how-
ever, accompanied by accel erated real wage growthin 1999-2000
over 1993-94 (Table 8). Possibly, the growth in productivity and
tightening of the labour market were trandlated into accelerated
real wage growth, leading to a reduction in the poverty ratio.
Itisgenerally agreed that theavail ability of employmentinpublic
works programmes has an upward tendency on the general level
of wages in the rura sector [Dutta 2003]. Besides, it is widely
recognised that the declining price levels for agricultural/rural
labourers facilitated the increase in real wages and hence
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contributed to the declining poverty ratio over the years[chiefly
Dharm Narain, Desai 1986].%

Employment Programmes

Given the fact that India continues to be home to the largest
number of poor in theworld, the country hasinstituted numerous
poverty alleviation programmes by way of wage employment
or self-employment. Some of them are meant for specific target
groups such asthe poor in urban and rural areas, women, sched-
uled castes and scheduled tribes while others are not targeted.
Amongst the wage employment programmes for the rural areas,
the Employment Assurance Scheme (EAS) and the Jawahar
RozgarY ojana(JRY)), restructured asthe Jawahar Gram Samriddhi
Yojana (JGSY) from April 1999 are the magjor ongoing
programmes. As shown in Table 9, the total mandays of em-
ployment generated under these schemes, which increased to
10,753.14 lakh in 1993-94 from 8,745.59 lakh in 1990-91 have
declined to 5,469.00 lakh in 1999-2000. Given the limited
role of the schemes in mitigating unemployment, it is not sur-
prising that rural unemployment rateincreasedin 1999-2000 over
1993-94.

In terms of expenditure, however, the amount spent under the
major wage employment programmes has roughly increased one
andahalf timesbetween 1993-94 and 1999-2000fromRs 5,183.20
crore to Rs 8,030.70 crore (Table 10). Inclusive of the mgjor
self-employment programmes, thetotal expenditurewent upfrom
Rs 6,484.85 crore to Rs 8,697.63 crore over the period, possibly
contributing to the declining poverty ratio.10

Role of Remittances

As mentioned in Section |11, the phenomenon of increasing
unemployment coupl ed with declining poverty hasbeen observed
in 14 of the 17 major states. Notably, the pace of growth aso
declined in nine of the 17 states during 1993-2000 over 1987-
94. What then could be the source of poverty reduction in these
states? Perhaps, interstate remittances, as also from abroad, had
made possible this configuration at the state level: increasing
unemployment, decelerated growth and yet, a declining poverty
level. However, the issue continues to be a matter of speculation
in the absence of the compilation of the state national product
as against state domestic product, as aso the state-wise desti-
nation of remittances from abroad.

vV
Summing Up

This study has attempted to throw some light on the observed
inverse relation between poverty and unemployment as obtained
in the 1990s. It has brought out the fact that such relationships
as puzzling they are exist not only at the aggregate level but also
at various cross-sections, such as urban-rural, male-female,
expenditure class, education level, regional level and cross-
country relation between poverty and unemployment. Interest-
ingly, both the theoretical literature and empirical surveys are
vertically divided on the issue, some posing a trade-off while
others looking upon it in a positive sum frame. Given the com-
plexity of employment/ unemployment — open, under, disguised
and full — coupled with measurement issues including those for
poverty, it is no wonder that the relationship between poverty

3021



and unemployment continues to be a chimera, particularly in
developing countries like India.

In this backdrop, this study has primarily focused upon the
growth processof 1990sin search of explanationsfor theemergent
paradox between unemployment and poverty. Thejoblessgrowth
of the 1990s, in general, and more so for agriculture, arguably
contained the extent of underemployment and contributed to
declining poverty. Whileempl oyment growth camedown sharply
in the organised sector, it only slowed down in the unorganised
sector, with higher employment growth in the unorganised than
in the organised sector. The unorganised sector, being the largest
employer for the unskilled poor, along with the continuing em-
ployment generationthere, al beit at adecel erated tempo, possibly
contributed to declining poverty. There is aso evidence of
increasing productivity per worker in the unorganised sector,
which might have worked towards a reduction in the poverty
ratio. The supportiveindication inthisregard has been the higher
share of compensation to employees (CE) notwithstanding the
declining share of mixed income (MI). However, the behaviour
of compensation to employees has not been unequivoca at the
sectoral level, leaving the issue of productivity-led reduction in
poverty once again to speculation.

Nonetheless, the real wage rate increased sharply amongst
casual labourers in rural India even though there has been in-
creasing casualisation of employment both in rural and urban
areas. Possibly theavail ability of publicemployment programmes
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coupled with declining prices for agricultural/rural labourers
contributed to the increasing trend in real wage rate. While the
various employment programmes — wage and self-employment
— generated less mandaysin the late 1990s, expenditure on such
programmesincreased sharply, possibly leadingtolower poverty.
It isin this context, that the recent enactment of the National
Rural Employment Act, 2005, which seeks to provide 100 days
assured employment every year to every rural household in 200
districts, seems to be a move in the right direction. The study
has also put forward a view that interstate remittances, as aso
those from abroad could have contributed to the emergent con-
figuration of declining poverty, increasing unemployment and
decelerated growth at the state level. [l

Email: sanjayhansda@rbi.org.in; pray@rbi.org.in

Notes

[The views expressed in the paper are those of the authors and not of the
institution to which they belong.]

1 Indeed, during 1994-95 to 1996-97, the growth rate of GDP
averaged asmuch as 7.5 per cent per aonum in India. This was the
only period in India's economic history when GDP growth exceeded
7.0 per cent consecutively for three years, barring the recent
performance during 2003-06. The sharp acceleration in the GDP
growth was largely the result of the phenomenal growth of 10.8 per cent
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per annum in the industrial sector as an offshoot of the unshackling
process.

2 Even prime minister Manmohan Singh has referred to the recent growth
experience asjobless growth. To quote, **... Thelast few years have seen
the phenomenon of jobless growth and we need to reverse this trend so
that moregrowthtranslatesinto meaningful resultsfor theworking classes.
1, therefore, propose to you that the time has come for us to add to the
cal for ‘garibi hatao’ a new slogan for our times: ‘rozgar badhao'’...."”"
[Singh 2004].

3 Deatonand Dreze(2002) cal culated from different roundsof datacollected
by National SampleSurvey by adjusting theofficial estimatesof incidence
of poverty and found that still the reduction of poverty was noticeable
during the 1990s. Illustratively, the headcount ratio of rural poverty was
found to have come down from 39.4 per cent in 1993-94 to 26.8 per cent
in 1999-2000; urban poverty too was shown to have come down from
39.1 per cent to 24.1 per cent during the period.

4 Therelationshipisstrong evenafter controllingforinitial level sof poverty.

5 In general, Agénor (2003) has shown that if the economy’s production
function is not separable in (all) inputs, then the demand for labour will
depend not only on the cost of labour but also on al the variables other
than labour affecting output (that is, inputs such as physical capital, raw
materials, and the productivity of factors).

6 The reasonsfor this ambiguity are well illustrated in asimplified version
of the model developed by Bean and Pissarides (1993), which considers
a two-period economy with overlapping generations and a constant
population. There are several other modelsin the recent growth literature
that may lead to a negative correlation between unemployment and
poverty, as a result of a nonlinear relation between unemployment and
growth. lllustratively, intheAghion-Howitt (1994) framework, anincrease
in the growth rate of productivity raises the present discounted value of
the profits from creating a new job opening, on the one hand, leading
firms to open more vacancies, and thus reducing unemployment
(“capitalisation effect”); on the other, when productivity growth
occursthrough the “creative destruction” of low productivity jobs
and their replacement by new high productivity ones elsewhere in the
economy, then the inflow rate into unemployment will also be increased
(“reallocation effect”). Note that the reallocation effect affects workers
in the opposite direction to the capitalisation effect. Thus, trade-offs
between unemployment and poverty reduction may emerge as a result
of policy or structural shocks.

7 The various aternative interpretations of the emerging episode are best
described in Planning Commission (2002): *‘ This decline is largely due
to changesin the intra-sectoral composition within this sector when most
of thelabour-intensive sub-sectorsgrew comparatively slower, alongwith
some significant mechanisation in other sub-sectors. This decline might
also bereflecting some reduction in under-employment in the agriculture
sector; when there is a shift of labour from agriculture to non-farm rural
activities and migration to urban areas.”’ (Chapter 2)

8 Planning Commission (2002) hasthe following insightful observation on
theissue: *‘ The overall decline in the employment elasticity isto alarge
extent due not only to the changes in the broad nine sector composition
of output, but also in the intra-sectoral composition and technology
impacts of labour capital substitution. A separate study shows that the
capital intensity in Indian economy in amost al the sectors, including
even the small unorganised sectors and services, isincreasing over time.
The aggregate ICOR has increased from previous 3.4 (over 1991-92 to
1996-97) to nearly 4.4 since 1996-97. Over the Ninth Plan it touched
over 5.0." (Chapter 2)

9 A variation of Narain's hypothesis is provided by Bhattacharya et al
(1991), whocontendedthat itisthepriceof cereal srelativetomanufactures,
which is a major determinant of the extent of rural poverty.

10 While the exact impact of self-employment programmes is a matter of
controversy, the sheer magnitude of the programmes obviously had some
impact on theliving standards of rural households. Thevariousevaluation
studies on IRDP report that between 37 and 49 per cent of eligible
borrowers moved above the official poverty line of annual household
income of Rs 3,500 [Dutta 2003]. Similarly, wage employment
programmes acted as a cushion against the shooting up of poverty during
drought years [Tendulkar et a 1993].
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