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Abstract

After examining the concept of demographic dividend and in-depth analysis of the
changing demographic profile of Indian population in a comparative framework, in
this study it has been argued that the transformation of demographic potential into
demographic dividend is predicated on the premise that India adopts state spon-
sored social-economic policy regime for public health and education for its youth to
acquire skills which will be required in the twenty-first century and adopts macro-
economic policies which ensures optimal use of human resources. Otherwise demo-
graphic dividend will be a myth and a mirage.

Keywords Demographic dividend - Employment - Employability - Capital-intensive
technology

1 Introduction

A country’s potential and its ability for sustained growth in the long run is deter-
mined by the size of its young population. In this context, Indian policy designers
are quite optimistic about economic growth in the near future due to the increased
share of productive population in the total population. The current demographic
transition of Indian economy highlights fall in its dependency ratio. The advocates
of demographic dividend (Brander and Dowrick 1994; Bloom et al. 2000) have
argued that when it comes to economic growth and development, change in popu-
lation composition matters. Demographic dividend refers to a youth bulge driven
growth potential that results from a shift in the population structure. The increase
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in proportion of the working-age population (15 to 64) relative to the proportion of
non-working-age population (14 and younger, and 65 and older) is characterised as
demographic dividend.

However, the relationship between population growth and economic development
is a contentious subject that dates back to the era of classical economics. The clas-
sical theory of population and economic development led by Malthus (1878[1798])
was undermined by the technological advancement and higher agricultural pro-
duction. The later systematic theories of economic growth by Harrod (1939) and
Solow (1956) though were not directly concerned with the population question
but population growth was an important precondition for their sustained economic
growth models. In these theories, population growth has been considered as a dis-
tinct advantage for economic growth because it ensures adequate supply of labour
and division of labour which also leads to expansion in the size of domestic market.
These models view economic growth as a function of higher saving and investment
rates that are facilitated by the increase in proportion of working-age population or
when demographic transition of a country enters into phase of declining dependen-
cies at lower and upper scale of population pyramid. At that stage, an economy can
further accelerate the growth rate due to decline in consumption demand at lower
and upper scale of pyramid that increases the saving rate further. In order to harness
increasing return during this phase of demographic transition, a sufficient proportion
of total investment is required to be devoted to human capital formation along with
the increase in rate of absorption of workforce.

However, due to overgeneralisation of relationship between population growth
and economic development, the developmental models are constrained in their
explanatory power. The relationship between demographic dividend and economic
growth can be pessimistic for some countries, optimistic or neutral for others
depending upon the conditions and sensitivity of the economic policy towards the
demographic change. For instance, China’s state-engineered demographic transition
according to a predetermined strategy has successfully channelized the demographic
transition into an optimal zone through appropriate and timely measures. When
China experienced her first demographic potential, public policy had responded to
the anticipated changes in age structure that reduced the dependency at lower as
well as higher levels of population pyramid. Second dividend was experienced by
China in the form of generation of productive and decent employment opportunities
through development of its industrial sector by a visible shift from centrally con-
trolled economy to market-oriented economy. India’s transition, however, is feared to
exemplify the classical school of thought because of lack of suitable policy measures
to accommodate the growing population. Kuznets (1960) stated that demographic
advantage also differs between economies according to the level of development.
The less developed economies suffer from an acute shortage of capital, not only for
material investment but also for adequately raising and educating their younger gen-
erations. The typical neoclassical argument of relationship between population and
economic growth was presented by Becker (1999) which views workers as capitalist
as they own human capital. He argued that investment in human capital is no less
important than physical capital to reap the benefits of demographic dividends. As
per his argument, the provision of better schooling and health facilities, technical
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know-how, safe environment, fair governance, vitamin consumption, acquiring
information about the economic system, etc., are preconditions to convert favourable
changes in population structure into demographic dividend (Becker 1962).

The recent studies (World Bank 2005) reveal that first half of the twenty-first
century will belong to India due to its demographic potential for higher economic
growth. In 2020, the average Indian will be only 29 years old, in contrast to Chi-
na’s average of 37 years and Japan’s 48 years. The demographic transition in India
would create a large and growing labour force, which is expected to deliver spin-
offs in terms of growth and prosperity through a number of routes (Chandershek-
har et al. 2006). UNPF (2018) stated that India with relatively high ratio of work-
ing to dependent populations has the possibility of benefitting from a ‘demographic
dividend’, provided that appropriate labour market and other policies allow for
a productive absorption of the growing working-age population and for increased
investments in the human capital of children and youth. The population of India has
increased by more than 181 million during the decade 2001-2011 due to which the
proportion of the population in the working-age group (15-59 years) is expected to
rise from 60.7 per cent in 2011 to 65.1 per cent in 2036 (Census of India 2011b,
a). The expectations and anticipations of demographic dividend require shift in phi-
losophy of growth from austerity-led to decent employment-led growth in order to
accommodate the growing young bulge.

In the light of these facts, the present study is an attempt to critically examine the
validity of preceding formulations and the potential of the Indian economy to utilise
the demographic advantage. The first section of the paper examines India’s claim
of demographic dividend by comparing the important demographic indicators with
competing Asian economies (China and Japan). Second section examines the impli-
cations of neoliberal policy regime on current employment situation in India. It eval-
uates the quantitative and qualitative aspects of existing employment structure. The
last section examines the mainstream economic theories in order to locate the ques-
tion of employability in labour abundant economy with an objective to examine the
paradox of technological revolution and issue of employability in neoliberal India.

2 Demographic Dividend in India: A Comparative Perspective

In order to link population growth with economic development, demographers use
‘demographic transition’ and age structure of population as their tools for analy-
sis (Blacker 1947). The decline of infant and child mortality rate and improvement
of educational and health facilities are considered as positive factors for economic
growth. In the case of India, selected demographic indicators (not in comparative
terms) show an impressive improvement. Mortality indicators have fallen, and life
expectancy has increased from 56.2 year during 1980-1985 to 66 in 2015-2020.
There has been a significant improvement of some key indicators of health. The
decline in infant mortality rate has contributed positively to qualitatively balance
the population profile. The improvement in literacy rate shows that percentage of
educated people has increased from 18.33 per cent in 1951 to 74.04 per cent in
2011 (Census of India 2011b, a). All these changes have raised optimism about the
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contribution of population growth to economic development in India, and it has
been characterised as demographic dividend. However, there are two conditions for
demographic transition to qualify as demographic dividend: naturalistic and eco-
nomic. Natural condition refers to the birth and death rates in a society that result in
the change in composition of population. Most of the theories which explain demo-
graphic advantage in terms of economic advantage first deal with the naturalistic
part and then relate it to the saving/investment rate and ultimately with economic
growth. However, meaningful analysis of demographic dividend requires relating the
naturalist analysis of demographic potential to macroeconomic analysis through the
state of employment and employability in the economy. Hence, naturalist conditions
are necessary but not the sufficient conditions to harness demographic dividend.
There is cumulative causal relationship between naturalistic and economic condi-
tions. As economy experiences natural increase in youth bulge, economic dimension
in the form of employment-led cumulative causation should become the driver of
the economic transition. The life cycle analysis (developed by Modigliani (1986) in
context of consumption and saving cycle) reveals that at individual level (that can
be translated into society as a whole through aggregation), the economic impact of
new births is initially negative during the child rearing years, then positive on enter-
ing productive labour force and finally negative during retirement years. The natural
pattern of demographic change enters into demographic dividend potential phase for
an economy when the proportion of aggregate labour force further increases in com-
parison with the aggregate proportion of dependency at lower and upper levels of
population pyramid. The economic condition to transform this demographic poten-
tial into demographic dividend depends upon the growth of sufficient and productive
employment opportunities which is a function of macroeconomic policies.

The theories of economic growth argue that growth of per capita income is driven
by growth of labour productivity (what average worker produces), growth in work-
ing-age population (decline in the population in the dependent age group), growth in
the share of those who are in working-age group and actually look for work (labour
force participation rate), and growth in those looking for work and succeed in find-
ing it (employment rate). The rising proportion of the population in the working-age
group is an advantage characterised as demographic potential for higher economic
growth. The decomposition of the population between the different age groups i.e.
between labour force (15-64 age group) and those outside of it (usually children and
old age dependents) gives the estimate of working-age population. In general, the
opportunities available when the population enters the demographic dividend age
require increase in investment and productive employment opportunities to absorb
or encash the budge. The utilisation of demographic dividend is not an automatic
market process. There is no guarantee that all the countries may experience ben-
efits of demographic dividend. As Bloom and Canning (2004) pointed out, there is
nothing automatic about the link between the demographic change and economic
growth. No doubt, changes in age composition of population create the potential for
economic growth, but the utilisation of this potential depends on the macroeconomic
policy framework and environment.

The naturalistic analysis assumes that demographic dividend in an open economic
regime can be considered as an advantage to attract the global capital. In Asia, India
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has two competing (China and Japan) economic powers to attract the flow of global
capital. Their demographic disadvantage (Yashiro 1997; Chen et al. 2019) emerges
as an advantage to India. India has been characterised as the youngest nation in
Asia that can attract the global production base from China (Government of India
2013). The naturalistic comparative demographic advantage of India can be exam-
ined from the data presented in Table 1. India has certain advantages over Japan as
it has already entered into the phase of ageing society due to lowest birth rate among
the three. India also has an edge over China in terms of demographic advantage.
Although China has lower aggregate dependency ratio, but it will be in a compara-
tive disadvantage position in near future. No doubt, the one child policy in China
has controlled its population growth, but it has also unbalanced the population com-
position in the country. Contrary to India, the low dependency ratio in China is not
due to the low old age dependency but due to the low child dependency. In other
words, in future, China will experience a decline in proportion of working-age popu-
lation as its potential working-age population (children who enter into the labour
market after a span of time) will not increase as in India. In quantitative terms, India
is the leading country in Asia which is experiencing and will experience compara-
tive demographic advantage in naturalistic terms.

The data on youth population presents the actual picture of naturalistic demo-
graphic advantage. It highlights that the proportion of young population in Japan
and China is consistently declining and will remain so in near future (Table 2).
On the other hand, the proportion of young population in India has increased
from 1980 to 2010 and after that it shows a slow decline but still remains much

Table 1 Trends in dependency

. . . Countries 1970 1980 1990 2000 2010 2020 2030
ratio in India in comparative

perspective Dependency ratio
Japan 449 481 435 466 559 69.0 724
China 79.1 684 521 462 365 422 484
India 792 792 750 642 560 487 46.1
Asia 796 728 632 566 485 47.8 49.0

World 75.0 70.01 639 587 528 533 545
Child dependency ratio

Japan 349 349 265 21.7 208 21.0 192
China 724 605 435 362 255 252 234
India 733 687 652 57.0 48.1 389 33.6
Asia 72.8 653 575 475 385 347 314

World 65.7  60.1 53.8 478 412 390 365
0Old dependency ratio

Japan 100 132 170 249 351 480 532
China 6.7 7.9 86 100 11.0 170 250
India 59 6.3 6.5 7.2 79 9.8 125
Asia 6.8 7.5 8.0 91 100 13.1 176
World 93 10.0 10.1 109 116 143 18.0

Source: United Nations (2019), World Population Prospects

/ ISLE @ Springer



600 The Indian Journal of Labour Economics (2021) 64:595-619

Table2 Share of youth

. Countries 1980 1990 2000 2010 2020 2030
population (15-34)

India 3396 3426 3473 3518 34.65 3227
China 3530 3519 3522 3128 27.53  23.00
Japan 3092 2814 2739 2247 1948  18.94
Asia 3412 3584 3498 3393 3154 28.63
World 3352 3444 3372 3296 3112 2923

Source: United Nations (2019), World Population Prospects

Data for 2030 are calculated from Population Estimates and Projec-
tions, World Bank Database

higher than other countries. In 2030, India will be the leading country in terms
share of youth population and certainly will be the youngest among the given
countries and also in the world.

However, when we depart from naturalistic advantage to turn towards real
use of demographic potential, India is nowhere near China and Japan. The com-
parative perspective on labour force participation rate of youth and working-
age population presents China as the dominant country. On average, the youth
workforce (15-34 years) participation rate in China was around 80 per cent from
1981 and 2010, and if we correlate it with the economic growth, then the aver-
age growth rate during that phase in China was 9.3 per cent. This is an important
fact that China has used its demographic dividend in an effective way that has
resulted in acceleration of growth rate, whereas in India, the labour force par-
ticipation rate of youth was relatively low and it is on further decline. In 2010
and 2018, it has been the lowest among the three. It is also less than the aver-
age of youth labour force participation rate in Asia and World. The same is the
case with working-age (15-64) population. This shows India’s failure to cash
the demographic dividend. The lack of decent jobs along with lack of skilling
people as per the requirement of labour market is a crucial factor to increase the
labour force participation rate. The higher youth labour force participation rate
in China and Japan in comparison with India is partly due to higher demand for
skilled labour and partly due to the higher female youth labour force participa-
tion rate (Table 3).

The above analysis highlights that the naturalistic tendencies of demographic
dividend are not equally optimistic in India as they are in China. The reason for
low work force and labour force participation rate in India lies in the economic
cumulative causation that is quite strong in China and Japan and fairly weak
in India. The economic cumulative causation refers to an increase in demand
for labour force in productive employment opportunities due to higher economic
growth. In other words, employment-led growth rate is an important indicator of
economic cumulative causation. The employment structure and change therein is
an important measure to examine low economic cumulative causation effect of
economic growth in India. The next part empirically examines the quantitative
and qualitative aspects of employment and change therein over a period of high
growth trajectory.
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Table 3 Labour force participation rate of youth (15-34) and working-age population (15-64)
Countries 1981 1991 2001 2010 2018

Age group Age group Age group Age group Age group

15-34 15-64 15-34 15-64 15-34 15-64 15-34 15-64 15-34 15-64

India 61.07 60.80 5529 593 5497 60.08 4844 5524 4298 50.06
China 88.42 83.74 8647 84.17 80.31 8235 7345 7737 - -
Japan 58.50 6840 61.60 70.70 6375 72.60 63.55 7400 67.70 78.90
Asia - - 7131 7213 66.89 70.64 61.10 6726 58 66.29
World - - 68.84 7029 65.54 6922 6153 6734 5848 67.00
Source: ILO

Data for China are of 1982, 1992, 2000

3 Macroeconomic Policy Regime and Employment in India

After the introduction of economic reforms, Indian policy architects of neolib-
eralism argued that economy has broken the ‘Hindu Growth Rate’ trap. However,
growth rate of 3.5 percent from 1950-1980 was led by the basic and heavy indus-
tries including iron, coal, heavy electrical, multi-purpose dams, HEL, BHEL,
NTPC, NHPC, etc. All these industries were in public sector that laid the founda-
tions for self-reliant industrialisation which has been far superior to contents of
industrialisation in 1991-2020 (Tiwari and Kumar 2019). No doubt, after the intro-
duction of neoliberal reforms in 1991, the average GDP growth in India increased to
5.5 to 6 per cent and there were some years (2004—2009) when average GDP growth
was around 7.5 to 8.5 per cent. But the cause of alarm is that the GDP growth in
India got delinked with the employment growth. The retreat of the state and reliance
on private capital to accelerate the economic growth is a peculiar feature of neo-
liberal regime. For the realisation of demographic dividend, two aspects of growth
of GDP are essential. First, GDP growth should be employment-led, and second,
it should lead to Lewisian structural change in employment. Both these are neces-
sary conditions to exploit the naturalistic advantage of young bulge. However, the
integration of Indian economy with the accumulation logic of global capitalism has
shifted the gravity of India’s economic policy from decent employment generation
to mere GDP growth. A political economy consideration led to the retreat of the
State from production spheres after the introduction of neoliberal policy reforms
and has strengthened the control of corporate and financial capital on the economy.
Now, Indian economy is substantially run by the private capital. The increased con-
trol of corporate capital on economy has also expanded its control over government
policies. The business leaders and their ideological allies have contempt for pub-
lic spending policy, which does not align with their economic interests. Economic
policy making establishment in the government is now dominated by experts who
are wedded to the neoliberal economic philosophy under the patronage of the politi-
cal leadership, which operates on the behest of the corporate capital. It is very evi-
dent from the fact that since 1991, the government is retreating from the economic
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activities and social sectors. Contrary to China, a neoliberal turn in India’s policy
had even extended the commoditized zone to those aspects which had been consid-
ered non-commoditized, such as education and health, during the dirigiste regime
(prior to the 1990s). Social sector spending as a percentage of GDP in India reached
6.52 per cent during 2001-2002 and increased marginally to 7.7 per cent in 2019.
The share of public expenditure on health in India is around 1.3 per cent, one of
the lowest in the world. It is even less than the average of the poorest countries in
the world at 1.6 per cent (Singh 2020a). In terms of human development, India’s
HDI value for 2018 was 0.647, which puts the country at the margin of the medium
human development category, positioning it as 129 out of 189 countries. Between
1990 and 2018, India’s life expectancy at birth increased by 11.6 years, mean years
of schooling increased by 3.5 years and expected years of schooling increased by
4.7 years (UNDP 2019). Contrary to China, India is able to sustain the institution of
democracy, but in terms of human development that is a precondition to utilise the
demographic advantage in productive manner, it is far behind. The withdrawal of the
state from employment generating, commodity producing and social sector activi-
ties on the pretext that market can play a better role to increase the employment and
transform the demographic potential into demographic dividend is a peculiar case of
India’s neoliberalism.

One important dimension to evaluate the economic aspect of demographic divi-
dend is growth rate of workforce employed in organised sectors. It highlights that
during pre-reform decade (1981-1991), the workers employed in all organised pub-
lic sector activities have recorded a compound annual growth of 2.10 per cent and
declined to 0.04 per cent in the next decade. It became negative 0.89 per cent per
annum between 2001 and 2011. The situation in case of organised private sector
employment is also not very encouraging. During the period from 1981 to 1991, the
growth rate of organised employment in private sector was 0.37 per cent per annum
with three sub sectors (Mining and Quarrying, Manufacturing and transportation
and communication) recording negative growth. During 2001 to 2011, the annual
compound growth rate of employment in private organised sector has improved
in comparison with previous decade. During this period, the highest growth was
recorded in finance, insurance, real estate, etc., whereas growth rate of employment
in private manufacturing sector was only 0.28 per cent (Government of India 2013,
2018). Hence, the shift in economic policy has transformed the employment struc-
ture from state and state-protected production sectors to private sector. The shift of
government focuses from investment to fiscal discipline due to its commitment to
neoliberalism has diluted the decent employment-led growth in India.

3.1 Distribution of Workforce and Question of Productive Opportunities

The related aspect to transform demographic potential into demographic dividend
is the change in structure of employment from low productivity to high productivity
opportunities. Lewis (1954) highlighted the importance of structural transformation
for underdeveloped economies to enter into the phase of high growth. Lewis’ struc-
tural transformation is based on two conditions. First, there should be availability of
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labour reserve in the economy in the form of unemployment and disguised employ-
ment in rural sector. Secondly, real wage rate in rural as well as urban sector should
be upward sticky. Under these conditions, increase in investment in urban indus-
trial sector will lead to higher capital accumulation that will simultaneously solve
both the problems of developing countries: taking economic growth and structure
of employment from low to high productive activities. However, India has not wit-
nessed Lewisian turning point. During post-reforms era, the most peculiar feature
of Indian economy has been that it has experienced a stimulus to economic growth
without corresponding increase and desired structural shift in employment. The
recent data of NSSO show that Indian economy is passing through an unprecedented
phase in its employment history. There has been an obliteration of 9 million jobs
between 2011-2012 and 2017-2018. The data presented in Table 4 reveal that rural
as well as urban working population employed in agriculture has declined during
calendar year 1983 to 2017-2018. The urban population employed in agricultural
activities declined to one third in 2017-2018 as compared to its proportion in 1983.
It was not same for the rural population employed in agriculture sector. The propor-
tion of rural population employed in agriculture was 82.5 per cent in 1983, and it
has declined to 64.1 per cent in 2017-2018. It is clear that after the period of more
than three and a half decades rural population employed in agriculture has recorded
only18 per cent decline, whereas share of agriculture sector in GVA has declined
from 39.93 per cent to 14.00 per cent during the same period. The fundamental
reason behind the above fact is that a proportion of population, which have been
displaced from farming (usually small and marginal farmers) due to the unviable
conditions of cultivation and lack of decent non-farm employment opportunities,
were forced to leave farming and become agricultural wage labour. It is well evident
from the data that the absolute number (as well as percentage) of agricultural labour
in India has increased from 64.4 million (38.52 per cent of total agricultural work-
ers) in 1981 to 144.3 million (54.95 per cent of total agricultural workers) in 2011
(Census of India 2011b, a). Along with this, the other disturbing fact is that, due
to the increased mechanisation of agricultural operations, majority of them became
marginal rather than main workers. Under neoliberal regime, government’s dispro-
portionate incentives to private corporations in the form of land acquisition have not
only resulted in widespread dispossession of means of livelihood of those who were
owners of that land but also those who did not possess any land but were tightly
aligned with the land for their livelihood. Hence, the people who seem to have left
agriculture are actually dispossessed by the state and forced to become part-time
wage labourers (Bhaduri 2018).

The structural transformation in non-agricultural activities has also not shown
any positive sign in the form of increase in factory employment. However, there has
been an increase in proportion of population employed in construction, transpor-
tation, trade, hotels, restaurant, etc., in both rural and urban areas. The important
feature of these activities is that these are unorganised, informal and casual employ-
ment driven. The critical minimum criterion for successful structural transformation
in employment is the product of specific type of industrialisation. As Fei and Ranis
(1964) argue, ‘the rate of industrial capital accumulation must be large enough,
the intensity of innovations should be high enough, “the labour using bias of the
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innovation strong enough” and law of diminishing returns to labour must of weak
enough so that the demand for labour in industry exceeds the growth rate of labour
force (emphasis added)’. If we examine the industrialisation process in India through
growth of employment in India’s manufacturing sector, it seems to have failed to
accommodate the young bulge. The pattern of manufacturing growth under open
economic regime shows decline in responsiveness of employment growth to invest-
ment and output growth (Roy 2008).

The proportion of population employed in rural and urban manufacturing sec-
tor has not shown any significant increase. Rather the proportion of population
employed in manufacturing sector of urban areas recorded decline from 26.75 per
cent in 1983 to 23.80 per cent in 2017-2018. The urban manufacturing sector, which
in Lewisian analysis was referred to as a major driver of structural transformation
for economy as a whole through active pull factor, has failed to generate the new
employment opportunities (Table 4). Rather, during 2011-2012 to 2017-2018 man-
ufacturing sector alone has recorded a 3.5 million decline in jobs. Falling manufac-
turing jobs is not only opposite to the goal of ‘Make in India’ but also has serious
implications for the young population seeking productive employment.

India’s changing production structure, characterised by the declining impor-
tance of agriculture, would have been more inclusive had it been supplemented by
an increase in agricultural productivity and such changes in structure of employ-
ment that lead to labour moving out of agriculture to higher productivity sectors.
Figure 1 shows how India’s workers are distributed across sectors along with the
levels of sectoral labour productivity (relative to average productivity). It highlights
that major proportion of India’s workers are engaged in the agriculture sector. The
implication of extremely low productivity of the sector —only 34 per cent of aver-
age productivity nationally—is that still a major proportion of India’s workers are
involved in very low productive activities. As per the demands of progressive struc-
tural transformation in a labour abundant economy, where majority of population
is involved in agriculture, twofold structural changes are required: first, increase in
agriculture productivity through substantial public investment (that is not an agenda
of neoliberal state) in agricultural infrastructure and technology; second, absorption
of surplus labour and incremental youth of rural areas into highly productive value
added activities associated with agricultural production.

Figure 1 also highlights that there are certainly sectors in which productivity lev-
els are quite high. The difficulty is that many of these sectors, such as finance, insur-
ance, real estate, mining and public utilities, are not able to provide enough employ-
ment opportunities to incremental young population. The other paradox is that there
is little potential for generating jobs in these sectors on a large scale for semiskilled
workers (particularly coming from countryside with low educational skill). One sec-
tor with considerable untapped potential for generating reasonably high productivity
jobs is manufacturing sector. But instead of absorbing the workforce, it is releasing
the already employed workforce.

Thus since 1990s, the structural transformation in employment in India reveals
that (1) the shift of workforce from agriculture to non-agriculture sector has occurred
at a slow pace and the major destination of new employment is not manufacturing
sector, (2) the decline in dependency on agriculture has not shown any significant
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increase in agricultural productivity, and (3) the sectors which have recorded an
increase in productivity are not labour-absorbing sectors. This process is explained
by Patnaik (2006) with an argument that the import of labour-saving technology has
reduced the requirement of labour (extensively discussed in last section-III). Along
with this, secular decline of public investment in rural areas is one of the major rea-
sons behind the low productivity/income of agriculture sector that has constrained
the growth of non-agriculture sector employment in rural areas (Singh 2020b).

3.2 Informalisation Versus Demographic Dividend

The other sphere to examine the future of demographic dividend in India is the sta-
tus of employment and changes therein over a period of time. As far as status of
employment is concern, in rural areas, the pre-reforms (1983) period demonstrates
that due to the domination of agricultural activities in rural India the proportion of
population involved in self-employed activities was more than 50 per cent of the
total rural employment. The proportion of population involved in regular employ-
ment activities was recorded 8.06 per cent in 1983. During this period, the share of
casual workers was recorded as 33.72 per cent. On the other hand, in urban areas
the higher proportion of population was working as regular workers followed by the
self-employed activities during pre-reforms period. The recent data of 2017-2018
highlight some improvement in regular employment in rural as well as urban
areas. The proportion of population involved in self-employment activities has not
recorded much variation in rural areas. The casual labour emerged as the second
major occupation after self-employment in rural areas. The utilisation of demo-
graphic dividend depends upon the potential of economy to absorb the casual work-
ers in better and productive jobs (Table 5).

The other qualitative aspect of labour market that is important to understand the
future of demographic dividend in India is distribution of workers in formal and
informal activities. The distribution of workers in different types of employment
activities presents many aspects of workers and their working conditions. Formal
employment activities are considered decent because workers have some social secu-
rity in terms of provident funds, medical insurance, etc., and therefore considered

Table 5 Distribution of usually

Years Status of empl t
employed (PS +SS) persons by ears atus or employmen
status of employment (per cent) Self-employed ~ Regular Casual labour
employed

Rural Urban Rural Urban Rural Urban

1983 57.82  39.68 8.06 42.07 33.72 18.11
1993-94 58.00 42.30 6.40 3940 1830 32.00
2004-05 60.20 45.40 7.10 3950 32.80 15.00
2011-2012  56.90 42.25 7.80 43.10 3530 14.60
20172018 57.75 3695 1225 4890 30.00 14.10

Source: NSSO, (2015), and NSSO, (2019)
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active army of labour. On the other hand, the workers employed in informal activi-
ties are characterized as ‘lumpenproletariat’. These workers who are spread over the
informal sector are part of Marx’s reserve army of labour because they remain under
threat of multiple insecurities (Tiwana and Singh 2015).

Table 6 provides more detailed information regarding the distribution of work-
ers as per types of employment in India. During 2004-05, out of the total work-
ers employed in non-farm sector 136. 7 million (71.7 per cent) were employed in
unorganised sector the number of which increased by 45 million by 2017-2018.
In 2004-2005, informally employed workers in non-farm sector were 162.4 which
increased to 217 million in 2017.18. The incapability of the formal and organised
sector to absorb the incremental workforce in labour market presents the lack of
increase in decent employment opportunities.

These qualitative changes in composition of employment have diluted the demo-
graphic advantage in India. A mass of workers is living in insecurity and uncer-
tainty. Any slowdown of growth in the corporate segment of the economy will push
them to the reserve pool of labour. In the present capitalist regime, the economic life
of a large segment of population which is working under uncertain and risky envi-
ronment has been distressed by the economic slowdown since 2008. The workers
are facing multiple insecurities including employment insecurity, income insecurity,
pension or old age insecurity, skill-related insecurity, medical and health insecurity,
etc. It is well evident from Table 7 that the regular wage/salaried workers who do
not have any written job contract have increased from 59.1 per cent in 2004-05 to
71.1 per cent 2017-2018 due to contractualisation in the job market. The propor-
tion of workers who are not eligible for paid leave has increased from 45.5 per cent
to 54.2 per cent during the same period. There is a slight fall in those who are not

Table 6 Distribution of workers in non-farm sector according to type of employment (in millions)

Non-farm sector Type of employment: organised and unorganised sector

Organised Unorganised

2004-2005 2011-2012 2017-2018 2004-2005 2011-2012 2017-2018

Manufacturing 153 (284) 20.7 (34.6) 18.1(32.0)  38.6 (71.6) 39.1 (65.4) 38.4(68.0)
Non-manufacturing 9.2 (31.2) 22.3(40.4) 154 (262)  20.2(68.8) 32.9(59.6) 43.5(63.8)
Services 29.5(27.5) 403 (31.7) 432(29.9)  77.9(72.5) 87.0(68.3) 101.3(70.1)
Non-farm total 54.0 (283) 76.0(34.4) 76.7(29.5) 136.7(71.7) 159.0 (65.6) 181.1(70.5)

Type of employment: formal and informal

Formal Informal
Manufacturing 5.6(104) 6.5(10.9) 8.7(154) 48.3(89.6) 53.3(89.1) 47.7(84.6)
Non-manufacturing 2.1 (7.2) 2.9 (5.3) 3.1(5.2) 27.3(92.8) 52.3(94.7) 55.9(94.8)
Services 20.6 (19.2) 25.4(19.9) 31.1(21.5) 86.8(80.8) 101.9(80.0) 113.4(78.5)
Non-farm total 28.3(14.8) 34.8(14.4) 42.8(16.5) 162.4(85.2) 207.5(85.6) 217.0(83.5)

Source: NCEUS (2007) and NSSO (2015), NSSO (2019)

Figures in brackets are percentages
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Table 7 Percentage of regular wage/salaried employees working in unsecure environment

Year No written job contract Not eligible for paid leave Not eligible for any social
security

Rural Urban Total Rural Urban Total Rural Urban Total

2004-2005 589 59.1 59.1 47.6 455 46.2 56.5 53.4 54.5
2011-2012 64.7 64.7 64.7 51.0 494 50.0 58.0 54.1 554
2017-2018 69.2 72.3 71.1 56.2 52.8 54.2 52.5 47.7 49.6

Source: NSSO (2015) and NSSO, (2019)

eligible for any social security, but still it is around 50 per cent among regular wage/
salaried workers.

Demographic dividend does not have any relevance in a situation when every
additional worker in labour force has been considered as an instrument that reduces
the bargaining power of existing workers. The widespread infromalisation and inse-
curity in India’s labour market are indicators of declined bargaining power of work-
ers. If we look at the workers employed in unorganised sector and their dependents
who are either unemployed or underemployed, we can say that the majority of Indian
population that is living under the threat of multiple insecurities and uncertainties.

4 Technological Revolution and Question of Employability

Demographic dividend is critically associated with the prospectus of employability.
Since last couple of decades there have been some crucial changes in production
structure associated with employability of labour, which world economy has expe-
rienced in general, and developing world in particular. These changes are associated
with the rapid progress of globalisation of trade in technology, artificial intelligence
and ICT revolution. Globalisation of Indian economy has given way to the change in
production structure of industries and other economic activities in two ways. First, it
has reduced the significance of industrial sector in employment generation and led
to the rise of service and knowledge driven occupations that have necessitated a new
type of skills for the workers. Second, the development of new methods of produc-
tion has changed the inputs composition in favour of capital and against labour for
given production process. The first issue demands new type of educational structure
to prepare youth for new types of jobs. Nevertheless, the related question for India is
to see if the service sector and high technology jobs have enough potential to absorb
the vast amount of youth labour surplus, which is available for work, in organised
segments. The other issue, which is more important for India, is the absence of
Western style industrial revolution which remained labour augmented for a sufficient
span of time to absorb the surplus population of countryside. In such a situation, the
technological change away from labour augmented technology and in favour of cap-
ital-intensive technology has reduced the employability of existing industrial units.
Therefore, it is important to examine the disjunction between capital and labour
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employment in production process and its implications for future of employment of
incremental youth bulge.

The last three phases of recession in the USA, beginning in the early 1990s, have
been followed by what euphemistically is referred to as ‘jobless recoveries’. Simi-
lar phenomena are observable in Europe and even in China and globalised India.
Both, the evidence of recent trends and the evolution of future prospects point in
one direction: massive surpluses of potentially restive redundant population (Har-
vey 2014). In economic theory, the paradox of labour employment and machinery
is quite old. It was first highlighted by Ricardo (1817) with an argument that due
to the introduction of machinery in production process, no doubt, the one fund, i.e.
net income from which capitalist class drives their revenue in the form of profits,
may increase, but other fund, i.e. gross income from which labour class is employed,
may diminish. Hence, capital formation or investment in the forms of introduction
of new machinery will reduce the funds to employ labour. The fundamental propo-
sition of Ricardo was that capitalist do not employ the new machinery from their
shares of profits, i.e. net income but from the gross part of revenue. The introduction
of machinery in production process has two effects: first, it reduces the availability
of funds for the employment of labour, and second, it also reduces the requirement
of labour for given production unit. Thus, it has a positive effect of saving labour
for capitalist class along with a negative effect on working masses in the form of
redundancy of labour from production process. No doubt, technological revolution
during the nineteenth and the beginning of twentieth century had resulted in sus-
tained increase in material standard of living, but fears of adverse employment con-
sequences of technological advancement, artificial intelligence and ICT revolution
had also aggravated in the twentieth century. This fear was also realised by Keynes
during the era of Great Depression with a prediction that in near future we may be
able to perform all the operations of agriculture, mining and manufacturing with a
quarter of the human effort. But the rapid change will bring a new disease, namely
technological unemployment (Keynes 1933). The real threat to employability is
that machines are dominating majority of production activities and duplicating the
human labour. This can be taken as positive if the production gains are distributed
equally among all the sections. But if gains of increased productivity went to only
one class (capitalist) and keep the other redundant, then productivity-led economic
growth becomes meaningless for the society as a whole.

The growth economics literature that developed after the publication of Keynes’
General Theory including Harrod-Domar and Solow-Swan was more concerned
with productivity and economic growth and did not give much weight to Keynes’
fear. They have developed capital centred rather than employment centred theo-
ries of economic growth (Sen 1970). The central aim of neoclassical growth mod-
els was to trace the steady state path with full (capital) employment equilibrium.
However, in capitalist economy, as Kalecki (1971) observed, full employment is not
only driven by the economic decision but also by the political decisions. In this con-
text, in a labour abundant economy like India, the role of government in the form of
compensatory investment and intervention to ensure the technological progress to be
labour augmenting is quite crucial. The later theories of development such as Romer
and Lucas have given an important role to the human capital for economic growth.
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Arrow (1962), Kaldor and Mirrlees (1962) and later theories of Romer (1986) and
Lucas (1988) show that capital accumulation can become more growth-oriented
through learning by doing if a higher proportion of total investment is devoted to
new discoveries and knowledge creation.

However, the recent experience shows that central problem of neoliberal capi-
talism-driven developing countries (like India), which have non-exhausted labour
reserves, is not the economic growth rather the jobless growth. How growth can
accelerate the employability for youth bulge is of central concern. In order to under-
stand the issue of employability in a labour-abundant capitalist economic system,
mainstream models are not helpful. The motive of production under capitalist eco-
nomic system is not to ensure full employment equilibrium but to maximise the
profit rate. The full employment equilibrium means strong bargaining power of the
workers, which may result in rising wage rate and falling profit rate. Therefore, capi-
talists who own the means of production always want to ensure the persistent reserve
pool of labour in the economy and they plan the investment accordingly. Marx had
rightly argued (1992) that the accumulation of capital gives birth to the counterforce
that reduces the requirement of labour for the given production with the introduc-
tion of new technology that is capital abundant in nature and at the same time labour
displacing.

The misery of mainstream growth economics is that it does not highlight the
real objective of capitalist production process which is an integral part of accumu-
lation logic of capitalism. Under capitalism, control over the labour processes and
the labourers have always been central to capital’s ability to sustain profitability and
capital accumulation. Harvey (2014) has pointed out that throughout its history, cap-
ital has invented, innovated and adopted technological forms whose dominant aim
has been to enhance capital’s control over labour in both labour process and labour
market. Many industrial innovators have had labour control as their primary goal.
Marx argued that technological innovations were a crucial weapon in class struggle;
the sole aim of technologically induced unemployment is the power to regulate wage
rate. If we apply mainstream and Marxian understanding of capital accumulation
and its implications for economic growth and employment generation to India, the
data clearly demonstrate that there has been extensive jobless growth.

Figure 2 shows the contradictory results in India with regard to mainstream
growth theory. The high increase in productivity (largely due to the introduction of
capital-intensive technology) of labour results in decline in employment opportuni-
ties. The elasticity of employment with respect to GDP shows secular decline in the
time period from 1983-1993/1994 to 2004/2005-2009/2010 and became negative
from 2011/2012 to 2017/2018.

There are reasons to believe why high growth of output is not resulting in an
increase in employment. The fall in employment elasticity in India is due to the
increase in proportion of investment in those sectors which are capital augmenting.
The fall in proportion of savings out of wages and petty production sectors due to
stagnation or relatively less increase in real income of these classes in proportion
to the growth of national income has reduced the demand for wage goods which
are characterised as labour augmenting. Moreover, under open economic regime
there is a shift in elite demand from labour-intensive domestic commodities to
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capital-intensive imported goods which has reduced the potential demand of labour-
intensive activities to sustain. The widespread distress among the farming commu-
nity and petty production sector is an outcome of these interrelated aspects (Singh
2020c).

The output per head is growing because of shift in composition of stock of plant
to the desired level of accumulation that does not require employing whole of the
labour. It highlights the disproportionate increase in fixed capital, whereas the num-
ber of workers remains almost constant. The increments to output have not been
contributed by the proportionate increase in both the factors of production which
is beneficial to increase the employability of youth bulge rather contributed by the
disproportionate increase in one input only. The increase in industrial output in India
is largely contributed by the cumulative increase in capital stock rather than by the
proportionate increase in units of labour (Fig. 3).

Due to the integration of the Indian economy with the global capitalist accumu-
lation network, efficency rather than employability has become the major agenda
for manufacturing sector. It has given way to the inappropriate choice of technique
by the industrial sector which has reduced the potential of manufacturing sector to
transform the demographic advantage into demographic dividend. The decline in
labour employment of industrial sector has also undermined the barging power of
manufacturing workers and strengthened the control of capital and corporate class
on the industrial sector.

Figure 4 highlights that after the introduction of neoliberal reforms in India dur-
ing the 1990s, the share of profits in GVA increased at a rapid rate, whereas wage
share showed a secular decline since the very beginning, but the gap between profit
share and wage share has widened after 2001-2002. The increase in share of profits
without any corresponding increase in real wages is a sign of increase in, what Kal-
ecki (2009[1965]) said, ‘degree of monopoly’ in Indian manufacturing sector.

The decline in wage share is not only true for manufacturing sector but it is also
true for the economy as whole. The high growth rate of Indian economy during
open economic regime is not led by income and employment-induced increase in
mass demand but by the credit-led increase in demand. It is quite evident from the
proliferation of finance and related activities (as discussed in previous section), the
proportion and growth of which have accelerated in GDP. Hence, the employability
particularly in better and long-term employment opportunities does not seem to be
possible in the present phase of technological revolution in industrial sector. Under
India’s open economic regime, the young labour reserve continues to remain non-
exhausted and most of India’s working population has become dispensable and irrel-
evant from standpoint of capitalist accumulation.

5 Concluding Remarks and Policy Implications

The growth process under neoliberal economic policy regime in India since 1991
has clearly established the apparent inability of Indian economy to generate ade-
quate decent employment opportunities. It has not only led to jobless growth but
also increased the interpersonal and interregional disparities with little impact on
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reduction in absolute levels of poverty. According to Periodic Labour Force Survey
data (2017-2018), between 2011-2012 and 2017-2018, 15 million people failed to
find any employment and have left the labour market in India. Usual status unem-
ployment that is an indicator of ‘chronic unemployment’, which uses a reference
period of 365 days, i.e. one year preceding the date of the survey, was 6.1 per cent in
2017-2018. And if we calculate the absolute number, it comes to around 28 million
workers. It means that 28 million workers in India who were ready to work even at
the existing wage rates were chronically unemployed. It highlights that the growth
strategy followed by India has been faulty on various counts. First, it is driven by
the balanced budget ideology (Fiscal Responsibility and Budget Management Act,
2003) dictated by World Bank and IMF at the instance of the finance capital that
has led to the retreat of the state from the economic spheres. The aggregate demand
in the economy is not driven by the increase in mass income rather driven by the
increased circulation of finance in the form of consumer credit. Second, WTO dic-
tated trade liberalisation regime has led to increased dependency on export mar-
kets that has given way to the shift in production structure of manufacturing sector
towards capital-intensive goods. This technological shift has resulted in divergence
between output, productivity and employment. Thirdly, the removal of restrictions
of domestic corporate and foreign capital and liberalisation of labour market con-
ditions has led to the profit-led rather than wage-led growth in Indian manufactur-
ing sector. Fourth, the low level of expenditure on health and education that is a
necessary condition to equip the potential workforce for new employment skills has
undermined India’s potential to increase employment and experience employment-
led growth. Last, the depressive structural transformation in the employment from
formal to informal jobs has not only reduced the barging power of workers in for-
mal sector but also discouraged the young working-age population to join the labour
market. All these factors have led to slow down of the Indian economy due to lack of
purchasing power and market demand which has been further aggravated by demon-
etisation and faulty implementation of GST regime. Covid-19 and consequent lock
down have led to complete dislocation of the Indian economy, and its revival war-
rants reconsideration of the neoliberal economic policy regime as all these adverse
events have serious consequences on the potential of Indian economy to encash the
demographic dividend.

In order to transform the demographic potential into demographic dividend,
there is a need to shift the economic policy from supply side corporate-led growth
to employment-led development strategy. There are certain ways to achieve this.
First, there is a need to increase the public investment in rural infrastructure that will
enhance the productivity of agriculture sector. Massive programme of rural industri-
alisation should be launched like China (town and village industries) during 1978 to
1998 which increased non-farm rural per capita income four to five times and led to
massive increase in rural non-farm employment, and demographic transition from
agriculture to rural industrial sector. It has also created huge demand for durable and
non-durable consumer goods in rural areas in China accelerating its growth of GDP
at the fastest rate in the world for more than 40 years, transforming it into one of the
strongest economic powers in the world. Such a development strategy requires mas-
sive skilled and semiskilled labour force for which public investment on vocational
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and technical education must be increased many folds. Right to Education should
be extended from pre-school to senior secondary school education, and vocational
and technical education should create skills in students which will meet the require-
ments of the twenty-first century. Second, there is a massive demand for skilled and
semiskilled labour in Gulf countries and demand for health workers (care economy),
especially for aging population in Europe and other developed countries. India can
transform its demographic advantage into demographic dividend by reorienting its
economic and social policies. Thirdly, there is need for government to revert to pro-
duction activities that will not only increase the organised employment opportunities
for potential workforce but also set the floor for minimum wages that will further
enhance the bargaining power of the workers in private corporate sector. Fourthly,
instead of removal or relaxation of labour laws for big corporate capital there is need
to effectively revive the labour laws in other sectors of the economy also, to ensure
the increase in wage share in tune with increase in labour productivity. Fifth, in order
to accommodate the increased workforce into the new form of jobs, investment in
human capital oriented services should be accelerated. In order to equip the poten-
tial workforce to secure jobs in emerging activities, government should substantially
increase the allocation of funds to health and education sectors. All these measures
can go a long way to harness India’s demographic advantage into demographic divi-
dend; otherwise, twenty-first century will be characterised as a century of missed
opportunities and notion of demographic dividend into a myth and a mirage.
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