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IndIan Labour Market: Issues and ChaLLenges 
a CoMparIson wIth other brICs CountrIes

M. s. gupta and J. b. singh*

Abstract: The analysis of  various aspects of  labour market indicates that India’s position vis-à-vis BRICS 
countries is not strictly comparable. Some of  the issues and challenges of  the Indian labour market highlight-
ed in the paper need concerted efforts to address them through appropriate policy responses in the ambit of  
medium to long-term horizon, which in turn would not only better harness youth’s potential for economic 
growth but would also realise the objective of  inclusive growth. The Government’s various initiatives un-
dertaken in the recent past are expected to further support creation of  non-farm jobs. India’s labour force 
is facing skill constraints like many other developing countries, which needs to be addressed by appropriate 
policy responses. There is also a need to collate relevant labour market data on a high frequency basis and also 
in a timely manner so as to comprehend and analyse labour market dynamics in a more meaningful way, and 
also facilitating the Government to take appropriate policy decisions to timely address the evolving issues. 
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IntroductIon

India’s population was next to China at around 1.32 bil-
lion in 2016 (Chart 1A).The annual population growth 
was 1.1 per cent for India, highest after South Africa 
among BRICS countries (viz., Brazil, Russia, India, Chi-
na and South Africa)during the same period (Chart 1B). 
The labour force population (15-64 Age) among BRICS 
countries was quite high, ranging 65-72 per cent of  total 
population in 2016 (Chart 1D),while the population for 
ages 0-14 years (i.e., future labour force) for India and 
South Africa was much higher in the range 28-29 per 
cent as compared with other BRICS countries during 
the same period (Chart 1C) – indicating the importance 
of  policy responses in order to address not only the ex-
isting set of  issues of  the labour market but also for fu-
ture challenges, keeping in view the large size of  labour 
force. In terms of  dependent old population, India has 

quite favourable position not among only BRICS coun-
tries but also among select advanced countries (Chart 
1E). 

The labour market in India is characterised by a 
large disguised unemployment in agricultural sector, 
low labour productivity, scarce supply of  a right kind 
of  skilled labour, large size of  labour market, relatively 
less business friendly labour laws/regulations and also 
less appreciable labour’s working conditions. Almost ev-
ery country has to tackle some of  the challenges such 
as - (a) efforts for faster economic recovery after the 
financial crisis of  2008, (b) creating adequate job oppor-
tunities for new labour market entrants as well as exist-
ing ones, (c) improve labour market conditions in terms 
of  productivity, skills, earnings and work quality (safety, 
flexibility, income security and hygiene) [Mckinsey, June 
2017]) and (d) also ensure an inclusive growth
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Chart 1: Labour Force Population (15-64 Age) and Future Labour Force Population(0-14 Age) - Profile

Source: World Development Indicators (WDI), World Bank. 

.

 

The major objective behind this study is to deep-
ly comprehend Indian labour market and map it with 
that of  BRICS countries to see how Indian labour mar-
ket is different from each one of  them, and also high-
light some of  the pressing issues/challenges along with 

some policy responses required by the Government for 
appropriately addressing them in the medium to long-
term horizon. Data on some advanced countries such as 
France, Italy, Germany, Japan, UK and USA have also 
been placed along with BRICS countries under each 
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Chart, without much analysis, for the completeness sake 
on the subject. Further, for almost all indicators covered 
here in the analysis, data are collated from the common 
sources, viz., ILOSTAT (ILO) and WDI (World Bank), 
for the purpose of  comparability, avoid any kind of  data 
adjustment due to commencement of  the year either on 
calendar year basis or financial year basis (e.g., April 1 
for India) and also to have an easier data interpretation. 
In ILO’s database, the latest data on most of  the indi-
cators for India are available till 2012 and analysis for 
India is, therefore, confined till 2012.Data from the lat-
est 5th Annual Employment and Unemployment Survey 
Report for 2015-16 (released by Government of  India 
in September 2016) have also been used in the analysis 
(without covering in Charts for cross-country compa-
rability reason) to the extent possible to understand the 
latest Indian labour market conditions.  

Against the above backdrop, the paper is divided 
into nine Sections. Section II briefly deals with growth 
and investment positions - key indicators for creating 
job opportunities in the economy. Section III covers 
employment position. Section IV presents labour force 
participation rate. Section V provides unemployment 
position. Section VI covers issues relating to young la-
bour force. Section VII covers issues and challenges of  
Indian labour market. Section VIII suggests some policy 
responses as a way forward on the labour market. The 
conclusion of  the paper is presented in the last Section 
IX.         

Growth and Investment 

As per the IMF’s World Economic Outlook (October 
2017), the global growth grew by 3.2 per cent in 2016 
and estimated to grow by 3.6 percent and 3.7 per cent 
in 2017 and 2018, respectively, indicating some traction 

in economic activity, going ahead. The Indian economy 
grew at 7.1 per cent in 2016 and estimated to grow by 
6.7 per cent in 2017 and 7.4 per cent in 2018.Among 
BRICS countries, India recorded a highest growth in 
2016(Chart 2). Further, in 2016, India’s position was 
next to China in terms of  total investments (as ratio to 
GDP) [Chart 3]. The higher economic growth along 
with higher investments facilitate in improving job op-
portunities in the economy. It is, therefore, important 
to keep conducive policy environment in the economy 
for accelerated economic activity, indirectly improving 
job market prospects in the economy. In terms of  share 
in gross value added (GVA) in 2016-17, India’s services 
sector occupies the first position (62 per cent) followed 
by industry sector (23 per cent) and agriculture and allied 
activities sector (15 per cent). Among BRICS countries, 
industry’s valued added share in GDP for India was the 
second lowest after Brazil (Chart 4). The issue here is 
how to facilitate migration of  large size of  work force 
currently employed in agriculture sector to other sectors 
(viz., industry and services) as such huge work force in 
agriculture sector relative to its low share in GVA re-
sults in a very low productivity for employed population 
(disguised unemployment).It is true that such transfor-
mation cannot happen in a short-term and it certain-
ly calls for a long-term policy strategy when industry 
sector should grow at a much faster rate and thereby it 
should considerably enhance its contribution to GVA 
from the current level, keeping in view the limitation of  
services sector in terms of  creating job opportunities as 
it is considered as knowledge sector where unskilled/
semi-skilled labour force have limited scope for gainful 
employment. In this context, Government’s various ini-
tiatives undertaken in the recent past (such as ‘Make in 
India’ programme) may create additional job avenues in 
the economy, going forward.
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Sources: World Development Indicators (WDI), World Bank and World Economic Outlook (WEO), IMF.

employment posItIon 

sectoral employment

Agricultural sector supports a large part of  India’s labour 
force by providing a huge employment as compared to 
other BRICS countries and also select advanced coun-
tries (Chart 5A).Among industry sector, manufactur-
ing sector’s share in total employment for India is only 
12.5 per cent which is lower than other BRICs nations 
and also those of  Italy and Japan (Chart 5B). Mining& 
quarry, electricity, gas and water supply sectors in India 
have low share in total employment as compared with 
South Africa, Russia, Italy and UK (Chart 5C). Among 
services sector, construction sector’s share for India is 
relatively large (Chart 5D) while those of  public ad-

ministration, community, social and other services, and 
trade, transportation, accommodation &food, business 
& administrative sectors have very low share in total em-
ployment as compared with other BRICS countries and 
also select advanced economies (Charts 5E and 5F). The 
large share of  employment in services sector in other 
BRICS/advanced economies, by and large, reflects to 
have skilled labour force in these economies benefitted 
from a quality education system in place as well as ap-
propriate policy response from the Government which 
facilitated in smooth migration of  labour force from ag-
riculture to industry and to services sector in accordance 
with their skill set. Such phenomenon is yet to witness in 
Indian context, albeit Indian labour market is experienc-
ing some structural changes- migration of  labour from 
agricultural sector to labour-intensive construction .  

Chart 5: Sectoral Employment Profile
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Source: ILOSTAT, International Labour Organization, UNO.

rural/urban/Informal employment 
posItIon

In the total employment, the share of  rural areas in In-
dia is significantly higher than those of  other BRICS 
and select advanced economies (Chart 6) as most of  the 
work force threat is employed in agriculture and allied 
activities, keeping in view rural industrialisation is still in 
a nascent stage. In terms of  urban employment, India’s 
position is far less satisfactory vis-à-vis other BRICS/
advanced nations, reflecting even urban based industri-
alisation could not generate adequate job opportunities 
– calling for appropriate policy responses to address this 

issue, keeping in view a large section of  youth labour 
force in India.Further, the level of  informal employ-
ment is quite high for both genders in India among other 
BRICS nations (Chart 7), this job market is characterised 
by low labour skill, low labour productivity, low labour 
earnings and also no much social security. In order to 
benefit from a favourable demography (i.e., large share 
of  young population), there is a need to appropriately 
develop their skill set and also provide them right kind 
of  training so that it becomes much easier to increase 
their labour force participation rate which is currently 
low  as compared with most of  the BRICS/advanced 
economies.
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employment-to-populatIon ratIo  

In India, the overall employment-to-population ratio  is 
lower than Russia among other BRICS nations while 
the ratio is more or less comparable with those of  ad-
vanced economies, but the ratio is quite low in case of  
female work force (Chart 8) – calling for appropriate 

Source: ILOSTAT, International Labour Organization, UNO.

policy responses to increase female work force in total 
employment, some of  which may cover aspects such as 
providing equal opportunities in pursuing education, ca-
reer and also some schemes to enable them to balance 
between career and home (not to be forced to quit job 
for the sake of  home/children grooming).

Source: ILOSTAT, International Labour Organization, UNO.

Ilo’s estImates/projectIon on em-
ployment

ILO’s estimates for 2021 indicate that male labour force 
will have a considerable high share in total employment 
among other BRICS/advanced nations, while that of  fe-
male labour force may continue at a low level during the 

same period (Chart 9). 

As per the ILO’s estimates for 15+ age population 
for 2021, the expected overall employment-to-popu-
lation ratio for India may be lower than most of  the 
BRICS/advanced economies due to highly unfavour-
able ratio for female work force (Chart 10).  
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Source: ILOSTAT, International Labour Organization, UNO.

Source: ILOSTAT, International Labour Organization, UNO.

labour force partIcIpatIon rate

In India, of  the total working age population (15-64 
age), around 78 per cent constitutes male labour force 
which is much higher than other BRICS/advanced na-
tions while around 22 per cent constitutes female labour 
force which is very low as compared with these coun-
tries (Chart 11). The overall labour force participation 
rate  (i.e., labour force as per cent of  working age pop-

ulation 15-64 age) in India is lower than other BRICS/
advanced economies mainly on account of  quite unfa-
vourable rate for female working population (Chart 12). 
The labour force participation rate for male working 
population is comparable with other BRICS/advanced 
economies. So, there is a need to increase female labour 
force participation rate in job market through incen-
tives/ appropriate policy responses, as alluded to earlier.  

Source: ILOSTAT, International Labour Organization, UNO.
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unemployment posItIon 

In India, the unemployment  among working age pop-
ulation is large in case of  male unlike other BRICS/ad-
vanced economies while unemployment is low among 
female working age population as compared with these 
countries (Chart 13). In India both for male and female 
labour force, the unemployment rate (i.e., what percent-
age of  labour force remains unemployed) is low vis-à-vis 

other BRICS/advanced economies due to a large size 
of  labour force in India (Chart 14).In absolute terms, 
even with low unemployment rate, there would be a 
large number of  unemployed persons in India vis-à-vis 
other BRICS/advanced economies. Further, as per the 
ILO’s estimates for 2021, the unemployment rate for 
15+ age will also be lower in case of  India vis-à-vis other 
BRICS/advanced countries (Chart 15). 

Source: ILOSTAT, International Labour Organization, UNO.

younG labour force (15-24 aGe)

skill set available

In India, the share of  young labour force (15-24 age) 
in advanced education is low as compared with Russia 
and also some of  the advanced economies (Chart 16A) 
while their share in basic education is reasonable (Chart 
16B). Further, in terms of  intermediate education, their 
share is quite low (chart 16C), while under less than ba-
sic education category, their share is high as compared 

with these countries (Chart 16D). So, concerted efforts 
need to be made to considerably improve their share un-
der advanced and intermediate education categories so 
that requisite skill set is available with them to be able to 
participate in the labour market, and be able to secure 
job as per their skill set. The vocational training and job-
based effective academic curriculum to be designed to 
make the education system in sync with labour market 
requirements. 
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chart 16: labour force distribution (15-24 age) by education

Source: ILOSTAT, International Labour Organization, UNO.

labour force participation rate

The young labour force participation rate is quite low 
as compared with most of  the other BRICS/advanced 
economies (Chart 17), reflecting largely lack of  requisite 
skills with them for kinds of  job available in the labour 
market. Unless a right kind of  job-oriented training/ed-
ucation is imparted to youth, their participation in labour 
market may remain low. This issue is of  concern as it 
would prohibit the economy from benefiting favourable 
demography, and realisation of  ‘demographic dividend’ 
would largely remain elusive. The low youth unemploy-
ment in India as compared with other BRICS/advanced 
economies is largely due to large size of  labour force 
(15-64 age) in India (Chart 18). In absolute terms, even 
with low youth unemployment rate, there would be a 
large number of  unemployed youth in India vis-à-vis 
other BRICS/advanced economies.
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Source: World Development Indicators (WDI), World Bank.

IndIan labour market- major Issues

The major problems faced by labour market in India are 
set out below: 

• Surplus Labour Force: The high rate of  growth of  popula-
tion is leading to a large size of  labour force, continuously 
being added to the existing labour force, without commen-
surate rise in job opportunities in labour market one hand, 
and lack of  requisite skills with growing labour force is yet 
another pertinent factor for keeping them out of  job market 
or self-employment.

• Unskilled Labour Force: Inadequate vocational training/
quality education is constraining skill formation of  right 
kind among the labour force and the unskilled labour finds 
it difficult either to become self-employed or get some job, 
and thus remain unemployed in the economy.

• Low Absorption of  Skilled Labour: Even skilled labour 
force (technically educated youth like engineers and MBAs) 
finds it difficult to get themselves absorbed in the job mar-
ket, leading to a problem of  educated unemployment in the 
economy.

• Labour Market Imperfections: Some market imperfections 
such as lack of  adequate information regarding jobs, lack of  
suitable agency for the proper utilisation of  labour force and 
lack of  proper human resource planning/strategy have been 
causing low absorption of  labour force in the economy.

• Unemployment: A large number of  labour force remains 
partially or wholly unemployed throughout the year or some 
part of  the year, causing problem like disguised unemploy-
ment, seasonal unemployment, open unemployment and 
educated unemployment. Unless adequate employment 
avenues are generated, unemployment problem is likely to 
remain in the economy.  

• Inadequate Labour Reforms: The economy is lagging be-
hind in adopting necessary labour laws reforms based on in-
ternational best practices, and also in line with evolving busi-
ness practices across globe. Multiplicity of  laws, rigidities in 
labour laws and trade unions play a major role in holding 
back India’s labour market environment and also one of  the 
major impediments to job growth in the organised sector. 
Labour laws should be seen as facilitator of  economic activ-
ity rather than constraining factor. It seems current complex 
labour laws incentivise firms either to remain small, employ-
ing fewer workers or to use capital-intensive techniques. La-
bour laws reform is, therefore, much needed keeping in view 
the share of  India’s Industry sector in GDP is second low-
est among BRICS countries. In the Union Budget 2017-18, 
the Government to foster a conducive labour environment 
announced to undertake legislative reforms to simplify, ra-
tionalise and amalgamate the existing labour laws into four 
Codes on (i) wages, (ii) industrial relations, (iii) social security 
and welfare, and (iv) safety and working conditions.

challenGes

A large part of  manufacturing GVA (over 80 per cent) 
comes from enterprises in the formal sector while a sim-
ilar proportion of  manufacturing employment is gen-
erated by enterprises in the informal sector. This is a 
fundamental disconnect: one set of  enterprises accounts 
for most of  the output while another set of  enterprises 
accounts for most of  the employment (Ghani, Kerr and 
Segura, 2015 and Mint, July 21, 2015).The government 
has to create conditions that encourage large enterpris-
es to take on more workers while making it easier for 
informal enterprises to grow in scale. The early plans 
focused on the production of  capital goods while it 
was hoped that village industries would absorb excess 
labour. Then reservations for small enterprises were 
introduced to generate employment. Neither strategy 
worked - but there has been no coherent strategy as a 
replacement either (Mint, July 21, 2015).The Govern-
ment needs to chalk out efficacious long-term strategy 
through appropriate policy interventions for addressing 
the above-mentioned pressing issues/challenges, going 
forward. 

polIcy responses - a way forward

need to augment skilled labour force/labour 
productivity

India’s labour force position in terms of  advanced and 
intermediate education is quite low as compared with 
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other BRICS/advanced economies (Chart 19A and 
19C). Similarly, the labour productivity in India is the 
lowest among these countries (Chart 19E). So, concert-
ed efforts are called for to improve the skills of  labour 

force in order to enable them to participate in job mar-
ket or become self-employed  on one hand, and also 
thereby increase their productivity levels on the other 
hand. 

chart 19 labour force distribution (15-64 age) by education

Source: ILOSTAT, International Labour Organization, UNO.

need to augment spending on public health/
education

Public health expenditure in terms of  both –percent of  
GDP and per cent of  Government expenditure – is quite 
low in India as compared with other BRICS/advanced 
economies (Chart 20A and 20B). Public education ex-
penditure in terms of  per cent to GDP is low in India 

as compared with these economies (Chart 20C),while 
such expenditure is low in terms of  Government’s total 
expenditure among other BRICS countries (Chart 20D). 
So, there is a need to considerably augment expenditure 
on both public health and education systems - both are 
necessary for realising ‘demographic dividend’ in the 
long-term perspective.  
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chart 20: expenditure on public health/education by Government

Source: ILOSTAT, International Labour Organization, UNO.

need to take advantage of  favourable demogra-
phy 

In India, the considerable portion of  youth population 
(15-24 age),both male and female, is neither in employ-

ment nor in education nor in training as compared with 
other BRICS/advanced countries (Chart 21), which sug-
gests that policy intervention is required to make them 
skilled and productive so that economy is benefited by 
way of  their contribution in overall economic growth. 

Source: ILOSTAT, International Labour Organization, UNO. IX. Conclusion 
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conclusIon 

The analysis of  various aspects of  labour market indi-
cates that India’s position vis-à-vis BRICS countries are 
not strictly comparable. Some of  the issues and chal-
lenges highlighted in the paper need concerted efforts 
to address them through appropriate policy responses 
in the ambit of  medium to long-term horizon, which in 
turn would not only better harness youth’s potential for 
economic growth but would also realize the objective of  
inclusive growth.

According to the Mckinsey’s Report (June 2017), 
Government could facilitate in the creation of  gainful 
employment through targeted programmes (such as set-
ting up a large number of  industrial townships which 
would enable to generate jobs across the value chain, 
construction to manufacturing, logistics and R& D - by 
way of  forward and backward linages), and also by ad-
dressing some of  the impediments in the way of  private 
investments and innovations such as speedy resolution 
of  stressed assets in the banking sector, faster completion 
of  infrastructure projects and reducing the cost of  doing 
business by streamlining/digitizing operating/adminis-
trative processes. Further, appropriate policy responses 
may be needed to significantly accelerate manufacturing 
sector growth; boost labour-intensive tourism sector; 
remove hurdles to digitize under-digitized areas such as 
health care, education and agriculture to have a wide-
spread digital eco-system to access knowledge faster and 
become more productive; launching demand-driven skill 
development programme through training/redesigning 
academic curriculum for new labour force entrants re-
skilling of  existing workforce to become more produc-
tive; and also improving work quality (safety, flexibility, 
income security and hygiene). There is also a need to 
collate relevant labour market data on a high frequency 
basis and also in a timely manner so as to comprehend 
and analyse labour market dynamics in a more mean-
ingful way, and also facilitating the Government to take 
appropriate policy decisions to timely address the evolv-
ing issues. This issue is quite pertinent as labour market 
data are available with a considerable lag (the latest data 
in 2017 are currently available only for 2015-16, and un-
derstanding current labour market conditions based on 
survey result becomes challenging). 

The Government’s initiatives on strengthening in-
frastructures (such as road, railways, port, aviation and 

electricity), renewed commitment to Mahatma Gandhi 
National Rural Employment Guarantee Act (MGNRE-
GA), increasing social sector expenditures (health, edu-
cation and family welfare) and innovative programmes 
such as ‘Housing for All’, ‘Make in India’, ‘Start-up In-
dia’, ‘Stand-up India’ and ‘Smart City’ are expected to 
further support creation of  non-farm jobs and allow 
smooth migration of  labour force from agriculture to 
labour intensive construction/infrastructure sector. In 
fact, rapid urbanization and growing urban infrastruc-
tures are resulting in structural changes in Indian labour 
market – migration of  labour force from agriculture to 
labour-intensive construction sector, aided by a strong 
economic growth – a move towards a gainful employ-
ment. Self-employment and farming, however, remained 
the major avenues for employment in India.  

India’s labour force is facing skill constraints like 
many other developing countries. To optimally tap the 
potentials of  particularly youth population, an appro-
priate policy may be framed, executed and monitored 
to know the outcome. In this regard, there is a need to 
support quality vocational training programmes and 
strengthen the linkages between education and employ-
ment for youth. The major challenge is to improve the 
employability of  the youth by training them adequately 
for productive work and also imparting them market-
able skills. Closer association between the private sector 
employers and educational institutions can help to mini-
mise the gap between needs for and supply of  skills. Be-
sides, high economic growth for higher job creation and 
strengthening the extant education system towards skill 
development would improve job prospects for youth. 

There may also be a need to evaluate the extant em-
ployment oriented programmes to know their efficacy 
so that future action plan could accordingly be chalked 
out. The lack of  impact evaluation of  such programmes 
is the key issue to be addressed. The absence of  la-
bor-market information system, mismatches among re-
gions/areas in demand for and supply of  different skills 
sets, inadequate rural-urban transportation and other 
infrastructure linkages, limited accessibility to banking 
finance due to their inadequate outreach and lacking 
focus on sectors having high employment elasticity to 
GDP are some of  the relevant issues, which need to 
be addressed appropriately to mitigate unemployment 
problem in Indian context.  



M. S. Gupta and J. B. Singh*

114

note

1. Dr. M. S. Gupta is a Senior Faculty in Commerce, R.K.D 
College, Patna (Magadh University). Dr. J. B. Singh is a 
Director in Department of  Economic and Policy Re-
search (DEPR) of  the Reserve Bank of  India. Views ex-
pressed by authors in the paper are entirely personal and 
not of  the institutions they belong.  

2. The largest increase in non-agricultural employment has 
been in the construction sector, where the share of  em-
ployment in rural areas increased from 14.4 per cent in 
1999-2000 to 30.1 per cent in 2011-12 (ILO, July 2017).  

3. Declining labour participation may indicate that more 
young people have stayed in education and/or that more 
women from households which were once in extreme 
poverty but have now entered the middle class no longer 
need to work in low-productivity jobs (Mckinsey Global 
Institute Report, June 2017).

4. In 2015-16,the working population ratio was 47.8 per 
cent for 15+ age population under Usual Principal Status 
(UPS) approach (Rural: 50.4 per cent and Urban:41.4 per 
cent; Male:72.1 per cent and Female:21.7 per cent) [5th 
Annual Employment and Unemployment Survey 2015-
16]. 

5. In 2015-16,the labour force participation rate was 50.3 
per cent for 15+ age population under Usual Princi-
pal Status (UPS) approach (Rural: 53 per cent and Ur-
ban:43.5 per cent; Male:75 per cent and Female:23.7 per 
cent) [5th Annual Employment and Unemployment Sur-
vey 2015-16]. 

6. In 2015-16,the unemployment rate was 5 per cent for 
15+ age population under Usual Principal Status (UPS) 
approach (Rural:5.1 per cent and Urban:4.9 per cent; 
Male:4 per cent and Female:8.7 per cent) [5th Annual 
Employment and Unemployment Survey 2015-16]. 

7. In 2015-16, 58.3 per cent of  unemployed graduates 
and 62.4 per cent of  unemployed post graduates cited 
non-availability of  jobs matching with education/skill 
and experience as the main reason for unemployment 
followed by non-availability of  adequate remuneration 
cited by 22.8 per cent of  graduates and 21.5 per cent of  
post graduates [5th Annual Employment and Unemploy-
ment Survey 2015-16]. 

8. In 2015-16,46.6 per cent of  workers were self-employed 
under Usual Principal Status (UPS) approach, followed 
by 32.8 per cent casual labour, 17 per cent wage/sala-
ry earners and 3.7 per cent contract labour. [5th Annual 
Employment and Unemployment Survey 2015-16]. 
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