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ndia will soon start enforcing a range of new labor codes (https://labour.gov.in/labour-codes), and companies are taking steps to

prepare for them. The primary change is that to make it easier to do business in India, the federal government has consolidated 29

existing federal labor laws into four codes.

"The intent is to reduce the multiplicity of laws and make them more uniform," said Ajay Singh Solanki, Mumbai-based leader of the

labour and employment practice at law �rm Nishith Desai Associates.

While there is still some work to be done by the federal and state governments before these codes can be implemented, legal experts

say companies should not wait around.

"Start taking measures to align practices with the codes," said Atul Gupta, Bengaluru-based partner and part of the employment and

corporate practice group at Trilegal, a law �rm.

Across all of the codes, the number of regulations have been reduced, and many have been made electronic. However, penalties for

non-compliance will be higher.

"In some cases, they have been raised up to 20 times the previous �nes," said Solanki.

Here are the four codes and key changes to keep track of: 

Code on Wages 

1. New de�nition of wages: The new code de�nes wages to be at least 50% of the total gross remuneration of an employee. At the

moment, companies provide between 25% to 50% of gross pay as basic wage, and the rest is allowances. This helps companies save

on gratutities and provident fund contributions, which are calculated as a percentage of basic wage.

A higher wage would raise the bill on some of these payments. Many companies may overhaul their compensation structures to

accommodate the new wage de�nition.

2. Fewer minimum wages: India has hundreds of minimum wages  because each state sets a di�erent wage for distinct criteria, such

as the job, the industry, the worker's skill and more.

To keep track of these rules "is a hugely complicated exercise for organizations with operations throughout the country," said Gupta.

The Wages code has shrunk the list of minimum wages, and it introduces the concept of "�oor wages" to be set by the federal

government. States won't be able to set a minimum wage below this �oor.

The result of this new approach is that it will assure a basic income to workers nationally, and could ease migration. "The incentive to

migrate to Delhi or Mumbai to get larger wages will eventually reduce if (workers) can be assured of similar wages in their own towns,"

said Gupta.

3. Gender neutrality: The Equal Remuneration Act has provisions for equal pay for men and women for the same or similar amount of

work. The new code extends this equality to a person of any gender, thus including transgender employees. However, providing this

equality practcally will be tricky.
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Solanki noted that some countries, such as the U.S. and the U.K., ask companies to publish information about the salaries they pay to

men and women, and thus have been able to bring some parity. "India is lagging on that front," he said. 

Industrial Relations Code

1. Hiring Fixed-Term Workers: Until now, labor laws did not speci�cally address �xed-term workers, so typically companies use third-

party vendors to hire workers for a �xed or project period.

The new code recognizes �xed-term workers, and mandates that they will be eligible for employee bene�ts, including gratuity

payments on a pro-rata basis. The code may encourage companies to hire more �xed-term workers, as they can exercise more control

on these workers than those hired through third parties.

"This will lead to some amount of workforce restructuring," said Solanki. 

2. Standing Orders: Standing Orders are certain terms and conditions of employment issued by the government that must be followed

by employers. Until now, these orders had to be followed only by factories, mines and plantations, but the code expands them to

cover all companies that have more than 300 workers. In addition, any exception would require government approval.

"Process under the law is very, very cumbersome to create and revise," said Gupta. That said, many companies in the information-

technology sector in Bengaluru are hoping that the state government will exempt them from these orders, he said.

3. Grievance Redressal Committee: The new code requires that any company with at least 20 workers must create a committee to

address any grievances. "This is essentially being seen as a call to unionization, as they require worker representation," said Gupta.

4. Threshold for Terminating Workers: Under the existing law, any factory, mine or plantation with more than 100 employees needs

government permission to terminate workers. The new code requires only companies having more than 300 workers to seek

permission.

"For smaller industries, this will make it easier to manage employees," said Solanki. 

Occupational Safety, Health and Working Conditions Code

1. Night Shift for Women: This code allows companies to hire women to work at night, between 7pm and before 6 am, so long as the

companies ful�ll certain conditions of safety and security for these workers.

"You provide for transportation to and from for women employees, and you also provide them safety while they are working at night,"

said Solanki.

Until now, companies have had to navigate a plethora of federal and state rules on women working at night - some states prohibit it,

while others allow it under certain conditions. The new code especially impacts the outsourcing and call center industry, which

employs many women employees who work night shifts.

2. Changing Contract Labor Regime: For the �rst time, a federal law now de�nes what is a "core" activity of an organization. Currently

many companies, such as in the automobile and information-technology sectors, hire contract laborers for their core work to whom

they don't have to pay bene�ts. The code reiterates the earlier law that prohibits companies from hiring contract labor for its "core"

activities, but now there are a range of exceptions.

The new code is "turning the entire contract labor regime signi�cantly," said Gupta.

3. Leave encashment: Until now, company policies required workers to preserve their unused leaves until the end of their

employment. The new code allows employees to ask for encashment at the end of any year. That change will create a new �nancial

burden for many companies, said Solanki, that must be accounted for in their annual budgets.

As a result, he expects that many companies will revise their policies in ways to goad workers to exhaust their leaves before year end.  

Fe
ed

ba
ck



CONTACT US (WWW.SHRM.ORG/ABOUT-SHRM/PAGES/CONTACT-US.ASPX) | 800.283.SHRM

(7476)

© 2021 SHRM. All Rights Reserved

SHRM provides content as a service to its readers and members. It does not o�er legal advice, and cannot guarantee the accuracy or suitability of its content for a

particular purpose.

Disclaimer (www.shrm.org/about-shrm/Pages/Terms-of-Use.aspx#Disclaimer)

 

 

Code on Social Security

1. Recognizing Gig and Platform Workers: For the �rst time, the code on social security de�nes "gig" and independent workers, such as

those who work for companies like ride-sharing service Uber.

"They have speci�cally said that these are not traditional employer-employee relationships," said Solanki. In other words, companies

won't have the same liabilities towards these workers as they do for their full-time employees. However, companies will need to

contribute to a social security fund for these workers, which the government will create.

"How it will be implemented remains to be seen," said Solanki.

2. Limit to Provident Fund Compliance Checks: Until now, there is no limitation on how far back authorities can go to check if a

company is compliant with all rules relating to the Employees' Provident Fund, India's version of social security. Also, once an

investigation is launched, it can take years for it to be completed. 

"It was a nuisance value for companies," said Solanki. The code now limits authorities to looking back only �ve years to check

compliance. Also, it requires that all investigations must be completed within two years.

"This is a sigh of relief for companies," said Solanki.  
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