Minimum wage:
Comparative analysis in South Asia

Summary:
This policy study explores the impact of minimum wage policies on business costs, with a particular

focus on South Asia, including Nepal, India, Pakistan, Bangladesh, and Sri Lanka. While minimum
wage laws are intended to reduce poverty and improve living standards, the success of minimum wage
laws in achieving these goals tends to vary significantly between formal and informal economic
structures. In South Asia, the informal sector employs most of the workforce with non-existent or weak
enforcement of formal labor laws. This lack of implementation limits the impact of minimum wage
policies, rendering them counterproductive.

Higher minimum wages can strain micro, small, and medium enterprises (MSMES), potentially leading
to job losses and a shift toward informal employment. This dynamic can undermine companies’ survival
and for those surviving, their competitiveness with global products. To address these challenges, the
study recommends implementing fair minimum wage standards, regularly adjusting wages to reflect
inflation, providing targeted support to MSMEs, and encouraging the formalization of businesses. These
measures aim to strike a balance between protecting workers' rights and ensuring the long-term
sustainability of companies, fostering a more equitable and resilient economic landscape.



Introduction:

Minimum wage as defined by ILO is the “Minimum amount of remuneration that an employer is
required to pay wage earners for the work performed for a given period , which cannot be reduced by
collective agreement or an individual contract.” It is applicable to all employees irrespective of status of
employment or length of service and employers are prohibited from entering into an agreement with
their employees for paying wage and benefits that are less than prescribed by the government.

It is a redistributive tool primarily used to empower disadvantaged groups by redistributing earnings to
low paid workers. In South Asia, minimum wage is regarded as an essential tool for alleviating poverty.
It aims to address the decreasing earnings of low wage, low skilled workers and low-income families,
while also helping to mitigate the rising living costs that have become increasingly unaffordable to these
households (SARTUC, 2015).

In both formal and informal employment sectors, the protection provided by labor rights varies
significantly. Formal employment ensures greater extent of protection for workers, including adherence
to minimum wage laws, whereas informal employment often lacks such protections as minimum wage
policies are not applicable in the informal sector, leaving workers vulnerable to exploitation.

The population engaged in informal work is predominantly composed of individuals facing significant
socio-economic challenges. Often due to a lack of skills, limited access to education, or a gap in
opportunities, those in informal employment tend to be among the poorest, most marginalized, and
vulnerable segments of society. Many are uneducated or have low levels of formal education, which
restricts their access to stable, well-paying jobs in the formal sector. As a result, they rely on informal
work, which typically offers lower wages, no job security, and little to no social protection. However,
the intended benefits of the minimum wage do not reach the workers who need it the most as the
enforcement of labor laws in the informal sector is either non-existent or weak. South Asian countries,
especially the one in this study have a larger informal sector compared to the formal sector.

Overview across some South Asian countries (Nepal, India, Bangladesh, Pakistan, Sri Lanka) :
e Formal and informal employment:

More than 80 percent of the labor force in South Asia is in the informal sector because of
economic subsistence and cost saving (Ahmed et al., 2023). The informal sector has a higher
share in employment than in value creation pointing towards low wages prevalent in informal
arrangements. The total share of informal non-farming labor is estimated at 45% in Bhutan, 55%
in Sri Lanka, 80% in Bangladesh, 75% in Pakistan, 75-85% in India and at least 85% in Nepal.
In most countries, these rates would exceed 90% if farming jobs were included. The share of the
informal economy in total value added is estimated at around 40% in Bangladesh and Sri Lanka,
between 40% and 50% in India and around 50% in Nepal. For Pakistan, estimates vary between
50 and 90% (Tresor-economics, 2018).

e Comparing per capita income and minimum wage:

In South Asia, Bangladesh, India, Pakistan and Nepal have criteria for setting the

minimum wage rates, while Sri Lanka lacks statutory criteria for setting the minimum wage.



Across these five nations, the cost of living consistently serves as the basis for determining
minimum wages. In Bangladesh and India, minimum wage is viewed as a means to ensure a
decent standard of living. In Nepal, Pakistan and Sri Lanka, the focus is mainly on fighting
inflation. All countries set minimum wages by sectors, except India and Pakistan, which also
have national, regional and occupational minimum wages (SARTUC, 2015). The table below
illustrates minimum wage and per capita income of some South Asian countries:

Country Currency | Minimum wage | Currency | Minimum wage | Currency | Per Capita Income
(Monthly) (Annually)

Nepal NPR 17,300 $ 1,558.75 $ 1,456

India NPR 8,544 $ 788.67 $ 2,500

Bangladesh | NPR 14,282.66 $ 1318.4 $ 2,784

Pakistan NPR 15,426.69 $ 1,424 $ 1,680

Sri Lanka NPR 7,835.79 $ 723.3 $ 3,830

***The references for minimum wage and per capita income is presented in the table in appendix.

Interpreting minimum wages of the countries:

Nepal: Nepal’s minimum wage being higher than per capita income may imply a policy
intention to ensure strong support for workers. However, this could also highlight disparities
between legal mandates and actual wage practices and significant involvement in informal
sectors.

India: Minimum wage significantly lower than the per capita income indicates a
substantial gap relative to average income, challenging workers to sustain a decent standard of
living.

Bangladesh: Minimum wage less than half of the per capita income in Bangladesh
suggests that while Bangladesh aims to ensure a decent standard of living through minimum
wage policies, it is difficult for workers to meet their economic needs at the current rates.

Pakistan: Minimum wage close to per capita income may imply that Pakistan’s
minimum wage policy seems well-designed to provide significant economic assistance to
workers, ensuring they can maintain a basic standard of living and manage inflationary
pressures.

Sri Lanka: Minimum wage significantly lower than the per capita income indicates a
potential gap in providing adequate wages to meet living standards.

Comparing minimum wages among the countries:

The table highlights that Nepal offers the highest minimum wage, while Sri Lanka

provides the lowest. The minimum wage in Pakistan and Bangladesh are relatively close with




Pakistan slightly higher. India’s minimum wage is considerably lower than those of Nepal,
Pakistan and Bangladesh.

Problem description:

As said by Milton Friedman “The real tragedy of minimum wage laws is that they are supported by
well-meaning groups who want to reduce poverty. But the people who are hurt most by higher
minimums are the most poverty stricken,” Higher minimum wage increases operational cost for
businesses. To combat increased labor costs, businesses will be forced to cut jobs to maintain
profitability which will increase labor market competition for minimum wage jobs. The hardest hit by
these labor cuts are the unskilled, poor workers who were meant to benefit from the minimum wage.
Companies cut back on hiring and training unskilled workers, resulting in them being left unemployed
and untrained. This imposes long term consequences on unskilled workers, worsening unemployment
and poverty. Additionally, businesses might transfer the increased labor costs to consumers by raising
prices for goods and services. As a result, the higher minimum wage ultimately fails to provide any real
benefit, as the increased cost of living offsets the wage gains. Figure below shows the supply and
demand curve for laborers and how the wage rate is determined.
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Supply of labors

Equilibrium Wage rate 4

Quantity of labors

Micro, small and medium enterprises ( MSMES), which drive the highest demand for workers in the
current job market in south asia, often struggle with profit margins making it tough for them to cover
minimum wage costs. In Sri Lanka, higher wages have increased operational costs for businesses,
especially SMEs. The Central Bank of Sri Lanka survey found that businesses suffered squeezed profit



margins after minimum wage hikes. Labor intensive industries like manufacturing and apparel may
reduce their workforce or slow down hiring to manage these costs. Bangladesh’s Ready Made Garment
(RMG) industry, which is crucial for the country’s economy, encounters obstacles with higher minimum
wages. The RMG sector’s success has been linked in part to its affordable labor expenses. High
minimum wages could result in substantial change in operating dynamics and cost structures, decreasing
the sector’s profit and the country’s economy (Zaman et.al., 2021). Similarly, Research by Pakistan
Business Council (PBC) suggests that higher labor costs might lead to job cuts or reduced hiring,
especially in manufacturing sectors that are labor-intensive. In India, the negative impacts of higher
minimum wages are more noticeable in the formal sector, where compliance with wage regulations is
stricter. Smaller firms in the informal sector, which typically employ unskilled, young, and female
workers, encounter greater expenses related to compliance (Menon & Rodgers, 2017).

Minimum wage higher than per capita income in Nepal results in closure or downsizing of MSMEs and
SMEs which contribute to 4.56 million and 333,077 job opportunities respectively due to the increased
financial burden on these enterprises, thereby reducing employment rates. Increased production costs
also results in higher prices of the goods which are borne by the consumers. This causes inflation and
reduces the purchasing power of consumers. Furthermore, the implementation of increased minimum
wages could push workers from the formal sector to the informal sector, where enforcing wage
regulations is complex due to reliance on verbal agreements. Businesses get informalized so that they
don't have to comply with increased labor wages. This shift not only increases the labor supply in the
informal market but also drives down wages due to surplus of available workers. Since informal sector
jobs often pay less and are part-time, this shift can negatively affect workers’ well-being and reduce
average earnings. Consequently, while formal sector wages might increase due to higher minimum
wages, informal sector wages are likely to decrease, worsening income inequality.

Additionally, Nepal, known for its cheap labor cost, risks discouraging foreign investments due to rise in
wages and poor performance in global competitiveness indices. Higher minimum wages make Nepal
less attractive for foreign investment compared to countries with cheap labor. Moreover, poor
infrastructure, political instability and low education and skill levels further hinder its competitiveness.
These factors increase operational costs and risks, making the business environment less favorable for
foreign investors (Shrestha, 2023).

Recommendations:
1. Informalization to formalization:

As mentioned above, the percentage of people employed informally is much higher than the
percentage of people employed formally. Implementation of minimum wage laws in this
scenario would not affect workers employed informally, as the informal sector does not have to
abide by them. Businesses should be provided with incentives to formalize their operations, such
as tax incentives, simplified registration processes, etc. Formalizing informal employment in
Nepal helps address minimum wage issues by bringing workers under legal protection, ensuring



fair wages, better enforcement of labor laws and access to social security. For businesses, it
lowers costs by improving employee retention and enhancing productivity and can gain access to
official funding opportunities.

Setting minimum wage correctly:

In India, the government takes into consideration the cost of living, the level of skill required for
the job, along with the recommendations of the Indian Labour Conference, which is a tripartite
body consisting of representatives from the government, employers and workers (Playroll,
2023). Minimum wage, in Nepal, is determined on the basis of recommendations made by the
Minimum Wage Fixation Committee. In case of the absence of the committee, the government
fixes the minimum wage. The temporary nature of the wage fixation committee and its non-
expert members, which include representatives of workers, managers and the government further
declines the prospect of establishing minimum wage that is scientific and accommodative (Raut,
2019). In order to set the correct minimum wage, the guidelines provided by ILO have to be
followed.

The ILO’s Minimum Wage Fixing Convention of 1970 (No. 131) emphasizes that minimum
wage setting should be based on evidence and social dialogue, using statistics and other data and
considering both workers’ needs and economic factors. Convention No. 131 and the ILO’s
minimum wage policy guide stress the necessity for a transparent, evidence-based methodology
in establishing minimum wage laws. Minimum wage determination process varies across
countries which includes formulas, government rate setting, union-bargained rates and rates set
by an expert body (Raut, 2019).

Regular adjustment of minimum wage:

In Nepal, minimum wage is revised every two years whereas, in India and Bangladesh, it is
revised in at most 5 years. According to ILO, minimum wage should be changed occasionally,
either at regular intervals or whenever such a review is considered appropriate, considering cost
of living and other economic factors. ILO suggests annual adjustments in case of low or
moderate inflation, ensuring appropriate predictability for workers and employers and allowing
for regular adjustments with evolving economic conditions. But if inflation accelerates above a
certain threshold, more frequent adjustment is necessary (ILO, 2024).

Sector based minimum wage:

Although living costs vary across provinces, the minimum wage is the same across all provinces.
Similarly, even though the skill set, risk and education associated with the occupations are
different, the minimum wage is the same for all kinds of jobs. As in India, where the State
Government has the authority to change the minimum wage set by the central government (not
below the wage set by the central government), provincial governments of Nepal should be
allowed to fix the minimum wage in their provinces according to the living costs and the types of



employment present in the province (Playroll, 2023). Risks associated with the job, skill set
required, etc. should be calculated and the minimum wage should be set on the basis of the sector
of employment, providing higher minimum wages to those who are employed in a high risk job
or require a high level of skills.

5. Impact study:
It is essential to study the effects of raising the minimum wage, particularly on business, to
analyze various factors such as profitability, employment rates and business sustainability.
Understanding these impacts is necessary for policymakers to determine the appropriate intervals
and amounts for wage adjustments. This ensures that minimum wage increases are beneficial for
workers without harming the profit margin of businesses and the country’s economy.

6. Support for MSMEs and SMEs:
MSMEs and SMEs should be provided with subsidies, reduced tax and access to low interest
loans to help them manage the increased labor costs due to higher minimum wage.

Conclusion:

To sum up, while minimum wage policies in South Asia aim to uplift the living standard of low-paid
workers and lessen economic disparities, their impact on business costs varies significantly. Countries
must balance wage laws with economic realities to avoid unintended consequences such as job losses
and informalization of businesses. Supporting MSMEs, adjusting wages regularly and promoting and
incentivizing formalization are crucial steps towards achieving sustainable economic growth. By
adopting these recommendations, policymakers can create an environment where fair wages enhance
worker welfare without compromising the success of businesses, ultimately contributing to economic
prosperity in South Asia.
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Appendix:

The table below contains the sites which mentions per capita income and the minimum wage of Nepal,
India, Bangladesh, Pakistan and Sri Lanka:
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