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Background

• Indian industry, in several sectors, has had a history 
of incorporation into Global Value Chains for a couple 
of decades now and in some cases like that of the 
leather industry, this has taken place for more than 
half a century

• The extent and the level at which such incorporation 
has taken place varies, but whatever the position 
occupied in GVCs for those specific products, a 
substantial part of such production takes place in the 
unorganised or informal sector of the economy



What this paper looks at and why

Looks at various dimensions of the relationship 
between GVC incorporation, informalisation 
of production and labour processes and 
conditions of work and employment in India

It is perhaps also necessary to compare experiences 
across countries in similar industries to try and 
discern patterns of incorporation, strategies and 
modes of adjustment to shocks in global 
production



Cases Presented

Five cases of industries that cater to GVCs in India where the 
informal sector has a significant presence 

Automotive Components, Leather, Gems and Jewellery and 
Garments

The first is an example of a buyer-driven commodity chain, 
production is typically controlled by producing MNCs

The other three are examples of buyer driven chains, where 
control is exercised by retailer MNCs



Brief Background of Cases

• The automotive component industry, for almost two decades now, 
consists of large corporations, both domestic and multinational, came 
up as a domestic industry and has also diversified into export markets. 
Apart from MNCs that control global supply chains, there are also 
several domestic firms that have built strong links with component 
suppliers across different tiers.

The gems and jewellery sector, a buyer driven chain dominated by 
retailers has been one of the largest foreign exchange earners. firms 
having moved up the value chain in this sector. Initially, Indian firms 
used to specialize in cutting and polishing small pieces, but now many 
firms have developed capabilities to process larger rough and fancy 
shapes.  



Cases

• The Indian leather industry, which is a traditional labour-intensive 
industry and is organised in the form of clusters,  has been 
incorporated into global value chains from the early 1970s onwards. 
State intervention has emphasised export orientation and value-added 
production primarily geared towards exports from the early 1970s, in 
response to major international relocations of the the global leather 
industry. 

• The garments industry is also one of the major export earners for India
• The handicrafts sector is also being gradually incorporated into 

international markets significantly



Typologies

• Production for GVCs is characterized by three main 
typologies, represented respectively by automobiles as the 
first, garments, gems and jewellery and leather as the 
second and handicrafts as the third

• In the first two sets of industries, i.e., automobiles, gems 
and jewellery and garments, over time there has been a 
growth of size of firms in the higher tiers of production 
both for technological reasons, the necessity to stabilize 
production as well as due to the need to overcome the 
uncertainties of decentralized production



Typologies continued

• This has occurred through a combination of vertical integration 
(involving an internalisation of processes external to the firm, such as 
production of inputs), horizontal expansion (or capacity 
internalisation) or labour incontracting (where labour employed goes 
up, but they are divided into own employees and those under 
contractors but all production is under one roof).

• does not mean that this ostensible increase in ‘formalisation’ has meant 
a reduction in informal sector presence in these industries. The nature 
of ‘market vs hierarchy’ relationships have changed to some extent 
with greater integration into GVCs, with different kinds of 
centralization and decentralization tendencies being seen



Typologies continued

• what is important to note is that this structure is tending to 
get replicated in the case of domestic value chains as well 
and is also covering industries which were not part of 
value chains at all, such as handicrafts

• the same artisan-raw material supplier-trader networks that 
characterised production for local and domestic markets 
are now being used for supply, through complex chains, to 
national and international markets



Labour process and employment 
implications

• an increase in what is referred to as ‘regular work’ in the economy as a 
whole, as against casual employment. This is a feature in larger firms 
that cater to GVCs, often the Tier I and Tier II firms

• the only thing this means is that workers receive their 
remuneration regularly, whether on a weekly, fortnightly or 
monthly basis, and indicates nothing about the term or 
conditions of such employment

• firms operate in the grey area between the formal and unorganized 
informal sector. The formal sector laws that are applicable are 
considered applicable on paper, but are violated in practice in almost 
all cases



Why has this happened?

• taken place possibly because maintaining a stable 
labour force within firms is necessary to ensure 
stability in export production, this being a change 
from earlier periods of export production, where the 
flexibility offered by irregular labour was considered 
an advantage for firms to keep labour costs very low. 
However, with greater regularity of production and 
delivery being demanded with greater incorporation 
into GVCs as well as pressure from unions and civil 
society initiatives, firms have had to comply with 
some regulations such as a payment of minimum 
wages, but with finding flexible means within that



Employment implications contd

• A second feature of employment practices on the shopfloor is the 
prevalence of different systems of employment within the physical 
confines of firms, whether representing casual or regular employment, 
such as direct employment by the firm concerned or incontracting of 
labour through labour contractors

• While it might still be possible to monitor employment conditions of 
direct workers, it becomes difficult to do so for contracted workers 
because the contractors very often are not registered firms. Firms thus 
get the flexibility of employment that they require without running the 
risks associated with production outcontracting to smaller firms.



Employment implications contd

• A third aspect that has emerged from case studies is 
the proliferation of a variety of systems of 
employment that draw from local discriminatory 
practices in large formal firms where even keeping 
track of violations of applicable labour laws become 
difficult

• The fourth aspect that gets highlighted is a rise in 
self-employment

• rather than this reflecting a seizing of opportunities 
that global production offers by enterprising 
entrepreneurs, it actually represents ‘disguised wage 
work’ where the terms and conditions of wage 
employment are not met 



Summary

• in industries where global production has resulted in 
the necessity for firm size to grow as a result of 
technological requirements or upgradation for 
international markets, firms have found ways to cope 
with the inherent instabilities of relying on inter-firm 
linkages with smaller firms and at the same time 
counteract the disadvantages of large size  through 
innovations in labour process and employment 
flexibility

• these are becoming generalised features of 
employment in the economy as a whole



Labour Vulnerability or Enterprise 
Vulnerability?

• These processes result in and are a product of 
labour vulnerability as well as enterprise 
vulnerability

• In larger firms, a partial compliance with labour 
market regulations allows them to escape 
greater scrutiny if they are allowed to 
maintain flexibility and labour is completely 
vulnerable even as upgradation happens



Labour Vulnerabilty or Enterprise vulnerability?

• In the case of smaller firms, the level of 
enterprise vulnerability itself is very high, 
because in a situation of contract production 
for larger firms, volatilities in international 
markets get transferred to them immediately 
which they in turn transfer to workers by the 
maintenance of flexible employment. 
Mitigating the conditions of enterprise 
vulnerability thus is an absolutely necessary 
condition to being able to improve labour 
standards in these firms



What can be done?

• Tight labour markets or codes of conduct are found to 
improve conditions in higher tier firms

• It has been suggested that monitoring and verification of 
codes should involve worker organisations in the 
producing country

• For smaller firms, especially those in the informal sector, 
ensuring enterprise viability is essential to improving 
worker’ welfare and enhancements of rights

• Strong industrial policy interventions focussing on groups 
of enterprises necessary



What can be done?

• Cluster development initiatives that also focus on labour standards
• Group approach be adopted for addressing a variety of constraints 

related to marketing, technology acquisition and skill development
• Strong state-supported systems for worker capability enhancement 

based on collective approaches
• Through formal legislation, a social floor to be established in terms of 

minimum wages and social security that are applicable irrespective of 
size of enterprise, which can be made operational especially at cluster 
level. All workers and also several categories of entrepreneurs 
irrespective of their age, gender, nature of employment or position in 
the process of production should receive social protection, income 
security, health security and old age security and access to social 
services like health, education and child care
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