BaBRDmEm
i X XIVE

AHMEDADBAD

Working Paper




L. 0o B s L7

i \

L)y P Moo 77/
L7 . (1€

wWAGE DIFFERENTIALS BETHEEN SEXER
IN INDIA = AN EXPLAMATION

‘BY

Ravindra 'l. Dholakia

WP711
1987

(714

¥ r No. 7il

October 1587

The main ohbjective of the working paper series
of the IIMA it to help faculty merders 1o test

cut their research findings at the pre-publi-
cation stage.

INDIAY INSTITUTS OF MANAGENENT
AFMEDABAD.3800L5
. INDIA



WAGE DIFFEREMTIALS BETWEEN SEXES

IN INDIA - AN EXPLANATION

~ Ravindre H. Dholaliia
1IN, Ahmedabad

ABSTRACT

Persistent wage differential between male and femsle workers
in any economy is generally sought to be explained by the
hypotheses of job-discrimination or sex-discrimination. In
the conditions prevalent in the Indian labour mérket, these
two hypotheses do not appear to be convincing. Altermetively,
labour market imperfect:on and segmentation of labour market
into male and female labour with distinct supply characteris-
tics are considered to be the main factors behind the wage
differential between the sexes. It is the profit maximizing
behaviour of the waze discriminating monopsonists rather

than personal preferences and prejudices of employers ageinst
females that gives rise to the persistent wage differentisl
between equally skilled and experienced men and women workers.
If such an explanation is accepted, then the policy prescrip~-
tions for tackling the male-female wage differenticls are
totally different from the ones bésed on the hypotheses of
job discrimination and sex-~discrimination.
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1. Introduction

thfgcT.Sw-Kill attributed the labour market seoentation
¢o the existence of non-competing groups created out of

the imperfections in capi*al market, Tnstitutionel barriers
resulting from the imperfections in capitel market rive
rise 1o substantial differences in.tccuisition 2f humen
capital by certain groups in the society. Such & concept
of labour méerket segmentation has been systematliczlly

replaced in the modern literature by ~he differing earrin

LI ]

ct

functions of the workers. Two distinct concepts oI rarke

discriminztion and merket segregaticn have emerged. The

o e
i

former refers to the incomes received by different roups
ignorin: their distribution in employment, whereas the
lei-er refers to their distributish in employment irnoring

<heir incomes. (Becker, 1957).
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Becker's {(1957) model of labour market discrimination
treats the discriminatisn as resulting out of the employer's
preferences and prejudices for and against certain croups
of workers. In the context of the racial discriminzti-on,
Becker's model was modified and expanded by'seve:ﬁl econo-
mists like Arrow (1672), Alexis (1973), Kimeger {1962), etc.
The model, however, reméined neoclascical in its siructure.
Perfect competition in the labour markei with homcreneous
fectors of productisn was assumed. The employers nroctiising
such discriminetion were ossumed to cdeviate from tho profit
maximizing behaviour inasmuch &és they were taken to be willin
<0 sacrifice some profit for the sake of their prejudices/

preferences.

In the context of sex-discrimination, on the sthor hand
Bergmann and Adelmar (1972) arzue that wage discriminstion
is less likely than the job discriminction. Sironz notional
demarkation between the "men's occupatisns"® and "iomen's
occupatizns" results in seameniation of lebour m.cket between
the two almost non-competing groups = men and women. Since
women's occupétisns are r-latively less in number, there
occurs overcrowding which pulls down their wages, Such an
argument in the back-drop of the perfectly competitive labour
markets vould irply that the maeroinal productiviiy of female

workers is lower, than the one for the maele workers. The
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national income accounténts and other researchers interestied
in messuting the changes in cquality of lebour ovar time,
therefore, rely on wgje differentials +s reflect the producti-

vity differentials, for instance, Denison, 1985; aAuer, 1979;

D

Tenison and Chq Iy 1916 Dholckla, B.41., 1974 and 1930, etc,
The contributlan of charoing sex~composition of labour force
¥o tR&ZsFowth rote of the econory is thus estimotad by using

the male-female wage differentials,

The conditions of Indian labour market when e xanined in
the context of sex-discriminatisn clearly reveal thit wage
Gifferentizl between male end fem:le workens is & casually
observeble phenomenon, Differences in the skill, cualification,
experience and nature of the job for male and ferale vrorkers
¢o not fuily agppunt for their wage differenticl. Recently,
it is also argued,that statistically significent difference in
Eﬁﬁoﬂf?giﬁﬁ productivities of male end female workers does
not exist in India (Dhola*-ia, 1.4., 1983). Thus, the Bergmann-
Adelman hypothesis of job discrimination also does not provide
full explanation to the male-feméle ware differenticls in
Indis. Does this imply that the explénstion lies anly in the
Becker—Arrov type of model ¢ If it is so, we should conclude
that the females are discrimingied againstzzhe erployers in
India even at the cost of their profits, If it is a cuestion
of onl?“brejudic;s and beliefs, the govermment is fully

justified in intervening the mérket with deteiled list of laws
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and regulations, However, there is an alternative explaenation

6f the male-female wage differential in India which is consistent
with the profit-meximizing behaviour of employers, and hence,
raises serious doubts about the efficacy of such sovernment
interve-tions. 1In the present paper, we propo2se t2 discuss

this alternative explénation. #

2, Discrimineting Monopsony

The conditions of labour market in India do not justify
the strong assumption of perfect competition aron: e-ployees,
For a given type of labour, the employers are relativily tos
few. The employers are, therefore, not an insignificantly
small part in the market. They canrot employ es many workers
3s they wish at the going wage rate. They have to effectively
offer higher wages for erploying more workers, In ather words,
the employers do not fece an infinitely elastic supply of
labour, An upward sloping supply curve for labour implies that
the marginal expense cof erploying labour is grecter *han the
avérage wage rate. (Koutsoyianris, 1988). The empiricel finding
that wages are not paid according to the mérginal product in
India (Dhole:ia B.4. & Dholakie ].4., 1975} can be reconciled

with the monopsonistic competition in the labour market,

* In the context of racial discrimination, Thurow (1969)
had pointed to somewhat similar explanation.



To see that the male-female wage differenticls can
also be explained by the profit meximizing monopsonistic
competition in the labour market, let us assume for the sake
of simplicity in exposition that there is a monops=ny in
Jabour merket. In other words, let us assume thet there is only
one employer in the market. Let us also assume that he is
interested in maximizing his profits. loreover, let us toke
the labour market to be dis{inctly segmented into twd groups,
say, males and females, We hold the other things constant as

a result of wiich we would consider that mele workers and

female workers are homogeneous in 21l other respectst The

labour market is segmented in the sense that cfbss-membership
in the two groups is ruled out, The two groups are not strictly
non-competing, but they have distinct supply (of labour) curves.
Under such conditions, the monopsonist may find it profitcble

to pay differsnt wage rates to msle and female vorkers.

let TC - = wlLl + W2L2 + TFC - (1)
be the cost of function of the monopsonist where Ll and L2
represent the employment of male and female workers respectively
W, and W, are the r:spective average wage rates &nd TFC is the
total fixed costs. Let us also take his total revenue function
as TR = p.X - (2)

where p is price of the product and X is output.

Also, X = f (K,L) - (3)
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is the production function and,

p=g(x) =~ (4)

is the demand functi n for the aood ¥.

:'ow, the profit function of the monopsonist is

R = TR -TC

i,eo A = p.X - WL, - UL, = TFEC = (%)

In order to determine the equilibrium values o7 L, and L,,

let us consider maximization of R with raspest 0 I.l and L,
in ecuation (5).

.._%%1_ p-%é'%%,*"-;%i-%i-%,"1"1§;} — (6)

-

“gh o B g — O

2
Since, I = I, + Ly, %%1 - %Ez = 1 in both (6) and (7).

In order to meximize R with rospect to L, and L, the nscessary

eondition is thet ecuations (5) and (7) should equc’ zernd.

~s_ The necessary condition for profit-maximizin? ecuilitrium

Jution is @

oW . aw
MRP = W, + L snd 1'AP = W, + L 2
IR 2t Ly &=

aw

Ly

aw

- 932 + L2 L2
E 2
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where e, and e, are wage elasticity of supply for male and
female workers respectively. Assuming that the sec-n2 order
conditions for equili‘rium are fulfilled, the implicctions of
the equation (8} is that the monopsonist would find it profitble
to pay different wage rates to male and female workers if the
elasticities of supply for male and female workers arc cdifferent
at a given wage rate. Moreover, it is also clear fr;m equation

(8) that the group with higher elasticity of supply gets the

higher wage rate.

Thus, with monopsony element present in the labour market,
the profit maximizing behaviour of the employer would necessarily
lead him to pay lower wage rate to female labour if the elasticit
of their supply is lower than the male laboure although their
marginal productivity is the same as that of male lahour, If
imperfection of labour market 1s the cause of wage differentials
between the tw> sexes, it does not become the cése of sex
discrimination. There may not be any prejudices or beliefs
against employing the female workers on the part ¢f the employer

It may be only due to his monopsony power and ability to exploit
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differing elasticities of supply of male and ferale workers
which might explain the differences in the wa—e rates. Such a
situation cannot be easily remedied by passing detall laws and
imposing regulations. Rather, it calls forth an indepth
examination of thé cayses for the relatively low elesticity

of supply of female labour as compared to the méle labour with

the sé?e skill. quallflfatlon and experience.

3. Causes of Less :1ast1c Supply of Female Labour

The role of females in the Indian society is central to
the family system. The households without 2 ferale member are
seldom considered families. Whether the female is ¢ mother,
daughter, sister or wife, she occupies the centrzl-position in
the‘family. Several household responsibilities ara traditionall
discharged by the women in the family. The males cére usually

the bread-winners in the family. In several cases, women are

- also required to supplement the efforts of men in earning for

the famlly. Tne women carry out their bread-winring role by

and large in addition to their normal role of looking after the
household work. The perticipation of ferales in eccnomic
Iactivities is, therefore, largely out of economic compulsion,

It should be mentioned here that‘the females in the middle

and upper-middle income families participate in economic activit]
not out of economic compulsion but on account of & number of

complex socio=-psychological reasons. Their case is certainly
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different from those whose labour force participaticn is
out of zconomic compulsisn. However, the proportisn of women
workers from the middle and upper middle income group is very

low in the total female lzbour force.

If economic codpulsion is an irportant cause for
entering the labour mafket, wage elasticity of supply is bound
to be low for majority of female workers. lNoreover, the
decision to join labour force is an important decision for
females. They traditionally have a natural optisn ~f not
joining the labour force and that in itself is not lotked
down upon by the society. A male on_the other'hand is nsturally
expected to be in the labour force and his not beinz in the
labour force is matter of great concern for the fasily and the
relatives, Such a male is looked downzgy the society., The
decision to join labour force for the males is therefore
c:ﬁbially‘depéndent 0a the level of the wage rate rather than
oF&ny of ‘the other fecilitating factors, The woge elasticity
of labour supply for males is, therefore, most likely to be very
high. Tho case of females is different, however. Their parti-
cipation in the labour force depends more on the other facilita-
ting factors than the level of the wage rates. These facilitati
conditizns would include severzl factors like nurbcor of élive
children,‘their age, type of family, size of the family, health
of family members, nature of the job, timingé of the job,

distance of the work place, etc., If these factors are favourebli
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the level of the wage rate is almost irrelevan: for the
decision to enter the labour force in the sense that mincr
variations in wage rate are not likely to affect the decisi~n.
t is naturel, therefore, that the wage elasticily 2f labour

suprly for females is lo-er than that of meles.

Another important cause for the lower sun-lv elasticity
for ferale labour is the constraints on mobility 27 women,
Since women have to lo~k after the household activities,
their geographical mobility is severely restricted, The
spatial specificity explicitly enters their supply fOnction
vhich further reduces the importance of wagse rates. Mcles,
on the other hand, being the bread-winners enjoy moro freedom
and flexikility on account of geogréphic mobility. The spetial
specificity is not so dominént in their supply functiion,
Similérly, the occupetional mobility-wise also the ferales
cre at disadvgntageous prsition as compared to méles because
“herc are social taboos attached with femaies' csszcictinn

vwith ceriain types of occupetion,

Ansther canstraining factor on women's mobility is the
femily system itself. Inasmuch as the suprly of labour of
mele end ferale is a family decision bésed on considerctinn of
vielfare maximizqtion for the family, the two supply functions

miben- . .
are $mdepandent., As it usually happrens, if the male merber

of the family gets a very lucrative offer from some sthzr city
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or region, the family may find it profitable to sacrifice
female's job and settle in the new city or region where the
feﬁale may not get as good a job as before. Although the

female mizht have becn individually worse off, the family

might have been bétter off. These are again the cesually
observeble phenomen?.} In, the rural sector also such decisions
are frequentlf tékéh. ﬂ%e case of migrent femilies is an
illustration., For a miérating family, the wage bergein is by
énd large for both the husband and the wife. Since the bargain-
jng power and skills are limited with-such families, usually the’
employef who is invariably the monopsonist in such situations
finds it profiteble to discriminate wages for males and females,
It is not out of any prejudices agéinst females that they get
paid less, but it is because their supply is much less elastic

as compared to males.

Finally, we may briefly consider the case of women
wbrkersgbelohg?ng to the middle and upper middle income groups.
Their labour force participation is not out of economic compulsic
but on account of several socio-psychological factors. . Wages,
+herefore, do not matter. They ére certainly not cons idered
very important factor except their magnitude determining the
social status for the women. To sOme exfent, therefore, the
supply of this category of women may be more wage elastic than
the rest. The wége-differentials between male and femadle worker

in such categories are, therefore, not very substantial in the
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first place, and whatever exist can be explained in terms of

skill, qualification, experience and the natures 27 the job.

4, Concluding Remarks

Imperfections in labour rarket and the wazz discrimina-
ting monopsony model can very well explain the male-female wa Je
differentials in the Indiaen lakour rirket. The syrothesis of
sex—discrimination based on prejudices of employers agzinst
women workers needs serious scrutiny particulerly b-ceuse it
implies implausible objective function for the entrenreneurs.

If the root-cause of the problem is the labour mariet” imperfec~
tions, the remedy is not in imposinz laws and rééulCtions (which
could be flouted in practice) bu: to systematicaclly plan to
remove/reduce such imperfections. 1In order to increzse the
supply elasticity of female workers apart from mekinc special
efforts to improve their skills and qualificstions, their
mobility both - geographic and occupational = should be facilite-
ted. Better and efficient transport net-work c2n z2 @ long

way in this regard. Finelly, we may note thet i economic
compulsion ::uzbsent, the elasticity of labour suprly of females
would in all probability be more or less équal t2> the one for
méles in which case, the problem of male-female wage differen-

tials does not remain as pressing as it is now.



