
LabourCodes and
the search for clarity
The first of a two-part series on labour Codes looks at wage
definition, compliance challenges, and the road ahead

India’s long-awaited labour reforms are
finally entering the implementation
phase.With the final notification of rules
by the Centre and states/UTs, the labour
Codeswillsoonbecomefullyoperational.
For businesses, however, the real chal-
lenge is no longer legislative change but
interpreting how the new Codes will
function inpractice.
Thereformsseek toalign labour regu-

lation with contemporary economic
realities — ensuring decent living
standards and social security for
employees, establishing a technology-
driven labour governance framework,
and reducing the heavy compliance
burdenof labour-relatedstatutes,which
reportedly accounted for more than 40
percentofbusiness-relatedcompliances
in the country.
These measures are expected to

advance labour force formalisation,
strengthen manufacturing competitive-
ness, and simplify compliance, particu-
larly for micro, small and medium
enterprises. Yet, despite the rationalisa-
tion of the legislative framework, several
provisionsremainopento interpretation,
prompting stakeholders — especially
industry—toseekgreater clarity.
Two issues relating to the new

wagedefinitionhavegeneratedparticular
discussion.Oneconcernsits implementa-
tion across the country, including the
manner of wage calculation and the date
fromwhich it becomes operational. The
implications are significant, as they
directly affect the financial planning and

cash-flow management of establish-
ments.
Another issue relates to the expanded

applicabilityofminimumwagesacrossall
categoriesofemployees.Thisraisesacon-
nected interpretational question of
whether the statutory overtime rate will
apply to all employees or only to those
classifiedasworkersunder theCodes.
Thisarticleisthefirstpartofatwo-part

seriesexaminingkeyprovisionsunderthe
labour Codes that have generated debate
dueto interpretationalambiguities.Part I
focuseson the implicationsof the revised
wage framework. Part II will examine
other operational aspects, including
thenumber of hours in anormalworking
day, social security coverage, employer
liability, theuseof contract labour incore
activities, the inspector-cum-facilitator
enforcement mechan-
ism, and the interaction
of the labour Codes with
the Shops andEstablish-
ments Acts of States and
UnionTerritories.

Uniformdefinition
ofwagesandits
implications
One of the most signifi-
cantprovisions concerns
the definition of wages,
which has beenmadeuniformacross the
country for thefirst time. The objective is
to ensure a fair wage structurewhile pre-
venting themanipulation of salary com-
ponents to reduce statutory liabilities.
Earlier labourlawscontainedmultiple

definitions of wages. As a result,
employers often structured salary pack-
agesinwaysthatkeptthebasicwagecom-
ponent lowwhile increasingallowances.
The Code onWages provides a clearer

framework by defining wages to include
allremuneration—whetherbywayofsal-
aries, allowances, or otherwise — while
exhaustively listing exclusions such as
bonus,houserentallowance,conveyance
allowance,andemployercontributionsto

pensionorprovident fund [Section2(y)].
However, a proviso states that if these

excludedcomponentsexceedone-half (or
such other percentage asmay be notified
by the Central government) of total
remuneration, the excess will automati-
callybeincludedinthewages.Thisprovi-
sion ensures that the basic wage remains
at a reasonable level for the calculationof
statutory payments relating to social
securityandother employeebenefits.

Treatmentofunlistedallowances
Allowances vary widely across organisa-
tions, including for senior leadership
roles.Employers therefore seekclarityon
how allowances not listed in the Codes
shouldbe treatedwhenapplying theone-
half (orothernotified) cap.
Aclose readingofSection2(y) suggests

that the provision has
beendraftedwithdeliber-
ateclarity.Whilethedefi-
nitionof“wages”isbroad,
the exclusions appear
carefully and exhaus-
tively listed. In practical
terms, if a payment or
allowance is not specifi-
cally mentioned in the
exclusion list, it must be
treatedaspartofwages.
The design appears

intentional: To prevent arbitrary classifi-
cation of allowances by employers as
being “outside wages” and to ensure fair
treatmentof employees.

Impactonemployersand
financialplanning
Therevisedwagecompositionisexpected
to increase employee benefits. From the
employer’s perspective, however, it may
also lead to a higher cost to the company
due to increased social security contribu-
tionsandother statutory liabilities.
Companies are confronted with the

question of whether implementation
should begin from 21 November 2025 —
thedateofnotification—orwhether they

should wait until the final rules are
prescribedby theCentreandstates.
Inpractice, provisions that aredefini-

tional and self-contained should be
implemented without delay. The defini-
tion of wages falls squarely within this
category. Although the final notification
of the percentage cap is still awaited,
businessesshouldaccord immediatepri-
ority toareviewofwagerestructuring for
all employees.
Several large companies suchasTCS,

Infosys, L&T, and Tech Mahindra have
already indicated that they are provi-
sioning for the restructuring of wage
components in anticipation of higher
liabilities for social security payments
and other employee welfare benefits.
These adjustments are essentially a
one-time correction arising from the
revisedwage structure.

Minimumwagesand
overtimeinterpretation
The new labour Codes also expand the
scope of minimum wage protection.
Minimum wages will now apply to all
employees — skilled, semi-skilled, or
unskilled — engaged in technical, oper-
ational, managerial, or administrative
roles.
Earlier, minimum wage provisions

applied only to scheduled employment,
leavingmanyemployees outside thepro-
tection framework.This expansion raises
a related question regarding the category
of employeeseligible forovertimewages.
Under theCode onWages, overtime is

payable to “an employee,” whereas the
Code onOccupational Safety,Health and
Working Conditions (OSH&WC) specifies
overtimepayment to “aworker.”This dif-
ference in terminology has generated
debate over whether managerial and
supervisory employees may also claim
overtime, whichmust be paid at not less
than twice thenormal rateofwages.
To address this issue, it is necessary to

understand the distinction between
“employee” and “worker.” Under the
Codes, a worker is defined as a person
engaged in skilled, unskilled, manual,
operational, technical, clerical, or super-
visorywork, but excludes those inmana-
gerial or administrative roles, as well as
supervisors drawing wages exceeding
₹18,000 per month. This clarifies that
overtime under the OSH&WC Code
applies specifically to suchworkers.
However, the reference to overtime

wages being payable to “employee,” as
mentioned in the Code onWages, never-
theless creates some uncertainty. In the
broadercontextoftheCodeonWages, it is

presumed the provision is intended
primarily to safeguard wage payments
across theworkforce.
At the same time, overtimeprovisions

are historically linked to thewelfare and
safetyofworkersengagedinlabour-inten-
sive activities. Their purpose is to protect
workers from excessive physical labour
andtocompensate themforworkbeyond
normal working hours. Managers and
seniorleadershipwouldgenerallyfallout-
side this category.
Nevertheless, employers should

review employment contracts to
determine whether working hours have
been defined for employees, including
senior leadership.

Needforcommonnarrative
The implementation of the new labour
Codes marks an important step towards
modernising India’s labour regulatory
framework and carries significant impli-
cations for the Indian economy. At this
stage, it is important for a common nar-
rative to emerge that clarifies the provi-
sionsandbringsall stakeholdersonto the
same page as the country progresses
towardsa ‘ViksitBharat’.
vvvvvvvvvvvvvvvvvvvvvvvvvvv
Thewriter is a formerUnion labour
secretary.Viewsarepersonal

Getting to theAI frontier
India cannot remain only a user of AI systems shaped elsewhere.
Itmust transition fromaccess to leadership

TheAIImpactSummitdemonstratedthat
India has made meaningful progress in
building the foundations of an artificial
intelligenceecosystem.UndertheIndiaAI
Mission, shared compute capacity has
expanded,graphicsprocessingunit(GPU)
pricinghasbeenlowered,teamsaredevel-
opingindigenousfoundationmodels,and
applications across agriculture, health,
finance,andpublicservicesarebeingcata-
lysed. This application-first approachhas
createdmomentum.Thequestionnow is
whether this approach is sufficient for the
strategicenvironmenttakingshape.
Thebaselineof theAI economy is aG2

worlddominatedbytheUnitedStatesand
China. Frontier model development
requires tens of thousands of advanced
GPUs, densedata centre clusters, reliable
power, specialised talent, andmulti-year
capital commitments. Both the US and
China aremaking annual investments in
thehundredsofbillionsofdollars in fron-
tierAIcapabilities.Oncecompute,energy,
and research ecosystems co-locate at this
scale,advantagecompounds.
Leading AI researchers have warned

thatmiddlepowers, suchas India, cannot
rely ondiffusionofAI applications alone.
The capital and talent required to train
frontier systems are rising sharply, and
access to the most advanced models
cannot be assumed indefinitely. Even if
applications spread widely, economic
rents and strategic leverage accruewhere
frontier capability is built and continu-
ously improved. The implication is not
that everynationmustmatch theUnited
States or China, but that credible near-
frontier capability is necessary to avoid
structuraldependency.
Severalmiddlepowershavedrawnthis

conclusion.FrancehasbackedMistralasa
frontierlabtiedtosovereigncomputeiniti-
atives. Japan has integrated AI into its
economicsecurityframework.TheUnited
ArabEmirates(UAE)hascombinedcapital
and energy advantage to build sovereign
model programs and large-scale infra-
structure.Whilenoneofthesecountries is

seekingtomatchtheUSorChina,theyare
buildinguptheir strategic leverage.
India’scurrentapproachisapplication-

first and focused on democratising AI
access. Companies such as Sarvam are
building multilingual models suited to
Indian conditions, and IndiaAI is expan-
ding shared compute access. This is
necessary but not sufficient. An applica-
tion-first strategyhas becomea full-stack
AIstrategyforfivereasons.
First, value extraction is moving

upward. Frontier model owners capture
disproportionate rents through applica-
tionprogramminginterfaces(APIs),enter-
prise licensing, and ecosystem control.
Building applications on externally con-
trolled models risks long-term depend-
ency. Second, affordability cannot be
assumed. As AI becomes embedded in
enterprise and public systems, pricing
power may concentrate. Near-frontier
domestic capability
materially improves
negotiating leverage.
Third,nationalsecur-

ity considerations are
inseparable from AI
capability. Frontier
models are dual-use sys-
temsrelevant tocyberse-
curity, intelligence,
logistics,anddefence.Operationalauton-
omy at the inference layer is useful, but
strategic autonomy requires influence
over training and updates. Fourth, long-
term capability building requires depth.
Frontier labsanchorresearchtalent,gen-
eratespillovers intoacademiaandindus-
try,andcreatedurablescientificcapacity.
Withoutconcentratednodes,ecosystems
plateau at integration rather than
advancecore science.
Fifth, training priorities reflect the

interests of those who fund and control
frontier labs. Themost advancedmulti-
modal systems are optimised for enter-
priseproductivity,advertising,andglobal
consumer markets. India’s needs differ.
With hundreds of millions consuming
entertainment in multiple languages,
thereissubstantialdemandformultimo-
dalmodels thatcangenerateand localise
video, audio, and interactive content
acrossIndianlanguagesandculturalcon-
texts. If training objectives are set else-
where, optimisation will not prioritise
Indian linguistic nuance or regional
storytelling economics. Over time, this
shapes which industries benefit most
fromAIadvances.
Theobviousquestion is cost.Aserious

frontier program would likely require
annual capital commitments in the low
single-digit billions of dollars over five to
seven years to fund large-scale GPU
clusters, energy provisioning, and sus-
tained research teams. In the context of
India’s overall digital infrastructure and
industrial investment plans, this is
material but manageable. It represents
strategic insurance rather than financial
overreach.Moreover, we havemany cor-
porategroupsthatcanbuildsuchafrontier
capabilityworkingwithinawell-designed
policy framework.
This effort should be designed care-

fully.Indiadoesnotneedaproliferationof
symbolic labs.We should strive to enable
a small number of frontier-scale cham-
pions with ring-fenced compute access,
milestone-based funding, and periodic
performancereview.Sharedpoolsshould
continue to support ecosystemdiffusion,

but frontier training
requiresdedicatedcapac-
ity and long-horizon
planning.
The strategy should

also be embedded in a
broader middle-power
framework. In aG2 base-
lineworld, pluralismwill
not emerge organically.

IndiashouldworkwithFrance,theUnited
Kingdom, Japan, Korea, the UAE, and
others to build a distributed network of
frontiercapabilitiesthatreach80to90per
centofglobalbestperformanceoncritical
capability benchmarks. Such a network
would reduce systemic dependence,
create interoperability options, and
influence governance normsmore effec-
tively than isolatedefforts.
India’scivilisationalscalestrengthens

thecase.Withone-sixthofhumanityand
extraordinary linguistic diversity, India
cannot remain only a user of AI systems
shaped elsewhere. Artificial intelligence
will increasingly mediate economic
transactions, public services, cultural
production,andnationalsecurity.TheAI
Summit should thereforemark a transi-
tion from access to leadership. In the
coming decade, countries that possess
credible frontier capabilitywill shape the
termsonwhichAI isdiffused. Indiamust
beamong them.
vvvvvvvvvvvvvvvvvvvvvvvv
Thewriter ispresident,EverstoneGroup,
andvisitingprofessor inpracticeat the
LondonSchoolofEconomics.Heisa
formerUnionministerandLokSabha
MP.Viewsarepersonal
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