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Do Not

& The New Indian Express 2 August 2026 @

INTERVIEW ANGLE

"If formalisation widens the tax base while the wage base narrows, the state collects more even
as households earn relatively less. How long can a political settlement rest on redistributing that

gap through welfare transfers rather than closing it through wages?"

(® Every fact web-verified against primary sources

THE LIFT LINE

The aggregate is healthy and the household is trading down. Both statements are true, which is precisely the

problem, because a country can grow for years on the first while the second quietly decides its politics.

WHY THIS EDITORIAL MATTERS FOR YOUR EXAM

The K-shaped recovery is now a standing GS3 theme, but most candidates treat it as a single phenomenon

with a single cause. This editorial’s structure, five independent transitions converging on one distributional
outcome, is a far stronger analytical frame and directly answerable in a Mains question on jobless growth or

inclusive growth.

GS Paper 3: Indian economy and issues relating to planning, mobilisation of resources, growth, development

and employment; effects of liberalisation on the economy; changes in industrial policy.

GS Paper 2: Welfare schemes and their performance; issues relating to poverty and hunger; government

policies and interventions.

For Prelims, fix the wage-share concept, the distinction between formalisation and employment growth, and

the K-shaped recovery terminology.
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CONCEPT

MEANING

WHY UPSC TESTS IT

K-shaped A recovery in which different segments of the

recovery economy move in opposite directions, one arm
rising and the other falling

Wage share of The proportion of total output accruing to labour

national income as wages, rather than to capital as profit, interest or
rent; published in the RBI’'s KLEMS database by
industry

Asset-light A business scaling through networks and

platform model

intermediation rather than through owned assets

and linear capacity addition

Formalisation The shift of economic activity from unrecorded,
informal channels into recorded, taxable ones

Conglomerate The tendency of diversified business groups to

discount trade below the sum of their parts, on governance

and capital-allocation concerns

BACKGROUND AND CONTEXT

The central framing for post-pandemic
Indian growth debates

The single number that captures this
editorial’s thesis; fell from about 54 per
cent (1980) to about 49 per cent (2016)

Explains why output can rise sharply

without proportionate employment

Raises measured GDP and tax
buoyancy without necessarily raising

real activity or employment

The financial argument for

professionalising family businesses

India’s growth model over three decades rested on a set of mechanisms that are now changing more or less at

once. Conglomerates built physical assets in partnership with, or for sale to, the State. Retail and distribution

supported a large informal middle of shopkeepers and intermediaries. Information technology services

converted engineering graduates into a middle class by billing client hours. Households saved through banks,

gold and property. Each of these is in transition.

TRANSITION FROM TO
Business Founder-led, politically-networked
succession asset creation

Business model Own assets, control supply chains,

scale linearly
Household Bank deposits, gold, property
savings
Welfare Narrower, category-based provision

IT services Billing man-hours for process work
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Inherited capital deployed by globally-educated

heirs into platforms

Own networks, intermediate transactions, scale

exponentially

Equity and market-linked instruments

Expanding transfers as consumption bifurcates on

price

Pricing outcomes as generative Al absorbs the
process layer
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THE CORE ARGUMENT / ISSUE

Why the succession point is not merely a business story

The founding generation’s decisive asset was not capital but access: the ability to navigate a licensing and
clearance system, secure spectrum, land and bank finance, and build in partnership with the State. That asset
is personal, relational and non-transferable. What the next generation inherits is capital and a portfolio, not
the relationships. This produces a genuine strategic reorientation, away from state-adjacent asset creation and
toward consumer-facing platforms, and it is happening at the scale of an estimated 1.5 trillion US dollars over

a decade.

Why platforms change the distributional arithmetic

The distinction between an asset-heavy and an asset-light business is not merely financial. A warehouse chain
employs warehouse staff; a quick-commerce dark store replaces both the working capital and the shopkeeper.
The output is recorded, the transaction is taxed, and GST buoyancy improves, all of which look like progress in
the aggregate data. What has actually happened is that a margin previously distributed across many small
informal proprietors has been consolidated onto a single platform balance sheet. Formalisation, in this specific

channel, is a transfer as much as it is an efficiency gain.

Why the equity story is less about confidence than about pressure

The prevailing narrative treats the surge in Indian retail equity participation as evidence of investor
confidence. The more prosaic reading is that equity has become close to a Hobson’s choice for a middle class
watching education, healthcare and aspirational costs outrun deposit returns. Domestic institutional investors
absorbed roughly 4.5 lakh crore rupees in the first half of calendar 2026 even as foreign investors sold, which

is a remarkable absorption capacity and also a sign of how few alternatives households believe they have.

Why Al hits India’s IT sector at its foundation

Indian IT services grew by converting engineering graduates into billable hours. Generative systems attack
precisely that layer, and a shift to outcome-priced contracts breaks the arithmetic linking headcount to
revenue. Global capability centres are hiring, which is often cited as reassurance, but the value and the margin
accrue to a multinational balance sheet while the salary is paid in India. Employment and value capture are

not the same thing, and conflating them overstates how well the sector is weathering the transition.

Why the convergence is the actual finding

Any one of these transitions would be a manageable sectoral adjustment. Their simultaneity is what produces
the systemic result: in each case, independently, ownership of capital captures a larger share of the growth and

labour captures a smaller one.
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The long-run evidence supports the direction of travel. RBI KLEMS-based work shows India’s economy-wide
labour share falling from roughly 54 per cent in 1980 to about 49 per cent by 2016, driven substantially by the
structural shift into capital- and skill-intensive sectors. The recent period is more contested: the Economic
Survey has noted a slight uptick in labour’s share of gross value added, even as corporate profitability at large
listed firms ran well ahead of employment growth at those same firms. A careful answer should therefore treat
the long-run decline as established and the current-period direction as disputed, rather than asserting a

continuing fall as settled fact.

HOW TO THINK ABOUT THIS (ANALYTICAL FRAME)

When several unrelated changes produce the same distributional result, treat the result as
structural rather than incidental. Sectoral disruptions are normally analysed one at a time, and each
admits a plausible sector-specific explanation. But when succession, business models, savings allocation,
welfare design and technological change all independently shift the return from labour toward capital, the
common outcome is unlikely to be coincidental, and policy aimed at any single sector will not reverse it. This
convergence test, asking whether distinct causes share a distributional signature, is a transferable tool for

diagnosing whether a problem is sectoral or systemic.

THE DIAGRAM IN WORDS

Picture the Indian economy as a river that has widened impressively over three decades, which is the GDP
figure. Now picture five separate tributaries feeding it, each carrying water from a different catchment: family
business succession, platform business models, household savings, welfare expansion, and Al in services. Each
tributary was diverted for its own local reason. But every one of them now empties into the same channel on
one side of the river, the side where capital sits, while the far bank, where wages sit, receives progressively less

flow. The river is wider than ever. Standing on the far bank, the water is further away than it used to be.

WAY FORWARD

O flevate the existing KLEMS labour-income share to a headline indicator, reported
regularly alongside GDP growth, since the RBI's KLEMS database already publishes labour income

share by industry but it does not feature in mainstream growth commentary.

2] Distinguish formalisation from real activity growth in economic reporting, since a shift of

existing informal transactions onto formal platforms raises measured output without creating it.

O Reassess skilling policy for outcome-priced services, since training pipelines built for a

billable-hours IT model do not equip graduates for a sector that no longer prices work that way.

O Evaluate whether transfer-based compensation is fiscally sustainable as a long-run

response to a narrowing wage base, or whether it merely defers the underlying adjustment.
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> Examine competition policy for platform consolidation, given that the margin transfer

from informal proprietors to platforms is partly a function of market structure rather than of

technology alone.

PYQ LINKAGE AND PRACTICE

UPSC has repeatedly tested jobless growth, inclusive growth, the informal sector and the employment-output

relationship in GS3, and this editorial supplies a unified causal account that a candidate can deploy across all

of them rather than treating each as a separate topic.

Practice question: “When several unrelated structural transitions produce the same distributional outcome,
the outcome is structural rather than incidental.” Examine this claim with reference to the simultaneous
transitions in India’s business ownership, business models, household savings and services sector, and their

effect on the wage share of national income. (250 words, 15 marks)

Interview angle: If formalisation widens the tax base while the wage base narrows, the state collects more

even as households earn relatively less. How long can a political settlement rest on redistributing that gap

through welfare transfers rather than closing it through wages?

Sources: The New Indian Express, Reserve Bank of India, Ministry of Statistics and Programme

Implementation

Source: Five Transitions at Once: Why India's Aggregates Look Healthy and Its Households Do Not — Ujiyari.com
Free UPSC & State PCS Editorial Analysis
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® KEY ARGUMENTS AT A GLANCE

India is undergoing five distinct structural transitions
simultaneously, in business succession, business models,
household savings allocation, welfare provision and Al-driven
disruption of IT services, and although each has its own cause,
they converge on a single outcome: the share of growth accruing
to capital rises while the share accruing to labour falls, which is
why GDP aggregates look healthy while employment and
household consumption do not.

v SUPPORTING

* The founding generation of Indian conglomerates built asset-heavy businesses whose
principal competitive asset was political proximity and the ability to secure clearances,
spectrum, land and bank capital; that asset is personal and does not pass to heirs, so an
estimated 1.5 trillion US dollars of intergenerational transfer over the coming decade, on a
Julius Baer and EY projection, will pass capital to a generation betting on platforms and the
Indian consumer rather than on state-adjacent asset creation.

* Asset-light platforms scale exponentially on minimal manpower, so a dark store replaces
working capital and a shopkeeper simultaneously; this raises measured output and GST
buoyancy through formalisation while thinning the informal middle that previously captured
that margin.

* Generative Al is dissolving the billable-hours model on which Indian IT built a middle class
over three decades, and global capability centres, while hiring, draw salaries in India while
the margin migrates to a multinational balance sheet, so employment there is not
equivalent to value capture.

A COUNTER

Creative destruction of this kind has historically raised productivity and eventually living
standards, and the transitions described are individually defensible: professional management
trims the conglomerate discount and improves capital efficiency, formalisation widens the tax
base and improves compliance, and platform models genuinely lower consumer prices and
expand access, so the disruption may be a transitional cost rather than a permanent
redistribution.

- WAY FORWARD
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Treat the wage share of national income as an explicit policy target alongside growth, since a
settlement that relies on taxing an expanding formal base to fund transfers that compensate
for a narrowing wage base is fiscally and politically harder to sustain than one in which labour
captures a stable share of output directly.
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-g,é\ MAINS ANSWER FRAMEWORK

QUESTION
India’s headline growth remains strong while employment, ownership and consumption data suggest a

K-shaped divergence. Examine the structural transitions producing this gap and their implications for the

wage share of national income. (250 words)

INTRODUCTION

India presents a genuine analytical paradox: viewed through GDP it remains among the fastest-growing
major economies, while viewed through employment, ownership and consumption data it displays a
pronounced K-shaped divergence, and the explanation lies in five structural transitions arriving

simultaneously rather than in any single disruption.

BODY

The first is generational: an estimated 1.5 trillion US dollars will pass between generations in Indian family
business over the coming decade, on a projection by Julius Baer and EY. The founding generation built for
scarcity, ports, power plants, refineries, telecom towers, largely with or for the State, and its decisive
competitive asset was political proximity and the craft of securing clearances and capital. That asset is
personal and does not transfer; what transfers is capital and risk appetite, and the inheritors, globally
educated and reared on technology ecosystems, are betting on platforms and the Indian consumer
instead.

The second follows from it: firms that once grew by adding factories, warehouses and branches now grow
by adding networks, and asset-light platforms scale exponentially on minimal manpower. The third is in
household savings, where a middle class struggling to preserve purchasing power against education,
healthcare and aspiration costs has moved decisively into equity, with domestic institutional investors
absorbing roughly 4.5 lakh crore rupees in the first half of calendar 2026 even as foreign investors sold.
The fourth is welfare expansion as consumption bifurcates on price. The fifth is generative Al dissolving the
billable-hours model on which Indian IT built a middle class, with tomorrow'’s contracts pricing outcomes
rather than man-hours.

Each transition is independently explicable; together they converge on the same destination, capital taking

a larger share of growth and labour a smaller one.

CONCLUSION

The consequence is not merely economic but constitutional in the broad sense: formalisation has widened
the tax base while wage growth has lagged capital returns, and the political class has responded by using
tax revenue to compensate those left behind, which means India’s social contract is being rewritten

alongside its economic model rather than in response to it.
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