Dear Diary Episode #2: By Deepa Surenderan

Global Jobs, Local Gaps: Rethinking Retrenchment and Tax for India’s
White-Collar Employees

India’s newly announced labour codes acknowledge how rapidly the workplace is evolving,
especially as Indian companies integrate with global value chains. At the same time, a few
industry veterans have argued that Indians must accept punishing work schedules to “catch
up” with the rest of the world, but these views remain fringe and socially out of tune.

Over the last few months, several friends in well-known multinationals have either been
retrenched or have seen large-scale layoffs in their organisations. In many such firms,
severance has followed an informal thumb rule of about one month of pay for every
completed year of service, usually capped at 12 months, but this is a matter of company
policy rather than law.

Policy gap for white-collar staff

Indian labour law draws a sharp line between “workmen” and managerial or supervisory
employees. For workmen covered under the Industrial Disputes Act, statutory retrenchment
compensation is clearly prescribed at 15 days’ average pay for every completed year of
continuous service (or part thereof beyond six months).

For most white-collar employees, by contrast, there is no defined minimum severance;
termination is largely governed by contract and notice pay, which in practice is usually 1-3
months of salary. Whatever severance a private organisation chooses to provide beyond
notice pay is voluntary, and countries with stronger social protection typically mandate
much clearer and more generous pay-out formulas for all categories of employees.

Tax treatment that penalises employees
The tax code adds another layer of inequity. Compensation paid on retrenchment is

generally taxed as salary income for white-collar employees, with no specific relief beyond
whatever is negotiated. Section 10(10B) of the Income-tax Act provides up to X5 lakh of



exemption for retrenchment compensation, but it is limited to “workmen” as defined under
the Industrial Disputes Act.

The exemption limit of X5 lakh was notified around year 2000 and has remained unchanged
for decades, even though the rupee has depreciated sharply against the US dollar and
domestic salaries and living costs have risen many times over. In practice, most
private-sector staff on a Cost-to-Company structure receive their compensation entirely in
cash with minimal perquisites, which means more of their income is exposed to tax
compared with many government employees who enjoy a larger portion of tax-advantaged
benefits.

Why reform is urgent

India does not yet offer robust, broad-based unemployment benefits that workers can rely
on between jobs, especially in the private sector. In such an environment, predictable and
reasonably taxed severance becomes a crucial buffer for families facing job loss, particularly
for mid-career white-collar professionals who often carry EMIs and education expenses.

Private-sector employees form a significant share of the direct tax base and contribute
disproportionately to income-tax collections, highlighting their role in nation-building. As
global companies look to expand operations in India and as domestic firms scale up, it is
only fair that employment and tax laws keep pace with this globalization and provide a basic
floor of protection for all employees, irrespective of grade or designation.

The way forward

For labour law, extending statutory minimum retrenchment compensation (for example, a
multiple of days of pay per completed year of service) to all employees, not just workmen,
would bring certainty to both employers and staff. On the tax side, widening the scope of
Section 10(10B) or creating a parallel relief for non-workmen, while periodically indexing the
exemption threshold to inflation or wage growth, would ensure that severance genuinely
serves as protection rather than becoming a tax-heavy windfall for the exchequer.

Recognising white-collar retrenchment explicitly in both labour and tax policy would send a
strong signal that India values not just job creation, but also dignified transitions when jobs
are lost in an increasingly volatile global economy.
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