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Why in News?

As India prepares to constitute the 8" Central Pay Commission (CPC), the
economic discourse has shifted from simple salary revisions and fitment
factors to the critical need for a fiscally sustainable, structurally equitable, and
transparent public compensation framework.

What is a Pay Commission?

- Executive Origin - Pay Commissions are periodic panels established in
India by an executive order following an institutional decision by the
Union Cabinet.

» Core Function - To review, evaluate, and modify the existing salary
structures, retirement benefits, allowances, and broader service
conditions of Central Government employees, including civilian personnel
and defence forces.

 Historical Timeline - The first Central Pay Commission was established
in 1946 to standardize public sector wages pre-independence.

- Traditionally, new commissions are constituted every 10 years.

What are its Terms of Reference (ToR)?

« The Terms of Reference (ToR) define the exact boundaries and
evaluating metrics of the commission, finalized systematically by the
Union Cabinet.

« The ToR of the upcoming 8" CPC explicitly mandates the balancing of
several cross-cutting economic variables:

« Fiscal Prudence - Assessing the prevailing macroeconomic health of the
country and aligning salary hikes with fiscal deficit targets.

» Developmental Crowding-Out - Ensuring that public wage inflation
does not consume disproportionate revenue, thereby preserving adequate
resources for vital state-led developmental expenditure and social welfare
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programs.

« The Pension Burden - Evaluating the long-term, unfunded liability of
legacy non-contributory defined-benefit pension systems on the
exchequer.

« Sub-National Financial Spillovers - Factoring in the downstream
impact on State Government finances, given that regional states
historically adopt central CPC recommendations, compounding sub-
national fiscal stress.

« Market Comparability - Benchmarking central public sector wages
against prevailing emolument structures and operational environments
available within Central Public Sector Undertakings (CPSUs) and the
domestic private sector.

What is the Current Framework Deficit?

« Over successive decadal cycles, Pay Commissions have outgrown simple
wage-revision mechanics, developing into powerful structural exercises
that dictate inter-service parity and state commitments.

- However, the existing evaluation process suffers from major architectural
deficits:

« Absence of Standardized Evaluation Matrices - The CPC operates as a
short-term, time-bound committee that reviews a hyper-diverse ecosystem
of civil, military, and technical cadres primarily via subjective internal
service representations.

« There is no universally accepted scientific methodology to evaluate and
compare variables like functional risk, technical complexity, systemic
responsibility, or career trajectories across different cadres.

« The Parity Conundrum (Civil vs. Military) - The quest for inter-service
compensation parity often undermines institutional realities.

« For instance, the Armed Forces feature a highly compressed, sharply
pyramidal promotion hierarchy coupled with early retirement ages to
maintain combat profiles.

« In contrast, Civilian Services generally offer open avenues for
advancement and extended career lifespans.

« Forcing superficial parity across these completely different structures
triggers institutional friction.

« Premature Progression vs. Institutional Memory - Recent trends
toward rapidly compressing the minimum experience required to reach
senior administrative posts can affect governance.

« While agility is useful, complex macro-policy hurdles require deep
institutional memory and long-seasoned administrative judgment.



o Arbitrary Allowance Frameworks - Allowances meant to balance spatial
hardship, geographic remoteness, or operational danger lack a unified,
transparent calculation matrix.

« This leaves scope for perceived inconsistencies and inter-cadre
resentment.

« The Non-Functional Upgradation (NFU) Dilemma- The practice of
granting financial upgrades to officers without a corresponding escalation
in hierarchical role or organizational accountability severs the
fundamental link between compensation and actual performance.

What is the Pension Challenge?

« Public sector retirement frameworks add an intense layer of fiscal stress
to state planning:

« Fiscal Drag - According to the Reserve Bank of India’s State Finances
Report (2023), the combined burden of committed expenditures—salaries,
pensions, and debt servicing—consumes a massive portion of revenue
receipts across states.

« Inter-Generational Inequity- The coexistence of legacy defined-benefit
models, contributory frameworks like the National Pension System (NPS),
and distinct pensions for legislators creates a fragmented system.

« These risks transferring massive, unhedged financial obligations onto
future generations of taxpayers, crowding out capital expenditure.
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Strategic Benefit

Eliminates abrupt,
massive strains on
public exchequers
by stabilizing
macro-fiscal
planning
pathways.

Eradicates ad-hoc
parity claims,
grounding inter-
service
compensation in
transparent, data-
driven parameters.

Preserves
cooperative
federalism by
respecting the
independent
financial realities
and autonomy of
sub-national
states.

What is the Way Forward?

« To clean up the anomalies of public sector compensation, India must pivot
away from its legacy decadal system toward modern institutional

mechanisms:

« Transitioning to a Permanent Body - India should consider replacing
the infrequent, disruptive decadal Pay Commission model with a
permanent, independent entity, such as a National Compensation

Authority.

« This replicates global best practices, allowing for data-driven, continuous,
and micro-scale adjustments to public sector pay.

« Objective Job Evaluation Protocols- The proposed permanent authority
must implement uniform principles to quantify and index role
responsibilities, localized hardship, and structural vulnerabilities.

« This ensures cross-cadre pay revisions are mathematically justified rather
than politically negotiated.

« Preserving Cooperative Federalism - Any systemic federal framework
must explicitly respect state autonomy.

 The central body should limit its mandate to formulating baseline
principles of fiscal discipline and job comparability, leaving state cabinets
free to implement specific frameworks based on regional fiscal realities.

« Cross-Branch Synchronization - The pay governance of the Executive,
Legislature, and Judiciary must be structurally harmonized to eradicate
inter-branch wage inconsistencies while completely preserving their
respective constitutional independence.

Reference

The Hindu | The 8th CPC — a chance to reform pays commissions



https://www.thehindu.com/opinion/op-ed/the-8th-cpc-a-chance-to-reform-pay-commissions/article71094732.ece

B2 SHANKAR
L) IAS PARLIAMENT

Information is Empowering



https://www.shankariasparliament.com/

