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PAY COMMISSION

The Central government has constituted the 8th Central Pay Commission (CPC)
with retired Justice Ranjana Prakash Desai as the Chairperson. It also consists
of Professor Pulak Ghosh, faculty at IIM Bangalore, as a part-time member and
Pankaj Jain IAS, Secretary to the government of India, as member-secretary. It
will submit its report within 18 months.

What is the Pay Commission?

The Pay Commission is a temporary administrative body constituted by the
Government of India, typically every ten years, to review and recommend
changes to the salary structure, allowances, and retirement benefits for all
central government employees, including civilian and defence personnel.

Key Functions and Purpose

The primary goal of the Pay Commission is to ensure that the compensation
structure for public servants remains fair, competitive, and in tune with the
prevailing economic conditions of the country.

Its main functions include:

e Revising Salaries and Pensions: Recommending new pay scales and
pension structures to offset the impact of inflation and the rising cost of
living, thereby maintaining the purchasing power and standard of living
of employees and pensioners.

¢ Reviewing Allowances and Benefits: Examining the rationality of
existing allowances (like Dearness Allowance (DA), House Rent
Allowance (HRA), etc.) and suggesting modifications, mergers, or
abolitions.

e Ensuring Parity: Comparing the government's emolument structure with
those in the private sector and Central Public Sector Undertakings
(CPSUs) to attract and retain talent in public service.
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Promoting Efficiency: Recommending structural changes and
performance-linked incentive schemes to promote efficiency,
accountability, and a results-oriented work culture within the
government machinery.

Considering Fiscal Implications: Assessing the economic condition of the
country and the potential financial burden of its recommendations on
the national exchequer and state government finances, while ensuring
fiscal prudence.

Process and Implementation

Constitution: The Commission is set up by an executive order under the
Ministry of Finance and usually comprises a chairperson (often a retired
judge) and other experts from administrative and economic fields.
Recommendations: The commission is typically given 18 months to
study various factors, consult stakeholders, and submit its report.
Advisory Role: The recommendations made by the Pay Commission are
advisory in nature, and it is not mandatory for the government to accept
them in full. Once the government accepts the recommendations (often
with some modifications) and receives Union Cabinet approval, they
become legally binding.

Impact: The implementation of Pay Commission recommendations
impacts over 1 crore central government employees and pensioners and
has significant macroeconomic effects, often boosting consumption in
the economy.

7th Central Pay Commission (CPC):

Introduced a new pay matrix replacing the former pay bands and grade
pay system.

Minimum pay raised to 18,000 per month.

Maximum pay at apex level set at X2,25,000 per month.

Dearness Allowance (DA) is decided based on this commission.
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e Annual increment fixed at 3%.
e Addressed concerns related to the New Pension System (NPS).

8th Central Pay Commission:

e Approved to start from January 2026, with a report expected within 18
months of formation.

e Proposed Fitment Factor around 2.28 with salary hikes estimated
between 14% to 54%.

e Expected minimum wage increase up to 41,000 per month.

e DA projected to reach 70% by 2026 and will be merged into the base
salary.

e Will cover pay, pensions, allowances, gratuity, performance-linked
incentives.

e Fiscal Implications: Each Pay Commission's recommendations impact
government liabilities and fiscal planning; pay commissions balance
employee welfare with economic prudence.

The Pay Commissions have historically played a crucial role in ensuring fair
compensation, maintaining government workforce motivation, aligning salaries
with inflation, and reforming pay structures for transparency and equity.

What are its terms of reference (TOR)?

The Terms of Reference (ToR) for a Pay Commission serve as a framework that
outlines the scope, guidelines, and parameters within which the commission
operates to review and recommend changes to pay, allowances, and benefits
for central government employees.

Specifically, for the 8th Central Pay Commission (CPC) notified in 2025, the
ToR include:

e Review the emoluments (salary, allowances, and other benefits) of
various categories of central government employees including All India
Services, Defence Forces personnel, Union Territory employees, judiciary
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employees of Supreme Court, High Courts and subordinate courts in
Union Territories, and members of regulatory bodies (excluding RBI).

e Examine the structure of death-cum-retirement gratuity and pensions,
including those borne on the National Pension System (NPS) and those
not under NPS, considering the unfunded cost of non-contributory
pension schemes.

e Consider the country's economic conditions and fiscal prudence.

e Ensure adequate resources for developmental expenditure and welfare
measures.

e Assess the likely impact of recommendations on the finances of state
governments.

e Take into account the prevailing emolument structure, benefits, and
working conditions of employees in Central Public Sector Undertakings
and private sector.

e The commission is to make recommendations within 18 months, with
the possibility of interim reports.

Notably, the ToR for the 8th CPC include these points but have reportedly
excluded explicit clauses on pension revision for pensioners retired before the
implementation, which was present in the 7th Pay Commission's ToR. This has
led to concerns from employee unions about pensioners being excluded from
the scope of revision.

Global Practices on the Pay Commission

India's system of a cyclical, ad-hoc Pay Commission to revise public sector
salaries every ten years is relatively unique, with most other countries utilizing
more continuous review mechanisms or decentralised collective bargaining.

Globally, public sector pay setting practices have evolved significantly, moving
from a focus on equity and benchmarking with the private sector (pre-1970s)
to principles emphasizing efficiency, performance, and fiscal affordability.
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Key global practices include:

e Continuous Review and Market Benchmarking: Instead of a commission
every decade, many countries have ongoing systems to monitor and
adjust public sector pay to remain competitive with the private sector.
This often involves using real market data and benchmarking against
similar roles.

e Decentralized Wage Negotiations: In many nations (such as Finland,
France, Germany, and Sweden), public sector salary increases and
employment terms are heavily influenced by trade unions and works
councils, and determined through collective bargaining agreements
(CBAs).

e Performance-Related Pay (PRP): Since the 1990s, performance and
incentives have become key principles in many public sector
compensation systems. This links an employee's remuneration to their
performance, often based on annual appraisals, rather than just tenure.

e Use of expert bodies/data: Public sector compensation reforms are
often guided by insights drawn from expert bodies, who provide data
and guidance on job evaluation, pay structures, and market analysis.

e Focus on Total Compensation: Beyond base salary, global strategies
consider the full "total rewards" package, including mandatory benefits,
social security contributions, allowances (e.g., transport, meal), and
perks like flexible working or health insurance, which can vary
significantly by country.

e Compliance with Local Laws: A critical aspect of global pay practices is
ensuring strict compliance with country-specific labor laws, minimum
wage requirements, and tax regulations.

Balancing Internal Equity and External Competitiveness: The goal is to create a
structure that is seen as fair internally across different roles and regions, while
also being competitive enough externally to attract and retain top talent in
various local labor markets.
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In contrast to India's broad commission-based approach, many countries
integrate pay adjustments into their annual budgetary and human resource
management processes, using a mix of data-driven market analysis and
negotiation with employee representatives.

Way Forward

8th Central Pay Commission (CPC) in India, involves a comprehensive review
and revision of the salaries, allowances, and pensions of central government
employees and pensioners. This commission, headed by former Supreme Court
Justice Ranjana Prakash Desai, was approved by the government and is
expected to submit its recommendations within 18 months from its
constitution, with effects anticipated from January 1, 2026.

Key Aspects of the 8th Pay Commission Way Forward

e The Commission will evaluate economic conditions in India while
ensuring fiscal prudence, developmental expenditure, and welfare
priorities are upheld.

e |t will consider the pension schemes' impact, state governments'
financial capacity, and equity with private sector pay and benefits.

e Fitment Factor: The proposed fitment factor, a multiplier for revising
basic pay, is expected to be between 2.28 and 2.86, potentially leading
to salary hikes ranging from 14% to over 50% depending on levels and
final decisions.

e Allowances like Dearness Allowance (DA), House Rent Allowance (HRA),
and Travel Allowance (TA) will be reviewed to match inflation and
economic realities.

e The panel may recommend merging DA with base salary and introduce
productivity-linked incentives for high-performance employees.

e Pension reforms, including timely disbursal and possible commutation
restoration, are also under consideration.
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e The Commission will strive to make government salaries competitive
with equivalent private and public sector jobs.

e The anticipated timeline suggests recommendations will be
implemented around late 2026 or during 2027, with salary revisions
projected by Diwali 2027.

Challenges and Concerns

e There has been concern about certain pensioners being excluded from
the new commission’s purview, a matter raised by employee unions.

e Balancing fiscal discipline with employee demands and economic
conditions remains a critical challenge.

e The impact on state governments, which typically adopt central pay
commission recommendations with modifications, will be closely
monitored.

This approach ensures the 8th Pay Commission aims to create a fair,
competitive, and economically sustainable pay structure for central
government employees and pensioners while being mindful of national
economic priorities and welfare needs.
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