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It may sound like the tagline of a fintech startup in the short-term money lending business

for the salaried class, but making everyday a payday is something employers should

consider seriously. The pandemic has exposed how precarious the financial situation of

most employees is.

The government of India has announced the Atmanirbhar Bharat (self-reliant India) that

offers credit guarantee to revive businesses but not cash in the hands of the needy. The

Atmanirbhar may not find success just because banks provide instant small loans to

MSMEs that will only help the employers to kick start the supply side even as their

employees are unpaid for weeks.

There is a need to transfer cash to the individual to perk up the demand side of the

economy. During the 2008 global meltdown, the marginal propensity to consume was

sufficiently large at 0.67, which could potentially be much higher now when wages are

absent. The expanded MNREGA too can help increase cash in the hands of the workers to

drive demand. It is possible for companies too to help drive the demand side by putting

money faster in the hands of their employees.

A significant number of startups have mushroomed across the world sensing the need to

provide wage-earners access to their earned wages between pay periods. Giving people

access to their money more quickly represents one small but important step to reducing an

epidemic of employee financial stress. True, in the current crisis, many Indian companies

have offered to pay salaries earlier than regular pay date without any cuts but they should

continue this practice post-crisis too. 

Financial stress has adverse consequences for psychological and physical health of people.

Worse, it adversely affects employee turnover, absenteeism, and presenteeism. Which is

why employers, including the government, should enthusiastically embrace making every

day a payday.

Unless you are a migrant or a “gig” worker, the odds are extremely high in non-crisis times

that you are going to be paid for your work some time after you did that work and earned

the associated income. According to Indian labour laws, which are being amended by

several States now to aid employers and not employees, wages can be fixed per hour, day

or week and could be paid daily, weekly, fortnightly or monthly but not beyond that.

In India, in the second quarter of 2019, the median monthly earnings were Rs.19547 for

full-time wage and salary workers, which meant Rs.652 per day, excluding TDS and other

deductions. If someone is paid every fortnight, they will have accrued but not been paid

earnings of Rs.6520 (without considering taxes or other deductions) after 10 days. The

fact that people are paid what they have earned some time after earning it would not be a
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big problem, except that, as data show, many people in India are living in a financially

precarious position. Various studies show that at 89%, Indians are the highest in the world

having anxiety about their financial lives, and that financial health challenges affect people

at all salary levels. Consistently it was found that money and work are the two leading

sources of stress, with levels of stress rising every year. Even among employees earning

more than Rs.30 lakhs annually, 30% find it difficult to meet expenses and 58%

consistently carried forward credit card dues.

This probably correlates with the growing payday lending and “cheque cashing” industry

that has responded to the needs of people for small, presumably short-term loans to tide

over till the next pay cheque. It seems there are now more payday lenders than

McDonald’s in the US, despite restrictions in some states. In India, this industry is

unregulated but growth is significant – Almost half of the borrowers do 10 transactions

and the median fee is equivalent to an annualised interest rate of 300%!  

Some banks like Kotak offer loans up to 50% of the net monthly salary through their salary

account and in a way are similar to the overdraft facility of most banks. People also take

gold and micro-finance loans, which take them into a perpetual debt and related stress.

India’s gold loan market is expected to grow from the current Rs 3000 billion to Rs 4600

billion by 2022. 

The financial stress as we have seen before and during the corona crisis is an enormous

problem for employers. Nearly 33% employees are distracted by their financial worries,

which affects productivity. Employees who are stressed about their finances are five times

more likely to be distracted, and twice as likely to spend three or more hours at work

dealing with financial matter. Stressed employees are also twice as likely to miss work and

more inclined to cite health issues for absenteeism. It is critical for employers to invest in

employee financial wellbeing. 

More than 50% of US employers now offer financial wellness programmes as an employee

benefit. Such programmes can include education about budgeting, investment avenues,

retirement savings plans, income smoothing for people in jobs where pay varies

significantly over time, and programmes to automatically deposit a set amount into a SIP.

One remedy could be faster and easier access to money already earned. All of the

providers of quick and easy access to already earned money – companies such as PaySense

and Flexwage – make essentially the same argument. Offering employees quick and easy

access to their money helps attract more applicants, improves retention, and enhances

productivity by reducing the stress and distraction of the financial problems that come

from using high-cost sources of short-term credit. Instead of signing up individuals on their

platform, these providers can sign up employers who can pay the nominal fees (typically

around 3%) on behalf of their employees. The employers then offer the option, which often

includes a debit card and no-fee access to ATMs, to their employees. One reason why the

fees can be so much lower is that these companies and the employers they serve are not

loaning people money but are simply providing on-demand access to money people have

already earned.  

To be clear, providing people faster and easier access to their wages will not solve all of

their financial problems. For instance, if people aren’t earning enough money, providing

better and quicker access to an inadequate wage won’t eliminate their financial stress. If

people are doing a poor job of financial planning, accessing their wages more readily won’t

suddenly make them better financial managers.

But providing people ready access to already-earned wages just might reduce at least

some of the stress caused by overdraft fees and high interest charges. And reducing

financial stress, by any amount can only benefit both workers and their employers. It will

also help the economy thriving.

DISCLAIMER : Views expressed above are the author's own.
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