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Re—eva!,uaLLv\g, Ln{‘!,auon );ang,eting,

March 318t will wmank the end of Lthe team
of monetary policy framewonk agreement between the
Centre and the Regenve Bank of India (RBI) on
inflation tangeting.
Tnflation targeting.

» Inqlation control (8 a Legitimate obrective of

economic polLicy g,Lven the  cornelation between
inflotion and macro—economic stablLity.

- Inflation tongeting 18 one of the many inflation
contaol policies.

+ Unlike the ‘money—supply tangeting policy of
inflation-control, inflation torgeting method
prescaLbes the uge of the intesrest nate to ;!;ah,g,ej;
inflotion. Given that the policy intenest sate; (s
undesr the dinect control of the central bonk, this
method (8 belreved o be mone effective thon the
monetosn st aPPx,oac'q.



Taends;

: TIr\Oug,H the nfllation nate hag semained within
the pregeaibed band o{f L o 6/ since 2016 and
the RBI hag succeeded in anchox,Lng, ondllatLonany
expectations, the availoble evidence and obgenved
taends are not conclugive on the e{,{chacy clotmed
for inflation tongeting.

Logicall vulnerobilities in the asgumed. model.:

+ The economic model thot undenfies inflotion
:!;ang,e;thg, nevolves around the propogstion that
Lv\{jﬂ,a;!;;ﬁov\ ne,{‘ﬂ,ectg ”ovenheating.' |, on economic
ackiviky ot a Level gneaten” than the 'hatunal'
Level of output, Haang, been token these by
central bankg thot have kept [ntenest nateg too
fow, at a fevel fLowexn than the '‘motusral! sate of

interest.

. This necesgitates the need to nalge the nate of
intenest (nepo' nate) to contnol nflation.

. Inlqﬂ,atLon on India entened the pregeaibed band 01“
LY ko 67, two yeang before inflation tongeting
wag adopted in L016-1%.

+ In foct, inflotion had follen steadily since 011-
12, halving by 2015-16. This by itsel} suggests
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that there (8 a mechanigm driving inflation othex
than what (8 imogined in inflotion targeting.

. The decline in inflotion hag been mainly Led by
the nelotive price O{i {iood The vag,anLeg o{‘ the
price of food are a mogon determinant Lin
inflation note and the adopted model {ails to
acknowﬂ,edg,e Lhig agpect.,

Impact of inflation targeting.

- Five vaniableg namely g,now;thj private (nvestment,
exponts, non—performing ossets. UNPAZ) of commencial
bonk-s, and employment would be analyzed hexe.

. The economy's trend sate o{, g,m,owth actuafl Ly beg,an
to decline ofter 2010-11. This trend wos
obgenved degpite falling inflation tarend.

- Tt indicotes thot the shanply falling inflotion
could do no};HLng, Lo nevive g,now:th ) bel,};[,ng, the
propogition’ that Low indlation L8 conducive to
g,xowth.

+ The gwing in the neal (nteregt nate of over §
percentage points in 013-14 wag powened furthen
in 2016, when inflotion targeting wag adopted, and
could have contaibuted to a declining privote

wnvestment aate.



. This indicotes thot the HLg,Hex, interegt nateg the
toolkit for inflation tangeting, may have been
hawmful for private invegtment in the economy.

- Exponts and employment nates have fared poonly
since inflation tarngeting wag adopted n L016.

- Tt hag Long been necogniged thot a centaal bonk
focusing on inflation may Loge control, of
flnanclal gtabllity.

- NPA2 have gnown gince 2016, and ‘the cages of
TLLFS, PMC Bank, PNB and YES. Bank are indicative
o{‘ the poon manag,ement and mauieagance n the
pinanciall secton, given the excessive focus of the
centnal bank on inflation targeking.

ConclLugron:

- Though Inflation contsnol will alwoys be relevant
{Yox, macroeconomic stabl{ ity ) there 18 no
conclugive evidence that the pol ey hag wonked in
India ag the presumed benefits of Low (nflation
are Yet to become evident.

- Infoct inflotion tangeting may end wp raising
intenrest noteg to HLg,He)L and th,Hen Levels which
b)z,;'mg, out many v\eg,ai;Lve Lmpacts ag digcugsged above,
without Lowening inflotion.
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When global {irmg digengage, employment
suffers

The mogt necent Laboun stakistics, for August
2021, releaged by the (CMIE) ghows that the
unemployment rate hag increaged from oround

%, n July to 837 {on August 2021

Tn abgolute teams, 1.9 million jobg wene [ogt
in one month.
A gectonal analysis pregents the fact that
most oﬁ the Alobg Lost wene GCULTT\ 3;063.
‘While employment in ogaiculture fell by
8F milllion, non—farm jobg increaged by 68
million, mainly in buginess and gmall
trade, but the manu{,actm.ﬁ,ng, secton ghed
0.34 million gobs.
Much of the Labour ghed by ag,x.,i,cu!,hu,e has
been abgorbed n Low—end genvice ackivities.



While non—lﬁax.m jfobg, ncreaged o abgonb
gome of thege, the quality of new jobg
genenated (3 a mattexn of concean.
Durning normal times, geagonal [Labour
releaged from agriculiure gets
accommodated in the constauction secton.
But, cunrently, the congtruction gecton
(tgelf (8 shedding jobs, forcing wonkers to
find employment in the hougehold gector and
Low—end sfenvices.
“Thig non—availability of sufficient pobg in
manuﬁactmf.ng, and hj.g.l-\ea.—end genvices could
be the dampener for economic recoveny in
the subsequent quantens of the cunrent
{Lscall yeoan.

Raiging the Level of investments:

The economy hag been waiting for privote
invegstments, but thein Levels have been very



fow, accentuating the unemployment

$kuot Lon.

‘Acconding to the elementary economic
theony, naiging the Level of investments (s
the key %o output and employment g,?u.owth.
‘While public investments are [mportant,
thesxe (8 a dire need to compl.ement them
with even more private invegtments.
“Tuwning to (FPI) to supplement domestic
copital formation (8 an opprooch that India
hag been punguing by making ’eage of doing
buginessd monre attnackive.

Tasues - Employment gustainabll ity

‘When FDPI increages, the sustainability of
increaged employment (8 often thaeatened

Ag (L depends on the buginess avenues that
othex compe;LLng, economies open up l,e.adj,ng,
Lo conponate negtauctuning at the global



fevel. and finm exits from earliex
fLocatLong.
‘When guch fixms exit, they create maggive
dignuption in the Locall economy.
“The exits of high—profile global {irms
affect employment generation in the
folllowing ways.
‘Tt creates apprehengions among potential
nvestons about choogf,ng, thot focation
for greenfield (nvegtments on {or
scalling up existing facilities.
Ti a“ectg pivote Lnvestmenlts even f_ﬁ an
economy claimg to have the tag of
mveston frrendliness.
“The process of the degtnuction of jobg
£H)|.0ugh exits creates mismotches in the
fabour monket.



Tt feads to a levelling down of wages
which occuns when th.H—-e.nd genvices
fioms exit,
Cauges a big Influx of Low—ghiLled
wonkeng to othex sgectong ag the same
gecton ng,l'\;t not be able to abgonb the
wm.kfuoxce nef eaged,
“Thig digruption in the Labour market
aggnavateg an excgting unemployment
problem,

Way Foxwond:

‘While tnward FDI doeg genenxote 4obg both
directly ond ndinectiy tha.oug,h an wncreage
in production activities, the magnitude of
&mpl,oy.men;l; g,e.ne.h.aied egpec;:,a,ﬂ,ﬂ,y n the
manufacturing sector needg clogen gcautiny
‘The eupho):,,{,a on the Lnﬁﬂ,ow 0{1 FPI and
aggocrated benefits must be evaluated (n
companigon with the reality of the



emexgence c>1|I modexn trangnational
conporationsg (TNC),

‘When TNC3 emenge ag key players in on
indugtny, a proliferation of mengensg and
congolcdotiong acxogs national and
intexnational bondeng might be {requent.
‘Thege are effonts to open up new
opportunities in new markets, Such waves of
expangiong and contractions ore almed at
acquIRINgG new markets and new irade
opportuncires.

“Thig process of intexnationallgotion of
production L8 dniven by the blg fixms by
investing in and out of developing
economies.

Growing scepticigm towardg more open inade
policies and the nige of protectionigdm have
increaged the nish and unpredictability of
policy environments, ﬂ,ead,{,ng, to deepen



A hazy picture on employment in India

Budget QO0AA-23 wag pregented amidgt concenns of
high Levels of unemployment in the countay.

Lack. o{g dato gousce;

. Lagt avarlable data from Cengug are from 0171

. The quingquennial Employment and Unemployment
sunveys of the Natlonal Sample Survey (NSS) are
the primony sources of data

e Similonly, the quinguenniol (aftesn every 5 yag)
NSSO data on employment and unemployment are
avolfable wp to 2011-12.

Pesasodic Labour Force Sunvey (PLESY.

« Tt wag degigned with two ma $On obrectives {on the
meagurement of employment and unemployment.

o Stanted n L01F-18 on an annual bagls, the PLFS
data get L& now available for thaee congecutive
yeorg re., LO01F-18, 2018-13 and L013-20.

Tsgue with PLFS Dota; The PLFS data connot be uged %o
nfer an uv\denﬁ,};iv\g, trend, ag khe} are avollable only
{fon thaee Yeans,
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SLg,v\L{‘Lcance 0{1 PLFS Data:; The)L can be uged to neveal
the effect of vanious policies and development regimes
ag well ag to undengtand and shape the employment
scenango baged on concrete stokistics.

PLES vg (NSSO:

The Ltime genies data on employment & unemployment
available from NSSO gunveys are not comparable with
PLFS data og they ane baged on different gompling
pramewonk.s.

Taends In Employment Pattean In India (from PLES)

Wosnkexr 1o ation (W aot o

. PLFS data ghow an increage in WPR natio fnom
MFy n LOLF-18 to R in L013-20.

. Thig change implies thot employment hag incaeaged
ot a much faster nate than the gnowth in
populotLon,

2. Female WPR sat o

. Female WPR natio (ncreaged from 1F5y to A4
between QL 01F-18 and L013-20.
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o When this natio (8 multiplied by the {emale
population, [t ghows an annwal increage of 1%y of
women wonkens,

3, Male and {iemaﬂ e wonkes panticipation sate

o Anothen pogitive indication {rom PLFS data i3 that
the gap between the male and {emale wonken
participation note (8 noxrowing down.

. As ag,aLy\g;!; 100 male wonkens ) there wene 32
female wonkens in the wonkforce in Q01F-18.
This number tncreaged o 40 in 2019-20.

e oyme aote | e lemale {aboun loxce

e In aunal aneos Lt (8 for Lowen thon the male
Labousr %O?uce ) wheaeas the opposite hollds taue in
uaban oneag,

5. Unemployment Rate

o PLFS data ghow that the unemployment nate
declined fpom 619 (LO1F-18) to 48y (L013-20)

. Thus the no. of #obg increaged ot a fagten nate
than the increage in the numben of 4ob sechens
between QO01F-18 and 013-0.
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6. Sectonal. Compogition of the woskfonce

Sectong o/ % wonkens
Agri and allied ackivities A5 60/
Senviced 308y
Indughkny 3%,

« No increage (n the share of industry and senvices

in total employment.

o Employment in the manufacturing gecton ghowed a

meagre increage of 18 million in two years.

Way forwand:

Tndia ghould nethink the staotegy of staiving {or an
indugtry—fed growth model ond explore a mone
nelevant agri—centric model of eco. trangformation.

This should include -

. Chang,eg in Labour Lows thot digcounage ndugtry
to adopt [fabour—intensive paoduction

o Employment—Linked production incentives and;

o Specfal oaggistance for [aboun—intengive economic

ackivities.

Page3 6



Wh

ex unemployment benedits?

Unemployment taend (n Indfa:

. The unemployment nate in India gtood ot 619 in

L01F-18.

. Notobly, there exists a gap between the unban

unemployment nate and sunal unemployment
rote with the wrban unemployment nate being on

the higher gide.

. While the unemployment nate declined to 58/ in

2018-19 and 48 in 2013-20, the wxban
unemployment nate hag declined only monginally
to FF and 69/ respectively.

e oYyme relied in India

o v Gandnl Shaoms al ya 04.0N0.

. I provides wnemployment allowance to

nvoluntanily unemployed ingured pexngons who have
made contributiong for two yeang to Employeeg
State Ingunance.

. The scheme 18 de,gﬁg,ned undex the Employeeg’ State

Tngurance Act (ESTA), 1934%.
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. Tt provides cagh support ot the nate of 50v o} the
fogt average daily woges fon the fingt 12 months
and 25 {fon the next 12 months.

. TL covens thoge who become unemployed due to
netnenchment, clogure on pexmanent invalldity.

- Tt allgo provides {or medical care during
unemployment tenure ag well ag vocational
training to equip the wonker for future
employment opportunities.

Q. eemys _ Kal ya 040NQ

. The Unton govt [ntroduced the (ABVKY) in 018 on
a pilot baglg for iwo yeans,

. Unemployed ingured pergong are provided cagh
allowance at the nate of 50 of the average pen
day eanning of the claimant for 30 days.

Tndugtaia \ es Ack:

. As pex the (TDA), 194F, industniol egtoblishments
employing 100 or mone workens mugt pay
netrenchment compengation to workensg in cage ;!:He)L
foge jobg due to govi—ganctioned wonkexrg
netrenchment on clogures of establigshments.

Page69



Conceans:

. Employees State Ingsurance Ack under which the
RG,SKY {,uv\c;!;;Lov\g hoag Limited coverage wn India and
hag algo been plogued by the (ggue of glow
expangLon in its coverage,

. The avoifable data of the RGSKY points out

the very Low number of wonkeng availing
unemployment al fowance,

. Similax obgeavations were algo made unden ARVKY.
. Employment—intengive industries Like congtruction
and genvices ane excluded from the provigions of
the Indugtnial Digputes act.

- Notably, many States have amended provisions undex
the IDA to opply [t to estoblighments employing
300 on more wonkenrs.

. Thug wonkens employed in smaller establighments
are wnoble Lo neceive netnenchment payments.

. Retrenchment compengation paid undex IDA remaing
vexy Low L L8 insufficient {fon the wonkexrs .

. The bunden of unemployment alfowance (8
trangferred to the employes undex IDA while the
govt obgolves [tgelf of all nesponsibilities.
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. Notablly, employens have been hegritont rin pa};[,v\g,
the netrenchment compengation to wonrkens.

New {abour codes:

. The Sociall Secunity Code (SSC), 2020, though
included unemployment protection in (ts definition
of 'social secunity’) did not provide fon a scheme
for. the same.

. Tt only offers vogue promiges of schemes to the

unorgan) ged wonkeng.

Recommendations:

. An wnban employment g,uah,av\},ee scheme on the
Lines of the successful MGNREGA ghould be {ramed.

. Economists have shown that selief to wonkersg does
not cogt much ag a propontion of GDP.

. The govis ghould conglden allowing for
a univergal unemployment allowance scheme.

. The Social Secunity Code wmugk be amended to
provide for a wnivengal wnemployment aflowance
scheme funded by the taipantite contatbutions of
employers, wonkeng and the govt.
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on output due to a decreage (n the avollability of
fLow—cogt caed(t.

Recommendatong;
Othex meagures to tame onfllatcon:

e RBT and {iscall authonities should also congiden
kaking othen pogsible meagunes including cutting
fuel toxes to keep inflotion Levels Low.

Addresgs growth conceans og well:

e RRT ghould engure the avaLabll by o{, adegquote

Liguidity to meet the productive regquirements of

the economy.

Tnifation control. needs another mode
e Inflation hag been a majon point of concexn in the
TIndlan economy.

o WPT hog been in the double dLg,Lz!;g {ion oven
12 wmonths.

o CPT hog been above the Regeave Bank O{i Tndia
(RBIYS upper tanget of 6 fon thaee months
continuously.



e The Monetary Policy Commjitiee to neduce
inflation hog increaged the nepo note by 40 bagis
poxnts (bpg) to 4.4/

Undesgtanding infllation and inflation targeting

o A3 per the model adopted by Wegtesan central
banks Inflotion neflects an excess of output ovex
(8 ‘notunal) fevel.

o The RRI nepost o{, 2014 necommended a move
to inflation tongeting.

o Infllation targeting involves raiging the interest
rate. Thig increaged sate of bonnowing will pugh
the fiomg to decreage outpul Lhug eaging
Lnflaton,

Conceang with the cunnent approach;
Uge of intangible parametens:

e Since the notunal fLevel of production Ls not
explicitly defined (L cannot be wged ag an effective
tool for {financiall stabllity.

Ig,nom,fu\g, the domesgtic {Yaci;ong ot play.
e prices of agalcultunal goods have mone influenced



in indlation compored to Lmponted ofl. The model
adopted by RBI neglects this galient agpect.
Undeginablle {mpact of monetany policy:
« The suppression of output comes at the cost
of depresged growth progpects and employment
opportunities.
Ineﬁectﬁvev\egg:

o RBTg nolsing of the nepo nate are not an
efficient gofution for agniculiunal price—dniven
nflation,

Recommendatong;

e increage the gupply of agalcultural goods and
engune thein avallabllity at affondoble prices.

o Keeping (n mind, the shift in avenoge congumption
bagket towands foods nich in minerals, the focus
ghould be on guch products along with staple
cenealls Like nice and wheat.

o Continuous increage fn procurement prices dnfven
primanilly by political neagong needs to be
undengtood and neceggany meogures taken to address

thege conceans.



