e sponsmd by:V,0,C> = University Grant Commission,New Delhi
»%g | | ISBN-978-81.930865-5-1

~ Publisher
_ l'iﬂnclncl._l!. D.Jaln Ullllllllllll.lllllll'ni.:llﬂﬂmllll', Dist. Ahmednagar.




1

Level Senunar on Inflationory Pressure on hedien Ecananiy ISBN : 97H-81

0y r o1
VA0B65-5-

INDEX E

S. N. Paper Title & Author Pg. No.

1. Impact of Inflation on Indian Economy and Agricultural Sector 1
Dr. B. Y Deshmukh

2 lmp.ul of Inflation on Indian Economy 5
Vivekanand.A.Ughade

3. IHigh Inflation in India: cause, effect and impact, 7
Mallappa Sidaram Khodnapur

4, Inflation and Foreign Direct Iinvestment in India 10
l)l l\ 11. Shinde, Prof. Pravin S. Jadhav

A luﬂutlun and Unemployment 17
Dr, Barhate G. H.

0. Inflation:- Retail Sector 22
I, Kadhane Rekha Appasaheb

7. | Inflation: A General View 25
Dr. Mrs. Madhavi S. Patgaonkar

8. | nflation of Agriculture in Indian Economy 28
l)l I\Imm, M.G., Prof.V.N.Patil

9 | Theoretical Analysis of Inflation 31
Dr. R. M. Chintamani

10 | Impact of Inflation on Indian Agriculture 36
Dr. Suhas Avhad

11 Measurement of Inflation in India 37
Prof. Dr. R.G. Rasal, Prof. S.R. Jawale

12| The Study of Inflation in Indian Economy 42
Prof. Nagpure V.B

13 | Inflation in India : Problems and Prospects 47

Arun R. Marathe, Darshan S. Gaonkar

14 | Inflation in India, 52
Dr. Pratap J. Phalphale

15 | A Review on Inflation in India-Causes, its Impacts, Trends and Measures 55
to Control
Uday N. Kharadkar, Pushkar D. Joshi

16 | Kffects of Inflation in India- 29
Prof, Yadav B.G. §

1" |lll'llllinmll\' Pressure on Indian Economy, 62
Dr. Miss Karir M. A,

| Efeeets of lllnlllltlll on I)uilv Industries 65

| D, Ghotekar D13, - )

19 | tmpaet of lnflatlon on Employment of India 69
Dr Deokie Sanjny Bhagawat

20 | Inflation = DI — == -

| Mot D Gadhe D1,




{. 1. Jain College of Commerce, Shrirampur

Inflation and Unemployment

Dr. Barhate G. H.

Head. Dpt. Of Commerce & Research Centre
C. D. Jain College of Commerce

Shrirampur

Introduction:

Inflation and unemployment economic problems both impact the common man
life. High Productivity (Real GDP), price stability and low unemployment are the most
desirable macroeconomic goals. In this regard in 1960. the concept of Phillips curve
emerged, by A.W. Phillips who is the pioneer of the Phillips curve in UK. This curve
suggests negative relationship between the rate of inflation and unemployment. There
arc two studies which provided explanations of the possible Phillips curve, relationship
between the two variables in the short-run and the long run as: first one is, in short run,
there is tradeoff between inflation and unemployment. Second. in the long run there is
no significant tradeoff between inflation and unemployment. Therefore economists are
in best interest to identify their relationship; there is a short run tradeoff between the rate
of inflation and unemployment, (McConnell, 16th Ed). In this regard it has been also
seen in many studies that there is short run tradeoff between Inflation and
unemployment in different countries in different time periods.

Objectives:

I. To study whether inflation causes uncmployment.

2. To study the relation between inflation and unemployment

3. To study the cost of inflation and cost of unemployment on the society
Methodology:

The study is based on secondary data collected from journals. articles

newspapers and books.

Inflation Rate:

Inflation refers to a general rise in prices measured against a standard level of

purchasing power. Previously the term was used to refer to an increase in the money

supply, which is now referred to as €Xpansionary monetary policy or monetary inflation.

Unemployment Rate:
The labor force is defined as the number of

unemployed but seeking work. The unemployment leve] g defined as the labor force

minus the number of people currently employed. The unemployment rate is defined as
the level of unemployment divided by the labor force.

people employed plus the number




[nflation and unemployment:

Inflation and unemployment go hand in hand. For every country. maintaining a
low unemployment rate is the main objective. It is usually believed that inflation and
unemployment are inversely proportional. There are many economists, who hold the
opinion that low rate of unemployment together with low inflation rate may be a source
of concern. Both low inflation rate and low unemployment rate, may be hypothetical. In
real practice, this rarely happens. If a particular country has full employment. it can be
said to have minimum rate of unemployment. If a nation maintains a minimum rate of
unemployment in a condition when inflation rate is stable, it is said to follow the natural
rate of unemployment. In other words, the natural rate of unemployment is the minimum
rate of unemployment, which can be sustained.

Does Inflation Cause Unemployment?

There are a few different scenarios where inflation can cause unemployment.
However, there is not a direct link. Often we will notice a trade off between inflation
and unemployment — e.g. in a period of strong economic growth and falling
unemployment, we see a rise in inflation.

Also it is important to bear in mind, (especially in the current climate) If the
economy has deflation or very low inflation and the monetary authorities target a
modest rate of inflation, then this may help boost growth and reduce unemployment.

Inflation can cause unemployment when:

I.- The uncertainty of inflation leads to lower investment and lower economic growth in
the long term.

2. Inflationary growth is unsustainable leading to a boom and bust economic cycle

3. Inflation leads to decline in competitiveness and lower export demand causing

unemployment in the export sector (especially in a fixed exchange rate).
1. Inflation creates uncertainty and lower investment

One argument is that a period of high and volatile inflation discourages firms
from investing. Because inflation is high, firms are less certain investment will be
profitable. It is argued that countries with higher inflation rates tend to have lower
investment and therefore lower economic growth. Therefore, if there are poor levels

of investment this could lead to higher unemployment in the long term

It is argued that countrie with low inflation rates, such

. . as Germany have
enabled a long period of economic stability

which helps to attain a long term low

iry like Germany also helps them to
become more competitive within the Eurozone, w

and reduce unemployment.

unemployment rate. Low inflation in a cour

hich also helps create employment

2. Inflationary booms causes recessions

If the economy overheats; if the rate of economic grthh
the long run trend rate — then we will tend 1o get demand pull inflatio
up prices because demand is growing faster
higher growth may lead to lower unemploy

is faster than
n. Firms push
than supply. In the short term, this
ment as firms take on more workers.
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However. this rate of economic growth is unsustainable — e.g. consumers may get
into debt to increase spending, but as the economy falters they cut back on spending
leading to lower AD. Also. if inflation increases. Monetary authorities will tend to
increase interest rates to reduce inflation. A sharp increase in interest rates can cause
economic growth to fall, leading to recession and unemployment. Therefore an
economic boom with high inflation is often followed by a recession.
Optimal rate of inflation

If an economy has a very low rate of underlying “core inflation” ¢.g. 1%,
then this is a sign that the cconomy is growing too slowly. This level of inflation
means there is spare capacity and there is an output gap. Therefore, with slow
growth, unemployment is likely to be higher. In this case. pursuing expansionary
monetary policy which involves a higher inflation rate could help to boost economic
growth and lead to lower unemployment.

Problem of inflation in Indian economy is that, Inflation erodes the value of
money that constrains people and firm to minimize their holding of cash. When
price rises, sellers must use resources to change nominal prices. Then society‘s
output of goods and services is reduced by devoting resources to these activities.

Problem of unemployment in India is that, Loss of output is the major
problem of unemployment because the unemployed labor force does not add to the
productivity. And they do not pay taxes, even tax—payers of the socicty also bear
some of the output cost of the unemployed. )

e Inflation imposes several costs on Society

1

Inflationary growth is unsustainable. High inflation is often a sign the economy is
overheating (demand growing faster than supply). This kind of boom is often
followed by a bust (recession) Targeting a low rate of inflation helps to keep
economic growth sustainable. Therefore, low inflation can help avoid recession and
prevent a sudden rise in unemployment.

Inflation discourages investment. High and volatile rates of inflation can
discourage firms from taking long-term investment decisions. This is because of the
uncertainty and confusion around future revenues and profits. Therefore,
countries with higher inflation rates tend to have lower growth rates ov

it is argued
er time. In the

_ post war period, it was often argued Japan and Germany had better growth rates

because of their low inflation.

Decline in international competitiveness. High inflation is likely to make your

goods and services less competitive leading to a fall in exports and current account

deficit. Often this high inflation will be offset by a fall in the sxehanse rate to rasiate
5 C e

competitiveness. But, in the case of countries in the Euro, they can't devalue, so

inflation and higher wage costs have been very damaging to their economy

Inflation can erode savings. If inflation is higher than interest rates, then inflation

R ' 3 -
can wipe away people's savings. Inflation reduces the value of money, so people
who rely on income from savings see a reduction in their living standards. This is
g s
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often a problem for pensioners who rely on savings. Therefore inflation can cause a

redistribution of income in society from old to young and from savers to borrowers.

n

Legacy of Inflation. If people suffer from inflation. (e.g. lose savings. become
worse off) then it will impact their future decisions. For example. people may be
reluctant to buy government bonds because they fear the government will effectively
default through inflation. People will be more reluctant to save, leaving less room

for investment.

Economic Costs of Unemployment

Inflation definitely has economic costs, however arguably the costs of

unemployment are far greater. Some of the costs of unemployment:

1. Much lower income. The unemployed have to rely on unemployment benefits and
they will see a drastic fall in income. Unemployment is one of the biggest causes of
home repossessions (when you fail to keep up with mortgage payments) Losing your
home is one of most traumatic events.

2. Psychological costs. Unemployment is one of the biggest causes of stress. Without
work, people feel a lack of purpose and low self-esteem. This can precipitate health
and psychological problems.

3. Social Problems. Unemployment can create a feeling of alienation from society.

When you have a high unemployment rate amongst a particular group (region,
ethnicity, age). feelings of social exclusion can be exacerbated. High unemployment
rates are certainly one factor behind riots in cities in Spain, France and UK. It is not
to excuse rioting, but if you have high unemployment and poor economic prospects
it can only increase the risk of crime and vandalism.

4. Higher Government Borrowing. A rise in unemployment leads to lower tax
revenue (less income tax) and higher government spending on benefits. This may
require lower spending elsewhere in economy.

5. Negative Spiral. Higher unemployment will lead to lower spending in the economy
leading to lower growth. The threat and fear of unemployment may be sufficient to
reduce spending.

Which Has been the Biggest Cost To Society?

lj[ is usually assumed inflation makes savers worse off. But, in the post war
period, this hasn't occurred, interest rates have been higher than inflation meaning most
savers don't lost out. They still get an interest rate higher than inflation. Even now with
base rates at 0.5% and CPI close to 5%, there are still saving accounts with a respectable

interest rate. Also the inflation is caused by temporary cost push factors and is likely to
decline soon.

The economic and social costs of unemployment are far greater. However, it is
not incompatible to have both low inflation and low unemployment. But, sometimes
Central Banks (especially ECB) have made the mistake of focusing on reducing
inflation at the expense of lower growth and higher unemployment.
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Consequently, this paper suggests some policy options for the government as

follows:

(1) Restructuring the economy through inward growth not along foreign borrowed
ideology;

(2) Efficient modern technology to create more sustainable Jobs and enhance the real
wage of workers;

(3) Ensure macroeconomic management of price instability;

(4) Improving infrastructure particularly electricity which in turn may generate
employment.
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