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Employment puzzle

The informal sector is not creating enough jobs

he recently published factsheet on the Annual Survey of Unincorporated
Sector Enterprises (ASUSE), by the Ministry of Statistics and Programme
Implementation, for 2021-22 and 2022-23, paints a sobering picture of the
employment situation in the country. Despite showmg resilience after the
pandemic, the umnco. anrhas not d )t The
sector, encomy d sole propri
services, and trade, represents the informal segment of the economy. Workers and
enterprises in this segment typically lack formal recognition and are usually excluded
from social-security schemes. However, the segment plays a key role in value chains
and contributes to employment generation. The factsheet indicates the number of
establishments and workers registered a compound annual growth rate of 5.88 per
cent and 7.83 per cent, respectively, during the period April 2021-March 2022 and
October 2022-September 2023.

However, as reported by this newspaper recently, compared to the results of
the 73rd round of the National Sample Survey for July 2015-June 2016, despite an
increase in the number of enterprises, the workforce in the unincorporated sector
remains lower by 0.16 million, which raises questions about the employment-gen-
eration capacity in the informal sector. This discrepancy can be attributed to at
least two factors. First, many unincorporated enterprises remain very small due
to their hmlted productlon capaclty or constrained demand. Second, they might
be duetoac in production technology
and machinery. The exact reasons remain unclear, but both scenarios result in
lower levels of employment generation. The sector has been significantly affected
by several exogenous shocks over the past decade, including demonetisation, the
introduction of goods and services tax, and Covid-related disruptions. As reasoned
by the chairperson of the Standing Committee on Statistics, Pronab Sen, about 2
million unincorporated enterprises are added annually, employing 2.5-3 persons
each. However, as the numbers suggest, due to these successive economic shocks,
according to Dr Sen, an estimated 10 million enterprises and 25-30 million jobs
may have been lost during this period.

While a detailed report on the survey will provide more insight into what is hap-
peningin the sector, the factsheet highlights the structural weakness within the econ-
omy. The share of regular, salaried workers in the workforce, as indicated by the
Periodic Labour Force Survey, is not improving. The data on the informal sector shows
itisalso not creating enough jobs, partly reflected in the recent increase in agri
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trade agreements

India's global competitiveness and investment
appeal hinge on these agreements

Commerce organised a “Chintan Shivir” last
month to develop strategies and standard operat-
ing procedures for future free-trade agreement (FTA)
negotiations. It is a timely initiative given that negoti-
ations towards deeper FTAs with the European Union
and the UK have seen repeated postponements of
deadlines, and review of other FTAs, including with
the Asean, is yet to be concluded long after initiation.
In this context, it would be useful for India to for-
mulate its FTA strategy with a focus on core issues
in deep trade agreements rather than continuing
with limited, shallow trade liberalisation as in the
past. Developing an understanding of deep FTAs as
instruments facilitating movement
of intermediate goods across multi-
ple borders, and, hence, integration
with global value chains (GVCs) will
help yield better outcomes in future
FTA negotiations.
The guldmg factor in India’s FTA

It is encouraging to note that the Ministry of

employment. Further, given that the creation of enterprises in the informal sector
seemsto have suffered, with a marginal increase in value added over the years, sceptics
'may raise more questions about the gross domestic product estimates because of the
dependence on the formal-sector data. Nevertheless, the latest survey of enterprises
inthe informal sector once again highlights the employment situation in the country.
Given that India has the largest young cohort in the world and its workforce will grow
in the coming years, creating gainful employment remains the foremost policy chal-
lenge. The new government, therefore, would be well advised to make policy inter-
ventlons w1th the oblecuve of creating jobs outside the agricultural sector. Without a

opportunities, it will become increasingly difficult
for India to sustain high growth in the medium to long run.

Worldwide sales

Dedicated hubs will streamline e-commerce exports

s part of the 100-day action plan of the Union government, efforts are

being put in place to boost India’s export potential, especially e-commerce

export. Accordingly, the Directorate General of Foreign Trade (DGFT)

and the Department of Revenue are reportedly working to establish des-
ignated e-commerce export hubs across the country. With the government aiming
to streamline online export shipment from India, this is indeed a welcome step for
exporters. The export hubs are expected to act as a centre for favourable business
infrastructure and facilities for cross-border e-commerce, including facilitating
faster Custom f cargo and also ing the problem of reimportation
because about 25 per cent of goods in e-commerce are reimported. Additionally,
the hubs will offer warehousing facilities, processing returns, labelling, product
testing, repackaging items, and dedicated logistics infrastructure for connecting to
and leveraging the services of nearby logistics hubs, thereby achieving agglomeration
benefits for exporters.

E-commerce plalforms link local producers even in rural and remote districts
with global supply chains. They al Ive market-: which igni
obstacle hindering exports by micro, small, and medium enterprises (MSMES). Thls
will particularly help informal businesses and MSMEs that find it convenient to export
through digital platforms Inanattemptto s mmerce platfor: 1pport
local exporters, 1 MSMESs in reaching potential international buyers,
the DGFT signed a memorandum of understanding with global e-commerce firm
Amazon last year to offer capacity-building sessions, training, and workshops for
MSMEs across districts identified by the DGFT as part of the “District as Exports Hub”
initiative. Amazon surpassed $8 billion in cumulative exports from India in 2023 and
aims to achieve its ambitious target of $20 billion by next year. Notably, the world’s
largest retailer, Walmart, too surpassed $30 billion in cumulative sourcing from India
inmore than two decades of operations in the country.

India’s exports through online platforms stood at $8-10 billion last year, com-
pared to China’s staggering figure of more than $300 billion. A key reason for this
gap is the cumbersome compliance process associated with exports, especially
when it comes to payment reconciliation, which is particularly challenging for new
or small exporters. At the same time, global cross-border e-commerce trade was
$800 billion. With India’s cross-border e-commerce exports likely to increase to
$200 billion over the next six to seven years, it can become a key strategy in achieving
the $2 trillion overall exports target by 2030. The Foreign Trade Policy of 2023,
which calls for greater focus on emerging areas of export, identifies e-commerce as
afocus area for amplifying India’s exports.

Amid rising geopolitical tensions, supply-chain disruption, and global headwinds,
India’s export performance has witnessed a slowdown in recent years. India’s services
exports increased by only $15.8 billion in 2023-24 over 2022-23, while merchandise
exports declined $14 billion in the same period. Overall, India’s combined value of
exported goods and services registered a marginal increase of around $2 billion in
2023-24. At a time when export growth remains tepid and the overall trade deficit is
around $78 billion, establishing a supportive e-commerce ecosystem can truly give a
fillip to India’s export performance. Given the patchwork of rules and export provisions
framed for exporters, there is an urgent need for a separate e-commerce export policy,
which can ease the compliance burden on exporters.

, thus far, has been the
past experience of increasing bilateral
trade deficits with FTA partner
economies. Consequently, FTA nego-
tiations by India are undertaken with
a degree of scepticism. Instead, the
appropriate experiential learning from
our earlier FTAs should have been to
reduce the preferential margin offered
in FTAs and increase manufacturing sector export
competitiveness. Compared to the global average most
favoured na[lon (MFN) tariffs of 0-5 per cent that

nsure negligi ial margin in FTAs for most
economies, India’s relatively high and progressively
increasing applied MEN tariffs, especially in the man-
ufacturing sector, inevitably create the scope for a
higher preferential margin (clustered around 10-15 per
cent) and, hence, bilateral trade in favour of the FTA
partner. Therefore, a reduction of average applied MFN
tariffs in the manufacturing sector in India and aligning
them with those of comparator emerging market
economies should be a necessary trade policy reform
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the FTA such that GVC dynamic sectors are at an
advantage. Compa.ranve advantage at the task level,
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movement of intermediate goods/GVC trade, which
i i of glob

goods trade post-pandemic and despite trade shocks.
Hence, it is important for India to focus on participa-
tion in deep trade agreements from the perspectives
of increasing its integration with GVCs and facilitating
import of intermediate goods to enhance its manu-
facturingand export competitiveness and even for the
success of its production-linked incentive scheme.
Intermediate goods in GVC-led trade are differen-
tiated parts and components, each being highly spe-
cialised toits intended use and, therefore, customised
to the requirements of the buyer. So, GVC related-
investments involving cross-border transactions in

tractual obligations, safeguards and distinctive rules
and standards to be negotiated among participant
countries. A coordinated and complementary
approach towards trade policy, investment and pro-
tection of IPRs, given the scope for investment accom-
panying transfer of technology/ know-how across bor-
ders, therefore becomes essential for the multiple
countries involved across complex GVCs.

Empirical analysis also shows a positive relationship
between addmonal provisions on investment liberali-

coupled with possibl ities in the part-
ner country/ member economies’ production net-
works, should be the basis of calibrating the extent
and time schedule for tariff preferences in the FTA.
This will also assist India in deepening its tariff’ hberr
alisation in the FTAs to the World Trade O

sation, , IPRs and investor protection on for-
eign direct investment (FDI) inflows that are integral
to GVC participation. Appropriately designed invest-
ment and related regulatory provisions not only help
the investment inflows and transfer of technology but
Isosignal i inzthe di

stipulated “substantially all trade” levels.
Manufacturing sector competitiveness can be
enhanced through participation in deep FTAs, as they
help anchor domestic producers in GVCs. Deep FTAs
cover regulatory policy issues in addition to liberali-
sation of trade in goods and services. Their focus,
broadly, ison llberallsanon of invest-

tic regulatory framework in this respect. There is, there-
fore, the additional advantage of MFN applicability of
the regulatory framework and certainty of business
environment. Together with goods and services trade

leep
FTAs help reduce costs of doing business and trade
costs. for MNCs operating in multlple locations and

ment, protection of prop-

networks. In -

erty rights (IPRs) and environment,
social and governance (ESG) issues.
Constituent provisions in these areas
are invariably WTO-plus, that is, they
extend beyond commitments made
at the WTO and/ or include aspects
not covered by the WTO.

India has thus far found negotiat-
ing the deeper provisions of invest-
‘ment liberalisation and ESG difficult.
This has been a limiting issue in its
FTA negotiations with both the EU
and the UK. The Australia-India eco-
nomic cooperation and trade agree-
‘ment, signed in 2022, also does not include an invest-
‘ment chapter. However, globally, the number of deep
trade agreements and deeper provisions therein has
increased in the last decade. While the EU and the US
have been in the lead, the East Asian economies have
a]so upgraded with membership of the Regional

Partr the
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eral investment treaties (BITs) are a far more restrictive
tool and empirical evidence of their impact on FDI
inflows has been largely ambiguous.

Negotiating the investment provisions in its FTAs
‘would also require India to evolve its position on the
appropriate investor protection mechanism. Most
countries have adopted a combination of investor-
state dispute settlement and state-state investor pro-
tection mechanism, whereas India, drawing upon its
model BIT 2016, continues to insist upon exhaustion
of domestic remedies as a prior mechanism. However,
this may become increasingly difficult as the CPTPP,
already in effect, and of which both the Asean and UK
are members, enables investors to commence arbi-
tration without any prior recourse to domestic pro-
cesses. The EU in its FTAs has proposed an alternative
akin to a multilateral court for dispute resolution, but
this has yet to be ratified.

Therefore, FTA negotiations cannot be business
as usual anymore. To be an attractive alternative
location in the GVC diversification strat-

d for Trans-
Paclﬁc Partnership (CPTPP). Although the coverage
and depth of provisions in these areas in deep FTAs
has been idiosyncratic and tailored to context, India's
appruach of classifying these policy areas as “non-

egy of large corporations and thereby enhance its
manufacturing and export competitiveness, India
‘will need to aim for an early conclusion of the deeper
trade agreements.

refusin, out-

for future FTA negotiations. Thi
with carefully calibrated preferential tariffs offered in

daled and Empirical literature provides
evidence that deep trade facilitate the

Thewriterissenior fellow, CSEP, professor, SIS, JNU (on leave)
andauthorofIndia’s Trade Policy in the 21st Century,

Routledge: London, 2022.

Regulatory action: Shock and awe

e often see regulatory actions against var-

s ’s ; ious financial entities after the regulator
has “inspected their books”. Recent reg-

ulatory action includes restrictions on accepting
deposits, opening new accounts through online
bankmg channels, issuing co-branded cards

new mobile products, and

debt public issues. These actions reflect the regu-
lators’ commitment to maintaining financial sta-
bility, fair markets, and ensuring compliance with
regulations. However, investors
view such action with shock and
awe, as they impact them directly.

Another sector that periodically
sees inspections — and regulatory
action — is pharmaceutical firms
exporting to the US. Here, inspec-
tions are conducted by the US Food
and Drug Administration (FDA) to
assess a regulated facilities’ compli-
ance with applicable laws and regu-
lations, such as the Food, Drug, and
Cosmetic Act, and various other
related Acts, to ensure the safety and
quality of medicines.

Unlike the financial sector
reviews and audits, which are an
“all-year” affair, US FDA inspections are conducted
every few years with an element of surprise regard-
ing their timing. The FDA investigators arrive at the
premises and present a “notice of inspection”, or
form 482. They then examine the production pro-
cess, look at relevant records and collect samples.
Atthe conclusion of the inspection, the observations,
referred to as Form 483, are submitted, serving as a
guide for corrective action. This gives the facility an
opportunity to take voluntary remedial steps and
prevent their recurrence. In extreme cases, the FDA
might recommend recalling a drug or preventing
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its export to the US.

Similar to financial inspections, the Form 483
remains confidential between the regulator and the
reviewed entity. But there are two variations that I
am aware of. As with the financial sector regulator,
FDA inspections are confidential initially. But the
FDA does review the findings, the company’s
response, and other data, and usually classifies its
finding within 90 days into three buckets: (i) No

abank that its system:

might lead to an uptick in cyberattacks. This is not
to argue that regulators should overlook shortcom-
ings, but there needs tobe a way to involve investors
and other affected into thi

At present, once an entity hears from the regu-
lator, it discloses the summary to the stock exchange.
If the action is punitive, it leaves investors feeling
bruised, who then argue that such action is knee-

action indicated, when there are no
issues; (ii) voluntary action indicat-
ed, when minor issues that need
correction are identified; and (iii)
official action indicated, where seri-
ous violations are identified that
require enforcement action. The
classification is publicly disclosed.

Two, under the Freedom of
Information Act, individuals can
request the FDA 483 for a fee. The
FDA redacts commercially sensi-
tive information before releasing
the document. Unfortunately,
there is no time commitment to
this, and people have been known
to wait for up to two years to access
this information. This redacted file
is then uploaded on the FDA website and can be
freely accessed by all stakeholders, including its
investors. I have simplified things, but this is the
broad protocol.

The regulators work with the objective of ensur-
ing patient safety, fair treatment of borrowers, and
adherence to rules. Their actions, even if viewed as
somewhat extreme, helps them preserve the integri-
ty of the industry they regulate. But there is no get-
ting away from the fact that severe regulatory deci-
slons impact various stakeholders and may have

‘To give just

jerk, even if th has been ongoing.

Should the FDA then first give a cure period when
serious violations are observed? It is hard to argue
given that lives and limbs are involved, so Iwill focus
on the financial sector, where change may be rela-
tively easy. Given that the inspections are often
ongoing, making a public disclosure only after the
“final” letter is received is what causes severe market
disruptions, particularly if the action is also severe.
Dlsclosures and updates regarding the intervening

ion should be While it may
be argued that whenever such information is first
disclosed, it may lead to market volatility, timely
and meaningful disclosures in some form would
better prepare the market.

Further, financial regulators should explore clas-
sifying their regulatory communication based on
the nature and seriousness of the findings. They can
publish the summary findings and eventually the
entire inspection report or encourage the regulated
entities to do so. An annual or semi-annual summary
of their inspection findings, without naming specific
entities, will also go along way in articulating regu-
latory expectations. They should also highlight the
best practices that they have observed. This will give
stakeholders the information that they crave for and
all regulated entities clear metrics for improvement.

Thewriter is with Institutional Investor Advisory Services
India Ltd. Theviews are personal. X: AmitTandon_In

The limits of freedom
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answers— for obvious reasons. The world
itself is complex with conflicts — between
individuals; families; countries; genera-
tions; human and nature. In each case,

because the under] tions of

itand then re
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bewelfaristat her choice, or

one party exercises its right to survival and
prosperity (freedom), which comes at the
cost of the other (unfreedom). How to
minimise the harm and optimise univer-

competitor isinefficient. The profit-
maximising definition of efficiencyleads

privatisation of profitsand socialisation of
losses. The

approach keepmgthe largerwelfare of
societyinview. Thisis
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handlingof resources. While DrStiglitz
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