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On November 08, the sudden announcement to demonetize the high denomination currency notes 

of Rs. 1000 and Rs. 500 sent tremors all across the country. Given the timing and the economic 

repercussions it caused, many termed it a kind of ‘financial emergency’. Most economic activities came 

to a near standstill, as these currency notes constituted nearly 86 percent of total circulation. Political 

parties seemed divided on the issue, i.e. those in favor- it will help to curb the galloping black money, 

increasing fake currency and rising cross boarder terrorism, among others. In sharp contrast, the others 

believed, the said decision was purely un-thoughtful with almost no or poor understanding of the black 

economy, and seemed politically motivated in wake of the assembly elections due in some states mainly 

Uttar Pradesh (UP). In addition to this, they think, the decision of ‘demonetization’ was far away from 

ground reality, and therefore is unlikely to fetch any dividend except causing miseries to millions of 

people by making them stand in queue day in and day out.  

Among the economic implications ‘demonetization’ entails, its impact on employment is 

particularly important in a situation when majority of wage payments are made in cash form, and a large 

number of workers belong to ‘informal employment’. Informal employment, by definition, is not backed 

by any social security for health, education benefits, facilities related to provident fund, etc. So, the 

decision of sudden ‘demonetization’ will make the already fragile labor market further volatile; and thus 

would render millions of workers exposed to demand side risks. In other words, millions of workers will 

be forced to go back home due to de-industrialization (or closing of units), a phenomenon called ‘reverse 

migration’.   

The intrigue issue needs further examination, given the socio-economic condition of the labor 

market.  When talking of the rosy side of labor market (the formal sector), it is worth mentioning that the 

formal sector employment is not all formal per se, i.e. a big chunk of it is not backed by any social 

security. For instance, according to the NCEUS Report (2009), share of informal employment in formal 

sector rose from 38.7 percent to 46.6 percent during 2000 to 2005, a tendency known as ‘infomalization 

of the formal sector. It can further be substantiated by the fact that social security as percentage of the 
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value of output in the formal sector has declined from 14 percent in 2000 to 10 percent in 2013 (ASI, 

2013-14). Also, in the last ten years since 2003, an additional 94163 factories gave rise to nearly 4 million 

new employment generation; or 41 workers per factory. So owing to demonetization, if a factory shuts 

down it will render nearly 41 people unemployed, something seems quite probable in the present scenario 

when majority of payments are cash-bound. Another worrisome fact is that, because nearly 84 percent of 

total factories have employment in the range of 0 to 99 (ASI, 2009-10). So these are the units likely to be 

affected (or even closed down) by the recent unscientific move of the government.  

In some industries, share of female workers is high, for instance in wearing apparel, except fur 

apparel (46 percent), knitted and crocheted apparel’ (36.08 per cent) and other food products’ (33.98 per 

cent). Since women workers have ‘inherently weak bargaining power’ given their no trade union, and are 

thus becoming vulnerable to labour market uncertainties (in terms wage rate or social security, or 

payment being made in cash form) imposed by ‘demonetization’     

Before, quantifying the employment impact of ‘demonetization’, the following set of points 

emanating from the Report on Fifth Annual Employment and Unemployment Survey (2015-16), are 

worth mentioning. First, only 20 percent households in range of Rs. 0-10,000 have bank account. Second, 

in Rs. 0-10, 000 incomes bracket with no bank account, 82 are self-employed like shop-keepers, farmers, 

etc., 60 percent are regular or salaried workers, 87 percent contract workers, and 96 percent among casual 

workers. Third, majority of workers, in all categories of employments, have no written contract, 65 

percent (regular workers), 68 percent (contract workers), 95 percent (casual workers). Fourth, as high as 

71.2 percent of workers receive no social benefits such as health, education or provident fund.  Fifth, 60 

percent of workforce belongs to just six states, Tamil Nadu, Maharashtra, Andhra Pradesh, Gujarat, 

Karnataka and Uttar Pradesh, and so on. This indicates how grim and fragile the Indian labor market is.      

Further, in informal sector, according to a Report by ASI (2010-11), nearly a fifth of the almost 

32 million people employed in textile and garment sector are daily wage earners. According to the 

NCEUS, 2009 Report, majority of people (78.7 percent) belonging to informal sector are poor 

(constituting 90 percent of casual workers and 75 percent of self-employed people). Given this, so they 

are the ones who bear the ultimate burnt of the said decision of ‘demonetization’.   

For the formal sector, it is well-documented that the formal sector has reached its saturation point 

of employment, so no additional employment generation. Qualitatively also, as mentioned above, things 

are not as fascinating as it used to be. The percentage of income spent on social security has gone down 

steeply over the years. The tendency high proportion of ‘contractual workers’ is becoming prevalent 
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across sectors; for instance, 100 percent in remediation activities and other waste management services, 

Waste collection (91.70 percent) and Mining and quarrying (83.89 per cent) and so on (ASI, 2009-10). At 

factory level, 26.42 per cent factories (at the aggregated level) reported to have employed contract 

workers in 2009-10; this has been highest (35.02 percent) in public sector, 39.56 per cent in Joint Sector 

and 26.18 per cent in Private Sector (ASI, 2013-14). At the State level, it is the highest in Tripura (67 

percent), 58.50 per cent in Bihar, 47.19 per cent factories in Nagaland and 45.06 per cent factories in 

Dadra & Nagar Haveli. Under Public Sector, the highest is found in Chandigarh (around 80 percent) 

followed by Chhattisgarh (70 percent) and Rajasthan (56 percent). 

Another integral part of the labour market is the growing ‘automation’. More precisely, ICT 

(Information and Communications Technology) led by ICT intensity, measured as ICT investment as 

percentage of non ICT investment such as on land, on labour or other machinery has increased 

significantly over the years across industries including textile and automobile. No doubt, ICT enhances 

productivity (or output growth) but its impact on employment is not very clear, i.e. it varies across firms, 

sectors or countries. No doubts, automation (or ICT intensity) led numerous direct employment impacts 

in ICT producing sector such as telecommunication, hardware or software industries but in the ICT using 

sector, particularly manufacturing it is generally negative. So, in a situation, when the debate about the 

net employment impact of ICT on the economy as a whole is inconclusive, the major policy change of 

‘demonetization’ is a double whammy to labor, hence fueling further uncertainties, of employment 

particularly in the informal sector.  

We know, growth is pre-requisite for employment and eventually for economic development. 

Demonetization has adversely affected economic growth, as predicted by most agencies including RBI, 

IMF or World Bank. The decline is predicted to be in the range of 0.5-2 percentage point. Theoretically, 

employment elasticity of output (EE), which captures employment sensitivity for a change in output, is a 

measure to estimate the extent of employment loss due to decline in output growth. Here in the study, EE 

is used to evaluate the negative employment impact of ‘demonetization’ led decline in output growth rate 

in India. Give the data constraint, only the organized manufacturing sector is considered.  

Theoretically, the EE equals to one (say) means – an output growth rate of 10 percent results in a 

10 percent growth rate in employment, and vice versa. There are some sectors like construction or ICT 

which witnessed EE close to one. A total of 19 industries (from the organized manufacturing sector) are 

taken into account. Two scenarios are presented, Scenario I assumes a decline of 30 percent in output 

growth in 2017-18, whereas in Scenario II the extent of decline in output is assumed to be 20 percent 
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during 2017-18. For 2015-17 assuming the output growth rate same as in 2013-14; thereafter the loss of 

output growth rate of 30 percent and 20 percent in Scenario I and Scenario II respectively is applied. 

Also, the same is assumed for employment growth rates as well, i.e. this being as same in 2015-17 as 

recorded in 2013-14. Given this, hence EE will also remain the same the next three years (2015-2017) as 

in 2013-14. These are strong but important assumptions.    

Using the ASI data, it is found that during 2010-2014, in 19 industries of organized 

manufacturing sector, 14 percent output growth rate with 3.2 percent employment growth resulted in a 

0.23 level of EE. In Scenario I nearly 1 million workers will be rendered unemployed in 2017-18.The 

employment impact of ‘demonetization’ is however not found uniform across industries. More precisely, 

labour intensive industries such as food, textile, wearing apparel, leather and leather product industries 

are seemed to have witnessed the major loss, i.e. these industries will register absolute loss of 

employment with 32502, 42072, 37183 and 38098 respectively. In Scenario II, the impact is found to be 

on nearly 7.14 Lakhs in 2017-18.  In food, textile, wearing apparel, leather and leather product 

industries it is recorded a decline of 21667, 28048, 24788 and 25399 respectively (refer the Table for 

greater detail). 

The employment loss calculated above does not include the loss accrued in informal employment, 

which is nearly 95 percent of all employment where workers are subject to be fired (or lay-off) at any 

point of time during the production (or distribution) process.  Since majority of wage payment is made in 

cash form; they are thus likely to be affected more by the recent announcement of ‘demonetization’. 19 

million workers belonging to informal employment will be affected by the said decision, which by any 

standard is a huge number.   
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Table: Employment Loss due to ‘Demonetization’ in the Organized Manufacturing Sector   

NIC 2008 Industry 

Scenario I (30% Lower 

Output) in 2017-18 

Scenario II (20% Lower 

Output) in 2017-18 

10 FOOD PRODUCTS -32501 -21667 

11 BEVERAGES -9817 -6545 

12 TOBACCO PRODUCTS -18070 -12047 

13 TEXTILES -42071 -28047 

14 WEARING APPAREL -37182 -24788 

15 LEATHER AND RELATED PRODUCTS -38098 -25399 

17 PAPER AND PAPER PRODUCTS -5671 -3780 

18 
PRINTING AND REPRODUCTION OF 

RECORDED MEDIA -8332 -5555 

20 CHEMICALS AND CHEMICAL PRODUCTS -31866 -21244 

21 
PHARMACEUTICALS, MEDICINAL 

CHEMICAL AND -82809 -55206 

22 RUBBER AND PLASTICS PRODUCTS -60717 -40478 

23 
OTHER NON-METALLIC MINERAL 

PRODUCTS -120164 -80109 

24 BASIC METALS -30130 -20087 

25 
FABRICATED METAL PRODUCTS,  EXCEPT 

MACHINERY AND EQUIPMENT -67516 -45011 

27 ELECTRICAL EQUIPMENT -31248 -20832 

28 MACHINERY AND EQUIPMENT  N.E.C. -57715 -38476 

29 
MOTOR VEHICLES, TRAILERS AND SEMI-

TRAILERS -87074 -58049 

30 OTHER TRANSPORT EQUIPMENT -31730 -21153 

32 OTHER MANUFACTURING -278034 -185356 

Total  -1070756 -713837 
Source: Own calculation using the ASI data 2013-14  

From the above analysis, it can be easily concluded that employment scenario in the country is 

not conducive enough to face any challenge such as the ‘demonetization’ of currency. In a country, when 

79 percent of non-agricultural wage workers have no written contract and only one fourth are eligible for 

any social security, the decision is certainly a cause of concern. India has the world largest youth 

population, so for any developing country like India, it is the time to harness the population dividend by 

providing them gainful employment. No doubt, impact of ICT on growth and direct employment is well 

documented, but its indirect negative employment impact ICT using manufacturing sectors can-not be 

ignored. Given this, the decision of ‘demonetization’ has destabilized the already volatile labour market in 

India.   
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