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Whenever | am on a plane and the landing is
announced, | start feeling a little anxious about the

impending touchdown. For there have been times

when | have experienced a rough landing. Often we

term such a landing as “hard landing”.

So what does hard landing of the economy mean?




To understand this let's look at why an aircraft has
a hard landing. A hard landing occurs when the
aircraft hits the ground with a greater vertical
speed and force than a normal landing. Hard

landings can be caused by weather conditions,

mechanical problems, over-weight aircraft or pilot

error. In a hard landing the pilot still has total or

partial control over the aircraft.
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Now let us compare this with economic hard

landing. A country’s economy is healthy when it

experiences good levels of consumption,
investments and growth. As growth rates increase

due to high demand, prices of goods and services

start to rise. This may cause the gates of the

economy to open up to inflation.
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Hence the central bank starts to apply the
brakes by raising interest rates to start slowing

down the economy gradually. Here the word,

“gradually” assumes a lot of significance

because the job of regulating interest rates by

the central bank is indeed a very delicate one.
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To understand this better, just imagine if the
pilot were to apply the brakes of the aircraft
too hard. This could cause the pilot to lose

control over the aircraft causing it to skid and

crash. Thus the pilot needs to regulate the

brakes in such a manner that the aircraft lands

smoothly.
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A central bank raising interest rates is akin to

applying the brakes of the aircraft. If increase in

interest rates are regulated well, then slowly but

steadily the economy will slow down and

inflation will gradually decrease.




Else the economy can go out of control and
experience a sudden slowdown. This would

cause immense pain in the economy due to low

capacity utilization, job losses, and defaults, etc.

This pain caused by mismanagement of the

monetary policy is termed as “hard landing” of

the economy..
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Hope this analogy of the economy with an aircraft

helped you understand the term “Hard Landing”

Please give us your feedback at


mailto:professor@tataamc.com
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The views expressed in this lesson are for information purposes only and do not construe
to be any investment, legal or taxation advice. The lesson is a conceptual representation
and may not include several nuances that are associated and vital. The purpose of this
lesson is to clarify the basics of the concept so that readers at large can relate and thereby
take more interest in the product / concept. In a nutshell, Professor Simply Simple lessons
should be seen from the perspective of it being a primer on financial concepts. The
contents are topical in nature and held true at the time of creation of the lesson. This is not
indicative of future market trends, nor is Tata Asset Management Ltd. attempting to
predict the same. Reprinting any part of this material will be at your own risk. Tata Asset

Management Ltd. will not be liable for the consequences of such action.

Mutual Fund investments are subject to market risks, read all scheme related
documents carefully.
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