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THE POLICY OF ECONOMIC
LIBERALISATION IN INDIA

30.1 INTRODUCTION

Economic activitics such as production and distribution of goods and services have been
carried on since ages both by private agencies (such as firms, individuals) as well as the
state. The extent and nature of their participationdepends upon the stage of economic
development of the society, structure of the economy and the ideas of the time. Generally,
in more developed economies, the role of the state 1 managing econonuc affairs of the
society is less. The task of co-ordinating the consumers and producers carried by the price
system {or the market mechanism) rather than by the state bureaucracy. A society where
the state has a relatively smalt role to play in the economic affairs of the people is generally
described as liberal. The societies with pervasive state presence in cconomic activities are
socialist systems. '

30.2 OBJECTIVES

After studying this Iésson you will be able to:

recall the meaning of economic liberalization. '

appreciate the rational for adopting mixed economic system in India
exammne the strategy of developmental pi\zm_n‘ing in Indra.

explain the achievements of planned economic development

recogmise the deficiencies of the planned economic development

appreciate the features of the policy of economic hberalization after 1991

30.3 ECONOMIC LIBERALIZATION : ITS MEANING

Economic liberahizittion has many meanings, In its widest sense it stands for a virtual
withdrawal of the state from economic activities. However, liberalization has also been
used in the limited sense, of withdrawal of direct discretionary controls by the government
i favour of the market forces. Some examples below might make the idea clear.

}. Imports from abroad «ould be restnicted either by imposing yuotas (ie « quaniitative
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restriction} or by charging a very high tariff. While the former works counter to the price.
mechanism, the latter tries to influence the price system. A shift in govemment policy from
quotas to tariff, thus. can be considered as a measure of economic liberalization. -

11) The government can discourage investment in a particular ‘ndustry<ither through-a
system of quantitative ficensing or by imposing higher taxes on  rofits accruing from that
indusiry. An economic regime opting for the second choice wou . " be considered a liberal
type. Economic liberulization, in the sense of chianging the nnture and extent of state
intervention in economic activilies in India, have been attempted frequently in the past.

The one initiated in the beginning of the nineties, has been the most far reaching and
irreversible. In this lesson, we will try to understand this process which is currently being.
pursued by the Govi. But before that we must first understand the systern that existed before -
and its achievements apd limitations. '

30.4 MIXED ECONOMY SYSTEM IN INDIA

-Fifty years ago, wh“n India attained freedom from colomal rule, it opted for a mixed

economy to expeditc economic growth. A mixed £conomic system assigns appropriate
roles to both the market mechanism and the stafe 10 ensure rapid economic growth with |
social justice. Before India started its journey on the road to rapid economic development,
it had the advantage of the experiences of capital tle\elopment in Western Europe and the
United States and the socialist pdth of the Eastern E.urope.m countries dl’ld the US.S.R..

Tn the former category of eountrics economic growth was garried on largely by the market
forces whercas in the latter group of countries it was the state that dominated. Experiences
of the Wesiem Cupitalist world fed Indian policy mukers to believe that the growth process
led entirely by the market forces would not 'be able to come to grips with the specificties
of the Indian economic re.:lny At the time of independence, the country was economically
backward. The level of industrialization was low. The agriculture sector was beset with
low. productivity and outimoded institutions fike landlordism and tenancy. The level of
savings amd nvestment was low and incidence of poverty was rampant. ‘What was needed
in the country was rapid economic growth that could benefit the.vast majority of people.

However, under the circumstances at the time of Independence, the planners believed that
an entirely market-led developiment would neither ensure. a sufficiently rapid growth nor
lead to greater cconomic equality.. Rapid economic growthrequires developed
infrastructural base which the private sector-in an underdeveloped country is unable to
undertake. Firstly, Infrastructaral industries like communication and transport require huge
cupital while returns tihe long and are often relatively low. Besides in underdeveloped
countries, the small aid weak private sector is usually unwilling to undertake such large -
scale activities Secondly, the capitalist system tend to economise on labour and welfare
expenditure in the name of efficiency and productivity. The system breeds economic and
social inequality and tends to be unpopular, Hence a purely market driven econommic system
was unicceptable to India’s political leaders.

Thirdly. private enterprise is u.\,ually insensitive to the long-term effects on the economy
such as the environnient, and overuse of exhaustible naturil resources, Hence controlling

private enterprise through a system of 1axes subsidies and outright han on certain dctivities

by the state, become unavoidable.

In an underdeveloped economy like that of India, the state alone, was comldered capable
of creating suitable institutions and mobiline resources for faster growth, The remarkable
achievements of centrally planned ¢ nom: in Eastern Europe and Russia during the

_decades ot the 1930s and 1940s further st <thened our -policy. makers preference for
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planned economic development.

These considerations led to the option for a mixed economy in India.

INTEXT QUESTIONS 30.1
Fill in the blanks:

i) A highly developed economy- goes with... state intervention in managing economic
activities. (more/less).

. 1t) A society with pervasive state presence in economic organization is called a ... system
(liberal/totalitarian).

iii} Economic liberalization signifies replacement of... on the part of the govt. by i .. that
works along with the market forces. (direct discretionary controls, regu]dtory
 mechanism).

(iv) Private economic decisions are usually unmindful of their adverse external effects on
the economy ﬁuch as on environment (True/False).

The mixed economy framework as applied in the context of our economy csqent:alfy meant
three things.

i) The developmem of the agncuimral sector was to be left in the hands of millions of
farmers in the country, the state took up on itself the task of providing material and
technological support to our farmers. Besides, the state also endéavoured to create a
suitable proper institutional set up (such as tenancy reform, a remunerative price policy
and a nation wide marketing network) for a faster growth of the agriculturai sector.

i) ' In developing the industrial sectof of the country the state assumed a direct and far
bigger role for itself. In un attempt to controf the ‘commanding heights’ of the
economy, the state created a ‘public sector” which consisted of industries of strategic’
importance. Besides, ‘it tried to regulate private capital engaged in industries through
such devices as industrial, licensing, import licensing, differential lax.mon and
subsidies.

iti) The state also intended to create an egaliturian society by redistributing income *nd
wealth among people thmugh such measures as progressive income taxation, ceiling
on fand-holding and Monopoly and Restrictive Trade Practices Act ( MRTP) etc.

In what follows, we will brlefly review the policies adopted by the state to develop
various sectors of the economy such as agriculture, industry and. the external trade
and investrnent.

* 30.5 DEVELOPMENT STRATEGY FOR THE AGRICULTURAL
SECTOR

The partition of Indian subcontinent in 1947 fed to massive dislocation of our economy.

There was a shortage of foodgrains and raw materials for agro based industries such as -
jute and cotton, since the growing areas went to Pakistan. The first Five Year Plan (1950-

1955} therefore, concentrated primarily at removing these imbalances. Fortunatelv '

agricultural production responded ‘well so that the country scon was able to bridge the .

demand - supply gap. : _

Towards the end of the First Five Year Plan a long—tenn approach towards: -developing the
agricultural sector emerged Based on the d:fferem \truu:gles adopted lndlan agriculture
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could be seen as having passed through two distinctive phases:
i) 1950-1965 and '
i1) 1966 onwards.

I) During the first phase. agricultural production was sough to e accelerated by
impraving traditional methods of cultivation and their wider diffusion. However, this
strategy could not make much headway. The main source of growth of agricultural
production consisted of an increase in net area sown. There was no substantial
improvement in the productivity of agricultural operations. '

As a result, the rate ¢ wih of marketable surplus from agriculture could not keep pace
with the rising demana fiom the fast expanding urban centers in the country. Agricultural
price: were moving up and by the mid-sixties inflation began to threaten government’s
industrialisation pro ramme. ' '

The situation required urgent remedial measures.The govemmeni responded by a new

. strategy of development that relied primarily on technological innovations to boost

productivity in agriculture. The new technological package consisted of the use of the HYV

(High Yielding Varieties) seeds. pesticides and chemical fertilizers. The government heavily

subsidized the use of these inputs. It also paid pasticular attention to the development of
irrigation f.: ‘lities as the success of the new method of cuitivation depended crucially on
the controlled availability of water. The new strategy led to the “Green Revolution’ that
not only made India self-reliant in the production of food grains. but also enabled the
country to export large quantities of agricultural goods particulary wheat and rice. However,
the socalled green revolution was limited to a few crops and to select regions. The new
strategy also led to widening of -inequalities of income and wealth in rural India, and also

between the various states of India. :

30.6 DEVELOPMENT STRATEGY FOR THE INDUSTRIAL
SECTOR

When India set about the task of developing its economy, industrialization was regarded
as indispersable for economic development. Consequently, Indian policy makers
emphasised on developing a strong and well diversified industrial sector Towards this
end, the basic policy framework was enunciated in the Industrial Policy Resolution of 1956.
Though the policy has been revised periodically in 1973, 1977 and 1980, in conformity
with the changing realities, the basic approach remained unchanged until the early 1990s.
Therefore, we will attempt a review of the policy resolution of 1956 to see how the mixed
economy system worked in the Indian context.

30.7SALIENT FEATURES OF INDUSTRIAL POLICY
RESOLUTION (IR) OF 1956

The IR of 1956 classified industries into three broad categories
(i) Monopoly of the State

Seventeen industries listed 1n Schediile A of the IR 1956 (Appendix I), were declared as
the exclusive responsibility of the state that is the Central Government. Their development
was 10 be carried on under the *‘public sector”. These were defence, heavy industry, minerals,
power, transport and communication. OF these industries four viz. arms and ammunition,
somic energy, milways and air transport were declared as government monopolies, while
n the remaining thirteen. all new units were to be set up by the state alone.
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(ii) The Mixed Sector '

Twelve industries fisted 1 schedule B of IR 1956 (Appendix II) felf under this category.
While private participation in these industries was welcome, the state was supposed to
take the initiative in establishing new undertakings. The list of such industries included :
machine tools, ferro-alloys and steels, basic chemical and intermediates, antibiotics and
other essential drugs, fertilizer, synthcuc rubber, chemicals. pulp, road and sea transport -

(iii) Prwate Sector

All other industries outside schedule A and B, came under the private producers. These
were mostly consumer items. The state protected the private domestic producers of these
goods against external competition by following the policy of protectionism and by
;mposmg high tarrifs on imports. However, private producers were to carry on their
activities within the overail supervision of the state. To control the private secter the state
employed the following instruments.

(iv) Industial Licensing

Private producers had to abtain licence from concerned authorities for creation of new
units as well as for expansion of the existing gnes. With this provision the government
exetcised control on the production of the entire runge of industrial goods in the country.

(v) Importing Licensing

A tight exchange control was brought into  place. All the foreign exchange earned by private
‘individuals were to be deposited w:th the govemment Import of foreign goods were subject
‘to Yicensing '

The industrial and import licensing policies enabled the government to control the activities
of private sector. Other instruments to_influence private producers included ‘incentives/
disincentives through taxes, 5upply of inputs selective mst:tutmnal credns and price
control.

(vi) Small Scale Sector

The small scale sector which had its own i of regulations. Large companies from the
private sector were not allowéd to compete with them. This se. tr was also provided credit
and infrastructural support on concessional terms by the state. “The rationate behind the
promotion of small scale sector was its labour intensive character and its potential to °
- provide employment '

The cottage industr - - sector existed in the villages since time immemorial. These industries
provided livelthood to millions of Indians living in rural areas During post independence
period. products of the cottage industry such as handicrafts and handlooms became major
souices of foreign exchange earnings for the country. Consequently, the government had
a separate set of policies aimed at promoting this sector which included.provision of
¢oncessional credit, subsidies in various forms and exemption from taxes.

(vii) External Sector

Export : As must be obv:ous by now. Indian strategy of industnalization depended heavily
on domestic market which was protected against imports by a high tariff wall. Prospects
of exporting to foreign markets were considered bleak at that ume as India had to face
 stiff competition from many other developing countries for its exports which were mostly
ugro-based.

Forelgn Capital : Fore1gn capltai was given restncted entry in the domestic market. Both
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the extent and areas of their operation were reguluted by the government,

30.8 SUCCESS OF THE OLD POLICY

The experience of plunned development in the last four decades has been a mixed basket 5
of success and failures. On the positive side, India succeeded in raising considerably its
rate of growth of GDP compared to its performance in the pre- independence period.
However, per capita income has not grown sufficiently due to a higher rate of growth of
population in the same period. India’s performance also does not compare well with other
developing countries which started their developmental efforts around the same time.

Nevertheless, thanks to the 'Green Revolution® India has not only achiieved self-sufficiency
in foodgrains production, but is in a position to export them.

On the industrial front, not only the rate of growth has improved, the country has also
been able to create a well-diversified industrial base within a short time. The development
of basic and capital goods industries under the aegis of the state has been particularly
remarkable.

India has been able to build up the infrastructure of irrigation, power. transport and financial
and social services sufficient to integrate a large and diversified country into a single
national market where resources like cupital, labour and skills flow more or less freely
across the country. Our pool of scientific and technical manpower ranks among the top
few in the world.” A democratic polity and the system of transfer of financial resources
from the centre to the states provided in our constitution have prevented gross inequalities
in the levels of development between the different regions.

30.9 FAILURES OF THE POLICY REGIME B

State -led growth had also its problems. The strategy of industrial growth was based entirely
on domestic demand to the utter neglect of exports. As noted earlier, domestic demand
was stimulated by pratecting the home market through high import duties. This prevented
competition between the domestic producers and their foreign counterparts. The result was
that India became a high cost economy unable to compete in the world. The system of
licensing prevented competition even amongst the domestic firms. Once the license was
obtained, there was no fear of potential new entrants in the mdustry, and hence little
incentive to improve efficiency.

Extensive licensing led to excessive bureaucratization of the economy breeding inefficiency
and corruption. This phenomenon has been described as the ‘license-permit-raj’.

Mmmanagemem and inefficiency was at its worst inside the public sector undertakings
{PSUs). Political interference, lack of managenai responsibility, overmanning, indiscipline
among the workers, financial profiigacy etc. were rampant among. the PSUs. Most of these -
undertakings were running at a foss. The PSUs, as'a group, never n:puned a satisfactory
rate of retumn out of the massive capital invested in them.

The low rate of return on PSUs, and leniency in tax collection led to resource crunch and
subsequent declme in public investment. The domestic market was also getting saturated
and high cost of production at home ruled out any possibility of growth via expansion of
exports. Towards lhe end of the decade of 1970s the ecanomy started stagnating.

During the 1980s government tried to accelerate the rate of economic growth by massive
external borrowing. Imports, too, were gradually being liberalised. The growth rate picked .
up. But soon it was realized that India’s external debt is approaching unsustainabie levels.
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1t was obvious to policy-makers that unless drastic economic reforms were ini «duce  the -
pace of economic development could not be maintained.

At around the same time, because of the Guif-war India faced an acute foreign exchange
crisie as its oil-import bill shot up and there was speculative flight of capiral away from
the country. Sensing the mood of the nation, the government ushered in drastic reform
measures in a bid to convert the moment of crisis into one of epportunity. The thrust of
the reform measures lay in deregulating the economy.

INTEXT QUESTIONS 30.2

(i) During the first phase of agricultural development, the main source of output growth
was...(an improvement in the productivity of lund: a substantral increase in the area
under cultivation)

(i) The ‘Green Revolution' technology package in India comprised essentially of ...
(HYV seeds, water, fectilizer, use of tractors, hurvesters).

(iiiy The green Revolution ‘brovght in o substantial improvement in
(the productivity of land; the pattern of ownership of land).

. (iv) Some of the instruments deploycd by the government (o keep the private sector under
controf inchaded................ :

a. industrial licensing
b. import licensing

¢. subsidies

d. price control

{v) Excessive state control made [ndia a htgh cost economy by... (preventing/
encouraging) competition among domestic firms as well as between domestic firms

ontheonehand and ... ........... (state/foreign compunies) on the other.

(vi) The licence-permit-raj refers to exces%ive ............ of the economy leading to
inefficiency and corruption (bureaucratization/privatisation).

(vii) Towards the end of the decade of 1970s, the ecdnomy stasted stagnating as . fell
" and the country was unable to goto ............... due to high costs of production at
home. (private-investment; public investment; foreign market.)

(viii) During the 1980s government tried to step up investment for higher rate of growth
of the economy by going in for massive........... borrowing. (exterml/internal).

30.10 FEATURES OF THE NEW ECONOMIC POLICY

(i) External Trade
Export '

Since the immediate cause of the crisis was a scarcity of foreign cxchange, fundamental
corective measures were introduced to tackle this problem. Earlier policies had indirectly
discouraged exports by making domestic production profitable. The ncw policy tried to
boost exports by substantially devaluing the rupee (22% in two steps), and by drastically
reducing duties on imports. At the sametime, the old and cumbersome system of incentive:
to exports were scrapped. Such policies made production for exports as profitable as
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production for the domestic market. In the past six 'ycars, India’s exports spe.ially of

_agriculturaf origin. has responded well to the new set of measures.

Import

There was a considerable liberalization of imports too, This was brought about by
substantially expanding the number of items under the open General Licence (OGL) and
also by simplifying import procedures.

(ii) Foreign Investment

(a) The rules and regulations with regard to foreign investment in India were considerably
eased. At present direct foreign investment in 34 high-priority industries is allowed
automatically upto 519 of the equity capital provided the foreign equity covers the
foreign exchange requirements for import of necessary capital goods.

{b) In order to attract foreign capital, provisions relating 10 dividend expatriation have been
made favourable to foreign investors.

<) Automatic permissian for foreign technology agreements have been prowded for 34
high prionty industries *-ub]BCI to certain payment limits.

(iit) Industrial Llccnsmg Policy

u} In order to promote competition at home the government has virtually done away with
the industrial licer.sug system. Compulsory licensing has been abolished for all
industries irrespective of the levels of investment, except for 15 industries such as coal,
sugar, chermcals and those related to secarity, environmental and sacially hazardous
concerns. Exemption from licensing has been provided also for future expansmn of
existing capacity.

b) Entrepreneurs are now requnred to file only information on new pra]ccts and
substantial exparisions.

(iv) Public Sector Undertakings (PSUS)

PSUs ha' ¢ been the major target of economic reform policies. Some of the policy measures
envisaged to restore the health of the PSUs include setting up of the instifution of holding
company for managing PSUs in core sectors, partial disinvestment of PSU! shares, reducing
the incidence of polmc.:l mterierence in their day to day management by giving more
autonomy eic.

30.11 POSITIVE ASPECTS OF THE NEW ECONOMIC POLICY:

The policy of economic liberalizaion seems to have yielded dividends. After a temporary
set back in the itial stages, the overall rate of growth of the economy has bounced back
and there are indications that it would further accelerate in future. The achievements of
the new policy measures have been particulacly spectacular on India’s exports which have
picked up and foreign investgrs have shown constderable interest in investment in the
country. Gone are the days when India used to have perpetual deficit on its external account

. Today we have a comfortable reserves of fomgn exchange which is Sllffic:ent to take
care of our lmpon requirements. ' : .

A substantial increase in foreign direct as well as portfoho invesiment has also meant a
corresponding reduction in the state’s burden of mobilising resources for promoting growth.
The state can now concentrate more towards developing the areas of social ovetheads,such

as education, health and ruru} development,

ity g B Jr—
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30.12 THE NEW ECONOMIC POLICY AND THE PROBLEM
OF POVERTY

Reforms of the scale introduced in India have significant costs and benefits both economic
and political. Therefore, in order to ensure the smooth passage of the reforin process. the
political leadership has to see to it that the interests of different social groups ave property
balanced. ' ’

" The policy of economic liberalization has been accompanied by these of “stabilization’
and ‘structural adjustment’, The policy of stabilization essentially means keeping overall .
demand in line with the supply capacity of the economy so a5 to keep prices in check.
This requires, a testrictive fiscal and monetary policy of the government. The policy of
stctural adjustment on the other hand, is a design by which the government attempts to
restructure the level of output and prices. Both these policies are bound to generate
unemployment in the short-term, In the medium to long term. however. the same sets of
policies are supposed to unleash forces of growth which should lead to a net increase in
employment rate. Deregulation of prices, better credit facilities and increased export
possibilities especially of agricultural products may improve the lot of the poor in the long,
run. : , '

Howaever, in the short run, the poor might sulfer when growth s mainly in response to
market forces. The pattern of such growth would be shaped by the existing distribution
of assets and purchasing power. This would lead to production and impon of goods meant
for ostentatious consumption. In a country where the majority of the population is living
below the poverty-line, wasteful consumerism can not he justified in the name of higher
growth.

Such a growth would also lead to widening of the existing regional dispariies, as afftuent
stages with better infrastracture and higher per capita income would attract relatively more
private investment. Fiscal correction by the government entails. among other things
reduction in subsidies as also in its development expenditure. This adversely affects the
social sector projects such as those relating to public health, nutrition. ¢hild care and
primary education. Since the beneficiaries of such governmental programmes are from
among the less previledged sections of the society, it hits them hard. This may increase
the social and political tension within our democratic structure. Consequently, to sustain
the reforms, attempts must be made to keep a high level of government expenditure on
social overheads. The government must has tried keep a bigh not to drastically reduce the
expenditure on the social sector. However, due to inadequate mobilization of resources
by the government suchi atiempts have fallen short of the problem. '

The problem of rural development and poverty alleviation can not be effectively tackied
unless the operational efficiency of soctal works programmes ure improved, and corruption
curbed. Substantial expansion of the public distribution system and making them more
target oriented would also go a fong way in preventing further marginalization of weaker
sections of the society. ’

‘Moreover, social development and poverty alleviation are not merely & matter of financial

allocations but requires strong political commitment. Reservations in jobs for the weaker
sections and activisation of Panchayati Raj institutions hold promise for progressive
changes:

INTEXT QUESTIONS 30.3 _ _ . i

= et —— —

(i) The policy of economic liberalisation tried to convert the Bias agdinsl exports by .
mraking export products ... production for the domestic market (at least as profitable
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as, more profitable than, less profitable than).
(ii) The policy of Economic Liberalisation includes the foilowing:
a. liberalization of imposts (yes/No)

b. reduction in controls on foreign investment (Yes/No)
¢. doing away with the domestic industrial licensing system (yes/No}
d: substantial easing of bureaucratic red-tapism {yes/No)

e. ' privatisation of public sector undertakings (Yes/No)
f. total withdrawal of state from economic activity {Yes/No)
g liberalisation of the financial sector. (Yes/No)

(iii) Tackling rural poverty requires, among other things, that

a. government expenditure on social overheads should remain at adequate levels (yes/
‘No)

b. Operational efficiency of social works programmes are improved and corrupt
praetices indulged ‘n by intérested parties are curbed (Yes/No)

c. Public distrib:tion system (PDS) is further reoriented towards the urban poor (yes/
No) :

WHAT YOU HAVE LEARNT

- Economic liberalisation invol /s the replacement of direct government controls on the-

economic aciivities of private citizens by a regulatory system that works through the market
forces. In' 1991, rhe Indian government set in motion an ambitious policy of economic

liberalisatic. » which is wide-ranging in its scope and appears irreversible. Earlier, during

the last forty years of planned economic development direct and indirect involvement of

the state was pervasive. The present reforms aim to encourage private initiation by scaling

down the level ot involvement of the state.

In a mixed economy the scale of economic space between the state and the market is
determined essentially by the stage of development of the society.

Generally speakiny, in a less developed economy with inadequate infrastructure and-poorly
developed economic institutions, the state seems to perform better. This has been the
experience of socialist societies. At lower levels of economic development, the state seems
to carry on the tasks of mobilizing resources both human and material; building up of
mfrastructure and creating economic institutions with relative ease. Consequently the pace
of economic growth happens to be faster and degtee of econornic drspanty lower .

With this philosophy, India initiated the “‘mixad econom_y model’ of growth. Under this
systém the task of economi- «nd social transformation fell primarily on the state. The
involvement of the state in economic matters was both direct as well as indirect (i.e by
way of incemives and controls). :

Fori mstance. the task of developing the agricultural sector was left entirely on the farmers. -
The state only helped them by providing. It infrastructural support such as irrigation,
power and concessional credit. The government also played a pioneering role In bringing
in new technology to increase farm productivity. Besides, the government aftempted some
institutional changes in the countryside such as tenancy-reforms and ceiling on landholding .

In the sphere of mduutnal development, Imwever. the role of the state was duect and

1. o
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extensive. The state set up the ‘public sector’ fully owned and controlled by itself, to
develop industries of strategic importance such as basic and capital goods industries,
nuclear power and armaments. simultaneously, the state devised an extensive network of
indirect control mechanism for the private sector in the form of licence-permits, quotas,
differential taxation, subsidies, price and industrial location policies.

The strategy of economic development in the last four decades has its achievements and
failares. On the positive side, one may enumerate such gains as 2 satisfactory growth of:
the agricultural sector, building up of a solid infrastructural base of irrigation, power,

transpory, financial and social service sectors, development of a well-diversifid stracture
of industries and creation of a pool of technical and scientific manpower that easily ranks
among the top few countries in the world. A demacratic polity and the system of transfer
of resources from the center to the states have prevented so far the emergence of gross
inequalities of income and wealth among social groups as well as betwecn different regions.

On the negative side, the greatest drawback of the system has been an extensive and
irrational state control on economic activity. Not.only has it acted as an lmpedlmcnt to
faster rate of growth of GNP, it has also preve-ted competition among domestic producers
which in turn has made India a high cost economy. Inefficiency and high cost of production

made Indian exports non-competitive in the world market. As a result, India could aever

succeed in earning enough foreign exchange through its exports. Thus, the roots of the
" persistent shortage of foreign exchange which acted as a constraint to growth could be
‘traced to the failty strategy of trade and industrialization.

Inefficiency and mismanagement has been high in the public sector undertakings (PSUs).
The PSUs, taken as a whole, could never report a satisfactory rate of return out of the
massive capital invested in them, though some of the units performed well. Inability of
the PSUs as a group to eam profits was one of the major reasons of the resources cruach
faced by the state which, in turn, led to lower rates of public investment and GDP growth

Besides, excessive bureaucratization described as the ‘licence-permit-raj’ has led to,
corruption in the system.

The policy of economic liberalisation initiated in the early years of the 1990s aimed at
removing these impediments to growth. The basic idea was to change the natufe of
government control over the economy to promote competition and effieiency. “This is to
be achieved by bringing in & new regulatory mechanism that is transparent and shuns
unnecessary bureancratic interferences in the economic managerhent of the country. The
role of the state has to be changed from a regulator of the economy to one that facilitates
growth

Moreover the new reform measures are also aimed at reducing the resource crunch which’
has led to such problems as excessive deficit financing and unsustainable levels of public
debt.both external and internal.

Competition at home is sought to be promoted by virtually doing away with industrial
licensing. This is expected to'act as a major boost to private investment in the economy.
The government is also devising policies to tone-up the PSU’s. A significant policy step
in this regard is the divestment of PSU shares to private institutional purchasers. This
measure is likely to drastically change the operation of these undertakings.

"o improve India’s competitiveness in the world market, the new policy initiatives include
a drastic reduction in import tariffs, an appropriate exchange rate policy and a liberal foreign
investment policy that encourages multinational firms to invest in India.

The gains of the reform measures re visible, The rate of the growth of GDP in the post-
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reform period has been relatively higher. The country is also out of the persistent tun:ign
exchange shortage and is now worth a comfortable foreign exchange reserves. Besides. «

- {arger foreign investment inflow is expected; the new policy measures have been seen aa.'

being investor- friendly. But there are gainers and losers in the society. It is the responsibility
of the political leadership to see to it that the reform opens up opportunities for the majority
of the populace. Two points are worth mentioning in this regard. Firstly, at least in the
short to medivm-nin, policy devices such as ‘stabilization’ and *structural adjustment’ lead
almost invariably to greater unemployment and a reduction in government outlays on
development programmes aimed at the weaker sections of the society. This places a
relatively higher burden of economic reforms on the poor and under privileged in the

society. Secondly, since liberalization of the economy puts greater emphasis on the market

mechanism the benefits of faster.economic growth are likely to be appropriated more by
the wealthier sections of the society. These tendencies are bound to lead to a widening of
incomne inequalities across social groups and between different regions of the country. This
might c_réate social and political unrest jeopardising. in tum. the very process of economic
reforms. In India, given the magnitude and intensity of poverty. it is essential that the siate
keeps up the tempo of public expenditure of sociul overheads and maintains an effective
Public-distribution system particularly in the rural areas. This' would provide the reform

- process the much needed human face.

TERMINAL EXERCISES

Explain the mixcd economy system in India

‘What strategies have been adopted (o develop lrl icnliurat and industrial sector?
Describe the teatures of new economic polii:y of India.

-

Examine the impact of the new cconomic policy on poverty.

I L
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ANSWERS
Intext Question '

30.1 !. less 2. Totalitarian 3. direct discretionary control; regulatory mechanism
4. True.

30.2 1. HYV seeds, water, fertilizer 3. The productivity of fund 4. Industrial licensing,
import licensing, price control. 5. preventing: foreign companies. 6. Bureaucratization.

303 1. at least ay profitable as 2. w) yes (b ves (¢) yes (d) yes (e) yes (f) No (g) yes 3.
(a) yes (h) ves (o Noo :

Hints to Terminal Exercises

! 1. Refer to Section 30.4
[ 2. : Referto Section M5 and 30.6
3. Reler to Section 30.10

4. Refer to Section 36.12
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