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DR. H. A. HUDDA,
NAGPUR,
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GOVT. OF INDIAS CHANGING ECONOMIC POLICY.

) The I'ndlan ecgm‘_’”? and society are characterised by a variety of distortions
which have contributed to a highly ineffecient and inquitious economic system. This is a
proposition with which almost nobody disagrees. In pursuing a fiscal stablisation and
structural E’dl“S"T'e"t programme generally called the New Economic Policy (NEP)
advocated by multilatteral funding organisation like the International fund and the World Bank.

STABLISATION AND STRUCTURAL ADJUSTMENT :-

| In Jui}r 1'991. Govt. ol India had given a green signal for New Economic
Agenda, with special issues of both stablisation and structural adjustment. No doubt the

immediate stabilization measures and long term structural reforms may pose problem of
prioritisation of measures such as between the goals of fiscal corrections and fiscal
consolidation and between monetary control measures and financial sector reforms.

(A) Stablisation :- Stablisation deals with short term problems like inflation loss of
foreign exchange reserve, capital flight and large current account deficit that need 10 be
dealt with urgently. In practical sense it is an attempt to curb demand especially the demand
forimports because the crisis is signalled by an excess of imports over exports consequent
payment problem. Sc the short term aspect of the reform usually involves an import
compression facilitated by a devaluation of the currency that causes the price of
imports to go by an it was experienced in July 1991.

(B) Structural Adjustment :- Structural adjustment deals with obstacles tolong term
growth, distortion in the incentives for production, controls on prices, interest rates and
credit. burden some tariff's and import restrictions and excessive taxes and subsidies::
The structural adjustment programme above have severa! dimensions (1) f:‘aste_r growth r._}i
the economy, (2) Reforms in exim policy, (3) Deregutatmp and de.hcenc:rjq of f:ioma_astsc
industries, (4) Encouragment to foreign capital inflow and foriegn equity parlicipation.

In addition to this, the structural adjustment deals with gectorgl policies design_ég{'r_"
to address problems of the supply side. The policy entails major policy shifts to allow markfa_t%
to determine prices and reflects scarcity values even when prices are controlied. g

: Careless structural adjustment can make the problem of stablisation more
difficult and structural reforms are uniikely to command credibility unless stablising policies
are in place. Therefore, a need arises for co-ordination between stablisation and structural
adjustment.
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The essential features of this new ‘;?hase' of liberlisation is a restructyr,, |
of industry, trade and fiscal policies which was initiated 1;1 J;Efnﬁ!il;ilj';e i:?: e'aunnmig g
policy in terms of the overall negative macro acc:numlc si uacmor:;n il v gﬁﬂ € Couny il
might be apprapriate to point out that this nagative macrg en coupled with ris?nw?as i
but the pilling up of a huge internal and ex@me-ll .debt mrjf: : thatphad spared igﬂ u'd gEtQW
deficits all of which was already nr:nertatingzjmatj:;:11.1'11 SIE:J ?fttrigzges £ gy o th: ;;En{ilga
Seintenog <ok E,;:ja nmﬁg{:mp;s;m;g: pF:'ublem. It is important to recognise that Iibeﬂizatinall |
gzgec‘::in{t:;?led by themselves do not constitute a sufficinet recipe for rapid growth
industry. It isnecessary to improve efficiency of resources, use resource allocat;?n, but the,
have to be set in a macro environment which s conducive to rapid growt r?ne of the
important limitations of the approch followed in the post several years is that, magy,
economic situation is on weaken path.

The agenda for Policy reform must therefore, give priority to restoring macrg
economic equilibrium. This must be accompanied by other measures designed g
improve industrial performance effeciency and export competitivness.

The five major segments were selected for course of action.

1) Achievement of macro economic balance with high investment level.

2) Reform and redifinition of the role of public sector.

3) Reducing and restructuring domestic controlls over production and
investment licencing. '

4) Opening of foreign investment.

Itwas expected by the policy makers that the above measures will help to boosting
the sconomy in the future.

The origin of the recent macro economic crisis has been closely linked with the

Imbalances in the fiscal sector. The central govt. groos, fiscal deficit was equivalent to 84
percent to GDP at current pricing during 1990-91. In successive budgets measures
were introduce to bring down the fiscal deficit as a percentage of GDP and to regulate the
rate of growth of money supply to abolish industrial licencing for all, except to select list of
hazaradous and environmentally sensitive industries, to reduce the list of industries
reserved for the Public Sector, permitting private sector participation even is the
med list, to abolish import control through licencing in the case of capital goods: ra
materials and intermediaters to cut substantially all import duties and to liberlise impl:ﬁf
Steps were al_so taken for full covertibility of the rupee and encourage foreign investrﬁéﬂ
o play a major role in the development of the economy. In new industrial policy the
of aperation of the Public Sector is reduced. In fact the Public Scetor is being pulled dowl
fircamm Commanding heights and is eXpected to be an equal partner and work hand in f";""’i
wilh private sector in the newly modified system of a mixed economy. The Public Sector wil

eforth concen{rqte on strategic and key industries like arms and amunitiions, at

@mergy, coal and mining of gold diamond, sulpher, irone ore and different types oflmé

b
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:Enopoly of the state. In a competjtiy Perated in an in
nave o remember that their surviya|

nat ahliSfftiU“ might give rise to i Oth urgent ang inevitable. There is always the risk
particularly in the manufacturing sector. T
n a point. The gast experience of stablisation pro

ationalise the fiscal deficit, the corporate secto ik
induslriaf growth rate is still within the unit of erecrtec

It is important to re-emphasi
st Se that stablisation do not automati
: _ auto
structural adjustment because of income distribution issue and recession;;l;cpa:'g):iamdsm 2

oVERALL PERFORMACE OF THE INDIAN ECONOMY AFTER LIBERLISATION :-

The economic gains in the

ontinues to face recession and the
d growth rate.

‘ post reforms period are statistically expressed that
the service sector has grown by 8 precent annualy and its contribution to the economy has

increased from 47.9 percent in 199{1 to 52.3 percent in 1999-2000. Share of exports to
india's GDP has scaled up to 8 percent from 6.2 percent with exports $ 30.26 billion in as
April-January 1999-2000 as against $ 10 billion in 1980's although export growth in January
2000 was 2.3 percent. The index of Industrial Production (IPP) has records a cumulative
growth of 7.2 percent for the period 1999 and growth.in 2000 has been higher at 9.4 percent,
GDP growth is expected tc be 6.5 percent to 7 percent as against 5.6 percent in the 1980's.
There has been a noticible decline in the burden of external debt. Small scale industry has
not lost its performance. Total labour force is expected to grow at 2.02 percent per year from
2002 10 2012 an increase of 9.9 million every year.

The employment growth has declined in the orgnised sector, p.err!aps partly
because govt. is no longer a major employer according to the NSS survey indicated that
overall decline in the rate of unemployment. Various studies have explained that in the post
reform period increase in per-capita expenditure by 34.4 percent led to a 26 peirct:fantafge
point reduction in poverty levels. The statistical verification shows a posilive relationsnip

between reform growth and poverty alleviation,

ROLE OF MULTINATIONAL CORPORATION :- o L =
Policies initiated to facilitate and encourage foreign 'dITIECldl"VESrtaf;:EE;n 03;
Multinational companies in sectors requiring massive infusion of capital and upg

i ' Propdsition is
' [ at to national savereignty. The ‘ |
technui':’gb' i m potentlal o a source of relatively cheap capital with

Stated o i sidering thal FDFis i further
: lmge?h’pt:ybeb;eg:c:]ﬁizn with India’s exte;niit ctlae:ritcinag: fosgtg E:.III:‘!%T‘BS?TEETEE u:or\ds
OMowings are no longer feasible considering Bs industrial output. MNG'S continue to be

argest corporation account, four fifth of the world “olled by them... Access to cheap

: ing cont
Q:;]Pﬁncipal source of capital and teo“"ﬁfﬁiﬁjgiﬂe industry its competitive advantage at
tal ang technology of the neéw econo

; for it based Industry in India alone
Ome: : timated revenues Sy
ar: _:xa;;d? I::;od. EY goﬁﬁéhiﬁﬂ E; $1.8 trillion. By 0003 the revalution i1s expected
X Cled to be In
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performance on external front is not satisfactory as India's share in Worlg

to generate direct and indirect 2.2 millio

sovereignty are completely misplac
economically through

n people. Fear of foreign inverstment on the Country
ed. Australia and Ireland continue to prﬂsp;
: long volumes of foreign investment. In Ireland transation
Comparatious account for half of the country's employment and two third of its output.
DISINVESTMENT IN PSU'S :-

The question of disinvestment of Public funds in PSU's as an integra)
components of the reforms agenda. Indeed restoration of fiscal discipline mandateg
disinvestment in irretrievably sick PUS's and phased disinvestmentin other goy
undertaking except in stratigically important sectors. The Principle of public accolntability
demand that tax payer's money is not squandered away, merely to pay salaries i
economically inviable units. Harmonising of competing equities calls for at least of
commercial "Rate of Return on Public Investment” so as to enable govt. to make adeuate

allocation for poverty alleviation programmes, health and education for the grass root love|
people.

Privatisation of state owned enterprises gained momentam in the
developing world in the 1980's. As early as the end of December 1987, 571 SOEs had begn
privatised in 57 developing countries. Adequate investment by government in health,
education agriculture and infrastructure would be possible only through unlocking of public
funds in economically indefensible ventures and by recovering at least a part of an estimated
Rs. 58,000 crore of the non performing assets of Banks. Rationalisation of spending
is crucial if investment in agriculture is to be enhanced from 4.4 percent of GDP to at
least 7.1 percent to achieve sustainable growth over the year, :and this only be
achieved through a prudent allocation of resources and allegiance to sound economic
policy.

INDIA'S FOREIGN TRADE :-

During the past decade world trade has increased at a much faster rate and
trade elasticity to output has been estimated greater than Two Exports of the
countries have increased at a faster rate than those of the developed countries, |1, the post
GATT-94 scenario world trade is expected to increase by $ 200-300 billion per annum and
India has an opportunity to expand its export by $ 5.2 billion per annum. Tie bost
decreased from 1.11 percent in 1960-61 to 0.52 percent in 1990-91, o E;EEtr}tts
external debt decreased from 41 percent of GDP in 1991-9210 29.4 percent i Sept 1995.
and from 35.3 percent of current receipts in 1990-91 to 26.4 percent in 1994.95 1 i i 1
not decreased in absolute amount. The export have increased al faster rate aftgr liberlisation
but imports have increased at a still faster rate as a result trade balance continued 1o b !
uhfavourable. Though the magnitude came down after 1990-91. Increaseq | ROM intere: 9
has led to some improvement in export performance of only sugar, Chemica|g Asiy
industrial chemicals medicines and pharmaceuticals, while in other_ Case it hgg not I:lbasm
much. On the contrary, it oppeared to have widened the trade gap. This indicay S in de e
of the policy measures and calls for a more serious approach to externg| front, Adequacy

developing
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In view of the liberlisation and globalisation of Indian economy; it must be
realiced that reduction in trade deficit is to be brought only through increase in axports.
Export led growth strategy has to be followed and exports have to be made. National

export policy has to be formulated to co-ordinate production, infrastructure and
marketing activities. . .

The basic necessity is to create sufficient base of exportables and to stablise
their prod'uctidn liberlisation was expected to help the producers to get new technology,
technical known how and required inputs. But India's exports have not diversified even after
liberlisation and exports of nen traditional items have not experienced significant increase.
Therefore, there is need to rethinking of this strategy. Non traditionally exports generally
involve high import intensity and their backward linkages are low, whereas traditional
exports like food products beverages and drinks textiles, leather and rubber, have high
backward. Likages. If food and other primary products are exported in processed form the
value added components is generated within the country. The country has the potential
of capturing larger share in the international market. Th world trade in traditional foods has
declined but in the case of quality foods it has increased at about 10 percent per annum and
is expected to rise more rapidly in future due to risingincome and increasing health
conscioungss provision under GATT - 94 after wide-scope for agricural trade-out of total
world trade ($ 250 b to $ 300 b) i.e. 90 percent of trade are to come from agriculture sector
alone. Indias food and other primary processed prnr;'_il.icts can compete in the world market.

However, suitable policy measurés are needed to co - ordinate,
praduction, marketing and processing of Agricultural products. Even foreign companies
and joint ventures in these areas. can be instrumental in quality production and exports.
Provision under GATT-94 offer wide scope for trade in agriculture and Textiles, but
production and processing problems, demand priority attention. Another traditional export
subdivision having sizable export potential is of Gems and Jewellary.

A rather neglected area in respect of production is packing which has to be of
international standard. Hygienic and sanitary standards are paramount importance.
especially in case of food live stock, poultry and fish products.

Non traditional exports where india has potential, include non-metalic, minerals
manufaciure, other manufactured articles chemicals and machinery and Transport, provided
more attention is paid to reduce the costs, and improve the quality so as to increase the
competitiveness of the products.For this purpose, best technology, technical know-how and
skilled labour are urgently needed. Liberlisation policy would help in this context 1o a limited
extent. Role of state agencies through market friendly policies like consultancy and guidance
could be more helpful. A better strategy would be identify promising areas and then plan
product specific measures to increase quality production for export. ‘

Second area, which demands priority attention is provision of infrastructural
facilities, such as communications Rail and Road Transport, Shipping services, air

o lr'ﬂ!nsport (for perishables) werehouses and working space at the ports to the exporters on .
/' Priority basis because exports are the national endavour. Due to the dominance of small
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producers, g In
co-operative export houses for mobilisation of

the difficulties in exporting increase further state may have to encourage
exports and necessary infrastructure ang -

incentives have to provided for this purpose.

EXPORTS, IMPORTS AND TRADE BALANCE

(Rs. In Crores,)

Year Exports Imports Trade Rate of Rate of
' Balance Change Change
Export Import
1990-91 32553 43198 - 10645 6.08 22.28
1991-92 44041 47851 - 3810 7.15 077
1992-93 53688 63375 - 9687 7.61 32.44
1993-94 69751 73101 — 3350 8.71 1535 ¢
1964-95 82674 89971  --- 7297 8.74 23.08 = :
1995-96 106465 126647 --- 15182 9.82 35.21
Source-Cmee Foreign Trade Statistics May 1996.
RATIO OF EXPORTSY TO GDP AND IMPORTS.
Year Percentage of Exports To GDP Percentage of Exports To Imports
1990-91  6.08 75.35 i
1991-92 - 7.15 92.02
1992-93 7.61 84.71
1993-94 . 8.71 95.41
- 1994-95 8.74 91.88
1995-96 9.82 87.51.
Source - CMEE Foreign Trade Statistics May 1996,
Reference Book. o i
1) Dévelopment siratigics in India. - Anjali Kulkarni
2) Indian Economy, Its nature and problem - Alok Chosh.
3) Indias Express
Published Nagpur.
4) ~  Political Economic Weekly
July - 1992
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Mrs. Ashwini S. Lakhe
Lectuger
V.M.V, College, Nagpur,

GLOBALISATION OF INDIAN ECONOMY

Indian economy has evolved ; .
) through stages. The first stage includes
postfreedom period upto 1990 and the second stage covers period after 1990.

_The Indian economy in the first is characterised by planning efforts monitored
by the Planning Commission established in 1950. The objective of the Indain economy in this
stage was [0 aCh'Ei"'E economic growth with social justice which was to be achieved through
the medium of a mixed economy in which private and public sector coexists. The strategy in
this stage was import substitution based growth strategy. Building of heavy industries was
prominent in this strategy. The leading role was played by public sector.

In this stage a stagenant economy was galvanized and made self reliant. The
long term rate of growth was 4 % during this period. This however was a high cost economy
because of heavy investment and large use of input. This period was marked by export
pesssimism which continued in sixities and seventies and export growth in the later phase
could not be achieved. This is preciosely the situation which many South-East Asian Country
avoided and ensured a higher rate of growth for themselves. The main evil feature was that
in the first 43 years the Indain economy became a closed economy which was to be altered
in the Post-Indira phase.

NEW ECONOMIC POLICY - THRUST ON GLOBALISATION :

A major component of the New Economic Policy is Globalisation i.e. linking t.he
Indian economy with the world economy. A globalized economy accorfls primacy to furen_gn
trade which is treated as an engine of growth. It also attaches crucial importance to capital
flows linkages with the outside world.

A series of steps have been taken to open up the Indain economy anc{ to !link it
with the world economy. High priority industries like power, tefecan‘}r_'nu:;]mat;)ons.
transportation etc. have been thrown open 10 direct foreign equity. This ::iam‘"? aa '1 ::url
extended 1o tiny units also. Foreign equity participation W.Il! now be pgrm;ttehn?gita :sr : ; —
foreign investment permission would be necessary for hiring of fore:gir; ::ngaged iln o
Investment up to 51 percent will not be allowed in trading i%n{;pa:mem g
activities. In export oriented units and the power sector, P _

Permitted.
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The level of tariffs has been reduced from 150 to 110 p:—:-_rcen'tﬂ“d recently tg i
percent. The reduction constitutes the beginning of a pr.ocess in which customs duty woy
be gradually reduced to levels prevailing in other countries.

~ Indian companies with a good reputation are now permitted to raise equipy
capital abroad. Foreign institutional investors have also been allowed to invest in Indiay
capital market without assumption of management control.

Major reforms have also been introduced into India’s 'frada !JDIiCBﬂ The newl traq
policy has been designed to eliminate progressively all the Irce_nsmg and F!Uantltan 4
restrictions on capital goods and raw materials. Consumer goods, however, continue {o pe i
the negative list. | |

" The most important development is the unification of the exchange rate. Thig
marks the culmination of a policy shiftthat started with the devaluation of the rupee ang
introduction of Exim Scrips in Jun 1991. It included an year long experiment with the dyy|
exchange rate regime. The unified market determined exchange rate worked extremely well
Inthe 1994-95 Budget, therefore, the Fianance Minister announced the convertibility of the
rupee on current account. After the recent changes announced by the Reserve Bank uﬁ
India, it now means that there wili be only indicative limits on relase of foreign exchange for
purpose of foreign travel, studies in overseas institutions and hospitalization abroad. There
will be no curbs on repatriation of interest on certain types of non-repatriable NRI deposits.
There is also relaxation of restrictions on repatriation of investment income. This will enchance
the country's credibility in the eyes of the international investment community.

BENEFITS OF GLOBALISATION :- -

Globalisation will benefit the indain economy in several ways. First, it would
expose Indian companies to partial international competition: Sheer instinct of survival would
require that Indain companies both in the private ad public sector to try their level best 10
become internationally competitive. Global com petitiveness is the sum-total of a company’s
effort to upgrade technology, improve processes, enchnace quality, cut costs, improve
productivity and produce world class products to ensure total customer satisfaction.

Second, should Indian producers become internationally competitive, there wi
not be-any complaint about recession because the whole world will constitute a market [
Indian products. This will incidentally ensure a massive increase in exports which is the ke
to Globalisation, faster econmoic growth & self-reliance in the-context of India.

i Third, direct foreign investment will create income and exployment. A
investment whether one invests in digging a hole or erecting a pole creates income @
employment. Impact of direct foreign investment has not been so visible because out of $77

billion' worth of foreign investment proposals approved, investment that has actual
materialized is only $1.6 billion.
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Forth, experience of

- other s
gingapore and lately Indonesig, Countries like Re .
results In growth.  18iwan, hong Kong,

that foreign investment

, Investment funds,

handy in promoting exports, become particularly

Let us now consider th
i Criticism of Globalisati
entry of multinational corporations v ould d alisation,
estory the Indian | : . :
rthe last 47 years. R iy ndian industry built
ﬁ:": global gai”tg but " E?Sen??;f:gzrgls tgat' Indian industry will not ie ableu fnpcac::'ﬁzz!:w?’g
0 - ; :
ihe world to be globally compefitiva enough being best in India, We have to be best in

The Second criticism is that the Glo
poverty and employment,. This has nothing to do
raising. growth rates. An effective dent into

poverty cannot '
annual growth rates of 8 to 10 percent. And hi - i

: i gher growth rates should be sought through
bolc_JS‘Ilng exports and attracting direct foreign investment and not through expansionary fiscal
policies.

balisation has had very little impact on
with Globalisation. The problem is one of

| itiberalization policies should therefore be efiectively combined with the policies
associated with the welfare state. A welfare state n India implie a state that ensures basic

economic minimum in terms of food, clothing, shelter, nutrition, sanitation and education
below the poverty line. |

Let us now look at the impact of Globalisation on the external sector. To put it
midly, we have here a success story. Foreign exchange reserves including gold and reserves
with the International Monetary Fund are in the vicinity of $24 billion. The current account
deficit in balance of payments in 1993-94 is less than half a percent of GDP compared to 3
percent in 1991-92 and 2 percent in 1992-93.

In conclusion it must be stated that there is no escape from Globalisation in
world of today. Globalisation has become crucially important since the seventies.

Globalisation is the result of technological explosion witnessed by the present
century particularly in the field of transport and communications.

The world has become a global village. Distance has been conquered. One

 finds foreign television channels in every home. This has stimutated the desire for Western

consumption standards as a result of what economists call the "demonstration effect’.

This is not the only consequence of technological change. The latest
development is the trend towards Globalisation of pmduc&tl‘c}n and mgnagen?;,-:t. [Z;Eﬁj
recent years, industries and industrial units are no longer being established within n

. frontiers by high tariff walls and im port restrictions. The progress towards greater effciency Is
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bsing madie by industires being establishedin various places with reliance N AW materiy
and compents coming from other countries. To give but one example, Mazda's newlm SPor,
car MXS Miata was designed in Califorrnia, financed from Tokyo & New York & Mexicq Usy
advanced electronic components inventad in New Jersey.

Revolutionary changes have been occured in how the glﬂb'al‘ Cc_imp_anias ar
being managed. In ealier times, the multinationals used to set up subsidiaries in Varigy
countries with separate self-relaint management. These subsidiaries were like Sever,
children in different parts of the world controlled by a parent. This is no longer Necessay
thanks to cables ad Computers information today can be sent across borders at lightin
speed. Millions of dollars can change hands from one place to another by pressing a byt
The workers both skilled and unskilled can be remote controlled to raise productian :
minimum _cost. Different Mmanagement activitied like accountancy, advertisement an
preparation of software Programmes will be performed in different countries depending g
which country offers the prospect of getting these done at the most economical raes, Typir
for London's professionals, for example, being done in Taiwan by fax. As the writersjust cite
have putit. " A multinational company will now be like one human being. Its head and limt
allin different places but connected through a computerized nervous system,"

Fast changes are taking place in the present da
techonology. The pharse thatr has become the current

scenario that will unfold over the next decade as th

y world thanks to rapid strides!
rage is "imformation Highway". This
€ technologies of the computer, !

i Is materialize, this would mean individua
ordering and receiyi g ' i

0oks in their homes by tapping a fe
b”“‘z‘“s on high speed high capacity information conduit.
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