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LIBERALISATION PRIVATISATION
AND GLOBALISATION MODEL

IN1947whenIndiaget freedom, themain problem
before the government was to develop economic
conditionsof country and how toincrease economic
Growth Economic condition of Indiainthat timewere
net good, we did net have proper resourcesfor the
development of underdevel oped sector. Thus our
government adopted the path of economic planning,
thatisonthebasisof prioritiesthedifferent‘ Fiveyear
plans were developed. Under the dogma of the
socialistic pattern of society, Indiahad practiced a
number of restrictionsever sincetheintroduction of
thefirstindustrial policy resolution of 1948. Henceit
was necessary on the part of Government withdraw
theserestrictionsto provide conditions of undeterred
economic activities, when wedecided to globalize our
economy. Under theprocess of liberalisation, India
hasmoved inthat direction by withdrawing some of
the impeding restrictions, and introducing certain
conditionsto ease the cord of restrictions, so that
businessfirmsand individualsfrom other countries
may beinduced to operate their businessin India,
whilelndianscanoperateabroad.

Need for Libralisation—As a result of the
restrictionsin the past, India’ s performance in the
global market hasbeen very dismal, we have never
reached even the 1 percent mark intheglobal market.
Despite the existing tremendous potentiality, vast
natural resources, and extensivetrained manpower,
our contribution in theworld tradein1992 hasbeen
0.53 percent, much below thelevel of even Thailand,
and we are listed among the poor countriesin the
world. Though the planned economic growth backed
by control could achieve some amount of economic
reconstruction in the last five decades, India still
remains underdeveloped with low NNP, chronic
unemployment, low per capitaincome, aconsiderable
percentage of popul ation under the poverty line, low
capita formation, margina export backed by increasing
import resulting in increasing trade deficit, acute
declineof foreign exchangereserve, mounting foreign
debts and high debt service cost, low level of
technol ogical base, graveinternal economicsituation,
Poor external economic image and insignificant
innovations, unless appropriate solutions are not
found for all these problems, the vicious circle of
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underdevel opment will remain for many yearsto come.
Asaprimary steptofind solutionstothese problems,
liberalisation hasbeen identified. The Government
under Former Prime Minister Narasimha Roa, and
former Finance Minister Dr.Manmohan Singh chase
the Path of liberalisation. Immediate factorswhich
backed thispolicy changeinclude (i) Global change,
(ii) Position of Indian Economy and (iii) Trade deficit.

Global Change—Thetremendouschangethat
took place globally in the recent past, particularly
during thelast one decade necessitated every nation
toincorporatecorresponding changesinitsrespective
economy to adopt itself to the rapidly changing
environment, countries started thinking in terms of
the global economy and global market. European
Economic Community hasbecomethelargest single
market intheworld, while Gulf war hasopened upa
door forincreasing cooperationandintegrationof EEC
community with America. The United States and
Canadahavealready forged anintegrated for trade
zone. Despite a large trade surplus, Japan is still
accepted asastrong trading partner of America, while
the united States have granted the* M ost Favoured
Nation’ status to China. In a nutshell a global
philosophy of businessisfast emergingandishereto
stay.

No country can now resist the forces of
globalisation and theresultant changed that take place
globally Asa-Pecific block isalsofast emerging, while
an Asian common market philosophy is gaining
ground, particularly inthe context of the successful
business operations of the countries like Japan,
Singapore, South Korea, Taiwan and Hong Kong. It
is, therefore, obvious that India has to rise to the
occasion and adopt a policy to adapt itself to the
emerging global market. This called for the
abandonment of therestrictive policiesfollowedin
thepast. Liberalisation of economicactivitiesinIndia
wasconsidered to bethemost important remedy for
our economicills. Moreover, thetremendousresult of
economic liberalisation in Chinaduring aperiod of
lessthan adecade hasbeen an eye-opener for India.
Thusnot only India, but any country that wantsto
operate in the global market, has to liberalize its
economy and foster aglobal approachto boost its
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business. A global business and market philosophy
is, thusfast emerging. Countriesare, therefore, relaxing
their control and regulatory measures. Privatisation
of business hasbecometheorder of theday. Unless
the companiesare prepared to foster and maintaina
global corporate philosophy, and to update their
capability either to competeor remain complementary
or ancillary, surviva would becomedifficult. Of late,
thisfact isrealised by Indiawhich led to initiating
liberalisation. Fast changesare Emergingin business
globally, particularly, technological changes, socid,
political, environmental, cultural, geographic and most
important of all economic changes. In order to equip
thebusinessorganizationinlIndiato stand uptothese
changes, a liberalisation process has' become
necessary.

Position of I ndian Economy—Indian hasbeen
facing grave economic crisisand external pressurefor
foreign exchange, whiletherewasaninternal debt trap
which continuedfrom 1986 onwardsbacked by severe
liquidity crisis. We were almost on the brink of
defaulting international arenawhen NarasmhaRao's
Gmvernment took over in June 1991. Thismust have
created panic in the minds of NRIswho took away
depositsamounting to about 1.4 billion USdollars.
Thecountry landedinthegripof internal and external
debt traps. Theforeign exchange crisiswas stimul ated
by long-term and short-term foreign debts, short-term
foreign debtswhen acountry’ srepayments capacity
is inadequate, are just like sudden death traps in
rel ationto economy. Nomoreforeignborrowingswere
possible. Thecountry’ smonetary system, particularly
the foreign exchange situation, was in a very
disastrous footing Dr. Manmohan Singh, the then
Union FinanceMinister (al soan economist) had agrest
task tointroduce waysand meansfor therecovery of
theailing monetary system. Changing of exchange
ratestructurewas, therefore, thefirst weaponin his
hands.

While foreign exchange reserves were not
sufficient enough even for afew weeks, imports of
essential goodswereinevitable, particularly dueto
shortfall of industrial and agricultural production. Any
imports cut would have crippled the economy
including thetransport system of the country. The
country had, therefore, to attract foreign exchangeon
theonehand, and increaseexportsbacked by decrease
of importsontheother. Liberalisationwasoneof the
weaponsfor thispurpose.Developing anindustrial
base andincreasing theindustrial productionwere
immediately required, especially in the face of a
declining economic trend. Wewere alsoin need of
latest technology base, greater innovation, capital
formation, greater employment opportunitiesfor our

vast mgjority of the unemployed manpower, latest
technical know-how to suit the global market, and
inflow of foreign capital. Without an appropriate
liberalisation, Foreign investors were unwilling to
invest in India, which was necessary for reducing
external indebtednesstoo. Theeffect of increasing
theinflow of foreign capital included (a) increasing
production and export of goods, (b) increasing
production of goods for import substitution (c)
reducing external, (d) improving the quality base of
the goods and servicesto global standardsand (€)
increasing the overall economic activities in the
country. Indian had looked up with great expectations
fromitspublic sector unitsinthepast. Unfortunately
many of these public sector unitsturned themselves
to be white elephants exerting tremendous pressure
on the exchequer and accumulating losses. These
unitswithhighinvestment hadlow productivity, which
were either to be made viable or to be disinvested.
Liberalisation wasthe best option for thispurpose.

Strong regulationsand restrictionsonthe private
sector had considerably affected industrial growthin
thepast, whichwasalready noticed. HenceMrs. Indira
Gandni’s Government and Mr. Rgjiv Gandhi’s
Government had initiated certain stepsfor liberalisation
and building up a sound technology base. Mr.
NarasimhaRao' sGovernment had tofurther pursueit.
Sufficient protectionwasgivetothelndianindustrial
sector for over four decades, and further protectionism
must haveretarded theeconomic growth-calingfor a
liberal path towards good economy trends so that
Indianindustrieswould grow stronger.

TradeDeficit—Incisingtradedeficit hasbeenan
abounding characteristic of the Indian economy ever
since its political independence. In fact, political
independencefail edtoenhanceconcomitant economic
independence. India sshareintheworld market has
been very negligible, whiletheimport bill hasbeen
exceedingly growing. India strade balancein 1990-91
wasnegative (-3 percent of GDP) which becamemore
negativein later years. Thetrade balancein 1995-96
stood -3.2% of GDP. In 1999-2000 country’s trade
balancewas-0.4% of GDP (Negative 4% of GDP): It
was-2.1% and -2.5% respectively in 2002-03 and 2003
4.

The Path of Liberalisation—The path If
liberalisation accepted to dismantle the walls of
restrictionsin Indiawhich has been multi-pronged.
Firgt of al, the Government hastorel easetheeconomy
fromtherestrictiverulesand regul ationsframed by
the bureaucratic mindsinthegarb of the socialistic
pattern of society, which retarded economic growth
for the past four decades. Then India needed to
establish avery differentimage, theimage of amarket-
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oriented economy, in the eyes of the foreign
governments and investors, besides sustaining a
private sector friendly imagewithin the country. On
the other hand, Government of Indianeeded to be
successful in effectively checking thetwin problems
of unemployment andinflation. Thereal task before
the Government istwo-fold, viz., firstly to win the
confidence of theforeigninvestor, and secondly to
alay thefearsof thelndian public about theentry of
theforeigninvestorsinto Indiain abig way and the
Government’s capability (rather willingness) to
effectively check the problems of inflation and
unemployment.

When globalisation hasbecometheorder of the
day, nations have adopted the path of liberalisation.
Indiacould not isolateitself fromthistrend. It was,
therefore, appropriate on the part of Government of
India to institute and implement a strategy for
economicliberalisation.

The LPG model of development which was
introduced in 1991 by thethen Finance Minister Dr.
Manmohan Singh with abig bang wasintended to
charter anew strategy withemphasisonliberalisation,
privatisation and globaisation. (LPG) Several major
changesat the domestic level wereintroduced. Firstly,
areas hitherto reserved for the public sector were
openedto private sector. The Government intended
totransfer theloss-making unitsto the private sector,
but it failed because there were no takersfor them.
Instead, the Government started disinvestment of the
highly profit-making PSUsand the proceedswere used
toreducefiscal deficits. Thus, dueto varioussocial
constraintsthe Government could not carry forward
its programme of privatization. Thoughit did succeed
inliberalizing theeconomy totheprivatesector —both
domesticandforeign.

Secondly, by permitting the private sector to set
up individual units without taking a licence, the
Government removed certain shackleswhich were
holding back or delaying the process of private
investment. Thirdly, by abolishing thethreshold limit
of assetsin respect of MRTP companiesand dominant
undertakings, the Government freed the business
housesto undertakeinvestment without any ceiling
being prescribed by the MRTP Commission.
Obvioudly, considerations of promoting growthwere
moredominant withthe Government and suchissues
asconcentration of economic power wereassigned a
back seat. Fourthly, with aview to facilitate direct
foreigninvestment, the Government decided to grant
approval for direct foreigninvestment upto 51 percent
in high priority areas. The Government could also
consider proposal sinvolving morethan 51 percent
equity, but such proposals would require prior

clearance of the Government. No permission was

required for hiring foreign technicians, foreign testing

of indigenously devel oped technol ogies, etc.

Fifthly, chronically sick public sector enterprises
werereferredtotheBoardfor Industrial and Financial
Reconstruction (BIFR) for theformulation of reviva/
rehabilitation schemes. A social security mechanism
wasintroducedto protect theinterestsof workerslikely
tobeaffected by suchrehabilitation packages. Sixthly,
to improve the performance of public sector
enterprises, greater autonomy was given to PSU
managements and the Boards of public sector
companiesweremademoreprofessional.

Lastly, the economy was opened to other
countriesto encouragemoreexports. Tofacilitatethe
import, of foreign capital and technology and other
alliedimports, reductioninimport dutiesand other
barriers were brought about. LPG Model of
development emphasisesabigger rolefor the private
sector. It envisagesamuch larger quantum of foreign
direct investment to supplement our growth process.
It aimsat astrategy of export led growth asagainst
import substitution practised earlier, It aimsat reducing
theroleof the State significantly and thus abandons
planning fundamentalism in favour of amoreliberal
and market driven patternof devel opment. Criticshave
pointed out certain fundamental weaknesses of the
LPG Modd of Development.

(@) This has a very narrow focus since it largely
concentrates on the corporate sector which
accountsfor only 10 percent of GDP.

(b) Themodel bypasses agricultureand agro based
industrieswhichareamajor sourceof generation
of employment for themasses. It did not delineate
a concrete policy to develop infrastructure.
Financia and technological support, particularly
theinfrastructural needs of agro-exports.

(c) By permitting free entry of the multinational
corporationsinthe consumer goods sector, the
model hashittheinterestsof thesmall andmedium
sector engaged in the production of consumer
goods. Thereisdanger of labour displacementin
the small sector if unbridled entry of MNCsis
continued.

(d) By facilitatingimports, the Government has opened
theimport window too wideand conseguently,
the benefitsof rising exportsaremorethan offset
by much greater riseinimportsleadingtoalarger
tradegap.

(e) Finally themodel emphasisesacapital intensive
pattern of development and there are serious
apprehensions about its employment-potential .
It is being made out that it may cause
unemployment in the short run but will take care
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of itinthelong run. But how longisthelong-run
isnot specified. Moreover, an economy inwhich
the growth of labour forceistaking place at the
rate of about 1.8 percent per annum, the
implicationsof themode intermsof dowingdown
therateof growth of employment are of serious
nature.

Some have argued that the LPG Model has
followed the East Asian Miracle which was
demonstrated by Japan, South K orea, Taiwan andto
someextent Indonesia, Malaysiaand China. Thisis
not correct. Japan did not follow the IMF-World Bank
Model based on free market economy, open door
policiesand liberalisation. Japan, infact, practised
limited operation of market mechanismwiththe State
playing anactiverolein guiding theeconomy for the
welfare of the community. This independent path
followed by Japan wasimitated by South Koreaand
Taiwan. Malaysiaand Indonesiaal so succeeded on
thispathfor afew years.

TheChinesegrowthmodel, for instance, isrooted
initsowntraditionsanditsdecisiontoglobaliseis
motivated by thedesireto useforeign marketsasan
instrument to resolvenumerousinternal bottlenecks.
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