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Mass Politics or Elite Politics?
India’s Economic Reforms in
Comparative Perspective

Ashutosh Varshney*

his chapter addresses two questions: (i) why was India’s

minority government in 1991 successful in introducing
economic reforms, whereas a much stronger government, with a
three-fourths majority in parliament, was unable to do so in 19852
and (i) why have post-1991 reforms made substantial progress in
some areas but stalled in others? In answering the two questions,
my argument draws a distinction between mass politics and .elite
politics. It is a distinction that has not been adequately appreciated
in the truly voluminous literature on the politics of economic
reforms.! Scholars of economic reforms have generally assumed
that reforms are, or tend to become, central to politics. Depending
on what else is making demands on the energies of the electorate
and politicians—ethnic and religious strife, political order and
stability, corruption and ‘crimes’ of the incumbents—the assump-
tion of reform centrality may not be right. The main battle lines
in politics may be drawn on issues such as how to avoid (or
promote) further escalation of ethnic conflict, whether to support

*For comments, | am grateful to Abhijit Banerjee, Robert Bates, Steven
Block, Jorge Dominguez, Jean Dreze, John Echeverri-Gent, Jeffry Friedﬁﬂ’
Stephan Haggard, James Manor, Baldev Raj Nayar, Arvind Panagariya, V ibha
PinFIe, and Lloyd Rudolph. N

This is also true of the two most comprehensive and widely read pohtlcal
economy texts on reform: Haggard and Kaufmann (1995), and Przeworski
(1991).
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(or oppose) political leaders if there has been an attempted coup,
whether to forgive (or punish) the ‘crimes’ of high state officials.
paradoxically, it may be easier to push through reforms in a
context like this, for politicians and the electorate are occupied by
matters they consider more critical. Economic reforms may not
cause the political opposition they otherwise would.

Elite politics is typically expressed in debates and struggles
within the institutionalized settings of a bureaucracy, a parliament,
a cabinet. Mass politics takes place primarily on the streets.
Touched off by issues that unleash citizen passions and emotions,
the characteristic forms of mass politics include large-scale agita-
tions, demonstrations and civil disobedience: riots and assassina-
tions are also not excluded. Whether or not we like such politics,
it has profound consequences. In democracies, especially poor
democracies, mass politics can redefine elite politics, for an
accumulated expression of popular sentiments and opinions inevi-
tably exercises a great deal of pressure on elected politicians. Elite
concerns—investment tax breaks, stock market regulations, custom
duties on imported cars—do not necessarily filter down to mass
politics.

What, analytically speaking, determines whether a policy—
economic, cultural, or political—would enter mass politics? Three
factors are typically decisive: (a) how many people are affected by
the policy, (b) how organized they are, and (¢) whether the effect
is direct, obvious, and short-run, or indirect, subtle and long run.
The more direct the effect of a policy, the more people are affected
by it, and the more organized they are, the greater the potential
for mass politics.

Ethnic disputes tend quickly to enter mass politics because they
isolate a whole group, or several groups, on an ascriptive basis.
They also directly concern political parties—both ethnically based
parties (which may defend, or repel attacks on, their ethnic group)
and multiethnic parties (which may fiercely fight attempts to pull
some ethnic groups away from their rainbow coalitions). Because
they invoke ascriptive, not voluntary, considerations, the effect of
ethnic cleavages and ethnically-based policies are obvious to most
People and, more often than not, ethnic groups are also organized,
or tend to organize quickly. Not all aspects of economic policy
nvoke passions and have such effects; some do, others do not. For
Xample, by affecting more or less everybody, high inflation
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quickly gets inserted into mass politics.2 Contrarjw;g
markets directly concern only the shareholders, whose n
most developing economies are not likely to be large an
not be organized. As a result, stock market disputes
mass politics in developing countries.* Other exam
nomic policies that can enter ‘mass politics are discy

It is important to keep these considerations in
large parts of the developing .World,.two different
cessecs—one provoked by ethnic conflicts and the other Stemicy
from market-oriented economic reforms—aye simultaneqyg)
under way. However, scholars' of economic reform and theiz
counterparts in the field of ethnicity and nationalism have on the
whole constituted two separate groups. S}Jch segregation has made
the discussion of the politics of economic reform unduly restric.
tive. In multiethnic societies, economics may simply be one of
several issues on the political agenda, and not always the mogt
contested one. Ethnicity may be more contested, stirring mass
passions and determining alignments of political parties.

Consider the evidence from India. In the largest ever survey of
mass political attitudes in India conducted between April-July
1996, only 19 per cent of the electorate reported any_kno?vlcdge
of economic reforms, even though reforms had been in existence
since July 1991 (Yadav and Singh, 1996).* Of the rural electora;:e,
only about 14 per cent had h'ea}rd ol reforms, whet}‘:easht e
comparable proportion in the cties was 32 per cex;lt. durta:irc,
nearly 66 per cent of the graduates were aware of 1 e trar?the
changes in economic policy, compared to only 7 perhcer;_f;)unhs
poor, who are mostly illiterate. In contrast, close to td re o
of the electorate—both literates and illiterates, poor and rich, :
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{or marriage, divorce, and pro-perty.inherinmce; and
took a stand on caste-based affirmative action,
g7 per cent '€ tics should clarify that the raging debate over
These Staft(i’ms in India is, for all practical purposes, confined
nomic rle'~h-languﬂge newspapers, the country’s graduates, the
1o the Englis he internet, the Bombay stock market, and Delhi’s
discourse o1 ttioml Centre and 1ts economic ministries. That is the
India Interzjl? s el;te politics. Economic reforms were simply a non-
circle_ofl}fl1 1?«;96 and 1998 elections (Yadav and McMillan, 1998).
issue in € 5 religious disputes, secularism, caste-based affirmative
Ethnic aid social justice have been driving India’s mass politics
3cnortli1: last 10-15 years. Expressions of India’s identity politics,
:)}::; issues have lgd mass mobilizat.ion, insurgencies, riots, assas-
sinations, desecrations and desFruct{o'ns of holy places. In mass
perceptions, the mgmﬁcancc.of identities has been far greater than
the implications of economic reforms. .

Is India peculiar in this respect? Has the predominance of
identity politics hurt India’s economic reforms? Are there elements
in the reform package that can bring it in mass politics? My answer,
and the principal argument of this chapter, is that the passions
aroused by identity politics have facilitated economic reforms
in India, not hurt them. How to stop Hindu nationalists {rom
gaining politically and coming to power was the primary objective
of most mainstream political parties between 1990-1, and
1997-8. New alignments of political interests thus came into being,
Whether or not politicians in the past werc opposed to a market-
ortented liberalization, they increasingly began to support reforms
once it became clear that it was more important to {ight Hindu
nauonalists on questions of religious politics versus secularism than
OPpose the government of the day on economic reforms. 7he
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policy areas can potentially bring reforms in mass politics, which
the reformers have resisted. Instead, considerable overall progregs
has been made on liberalizing the investment, trade, and exchange
rate regimes and reforming capital markets. Touching very few
people in India directly and in the short run, these latter reforms
have been an elite concern, though elsewhere in the developing
world they may well be integral parts of mass politics.

My argument should not be construed normatively. Tt i
primarily empirical and explanatory. It is not 2 celebration of
ethnic conflicts, of rigid labour laws, or sick public enterprises,
Rather, it is an attempt to understand, and explain, why India’s
politicians have behaved very differently with respect to the
various aspects of reform, embracing some policies warmly but
showing great caution on others. The clite-mass distinction is
simply to disaggregate politics and present an explanation for these
puzzling, varying rhythms. In the reform literature, both on India
and elsewhere, the intra-clite distinctions—for example conllicts
between the ISI-protected versus exporting scctors—have often
been noted, but elite-mass differences have not been.” At least in
a democracy, the latter differences can be a serious issue in politics.

The first section deals with mass politics and economic reforms
in comparative perspective, asking whether India s peculiar in
having reforms as part of its elite, not mass, politics. The second
section catalogues the record of Indian reforms so far. The third
section explains why a conjunction of ethnic conflict and economic
reform helped India’s reformers in 1991. The fourth section turns
its attention on why, despite a remarkable transformation of
economic policy overall, India has had inadequate or little success
with fiscal balances, labour laws, agriculture, and privatization.
The concluding section draws some normative conclusions.

6 "This is'not to say that trade policies and exchange rate, by affecting 2

a bearing on mass welfare. In economics,

whole range of prices, do not have
have

however, where trade/ GDP ratio is not substantial, these policies do not
a short run and divect impact on mass welfare, which can be easily demonstrale
in electoral politics. That 1s why, as argued later, the impact of rrade ’Jfld
exchange rates on mass politics is on the whole much greater in economics
where trade/GDP ratios are high. Trade can easily enter mass politics 1n such
economies.

7 Strikes and trade union politics would qualify as mass politics. bu

have not been concepmulized as such in the reform literature.

t they
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ECONOMIC REFORMS AND MASS POLITICS IN
DEVELOPING COUNTRIES

If ethnic cogﬂict has been the most obvious and recurrent source
of mass politics in much of the developing world, its absence in
the mamstre.arp.of economic reform literature has an obvious
reason: the initial spate of literature was dominated by Latin
America and East Asia. Scholars of ethnic conflict have long argued
that Latin America and East Asia are about the only regions of the
developing world where ethnic issues have not been central to
politics after the Second World War (Horowitz, 1985). Ethnic
disputes have not rocked the politics of South Kc;rea, ja;.)an and
Taiwan—at least not yet—nor have they led to deep fissures in Latin
Amerlca. Ethnic pol'itics, to be sure, 1s not absent: the concern with
indigenous groups 1n much of Latin America is a case in point
However, it is generally agreed that ethnicity has shaped Latin
America’s local politics, not national politics (Dominguez 19;34)
Ecqnomxcs has often touched off class and sectoral politic; at th'
national level. Since economic reforms attacked the existine
balance of economic forces—favouring exporters over those dealing
with }nte.rnal markets, reducing the anti-countryside bias of im or%
1subsn'tuuo}r]l regimes, cutting subsidies to the urban working clfass
e . - ’
i e i vl e v ey
fended to deline Che ¢ of post-reform national politics,
pOIIirtli:jntrast, ethn1c1ty‘has repcatedly arrived at the centre of
pol fstruggles, or has forcefully emerged after the democrati-
forlr?l:rosoifei(fnéy_ears in South and South East Asia, Africa, the
e S Stcr nlon,[ and gluch of Eastcrq a.nd Central Europe.
i o st -u(.:tfure ol political agenda,. consisting both of ethnicity
omic reform, changes the political dynamics of 1
reforms in multiethnic societi 1li " derstanding of
ks by e Lflflftles, calling for an ggderstandmg of
el politics of identities and the politics ol economic
asstl:;E :Edur(lzderst'alndmg could, in principle, have emerged from
rous l" ' ‘emra Europe, which has been the focus of much
nt literature on reforms. The connections, |
e establipg o eforms. The nnections, however, could not
e beon On,tl})w }(I)li;cia]use oth reforms and gthmc conflicts
cconomer o IP' ’ id. cclentre stage. The entire old order—
political—collapsed. Tn the former Communist
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countries a market-oriented economic reform is not strictly 4
reform. Tt is basically an economic revolution. It has necessitated
1 radical overhauling of the existing economic system: de-freezing
administered prices, ending astronomical subsidies to collectives
and firms, and creating, most of all, a whole new set of institutions
and practices appropriate for the market economy (stock markets
private property, a regulatory framework, a rudimentary 1egai
system, etc.). Collectives, social security systems, and many state
firms have precipitously declined. The consequent ‘shock’ has
tended to push economic reforms in mass politics. In the Russian
federation, for example, five nationwide elections took place
between the fall of the Soviet Union and the fall of 1996.% Studies
show that reforms were critical to the vote. Rural rayons (roughly
counties) voted consistently against reforms; and urban’ vayons in
favour (Clem and Craumer, 1996).

In South and South East Asia (with the exception of Vietnam),
the basic institutions of a market economy—a regime of private
property, a large private sector, a body of corporate laws, a
regulatory framework—were in existence. Economic reforms re-
quired -ncremental changes, not a revolutionary overhaul. It is in
the extreme and rare condition of a financial collapse that they
stormed into the realm of mass politics. Otherwise, they have
primarily been in elite politics.

Compared to the incremental nature of economic reforms,
ethnic conflicts in these societies are accompanied by bursts of
collective emotions and deep group anxicties. Some cthnic contlicts
have remained unresolved; others, if resolved earlier, have been
simmering with changed meanings; and still others have newly
flared up. India has had multiple such disputes; in Malaysta,
Chinese-Malay differences have long been central to politics, and
a new fundamentalist challenge to the nation’s syncretistic [slam
has emerged; in Sri Lanka, Sinhala-Tamil conflict has repeatedly
flared since the mid-1950s, becoming a civil war in the north by
the early 1980s; the Philippines has faced a Muslim (Moro)
insurgency in the south; and cultural, racial, and religious divistons

often surfaced in Indonesia, even during the harsh political regime
of President Suharto. Nation building, thercfore has been 2 key

8 A referendum, two parliamentary elections, an election to approve the

pew constitution (along with one of two parliamentary elections), and t#0

presidemial elections.
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polimcal concern 111 these countries, and ethnic politics is never far
from the minds of politicians.

Ethmlc Cﬂo?fhct‘ 15, of course, not the only competitor of
economic reforms on the political stage. In countries where
mlllFif"ry coups are not uncommon, considerations of order and

" ean ) g ;
stability ca m}omate mass politics, allowing greater room for
reforms even though the short-run consequences of reforms are
t:ult. In Per . o o
difficult ndPlc ;1, President Fujimori’s popularity in polls survived
4 three and half year economic downturn after 1990. As Susa
Stokes (1996) argues: . ?

Ecogomig policy was the cleavage that starkly separated the tw ]

Presxdeq_tml c{amhdatcs in 1990, and we might have expected after the co paign
that Fujlmor1’§ term would be judged on his cconomic perform'mcamlémlg'n
was o.nl‘y partl.ally so. Instead, an event occurred during the ter1 :1- N lt‘
uxlantlcll?ated in the prior campaign.... The April 1992 cou’ d‘(:lt1 tm't' Can
extraordinary event.. .that ractheted the president’s approgfal ui Wﬁ -
(\X")h'en Peruvians had thrust on them the evidence that their pre _f;mr
creating order out of chaos, they rewarded him with approval rat}i)n . Efas
executive wc?uld envy.... {T)be range and protean quality of stc/mdqrdsg S an}y Cldlef
the popularity of Peru's president from (economica]lly) h;rd nmes .(Sp116545d

To sum up, cconomic reforms are inevitably a big issue 1n eli
politics, but depending on the historical role pl g by ety
order, and stability in a giv y D oo
: anc ility given country, reforms may not be an
important concern in mass politics. Because ethnicity has a greater
sztbelrfttlal Eo f\}f‘ousc passions and cause anxieties about national
: ity, voters and politicians may be more willing to go through
;;&;lijholrt—rm) pains of reform than risk ethnic war?f)are ;mt;ga
poli ;(;?p(c)(;ilzl;}:i;Pargdo;ucaﬂy, thus, the peripheral vole of veforms
o oass polatics n 180 l/o tylc; advanmgef of.*rcforme’rs. This argument,
o I-efor,mg ' o(;.r‘n.ea‘n‘t at an ethnic cwxl. war 1s the best context
breakdowngig - s;::;mlon b}eltv;een ethrpc ;onﬂ.ict and ethnic
e s 18 1 qlm d. t, 15; ¢ latter WI‘{[C}I 1s being highlighted
decininn e[}mi; reﬂ} t)fer‘es about increasing ethnic violence or
ind LB Cn a )1c])ns' turn the political attention of politicians
rs on cthnic issues, thereby providing a niche for
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In what follows, I will show how such a political logic of
reforms unfolded in India. However, before T can do so, we must
first know what economic policies have been reformed in the last
five years, and what policy areas remain untouched.

How FAR HAVE INDIA’S REFORMS GONE?

In July 1991, a balance-of-payments crisis was the occasion for a
fundamental transformation of India’s economic strategy, initiated
under Finance Minister Manmohan Singh and Prime Minister Rao.
Singh summarized the nature of the immediate crisis to the lower
house of parliament as follows:

The (current account) deficits, which were inevitably financed by borrowings
from abreoad, have led to a continuous increase in external debt which.. . is
estimated at 23 per cent of GDP at the end of 1990-1. Consequently, the debt
service burden 15 estimated at about 21 per cent of current account receipts
in 1990-1. ... The balance of payments has lurched from one crisis to another
since December 199C. The current level of foreign exchange reserves. .. would
suffice to finance imports for a mere forenighe.'®

Until the 1970s, a macroeconomic crisis of this kind typically
required a short-run economic stabilization plan under an IMF
stand-by arrangement. Since the mid-1980s, however, imbalances
in the current accounts have not only tended to produce a
rethinking on macroeconomic policy but also on overall economic
strategy, now almost universally known as structural adjustment.
An economist by training, Singh was aware of the short- and
long-run implications. ‘Macroeconomic stabilization and fiscal
adjustment alone cannot suffice’, he argued; ‘they must be
supported by essential reforms in economic policy... (facilitating)
a transition from a vegime of quantitative restrictions to a price-based
mechanisn.. .. Overspecialization and excessive bureaucratization
have proved to be counter-productive.’!!

politics as an expression of economic conflicts. In ethnically divided countries,
the relationship may well be the reverse.

" Budget Speech to the Lok Sabha (lower house of parliament), Manmohas
Singh, [.ok Sabba Debates, Series 10, 24 July 1991, p. 272.

U Ibid., p. 276. Parenthesis and emphasis mine.

T

-, . .
India’s Economic Reforms in Comparative Perspective 231

Thus began a whole series of cconomic reforms, introduced
incrementally e.ach year. By now, these reforms have transformed
.y . - . ¢
India’s economic life substantially. In some arcas, progress has been
atic; i1 other a ; in sti :
dramatic; ’ reas, moderate; and in still others, no progress
has been made.

A RESTRUCTURATION OF INVESTMENT RULES

Of all reform:s undertaken so far, those dealing with India’s
investment regime have gone through the greatest change. In the
organized industrial sector, India had two kinds of invéstment
c'ontr_ols before 1991: regulation of private investment tl.}rou h
lxgenSlng and reservation of some industries for the public sectogr
Licences regulated how much could be invested and where, ho :
r?quch produc.e(.i, what technology was to be used, etc. Invesémer:
licences, requiring up to eighty permissions, ' were necessary before
an industry could be set up. By late 1998, reforms had abolished
investment licensing in organized manufacturing in all bur nine
}ndustr}es. The exclusive monopoly of the public sector aver ke
industries—the so-called ‘commanding heights of the econom "Z
had also bfzcn more or less abandoned. Especially strikin isythe
de-reservation of the power sector. A third of the domesti(ig airline
}ndusFry, exclusively in the public sector untj] 1992, was airead
In private hands by late 1996 (The World Bank ,1995' 43)y
Radwa.ys and insu?ance are about the only public n;onopolliz's lelt
1tioday.m the organized sector. In the unorganized sector, however
Jcensing restrictions on small-scale industries includi ,
industries, continue. An estim ted 800 ; 1 covered
by re,servation (et ac} 800 products are still covered
1596, o 33 ali-scale industries (The World Bank,
b iu}iﬁ;se Ecg{zx;g;legc jlc;r'ei‘gglmleestdm‘ent, both direct and portfolio,
of o atically ‘1 cralized. “We have now reached a stage
pment’, argued Manmohan Singh, ‘wher houl
welcome, rather than f foreign j et ‘Coneenms b
; ear, toreign mvestment.”"” ‘Concern’, he

1
e .
Conoml‘l.mil)ated at one stage by the late Raj Krishna, ‘Ideclogy and India’s
b 1 evelopm?nt » Coromandel Lecture, Delhi, September 1984, pub-
od in three parts in The Financial Express (Delhi), 22-5 July 1985, ’

Manmoha Singh’
24 JUly, 1991, pf-l é;:g 1's, 1991 Budget Speech, Lok Sabba Debates, Series 10,
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further argued, ‘is sometimes expressed that the policy of welcom.-
ing foreign investment...may jeopardise our sovereignty. These
fears are misplaced. We must not remain permanent captives of
fear of the East India Company, as if nothing has changed in the
past 300 years.”"* Until 1991, foreign equity could not exceed 40
per cent. And companies with 40 per cent foreign equity could not
borrow funds in India, take over business interests of a resident
Indian, acquire or dispose of physical assets within India, appoint
foreign technicians and manager without government clearance,
After 1993, companies with foreign equity of any size are treated
at par with domestic investors. In about 48 industries, foreign
investment up to 51 per cent of equity, and in 9 industries up to
70 per cent of equity, is automatically approved, no questions
asked. Private investment in power has no equity restrictions; 100
per cent foreign equity is allowed. India’s foreign investment
regime, believes the World Bank, ‘now compares favourably with
East Asian countries’ (The World Bank, 1996: p. 22). The primary
difference lies in the myriad administrative regulations that still
exist at state level, and differ across states. Before the reforms
began, annual foreign investment used to be about $ 80-100
million. Direct foreign investment went up to $ 600 million in
1993-4, rising further to $ 1.3 billion in 1994-5, § 2 billion in
1995-6, $ 2.6 billion in 1996-7, and 3 billion in 1997-8 (see Table
7.1).
There was no foreign portfolio investment in India before
1992, when foreign institutions were allowed for the first time to
buy and sell stocks. Indian companies can now issue equity in
foreign markets; in 19934, they raised about $ 1.4 billion abroad
and in 1994-5, 1.8 billion. Total foreign portfolio investment was
a mere $ 92 million in 1992-3; it reached $ 3.5 billion a year later,
peaking at § 3.7 billion in 1994-5, and declining to $ 2.7 billion in
1995-6, $ 3.3 billion in 1996-7, and $ 1.6 billion in 1997-8 (see
Table 7.1).7
Also important has been a fundamental transformation in the
principles of institutional oversight over capital markets. The office

4 Manmohan Singh’s 1992 Budget Speech, Lok Sabha Debates, 29 February

1992, p. 20.
15 The World Bank (1996), p. 14. As is well-known, however, China attracts

many times as much FDL

_ Table 7.1
Foreign Direct and Portfolio Investment in India

(US $ million)

1997-8
3000

1991-2 1992-3 1993 1994-5 1995-6 1996-7

19901

1981 2600

1314

341 620

0

165

Foreign Dirct Investment

Portfotio Investment:

of which

1000
600

1800

1892
204

1665 1503

1463

1

86

Foreign Institutional Investment

Euro-issues/GDR

Others

750
448
2998

1839

239
3581
4895

365
3493
4113

1600
4600

2096

92
433

Total Portfolio Investment

5598

4077

165

Total (Direct & Portfolio)

g Indian Economy, Monthly Reports on

morandum. § Augeet 1996, p. 7.

gures, Centre for Monitorin
dia: Country Economic Me.

(1999. this volume) For 1996-7 fi

Sources: For 1997-8 figures, Ahluwalia

; for all other years. The World Bank, /n

Indian Economy, May 1997, p. 8
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of the Controller of Capital Issues (CCI) was replaced by a nev,
institution called the Securities and Exchange Board of Indjy
(SEBI).'® The CCI's prior permission was required before ,
company could issuc equity at a given price. The CCI wy
effectively a price setter. A long gap between the time of requeg;
and the time of permission would typically introduce unnecessary
price distortions in the stock market. SEBI is not a price setter,
but a ‘market-friendly’ regulatory body. “The practice of Govern.
ment control over capital issues, as well as pricing of issues’,
explained Manmohan Singh, ‘has lost its relevance in the changed
world of today.... Companies will be allowed to approach the
market directly provided the issues are in conformity with pub.
lished guidelines relatin% to disclosure and other matters relating
to investor protection.’”’

TRADE AND EXCHANGE RATE REGIMES

A great deal of progress has also been made on the trade and
exchange rate regimes. Two devaluations of the Indian rupee were
among the initial macroeconomic moves of the Rao government
in July-August 1991. They made the exchange rate realistic. Tariff
barriers and quantitative restrictions on foreign trade have also
been sharply reduced. Average tariff came down from about 87
per cent in 1990 to 20.3 per cent 1997-8,' and quantitative
restrictions on trade have been lifted, except for consumer goods
and agricultural commodities. In late 1997, the government an-
nounced a plan to end the latter quantitative restrictions also
within a period of six years, in line with a WTO-sponsored
agreement with India’s main trading partners. One should, how-
ever, note that India’s average tariff rates, though substantially
lower than before, are still high by comparative standards. In Latin
America and East Asia, average tariffs range between 5-15 per cent
(China, stll having high average tariffs, being a prominent excep-
tion).

16 Manmohan Singh’s 1991 Budget Speech, Lok Sabba Debates, X Series,
24 July 1991, p. 280.

V7 Manmohan Singh, Lok Sabba Debates, 29 February 1992, p. 22.

'8 In the budget presented on 1 June 1998, the Government of India has
proposed that the average tariff be raised by 8§ per cent for a whole range of
imports. On the trade regime, this is the {irst step backwards after the
consistent lowering of taniff since 1991.
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FINANCIAL REFORMS

Three sectors arc typically critical to financial reforms: capital
markets, banking, and insurance. Of the three, as indicated above,
capital markets have been radically altered in India; insurance was
lefc untouched ull late 1998; and banking has gone through
moderate reforms. Locking up substantial funds for government
use before the reforms began, commercial banks had to hold 38.5
per cent of their incremental deposits (the ‘statutory liquidity ratio’
or SLR) in low-yielding government securities and deposit 25
per cent with the Reserve Bank of India as reserve requirement (the
‘cash reserve requirement’, or CRR). By now, the SLR and CRR
have been brought down substantially. Officially fixed before,
interest rates on deposits and loans were deregulated in October
1994. Since the nationalization of banks in 1969, India’s banking
sector has been dominated by 28 public sector banks, accounting
for nearly 87 per cent of deposits until 1992. In 1994-5, new private
banks were licensed to operate, including foreign banks. Banks
have also been allowed to raise funds in the capital markets,
diluting thereby the extent of government ownership of the banks.
However, the government’s equity share in public sector banks
continues to be high, and government-mandated lending policies
for banks still require that up to 40 per cent of bank credit be
reserved for the priority sectors (agriculture and small-scale indus-
try). F_urth‘er reforms would, among other things, require a serious
reduction in, and eventually abolition of, government pre-emption
of bank finance. The government pre-empts bank funds to finance
its budgetary deficits and service its debts.

FISCAL DEFICITS

Compared to 1991, India’s {iscal deficits are down bur they have
still not been reduced to the levels that were promised and planned.
By 1996, the fiscal deficit of the central government was to come
down to 4 percent of GDP; it dropped to 5.6 per cent in
1995-6 and 5 per cent in 1996-7. In view of the political pressure
.fOY fOOd and farm subsidies discussed later, considerably bigger cuts
n fiscal deficits may be hard to make unless revenue receipts go
up SubStantialIy and/or deficits of public enterprises go down
Ppreciably. Revenue-elasticity is not possible in the short run

“cause typically in a market-oriented economic reform, taxes are
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lowered across the board. In India, consistent with this generq]
picture, the central government’s tax/GDP rauo declined from
10.9 per cent 1n 1991-2 to 9.5 per cent in 1993-4, rising to 10.]
per cent in 1995-6 to 10.5 per cent in 1996-7, but remaining stjl]
below the 1991-2 level. In addition, following the new market
orientation, the government has agreed to pay a higher interest rate
for its debt than it previously used to, increasing thereby its interest
burden.

Taxation in India primarily relies on two direct taxes—on
personal and corporate income—and two indirect taxes—customs
and excise.'” Until 1991, the latter constituted approximately 80
per cent of total tax revenue. It was widely believed that the
taxation system had negative effects on economic growth and was
also subject to widespread evasion. A tax reform, 1t was further
believed, would have to, inter alia, reduce the share of indirect taxes
and increase that of direct taxes in the total gross tax revenue, lower
the marginal tax rates, and simplify tax laws. Considerable progress
towards these goals has been made. The share of direct taxes
went up from 19.2 per cent of the total in 1990-1 to 30 per cent
in 1996-7. This has, moreover, been achieved not by increasing
marginal taxation rates on income, but by lowering them across
the board and by simplifying the variety of tax rates. As for indirect
taxes, external trade tariffs have already been discussed. Excise on
production has been simplified and reduced on existing dutiable
items and extended to include services, which were earlier more
or less excluded from the excise net. As always, however, agricul-
tural incomes remain untaxed.

AREAS OF NO REFORM

Finally, on privatization, agriculture and labour laws, no progress
has yet been made. Public sector companies have been asked to
issue equity in the market, but outright sale or a serious dilution
of government control over these companies has not yet been
implemented, even though it would help the government deal
better with its fiscal burdens, and could allow it to undertake

' This is true of the central government, which splits revenues with state
governments. At state level, sales tax is a major source of revenue apart from
the state’s share of the central revenue.
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investments in health and education.”® An argument about ending
agricultural .subsxdl‘es and exposing agriculture to a border (inter-
national) price regime has often been intellectually aired (Pursell
and Gulati, 1994), but no firm indications are yet available about
the government’s policy preferences. Nor have labour laws been
reformed. India has a lifelong employment system. Once hired as
a regular employee, a worker cannot easily be retrenched. This has
implications for firm entry as well as exit: the former because
recruitment in new firms cannot be made assuming that workforce,
if necessary, could be restructured later; and the latter because loss-
making firms cannot close down or restructure their labour force.
They must find other ways of turning themselves around, or the
‘sick firm’ is handed over to the government.

ECONOMIC PERFORMANCE SINCE 1991%!

After growing at 0.8 per cent, 5.3 per cent and 6.2 per cent annually
in the first three years of reform (1991-4), GDP grew by 7.8
per cent i 1994-5, 7.2 per cent in 1995-6, 7 per cent in 1996-7,
and 5 percent in 1997-8. Unlike Latin America and Eastern
Europe, India has not had a single year of negative growth rate in
GDP since reforms began in 1991. After a slow recovery, annual
manufacturing growth rates have been 9.4 per cent, 12.1 per cent,
and 9 per cent during 1994-7. Agriculture has maintained its trend
growth rate of 3-3.5 per cent, leading to record {ood production
of 195 million tons in 1996-7. Services have also maintained a
robust growth rate.?

On the external front, remarkable accumulation of foreign re-
serves has taken place. In January 1999, India had $ 27.4 billion in
reserve, a dramatic difference from July 1991 when the country had
virtually run out of dollars. The current account deficit declined

2 After seven years of reform, the government, in the June 1998 budget,
has finally announced that government equity in all ‘non-strategic’ public
Sector companies would be brought down to 26 per cent. However, no large-
scale privatization has been introduced. It is still to be seen what kind of
resistance will emerge in politics.

" The figures cited in this subsection are based on the various reports of
the Centre for Monitoring Indian Economy, and on Ahluwalia (1999, this
volume).

32

5 ~ However, all growth rates, except those for agriculture, declined in
97-8.
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from 3.5 per cent of GDP in 1990-1 to 1.3 per cent
Exports grew at over 20 per cent annually between 1993_¢ decl;
ing to below 5 per cent in 1996~7 and 1997-8. Textiles, g, cct
gems and jewellery, and engineering goods, including
have been the four largest exports since 1990-1.

Despite the current deceleration the economy, on the w
been doing quite well. It is generally believed that a -
trend growth rate of GDP is now possible. As far as progress of
reforms in various policy areas is concerned, it is also clegy that
they fall into three categories. The greatest progress has been made
on reforming investment, exchange rate and trade regimes, and
capital markets; reforms in banking and fiscal policies have beey
moderate; and no reforms have been made in labour laws,
agriculture and the vastly inefficient public sector has not been
privatized.

Why have reforms gone as far as they have in the first place?
And why have they gone farther in some policy areas than in
others? T turn now to these questions, presenting first a political
explanation of the overall success of reforms and concentrating
later on the variations between areas of substantial and little
progress.

n 1996-7
n-
garmems’
SOftWare’

hole, has

7 Per ceny

DD ETHNIC CONFLICT HELP INDIA’S REFORMS?
COMPARING REFORMS UNDER RAJIV GANDHI AND
NARASIMHA RAO

By now, it has become customary to say that India’s reforms are
irreversible. It is hard to recall how gloomy the reform prospects
were in July 1991. Lacking a majority in p':lrliament, the REO
government did not even seem stable; ox}ly six years ear.llef, [is
Rajiv Gandhi government, despite enjoying massive majorlltzte

parliament, had found it politically hard to push market-orie e
reforms. India’s new Finance Minister in July 1991, M:mmoot "
Singh, though a highly respected economic bureaucrat, WiS :vere
professional politician. Many members of the Congress pal’tY S,
resentful of his rise to power, for he had never been a par yheava
The country was going through massive Hindu-Muslxmff‘{fmative
on the one hand and serious dispute over caste-bas?d aln s
action on the other. To make matters worse, tWO msurg:igns o
one in Punjab, another in Kashmir—were showing 1¢
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¢. The nation’s head of government, Rajiv Gandhi, had
men v assassinated in the recent past. Let alone reform
been brutani’any commentators were concerned whether India
OPtlmlsm’Il make it as a nation in the 1990s.
would e:/uemed out, in spite of lacking clear majority in parliament,
A 1; overnment was able to push many of reforms on which
‘he..RaG b;dhi’s government, even with a three-fourths majority,
Raélvhada o retrace its steps in 1986. Unless the logic of this
h:radoxical outcome 1S uncoveregl, it will bg hard'to unc.lerstand
the political dynamic§ Qf economic reforms in India. I Wlll'a.rgue
that the economic crisis 1n 1991 was a necessary, not sufficient,
condition for the success of feforms. In turning crisis into success,
the differences in the political context of the two reforms were

3bate

critical.

RAJIV GANDHI'S STALLED REFORMS (1985-9)%

In December 1984, two months after the assassination of Indira
Gandhi, Rajiv Gandhi led the Congress party (the Congress
hereafter) to its biggest election victory since Independence.
Winning 48.1 per cent of the national vote, the Congress obtained
415 out of a total of 545 seats in the lower house of Indian
parliament. No opposition party could get more than 30 seats (see
Table 7.2).%*

For the new leadership, it was a moment of unrivalled power.
With a remarkable groundswell of support behind it and the
opposition more or less decimated, the new government felt it
had. considerable autonomy to institute new, market-oriented
policies and programmes. Like Rajiv Gandhi himself, some of the
closest associates of the new leader came from a corporate
background,” and many of the top positions in the economic

ureaucracy also went to those inclined towards pro-market

23 _
For derajl

G cd studies of Rajiv Gandhi’s economic reforms, see Echeverri-
ent (199¢)

econon .. Nﬂj\”dr (1989), and Kohli (1987). For a succinct account of India’s
24 ¢ policy until then, Bhagwau (1993), Chs 1 and 2.

or 3 P N : . .
Butle, lr ! Swmmary overview of the election performances of parties, see
5, hiri, and Roy (1996), Ch. 9.
nn $¢ ; .. .
the Raj; réﬁmgh and Arun Nehru, two of the most powerful ministers in
vV Ga

ndhi Cabiner, had served as business executives in the private

Sector S
Jomtag politics. Rajiv Gandhi was himself a pilot.

before
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economic liberalization. It was an archetypical strong eXecutiye
that the reform literature considers necessary for Successfu] g
nomic reform (see Haggard and Webb 1994),

Table 7.2
Party Positions in the Lower House of Parliament 1984_9 and 1991_¢

Party Seats Seats Seats

’ 1984-9 1991-2 1992-¢
Congress 415 220 232
BJP 2 120 120
Janata 10 59 59
CPM 22 35 35
CpI 6 14 14
TDP 30 3 13
ADMK 12 11 11
Others 46 52 53
Total 543 524 537

[ [ ; in J: d Kashmir at all, bringing the total sears
Notes: (1) Elections were not held in Jammu anc : A
lin the (Lok Sabha down to 537 in the tenth Lok Sabha (1991-6). J&K has six seats in

the lower house. ‘
(11) Elections in Punjab (13 seats) were held in February 1992, and results announced

in March 1992. Column Il does not, therefore, include the seats in Punjab. The figures

for 1992-6 include the results of the 1991 elections and the 1992 Punjab elections.

The new leadership quickly seized the opportunity andf.set
about restructaring the country’s economic policy. The first
indication of the new thrust was given by the' Prime MIIII{ISI‘:
himself. In January 1985, within weeks of assuming power, Ra

Gandhi argued: )
Qnly a few decades ago, made-in-Japan was synonymous ;nthl Sl:sjd:;rg\?:msg
TO({‘A}’, and for several years past, ]apane".se te;hnology, | inish e e
have become a byword for the best that is avm.lable. T am S\{{H e,
can do the same—and in a much shorter period. A1r1d this 1“1 a, s
mvolve close interaction with the outside \yorlfi. . We are ta &m:“‘to foreien
combination of deregularion, import liberalization and easter access

2
technology.*”

: Tint V. P
Two months later, in February 1985, Fmancse:) N()Ill}lisl:rbudget
Singh’s presented his budgetary proposals lor 1985-6.

2 The Times of India, 6 January 1985.
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d several industries;”” increased the ceiling of investment

ig business houses;®® relaxed rules for importation of
; hnology; sought to replace quantitative trade restrictions
foreign tec d tariff barriers overall;?? reduced mareinal
- 1 tariffs, and lowered tart i ;% reduc oina
with tteS on personal and corporate income and simplified tax rules;
m’z{raﬁnally announced that public sector reform was necessary.
? e . o
an ’n after the budget, Rajiv Gandhi personally launched a critique
S?(Zhe import substitution strategy (ISI): “There was no point in
Seveloping each and every component...(even if) a component
:ced at a few dollars abroad was manufactured locally at an
priced .
exorbitant cost.’ | o
Indian politics had not seen such forthr}ght criticisms of the IST
by the Prime Minister.’! The metropolitan press was ecstatic.
“Towards a New Era’, editorialized The Times of India on its front
page on 17 March 1985. Abroad, in an editorial entitled ‘Rajiv
Reagan’, The Wall Street Journal wrote:

Jelicense
by the b

Anyone who thinks the world never learns from experience ought to look
at what’s happening in India these days. Prime Minister Rajiv Gandhi’s new
government introduced its first budget last weekend, slashing taxes and cutting

¥ The delicensed industries included special alloys, “steel structurals’,
electrical equipment, electronic components, automotive ancillaries, bicycles,
wndustrial machinery, machine tools, and agricultural implements. “Several
Industries Delicensed®, The Times of India, 18 March 1985,

* To avoid the formation of monopolies, investment ceilings were imposed
by the MRTP (Monopolies and Restrictive Trade Practices) Act, 1969. It had
Fhe perverse effect over time of disallowing increases in plant capacity, even
if tfgchnological changes and cost reduction required it.

7 Espectally in sectors such as electronics that were integral to Rajiv
Gandhi’s philosophy of modernization. ‘Electronic Policy Relaxed’, The Tines
of India, 22 March 1985,

* Prime Minister’s

address to industrialists, cited in The Times of India,
23 March 1985. L )

~ater in December 1985, Rajiv Gandhi made the clearest

a?nogt:::n}l:e;t ’Of his Iib‘cralizin_g intelltitjns at the CCIlIc:Il’.U’}" meet c?f the

e Of']ndii d?;e?)ort, Industries on a Shaky Base Can’t Last Long’, The
31 4 27 December 1985,

nly one political p: 5 3
’ al party, the Swatantra, had opposed the ISY the 1930
and 19605, Winnine ’ S .

indu g p o8 Very few seats, it couldn’t make a political impact. The
aton; - R
| onalists, currently represented the BJP had lmdmonall)y opposed

Planpin b
! ut T T L ‘ :
hberal' At not IS 7 Ley were for mternal deregulation, but not for external

1Zation,
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regulations in a way worthy of another famous tax cutter we know. The
budget amounts to a minor revolution for a country long enamored of a

5 . 5
soctalist mirage.”

The opposition came, first of all, from the expected quarters: the
leftist parties,‘1J3 trade unions, and left-wing economists who had
traditionally dominated India’s economic thinking and bureau-
cracy. However, with the euphoria of new government continuing,
these opponents were unable to deflect the government from its
new cconomic path. Dissent in parliament was ineffective; the
opposition parties, after all, had been virtually wiped out. Elite
politics was firmly in control of Rajiv Gandhi’s men.

With parliamentary arithmetic so dominated by the new regime,
factions within the ruling Congress could have been an effective
source of dissent, playing in effect the role of opposition. However,
so soon after Rajiv Gandhi’s massive victory, intra-party dissent
was still in its formative stage.”* The party, moreover, was
beholden to its leader for a most authoritative electoral triumph.

In January 1986, a year after the elections, an economic opening
for mass politics finally emerged. Indeed, it was provided ‘on a
platter’ by a confident economic policy team. To take reforms
further and attack fiscal imbalances, the Rajiv Gandhi government
nnounced several new measures. Subsidies on petroleum and petro-
leum products, food, and fertilizer were scaled down.” To under-
line the importance of cutting government expenditure, especially
subsidies, a long-term fiscal policy was announced. Defending the
cuts in the subsidy for foodgrain and fertilizers, the Finance minister
said that ‘the issue was subsidy versus investment. The subsidies had
gone up to astronomical levels...’,*® adding that ‘the prices of
kerosene and cooking gas are less than their production costs”.”

32 The Wall Street Jouwrnal, 21 March 1985

33 Budget ‘Anti-poor, Says CPM Front’, The Times of India, 18 March 1985.

3 Moreover, the new government kept the new momentum of popular
goodwill going by concluding agreements on Assam and Punjab, states where
insurgents had begun to dominate politics. Demonstrating a refreshing ability
to come to negotiated sertlements, Rajiv’s ‘accords’ promoted moderates and
undermined militants. For details, see Weiner (1989).

¥ The Times of India, 1 February 1986.

35 The Times of India, 22 February 1986.

37 “Price Hike o Fuel Development: V. P. Singh', The Times of Indid:
13 February 1986.
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Even as market-oriented economists and the business press
21pplg,uded the continuing thrust, a political revolt began. Since the
prices of some key commodities of mass consumption—food
fertilizer, and petroleum products like kerosene—had been -zised,
the opposition argued that the government was insensitive to thei
needs of the poor. It mobilized the people for protests, and called
strikes. Protests in various big cities drew large crowds.” It was
the first nationwide protest since the new government’s assump-
tion of power fourteen months earlier.”® The success ¢ the
mobilization alarmed the rank-and-file of the ruling Congress
party. Italso finally gave state- as well as some national-level leaders
a chance finally to express dissent. Some party members threzened
to speak out openly against the government in parliament.*
Others met the Prime Minister in groups. And still others =rote
against thg new policies in press: ‘Rightly or wrongly, the impres-
sion is gaining ground that the policies of the governmer: are
leaning more toward the rich and the private corporate secar is
the only major concern of the government.”*!

Given the intensity of mass reaction and dissent of partymen
the Congress government offered to lower the cuts in subsidy. The
administrative prices of foodgrain, fertilizer, petroleum and'pstro-
leum products nonetheless registered a net increase, for the cuts
were lowered, not eliminated. Such reductions, which left prices
higher than they were before the government changed them. were
hardly enough to silence the opposition. Indeed, the price-increase
provided new life and new bases of support to the weak oppos:ion
parties. The argument that the new leaders were pro-rich acqaired
:hren;g;ietril::lr;‘(;fcézz (')I*v;;lel ;r;;’he piess and, more important!~, in

: . government, after all, had cut taxes
?tn;:sri(:irifle an?.l Vpersonal inc?me n the previous year, and now
aising prices of mass consumption goods.*

8oy . » . .
o ‘P;lrnes Threaten Stir on Price Hike’, The Times of India, 2 Fetmarv
‘\X/'(); })ijlg:al Bandh Plan on Prices’, The Times of India, 4 Februar: e
Un9111ex1 )s bnrﬂu'g;nnst Price Rise’, The Times of India, 6 February 1986: " rade
‘%gns‘ll;}g Stir, The Times of India’, 17 February 1986. )
) The Times of India, 20 February 1986.
c ) . . g e
956, ongress MPs Sulk over Price Hike’, The Times of India, 15 Feb:
41 .
s See, f()r- example, Solanki (1986).
Reflecting a large body of intellectual and political opinion, some - the

ot
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From this point onwards, as Kohli (1987) has argued', ‘the
society ... hit back: the state lost the temporary autonomy it .had
gainec‘i’ (p. 316). The government began to make compronlns?s,
The next budget 1n 1987 increased ;}llocatxons for poverty ;:11?713,
tion programmes, restored the earlier level Qf fertfhzer and food
subsidies, disallowed across-the-board cuts in excise duties, and
made tariffs on capital goods higher.*> The last two budgets of the

Rajiv Gandhi government—1988 and 1989—continucd the same
Process'ﬂ. > being launched
Asked in 1988 why dceper reforms were not being ted,
Rajiv Gandhi’s chicef economic adwsog ggrgued that tbere-’.scewgs /Zé[}[le
room for too marny more concessions’.” By 1988, Rajiv sandhi
himself was convinced that ‘the process has to be gradual : <13ve412
though the direction he had sclected for the country was I’lgflt.
Only a couple of years earlier, he had been willing to confront
‘vested interests in almost every field...including our own party,

including industry, in business, in administration, the whole lot,

7
the farmers’.*

THE SUCCESS OF THE RAO GOVERNMENT (1991-6)

The progress of reforms.sinc_e 1991 is a study in E)lntras:t.
Compared to Rajiv Gandhy, Prlx?.xe Mmlstir Narammha1 ‘ao was
weaker in parliament. Unlike Rajiv Gandhxis three-fourths n_tapr:
ity in parliament, the Rao government did not h-;liv‘e ma]omye
support when it came to power 1n July 1991; it adde. S(ime mcf)r
seats to its strength i March 1992 but it was still smr(; 0 1?
majority (Table 7.2). Yet, whereas Rajiv G:.mdhx de-licensc (;n?
a few industries, the Rao government de-licensed all but a few.

sharpest comments were niade by Rayni Kothari (1986), the country’s leading
Jitical sciemi me < itical commentator. ’
olitical scienust of the time and ace politica 1 : '
P B Tora summary, ‘A Prime Minister’s Budget’, Business fndia, 9-22 March
1987. ’
* For reports, Bustness India, 7-20 March 1988 and (?-19 March 14%9;
Commenting on the 1989 budget, the magazine said that ‘it seeks to protec
1 4 zes ich’.
the poor...and 1t gently squeezes the ric A ‘ .
i Montek Singlh Ahluwalia, interviewed in Bustness India, 7-2C Marc
1988, p. 55. | | ’
* Interviewed in Business India, 30 April 1988, p. 15.
V' Interviewed in The Telegraph, 12 March 1986.
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Rajiv Gandhi lowered corporate and personal incqmc taxes; the
Rao government reduced them further. Average tariff rate was 87

er cent when Rajiv lost power; it was brought down to 25 per cent
in 1995 through successive reductions. Under Rajiv, capital mar-
kets had no foreign investors: under Rao, foreign portfolio insti-
tutions were allowed, rules for FDI were liberalized, and in ‘key’
sectors, such as power, 100 per cent foreign ownership was
permitted. Finally, unlike Rajiv Gandhi, the Rao government had
to sign a stabilization agreement with the IMF, which is often
politically controversial in the developing world. Arguments about
the Rao government mortgaging the nation’s economic sover-
eignty could easily be made.

Why, then, was the Rao government more successful? There is
no doubt that the external crisis of 1991 opened the way for
reforms. In and of itself, however, the depth of the crisis cannot
sustain reforms. It is necessary to know how the crisis was
perceived and resolved in India’s political institutions, A serious
change in economic policies cannot be authorized by an executive
decree if parliamentary approval is a requirement. Was the latter
necessary in India’s political process?

Because a restructured cconomic policy is reflected in national
budgets, and national budgets must be approved in parliament,
economic reforms must necessarily pass parliamentary scrutiny in
India. Unlike a Presidential system, in a parliamentary system the
government will most likely fall if the national budget is not
approved in the legislature. If India’s parliament had not passed the
budgets, the new economic policies would have been still-born, not
because of fanlty economic | ogic but due 1o the institutional constraints
of a parliamentary systenr. Why did India’s parliament, in which the
Congress government did not have majority support between 1991
and 1993, pass the budgets in September 1991, May 1992, and May
19932 These three budgets contained the bulk of India’s relorms.

The debate on the first two budgets—in July-August 1991 and
March-April 1992—was bitier and charged.® Opposition politi-
c1ans made trenchant arguments in parliament about the actual or
!mpending loss of economic sovereignty to the IMF and the World

4 . . .
. S Lok Sabba Debates, X Series. See especially speeches in 1991 by: Jaswant
Singh, BJP, 29 July; Atal Bihari Vajpayee, BJP, 5 August; and Indrajit Gupra,

SMmmunis; Pap y of India, 31 July. Also relevant were speeches cited 1n later
fotes for 1992,
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Bank. In February 1992, it was alleged that the budget proposals
had been submitted to the IMF for its prior permission before
being presented to India’s parliament. ‘None of us ever thought
that India will one day come to depend on the mercy of the IMF
and the World Bank’, said the parliamentary leader of the BJP.¥
“The sovereignty of parliament has been breached and the economy
of the country had been subjected at the feet of the World Bank
and IME’, said the leader of the third largest party and former
Prime Minister.”® “Will all the conditionalities which are being
imposed on us, be imposed on the US, if their budgetary deficit
is twenty times more than that of ours?” said a third important
opposition leader.”!

‘A second set of political criticisms was about the pro-rich and
pro-urban orientation of the new policies. 1 would call this budget
anti-poor, anti-farmer, anti-development, and pro-inflation’, ar-
gued an important member.”? ‘The Government television. .. (is)
propagating unlimited consumerism of big companies through
advertiscments’, argued another.3 Finally, there was the apprehen-
sion that reform would lead to retrenchment from public sector
undertakings. “What is going to be the result of all this? 9 lakh
workers belonging to public sector banks will be unemployed in
the next two years.... Where will they find jobs?”*

Yet, despite these criticisms by leaders of all major non-Congress
parties, the first three budgets of the Congress government (1991,
1992, and 1993) were passed. All opposition politicians were
willing to launch criticisms, but only some were willing to block
the budget at the ume of voting and unseat the government.

Why did opposition politicians vigorously criticize the
budget but not vote against 1t? Let us recall the political context
of 1991-2. The Rao government had initiated reforms at a ume
when Hindu nationalism was 2 rising force. In 1991, having 120
seats in parliament, the Hindu nationalist BJP was the secon

largest party in the country. In 1990, 1t had led the movement for

49 Atal Bihari Vajpayee, BJP, Lok Sabba Dcbates, 23 March 1992, p. 1015

50y, P. Singh, Lok Sabba Debates, X Series, 29 February 1992, p- 1.

51 Chandra Sckhar, former Prime Minister, Lok Sabba Debates, 25 March
1992, p. 962.

5211. P. Deve Gowda, Janata party, Lok Sabba Debates, 31 July 1991, p. 296.

53 Aval Bihari Vajpayee, BJP, Lok Sabha Debates, 23 March 1992, p. 101k

* George Fernandes, Lok Sabba Debates, 25 March 1992, p. 929.
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the d'emo!ition of t}%e.Babri mosque, touching off ghastly Hindu-
Muslim riots, polarizing the electorate and national politics, and
causing a great deal of anxiety about law and order in the count
Out of a total of 524 elected members 1n the Lower House in ]ulry—
Sepcembe; 1991, the Congress party had 220 seats, as also t{le
support of 11 members of a regional party (ADMK), bringing the
aggregate of its hf)use support to 231, whereas )263 Walsg the
halfw;ly(—i—and winning—mark. Similarly, at the time of vote on the
next 7u get in May 1992, the Congress tally of seats had gone u
to 232 out of.a total of.537 seats. Combined with 13 seats of r(i
Congress regional parties, it had 245 votes in all, 24 short ofpthe
majority (Table 7.2). The 1991, 1992, and 1993 budgets would have
bee?’ bl}(l)c(li{ed agd refé)rms stalled if the remaining opposition
parties had coordinat i jol i
B ent inated their moves and jointly voted against the
They did not do so because b i it
‘ d se by 1990, India’s politics had be
mT'n,.gulm." Between 1950 and 1990, the principal battle-lince(zn:f:
podltllcls were bzpo/'ar. The Congress was the party of government
and a other parties were opposed to it. Between 1990 and 1997,
'al.trmngucllar contest developed between the left, the Hindu nation-
alists, anh the Congress party. Coalitions were increasingly formed
ag‘?}?ﬂ}t Ic ?Imc}llu nationalists, not against the Congress. To begin
with, the left—the Communists and the lower ‘
with, the left- caste Janata Dal
;t; allies—disliked t-he reforms, but they disliked Hiniu natioial?sn;j
nac:i?O mlqre. Espezlallly to the lower caste Janata Dal, Hindu
nalism posed the greatest threat. The f ,
organize the lower Hindu castes agai . e
o he lor : against the upper castes, where:
ag;rllrcliul xﬁtm&ahsﬁs were trying to build a united Hindu commlfrl;?;;
against the Muslims, seeking to override and displ :
;Scsltixe n ?olétmal mobilization. The triumph of }Z)x?zeircr;l;;ieesst?xrel
ipse of the other. The Congr : i
uopse of the ather. gress party, a foe in the past but
faan Pgarw. gically, was no longer the principal enemy of the
For the Janata, the 1
_ , n, economic reforms were d 1
Importance. For the BJP ildi i Ayodhya the
i o }i h]d,goo, building a temple in Ayodhya, the
e for ! ch had brought such remarkable electoral divi-
, uch more important than the economic reforms. Both

55 .
This situation has imilaritt i
‘ o
Emhengrem . some similarities with the games analysed by Alt and
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the Janata and BJP bitterly criticized several aspects of the reformg
in 1991 and 1992, but neither was prepared to issue a ‘parliamen-
tary whip’ to its party men in the house to vote against the budger.
On matters of high political importance, such whips are issued to
enforce party discipline in voting. Vote on the budget being left
to their conscience, some Janata members would vote against the
reform, others in favour, and some would simply abstain. The
same was true of the BJP in 1991 and 1992.°® Coordinated voting
between the BJP and Janata and its allies was necessary to defear
the budget, but that did not happen. The 1991 and 1992 budgets,
as a result, received parliamentary approval despite the Congress
lacking majority in the lower house. .

Once Hindu nationalists demolished the mosque in December
1992, the Janata and its allies became even more convinced that
Hindu nationalists had to be contained. Most Janata members
voted in favour of the 1993 budget, where all BJP members present
in parliament opposed the budget for the first L;ime'.57 That was not
enough to defeat the budget; full floor coordination between the
various opposition parties was required. Thus, three annual bud-
gets, embodying the bulk of India’s post-1991 reforms, were passed
in India’s parliament. India’s economic reforms kept progressing
because the political context had made Hindu—Muslzm refqtzons and
caste animosities the prime determinant of pol'itzcal coalitions. '

The political context in 1985-6 was very different. Rajiv Gandhi
did face a Hindu~Sikh cleavage in the state of Punjab, but never

56 In 1991, both the BJP and Janata and its allies abstained from the house
at the time of vote on the budget. Cf. Lok Sabha Debates, 14 September 1?91,
and The Hindu, 15 September 1991. In 1992, only 56 votes were Fnst agamSTf
and as many as 227 in favour of the budger. Virtually the entire tcamh]()
Congressmen voted in favour of the budget in both years. Cf. Lok Sabna

hates, 6 May 1992.
D€]5?f()yf the ?20 BJP MDs, 99 were present at the Lime. of bu(}get vote. 11;11
voted against the government. Most Janata MPs abstained. Cf. Lo/e Sﬂ, ﬂ'
Debates, 5 May 1993, and The Hindu, 6 and 7 May 19?3. The Cor'nmunlst P;ﬂe}t
Marxist (CPM) was the only party which voted c0ns1sten.t1y against the budg ’
between 1991 and 1993, not the BJP or the Janata, showing that reforms V‘%e}l;e
of greater ideological importance to the Communists than ta the others. e
BIP and Janata were, on the whole, strategic, not ideological, about VO, :
on the budget. After 1993, the Congress, partl'y by offers of patroﬂ‘;ge’
managed to get a near-majority in parliament and did not have to be concer
about parliamentary vote.
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had the same nationwide intensity as the Hindu-Muslim divide.
[t was confined to north India. Moreover, Rajiv Gandhi had
slready concluded an agreement with Sikh politicians for peaceful
resolution of Sikh demands in 1985. The agreement would unravel
in 1988 and violence would touch dangerous levels. But 1985 and
1986 were years of cooled passions. The BJP had a mere two seats
in parliament; the movement for Lh_e demolition of the mosque was
still to take off; and the Kashmir insurgency was not on the
horizon. In a political context of this kind, when economic reforms
were introduced, politicians could easily use the price of food,
fertilizer, and petroleum for mass mobilization.

To sum up, economic liberalization became a victim of its
splendid solitude on the political agenda in 1985-6. In 1991,
economic reforms were crowded out of mass politics by issues that
aroused greater passion and anxiety about the nation. Because they
were crowded out, reforms could go as far as they did.

WHY SOME REFORMS, NOT OTHERS?

Let me now turn to a different question. Why have some reforms
been successfully executed, but others neglected or unsuccessfully
pursued? Economic logic alone cannot explain the selectivity and
rhythm of reforms. Reforms that touch, directly or primarily, elite
politics have gone the farthest: a large devaluation of the currency,
a restructuration of capital markets, a liberalization of the trade
regime, and a simplification of investment rules. Reforms that are
economically desirable but concern mass politics have been of two
types: those that have positive political consequences in mass
politics (for example inflation control) and those that have poten-
tally negative or highly uncertain consequences in mass politics
(fabour laws, privatization of public sector, agriculture). The
former have been implemented with single-minded determination;
the latter have either been completely ignored or pursued with less
than exemplary policy resolve (fiscal balances).

at arguments can be given in support of the claims above?
Wh.}’. are some economic issues part of elite politics, others of mass
politics? To recall an earlier argument, at least three factors
determine the political placement of reforms: (a) how many people
are f:lffected, (b) how organized they are, and (c) whether the effect
s direct and short run or indirect and long run. The more direct
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the effect of an economic policy, the more people are Aff

it and the more organized they are, the greater the PO[eeCt'ed b
mass politics. Thus inflation, by affecting everybody ,:;.tl;l for
exception of those whose salaries are inﬂation—indexed 1th the
becomes part of mass politics. Affecting fewer buyy ;ti;llullckly
numbers of people who, moreover, are organized, 5 chan arge
labour laws and privatization of public enterprises alsg Ee.m
reforms in mass politics. Similarly, agriculture remains politic:{]l
sensitive, partly because farm lobbies have become strong in thy
last twenty years (see Varshney, 1995); and partly becayse fe ¢
understand what the benefits of agricultural reforms are Where::
everyone knows where the cuts will be made—viz. in prodycer
fertilizer, irrigation, and credit subsidies. Contrariwise, givﬂ;
India’s low external dependence and relatively closed economy l|
1991, currency devaluations and trade reforms could affect ve
few people. Investment liberalization, similarly, could hurt the
heavily protected industrialists and licence-giving bureaucrats, not
the masses. And capital markets directly concern shareholders, still
a small proportion of the population.

INFLATION

The mid-1960s and carly 1970s were about the only two times in
post-1947 India when annual inflation rates reached 20 per cent,
low by Latin American standards but the highest ever in indepen-
dent India. Since food prices constituted a very large share of the
consumer price index and so many people were close to the
poverty line, the rise in food prices led to widespread hunger,
raising fears of famine and provoking food riots. _
What were the political results? In the 1967 elections, the ruling
Congress party was defeated in many states for the first ume. f\nd
in 19734, despite a large Congress majority in parliament, S.tf{kei’
demonstrations, and anti-government movements made 1t C]lfflCU(;
for the Congress party to govern the country (see Rudolpl.l ;nas
Rudolph, 1987, Ch. 8). That is why it 1s often said that Iﬂdl? 1
low inflation tolerance. Until incomes increase substanﬁl us)t,;
reducing markedly the share of food expenses in 2 typlcall Onu
hold budget, no serious politician in India can allow tl_le 32uble
inflation rate to touch 20 per cent, or allow it to stay i
digits for very long.
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uld not be surprising that attacking inflation was a matter
nomic priority for Finance Minister Singh when he
K office (Government of India, 1992, p. 2), a task at which he
ceded remarkably. Between 1991-2 and 1995-6, annual infla-
. te declined from about 13~14 per cent to 4.5 per cent.”® The
o™ : zurveys of 1991 had shown that prices were a matter of great
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actiOﬂ-59 In 1996, prices were not an ssue (n the elections.

The inflation control pplicy has not been an unmitigated
plessing. 1ts sins and blessings yet again reflect the difference
between mass and. ehte. politics. T61ght money supply was the
primary vehicle of mﬂatl_on-control, U which led7 to higher interest
rates making capital for nvestment expensivc.(’* The government
was less worried about high interest rates, which are of consider-
able concern to businessmen, than about bringing down the
inflation rate. The former, needless to add, is of direct relevance
to elite politics only; the latter an acute concern in mass politics.

LIBERALIZATION OF CAPITAL MARKETS,
TRADE AND EXCHANGE RATE REGIMES

Compared to inflation, consider now the effects of capital markets.
Though the numbers of stockholders in India may have risen

* Government of India (1996), p. 10. These figures are based on the

W.holesale price index (WPI), not consumer price index (CPI). The latter was
higher than the former.
Zz India Today, 15 July 1991.

That, of course, did not help the Congress party electorally, but the
reasons for the Congress defeat had little to do with economics per se. All one
.i:far'l say 15 that electoral damage to the Congress could have been far worse
h;:g:l}:;o'n r?tes had. continued to be qs_high as they were 1991, A reasonable
Systematsilcs. Hor I-ndmrll electoral polities 50 far, though it is sull to be
oo elecm: Ii’ tested, 1s'that gogd economic perfor.mance on the whole does
i leads 1o :i Yéllf‘lpAn'lh.ng parties but bad economic performance, especially
P Govenou e-digit mﬂatlon, hurts.

iment of India (1996), p. 10. The subsidiary factors were high
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62— 1Al commodities, 1 . he low
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hquidity government readlly admitted that there was a link between the low

situati . . . .
of dunrlyu(ﬁllt;;’z)f)f 1995-6 and high costs of capital borrowing. See Ministry
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greatly of late, India’s capital markets even today affect a very sma|
segment of the population. Stock markets make headlines iy
business magazines, not vernacular dailies. The latter find stock
markets newsworthy if and only if scams involving leading
politicians are strongly suspected. Reforms of capital markets dg
not yet concern the masses. Corruption of the political elite, if
demonstrable, 1s the link through which they read or hear about
stock markets.®’

What of trade liberalization and currency devaluation? Are they
necessarily part of elite politics? In countries like Mexico, they are
known to have seriously affected mass politics. In Venezucla, they
were {ollowed by a military coup, and a link between reforms and
the coup was explicitly made (Naim, 1993, Ch. 5).

Were a country’s economy heavily dependent on foreign trade,
a lowering of tariff walls, a reduction in quantitative trade restric-
tions and a devaluation of the currency would be of great concern
to the masses, for it would immediately affect mass welfare. In 1996,
trade constituted more than 50 per cent of the GDP of Singapore,
Malaysia, Thailand, the Philippines, Mexico, Hungary, South Korea,
Poland and Venezuela, and between 40 and 50 per cent of the GDP
of Israel, Chile, China and Indonesia. Changes, especially dramatic
changes in the trade and exchange rate regimes of these countries
have a clear potenual {or mass politics. However, if trade 1s a small
part of the economy, as has been truc of India and Brazil histori-
cally, changes in trade and exchange rate regimes tend not to be
direct and of short-run importance to the masses.**

One can argue that even if the trade dependence of an economy
1s small, several long-run or indirect linkages can be shown to exist

®* Thus those reforms that are normally a concern for elite politics but
have the greatest potential {or corruption can enter mass politics. Otherwise,
they leave mass politics unaffected.

5 The overall size of the economy complicates the meaning of low trade-
GDP ratios. Smaller economies tend gencrally to have a high trade-GDP ratio,
making trade very unportant to their political economies. With the striking
exception of China, however, the largest economies of the world—the US,
Japan, Germany—are less trade dependent. (Indecd, the trade-GDP ratio for
India and the US was roughly the same in 1996.) Still, trade politics, as we
know, has aroused a great deal of passion in the US and Japan. The meaning
of the same ratios can change if the leading sectors (autos, computers) of
‘culturally significant’, sectors (rice for Japan, agriculture in France) of the
economy are heavily affected by trade.
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petween mass welfare on the one hand ar2 overvalued exchange
cates or relatively closed trade regimes cn tz: other. Anne Krueger
(1993), for example, has argued that by mak:g ‘import competing’
industrial goods dearer for the countrvsidi and also discouraging
exports, ISI-type trade and exchange rxe regimes systematically
discriminated against the countryside af. over the developing
world. The implication is that a majoritv. or Jarge plurality, of
developing countries’ population was hu:t. Thus even when trade
is a small part of the economy, trade regimes can have an effect
on mass welfare, not simply clite welfare.

Why, then, have agrarian politicians in =ost developing coun-
tries rarely, if ever, agitated for open foreigr. rade regime, focusing
instead on the unfavourable urban-rural trade vhich may, as Krueger
argues, have caused less overall damage? The swer should be clear
by now. If such indirect links were not eve: clear to economists,
who continued until the 1970s to look 1 rzral welfare primarily
from the viewpoint of internal terms of tracz. how can a politician
be expected to mobilize peasants over the taderlying and subtle,
though hugely important, links between fi-eign trade and mass
welfare in a poor country? Underlying lovg-un and indirect links
do not work well in mass politics. the effect vis > be simple, intuitively
graspable, clearly visible, and capable of avo:s:r:. mass action. It is easy
to demonstrate the differences, or links, betveen urban privileges
and rural misery, rather hard to make the connections between
foreign trade and rural poverty. The later, < course, has been an
article of faith in elite politics in recent vars, as international
financial institutions have sought to change t-z economic discourse
of policy makers in the developing world.

PRIVATIZATION AND LABOUR LAWS

India’s central government is a majority shareholder in 240
enterprises, 27 banks, and 2 large insurance ¢-mpantes. Only some
of these enterprises generate profits. To mduce public sector
expenditures, the government is pushing pu-lic sector companies
1o raise resources from capital markets instezd of providing them
with budgetary hand-outs. But no lossmiking public sector
company has yet been sold by the central govirnment. Despite the
fiscal burden, privatization so far has been ¢ non-starter. In June
1998, seven years after the reforms were mtoduced, the govern-
ment finally announced its intention to push tzrough privatization,
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but it is still to be seen how far it will go, how 1y
will surface in politics, and whether the governmen

It should be noted, first of all, that on economic
privatization, while desirable, may not be as critical
Eastern Europe where the private sector did not exis
has a long and established private sector, it has h
attach, compared to privatization, greater importa
deregulam.on.of the private sector and to an end of governmen,
monopolies in banking and infrastructure. In China, too, the state
sector has not yet been substantially privatized yet, though, like
India, the government has finally announced its intention to
privatize. China has primarily made it easier for the non-state
sector to flourish (Sachs and Woo, 1994). However, whether or not
privatization was necessary earlier in India, its desirability is
becoming rather clear now. If the public sector is not privatized,
it may well create a serious macroeconomic crisis by making fiscal
deficits impossible to plug.

The hurdles for privatization are primarily political in India.
Given the overstaffing of the public sector and of older private
sector units, privatization will entail massive lay-offs. As a result,
labour in the organized sector is opposed to privatization. Com-
pared to the unorganized and rural sectors which account for a
280-300 million strong workforce, the labour force in organized
industry and services may be small in terms of numbers. But in
absolute terms, it is sufficiently large and more critically, it is also
unionized. In 1992, about 20 million people were employed in the
public sector and 8 million in the organized private sector. A
confrontational relationship, especially between the government
and public sector unions, can bring banks, railways, tclecommu-
nications, coal and steel production to a virtual halt, and create
serious political turmoil. This is not simply a thcgretlcal p(l)mt.fA
large railways strike in May 1975 was the immediate occasion tor
the suspension of democracy and for India’s only author]l;[“‘iac‘;
phase, which luckily lasted only eighteen months. Unlike e)lcing
where a long-standing, corporatist relationship exists betwee the rit o
party, PRI, and labour unions, and Argentina where the Pe:?nge
government has had influence over the labonr movement, nb(;tween
political party in India controls the unions. An agreement et
the unions and government on the necessity Of_fetre,n 2oin
cannot be assumed. Its possibilities have to be creatively 1mag
and worked upon.

uch resistance
t WIH SUCCeed
gf0unds alOne.
n India o §,
t. Since Indjs
ad the option ¢,
N1CE 1O increasjp
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Moreover, in a society Where millions are unemployed, the
¢ idea of firing existing employees on grounds 'of rational-
€.  hard to present politically. There is deep irony in this situ-
ity 19 -an be argued that the privileges of the organized workforce
ation- ! Lificam explanation for why employment in India has not
are a 918" much as the economic and industrial growth rates since
grownlasl%Os would seem to warrant. If labour markets had been
the earﬂinblc, there would have been greater employment in the
moretry. Turning this economic logic into political rhetoric, how-
23:: requires statesm,anship, or an cxce.p-tional .political.period
when the government's popularlty or leglt}m.acy 1s very high. A’s
far as the average person is concerned, it is the government’s
responsibility to create jobs, not take them away. It is not easy to
convince the clectorate that taking away jobs today is equal' to
giving better_)obs back_ LOmOTTOW. Moreover, a large proportion
of the organized working class still has rural links: organizing a
large part of the elccto?ate, let us say the peasantry, is easicr if the
target is the state, not if the target is the industrial working class.
In other words, both for ideological reasons and for the difficulties
of coalition building against organized workers, a reform in labour
laws or privatization poses sertous political difficulties.

Can privatization be, and be shown to be, socially sensitive?
Must workers be fired in a privatization programme, or can they
be kept?

State governments may have begun to come up with an answer,
even if Delhi has not. Faced with loss-making units and revenue
inelasticity, some have begun to privatize, requiring however that
employees not be fired. Tata Steel, for example, bought OMC
Alloys in Orissa in 1991, and has also turned the company around
without firing a single worker. Higher capacity utilization ratio
after privatization appears to have been the trick. In state hands,
OMC Alloys was working at about 50 per cent of its capacity;
“nde{ Tata Steel, it went up o 90 per cent. The workforce
remained the same but productivity went up, turning profits for
: :tC:E}Pﬁﬂy. Preslumab_l)_f, many SL.ICh companies .e?(ist, meaning
in man igher capacity utllngtlgp ratio can be a positive-sum game

¥ cases. This is a possibility worth exploring systematically.
retre;:hfzehow. pri‘vatization can be decopPled from lgrge-scale
it i i 1ent,b1t will be easy to make a pol_xt'lcal case for it. I.f not,
or eXamyltO e launched in sectors not critical to mass po.htlcs—
ple hotels and tourist businesses, not banks and railways.

econom!
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Politically it will be easier to launch a bigger privatization
programme after the economy has started generating enough
jobs,” or if a large enough structural rencwal fund can be created
providing social security and funds for retraining.®®

FISCAL DELFICITS

Can fiscal deficits be cut further? The fiscal debate is mostly on
expenditures, not revenues. It is generally believed that India faces
considerable revenue inelasticity in the short to medium run
(Bagchi, 1994). Tax revenues constitute 16-17 per cent of GDP,
which at the per capita income level of India are relatively high
by comparative standards. Thailand, whose per capita income level
is much higher, has a tax-GDP ratio of 17 per cent, and other South
Asian states, all in the same income category as India, have a ratio
of 12-14 per cent. Very few believe that the tax-GDP ratio can
be substantially higher in India in the near future. The tax dcbate
is essentially about increasing the ratio of direct taxes and reducing
the level of indirect taxes, in a manner that can keep the tax-GDP
ratio intact for the time being. Further simplification of tax rules
is also considered both feasible and desirable.

Cutting government expenditures thus is the main short- to
medium-run issue. Governmental handouts to the loss-making
public enterprises on the one hand, and food and fertilizer subsidies
constitute the main potential arcas of cuts. The political aspects of
privatization have already been discussed. What about food and
fertilizer subsidies?

Food and fertilizer subsidies—adding up to 1-1.2 per cent of
GDP—are widely viewed as excessive What the government
collects in personal income taxes—about 1 per cent of GDP—is
spent on just two subsidies, [ood and fertilizer. The aim is to keep
farmers and food consumers happy. In a poor country where an
average household still allocates 65-70 per cent of its budget to

% Ty an interview with the author (Dethi, 12 January 1992), Finance
Minister Manmohan Singh unambiguously stated that given the desperation
for jobs, he neither had the conscience to fire people nor was 1t politicnlly
feasible—until alternative opportunities could be provided.

8 Tndia’s central decision-makers have talked of a structural renewal {fund,
but no effective fund has yet been set up, partly because the financial

requirements are quite high.
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food expenditure, 1t is not clear how, without significant increases
in the income of the poor, food subsidy can be lifted. Reduction
of waste and selective targeting is all one can hope for.

Fertilizer subsidy, too, has drawn a great deal of critical
economic attention. The power of farmers in the political system
is the primary reason a drastic cut has not been made, despite its
fiscal burdensomeness. Nor can it easily be made unless a deal js
made with farm leaders that, while taking fertilizer subsidy away
something 1s offered in return. Agricultural reforms, which can
somehow respond 1o the government’s fiscal constraints as well as
be shown to be pro-agriculture, may well be the only solution.
What such reforms entail remains a question that has not been
studied enough.

In addition, in a country where only 52 per cent people are
literate with mullions unhealthy as well, government expenditures
are required for health and education.”” If in the process of cutting
government expenses, the reform programme gets associated with
making people less healthy, more illiterate, and hungry, it will lose
a lot of political ground. Ultimately, the big solution, of course
is for the state to pull out of loss-making public enterprises in
manufacturing and services, and re-focus on the social sector.
Privatization and social welfare may thus be more integrally linked
than is often vealized,

CONCLUSION

Concentrating on India’s economic reforms and drawing examples
from other reforming and democratic countries, this chapter has
argued that if we wish to understand why some reforms are
successfully initiated and implemented while others get stalled in
a dt?nllocracy, 1t will be helpful to draw a distinction between mass
POhtl.CS and elite politics. Mass politics often tends 1o be more
Pressing in a democracy than elite politics, as politicians must
per'lodlcally rencw their popular mandates, a requirement with
W%ll_ch authoritarian governments are not routinely burdened.
;fgil(i]}it;jltvtllc ume of elections, popular consideration may be

: y compelling in a democracy, even between elections a

67 . .
Eor India’s social sector needs, see Dreze and Sen (1995). For educational
Needs in particular, sce Weiner {1992)
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vibrant and free civil society has the capacity to mobilize and presg
the government against reforms which, though providing benefig
to the masscs in the long run, may entail short-run costs. Those
reforms which do not easily enter mass politics—investment
liberalization or trade and exchange rate reform in an economy
where the trade-GDP ratio 1s low—are easier to push through than
privatization, elimination of fiscal deficits, and a reform of labour
laws to make labour markets flexible. The latter set of reforms
inevitably affects a large number of people directly and in the short
run. Trade reforms in economies that have high trade-GDP ratios
may also easily enter mass politics, but that is not so m all
economies. The existing trade dependence of an economy deter-
mines whether trade reforms will trigger mass politics and large-
scale political mobilization. .

Popular resistance, however, can be overcome if some other
policies, or political issues, that can generate support for th.e
government are also on the agenda and, compared to economic
reforms, are able to attract greater popular attention. One can, for
example, show that ethnic conflicts in many pluralistic societies are
more likely to arouse mass passions than disputes over economic
reforms. Paradoxically, the relegation of reforms to a secondary
political status can work to the advantage of reformers, {or mass
preoccupation with ethnic issues provides political room to push
reforms. The biggest lesson of India’s economic reforms, as well
15 other reforms briefly surveyed in this chapter, is that given a
multiplicity of salient political 1ssues, even minority go.vemmcnts
can press ahead with economic reforms. Contrariwise, strong
governments, with solid majorities in the legislature, can fumble
T reforms become the sole focus of political contestation 11 2
country. ‘

It is often argued in economic circles that if only politicians paid
greater allention o economic 1ssues, economic reforms would be
o much easier or more successful. That argument may work well
in authoritarian settings, but has only limited relevance in democ-
racies. Whether or not reforms succeed in democracies depends not
only on how the government leverages its popular support, a pount
well understood, but also on the availability of political issues not
celated to reforms but occupying popular attention and mass
energies.
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The Regionalization of Indian
Politics and Its Implication for
Economic Reform

Myron Weiner

he economic liberalization undertaken by India’s central
government has initiated an economic reform process by the

state governments. Some stale governments have encouraged pri-
vate domestic and foreign investment in sectors previously reserved
to the public sectar, cut their fiscal deficits, promoted investment
in electronics, information technology, electric power, roads, air
transport, and ports, and reduced subsidies. State govemm’ents
compete with one another for private capital, as well as {or invest-
ments by the central government. But for the most part the reform
f;(t)lc;ss in t.helstatcs.ljl‘as proceeded slowly. State governments main-
ol arge {iscal delicits that are a drag on the national economy.
Ofltt}lllefeszrc ieﬁcsepttxo‘ns .Lhe.?tates have done little 1o adc%ress the needs
o ‘Or crc ?1 , mg(;n.lcafn.dy reduced bureaucr:.{tlc regulations,
o, Stinlul‘ltedor‘me ine f1c1'cr1t' state-run public sector enter-
Cxpan,s S : e 11‘1§765tnlent in infrastructures essential for an
edoetion o1 ;;rgvatc névcstment, egpanded and reformed primary
role of arnes OVC};Irovc tax coll.ec"tlon. This chapter examines the
imPEdiInent§ » ’1C1Crnle)nfs.1n Inldu.a s economic liberalization and the

ldine oo :O Ye erating ,t 11exr refo.rm processes.

fesponsibiliy gf,(;\e;nnylims. share with the c,ent.ral government
moSt comsbl i r 1 eveloping the country’s 11}frastfuctL1res,
aclities, ) Wate -6(.?1‘1& 1power, road construction, irrigation
contro] nearly 1o elh' s(;lppfy. State governments, for .example,
ity. Theee o-thirds of the country’s power-generating capac-
governments have major responstbilities in the fields of





