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India launched a programme of economic policy reforms in
response to a fiscal and balance-of-payments crisis in July 1991,
The programme consisted of measures for attaining macroeconomic
stabilization and structural reforms in order to put the Indian
economy on a higher growth path. While the 1980s witnessed
rather limited deregulation and halting liberalization of only a few
aspects of the pre-existing control regime, by contrast, the reforms
of the 1990s in the industrial, trade, and investment regimes, among
others, are much wider and deeper.

The papers in this volume assess the progress of India’s reforms,
and discuss both their political and economic aspects. We start
below with an overview of the economic 1ssues, comparing India’s
reforms with China's and drawing, in addinon, lessons from the
East Asian financal meltdown for India. We will then, in the second
half of the introduction, move to the political aspects of reforms,

THE EcoNOMIC ISSUES

Like most other developing countries, India's reforms were also
preceded by an economic crisis. In 1990-1, the gross fiscal deficit
of the central government reached 8.4 per cent of GDP, and the
annual rate of inflation peaked at nearly 17 per cent (Government
of India, 1993: 6). During the 1980s, the growth rate was accelerated
by borrowing, but without any drastie restructuring of the
economy. This, 1n turn, aggravated the problem of external
indebtedness. The external debr rose from 12 per cent of GIDP in
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1980-1 to 23 per cent of GDP in 1990-1. India borrowed heavily
from abroad, particularly in the late 1980s. Much of the borrowing
was from commercial banks and a large part was in the form of
Non-Resident Indian (NRT) deposits, which were short-term capi-
tal inflows at high interest rates. Consequently, the debt service
burden rose from 10 per cent of current account receipts and
15 per cent of export earnings in 1980-1 to 22 per cent of current
account receipts and 30 per cent of export earnings in 1990-1.

In 1990 and 1991, increased political risk, overly expansionary
macroeconomic policies, and a sharp decline in remittances [rom
overseas Indian workers in the wake of the Gulf War led to
outflows of short-term capital, putting extreme pressure on India’s
foreign exchange reserves. By mid-1991, India’s loreign exchange
reserves had declined to just two weeks of import coverage. This
near miss with a serious balance-of-payments crisis was the proxi-
mate cause that started India’s market Jiberalization measures in
1991, led by then Finance Minister Manmohan Singh. The relorms
1 India followed a gradualist approach. Being crisis induced, the
initial phase of reforms had to focus on macroeconomic stabiliza-
ton. Simultancously, reforms of industrial policy, trade and
exchange rate policies, and foreign investment policy were initiated
along with tax reforms, financial scctor reforms, and public sector
reform.

India’s reform strategy of stabilization-cum-structural adjust-
ment measures has produced some satisfactory results, both in
the area of macroeconomic stabilization and growth. The annual
rate of inflation, which was placed around 17 per cent in August
1991 (Government of India, 1993) came down steadily, and except
for periodic phases of rise has by and large been contained. The
annual average inflation rate (based on the wholesale price index
for all commodities) was 5.0 per cent in 1997-8, and the same based
on the consumer price index for industrial workers was 8.3 per cent.
GDP growth, which had dipped to 0.8 per cent in 1991-2, recov-
ered to 5.3 per cent during the very nextyear, thercby representing
one of the fastest recoveries {rom a mactoeconomic crisis. More
importantly, average GDP growth during the period 1994-5 and
1996-7 was placed at 7 per cent. However, {or a varicty of reasons,
GDP growih dropped to 5 per cent in 1997-8; the '\gricultur.‘-l
sector registered a negauve 2 per cent growth. [ndustrial gro_wth,
which had [allen to 0.6 per cent in 1991-2 showed signiticant
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recovery and was 11.8 per cent in 1995-6, but fell to 7.1 per cent
0 19967, and was placed at 4.2 per cent in 1997-8.
Foreign currency rescrves, which had fallen to almost $ 1 billion
1 mid-1991 recovered swiftly and stood at § 6.4 hillion in March
1993 and were placed at $ 27.4 billion in January 1999. On the trade
front, the export-import ratio averaged nearly 90 per cent during
1991-4 as compared to an average of about 65 per cent for the
preceding three years. Exports in the financial years 1994-5 and
1995-6 increa_sed by 18.4 and 20.8 per cent respectively. During
the same per—md, imports also surged by 22.9 and 28.0 per cent
respectively. I.'he current account deficit remained at less than one
percentage point of GDP. This occurred partly because the deficit
in the invisible account has been converted into a surplus as a
market-determined exchange rate of the rupee has encour:: red
inward remittances through legal channels. On the down sigde
however, since 1996-7, growth performance of both exports anci
imports has been far [rom satisfactory. During 1997-8, exports and
imports mercly grew at the rate of 2.6 and 5.8 per cent respucti‘vcly
Among the causes of poor export performance are high cost. of
export [inance; slow growth in industrial output; in[r;strm-:;ur‘ll
bon]enecks;_s_luggishness in international trade; :m:i the East A qi;;n
Currcn(‘}’ Crisis. |
The sharp decline in current account deficit in the 1995, and
large capital inflows are reflected in the build-up of ft:;,:‘e‘i n
currency reserves of the Reserve Bank of India (RBI) Tie
zc:n?pn_)smon'ot foreign capital infllows is fast changing to.wards
jlt.:-rtt;l;s::;l;iz:t d_c_’.l‘iL.L\\-'}uIe on the one hand, external assistance,
i sl ded?:;?:i, :i(;i;()tt\illlg:‘i,.l.h'lf loans, -:m:d‘ NRI deposits
et i Zf ner 1e_1n-111;1t10n (?f India’s reforms, on
i i O . g{n .11.1\-es‘tme.m: in the: form of global
i e }.1;“1 ! “), mi?lgn 1{1511'{\111011;11 investment (FIT),
s, S m{.li FD;}r.ugn. Ltt'fict investment (FDI) have been
'-U“OLIHTE'CI [€8] S "‘.“1‘ - 1‘111 .lp'i'J] O\fEI' ‘bt:t“rcen 1.99L_2 i nnd 1997_8
diitics the pre\.-i(l,u; d:)‘m{‘.Ig{ﬂf;:t just u?du1' $ 1 billion approved
ncreased from § 135 miLfl:ll'LL | phit r'hc 3(:1..1’1;1'1 = o
In o 9 ion in 1991-2 1o $ 3 billion in 1997-8
sum, the year 1991-2 witnessed a stabilization-i ‘
el o se ] 5. a nzauonﬂnduc.(’d reces-
"“‘dml‘itiesinlndiq}; - .l[i! s}oog raeren_fter, At that time, the
growth, elfisier ‘Use.c(..fgn'mc the fact thatin o.rderm achieve rapid
of resources was essential and competition,
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both domestic and foreign, was the be"st means of ensuring eff;.
ciency. Keeping these broad objectives in view, reforms have been
undertaken in the areas of industry, trade and exchange rate, foreign
investment, tax policy, and the fin'.mm_al sector. Thf{se. l’Ci—Orn'.!s,
slow moving as they are, are gradually aligning domestic industries
with Tndia’s factor endowments, and le-.ldm:g,them towards becom.
ing globally competitive. Put simply, India’s re‘for"m st.rat.crg}- has
been to dismantle four decades of cem_ral en_:ononuc_u_mtml. fA' mong
other things, this included controlling fiscal deficir, cuttirig and
rationalizing corporate and personal income taxes, aho_lishm_g in-
dustrial licensing, encouraging foreign investment, liberalizing
import rules and cutting ir.nport.clutles, encouraging éxp‘orts, and
deregulating India’s archaic capital markets'. Be Fhal ai, it may,
despite more than seven years of reforms in Il"ldl?, SLL:.;;mn{lg a
GDP growth of 7 per cent per year has not been ieamhl{_f. o alarge
extent this is due to the fact that India’s reform process is very slow
moving, and has yet to commence in several critical areas.

A CHINA-INDIA COMPARISON!

From a comparative perspective, one can draw several lessons fc.n'
India from China’s economic perfﬂrmnnC‘e over the past 1wo
decades. China has attained and sustained high overall growth orf
the basis of rapid export growth, while India has managed only‘-l
moderate success in exports and overall GDP growth. IIl'ldl.;l coule
have achieved what China has in export growth, but failed in basic
policy strategy. While in China, exports of goods and services \\é;l;l
up from 6 per cent ol GDP in 1980 to 21 per cent of G)DP in l.. 1.?
by contrast, they went up f:tc)m 7 per cent of GDI to‘mfuenye
12 per cent in the case of India. Of course, there has betqlll :.mre
opening up of the economy, but the results have bcen_ much mo}
modest in terms of export-led growth. If one were to look at ¢ 1‘e
figures in dollar terms, the comparison is 3nuch more Sn.l*kllgbi
China’s merchandise exports (excluding services) rose from $
billion in 1980 to $ 148.8 billion in 1995. II"J:dl.il‘S merchandf:{»i
exports rose from $ 8.6 billion to a merc $ 30..8 billion. In p'il ‘—;P;i;
terms, China exported $ 123 per person in 1995, “’}‘11 ¢ nt&)}
managed only $ 33 per person. Nothing more clearly accounts

'"The discussion here is based on Bajpai, Jian and Sachs (1997).
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the difference in growth performance of Phe _Lwo\ c_ountric_s—

§.3 per cent average annual growth per capita in C.hm:}_‘durlng

1985-95 compared to just 3.2 per cent in India—than the difference

in export ngIh'_ . ) :

Export growt!l in (,hma_was bas_ed on core policy ;1Ed economic
management decisions carried out in the early 1980s. These can be
summarized as follows. Fu‘sl_, Ch_n}a L}IldE:‘StOOd _th:lt the root of
export growth would be dl\'(.?l"SlflC}lI‘lOIl away from traditional
sectors, especially raw materials, into non-traditional Sectors,
especially manufactured _g‘?‘:’d?‘ But China lacked by itself the
technology to be competitive in manufaciured goods. Therefore,
it invited foreign direct investors 10 provide the capital and
expertise 1o achieve export competitiveness in a wide range of
sectors, including electronics, apparel, plastic toys, stuffed animals,
ceramics, and many other labour-intensive sectors. In each sector,
the key was to link foreign investors, capital and expertise with

a large and low-cost Chinese labour force. The foreign investors

brought in product design, specialized machine tools and capital
goods, key intermediate products, and knowledge of world mar-
keting channels. The Chinese assured these foreign investors
certain key conditions [or profitability, such as low taxes, reliable
infrastructure, physical sccurity, adequate power, decent logistics
for the import aud export of goods, and so forth,

In China, urban export-oriented cnterprises were encouraged by
the designation of a growing number of special economic zones
(SEZs), coastal vpen cities, and economic and technological devel-
opment zones (EDTZs), all designed 1o encourage manufacturin
exports. These special arcas received various kinds of favourable
tax and regulatory treatment, such as tax holidays, and duty-free
1Ceess 1o imported inputs and capital goods needed for export
Production. Thus the SEZs and other special areas were akin 1o
the “Xport processing zones (EPZs) that had been used in other
Parts of Asia as part of their initial export-led growth.

_Indm. too has established (hese special zones, called export-
}:1 fﬁfcssmg zones. In fact, the first EPZ in Tndia was cstablished as
iﬁu(lg}u:..fﬁs};l I;.;uluﬂa.. Indian EPZs Ih;wlc not performed as well
merc]'a‘;’d{n: } lm, }131:41.\-' f'e-.lsor}slwhlch 3m"lude. 11muc_d scale and
i s g., of1 TL‘ I Zs; msuffm_cnt Iogrsnmllmksl with airports

“POTS; poor infrastructure in areas surrounding the zones
©8- Unpaved oy ds and poor physical security); government
/ b
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ambivalence and red-tape regarding inward foreign direct invest.
ment; unclear incentive packages governing inward investmeng;
lack of interest on the part of state and local governments and
the private sector, when compared with the central government,
in the design, set-up and functioning of the zones. In China, the
major responsibility for the SEZs rests with local and provingia]
governments, whereas in India, the responsibility remains largely
with New Delhi. Under the present circumstances, many state
governments have actually been averse to the idea of EPZs in their
staLes.

India’s export environment suffers from several other institu-
tional weaknesses. First, workers in large firms in the formal sector
have a virtual gnarantee of continued employment according to the
Industrial Disputes Act. For firms of 100 employees or more,
reductions in workforce must only be with the permission of state
government, which is almost never granted. In fact, these guaran-
tees arc extensive, applying not just to industry but to virtually
any undertaking that employs 100 or more people, including non-
profit activities such as universities, hospitals, and charitable
orgamzations. The results of India’s highly regulated labour
markets have been devastating. Formal-sector employment in India
is shockingly low, in large part because so much urban employ-
ment s carried on outside of formal registrauon.

Second, removal of exit barriers is one area in which the Indian
reforms have vet 1o commence. In the absence of an exit policy
even loss-making firms are not allowed to close their operations
without government approval. An exit policy is a set of measures
concerning industrial decline, retrenchment, restructuring of ailing
firms, and liquidauon of closed units. Although the government
took swift action in removing the entry barriers thar were present
for decades in such forms as licensing and exclusion of domestic
and foreign investors from many industries, a liberalization of exit
barriers has yet to take place. In 1993, the government formed a
Committee on Industrial Sickness and Corporate Restructuring
(CISCR] to re-examine the regulatory framework of restructuring
and liquidation of corporate firms. However, no concrete actiont
has so far been taken. A large number of firms in the private and
public scctors continue to incur losses, yet stay in operation
through public subsidies, or remain in a state of suspended
animation (as sick industrial units) by closing down indefinitely
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without seeking formal liquidation. In the process, workers of
closed units lose their jobs without any compensation, and owners
of such units lose their locked-in capital. Creditors, mainly public
sector banks, always end up losing money.

Third, equally remarkably, India’s legislation continues to
restrict the entry of large firms, or the growth of small firms into
large firms, in several areas of potential comparative advantage.
Thus garments, toys, shoes and leather products continue to be
reserved, to a varying extent, for small-scale producers. Such
restrictions virtually assure China’s dominance in these sectors
when compared with India’s performance.

Fourth, India’s tax and tariff structures remain ant-export
biased. India’s high overall wariff rates, especially tariffs on inter-
mediate products that are used by exporters, impose a heavy
indirect 1ax on export competitiveness. The union budget for
1998-9 imposed an additional non-modvatable levy of 8 per cent
(later reduced to 4 per cent) on imports.

Finally, the government's attitude towards foreign direct inves-
tors, who could be the fuel for India’s export drive, continues to
be ambivalent. The government promotes FDI on the one hand,
but then maintains regulations against full foreign ownership, or
insists on lengthy approval processes, on the other hand.

Given these constraints, both the hardware and software
of export-led growth in India need revamping. On the hardware
side, the development of industrial parks for exports should be
greatly intensified and enhanced. Private developers need the
freedom to acquire urban and semi-urban land, as also 1o develop
privately financed infrastructure in support of exports. The
government must take urgent measures to reduce export costs,
including private-sector provision of port services; zero tariff
ratings on capital and intermediate goods imports used for export
(based on an effective duty exemption scheme); ensure enhanced
export-oriented infrastructure, especially of roads to the ports,
reliable power supply, and telecommunications facilities to support
export zones. Labour legislation should be revised to allow
managerial flexibility in the hire and dismissal of workers in
export- oriented sectors. The reservation of labour-intensive sec-
tors 1o small-scale enterprises should simply be scrapped. The
government should actively encourage inward investment in ex-
port-oriented sectors, allowing 100 per cent foreign ownership
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without administrative interference, and with the provision of
generous tax holidays as necessary to attract internationally mobile
capital from other locations.

THE EAST ASIAN CRISIS AND LESSONS?

In order to outline the macroeconomic policy challenges facing
India, we must first understand the East Asian crists. The Fagt
Asian countries that are now in crisis arc suffering from an abrupt
reversal of capital flows that began in mid-1997. Consider the five
hardest hit countries: Indonesia, Korea, Malaysia, the Philippines,
and Thailand. These {ive countries received $ 230 billion of net
private capital flows during the period 1994-6. In 1996 alone, they
received $ 93 billion of net flows. When the That baht was devalued
in mid-1997, however, the euphoria in world markets that had led
to the massive inflows, suddenly turned to panic and massive
capital outflows. An estimated $ 12 billion of net outflows oc-
curred in 1997 as a whole, all concentrated in the second half of
the year. The net reversal of flows of § 105 billion represented
appr‘oximatcl}’ 11 per cent of the pre-crisis GDPs of the five
countries, in other words, an absolutely massive and sudden shock.

Much of the panic resulted from the form of the original
lending. A huge proportion of the capital inflow came in the forltl
of short-term loans [rom international banks. The international
banking system had lent the five Asian countries roughly $ 230
billion in total loans as of mid-1997, of which around $ 150 billion
had a maturity of under one year. These short-term debts were
larger than the combined forcign exchange reserves of the five
countries, which totalled approximatcly $ 120 billion as of mid-
1997. Because the short-term liabilities exceeded short—tqcr'm
assets, the Asian-3 countries were subject to financial p;nllic. Each
investor posed himself a question. ‘Suppose all the other investors
decide to withdraw their short-term loans. Will there be enough
foreign exchange available to make good on my loan as well, wher}
it comes due?’ Clearly, if each investor comes to believe that al
other investors will withdraw their loans, it becomes rational to call
in one’s own loans as well, indeed ahead of other creditors. A
‘rational panic’ ensues, in which every investor scrambles to be the

> The discussion that [ollows is based on Radelat and Sachs (1998).
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first one out of the country. The Thai baht devaluation provided
irst : 7

; us he panic.
e impetus for t bani ‘ ‘ _ .
. Intefmtingl\-‘, certain kinds of money fled, while other kinds did

not. This gives guidance for macroeconomic Policy management.
The hottest money was short-term loans f:'mp mternapom] banks.
lndeed, the reversal of short-term bank ]clml!mg consl.m.n_cd a very
large proportion of the m»'_{.‘r‘_.\ll‘ $105 billion re_vers.al n capital
flows. The banks put in § 56 bzlhon.m net lending in 1996, and
then withdrew an estimated § 21 billion in net loans in 1997, {or
a swing of $77 billion (or 73 per cent of the overall reversal).
Portfolio equity investors (e.g. country cquity funds) also reversed
gear, to the extent of § 24 bl.lllC'Il.. Foreign direct investors, by
contrast, were very stable. It is estimated that net foreign direct
investment remained roughly unchanged between 1996 and 1997,
at around S 7 billion in net flows each year (Radelet and Sachs,
1998).

Here are some of the pertinent lessons for macroeconomic
management. First, beware of reliance on short-term inflows. Such
short-term capital is fickle. India has benefited since the early 1990s
in keeping a regulatory restraint on short-term borrowing from
abroad, after a brush with financial disaster in 1991 (which involved
the reversal of short-term capital flows of so-called non-resident
Indian accounts). There is simply no good case for allowing
domestic banks to expose themselves to large amounts of foreign
debr, espectally short-term debt.

Second, policy makers should keep an eye on the crucial ratio
of short-term debt to foreign exchange reserves. Markets will be
subject to panic when short-term reserves dip below short-term
debts. Again, India has looked rather good on this score in the
recent past. With reserves around $§ 25-27 billion, and short-term
debts to international banks around § 8 billion, and therefore a
ratio of short-term debt of reserves around 30 per cent (as opposcd
to the greater than 100 per cent in the East Asian crisis countries)
Indla has been able 10 avoid a self-lulfilling panic.

_ I'hn'dl, India should act with considerable care in the liberaliza-
ton of financial markets. This is not an argument to avoid needed
I‘Eiforms, but to sequence them in an appropriate manner. Certain
:;2‘;:: tsrllolild come ::arly.. Currency convertibility on current
Successfu]lﬂ,-n?acuom can be m:roducc@ 1mmed:;1t'ely (as was done

y i Poland, for example, in 1990) since this merely

¥
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establishes the [inancial mechanism for free trade. Similarly, the
doors should be thrown wide open to foreign direct invesimeny
FDI brings huge advantages (new capital, technology, manageriy]
expertise, and access to foreign markets) with little or no downside,
FDI flows tend to be acyclical, or sometimes even counter-cyclical.
Financial institutions should be pressed to raise capital in order 1o
put a larger cushion in the financial system against the kind of
banking calamities hitting the East Asian countries. Under-capital-
ized banks are simply an invitation to banking misbehaviour and
a heightened risk of banking collapse. State banks should be
privatized, with the explicit aim of bringing in long-term [oreign
mvestors into the banking sector. Another lesson from East Asia
is that there are significant advantages to a large presence of foreign
owners in the banking system. Foreign capital in the banks
provides another cushion against banking collapse. For example,
when the Indonesian banking sector unravelled in November 1997,
the only banks that remained functional were branches of inter-
national banks.

Fourth, India should aveid another of the serious mistakes of
several East Asian countries, most notably Korea, the Philippines,
and Thailand. These countries pegged their currencies to the US
dollar in the carly 1990s; then experienced inadvertent and sharp
currency appreciation vis-a-vis Europe and Japan when the dollar
strengthened after 1995; and then ran down foreign exchange
reserves vainly trying to defend the overvalued exchange rate when
market sentiment turned against the currencies in late 1996 and in
the first half of 1997. By spending reserves in a failed attempt to
defend the currency, the central banks also left their economies
exposed to subsequent financial panic when short-term debts came
to exceed the dwindling level of foreign exchange reserves. In the
end, the currencies collapsed in any case, but only after a deep
financial crisis had alrcady gotten under way. Fortunately, the
Reserve Bank of India has been more circumspect in exchange rate
policy, letting the rupce weaken in the face of the Asian crisis.
There 1s probably more currency weakness to come, if only
because India competes with Indonesia and Thailand in several
product lines, and will thus face pressures on cost competitivencss
now that the competitors’ currencies have been deeply depreciated.

In short, we stress on the following aspects: (a) the dangers of
high levels of short-term foreign debt; (b) the need to keep
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the exchange rate; (¢) the need for strong capital

. standards of banks; (d) the need for caution in opcning
adequac rm capital inflows into India for fear of a boom-bust
up 5}1o.rt-(;t’:e) the strong advantages of forcign direct investment
C}!Cle;slil};-l-l\terrn loans (and the absolute need for FDI, to raise
: improve infrastructure, etc.).

flexibility 1n

ove
technology,

EcONOMIC PAPERS: A SUMMARY

Ahluwalia’s chapter in this volume undertakes an appraisal of the
economic reforms undertaken so far. He divides the post-reform
period into two p}mses—1991~l-2 to 1993-4 efsenrmlly bc1‘ng the
stabilization phase, and the period from 1994-5 onwards being the
time frame to evaluate the longer-term objective of attaining and
sustaining high rates of cconomic growth—the author emphatically
argues that the first phase was exceptionally successful. Current
account deficit was brought down substantially along with infla-
tion, [oreign exchange reserves were rebuilt, and growth resumed
at 5 plus per cent within a year. However, controlling fiscal deficit
in the later years has proved to be difficult. In the author’s view,
high levels of fiscal deficit have surfaced due to lack of buoyancy
in revenues and the inability of the government to raise substantial
resources from public sector disinvestment rather than lack of
control over expenditures. As for the second phase, the author
observes that reform measures have provided the necessary growth
impetus such that despite a slowdown in 1997-8, the average
growth rate in the four years 1994-5 1o 1997-8 is almost 7 per cent.
Among other things, Ahluwalia suggests rationalization of labour
laws as a critical domestic restriction that impedes efficiency.
Bajpai and Sachs, in their chapter on fiscal policy in India’s
economic reforms, argue for expenditure reduction in the areas of
government subsidies and employment; grants o states; and
Interest payments on domestic debt. As for state governments, the
authors suggest that their budgetary losses could be reduced
significantly if they were to raise user charges for water and
electricity in accordance with their costs. With regard to the issue
ol tax reforms, the authors suggest simplification of the rax system
5025 to permit a competitive tax structure based on moderate rax
fates with a broad base of tax collection. For the central govern-
ment, the required reforms include further reductions in import
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tariffs and corporate taxes, a minimum alternate tax based on gross
asscts of companies, and the transformation of the existing Modvay
system into a national-level value added tax. For the state govern.
ments replacing sales tax with a shared portion of the national valye
added tax, and the extension of income tax o agricultural income
among other currently untaxed arcas is recommended.

Kotwal and Ramaswami argue for liberalization of some specific
policies relating to agriculture in order to stimulate growth. The
authors highlight numerous controls and instruments of state
intervention in the area of domestic marketing and processing of
agricultural produce that could be removed. Some of these are
procurement levies on rice and sugar, the monopoly procurement
scheme, such as in cotton, and controls on the movement of
commodities. Further, in the case of many agro-processing activi-
ties, production is permitted in the small-scale sector only. The
authors suggest that a process of rural growth based on outside
market opportunities, urban-rural linkag(‘s, through the use of
producer services and diflusion of new activities and technologies
is most likely 10 succeed in rural India.

Roberto Zagha’s paper on labour and economic reforms focuses
on the labour market implications of the reforms implemented in
India. The author is of the view that the cffects of labour
regulations are strongly influenced by the conditions under which
product markets operate. While intensive use of voluntary retire-
ment schemes, lockouts, use of contract labour, subcontracting,
ete. may have rendered existing job security regulations ineffectual,
this does not imply that the regulations have become benign.
Labour market policies have failed to protect workers’ interests
and have not had a significant effect on either employment or
wages. According to the author, the interests of India’s labour
would be best served by: (a) improvements in the economy’s micro
and macro fundamentals which would accelerate growth and
expand labour demand; and (b) less constraining labour regulations
that can be implemented more effectively.

Ghemawat and Patibandla look at India’s exports since the
reforms in three specilic industries. These are successful export
industries—diamond cutting and polishing, garments, and the
software industry. The authors examine these industries with a
view to determining the effects of the economic reforms under-
taken in 1991 and discussing further reforms that still need 1o be

vf
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- lemented. While analysing each industry’s recent performance
impEe rospects since the reforms, they [ind that these have
and fufl-!;{'h?dial’s competitiveness in the labour and skill-intensive
en?n?;?:; helped 1o reduce the dependence of competitive indus-
:?ii:son-\ Encfficimt domes‘;tlic suppllic.rs and' infrastructure; :{md
enhanced domestic competitive conditions. :\I.-onethcless_, they [ind
causes [or concern about each industry’s ability to sustain growth,

pointing out the need to continue to extend and deepen the reform

pI‘OCE‘SS.

THE POLITICS OF ECONOMIC REFORMS:
CONTINGENCIES, INTERESTS, AND MINDSETS

As we examine the evolution of economic reforms in India since
July 1991, four poliucal issues stand out. First, very few people had
anticipated that India’s economy, infamous by the late 1970s and
1980s for its self-defeating central planning, sufling regulations, and
inward-looking policies, would be transformed in its basic orien-
tation in a matter of a few years. Though economic arguments
against central planning had been raised and had become increas-
ingly plausible by the late 1970s, political recognition of the
necessity ol change was on the whole missing in Tndia. Rajiv
Gandhi did try to break free of a control-oriented mindset, but did
not succeed in changing India’s economic direction decisively.
What political factors, then, can one identify that made a transi-
tion—from central planning to markcts—possible after 19912

Sccond, while reforms have clearly been substantial in some
areas, they have stalled, or barely begun, in others. Liberalization
of investment rules, capital markets and the trade and exchange rate
regime has, by and large, gone farther than the reform of
agricultural trade, public finance or labour markets, and the
privauzation of public sector firms. Why have Indian governments
been more successful with the former, less (or not at all) with the
latter? Is the reason for such divergence a lack of ideas, or a fear
of powerful interests?

Third, the norms for how state governments deal with the
central government have changed. Much of investment as well as
b“dg?mf}f support in the pre-1991 era used to come routinely from
Delhi. Since 1991, budgetary constraints are no longer as soft as
they used to be, and reliance on central planning for investment
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has dramatically decrcased. In the changed environment, stae
governments must compete {or private mvestment and put thejr
fiscal houses in order. Have the siate governments responded? |
not, why? If some state governments have, not others, whae
explains the variance?

Fourth, though Indian governments since 1991 have demon.
strated a pragmatic, ‘one-step-here and two-steps-there” approach
towards economic reforms, a full-blown, systematic rationale for
why India nceds reforms has not been boldly articulated in politics,
Reforms have been debated in the English-language press, in
parliament, and in clite forums of discussion, but even though India
has had two parliamentary elections since 1991, reforms have not
been thrust into clectoral politics as a major issue by any political
party, including the Congress party that initiated reforms in 1991
and could, in principle, have taken credit for the considerable
economic success India has already achieved since then. Instead, the
electoral agenda has been dominated by secular versus religious
politics, affirmative action, corruption, and personalities. Why is
it that politicians, including those who approved reforms, are
unable, or unwilling, to make a clear ideological statement in
favour of market-oriented reflorms in clectoral or mass politics? Do
they lack ideological boldness even though they understand that
reforms are needed, or are they stll not convinced that a market-
oriented economic shilt is both necessary and desirable in India?
Or do they feel that there exists anyway an cffective consensus that
1s best not disturbed by further debate?

The two political chaprers in this volume, by Varshney and
Weiner respectively, take up the first threc themes. Their argu-
ments are summarized below. The question of ideology versus
pragmatism, an increasingly important matter, is taken up at some
length subscquently.

POLITICAL PAPERS: A SUMMARY

Why did the Rao government succeed in pushing reforms, but only
in some economic areas, not others? In answering both questions,
Varshney draws a distinction between elite politics and mass
politics, Although most reforms can be shown, ultimately or
indirectly, to have relevance for mass welfare, some policies—{or
example capital market reforms—directly concern only the upper
and upper middle classes in India whereas others—such as labour

_ |
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ket and agricultural reforms—touch upon mass welf'are d{rcct!y
marke: the short run. The latter can be politically risky in an
zgfe;?m‘ial démocmc}’, as opposition pan"ties organize to co;_w.flrf)‘nt
ernment on behalf of the short-run losers. Indian govern-
the o ¢ 1991 have gone for the less risky and relauvely safer
mens 5-mrtcfarms that primarily affect elite wellare, while leaving
re?:ﬁ:? more relevant to the masses relatively untouched.
re %‘arshﬂe}’ comes to this cgmclusion by comparing the stillborn
reforms of the Rajiv Gandhi government (1985-9) and the more
successful reforms of th_e Nar_afnmha Rao government (1991—9).
The success ol the latter is, politically speaking, 2 puzzle, for Rajiv
Gandhi had close to three-fourths support in p':lrhamcnt,. wl.lere.as
the Rao government did not even h;w.e a simple majority 1in
parliament untit 1993, by which time India’s reforms were already
two years old. Varshney resolves the puzzle by arguing that
identitics, rather than reform, drove India’s mass politics and
electoral agenda after the cmergence of two highly passionate and
divisive issues in politics in 1990: job reservations, or allirmative
action, for the ‘lower’ castes upon the reopening of the Mandal
Commission Report by the V.P. Singh government; and the
escalation of Hindu-Muslim tensions in the wake of the BJP-led
Rath Yatra in 1990 and the subsequent worsening of the mosque-
temple controversy. Paradoxically, however, mass passions aroused
by identity politics, he argues, [acilitated cconomic reforms in
India. How to stop the Hindu nationalists from advancing politi-
cally and coming to power was a key objective of most mainstream
political parties between 1990-1 and 1997-8. New alignments of
political interests were thus born. Whether or not politicians in
the past were opposed to a market-oriented liberalization, they
began to support reforms once it became clear that it was more
important to fight the Hindu nationalists on questions of religious
politics versus secularism than oppose the government of the day
on economic reforms. The political logic induced by explosions of
communal passions gave the reformers room to push reforms.
. The same logic, Varshney suggests, has also come to define the
limits of economic reforms. Alraid that the masses and their own
Party cadres or supporters might turn aganst them, India’s
reformers have so far failed to privatize public sector, restructure
hb?"{“’ laws, introduce agricultural reforms, and reduce fiscal
deficits adequately. By affecting very large numbers of people

e
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directly, these policy initiatives can p()lcpti;}lly.ft‘l:cus opposilr_i'oﬂ
effort on the entire reform programme, brmglmg it In mass poh?ms,
Ex ante, without adequate ideological campaigns and preparation,
insertion of reforms in mass politics can ?1'.1\"(: radxcal.ly' uncertain
political consequences. Hence the inability or LlIl“tlHlIlgIlCSS of
reformers to move in these areas so far. In comparison, though
more can still be done, considerable progress has been made on
liberalizing the investment, trade, arlld exchange rate regimes and
reforming capital markets. These policy areas, while hugely .1mp0_1--
tant, are of divect and immediate concern to very ft:fv people in
India. They have been an elite concern, generating lively debate
i upper and upper middle class forums, but not beyond.

The evidence supporting the argument I:'}"l':lT. econamic reforms,
on the whole, have not entered mass politics comes frm_n some
recent surveys. A large-scale survey of political auitudes in India
conducted between April-July 1996 found that only 19 per cent of
the electorate reported any Iino.wledgc c_:f economic refoi‘ms, even
though reforms had been in existence since July 1991 (Y ;laii-.n- 'm({i
Singh, 1996). In the countryside, only abour..lf'} per cent knew o
reforms, as opposed to 32 per cent in the cities. Further, about
66 per cent of college gl.‘adu:atcs were aware 0_'[ th_eq po.\,L-fl‘)‘}J]i.
changes in economic policy, compared to only 7 per cent o 1r €
poor. In contrast, consider the mass awareness of issues in Inc 1!11 q
idenuty politics. Nearly three-fourths of the elcctorate knew ijt 1
1992 mosque demolition in Ayodhya; 80 per cent .m()k a Sl;lltl Tl
whether the country should have a unlfqrm c1?’11 code, o1 reli-
giouﬁl)' pl‘ﬁ’sct'ibed St?pﬂrﬂl(_‘ 1'{[“"3, f()l‘ lnl‘l]-l'lagtfl, dl\'ot't‘.t’ 1]11{.1 }JI‘UPJ
erty inheritance; and 87 per cent had clear views on caste-base
alfirmative action. _

‘1“1}1"11]11111; the debate over cconomic reforms in India, Varshney
concludes, 15 ‘confined to the English-language newspapers, 1tht:
country’s graduates, the discourse on the In.'(f.'t'l]f‘[,‘ the Bon; 3?)
stock market, and New Delhi’s India Imcn?nnor}al Center and -1. II_E‘
economic mimstries. That is the circle of India’s elite pohtlu,s,
Economic reforms were a non-issue in the 1996 and 1998 L'lm.:nonj
(Yadav and Macmillan, 1998; Yadav and Singh, 19?6). Ethlmc ur:t
religious disputes, sccularism, casrc.*—hascd ;1thr1'.m:mve ﬂ-a};m%.ﬂlied
social justice have been driving India’s mass p.ohucs, and ‘“'Lm%
to large-scale mobilization, insqrgenmes, riots, -.15;5;15.‘;111‘1%{&‘ )1\1-
desecrations and destruction, of holy places. In comparison,
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economic reforms have aroused very litle passion, ar}d’ to the
extent that they have done so, it has been confined to India’s upper

:4dle classes.
ml%g;,;;l:sin his chapter, focuses on the implications of federalism
and state-level politics for economic reforms. He notes, first of all,
that with the decline uf_the Congress party, regional [orc_es have
become very powerful in India. The formation and continuance
of governments in Delhi increasingly depend_on the b;1rga1ns struck
between national and regional political partics. No national party
has been strong enough to make a government on its own since
1989.

The risc of regional forces has important implications for
reforms. Many policies that have a critical bearing on the progress
of economic reforms are on the ‘state list’ in India’s constitution.
Especially important are state electricity boards (SEBs) and elemen-
tary education. By constraining the development of the power
sector, unreformed and loss-making SEBs are already slowing
down reforms, and by creating a large army of illitcrates, low
investments in education are likely to have a detrimental effoct on
the progress of reforms in the long run. Other policy areas falling
under state governments can also be listed, but these two should
sutfice to illustrate how important state governments have become
to the further evolution of cconomie reforms,

Have state governments shown sensitivity to the political,
cconomic and bureaucratic requirements of a reform era’ The
answer, by and large, is no, argues Weiner. The realization that the
rules of the cconomic game have changed has dawned with a
remarkable lag. The Orissa government may have reformed its
SEBs, and the Gujarat, Maharashtra, Tamil Nadu, Andhra Pradesh
and Karnataka governments may have succeeded in providing some
ncentives 1o private nvestors, but the bulk of India’s state
Bovernments remain stuck with a pre-reform mindset, still unable
1o gear up for a time when lobbying Delhi for more money is not
‘Lht“ Primary way to obtain resources. State finances are also 1n a
veritable mess. The expenditures of state governments, given their

penchant for subsidies and bloated bureaucracies, far outstrip their
Fevenues, Declining educational investments at the state level are
In part A consequence of the resource crunch.

Pulmcally speaking, argues Wetner, federalism in India has been
A Breat success for it has allowed India’s diversity to express itsell
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politically, keeping national integrity intact. The linguistic reorgy.
nization of Indian states, he contends, was a brilliant policy move
in the 1950s and 1960s when threats to national unity were quite
serious. But economically speaking, he argues, state governments
have shown remarkably little inclination for policy innovation,
with the exception of some non-Congress governments. He points
to three reasons for the absence of thinking on economic policy.

First, a dependence on Delhi for policy leadership, given the pre-
1991 importance of central planning, has undermined policy initia-
tive, and the bureaucratic capacity for it, at the state level. For all
practical purposes, state governments sumply used to follow the
instructions from Delhi. If they did fight, it was over shares of
planned investment and revenue, not on a fundamental redirection
of policy. Second, short-run considerations have tended to domi-
nate the political horizons of state governments. Since 1967 state
governments have been in oflice for an average of 2.65 years only,
not 5 years, which greater political stability would have made
possible. Such short tenures have put a premium on patronage for
survival, and devalued the political importance of policy delibera-
tion and innovation. Finally, organized interests—businessmen,
farmers, NGOs, and trade unions—opposed to one or the other
aspect of economic reform have a great deal of clow at the state
level, more so than at the centre,

Can state governments work better as agents of economic
reform? The solutions follow from the diagnosis of the problem
above. To quote Weiner:

The pursuit of market-fricudlv policies by state governments requires a L'h.u}gr
in the mindset of state politicians, new skills within the state bureaucracues,
and a different kind of politics. Most fundamenrally, it requires rethinking on
the part of state politicrans, activists in non-governmental organizauons,
journalists and politically engaged citizens as to what is the proper role of
government, and how and to what end limited resources should be used.

As reforms evolve further and some state governments steal a
march over others in reducing bureaucracy, restructuring SEBs,
providing investment-friendly [acilities, restoring fiscal hgallhs
redirecting state resources towards health and education, it will be
interesting to study what differentiates reforming state govern-
ments from those sull wistfully longing for the older and more
familiar times of central planning.
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IDEOLOGY VERSUS PRAGMATISM

There has been an absencc of ideological thrust in India’s reform
programme, which is arguably one of the causes behind the
moderate speed of post-1991 reforms. To be sure, there is consensus
on reforms across the political spectrum, but the nature of that
consensus is somewhat odd and should be noted. Political leaders
and parties are implementing reforms, but not making clear
ideological arguments in favour of reforms. If ideological argu-
ments are made, they are made with great tentativeness. Economic
reforms are yet to be boldly presented on the ideological platform
of political parties. They are yet to be made into the centrepiece
of electoral campaigns.

Consider some examples. Neither in 1996 nor in 1998 did the
Congress party, which initiated reforms in India, turn its policy
breakthrough into a theme for electoral campaigns. Nor, for that
matter, did the BJP ever explain to the electorate, though it has
historically been in favour of freer internal business and trade (not
freer external trade and foreign investment), why a more market-
driven economy would be a better economy for all. The fact that
the trading and small business community has traditionally sup-
ported the BJP in northern and western India has always made the
party oppose the bureaucratic regulation of trade and business, but
BJP leadefs have never clearly articulated why a less regulated
economy is not only in the interest of traders and businessmen,
but alsr)) the masses in general. In the 1998 election manifestos of
the‘BjI and Congress, considerable space was given to economic
policy, bu% the electoral battle was over whether Sonia Gandhi, the
whther b oy s ey o e, o 0 T,
over Inufins, iy o | was an example of dynastic hold
ove 1an democracy, and whether the BJP would moderate its
nt-Muslim stance. Economic policy, as in the elections bef
was hardly debs: v, as ctions before,
refor::g }Ili!‘?:iuihslcr:(:ui; polulical' question. Why do economic
50 perceiv b ow electora salience in [ndia? Or, why arc they

p y politicians? No clear explanation is vet availabl

urther research can be structured - : :
E: ‘ _ around three hypotheses.
irst, the contingencies of India’s political ec &
(0 decades g aoacie i political economy in the last
ROt a matter of [ ,’1 p(_:)ns‘J e for why economic reforms are
8h electoral importance. India’s economic crisis
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in 1991 was not as deep as that of Latin America or the Communig;
bloc before they started reforming their economies. Ranging
between 3.5 to 5 per cent per annum, India’s economic growth rage
since 1950 has been below the nation’s potential but, unlike Latiy
America in the 1980s, the Indian economy never lost a whole
decade to zero growth. Government regulations and policies did
create a gap between India’s economic possibilities and actug]
performance but, unlike Eastern Europe or China, India’s govern.
ment did not throttle irs citizenry or economy. A vast private
sector was allowed to exist in India, along with supporting
institutions like a stock market and a court system implementing
corporate laws. In the aggregate, growth performance below the
nation’s potential for four decades did add up to a big economic
loss, but India’s economic failure was not concentrated in any
particular period of the nation’s post-1947 history. It was a slow
but steady accumulation of welfare losses (Bhagwati, 1993).

Does such a difference in background matter for politics?
Consider for a moment what awful failures of the past can do to
current political and economic postures. “To get rich is glorious’,
argued Deng Xiao Ping, justifying market-oriented reforms in
China in the late 1970s and early 1980s. Such an economic motto
was inconceivable under Mao. In seeking to achieve egalitarianism,
Mao’s China went through the unspeakable terrors of the Great
Leap Forward and the Cultural Revolution—millions of deaths,
incarcerations, and forced migrations to the countryside. Such
horrors, at least those of the Cultural Revolution, were [ar too
fresh in people’s minds when China’s economic shift 1o the market
began. Maoist excesses, ironically, became China’s advantage alter
Mao’s death. A market economy is emerging in China from the
ruins of a discredited ideology. Because of the abject [ailures of
the latter, getting rich could be officially and publicly termed
glorious.

A democratic India did not have to go through the excesses of
a Cultural Revolution or a Great Leap Forward. In its search for
a better political and cconomic future, India successfully avoi_dﬁd
‘excessive misery’—famines and cultural revolutions—but it failed
to obliterate ‘regular misery’—malnourishment, illiteracy, hunger
(Sen, 1982). When India’s economic reforms began in 1991, ther¢
was considerable mass dissatisfaction with Indian polity and
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economy, but the whole system had not been repdered illegitimate

in the eves of the masscs..An abse_m‘e of excessive miscry made a

radical change in economic rhetoric harder. As a result, not even
the ace reformers of India—Manmohan Singh or P. Chidambaram
and their respective parties, tI:le‘ Congress or TMC—have found a
large ideological space in politics for a market-oriented rhetoric.
Slow deterioration simply does not {ocus mass energies the same
way as a blitzkrieg of failure does.

This contingent reasoning, though quite plausible at first sight,
does not go far enough. If we probe deeper into India’s political
culture, a second hypothesis presents itsell. Constrained though
they may have been by myriad regulations, India’s industrialists
and businessmen, unlike those in the United States, have never
enjoyed popular legitimacy, except in ‘business states’ like Gujarat
and Maharashtra. Few businessmen win elections outside these
states. Of all the occupations from which elected legislators have
come, business ranks among the lowest in India’s parliament since
1952 (Varshney, 1995). Businessmen’s riches may have been envied
but, in popular perceptions, their endowments and gains have
always been suspected to be a consequence of connections, bribery,
or foul play, not of hard work or tmaginative business strategies.
The extent to which the state in India intervened in economic ]ifc,
of course, made much of this inevitable, for it was hard f{or most
businessmen to thrive withowt pleasing the burcaucrat and the
el be s e ot and traders iy

y be: : st gulation. A deeper reason is worth

cxplor_mg i further rescarch.,
L1\12-?_11}8-,:1i}dll]t;}?n.-:\}_i_(:l}iﬁle 15 f.u‘].l of sgnri.es that view the busine:w
el o yb‘lj] g 5‘1.1‘5%31Ic.1_()n. usinessmen and tr;.u‘lt.‘rs,‘m
oecing o i;(;or | l:j]fe 0‘1 :::Ie.!tu.lg and Fa\plomng scarcities, for
The et ;?[} or }15111._\; while fending money to the needy.
oty migh.[ & hlf: Llu tural image from Ipre-md}lstrm] times,
Siperition 1o (1 ?u?}:e.enl,c?fr?‘:t, to an 1ndust:_r1al_ age, when
sceking difficels Uu-eiiftlllp- acg ufnl.make‘ unprincipled rent-
and not prone m‘ quick d" "IO }:’ m, Sl consteues are Sticky
aiid el o e E;fp(.araptei :‘\] whole host of bureaucrats
(0 argue that oo | tl'e rinwtm(r;e}f been heard by researchers
marker woyly bl a:-“ ated and disciplined b‘)-' the state, the
only hurt the poor, and the businessmen would

' —
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‘squeeze’ the consumer and the poor, as there would be no checkg
on their profit-making instinct (Weiner, 1%2). N

Though not exactly laden with explicit suspicions pf Wrong.
doing, a famous passage from The Discovery of India gives some
clues about the anti-business attitudes at the highest levels of Indiap
polity. Nehru argued:

It would be absurd to say that the profit motive does not appeal to the average
Indian, but it is nevertheless true that there is no such admiration for it 45
there is in the West. The possessor of money may be envied but he is net
particularly respected or admired. Respect and admiration still go... especially
to those who sacrifice themselves...for the public good [p. 554].

By now, of course, cultural values are beginning to change
substantially. Instead of aiming for jobs in the bureaum_‘acy, more
and more young men and women have set up businesses, or
worked as managers, in the 1980s and 1990s. But such changes are
by and large confined to metropolitan India. .

" If the reasoning above is right and further research can confirm
it, then we potentially have an answer to one of the puzzles of
India’s reform politics: viz., that even the rcformers are afraid 1o
turn their successes into election rhetoric. To put it simply, freer
business environment does not yet have mass political constituency in
India. In an era when ‘lower’ castes, who have often viewed the
Vaishyas as exploiters and also aired that sentiment openly, have
risen in politics, politicians find it hard to make a case for freer
business and trade.

Thus India’s reforms did not result from an ideological conver-
sion of politicians. They simply began as a conscquence_o}f a serious
macroeconomic imbalance. The foreign exchange crisis nf_ July
1991 gave not only the IMF and World Bank an opportunity 1o
insist on policy change, but also rc[orm-m'_wnted bureaucrats 11‘1_51{#0
the government to pursue their long-cherished agenda. A possibil-
ity of financial collapse led to a new resolve at the governmental
level. Once the opening was provided, a political consensus oo
reforms began to emerge simply because reforms worked, evex:
though moderately. Since 1991, economic growth rates have gone
up, many of the consumer goods that the burgeoning l'l‘!lddlé? clagses
nced are cheaper, and considerable international attention has been
paid to India’s economy. lt is, of course, a different matter thl:ut!
if the reforms werc deeper and wider, growth rates would arguably
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be still higher, goods even cheaper, employment larger, and
; tional attention greater. .
mt%r}t:? olicy dynamic of post-1991 reforms is roughly the same
th":t F;n the mid-1960s, when India’s agricultural policy was
a; ed in a more market-oriented direction. A green revolution
foigplace as a resx_xlt of Lh_e pol_icy_' _change,roverpowering the many
ideological objections ra}scd initially (V qrshncy, 1995). Analo-
gously, if India’s economic reforms had failed to push up growth
rates after 1991, their surlvlval in Lhe absence of 1de0|ng1c;1l convic-
tions would have becn highly unlikely. Success, even if moderate,
has sustained reforms in India.

This reasoning leads us to the third big question about the
interaction of ideology and pragmatism in India’s reform politics.
If the success of reforms can undermine ideological objections to
them, why can the success not be turned more fervently into a
political asset?> What will finally bury the suspicion in India—
lessening on the whole but still lingering—that the reforms
are meant for the rich and the upper middle classes, not for the
masses?

It 1s at this point that the role played by economists in the
political process needs to be more fully examined. In a country
where decent work, income, education, and health are still seen by
millions as a distant goal, the ultimate political rationale for reforms
15, and would have 1o be, not easing rules for business, but creating
more jobs and incomes and providing better education and health
for the many. The former may be the means to the latter, but it
can not be the principal political end.

This inevitable political truth about reforms in a poor democ-
racy needs to be better understood in India’s elite politics. India’s
busmcss_ press, its business intellectuals, and its reform-oriented
cconomists have continued vociferously to argue in favour of
greater economic efficiency. better business environment, and
Ereatcr economic integration with world markets. Tt is clear
C:ﬂ“{;i‘{’e!l';et!m thile all of it is indeed economically desirable, it

: a strategy of political mobilization, or constitute the
E‘;’:{g:lzf ;]Jf Eolitica_»l rhetoric in a poor der_nocracy.. ﬁ’\ preoc-
Gt i ith economic efflcs.ency cannot mouvate India’s poliu-

eir political campaigns.
eper and quicker reforms in India will require not only
Mming, but also demonstrating, that they are positively linked

assy




24 India n the Eva of Economic Reforms

to mass welfare. One may have to create a ‘popular intellectygp
climate, and build political coalitions, in favour of the argumey,
that privatization and restructured labour laws are aimed g
creating jobs, alleviating poverty, making more cducation apg
better health available to the masses.

The role of economists will be absolutely central to this process.
It is generally hard for politicians, and many intelligent people, 1o
understand how privatization or trade retorm, for example, will
lead to higher mass welfare. Economists must continue to empha-
size that the privatization of infrastructure, for example, can not
only attack fiscal deficits by allowing the sale of loss-making public
sector firms, but it can also release resources for public investments
in primary education and basic health, both of which will create
jobs and add to mass welfare. Reforms need to be more clearly
linked to the elimination of poverty.

A discourse and language that can turn ideas about the
economic consequences of markets into a political rhetoric of mass
welfare are crying out for serious attention in India. If India’s
politicians can be convinced that their constituency will be better
served by economic reforms, there is a good chance that political
rhetoric and ideology will also change. A better alignment of elite
and mass politics will almost certainly quicken the speed of
economic reforms in the coming years.
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