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The Hindu Business Line : India in the era 
of economic reforms

IN RESPONSE to a fiscal and balance of payments 
crisis in1991, India launched a programme of 
economic policy reforms. The programme, 

consisting of stabilisation-cum-structural adjust-
ment measures, was put in place with a view to 
attain macroeconomic stability and higher rates 
of economic growth. 

Some rethinking on economic policy had begun in 
the early 1980s, by when the limitations of the ear-
lier strategy based upon import substitution, public 
sector dominance and extensive government control 
over private sector activity had become evident, but 
the policy response was limited only to liberalising 
particular aspects of the control system. 

By contrast, the reforms in the 1990s in the indus-
trial, trade, and financial sectors, among others, 
were much wider and deeper. As a consequence, 
they have contributed more meaningfully in attai-
ning higher rates of growth. India has gone through 
the first decade of her reform process. Hence, an 
assessment of what has been achieved so far and 
what remains on the reform agenda is in order. 

Four different governments were in office during 
the 1990s — the Congress government which ini-
tiated the reforms in 1991, the United Front coa-
lition (1996-98) which continued the process, the 
BJP-led coalition which took office in March 1998 
and then again the BJP-led National Democratic 
Alliance (NDA) in October 1999 till date. In short, it 
seems that India’s political system is more than ever 
in consensus about the basic direction of reforms. 

The new experience of successful coalition govern-
ments in India has been ideal for democratic gover-
nance, balancing divergent views and accommoda-

ting regional and sectoral interests more effectively. 
This has imparted some degree of stability and 
consistency in economic policymaking. 

In broad terms, we are firmly of the view that the 
current decade is going to be India’s decade of de-
velopment and that the country is on its way to sus-
taining a period of high economic growth, say, 7-8 
per cent per annum. 

Since India’s economic reforms were launched in 
1991, the Indian economy has sustained an annual 
average growth rate of over 6 per cent. In 2003-04, 
GDP growth is expected to be around 7.5 per cent. 

India’s foreign exchange reserves have crossed $100 
billion. The current account deficit turned into a 
surplus over the last four years. This was achieved 
through non-debt creating flows, so that India’s ex-
ternal debt has remained virtually static in nominal 
terms. The debt servicing and debt GDP ratios have 
fallen sharply. In fact, India is now repaying foreign 
debt ahead of schedule. 

India is becoming a production base and an export 
hub for diverse goods, from agricultural products 
to automobile components to high-end services. In-
dian firms are now part of global production chains 
— importing sub-assemblies, adding value to them 
and re-exporting them. 

Taking advantage of its pool of high-quality scientific 
talent, international corporations have established 
large R&D centres in India. All these strengths have 
resulted in a greater integration of the Indian eco-
nomy with the world economy. Trade has risen from 
21 per cent to 33 per cent of India’s GDP in a decade. 
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India’s strong economic growth is succeeding in 
bringing people out of poverty, nevertheless the 
country still has a long way to go before it can era-
dicate poverty. 

However, it increasingly appears that the ingredients 
of rapid poverty eradication are falling into place. 
From roads to telecommunication, the country is 
seeing the beginning of a qualitative change and 
growth in infrastructure. 

Since April 2003, India has been adding nearly 2 
million mobile connections every month. The enor-
mous successes of India’s IT professionals and the 
new successes of IT-enabled services have been 
made possible by the fact that the data and voice 
carrying capacity in India today has been enhanced 
dramatically. 

India is meeting almost 70 per cent demand of the 
worldwide business process outsourcing (BPO). 

Operating through satellite links, Indian program-
mers are providing IT support to US and European 
firms in areas ranging from software development 
and maintenance, back-office operations, data trans-
cription and transmission, telemarketing, and other 
related areas. 

In the last year or so, US and European firms in the 
health, insurance and banking sectors, to mention 
a few, are also increasingly resorting to the BPO 
route to cut their costs. In India, unlike in China 
and the Philippines, BPO is sought after not just on 
cost considerations, but for better quality as well. 
As far as BPO in India is concerned, firms go there 
for cost, and stay there for quality. 

The federal government has launched an ambitious 
project for a highways network, which is linking the 
country’s major metropolitan centres and is provi-
ding improved connectivity to India’s rural areas. 

These roads can already be seen transforming the 
Indian economy. 

Similarly, in terms of federal support for primary 
schools under the ̀ Sarva Siksha Abhiyan’ (literacy 
for all) scheme, which was put in place in November 
2000 to attain universal primary literacy by the year 
2010, large sums of federal money is being invested 
in, among other things, constructing new school 
buildings, upgrading facilities in existing schools, 
recruiting and training teachers and revising syllabi. 

MORE than a decade of opening of the economy has 
produced new dynamism, most dramatically in the 
information technology sector, but in others as well. 

The new technologies (especially information tech-
nology and biotechnology) give new opportunities 
for economic and social development. 

The reforms implemented so far have helped India 
attain 6-plus per cent growth, however should In-
dia be able to implement these remaining reforms 
and re-orient governmental spending away from 
inessential expenditures and towards high priority 
areas of health, education and infrastructure deve-
lopment, then it is very likely that it would attain 
and sustain even higher rates of economic growth. 

If India does grow consistently at around 7-8 per 
cent per year, this is likely to push up its domestic 
savings in the next few years. 

Besides, stronger growth should attract more foreign 
savings, especially foreign direct investment, and 
thus raise the overall investment rate. 

(Nirupam Bajpai is a Senior Development Advisor 
and Director of the South Asia Program at the Earth 
Institute’s Center on Globalization and Sustainable 
Development (CGSD). Jeffrey D. Sachs is the Director 
of The Earth Institute, Quetelet Professor of Sustai-
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nable Development, and Professor of Health Policy 
and Management at Columbia University.)
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