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Background

The development of Indian economy was be
strategically planned till 1980s, wherein imp
substitution was the basis, titling capital go
industries to have initial investments followed
chemical and durable consumer goods. The Indu
Development Regulation Act 1951 control
comprehensiely the dynamics of investmer
through licenses especially foreign exchange cts
In 1985, an effort was made by the Rajiv Gar
administration, to rejuvenate industrial sectorotigh
reforms altogether called as New Economic F
thereby removig requirement of license [
incumbent firms and eased their entry. What is 1y
many classes of firms, for instance, those locate
“underprivileged” areas, have a ba-minimum
assets or which were “modernising”. The monog
houses were given relaxa, if their expansion liste
as “priority industries”. These initiatives lack
efficacy to encourage entry of incumbent fir
whose freedom to expand soared up. The proba
of small sized incumbent firms gaining benefitanige
unrestrained, was methan the other larger firn

The second phase was more profound inclu
reforms like New Industrial policy 1991, wher¢
rules of investment licensing were lifted. Monop
houses could easily expand and they were ope
compete with reserved publisector. Trade tariff
plummeted and foreign direct investment w
provided with simplified procedures. 340 percehg
maximum tariff on import dwindled to two fifths. €l
worthwhile drive of 1991 reforms was to

incumbent firms to experience both mestic and
international competition, definitely paving way
increase in rivalry afterwards. The resourcefugdat
firms, having wide range of investments, w

Competitively these fierce

competition,

advantages in

Arguably, reforms in the m-1980s were limited in
scope and lacks clear roadmap, whilst those in4
were more systemic and systematic. In
liberalization phase, from independence till thed-
Eighties, the economic planning was mainly base
a centrally operated market and ur government
control wholly. There were not any forei
investments coming and country lacked v
established consumer market. Thplatitude the
Indian economic condition, for instance livi
standard did not rise. In government tenure of \r
Gandhi, efforts were made to increase exportsi#
liberalisation policies were implemented but did
identified with much support. The importsence,
exceeded exports and resulted into problem:
Balance of Payment. What exacerbated the situ
was the fall of the Soviet Union, which was usethé
major business market of India. At this stage,
immediate economic reform was inevitable. “e
was in fact, China had previously adopted ‘O
Door Policy’ through which it liberalized i
economy, pursuing export led growth and enga
more with global economy.

Hence, in 1990sDr Manmohan Singh, the Finan
Minister of India, took the first itiation towards
globalisation and economic liberalizat
KEYWORD: reguvenate, incumbent,
liberalization, investment

Monopoly,

Economic liberalisation
Since 1991, economic reforms undertaken are ref:
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as economic liberalisation. This comprises of tw@eneral public has to forgo the ‘over-dependency
components, firstly ease or remove restrictionshen syndrome’ of previous period. What is more, they
market operation and economic transactionsave more choices of producing and buying the
including altering the procedures of investmentelorommodities and services, the choice of various
at domestic and global level; licensing of importgrofessions and occupations, varied options to save
updating outdated legislation and introducingnd do investment, in lieu of both freer domestid a
regularity authorities (SEBI, TRAI, IRAI, SERCsinternational markets.
etc.). The second component is to create an
environment of stable macroeconomic policy helpfiWndoubtedly, economic liberalisation is only an
to the market forces. instrument to solve social and political problems,
though everybody may not be able to harness its
The meaning of economic liberalisation varies, tmerits. This process of liberalisation would be enor
begin with the Development strategy, econommsuccessful if implications are readily acceptedthmsy
reforms takes away from lessening the dependencesmciety and polity.
international labour division towards integratiofthw
global economy progressively and aggressiwajor elementsof economic policy of liberalisation
involvement in it. This includes shift to clearly
targeted public sector in commercial activitiesniro De-reservation of industries for public sector:
inefficient and overextended public sector, perfiogn Presently, there are only 4 reserved industries in
main function of health, defence and education. Tipeiblic sector: Defence products, Railways, Atomic
new strategy diagnoses the persistent poverpower and Minerals to be used in Atomic power.
burgeoning from unequal distribution of income anwhile 17 industries, since 1956, reduced to 8,rafte
wealth of nation and insufficient employmenti991 policy and further been liberalised over theet
opportunities being expanded. Defence sector is unreserved too for private sector
after 2001.
Meaning for Government policy was structural
adjustment and stabilisation. Structural adjustmeAbolition of industrial licensing:
includes reallocation of resources like capitalijl,sk Industries of security and strategic importancethee
labour etc. to diminish the wastages and to bélier exception, rest all have been freed from industrial
competitiveness of domestic firms at global levelicensing.
Stabilisation includes correcting the past profiga
demanding accountable monetary, fiscal arfefeedom of production according to demand:
exchange rate policy in order to keep inflationerafThere is freewill of firms to adjust their produarti
lower and ‘realistic’ forex rate in congruent withschedule as per market forces.
healthy balance of payments.
Abolition of phased manufacturing programmes:
For bureaucracy, considering themselves ‘contrgllerSince there is no need of import license for raw
has to change with ‘facilitators’ for the smoothmaterials, intermediate goods at large, case-te-cas
functioning of market. Their role is crucial inadministration basis under the phased manufacturing
formulating and executing the changes that apsogrammes is not necessary to be enforced any
integral to liberalisation. There is a need to gaweay longer.
to the result oriented activities and more transpey
in their activities, which were dominantly procedurRemoval of mandatory convertibility clause:
oriented in the past. financial organisations can convert a part of thean
into equity shares if their management felt its
Private entrepreneurs have to be positive towdrds urgency. However it is observed that, this facihys
commercial risk occurred due to free operationhef t not been utilised, seen as a threat to start g, ish
market. They are advised to accept and rely avhy; these institutions will not be able to impdke
dynamics of market forces rather than approachicgnvertibility clause.
the government for a bail-out.
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Removal of investment controls on large business message to the international community. Furthermore

houses: liberalisation has reduced the political risks to

MRTP ACT 1969 constrained all firms with assetsvestors, for instance strong legal foundatiosdtile

above a certain size, to enter into defined indesstr disputes, property laws etc. allow them to operate

only. Since this clause has been amended afterywansgh confidence.

these firms are not required to take approvals

beforehand to invest in deli censed industries. NDA Government under Narendra Modi, in 2015,
allowed up to 49% of foreign direct investment in

Dis-investment of gover nment shar eholding:

The recent examples like VSNL, Maruti Udyog LtdInsurance sector, then by passing the Coal Min#és Bi

are allowed to sell their part of shares throughualu of 2015, the government ended its monopoly over the

funds, employees, general public and financiahining of coal, prevailing since nationalisation in

institutions. 1973. The coal blocks and license, as well as
commercial mining, were bid by Indian arms of
Reformsin foreign exchange management: foreign companies. This move results in huge

FEMA (Foreign Exchange Management Act) wamvestments by foreign miners accompanying with
replaced with FERA (Foreign Exchange Regulatioexchange of latest mining technology for the state-
Act) by the Central Government. The value of rupemvned Coal India. This open up prospects of a bette
is decided through variations in market forces. Huture of coal mine workers,
open market, neither exporter have restrictionsetb
their foreign currency nor importers to buy it frdhe In the 2016 budget, a law was passed by BJP
market. This is termed as free convertibility gbee. = Government regarding Insolvency and Bankruptcy
Code, according to which, if insolvency is not
Foreign investment: resolved within 180 days then the assets of bonrowe
The following concessions were allowed: first, 3#nay be sold to repay creditors. As per experts, ifhi
high priority industries were experiencing 51% othe second crucial reform taken in India since 1991
foreign investments in equities. Manufacturingiext to proposed GST, which eases the process of
activities in SEZs (Special Economic Zones) andbing business from, 130 out of 189 countries as pe
some activities in telecom sector were permittegeo World - Bank's Doing Business Report 2016

100% foreign equity involvements. (previously overlapping jurisdiction of four diffemt
forums during corporate insolvency led to systemic

Public sector policy: delays and complexities in the process).

New industrial policy, 1991 has classified the sect

into 3 categories. For eign direct investment

1. Those which lie in the high priority areas or infhe year 2008 marked the highest FDI inflow of
reserved area of operations should 3.4 billion which was negligible prior to 1991
strengthened. reform. The reports of The Financial Times shows

2 Trosewrich may b at presen. becoming wea . 1 2012 Chne being o Cestatr o fore
but have viability in future; must be reenglneered.nearly Rs 4.19 lakh crore).Only period being

3. Those with persistent losing market share shoulgkception was the global economic shutdown during
be shut down or they should be handed to priva#e08 and 2012 which did not experience in rising
sector. investments.

The Indian Government aims at, from an economig 2017, Narendra Modi addressing global invesabrs
perspective, making India a safe and easy placette World Economic Forum, further eased norms of
invest via fighting corruption and the shadowDI| in key sectors like rail infrastructure, civil
economy, simplifying and unifying the tax systemaviation, retail trading, power exchanges and
liberalising the still conservative sectors and mgk construction development. The government has
nation digital amiable. The reform like GSTalready liberalised procedure for more than 15msct
nevertheless allows to assess the long-term visfonto attract invest including construction also. Now
Indian economic policies and sends a welcomirfgreign firms can invest up to 100% in their single
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brand retail operation in India (previously limitagr sectors such as IT, Space technology, security,
49% through the automatic route after whickounter-terror operation, defence manufacturing etc
government approval is needed). This retail is mofidis whole investment story is just an exemplary of
liberal, they do not need to compulsory purchasi 36s0 many positive effects of liberalisation in Indim
goods locally (mandatory for opening of first storeecent years.
during initial 5 years of global operation). This
decision will be beneficial to Swedish homd-oreign institutional investment:
furnishing IKEA and smart phone maker AppleFll (an institution established outside India which
though local supermarkets would still have advamtagroposes to make investment in India in securities)
in terms of providing more choices to consumers ot done on long term basis and its inflows magroft
selling imported items too. Earlier foreign retesle reflect economic and political stability of the cary.
were hesitating because of complicated approvdaero®ver the years, owing to huge growth potential,
for investment proposals (in fact UPA had restdcteemerging economy like India have become hot
supermarkets like Wal-Mart stores to cities witklestination for foreign institutional investors. fiact,
population in excess of 1 million) but now as maisy SEBI has more than 1400 of them registered with it.
50 retailers have been keen to enter the Indiakehar Its inflows rose to $45.7 billion in 2014-2015 from
This proposal may help government meet its tarfet $8.9 billion in 2013-2014, a 414 % shoot up in jlst
doubling income of farmers by 2020. year. In next one year period, $2.5 billion onlyswa
net Fll outflow. Flls have a considerable influermce
To widen competition for the purchase of Air Indialndian economy- its sudden influx can essentially
Overseas players can take up to 49% in the loskive the Indian stock market. Additionally, it levs
making national airline by taking governmenthe cost of capital and help to get cheap credit
approval. In power exchange sector, foreign inusstamverseas. On the flip side, its inflow, if slowswio
can invest up to 49% through the primary markéten it will slump the wealth generation by theckto
which was until now, were allowed to invest vianarket and also economy will suffer the depression
secondary market only. the currency. What is more, to prevent huge swings
the exchange rate, the RBI would have to shoot up
FDI trends after the launch of Make in India betweanterest rates, leading to losses of companies who
October 2014 and March 2017, showed an increasenekd funds for the growth internally. This will,roe,
51% in total FDI inflows (from $61.4 billion 30 decelerate the growth of the Indian economy.
months back to $99.7 billion in March 2017). It is
striking to note that Manufacturing sector®resently, current account deficit in India is heytd
experienced a growth of 14% in 2015- 2016, soarduis can be financed only by foreign investmertaf t
up overwhelmingly witnessing 52% growth in 2016is why through liberal policies, the Indian goveemh
2017. India has now become the “topmost attractive encouraging Flls. There is optimism among
destination for foreign investment” and this is ntai industry experts and the government in this concern
owing to intense and bold policy reforms governmefilthough valuations of Indian markets are quitehri
undertook to bring pragmatism in the FDI regime.  what these structural reforms tell investors ist tha
valuations may be rich today, but the longer-term
India is an ‘investment gateway’ for instance, lastory is improving materially for us to stick witbr
October 2017, UAE investors announced to investe long term,” Mermani said.
nearly $2.5 billion in India, including $1 billioworth
of investment by Abu Dhabi Investment AuthorityGST (goods and service tax) changed Fll outlook int
one of the largest sovereign wealth funds in thddvo more confident towards the continuity of reforms in
and a further $460 million investment in Andhrandia. Evidently, as many as 269 new foreign
Pradesh by Lulu group. India has emerged as a fomrtfolio investors (FPIS) registered with capital
new investment destination for the oil-rich natiomegulator SEBI in April 2017, which indicates their
which definitely boosting the bi-lateral relationswillingness to be part of India’s growth story.
Their bilateral synergy have now diversified to new
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