Reforms

The economic reforms in India, commonly referred to as the LPG model
(Liberalization, Privatization, and Globalization), were a series of policy changes
introduced in 1991 to address a severe economic crisis. Facing a balance of
payments crisis and dwindling foreign exchange reserves, the Indian government
recognized the need to shift from a heavily controlled economy to a more
market-oriented one.The economic reforms in India, initiated in 1991, aimed to
liberalize the economy and foster growth.

Key Components of the LPG Model:

Liberalization: This involved reducing government control over economic
activities. This included:

Deregulation: Reducing government regulations and licensing requirements for
businesses.

Trade liberalization: Lowering import tariffs and quotas to increase international
trade.

Foreign exchange liberalization: Relaxing restrictions on foreign exchange
transactions.

Privatization: This involved transferring ownership of public sector enterprises to
the private sector. This was aimed at improving efficiency and reducing the
government's financial burden.

Globalization: This involved integrating the Indian economy with the global
economy through increased foreign trade and investment.

Key Reforms:
e Trade:
o Reduction of import tariffs and quotas: This aimed to increase
competition and efficiency in domestic industries.
o Export promotion: Measures included export subsidies, tax incentives,
and the establishment of Export Processing Zones (EPZs).
e Industry:
o0 Industrial licensing deregulation: Reduced government control and
allowed for greater private sector participation.
o Foreign investment liberalization: Increased foreign direct investment
(FDI) inflows.
o Disinvestment of public sector enterprises: Privatization aimed to
improve efficiency and reduce government burden.
e Financial Sector:
o Financial sector liberalization: Deregulation of interest rates, allowing
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banks to set their own rates.

Capital market reforms: Development of the capital market through
measures like allowing foreign institutional investors (FIIs) to invest.
Banking sector reforms: Increased competition and expanded financial
product offerings.

Specific Reforms:
e SEBI Reforms: The Securities and Exchange Board of India (SEBI) played a
crucial role in regulating the securities market. Its reforms focused on:
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Investor protection: Strengthening investor protection mechanisms.
Market integrity: Enhancing market transparency and combating
market manipulation.

Market development: Promoting the growth and development of the
securities market.

e Narasimham Committee Recommendations: The Narasimham Committee,
established in 1991, provided a roadmap for financial sector reforms. Key
recommendations included:
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Strengthening the banking system: Improving bank capital adequacy
and enhancing their risk management capabilities.

Promoting competition: Encouraging competition among banks and
other financial institutions.

Financial sector restructuring: Restructuring the financial sector to
improve its efficiency and stability.

e FRBM Act: The Fiscal Responsibility and Budget Management (FRBM)
Act, 2003, aimed to improve fiscal discipline by:

@)

Reducing fiscal deficits: Setting targets for reducing fiscal deficits over
time.

Improving revenue mobilization: Increasing government revenue
through tax reforms and other measures.

Improving public expenditure management: Enhancing the efficiency
and effectiveness of government spending.

e Competition Policy: The Competition Act, 2002, aimed to promote
competition in the market by:
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Prohibiting anti-competitive agreements: Restricting anti-competitive
practices such as price-fixing and market-sharing.

Regulating mergers and acquisitions: Preventing mergers and
acquisitions that could substantially reduce competition.

Promoting fair competition: Ensuring fair competition among
businesses.

e FERA and FEMA: The Foreign Exchange Regulation Act (FERA) was



replaced by the Foreign Exchange Management Act (FEMA) in 2000. FEMA
aimed to:
o Liberalize foreign exchange transactions: Facilitate international trade
and investment.
o Simplify foreign exchange regulations: Reduce bureaucratic hurdles
and make it easier for businesses to conduct international transactions.
o Strengthen enforcement: Improve enforcement of foreign exchange
regulations.
e RBI Reforms: The Reserve Bank of India (RBI) implemented various
reforms to modernize the monetary and financial system, including:
o Inflation targeting: Adopting inflation targeting as the primary
objective of monetary policy.
o Financial inclusion: Promoting financial inclusion by expanding access
to financial services for underserved populations.
o Payment system development: Modernizing the payment system
through initiatives such as the National Payments Corporation of India
(NPCI).
Impact:
The economic reforms have had a significant impact on the Indian economy,
leading to higher economic growth, increased foreign investment, and improved
living standards for many. However, they have also resulted in challenges such as
job losses in some sectors, increased inequality, and environmental concerns.
Note: This is a simplified overview. The actual implementation and impact of
these reforms have been complex and multifaceted.



