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STRUCTURAL ADJUSTMENT IN INDIA
A SURVEY OF RECENT STUDIES AND ISSUES FOR FURTHER RESEARCH

K.J. Joseph

Inlroduction

Since the carly ninctics the Indian economy has been subjected Lo a process of stabilization-cum-
structural adjustment'. Stabilization involves short-term demand management through monctary and fiscal
policics. The specific objectives of stabilization arc; first to bring inflation under control through restrictive
monclary policy, sccondly, to correct deficit in the balance of payments usually through devaluation of
exchange rates accompanied by import liberalization and thirdly, to check fiscal deficits by curbing government

spending, particularly the non-developmental expenditures.

Structural adjustment, on the other hand, is concerned with the supply side of the cconomy or raising
the long term growth through improving efficiency, productivity and competitiveness. The underlying
assumption is that the economy suflers from certain structural rigiditics which not only hinder the gro;vlh
process, but also undermine its capability to respond to crisis situations like the onc in the carly 1990s.
Structural rigiditics are both external and intemal. The internal or domestic rigiditics emanate from the .
Governmental interventions like the controls on entry and cxit, restrictions on the scalc of opcration,
mtervention in pricing (both in the product and factor market) and so on. The rigidities in the external sector,
on the other hand, arisc from the man madc restrictions on free trade like the exchange rale policy, import-
export controls, controls on foreign investment and transfer of forcign technology and so on resulting in an
wsustainable deficit or surplus in the balance of payment. The policy reforms initiated in India during the carly
ninctics propose to do away with these rigiditics and the resulting discquilibria through globalization and

liberalization?.

The roots of economic liberalization in India, however, could be traced back to the carly cightics
wherein the development strategy has moved away from the carlicr regime of conlr/ols and planning®, This
realization was manilesicd in the appointment of a scrics of commiltecs in the lale seventics Lo look into
different aspects of Indian economy. The reports of these committecs confirmed that the regulatory system in
India had become a drag on the development process and underlined the nced for change?. The acceleration
of the liberalization process in the ninctics, however, has been an immediate fall out of the cconomic crisis,
puticularly in the external front®. The situation has been best described by the Economic Survey 1991-92.
To quote " By Junc 1991, the balance of payments crisis had become overwhclmingly a crisis of confidence
inthe Governmen's ability to manage the balance of payments......A dcfault on payments, for the first time in

our history, had become a serious possibility in June 1991 (p.10)



The wide ranging reforms have led to a large number of studics. Some arc ex-ante analysis, mostly
cast in the computable general equilibrium framework with a view to simulate different scenarios. Others are,
by and large, ex-post based on the limited empirical evidence. The inference of both scts of studies arc liable
to reservations; former on account of its restrictive assumptions and the latter due to the poor empirical and/or
analytical base. This paper is an attempt to survey these studics and Lo identify the major gaps for further
rescarch®, The approach of the survey is broadly to assess the impact of reforms on the cconomy. We shall
begin with a critical assessment of the underlying economic rationale of the liberal policy measures with a view
to provide a broad framework of analysis to assess to reform process. The Sccond and third sections present
the studies on the macro economic performance and those dealt with the specific sectors respectively. The final

section presents the concluding observations.

T1|e Economics of Economic Liberalization

An early theoretical case for liberalized policies has been bascd on the well known Pareto
optimality of frec trade. To the ncoclassical school, Governmental interventions in the spheres of production
and exchange could be justified only if they are meant for correcting market failures and the benefits of

intervention exceed the cost.

The post-war period, however, witnessed the emergence of powerful counter arguments. The rise of
Keynesianism in the western ceonomics, the increasing legitimacy of social welfare institutions and the
acceptance of the need to regulate financial institutions provided the ground for justifying the inlerventionist
policics and weakened the ideological support for the free trade policics in the developing countries. The
rclevance of the ncoclassical view was further undermined by the expericnce of socialist cconomics which
appcared to be succeeding in bringing about structural transformation of their economics through central
planning and Governmental intervention. Finally, the development cconomists also, by and large, stood for

import substitution and the accompanying Governmental regulations in industry and trade.

The seventics marked the emergence of a large number of studies highlighting the efficiency losses
associated with the import substituting industrialization. [Little, Scitovsky and Scott (1970), Balassa (1971)
Kruger (1974) Bhagawati (1978)]. The success of the East Asian countrics has been cited to suggest that the
trade restricting, import substituting policics have failed and should be replaced with trade oriented, export
promoting policies. But it has also been argued that the underlying force of the South East Asian miracle is a
more active [orm of state inlervention [Amsden (1989) and Wade (1990)]. After critically surveying the
literature on both sides Rodrik (1995 pp 2947) remarks "these books (Amsden and Wade) cannot be easily
dismissed; they present a serious challenge to those who deny the usefulness of an activist industrial policy".
The present victory of the ncoclassical school, perhaps, came with the downfall of the Sovict Union resulting
in a total erosion of confidence in central planning and stale intervention. The basic economic arguments made

in favour of the market oricnted policies, following Rodrik (1995) may be succinctly summarized.
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%) Market oricnted liberal policics result in static resource allocation improvements. In the case of India,
there has been a general consensus that the restrictive policy regime has given rise to a high cost industrial
structure, plagucd by rampant rent secking, devoid of efficiency and competitiveness. But the empirical
foundations of the neoclassical argument that the market distortions lic at the root of lower growth of the
import substituling economies is not very strong. According to Taylor (1991) the results of the computable
general equilibrium models applied to estimate wellare losses from distortions was rather surprising; 100
percent distortions reduced GDP by one half of one per cent!
b) | Economic liberalization facilitates technological change and faster growth. Studies on the dynamic
eflects of (echnological change, lcarming and growth have gencrally taken three different approaches; firm level
case studics [cg. Lall (1987) for India and Katz (1987) for Latin America], cross industry studics [cg.
Subrahmanian (1991) Katrak (1989), Deolalikar and Evenson (1989) Sidharthan (1988)] and cross country
studies. While the literature in this area is enormous and still growing, the analytical foundations of the most
studies have been too ambiguous and the preferred method of proof ranges from casual appeal to common
sense. (Rodrik 1995) ' _
¢) Outward oriented cconomics could better withstand the adverse external shocks. By analyzing the
growth experience of different cconomics following the first oil shock (1974-78), Balassa (1981) argucd that
the export oricnted countrics, unlike their inward oriented counterparts were able to increase their share in
world trade leading to higher output growth. Sachs's analysis (1985) for the carly cightics also reached a
conclusion similar to Balassa. However, there is counlerfactual cvidence which tends to go against these
findings. For instance, while India was hardly affected by the external shock of the early eighties, open
economies like Chile and South Korea were scverely affected.
d Market based economic systems are less prone to rent seeking activities. It has been argued that the
general policy environment of import substitution was the one which gave rise to a variety of incentive
distortions and resource mis-allocations which were collectively termed as rcnt-scckiné(krugcr 1974). But the -
basic issue 1s whether the liberalized policies alone could do away with rent-secking. There is evidence to
suggest that cven under liberalized policics there exists substantial scope for rent sccking so long as
governments cxist and implement the policics. It has been shown that afler the adoption of outward oriented
policies the rent seekers in Turkey started running alter export subsidics instead of import licenses or quotas.
On the whole, the analytical foundations and the empirical ¢vidence in f avo’ur\of the argument that a
fully market-oricnted restructuring would promote productivity, compctitivencss and growth is yet to be made
fobust. A more realistic argument would be, while an abysmal policy regimc can, perhaps, drive a country into
economic ruin, a ‘good’ policy per se cannot make a péor country rich (Rodrik, 1992).

Structural Adjustment and the Macro Economic Performance

Given the fact that structural adjustment is a recent phenomenon in India, there are not many

ex post analysis dealing with its impact on the macro cconomic variables. Therefore, we shall begin with a
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quick overview of the experience of the economies in Africa and Lalin America’ so that the resuls of e
available studics could be viewed in a proper perspective. A large number of African countrics have iniliated
the programmg in the early eighties itself and by 1989, 37 African countrics had signed SAP agrecments wilh
the World Bank. It is generally held that the performance of African countries under structural adjustmentis
less than satisfactory. One of the severe criticisms has, probably, come from the UN Economic Commission
for Africa (UNECA). It has been argued that poverty in Africa has worsened in the 1980's under structurl
adjustment. The average annual growth rate of per capita income in 1980's was cither stagnant or ncgativein
most of the countries implementing adjustment and stabilization programme. For example, the average regl
income of Africa, south of the Sahara, in 1988 was no more than 80 per cent of their levels in the 19705 In
a few cascs where improved per capita income was recorded, it was largely at the expense ol higher extemal

debt and the deterioration of social services (UNECA, 1989).

« A more recent study (Ayittey, 1995) also has almost similar findings to offer. In 1990 per capila
income in Africa declined for the twelfth consecutive year. Agricultural growth has been dismal with output
growing at less than 1.5 per cent per year since 1970. Industrial output across Africa has also Bccn declining
with some regions experiencing de-industrialization. In terms of the social indicators of development the
situation seems to have gone from bad to worse. About one in every four children die before they reach the age
of five in Burkina Faso, Ethiopia and Mali mainly on account of malnourishment. The dismal performanceis
further evident from the fact that nine out of the ten countries with the lowest human development index in

1992, were from Africa.

Latin American countries also have been subjected to Structural adjustment prior to India. Here again,
the overall economic performance was severely criticised by many. During 1950-80 Latin Amcrica underwent
a massive transformation from a predominantly agrarian cconomy to scmi industrialized urban cconomy. Total
GDP growth recorded an annual rate of 5.5 per cent with the non agricultural GDP recording 5.8 per cent and
the ..iustnal GDP by 6.2 per cent (Garcia and Mezzera 1995). The GDP growth rate, however, fell from its
historical rate of 5.5 per cent per annum to 1.2 percent (even less than the "Hindu growth rate") during 1980-
89. Most of the impact took place during 1982-85, when average per capita expenditure fell, in real terms, by
almost 17 per cent (Wells 1987). Growth in the formal scclor cmployment also declined to under 3 per cent
from the historical rate of over 4 per cent. The decline of employment during the eigl’uies was most intense in
the medium and large sized firms that had been the mainstay of modern sector expansion until 1980, jobs in
these firms grew only by 0.5 per cent. Hence most of the employment growth was contributed (o by (he small
firms employing up to ten workers; the recorded growth rate being 7.5 per cent. At the same time the informal
sector employment grew by 6.7 per cent, (Garcia and Mezzera 1995)

The problems involved in these aggregative analysis is too obvious®. Further, an unanswered issucis;
whcther the situation would have been any better had these countries not opted for structural adjustment?. From
the point of our discussion, the question is, What has been the Indian experience? Let us now examine the

available literature.



Tradc and Current Account Balance

The core of structural adjustment programme is, probably, the trade policy reforms. In India,
aswe have already seen, an immediate provocation for the structural adjustment also turned out to be the crisis
in the external sector. Hence trade policy reforms® were initiated with a view to bring about the external
balance through increased exports. What has been the impact of these poliéics on exporl, import and the
external balance? There are not many ex-post studies that arc addressed to this specific question. It could also
be argued that four years is too short a time to have a proper assessmient. Nevertheless, an understanding of

even Lhe short run impact could be of some relevance in guiding the future policics.

There are a few studics which looked into the short run effect of exchange rate depreciation on the
macro cconomy employing Computable General Equilibrium Model. For instance, Hiran Sarkar and Manoj
Panda (1992) have shown that if trade does not respond to the international price-domestic price differential
the effect of devaluation would be stagflationary. Such an economic contraction could be countered if clasticity
of trade with respect to the ratio of international price and domestic price is around 0.8 per cent. The general
price level tends to rise implying thercby that devaluation is always inflationary. Trade deficit in rupecs
increnses if trade does not respond (o prices and exchange rate. The deficit starts deercasing when trade
tlasticity is more than 0.3, Finally both the exports and imports of consumer goods respond significantly to
devalualion, possibly because of the lesser domestic price incrcase in this scctor duc Lo low requirement of

imported inputs in its produciion.

An cx-post analysis of the trend in trade (export and import), prices and exchange rate behaviour
during 1991-94 by Prabinit Sarkar (1995) questioned the effectivencss of exchange rate policy as an
istrument of trade policy. It was found that during June 1991 10 August 1994 India's cxports: in US dollar rose
atthe statistically significant monthly rate of 1.1 per cent where as the recorded rate in imports was only 0.74
percenl. Morc interestingly, his regression analysis of monthly data dusing Junc 1988 to August 1994 using
slope and intercept dummics found no trend break during the period of liberalization. Further with the
tonsumer price index recording a monthly growth of 0.74 per cent, the real effective exchange rate has
sppreciated in contrast to the expericnee of the 1980s when the nominal and real effective exchange rate
showed a tendency to depreciate. While the debate on the cffectivencss of exchange rate pE)licy is an old one,
whal is relevant in this context is an understanding of the factors responsible for the continuing inflation and

prices and the need for containing the same,

Now let us scc what the Economic Survey has to say on the external balance. It is stated that the
curent account deficit as a percentage of GDP has declined from 3.3 per cent in 1990-91 to 0.1 per cent in
1993-94. Similarly, the stock of foreign exchange reserves has increased from 0.6 months import in 1990 to
8.2 months import in 1994. The export import ratio has also shown a marked increase from 66 per cent in
1990-91 10 94 per cent it 1993-94 (Economic Survey 1994-95). The present forei gn exchange reserve in terms
of import cover (8.2 mibnths) is found to be much morc than that of other countries like China (4.6 months)
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and South Korca (3.4 months). This tends to raise questions regarding the management of foreign cxchange

rescrves of the country.

It has been argued that the policy of globalization coupled with the indiscriminate borrowing would
lead the economy into a debt trap as it happened in some of the Latin Amcrican countries. The counter
argument runs like this; though India has the fourth rank in terms of absolutc amount of borrowing, its position
slid down to 90th when we consider total debt as a proportion of GNP hence the country is still within its
borrowing capability. Similarly, while the current debt scrvice ratio of around 30 per cent is high as compared
to that of early 80s (around 14 per cent) the same ratio had reached a higher level of 27 per cent in the late
sixlics. Further, it is also shown that India's terms of borrowing in terms of maturity, average infercst rate,
grace period and grant clement has moved in favour of India in 1991 as compared to 1982 (Basu 199,
Bhagwati and Srinivasan 1993). Hence the fears regarding India's forcign debt and current account balance
arc unfo.undod"’. In a similar vein an cstimate of a simple macrocconomic model by Gupta (1994) reveals that
while there is room for concemn over India's public debt, the emcerging situation on the external front appears
relatively better. In the context of such lack of conscnsus on the impact of structural adjuslmcht on cxtemal
balance, it would be rewarding to analyze the trends in India's current account balance and the factors that
shape it. Such an analysis in a companson with that of other NICs would also be of some relevance for Indias
policy making. A preliminary attempt in this direction (Joseph and Nandakumar 1994) for the period 1972-
1987 has shown that while China has succeeded in significantly diversifying her export basket, India’s
performance in this regard was rather poor. Another weak link in India's external {ront is the service scctor.
Studics (Vinodkumar 1995, Joscph and Pillai 1994) on the structurc and compelitivencss of India's service
trade vis-a-vis South Korea and Brazil raised concern over the declining competitiveness and the growing

deficit in India's service account.

On the whole, serious attempts towards analyzing the recent trends, patterns and direction of India's
exports and their implications arc yet to be made. In analyzing India's exports, onc nceds to analyze the
primary commodilics and manufactured exports separately since the factors shaping these two appear to be
diffcrent. Bhaskar (1991) found that there was a decline in the real prices of primary commodities in the
intcmational market. This started in 1982 and the real commodity prices in 1985 were lower than their 1982
level and were in fact, at their lowest since the sccond World War''. 1t was afgucd that the "debt and
devaluation induced supply shifts' arc partially responsible for the depressed commodity prices'?. 1t was also
shown that the primary commodity basket docs not contain homogeneous products. They differ not only in
terms of the cxtent of supply response to the changing market signals, but also in terms of their income
clasticity. For example, tree crops and mincrals cannol respond instantancously to changes in market signals.
Demand for cash crops like tea, collee, cocoa, spices cte are highly income clastic. Thercfore, there is a need
for scparate investigations of dilTerent primary commaoditics in order Lo sce the impact of devaluation and other

measures on commodity prices and export earning.



Though there is hardly any systcmatic empirical studies on the export performance of manulactured
goods in general, there are some studics which deal with specific product eg. Chaticrjee & Mohan (1993) on
fextiles and Sinha and Sinha (1991) on leather. Sinha and Sinha found that in constant dollar terms, there has
been a consistent decline in the growth of exports since 1986-87 to 1989-90. Paradoxically, India’s share
declined in those products which registered higher increase in world demand. For example, the global import
of leather and leather products was around US $36 billion in 1988 of which footwear alone accounted for $18
billion. The sharc of footwear in India's total leather exports declined from 27.5 per cent in 1980-81 to 13 per
cent in 1989-90, whercas the share of footwear component increascd from 36.8 per cenl to around 47 per cent.

The impending stagnation in leather exports is explained in terms of the tardy response of the industry to

hanging global prefercnces.

Chatterjee & Mohan (1993) found that India has comparative advantage in collon garments. Bul most
of the Indian firms opcratc on a much smaller scale compared to their competitors'’. The study in gencral
presents the case for further import fiberalization so as to increase the intcmational competitivepess. 1t may
be noted that the above study has not analyzed in detail the impact of protectionist policies followed by major
markets, say the EEC, through tarifY and non-tarifl measurcs. In the cvent of such barricrs Lo trade and slow
opening up of the market as cnvisaged in GATT', it is instructive to ask whether the liberalized imports,

greater foreign participation and dercgulation will beneflit the exports of Indian ganments?.

Mundle and Mukopadhyay (1992) examined the question as to whether the strategy of protection has
enhanced the intcrmational competitivencss of Indian industry by taking the case of capilal goods scctor. It was
found that there were very distinct gains from protection to the capital goods industry by way of extra growth
from the mid 50's Lo carly 70's, lcading to much higher output than would have been achiieved in the absence
of protection. Despite these gains the Indian capital goods industry has failed to become internationally price
competitive. The major component of domestic-intemmational price differcnce is attributed to exogenous factors
such as higher input prices or taxcs. chcrlhclcss‘, conversion cost differences arc still significant, implying

refative incfficiency of the Indian manui’aclurin_g in the case of most capital goods except ¢lectrical machinery.'s

In any analysis of export performance, a crucial question that we need (o ask is what is the basc of our
international competitiveness?: Is our competitivencss a reflection of our under development? To be more
specifiic, in a country where a vast pool of surplus labour lives in abject poverty, competitivencss bascd on low
cost labour will be a reflection of the weakness rather than the strength of our cconomy. Another issuc is
whelher the competitiveness is at the cost of environmental degradation? In fact, our understanding of the
impact of structural adjustment micasures, particularly the trade liberalization measures on the cnvironment is

rudimentary.'

Sanyal (1993) argucs that long tenn compclitiveness depends on productivity and nothing else. If the
export basket consists of both dynamic high productivity industrics and backward low productivity industrics,

restructuring export in favour of the former may Iead to higher national cconomic welfare cven if there is a fall
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in the sharc of cxports as a whole. Viewed thus, it is not nceessary that the share of export in GDP ofa
particular country should risc to achicve higher welfare. The crucial question thercfore in India today is

whether the structural adjustment would bring about such a change in the structure of exports?

If we aceept the fact that, it is the technological capability, inter alia, that dctermines (o
compclitiveness, we need to get into another aspect, viz. the impact of structural adjustment on technological

change.

Vv i":qeclmology and Foreign Direct Investment

The process of technological change in a developing cconomy is ofien viewed as a combined
eflect of technology-import, local Rescarch and Development (R&D), and the interaction between these two.,
One of the major questions of technological change in India so far studied has been whether technology import
is a complcment to or a substitute for local R & D and which factors shape the observed behaviour of the fims
during the import substituting rcgime [Katrak (1985), Kumar (1987), Subrahmanian (1987 and 1991),
Sidharthan (1988) to cite a few studies]. Most of these studics have found that technology importing finns used
to spend morce than proportionately on local R & D implying thereby a complementary relation between import
and local R & D. At the same time the policy environment was so restrictive that it slowed down the inflow
of advancements in technology from abroad so that large sectors of Indian Industry have falicn behind advances
in technology and showed technological incompetence which in turn adverscly affected (he competitivencss of
Indian Industry in the world market (Desai 1984).

To make the econonty technologically dynamic and internationally competitive structural adjustment
envisaged, among other things, the removal of restrictions on foreign investment, and relaxations in the terms
and conditions of technology import. Naturally, the behaviour of technology suppliers with regard to the
quantum and terms of supply, and that of technology-buyers with respect to the technology-import, local R &D
and the relationship belween these two, must have undergone changes under the liberalized and outward
oriented policy regime. Also given the liberal approach towards forcign investment and terms of technology
import on the one hand and availability of cheap R & D personnel and infrastructurc on the other, the R& D
integration between technology supplicrs and their local counterparts would have incrcascd.  Since our

understanding on these aspects remain rudimentary, more rescarch is called for both at the conceptual and

empirical level.

Another sct of issucs relates to the forcign investment and its impact on export performance. In the
light of increasing competition among LDCs for forcign Direct investment (UNCTAD 1995) Wheeler and
Mody (1992) analysed the determinants of US FDI in LDCs and concluded that these incentives are
unnccessary for countrics with an expanding market, good infrastructure and specialised input suppliers.

Studics (Manoj Pant 1993 Subralmanian and Joscph 1994) on the export intensity of forcign and ocal fins
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in the Indian industrics do not support the view that forcign firms tend to have higher export intensity. It has
also been argued that it is not the productive capital but it is the financial capital that has become mobile.
Hence what has flown into the country is mostly speculative funds in the form of portfolio investment rather
than foreign direct investment (Mani 1995, Patnaik 1994a and 1994b). Though a detailed ex-post analysis of
the impact of foreign investment on Indian indusry is difficult today, an analysis of the pattern of foreign
investment in terms of their regional distribution, industry and market orientation and the structure of
investment in terms of direct foreign investment and portfolio investment would help policy formulation in

morc than onc way.

_ I [: mployment Under Structural Adjustment

In his pioneering attempt at estimating unemployment during the period of stabilization
(1992-94) Mundle (1993) found that unemployment rate may go from the base scenario of 3.1 per cent in
1990-91 to 5 per cent in 1993-94 with high growth rate in GDP and 6.6 per cent with low growth rate'”. The
estimales aré bascd on employment elasticity'® calculated using NSS data. But the NSS 43rd round scems to
have under-estimated unemployment especially in the farm sector, since 1987-88 was a scvere drought year
(Visaria and Minhas, 1991). It also needs to be argued that since the projection is made at the aggregate level

it does not incorporate the impact of scectoral variations in employment growth.

Some of these problems were partly resolved by Bhattacharya and Mitra (1993) in their analysis based
on Census data. It was found that the rﬁtc of growth of total employment in the 80's as computed from 1981
and 1991 census (2.34 per cent p.a.) is higher than the corresponding growth rate as pet NSS during late 70's
and 80's. Employment in public manufacturing has grown at a fast rate of 2.8 per cent p.a. In contrast,
employment in the private organized sector fell in absolute terms. The private unorganized sector, however,

has grown rapidly to record an overall positive growth of employment in the private (both organized and

unorganized) scctor.'?

Based on sectoral employment elasticitics, Bhattacharya and Mitra also projected future
uncmployment. It was observed hat in the moderate growth scenario the total cmployment in 1995-96 would
grow to 298 million. During l.he.samc period the work force is expected to reach a level of 313 million. The
resulting unemploy- ment under the moderate growth scenario would be around 15 million in 1995-96 which
is almost 5 per cent of the projected work force. Even under the accelerated growth scenario the projected
unemployment in 1995-96 falls short of the projected work force by 6 million (2 per cent of the work force).
Thus, it was concluded that unemployment rate is likely to increase at lcast by 2 per cent points duc to

structural adjustment during the first half of the 90's.



The crucial question here is how to account for the declining cmployment in the organized
manufacturing sector. It has oficn been argued that low growth of cmployment in India results primarily from
disturbance in the labour market caused by trade unions and government regulations. Nagaraj (1994) has taken
up this issue in his analysis. It is shown that the wage rate according to occupational wage survey (OWS) and
caming per man day as per ASI data have not gone up dis-proportionatcly. The wage rate over a long period
in half the number of industries for which data are availablc (OWS) and caming per man day for registered
manufacturing in general and consumer non-durable goods industrics in particular in the 80's (ASI) has not kept
pace with the growth of per capita income. However, eaming per worker incrcascd faster than per capita
income in registcred manufacturing as well as in consumer non-durable goods, since workers have evidently
worked larger number of days. Further there was a distinct decline in the power of organized labour as reflecled
in the reduction in the number of man days lost duc to the strikes. The crucial question, however, is if market
imperfections are not responsible for reduction in employment gencration in the industrial sector how to
account for the obscrved trend. Nagaraj's own altemnative hypothesis in terms of the changing composition of

industrial output, increasing competition, employment overhang deserve further empirical verification.

ome Social Dimensions

There has been an increasing concern over the adverse implications of structural adjustment
on the social dimensions like income distribution, poverty, gender, quality of lifc and so on. Even the
Development Commitice of the World Bank (1987) felt that the cost of adjustment has been unusually severe
for the poor even in countrics where adjustment programmces have restored reasonable growth rates. Another
vicw is presented by Comia ct al. (1987). To them, structural adjustment is not the sole reason for the social
sctbacks and human difficulties expericnced by the countries undertaken structural adjustment. At the same
time it has beecn argucd that in many countrics adjustment was undertaken without duc regasd for its
distributional or poverty implications. A diffcrent view is being held by economists like Srinivasan (1988).*
To him there is nothing inherent in the adjustment policies that will retard growth, human development and
welfare of the poor. It has been argued that welfare of the poor docs not require special consideration in
periods of adjustment any more than it docs in any other period. 1T the weight assigned to the wellarc of the
poor is not particularly high in a given socicty the poor arc more likely to be hurt than other groups during
periods of adjustment. In such situations the poor should have a higher weight in policy making rather than

just a choice among the policics. This ultimatcly depends on the political system.

It appears that the empirical analysis of thesc aspects are rather limiled in the Indian context.
Nevertheless there are a number of studics in the context of other countries. Afler surveying the litesatse s
the impact of stabilization and adjustment programmes upon the poor Helliner (1987) concluded that it is
difficult to make generalizations based on the experience of onc or two countries. What is, therefore, required
is detailed analysis of country specific experience with different kind of macro imbalance and differcnt short

to medium term policy responses. Particularly interesting may be the comparative empirical analysis of the
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composition of cut backs in real governmental expenditures; impact of gencralized inflation, and the impact
of targeted interest rates and credit policics upon the poor. Another survey of studics on the impact of structural
adjustment on income distribution in LDCs by Demery and Addison (1987) holds the view that most studics
are inconclusive about the distributional effects - ie. who bears the immediate burden of adjustment and who
is likcly to benefit over the longer term - of stabilization and structural adjustment. Further, judgement bascd
on one particular regional experience can be quite mislcading for other parts of the developing world. Hence

they also underline the nced for country-specific studics.

S ector Specific Studies

There are a number of policy changes initiated as part of the structural adjustment process
addressing specific scctors like induslry, agriculture, scrvice and so on.  Though the rcforms have been
addressed primarily to specifiz sectors their impacts could have been economy wide. Similarly, the impact of
certain policy measures also cut across different sectors and therefore it may be difficult to attribute an outcome

to any specific policy measure.
. Industrial Sector

It is gencrally held that apart from the trade policy liberalization the major thrust of the reforms have
been on industry and finance. The new policy measures in the industrial scclor  aimed at enhancing
efficiency, productivity and international competitivencss by removing the barriers to entry and assigning
greater role for the market. It may be noted that while financial sector reforms is a recént phenomenon and
hence there are hardly any studies, the initiatives towards industrial scctor rcform could be traced back to the
carly 80's. This resulted in a number of studics dealing not only with the overall industrial growth and
productivity but also with specific industrics. 'i:hough these studics pertained lo an import substituting

environment their resulls may be of some relevance here.

There is a general consensus that the rale of growth of industrial production picked up substantially
in the eightics (Nagaraj 1989, Kctker and Kumar 1990, Chakraborthy and Rudra 1990, Ray 1991, Gupta 1993
to citc a few recent studics). The recorded rate of growth of 7.8 per cent per annum during 1980-81 to 1988-89
is stated to be high not only by Indiﬁn standards, but is comparable to that of the “star performers" like South
Korca, Indoncsia, Malaysia and so on. This higher output growth has been ascribed to changes in the policy
orientation®, At the same time, latc eightics also marked the symptoms of slow down in industrial growth.
Paradoxically, notwithstanding further acceleration in the pace of liberalization, the rate of growth in industrial
output decelerated further in the carly ninctics. To illustrate, the recorded rate of growth in the index of
industrial product_ion during the initial ycars of reforms was only -0.2 per cent (1991-92) and 1.6 per cent
(1992-93). Even after four years of reforms and four consccutive ycars of good agriculture, the recorded

growth rate was only around 4 per cent. On the whole the downswing in the rate of industrial growth started
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in 1989 continucd even in 1994. Thesc trends tend (o support Raj (1984) that the industrial growth in Indi
depicts a cyclical pattern®,

Similar to output growth, the issue of productivity growth was also subjected Lo detailed analysis
Though there are a number of case studics, here we shall focus only on those studics which dealt with industrial
sector as a whole. [Ahluwalia (1991) and Balakrishnan and Pushpangadan (1994)]. Ahluwalia found in
improvement in total factor productivity (TFP) growth during the first half of the 80's. This has been cxplained
in terms of the increascd demand resulting from the expansionary fiscal policics, and the liberal poliy
framework which cnabled producers to gencrate supply to the rising demands. Balakrishnan and
Pushpangadan, howcver, had a different finding to ofler. To them the claim of a rise in the rate of growtho
productivity in the cightics is valid only if one adopts valuc added singlc deflator (VASD) as the measurc of
real value added™.

Mani (1995) focussed on the policics affecting the structure of manufacturing sector, policy towards
privatisation and with respect to foreign investments. Of the three let us look al the first one here. 1t was
shown that large number of industrics in India continue to be characterised by rather higher level of
concentration notwithstanding the liberalised policics of the eightics. This has been attributed to the cadier
policy of specifying the minimum cconomic scale of operation which acted as an entry barrier. At (he same
time there is hardly any institutional mechanism to protect the interest of the consumers, The MRTP
Commission whose rolc is more preventive than curative has hardly been effective in the past. This tendslo
underline the need not only for reforming the existing institutional and legal structures but also to crcale new

oncs to meet the new circumstances.

Though there arc a number of industry specific studics cxamining the implications on industria
structure, finn behaviour and perforance, we have selected only those industries which are subjected o

substantial libcralization in the cightics. The industrics sclected are; cement, clectronics, capital goods, ad

automobilcs.

Cement industry was freed from Government regulations as carly as 1982 and since then this industy
has transformed itsclf from a nct importer to a net exporter.  Gokarn and Vaidya, (1993) analyzed the
performance® of the cement industry in terms of profit and price using the framework of strategic grouws
developed by Porter and Caves (1977)%. The study found a declining trend in the real price of cement afle
the decontrol. The decline in the real price, however, did not affect the margin carncd by big new firms. Tha
is, the big ncw firms, on account of their better technology, managed to sustain a profit rate higher than bod
the economy wide ratc and that of other groups. On the whole the cement industry afier decontrol has had e

outcomes very similar to that of a compctitive industry.
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While focush;g on price and profit performance Gokarn and Vaidya lefl some of the crucial questions
unanswered. Was there any change in the market structure of the industry? What was the pricing behaviour
of the individual firms? Is there any evidence of collusive behaviour? These are some important questions to
be answered to gauge the efficacy of liberal policy measures. Of these issues the first onc was taken up by
Pradhan (1992). Itis found that concentration in the cement industry has been recording a declining trend since
1950s. With the partial decontrol of the prices and distribution of cement in 1982, the rate of decline has,
however, stowed down. This study also noted an increasing regional concentration®®. Another study on Indian
television industry (Joseph 1992) also found that there are evidences of regional market concentration. While
there was a decline in the national concentration ratio in the eightics, in each of the regional markets the
concentration ratio was found to be higher than 50 per cent without any signs of decline. Further regional
market concentration is found crucial in determining the scalc of opcration and profit perfonnance of firms.
Bose (1993) argued that the removal of policy induced restrictions may not lead to increased compelitiveness
of industrics which arc characterized by increasing retums. It is thus cvident that removal of entry barricrs need
not necessarily make the industry competitive in structure. The objective of de-licensing and deregulation will
also be thwarted if there is collusive behaviour. Study by Sunil Mani (1994) on Indian tyre industry finds that

even after liberalization the industry is characterized by concentrated market structurc.

Afler analyzing the profitability and growth performance of Indian automobilc industry in the context
of the policy changes of 1981-82 Aggarwal (1991) did not find any evidence of firms cnjoying supernormal
profit. Profitability is found to be explained mainly by age of the ﬁmls,. vertical intcgration and diversification.
Irﬂportant determinants of growth are found to be product diversification, capacity expansion and gross
relained profit. Notwithstanding the liberal import of foreign technology, Narayana (1989) found considerable
tcchnological gap between firms in the Indian motor vehicle industry and that of the world lcaders. This is
altributed to low R & D efforts resulling rom smaller scale of opceration which in turn is attributed to the slow
growth of domestic demand and the fragmentation of capacities. Another comparative study of molor vehicles
and clectronics has shown that liberal import Iof technology did not help increasing cxports significantly
(Narayana & Joscph, 1993). i

An analysis of electronics industry (Joseph 1991) which was subjccted to substantial libcralizalior; in
the cightics presented a mixed picture. While liberalization has led 1o the emergence of competitive market
structure in certain products, olhcfs remained concentrated. Also the competitive strategy of most firms in this
technology inlensive industry has not been to build up technology capability. This in turn resulted in increasing

import dependence accompanied by poor export performance and declining employment generation capacily.
. Small Scale Scctor

Small scale scctor holds a significant position in the Indian cconomy not only as a source of

employment and output but also as an instrument of reducing the inter-regional disparilies and major source
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of forcign exchange. Recognizing the pivotal rolc of small scale sector in the process of industrialization the
government of India, for the first time, announced a scparate policy stalement on small and tiny industrial

sector in 19917, Though there is hardly any cmpirical investigation on the implications of ncw policy mcasurcs,

it is worth recalling some of the major arguments put forward.

On the once hand it is argucd (Sandesara 1991a and 1991b) that the inefficiencices in the small scale
scctor are not only because of its size but also because of other constraints like inadequate infrastructure,
shortage of raw material, working capital and skilled personnel etc. Hence the new policy is founded on a
sound understanding of the fundamental problems and the measures proposed are well directed to mitigate the
handicaps of this sector. Further, drawing from the expericnce of NICs like South Korea, a case has been made
for the new policy measures claiming that it would eventually facilitate the small scale scclor to cmerge as a
vibrant sector gSandcsara 1993). Studies (Desai and Tancja 1993) also have shown that small scale sector is
not always less capital intensive for their access to subsidies on capital induce them to substitate capital for
labour. An ex post analysis (Awasti et al 1993) based on the feed back from small scale entreprencurs in three

states tend to suggest that the small scale unils, in gencral, consider the new policy as growth augmenting.

On the other hand it has becn argued that so far the small scale scctor was insulated from competition
from the large scale sector. As a result of the policy towards globalization and liberalization the SSI scctor will
get marginalised since they are not equipped to face the competition. It is also argucd that since the power to
withstand competition would vary across industrics the opening should have been sclective rather than across
the board. Morcover, 24 per cent cquity participation by large units would cncourage large units to sct up small
units under their direct or indirect control to take advantage of the concessions available to the SSIs (Paranjape

1991). Since most of these arguments are not bascd on any ex post analysis there is the need for further
empirical analysis.

Public Sector

It has been argued that the performance of public sector is far from satisfactory: lis poor performance,
not only because of its size but also becausc of its composition, which is such that it can affect the supply of
important productive inputs such as clectricity, transportation, finance, and hence influcnce the efficicncy of
the private sector. The low profitability amounted to a macro cconomic failure as manifested in the fiscal and
forcign exchange crisis that developed in the eightics (Bhagwati 1993). Streeten (1987) also argues that one

of the most common sources of budget deficit in many developing countries is the pricing policy of state owned
cnterprises.

The argument that public sector deficit has fuclled the budget deficit has been challenged by Nagaraj
(1993). Nagaraj argucs that although the overall deficit of public sector enterpriscs increased during the last

two decades, this increasc scems insignificant compared to the sharp deterioration in the gross fiscal deficit,
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The widening gap between the two suggest that the deterioration in gross fiscal deficit is not on account of the

overall deficit of the public sector.

Nayyar (1993) argucd that the scaling down of public scctor investment would squecze supply
response in the medium term not only because it would cut back on infrastructure but also because it may
dampen private investment™. Though there is hardly any empirical verification of this hypothesis in the Indian
context mention may be made of the simulation exercisc by Raipuria and Mctha (1991) which considered the
possible impact of privatization: (a) Reduced level and share of public sector (by 25 per cent). This, it was
shown, would lead to a decline in the private sector investment level by 10 per cent, that is reduced crowding-in-
effect. The above decline in public scctor and private scector investment would Icad to a decline in national
output by 1.3 per cent. In the second scenario the decline in public sector investment is visualized on non-
agncultural sector only. The result of this scenario is found to be not different from that of the first one. In the
third scenario they have considered the impact of increase in private scclor investment due to foreign direct
investment. This, it was found, would lcad to an increase in GDP level by 2 per cent and increaéé in per Capita
personal income by 1.5 per cent® accompanied by an increase in the level of prices and trade deficit. Total
imports would increase by 33 per cent compared to the base level scenario and the increase in exports being

ncgligible, trade deficit would incrcase by 25 per cent.

Privatization as followed in India today involves the following (a) disinvestment; that is the transfer
of a part of thc ownership of slatc owned enterprises Lo the public through the floatation of shares. This tends
to suggest that the motivation for this is not public sector reform but o control the fiscal deficits. b) de-
reservation wherein the government allows the private firms to enter areas previously reserved for the public
sector. Still there are controls and government intervention in relation to the mode of functioning and the prices
that the new private entrants can charge for their product. The relevant question here is whether such measures

would increase the allocative and cost efficiency on the one hand and the compelition on the other?

There are hardly any studies dealing with these questions. However, Mani (1995) has shown that therc
was gross incflicicncy involved in the sale of equitics. The extent of loss to the government varied from 127
per cent to 616 per cent with an average loss of 256 per cent. Also it has been aréhcd that the privatization
is bound to result in large scale retrenchment adding to the backlog of uncmployed resulting from the negative
rate of growth in cmployment in the brivatc sector. The magnitude of the problem is much beyond the confines

of the envisaged safety net and hence call for further policy initiatives.
Agricultural Scctor
Though an explicit liberalized policy on agriculturc is yet to be announced, a number of clements of

the current policy reforms, particularly those dealing with trade and subsidics, have a significant bearing on

agriculturc. However, studics dealing with the implication of these policy reforms on agriculture arc not many.
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Maiden attempt by Nayyar and Sen (1994) looked into the direction of the trade policy changes and analyzed
their wide ranging implications on tenms of trade, domestic prices and food sceurily, distribulion of income and
regional comparative advantage and overall growth in output and employment. The study has some very
interesting conclusions relevant to India's policy making. Given the fact that their period of study is onlyup
to 1990 some of their results may be considered as tentative that descrve further empirical verification
Subrahmaniam (1993) analyzed the impact of trade liberalization on Indian agriculture using a computable’
general equilibium (CGE) model.* 1t is found that while liberalization raiscs the aggregate output in (he long
run, the medium run and the short run outcome may be unfavorable. While the higher agricultural prices thet
may result from liberalization would be beneficial to the agricultural sector, it would be harinful o the
industrial scctor. These changes can affect rural income distribution and result in lower real mcome for the
poorest rural classes, the landless and the small farmers, who lose more by paying higher prices {or food than
they gain from higher wage income, a conclusion in tunc with the findings of an earlicr study by Narayanaet
2l(1990). On the wholc the study underlines the need for the policy makers to be awarc of adverse impact of

higher prices on the rural poor, though it may be advantagcous to a few.

Employing a different version of the Agriculture, Growth and Redistiibution of Incomes hiodel
(AGRIM) developed by Narayana ct. al (1990) Parik ct.al (1995) cxamined the implications of trade
libcralization on Indian Agriculture. The study finds that when both agricultural and non agricultural sectors
arc liberalized growth measured by real GDP riscs by about 4.5 per cent over the reference run in the year
2000. Howcver the ATL would result in a disruption of the agricultural output growth in the short nn. Anolher
intcresting result is that non agricultural trade liberalization (NTL) has morc growth inducing effect than the

agricultural trade liberahization (ATL).»

Regarding price, the modcl {inds that trade liberalization would result in an upward pressure on the
prices of several agricultural products and downward pressure in the prices of scveral non-agricultural products
and some agricultural products. Regarding the overall terms of trade between agriculture and non agriculture
it is found that terims of trade shifts in favour of agriculturc in all the scenarios. The study also has certain
interesting results (o offer regarding the sectoral growth pattern, product structure and cxports.

Regarding the welfare implications of trade liberalization Parik ¢t al comes out with a result dilicrent
from that of Subrahmaniam and Narayana ct al. To them, agricultural liberalization would lead 1o a reduction
in poverty. The marginal incrcase in the terms of trade of agriculture and the decline in the price of coarss
grains and other food together result in different impact on consumer prices for different expenditure classes.
The adverse income cffect associated with it is more than compensated by the gains to the poor as consumers

duc to fall in the price of rice and coarse grains.
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oncluding Observations

In this paper we have made a modest attempt towards surveying some of the recent studies
on structural adjustment programme in India and to identifying issues for further research. It was transpired
that though there are a number of studies dealing with the economic reform, a common problem with most of
them is the weak empirical base attributable to the nature of the issuc at hand. Hence their conclusions may
be considered at best as well thought out hypotheses that deserve further verification. It goes without saying
that the obscrvations drawn from the survey of such studics also cannot claim much credibility, hence to be

viewed with due reservation.

While the official statistics present a comfortable situation on Lhe external front, in the light of the
results of empirical analysis one cannot consider it no more than a knife-edged cquilibrium. Also there is the
need for a better management of foreign exchange reserves and strengthening the weak links like trade in
services. There arc also a number of other issues, like the demand for India's exports, their cocﬁp'clitivenc'ss;
impact of nco-protectionist measures on exports etc, that deserve careful analysis. An analysis of these issucs
in a comparative perspective with China would be more rewarding™. 1t also appears that there will be an

adverse impact, at lcast in the short run, on the poor and other social dimensions like income distribution and

employment underlying the necd for target oricnted programmics.

The result of the sector specific studies is at best a mixed bag. To say the lcast, with liberalization
market structure of most industries may became more competitive with its attendant efficiency gains and
growth. But the removal of entry barriers is only a necessary but not the.sufficicnt congition to make all
industries competitive. The existence of imperfections like the barriers (o exit arising from the existing
institutional structures and legal framework coupled with the non institutional factors which are industry
specific can significantly dilute the positive aspects of liberalization. An equally important question is related
lo the percolation of the reform process to the regional level. Reforms in the agricultural sector may have a
short run adverse impact on output growth. Though Trade liberalization is‘cxpcctcd to result in an increase
in agricultural prices, it could aggravate the imbalances in the personal and regional distribution of income.
All these call for more strategic inlervention by the state. One important issuc is what sort of new institutions
are to be created or what kind of adaptations are to be made to the existing ones to ensure an efficient
absorption of imported technology and its diffusion by fostering effective inter-firm and inter-industry linkages,
1o provide the nccessary signals to the investment to. avoid lop-sided growth and concentration of economic
power, to act as a watch dog to the interest of consumers, labourers and capital. Research into these questions

would definitely carry high social marginal product.

\

We have also found that notwithstanding the current victory of the ncoclassical school, the analytical
foundations and the empirical evidence in favour of the argument that a fully market-oricnted restructuring
would promotc productivity, competitivencss and growth is yet to be made robust. Our quick review of the

empirical evidence in terms of the experience of African and Latin American countrics with structural
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adjustment also provided support to the above conclusion. Given the "provisionality" of the data used in most
of the cxpost analysis of structural reform in India, any firm conclusion is bound to be premature. However,
from the limited cvidence it appears that a "good policy” (market oricnted) perse cannot transform the Indin
cconomy. This (ends to open a wide range of new issucs in the realm of political cconomy and institutions. A

million dollar qucstion is what rcally matters; policy or institutions ?
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10.

11.

End Notes

It has been pointed out that the simultaneous pursuit of the stabilization and structural edjustment measures
could be counter productive. Vinod Thomas (1991), also holds the view that when the inflation rate is high
ond variable stabilization should precede other reforms. Bajpoi (1993) identified the following conflicting
objectives. Tarif reductions would result in reducing government revenuc while simultaneously increasing
the import bill. This in turn, would naturally increase both the balance of payment deficit and the budget deficit.
Simitarly, the objeclive of privatization is in conflict with the objectives of liberalization of intercst rate and
increase in tax revenuc. The two latler objectives curb private investment and are therefore subject to an
inherent conflict. The elimination of subsidies particulasly food subsidies and sgricultural input substdies has
a direct bearing on the prevailing income distnbution. The abolition of these subsidies could Jead to an
increase in (he prices and hence bring down the real income of the lower sirata. Finally, lhe devaluation of
national cwrency scems (o be in the conflict wilh the objective of oulput expansion.

The underlying Premises of the liberalization measures, according to Hamillon (1989) are; a) economic growth
is paramount; and that by its single-minded pursuit welfare can be maximized (this is the trickle-down
argument and express the belief that the distributive benefits of regulation do not outweigh the net efficiency
Josses), (b) rapid growth is best achiéved when economic decisions are lefl to market forces, (¢) government .
regulation, particularly in the market for capital, labour and traded goods - interferes with the (reedom of
mdividuals and firms to choose the most profitable avenues of investment and thereby causes mis-allocation
of resources.

For a balanced account sce Jalan (1-99 b)

Important among them included, commitlee on import-export policy procedures (Alexander 1978), commuttee
on controls and subsidies, (Dagli 1979) committee on export strategy (Tandon 1980).

There has been hardly any consensus on the underlying reason for this crisis. See in this conlext Bhagwati and
Srinivasan (1993) and Srinivasan (1995) and Nayyar (1993). '

It need 1o be stated at the outset that, given the broad canvas adopted we do not claim the survey is exhaustive,
A number of important aress like thosc dealing with gender, environment, human development ete are left out
However, there are g number of surveys available on gender and environment. A number of studics, including

. surveys, relating (o human resource development and employment arc being carried out under-the aegis of

UNDP Project directed by T. N. Krishnan at the Center for Development Studics, Trivandrum.

We have purposclully avoided the expéricncc of South east Asian countries for (here are obvious problems .
in companing them with India. For a detailed account of the country experiences the intgresled readers may
refcr to Schydlowsky (1995) Goldin (1993) Banuri (1991) Tayler (1988) Clinc and Weintraub (1981)

For a critique of the above studies see among others Srinivasan (1988) and Berg (1995)

To cile the key elements of the new policy initiatives; a) rupce was devatued and made fully convertible on the
trade acoount b) customs duties were slashed across the board to 85 per cent from 150 per cent and proposed
to be reduced 1o the intemational level by 1997, ¢) banned list of exports shorlened and increased the number
of items under OGL and d) CCS and REP hicenses have been suspended.

Tt need to be added that most of these arguments are not supponed by any rigorous empirical analysis and leave
scope for further rescarch.

The index of commodity prices in real terms was derived by deflating commodity price in dollars by the index
of industrial country export unit values in dollars.
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Bhaskar further analyzed in detail, the international tea market and there was no strong cvidence in favour of
the hypothcsis thal exchange rale policics have encouraged over supply in the international tea market.
Therefore, the study has concluded that demand factors may have played an important role in the tea market.

This is despite the fact that the policy had the provision for the entry of large firms with 75 per cent export
commitments.

As per the GATT agrecement the liberalization of garment and textile exports is scheduled as follows: By
Dec.1992 4 per cent, 12 per cent by Jan. 1, 1993, 17 per cent by Jan. 1996, 18 per cent by 2000, and the
remaining 49 per cent will be integrated only by Jan.1, 2003. For details see Debroy (1993).

A persuasive reader is, however, disappointed for the study does not provide the method of estimating
conversion cost efficiency. Secondly, the decomposition analysis of domestic-international price difference is
apparently done only for one year. Since the role of exogenous and endogenous factors would have changed
over time, the results from a cross section analysis need not necessarily be revealing.

For a recent Survey on this issue sce Joseph, Nandakumar and Sunny (1995)

The additional unemployment due to the stabilization policics would be 4 million and 10 million respcchvely
in the high and low growth scenario.

As per NSS data employment elasticity declined from 0.51 during 1972-73 1o 1977-78, to 0.34 per cent during
1983-84 to 1987-38

Given the fact that much of the manufacturing employment in the private unorganized sector consists of casual
cmployment; the overall rate of casualisation would have increased (Deshpande and Deshpande 1992).

Srinivasan (1988) provides a detailed critique of the earlicr studies which argucd that structural adjustment
adverscly affected the poor.

The financial sector reforms which underlined the crucial role of market has the following key elements; a)
banks are allowed lo fix interest rates subject to a floor rate of 15 per cent, b) banks are allowed to approach
the capital market for mobilizing equity funds ¢) SLRs and CRR reduced d) priority sector lending to be done
away with and more privatization in the banking sector.

The new policy measures included, de-licensing for all industrics except 18 major industry groups, amendment
of FERA by which the FERA compania are allowed to raise their share up to 51 per cent, dis-mantling of the
restrictions on MRTP companies, liberal approach towards the import of capital and technology and so on.
For a critical assessment of some of lhcse policy initiatives see Mani (1992)

Ahluwalia (1985) holds that the higher output growth could be attributed inter alia to the liberal policy regime.

For a critique of this view see L.C. Jain (1993)
For a systematic empirical verification of this hypothesis see Anandara) (1992)

Their own estimates of TFP based on value added double deflator (VADD)did not support the hypothesis that
there was a turnaround in productivity in the eighties indicating thereby that the TFP estimates are very
sensitive to the measure of real value added used for the analysis. Balakrishnun and Pushpangadan, however,
accept the fact that while their estimate is a distinct improvement over carlicr measures of productivity, further
improvements could be made by correcting for substitution bias, capacity utilization cte. Such methodological
improvements is indeed an area that deserves the attention of researchers.

The price trend was analyzed in terms of the percentage change in the real price of cement by (aking the
difference between the percentage change (over the previous year) in the wholesale price index for cement and
the percentage change in the WPI for all manufacturers. The profit was measured in terms of Leamer [ndex
{price cost margin and the accounting rate of profit).
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34.

They have identified five diferent strotegic groups viz., (a) The old big firms: using relatively older technology
(wet process). (b) The big new fums using modern technology (¢) The mini cement plants (d) The Diversified
firms and (e) The Cement firms in the public scctor.

The regional market concentration is an issue that has not attracted the atlention of researchers on Indian
mdustry, probably because of the tack of data. Pionecring theorctical contribulion in this arca was made by
Sraffa (1928) and Hotelling (1929) An examination of region wisc growth of Herfindhal Index (HI)
confirmed that the trend of declining concentration did slow down and went up lo register a positive growth
in the eastern and northern region. The HI in the south did not record a significant difference in the rate of
decline betwceen pre and post 1982 yeass. In contrast (o ol the above three regions the west has acceleraled
though insignificant decline during the post partial de-control period.

The key elements of this policy are the following; a) investment limit increased from Rs 35 lakhs to Rs 60
Lakhs in the case of small scale and from Rs 45 Jakhs to Rs 75 lakhs in the case of ancillary and export based
units. In the case of tny units (he limit raised from Rs 2 lakhs to Rs 5 lakhs irrespective of their location, b)
lorge industrial units were allowed to hold up to 24 per cent of the equity in SSI units and ¢} in tune with the
general industrial policy de-regulation, de-bureaucratization and simplification of rules and procedures are
also envisaged.

Itis particularly true for industrial sector where public investment crowds-in rather than crowds-out private
invesimeni. See in this context Srinivasan and Narayana (1977) Rangoarajan (1982)

The underlying assumption here regarding the rate of growth of population appcars unreasonable.

A computable General equilibrium model seeks to model a markel economy by solving & set of equations
describing the behaviour of various agents in the cconomy subject 1o a set of market clearing constraints. In
addition to the behavioural equafions for utility-maximizing consumers and compelitive prolit maximizing
producers in cach sector of the economy, the model includes equations for income gencration and distribution,
saving, dircet taxes and taxes on domestic and foreign trade, subsidics, govemment revenue and expenditure
ang tie balanee of trade. There eould be reservations on the relevance of such a model in the context of Indian
Agnculture where semi-feudal relationships still prevails.

This result has to be seen against (he fact that the main driving force in (he madel is the yglative price and the
mode! essentially estumates the price induced effects. The relative magnitude of the eftects of ATL and NTL
then rest on price changes resulting from ATL and NTL. Given the assumption that dislortions are more in the
non agricullural sector as compared (o the agricultural sector (as revealed by the protection factors) the price
changes due 10 ATL arc smaller in magnitude than those due lo NTL and hence the obscrved GDP effects of

reform in non agricultural and agricultural sectors.

Here it may be noted that China’s performance in the export sector is an uncquivocal success. China scems to
have flooded the US market by identifying a niche in those products at the low end of the teclnology spectrum,
Simtlarly India also need 1o identify its niche in the world markel.
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