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Impact of Globalization on Indian Economic Policy Changes

Abstract. The purpose of this article is to underline and to show the positive effects of globalization on economic
policy changes in the world on developing states, particularly India. Most of the scientists concern that globalization
brought negative effect to the developing countries economy. But we can see some positive patterns in the economic
development of India, and we can consider it as an example that economic globalization may bring positive influence
on developing states’ economies. Nowadays, India is member in major international institutions, including the G20
and BRICS. As a result, the influence of the country’s positions on the functioning of the global governance system
became one of the significant. India is most commonly viewed in tandem as the emerging power with the potential
to change the geopolitical order. Many scholars predict that by 2050 India can become one of the most predominant
emerging powers in the world economic and political arena.
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For today, states are trying to achieve improvements in the living standards of their citizens
and open up ways towards economic prosperity. And for now, it is evident that globalization made
it possible for many countries, given the opportunity to accelerate economic growth and make
the standards of living higher. Relying on definition of the globalization, we could say that it is
the integration of states’ economies into the global processes through investment, foreign aid,
spread of technology, migration, trade, capital flows and foreign direct investment [1, p. 224].
The process of globalization is achieved through the factors as economic, political, biological and
socio-cultural.

Concluding the things that has happened in the end of 1990’s, with the attention to various
crises that was deepened by IMF structural adjustments, we could say that liberalization of trade
system in states have negative consequences [2, p. 304]. But looking to the situation through other
scope, the globalization made possible not only negative changes, but also positive ones. Such as
the fast growth rates of the states’ economies. It will be proper to put our attention to the case of
trade markets liberalization that are making a contribution to the states’ economic development at
that time when economic growth is driving by state’s export.

Another positive feature is that globalization notably decreased the sense of isolation that was
feeling in the many states, especially developing ones. The brightest example could be that it
has given the wealthiest access to the knowledge. Easy communication links became possible
between nations, reducing the time and space factor.

So, the processes involved in globalization have impacted upon the economic policies of
states around the world in more than one way. As an example to cite, we attempt to have a look
at changes witnessed by economic policy making in India, in the following paragraphs. As a
developing state, since its independence Indian government faced a major problem to develop
economy and to tackle problems. The rate of growth and economic conditions of state at that time
weren’t good. In terms of financial and industrial development too, it didn’t have proper resources
for the development [3, p. 4].
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India as a developing state was a slow growing economy till 1991. At that time, the term
called “Hindu Rate of Growth” appeared. Which basically means the slow growth and the term
was applied by many scholars in description of other states’ slow growing economy. However,
through globalizing economic policies, currently India became one of the most rapidly growing
economies. The state of India has already become the second largest economy in Asia, making the
term “Hindu Rate of Growth” the part of past economic history.

Comparing with the other developing countries, India has experienced the fastest economic
growth in post 1991 period. Despite being considered a poor country after its independence in
1947 [3, p. 11], India has bounced back to become one of the most powerful emerging economies
in the entire world. How has India been able to achieve this incredible goal? Was the liberalization
of trade the only factor which is led India’s economy to the success? What are the benefits of
liberalization the world can see from the case of India? Considering that this topic arise such a
large amount of questions, it should be noted that we can take a lot from India’s economic policy
change. As, after 1991 there were various policies implemented, which were the key to India’s
economic success [4, p. 308]. Also we can see that the protectionist policies of the past brought
very negative effects to Indian economy. Therefore, we can analyze the factors and different sides
of globalization, particularly trade liberalization and openness of the economy, also the influence
of protectionist policies in terms of India’s economic policy changes.

India with the status of the poor country since its independence was able to become one of
the most powerful emerging economies in our modern world. On that point, we would like to
examine some historical steps of economic development, changing policies in India and about the
effects that were brought to the Indian economy. We could divide the main five periods in Indian
economic policy changes.

The first period occurred when the country got its independence, in 1947. Efforts to design
a precise economic policy for India became one of the main aims. The new government of the
state introduced the Industrial Policy Resolution in 1948 [5, p. 21]. In this official statement
outlined the approach to industrial growth and development. The first Prime-minister of India,
Jawaharlal Nehru saw industrialization as the means to achieve overall economic upswing and
self-sufficiency.

The first 1948 Industrial Policy Resolution, passing through changes in 1956, served as the
basic resolution and foundation in creation of industrial policy statements in 1973, 1977, 1980 and
even in 1991. In this Industrial Policy Resolution the concept of “mixed economy” was appeared.
According to it, the government had an authority in regulation and planning the development of
industries [5, p. 21]. The policy also took a look to the sphere for the private sectors.

The 1948 Industrial Policy Resolution served as the foundation for the Industries Development
and Regulation Act (IDRA) of 1951. The IDRA made possible for the Government to play an
active role in achieving the goals stated in the 1948 Industrial Policy Resolution. This Act provided
with the list of industries that were required the license. There was a provision that stated about
the Government intervention into the specific industries’ working sphere, in case if it managed not
in proper way [5, p. 22].

The second phase can be shown by accepting the Industrial Policy Resolution of 1956 that
stated the government ideas of the day. The aim of this Resolution was speeding up the country’s
economic growth rate and industrialization. In those days the capital was in a low supply, the
entrepreneurship was not developed enough [5, p. 22]. The Government decided to encourage
the industries development in private sector, by using such tools as esurient of the financial
and adequate physical elaboration. The government voiced a doubt about the private sector’s
ability to make a fast economic growth possible by itself. Noting the need for foreign capital in
industrialization, the Resolution of 1948 showed a wish for progressive Indianisation of foreign
concerns [5, p. 23]. However, the Government was further to provide non-discriminatory treatment
for both private and public industries.
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Concerning the public sector, the expansion of its role can be noticed. The main thought
was that the public sector investments can be the initiators of rapid growth. There was a broad
consensus that the objectives of industrial development could be achieved through a centrally
planned industrial strategy. Accordingly, a major part of the resources for industrial development
passed to the public sector. The State exceeded its intended role of providing public services and
each ensuing policy meant an expanded and strengthened role for the State as a promoter, owner
and regulator. Often with insufficient results, the state time by time became involved in a broad
range of production activities [5, p. 30].

This Resolution of 1956, along with the 1948 Resolution, have played the crucial role in forming
the industrial development in India and having impact on the later industrial policy statements.

Talking about above mentioned periods, the early years were marked by a relatively open
trade regime in India. The guiding principle, at that time, was economic self-sufficiency as an
imperative to maintain political independence [6, p. 2], the share of foreign controlled enterprises
in the private corporate sector rose during these periods.

However, things started altering in the middle of 1960s. Strict controls on imports and foreign
investment were imposed [6, p. 3]. This period was characterized by control “syndrome”. The
government became involved in every aspect of the economy, administering prices and increasingly
regulating the labor, foreign exchange and financial markets.

In pursuance of this, an elaborate structure of regulation and controls was set up involving
industrial licensing, import controls, price and distribution controls, foreign exchange regulations,
and control over induction of foreign capital or technology and FERA approvals [5, p. 31].The
Foreign Exchange Regulation Act (FERA) enacted in 1973 made life more complicated for foreign
controlled enterprises [6, p. 3]. The list of core industries, under the licensing policy, was defined
in detail. Consumer goods imports were prohibited completely.

Realizing the negative impact of protectionist policy, the state decided to liberalize at least some
of the industries. Accordingly, in 1975, twenty-one industries were relicensed, and expansion
without limit was permitted beyond licensed capacities. Such expansions in cases of Monopoly
Houses and foreign companies were allowed, but subject to the condition that the excess production
was either exported or sold in accordance with the direction of the government. Also, 25 per cent
excess unauthorized production was regularized [5, p. 27].

Specific features of the fourth period could be distinguished by gradual liberalization of trade
policy. At this time the failures of the import substitution strategy had become clear. The gradual
liberalization of trade policy began in 1980 with the New Industrial policy. According to which,
there was division of imports into 3 categories: banned, restricted, and Open General License
(OGL) with the goods in the last category not requiring any license [7, p. 98]. The tariffs on goods
in the restricted list increased. Considering rules regarding foreign collaboration for the purposes
of technology transfer were relaxed, resulting in increase in foreign collaboration approvals.

In 1988 the prevailing policy regime was modified in favor of a relaxation of controls of the
economy. This period was at that time when for the industrial production the regularization of
excess capacity and facility of automatic growth were introduced. The failure in those steps made
clear for policy-makers that there was a scope to continue these processes on.

This policy and additional things, such as procedural changes, the technological and managerial
modernization of the industry were aimed at reducing costs, increasing productivity, improving
quality and competitiveness on world arena. The main points were an opening up the Indian
domestic market and make it face the global competition. The public sector was freed from some
of its frames and was given a bigger size of autonomy for it [5, p. 33].

The fifth phase started in the early 1990s, when India experienced major policy changes in its
economic sphere. The new economic reform “Liberalization, Privatization and Globalization”
(LPG) had appeared. The main goal was making state’s economic growth rates the fastest one and
competitive on international arena. The restrictions on FDI proposed by the Foreign Exchange
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Regulation Act were lifted. Nowadays, 100 % foreign equity is allowed to take place on the Indian
market. There are some exceptions in certain products and sectors that are subject to a foreign
equity cap [7, p. 103].

For Indian Government there were various reasons for changes in its economic policy and
for an adoption of LPG model. Among them are economic factors decline, such as growing and
large fiscal imbalances. It could be seen from the statistics of World Bank. The gross fiscal deficit
in 1991 rose to 12,1 % of GDP. The growing inefficiency in the use of resources, low foreign
exchange reserves, high inflation rate in the years of 1990-91 with the 13,87 % indicator. From
1950s to 1980s the low annual growth rate of state’s economy stagnated around 3,5 %, while per
capita income averaged 1,3% [8]. All of these declining indicators lead Indian government to take
actions towards economic prosperity.

Throughout 1990s and first half of 2000s, successive Indian governments continued with the
policy of opening up further and inviting more cooperation with the rest of the world. This resulted
in fast paced economic growth and betterment in other economic indicators. In these decades a
number of policy measures to transform and accelerate economic growth were introduced by
Indian Prime Ministers, Narasimha Rao (1991-1996), Atal Bihari Vajpaee (1998-2004), and
Manmohan Singh (2004-2014). Among them is the 1991 Economic liberalization of India, Fiscal
Responsibility Act of 2003 and Special Economic Zones Act of 2005 [9].

The positive results of adoption economic policy LPG model became and evident in 2007,
when India recorded its highest GDP growth rate of 9 %. India became the second fastest growing
major economy in the world, next only to China. And in the first half of 2012 the growth rate has
slowed significantly [8]. The report which made by OECD states that the average growth rate of
7,5% will double in a decade, and more reforms would speed up the pace [10, p. 19].

Looking to the past, we could note that the state’s actions on the world market were very
oppressive owing to results of restrictions. According to the statistics of that time it never reached
an indicator even on the level of 1% on the global market [10, p. 5]. However, the things changed
gradually when India adopted its reform known as LPG model. The results of it were that the state
became the second in the world on development and the 7 largest economies.

Through changes and economic reforms, India made itself a clear example of how the
under developed state may improve the efficiency of resource, reduce the capital output ratio,
increase labor productivity and the inflow of capital, update technology that gives a boost to the
average growth rate of the economy. Domestic industry could be the subject towards economic
improvements through the entry of foreign competition and the removal of import tariff barriers.
The efficiency of sectors such as banking and financial can face betterment through open economic
policy, as there will be competition from foreign capital and foreign banks.

At the beginning of this article, we noted that many scholars argue about pros and cons of
economic liberalization. Considering pros, India could be one of the brightest examples. As there
the indicators that proves such notion. India’s share in the world export, which was 0,53 % in
1991, has improved to 1,6 % in 2013. The foreign currency reserves which indicated $1 billion in
June, 1991 rose significantly to $277,72 billion in October, 2013. The average growth of export
showed some betterment indicating more than 20% per annum since 2003. Currently, exports
finance nearly 65% of imports, compared to 60% in the 1980’s [10, p. 27]. These statistics shows
that the liberalization of economic sector brought many benefits to Indian economy. There is
no doubt that the number of disadvantages could be also listed. However, looking into the great
economic growth, which is evident from the case of India, in our opinion there are more pros
comparing to cons.

Comparing some figures before economic liberalization in India, some positive factors and
growth are seen. According to World Bank statistical data, the GDP in 1991 was in the amount of
1,1% and in 2016 it showed 7,1%. The FDI in 1991 was 0,02%, in 2016 this figure showed 2%.
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GDP per capita showed the following numbers, in 1991 —300,1 US $ and in 2016 — 1,709.6 US $
[8]. We could make a conclusion that after liberalization the GDP increased nearly 6,5 times, FDI

rose 100 times and GDP per capita increased 6 times. In 15 years significant changes in the main
Indian economic indicators are seen.

As a model of developing state with its low economic indicator at the beginning, India can be
one of the good examples of fast growing economy after trade liberalization policy. It means that
only through liberalization of trade and other economic factors, some states are able to achieve
great results in their economic development.
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A.M. KycannoBa, A.M. KacbimoBa
JLH. I'ymunes amvinoazvl Eypazus ynmmulk ynueepcumemi, Acmana, Kazaxcman

KahannanyabiH YHAICTAHHBIH YKOHOMHMKAJIBIK CasicaThIHBIH 03repyiHe dcepi

AHHoTanus. byn makama YHIiCTaH SKOHOMHKANIBIK JaMYyBIHBIH YJATiCI peTiHe, >kahaHAaHyAbIH IaMyIIbI
eNJIep/iiH SKOHOMHKAJIBIK CasCaThIHBIH ©3repicTepiHe OH acepiiepi 3eprreiial. Kenreren ramsiMaapabIH MiKipiHIe,
kahaHmaHy gaMyInsl eIACpaiH SKOHOMHUKajIaphlHa TEPIC ocepiH TUTi3mi. Anaina, YHIICTAHHBIH SKOHOMHKAIIBIK
JlaMybIHJIaFbl KeHOIp OH ypHicTep alKbIH KOpIHEAl )KOHE OHbl YKOHOMHKAIIBIK jkahaHaHy/IbIH AaMYIIbl eJIepaiH
SKOHOMHKAJIAPbIHA OH ocepi peTiHAae KapacTelpyra Oomanpl. Kasipri yakpITTa YHIICTaH - Ipi XaJdbIKapalbiK
HHCTUTYTTapAbIH, COHBIH imriuae «Yiken 20» xoHe BPUKC-tin mymieci. Hotmwkecinne, skahaHaplKk MEHEHKMEHT
KyHeciHIH )KyMbIC icTeyi OOMBIHIIA eNIIH MO3UIMSICHIHBIH 9Cepi MaHbI3/Ibl OO TaObLIA/bl. YHJICTAH Ie0CcascH
TOPTINTI ©3repTyre dJeyeTi Oap jkaHa JaMbIll KeJie JKaTKaH JepikaBa peTiHae xui kesaeceni. Kenreren ramsiMaap
2050 xpinFa Kapail YHIICTaH 9JIeMIiK SKOHOMHKAJIBIK KOHE CasiCH apeHalaFbl JaMbIT KeJle )KaTKaH JepKaBajapAblH
Oipi Oota amaabl aern OOJLKAMIb.

Tyiiin ce3mep: xahanmany, mamyIibl enaep, Y HAICTaH, Cayna-CaTThIKThI BIPBIKTAH/BIPY CasCaThl, OHEPKACIITIK
JlaMy, TEXHOJIOTHSUIBIK KoHE 0acKapyIIbUIbIK KAHFBIPTY, IKOHOMHKAJIBIK pedopmanap.

45



JLH. I'ymunee amovinoazel Eypazus ynmmulx ynueepcumeminin Xaoapuivicol

Bulletin of the L.N. Gumilyov Eurasian National University Ne 3 (124)/2018

A.M. KycannoBa, A.M. KacbimoBa
Eepazutickuii nayuonanvrwiti ynueepcumem umenu JI.H. [ ymunesa, Acmana, Kazaxcman

Bansinue riio0ajn3anmuy Ha H3MEHEHHS B DKOHOMHMYECKO# moanTtuke Muann

AnHoTanusi. JlaHHas CTaThsl aHANIMU3HUPYCT MOJOKUTEIbHBIC AS(GGEKTh [IO0ANU3alUK HA W3MCHCHHUS
HSKOHOMHYECKON TOJIUTUKH Pa3BUBAIOIINXCS TOCYIApPCTB, B YacTHOCTU MHauu. BONBIIMHCTBO YYEHBIX CUUTAIOT,
YTO II00ATM3aIUsl HETaTUBHO OTPa3ujach Ha HKOHOMHKE pa3BUBAaroOUXcs cTpaH. OmHaKo, HAISIHBI HEKOTOPHIE
TTOJIOKUTENIbHBIE 3aKOHOMEPHOCTH B SKOHOMHYECKOM Pa3BUTUU MHIUU, 1 BO3MOXXHO CYUTATh 3TO MPUMEPOM TOTO,
YTO KOHOMHYCCKAsl TIO0AIM3aIUsI MOXKET OKa3aTh IMOJIOKUTEIbHOC BIIMSHUC HA SKOHOMHUKH DPa3BHBAIOLIHXCSI
rocynapctB. B Hactosiiee Bpems MHIus SBASETCS WICHOM KPYMHEHIINX MEXKTyHAPOTHBIX MWHCTHTYTOB, BKIIIOYAs
«bonpiryto 20-ky» u BPUKC. B pesynbrare BiausHHE NO3WIMH CTpaHbl Ha (YHKIMOHHUPOBAaHHE IIIOOAIBHOM
CHUCTEMBI YIIPABJICHHSI CTAJI0 OTHUM M3 3HAUUMBbIX. THAMS yalie Bcero paccMaTpuUBaeTCsl Kak HOBasi pa3BUBAIONIASICS
JIep’KaBa ¢ MOTEHITMAIOM U3MEHUTH T€ONMOTUTHUECKUH OpsAA0K. MHOTHE y4eHble MPOTHO3UPYIOT, 4To K 2050 romy
WNHaust MoxeT cTaTh 0JJHON K3 HanboJee mpeodIaalonX pa3BUBAIOIIMXCS AepKaB HA MUPOBOM SKOHOMUYECKON U
MOJIMTUYECKOU apeHe.

KiroueBble ciioBa: rio0amu3aiiisi, pa3BUBAIOIIMECS CTpaHbl, VHAWS, MOMUTHKA JHOCpAIM3allUK TOPTOBIIH,
MIPOMBIIIJICHHOE Pa3BUTHE, TEXHOJOTHUCCKAs M yIIPABICHUCCKAs MOJACPHU3AIINS, SKOHOMUYECKHE PE(HOPMBI.
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