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31 INTRODUCTION

As explained in forgone chapter, India launched its market-oriented economic
reforms in 1991 due to unprecedented balance of peyments crisis coupled with the
emergence of. the phenomenon of globztlisation As part‘ of these reforms, India
A attempted to open up the economy with less control, accordingly reforms in the
“external sector assumed greater significance. External sector was hberahse through

relaxing the restrictions on international flows of goods and_servrces, technology and
capital. Export promotion became the key word and trade reforms concentrated on
‘ exports. The government of India mtroduced hbera] exchange rates to promote
exports Over the years, Governrnent of India has announced several measures from
: tlme to time in order to be in tune with the globahsatron and hberalrsatron process.

-A Frve -year EXIM policies  were announced to hberahse trade sector. It is strongly ‘
believed that once export front takes off and emerges strongly other eéconomic ills, ‘

partioularly deficits in balance of payments can be sorted out very easily.

It is against this baekground, an attempt is made in this chapter to analyse the -
performanceof external s.ector‘in the light of econornic reforms. AThis is done by
comparing with the growth performa’nce in pre-reform period. The basie bobjective‘ is
to enamine the impact of trade reforms -on the performance of external sector. The
: eXternal_ sector through trnde, affects growth in three fundamental ways. FirSt, trade
encourages a flow of resources from low—productivity sectors to high-productivity
sectors, which will lead to an overall increase in output. Export growth may affect

total productwrty growth through dynarme spﬂlover effects on the test of the
| economy.’ The possrble sources of this: positive dynamic spﬂlover mclude more
efﬁcrent management styles, better forms of organrsatron, labour trammg, and greater
knowledge on technology and mternatronal markets Since exports are an 1mportant
- component of GDP of a country, raprd export growth leads to even faster GDP growth

through the working of Keynesran multiplier process. Second, with unemployed

32See Hickman.B.G, (1992), Feder G (1983).
% See, Chuang, (1998).
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resources, an increas'e in export sales leads to the overall eﬁcpansion of production and
a fall in unemployment. As production increaées; firms generate economies of scale
“and hence become more efficient.”*: Third, international trade also allows for the
purchase of Vcapital goods from .foreign countries and exposes an economy to
A technological advances in developed countries Recent theoretical works suggesrs that
capital goods 1mported from technologrcally advanced countries may ‘increase
’ productlvuy and thereby growth. This is because the knowledge and technology are
embodled in equipment and machmery that are important hence transferred through
B rnternational trade. Considering the above, in this chapter an attempt has been made to
. analvse the iinpact'of external sector refotms on the economy as a whole in general
and the external sector in particular in terms of different variables such as GDPfc and
its components, NNPfc per caprta NNPfc exports imports, terms of trade, foreign.

exchange reserves

The rest of the chapter is divided into the following section, in section two
existing literature on the impact of reforms on trade are reviewed. In the subsequent
- section, the sources of data and the rnethodology adopted to analyses the irnpact is

described. Section four provides the findings and the last section concludes.”

'32.  REVIEW OF LITERATURE

A large body of literature has examined the impact of economic reforms in
developing countries including India on theoretical and empirical basis. These studies |
- are inconclnsive about the impacts as some have come to the conclusion that the
impact is positive while some encountered with negative impact.*> Indian economic
- reforms have been often critieised by ideologues on the ground they betray the
country’s long— cherished concerns wrth poverty allevratron and national se1f~rehance

and acceptance of benign role by the state, -

In one of the first studies, Bhagavati':and Srinivasan (1993)‘ effectively
“countered the above arguments, not by resorting to ex cathedra Jjudgments, which his -
critics often indulge in, but through logical reasoning and empirical analysis. He

dernonstrated that the very sarne Objectives,‘ Whieh India placed prominently on its -

£ See Helpman and Krugman, (1985)
~ ’ 3 In India, also number of studies has been conducted.



agenda in earher years could have been better ach1eved by economic reforms than by

" the detaﬂed nncromanagement of 1nvestment producnon and trade. -

In the same way Sachs (1995); provides some evidence of positive effect of
economic reforms in terms of opening of economy of developing countries. He
,'observed that poor countnes tend to grow faster than rich ones as long as trade links
the poor and nch countrles He believes that if the growth rate of India i is projected at
6 per cent, this'would result in rmsmg per capita. GDP by 2.4 times from $ 340 to $
800 by A.D. 2010,and the number of people below the poverty line would drop down
to 19 per cent. In order to attain a hlgher growth rate, he suggested adoptmg economic
reforms such as to privatise the public sector in a socially responsible manner,
. unshackle the private sector from state control, close down sick compames to reform

labour legislation and opemng of the economy

In another study, Mlsra (1998) ‘in hlS ~study -found that the process of’
econormc reforms led to favourable terms of trade in agriculture. This helped in
© raising ove:all -aggregate produchon and created conditions under which private
investment in agriculture »increases although the growth rate of both (aggregate output
‘and private investment) have shown a deeiine in the post-reform period compared to

- pre-reform period.

Dutta (1999) bad found that there is v1rtua11y no change in the pre-and post-
reform poverty measures in rural segment wh1le there was a decliné in poverty
measure in- urbar segment indicating 1mprovements in the living standards. The
stagnation in rural poverty seems largely attributable to the lack of growth in that

sector.

Chelhah (1999) was of the oplmon that there were favourable effects of
economlc reforms on the’ economy, ‘as Indxa d1d not suffer any drop in total GDP
B 'growth rate. Even though there is not much dlfference in average growth rates of
1980s and 1990s, the growth rate in 1990s has been achieved in the context of a
: slowdown in the world economy and has been sustained along with a remarkable-
build-up of our foreign exchange reserves. 'In the external sector, there is a remarkable
. transformation. He ohserved significant developments in terms of tremendous growth

in foreign investment, a very large flow of remittances with a realistic exchange rate
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‘ and remarkable growth in export until the ‘beginning of the world economic slowdown.

and no balance of payment problem after 1991 -92.

Tendulkar (1999), while analysmg the export performance of 10 Asian
.econormes (Bangladesh Chma, India, Indonesia, Malaysia, Pakistan, Philippines,

: Republic of Korea, Taiwan Province of China and Thailand), found that rapid
econonﬁc growth is associated with the rapid volume growth of exports and that, in a-
_ period of higher world trade this assocratlon becomes stronger. This study covered
the perxod from 1966 to 1995 and consrdered exports volume at the 3- ~digit Standard

International Trade Clas_s;rfrcatron level.

‘ A‘ Slnﬁlarly,' Agrawa'l:. end others (2000) examined compound annual growth
rates of Indla along with those of other Asian countries for four periods: 1970 to 1975,
1975 to 1980, 1980 to 1§85 and 1985 to 1990. They found that the export growth' of
Asian countries followed the booms and slumps in world trade, but that the exports of
; Asian countries always change faster than:the world average. For India, the case was -
little different. During the ﬁrst three periodsr India’s export growth was close to that
of the World 'zrveratge, and lncreased' signif'icantly:above the world average only in the

. ﬁna} ;p_el‘ile. _' ,

Desai -(2000) has noted, “The Indian economy appears to be...sound...
" Something has changed; we are no longer in the hoom—and bust mode of the 1960s,
1970s or 1980s”. This m turn may be partly attributable to the fact that post-1991
' growth was dr1ven prmc1pally by an expansmn of prlvate investment while national |
'savmgs srmultaneously rose thus ensuring that there was no significant pressure on
the balance of payments position (compared Wlth the consumption-led growth of the

" mid to late 1980s). _ o '

Ramkishen S. Rajan & Rahul Sen (2002), India has made some important
strides smce the initiation of the reform program in 1991, and has been one of the
fastest growmg economies in the world Given that, the liberalisation program in India

. has’ been evolutronary (wrth 1nev1table htccups and backtracking in the 1nter1rn) rather

- than revolunonary, even a decade may offer too few degrees of freedom to pass

definitive _ Judgmcnt on the longer—term prospects of the Indian economy. Nonetheless,

“considering that India . faced virtual hankruptcy in mid 1991, its economic
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peffbrmancé since. then has been laudable and rather under-apprecia.tedi On the
" positive side, all indicators fevéal that the reduction of the anti export bias has
- allowed the Indian ecénomy to attain a higher degree of integration with the global
| économy' in the 1990s c‘ompared with previous decades. On the'negati\)e side, India
remains inward looking in comparison With China and its other East Asian ﬁeighbours

which embraced the multilateral tradmg system and had laid out the Welcome mat for
| FDI much earlier (m the mid to late 1970s and 1980s).

" A Study by Tata Services (2003) found that for the all-India manufacturing
sector, labour productivity (output per unit of labour) has increased significantly

during the post-reform period, compared with the pre-reform period.

"BosWort'h,'Collins and V_ixima‘ni“ (2006), found that labour productivity has
. increaséd since 1991. Output per worker gre\;v‘tlfe most during the period following
reforms. Wh'af is more interesting is that the sharpest improvement inl oufput per
worker was witnessed in the services $ectoi‘. Incidentally, it is the services sector that
has been the star performer, oﬁtshining both manufacturing and agricultural exports.
Output per worker iﬁ fhe éerviées sector grew at a rate of 7 per cent from 1993 to

1999, compared with only 2.7 per cent during the i)reVious decade.

. Nilanjan Banik (2007), In his study he concluded that the recent growth in
Indian exports is primarily led by an increase. in factor productivity, growth in world
trade, increase in intra—industry trade and external sector reforms. While these factors
certainly play an important role in explaining the surge in exports, the removal of

‘supply bottlenecks is necessary to sustam this high export growth.

E Apart f-rom the abdve studies, bther wt}rks concluded that the impacts of

reforms on the déveioping countries includihg India are negative.

One of such study was conducted by EPW Research Foundation (1994) study:
concluded that economic reforms in India failed to achieve economic target set by the
government. Group of 13 economists in India has shown that economic reforms have
adverse effect on the economy. -Sau {1994) argued that equilibrium is most likely to

be stable if the interest elasticity of foreign direct investment is high and that of
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forergn portfoho investment is low. The expenence of Indra mdicates the reverse

situation, whlch unphes the poss1b1hty if 1nstab111ty

' Diwan and Chakravarrhy (1993) showed empirically that India is. not
" competitive in international comparison and hence free trade for India may degenerate

into creating more debt, dependence and eventually a depressed economy.

Mathur (1994) analysed Asian experience and argued for an out-oriented
" policy for a dyrrar'nic mahufacturing'export sector. There has been a trend towards
' ‘decreasmg govemment mterventlon in the area of trade policy where earher reformers

like Taiwan. and Korea had, mtervened quite mtensrvely

Some studies conducted elsewhere, which have examined the effect of reforms
on other developing countries, are unanimous in their conclusion that reforms have a

ﬁegative irhpact TayIOr (‘1983) Pastor (1987) and Eshang (1989) found that under

.~ the structural adJustment programme 1ncome drstnbutlon was agamst labour and _poor

' class Hoevan (1987), Horton (1991) and Gmneken (1990) found that CCODOIIIICF
reforms have mcreased unemployment rates in rural and urban mformal SECtOr. ThlS is
. because privatisation and modernization of public enterprises have been associated

with sharp retrenchment.

- Similarly, (Horton, 1991), ‘found: that, the slowing down or fall in formal

* . urban sector empl‘oyment has been ac'eompanied by slowing down or reversed in rural

urban migration and in further crowdmg in. agnculture Lucas (1988) argued that

economic liberalization is not consistent w1th economic growth

The survey of literature attempted above regardmg the 1mpact of external
sector reform generally provrde confhctmg views about the effects, that is these

studies are ambiguous in their conclusmn Further most of these studles have been

o undertaken in the earlier parts of the reform period. They also have not taken into -

account the adJustment and post~adjustment perlod 3¢ Moreover, very few studies-

- have been undertaken for Indla in the recent past. Consequently, in this chapter an -

3 Here, it is to be noted that reform process is long-term process and it takes some time in
. adjustment. We cannot expect quick and fast positive results. It means the growth rates are

somewhat lower in the beginning and after adjustment penod it grows fast. See Joshi. M.V
. (2003) : : '
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attempt is made to judge 'the performarce of economy as a whole and in particular
- external sector. The perforrhance will be judge based on both growth and instability of
the selected rhacrOeconOﬁlic as well as external eectOI variables during pre and post-
* reform period.”” In the post- reform period, the adjustment and post-adjustment period

will be consxdered to fill the lacuna of the earher studies.

o ltis hypothesised here that: a) Reforms has led to better performance of the
economy. b) It has improved the performance of external sector. c¢) It has lead to

- reduction in instabi_lity in the economy as Well as in the extemal sector.

' 33 . DATA SOURCE AND METHODOLOGY

. Data for this study were collected through secondary source. The study made
use of various issues of “Economic Surveys” published by Ministry of Finance,
Govet*nmeht of India and Reserve Bank of India’s anntlal reports. The study selected
and_ analysed some important macroecoOOmic and ‘external sector variables Such as
Gross Domestic Product at factor cost‘(GDPfc) and its components. The cOmponente
are as follows: C1: Agriculture and Allied Acuvmes C2: Agmculture C3: Industry,
C4 Mining and Quarrymg, Cs: Manufacturmg, Cé6: Electricity, Gas and Water
Sl;pply, C7: Service, C8: Constructlon, C9 Trade, Hotels, Transport and
Cormnuhication, C10: Financing, ltlshrance, Real Estate and Business Services, C11:
- Community; Social and Personal Servicee. NN?fc, Per capita NNPfc, exports (X),

. ’.imports (IM), foreign exchange reserves (l*‘ER), foreign currency asset (FCA), terms
* of trade (TOT) and income terms. of trade (ITOT) 38 Over and above the methodologyr
discussed in the first chapter this chapter also make use of different ratios such as N
‘self—rehance ratio (Export / Import), rehance on external markets (Export / de)
Import to de ratio, trade openness (X plus IM / Gdp), export mdustrlahzatlon rate
(Manufactured exports / Total exports) '

%" Instability is generally measured in terms of instability index. This index provides a
measure for fluctuations and uncertainty. ’
*® GDPfc and its components are at constant prices (Rs crores) An economy’s growth is
measured by the increase in value added produced by the individuals and enterprises
. operating in that economy. Thus, measuring real growth requires estimates of GDP and its
components valued in constant prices. See, World Development Report 2005.Exports,
‘Imports, Foreign. exchange reserves and Foreign currency asset are at current prxces Rs
crores)
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34 ANALYSIS
The analysis is divided in two parts, in part one the performance in terms of

macroeconomic indicators have been discussed. In part, two the performance of

exﬁemal sector has been dealt with..

. 3.4. a. Macroeconomic Va'x;iables: 4

In econormc literature, the performance of the economy 1s Judged‘

) through Gross Domestic Product (GDP) It is the most frequently used
indicator of market activity and the change in GDP over a penod is the
principal sign of economic growth.® It is due to this reason that in present
study also GDP is used to evaluate the'economic performance. Table 3.1
stiows the growth rate of GDP and its components at constant pnce It is
' Vev1dent from the table that GDP hag attained a significant growth of 5. 83%;
during the entire ‘period under con51derat1on ‘This trend_ in the growth is
mainly due to a higher and 51gn1ﬁcant growth ach;eved by components such as
C10 (8.36%), C9 (7.64%) and C7 (7.22%). In other words, the service-
oriented sectors have contributed the lafgeét for the high GDP growth. Table,
also reveals. an improvement in ,the; growth during post-reform period as
compared_t_o the pfe—refonn pefiod; GﬁPfregistered a significant g‘rowthlof K
' 5.29% dufing p;'e-feform p»eriod' é.od.é.Zt:S% during the post reform period
. indicatiog thereby a batter economic grthh, this is due to the positive and
significant growth atfained by C9, C7, C8 and C5.% If one looks at post- '
reform period, ‘then it is clear that _e.conomic growth has shown .an
improvement during the post—adjustment period although not very significant,
GDP regis’tered'a sigoifican't growﬁh of 6.15% during adjustment period and a

> growth of 6.69% during the poksvt-ecljustrrient period. This trend is due to the
- '_'»81gmﬁcant growth regxstered by the components “such as C8 (9. 82%) C7 |

@ 62%) and C11 (6 46%)

* In fact, GDP lies at the top of the eotire System of National Accounts, and its methodology
.1s rigorously defined and standardised, enabling international comparison and aggregation.
~See Lequiller and Blades (2006) Maddlson (1992), J ones (1995), Quah (1997), Reddy
(2007).

“* The higher and a significant-growth of GDP durmg the post—reform period estlmated

in this study is in consonance with the ﬁndmgs of Y.V Reddy (2001). '



Thus, the anafysis of GDP ;growth reveals a positive trend and i_ndieétes
" an i'mpro?ement in the pest-refdnn period and especially during the post-
adjustment period. This further emphasized that libralisation process is in the
right direction and economy has been benefited by it, and if this trend
continues than there is no reason, why India cannot achieve a path of double-
- digit growth in the years to come. However, the caveat is the s‘tability in the
- growth.

- The question here is whether the growth achieved during the post-
reform is sustainable or not. This eari be ascertained with the belp of instability

-_index. Table 3.2 pr’eser_xts_the instability index of GDP and its componeﬁts.

Instability index of GDP shows Aan improvemerit during the post-
reform period, indicating stability iluringvthe post-reform period as compared
to pre-reform period. The mai'n‘contri‘butors for stable growth are C4, C8 and

C1. Instability index of GDP fell from 1.98 durmg pre-reform perlod to 1.63

L durmg post-reform period. Instabxhty mdex of component C4 fell from 4.55 in

& pre-reform period to 2.98 during post-reform period, instability index of C8
fell from 4.60 to 4.‘3‘5 and C1 fell from 4.97 to 4.58 during the post reform

period.

However within the reform’ period there has been an increase in
: mstablhty index of GDP from O. 70 in adjustment period to 1.89 durmg post—‘ "

adjustment period. ThlS mainly due to the components such as Aorlculture and
| alhed act1v1t1es (Cl) Agnculture (C2) Manufacturmg (C6) Service (C8) and
Commumty, Social and Personal Serv1ces (C11). This show that towards the
 latter part of the reforms with the passage of time the .economic policies
adopted during libralisation falledv to ensure economic stability especially in
sectors such as agriculture, electricity, Gas iwater construction, community,
~ social-and personal services Wthh ulumately contrlbuted to more instability in

_‘GDP growth and this is not a good symptom

The overall analysis ,shews tha_t‘ though eeonoms; “has registered a

higher growth dﬁrigg the post~adjustment period. However, this growth is



associated with the higher instability. Indicating that, this growth is not

sustainable in the future, if the prevailing trend continues.

. In the above sectxon, we had analysed the growth and 1nstab1hty trend

* in isolation. It will be more appropriate to relate GDP growth with instability
to come- to proper conclusion - regarding the. impact of reforms on
macroeconomic variables during post-adjustment period. This calls for an
analysw of the GDP growth and instability relationship durmg post- adjustment

penod ThlS is attempted below.

An examination of the relauonshxp between the GDP growth and
' xnstablhty will 1nd1cate four dlfferent possﬂ)ﬂmes
Lo A declining _GDP growth with a decfeasing instability in GDP. .
~ 2. - Adeclining GDP gro"x&th with an incréasing instability in GDP.
3. Increasing GDP growth with an increasing instability in GDP.

4. - Increasing GDP growth with a deéreasing insiability in GDP.

_The relationship between vgrOWth.' and instability of GDP has been

summarised below:

GbP and;its Coniponents ‘ Possibility ~ Situation
7C3,C5 : ’ L Firs£ : Unfavorable
CLC2C6 — A Second Unfavorable

. ‘-‘C8 C11, GDPfc NNPfc NNPfc - - Thlrd ' U;lfavorable '
»’per caplta ‘ : A - o
CACTCO.CT0 T Rwm | Favoratie

Source: Compiled from Table 3.3.

‘On the basis of the dbove results it can be ‘said that reforms have
pfoved beneficial for the sectors such as Mining and quarrying (C4),
Electricity, Gas and Water (C7),Const;ruction (C9) and Trade, Hotels,

Transport and Communication (leO),‘since all these sectors .regis't‘ered higher
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growth with Iower mstablhty as compare to the previous period (possﬂnhty

fourth- favorable)

* This also indicates that-GDP growth though recorded a pos;itive trend
bu_t\is associated with higher insffability, therefore this pesitive trend of growth
- may hot sustain for long (possihiiityfthree; unfavcrable). Tt may be argued
here that an analysis of the trend in National income and Per capita income - -
growth and instability may provide -a diffe_rent conclusion. 1t is in this context
that the table 3.1 shows the tfeﬁd It is evident that the trend and the instability
of NNPfc and per capita NNPfc are same as registered by GDP during post-

adjustment period (poss1b1hty three- unfavorable)

It is pertinent to note that the economic reforms initiated in India was
centrally focused on industrial and trade policy. This is because by 1991 there
was a broad consensus that there is a need for greater hberahsatlon and .

cpenness These policy changes were expected to generate faster industrial
grthh and greater penetratlon of the world market in mdustnal product. How
far, the objectwes of extemal sector reforms have been achxeved This

A attempted in foregomg section.

3.4.‘ b. External Sector Va;"iables‘:-

~ Table 34 p'reser_lts‘ the growth faie of external sector variables. It can be
A‘ seea ffem table that. t'he growth rate of tofal_ export increased from 16.14% in
the iare-reform peried to 16.98% ciurihg the post-reform period. Whereas the
imports recorded a growth' of 18.87 % ‘in the post—reform period against
12. 42% in pre-reform penod However 1f we look further, in the pre-refonn
perlod exports have grown faster and in the post-reform ‘period it was 1rnports'
_ which has grown faster than exports. One of the crucial part of external sector
refOrms was the relaxation prolvided" in’ imporﬁng fereigh capital and
technoiogy, this may be the reason for higher growth of imports in the post-
reform period as compared to export grthh Further, liberalization‘policies
appear to have affected forelgn exchange reserves (FER) and foreign currencyi

assets (FCA) favorably. As both. these variables recorded higher and

“ The referms have been discussed in detail in the chapter two.
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significant growth during poSt—reform period in comi)ari’son to pre-reform
period. The FER g.fowth ‘ratef increased from 6.72% in pre-reform period to
25.42% during oost-reform period, éiirxilarly, FCA growth rate increased from

3.42% to 28.64% during the post-reform period.

One of the impoﬂént iﬁdicators of the external sector perfomiar'lcev is
the ratio of foreién exchange reserves to imports. Higher the ratio better it is
beceuse it{ indicates the capzicity of- the country to take care of its imports
obligation This ratio has also exhibited an increase in the growvth. rate from - -
5.07%in pre-reform perlod to s1gmﬁcant growth of 5. 51%. durmg post—reform
per1od This shows that foreign exchange reserves growth is in tandem with
the growth of i 1mports ‘This in a way has contributed in lessening the burden of
meetmg import bxlls If we cons1der the-income terms of trade (ITOT), the
trends are similar. It has reglstered a higher growth from 9.10% in pre-reform
~ period to -11.05% during postfreform period. This trend indicates that
purchasing. power ‘jof exports has been higher duﬁﬁg post-reform period.

- However, the only cause of "'worr)i} is the deterioration in the growth rate of
terms of trade (TO’I‘) from 3.27% in pre;refonn period to -0.51% during post- .
reform period: Such a trend indicates that libralisation po_licieshave not been
able to arrest the deterioration in terms of trade.*® Thus, the overall analysis of
the cxtemal sector during post-reform period reveals that variablec such as
exports imports, FER, FCA, income terms of trade has recorded higher

growth as compared to pre -reform penod

g : A similar conclusion can be arrived at if various ratios such as export -
‘ to:GDP ()(/GDP}, imports to GDPAE:(IM!GDP)' and foreign exchange reserves to
imports (FER/IM) are considered. f;It reveals that the growth is higher in post-
reform as compared to pre-reform period. It points to-an increasing openness

of the Indian economy

“2 The results of pre and post-reforms periods are in consonance with Sai Haragopal
(2001).Who has assessed the performance of external sector for the period 1980- 8} to 1997-
98 at current prices.

“ The detailed analysis of this trend is discussed in the chapter 8.

* Ratio of trade to GDP is the measure of trade openness. This ratio has registered a higher
and s1gn1f1cant growth during post-reform period (i.e. 4 95%) agamst pre-reform period (i.e. -
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- However, if we consider adjustmerit and post-adjustment period within
the post-reform period then the trends ‘are not.encouraging. In fact, with the
passage of time all the eXternal sector vériables as well as the ratios have

underperformed This is not a healthy symptom because if this txend is not' '

corrected, a further deterioration in. the growth is inevitable. Thus, the analysxs "

of growth rate shows a sausfactory performance of external sector during the
: bostfreform period; ‘but it vh'as failed to maintain the sztme during post-
adjnstment period. This may be due to political compulsion, which has léad to
slacking of the reform process > In table 3.6, the mstabihty mdex of seiected

external sector variables are also presented

» The instability index of total expofts indicates a fall from 10.44 in pre- |
reform. period to 7.29 during post-reform period. Similarly, other variables
B such as- FER, FCA, TOT and ITOT recorded a fall m the instability index.”’

All these varlables exhibit a posmve impact of reforms in terms of stablhty

Similarly, instability index of export to GDP rati’o indicates a fall'in the
mstablhty during post—reform from 9.93. ‘in pre-reform period to 7.07 during
post—reform perlod (ie. by. 2. 86) The 1nstab1hty index of Coverage ratio
' (export to imports), export industrialisation rate (manufacture exports to' total
~ exports) and foreign exchange reserve to imports also shows a downward
‘trend post;reform period. Thus, nositive impact of reforms on the external '
sector is indicated in terms of statbility during reform period. This leads one to
reject the argument that libe‘ralization or opening of economy makes the
external sector more instable or vulnerable The only cause of worry during

the post- reform pemod is the hxgher mstab1hty in 1rnports

% See, Ahluwalia, M.S. (2000).
% It . may be mentioned here that 1nstab1hty index shows the fluctuatlons in the variable and is
indicator of uncertainty.
“7 Instability index for FER decreased from 26.76 in pre-reform per:od to 16.16 durmg post-
reform period (i.e. by 10.60). FCA registered a fall in instability index from 22.52 in pre-
reform period to. 21.30 during post-reform period (i.e. by 1.22).Similarly, mstablhty index for
TOT fell from 11.70 in pre-reforr to 10.40 in ‘post-reform period and ITOT recorded a Tower
: mstabxhty from 10 50 in pre-reform period to 9. 50 in post-reform period.
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Further, an insight in the reform period displays a different picture.
Export instability has increased from 3.88 in adjustment period to 7.56 during
post-adjustment period (i.e. by 3.68). Similarly, instability Index for other
variables and ratios such as Imports, Terms of trade, Income terms of trade,
ratio of exports to GDP, imports to GDP, exports industrialization rate
depicted an increase in post adjustment period against adjustment period. This
shows that initial years of reform were better than the latter years in terms of
stability in external sector. The only satisfaction is the falling instability of
variables such as FER, FCA, ratio of export to import (X/IM) and foreign
exchange reserves to imports (FER/IM). This shows the stability in meeting
the imports bills. The overall analysis of external sector instability shows, that
external sector has performed better during post-reform period in terms of
stability, depicting positive impact of liberalisation on the stability of external
sector. However, at the same time, results shows that stability could not be

maintained during post-adjustment period.

Nevertheless, to come to a proper conclusion about the impact of
reforms on external sector variables it will be more appropriate to relate
growth with instability. A combined examination of the relationship between
the growth and instability of all selected external sector variables will also
indicate four different possibilities as mentioned earlier. This has been

summarised below:

External sector variables & ratios Possibility Situation
FER, FCA, X/IM, FER/IM. First Unfavorable
X, M, TOT,ITOT,X/GDP,IM/GDP, MX/X Second Unfavorable
Nil Third Unfavorable
Nil Fourth Favorable

Source: Compiled from Table 3.6.

Thus, majority of the variables attain either the possibility one or two
that is lower growth and lower instability or lower growth with higher

instability. The combine result of the instability and growth during post-
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adjustment period shows that none of the external sector variables and ratios
has béen able to achieve the favorable possibility i.e. possibility. number four.
This shows that during the adjﬁstment years, reforms have lost i_téldirection
“and this trend is not in favourable for a éountry like India, which has

- embérked on the path of high grOWth.

35 CON CLUSION

~ In this chapter the impact of reforms on the selected macroeconomic and
external sector, variables have been exarmned The policy of econon’uc reforms
appears to have a mixed result. It has lc:d to higher rate of growth of GDP and per
Caﬁité incorne (NNPp.c) during the post-reform period. Further, the changes in macro-
economic policy and freeing of rigid regulatory mechanism have also led to increased
flow of FER. Which has resulted in building up of a comfortable foreign éxchange
~ situation and reserves? The economic reforms have also succeeded in restoring the

confidence of foreign investors. Moreover; - Indian exports also registered higher

growth along with GDP. Instablhty index for GDP and exports also indicates stability o

during the post«reform perlod

However, the findings during ’the pést-adjustment period indicate higher
growth of GDP, NNP and NNPp.c, but ‘this-growth is associated with higher
instability. This high instability cast a doubt over the credibility of the reform process.
Nof only have this but, majority of the external sector variables shown lower growth
with hlgher instability. To sum 'up both economic growth as well as external sector

3 faxled to achieve growth with stability in the post-adjustment period.

» Not vonl-y' this, even exports have failed to register'higher growth. This is a
’matter of great concern. In other words, reforms initiated since 1991 has failed to
achieve its main objective of growth with stability. This requires the identification of
. the reason behind this failure. Thus; there is a need to identify the region, country and .
commodzty respons1ble for this dismal performance of exports durmg the latter part of

the reforms Thxs is attempted in 'the next chapters
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TABLE 3.1

MACROECONOMIC VARIABLES: GROWTH RATE

. A , 1980-81
GDPfe & its | 1980-81 to 1991-92 to 2006-07 to
Components | 1990-91 1991-92to | 1996-97 to | Overall | 2006-07
| * ‘ 1995-96 2006-07 <
C1 3.13* 3.57* - 251 2.83 3.00%*
C2 3.23% 3.56% 2.25 2.70 2.97*
c3. 6.51*% . 8.60% | 5.98% 629 | 6.17%
C4 7.70% 4.50% 4.77 4.61% 5.57*
Cs- 6.03* 9.46%* 6.32%* 6.67 6.15%
C6 8.73* 7.81% 4.90% | 5.58% 7.04%
Cc7 6.43% . 6.68* 8.62%* 8.17* 7.22%
cg8 . 4.33% ~ 3.65% 9.72% | 7.85% .6.14%
- Co 5.94% 8.76% 9.76 9.30* 7.64%
~ C10 9.22% 7.18% | 8.34. 8.01* | = 8.36%
Cit. ~ | 6.24% 467 . 6.46%* 6.64 6.18
GDP fc 5.20% 6.15* . 659 | 6.48*% | 5.83%
NNPfc - 5.09%* 6.22% 6.26 6.25% 5.64%
| NNPfce(P:C) 2.88* 4.08* 445 4.33* 3.58%*

*): Signiﬁcant at the 1% level, (**): Signiﬁcant at the 5% level.
- Source: Calculated form the data Hand Book of Statistics on Indian
Economy (RBI), 2008-09. |

47



TABLE 3.2

MACROECONOMIC VARIABLES: INSTABILITY INDEX

1980-81

. GDPfc & its | 1980-81 to 1991-92 to 2006-07 , o
"Components 1990-91 1991-92 to | 1996-97 to | Overall | 20606-07
. ’ 1995-96 2006-07 _

C1 4.97 2.66 4.88 4.58 476
C2 5.37 289 . | 538 5.01 5.18

C3 1.93 346 | 259 3.02 2.9
C4. 4.55 - 3.33 2,67 2.98 4.07
cs 2.26 4167 | 332 38 | 3.68
- C6 1.41 096 | 193 1.94 | 217
C7 097 155 1.54 1.71 1.74
c8 - 4.60 2.06 3.67 435 4.68

Cc9 0.92 272 1.62 1.97 2.41
C10 1.59 2.60 2,60 2.65 2.32
C11 1.73 1.82 - 221 2.21 2.13
‘GDP fc . 1.73 182 | 189 1.63 2.13
- NNPfc 2.2 0.68 ©2.06 1.77 2.24

| NNPfe(P.C). 2.24 070 2.17 187 | 235

Calcﬁlated by Coppock’s method. o
Source: Hand Book of Statistics on Indian Economy (RBI), 2008-09.
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TABLE 3.3

MACROECONOMIC VARIABLES: INSTABILITY INDEX

AND GROWTH RATE
1980-81 1980-81
GDPfc & its to 1991-92 to 2006-07 to
1991-92 | 1996-97
Components 1990-91 to to Overall | 2006-07
1995-96 | 2006-07

Cl Instability.I 4.97 2.66 4.88 4.58 4.76
Growth rate 3.13% 3.57* 2.51 2.83 3.00%

C2 Instability.I 5.37 2.89 5.38 5.01 5.18
Growth rate 3.23% 3.56% 2.25 2.70 2.97#

C3 Instability.I 1.93 3.46 2.59 3.02 2.9
Growth rate 6.51* 8.60* 5.98%%* 6.29 6.17%

C4 Instability.I 4.55 3.33 2.67 2.98 4.07
Growth rate 7.70* 4.50%* 4.77 4.61* 5.57*

C5 Instability.I 2.26 4.16 3.32 3.8 3.68
Growth rate 6.03* 9.46* 6.32%* 6.67 6.15%

Co6 Instability.I 1.41 0.96 1.93 1.94 2.17
Growth rate 8.73* 7.81% 4.90% 5.58% 7.04%*

Cc7 Instability.I 0.97 1.55 1.54 1.71 1.74
Growth rate 6.43* 6.68* 8.62%* 8.17* 7.22%

C8 Instability.I 4.60 2.06 3.67 4.35 4.68
Growth rate 4.33* 3.65%* 9.72% 7.85% 6.14*

Cc9 Instability.I 0.92 2.72 1.62 1.97 2.41
Growth rate 5.94% 8.76™ 9.76 9.30* 7.64%

Cl10 Instability.I 1.59 2.60 2.60 2.65 2.32
Growth rate 9.22% 7.18% 8.34 8.01* 8.36%

Cll Instability.I 1.73 1.82 2.21 2.21 2.13
Growth rate 6.24%* 4.67 6.46%* 6.64 6.18

GDP fc | Instability.I 1.98 0.7 1.89 1.63 2.03
Growth rate 5.29% 6.15* 6.69 6.48* 5.83%

NNPfc Instability.I 2.2 0.68 2.06 1.77 2.24
Growth rate 5.09%* 6.22% 6.26 6.25% 5.64%
NNPfe(P.C) | Instability.I 2.24 0.70 2.17 1.87 2.35
Growth rate 2.88% 4.08* 4.45 4.33% 3.58%

Source: Compiled from Table 3.1and 3.2.

(*): Significant at the 1% level, (**): Significant at the 5% level.
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TABLE 3.4

" EXTERNAL SECTOR VARIABLES: GROWTH RATE

External 1980-81to | 1991-92 to 2006-07 1980-81 to
sector , ) :
variables 1990-91 | 1991-92 to | 1996-97 to | Overall | 2006-07
' : 199596 | 2006-07

" Exports 16.14% 24.55% | 17.01%* 1698 | '19.27*

. Imports’ 12.42% 25.02% | 19.07 18.87* | 17.85%
_"FER - 6.72% 38.11* 25.97%% | 2542% | 2496

FCA 3.42 48.65% 27.35% | 28.64% | 25.47*

TOT 3.27*% 470 -0.84%% | 0.51% 1.12%

ITOT 9.10 21.70 11.29% 11.05 11.39%
X/GDP 1.70%% 7.22% 5.38 4.03%* 4,75%
IM/GDP -1.56%F | 7.63%+ 7.23 5.71% 3.50%
XM 3.31% . | 038 2172 -1.59% 1.21%

_ FER/IM - -5.07* 10.46 - 5.8 5.51% 6.03%

S MxX 3.25% 10.52 1-097 | -0.35% | - 1.24%
| X+IM/GDP | -0.28 7 44% 6.43 4.95% 4.01*

(*) Signiﬁcant at the 1% level, (**): Significant at the 5% level.

Source: Calculated from the data Hand Book of Statistics on Indian
Economy (RBI), 2008-09. ' '
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TABLE 3.5

EXTERNAL SECTOR VARIABLES: INSTABILITY INDEX

External 1980-81 to 1991-92 to 2006-07 1980-81 to
sector
variables 1990-91 | 1991-92 to | 1996-97 to | Overall | 2006-07
1995-96 2006-07
Exports 10.44 3.88 7.56 7.29 8.96
Imports 7.33 6.74 8.73 8.53 8.72
FER 26.76 30.27 6.98 16.16 25.83
FCA 22.52 41.24 6.83 21.30 35.27
TOT 11.70 8.60 10.90 10.40 10.90
ITOT 10.50 5.30 9.10 9.50 9.90
X/GDP 9.93 4.24 7.64 7.07 8.65
IM/GDP 6.14 6.45 7.16 7.21 7.96
XM 10.12 8.24 7.44 7.42 9.75
FER/IM 27.54 38.51 12.10 21.3 28.07
Mx/X 6.63 2.97 3.15 3.05 4.89
X+IM/GDP 6.16 3.71 6.40 6.12 6.71

Calculated by Coppock’s method.

Source: Hand Book of Statistics on Indian Economy (RBI), 2008-09.
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TABLE 3.6

EXTERNAL SECTOR VARIABLES INSTABILITY IN DEX AND

GROWTH RATE
- 1980-81 1980-81
External sector to 1991-92 to 2006-07 to
: : 1991-92 | 1996-97
Variables 1990-91 | - to to Overall | 2006-07
IR ’ | 1995-96 | 2006-07 - ‘
" Exports | Instability.I 1044 - |. 3.88 7.56 7.29 8.96
| Growthrate | 16.14*% | 24.55% | 17.01** | 1698 | 19.27*
Imports | InstabilityI | 7.33 6.74 8.73 8.53 8.72
: Growthrate | 12.42% | 25.02% 19.07 18.87* | 17.85%
FER = | Instability.I 26.76 30.27 6.98 16.16 | 25.83
- | Growth rate 6.72% | 38.11% | 25.97+* | 25.42* | 24.96
'FCA | Instability.I 22.52 41.24 6.83 2130 | 35.27
. | Growth rate 342 | 48.65% | 27.35% | 28.64% | 2547*
TOT Instability.I 11.70 8.60 10.90 | 1040 | 10.90
: Growth rate 327% | 47 -0.84%* | -0.51% | 1.12%
- ITOT | Instability.X 1050 |- 5.30 9.10 9.50 9.90
- |Growthrate | 9.10 | 21.70 | 11.29%* | 11.05 | 11.39%
X/GDP - | Instability.I 9.93 | 4.24 764 | 7.07 8.65
.| Growthrate | 1.70%% | 7.22% 538 .| 4.03%% | 4.75%
IM/GDP | Instability.I 6.14 6.45 7.16 7.21 7.96
Growth rate -1.56%% | 7,63%* 7.23 5.71% 3.50*
XM - | Instability.I 1012 | 824 7.44 742 | 975
» | Growth rate 331% | -0.38 2172 | -1.59% | 1.21%
FER/IM | InstabilityI | 27.54 | 3851 | 12.10 | 213 | 28.07
. Growth rate -5.07% | 10.46 5.8 5.51% 6.03*
Mx/X | Instability.I 663 | 297. | 315 | 3.5 4.89
" | Growthrate .| 3.25% 0.52 -0.97 | -0.35% | 1.24%
X+IM/GDP | Instability.I | 6.16 3.71 6.40 6.12 6.71
" | Growth rate -0.28 7.44% 6.43 495*% | 4.01%

Source Complled from Table 3.4 and 3.5.
*): Slgmﬁcant at the 1% level, (**) Significant at the 5 % level
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