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Chapter

GLOBALISATION AND ITS
[MPACT ON THE INDIAN ECONoy,
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Steps taken to globalise the In
Effects of globalisation on the external sector and ¢
domestic sector of the Indian econom?

MEANING OF GLOBALISATION

Globalisation means different things to different people.
Accordmg to Deepak Navyar, “It (globalisation) can be
defined, simply, as an expansion of economic activities
perhaps. it refers 10 @ process of deepenming economic
integration, increasing economic openness and growing
economic interdependence between countries in the world
ecowomy. Ii is associated not only with a phenomenal spread
ﬂ*‘mmmwm
ﬂamdmmihwﬁchmﬁdls
national boundaries ™ From an economic point of view,
mmwhh&ﬂ-ﬂgi
goods and services, (ii) movement of capital, and (iii) flow
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—

INDIA
s
Globalisation in India is generally tgken fo
‘integrating’ the economy of the country with g, worlg
economy. This, in turn. implies opening up the economy
foreign direct investment by providing facilities ¢o fon:j;
companies to invest in different fields of economic actiy ;r
in India: removing constraints and obstacles to the entry of
MNCs in India (through dilutions and ultimate scrapping o
restrictive laws like FERA); allowing Indian companies t
mﬁlofaeigncoﬂaboraﬁonsinhldiaandalsoencangmg
them to set up joint ventures abroad; carrying out massive
impu:t libenhsatmu programmes by switching over from
Wmicdonstotariﬁsintheﬁrstplaoe(soﬂn
lh_'.ze.ls more “transparency’ in import policy), and then
!:mmdownﬂ)elevelofimportdutiesoonmhzbly" ; and
instead of a plethora of export incentives (like duty drawbacks,
support, replenishment licences and other
€tc.) opting for exchange rate adjustments
orts. As our discussion in the chapters on
"> ‘Trade Policy of the Government of
: and Aid’ and ‘Multinational
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ttion process were sown in the early 19805
oncessions were granted to foreign capitdk

ot

.

Scanned with CamScanner



Globalise
atisation and lts Impact on the Indian Economy

» Towards Globalisation

]‘hl‘ .l)ush ) o

» slﬂl“d in the chapter on India’s Balance of Payments
| he pcriOd after 1980-81 was marked by severe
ol pay ments difficulties. The second oil shock pushed
Nl.mt: imi‘;“‘l bill substantially while exports lagged

) M i i c e » deficit r
uf derably behind. Thus, trade deficit rose to astronomical
cons

hl'igl“'\"l . . ) .
dency of flattening out. As a result, net invisibles could

‘:',::anck‘ only 24 per cent of trade deficit in the Seventh Plan.
The problems were compoundcd by the Gulf War in 1990-
o], Trade deficit in this year soared to ¥ 16,934 crore and
invisibles also recorded negative earnings. As a result, current
acoount deficit was as large as ¥ 17,369 crore in 1990-91.
The problem got further accentuated by India’s increased
reliance on high cost external commercial borrowings and
non-resident deposits all through the 1980s as the flow of
concessional assistance was considerably less than the
requirements. Much of this borrowing on commercial terms
was in the form of relatively short-term and potentially
volatile instruments increasing the vulnerability of Indian
ecconomy to changes in investors’ confidence and
gxpectations. With the downgrading of India’s credit rating
by some international agencies consequent upon the large
deficit in India’s balance of payments in 1990-91 and the
political uncertainties at home, the investors’ confidence in
the Indian economy was shaken suddenly and there was a
substantial capital outflight. As stated in the section on
‘Non-Resident Deposits’ in the chapter ‘Foreign Capital
and Aid’, there was a substantial withdrawal from these
deposits (over $ 300 million per month over the period

PI‘\‘MCm

-, “ . Y. -~ ’ . .
yuring SeV enth Plan, private remittances also showed

October 1990 to the second quarter of 199 1). Despite drawing
1.8 billion from the gency Compensatory Financing

from the Co
¥ 1991, adopting import

g gold abroad, the crisis
ange reserves dwindled
s than sufficient for two
efault on debt servicing
ent of India was pushed
only if credit was
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a "d_( ¢) external sector liberalisation or relaxing restrictions

on international flows of goods, services, technology and

capital.”* Globalisation is identified with (¢), i e, external

sector liberalisation. However, it needs to be emphasised

1h'f|1 success on (a) and (b) fronts is crucial for the success

of (¢). For instance, stabilisation in the sense of cutting
down fiscal deficit and the rate of growth of money supply

are essential for keeping inflation and balance of payments
under control as both these problems arise from a mismatch
belwacn aggregate demand and aggregate supply. (Foreign
investment is attracted only when inflation and balance of
payments are under control). Domestic liberalisation
involving relaxation of restrictions on production and
investment leads not only to a reduction in bureaucratic
interference and controls which have since long outlived
their utility but also sends ‘definite positive signals’ to the
foreign investors about the ‘genuineness’
process.

of the reform

The above discussion shows that the conditions that

prevailed in 1990 and 1991 ‘pushed’ India into adopting the

structural adjustment programme of the IMF and World
Bank. Since globalisation is a part of the structural adjustment
programme, Dalip Swamy is right in stating that it were the
desperate conditions of 1990 and 1991 that ‘pushed” India
towards globalisation.’

STEPS TOWARDS GLOBALISATION

We have discussed the steps towards globalisation
initiated by the Government of India in 1991 and subsequent
years at various places in different chapters. Here we sum
up the main policy measures initiated so far under the
following headings.

Exchange Rate Adjustment and Rupee Convertibility

The most important measure for integrating the
economy of a country with the global economy is to make
its currency fully convertible, i.e., allow it to determine its
own exchange rate in the international market without official
intervention. This measure has to be accompanied by the
lifting of exchange control measures in a phased manner.
As a first step towards this measure, the IMF insisted on
devaluation of the India rupee. Accordingly, the Government
of India made a two-step downward adjustment of 18-1 9
per cent in the exchange rate of the rupee on July I and
3, 1991. Therefore, the first important condition laid down
by the IMF for the grant of assistance was met.

~ Inthe subsequent years, the Government of India has

progressively moved forward towards full convertibility.
‘ d in the chapter on ‘India’s Exchange Rate
reign Exchange Reserves and Capital Account
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Convertibility,” the 1992-93 Budget introduced a dual
exchange ralc'S\ stem imply ing partial convertubility of rupee
The N“l‘*’-l liudgcl introduced full convertibihty ot _thc
rupee on trade account and .\\\uchcq over to il L:n\tlcd
exchange rate system. India achieved full convertibilinn on
current account on August 19, 1994 when the Reserve Bank
accepted obligations under Article VIII of the IMF. under
which India is committed to forsake the use of exchange
restrictions on current international transactions as an
instrument in managing the balance of Payments. Many
other relaxations of restrictions were announced In subsequent
years.

Import Liberalisation

Inits Report *India: Strategy for Trade Reform’ released
in 1990, the World Bank had advocated redesigning of the
import policy so that there is on]

Y one negative (restricted)
list and imports of all items not explicitly on the restricted

list are allowed, lowering of import tariffs on al] goods, and
freer entry to capital 200ds, intermediate goods, raw materjals

on August 13, 1991 decanalised the import of 20 items. In

addition, the government has, over the years,

- -

(hence incre

asng thewr COmpetitive
markets)
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Opening up te E‘ortign Capital

In a bid 1o aftract foreign Capital gng
Indian econom, With the global e
: . 2 “& S00al ;\\\nom\
of India has throwq i

open the doors to ¢ L""\
iy i * W0 0 n
discussed in deta] I the chapt POt i

Aid’, "Multinationa) Corporations FERszn CN
“India’s E\chmge Rate Po)

o g iy, Foreign E 4 :
and ( aprtal Account Convertibiline: - = S R%~

erbility” varion :

T . A0us ]
tlu}lltles have been offered to the foreien invesy S
resident Indians I the pew t‘conx\mi; olicy "I\
SOVernment announceqd 3 Specified sy Im[“

_ Many other measures have also been

time to time. For Instance, foreign ¢

activity of a trading, commercia) or industria] Dty

- - : ;
Ww of profits by foreign Companies has beeg aﬂmm_
foreign companies (other than banking companies) Wanimy

on transfers of shares by a non-resident to another noe-
resident have been remo ed; disinvestment of equity by
foreign investors no longer needs to be at prices determined
by the Reserve Bank (disinvestment has now been allowsé
at market rates on stockexchangawithpelmimiub
tepatriatetheprooeedsofsuchdisinvesunem); 100 per cent
fgdgpequhypuﬁdpaﬁmhsbemaﬂowedfusﬁﬂ

. mplmtsinthecom&y(thisaﬂowsﬁuw‘

s and other incentives); NRIs and overseas corporae
i (OCBs)ll'edominmﬂyownedbyMMM-
o invest upto 100 per cent equity in high priosity
es with repatriability of capital and income; NRI
upto 100 per cent of equity has been el

r 1 4 I| I.
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- cent fof ;‘\\\ n.\nnllvl".lrlurmlp activities (with
19 ceptions) in .\pc'u.\\ Economic Zones (SEZs):
qin L.Cn‘ foreign direct investment has been allowed in
100 per :cch‘f for certain activities; 100 per cent foreign

Ccm'l;;csll““m has been allowed in pharma sector. u'\rpnri
“1“nd rourism industry, tow nship development, cnuri‘c;
h\“",“ﬁ and Mass Rapid Transport System (MRTS) FDI
\Lf“:‘-n direct investment) limit in private airlines has’ been
:;::d*m 49 per7ccnl; 13;1‘)1 lilj\.l‘l in private sector banks hag
peen raised 1© 3 s PR

B

EFFECTS OF GLOBALISATION

Effects on the External Sector

The process of globalisation initiated in 1991 and the
far-reaching changes in industrial and other policies have
led to considerable changes on the external sector front.
The Finance Minister in his Budget Speeches in 1994 and
1995 claimed the following achievements on the external
front: (1) Our foreign currency reserves which had fallen to
barely one billion dollars in June 1991 rose substantially to
over 20 billion dollars on March 10, 1995; (2) Exporters are

responding well to sweeping reforms of exchange rate and
trade policies. This would be clear from the fact that as

against a fall in the dollar value of exports by 1.5 per cent
in 1991-92, the exports grew by over 17 per cent in the first
10 months of 1994-95. This follows a 20 per cent increase
in 1993-94. Though imports also grew in line with the
revival of the economy yet the balance of payments situation
is comfortable; (3) The fears expressed in some quarters
that our trade policy would generate a disruptive flood of
imports and weaken our economy have been shown to be

completely unfounded. Liberalisation and openness have
actually increased ce. Exports now finance
over 90 per cent ed to only 60 per cent in
the latter half  The current account deficit

91. It is expected to be
At the time of crisis,
ate of $ 8 billion a year.
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L0 ver cent i |<)();1_()gv Y)'l ‘ per (,L.(Ij]l from lhs{ level Qf
Survey 1996-97. there W»’- e .,' d‘\‘n(‘)l't.l by the I'j(-nnumt(.
dnfioit s cu\“i\ ﬁn.l;h.l.]:j) &k:)l'lh't (; .dlarm as the lncrcascd
inﬂnwvmld ) r.cdy § ¢ I.LL‘ v a higher level of capital
L Bi(‘“” é gL_mn in foreign cxchungc reserves of US
s n. Despite the reserve drawdown. the level of
Kﬁttlgn currency assets at the end of 1995-96 was $ 17.0
billion, which was quite comfortable. During 1996-97, the
cu‘rrcnl account deficit was 1.2 per cent of GDP. The balance
of payments situation improved considerably and there was
a reserve build-up of $ 5.8 billion. This was significantly
higher than the average accumulation of $ 3.4 billion during
1991-92 to 1996-97. The balance of payments position in
1997-98 and 1998-99 also remained comfortable as the
surplus in the capital account exceeded the deficit in the
current account by a substantial margin, resulting in large
accretion to foreign exchange reserves amounting to $ 3.9
billion in 1997-98 and $ 3.8 billion in 1998-99. Reserve
accumulation rose to $ 6.1 billion in 1999-2000 and stood at
$ 5.8 billion in 2000-01. Things were still better in 2001-02,
2002-03 and 2003-04 as there was a current account
surplus in all these years because of strong positive earnings
from invisibles (it was after a long gap of 24 years that a
current account surplus was recorded, the last current
account surplus having been registered in 1977-78). There
was a substantial surplus on capital account also in these
years. As a result of these two tendencies — surplus on
current account and substantial inflows of capital — there
was a large accretion to foreign exchange reserves of
$ 11.76 billion in 2001-02, § 16.99 billion in 2002-03 and
$ 31.42 billion in 2003-04. After registering surplus for three
consective years, the current account again saw a deficit in
2004-05. This defict was of $ 2.5 billion. However, there
was a substantial surplus of $ 28.6 billion in the capital
account with the result that there was an accretion of as
much as $ 26.1 billion to foreign exchange reserves in
2004-05. The current account deficit rose to $ 9.9 billion in
2005-06 while surplus on capital account was § 24.9
billion. As a result, accretion to foreign exchange reserves
in this year stood at $ 15 billion. During 2006-07, the
current account deficit stood at $ 9.6 billion while surplus
on capital account was as high as $ 46.2 billion with the

- result that accretion to foreign exchange reserves was as

$ 36.6 billion. During 2007-08, current account
0 $ 15.7 billion because of a massive trade
91.5 billion. However, there was a surplus of
‘billion in the capital account with the result
reign exchange reserves was as high as
vever, things tumed adverse in 2008-09
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flows during 2009-10. Net cap WS e
amounted to § 31.6 hilhon. Since current acco R
was $ 38.2 billion, there was an accretion of € 13 4 hallic

to foreign exchange resenves. The current account defic
increased to $ 48.1 billion in 2010-11 from
2009-10, despite improvement in net invisibles. mainh on
account of higher trade deficit. However, capital account
surplus rose from $ 51.6 billion in 2009-10 to
$ 611 billion in 2010-11. As a result, there was a net
accretion of § 13.1 billion to foreign exchange reserves
Things deteriorated considerably in 2011-12 as trade deficit
rose to as high as $ 1898 billion (which was 102 per cent
of GDP). Current account deficit in this year was § 782
billion (4.2 per cent of GDP). Since surplus on capital
account was § 63.3 billion, there was @ reserve drawdown
of § 12.8 billion in 2011-12. The year 2012-13 saw a
further rise in trade deficit to § 1957 bilion (which was
10.6 per cent of GDP). Current account deficit in this year
was § 88.2 billion. Since surplus on capital account was
39210billimmetevmnmm'emmnﬁmw$3‘8
billion in 2012-13. Things improved considerably in 201 3-
I4Mmcmmtmmtdeﬁdtnonly$32.4bilﬁm8hee
net capital inflows indiisyeum&ﬂ&biniu.m
dccumulation in 201314 rose to § 13.5 billion. The current
account deficit in 2014-15

there were massive capital inflows of as much
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Thus the resources of the bus Ness “o;;\-\-‘;::"m
a number of products and markets ::s:u:\‘?rm‘s
development of select Industries F
inetticient and tlabby industria) STructure of -
fums under family control. w ith ragmentag
without economies of scale, largehy & N‘
dependent on the State for ﬁzum\“.m.i Protectey e
hemmed in by the strait-jacket of controls in lm‘_tf
aspect ﬁu‘f the economy, with little SXPerience \,( i
‘ompetition, and with a vested interest w an m\‘::i
scarcity utd shortages which the system of ..\mg,;
provided.™ How could such a SCtor be expected ® compe
with MNCs? ‘

3. The cost of capital for Indian business i =g
!ligherlhanMN(‘& This is due to the reason 8
interest rates within the country have been much bighe
ﬂhn&oseptwailing outside India.

{Bwunedmeimmmﬁumm¢m1

they are not only in a position to bear lasses in any I d

business for a considerably more time than te b
themgh‘mmdcpw’hh‘
¢ Indian partners from joint ventures and grab costel
mpanies. In fact, they can just buy outaay b

1 fir :" continue to suffer from haads®
downsizing of Indian companies &%
: do not allow easy retrench®
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whereas Indian business is not allowed to produce
Jqob

o ‘ _ > : domestic _ ing consolidated
ot N aress. «From the perspective of domestic ”: ::\ 1 .ltr.\dus\r_\ .dhuL once having sol
y8¢ ¢ i Qb C osition, re e i
'h;‘-uut"-"'" says Nayar, the State has thus not been \-uhan‘m i\ o rlL S (_hc ‘l"d'“‘ pister 59 @
e [ § ate pos ust im. Thus,
. [y vigilant about their interests, for it has allowed o Tnd position OF FEEEEE v h‘
riciently VIELS s o 10 o SUULNES many Indian businessmen felt that MNCs simply use
1 sins of domestic firms it ¢ squeezed by cheaper ther a8 4 s £ :
it margin’ rem as a ‘doormat’ for entry and spread risk at the
. porl“‘-‘ beginning only to be dumped later.
L |n some areas, the State has pursued policies that 3. Some foreign investors, even as they started out with

- criminated in favour of MNC's. For example,

r local partners in a joint venture, then went on to set
“ sector the State has offered counter-guarantees

up parallel 100 per cent subsidiaries of their own in
A DOW . .
i th‘ (p) MNCs for fast-trac Kk _PWJC cts without providing the same field, which were then favoured with greater
~n|_\.l ¢ concessions 10 Indian firms. Thcn, the taxation of resources and more modemn technology, rendering
st ' ulr ains has favoured foreign firms with far lower the joint venture uncompetitive and useless.
‘apltﬂwfich could further be avoided totally if foreign firms
rates, through Mauritius. Not only this, MNCs are allowed
iggl;cr cent subsidiaries whereas the takeover code allows NOTES
only restrictedsh buybaCk optlonS to the Indian promOters' 1. Deepak Nayyar, «Globalisation: What Does it Mean for
On account of all these reasons, the process of Development?” in Bibek Debroy (ed.). Challenges of Globalisation
n i ¢ , (New Delhi, 1988). p- 15.
globalisatio™ unleashed in 1991 has created’ anewworld ) '\ pay “Exiemal Sector Liberalisation 18 India”™, Economic
__aworldin which not only there has been an inflow of und Political Weekly, October 2, 1993, p. 2161.
ubstantial foreign capital, but the domestic corporate 3. Dalip S. Swamy, The Political Economy of I ialisation (New
i i itsel, the ‘target’ rather Delhi, 1994), pp. 239-249. Indeed, as noted by Swamy (pp- 185-6)
sector for the first ime saw itself as rge ¥ g A A B
‘ iary’ of the heightened activities of the a number of Committees 10 - —
than the beneficiary  0J > . liberalisation of the industrial, trade and other sectors
foreign investors. The swiftness, vigour and WSSW&RSS economy. A powerful public opinion in favour of \ibuﬂ_mh
with which the foreign investors Mﬂmmﬁe and also emerged within the economy. Asaresult \mde—mgﬁ“}
capture the domesticmarkethas U A the in industrial and trade policies were introduced 980s

g5 \ deeumentedbyusatvau-iousp\aoesmdiﬁuwmw

Mmcorponteseetoﬁparmlﬂ’l f yount . fmemmw‘m

ventures, the MNCs have shown alart BUpEs P ‘ o only in 1991 consequent Ui
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