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Introduction
This article attempts to reveal the precise mechanism that has con-
trolled the transition of the economic system in India from a command
economy to a free market economy. Researchers have tried to explain
this phenomenon with little success thus far.

In the words of Jagdish Bhagwati:

The full story of why the reforms finally began to happen in
1991 under the minority government of Prime Minister Rao awaits
research.1

To quote M. P. Singh:

Even more than its modest success in India, what has often puz-
zled analysts, is the political sustainability of economic reforms.
Beyond the initial condition of a balance of payments crisis and
conditionalities from multilateral monetary and financial agencies,
the reforms have been maintained by a string of minority and/or
coalition governments with parties with divergent policies since
1996.2

Scholars have attempted to explain the conditions under which liber-
alizing reforms are initiated and terminated. Many studies credit crisis
and subsequent World Bank- International Monetary Fund (WB-IMF)
aid for encouraging reforms, because the aid tends to be accompanied
by pressure to undertake policy changes.3 Correspondingly, factors
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such as, a lack of political will4 and executive orientation5 are identified
as likely causes behind the termination of a reform.

Alternatively, David Denoon, focusing on an India case study, iden-
tifies the government’s desire to accelerate the Indian rate of economic
growth as the principal motivation behind the launching of the lib-
eralization episodes of 1966–68, 1985–87, and 1991–94. Liberalization
efforts were ultimately brought to a halt, according to the author, by
“advocates of controls,” who convincingly presented their actions as
improving income distribution.6

I offer a more nuanced examination of this process, specifically
considering the case of India. It is generally contended that the 1991
economic reforms in India were a product of a financial crisis and the
resulting WB-IMF directives.7 While this crisis-conditionality thesis
explains the precise timing of the reforms’ inception and adoption, it
does not explain why they have continued to govern the economic
landscape. With an eye toward that void, this article posits that a crisis
and aid can only lead to a short-term emphasis on reforms. A closer
look at options for reforms that aid stimulates will quickly end when
the crisis is overcome and the funding has disappeared. However, if the
dominant social discourse in the country itself shifts against the existing
mode of economic governance, reforms will be sustainable.8

The existing academic literature regarding crises and reforms gen-
erally does not take a holistic view of the various dimensions of
socio-economic and political interactions. For example, there currently
exist two leading explanations regarding the “sustainability” of the
economic reforms in India. The first viewpoint emphasizes the role
of executive orientation and convictions. Rahul Mukherji compares
the reforms of 1966 and 1991 and highlights the anti-liberal and pro-
liberal executive players, respectively, as the key distinguishing feature
of those different campaigns.9 However, the “convictions” of an exec-
utive in a democratic context can explain, at most, the initiation of
economic reforms, but not their sustainability.

The economic reforms in a democratic state, the executive con-
victions notwithstanding, cannot be sustained after initiation if the
dominant discourse in the society regarding the preferred path to
economic development continues to be anti-liberal. The unfavorable
discursive conditions will manifest in the form of public opposition10

to any policy incompatible with those conditions.
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Mukherji’s analysis also suffers, because of wrong assumptions
regarding Prime Minister Indira Gandhi’s personal predilections. In
Mukherji’s view, Indira Gandhi aborted liberalization efforts because
she was not convinced11 of its benefits, implying that she was more
inclined toward socialism. However, it is difficult to make definitive
assumptions about Indira Gandhi’s supposed anti-liberal convictions,
especially because she did not write any memoirs regarding those
“convictions.”12 Furthermore, if Indira Gandhi was so opposed to lib-
eralization, then why did she begin an economic liberalization program
in 1975 when she was virtually a dictator?

This article substantiates the view that Indira Gandhi was pro-
liberal and had no love of socialism. She aborted the liberalization
efforts in 1969 in the face of strong public opposition to her policies
and the political insecurity created due to her power struggle with the
“Syndicate” within the Congress party.13 Thus, Mrs. Gandhi turned
toward the rhetoric of socialism as a strategy to construct an indepen-
dent base of popular support and win the struggle for power between
the Indicate (herself) and the Syndicate, who hoped to manage her.14

She had to open the “survival kit” of socialism precisely, because pub-
lic opposition to her devaluation package amply demonstrated that the
discursive conditions in Indian society were highly anti-liberalization.

On the other hand, Prime Minister Rajiv Gandhi (1985–9), who was
decidedly pro-liberal and was disinclined to pretend to be a socialist,
also reversed economic liberalization efforts within two years of his
rule and embraced socialist rhetoric in the face of public opposition.
Thus, the pro-liberal orientation of an executive, in a democratic con-
text, cannot succeed when the dominant development discourse in the
society is essentially anti-liberal. However, the economic liberalization
can be sustainable if, under exceptional circumstances, a pro-liberal
discourse wins the competitive contestations on the desirable path to
economic development.

The second view emphasizes the ability of reformers to use stealthy
means, such as obfuscation and betrayal. Rob Jenkins (1999) argues
that the success of the 1991 reforms owed much to concealment,
rather than transparency.15 I however argue that liberalization by
stealth is an important tool, but only when the discursive con-
ditions in society are against the wisdom of these policies. The
tool was used most effectively by Indira Gandhi during the peri-
ods 1975–77 and 1980–84. In the 1990s, however, there was no
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need and no scope for “reforms by stealth.” Jenkins’ framework
does not capture those internal factors or the external considera-
tions that favored the introduction of reforms in 1991 and their
continuation.

External factors, such as the collapse of the Eastern European social-
ist regimes and the Soviet Union, failed to get the author’s attention,
as did overwhelming evidence that China (India’s rival) was reaping
the rewards of opening up its economy to foreign capital. Neglect
of the political impact of the emergence and expansion of “the new
middle class” is another lacuna. Furthermore, the dimensions of the
federal landscape that have effectively contributed to the continuance
of reforms after Congress (I) was removed from power in 1996 do not
form part of the analysis. For example, it has not been recognized that
the central governments since 1996 have been conglomerations of many
regional parties that have everything to gain from the retreat of the cen-
tral state as has been thoroughly ensured by the LPG (Liberalization,
Privatization, and Globalization) program.

Thus, the explanatory potential of the extant justifications for the
sustainability of the 1991 reforms is quite limited. They can best be
viewed as hypotheses subject to further inquiry. The economic reforms
of 1991 were not carried out under the cloak of stealth in the way that
the incremental reforms of 1975 and 1981 were. The 1991 reforms also
stand in sharp contrast to the two earlier major attempts in 1966 and
1985, which, despite being initiated by majority governments, were
stalled.

The assertion here is that an economic paradigm in a democratic
nation in a particular period reflects the discursive dominance of that
particular path of development over the alternative discourses. This
assertion is based on the theoretical premise articulated by Douglass
C. North and Hernando De Soto that the formal rules have to align
with the informal rules, not the other way around.16 Indeed, institu-
tions and policies are designed to match the dominant ideas of society.
Thus, an economic paradigm commands respect, because it concurs
with a deeply held social belief.17 Its existence rests precariously upon
the discursive formation18 in society regarding the preferred principles
of economic organization and development.

This article seeks to support the aforementioned assertion by con-
ducting a cross-temporal comparative review of the evolution of the
economic policy in India since its independence. The article discusses
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the solutions to nine inter-related puzzles: Why India adopted a com-
mand economy paradigm after independence; why she turned inward
after the first balance of payment (BOP) crisis of 1957; why she
adopted liberalization after 1966 BOP crisis; and why it was reversed;
why incremental and limited liberalization reforms were adopted in
response to the crises of 1973 and 1980; why Rajiv Gandhi made a bold
liberalization attempt in 1985; why was it stalled; why a paradigm shift
happened in 1991; and what explains the sustainability and deepening
of economic reforms since then.

Economic liberalization can be initiated in response to a crisis and
consequent conditionalities; it can also be initiated by a convinced
executive with or without the stimulus of a crisis. However, the ques-
tion is what determines its sustainability or reversal after it has been
implemented? This article argues that the answer lies in the discursive
conditions prevailing in the society in a particular period.

Sustainability of liberalizing reforms can be achieved if eight factors
collectively transform the discursive conditions of the society in favor
of a free market economy. The eight factors are as follows:

1. The dominant international economic thought during the period
under examination should support a free market economy.

2. The illustrative country cases and the success stories should create a
demonstration effect.

3. The executive should be convinced of the merits of liberalization.
4. The executive should demonstrate a strong political will to take

calculated risks to implement liberalization measures.
5. There should be an economic crisis; this crisis should be severe

enough to compel the government to seek financial assistance from
donor agencies (the WB and IMF).

6. The economic crisis should be perceived to be caused by the state
intervention in the economy

7. The donor agencies should make loans conditional upon imple-
menting structural adjustment measures.

8. The new economic policy should either result in decidedly positive
and visible outcomes or make a credible sounding promise for
such outcomes in the future to enable people to endure short-term
difficulties without reaction.

In the presence of the aforementioned conditions, the constituencies
favoring liberalization will be able to shape and dominate the social
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discourse regarding the preferred path of development. As a result, the
policy change will be sustainable. The basic argument previously out-
lined is intended to motivate the reader to follow the rest of the article
carefully as we make our way through the analysis. Having summa-
rized these conclusions in Table 1, I will use the rest of the article to
convince the reader that these conclusions are valid.

Why Did India Adopt a Command Economy Paradigm? Why
Was It Reinforced After the 1957 Crisis?
A good deal of extant scholarship believes that “the command econ-
omy model was aimed at benefiting the industrial capitalists and the
rich farmers”19 and that “it was adopted to dominate or weaken poten-
tially competitive institutions . . . [while] helping the party maintain
itself.”20 These were indeed the consequences, especially in the long
run; however, these were not the intentions at play during the period
that the centrally planned economy was adopted.

Note that a complex asymmetrical relationship operates between
intentions and consequences. For instance, state intervention and reg-
ulation was intended to help the “infant industry” become capable
of facing foreign competition21 in due time. However, the protec-
tionist regime created perverse incentives for the nascent industry to
degenerate into a protection lobby.22 Similarly, the command econ-
omy paradigm was not intended to serve partisan purposes. Economic
policy-making in the Nehru era was free from narrow political con-
siderations. However, it came to be used for purely partisan purposes
during Indira Gandhi’s reign.23

Furthermore, it is tempting to believe that in adopting the planned
economic policy paradigm, the Indian political elite had a choice,24

especially when one considers the resistance that the idea met from
Sardar Patel and the acrimonious debate during the January 25, 1950
session of the Working Committee on the creation of a Planning
Commission, in which John Mathai, then the finance minister, opposed
the creation of the commission.25 Indeed, succumbing to such a temp-
tation, Sudipta Kaviraj speculates that “if the struggle between Nehru
and Patel had gone the other way, there is no doubt Indian capitalism
would have followed a different structure and historical sequence.”26

Nevertheless, the struggle did not go the other way because it could
not.27 In fact, if India had operated in strict adherence to the prevailing
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academic orthodoxy, the outcome would have been more protection-
ist, not less so.28 The choice of the command economic model, in the
words of Baldev Raj Nayar, was truly “nationalist.”29

This section substantiates the view that the Indian National
Congress’ (INC) adoption of the command economy model after
independence was legitimized by the presence of favorable discursive
conditions during that period. These conditions were created through
five factors: (a) political socialization during the freedom struggle;
(b) national problems demanding activism on the part of the central
government; (c) dependence of the nascent industrial bourgeoisie on
the central state for the inputs needed for industrialization; (d) the pres-
ence of the Soviet Union as a success story demonstrating the virtues
of a centrally planned command economy; and (e) contemporaneous
academic theories in favor of a command economy as a development
paradigm for developing countries.

Leaders of the freedom struggle in India mobilized social forces in
the realm of politics through semi-political organizations that acted as
filters through which individuals desiring access to the core leadership
would have to pass. Such organizations imposed political socialization
as the price of political participation.30 Thus, in this process of what
may be called the “party’s penetration of society,”31 the masses were
socialized into accepting the value system, for which the national free-
dom movement stood. The masses were also encouraged to endorse the
national goals for which the “Congress as a movement” stood.

Nehru believed in creating a “national philosophy” to hold India
together, providing coherence, a sense of direction and a purpose.32 His
economic outlook was shaped by the struggling economy of the pre-
World War II era of the Great Depression. India’s founders attributed
the hard times of their youth to the open economic policies that
exposed India to the effects of a global depression.33 Their concept of
political independence came to be closely intertwined with the concept
of economic independence.34

The popularity of the drain theory and its analysis of the impe-
rial seizure of the economic surplus in the pre-independence era led
to a preoccupation with the problem of surplus allocation to the
appropriate sectors, through planning and state intervention. Thus,
the nationalist leaders, intellectuals, and businessmen agreed “that
laissez-faire was the root of all evil and central planning the new
panacea.”35
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In addition to pre-independence political socialization and pre-
independence analysis of the root cause of India’s underdevelop-
ment, the third factor that reinforced the need for state intervention
was the economic weakness of the nascent industrial bourgeoisie.
They demanded protection from stronger foreign capital and expan-
sion of the existing market by incorporating more remote areas. In
the Bombay Plan (1944), put forward by G.D. Birla, J.R.D. Tata,
Purushottamdas Thakurdas, Ardeshir Dalal, and John Mathai, a case
was made for state controls and massive state involvement in the econ-
omy. More specifically, the Bombay Plan stated that “the jurisdiction
of the central government in economic matters will extend over the
whole of India ...” and suggested that, “the actual execution of the plans
will be the function of a supreme economic council working along-
side the national planning committee under the authority of the central
government.”36

The economic philosophy of the nation was also influenced by the
information about the Soviet experiment that flooded India in the late
1920s and early 1930s. The Indian intellectuals “saw in the Soviet pat-
tern of society a more congenial model of modernity.”37 There were
media reports on the success of the Bolsheviks in rationalizing the
Soviet economy (electrification, collectivization and industrialization)
in the 1920s and 1930s, while the Western world was suffering through
the Great Depression.

An inspired Jawaharlal Nehru visited the Soviet Union in the late
1920s and came away very impressed with the 1920s Soviet planning
system formulated by Feldman. This policy states that the larger the
share of state investment in heavy industry, the greater the increase in
the growth rate. During the 1940s and 1950s, the economic system of
the Union of Soviet Socialist Republics (USSR) attracted the attention
of academics worldwide for accomplishing the amazing task of indus-
trializing a largely peasant country in less than a generation. Thus,
there was a consensus among scholars that socialism was a powerful
alternative to free market capitalism.

Thus, it is clear that the national “economic philosophy” did
not emerge from a discursive vacuum; it was historically condi-
tioned and took decades to grow, prior to independence. The Nehru
Report (1928), the National Planning Committee (1938), the Bombay
Plan (1944), the Advisory Planning Board (1949), and the Neogy
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Committee (1951) recommended centralized planning for the eco-
nomic reconstruction of India.

In the 1950s, there was an overwhelming consensus among
economists that planning and government leadership would acceler-
ate growth.38 The theory of market failure, developed in the context
of the Great Depression of the 1930s, was extremely popular in the
1950s. The arguments for laissez-faire politics were absolutely against
the spirit of the times. Karl Polanyi’s (1944) masterwork, The Great
Transformation, presented a fierce critique of a market-based society.39

The mainstream position was that government intervention in the
economy along Keynesian lines was required to stabilize the capitalist
economy and move developing economies onto a path of self-sustained
growth.40

The majority of scholars in those days argued that industrialization
in developing countries could be achieved more rapidly if governments
took an active role in the process.41 This was the essence of the Singer-
Prebisch thesis,42 popular during the 1950s, which recommended that
a strong state could focus on heavy industry and infrastructure. The
rationale for imposing exchange controls was to direct scarce hard cur-
rency resources toward the importation of inputs needed for priority
industries.

It was in this context that foreign aid programs were designed after
WWII. The Bretton Woods institutions (the IMF and WB), created in
1944, were meant to provide aid to countries facing BOP problems
without any mandate for intervention in national economic policies.
In those days, the IMF and WB supported domestically oriented
Keynesian and welfare policies.43 The predominance of the import sub-
stitution approach to economic development in the 1950s, reflected in
Article XVIII of the GATT, allowed trade protection in developing
countries through both tariff and quantitative measures.44 Thus, the
broad consensus on planning and a state-led industrialization strategy
was supported by the leading intellectual traditions of the times.

The BOP Crisis of 1957 and the Reinforcement of the Anti-Liberal
Discourse
In 1957–58, India faced its first BOP crisis, as foreign exchange
reserves dropped from $1,881 million in 1955 to $769 million in 1957.45

Economists argued that, at that time, India could have abandoned the
direct control approach to planning, devalued the rupee, and altered its
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planning strategies.46 However, this did not happen because the crisis
was not perceived as an outcome of Nehruvian socialism. On the con-
trary, the perception was that the crisis was the outcome of Nehru’s
liberal policies that had given the private sector significant room to
maneuver.

In January of 1958, Professor D. R. Gadgil presented an analysis of
the economic crisis to the Planning Commission’s panel of economists,
stressing that the liberal licensing policy had stimulated “almost an
over fulfillment in the large private sector,” partly at the expense of
public enterprise. The analysis illustrated that the failure of the finance
ministry to impose adequate controls over import licenses, along with
factors such as the rise in the prices of iron and steel, defense and
food grain imports, contributed towards the BOP crisis in 1957–8.47

Thus, the crisis was considered a result of the “unanticipated growth in
private sector investment, which took the planners by surprise.”48

Note that the liberal industrial policy resolution of 1948 was a prod-
uct of a serious domestic economic crisis; a crisis that India faced at
the eve of its independence. This crisis was rapidly intensifying due to
divestment by foreign business from their holdings in India and halting
of domestic investment.49 Faced by this economic crisis, the govern-
ment was forced to clarify its policy. The result was the first of a series
of key strategic choices outlined in the Industrial Policy Resolution of
1948. The basic aim of this document was to temper the growing fears
of indigenous and foreign investors.

However, the generosity towards the private sector did not pay off.
India’s economy faltered during the First Five Year Plan (1951–56).
Nehru himself was not satisfied with the rate of economic growth dur-
ing the First Five Year Plan that followed the 1948 Industrial Policy
Resolution.50 On the other hand, he was impressed with what he had
seen in China in October 1954.51 This visit strengthened his resolve to
expand the public sector for economic development. What emboldened
him further was the fact that the United States (US) declared India a
major target for US foreign aid for its planned economic development,
especially in contest with China.52 The Ford Foundation also looked
to India as a testing ground for new initiatives in economic planning
and development.53 In February 1955, the Soviet Union offered a large
scale economic aid program to India. In the same year, the World Bank
published a report prepared by John H. Adler, endorsing the view that
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comprehensive central planning was indispensable for the economic
progress of developing countries. This report became a standard guide
to economic policy prescription and one of the most important official
documents influencing economic policy in developing countries in the
1950s.54

What is more, the impending general election in 1957 in the context
of widespread unemployment and the scale of poverty worried Nehru.
It worried him because, socialism, whose rhetoric carried a powerful
electoral appeal among the voters was not put to the test by the First
Five Year Plan. The First Plan did not register an advance towards
socialism.

Furthermore, the promulgation of the Constitution on January 26,
1950, obliged the government to reflect on the objectives enshrined in
the constitution in its subsequent policy proclamations. This formed
the context and foundation for the design of the Industrial Policy
Resolution of 1956.55

The bourgeois within the main body of the Congress industrial
hierarchy was out of tune with the vision and economic philosophy
that inspired the Indian freedom struggle. From the mid-1920s until
the mid-1930s, Nehru accused Indian capitalists of creating fascism in
India. But, as the industrial bourgeoisie supported Nehru’s country-
wide campaign during the 1937 elections,56 he stopped talking about
ending capitalism and began to play down his socialist viewpoints.57

After 1947, when Nehru was in power, he began to fear that the
state controlled economy would lead to authoritarianism and might
upset “the existing structure.”58 On February17, 1948, Nehru strongly
opposed a resolution in the Constituent Assembly that endorsed “a
socialist path for economic development.”59 His shift was perfectly
consistent with the complete volte face conducted by the business class
of India immediately after independence. The same industrialists that
endorsed disciplinary planning in the final years of colonialism, as doc-
umented in the Bombay Plan of 1944, demonstrated their unyielding
opposition to it immediately after independence.60

Thus, after independence in 1947 Nehru demonstrated his will-
ingness to compromise socialism for the perceived benefit of the
country, to bring India into the modern world, and to provide financial
incentives for the expansion of private enterprise.61 He cautioned
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the secretary to the Planning Commission to bring about the social
transformation without “challenging the existing order.”62

Nehru’s statements and policy proclamations during different stages
of his political career are so widely contradictory, that one can offer
justification to prove him to be a liberal, as well as a socialist, merely
by focusing on certain particular phases of his ideological shifting,
while ignoring the others.63 Nehru’s inconsistency instigated Michael
Edwards to state that Nehru did not have enough understanding of
either the capitalist or the socialist society.64

In conceding to the capitalists, in the immediate years after indepen-
dence, Nehru was going against the dominant discursive formation in
the society that he himself created so passionately by making socialism
a “national dogma.”65 As a run up to the second general election, it
was time to reiterate his commitment to socialism. Hence, the Second
Five Year Plan (1956–61) became a tool to demonstrate this commit-
ment. It aimed at the creation of a “socialist pattern of society”66 and
was formulated with the aim of overcoming the dangers of economic
stagnation.67

The Second Five Year Plan ran into trouble when a BOP cri-
sis gripped India in 1957 and forced a severe cut back in the public
expenditure program. However, keeping in view the discursive condi-
tions of those times, India turned towards import substitution as part
of its program of industrialization and introduced foreign exchange
budgeting.

The World Bank and Western governments also recognized the need
to assist India, without expecting too much immediately in return.68

Thus, the AIC (Aid India Consortium: US, Germany, Britain, Japan,
the World Bank, and the IMF) provided India with $600 million of
aid.69

It may be noted that the balance of payments crisis of 1957 led to the
departure from the Congress Party of those leaders who proclaimed
their opposition to the Congress policy of giving a large role to the
state in regulating and directing the national economy. They founded
the Swatantra party in 1959 and hoped that the crisis would serve to
de-legitimize the Congress Party’s economic policies. However, crisis
was soon averted with the help of foreign aid.70 Paradoxically, how-
ever, the credit for the recovery went to the Second Five-Year Plan and
the policy of heavy industrialization. Quite interestingly, the influx of
the “aid” itself was interpreted as evidence of international support for
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India’s “development planning.”71 Rapid growth of Indian GDP in the
1950s, about 2.8 percent per year, faster than the average of other newly
independent countries, created the perception of the overwhelming
success of the policy of import substitution industrialization (ISI) in
producing wealth.72 This further justified the significant level of state
involvement in the economy.

Because the social discourse against socialism, as anticipated by the
leaders of the Swatantra party, did not emerge, the party quickly sank
into political irrelevance. In all probability, the libertarian experiment
“did not suit Indian culture or the country was not yet ripe for this
liberal group to strike roots.”73

Why Liberalization Was Attempted in 1966 and Why Was It
Reversed?
The central proposition of this article is that economic liberalization
can only be sustainable if the eight key interactive factors (Table 1)
collude to turn the discursive conditions of the society pro-liberal.
However, the economic liberalization of 1966, though carried out by
a convinced executive, stimulated by an economic crisis74 and condi-
tionalities by the international donor agencies, could not challenge and
overturn the anti-liberal discourse prevailing in society. There was also
no clear ideational change at the international level and no international
country experience to support such a dramatic shift in policy.

In 1965–66, India faced another BOP crisis. India’s export earnings
fell below Rs 51 trillion, against import requirements of Rs 53 trillion.
In addition, debt-servicing obligations amounted to Rs 13.5 trillion.75

The budgetary position of the center deteriorated from a surplus of
Rs 1.77 billion in 1960–61 to a deficit of Rs 2.95 billion in 1966–67,
revealing a severe resource crunch.76

The crisis of 1966 was not perceived as being produced by the cen-
tral government’s economic policies or its intervention in the market
or inefficient macroeconomic management. The crisis was perceived as
a product of exogenous shocks, such as the war with China in 1962,
the war with Pakistan in 1965, the termination of foreign aid, and bad
monsoons and crop failures in 1965 and 1966. Though the reality is
that these events simply exposed the fragility of the development strat-
egy that the government had followed since independence, and were
coming to the full maturation of a “quiet crisis,” that Lewis discussed
in 1962 (due to the shortage of foreign exchange, raw materials and
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power) yet this was not the public perception at that time.77 Thus,
the crisis did not serve to de-legitimize the state-directed paradigm of
industrialization through import substitution.

Indira Gandhi was quite convinced of the merits of liberalization.
Ashok Mehta, the planning minister, and C. Subramaniam, the agri-
culture minister, who were Mrs. Gandhi’s close advisors, confidants,
and trusted friends, convinced her that the economic planning bureau-
cracy and controls established by Nehru needed to be fundamentally
reformed.78 The failure of planning in India in terms of stagnating
industrial growth rates, declining agricultural output and rising infla-
tion during the mid-1960s provided an empirical ground to these
convictions.

Furthermore, there were, on record, the highly skeptical comments
of Milton Friedman regarding India’s central planning, expressed dur-
ing his visits to India in 1955 and 1963. Friedman’s view was that
controls on economic activity impeded innovation and growth and that
the success of planning (which means effective use of capital by the
state) requires certain basic social conditions, typically non-existent in
developing countries.79

Mrs. Gandhi was willing to carry forward the process of economic
liberalization initiated during the Shastri interregnum.80 In the initial
approach paper on the Fourth Five-Year Plan, prepared during the
Shastri period, it was stated, “within the broad framework of control in
strategic areas, there is an advantage in allowing the market much fuller
play.”81

Mrs. Indira Gandhi worked out devaluation secretly.82 Ashok
Mehta was sent to Washington, where he negotiated an elaborate agree-
ment with George Woods, president of the World Bank. The World
Bank promised to provide assistance in exchange for a package of
deregulation measures, including the devaluation of the rupee. The final
decision was taken by Mrs. Gandhi.

Mrs. Gandhi realized that there was a significant downward pres-
sure on the rupee that had made devaluation compulsory. Thus, she
went on to adopt a devaluation program that was very much in excess
of what was actually demanded by the IMF in 1966. The Fund wanted
a rate of Rs 6 against the prevailing rate of Rs 4.76 for the US dollar,
but Indira Gandhi decided to fix the rupee at Rs 7.50 to a US dollar,83

despite being aware that the overvalued exchange rate would lead to
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an unprecedented hike in the price of imported goods and would be
politically unpopular. Essentially, she was willing to take the risk.

On June 6, 1966, the rupee was devalued by 36.5 percent in terms of
gold and 57 percent in terms of the US dollar. Simultaneously, import
protection decreased, export taxes were increased and export subsidies
were decreased. Furthermore, the Indian government committed itself
to the substantial decontrol of imports, reductions in industrial licens-
ing, increases in private foreign investment, the decontrol of fertilizer
production and distribution, and reductions in state-owned industries.

However, the Indian executive’s decision to make a transition from a
tightly regulated economy to a liberalized economy was not supported
by any international example or best practice. There were no clear
lessons from international experience regarding the economic transi-
tion from a centrally planned economy to a free market economy. In
the 1960s, the Soviet Union was still producing impressive growth rates
of more than 5.5 percent per annum.84 In 1961, China, after the eco-
nomic collapse and famine of 1959–61, reintroduced the Soviet model
and moved deeper into centralized planning in 1966.85 Moreover, the
US Government was actively promoting national planning by Latin
American countries in the mid-1960s.86 In the Presidential Election
of 1964, Lyndon Johnson ran a campaign calling for big government
programs such as the “War on Poverty.” His Republican challenger,
Barry Goldwater called for freer markets and less government. Lyndon
Johnson defeated Barry Goldwater by an overwhelming margin of
61 percent of the popular vote to 38 percent, resulting in one of the
greatest landslide victories in the US election history.

Furthermore, while Keynesian and Musgravian orthodoxies were
challenged in the 1960s, there was no conclusive ideational change at
the international level. The decade of 1960–70 was the decade of a
“great debate” between alternative paradigms on the role of the state.
For instance, Keynesian faith in centralized planning by technocratic
experts was challenged by Milton Friedman in his book Capitalism
and Freedom published in 1962.87 The book made a strong case for
free markets to a general audience.

The 1960s however, was the era of Keynesian hegemony and most
economists dismissed Friedman’s belief in the free market.88 Similarly,
Richard Musgrave’s theory of public finance, that provided a very
activist role to the public sector (market economy being subject to
serious malfunctioning in various basic respects), was challenged by
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Buchanan in his book The Calculus of Consent (co-authored with
Gordon Tullock), which was published in 1962.89 But at that time it
was the Musgravian era of activist public sector and Buchanan’s view of
combating government intervention in the market found only a small
audience to give him a sympathetic hearing.90

Thus, while there was no clear ideational change at the international
level, Mrs. Gandhi’s attempt to liberalize the economy ran into trou-
ble because the aid was not delivered as promised. India had asked for
$1.5 billion annually from 1967 to 1971, but the Aid India Consortium
offered only $900 million annually. Even this reduced amount was
delayed by several months at a time when India badly needed it.
Furthermore, project and non-project aid fell from $1.6 billion in 1966–
67 to $0.64 billion in 1967–68, and $0.76 billion in 1968–69, whereas
$1.7 billion per year had been promised by the World Bank.91

While this delay and decline in foreign aid further slowed the
growth rate of India’s industrial production from 3.4 percent (pre-
devaluation) to 2.3 percent in 1966–67 and barely 1.4 percent in
1967–68,92 the devaluation of the rupee led to a rise in the price of
imported goods, so much that imports (required to meet the require-
ments of the agricultural sector) declined by Rs 2,218 Crores in the first
year of the post-devaluation period.93

Overall, devaluation and aid failed to accelerate India’s economic
growth. The results were quite discouraging. The expected boost to
exports did not materialize; instead, they declined. The previous struc-
ture of import tariffs and export subsidies had amounted to a de facto
devaluation by raising the prices of imports and lowering the prices of
exports. Exports suffered, due to the abolition of subsidies, and gained
little from devaluation.94

The overall impact of these policies was far from stabilizing. John
Walton, considering the case of Latin America, demonstrates that the
stability of a political system depends, to a large extent, on the abil-
ity of economic policies to bring about economic growth.95 David
Mason, however, illustrates that even economic growth and pros-
perity may be destabilizing if economic benefits are not equitably
distributed. In his view, the stability of a political system depends
on a reduction in economic inequality, regional disparities, inflation,
unemployment and poverty.96 Thus, both are required, or, at the least,
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a credible promise regarding both is required. However, the eco-
nomic liberalization policies of the 1960s “appeared unlikely to achieve
goals of economic growth; and they were certain to increase economic
disparities.”97

As the devaluation and trade liberalization failed to deliver, the anti-
liberal social discourse gained further strength. There was sharp criti-
cism by all parties, the public and the press, regarding what was inter-
preted as “an attack on Indian sovereignty by a bullying America.”98

The press described the devaluation as an “ill-advised plunge,” a “leap
in the dark,” and an “escape from reality.”99 Industrialists expressed
concern over the rise in import prices and its adverse implications on
investments.

There was widespread political discontent within the Congress
party. Senior Congressmen K. Kamaraj, R. Venkataraman, T. T.
Krishnamachari, Manubhai Shah, and Morarji Desai expressed unhap-
piness. The Communist Party of India (CPI), Marxist Communist
Party of India (CPM), Praja Socialist Party (PSP), Samyukta Socialist
Party (SSP), and Jan Sangh criticized the devaluation package.100 The
National Council of the CPI meeting on June 9–15, 1966 adopted
a formal resolution to demand the “immediate resignation of the
Central Government headed by Indira Gandhi because it had proved
itself wholly unworthy of any national trust.”101 Thus, the anti-liberal
discursive conditions manifested themselves in the form of political
resistance, which ultimately doomed the liberalization experiment.102

In 1967, the INC failed to win legislative majorities in eight states
(out of the 17 states into which the Indian Union was then divided).
The poor performance of the Congress during mini general elections
in February 1969 held in four important states (Bengal, Bihar, Uttar
Pradesh, and Punjab) was again stunning.103 The strategy for these
elections, including the selection of the candidates, was planned by the
senior Congress leaders called the Syndicate, well known for their con-
tempt for socialism. This convinced Mrs. Gandhi that, in the words of
M. Torri, “the country as a whole was shifting towards the left.”104

Thus, her own convictions notwithstanding, Mrs. Gandhi was
influenced by the immense pressure created by the anti-liberal dis-
cursive climate of her time in her decision to reverse the program of
economic liberalization. Leaders in a democracy are most likely to
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avoid politically unpopular decisions, irrespective of their own con-
viction. Thus, a crisis can enable an executive to permanently shift
to a market economy if the crisis serves to weaken the discourse on
state interventionism. This can happen if statism comes to be widely
perceived as a cause for the crisis and the alternative policies serve to
reverse the crisis.

In 1966, however, the perceived failure of trade liberalization
strengthened anti-free trade sentiments and the view that devaluation
was detrimental. Thus, while the reality, as demonstrated by Bhagwati
and Srinivasan, in their quantitative analysis, was that export perfor-
mance in the absence of devaluation would have been worse than
what was observed,105 the popular public perception was that devalua-
tion had failed. Hence, the entire country unanimously criticized Mrs.
Gandhi’s devaluation package.

Mrs. Gandhi thus opened the survival kit of socialism, not because
of her love for socialism, but for the purpose of political survival. One
of her most far-reaching economic policy decisions was the national-
ization of India’s fourteen largest private banks on July 19, 1969.106

This had nothing to do with her convictions regarding economic pol-
icy. It was a calculated decision made for purely political purposes107

and the public supported her decision enthusiastically.108

In 1969, Mrs. Gandhi’s government enacted the Monopolies and
Restrictive Trade Practices (MRTP) Act. This was another ostensibly
progressive decision, made with political motives. Mrs. Gandhi used
it as an instrument of distributing patronage.109 Thus, Kaviraj finds in
Mrs. Gandhi what he calls “a particularly dangerous combination of
a bourgeois leader invoking socialist principles” for reasons “utterly
inimical to the purposes of socialist discourse.”110

However, Mrs. Gandhi’s decisions received overwhelming Parli-
amentary support. The support not only came from the traditional
parties of the left, the socialist and communist parties, but also from
the three important regional parties: the DMK of Tamil Nadu, the
BKD of Uttar Pradesh and the Akali Dal of the Punjab. In 1969, C.D.
Deshmukh, the presidential candidate of the Swatantra party, the only
party that had supported the 1966 devaluation policy, lost the presi-
dential election to Indira’s candidate, Zakir Hussain. The INC under
the leadership of Mrs. Gandhi went on to sweep the fifth (mid-term)
general elections held in January 1971 using the slogan of “poverty
eradication.”
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The Limited Liberalization of 1975 and 1981: Liberalization by
Stealth
By 1972, the trade surplus had reached $132 million. In 1974, the sur-
plus vanished, leaving an emerging trade deficit of $1.5 billion and
leading India into a third BOP crisis. A series of exogenous factors
propelled this crisis. These factors included the Indo-Pak war of 1971,
with its legacy of 10 million refugees, the draughts of 1972 and 1973, the
suspension of aid from the US and other international donors, and the
first international oil crisis of 1973. All this, accompanied by a world
recession, led to a steep rise in world commodity prices.

More specifically, rising inflation, in which the prices of most basic
commodities jumped sharply, created violent public agitation. These
domestic disturbances led to the imposition of a state of national emer-
gency on 26 June 1975. Free from the constraints of democracy, Mrs.
Gandhi renewed her work toward economic liberalization.111 Mrs.
Gandhi’s son, Sanjay Gandhi strongly opposed the public sector and
the idea of a government controlled and regulated economy.112 Sanjay’s
influence, and the bitter experience of Mrs. Gandhi’s radical populism,
both reinforced the need for liberalization. During this period, Mrs.
Gandhi constituted a number of official committees reviewing different
aspects of industrial and trade policies.113

By the 1970s, international academic thinking had become more
pro-liberalization and pro-free market. The worldwide stagflation of
the 1970s and the collapse of the fixed exchange rate regime in 1971
brought the debate between the Keynesians and quantity theorists
close to a decisive victory for Milton Friedman’s position.114

The evolution of neoliberalism, as a “policy revolution,” began with
the violent ouster of the social democratic government of Chile in
1973 and consequent imposition of free market policies and other ele-
ments of neoliberalism by a group of 25 “Chicago boys” (followers of
Milton Friedman’s school of thought). F.A. von Hayek, who presented
a strong case against centrally planned economies in his 1944 book,The
Road to Serfdom, received the Nobel Prize for Economics in 1974.115

The award widely publicized his ideas, which significantly shaped the
political ideologies of Margaret Thatcher and Ronald Reagan, who
used their control over the Bretton Woods institutions to sponsor these
policies in the rest of the world. Milton Friedman, the most promi-
nent advocate of free markets in the twentieth century, was awarded
the Nobel Prize in Economics in 1976. His book Free to Choose
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(coauthored with Rose Friedman), published four years later, became
the best-selling non-fiction book of 1980.116

During the 1970s, scholars presented compelling evidence against
the inward-looking ISI policies.117 In addition, the East Asian
economies, with their outward orientation, became the fastest grow-
ing economies in the developing world. This earned them the epithet
of “miracle economies.”118 Thus, the outward- or export-oriented
approach, associated with East Asian development, became increas-
ingly popular as a superior alternative development model.119

The international success stories from other parts of Asia demon-
strated to Indian policy makers and the technocracy that a market
economy works better than a planned economy. The different rates of
economic development between North and South Korea, and between
countries in Eastern and Western Europe, also made the comparison
more obvious. This lesson was further reinforced by the dismal results
of India’s planning policy, which were quite evident to the executive.

On July 21, 1975, Mrs. Gandhi announced the 20 point program of
economic reforms, which included the liberalization of investment pro-
cedures, steps to lower inflation, implement land reforms, and step up
enforcement of tax collection.120 Mrs. Gandhi appointed Manmohan
Singh, known for his pro-trade liberalization views,121 as the head of
the economic bureaucracy in the Finance Ministry. The new phase
of liberalization began with the introduction of the Open General
Licensing (OGL) list.122 Mrs. Gandhi’s government devalued the rupee
by 17 percent by stealth and resorted to a vigorous export drive.

The key measures designed to push India into the world market to
increase its exports included easing restrictions on production by the
export-oriented private sector, automatic licensing for the import of
raw materials for export-oriented industries, liberalization of the pro-
vision of finance for the export sector, and the selective abolition of
export licensing.123 This led to a 30 percent increase in export volume
from 1975 to 1978,124 an impressive performance by Indian standards.

Although mild by international standards, the nascent liberaliza-
tion of 1975 was a major milestone in terms of Indian economic
policy. Francine Frankel noted substantial achievements in economic
reform during the emergency period. The budgetary surplus in the
revenue accounts of both the center and the states increased.125 In the
years 1974–1976, the revenue surplus amounted to 25 percentof capital
expenditures. In 1976–1977, the trade surplus totaled $76 million.
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By the end of March 1976, inflation declined by 11.6 percent.
Overall, the economy recorded its most impressive growth rate in
several years in 1975–76, exceeding 8 percent. The economic recov-
ery during the emergency years seemed like a confirmation of Gunnar
Myrdal’s “soft state” thesis, empirically based on the economic success
of authoritarian regimes of East Asia. This thesis was quite popular in
the 1970s.126

It is important to note that the commendable economic recovery
of the Emergency era was so striking that it received overwhelming
acclaim, not only from big industrialists, but also from middle class
government officials and businessmen, who compared it favorably with
the strife-torn decade that had preceded it.127 As Indira Gandhi struck
down heavily on black-marketers, hoarders, smugglers, and tax evading
business houses, the public response was quite favorable.128

Had it not been for the barbarism of the youth Congress (Sanjay
Gandhi’s horrible reign of terror) during the emergency,129 Mrs.
Gandhi would have been rewarded by people with a victory in the 1977
elections. Facts and evidence support this assertion.130 It was her eco-
nomic performance in the emergency era that came in sharp contrast to
the poor performance of the Janata party regime, which Mrs. Gandhi
used to her benefit during the 1980 election campaign.131 She led the
Congress back to a landslide victory in the 1980 elections.

The process of transformation in international discursive conditions
against import substitution and central planning that began with the
waning of Keynes’ influence in the early 1970s, accelerated aggres-
sively in favor of export orientation and free markets in the late
1970s. China created a demonstration effect by making a fundamen-
tal change in its foundations in 1978, by formally shifting the party’s
focus from “class struggle” to “economic development.” The policy
changes put China on a high growth trajectory during the 1980’s,132

while the Soviet Union’s economic growth fell to 2 to 3 percent
annually in the 1970s and less than 2 percent in the 1980s.133 In the
U.S. Presidential Election of 1980, Ronald Reagan ran a campaign
calling for freer markets and less government. He defeated the incum-
bent president, Jimmy Carter, with 51 percent of the popular vote to
41 percent. Recall that the 1964 presidential election was essentially
fought along similar lines with Goldwater standing as the free-marketer
against the incumbent Lyndon Johnson. Goldwater suffered a stunning
defeat.
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While Keynesianism was successfully defeated by Friedman’s mon-
etarism in the 1970s, Musgravian orthodoxy gave way to Buchanan’s
public choice theory in the 1980s. Buchanan, known for his views
on the potentially deleterious effects of majoritarian politics on the
economy and society, received a Nobel Prize in Economics in 1986.
The dominant policy view of the IMF and WB and the US Treasury
department was based on distrust in government’s capacity to run large
industrial and commercial enterprises. This view became known as
the Washington Consensus.134 Table 2 summarizes the reversal of the
international discursive conditions in the 1980s.

At the time when international discursive conditions were trans-
forming rapidly and decisively in favor of a market economy, Mrs.
Gandhi returned to power in January 1980 and again resumed her
work in the direction of economic liberalization. Interestingly, Jessica
Wallack, in an econometric study, found the two most robust structural
breaks in the Indian economy to occur in the years of 1974 and 1980.136

The Industrial Policy Statement of July 1980 extended the permis-
sion for the automatic expansion of capacity by 25 percent over five

TABLE 2
IDEATIONAL REVERSAL AT THE INTERNATIONAL LEVEL: 1960s VERSUS 1980s

Area The dominant ideas in 1960s The dominant ideas in 1980s

Government Plays a central role; acts as the
driving force behind the
development

Plays a central role, but acts as
the main obstacle to
development

Accumulation Is central to development
process; coordination and
scale problems require
government involvement

Is central to development
process; private sector
investment is the key

Trade and integration Has no particular advantage
beyond the import of capital
goods and the purchase of
necessary inputs

Exports bring dynamic
advantages; import
competition is necessary for
disciplining domestic
producers

Foreign capital FDI is to be avoided, but
government borrowing is
acceptable, preferably from
foreign sources

Government borrowing is to
be avoided, but FDI
encouraged

Development assistance and
role of IMF, WB, and
IDB

Provide project based lending
of investible foreign
exchange and resources to
governments

Quick disbursing; policy based
lending to establish
conditions for FDI and
domestic environment

Source: David Lindauer and Lant Pritchett135
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years to a large number of industries.137 However, as a consequence of
a devastating coincidence of a severe drought and the second oil price
shock of 1979, the situation worsened steadily. The trade deficit bal-
looned to a record $7.4 billion by the end of the financial year 1980
and a full-blown BOP crisis loomed.

Before that crisis hit, the officials138 prepared the key features of
economic reform for domestic policymakers to initiate immediately.
An initiative called “homegrown conditionality,” including a blueprint
for import liberalization, was presented to international financial insti-
tutions to ascertain that a precautionary loan would be sanctioned
on the basis of the proposed reforms under India’s own terms. Once
Indian officials were confident that they could obtain the loan, they
approached the Prime Minister Indira Gandhi and received her con-
sent to enter into secret negotiations with the IMF.139 India received an
IMF loan of $5.8 billion as a stabilization loan—the largest ever sought
by a member nation.140

Indira Gandhi adopted trade liberalization in 1981. However, as
imports became less expensive, the business groups and associa-
tions (Birla, Tata, and FICCI) rose in protest and demanded protec-
tion, while supporting internal deregulation. The Indian government
obliged by re-imposing import restrictions as part of the 1983 budget
and terminating its IMF agreement without taking advantage of the full
loan.141

Indira Gandhi thus turned pro-business and pro-private enter-
prise.142 She abandoned radical socialism and embraced Indian capital
as the main ruling ally. The projection for planned investment in 1980–
85 during the sixth plan, which aimed at achieving an annual growth
rate of 5.2 percent, depended, for the first time, on major increases in
private investment.143 She was careful, however, not to advertise her
move away from socialism, instead maintaining her use of the rhetoric
of socialism and continuing to make ideological appeals to socialism.

Mrs. Gandhi’s move towards pro-business liberalization was not
accompanied with any cutting down of Poverty Targeting Programs
through the Centrally Sponsored Schemes and Central Sector Schemes.
The schematic assistance rose from Rs 15.46 billion in the Fifth Five
Year Plan (1974–1978) to Rs 74.98 billion in the Sixth Five Year Plan
(1980–85). These schemes, which were 45 in number in 1969, rose to
200 by the end of the Sixth Plan.144 Left-oriented economists, such
as K.N. Raj and Sukhamoy Chakrovarty, remained in their highly
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TABLE 3
COMPARATIVE GROWTH PERFORMANCE IN THE 1950s, 1960s, 1970s, AND 1980s

1950/51 to
1964/65

1965/66 to
1974/75

1975/76 to
1988/89

1980/81 to
1988/89

1. Growth of GNP at factor
cost

4.2 2.7 5.0 5.6

2. Growth of per capita
NNP

1.9 0.2 2.6 3.4

3. Rate of gross capital
formation

10.0 16.8 18.9 22.5

4. Growth of industrial
production

6.6 3.3 5.6 7.7

Source: Yogender K. Alagh147

visible positions on the Economic Advisory Council. However, pol-
icy changes were implemented behind the scenes by P.C. Alexander,
L.K. Jha, and Arjun Sengupta.145 Ministers openly committed to free
market, capitalist, pro-liberalization, and denationalization-oriented
policies received economic portfolios.146

Furthermore, the growth performance continued to improve during
Mrs. Indira Gandhi’s period and added to a general confidence in her
economic policy strategy (Table 3). She also widely publicized India’s
return of the IMF loan and used it to instill a sense of pride among
Indians. Indeed, the return of the loan also served to improve India’s
international credit rating.

The Bold Liberalization Attempt of 1985 and Its Reversal
Rajiv Gandhi openly committed his government to a new policy of
economic liberalization in 1985. He was prepared to go well beyond
the limited liberalization of Indira Gandhi.148 The policy changes were
carried out across a broad spectrum of areas, without being justified in
the name of fostering socialism.149 Though there was no compulsive
reason for the government to create the impression of a break from
the past, for the first time, the budget for 1985–86 did not mention
the word socialism. While Mrs. Indira Gandhi had begun a program of
liberalization in response to a fiscal crisis without any external pressure,
Rajiv Gandhi “adopted liberalization even without the stimulus of an
economic crisis.”150 Rajiv Gandhi’s policies were meant to accelerate
the pace of India’s transition into a private enterprise economy, where
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the private sector, rather than the public sector, would be the engine of
economic growth.151

Many different explanations exist for the origins of the 1985 liber-
alization program. Atul Kohli emphasizes the sudden increase in the
autonomy of the state derived from the overwhelming majority gained
by the party in Lok Sabha, which encouraged politically inexperienced
cronies and advisors to pursue their ideological whims.152 Arvind
Panagariya emphasizes the formation of a new elite consensus153

among politicians and bureaucrats against the centrally controlled
regime and the original paradigm of statist economic development,
especially in the context of the evidence of waste, corruption and inef-
ficiency and sluggish economic performance in comparison to that of
the fast-growing East Asian economies.

Some have emphasized pressures from the monopoly bourgeoisie
who were dissatisfied with the earlier economic regime.154 Others have
pointed toward the factors like the emergence of a new upstart group
of Indian capitalists who aspired to break the existing monopolies
in the domestic market with the help of metropolitan capital;155 the
hijacking of the Indian economy by a group of Indian capitalists and
politicians;156 pressures from domestic big business wishing to expand
by encroaching on areas previously reserved for public enterprises and
the small-scale sector;157 and political buccaneering.158

In addition to the aforementioned factors, the 1985 economic
liberalization effort was the outcome of Rajiv Gandhi’s personal con-
victions. He had no faith in socialism and was willing to publicize his
modern outlook. Though the reforms were required, a bold procla-
mation of a break from the past was uncalled for. It has been noted
that, given the possibility of a political backlash, the liberalization poli-
cies should have been projected as corrective measures implemented in
continuity with the past.159

Not surprisingly, after an initial acceleration, Rajiv’s assertive liber-
alization program was soon moderated and attenuated.160 He began to
speak the language of socialism. By 1987, he had completely abandoned
his program of economic liberalization.161 Various reasons have been
assigned to Rajiv’s reversal of his initial reform agenda. James Manor
focuses on Rajiv’s political leadership, his “confusion and his chronic,
indeed radical inconstancy.”162 David Denoon draws attention to a
combination of factors including a deteriorating macroeconomic sit-
uation, rising fiscal and trade deficits, rising inflation, and his having
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lost a widely publicized mid-term parliamentary election in Haryana
in 1987.163 Francine Frankel blames it on corruption charges involving
his own circle that considerably weakened his authority to continue
with his reform agenda.164

My argument however is that the roots of the rollback can be
better captured based on a mass-elite framework coupled with a discur-
sive dominance hypothesis. Opposition from co-partisans, the leftist
opposition and rural groups, as demonstrated by Atul Kohli, was a
manifestation of the discursive conditions.165

Rajiv Gandhi’s economic reforms and their reversal demonstrate
that “executive conviction” alone, even at as high a level as the PM’s,
cannot ensure the success of reforms if the discursive conditions do not
favor the reform agenda. The discursive conditions in the mid-1980s
had not yet tipped against socialism. One condition for allowing a mar-
ket “system” to develop in a society is a change in the perception of the
society, where the people come to respect the idea of money making.166

However, commerce and capitalism still had negative connotations in
Indian society.

The overall public and the opposition in parliament denounced
Rajiv Gandhi’s policies as anti-poor167 and as abandoning India’s
sovereignty to big corporations.168 Writing in 1986, Jagdish Bhagwati
pointed out that the nature of society in India was such that the elites
were attached to a socialist pattern of development.169 The Congress
party expressed a deep concern that too much liberalization would lead
to “social upheaval.”170

Rajni Kothari criticized Rajiv’s liberalization program for priori-
tizing profitability over social obligations.171 Overall, Rajiv’s liberal-
ization was interpreted as a strategy designed to appeal to the top 10
percent of the population, which represented India’s new urban-based,
middle-class, “yuppie” community, as against Indira’s economic strat-
egy with its emphasis on “poverty alleviation” that appealed to the
bottom 40 percent to 50 percent of India’s urban and rural poor.172

The rise in prices of essential commodities in February 1986 con-
firmed the suspicion. There was an adverse reaction from the media and
consumers.173 Inflation during the Rajiv Gandhi period was a direct
result of “debt-led growth.” 174

Note that a democratic society will not allow a free market system
to emerge unless either (a) the anti-market system distributional coali-
tions themselves break down, as occurred in Germany and Japan, when
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anti-market interest groups were destroyed during the second World
War;175 or (b) there is a crisis that puts solvency at risk,176 leading to a
shift in the discursive conditions against the socialist, planned economy
framework.

Furthermore, I argue that if a ruling party attempts to go outside
the parameters set by the discursive conditions in the society, that soci-
ety may overreact, leading to a long-term policy reversal. Certainly, a
democratically elected government keeps a finger on the pulse of the
people and seeks to represent the dominant discursive formations in
the society, which it cannot go against. If it does make such an attempt,
there will be public opposition.

Such public opposition and a concomitant reversal were seen in the
case of the 1966 and 1985 attempts at liberalization. In these two cases,
initial attempts were made to bring about a drastic change in policy
discourse.177 Though there was no paradigmatic change, and hence,
no “third-order change,” the attempts entailed much more than the
“second-order” changes.178 Yet, due to a lack of public support, these
attempts were brought to an abrupt halt, even before they could be
fully operationalized.

In fact, liberalization policies bring about long-term benefits, but
in the short term, there are significant costs.179 These costs aggra-
vate the economic hardships of the common people and de-legitimize
government policies in the eyes of the public, which demands quick
results.

Public opposition did not arise in 1975 and 1981 because the pol-
icy changes during those years were somewhere between first- and
second-order and were covert and concealed. These attempts were typ-
ical examples of liberalization by stealth. Furthermore, the economic
outcomes, if not outstanding, were at least not economically disrup-
tive. The economic reforms of 1991 were sustainable, despite the fact
that these reforms went beyond the liberalization attempts of 1966 and
1985, because the eight key factors collectively turned the discursive
conditions against the earlier paradigm. Furthermore, the economic
recovery immediately after the initiation of reforms was outstanding.

An important spin off effect of Rajiv Gandhi’s economic liberal-
ization was that it gave the pro-liberal constituencies some breathing
space. Although the 1991 economic crisis and the breakdown of social-
ist regimes in East Europe and Soviet Union sounded a death knell for
anti-liberal discursive formations, yet the executive in 1991 would have
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enjoyed limited success in inventing pro-liberalization constituencies
from scratch. In 1991, economic reforms proved sustainable because
a sudden dearth of options for the anti-liberal discourse increased
the relative strength of the alternative discourse. This alternative dis-
course had already been gradually gaining strength since 1975, as old
beliefs were being questioned and struck deeper roots, especially after
1985. The transformations that created “a new gestalt” and contributed
towards the sustainability of the economic reforms after 1991 are
discussed in more detail in the next section.180

The Economic Reforms of 1991 and Their Sustainability
As previously stated, the initiation of economic reforms does not
require favorable discursive conditions, but then sustainability does.
The two major attempts to reform in 1966 and 1985 were initiated
by the convinced executive. While the 1966 attempt was accompanied
with a stimulus of crisis, there was no such stimulus in 1985. However,
both attempts were reversed because the eight key interactive factors
(Table 1) failed to collude to overturn the discursive conditions of the
society in favor of a pro-liberal discourse.

In 1991, the government embarked on a vast and comprehensive
program of economic reforms. The changes that accompanied the
economic reforms of 1991 have been very well documented in the
literature.181 The reforms laid greater emphasis on the private sector,
as a leading engine of growth, and relied on market forces for increas-
ing efficiency. The economy was opened to international trade, foreign
investment, and foreign technology.

The argument that economic reforms in India were a product of
crisis and IMF conditionalities can provide a partial explanation for
immediate policy changes and their timing, but cannot explain the con-
tinuation and deepening of marketizing reforms, even in the absence
of a crisis. This section demonstrates that various exogenous and
endogenous factors colluded to shift the dominant discourse against
the command economy paradigm after the 1991 crisis.

It is significant to note that while the debate has not yet ended,
the pro-market constituencies have a winning edge because there is
no other alternative and “reforms or no reforms” is no longer at the
center of debate. The debate, if any, is all about scope, coverage and
pace of reforms, and, more recently, about how to make the growth
generated by economic reforms more inclusive. Amid this debate, the
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economic reform process is continuing to expand. Thus, liberalization
is increasing amid continuing debate.

The analysis in this section discusses those factors that have led to
the shift in the discursive conditions against the so called “socialist
pattern of development” in the 1990s. These factors are:

1. Perception of state interventionism as the primary cause of the
economic crisis;

2. Breakdown of the appeasement regime that sustained the socialist
project;

3. Breakdown of the socialist countries and the rejection of socialism
as an alternative and viable path to economic development;

4. Success of market oriented reforms in producing higher growth
rates;

5. Support from ever expanding pro-liberal constituencies that owed
their rise to the legacy of 1985 liberalization; and,

6. Crystallization of political support for liberalization, as there
seemed no other alternative (The TINOA factor).

The crisis of 1991 differs from earlier episodes in that it was widely
perceived as a product of unsustainable macroeconomic policies and
the failure of state interventionism in India.182 The shocking demise
of the Soviet Union made it clear to the anti-liberal constituencies
that there was no alternative to economic reforms. In this scenario,
people became tolerant of the costs involved in any experiment that
might ultimately produce an improvement.183 This increased the rela-
tive strength of the pro-liberalization constituencies to diffuse criticism
and opposition to reforms.

Thus, in the 1990s, the success of the reforms depended, not on
stealth or concealment, but on the creation and concretization of a new
consensus in the face of the breakdown of an earlier consensus in favor
of a centrally controlled regime. The “new middle class” was all set to
take the lead in creating a new consensus in favor of a market-oriented
development paradigm. What was needed was to harness this poten-
tial to create greater support for reforms and cancel out the opposition
from anti-reform interest groups.

The economic crisis of 1991, although precipitated by two years of
political instability (1989–91) and the Gulf War (1990–91), as well as the
oil shock184 that accompanied it, was the result of persistent mistakes
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in economic policy that accumulated through the 1980s.185 There was
an overwhelming consensus that the crisis was the bitter fruit of the
inefficient economic policies pursued since independence.186

Economists have shown that the logic of state interventionism
through Import Substitution Industrialization is such that the econ-
omy stagnates in long run. However, the problem lies not in the “state
interventionism” per se, but in the nature of the intervention.187 The
problem in India lay in the way the state control over public resources
was operationalized.

The import substituting, license-permit-quota raj type state inter-
ventionism encouraged the growth of the protectionist lobby and
unleashed rapacious rent seeking and corruption.188 This ultimately
led to the depletion of resources available with the government.
Eventually, it became difficult for the center to run the appease-
ment regime based on the exercise of its financial superiority through
increased budgetary transfers.

The appeasement regime is a mode of governance that depends on
the strategy of offering socio-economic programs that mobilize polit-
ical support. This strategy of binding the target groups to the party
through economic patronage produces inefficiencies in the long run
and eventually depletes whatever financial resources are at the disposal
of the central government. This happened during 1980 to 1984, as the
share of government spending in GDP rose from 18.3 to 20.3 percent,
while revenues grew much more slowly from 11.7 to 12.7 percent.189

Thus, the revenue surplus, which had persisted until the 1970s, became
a deficit in the first half of the 1980s.190

The crisis of the ability of the state to extract resources to finance
its rising expenditures was aggravated by an inability to tax the well-
off classes via a proportional system.191 The government’s difficulties
in mobilizing additional resources were aggravated by chronic short-
falls in profits generated by public sector enterprises along with a
steep increase in capital-output ratios from about 3:1 to over 6:1 from
1970 to 1980.192 By 1984, both internal and external financial short-
ages showed signs of worsening. The combined budget deficits of
the states and the central government reached 7.5 percent of GDP.193

The increasing use of borrowed money to meet current expenditures
meant that the resource constraint continued to tighten throughout the
1980s. Growth accelerated, but the cost of this “debt-led growth” was
increasing macroeconomic imbalances.194
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The inefficiencies created by the unproductive expenditure financed
by borrowings in the face of inadequate revenue mobilization finally
caused the economic crisis of 1991. The 1991 crisis consisted of three
components: a fiscal crisis (produced by an excess of central gov-
ernment spending over receipts, which was then financed by internal
borrowing); the BOP crisis or external debt crisis (produced by an
excess of imports over exports, which were then financed by borrow-
ing from abroad); and the financial sector crisis (produced by a stock
market crash and inefficiencies in the banking sector). The real prob-
lem was not high expenditure,195 per se, but the low productivity of
expenditure. Similarly, high borrowing was not itself problematic, but
its utilization for current spending was.

The economic crisis of 1991, which brought India close to declaring
bankruptcy, struck a final blow to the overall structure of economic
patronage flowing from the center. Thus, the 1991 crisis disrupted the
appeasement regime, the logic that sustained the socialist project and
the command economy paradigm in India. With this, the groups that
supported socialism and the centrally planned economy based on their
own vested interests found themselves at their wits’ end.

Furthermore, the fall of Berlin wall on November 9, 1989, the
collapse of the political system in Eastern Europe in 1989 and in
the USSR in 1991 crystallized the viewpoint that central economic
planning and socialist economic policies were unsustainable. These
developments served to de-legitimize the socialist model of economic
development. Fukuyama remarked that after the end of the Cold War
and the fall of the Berlin Wall in 1989, the progression of human history
as a struggle between ideologies did not lead to an “end of ideol-
ogy” or convergence between capitalism and socialism, as predicted,
but to an unabashed victory of economic and political liberalism. He
called this universalization of Western liberal democracy as “the end of
history.”196

According to Robert Inman and Daniel Rubinfeld, “The collapse
of the command economies provides the clearest corroboration of its
failings. India’s experience with centralized planning lends further sup-
port to this skepticism.”197 The collapse of the Soviet Union meant
that the assistance that it had provided to India to maintain its centrally
directed economy would no longer be available.198 The fall of socialism
in the former communist countries eroded the ideological advantage
that the Left parties had traditionally enjoyed among an influential
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segment of Indian intellectuals. This was reinforced by the dramatic
economic success of Asian countries that embraced economic liber-
alization. These included China, Hong Kong, the Republic of Korea,
Singapore, Taiwan, Indonesia, Malaysia, and Thailand.

Thus, while faith in socialism had gradually been weakening, the
crisis of 1991, the disintegration of USSR and the success of outward-
oriented policies in China and East Asian economies, eliminated all
lingering doubts. In this context, the widely held belief that the
“World Bank-IMF” conditionalities were the progenitor of the eco-
nomic reforms of 1991 in India needs to be recast. Indeed, they had
played a role (and a crucial one at that), but that role was some-
what akin to a catalytic agent expediting the process that was already
underway.

Arvind Panagariya notes that V.P. Singh wanted to push for liberal-
ization by stealth. He points out that the Industrial Policy Statement
of 1990, which could not be implemented due to the fall of NF govern-
ment, was a major step towards liberalization.199 In fact, the blueprint
for economic reforms had already been prepared prior to the cri-
sis during the V. P. Singh government. Jairam Ramesh revealed that
Prime Minister V. P. Singh asked his special secretary Montek Singh
Ahluwalia to prepare a paper on economic policies that would help
India grow like Malaysia. Ahluwalia’s paper, prepared in June 1990 was
a comprehensive plan for structural adjustment and reform.200

According to Jagdish Bhagwati and T. N. Srinivasan, “Condi-
tionality played a role, for sure, in strengthening our will to embark
on the reforms. But . . . the driving force behind the reforms was
. . . our own conviction that we had lost precious time and that the
reforms were finally our only option.”201 After 1991, the case for a
centralized command economy could not be made without ridicule.
Arvind Panagaryia points out that “the crisis and the conditionality did
speed up the initial liberalization, but the measures essentially reflected
the consensus that had emerged among the Indian policymakers.”202

Chelliah et al., intuitively predicted, “it would seem that the reform
program is supported by a broad consensus among the parties and the
people and would therefore continue” (emphasis added).203

The reforms received their greatest support from the “new middle
class” that had emerged as a consequence of Rajiv’s economic liberal-
ization program and further expanded during the LPG reforms of the
1990s.204 The urban middle class supported market oriented reforms
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because it satisfied their demand for greater access to international con-
sumer goods and a market economy for small businesses.205 The more
well-to-do sections of the urban middle class, in particular, supported
decreased state intervention, trade liberalization, and the privatization
of state enterprises, because it promised them fuller satisfaction of their
demand to copy new lifestyles and use sophisticated consumer goods.

The growth of the information technology industry (IT), involv-
ing computers, telecommunications and microelectronics, was one of
the most significant impacts of Rajiv Gandhi’s economic liberaliza-
tion. This led to an expansion in IT-enabled services in metropolitan
and urban areas, unleashing new employment opportunities for the
educated youth.

As the national political culture and socio-economic fabric of the
country made a decisive shift in response to the demands of the new
middle class, the rhetoric of socialism lost its appeal. As E. Sridharan
notes, “the elite-mass class cleavage tended to support a broadly social-
istic ideology, while the elite-middle-mass differentiation has created a
broader base for capitalism—hence the increased support for economic
liberalization.”206

With this, Indian politics witnessed a distinctive and decisive shift.
It marked a political process in which the state began to identify
the middle class as a distinctive group with its own political and
economic interests that needed to be consciously addressed through
governmental policy and rhetoric.207

Pai Panandiker argues that the economic and political clout of the
middle class has been rising since the 1980s and should not be underes-
timated. The author demonstrates that the rise of a “new middle class”
in India is not just an urban phenomenon. The middle class has made its
impact felt even in rural areas with the spread of the service sector. This
class is now influencing key sectors, such as banking, communication,
and electronic and print media.208

McKinsey data estimates that while the total population will
increase almost 30 percent between 2005 and 2025, the middle class
population will increase approximately 10 times, or almost 1000
percent, during this period.209 Note that different studies arrive at dif-
ferent estimates of the middle class in India, depending on the criteria
used to identify this class.210 Nevertheless, regardless of the difficulty
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in defining and producing an empirical estimate of this class, its ris-
ing influence on India’s political economy has earned a unanimous
academic acceptance.211

The BJP (Bhartiya Janata Party), founded in 1980, captured the
mood of the rising middle class after the mid-1980s and positioned
itself as a fierce critic of state intervention in the economy and a
supporter of liberalization and privatization.212 This stance received
support from many small businesses and consumers who had not bene-
fited much from central planning.213 The BJP was not satisfied with the
economic liberalization efforts introduced by Rajiv Gandhi, because
they did not directly address the problem of “state interventionism.”214

Emboldened by the events taking place in Eastern Europe, the BJP
clearly declared its support for economic liberalization.215

The BJP successfully mobilized the middle class by tapping into
their discontent and advocating a reduced role for the state in the econ-
omy. This was also partly responsible for the steep rise in the BJP’s
share of the vote and its seat share in the 1991 elections. The party
improved its vote share from 11.4 percent in the 1989 elections to 19.9
percent in the 1991 elections, increasing from 86 seats in the 1989 elec-
tions to 120 seats in the 1991 elections.216 In the 1991 parliamentary
elections, BJP emerged as the second largest party in the Lok Sabha
after the Congress.

One point that must be mentioned here is that the rise of the BJP in
India’s 1991 national elections has often been attributed to the rise of
Hindu religious sentiments and the BJP’s communal mobilization.217

Pradeep Chhibber, however, argues that there is little substantive evi-
dence that Hindus suddenly became more religious in 1991 or that they
were willing to express their religiosity more politically in the 1990s in
particular. There is, however, systematic evidence that the BJP, by ques-
tioning the excessive “power of the state” and via its willingness to “get
the state out of the economy,” drew the support of the middle classes,
whose interests were no longer represented within the Congress party-
state in 1991.218 Corbridge and Harriss argue that the rise of the
BJP cannot be attributed exclusively to either of these, but should be
attributed to both factors at the same time. This is because, according
to the authors, the middle classes sought to reassert themselves through
their support for both Hindu nationalism and economic liberalization
in the 1990s.219
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The BJP’s advocacy of the economic interests of the middle class,
however, did play a larger and a more important role in the rise of
the party. BJP activists complained in 1991, after Manmohan Singh ini-
tiated his policies of economic liberalization, that the new Congress
(I) government had “hijacked” its economic agenda220 and that the
Congress, by liberalizing the economy, had “stolen their issue.”221

The role of the middle class was crucial in tilting the overall dis-
course on economic policies in favor of reforms in the 1990s. The
Indian press and media controlled by private conglomerates, with a
large readership and audience among the middle and upper classes,
supported economic liberalization. Furthermore, while the urban mid-
dle class welcomed multinationals and global financial companies
(metropolitan capital), the domestic industrial bourgeoisie was also less
keen to resist the policy of opening up to international markets in
1991 because they had already tasted the fruits of collaboration with
multinationals during the Rajiv Gandhi era.

Hence, in changing the overall outlook and orientation of the
industrial community, Rajiv Gandhi’s economic liberalization played
a crucial formative role. The 1985 liberalization led to the weaken-
ing and fractionalization of the “protectionist” business association
called the Federation of Indian Chambers of Commerce and Industry
(FICCI).222 It was the dominant business association until the mid-
1980s. The FICCI had a vested interest in the “protectionist regime,”
as it had strong connections to the ruling Congress Party and the
bureaucratic apparatus.223 But, Rajiv Gandhi stopped patronizing the
FICCI.

Rajiv Gandhi needed an organization that could support his reform
program. Thus, he developed links with a newly emerging business
association called the Association of Indian Engineering Industry
(AIEI). The AIEI represented electronics, software, and computer
industries. Rajiv Gandhi guided the transformation of AIEI into the
Confederation of Engineering Industry (CEI). He used the organiza-
tion as a platform to launch his reform program and gain support from
India’s business community.

In 1992, CEI transformed itself into an all-industry associa-
tion called (CII) and became a developmentally oriented busi-
ness association.224 It provided strong support for globalization,
deregulation, decontrol and delicensing in all sectors.225 It developed
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close ties with the policy makers and actively participated in pub-
lic debates on economic reform.226 In the mid-1990s, the FICCI
responded by rising to the challenge posed by CII to its very existence
and launched a new membership initiative with a view to shake off its
“old economic image.”227

Furthermore, the market oriented reforms grew in legitimacy as
they led to a strong economic recovery. Total GDP growth, which
fell to 1.3 percent in the crisis year of 1991– 92, shot up to 5.1
percent in 1992–93 and 5.9 percent in 1993–94. Overall economic
growth accelerated substantially thereafter and reached 7.8 percent in
1996–97.228

According to Arvind Panagariya, “Whereas the vocal supporters of
reforms within India were rare during the 1980s, virtually every politi-
cal party today recognizes the need for continued reforms. Differences
on which reforms to undertake first and at what pace still exist, but
few disagree that reforms must continue.”229 The Hindu, in its edi-
torial predicted on the eve of the elections in 1996, that “political
changes would not stop India from going ahead with the new economic
policy.”230 It was proved correct.

As the BJP-led coalition came to power after the 1996 elections,
the Finance Minister, Jaswant Singh, reiterated the government’s com-
mitment to the globalization path.231 After the BJP government fell a
few days later and the United Front formed the government, Prime
Minister H. D. Deve Gowda stated, “Reversing economic liberaliza-
tion is ruled out.”232

The standardization of the policy discourse that emerged across
the political parties and across states supports the hypothesis that
the economic policy reforms of 1991 were made sustainable, due a
shift in the discursive conditions whereby the overall balance in terms
of pro-reform and anti-reform constituencies shifted in favor of the
former.

Aseema Sinha argues that policy discourse after 1991 began to con-
verge in favor of economic liberalization. She demonstrates that many
states—most notably those that were previously opposed to any pri-
vate sector reforms—declared new pro-liberalization policies in the
1990s. These include West Bengal, Kerala, Andhra Pradesh, and Tamil
Nadu. She argues that state parties like CPI (M), AIADMK, DMK,
and TDP, and leaders like Jyoti Basu (a communist leader of repute),
Mulayam Singh Yadav (an avowed socialist leader), Mayawati, and
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Chandrababu Naidu, declared their commitment toward making their
states “industry friendly” in the 1990s.233

Prime Minister P.V. Narasimha Rao pointed out after the state elec-
tions of December 1994 that the opposition parties might differ on
pace and details of reforms, but there was a national consensus on the
broad direction of economic policy.234 After the 1991 reforms there
was an increase in the competition among the states to attract outside
investment.235

Jyoti Basu, the Chief Minister of West Bengal, went on an invest-
ment seeking tour in June 1995. At a press conference in Washington he
said that the reform would hold regardless of which party is in power in
New Delhi after the next election.236 In 1999, the West Bengal Finance
Minister, Ashim Dasgupta, announced a new package of investment
incentives.237 Jyoti Basu approved the proposal to hand over the man-
agement of the state-run Great Eastern Hotel to a French hotel chain,
the Accor Asia Pacific in 2000.238

Such an atmosphere made the economic reform process initiated in
1991 far more easy to sustain, than was the case in previous decades.
Though all parties or coalitions of parties that formed the government
at the center since the 1991 reforms embraced economic liberalization
and none attempted to reverse the course of the reforms, there have
been ongoing contentions over certain aspects of reforms.

In order to understand the nature of these contentions, it is impor-
tant to note that there are three broad components of economic
reforms. These are as follows:

1. Currency devaluation, capital market reforms, trade liberalization,
and the rationalization of investment rules. These are supported
by India’s urban, industrial and ruling political elites. These are
not opposed by interest groups, such as organized labor, trade
associations, and farmers, although left-leaning intellectuals tend to
oppose these reforms. However, the Marxist Chief Minister of West
Bengal emphasized the “national consensus” on economic reforms
with regard to deregulation, delicensing, and foreign investment to
upgrade technology.239

2. Social spending, social infrastructure, and safety nets. The concern
for this set of reforms emerged in the mid-1990s.240 These are sup-
ported by masses, political elites, and leftist groups. These are not
opposed by the urban middle class and industrial elites.
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3. Agricultural reforms, divestment and the privatization of public sec-
tor enterprises, and labor reforms. These are crucial for the success of
reform, but are opposed by interest groups such as organized labor
and farmers.

The discursive conditions in India have allowed the government to
move ahead with the first two kinds of reforms with greater ease, while
political-economy problems exist regarding the third component. Yet,
some reforms have been worked out even in this sensitive area. These
include: an abolition of central government restrictions on the move-
ment of agricultural commodities between government-defined zones;
the freezing of prices on some types of fertilizer; the substantial aban-
donment of canalization of agricultural trade through state trading
corporations (with some exceptions), and dismantling of quantitative
restrictions on agricultural trade.241

The parties supported by the left-leaning intellectuals oppose
reforms on ideological grounds. CPI (M) represents one parliamen-
tary expression of opposition to economic reforms. However, Leela
Fernandes cautions against a presumption that the left-oriented unions
and parties will necessarily be able to transform social discontent
sparked by liberalization into a broad cross-class movement.242 This
is evident from the fact that even Indian states governed by communist
parties, such as the states of West Bengal and Kerala, began to pursue
their own open economy policies by the second half of the 1990s.243

Political scientists have challenged earlier assumptions that political
democratization necessarily produces opposition to reform. According
to Adam Przeworski and Susan Stokes, even if economic reforms do
expose certain segments of society to the costs of transition, these
costs do not necessarily lead to political opposition to the reform
in democratizing societies.244 This is because, argues Przeworski, the
government can use “intertemporal interpretation” to shape public
opinion and political responses to the policies of economic reform. For
instance, economic decline can be explained away as a short term cost
or a legacy of past policies.245

Furthermore, as Leela Fernandes points out, the power of the new
middle class lies in its ability to manage the disjunctures of liberal-
ization in ways that move us away from an easy assumption that
the economic costs, or uncertainties, will necessarily lead to political
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opposition to reforms. In her view, “An anticipation of future benefits
mediates the immediacy of political opposition to the economic dis-
ruptions or deterioration produced by reforms.”246

However, it may be noted that, despite there being a broad consen-
sus in policy circles that reforms must be carried forward, the economic
reform process has fallen prey to a peculiar kind of politics that creates
an “illusion of disagreement.” The illusion of disagreement is created
by the fact that the political parties oppose reforms when in opposition
and push them forward when in office. In this process, “form” acquires
primacy over “substance” and results in a slowing down of reforms.

For instance, when BJP was out of power, it argued for “reform-
ing the reforms” and “Indianisation of reforms.” It even supported
the issues raised by the (anti-foreign) Swadeshi Jagran Manch (SJM)
and allowed it to create public opinion against Congress policies.247

However, when the BJP led coalition came to power, it pursued the
policies which were not substantially different from Congress govern-
ment’s policies.248 Now the “pro-reform wing” dominated and no heed
was paid to what SJM was saying.

While in opposition, BJP and Shiv Sena (BJP’s ally in Maharashtra)
vowed to scrap the controversial Enron power project in Maharashtra,
negotiated by the ruling Congress party.249 But, when the BJP coali-
tion formed a government on May 16, 1996, the very first decision
taken, during the 13 days of its rule, by the Union Finance Minister
Jaswant Singh, was to formally approve the counter-guarantee to the
loans taken to set up the project.250 When BJP was ousted from power
at the end of May 1996, the United Front, supported by Cong (I)
and CPI (M), formed the government and a passionate liberalizer,
P. Chidambaram, was appointed as the Finance Minister. He pro-
posed a bill to allow for the privatization of the insurance sector in
1997. This bill was vehemently opposed by the BJP (more particu-
larly RSS and specifically those associated with SJM and BMS: Bhartiya
Mazdoor Sangh, the BJP’s labor wing). Talking about the Indianization
of reforms, they argued for the initial opening up of the sector only to
Indian private firms. However, when the BJP-led coalition captured
power in 1998, it enthusiastically pushed through the bill, as originally
proposed, sidelining the reservations of their affiliates.251 Yashwant
Sinha, the Finance Minister, even changed the meaning of the term
Swadeshi.252 He stated, “I think competition is the essence . . . .And
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therefore, swadeshi, globalizer, and liberalizer are not contradictions
in terms. I personally think that globalization is the best way of being
Swadeshi.”253

When the second Vajpayee government fell after 13 months (from
March 28, 1998 to April 17, 1999), L. K. Advani, the Home Minister,
assured that the BJP would pursue globalization with greater intensity
if returned to power.254 Keeping its commitment, the Vajpayee govern-
ment took the reform process to new heights after its return to power
in October 1999. While the first budget of the NDA government pre-
sented by Finance Minister Yashwant Sinha in June 1998 was termed
a Swadeshi budget,255 Sinha, in his 1999 budget, spoke of a second
generation of economic reforms.256

This, however, was not the Finance minister’s innovation, but a
product of ideational change at the international level. The economic
reforms in the early 1990s concentrated on policies, not institutions.257

The initial objective was growth without worsening income distribu-
tion, not growth with equity. Hence, these reforms failed to deal with
the structural causes of poverty; as a result,by the mid-1990s, there was
a greater recognition of institutional issues.

Development economics recognized the crucial significance of
institutions in ensuring that the economy functions effectively.
Moises Naim termed the institutional reforms “second-generation
reforms.”258 These included a role for the state in creating and main-
taining effective institutions, in providing public goods, internalizing
externalities, correcting income distribution, providing decent infras-
tructure, creating a stable and predictable macroeconomic, legal and
political environment, and a strong human resource base.

Thus, during 1999–2004, the BJP-led coalition tried to systemati-
cally accelerate the second-generation reforms.259Arun Shourie took
over as the Union Minister of Disinvestment in 2000 and took a serious
turn toward the privatization of various government-owned enter-
prises. This involved a move from the divestment of shares/equity in
the public enterprises to outright privatization.

Now, it was the turn of the Congress government to oppose the
economic policies of BJP led coalition. The same party that had cham-
pioned the cause of aggressive privatization now severely criticized
the privatization policies of the NDA government on the grounds
that they were privatizing profit-making firms. Some of the coalition
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members also joined the criticism, especially DMK.260 Although the
agenda could be not be pushed as forcefully as it was originally envis-
aged, yet, as Arvind Panagariya points out, “in terms of the reach of
reforms, this period matched the first three years of the Rao govern-
ment. The shift in the growth rate from 6 percent to more than 8
percent during 2003–07 must be attributed largely to these reforms.”261

On May 22, 2004, the NDA was defeated and the UPA formed the
government. The press widely attributed it as a victory of UPA’s “Aam
Admi” (common man) slogan, over NDA’s focus on “India Shining”
policies that neglected the poor. However, while part of the reason
was that DMK, with its 16 members, decided to desert the NDA
and join the UPA,262 the major reason, as pointed out by Bhagwati
and Panagariya was the “revolution of rising expectations,” which
NDA could not fulfill.263 Their thesis is that the anti-incumbency vote
was triggered by the possibilities opened by reforms. Since the liberal
reforms demonstrated that fast growth and poverty alleviation were
possible, voters expected politicians to bring about rapid improvements
in their economic condition. When they failed, they were voted out
of power. Thus, the major consideration for the re-election of incum-
bents in Indian electoral politics in the post-reform era is their record
of “economic performance.”

Though the new UPA government depended on the outside support
of the Left Front parties and was bound by the National Common
Minimum Program, which ruled out labor market reforms, in many
crucial areas, the reform process kept moving forward. Growth dur-
ing UPA rule (2004–09) zoomed to 8.5 percent per year, in contrast
to the 5.7 percent average during 1999–04. In a confirmation of
the Bhagwati-Panagariya thesis, the UPA was re-elected in the 2009
elections.

It is important to point out that the consensus against a statist,
centrally directed command economy in India has been accompanied
by a “homegrown version” of economic reforms. Though there is
a consensus on removing physical controls and replacing them with
non-discriminatory controls, and though there is also universal dis-
appointment with public enterprises, there is no public movement in
favor of imposing cuts on welfare provisions by the government, as was
the case in the UK and the US in the late 1970s and early 1980s. There is
a strong case being made in India for removing demand constraints.264
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Thus, the emphasis has been on increasing public investment, rather
than rolling it back. In addition, there is a general agreement to enact
“reforms with a human face” and provide greater funding for public
welfare.265

The Economic Survey (2002–03) of the Government of India stated
that “the ongoing economic reforms have a human face and, in pur-
suance of the commitment towards development of human resources
and enhancement of human well-being, additional resources for the
social services sector are being allocated by the Government. Suitable
targets for the reduction of poverty, hunger, mortality and illiteracy
have also been incorporated in the Tenth Five Year Plan (2002–07).”266

Here, ideational change at the international level played a role.
Until the mid-90s, Amartya Sen, who had been stressing the impor-
tance of social sector development since early 1980s,267 was overlooked
because of his outspoken criticism of the Western model of economic
growth. But, as it became clear that the Latin American countries
that adopted this model produced unintended consequences in the
mid-1990s, and the supporters of the Washington consensus policies
began to look for the causes behind what they called “the surprises
of the 1990s,”268 his work seemed to make sense. He received the
Nobel Prize for Economics in 1998 for his contribution to welfare
economics. Consequently, his emphasis on major investments in social
sector development as a part of market reforms, received interna-
tional recognition. This view now forms the basis of the “Washington
Consensus-II.”269 Thus, ideational change at the international level in
recent years favors economic reforms with crisis proofing and measures
to empower the poor. This has added to the legitimacy of economic
reforms.

In summary, the discourse in favor of economic reforms in India
has survived the widest range of criticisms and objections. The dis-
cursive dominance of market reforms, albeit with a human face, has
now crossed a threshold, resulting in near unanimity regarding their
irreversibility. No political party is willing to disrupt the momentum
of economic reforms and the resulting economic growth and poverty
reduction. The depth of the discursive dominance, a sweeping gestalt
shift, was revealed by the mature response of the Indian political leader-
ship to the global financial crisis of 2008. There were no calls to reverse
the reform process or bring socialism back.
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