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GROWTH NEEDS STEPS BEYOND REFORMS 
While the reform agenda must continue, social cohesion and  

equity considerations must be guaranteed 
 The Indian economy has travelled through an eventful period through the last three decades. In the 

post-independence economic history of our country, 1991 stands out as a watershed year. This was the year 

in which the economy was faced with a severe balance of payments crisis. In response, we launched a wide-

ranging economic programme, not just to restore the balance of payments but to reform, restructure and 

modernise the economy. 

 Thus, the crisis was converted into an opportunity to bring about fundamental changes in the 

approach and conduct of economic policy. A near tragedy was averted and a new path was laid out before 

the country. The words of Charles Dickens in somewhat reverse order seem appropriate: “It was the worst of 

times, It was the best of times,... it was the winter of despair, it was the spring of hope.” 
 

The shift, key players 

 It is important to recognise in what way the new regime was different from the earlier one. The 

break with the past came in three important ways: in dismantling the vast network of licences, controls and 

permits that dominated the economic system; in redesigning the role of the state and allowing the private 

sector a larger space to operate within, and in abandoning the inward looking foreign trade policy and getting 

integrated with the world economy and trade. The last was particularly important because it was the 

opposite of what we normally did when faced with a balance of payments crisis. 

 Dr. Manmohan Singh as Finance Minister spearheaded the new policy. He articulated the need for 

change and provided not only the broad framework but also the details of the reforms. P.V. Narasimha Rao 

as Prime Minister gave the valuable political support and shield which were very much needed. It must be 

noted that as Prime Minister, P.V. Narasimha Rao also held the portfolio of Industry which was directly 

responsible for initiating the changes that led to the dismantling of various types of controls and licences 

related to the industrial sector. This was indeed a key element of the reform programme. At the ministerial 

level, strong support came from P. Chidambaram as Commerce Minister who oversaw the transformation of 

the external sector. 

 

The metrics 

 There is a common thread running through the various measures introduced since 1991. The 

objective has been to improve the productivity and efficiency of the system by creating a more competitive 

environment. Thus, barriers to entry and growth were removed. As the saying goes, the proof of the pudding 

is in the eating. It is therefore appropriate to look at three broad parameters to judge the performance of the 

economy after liberalisation — growth rate, current account deficit and poverty reduction. 

 Between 1992-93 and 2000-01, GDP at factor cost grew annually by 6.20%. Between 2001-02 and 

2010-11, it grew by 7.69% and the growth rate between 2011-12 and 2019-20, was 6.51%. The best 

performance was between 2005-06 and 2010-11 when the GDP grew by 8.7% showing clearly what the 

potential growth rate of India was. This is the highest growth experienced by India over a sustained period of 

five to six years. This is despite the fact that this period included the global crisis year of 2008-09. The recent 

decline in growth rate which started even before the advent of COVID-19 should make policymakers reflect 

and introspect. 

 

Foreign reserves 

 The balance of payments situation had remained comfortable. There were three years in which the 

current account showed a small surplus. Most of the years showed a small deficit. The exceptions were 2011-

12 and 2012-13 when the current account deficit exceeded 4%. This was taken care of quickly. Foreign 

exchange reserves showed a substantial increase and touched $621 billion as of last week. The opening up of 
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the external sector, which included liberal trade policy, market determined exchange rate and a liberal flow 

of external resources, has greatly strengthened the external sector. Of course, we still run a high 

merchandise trade deficit which is offset to a large extent by the surplus in services. 

 

Poverty ratio 

 Besides growth, the other major objective of economic policy is to reduce the number of people 

living below the poverty line. There are many problems associated with the definition of poverty and the kind 

of data required to measure it. Going by the procedure adopted by the erstwhile Planning Commission using 

the Tendulkar expert group methodology, the overall poverty ratio came down from 45.3% in 1993-94 to 

37.2% in 2004-05 and further down to 21.9% in 2011-12. The per year reduction in percentage points in 

poverty ratio between 2004-05 and 2011-12 was 2.18. The post-reform period up to 2011-12 did see a 

significant reduction in poverty ratio because of faster growth supplemented by appropriate poverty 

reduction programmes such as the Rural Employment Guarantee Scheme and the Extended Food Security 

Scheme. With the decline in growth rate since then and with a negative growth in 2020-21, this trend must 

have reversed, i.e. the poverty rate may have increased. 

 Had the growth trend seen up to 2011-12 continued, we would have an unqualified answer to the 

impact of reforms on growth. Growth requires more than reforms. Reforms are, in the words of economists, 

only a necessary condition. It is not sufficient. In a developing economy, in the final analysis, growth is driven 

by investment. It is the decline in investment rate of nearly five percentage points since 2010-11 that has led 

to the progressive decline of the growth rate. Reforms normally create a natural climate for investment. But 

‘animal spirits’ are also influenced by non-economic factors such as social cohesion. Reforms supplemented 

by a careful nurturing of the investment climate are needed to spur growth again. This should become the 

sole concern of policy makers. 

 

Need for continuity 

 The reform agenda must continue. It will be incremental in character. It has to be. Policymakers 

should be clear about the directions in which they should move. First of all, there is a need to move in the 

same direction in which we have been moving in the past three decades. Policymakers should identify the 

sectors which need reforms in terms of creating a competitive environment and improving the performance 

efficiency. From this angle, we need to take a relook at the financial system, power sector and governance. 

Centre and States must be joint partners in this effort. Second, in terms of government performance, there 

should be increased focus on social sectors such as health and education. In terms of the provision of 

services, the emphasis must be not just on quantitative expansion but also quality. To achieve the latter is 

even more difficult. The advent of COVID-19 has clearly shown our inadequate health facilities and 

preparedness. 

 Reforms are necessary to improve the productivity of the economy and achieve higher growth. But 

the story does not end there. We cannot ignore equity considerations. Growth and equity must go together. 

They must not be posed as opposing considerations. They are truly interdependent. It is only in an 

environment of high growth, equity can be pushed aggressively. 

 

 cohesion (noun) – unity, togetherness, solidarity, 

coherence. 

 social cohesion (noun) – the capacity of a society 

to ensure the well-being of all its members, 

minimizing disparities and avoiding 

marginalization (or) the belief held by citizens of 

a given nation-state that they share a moral 

community, which enables them to trust each 

other. 

 equity (noun) – fairness, justness, neutrality, 

impartiality, egalitarianism. 

 consideration (noun) – factor, issue, point, 

concern, aspect, facet, feature. 

 travel (verb) – move, proceed, progress, 

advance. 

 decade (noun) – a period of ten years. 

 stand out (phrasal verb) – be noticeable, be 

obvious, be conspicuous, be striking. 
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 watershed (noun) – it used to mean ‘important 

changes’ or the ‘turning point’ in a situation or 

event. The event that marks a historic change; 

historic, milestone, landmark (moment). 

 balance of payments (BOP) (noun) – The balance 

of payments of a country is the difference 

between all money flowing into the country in a 

particular period of time and the outflow of 

money to the rest of the world. 

 wide-ranging (adjective) – comprehensive, 

extensive, expansive, sweeping. 

 bring about (phrasal verb) – cause, create, give 

rise to, produce. 

 avert (verb) – prevent, stop, avoid. 

 lay out (phrasal verb) – set out, detail, arrange, 

outline, formulate. 

 It was the best of times, it was the worst of 

times,.. (phrase) – The opening sentence of “A 

Tale of Two Cities”, an 1859 historical novel by 

Charles Dickens. This phrase suggests an age of 

radical opposites taking place at the same time. 

It compares French Revolution era London and 

Paris and various characters in those cities. 

 despair (noun) – hopelessness, desperation, 

distress, discouragement. 

 spring (noun) – spring season. (the four seasons-

spring, summer, fall/autumn, and winter). 

 regime (noun) – system. 

 the break with the past (phrase) – stop doing a 

normal/traditional things and in turn, doing 

things in a completely new way. 

 dismantle (verb) – remove, demolish, take down, 

destroy (something). 

 the state (noun) – government, the 

administration, the regime, the authorities. 

 inward-looking (adjective) – selfish, cynical, self-

centred, self-seeking, self-serving, self-absorbed.  

 spearhead (verb) – lead, head; be in the 

forefront of. 

 articulate (verb) – announce, express, 

pronounce, point out. 

 framework (noun) – system, scheme, structure. 

 shield (noun) – protection, safeguard, security. 

 portfolio (noun) – the area of responsibility 

(department) assigned to a Minister. 

 lead to (verb) – result in, cause, bring on. 

 indeed (adverb) – in fact, actually, undeniably. 

 oversee (verb) – supervise, be in charge of, be 

responsible for, look after, keep an eye on, 

inspect. 

 metric (noun) – standard, criterion, barometer, 

benchmark. 

 thread (noun) – train of thought, direction, 

theme, subject matter. 

 run through (phrasal verb) – go over, go through; 

pervade, permeate, imbue. 

 measure (noun) – action, step, procedure. 

 productivity (noun) – efficiency output. 

 barrier (noun) – blockade, hurdle, obstacle, 

stumbling block, impediment, hindrance. 

 as the saying goes (phrase) – used before/after 

saying an appropriate proverb, adage, cliché etc. 

 the proof of the pudding is in the eating (phrase) 

– someone can only say something is a success 

after it has been tried out or used. 

 look at (verb) – examine, analyse. 

 liberalisation (noun) – removal or loosening of 

restrictions on something, typically an economic 

or political system. 

 growth rate (noun) – the rate at which 

something (an economy/business) grows. 

 current account deficit (CAD) (noun) – the 

amount by which money relating to trade, 

investment etc going out of a country is more 

than the amount coming in. 

 deficit (noun) – shortfall, deficiency, shortage, 

lack. 

 Gross domestic product (GDP) (noun) – a 

measure of economic activity in a country. It is 

the total value of a country’s annual output of 

goods and services. 

 sustained (adjective) – continuous, constant, 

steady. 

 advent (noun) – arrival, appearance, emergence, 

occurrence. 

 reflect (verb) – think about, consider, review, 

mull over, contemplate, study. 

 introspect (verb) – self-examine, self analyse. 

 foreign reserve or forex (noun) – Foreign 

exchange. Forex reserves are the amounts of 

assets /money in foreign currencies that a 

country has in its central bank (in India, it is 

Reserve bank of India). 

 surplus (noun) – the amount of an asset or 

resource that exceeds the portion that’s actively 

utilized. 

 substantial (adjective) – considerable, significant, 

large. 

 open up (phrasal verb) – make/become 

accessible; make/become available. 
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 liberal (adjective) – progressive, forward-

thinking, broad-minded. 

 merchandise (mass noun) – goods, commodities, 

produce. 

 trade deficit (noun) – a trade deficit (a deficit in 

the balance of trade) occurs when the value of a 

country’s imports exceeds that of its exports. It is 

also called a trade gap. 

 offset (verb) – even up, counterbalance, 

equalize, neutralize; make amends for, 

compensate for. 

 to a large/great extent (phrase) – substantially, 

largely. 

 besides (preposition/linking adverb) – in addition 

to, as well, apart from. 

 go by (phrasal verb) – be guided by something. 

 erstwhile (adjective) – old, previous, former, 

then. 

 Planning Commission (noun) – an institution in 

the Government of India established in 1950, 

which formulated India’s Five-Year Plans, among 

other functions to oversee the country’s 

economic and social development. NITI Aayog 

formed in 2015, replaced “The Planning 

Commission”. 
 Tendulkar Method (noun) – Tendulkar method 

of poverty line is recommended by the Suresh 

Tendulkar Committee (2005). This committee 

estimated poverty line based on “monthly per 

capita expenditure”. 
 Lakdawala Method (noun) – Lakdawala method 

of poverty line is a recommended by the 

Lakdawala committee (1993). This committee 

estimated poverty line based on “calorie intake”. 
 come down (phrasal verb) – decline, decrease, 

reduce. 

 percentage point (noun) – the difference 

between two percentages is termed as 

percentage point. (for example: “Interest Rates 

Jump From 10% to 12%”. In this case, the 

interest rate increased by “2 percentage points” 
or you can say that the interest rate is increased 

by 20%). 

 supplement (verb) – augment, increase, add to, 

boost, enlarge. 

 Mahatma Gandhi National Rural Employment 

Guarantee Act/Scheme (MGNREGA), 2005 

(noun) – an Indian labour law and social security 

measure that aims to guarantee the ‘right to 

work’. It aims to enhance livelihood security in 

rural areas by providing at least 100 days of wage 

employment in a financial year to every 

household whose adult members volunteer to do 

unskilled manual work. 

 Food Security Scheme (noun) – The National 

Food Security Act 2013 (also ‘Right to Food Act’) 
is an Indian Act of Parliament which aims to 

provide subsidized food grains to approximately 

two thirds of the country’s 1.2 billion people. 

 unqualified (adjective) – unconditional, 

categorical, unequivocal, unambiguous. 

 animal spirits (plural noun) – this is a term that 

refers to the emotions and instincts that guide 

the behaviour of investors and consumers in a 

market economy. It was coined by British 

economist John Maynard Keynes to explain the 

persistence of economic fluctuations under 

capitalism. Keynes argued that investment and 

consumption are often based on how people feel 

about the overall economy rather than on 

unbiased, rational analysis of facts. (Courtesy: 

The Hindu). 

 influence (verb) – affect, have an effect on, 

prompt. 

 nurture (verb) – encourage, promote, foster. 

 spur (verb) – motivate, stimulate, encourage, 

galvanize. 

 continuity (noun) – stability, constancy, 

continuance. 

 incremental (adjective) – gradual, step-by-step, 

staggered, phased. 

 in character (phrase) – usual, typical, normal. 

 in terms of (phrase) – with regard to, 

regarding/concerning, in connection with. 

 relook (noun) – reconsideration, rethinking, re-

examination. 

 provision (noun) – distribution, supplying, 

providing, furnishing. 

 emphasis (noun) – importance, significance; 

priority, insistence. 

 even more (phrase) – all the more, further. 

 preparedness (noun) – readiness. 

 pose (verb) – constitute, present, create, cause 

(a problem or danger or risk). 

 interdependent (adjective) – dependent on each 

other; supportive. 

 aggressively (adverb) – determinedly, vigorously, 

energetically. 
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