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ABSTRACT: India was one of the most protected and regulated economies in the world by late 1970's. Some early efforts have 

been taken in the mid-1970s and later in the 1980s to liberalize the rule of regulation. In 1991, there were more improvements. 

In many areas, policy changes have since continued to open the economy to more private sector entrepreneurship, foreign trade 

and investment. The major reasons for this were the absence of infrastructure, restricted labor legislation and small-scale reserves 

policy. These worries might possibly diminish the likelihood of India being a hard-working exporter a situation that could speed 

up the declining poverty trend. The determination, independence of the local demand composition, the selection of industrial 

activity and the export markets in high-income nations. The increased composition of income will rely on growth in domestic 

demand. In other words, if investors postpone the rise in revenue to support highly qualified groups, the kinds of goods and 

services supplied by the prosperous are deemed lucrative. 
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1. INTRODUCTION 

Back towards the end of the 1970s, India had become one of the world's most protected and controlled 

economies. A few preliminary measures to liberalize regulatory rule were done from the mid-1970s and 

subsequently in the 1980s. More far-reaching improvements followed in 1991. Since then, policy reforms in 

many areas have continued, all with the objective of opening the economy up to more private sector 

entrepreneurship as well as international trade and investment [1]. 

In the path of Indian economic growth these 20 years (1980-2000) were quite remarkable. In the 80s (1980 to 

1989) and in the 90's (1990 to 1999) to 6%, the GDP growth rate, which had remained at around 3.5 per cent 

per year 20 years before 1980, grew by roughly 5 percent. . It has grown to 9 percent in the previous several 

years. Moreover, growth was similarly constant in the post-reform period. The GDP growth rate variance was 

15.8 in the 1970s. In the 1980s, it came to 4.6 (i.e. 1981-82 to 1990-91) and in the 1990s to 1.5. (1992 2002) 

[2]. 

Above all, GDP expansion was accompanied by a reduction in poverty. The population fraction below the 

poverty line decreased from around 44.5% in 1983-84 to 27.5% in 2004-05 at $1.08 a day in 1993. There were 

also numerous doubts about rapid and consistent growth, along with a decreased poverty. What caused India's 

growth? What is the model for the Indians? In other impoverished nations it can be replicated? Is it durable? 

How does the East Asian model differ in terms of growth and distribution? How does the growth process affect 

the key problem of India - its widespread poverty? Our aim in this study is to take stock of the progress achieved 

by literature in resolving these issues and to create a credible Indian tale of growth between 1980 and 2004 [3]. 

India is doing a case study interesting. On the face of such increase in growth, the orthodox requirement of 

eliminating the restrictions on entrepreneurship seems to have been fulfilled. Indian growth, however, appears 

to have little in relation to the so-called 'Asian model' from 1980-2004. Its rate of savings improved over time 

but did not approach the level of East Asia. To yet, its expansion has not been driven by produced exports. Nor 

did it attract large international investment inflows. No industrial policy is aimed at boosting certain industries. 

In contrast, the Indian growth experience was driven by the services sector. A distinct element of Indian 

experience is that despite the rapidly expanding non-agricultural sector of the economy, agriculture's 

proportion of total workforce fell very gradually. In fact, it is extremely different than in other Asian nations. 

Indeed, farm workforce has grown in absolute numbers since the 1980s, damping the reduction in poverty [4]. 

Why do we hope to create growth through economic liberalization? Firstly, the liberalization of imports offers 

domestic companies with access, better input, and increased choices on capital equipment that is embodied in 

new technologies. Free investment and market entry enhances the level of competition and pressure the 

incumbents to improve technology frequently via imported machines. The process of creative destruction 

works as new companies enter a more competitive market. Efficient companies push out unproductive 

companies, factors are redistributed to increase the productivity of the total economic factors [5]. 
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As a result of technological transfer, productivity is quickly growing from agriculture in the area of industry 

and services. The transfer of work from farming to other productive industries leads to growth. This approach 

also improves the position of the employees in agricultural, since actual salaries increase when labor markets 

tighten up in agriculture. Has that taken place in India? You may think so. However, do we see that in the data? 

These are the reasons why this document is being produced. 

 1.1 Disaggregation is Necessary: 

Credit is not available to those with potentially large returns on capital. Wage disparities between employees 

with the same human capital in various professions or sectors may last a long period. Even illiterate farmers, 

for example, who cultivate basics of food, may earn considerably larger profits from horticulture or farming, 
but they do not, since they do not have access to finance or knowledge. Better education workers can earn 

much higher pay, yet relatively few of the impoverished can earn higher education. Wage disparities between 

several states may continue without significant migration maybe due to ethnic and linguistic gaps. In this type 

of economy, restrictions on entrepreneurial liberty might not only result from the over-regulation of the 

government but also because the markets and other institutions are not well operating. Reforms to remove 

over-regulation will liberate those who have access to the variables needed. They will significantly contribute 

to growth, while those without access will not [6]. 

Under law, factories larger than some size must register with the government and are subject to the Factories 

Law that governs workplace safety, safety and working hours. This law is not applicable to plants that employ 

either less than 10 employees or less than 20 employees and that do not utilize electricity in the production 

process. Unregistered or unstructured manufacture of factories other than the Factories Act is referred to as 

registered and organized manufacturing factories. The majority of manufacturing in the unorganized sector is 

done with regard to companies and staff. On the other hand, the main production and credit accounts for the 

organized industrial sector. 

By distinguishing the company from the rest of the economy, government employment statistics define the 

organized sector, as all government (and public sector) enterprises and all non-farmers employing 10 or more 

individuals in the private sector. The rest is the non-organized industry. In 2004-05, the National Jobs Survey 

estimated total employment in 2004-05 at 457 million. The organized sector's workforce is around 27 million, 

or approximately 6 percent. 6 Almost all agricultural jobs are in the non-organized sector. However, even when 

farming is removed, un-organized sector jobs represent 83% of all non-farm jobs. In terms of value added, 

58% of the domestic product and 45% of the domestic product are provided by the non-farm sector. 

If liberalization has pushed India to go to a higher path of growth, technological transfers from industrialized 

nations are likely to lead this way. Companies can import capital equipment and intermediate inputs not 

available previously. Access to the flexibility of the use of external technology and equipment would allow 

Indian enterprises to break the technology gap first and to expand at the pace of growth of TFP in the developed 

world. But the question arises if these tiny companies also have access to superior technology when a great 

deal of economic activity is disorganized. If not, how could reform measures have benefited them? 

Many companies do not obtain sufficient credit, i.e. the capital marginal product surpasses the interest rate and 

not to where it might best be utilized. The current incentive system for the bank management may make this 

happen. Whatever the cause, it should also be noted that when it comes to small companies in the unorganized 

sector, how difficult it is for them to acquire credit. Therefore, a credit-constrained non-organized industry 

may not benefit from the superior available technology from the ground. In an economy where the organized 

sector is successful in improving its technology quickly, but in an unorganized sector what is the pattern of 

growth? 

New technologies brought will probably be highly skilled. Investing in new technologies is thus linked to an 

increasing need for qualified people to boost their salaries. Untrained employees in the organized industries 

may potentially increase their pay via collective bargaining. But how can reform help the majority of the labor 

in the unorganized sector?? Multiple channels are conceivable. 

Firstly the unorganized sector which may immediately take use of new technologies. Even tiny units can benefit 

from enhanced connectivity via cell phones, for example. Second, cheaper items from the organized sector 

enhance the actual salary of employees who consume these products in the unorganized sector. Thirdly, 
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increasing earnings of individuals working in the organized sector may be translated into demand in the non-

organized sector for products and services. The degree of this "trickle-down" impact depends on the 

significantly greater revenue elasticity of the products and services unorganized sector. Unorganized sector 

segments with relatively high income elasticity (for example, trade, construction and transport) are expected 

to develop quite quickly. However, it must be noted that growth in this scenario cannot be linked to TFP 

growth; all inputs might increase with increasing demand.  

In the unorganized sector, however, even this growth process will derive jobs from the less productive sectors 

particularly crop agriculture. And shifting work to a high-productivity industry contributes to global economic 

growth. Indeed, this is a key source of growth for a developing country with a large percentage of its 
agricultural workforce. If all the foregoing channels are weak and if growth is broadly restricted to the 

organized industry, the economy might continue to develop fast since 42 percent of the value added is still the 

organized sector, but would have little influence on jobs and thus poverty [7]. The output statistics of this non-

organized sector suffer from an incomplete coverage, indirect estimating techniques, often obsolete 

benchmarks surveys and unknown partiality are a significant warning to our observations, as well as a 

challenge to future analyses. 

 1.2 The License-Permit-Quota Raj and Economic Reforms: 

The raj license quota is a short overview of Indian economic and quotas licenses before to 1991. The changes 

started in 1991 and included four main elements of the pre-reform system. 

(i) Import limitations on tariff and non-tariffs. Restrictions. Import tariffs were one of the highest in the world, 

with rates of above 200%. The protective level fell significantly in the 1990s. The imported tariff income 

declined from more than 55% in the late 1980's to about 22% in the late 1990's to roughly 10% in 2005. 

In order to limit the amount automatically importable in non-tariff barriers, the import license was employed. 

Objects that might be imported without license subject to the open general authorization (OGL). The barriers 

to noncommercial, notably tariffs, began to fall in the 1990s. In 1992, import restrictions on capital goods and 

intermediate products were first lifted. In 1992. The prohibition on quantitative consumables had just been 

abolished in 2000. 

Although tariffs and non-tariff barriers have fallen, import penetration rates have only grown considerably in 

the latter part of the 1990s. Only 79 capital items were in the OGL, established in 1976. By 1988, 1170 capital 

items and 949 intermediate inputs had been covered. Around 30% of imports were carried across through the 

OGL route by 1990. 

The policy of imports under the pre-reform regime was backed up by the fixed exchange rate policy and 

administrative foreign currency allocations. The 1991 changes led to a 1993 move to market-based fixed 

exchange rates. In 1994 the rupee was converted to the current account. Capital transactions are still restricted, 

though. 

(ii) Both domestic and international private sector restrictions. Last restraints took the form of a ban on foreign 

direct investment in several economic areas. Foreign equity in a firm has been limited to 40%, when permitted. 

For larger stakes permission was required. The foreign equity barrier was initially increased in 1991 to 51% 

and subsequently to 100% in most of the industries. In addition, FDI has opened up industries such as mining, 

banking, insurance, telecommunications, airlines, ports, roads and roadways and defense devices. 

Investment authorization was used as a basis for Central Government authorization for investments by both 

holders and potential entrants. Restrictions were applied on the national sector. Moreover, industrial 

organizations identified as big cannot develop without licenses to be acquired pursuant to the Monopoly and 

Restrictive Trade Practices Act (MRTP). Certain industries have been 'reserved' for the manufacture of tiny 

units in order to shield them from competition from large units. Price and distribution inspections were 

commonly implemented in the steel, cement, fertilizer, oil and pharmaceutical sectors. 

Even before 1991, certain exemptions were allowed from industrial license. Automatic capacity growth and 

modification of the product mix was authorized in some sectors in 1975 and again in 1980. Further reform 

actions under Rajiv Gandhi (Prime Minister between 1984 and 1989) were undertaken in 1985-86: broad 

banding of licenses by allowing companies to switch between similar products, de-licensing 30 industries, 
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further relaxing the capacity constraints to large firms, and increasing the asset size limit on small-scale plant 

and machinery. 

And, obviously, there was extensive de-licensing in 1991, and only specific businesses such as alcohol, tobacco 

and the defense industries needed clearance to make investment by the end of the 1990s. The 1991 changes 

also removed specific permits for big industrial homes, which were required under the MRTP. On the other 

hand, deserving industries were sluggish for small companies and reservations were only considerably 

abolished in 2002. At the beginning of the 1990s prices were also abolished in various areas such as iron and 

steel, coal and fertilizer. 

(iii) State banking and insurance controls. In 1969 fourteen prominent private banks were nationalized, and in 
1980 the State also took over six additional banks. In addition, the policy included a huge extension of the 

banking network into particularly rural unbanked areas, lending objectives for the sub banked sectors like as 

farming and substantial interest rate control. Furthermore, in the shape of rigid government investments rules, 

the State has largely pre-empted bank deposits. In the 1990s, changes attempted to weaken or overturn these 

policies. These policies. Furthermore, numerous private players received banking licenses. 

(iv)  Monopolies in the public sector. Eighteen key industries, including iron and steel, heavy plants and 

machinery, telecommunication and electrical equipment, oils, the mining of diverse ores, air traffic services 

and power production and delivery were earmarked for the public sector under the pre-1991 policy framework. 

The sector allocated for public sector businesses was limited to nuclear power, defense aircraft and warships 

and rail transport by means of reforms. 

The License Raj government was motivated by 'autonomy.' All that could be made at home, regardless of the 

cost, should not be imported. Therefore, substantial incentives have been offered to industrial areas with capital 

intensity, where India has no competitive advantage. The strategy also has repercussions for the priority of 

education. Post-secondary education and not primary and mass-literacy were very much the focus of 

educational costs. In the mid-1990s, this weak education framework was instrumental in the remarkable rise 

of the software and other high-tech industries in India, as we shall see later. The unwanted result, however, is 

probably the deceptive expansion of the manufacturing sector of India's labor heavy industry. 

2. LITERATURE SURVEY 

P. Aghion et al. presented in the article which illustrates how a reform of this type might unfairly impact 

businesses and regions in one nation through Indian liberalization in 1991. We start by building a 

Schumpeterian growth model to evaluate the impact of liberalization policies, which would increase entry, on 

growth and inequality. The main forecasts for the model are: liberalization promotes innovation (technology 

adoption) and profits and growth in industries that initially are near the technological boundaries while 

reducing innovation, profits and growth in industries which originally are much below the boundaries; for the 

seventeen major countries of India between 1980 to 1997, we have tested such forecasts in a three digit 

industrial panel. The empirical findings confirm the model's major forecasts. We find that the liberalizing 

impacts of 1991 in India were substantial by boosting productivity growth and profitability in 3-digit sectors, 

initially near to India's productivity limit, and in areas where labor market institutions were more flexible. 

These findings stress the importance of whether and to what degree Industrial and State liberalization has 

benefited the original technological and institutional level in India [8]. 

M. S. Ahluwalia presented in the article that economic reforms in India began in 1991 when a newly elected 

parliamentary administration embarked on a short-term stabilization program, in conjunction with a long-term 

program of broad structural changes, in a particularly acute balanced payments crisis. The economic policies 

reconsideration had started earlier in the late 1980s, when the limits of a development strategy based on import 

substitution, the dominance of the public sector and government control over the private sector became 

apparent. The policy reaction at that time, however, was restricted to liberalizing certain parts of the control 

system without fundamentally altering the system itself. Precisely because they understood the necessity to 

alter the system by liberalizing government control, giving the private sector greater importance and integrating 

more closely with the international economy, the reforms launched in 1991 were distinct [9]. 
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J. Bai et al. presented in the article which provides the statistical theory for the testing and estimation in 

regression models of multiple change points. For the calculated parameters, the rate of convergence and limited 

distribution is achieved. In order to identify the existence and quantity of points of change, several test statistics 

are recommended. It considers a partial model of structural change. The authors investigate the magnitude of 

changes both fixed and reduced. Furthermore, the models permit interference with a serial correlation (mixing 

ales). An assessment approach for the location of breaks is presented at the same time. The technique of authors 

assesses each break instead consecutively [10]. 

3. DISCUSSION 

From past parts it is apparent that the episode of growth in India during the 1980's is no longer an example of 
government-led growth in Asia. It would instead be essential to benefit from these new technologies through 

coincidence of ready availability of new technology, and the need for the trained workforce. Technological 

transfers occurred mainly through simplest and cheaper access through trade liberalization to imported 

machinery in the 1980s and early 1990s. Improved communications (in particular mobile phones) and Internet 

spread were additional technology that had an important role since the mid-1990 in propelling growth. It is 

unthinkable that there would be a revolution in communication technology in India without the breakdown of 

government monopolies and the emergence of competition in communication. And without this 

transformation, India would not have taken off in the fastest-growing industries (for example, business 

services). The steady development we have been witnessing since the mid-90s obviously would not have been 

feasible without the 1991 liberalization measures. The relevance of liberalization measures may be shown by 

assuming that India remains in its pre-reform condition of restrictions on business freedoms to invest and to 

import. New technologies were not going to spread at this rate and growth was going to be considerably slower. 

For example, the establishment of a variety of skills through the replacement of imports, focus on higher 

education to build a pool of university graduates for sophisticated positions in the service industry, and a growth 

in government of banks to mobilize funds. The first condition of the new technologies and their combination 

with the fortunate arrival generated a particular growth pattern which at the time of liberalization would have 

been difficult to forecast. The domination of the service sector is another characteristic aspect of Indian growth 

story. It was the manufacturing sector in East and Southeast Asia. This might be seen in several ways. When 

compared with India, China expanded the fastest in China, and the other way around in India. It's in reality 

manufacturing. But both industries in both nations have grown faster than in the rest of the globe, and in China 

they have grown faster than in India. Yes, services were much more rapidly growing in China than in India. 

The primary distinction is what their exports included. Here are Indian and Chinese factory services. Indeed, 

the notion that India is unique as a developing state is spreading to establish nations with software exports to 

the high end services has created an edge in comparison. This is strange, although it continues to host more of 

the impoverished in the globe than anywhere other country, to be recognized as a development success story. 

What are the consequences for high-end services compared with manufacturing of the fast rising component 

of exports? Firstly, manufacturing employs more intensively non-skilled workers. This is particularly the case 

with unorganized production in the Indian context and it is possible for manufactured exports to have produced 

a large degree of subcontracting to the unorganized sector. In turn, this would have pulled more labor from 

agriculture. 

4. CONCLUSION 

Indeed, one of the key aspects of Indian growth patterns is that agriculture has not decreased much. Indeed, in 

all of India's current developments, absolute labor in agriculture has always grown as it has decreased over its 

comparable eras. The absence of jobs in India has been a major step forward from low to high productivity. In 

addition, the rising percentage of land-workers makes it increasingly difficult to raise agricultural earnings and 

poverty. The literature spoke a great deal about why production in India hasn't evolved faster. The main causes 

were the lack of infrastructure, limited labor laws and small-scale reservations policy. These concerns might 

potentially lessen India's prospects of becoming a work-intensive exporter – a scenario that could accelerate 

the decreasing trend in poverty. The determination, independence of the composition of local demand, the 

selection of industrial activity, of export markets in high-revenue countries. Growth in domestic demand will 

depend on the increased revenue composition. In other words, if investors delay the increase in incomes to 
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support the highly qualified and thus highly income groups, the type of goods and services offered by the 

affluent will be considered lucrative. Few will be unqualified intense work. The trick is so weak to the untrained 

(and hence the poor). 
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