INTERNATIONAL JOURNAL OF RESEARCH AND INNOVATION IN SOCIAL SCIENCE (1JRISS)
ISSN No. 2454-6186 | DOI: 10.47772/1JRISS | Volume IX Issue VI June 2025

%
-
“ RSIS ~

Impact of Liberalization, Privatization, and Globalization (LPG) on
the Indian Economy

Dr. Mohammed Shahid
Associate professor in Economics, Government College Osian, Jodhpur, Rajasthan

DOI: https://dx.doi.org/10.47772/1JR1SS.2025.90600013

Received: 29 May 2025; Accepted: 06 June 2025; Published: 26 June 2025
ABSTRACT

The 1991 reforms centered around liberalization, privatization, and globalization (LPG) represented a major
transformation for India, steering the nation away from a closed, state-dominated economic model toward a more
open, market-driven, and internationally connected economy. This paper examines the multifaceted impact of
LPG on India's economic growth, foreign investment, industrial development, employment, income inequality,
and social sectors like education and healthcare. While LPG spurred significant economic expansion, attracted
foreign capital, and modernized industries, it also introduced challenges such as rising inequality, regional
disparities, and exposure to global economic risks. Using empirical data and scholarly insights, this study
evaluates the successes and limitations of LPG, offering recommendations for sustainable and inclusive growth.
The findings highlight the need for policies that balance economic liberalization with social equity to ensure
long-term prosperity.
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INTRODUCTION

In July 1991, India encountered a critical balance-of-payments crisis, with its foreign exchange reserves barely
adequate to cover two weeks' worth of imports. In response, the government led by Prime Minister P.V.
Narasimha Rao and Finance Minister Dr. Manmohan Singh launched the New Economic Policy (NEP). This
policy marked a significant shift toward liberalization, privatization, and globalization—collectively known as
the LPG reforms. These reforms dismantled the restrictive License Raj, opened markets to foreign competition,
and encouraged private sector participation. The LPG model aimed to enhance economic efficiency, integrate
India into the global economy, and foster sustainable growth (Panagariya, 2008).

This article analyzes the impact of LPG on the Indian economy over the past three decades. It explores how
these reforms transformed economic indicators like GDP growth, trade, and investment, while also assessing
their social and sectoral implications.

Historical Context of LPG Reforms

Prior to 1991, India’s economic framework was defined by state-driven industrial development, restrictive trade
practices, and pervasive government regulation known as the License Raj, which imposed strict licensing
requirements and bureaucratic controls over business operations. The Industrial Policy Resolution of 1956 and
subsequent Five-Year Plans prioritized public sector dominance and import substitution. By the late 1980s, this
model led to inefficiencies, with a fiscal deficit of 8.5% of GDP, external debt of USD 70 billion, and critically
low foreign exchange reserves (Ahluwalia, 2002).

The 1991 crisis necessitated an International Monetary Fund (IMF) bailout, conditional on structural reforms.
The New Economic Policy (NEP) brought about liberalization by easing industrial licensing restrictions,
promoted privatization by shifting ownership of public sector enterprises to private entities, and advanced
globalization by reducing trade barriers and actively encouraging the inflow of foreign direct investment (FDI).
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Key measures included devaluing the rupee, reducing import tariffs from 125% to 30%, and easing FDI
restrictions (Panagariya, 2008). These reforms marked a paradigm shift, aligning India with global market
dynamics.

REVIEW OF LITERATURE

In 1991, India experienced a critical balance-of-payments crisis, compelling the government to adopt the New
Economic Policy (NEP). This policy initiative introduced a series of reforms focused on liberalization,
privatization, and globalization (LPG) to stabilize the economy and foster long-term growth. These reforms
dismantled the restrictive License Raj, opened markets to global competition, and encouraged private sector
participation (Panagariya, 2008). The LPG model aimed to enhance economic efficiency, integrate India into
the global economy, and foster sustainable growth. Over the past three decades, LPG has transformed India’s
economic landscape, driving growth, attracting foreign investment, and modernizing industries, but it has also
introduced challenges such as inequality and environmental concerns. This article examines the economic,
social, and sectoral impacts of LPG, highlighting its successes and limitations while offering policy insights for
inclusive growth.

The LPG reforms emerged as a response to the economic stagnation India faced during the 1980s, marked by a
high fiscal deficit amounting to 8.5% of the GDP and critically low foreign exchange reserves, which could
barely cover two weeks of imports (Ahluwalia, 2002). The Industrial Policy Resolution of 1956 had prioritized
state-led industrialization and import substitution, leading to inefficiencies (Rodrik & Subramanian, 2005). The
1991 crisis necessitated an International Monetary Fund (IMF) bailout, conditional on structural reforms
(Bhagwati, 1993). Liberalization reduced industrial licensing, privatization transferred public enterprises to
private hands, and globalization lowered trade barriers, with import tariffs dropping from 125% to 30% (Joshi
& Little, 1996). These measures marked a shift from a protectionist economy to a market-driven one, aligning
India with global economic trends (Srinivasan & Tendulkar, 2003).

Economically, LPG catalyzed significant growth. Pre-reform, India’s GDP growth averaged 3.5% annually from
1950 to 1980, termed the “Hindu rate of growth” (Rodrik & Subramanian, 2005). Post-1991, growth averaged
6.5% annually from 1991 to 2010, peaking at 8.5% during 2003-2008 (World Bank, 2023). By 2023, India’s
nominal GDP had climbed to USD 3.4 trillion, positioning it as the fifth-largest economy in the world (IMF,
2023). The liberalization reforms significantly boosted private sector investment, especially in the services
industry, which by 2020 had become the dominant contributor to the economy, accounting for more than 50%
ofthe country’s GDP (RBI, 2023). The information technology (IT) industry, led by firms like Infosys and TCS,
capitalized on global demand, positioning India as a global IT hub (NASSCOM, 2023). Foreign direct
investment (FDI) inflows grew from USD 133 million in 1991-92 to USD 81 billion by 2022-23, with sectors
like pharmaceuticals and automobiles benefiting from foreign capital and technology transfers (DPIIT, 2023).

Trade liberalization played a key role in enhancing India’s integration into the global economy. Between 1991
and 2022, the country’s exports surged from USD 18 billion to USD 450 billion. During the same period, India’s
share in global merchandise exports expanded significantly—from 0.5% in 1991 to 1.8% by 2023 (Ministry of
Commerce and Industry, 2023). However, a persistent trade deficit, driven by oil and capital goods imports,
remains a challenge (Chandrasekhar & Ghosh, 2002). Privatization transformed industries like
telecommunications, where private players like Bharti Airtel increased mobile penetration from 0.3% in 1991 to
over 80% by 2020 (Telecom Regulatory Authority of India, 2023). Infrastructure development, facilitated by
public-private partnerships (PPPs), advanced projects like the Golden Quadrilateral highway network, enhancing
connectivity (Bajpai & Sachs, 2000). Yet, bureaucratic delays and land acquisition issues limited progress in
some regions (Kohli, 2006).

Socially, LPG had mixed outcomes. The IT and services sectors created millions of jobs, with the IT-BPO
industry employing 5.4 million people by 2023 (NASSCOM, 2023). However, the decline of public sector
enterprises and traditional industries like textiles led to job losses, particularly in the informal sector, which
employs over 80% of India’s workforce (International Labour Organization, 2023). The unemployment rate
peaked at 7.8% in 2019 before stabilizing at 6.5% by 2023 (International Labour Organization, 2023). Economic
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reforms also led to a rise in income inequality, as reflected by the increase in India’s Gini coefficient from 0.32
in 1991 to 0.38 by 2018, indicating a growing disparity in income distribution across the population (World
Bank, 2023). Urban states like Maharashtra and Karnataka attracted significant FDI, while rural and eastern
states like Bihar lagged, exacerbating regional disparities (Dreze & Sen, 2013).

The private sector’s role in education and healthcare expanded post-LPG. Higher education enrollment grew
from 6 million in 1991 to 40 million by 2023, driven by private institutions (Ministry of Education, 2023).
However, quality disparities and limited rural access persisted (Kingdon, 2007). In healthcare, private hospitals
improved service quality for affluent populations, but public healthcare spending remained low at 1.5% of GDP,
compared to the global average of 6% (World Health Organization, 2023). Rural and low-income communities
relied on underfunded public facilities, highlighting inequities (Baru, 2010).

LPG also introduced challenges. Globalization exposed India to economic volatility, with the 2008 financial
crisis impacting export-dependent sectors (Panagariya, 2008). The agricultural sector, employing 45% of the
workforce, grew at a sluggish 2.5% annually post-1991, compared to 7% for services, exacerbating rural poverty
(Dev, 2008). Rapid industrialization raised environmental concerns, with air and water pollution increasing in
urban centers like Delhi (World Health Organization, 2023). Deforestation and land degradation from
infrastructure projects further strained ecosystems (Gadgil & Guha, 1995). Bureaucratic inefficiencies and policy
gaps, such as India’s 63rd rank in the World Bank’s Doing Business Index 2020, hindered investment in
manufacturing (World Bank, 2020).

In conclusion, the LPG reforms transformed India into a dynamic, globally integrated economy, driving GDP
growth, FDI, and industrial modernization. However, challenges like inequality, regional disparities, and
environmental degradation underscore the need for balanced policies. Policymakers should prioritize inclusive
growth through investments in agriculture and rural infrastructure, promote manufacturing to create jobs,
increase public spending on education and healthcare, enforce environmental regulations, and streamline
governance to enhance the ease of doing business (Sen, 2000). By addressing these issues, India can sustain
LPG’s benefits and achieve equitable economic growth.

Economic Impacts of LPG
GDP Growth and Economic Expansion

The LPG reforms significantly accelerated India's economic growth. Pre-reform, India's GDP growth averaged
3.5% annually from 1950 to 1980, often termed the "Hindu rate of growth” (Rodrik & Subramanian, 2005). Post-
1991, growth averaged 6.5% annually from 1991 to 2010, peaking at 8.5% during 2003-2008 (World Bank,
2023). As of 2023, India’s nominal GDP stood at USD 3.4 trillion, elevating it to the position of the world’s
fifth-largest economy (World Bank, 2023).

Liberalization dismantled bureaucratic barriers, fostering private investment and competition. The services
sector, particularly information technology (IT) and telecommunications, emerged as a growth driver,
contributing over 50% to GDP by 2020 (Reserve Bank of India, 2023). The IT industry, led by companies like
Infosys and TCS, capitalized on global demand for software services, transforming India into a global IT hub.

Foreign Direct Investment and Trade

Globalization opened India to international capital and markets. FDI in India witnessed a remarkable surge,
rising from USD 133 million in 1991-92 to USD 81 billion by 2022-23 (DPIIT, 2023). Key sectors such as
information technology, pharmaceuticals, and automobiles became major magnets for foreign capital,
facilitating technology transfer and driving innovation. Concurrently, trade liberalization led to a substantial
reduction in import tariffs, which stimulated export growth—from USD 18 billion in 1991 to USD 450 billion
by 2022. As aresult, India’s share in global merchandise exports increased significantly, climbing from 0.5% in
1991 to 1.8% by 2023 (Ministry of Commerce and Industry, 2023).
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However, India’s trade deficit widened due to high imports of oil and capital goods. While globalization
enhanced export competitiveness in services and pharmaceuticals, manufacturing exports lagged, highlighting
the need for industrial diversification.

Industrial and Infrastructure Development

Privatization and deregulation transformed India’s industrial landscape. The abolition of industrial licensing
spurred the growth of private enterprises like Reliance Industries and Tata Group. The telecommunications
sector exemplifies this shift: private players like Bharti Airtel and VVodafone increased mobile penetration from
0.3% in 1991 to over 80% by 2020 (Telecom Regulatory Authority of India, 2023).

Infrastructure development also benefited from public-private partnerships (PPPs). Projects like the Golden
Quadrilateral highway network improved connectivity, facilitating trade and industrial growth (Panagariya,
2008). However, challenges such as bureaucratic delays and land acquisition issues persisted, limiting
infrastructure expansion in some regions.

Social and Sectoral Outcomes
Employment and Labor Market

LPG reforms had a mixed impact on employment. The growth of the services and IT sectors created millions of
jobs, particularly for skilled workers. The IT-BPO industry employed 5.4 million people by 2023 (NASSCOM,
2023). However, the decline of public sector enterprises and traditional industries like textiles led to job losses
in certain segments. The informal sector, employing over 80% of India’s workforce, saw limited benefits,
contributing to jobless growth in some periods (International Labour Organization, 2023). The unemployment
rate fluctuated, peaking at 7.8% in 2019 before stabilizing at 6.5% by 2023 (International Labour Organization,
2023).

Income Inequality and Regional Disparities

While LPG increased overall prosperity, it widened income inequality. The Gini coefficient rose from 0.32 in
1991 to 0.38 by 2018, reflecting growing disparities (World Bank, 2023). Urban areas and states like
Maharashtra, Karnataka, and Tamil Nadu attracted significant FDI and industrial growth, while rural areas and
eastern states like Bihar and Odisha lagged (Ahluwalia, 2002). This regional imbalance fueled socio-economic
tensions and urban migration, with cities like Mumbai and Bangalore facing infrastructure strain.

Education and Healthcare

The private sector’s role in education and healthcare expanded post-LPG, improving access but raising concerns
about equity. Private educational institutions grew, with enrollment in higher education rising from 6 million in
1991 to 40 million by 2023 (Ministry of Education, 2023). However, quality disparities between private and
public institutions persisted, and rural access remained limited.

In healthcare, private hospitals and clinics proliferated, improving service quality for those who could afford it.
However, public healthcare spending remained low at 1.5% of GDP, compared to the global average of 6%
(World Health Organization, 2023). This led to unequal access, with rural and low-income populations relying
on underfunded public facilities.

Challenges and Criticisms
Economic Vulnerabilities

Globalization exposed India to international economic fluctuations. The 2008 global financial crisis and
subsequent slowdowns affected export-dependent sectors like IT and textiles (Panagariya, 2008). India’s reliance
on imported oil and capital goods made it vulnerable to currency depreciation and trade imbalances.
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Social Inequities

The benefits of LPG were unevenly distributed. While urban middle and upper classes prospered, rural and
marginalized communities saw limited gains. The agricultural sector, employing nearly 45% of the workforce,
grew at a sluggish 2.5% annually post-1991, compared to 7% for services (Reserve Bank of India, 2023). This
disparity exacerbated rural poverty and farmer distress.

Environmental Concerns

Rapid industrialization and urbanization post-LPG raised environmental challenges. Increased industrial activity
and lax regulations led to air and water pollution, with cities like Delhi facing severe air quality issues (World
Health Organization, 2023). Deforestation and land degradation from infrastructure projects further strained
India’s ecological balance.

Policy and Implementation Gaps

Despite reforms, bureaucratic inefficiencies, corruption, and policy inconsistencies hindered progress. The ease
of doing business improved, but India ranked 63rd in the World Bank’s Doing Business Index 2020, reflecting
ongoing challenges (World Bank, 2020). Land acquisition disputes and labor market rigidities also deterred
investment in manufacturing.

CONCLUSION AND POLICY RECOMMENDATIONS

The LPG reforms of 1991 transformed India into a dynamic, globally integrated economy, driving GDP growth,
FDI inflows, and industrial modernization. The services sector, particularly IT, emerged as a global leader, while
infrastructure and trade saw significant advancements. Despite the progress driven by economic reforms,
persistent challenges such as rising income inequality, uneven regional development, and environmental
degradation underscore the importance of adopting more inclusive and sustainable policy measures to ensure
balanced and equitable growth.

To maximize LPG’s benefits, policymakers should focus on:

Inclusive Growth: Increase public investment in agriculture, rural infrastructure, and skill development to reduce
disparities.

Industrial Diversification: Promote manufacturing through incentives and labor reforms to create jobs and reduce
trade deficits.

Social Sector Investment: Enhance public spending on education and healthcare to ensure equitable access.

Environmental Sustainability: Enforce stricter regulations and promote green technologies to mitigate
environmental impacts.

Governance Reforms: Streamline bureaucracy and improve ease of doing business to attract sustained
investment.

By effectively tackling issues like inequality, regional imbalances, and environmental concerns, India can build
upon the achievements of the liberalization, privatization, and globalization (LPG) reforms. Doing so will pave
the way for sustainable and inclusive economic growth, further strengthening the country's trajectory toward
becoming a leading global economic power.
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