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Matthias Oschinski

A Tale of Two Trade Regimes: India’s Development Experience

Summary

When India initiated economic reforms in July 1991 to deal with dimsexuences of the
balance of payments crisis the country also started to open its economy tdioriatnade —
if only gradually. Over the years, this policy has beelcazéd by NGOs as harming the poor
through increased competition by multinational companies and througjhimggrices of
agricultural products.

Consequently, this paper analyses India’'s performance with régatd two different
trade regimes over the past four decades and assesses dpedative impacts on poverty

alleviation.



1. Introduction

When India initiated economic reforms in July 1991 to deal with timsexquences of the
balance of payments crisis the country also started to open its economy tdioriatnede —
if only gradually. Over the years, the measures of trdmedlization have been criticized by
NGOs as harming the poor through increased competition by ntidtinhcompanies and
through declining prices of agricultural products. The campaignensishggiobalization
expressed their concern that while big monopolies and foreign ¢stpitadll benefit from
overall liberalization, small farmers, beneficiaries of th&blle Distribution System and
agricultural labourers would lose out (Agrawal 2001). The consequendd be an increase
in poverty and inequality.

The address to the nation of India’s then President Shri K. R. &aray2000 reflects the
view of many sceptics of reforms. With regard to liberaloratand poverty the President
stated: ‘The benefits of our economic growth are yet to reach ftine poor]. We have one of
the world’s largest reservoirs of technical personnel, but also dhle’'svlargest number of
people below the poverty line, and the largest number of childrenriagffeom malnutrition.
Our giant factories rise from out of squalor; our satellitesos up from the midst of the
hovels of the poor...Tragically, the growth in our economy has not been unitdmas been
accompanied by great regional and social inequalities...The unabashgat, indulgence in
conspicuous consumption by the noveau-riche has left the underclasageaethustration.
One half of our society guzzles aerated beverages while the ludseto make do with
palmfuls of muddied water. Our three-way fast-lane of libeaibn, privatisation and
globalisation must provide safe pedestrian crossings for the unesrgzbimdia also so that it
too can move towards “Equality of Status and Opportunity” (NarayarR.K2000 cited in
Dutta 2002).

A good decade after reforms have been initiated it is worth, tleerexplore the
relationship between openness and poverty in India to determine whethenitics have it
right, i.e. whether there is indeed a negative relationship betopmess and poverty. To
this end, India’s experience with regard to openness and poverty isnegaior a period of
four decades — from 1960 to 2000. Taking a longer time period into considdras several
advantages. First, it helps to understand the country’s performanoericioig the alleviation
of poverty under different political and trade regimes. Secondstiéffs the comprehension of
the economic policy measures taken before 1991 and explains how the:yiically result in
a crisis. Third, it allows a comparison of the success (arr&ilof the different approaches
taken to reduce poverty. In India today a good 300 million people live beonowverty line,
with a great majority residing in the rural areas of the egum/hile overall poverty data
seems to have improved since economic reforms had been introduced havedbenefited
(Agrawal and Srinivasan 2000; Bhalla 2001). Thus, a more detailed stagyheip to
understand what works for poverty reduction and why. Finally, and equatigrtant, a
longer time period permits the application of a times sene$yses which contributes to a
better understanding of the empirical relationship between openness and poverty.

Consequently, the paper is structured as follows. The first patiysasalndia’s
performance with regard to poverty alleviation under the prevalade tregime from the
1960s to the balance of payments crisis in 1991. The main reason for beginning the @nalys
1960 is that up to the late 1950s India could not put in place a realgdttiategy aiming at
the reduction of poverty and the economic development of the country. Ratliee early
years after independence it had to deal with the consequencesSd¢dbnd World War and
the partition which followed independence. Thus, the years up to thElads were spent in
re-establishing law and order, consolidating political power andbritating the economy
(Nayar 2001).



The second part analyses the country’s experience after tlagonitof reforms following
the crisis in 1991. The development experience during the postargkniod can be divided
into two different parts (Dutta 2002). First, the immediate nomesstaken aimed at the
stabilization of the economy and the reduction of macroeconomic indeslaln a second
step, the Indian government undertook structural adjustment measurestiaedi reform
programs in order to boost economic growth. As we shall see, ecoredoritis indeed led to
higher growth rates although the country liberalized very cayefuid might have reaped
more benefits by choosing a bolder approach.

In the third part of the paper the possible influence of openness ortypisvexamined by
applying a time series analysis. The main results inditetethere is no direct impact of
openness on poverty — neither positive nor negative. Rather, it seems that cdheistash as
female literacy, development expenditure, population growth and the roanufg share of
GDP play a more important role. Further, a Chow test reveaisdnmation for a structural
break following the crisis in 1991. This is in line with the perception that reformescaeried
out very carefully and gradually.

2. The First Development Experience: 1960 to 1991
2.1 Plans and Good Intentions

When the government of India published its Second Five Year Plan in 18lb6trated
the development approach the country should take for years to come. From the verydeginnin
the goal was to combine strong economic growth with equitablen@adistribution and
national self-reliance in a democratic framework. In order tcegehihese aims it was seen as
necessary to follow a strategy in which the state had a sttamgs. It was believed that
central planning would best serve the objective of creating strong economic grewdei to
alleviate mass poverty (Tendulkar 2000). The basic idea behind a lyeplaahed economy
was that it would help create stability by removing uncertafoty private actors, thus,
stimulating private investment which would otherwise not happen in anrdewdtoped
economy. To this end, the state was to take over investment iniglsgdrastructure, i.e.
roads, railways, and irrigation as well as the production of, steal, power and heavy
electrical machinery. The intention was a kick start for tmemy and incentives for private
investment whereby the state would influence both the pace assvéle composition of
economic activity as the latter should serve human development. Inydse of the
government, the best political structure to combine strong economithgnath an equitable
distribution of income was a socialistic pattern of societyhi tespect the state had to deter
the development of capitalistic monopolies and instead foster sca#l-sndustry.
Consequently, where large industrial companies were seen asargcesthe process of
industrialization and economic advancement they were owned by dte #ts India’s
constitution states social, economic and political justice and ithienieation of inequality in
income, status, facilities and opportunities amongst individuals angpgras the guiding
principles of politics, the state perceived it as its task torenthat material resources were
distributed in a way as to best serve the common good. Hence, theitcatae of wealth
and means of production needed to be avoided (Basu 1983). This was best hewedac
through a strong public sector as stated in {HeF&e Year Plan: ‘The basic criterion for
determining the lines of advance must not be private profit budlsgein... The public sector
has to expand rapidly...it has to play the dominant role...the public seattrgmow not only
absolutely but also relatively to the private sector’ (GOI 1956 in: Nayar 2001).

While socialism and central planning constituted the first twdarpil of India’s
development strategy the third was economic self-reliance washassociated with a policy
of import substitution (Dahiya and Khera 2000). This strategy shall be descriied ne
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2.2 Self-Reliance

India’s strategy of self-reliance was an essential pathefMahalanobis model — named
after its initiator, the economic planner P. C. Mahalanobis. loriggnal version from the
early 1950s the Mahalanobis model was based on the Harrod-Domar fomd#hg on the
accumulation of capital to spur economic growth. The former scheamefwther, however,
by specifying the sectors in which investment had to take jptaoeder to develop from an
agrarian society to an industrial one. In this, Mahalanobis’ conceptsbuitarities to the
Feldman model developed in the Soviet Union in 1928 which gives high prefdcetive
investment goods industries sector (Nayar 2001).

The Indian approach shared the export pessimism of that tinesulted from the believe
that trade with primary goods would not help to obtain the capital gocettedefor the
development of the economy as terms-of-trade would turn againstdbosties exporting
primary commodities; a thought explicitly developed in the PreHobger thesis. As a
consequence, Indian planners saw the country’s need to develop its own emiegtimds
industry in order to become competitive towards the already industrialized eesnomi

Yet, the notion of self-reliance, justified by the prevalent devedyrtheories of the time,
has been developed long before the Prebisch-Singer thesis exgriefiugnce on policy
makers in post-colonial societies. As Nayar (2001) and Sriniv@880Y) show, this concept
has originally been developed in the early 1900s by the Indian Natdoagress —
commonly referred to as the Congress Party. Following a lilpdrate of the movement,
during which its members endorsed large-scale industrializatiothébearly 1920s many
started to maintain a position favouring state intervention and isstitsability. To a large
extend this reflected anger and disappointment with British ruleeasolonial authorities had
shown no effort to develop the country economically. Consequently, Mal@amzhi could
catalyze the frustration into a mass movement comprising thameelle class and the rich
and middle peasantry and transformed the Congress Party irdesaonganization. Although
Gandhi himself rejected large-scale industrialization and engtrstate, many of his
substitutes advocated exactly that. One of them was JawaNatiau — later to become
India’s first Prime Minister. In speeches he gave in the 1930sgdsatedly endorsed ideas of
socialism and self-reliance and began to develop an economieggtifar an independent
India. Summing up his thoughts in 1946 he noted: ‘In the context of the modddh nwr
country can be politically and economically independent, even withinfrémework of
international interdependence, unless it is highly industrialineldhas developed its power
resources to the utmost. Nor can it achieve or maintain high stisnofaliving and liquidate
poverty without the aid of modern technology in almost every sphdife.ofn industrially
backward country will continually upset the world equilibrium and encouttag@ggressive
tendencies of more developed countries. Even if it retains itscabindependence, this will
be nominal only and economic control will tend to pass to others’ (NE®¥6 quoted in
Srinivasan 2000: 667).

It follows, then, that economic self-reliance was seen by Indaiading fathers as a
necessity in order to retain political independence. While raquidstrialization and central
planning were pursued as essential strategies to move the oati@i mass poverty, the
notion of self-reliance is mainly a result of the country’s independenaggtt against British
colonial rule. Not to be economically self-reliant would me&m e subservient to the
economy of foreign countries. It means economic bondage and probably also political
subjectiofi (Nehru 1943 quoted in Narya 2001: 69). Thus, India’s concept of self-relianc
was not based on dependency theories which were common at thedicmuntry specified
its development strategy. Rather, it was a result of Indialgygle for independence and the
Congress Party’s disappointment and frustration with the explat&ritish rule. As Roy
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(2002) points out, the leaders of the Congress Party blamed Baisser-faire and the
country’s openness to foreign goods and capital for the developmerdssf poverty. This,
however, disregarded the fact that during 60 out of the 90 years teghBrule India’s
economy actually showed positive growth and profited from an imeiusito the world
economy. It was only with the beginning of the First World Wartaedsubsequent collapse
of the world economy that growth and poverty figures worsened. Bpati of the country’s
social and economic problems on an exploitative colonial rule, thouglenpedsa perfect
alibi to implement a policy of self-reliance. A strong role fbe state combined with
economic independence from the outside world, then, are ultimate atéserof the
sovereignty which India’s resistance movement has fought flangp This fact leads Narya
to state that the country’s economic strategy was not the rafstdt power of economic
theory but rather one ofd theory of power(2001: 71).

2.3 The Trade Regime

Indian planners termed the country’s economic policy frameworkixed economy’. By
this they meant a blend of central planning and public control over iampoareas of
industrial development combined with some space for private entatpiisgia’s trade
regime was thereby characterized by a system of import substitution.

One characteristic of this strategy was a complex syste quantitative restrictions on
imports where licences had to be obtained to import capital anadnedeate goods. The
import of consumer goods was generally prohibited. Capital goods didded into two
categories, termed ‘restricted’ and ‘open general licensinGL{Oespectively. Goods falling
into the latter category could in general be acquired withouteade. For the import of all
others a licence had to be granted. Intermediate goods were gdgato four different
groups, namely ‘banned’, ‘restricted’, ‘limited permissible’ da@GL’. To make matters
worse, goods from the ‘OGL’ category could not automaticallyrg@orted. In principal, the
importer needed to prove that he was an ‘actual user’, implyingpéhats not allowed to sell
the imported goods in the domestic market for a period of 5 yeargdorhestic trade with
imports was subject to public ‘canalizing agencies’. Another naffi-berrier existed in the
‘Phased Manufacturing Programme’ with which domestic producers hadonamit
themselves to gradually substitute imported machinery by dombstmaduced capital
goods (Aksoy 1992).

The Indian tariff regime supported the system of protectionisnfirgitglance, it seemed
very simple and transparent but due to various exemptions it too bemneomplex.
Average tariffs were generally higher than those in other deveglamuontries (see Table 1)
and constituted an important part of government revenues. By the late 1198G&hare of
tariffs in government revenues amounted to 34.8 percent. The countify’sartdr non-tariff
system transformed it into the world’s most autarkic non commumustty (Joshi and Little,
1996).



Table 1: Tariff rates for industrial goods (unweighted)

Intermediate Capital goods Consumer Manufacturing Import
Country products goods tariff

Average | o | Average| ¢ | Average| o Average | o© rate
Argentina 21.2 153 25 12.6] 21.9 8 22.9 14.3 13.8
Bangladesh 97.9 60 80.5 18.1 116.1 82 100.8 67.3 15
China 78.9 55.7 625 | 47.8 130.7 | 66.9 91.2 63.4 n.a.
India 123 46.8| 1145 | 54.8 1285 | 32.6 121.7 46.6 41.3
Morocco 21.6 16.9 18.1 12 43 20.% 27.8 20.4| 16.6
Mexico 23.5 16.3 235 | 17.3 32.2 26.4 247 19 6.8
Thailand 27.8 204 248 | 16.2] 48.5 38.7 33.5 28.6) 12.5

o = standard deviation. (Source: World Bank, 198971

India’s aim with regard to its export policy was both to ensuredaquate supply for the
domestic market and to promote the export of sophisticated commog@itiasequently, the
policy consisted in a mix of controls and subsidies. Restrictiongports were carried out
under a licensing regime which mostly aimed at primary andnetgiary goods necessary to
produce sophisticated commodities. Although India had a comparative aglvawith regard
to agriculture the bulk of products restricted from exports werewtural commodities
(Panagariya, 1994). The idea behind this strategy was to ensuffeci@rst supply of food in
the country. To set incentives for the export of manufactures therrgoent undertook
measures to promote exports under various schemes and also set uprexgsding zones
(EPZ) and export oriented units (EOU). Overall, however, Indig®® performance during
this time was quite modest. On the left hand side in Graph 1 beldva’'d share in world
exports is depicted. It shows a steady decline from 1.2 pdarc&960 to a mere 0.4 percent
in 1986. The right axis portrays the country’s export ratio (expdd/Ghere is a slight
improvement here in the mid-1970s when EPZs and EOUs were introducédsticgrid did
not continue. Rather, the ratio started to decline again soon aftErwAll in all, the figures
underline an ideology that views exports more or less ascassary evil’ in order to be able
to pay for the imports needed to establish a large-scale industrial sector.

India's Export Performance 1960-1990
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Figure 1: India’s Export Performance (Source: IFS, 2004; Srinivasan 2000)



2.4 The Performance

If one were to sum up India’s development strategy of seHweé combined with a
socialistic pattern of economic policy in merely one word it woukeha be —failure. This
section shall provide a justification for this judgement.

By following its development strategy the country’s aim wageioerate economic growth,
to establish social justice and to alleviate poverty. Accorgdjighill assess the performance
with respect to these criteria. Taking up the issue of growsh, filelivers a rather bleak
picture. As Graph 2 shows, average growth rates for in theviicstiécades were rather low.
The decline from the 1960s to the 1970s is in part a result of tshaeks to the Indian
economy (Srinivasan 2000). First, the war in Bangladesh createdeainflux of refugees
which the country had to assist and to absorb. Second, the collapse Brettua-\Woods
system had adverse effects on the economic situation. Third, lnfieaesl unfavourable
weather conditions between 1972 and 1975 leading to an overall small tagaicautput.
Finally, the first oil crisis in 1973 increased prices for inipaevith negative repercussions for
growth. Despite these crises, however, even the averagel™igittavth rate in the 1960s of
about 1.7 percent is far from impressive and one can argue that haduthey set the
economy on a higher growth path to begin with, the slump might not hamesbestrong in
the following decade. The picture seems to look a bit brighter whererntatng on the
1980s. Here the average growth rate was around 3.6 percent. The reatius fogher
growth, though, was not a result of structural changes with regamibte liberalization.
Although India announced a more liberalized trade regime by thel®&ds it mainly
changed quantitative restrictions into high tariffs so that tha®no real change in the level
of protectionism. Domestic liberalization measures did not occhereit rather, the Indian
government increased public spending in the form of subsidies and development expenditure.

Average Growth Rates 1960 to 1990

1960s 1970s 1980s 1960-1990

Figure 2: Average Growth Rates prior to reforms(Source: World Development Indicators 2002)

When Indira Gandhi returned to power in 1980 tfleFé/e Year Plan — entitled ‘New
Industrial Growth with Direct Measures for Poverty Eradadti— was initiated. The
government saw the need for a higher public assistance to the poaromselquently
increased development spending and overall subsidies to big and smedfstaihis is
illustrated in Graph 3 which depicts agricultural subsidies in percer@DP and, as a
contrast, the financial support to export promotion from the late 196€settate 1980s.
Whereas public assistance for export promotion drasticallyneéelcby the mid-1970s, and
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stayed low until the late 1980s, agricultural provisions increaeadiderably in the early
1980s under Indira Gandhi’s regime and stayed at this level through Rajiv Ganidini’s re
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Figure 3: Subsidies 1966 to 1990 (Source: Indiastat.com, 2004).

A main cause for the increase in subsidies was to be found in Indian politics atg. 30cCi
the late 1970s the Congress Party had suffered its firsttdaefeie central level since
independence. And although it regained power in 1980, the general politics ddvalope
shorter time horizon as the Party became aware of thehtdntorder to win elections in the
future it had to win over powerful interest groups — among theimamz middle peasantry.
Thus, the government increased subsidies and other public spendingdtatgttose groups
(Nayar 2002). After Indira Gandhi was assassinated, her son fRiépwed her in power.
His government started out with a massive majority in parliamgnhe Congress Party had
won 415 out of 545 seats. Rajiv Gandhi saw the need for a liberalizattbe etonomy in
order to spur growth and to alleviate poverty. To this end, he chosesdusiates from the
business community and with th® Five Year Plan (‘Industrial Growth and Liberalization’)
his government started to delicence a number of industries, reducedgpaiding and taxes
and eliminated some government controls on imports. While intellecarals English
language newspapers endorsed the beginning of reforms — tHeStwést Journal even
dubbed the new Prime Minister “Rajiv Reagan” — the overall publkttha opposition in
parliament denounced them as anti-poor and as the selling out 0§ IsoN@reignty to big
corporations (Varshney 1999). Hence, in the face of massive protestsiegpite their
enormous parliamentary majority, the government started to trétoga reforms, increased
subsidies and raised tariff levels. In this context Bardhan (19&4afgaed that in essence
there are three proprietary classes in India, namely industrtalists, rich farmers, and
public sector professionals. Neither of them would have profited frémmme and thus their
resistance was immense. In addition, especially with regdedrteers the Congress Party had
a soft spot as the rich and middle peasantry had been involved witloigee€s movement
since colonial times. This factor also prevented necessary chage reforms in the
agricultural sector.

Not surprisingly, then, India’s performance with regard to povedyaton during 1960
to 1990 was rather disappointing. Graph 4 depicts average rural amdhe&®@dcount ratios
for the three decades prior to reforms. As can be seen, theygaetisally no change in the
1960s and 1970s both with respect to rural and urban poverty. The pictprevas
somewhat during the 1980s with rural poverty falling by about 14 p&ge points and
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urban poverty decreasing by about 10 percentage points. While thisglaitk$smpressive at
first glance, this success was in large part due to a shemgase in public spending. This
approach, however, was not sustainable over a longer period of time andnéed India’s
fiscal problems which were later to result in a balance of payments crisis.

Rural and Urban Headcount - Averages 1960 to 1990

1960s 1970s 1980s 1960-1990

@ Rural Headcounm Urban Headcour{t

Figure 4: Rural and Urban Poverty (Source: IndiaStat.com, 2004)

Regarding social justice one can examine India’s pre-refopar@nce by using a variety
of different indicators some of which are depicted in Table 2Hosd years for which data
was available. As one of the goals was to achieve a moréaegal distribution of income |
will turn to the Gini coefficient first. Column 2 in Table 2 disdayne change of the Gini
coefficient between 1960 and 1990. As the figures show, there has not befercimnge in
social justice as far as income distribution is concerned fiecedex dropped only slightly
from its initial level of 32.59 percent to 30.46 percent.

Another way of perceiving social justice is by consideringctiances various segments of
society have with regard to participate in the economic processmber of authors took up
this issue by exploring how India’s caste system hampers swodhllity and, in turn,
reinforces poverty patterns (Desphande et al. 2004; Thorat and Desphand&a99@t al.
2002; Sundaram and Tendulkar 2003). This issue mainly affects memberhexfuted
Castes (SC) and Scheduled Tribes (ST) who over centuries havaaeraathe lowest ranks
of the economic hierarchy where, not surprisingly, the incidence ofrtgoigethe highest.
Since members of SC by birth have only been allowed to take wpdging positions
characterized by little productivity could not aspire for occupatligker up in the social
hierarchy social mobility was inexistent. With respect {©, 8eir social and economic
disadvantages originate from geographical issues. Living on aridinatite more isolated
parts of the country, they mainly have to make due with the séantty of their cultivating
efforts. Lacking proper access to education and health care they l&@edy been
marginalized by society. At times, they have been uprooted fiemttaditional environment
as dams or other public infrastructure was built, without receiving proper rermonera

In columns three and four in Table 2 the percentage of memberslil &L the poverty
line are compared with the respective section of society not betptaythis group. Whereas
the incidence of poverty decreased for the latter group both in mdaudban areas, rural
poverty for members of SC declined only slightly and even inadeas@rrban areas. An
explanation for the latter phenomenon might be found in rural-urbaratmigyr although
exact numbers are hard to come by.
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A third criterion with respect to social justice can be seethenincidence of corruption
within a society. Hence, numbers for India from the International @pRisk database are
included in column five of Table 2. The PRS Group which publishes thenati@mal
Country Risk Data allots specific numbers to each risk categiwsreby the higher the
number, the lower the risk. The highest number to achieve in theooategrruption’ is six.
Thus, according to this measurement, India’s level of corruption itirtteeprior to reforms
could be described as ‘medium risk’. As can be seen in Table 2, Ihelr@lsof corruption,
and hence this risk assessment, did not change since datateeghss commenced. With
regard to social justice corruption can be seen as problematit @n prevent the
participation of segments of society in the economic process. iBlpamall entrepreneurs,
unable to pay the going rate to a government official, mightdos@®n access to projects or
imports. The cause for the incidence of corruption in India can dirketiderived from the
chosen development path. As Varshney (1999) reports, to acquire an imtdgtemse could
require up to 80 permissions. In addition, the trade system with comggaebations towards
guantitative restrictions, licensing and the tariff system wstiarious exemptions created an
environment which downright invited the offer of bribes by competindigsarThus, a
strategy intended to create more social justice directly contributed tergrgastice.

Table 2: Selected Indicators on Social Justice

v - Percentage of SC below | Percentage of Non-SC Incidence of

ear Gini . . .
poverty line below poverty line Corruption

1960 32.59 Rural Urban Rural Urban

1961 33.08

1962 32.6

1963 30.73

1965 31.05

1966 31.14

1967 31.06

1968 30.55

1969 31.86

1970 31.47

1971 30.38

1973 31.85

1974 29.17

1978 32.14

1983 31.49 57.77 36.48 45.61 40.12 3

1987 32.22 56.41 48.11 42.15 37.27 3

1988 31.82 3

1989 31.15 3

1990 30.46 3

(Source: World Development Indicators, 2004; Thanatl Deshpande, 1999; ICRG, 2004).

A final aspect of social justice concerns India’s dualistic laboarket. In creating a
dominant public sector with rather rigid labour laws the majoritthefcountry’s employees
are still employed in the informal sector of the economy whiéckhiaracterized by a low
capital-labour ratio, practically no job security, poor workiongditions and low-paying jobs.
Whereas employees in public enterprises enjoyed high levetd afecurity more than 90
percent of the workforce was excluded from employment thediosector - and until today
the informal sector occupies around 93 percent of the entire workforce (GOI 2004).

Overall, then, India’s development strategy failed on all accountslid not manage to
generate enough economic growth to alleviate mass poverty aeddnst improving it, it
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contributed to social injustice. Looking at the statistics, thoughcoulel argue that one aim,
the industrialization of the country, has been reached as the dhaggiculture in GDP
declined from 44 percent in 1960 to 29 percent in 1990. However, the maybrthe
workforce, about 66 percent remained in agricultural occupations (Rothemund TBA5)
the strategy of large-scale industrialization with the hopegémerty reducing effect was
also unsuccessful.

While growth rates gained some momentum in the 1980s and overall pdeergased,
this was in great part due to high levels of public spending whiclyfigsulted in a balance-
of-payments crisis in July 1991 (Oschinski 2003). In the course ofd8@slthe country’'s
fiscal deficit increased from 6 percent of GNP to 8.4 percent of GNP. Thengyoeficit was
largely financed through India’s central bank resulting in an expartfithe monetary base
and higher inflation rates. To hold the inflation rate down, the governstaméd to reduce
public investment but already the current account had been worsdmnledfoveign debts
grew. A great deal of the debts consisted in short-term cdfptaé coming from Non-
Resident Indian (NRI) deposits and commercial banks at high intetest By 1990-91
India’s debt burden had risen to 22 percent of current account reaaght830 percent of
exports earnings compared to 10 percent and 15 percent in 1980, regpéSachs et al.
1999). With the beginning of the first Gulf war remittances fiéRi’s working in the region
drastically declined. This and a subsequent hike in oil price®laddll in the central bank’s
reserves from 3.11 million US$ in August 1991 to 896 million US$ in Janl@®y. The
pressure on the Indian Rupee additionally reduced reserves as the bank tried to
stabilize the exchange rate. By June 1991, the country’s reservasmyradied to a value
equal to a two-week’s import volume. In this situation the governmerdeteto not only put
in place a short-term stabilization program but also to introduce rmewial structural
reforms. In the wake of the reforms, the country gradually opgésestonomy to the world
market. The record of this strategy with regard to poverty alleviationtshatkplored next.

3. The Post-Reform Development Experience 1991-2000

In 1991 a minority government under Prime Minister Narasimha Ram place a new
economic policy — which in part had been prescribed by IMF and Wortk Béich
supported the country financially during the crisis. The reformodedan thereby be
distinguished into a stabilization period and a period of structural tagas and reforms
(Dutta 2002). In the first period, which lasted about two years, @@ ©oncern was to
reduce fiscal and current account deficits. The second period ainpéacing the country at a
higher growth path. To this end, the then finance minister Manmohan Singlduced a
number of reforms previously unseen in India’s recent past. Aftesimweessive devaluations
of the Indian rupee in August 1991 he went about to gradually introduce sharggnomic
policy. Domestically, the country abolished the licensing system fardalkiries but six — the
exemptions comprising of industries concerned with atomic enatgyic minerals, mineral
oils, arms and ammunition, and railway transportation. All othexsgpeeviously reserved for
the public sector were opened up to private investors. In addition, tmeifihgector was
reorganized and the entry of new private banks became easiehempairts, though, the
government did not find a majority for domestic reforms. Resistaaseespecially high with
respect to the privatization of public enterprises, a chantgbour laws and a lowering of
agricultural subsidies. Reforms on the first two points were tegjeas many politicians
expressed their concerns about a subsequent sharp increase in unemtployntke second
point it was argued that Indian farmers could not be exposed todhd market without
public assistance as foreign competition would be too powerful (Varstg89). Up to now,
there have not been major changes on these issues since the initiation of reforms
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While Singh managed to reach quick consensus on some domesticsteficsrplanned
liberalization of the external sector met more resistantie @pposition parties (Ahluwalia,
1999). Many were concerned that opening up the economy to the worldt naaridel
especially harm the poor and that before the country was to opdrergpriceded to be a
levelled playing field towards industrialized countries. Othengued that with increased
openness the country would concede its sovereignty to multinational @topsrthat way
degenerating into a playground of foreign powers. How deep concerns abasatt
openness were is illustrated in a speech Manmohan Singh delivarendviace members of
parliament of the advantages of a more open economy: ‘[It] is sopgeexpressed that the
policy of welcoming foreign investment...may jeopardise our sogetgi These fears are
misplaced. We must not remain permanent captives of a fear Batdndia Company, as if
nothing has changed in the past 300 years’ (Singh 1992 quoted in Varshney 1999: 232).

This, again, demonstrates how profoundly the country’s policy decisidhsregard to
openness had been influenced by colonial experience.

In the end, regarding external liberalization a compromise @ahed and the parliament
decided on a gradual approach towards openness. This approach consistesliystitution
of quantitative restrictions into tariffs, a careful loweringow€rall tariffs, and an increase in
foreign direct investment. With regard to the first issue thentry, once it had joined the
WTO in 1995, agreed to phase out quantitative restrictions compleitbiy \& span of six
years.

Since there were widespread concerns about the reform’s potesgative impact on the
poor, the government agreed to increase its efforts with regpsapport of the poor and the
implementation of anti-poverty programmes. This posed a problersdal fpolicy, though,
since one of the goals was to drastically reduce the fiséaitdéds Table 3 illustrates this
aim was only partly met. While the fiscal deficit as acpatage of GDP declined from 8.3
percent to 5.9 percent between 1990-91 and 1991-92 it basically stagnatesl lavel
throughout the 1990s. In some other aspects, the performance was massfsilicd he
country’s reserves recovered very quickly and the rate of inflatibith had rarely exceeded
10 percent in the past, declined even further to around 4.8 percent by the end of the 1990s.

Table 3: Fiscal Deficit in the 1990s

Year 1990-1) 1991-2| 1992-3| 1993-4| 1994-5 | 1995-6 1996-1 1997-8

Fiscal Deficit

(% of GDP) 8.3 59 5.7 7.4 6.1 54 5.2 6.1
Reserves* 2.5 53 4.9 8.6 8.4 6.0 6.4 7.0
Inflation 10.3 13.7 10.1 8.4 10.9 7.7 6.4 4.9

*As number of months of imports of the respecteéae.y(Source: Ahluwalia, 1999).
3.1Implications for Openness and Trade

The picture is equally mixed with respect to openness and tradlengTireign direct
investment (FDI) as a measure of openness, one observes a substaatiae in FDI flows
in the course of the 1990s. As is illustrated in Graph 5, FB§ practically non-existent
before reforms were initiated when average inflows of FDlen@xceeded 0.04 percent of
GDP. In the post-reform period, however, average FDI amounted to aboypedc@ht of
GDP.
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Figure 5: Average Foreign Direct Investment Source (WDI, 2002)

Regarding the development of tariff rates a substantial dezdimée witnessed as Table 4
reveals. While the peak tariff rate was over 200 percent b#fereeform period this came
down to 45 percent by the end of the 1990s. There is, however, stithakable gap
compared to other developing countries where peak tariff ratesrea@erage, between 5 and
15 percent (Ahluwalia 1999).

Table 4: Peak Tariff Rates in the 1990s

Year 1990-1| 1992-981993-94| 1994-95| 1995-96| 1996-97| 1997-98| 1998-99

Peak Tariff) _ .45 | 119 85 65 50 52 45 45
Rate

(Source: Ahluwalia, 1999).

In addition to these measures, the government actively promotedeiugirof export
oriented units (EOU) and within a span of a decade over 3600 B&ibeen set up (GOI,
2004).

Taking a look at the reform packages which passed the parliamtre early 1990s the
guestion remains why the government decided to tackle someam@aksd not touch others.
Some critics have argued that the main reason is to be found ¢k afla proper strategy
towards reforms (Narya 2002). A more careful analyses, howewaalsethe underlying
factors. These shall be considered next.

3.2 The Political Economy of Reforms

In the context of India’s reforms, it is interesting to explorey & minority government in
1991 was able to propose and put through far-reaching reforms agine Gandhi’'s
government in the mid-1980s, having won a substantial majority imapetht, met harsh
resistance while trying to implement merely a fractionhafse reforms. The answer to this
guestion is of some relevance as it helps to understand theatirantl the pace of reforms.
According to Varshney (1999), India’s minority government in the ee®80s was able to
push for structural reforms as by that time India’s politics Ibatits bipolarity. Throughout
former decades political battles had largely been fought betwaeeGdngress Party and the
opposition. By the end of the 1980s, however, the opposition had split up intonankpft-
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group consisting of the Communist Party and the lower casteaJ&st and a Hindu

nationalistic front. At the time the economic crisis hit India, tlve groups were sharply
divided over issues of national identity. The Hindu nationalists weskirsg to build a united

Hindu community against the Muslim minority whereas the leflgwopposition parties

challenged the existence of the caste system. A number obdotsred when the political
battle was taken to the streets. In this environment, then, both oppdsdimms were only

marginally interested in the reform debates. The real isstiethe time both in the

parliamentary discussions and on the streets were about natiamtélyidehus, although the

Communist Party and the lower caste Janata Dal emphasized¢hef that the proposed
reforms would harm the poor and would worsen economic conditions, they did appibve
as they sought to win the Congress Party as an ally in the fight against Hiraohalst.

In contrast to the situation in the early 1990s, Rajiv Gandhi’s gowrinim the mid-1980s
faced strong resistance to the proposed reforms as therenaveneerriding issues dividing
opposition both in parliament and on the streets. In such a situation, tbeps gvho saw
their vested interests at stake formed a powerful resistanyeggainst change. In the face of
mass demonstrations, strikes and riots, the government, despite hatiagzast majority in
parliament, finally gave in and refrained from their plans. Bibagh the situation was more
favourable for the minority government five years later, it toolat not realize the intended
policy package fully (Naryan, 2002). In cases where powerful groupregs to be hurt, the
opposition parties intervened. Thus, the decisive factor behind thepesferms as well as
the areas in which these were carried out is to be found in thecagdokind cultural
environment of that time. As a consequence, the government could winlgte place a
fraction of the intended policy changes. Whether and how these hadenasf on growth,
poverty and social justice shall be explored next.

3.3 More Growth, Less Poverty, Increased Inequality

Overall, the gradual approach towards reforms had a positive tiropaocoth economic
growth and poverty alleviation. While GDP growth plummeted from 5.4epérto 0.8
percent between 1990 and 1991, it recovered very quickly and again exceeded 5 percent in the
following year. For a number of years, growth rates even ssegdag percent. As far as
poverty is concerned, the country witnessed an increase in the headutoum the time
immediately following the crisis and a sharp decline from the&-1890s onwards.
Decomposing the poverty figures into rural and urban headcount ratiesls that the
increase in poverty was mainly due to an increase in rural poitg, suggesting that the
rural population bore most of the brunt of the crisis. While urban headcatiog remained
fairly stable in the early 1990s, rural poverty increased fromarad 34 percent in 1990 to
over 43 percent in 1993.

With regard to income inequality, the country experienced somewhat refw trend.
While the gini coefficient had been fairly stable in the decae® to reforms, when it
fluctuated between 30 and 32 percent, it increased considerably dweih§30s and by 1997
exceeded 37 percent. In other words, if the gini coefficient is tsguioxy social justice
regressed in the course of the 1990s. The numbers for these indarat@smmarized in
Table 5.
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Table 5: Growth, Poverty and Income Inequality in the 1990s

Headcount | Headcount Gini
Year Growth Headcount Rural Urban Coefficient
1990 54 34.07 34.3 334 30.46
1991 0.8 35.49 36.43 32.76 29.69
1992 5.3 36.34 37.42 33.23 32.53
1993 6.2 40.93 43.47 33.73 32.02
1994 7.8 35.04 37.3 32.4 29.7
1995 7.2 38.4 39.75 33.5 n.a.
1996 7.5 35 37.46 28.04 n.a.
1997 5.1 34.4 35.69 29.99 37.8
1998 53 n.a. n.a. n.a. n.a.
1999 n.a. 26.1 27.1 23.6 n.a.

(Source: Indiastat.com, 2004; WDI, 2002).

With regard to poverty ratios, both Sundaram and Tendulkar (2003) aasn@#aton and
Dreze (2002) object that the figures obtained in 1999 cannot be compdhexse of former
years as they are based on a different methodology. While th&&6nd of the National
Sample Survey (NSS), conducted in 1993-94, used both 30-day and a 365-day reporting
periods, for the 5BNSS at the end of the 1990s only a 7-day and 30-day reporting period was
applied. This, however, contorts the resulting consumption distribution anechdarstate the
headcount ratio when compared to earlier periods (Deaton and Dreze P8King this into
account, the authors re-calculated rural and urban headcount ratios basisa more
comparable to earlier NSS rounds. All in all, their results talifter greatly from the figures
depicted in Table 5. While Deaton and Dreze (2002) obtain ratios of 8@npdor rural
poverty and 24.7 percent for urban poverty, Sundaram and Tendulkar's (2008atzans
show 28.93 percent in rural poverty and 23.09 percent in urban poverty — witlidhéding
even lower than the official number. Reviewing the evidence for the 1&8dDsapplying
alternative estimates Bhalla (2000) finds that NSS datalgroserstate poverty levels and
claims that the overall headcount ratio was below 20 percent in 1998amhiRavallion
(2002) point out that when using NSS data, the final results withdrégguoverty alleviation
heavily depend on the choice of the recall period. Using a 30-day pecadd for food
expenditures does indeed lead to a drop in overall poverty by 10 pgeguiats between
1993-94 and 1999-2000. Applying the 7-day recall period indicates a risaimpowverty by
2 percentage points and in urban poverty by 5 percentage points duringribdt péer
reviewing various surveys dealing with this matter and asgpslse issue themselves, the
authors conclude that the evidence suggests that poverty in the 19%Qsafdittle less than
one percentage point per annum. They do not find support for an increase iy.dovarim,
whilst there is some debate on methodological issues, the comnidhafapoverty has been
reduced during the 1990s is not disputed by the majority of the authors.

Decomposing the general figures for members of SC and ST doeshange this
conclusion very much. As Table 6 shows, poverty has been considergbbr lm those
groups compared to the rest of the population. The incidence of overallypalserincreased
between 1987-88 and 1993-94 indicating a harmful effect of the cristsisorection of the
population. In contrast to the general poverty figures, urban poverty aB@rapd ST also
increased and considerably more than rural poverty. By the etk df990s, however, the
trend had been reversed. Both, rural and urban poverty declined by morbtparcentage
points between 1993-94 and 1999-00 to a substantially lower level hdarbefore the
reforms. Based on these figures, then, it can be assumed thdbthe peocess did not pass
by the members of the weaker sections of society although tldemace of poverty stays at a

16



considerably higher level for this segment emphasizing theirrglesecietal disadvantage

(Gang et al. 2002).

Table 6: Incidence of Poverty Among SC and ST

Year Poverty percent of:
Rural Urban Overall Population Poor
1987-88 56.2 48.3 55.3 24 32
1993-94 58.6 57.5 58.4 23 33
1999-00 43 42.5 42.9 24 33

(Source: Indiastat, 2004).

Curiously, though, in 2000 the Times of India declared that reforms awéng badly on
the poverty front and noted thdhe latest numbers on poverty in India appear to be a vote
for Indira Gandhi and a vote against Manmohan Singh: National Sample Survey (NSS)
statistics show that the “socialistic' policies of an inward-looking, rotlatl economy did
more to reduce poverty than the economic reforms pursued since {©98&h, 2000). The
author goes on to explain that, in percentage terms, overall poverty decreasadufasg the
time of import substitution than during the 1990s under an open economy cpp@rze
reason for this rather pessimistic view on the impact of ref@mmpoverty may lie in the fact
that the author’s statements refer to the poverty levels up to 199 hekmeaison might be an
overall scepticism that the new policy would result in a beléselopmental performance.
Including the latest poverty figures for 1999-00 it is indeed tina¢, taken together, in the
three decades prior to reform poverty, on average, declined tlagtemn the post reform era,
with a decrease of around -33 percent between 1960 and 1990 and a reduotighlgf26.5
percent between 1991 and 1999. This consideration, however, leads to theanclgion.

A better way of approaching the issue is by looking at the céspedecades separately as
politics differed to some extent in the 1960s/70s and the 1980s as hatebeebed above.
Thus, Graph 6 shows the decadal percentage change in headcount fpowveitt960 to 1999.
What becomes clear is that the performance with regard totpaeeuction was best in the
1980s and 1990s when poverty declined by about 21 percent and by over 26 percent
respectively. Regarding the period of 1960 to 1980, however, delivers dleakypicture.
While poverty actually increased by nearly 13 percent in the 19664| by roughly that
amount during the 1970s. This means that during the time the countmmegilosed off
from the world market (as there were some slight changes towpeisiess from the mid-
1980s onwards) it also had the worst performance in reducing povéisy.tfien, directly
contradicts the view that poverty reduction actually stagnateagltine reform period. On
the contrary, percentage-wise the decline in poverty was highest between 1991 and 1999.
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Figure 6: Percentage Change in Headcount Povertydgcade

This is in line with the fact that growth in the post refoma eéxceeded that in the previous
decades. Whereas average growth rates during the three dedadsrpforms amounted to
around 1.93 percent, the average growth rate in the post-reform eraQf§8ttotalled around
5.6 percent. This, in turn, suggests that higher growth may have coedributpoverty
alleviation.

Taking a look at the performance in the realm of human developmenateslithat the
reform process did not have adverse effects. First, | focusogngss in overall literacy rates
and on female literacy rates. As Table 7 illustrates, both dveeadcy and female literacy
have continuously increased sine 1961. To check whether human developmehaveay
stagnated in the post-reform period, | calculate percentaggehanliteracy rates, presented
in columns five and six of Table 7. According to these figuresngds in overall literacy
have been highest in the decade from 1971-1981 while changes in feematy Ihave been
highest in the first decade from 1961-71. It also becomes clear, howeatethe second best
performance with regard to both overall literacy and femadealkity occurred in the decade
after reforms had been initiated, i.e. between 1991 and 2001. Duririgrtbabverall literacy
increased by 25.25 percent while female literacy increased by 37.85 percent.

Table 7: Literacy Rates 1960-2001

Year Literacy Female Decade %-change in %-change in
Literacy Literacy Female Literacy

1961 28.3 15.35

1971 34.45 21.97 1961-71 21.73 43.13
1981 43.57 29.76 1971-81 26.47 35.46
1991 52.2 39.29 1981-91 19.81 32.02
1997 62 50 1991-97 18.77 27.26
2001 65.38 54.16 1991-01 25.25 37.85

(Source: GOI, 2004).

Turning to a second aspect of human development, life expectancylsoemotireveal
any sign of stagnation during the post-reform period. Rather, both analefemale life
expectancy steadily increased from a 43.5 years and 45.12 years itn18%a@4 years and
62.2 years, respectively, in 2000 — as is shown in Graph 7 below. Whiknfage-wise the
increase in life-expectancy, both for females and males, whegtiduring 1960 to 1980 with
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a slight slowdown in the following two decades, the country did not experience adieni
in the 1990s — unlike some other countries such as Thailand wheexpgetancy actually
fell by more than 1 percent during the 1990s, or many Sub-SaharaarAdtates. Instead, in
post-reform India female life expectancy increased by around Gemgewhile male life
expectancy increased by around 5 percent.

Female and Male Life Expectancy
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Figure 7: Female and Male Life Expectancy 1960-2000 Source (WDI, 2002)

As has been shown in Table 5 above, there is indication that theofrgitswth generated
by reforms have not been spread evenly. The rise in the Giniateefffcould originate from
the fact that some sections of society gained more than otherse@ s might be found in
the rise of the IT industry. As D’Costa (2002) has shown, the amgnaaith of exports of
software grew by around 50 percent per year during the 1990s andrhefstine IT industry
to GDP increased from $1.73 billion to an estimated $13.5 billion betd®84 and 2001
which equals a change in the share of 0.59 percent to 2.87 percemt.INdiah states with a
relatively rich endowment with technically skilled labour could réap profits from this
development others were not able to. This line of argument, then, tinigah conditions,
placing some segments or areas of the country at a better position at thergfoenas.

Another possibility for an increase in inequality might actuallyfdaend in a lack of
reforms. As | have argued above, to some extend the country dichrbtdrrefrained from
carrying out policy changes where powerful interest groups coultufie Thus, to a large
extend, the labour market was left untouched and no serious attemgttonenake labour
laws more flexible. The result of this neglect is reflectethe share of unorganised labour of
the total workforce. While the share of the unorganised sector inghdomestic product
(NDP) declined from around 70 percent to around 61 percent between 1980 and 1999, the
share of employment in the unorganised sector actually increasedafound 92.51 percent
in 1981 to around 93.62 percent in 1999 (see Table 8). This can be ascribead origi
labour laws protecting those in the formal sector but atahreegime harming the majority of
the country’s labour force (Sachs, 1999). If the rise in income in¢gimliat least in part,
due to a lack of reforms then the real problem is not income ingqualiher, it is one of
social exclusion. Social justice, then, should concentrate on ektadlign inclusive
economic environment where the currently neglected segments ietysc@mong them
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members of SC and ST, have equal access jobs, education, heatitt cales appears to be
an aspect of the reforms that still needs to be tackled.

Table 8: Share of Organised and Unorganised Labour in Total Labour Force and NDP

Share in Labour Force Share in Net Domestic Produjct
Year Organised Unorganised Organised Unorganisé¢d
1981 7.49 92.51 30.00 70.00
1985 7.47 92.53 35.20 64.80
1990 7.30 92.70 36.30 63.70
1991 7.24 92.76 36.20 63.80
1992 7.17 92.83 36.70 63.30
1993 7.05 92.95 36.50 63.50
1994 6.95 93.05 36.90 63.10
1995 6.84 93.16 37.50 62.50
1996 6.79 93.21 39.60 60.40
1997 6.72 93.28 38.70 61.30
1998 6.55 93.45 39.40 60.60
1999 6.38 93.62 39.10 60.90

(Source: GOI, 2004).

The discussion above, then, allows the following conclusions. The coumitia
development strategy, born out of its aim for sovereignty and dinesitited to its colonial
experience, did not achieve its goals. Economic growth did not getagnygar a level to
significantly reduce overall poverty — especially during the moveard-oriented decades
until the early 1980s. Social justice, too, failed to materializgead, the socialistic license
system fostered the emergence of corruption and formal and inforstiéditions favoured
certain interest groups at the expense of the poor masses wigiely leept being excluded
from economic gains. In the decade after reforms India’'s economyedheigns of
improvement. Growth rates were significantly higher than during pitexvious decades.
Poverty increased in the initial stabilization period but had sulstardecreased by the end
of the 1990s. Decomposing poverty figures suggests that the gairisrofgelid not pass by
the disadvantaged groups comprising of Scheduled Castes and Trilmese Imequality,
however, increased indicating a situation of uneven development witie sectors,
especially the IT sector, profiting considerably more than atierssecond aspects, though,
portends to a probable lack of reforms in the labour market. ghee§ for the organised and
unorganised sectors of the labour market indicate a continuous exabfigto latter group
from the benefits of regular employment especially with neéga@ working conditions,
minimum wages etc. Whether and how openness has affected poverty shall be exgtored ne

4. Empirical Analysis
4.1 Overview

Openness can have an impact on poverty in a variety of ways. Foopem@ess can
increase export opportunities and thus raise incomes and/or employm#d sector(s)
affected. A second possibility is that cheaper imports may enhlel poorer sections of
society to afford more goods. Also, the easier diffusion of technalagyspur progress and
enhance productivity in the country opening itself to the world marketa @egative note,
increased openness might lead to higher competition of domestic compatiieforeign
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companies. With domestic firms often ill-equipped to compete due terlpwoductivity,
higher unemployment can be a likely result. Finally, in casegevtine opening country has a
comparative advantage in the production of primary goods, openness couiol é&epdverty
trap if terms-of-trade turn against it. The last two exam@tesconcerns frequently expressed
by those sceptical of the process of globalization as theythearthe poor might be left
behind, or worse, suffer even more.

With regard to India, a number of studies tried to assess the deesibpnpact of the
reforms. Very rarely, however, do they distinguish between domestic and baddiZiation.

Sinha and Sinha (1996) analyse the impact of openness on economic gréwdia iand
try to assess whether there is a long run relationship betwypemess and GDP. To this end,
they conduct a time series analysis exploring whether the growibeimess leads to higher
or lower growth rates in GDP using data from 1950 to 1990. They findrthiaé long run,
openness has a positive impact on economic growth but also determine a two-wity.causa

Rosenzweig (2003) examined the short and long run effects of opennasspavérty. To
assess the short run effects he analyses changes in tles whghe rural poor. He
distinguishes essentially two different phases of openness. Therfesstarting in the early
1970s with the Green Revolution when new seeds were allowed to entaditdoe market.
The second phase of openness is constituted by the post-reform #rae$fgect to the first
phase of openness, i.e. the Green Revolution, the author finds that impredsedeskto a
considerable increase in yields for corn, rice, sorghum, and \&@hdab an increase in rural
wages. Between 1971 and 1982, real agricultural wages increageddowhereas between
1982 and 1999 they increased by 67%. In the latter period, howeverwhsralso a rapid
expansion in rural factory, i.e. non-farm, employment which, acegrdi the author, had the
more powerful effect on rural wage gains. The long-run effectspehness on poverty are
measured in returns to schooling, i.e. skill investment. For thegfwsip the author finds that
agricultural productivity gains through the Green Revolution increaslkedokng for both
children of land-owners and landless workers while factory expaisitre rural areas did
not. Thus, factory expansion has a short-run effect on poverty aleviahereas the Green
Revolution had poverty alleviating effects both in the short and the long run.

In a similar paper Munshi and Rosenzweig (2003) analyse the impagénhess on urban
poverty using survey data on some 7,900 households in the Bombay area ctheegagrs
1982 to 2002. They assess the schooling choices made by members ofridgberea castes
after reforms had been initiated by examining the returns toidbntginguage skills. The
authors show that for given years of schooling in 1980 men who had attenéslesh-
medium school earned 17% more than those who had visited a Marathi-medium school. In the
post-reform era this gap rose to 22%. For women, the same fagedrom practically zero
prior to reforms to 25% in the post-reform period. Thus, one reasohdaise in income
inequality after reforms could lie in increasing returns toliShdanguage skills. The ratio of
upper class male to lower class male having been trained Entiissh language was 8 to 1;
for women this ratio was about 15 to 1. For the long run, the autlbonge ¢to a more
optimistic finding. They show that in the years after reformslogaste girls changed to an
English language education more readily than did upper caste-gimcome constraints did
not appear to have played a decisive role in this process. With tedaogs, however, there
was no convergence. The explanation of the authors is that boys waild #&ed
employment through the lower-caste networks in the informal sdd¢éoe, English language
skills have no pay-off.

One problem with the studies mentioned above is that it is hartfibueg all the poverty
alleviating effects to openness. Since measures to open up the espemaccompanied by
a bundle of other policy measures, such as domestic liberalizatigr@pador targeting, it is
difficult to determine with their analysis which part of poverdéguction can be ascribed to
openness. A second problem concerns the quantity of observations. Bgpethalegard to
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the second study, which only uses data for the Bombay area, itsameoivhether the results
are representative for the country as a whole.

Fox (2000) examines India’s growth performance with regard to pokesttiction. While
pointing out that the country’s policies in the first decadesr aitform had been quite
ineffective in reducing poverty he finds that the fall in headcount rpovem the 1980s
onwards seems to be strongly correlated with higher groviés.rahe result of a fall in
overall poverty is supported by numbers of average daily calorikeirpgar person which
seem to follow a similar pattern as poverty. Whereas it was declining in thetb0s/el of
about 2000 calories it improved slightly in the following decade amde nextensively
between 1980 and 1999 to a level of 2500 by the end of the period. While highér ates
might be the driving force in poverty alleviation and higher calmiake respectively, it is
left open to what extend higher growth occurred through domésti@lization or increased
openness.

Jha (2000) examines changes in poverty and income inequality in theefoost-period.
He points out that three factors caused inequality to incretgerafiorms had been initiated.
First, as the services sector grew more rapidly than theu#tgral and the manufacturing
sector, wages for skilled labour increased more than did wagesdkilled labour. Second,
despite higher growth rates in the 1990s the economy failed in abs@aiugh labour.
Finally, he finds that after reforms income shifted in favoucagital income increasing the
gap between incomes of high and low skilled workers. With regardverty he states that
reforms did not have much of an impact on poverty reduction as ttexrpat growth was
concentrated on the non-farm sector, thus, by-passing the majorihe gfoor. A second
reason for sluggish performance in poverty reduction is, in his view, a lackaérfy in the
public anti-poverty programmes. In needs to be stated, however, thatttioe gnores the
poverty figures for 1999 as he claims that they are not comparable to thodeiryears due
to methodological changes. As has been shown above, however, independetgessisna
demonstrate a considerable reduction in poverty in the 1990s.

DelLong (2001) traces India’s positive growth performance back jie &andhi’s reform
process and argues that the boom has really been initiated in th&98ils. To the
‘conventional wisdom’ that reforms were unsustainable because of ghebbrrowing he
replies that India would not have been better off without it but cosctg India should
have followed a different exchange rate policy to avoid the subsequsist ¢te does,
however, not examine whether the cause of higher growth was duadased openness or
due to domestic policy changes.

Bhalla (2001) finds that higher growth rates are connected to poviEiadon one to
one. Using growth and poverty data for 15 Indian states he compares gruvgo\gerty
performance in the pre-reform era between 1977 and 1987 withntlia¢ ipost-reform era
from 1987 to 1999. According to his analysis, in 80 percent of all ¢meegh and poverty
were directly (negatively) correlated, i.e. when growth went up, powent down and vice
versa. In his view, then, this proves the success of the post-refoiod path regard to
poverty reduction. Again, though, he does not distinguish whether growth mes ahrore by
domestic or trade liberalization.

Ahluwalia (2002) assesses whether India’s critics of the refpratess are right in
claiming that the country’s openness to trade is to blame feowalewn in growth in the
second half of the 1990s. He contrasts this view with opinions held by atther maintain
that it is not the reforms that are to blame but too gradual @agsaf reforms. His analysis is
in line with the argumentation made by Narya (2002) that refarnhsdia were not so much
gradual as opportunistic. Thus, policy changes occurred in those argastwhees politically
feasible. With regard to openness, the author welcomes the rapikedachon-tariff barriers
but at the same time criticises high tariffs which stikfehe country well protected from the
world economy. While his analysis shows that increased opennesdes the agricultural
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sector by changing relative prices in favour of this sectawd asubsequently increased
agricultural exports he points to a variety of policy failuresia &rea. First, public subsidies
for water and fertilizer mainly benefit large-scale farsnehile harming the environment and
the incomes of small-scale and subsistence farmers. Secondistlaeo®nsiderable lack of
public investment in infrastructure hindering the rural population ipimgathe benefits of
domestic and trade liberalization. Finally, trade barriers ¢picaltural products within the
country prevent the development of an integrated domestic marketndumia second
aspect of openness, foreign direct investment (FDI), the author fiad&DI in India, unlike
in Southeast Asia, was geared towards the domestic markettretheexport penetration. He
states, however, that faster industrial growth was not achievedynthie to the country’s
rigid labour laws which hampered large-scale investment in thestmal sector. The
conclusion of his survey, then, is that the country’s lack of reforthsoleslower growth by
the end of the 1990s.

Reviewing India’s post-reform progress, the World Bank (2000) st&econcern with
slow growth in poor Indian states and the lack of progress with régamaverty alleviation
in the rural areas. According to their analysis, however, themsftinemselves are not the
cause for a sluggish poverty reduction; rather, a lack of public meestin necessary
infrastructure, inefficient poverty programmes and weak governareent the rural poor
from reaping the gains of economic reforms.

The literature review above supports the preliminary findingstheapost-reform period
was in fact a success with regard to poverty alleviation. dheron criticism does not focus
on reforms but on a lack of reforms and on a lack of public support rasinfcture. The
studies do not, however, discern the relationship between openness anygl ptarere, the in
the next section we will try to establish whether there is a link betweendhe tw

4.2 Regression Analysis

In a first step, | conduct a simple OLS regression for a peridduofdecades, i.e. 1960 to
1999, as | do not have more than 21 observations. A first look at the dattesda negative
relationship between openness to trade and poverty as Figure 8 shows.@nzontal axis
trade openness is measured as imports plus exports by GDP ithlogaform, the vertical
axis represents headcount poverty figures in logarithmic form.
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Figure 8: Correlation between Openness and Poverty.
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Figure 9 shows the development of headcount poverty and trade opemaessne. It
again illustrates the points highlighted in the above discussion. \Mbvierty declined quite
steadily from the mid-1970s to the end of the 1990s, and rather quickiytiie mid-1990s to
the end of the decade, openness to trade was rather low until béoutd1980s and then
steadily increased, though not dramatically which reflects Isdgadual approach to
liberalization.
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Figure 9: Poverty and Trade Openness over time.

Which additional factors might have an impact on poverty? For one,ra§19@9) and
Behrman et al. (1999) have shown, the education of women has a dedesv@mrthe health
and the education of children. These multiplier effects, in turn, helpdiace poverty over
time.

A second factor is population growth which, as Salvatore (1988) points owthdsdsand
long run effects. In the short run, high population puts pressure on resources for edadation a
health which might increase poverty. In the long run, the ei§detss clear. In principle, the
workforce is larger which could lead to a rise in GDP. If, howewveproved technology is
more capital intensive, the negative effects of rapid population lgrowtpoverty might not
be turned around. As the Hindu (2004) reports, the latter seems to lase¢h®rcindia where
researchers and government officials unanimously agreed thabuh#&ys high population
growth hampered efforts to alleviate poverty through development programmes.

Another negative impact on poverty is to be expected from inflatiorCakdoso (1992)
shows, inflation has a detrimental effect on poverty alleviatiomiymnaia its negative impact
on real wages. A similar finding is made by Dollar and Kraay (2001).

As has become clear in the above analysis, from the very begiheihigdian government
was anxious to reduce poverty also with the help of public develop®rpenditure. These,
in part, entail spending on education and health care which have prowerkto favour of
the poor. Thus, | expect development expenditure to be negatively correlated with.poverty

Finally, a country’s industrial development is expected to wortavour of the poor. As
Roy (2002) shows, an expanding industrial sector generates employment oppesrauigide
of the agricultural sector. This, in turn, decreases vulnerabibbés from possibly volatile
terms of trade for agricultural products as well as from dley@nditions. In India, the need
for agricultural labourers largely depends on the performance ahdmsoon (Roy, 2002).
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This dependency on the weather can be reduced for a number of thé thegrare able to
find employment in the industrial sector. Hence, | expect a higjiire of manufacturing in
GDP to be negatively correlated with poverty.

The literature on poverty also suggests institutional factors to gl&gy role in the
development process (Rodrik, 2001; Kaufmann et al.,, 2003; Gupta et al.,, 2002).
Consequently, it would be of interest to include those in the anaBsig.able 9 shows,
however, most data commonly used do not vary enough over time to be includedime
series analysis. This is the case for ICRG’s bureauajattity and corruption indices given
in columns 1 and 2 of Table 9. The index for bureaucratic qualityinechacompletely
unchanged since data collection commenced. The incidence of canrsgbtly worsened
in the immediate years after reforms as lower numbers tedicamher risks. In 1996
corruption returned to its pre-reform level until 2001. From 2001 onwardkoitigh, it
appears as if the risk of corruption increased again. Thisspames with Transparency
International’s corruption index, listed in column 3. Here too, a lower numbl&ates a
higher incidence in corruption. Thus, according to Transparency Intaraktilndia’s
performance in this area improved somewhat between 1996 and 2000 but thienatkde
Column 4 shows the index for the country’s rule of law. Here, tiseskghtly more variation,
at least between the pre- and post-reform period. According to ltliig's rule of law
improved in the post-reform period and then remained unchanged for a decadilitional
indicator is added as it is somewhat related to poverty. ICRGIg-eoonomic index assesses
possible socio-economic pressures resulting from unemployment, censonfidence and
poverty which could constrain government action. Here, again, the tbeveombined figure
the higher the risk. As can be seen, the highest risk before 2000 W@81 — the year of the
balance of payments crisis. While the picture greatly improwgd afterwards there was a
steady decline from the mid-1990s onwards which continued into the méemmum. In
sum, data related with institutional quality does not deliver aistems$ picture. While the rule
of law clearly improved in the post-reform period the incidenceoofption increased as did
the risk of socio-economic pressure. Bureaucratic quality rechaimehanged over time. Due
to a lack of observations, it is not possible, however, to compardéighres with earlier
periods where the country’s policy of import substitution was far rpoyeounced. Also, the
limited number of observations does not allow the indices to be incladéw iregression
analysis.
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Table 9: Governance Indicators for India 1984-2003

. TI Index of Rule of Socio-economic
Year | Bureaucrady Corruptlor? Corruption Law® Indext
1984 3 3 n.a. 2 8
1985 3 3 n.a. 2 7
1986 3 3 n.a. 2 7
1987 3 3 n.a. 2 6
1988 3 3 n.a. 2 6
1989 3 3 n.a. 2 5
1990 3 3 n.a. 1 5
1991 3 3 n.a. 3 4
1992 3 2 n.a. 3 6
1993 3 2 n.a. 4 6
1994 3 2 n.a. 4 7
1995 3 2 2.78 4 7
1996 3 3 2.63 4 5
1997 3 3 n.a. 4 5
1998 3 3 2.9 4 5
1999 3 3 2.9 4 5
2000 3 3 2.8 4 4
2001 3 1.5 2.7 4 3.5
2002 3 1.5 2.7 4 3.5
2003 3 1.5 n.a. 4 3.5

(Source: ICRG, 2004; Transparency International)(2004).
%0n a ranking from 0 to 4 where 0 is the highedt.ris
®On a ranking from 0 to 6 where 0 is the highest.ris
“On a ranking from 0 to 12 where 0 is the highesi.ri

According to the above argumentation, then, the resulting base line looks as follows:

Inheadcount= g, + B, [Inopen + S, linavfemlit + S5, [Ininf lation, + £, [In devex
+ [, n popgrowth + S [In manusharg+ &,

(1)
In equation (1) poverty is measured as overall headcount poverty andetsaren for
openness, Inopen, is the share of imports plus exports by GDP. The gantables include
the decadal averages of female literacy, the rate of miilathe amount of development
expenditure, the rate of population growth and the share of manufactarirgDP,
Inmanushare.

A look at the results in the first column of Table 1 in the appesdows that with the
exception of openness all variables have the expected signs. FofisouRHS variables are
statistically significant above the 5 percent level. Accordimghe results, then, female
literacy, public development expenditure and the share of manufartini GDP are
negatively correlated with poverty. Although the findings do not allostatement about
causality, they are in line with the results in studies mentficalgove and based on the
arguments made there it can be assumed that these factors qmbentg alleviating effects
even if reverse causality can not be ruled out. The results also aslsynificant positive
relationship between population growth and poverty confirming the eadpposition on its
negative effects with regard to resources for health care andteshud/NVhat | do not find,
however, is a direct relationship between openness to trade and peweitiier positive nor
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negative. Although Figure 8 leads to a hypothesis of a negativenslap between the two
this could, at best, be indirect for instance through an increadestiialization under a more
open trade regime. As Roy (2002) argues, labour-intensive manufaalidimgleed increase
in the post-reform period. A second possibility could be a rise icwdigral wages due to
more trade which, in turn, would lead to a reduction in rural poverty.

Since India experienced a balance-of-payments crisis in 19% ithdre need to consider
whether this event constituted a structural break. The Chow-Tesedypl the baseline
indicates that this was not the case. This result confirmsitdratlire on India’s reform
process. As mentioned above, the country reformed very slowly andafiyasio that a ‘big
bang’ at a specific point in time, i.e. a structural break, could not be expected.

In a second step of our analysis, | add two control variables — gravdhineome
inequality. GDP growth can influence poverty by enhancing a goverisadnility to provide
more basic health care and education. In addition, if the natureowethgis such that it
increases the incomes of the poor directly it has a direct poverty atigweditect. Similarly, a
change in income inequality might have an impact on poverty. Askasn above, income
inequality in India sharply increased in the 1990s. This could harpaibreas a higher share
of the country’s income is going to the better off. To see whegnewth and income
inequality have a direct effect on poverty and whether it chatige®verall findings the
following analysis will be performed.

Inheadcount= g, + B, [Inopen + S, lInavfemlit + 5, [Ininf lation, + £, [In devex

+ [, n popgrowth + S [In manusharg+ £, [n growth + S, tn gini, + &, @

The results, given in the second column of Table 1 in the appendix, sholanges when
compared to the base line analysis. Both growth and income inequefitgsented by the
Gini coefficient, are not significantly correlated with poverfyemale literacy, public
development expenditure and the share of manufacturing in GDPgarkcantly negative
related with the headcount whereas population growth is significansiyive correlated with
poverty. Again, | do not find any statistically significant direelationship between openness
and poverty.

As the above literature review has shown, Rosenzweig (2003) findtatistically
significant impact of the Green Revolution on poverty alleviation.ofdiagly, | run the
regression adding a variable for agricultural productivity to ourelbees Agricultural
productivity is hereby calculated as follows. First | calcuthgeagricultural yield for 1960 to
1999 by dividing the respective figures for the agricultural GiyRhe respective net sown
area. Next, the annual change in yield in percentage terms utenhn This will be defined
here as agricultural productivity. Agricultural productivity abtlave an impact on poverty in
various ways. If productivity is enhanced by labour-saving techredagcould, in the end,
result in higher rural unemployment leading to a rise in rural ihav&ising agricultural
yields, however, would work in favour of poverty alleviation as they wouddstate into
cheaper products. The final effect on overall poverty in this caseather unclear. If
agricultural productivity is enhanced by labour-neutral or even laibtemsive technologies
we would expect an overall positive effect on poverty alleviatimuation (3) illustrates the
analysis.

Inheadcount= g, + S, [Inopen + S, [Inavfemlit + 5, [Ininf lation, + 5, [In devex

3
+ 5 n popgrowth + S [In manusharg+ £, [n agriprod, + &, ®)

As shown in the last column of Table 2 in the appendix, the regresssafts using the
calculated measure for agricultural productivity indicate naiognt influence. While,
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again, female literacy, development expenditure and the share ofaciamung in GDP are
negatively correlated with poverty, population growth and now also thefratélation show
a significant positive correlation. Thus, while adding agriculturatipctivity yields a higher
R? it does not change our main findings — especially with respect to openness.

Next | ask whether results would differ when distinguishing betwrural and urban
poverty. As the above discussion has shown, urban poverty might haveffesed by
openness through a rise in industrial employment whereas ruraltyponght have been
affected by a change in agricultural wages due to higher exports of pdoramodities.

A look at the data reveals that, although, rural poverty was alhigyer than overall
poverty; both figures moved very closely together over time (see Figure 10).
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Figure 10: The development of rural poverty andeyall poverty over time

Taking a look at the relationship between urban poverty and overall pavétigure 11,
displays that especially between the early 1970s to about thefstiae balance-of-payments
crisis at the beginning of thel990s urban poverty was considerabbr lthan overall
poverty. Also, to about the mid-1990s there was a sharper fall in yntregrty when
compared to the overall headcount figure but also a more pointed mereasd the end of
the 1990s. Figure 11, then, suggests that rural poverty and overall pdwkerigt move as
closely together as was the case with the rural and the géeadcount. It is worth, then,
exploring whether we will get different results when distinguighietween rural and urban
poverty in our analysis.
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Figure 11: The development of urban and overall goty over time.

The regression results with rural poverty as the dependent vaaigpeesented in Table 3
in the appendix those for urban poverty in Table 3. Turning to the résultsral poverty
first, |1 find no change when compared to the analysis on overalrtgovere, too, female
literacy, development expenditure, the share of manufacturing and popgewth are the
significant variables. Again, there is no direct impact of openrms poverty in any
specification. These results, then, do not deviate from the above obmemwdich is not
surprising given the close relationship between rural and the aggregate headcount.

The more interesting observation is that the results for urban pehgtiyly deviate from
the first analysis. Focusing first on the base line in tle &iolumn of Table 4 shows that
while there is no change with regard to female literacy, dpweént expenditure and the
share of manufacturing, population growth is not significantly catedl with urban poverty
whereas inflation is on the 10 percent level. For openness, howeverinl thiet@ame result
for all specifications.

Adding agricultural productivity as a variable in the analysisltesin a significant
negative relationship with urban poverty at the 10 percent level. This indicatashtlearural
poverty was unaffected by agricultural productivity, urban poverty nhght been reduced
supposedly due to lower prices for primary commodities.

In sum, using the share of export plus imports to GDP as an tmdfoa trade openness |
do not find a direct impact of openness on poverty — neither positiveegative. This result
also does not change with different specifications and when decomposrali pgeerty into
rural and urban poverty. The results suggests, though, that femaldi@dudavelopment
expenditure, industrialization and, to a certain extend, agricultuwdlptivity are negatively
related with poverty. Population growth and, to a certain extend, anflatiowever, are
associated with rising poverty.

Taking a look at Table 1 in the appendix displays a strong coorelagtween openness
and female literacy, the share of manufacturing and growthll Asee are supposed to work
in favour of poverty alleviation one can assume an indirect positieeteff openness on
poverty reduction.

The share of exports plus imports to GDP is but one way to defiereneps. Another
possibility is to use foreign direct investment (FDI). Hencehariext section | will proxy
India’s openness using FDI figures and see whether they have a diredt ompaverty.

29



4.3 FDI and Poverty

Essentially, FDI can influence poverty mainly through three charnfi@mbunan, 2004).
First, if the growth generated by FDI is labour-intensive overalpleyment will increase
and, in turn, poverty is reduced. Second, FDI could lead to a transfer ¢éclewologies into
the host country enhancing the productivity of the local population. In additieneffect
might increase productive employment opportunities. Both factorsweoak to alleviate
poverty. Finally, FDI might raise tax revenues which, if usedinance labour-intensive
activities and/or for increased health care and education thus attygmoductivity, wages
and employment. With regard to Indonesia, Tambunan (2004) finds that &bllyrworks
through the first channel of increased labour-intensive employment.

Klein et al. (2002) also find evidence that FDI enhances economidtigena, in addition,
improves corporate governance as well as environmental and laaodarsls. Depending on
the nature of growth poverty is reduced. With regard to the very poaever, they do stress
the importance of government intervention regarding the creaticociafl safety nets as well
as the redistribution of income and assets as FDI does not ljemedastribute income
towards the poorest segments of society.

Bussmann et al. (2002) conduct an empirical study on the effectsIdbF2 countries
for a time span of 20 years from 1970 to 1990. They find that whileriibdases the average
income of the economy both income inequality as well as the income ahtne poorest 20
percent remains unchanged. Accordingly, they conclude that FDI tsea#éifisegments of
society.

In India FDI did not play much of a role before 1990 illustratingdbentry’s economic
isolation until the start of the reform period. Figure 12 depi@s flows between 1970 and
2000 whereby FDI is expressed in net inflows as percentage of. @BBR)an be seen, the
level of FDI was quite low prior to reforms but increased immigréght after. While there
was witness a drop in the mid-1990s by the end of the decade FDI recovered again.
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Figure 12: Foreign direct investment in India 197® 2000.
To determine whether FDI has a direct impact on poverty, | rusame regression as in

equation (1) but now replacing the previous openness indicator by FDI, dduetion (4)
yields.
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Inheadcount= g, + B, [In FDI, + S, [Inavfemlit + S, [Ininf lation, + B, [In devex

4
+ [, On popgrowth + S, (In manusharg @)

Taking a look at Figure 11, reveals a slightly negative relationseipreen FDI and
headcount poverty, although it seems less clear than the relgbidretineen openness and
poverty in Figure 8 above.
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Figure 12: The relationship between FDI and Poverty

The results for the regression represented by equation 4 are ghoke first column of
Table 5 in the appendix. They differ slightly from the firstlgsia above. While FDI is not
significantly related to poverty both inflation and population growteha negative impact
on poverty alleviation. Development expenditure seems to have a pdsilivence on
poverty reduction whereas neither female literacy nor theesb&rmanufacturing are
statistically significant. Note that we have a very laditamount of observations here —
merely 13 — which did not allow conducting a Chow test.

Next, | add growth and the Gini coefficient into the regressiotysisaThis, however, as
depicted in the second column of Table 5 renders all the variablemifitsint. More
interesting is the third result, represented in the third columrabfeTs. Here, agricultural
productivity is added as an explanatory variable. As a consequences R®V significantly
negative suggesting a poverty alleviating effect. Againaimfh seems to have a poverty
increasing effect while female literacy and now also populatowth are negatively related
with poverty. The overall results here, then, seem to largely depend on theapegifvhich
might also be a problem of limited observations.

In a second step | decompose the poverty figure into rural and urbanyptives¢e
whether this affects the results. Not surprisingly, given tbeecmovement of overall and
rural poverty, the outcome with regard to the rural headcount is inithéhose of the above
analysis as depicted in Table 6 in the appendix.

Using urban poverty as the dependent variable, however, changesttine as Table 6 in
the appendix shows. Here, FDI is actually positively correlatékd wban poverty as are
inflation and population growth whereas development expenditure seeh@dopoverty
reducing effects. Adding growth and the Gini index, again, rendevargbles insignificant.
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Including agricultural productivity also changes the overall findimgth respect to the
baseline. While female literacy and inflation are stafdiicsignificant at the 5 percent level
and show the expected sings, both development expenditure and population growth t
statistically insignificant.

As a look at the results makes clear, the final outcomelNadgpends on the respective
specification regarding the choice of independent variables. Whide@e specification FDI
turns out to be negatively correlated with overall and rural povergnother specification it
seems to enhance urban poverty. These inconsistencies of FDI asweanfer openness in
the analysis may be due to the number of limited observationsiaeaior the time period
considered. It may also be that FDI is an imperfect proxy fioo@enness measure for the
entire country as it is heavily concentrated in only a few Indtates with Maharashtra and
Delhi receiving the lion’s share (GOI 2004). It needs to noted, thahthe final results are
very ambiguous and do not allow a firm conclusion as to FDI's direct impact on poverty.

5. Conclusion

This paper tried to assess the impact of openness on India’s paie st part, |
examined the changes in poverty under a rather strict trateere§s has been shown, the
choice of a policy of import substitution can be regarded as at dimmsequence of the
country’s struggle for independence from British colonization. Aftetependence, the
political decision makers emphasized India’'s sovereignty which fousideconomic
expression in a policy of self-reliance. In the end, however, ttdeamic strategy led to a
balance-of-payments crisis after which the country changeaatrse towards domestic
privatization and trade liberalization. As was illustrated indbeond section of this paper,
both domestic and trade liberalization, were carried out graduallly \e@ry carefully;
reflecting the political climate within the country at the dinThe reforms, initiated by a
minority government, were largely concentrated in areas thgistited by powerful interest
groups. The reform process itself, then, was one of compromises beheewiling party and
parts of the opposition carried out against the opposing Hindu nationatigt paus, for
most of India’s policy makers the policy change that occurred irediny 1990s was not
carried out in the conviction of its necessity; rather, it arogetduan underlying conflict
about ethnic identities between Hindu nationalists and the Communisy. pents
constellation, then, seems to explain the pace and direction the reform proceksrhas ta

As far as its success is concerned, a comparison betweewdhegdimes in section 3
made clear that the country did fare better in the post-regbemod. Not only did it achieve
higher economic growth; it also accomplished a sharp drop in overall poverty withinde deca
Other indicators for human development, such as life expectancy aratyitalso continued
their positive trend in the post-reform era. Since both economictigramd the decline in
overall poverty accelerated after 1991 it is safe to say, thah)ndia’s second development
strategy after independence has been more successful than the first.

As the reform package consisted of various policy measurege thed in a fourth step to
assess whether one can discern a direct impact of openness on. Fgwelstyng a time series
analysis for the previous four decades | do, however, not find supportidgneei for an
influence of an open trade regime on the poor — neither positive ndiveeddere is also no
evidence on the impact of openness on institutional quality. A revieworamonly used
governance indicators showed that they largely remained unchangi@ ipost-reform
period.

The main findings support the results in the existing literaturgpamerty stating that
female education, public provisions for the poor and industrialization wof&vour of the
poor while inflation and population growth tend to be harmful factors. Applying foreigotdi
investment as a possible proxy for openness, though, renders no conclusive results.
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Although | do not find unanimous evidence for openness to be helpful for thetipeor,
combined results of the above discussion and the time series artyaitow a careful
conclusion. Since a more open trade regime was part of Indiaisrelackage and since the
post-reform period has been quite a success for economic and humarpherglone can
maintain that openness, in the very least, tends to be a benignvw#btoegard to poverty
reduction in India.
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Appendix

Table 1: Correlations of Explanatory Variables

Inopen Infdi | Inavfemlit Ininflation | Indevex| Inpopgrowth| Inmanushare Ingrowth | Ingini | Inagriprod
Inopen 1
Infdi 0.046 1
Inavfemlit | 0.8563| 0.3075 1
Ininflation | 0.2115| 0.082 0.4213 1
Indevex 0.2673] -0.2704 0.0969 0.2818 1
Inpopgrowth| -0.3118| -0.5714| -0.5537 -0.0185| 0.7465 1
Inmanushare 0.921 | -0.0515 0.6258 0.1468 0.3169 -0.1169 1
Ingrowth 0.9094| -0.2088 0.6821 0.1095 0.511% 0.001 0.8469 1
Ingini -0.0994| -0.4464| -0.2901 -0.3253| 0.4466 0.5697 -0.0868 0.1737 1
Inagriprod | 0.1328] -0.209p 0.2608 -0.0035| 0.2148 -0.0095 -0.1236 0.3544  0.2771 ]

37



Table 2: OLS Results — Dependent Variable is Inheadcount

Baseline
2 3
O @) (3)
Lnoben 0.066 0.085 0.15
P (0.56) (0.56) (1.07)
Lnavfemlit -0.24* -0.24* -0.29*
(-3.22) (-2.28) (-3.24)
Lninflation 0.043 0.04 0.053*
(1.31) (0.92) (1.62)
Lndevex -0.061* -0.06* -0.063*
(-3.91) (-2.24) (-4.03)
1.24* 1.34* 1.39*
Lnpopgrowth (2.95) (1.92) (2.40)
Lnmanushare -0.93* -0.99 -1.06*
(-3.69) (-3.06) (-2.72)
Lngrowth (%010245
- 0.025
Lngini (0.03)
Lnagriprod (0009272?
Const 1.85* 1.55 1.25
' (2.39) (0.57) (0.95)
R° 0.8963 0.8889 0.9010
No. of Observations 21 19 19

Chow Test at 5%
levef

F(6,12) = 2.33>2.15

Not enough obs. in
post 1991 period

Not enough obs. in
post 1991 period

®Last number is calculated value; t-values in pahesis.




Table 3: Dependent Variable is Rural Headcount (Inhcrural)

Baseline
2 3
(1) (2) (3)
Lnopen 0.1 0.09 0.16
P (0.88) (0.59) (1.07)
Lnavfemlit -0.24* -0.23* -0.28*
(-3.44) (-2.09) (-2.92)
Lninflation 0.04 0.04 0.05
(1.25) (0.83) (1.49)
Lndevex -0.067* -0.07* -0.07*
(-4.48) (-2.43) (-4.27)
1.5* 1.59* 1.55*
Lnpopgrowth (3.43) (2.17) (2.49)
Lnmanushare -1.04* -1.07* 1.1
(-4.13) (-3.22) (-2.68)
Lngrowth (0093111)
.. -0.06
Lngini (-0.08)
Lnagriprod (832)
Const 1.47* 1.6 1.15
) (1.92) (0.58) (0.83)
R° 0.8896 0.8805 0.8878
No. of Observations 21 19 19

Chow Test at 5%
level

Not enough obs. in
post 1991 period

Not enough obs. in
post 1991 period

Not enough obs. in
post 1991 period

t-values in parenthesis.




Table 4: Dependant Variable is Urban Headcount (Inhcurban)

Ba(sle)llne ) 3)
Lnopen -0.04 0.08 0.08
(-0.27) (0.62) (0.73)
Lnavfemlit -0.22* -0.22* -0.27*
(-2.99) (-3.08) (-4.42)
Lninflation 0.05* 0.04 0.05*
(1.84) (1.38) (2.19)
Lndevex -0.04* -0.04* -0.04*
(-2.39) (-1.80) (-3.12)
0.22 0.17 0.49
Lnpopgrowth (0.57) (0.35) (1.11)
Lnmanushare -0.46* -0.61* -0.73*
(-1.64) (-2.08) (-2.21)
-0.02
Lngrowth (-0.72)
Lngini -0.19
(-0.39)
. -0.08*
Lnagriprod (-1.66)
Const 3.34* 3.45* 2.25*
' (3.57) (1.78) (2.01)
R* 0.9084 0.9260 0.9400
No. of Observations 21 19 19

Chow Test at 5%
level

Not enough obs. in
post 1991 period

Not enough obs. in
post 1991 period

Not enough obs. in
post 1991 period

t-values in parenthesis.




Table 5: Dependent Variable is Inheadcount

Baseline
2 3
0 e (3)
Lnfdi 0.02 -0.03 -0.05*
(1.26) (-0.06) (3.31)
Lnavfemlit -0.06 -0.16 -0.74*
(-0.94) (-0.90) (-7.35)
Lninflation 0.05* 0.04 0.07*
(2.47) (0.88) (5.06)
Lndevex -0.16* -0.1 0.05
(-4.85) (-0.67) (1.48)
17.07* 8.08 -20.7*
Lnpopgrowth (2.86) (0.37) (-3.65)
Lnmanushare -0.09 0.03 0.05
(-0.40) (0.04) (0.18)
Lngrowth (8(2);)
. 0.28
Lngini (0.73)
Lnagriprod (%%Og
Const -7.81* 2.1 19.9*
' (-1.86) (-0.13) (5.05)
R* 0.9660 0.9728 0.9970
No. of Observations 13 11 11

Chow Test at 5%
level

Not enough obs. in
post 1991 period

Not enough obs. in
post 1991 period

Not enough obs. in
post 1991 period

t-values in parenthesis.




Table 6: Dependent Variable is Inhcrural

Baseline
O @) 3)
Lnfdi 0.01 -0.02 -0.05*
(0.59) (-0.33) (-2.95)
Lnavfemlit -0.08 -0.17 -0.65*
(-1.40) (-1.03) (-5.86)
Lninflation 0.04* 0.04 0.07*
(2.53) (0.84) (4.16)
Lndevex -0.15* -0.08 0.02
(-5.14) (-0.65) (0.64)
Lnpopgrowth 14.03* 4.87 -17.08*
(2.68) (0.25) (-2.71)
Lnmanushare -0.16 0.02 -0.01
(-0.76) (0.04) (-0.05)
Lngrowth (8gg)
. 0.22
Lngini (0.62)
Lnagriprod (%02035)
Const -5.65 0.45 17.3*
' (-1.55) (0.03) (3.96)
R* 0.9747 0.9787 0.9963
No. of Observations 13 11 11

Chow Test at 5%
level

Not enough obs. in
post 1991 period

Not enough obs. in
post 1991 period

Not enough obs. in
post 1991 period

t-values in parenthesis.




Table 7: Dependent Variable is Inhcurban

Baseline
O @) 3)
Lnfdi 0.044* 0.03 -0.02
(2.43) (0.59) (-0.43)
Lnavfemlit -0.09 -0.2 -0.67*
(-0.82) (-1.17) (-2.55)
Lninflation 0.06* 0.06 0.08*
(2.60) (1.23) (2.95)
Lndevex -0.14* -0.09 0.06
(-2.76) (-0.63) (0.53)
18.19* 9.2 -17.79
Lnpopgrowth (1.95) (0.43) (-0.97)
Lnmanushare 0.07 0.02 0.07
(0.28) (0.02) (0.14)
Lngrowth (()0088)5
. 0.1
Lngini (0.31)
Lnagriprod (8(2)}1)
Const. -8.66 -2.5 17.5
(-1.32) (-0.16) (1.38)
R* 0.9272 0.9609 0.9872
No. of Observations 13 11 11

Chow Test at 5%
level

Not enough obs. in
post 1991 period

Not enough obs. in
post 1991 period

Not enough obs. in
post 1991 period

t-values in parenthesis




