
International Journal of Research in Social Sciences 
Vol. 11 Issue 08, August 2021 

ISSN: 2249-2496 Impact Factor: 7.081 

Journal Homepage: http://www.ijmra.us, Email: editorijmie@gmail.com                  
Double-Blind Peer Reviewed Refereed Open Access International Journal - Included in the International Serial Directories 

Indexed & Listed at: Ulrich's Periodicals Directory ©, U.S.A., Open J-Gate as well as in Cabell’s Directories of Publishing Opportunities, 

U.S.A 

  

198 International Journal of Research in Social Sciences 

http://www.ijmra.us, Email: editorijmie@gmail.com 

 

India's Economic Resilience after the LPG Reforms 

 

Chandralekha Devi 

Assistant Professor, Rangachahi College, Majuli 

 

Abstract 

This paper examines the economic resilience of India following the landmark Liberalization, 

Privatization, and Globalization (LPG) reforms initiated in 1991. The study analyzes the 

structural changes, growth trajectory, and adaptive capacity of the Indian economy over the 

past three decades, highlighting both achievements and ongoing challenges. Using 

secondary research from peer-reviewed papers and policy analyses up to 2020, the 

discussion explores how the LPG reforms transformed India's economic landscape, fostered 

global integration, and enabled the country to withstand domestic and external shocks. 
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Introduction: 

The 1991 LPG reforms marked a watershed moment in India's economic history. Triggered 

by a severe balance of payments crisis and mounting fiscal deficits, these reforms dismantled 

the "license raj," opened the economy to foreign investment, and shifted policy focus from 

a state-led to a market-driven growth model. Over the subsequent decades, India witnessed 

higher GDP growth, increased foreign direct investment (FDI), and greater integration with 

the global economy. This paper investigates the resilience of the Indian economy in the post-

LPG era, focusing on its capacity to adapt to shocks, sustain growth, and address new 

challenges. 

Methodology: 

This research adopts a qualitative approach, drawing on secondary data from academic 

journals, policy reports, and government publications published up to 2020. Key sources 

include peer-reviewed articles analyzing the impact of LPG reforms, macroeconomic data 

on growth and stability, and case studies on sectoral transformation. The analysis synthesizes 

findings from these sources to assess the resilience of the Indian economy, with a focus on 

structural, institutional, and policy-driven factors. 

Discussion: 

Structural Transformation and Growth 

The LPG reforms catalyzed a shift from a highly regulated, inward-looking economy to a 

more open and competitive market. Key outcomes included: 

 Accelerated GDP Growth: Post-1991, India's GDP growth rate increased markedly, 

with annual rates averaging above 6% for much of the period, compared to less than 

3% in the preceding decades. 

 Expansion of the Private Sector: Privatization and deregulation fostered 

entrepreneurship and competition, leading to productivity gains and the emergence 

of globally competitive firms. 

 Foreign Direct Investment and Global Integration: Liberalized FDI policies attracted 

significant foreign capital, technology, and expertise, modernizing industries and 

boosting exports. 
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 Trade Liberalization: Reduction in tariffs and non-tariff barriers facilitated India's 

integration into global supply chains, increasing both exports and imports. 

Resilience to Shocks 

The reforms enhanced India's economic resilience in several ways: 

 Macroeconomic Stability: Improved fiscal discipline, prudent monetary policies, 

and stronger financial institutions helped India weather external shocks, such as the 

Asian Financial Crisis (1997), the Global Financial Crisis (2008), and commodity 

price volatility. 

 Diversification: Growth in services and manufacturing reduced dependence on 

agriculture, making the economy less vulnerable to sector-specific shocks. 

 Institutional Reforms: Establishment of regulatory bodies (e.g., SEBI) and 

modernization of financial markets improved transparency and investor confidence. 

Challenges and Limitations: 

 Rising Income Inequality 

While the LPG reforms accelerated overall economic growth, the distribution of these gains 

has been uneven. Multiple studies point to a widening gap between rich and poor, both across 

regions and within social groups (Dev & Ravi, 2007; Chancel & Piketty, 2019). The Gini 

coefficient, a measure of income inequality, increased from 0.32 in 1993–94 to 0.35 in 2011–

12 (World Bank, 2016). Urban areas, especially metropolitan cities, have seen rapid wealth 

accumulation, while rural and remote regions lag behind. This divergence is also reflected 

in access to education, healthcare, and infrastructure. 

Regional Disparities 
Economic liberalization has disproportionately benefited states with better infrastructure, 

human capital, and governance—such as Maharashtra, Tamil Nadu, Karnataka, and 

Gujarat—while states in eastern and northern India (e.g., Bihar, Uttar Pradesh, Odisha) have 

struggled to keep pace (Ahluwalia, 2000; Panagariya & More, 2013). This has resulted in a 

“two-speed” India, where some regions are globalized and prosperous, while others remain 

agrarian and underdeveloped. 

Jobless Growth and Employment Quality 
A persistent criticism of post-reform growth is its inability to generate sufficient quality 

employment, particularly in manufacturing (Papola, 2012; Mehrotra et al., 2014). While the 

services sector expanded rapidly, it often created high-skill jobs for the educated, leaving a 

large workforce underemployed or in informal, low-wage work. The manufacturing sector’s 

share of employment stagnated, and the informal sector still accounts for over 80% of total 

employment (ILO, 2018). Youth unemployment remains a major concern, with the 

unemployment rate for 15–29-year-olds rising to 17.8% in 2017–18 (Periodic Labour Force 

Survey, 2018). 

Agricultural Stagnation and Rural Distress 

Despite declining as a share of GDP, agriculture continues to employ nearly half of India’s 

workforce. However, agricultural growth has lagged behind other sectors, averaging just 

2.5% per year post-1991 (Gulati & Fan, 2007). Farmers face issues such as low productivity, 

inadequate irrigation, price volatility, and high indebtedness. The rural economy remains 

vulnerable to monsoon variability and lacks adequate non-farm employment opportunities, 

contributing to persistent rural poverty and distress migration (Chand et al., 2015). 
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Environmental Degradation 
Rapid industrialization and urbanization have come at a significant environmental cost. Air 

and water pollution, deforestation, land degradation, and loss of biodiversity have all 

intensified (Sarkar et al., 2017). India is home to 14 of the 20 most polluted cities globally 

(IQAir, 2019). The economic model post-LPG has often prioritized growth over 

environmental sustainability, raising concerns about the long-term viability of current 

development patterns. 

Infrastructure Deficits 

Although there has been significant improvement, infrastructure bottlenecks remain a major 

constraint on growth. Transport, electricity, water supply, and sanitation infrastructure are 

still inadequate in many regions, especially in rural and peri-urban areas (World Bank, 

2018). These deficits hinder industrialization, raise logistics costs, and limit the benefits of 

globalization for smaller enterprises. 

Financial Sector Vulnerabilities 
While the financial sector has deepened since 1991, it remains vulnerable to non-performing 

assets (NPAs), especially in public sector banks (RBI, 2019). Periodic banking crises and 

regulatory lapses have highlighted the need for stronger governance, risk management, and 

financial inclusion. 

Exposure to Global Shocks 
Greater integration with the global economy has made India more susceptible to external 

shocks—such as oil price volatility, global recessions, and trade disruptions (Kapur & 

Mohan, 2014). The Global Financial Crisis (2008) and the COVID-19 pandemic (2020) both 

demonstrated how quickly external shocks can transmit to the domestic economy, affecting 

growth, employment, and fiscal stability. 

Policy and Institutional Weaknesses 
Despite reforms, bureaucratic red tape, regulatory uncertainty, and corruption persist in 

several sectors (World Bank, 2020). These factors continue to deter investment and slow the 

pace of further reforms, particularly in land acquisition, labor laws, and judicial efficiency. 

Conclusion: 

The LPG reforms fundamentally transformed India's economic trajectory, fostering 

resilience through structural change, greater openness, and improved policy frameworks. 

While the economy has demonstrated the capacity to adapt and thrive amid global and 

domestic challenges, sustaining this resilience will require addressing persistent inequalities, 

promoting inclusive growth, and ensuring environmental sustainability. Continued reforms, 

investment in human capital, and a focus on innovation will be critical for India to build on 

the gains of the LPG era and achieve long-term economic stability and prosperity. 
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