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Worksheet- Important Questions

Class-12 Economics
Ch- Economic Reforms Since 1991

QUESTIONS FOR PRACTICE

1. How many industries still need license for its operations?

a 4
b. 8
c. 10
d 6
2. Whengovernmentdisinvestsitssharestotheextentof5to10percenttomeetthe deficit in the budget, this is

termed as

None

o

Partial privatisation

Token privatisation

o

d. Denationalisation

3. LPG stands for:

a. Liberalisation, Production and Global Cooperation
b. License, Privatisation andGlobalisation

Liberalisation, Privatisation andGlobalisation

o

d. License, Permit andGoods

4. CRRis

a. None
b. Thepercentage oftotaldepositswhichthe banks havetokeepintheformofcash.

The percentage of total deposits which the banks have to keep with the RBI.

o

d. Both
5. Define the globalization.
6. Privatisation has done more harm than good. Justify your answer.

Why should tariff and non-tariff barriers be removed to promote globalisation?
Why did the Indian Government need to borrow frominternational organisations?

9. ThosePublicSectorUndertakingswhichare makingprofits should be privatised. Do you agree with this

view? Why?



10.

11.

12.

13.

14.

15.

Inyour opinion, what are the advantages of privatisation to the economy?

Write a brief note ontrade and investment policy reforms. How did itlead to economic growth?

What were the objectives behind Trade and Investment Policy reforms?

Explainthe changingrole of state in Indian economy since introduction of reforms.

Evaluate the positive and negative impacts of LPG policy.

Write abriefnote onInternational Bank for Reconstructionand Development (IBRD).



Answer Key

1. a4
Explanation: The only industries which are nowreserved for the public sector are4.i.e defence

eguipment,atomicenergygenerationandrailwaytransport.

2. c. Token privatisation
Explanation: Tokenprivatisation, alsoknown as deficit privatisation occurs whenthegovernment

disinvestsitssharetothe extentof5to 10percentto meet the deficit in the budget.

3. c. Liberalisation, Privatisation and Globalisation
Explanation: The governmentinitiated a variety of policies which fallunder three headsviz.,
liberalisation, privatisation and globalisation. (LPG)

4. c. The percentage oftotaldeposits whichthe banks havetokeepwiththe RBI. Explanation: Cash
ReserveRatio(CRR)istheamountoffundsthatthebanks have to keep with the RBI.
5. Globalizationisthefreemovementofgoods, servicesandpeopleacrosstheworldina seamless and
integratedmanner.
6. Case for privatisation:
i. Itwill help in reducing the burden on the exchequer.
i.  Itwill help in modernising and diversifying PSUs.
ii.  1twill help in making PSUs more competitive.
iv.  Itwill help in improving the quality of decision making of management.
V. Itwillhelpinreviving sick units, which are eating away the revenue of government.
Vi. Itwill help in developing capital market and international market.
vi.  Itis argued that a private firm has pressure from shareholders to perform efficiently. Ifthe firmis
inefficientthenthe firm could be subjectto atakeover. A state-owned firm doesn’thave this pressure
andsoitis easierforthemto be inefficient. Therefore privatisation inceases the efficiency of firms.

Case against privatisation:
i. Itwillencourage growth of monopoly power in the hands of big business houses.

i. Itwillincrease disparities in income and wealth.
li.  Private sector has nointerestin buying loss making and sick enterprises.
Iv. Privatisation may resultinlop-sided development ofindustriesinthe country.
V. Privatesectormayhavenointerestinlonggestationprojects,infrastructure investment and
riskyprojects.
Vi. Private sector may not have sufficient funds for many vital projects.

vi.  Unexpectedly, all of the utilities create negative externalities (via pollution, spoilingthe
environment, etc.) ltcanbe arguedthatas public sectorcompanies, thegovernmentcanregulate
outputandmakesurethatitisatthe socially optimal level (i.e. allow for externalities). Inthe private
sector, maximisation of profitis the only concern, so a socially damaging level of externalities will
occur.

7. Tariffand non-tariff barriers restrict the free flow of trade between the two countries. Therefore, these



10.

11.

barriers shouldberemovedto promote globalisation. Otherwise, domestic goods would lose
international competitiveness.
Aseverefinancial crisis due to unsustainable fiscal deficit, fallinforeign exchange reserves and
inability to pay interest to international lenders forced the Indian Governmenttoborrowfrom
internationalorganisations. Itisbecause India'sexport industry was lagging behind due to which she
could obtain BOP surplus.
No, | do not agree with this view. Even though disinvestment would increase the revenueofthe
government,theprofit-makingPublicSectorUnits(PSUs)arerevenue generator for the government
and they should be retained in the public sector becausetheprofitsoftheseundertakingsaddtothe
revenuesofthegovernmentand canbeusedtodevelopotherPSUsandtheinfrastructure ofthe
company. The profit makingPSUsshouldnotbe privatisedjustforthereasonthatthegovernmentcanget
funds to cover the deficit in government budget. A profit-making PSU should be privatised only if it
can earn better revenues and thus higher profit if run more efficiently bytheprivatesector. Also,inthe
processofdisinvestment,iftheassetsof the profit-makingindustries are undervalued, itwillleadto a
substantiallosstothe government. Also, the government should retain the strategic profit making
industries to avoid emergence of any monopoly in the private sector.
Advantages of privatisation are as under:
.. Itwillintroduce efficiency and profitability in Public Sector Undertakings (PSUSs).
i. It promotes consumer’s sovereignty. High degree of consumer’s sovereignty implies wider
choice and better quality of goods and services.
ii.  Itwillreduce budgetary deficits whichresultfrom expenditure onloss making PSUs.
Iv. Itpromotesdiversificationofproduction. Also,unlike PSUs, privateenterprises invariably
generate highprofits.
V. Oftenprivatisationofstateownedmonopoliesoccursalongsidederegulation—i.e. policies to allow
more firms to enter the industry and increase the competitiveness of themarket.
Liberalisation of trade and investment was initiated to increase international competitivenessof
industrialproductionandalsotheflowofforeigninvestmentsand technology into the economy. Priorto
thesereforms, inorderto protectdomestic industries, India was following aregime of quantitative
restrictions onimports and restrictions of foreigninvestments. Foreigntrade andinvestmentisan
opportunity forthe economyto grow faster and expand. Various reforms in policies are carried outto
improve foreigntrade andinvestmentand atthe same time keep domestic marketsafe. The liberalization
oftrade policy in 1991 was one of the major reforms which are still carried oninthe economy. Reducing
importduties and encouraging foreign investment is part of reforms under this sector.
These reforms are useful in the growth of country in the following ways:
.. Ithelpsinlowering the cost of goods by removing tariff barriers.
i. Thesereformshelpinbringing economies of scale by increasing specialisation.
i. ~ These reforms help in maintaining friendly relations with other countries.
V. Thesereformsincrease competition, whichinturnhelpfirmstoincrease efficiency in production.

V. It helpsin earning foreign exchange.



12. Trade and investment policy reforms were initiated to:

13.

14.

Removetherestrictionsonforeigngoodsandtoincreaseinternational competitiveness

in Indianmarkets.
Attractforeigninvestmentandtopromotetheadoptionofmoderntechnologyinto the economy.
Dismantling of quantitative restrictions on imports and exports.

Reduction of tariffrates

Removal of licensing procedures for imports.

To increase the efficiency of domestic market.

Thechangingrole of state isreflectedinthe eighthfive year planwhichmentioned that the planning in

India will be indicative increasingly. In order to give some correctnesstothechangingroleofstate

theeighthfiveyearplanhasidentifiedthe principles governing public sector. These are :

The publicsectormustwithdrawfromthe areaswhere nopublic sectorisserved by its presence.
Stateshouldmakeinvestmentsonlyinthoseareaswhereinvestmentisofmain infrastructural

nature where private sector is not likely to come forth to an adequate extent within a

reasonable time perspective.

Afterthat we saw amajor shiftin the Indian economy and the role of state has been changingfroma

controller, regulatorand participatortothat of afacilitator, observer and guide. The changesthattook place
intherole of state since 1991 areasunder:

Beforeeconomicreforms,governmenthaditsshareinallsectorsoftheeconomy. Itwas producing
bread, butter, biscuits, milk, running hotels and many ofthese were actually notrequiredtobein
public sector. Government withdrew herself from these sectors through delicensing, deregulation
and disinvestment.
Asaregulator,during1947-1990,Governmentregulatedallactivitieswiththelaws and acts. But after
1991, except some basic and strategic goods and services, decisionsweremadetobemarket
driven. Forthis purpose, regulatoryauthorities were set up for different sectors.

Since 1991, Government has focused its attention on development of social sector like education,
health, defence, law and order.

Overall,wecansaythattherole ofstate haschangedfrom producertoproduction facilitator.

Following are the dual effects of LPG policy on Indian economy:

A vibranteconomy:
Indianeconomyhasdefinitelybecomeamorevibranteconomy. The Overalllevel of economicactivity
has definitely picked up afterthe introduction ofthe policies ofliberalisation, privatisationand
globalisation. Resultsareevidentintermsofan impressive increase in the growth rate of GDP.

A stimulant to industrialproduction:

LPG policies have worked as a great stimulant to industrial productionin the Indianeconomy.
Presently,industrialproductionishoveringaround 10 percent which is a big jump from the pre-1991
level.

A check on fiscaldeficit:

Mountingfiscal deficithasbeenaseriousthreattothe processofinvestmentin thelndianeconomy. it

wasashighas8.5percentpriorto1991.thankstothe LPG policies, there has been a significant



increase in governmentrevenue.

Iv. A check oninflation:

Owingtothe greaterflow of goods and servicesinthe economy, there hasbeena checkontherate of
inflation. Till 2007-08, it ranged between 4-5 percent which is not a serious threat to interest rate
structure.

V. consumer’s sovereignty:
consumerssovereigntyhasdefinitelywidenedovertime.thisisevidentfromthe actualfactthatalarge
kind ofgoods and servicesfromthevariousinternational marketsare currentlyamongthe simplereach
oftheconsumers. producersare widely responding to consumers choice and preference.

Negative impact of LPGpolicies

i. neglect of agriculture:
growth of GDP has primarily been owing to substantial growth of the industrial sector. Inthe wake
of LPG policies, focus shifted from agriculture to industries. Consequently, the growth rate in
agriculture suffered a setback.

ii. Urban concentration of growthprocess:

LPG policies haveresultedinthe concentration of the growth processinurban areas. think of any
MNC, you will hardly find its trace in the rural areas of country. AIMNCs are focusing only on urban
areas, wheretheyfind conductive infrastructural facilities.

i. Economic colonialism:
India suffered nearly 200 years of political colonialism during British rule. Now while MNCs are
dominating the Indian economy, we might suffer a sort of economiccolonialism. Implyingasituation
where MNCsare exploitingthe Indian markets to sell their products.

Iv. Spread of consumerism:

Spread of consumerism within the country as a consequence of LPG policies has resulted during a
large-scale unfold of consumerism. Avariety of global brandsin the marketluredthe massestobecome
spendthrift, evenbeyondtheirmeans.

V. cultural erosion:

Globalisation has also caused cultural erosion of Indian society. Economic prosperityhastakena
lead overallother parametersoflife. Everybodywantsto be economically independent and well off,
regardlessly of his responsibility towards his family or society.

15. The IBRD, known as the World Bank, came into force on July 1, 1944, during the Bretton Woods
Conference. Itisasister institution to the IMF but has s separate, distinctobjective. Its head officeis
locatedin WashingtonD.C., USA. The current emphasisofIBRDistosupportthelessdeveloped
countriesasmostofthedeveloped countries’ economies recoveredquickly.

Presentlythereare 185membersofthe Bank. Membershipisallowedonlytothose countrieswho are also
members of the IMF. Amember country’s voting power is dependent onthe capital contribution. Like the
IMF, the World Bank s also being dominated by major Western countries.

World Bank focuses on making loans to government in order to rebuild railroads, highways,and
otherinfrastructurei.e.,theareaswhereprivatesectorenterprisesdo not take interest.

The main objectives of IBRD are as follows:

I. To assist in the reconstruction and development of its member countries by facilitating the



investmentofcapitalforproductive purposes,therebypromoting long range growth of international
trade and improvementsinthe standard of living.

Topromote privateforeigninvestmentbyguaranteesofandparticipationinloans and other
investments made by private investors.

Tomaintain balance growth of international trade and to attain equilibrium in BoP account.
Motivating governments to act on preventing climate change, controlling communicable

diseases, managing international financial crises and promoting free trade.



