
1991 REFORMS 



• The year 1991 saw India face an unprecedented financial crisis.  

• The crisis was triggered by a major Balance of Payments situation. It was 

converted into a golden opportunity to reform the country’s economic 

situation and make-up and introduce fundamental changes in economic policy. 

• The government brought in structural reforms and stabilization policies. While 

the former was aimed at removing the rigidities in the various sectors of the 

Indian economy, the latter was aimed at correcting the weaknesses that had 

emerged on the fiscal and BoP fronts. 

 



Objectives of New Economic Policy 1991 

 • Enter into the field of ‘globalization’ and make the economy more market-
oriented. 

• Reduce the inflation rate and rectify imbalances in payment. 

• Increase the growth rate of the economy and create enough foreign exchange 
reserves. 

• Stabilize the economy and convert the economy into a market economy by the 
removal of unwanted restrictions. 

• Allow the international flow of goods, capital, services, technology, human 
resources, etc. without too many restrictions. 

• Enhance the participation of private players in all sectors of the economy. For 
this, the reserved sectors for the government were reduced to just 3. 

 



Steps under economic reforms of 1991 

 • The branches of the new economic policy are threefold: 

1.Liberalization 

2.Privatization 

3.Globalization 

• The government sought to open up the Indian economy through these 
measures and gear India from a Soviet-model economy to a market economy. 
This is an ongoing process and the initiation was done in 1991. 

 



Steps taken under Liberalisation 

 1.Commercial banks were given the freedom to determine interest rates.  

2.The investment limit for small scale industries was raised to Rs. 1 crore. 

3.Indian industries were given the freedom to import capital goods like machinery and raw 
materials from foreign countries. 

4.Industries could diversify their production capacities and reduce production costs. Also, decide 
this based on market requirements. 

5.Abolition of restrictive trade practices. 

6.Industrial licensing and registration were removed.  

   Except for,        

      Cigarette 
Liquor 
Industrial explosives 
Defense equipment 
Hazardous chemicals 
Drugs 

 



Steps taken under Privatization 

 • Privatization refers to opening up the private sector to industries that were 
previously reserved for the government sector. 

•  This chiefly involved selling the PSUs (public sector undertakings) to private 
players.  

• The following steps were taken under the privatization reforms: 

1.Selling shares of PSUs to the public and financial institutions.  

2.Disinvestment in PSUs. This means selling PSUs to the private sector. 

3.The number of industries that were reserved for the public sector was 
decreased from 17 to only 3. These are: 

1. Transport and railway 
2. Atomic energy 
3. Mining of atomic minerals 

 



Steps taken under Globalisation 

 • Globalization refers to opening up the economy more towards foreign investment and global 
trade. 

1.Reduction in tariffs:  

2.Long term trade policy:  
1. Liberal policy 
2. Encouragement of open competition 
3. Controls on foreign trade were removed 

3.Before 1991, imports to India were regulated by a positive list of freely importable items. 
From 1992 onwards, the list was replaced by a limited negative list. Almost all intermediate 
and capital goods were freed from the list for import restrictions. 

4.The Indian currency was made partially convertible. 

5.The equity limit of foreign capital investment was raised from 40% to 100%. 

6. The Foreign Exchange Management Act (FEMA) was enacted replacing the draconian Foreign 
Exchange Regulation Act (FERA). 

 


