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This study explores the complicated link between the dynamics of 

business-state relationships and the politics of economic liberalization, 

highlighting the various facets of this relationship. This research delves 

into how governments balance the imperatives of promoting economic 

growth with preserving political and social stability, with a particular 

emphasis on the theoretical underpinnings and historical background of 

economic liberalization. The dynamic interactions between firms and 

the government are analysed in detail, with a focus on how they 

negotiate regulatory environments, participate in lobbying efforts, and 

influence policy decisions. The study also investigates how institutions 

mediate economic liberalization, providing insight into how regulatory 

agencies, legal systems, and enforcement tactics affect how successful 

liberalized economies are. 
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Introduction 

Although India's present economic liberalization policy has its roots far beyond the 1990s, the new 

reform initiative and the subsequent change in priorities and style of governance can be viewed as being 

triggered by the Indian government's open embrace and execution of the program in the middle of 1991. 

The basic premise was that national economies would become more interdependent on the global 

economy through trade, FDI, temporary capital movements, migration of people and goods across 

borders, and the sharing of technological know-how. The role of the state has evolved with economic 

liberalization to encompass safeguarding private property rights, ensuring a well-functioning legal 

system, and deploying a formidable police force, military, and judiciary into the marketplace. The 
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government should take the lead in creating a market for issues such as land, water, education, 

healthcare, social security, and related matters. The government should stay out of these markets once 

they're up and running so long as it doesn't get in the way of their efficiency.1 This moderate Neoliberal 

ideology started to spread throughout the world's policy circles in the 1970s. As a consequence, there 

was a sea change in political-economic processes, with the state shifting away from several sectors 

pertaining to social security and toward privatization and deregulation. 

The country's economy was in shambles by the late '80s. An attempt was made to stimulate the economy 

by enacting a variety of policies. The departure of capital from the economy was prompted by the 

national and international issues mentioned in the previous section. When it came to replacing the goods 

it was importing, India was woefully unprepared. Reserves were subsequently reduced. India could not 

afford to repay its foreign debt.  

The economic downturn peaked in 1990. Mr. Narasimha Rao, the prime minister of India during his first 

year of a five-year mandate, had a lot to do. He needed the help of several exceptionally intelligent 

people to deal with this potentially dangerous matter. It was fortunate that a guy was available who 

could stage a significant coup. Dr. Manmohan Singh was entrusted with the monumental task of 

restoring the economy during his tenure as finance minister. Top priority, in order to deal with 

dwindling funds, was emergency funding. Opening India's commercial borders was one of the 

conditions that the International Monetary Fund and other organizations put on the required finance. The 

New Economic Policy of 1991 came to be in this way. Stabilizing the economy and making significant 

reforms were its stated aims. Several modifications to the budget and methods for controlling inflation 

were part of these short-term strategies that were called stabilization measures. There is a marked 

relationship between the economy and measures with a longer time horizon, such as structural reforms. 

Among these were liberalization, privatization, and globalization.  

As one might expect, these adjustments had the desired effect. Foreign direct investment (FDI) flooded 

the economy as a result of the private sector's increased engagement. Multinational firms expanded their 

operations throughout India, leading to a rise in employment opportunities. India became well-known as 

a leading provider of textiles, automotive parts, information technology software, and industrial 

machinery. Inflation was able to be contained by the use of stabilization measures.  

                                                           
1David Harvey, “A Brief History of Neoliberalism” New York, NY: OxfordUniversity Press. (2005). 
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However, the plan wasn't completely successful. A single policy won't fix all of the economy's 

problems. A vast array of factors dictates the course of the economy. Agriculture has long been the most 

populous sector in terms of employment proportion. More than 40% of the people rely on it as a means 

of subsistence. At the time, this percentage was close to 60%. The favorable 20% drop is directly 

attributable to these actions. The migration of labor, however, was due to more than simply 

technological advancements. A lack of expansion in the agricultural sector also occurred during this 

period of transition. Many felt that other businesses offered better opportunities and that farming was 

doomed to failure. The policy's utter disregard for this sector looks to be its worst flaw. One of the 

additional issues is the uneven growth of the manufacturing sector. Workers in India's service industries 

largely replaced those in the country's agricultural sector. Due to a lack of proper infrastructural 

development, the industrial sector could not handle the surge of labor. China, on the other hand, shifted 

its economy away from agriculture and toward manufacturing and the service sector throughout its 

reform period.  

Both domestic and international companies are becoming more competitive, which is bad news for local 

industry. Some say it paved the way for economic colonialism. Foreign goods and services also 

contributed to the decline of local culture.  

liberalization 

The term "liberalization" is most commonly used to describe the loosening of monetary regulations. The 

newly independent government took a defensive posture and decided to wall off the economy. The 

reason for this was that developing sectors would be pushed out by international businesses due to their 

inability to compete. 

The arrival of liberalization marked the end of this era. In order to open up its trade boundaries to other 

countries, India progressively loosened restrictions. Because of this, domestic enterprises were able to 

attract investment from the private sector and foreign investors. Less regulation and interference from 

the state and more free markets were the outcomes.2 

Changes to India's economy were sparked in part by a balance of payments crisis that occurred in 1985. 

Due to this scenario, the government was unable to pay for necessary imports and debt service. 

Consequently, India was on the verge of insolvency. As a result, economic liberalization was introduced 

by the country's then-finance minister, Dr. Manmohan Singh. 
                                                           
2Sambit Rath, “All about liberalization, privatization, and globalization” ipleaders (2022). 
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Features of Liberalization: 

One of the main elements of the economic reforms started in 1991 was liberalization, which brought 

about several notable changes:  

 Dismantled was the ubiquitous License Raj that had previously controlled and regulated 

economic activity. 

 The practice of decreasing tariffs and interest rates encouraged economic efficiency. 

 The state sector's monopolistic grip over several economic sectors was relaxed. 

 Globalization was promoted by opening floodgates to foreign investment in a variety of 

industries. 

Advantages of Liberalization: 

 Businesses now had faster access to cash thanks to liberalization, which facilitated freer 

circulation of money. Businesses were able to take on more lucrative endeavors because of this 

transformation, leading to faster growth rates. 

 After deregulation, investors could diversify their holdings across several asset classes, which 

increased their returns. 

 Stock market value soared resulting the loosening economic regulations, which prompted 

investors to trade more often. 

 The precise impact on the agricultural sector is hard to pin down, although it grew substantially 

after 1991. 

Disadvantages of Liberalization: 

 A shift in political and economic power as a consequence of the enormous economic upheaval 

had a devastating effect on India's economy. 

 Once international corporations started operating in India, it was a game-changer for many tiny 

enterprises. 
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 The upsurge in mergers and acquisitions that followed deregulation put smaller company 

employees in jeopardy. Employees of smaller companies saw a plateau in production due to the 

requirement to reskill in the event of mergers with bigger firms.3 

Business-state interactions 

Technology and human resources are the two most important components of any organization's 

productivity. The non-labor component of manufacturing may be easily manipulated. On the other hand, 

it is most challenging to manage or influence the human viewpoint in an organization in a positive way. 

Human factors include the origins and consequences of relationships, social challenges, responsibilities, 

and other behaviors. Because of the increasing complexity of jobs, the proliferation of technological 

innovations, and the quick growth of industries, a company's competitive performance stems from its 

people. 

"Industrial relations" is a field of study that aims to resolve workplace issues by analyzing and 

understanding the dynamics between management and employees. This idea came up in the late 1800s, 

in the era of the Industrial Revolution. Any economic activity that employs a team of people to create or 

improve a product, provide a service, or handle administrative duties is considered an industry. 

Workplace relations include the employer-employee dynamic and the flow of information between the 

two parties. 

Background of industrial relations in history 

The Industrial Revolution, which occurred in the United States and Europe in the 17th and 18th 

centuries, replaced manual labor with machines. The 1864 Chicago labor movement demanded an eight-

hour workday and equitable treatment of workers in response to the negative effects of mass production 

on working conditions, including the use of child labor and long hours. As a result, people in the United 

States and Europe started talking about workers' rights. 

Indian workers were subject to strict government regulations over the supply and discipline of labor 

before the 1920s, when they began migrating to urban areas. The establishment of the All India Trade 

Union Congress by Bal Gangadhar Tilak and Lala Lajpat Rai was a watershed point in the fight for 

worker rights that ensued after World War I, since it brought together nationalists and labor 
                                                           
3Toppr-guides., “What is Liberalisation? Meaning, Impact, Objectives, Reforms.” Toppr-guides., 2022available at: 
https://www.toppr.com/guides/commerce/liberalisation/#:~:text=Liberalisation%2C simply put%2C refers to,greater 
participation by private entities. 
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organizations. N.M. Joshi and B.P. Wadia further championed worker rights and trade unions when they 

founded the International Labour Organisation in 1919. Legal protections for union officials, as well as 

criteria for union registration and regulation, were outlined in the Trade Union Act of 1926. The 

Industrial Relations Code of 2020 has similar language. 

Better working conditions and fewer strikes were the results of protective laws passed in the period after 

independence, such as the Factories Act of 1948, the Minimum Wages Act of 1948, and the Employees' 

State Insurance Act of 1948, among others. Overregulation was a source of concern, though, because it 

may slow down the economy. With the advent of neoliberal policies brought about by the 1991 New 

Economic Policy, which supported liberalization, privatization, and globalization, trade unions were 

destroyed, strikes were outlawed, state businesses were privatized, and employers were given greater 

leeway. 

Outdated labor laws were in effect prior to the passage of the following codes: Code on Wages 2019, 

Social Security Code 2019, Code on Industrial Relations 2020, and Occupational Safety, Health, and 

Working Conditions Code 2020. After realizing they needed to do something, lawmakers replaced 29 

statutes with four codes that consolidated all applicable legislation. The new labor regulations aim to 

streamline corporate processes, enhance industrial relations, and promote economic expansion.4 

Objective 

To Study the politics of economic liberalization and business-state interactions. 

Methodology  

A method is a problem-solving strategy crucial for discovering the truth about an issue. Research 

methodology involves a systematic examination to gather fresh information about research challenges. 

In a broader sense, methodology encompasses the entire research process, providing guidelines for 

combining data and drawing conclusions. Employing research methodology is essential for obtaining 

accurate results. 

In this study, a doctrinal research approach is utilized. Doctrinal methodology, a legal analysis method, 

explores legal theses by leveraging existing legal statutes and cases. This involves analyzing current 

statutes, reports, papers, books, journals, and court decisions. 

                                                           
4Shashwat Kaushik, “All about industrial relations” ipleaders 1 (2024). 
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The politics of economic liberalization and business-state interactions 

The politics of economic liberalization and the connections between businesses and states are two 

examples of the dynamic interplay that occurs between different ideological positions. Those who 

advocate for neoliberalism contend that lowering the level of government interference is beneficial to 

economic progress because it encourages innovation and enhances competitiveness. On the other hand, 

those who are opposed to the idea push for a more interventionist approach, arguing that strong 

government control is necessary in order to alleviate socioeconomic inequities and safeguard worker 

rights. When it comes to determining the course that economic policies will take, political players, who 

may include anybody from government officials to industry lobby organizations, exert a substantial 

amount of power. The situation is made even more complicated by international issues like globalization 

and the requirements of organizations such as the International Monetary Fund and the World Bank. It is 

imperative that careful thought be given to the social repercussions of liberalization policies, particularly 

with regard to the disparity in earning potential and the working circumstances. The gains that were 

expected to be gained by liberalization might be jeopardized by problems such as regulatory capture and 

corruption. Finding a way to strike a delicate balance between economic growth and social fairness is of 

the utmost importance. The success of these policies is reliant on the capacity to traverse the complex 

web of global dynamics, local politics, and public mood. 

Liberalization in India: 1985 and 1991 

India followed a strategy for planned economic growth that focused on replacing imported goods until 

the middle of the 1980s. The rudimentary structure and mechanisms for industrial strategy were outlined 

by the Industrial Development Regulation Act of 1951. With this strategy, the public sector was heavily 

involved, there were strict regulations for the use of foreign currency, and licensing allowed for 

considerable control over the nature and amount of investments.5 Investments in the chemical, 

petroleum, and long-lasting consumer goods sectors were later added to the heavy and capital goods 

sectors, which had previously been targeted by the planned import replacement. The slowness, high 

prices, and dynamic inefficiency of the manufacturing sector were all products of this heavily regulated 

and protectionist regime, which is now commonly recognized.6 

The Rajiv Gandhi government (1984–1991) sought to resuscitate the corporate sector and in 1985 

established the justification for loosening regulations. Grouped together as the "New Economic Plan," 

                                                           
5J. Bhagwati and P. Desai, “India: Planning for Industrialization” Oxford University Press, Delhi (1970). 
6I.J Ahluwalia, “Industrial Growth in India: Stagnation Since the Mid-1960s” Delhi: Oxford University Press. (1985). 
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these changes, which were described as "liberalization by stealth," facilitated the entrance and expansion 

of incumbent firms by doing away with license requirements for capacity expansion for several 

categories of firms. These included firms with assets below a moderate threshold, firms based in 

"backward" areas, firms in industries where scale is critical, and firms that were "modernizing." To 

encourage modernization, import limitations on capital goods and technological know-how were 

loosened. Licenses were "broad banded" so companies could more easily respond to changing market 

conditions by combining products in different ways. The restrictions on "monopoly houses" were 

relaxed to a certain extent when they entered "priority industries.".7 While these reforms helped long-

standing companies expand, they had less of an effect on upstarts. We could see more transparent 

competition between the current leaders following these changes. The loosening of numerous 

restrictions unquestionably benefited the smaller incumbents more. 

In the second stage of the major structural adjustment program that began in 1991, more extensive 

adjustments were implemented. The new industrial policy loosened the constraints on investment 

licenses. Public sector domains were extended to private sector competition, monopoly house expansion 

limitations were relaxed, and regulations controlling foreign investment were eased. Processes for FDI 

were simplified, and trade duties were cut. The maximum import tariff was reduced from 345% to 40%. 

Quantitative restrictions were removed for capital and intermediate goods. The 1991 reforms primarily 

aimed to make long-standing companies face more domestic and international competition. Once again, 

in the years following these reforms, it is realistic to expect rivalry to develop. Larger corporations may 

have been better able to respond to the fiercer competition with a range of expenditures because of their 

greater resources. 

Much has been said about the economic development differences between the reform movements of the 

mid-1980s and the mid-1990s. The earlier efforts were "limited in scope and without a clear roadmap," 

they did lay the groundwork for the "more systematic and systemic" improvements that occurred in the 

1990s.8 

Economic Liberalization in 1991 

In its "Mixed Economy" policy, which it adopted after gaining independence, India ensured that the state 

would intervene appropriately to promote growth and its equitable distribution within the framework of 

a multiparty democracy; at the same time, it gave the private sector substantial say in economic 
                                                           
7V Srivastava, “Liberalization, Productivity and Competition” Delhi: Oxford University Press (1996). 
8Arvind Panagariya, “Growth and Reforms during 1980s and 1990s,” 39 Economic and Political Weekly (2004). 
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policymaking. India openly supported economic liberalization in 1991 and gave private players the 

green light to officially embrace neoliberalism. A theoretical framework for political and economic 

practices, neoliberalism advocates for the idea that people may be better off if given the freedom and 

tools to start their own businesses, within an institutional framework that is characterized by strong 

private property rights, free markets, and free trade. The establishment and maintenance of such an 

institutional framework is the responsibility of the state. 

At the beginning of the 1980s, India's economy was in a state of complete chaos, forcing the government 

to seek loans from the International Monetary Fund (IMF). In order to meet the terms of those loans, the 

government had to initiate a slew of deregulation policies. Implementing a neoliberal program in 1991 

had as its primary objective the reduction of the budget deficit—the primary culprit responsible for the 

economic catastrophe of that year. Consequently, the budget deficit was intended to be reduced through 

stability and structural adjustment, two essential components of the 1991 economic liberalization 

agenda. The government has set a long-term objective of reducing the budget deficit from its current 

8.3% of GDP to between 3% and 4% of GDP.9 

To achieve the goals of reducing fiscal deficits, which is a common condition of the Structural 

Adjustment Program (SAP), government expenditure must be cut. Spending on social programs has 

been declining, according to a plethora of reports. Adjustment with a Human Face, a UNICEF study, 

was one of the first major SAPs studies to draw attention to the impact on vulnerable populations.  

Among the 78 countries that were part of the structural adjustment programs backed by the IMF, this 

research showed that 65% had wage limitation rules in place, 83% had reduced budget deficits, and 91% 

had curtailed government expenditure. There is strong evidence that cuts to social sector funding are 

correlated with social indicators. 

Thus, reducing the national debt and stabilizing the economy were India's principal objectives when it 

liberalized its economy in 1991. One consequence of this approach to reducing the budget deficit is a cut 

to social sector spending, which includes education. These measures have limited social sector access to 

new infrastructure and resources, which has slowed their growth and development over time. 

                                                           
9C. Chandrasekhar and J Ghosh, “The market that failed: Neoliberal economic reforms in India” New Delhi, India: Leftword 
Books (2000). 
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Economic and political liberalizations 

To be classified as closed to international commerce, a nation must meet one of the following 

conditions:  

(i) The average tariffs must be higher than 40%. 

(ii) Over 40% of imports must be blocked by non-tariff barriers. 

(iii) The country must be socialist. 

(iv) The black-market premium on the exchange rate must be higher than 20%. 

(v) A significant portion of the country's exports must be controlled by the state monopoly.  

To be considered open, a nation must not meet any of these conditions. When a country opens its 

economy after being closed for a year, we call that economic liberalization in this research. 

Consequently, this economic liberalization plan's objective is to pinpoint comprehensive regulatory 

changes that increase the market's capacity to distribute goods and services. Freer international 

commerce is one aspect of economic liberalizations as they are outlined here. For reasons that will 

become clear later on, we account for countries that were once socialist in all of our analyses as we 

aren't particularly concerned with the unique problems that arise when capitalist economic systems are 

abandoned. 

Between 1970 and 1989, this openness index was positively correlated with economic progress. 

Liberalizing the economy can boost average growth by 2%. It's a huge and powerful effect. Their 

research suggests that a revised dummy for the 1990s is conditionally uncorrelated with economic 

progress worldwide, casting doubt on the generalizability of the results in SW to any other decade; as a 

result, cross-sectional correlations were lower in that decade. the within-country effects of economic 

liberalization. They found that periods of liberalization are followed by faster growth, more investment, 

and an increase in trade volume. In the most recent time period (1990–1998), the effects on trade were 

less noticeable, although they were nevertheless noticeable across the whole sample (1950–1998). The 

last point suggests that increasing commerce might not always be the outcome of trade changes. This 

may occur, for instance, if trade barriers other than tariffs are put in place, as happened in India during 

the recession of 2000–01. Among the topics discussed in this study is the possibility that greater trade 

volumes may not follow "liberalizations,".10 

                                                           
10FRANCESCO GIAVAZZI and GUIDO TABELLINI, “ECONOMIC AND POLITICAL LIBERALIZATIONS” CESifo 1–48 (2004). 
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Conclusion 

The politics of economic liberalization and business-state interactions present a complex and dynamic 

environment with wide implications for both the public and private sectors. The movement towards 

economic liberalisation, often driven by neoliberal principles, has resulted in an increase in market-

oriented policies and a decrease in governmental intervention in the economy. This has produced an 

environment that is conducive to company growth, innovation, and efficiency. It also raises concerns 

about economic inequality, exploitation, and the accumulation of wealth in the hands of a small number 

of people. The relationships that exist between the state and companies greatly influence economic 

policies and laws. Finding a balance between ensuring social welfare and promoting economic progress 

is a challenge for policymakers. Such liberalization efforts depend on governments' ability to enact 

accountable, open regulatory frameworks that prohibit the misuse of power and promote fair 

competition. As we navigate this difficult terrain, it is imperative that we place a high premium on fair 

and sustainable economic development that benefits society as a whole. 
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