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EXTERNAL SECTOR REFORMS: 

Foreign trade policy reforms: 

Foreign trade i.e exports and imports play an important role in the economic development of any country. 

We import those goods from other countries which cannot be produced in our country because their raw 

Material and technology  may not be available and the consumption of those goods is high. 

We export those goods which are produced in surplus in our country and which we are able to produce at low  

Cost. The exports should always be more than the imports. This will help us to earn foreign exchange and also  

help in increasing the production activities in our country. 

 In 1991, when the new economic policy was made, reforms were also made under foreign trade. The  

Government wanted to increase the exports and to reduce imports. Focus was laid on producing those  

Goods in our own country that we are importing from other countries. Many reforms are made in the  

Foreign trade policy 

1. Exports and imports were made free. Tariff restrictions were considerably modified , rather  

withdrawn from many items of export and import. Exports and imports were made easy. Now even small 

Producers can export their goods to other countries and also they can import raw material, technology etc. 

that they require to produce their goods without any permission from the government. The object behind is 

to increase the exports. 

2. The policy of ‘survival of the fittest’ was adopted. Instead of the policy of protection of the domestic  

Industry, now there is the policy of ‘survival of the fittest’. If the quality of the goods is better ,the producer   

Will survive. This will encourage the small producers to improve the quality of their goods.  

3. Market competition has replaced  the policy of quotas and tariffs.  

All quotas and tariffs were replaced by competition. Government wanted a rapid growth of the economy and  

For this the competition among the producers has to be increased. Liberty was given to the producers to  

Produce what they want and how much they want. Competition was made free. 

4. Efficiency is the benchmark of growth. 

The one who is efficient and withstand the competition can grow. The producers has to maintain the  

International standards in their product, if they want to remain in the market for a long time. The quality has  

become more important than the quantity. 



SALIENT FEATURES OF TRADE POLICY AFTER LIBERALISATION: 

1) Import quotas has been abolished. 

2) Import license has been abolished.  

(except in case of goods which are not environment- friendly and are hazardous) 

3) There is a moderation/reduction of import duty to enhance competitiveness in the domestic 
market. 

4) Export –duty has been withdrawn to increase competitiveness of  Indian goods in the 

 International market. 

5) The focus of trade policy after liberalization was to facilitate integration of Indian market with the  

Global market. 

6) The trade policy wanted to achieve growth through competition rather than protection. 

MULTIPLE CHOICE QUESTIONS: 

1. Fiscal reforms comprise 

a) Reforms in tax structure                                              b) reforms in public expenditure and public debt 

b) Reforms in interest rates                                             d) both a) and b) 

2. When was the new economic policy announced? 

a) In  July1991                                                                  b) In June 1991     

b) In July 1996                                                                  d) In June 1996                     

3. ----------means the excess of anticipated expenditures over the estimated revenue. 

a) Profit                                                                             b) loss 

b) Surplus                                                                         d) deficit   

4. External sector reforms under NEP included 

a) Foreign exchange reforms                                        b)foreign trade policy reforms 

b) Both a) and b)                                                             d)none of these. 

5. Which of the following is an element of the financial sector of the economy. 

a) Banking and non-banking financial institutions 

b) Stock exchange market 

c) Foreign exchange market 

d) All of these. 

6. The parameters of economic reforms undertaken in an economy are 

a) Macroeconomic stabilization                                      b) macroeconomic structural adjustments               

b) Both a) and b)                                                                d) none of these. 
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