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FROM CHAOS TO SYSTEM: WHY FORMALISATION BECAME INEVITABLE**

Every large economy carries hidden layers. In India, for decades, those layers were vast—cash transactions, informal labor, unregistered enterprises, parallel supply chains, and discretionary enforcement. This informality was not criminal by default; it was adaptive. It compensated for weak institutions, complex laws, and low trust in the state. But by the early 2010s, it had become a structural ceiling. Growth could continue, but scale could not.

Narendra Modi’s most consequential economic intervention was not a single reform, but a directional choice: India would move from a negotiation-based economy to a system-based economy. Markets would no longer run primarily on relationships, discretion, and opacity. They would increasingly run on rules, data, and traceability.

This shift—formalisation—was not optional. It was inevitable.

India’s economic size had outgrown its institutional scaffolding. A trillion-dollar economy could tolerate informality. A multi-trillion-dollar economy could not. Tax collection lagged potential. Credit penetration remained shallow. Productivity stagnated. Policy relied on estimation rather than evidence. The state governed partially blind.

Formalisation was the attempt to see the economy clearly.

Before Modi, reform debates focused on liberalisation—opening markets, deregulating sectors, inviting capital. These reforms delivered growth but left structure untouched. Liberalisation without formalisation produced expansion without consolidation. Winners grew large; systems remained fragile.

Modi’s diagnosis differed. He saw informality not as cultural preference, but as rational avoidance. Businesses stayed informal because compliance was costly, unpredictable, and punitive. Workers stayed unregistered because security systems were weak. Cash dominated because trust was low. To formalise, the state would have to change incentives, not merely enforce rules.

This required scale, speed, and political risk tolerance.

Formalisation under Modi was not introduced gently. It arrived through shocks, system redesign, and behavioral nudges. Critics argued that the pace was reckless. Supporters argued that gradualism would fail. Both were partially correct. The method was disruptive—but disruption was the point.

The formaliser state pursued three parallel objectives:

First, expand the tax base without raising rates indiscriminately.

Second, digitise transactions to reduce friction and leakage.

Third, integrate citizens and enterprises into traceable systems that enabled policy precision.

These objectives reinforced each other. Digital identity enabled targeted welfare. Digital payments reduced cash opacity. Tax reform simplified compliance. Each layer strengthened the next.

Formalisation was framed not as punishment, but as modernization. Compliance was presented as participation. Visibility was framed as inclusion. The narrative mattered. A coercive push would have collapsed politically. A civilizational push created acceptance—if not universal enthusiasm.
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