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PREFACE 

A radical change has occurred since 1948 in the 

volume and pattern of foreign business investments in India, 

as shown in Figure l, resulting in both favourable and un­

favourable effects on the economy. This change and the con­

sequent effects constitute the substance of this study. 
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CHAPTER l 

THE PLACE OF CAPITAL IN ECONOMIC DEVELOPMENT 

In this introductory chapter, we plan to 

discuss the roles of the different forms of capital 

- first, capital in general, then foreign capital and, 

lastly, private foreign capital - in the economic 

development of a developing economy such as India. 

As economic development has different meanings for 

different people, it becomes necessary to explicitly 

state the meaning which we will use in this study. 

I. Economie Development 

Of the many ways of defmning the level of 

economic development of a country, one useful, though 

by no means perfect, way, is to express this level in 

terms of per capita income. l Bearing this in mind, we 

may look at the national income statistics of the various 

countries in the world to establish their relative 

positions, and for:';this we may refer to Table 1. 

The figures2in Table l show that in 1958, the per 

1. Benjamin Higgins, Economie Development (New 
York, 1959), pp.6-10. 

2. We have used the figures converted in U.S. $ 
on the basis of purchasing power parity rather than 

1 
il 
ii 
il 
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Table 1 

(; Estimates of Per Capita G.N.P. U.S.$ * 

12b2-Z1 
1958 Low High 

~ll ~21 ~ îl ~4} 

United States 2235 2593 3017 

Canada 1720 1995 2322 

Australia 1575 1780 2000 

New Zealand '1560 1763 1982 

United Kingdom 1515 1924 2166 

West Germany 1490 2399 2622 

Switzerland 1480 2116 2368 

Sweden 1475 1991 2227 

Norway 1460 18.54 2088 

D.e-nmark _ 1410 1791 2016 

1 
France 1405 2164 2360 

f 
Belgi um and Luxembourg 1395 1772 2009 

1 1 

! Netherlands 1260 2054 2230 
1 Austria 1235 1976 2223 t 
1 
f Finland 1200 1716 1920 ~ 

i 

1 
Italy 925 1554 1702 

t Japan 910 1693 1893 t 
t Soviet Un!.on 900 N.A. N.A. 

! South Africa 835 1002 1194 
i Argentina and Uruguay 825 965 1048 

Ireland 770 978 1101 

Yugoslavia 730 1234 1467 
(} Central America{Excl.Mexico) 555 666 727 

----------,------~. 



(; 
Table 1 (eontinued) 

(1) (2) (3) (4) 

Me'6:ieo 535 701 781 

Spain 525 840 945 

Greeee 520 832 934 

Portugal 490 662 740 

Turkey 425 502 570 

North Afriea(Algeria, 
Egypt,Libya, Moroeeo, 

450 Tunisia 315 378 

Philippines 270 316 373 

Thailand 270 308 346 

Ceylon 240 259 290 

Burma 210 254 284 

Vietnam 210 212 239 

Taiwan 190 228 270 

Suuth Korea 190 220 G49 

Indone~ia 175 194 229 

India 150 181 212 

Pakistan 145 147 171 

* G.N.P. eonverted in U.S.$ on the basis of purehasing power 
pari ty aeeording to U.S. priees in 1955. 

Source: F.A.O., A ricultural Commodities Pro eetions for 1 0 
(Rome, 19 2 , Table M2, pp. A3 and A with one 
further assumption that 1958=1957-59. 

3 
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capita income of the majority of the countries in 

Asia was about $200 whereas that of the majority of 

the countries in Western Europe was greater than $1,000. 

In North America, per capita.'income was greater than 

$2,000. According to the projections for 1969-71, 

the gap between the per capita income in the high 

income countries and low income countries will widen. 

The per capita income of the high income countries is 

projected to increase by 37% to 56% during 1957-59 to 

1969-71, against an increase of only 22% to 38% for 

the low income countries during the comparable period. 3 

After observing these wide and growing differences in 

per capita income, one would.like to ask why countries 

in Asia, Africa and Latin America have remained under­

developed; what elements are missing in the underdeveloped 

countries which would explain their failure to achieve the 

living standards of the developed countries? 

II. The Role of Capital 

Until quite recent1y, most of the economic 

experts on problems ot underdeveloped countries have 

been putting all these countries under one rug and 

official exchange ~ate as the latter method undervalues a 
10w income country's output by a greater degree, the greater 
the disparity in per capita imcome between the two countries 
being compared, 

3. F.A.O. Agricultura1 Commodities Projections 
for 1970 (Rome, 1962), Table M2, pp.A3 and A4. 

1 
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suggesting that only if they have capital would 

development be easy; in other words, economic 

underdevelopment was exclusively identified with 

capital scarcity.4 How has the notion developed 

that only if you have capital, would development 

be easy? This may be due, among other things, to 

the following reasons: 
5 

a) That the countries where investment has 

been highest have enjoyed also the most rapid advance 

in production and income. 

b) That oapital is something that lends 

itself to Government action; if you have not enough 

you can borrow; if investment is not taking the right 

direction you can control it. 

c) That capital is equally manageable from 

tthe point of view of the th~oretical economist; he can 

build it into models and watch how the growth of capital 

and income respond to each other. 

4. A.K. Cairncross makes a similar observation 
in his article "The Place of Capital in Economie progress", 
in L.H. Dupriez (ed.), Economie progress (Louvain, 1955), 
reprinted in his book Factors in Economie Deve10pment (London, 
1962), pp. 75-88. He notes that "in most of the recent 
writings of economists whether they approach the subject 
historica11y (e.g. in an attempt to explain how the indu~trial 
revolution started) or analytically (-e.g. in models ,of an 
expanding economy) or from the side of policy (e.g. in the 
hope of accelerating the development of backward countries) it 
is the process of capital accumulation that occupies the front 
of the stage". (p. 75). 

5. Cairncross, "Investment and Growth", in 
Factors in Economie Development, p.89. Throughout this 

, 
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The above reasons, along with the apparent 

constancy of the capital-output ratio during the course 

of the last couple of decades in the developed countries, 

seem to have influenced some economists to identify 

economic underdevelopment with'capital shortage. 

This view, however, is increasingly chàllenged now 

in the economic literature; it is suggested that the 

contribution of investment would be very small if it 

is unaccompanied by other change~.6 It can be objected 

that other changes are bound to cocur as investment 

rises; a higher rate of investment may introduce a 

more dynamic atmosphere and force people to re-examine 

established ideas and techniques so that innovation 

proceeds more rapidly. Cairncross does not offer an 

answer to this objection, hisft>nlY comment being that 

"we know too little about the forces governing innovation 

to be dogmatic about an issue of this kind. It seems 

section on the Role of capital we will be referring ex­
tensively to the writings of Professor Cairncross as he 
has been a leading economist on this subject for the last 
two decades. 

6. ~., p. 90. Cairncross notes here that 

6 

"net investment in the United Kingdom has in recent years 
averaged about 10% of the national income while the increase 
in output has averaged about 3% perannum. Given an average 
IOOial return on the additional capital invested of, say, 
10% - and it is unlikely that it would be higher in current 
conditions - the inc:rrease in output attributable to investment 
comes to 1% or one-third of the recorded increase; and an 
increase in the rate of investment by one-half, unaccompanied 
by other changes, would at most bring about a change in the 
rate of growth of output from 3% to 3~%~_ 
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likely that high investment expresses a change in ideas 

and techniques rather than provokes them; but the sequence 

maywell be of the hen and egg type and start with one or 

the other.,,7 

As far as the role of capital in the under-

developed countries is concerned, Professor Cairncross 

earlier held the following views: 

It is by no means obvious that additional 
capital whether borrowed from abroad or 
accumulated through the exertions of surplus 
labour in the countryside/would by itself 
suffice to start off a cycle of industrial­
ization. The problem is often one of 
organization quite as much as of capital 
creation; of training managements and men; 
of creating new attitudes towards industrial 
employment; of taking advantage of innovations 
that need little capital and using the res~lt­
ing gains to finance investment elsewhere. 

Cairncross now thinks that "if l set out again 

to discuss the causes of economic growth l should certainly 

say different things and say them in a different way. In 

dealing with capital investment, l should probably concede 

more willingly the importance of its role, particularly in 

underdeveloped countries.,,9 

7. ~., p. 92. 

8. Cairncross, "The Place o~ Capital in Economie 
ProgressIf, op. cit., pp. 87-88. 

9. Factors in Economie Development, p. 8. 

7 
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He further observes "if a country ls in course of 

industria1ization, and can draw an almost unlimited 

Manpower into urban factories from the countryside, 

as in U.S.S.R., capital may be the contro11ing e1ement 

in the growth of industria1 capacity and output, and 

additiona1 investment may permit a more rapid mobi1-

ization of otherwlse id1e or underurti1ized resources.,,10 

Cairncross has now not only conceded the im­

portance of the ro1e of capital in underdeve1ûped 

countries but also has' enriched the theory of economic 

development by suggesting that capital has different 

roles to play in different stages of deve10pment even 

of the same country. He notes that "whatever one may 

think of investment as a fast breeder, we need have no 

reservations about the sca1e on which investment becomes 

necessary as development proceeds. The switch from an 

agricultural, village economy to an industrialized, urban 

economy probab1y invo1ves heavier capital expenditure in 

relation to income available during the process of trans-

formation than in the subsequent period of growing pro­

duc ti vi ty. ,,11 

10. "Investment and Growth~ op.cit:,p~93. 

11. "Capital Formation in the Take~off", 
paper presented to the Conference on the Economies 
of Take-off into Sustained Growth, at Konstaz, Sept­
ember 1960 and pub1ished in Factors in Economie Develop­
~ (p,l15). This paper seems to be one of the first 
attempts to incorporate Rostowian stage ana1ysis in the 
problem of the relation of capital and economic develop­
ment. For Rostowian stage analysis, refer to W.W. Rostow, 
"The Take-off into Self-Sustained Growth~ The Economie 
Journal (March, 1956); The Stages of Economie Growth 
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As for India, the U.N. Economie Commission 

for Asia and the Far East has recently emphasized the 

role of capital in the economic development as follows: 

Many conditions are needed before economlc 
growth can be nealized, but India could meet 
several of tbem even before it launched its 
first plan. It had experimented with industrial­
ization for almost seventy years. It possessed 
a railway network (although overloaded and badly 
in need of repair and replacement), a banking 
structure and associated money markets, port 
facilities and other infrastructure. The major 
shortcomings were roads and road vehicles, 
shipping and power resources. It had some ex­
perienced entrepreneurs and a modicum of high 
level tebhniciàns besides almost unlimited 
reserves of unskilled labour. T'here was, how­
ever, an inadequate supply of middle level tech­
nicians and skilled workers. A large measure of 
political and social stabillty had aIse been 
attained. Finally, India had inherited a com­
petent administration even if it operated a 
complicated bureacratic machinery. The country, 
ac~ordingly, was adequately, if not Ideally, 
endowed with the political, social and ecenomic 
requisites of growth. The most serious handicap 
was the lack of modern techniques and productive 
capi tal.lz.. 

Applying Rostowian stage analysis te the 

problems of economic development of India, Prof essor 

(Cambridge, 1960) end International Economie Associa+;ion, 
The Economies of Take-off Into Sustained Growth (London, 
1963) edited by Bostow. 

.-_.---_.----"':\ 

9 

One may or may not agree with Rostaw's demarcation 
of the different stages of development, but his approaeh has 
made a signal contribution to the J.itera1iure on the problems 
of economie development. Now economic development is not 
studied under one garbi rather it is looked at as a process. 

It is rightly suggested now that to look for a general sort of 
diagnosis for the problems of eeonomie underdevelopment is 
éxtremely naive as different countries need different factor 
combinations et different stages of development. 

12. U.N. Economie Survey of Asia and the Far East, 
1961 (Bangkok, 1962)" p.83. 

l'1 ,~_~_ ... ~" ""'---'~.~~~._-~~-~.-._-_.,.". ----- ". 
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(i Galbraith holds the vlew that the stress on capital 

fits her stage of development not too badly: 

Indla has an effective government; there 
is a substantial measure of literacy; she 
has a backlog of administrative and entre­
preneurial talent; thene is a solid com­
mitment to the goals of social justice and 
social progresse At the same tlme, the pro­
pensity to consume is high and the rate of 
savlng is low and thEt1>roblem of capital 
supply ls especlally serious for that part 
which must be obtained from abroad. Under 
these circumstances, attention has naturally 
been focused on the question of financial 
support to investment.13 

The lesson which we may draw from the above 

analysis is that capital is not a I1miting factor 

in every ~nderdeveloped country or even in every 

stage of development of the same country. In countries 

socially and politically as developed as, say, India, 

capital (along with the techniques to handle it) is the 

l1miting factor; and in coùntries which are socially and 

poli tically less developed. than India, as many countries 

in Asia, Africa and Latin America, popular education and 

enlightenment may take precedence over capital. 

III. The Role of Foreign Capital 

Since shortage of capital is the most important 

13. J.K. Galbraith, Economie Development 
(Cambridge, Mass. ,1964), pp. 43-44. 

10 
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element contributing to economic underdevelopment of 

a country such as India, the prescription for develop­

ment 1s obvious; the rate of investment must be in-

creased. 

The rate of investment can be increased by 

raising the rate of domestic saving~ and/or by encouraging 

an inflow of foreign capital. Unfortunatiely, the rate 

of domestic savings, if left alone, will inevitably be 

low because of the extremely low level of income. Rere 

we encounter the so-called "vicious circle of poverty". 

It was in relat10n to such an economy that the late 

Professor Nurkse once observed, lia country 1s poor because 

it 1s poortt •
14 How can we break th1s vicious c1rcle? 

If the circle has to be broken w1thout any s1gnificant 

help of foreign capital, it may involve a revolutionary 

reor,ganization of the economic~ social ~d polit1cal 

Il 

insti tutions so that the "pot'ential" surplus15 is mobilised 

and channelled into productive lines. However, for a 

country like India, which is bound by tradition and an 

anti-developmental caste system, and whose present 
, 

leadership does not seem to be prepared to reorgan1se the 

" - 14. Ragnar Nurkse, Problems of Capital 
ForllIlB.tion.~in Unde'rdeveloped Countr1es ( Oxford, 1955), 
p.4. , 

15. Paul A. Baran, The Po11tical Economy of 
Growth (New York, 1957), pp.22-43. ' 
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(: society, te make social reforms, this approach does 

not seem to be available at the present time. In 

such circumstances the choice left is to have an in-

flow of foreign capital, supplementing the domestic 

savings. This is one role which foreign capital can 

play in a developing country such as India. 

Another very importanàrole of foreign capital 

is improving the balance of paymknts. It can be 

convincingly argued that even if a country such as 

India increases the rate of domestic savings to the 

required rate of investment, the need for the imports 

of capital equipment still remains very important at 

her present stage of development. This is so because 

the domestic resources are not enough for the manu-

facture of capital equipment needed for development 

projects. Unless theooonomy can pay for these imports 

through an expansion in exports or a eut in imports, 

foreign capital must be made available. 

In the case of India, the chances of cutting 

the imports of the non-capital goods are very limited 

as most of such imports are either industrial raw 

materials ·or fOQd. 16 Imports of luxury and semi-luxury 

16. Reserve Bank of India, India's Balance of 
Payments 1948-49 to 1961-62 (Bombay, 196). 

12 
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type consumer goods are already almost banned. In 

such a situation, the.only hope, if any, is to ex-

pand exports. Before we analyse the prospects of 

the expansion of India' s exports, it might be use-

fuI first to look at the pattern of exports for the 

last decade. This is given in Table 2. 

Two main trends may be observed in the 

pattern of export tr&de over the past decade: 

Firstly, among commodities which are directly 
or largely based on agricultural production 
(which still account for the bulk of India's 
exports) such as tea, cotton textiles, jute 
manufactures, hides and skins, spices and 
tobacco, on the whole, export did not improve. 
However, significant increases were achieved 
in the exports of new manufactures and of 
products like iron ore, but these were not 
sufficient to offset the decline in the 
traditional exports.17 

Receipts from exports during the 1950's stagnated at 

around Rs ~ billion. Will India be able to expand her 

exports sufficiently by the end of the 1960's to be in 

a position to balance the foreign exchange budget with­

out an inflow of foreign capital? To achieve;this object­

ive, say by 1970-71, import requirements of the Indian 

economy, and the repayment obligations on account of 

loans previously contracted, would be such as to require 

annual exports worth Rs 13-14 billion. 18 Having assessed 

the requirements, we may now analyse the prospects of 

17. India, Planning Commission, Third Five 
Year Plan (New Delhi, 1961), p.135. 

18. Ibid., p.138. 

!~ 
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Table 2. 

Pattern of Exports, 1951-60 

~Rs millions} 
1958-1950- 1955-

51 56 59 

1. Agricultural commodities 
& related manufactures 4,965 4,S93 4,535 

6otton & Jute Manufact-
ures (included in 
item 1) 2,505 1,Sl? 1,537 

2. Other manufactures 584 610 533 

New manufacture& 
products (included in 
item 2) 89 86 125 

3. Minerals 234 344 462 

TOTAL: 5,78) 5,847 5,530 

Source: India, Planning Commission, Third Five Year Plan 
(New Delhi, 1961), Table 3, p. 135. 

1959-
60 

4,736 

1,S05 

1,050 

250 

530 

6,316 
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Indian exports, first by looking at the traditional 

exports and then the so-called "new manufactures". 

Traditional exports. Dr. Patel19 estimated 

that exports of certain items - tea; jute yarns and 

manufactures; cotton y~ns and manufactures; hides, skins 

and leather; cotton, raw and waste; coal and coke; chem-

icals, drugs and medicines - would be only Rs 3.75 to 

3.95 billion in 1975, while these items contributed Rs 

3.84 billion in the average year of India's Second Five 

Year Plan (1956-61). He further estimated that exports 

of vegetable oils and tobacco could be expected to in­

crease fromRs 370 million in the average year of the 

Second Plan to Rs 700 million in 1975. Total traditional 

exports, according to him, would not increase beyond Rs 

6.2 to 6.4 billion in 1975. In 1970-71, receipts from 

traditional exports would thus be even less than that for 

1975. 

Recently, Dr. Manmohan Singh20 made a'study of 

export prospects for 1970. His estimate is that exports 

of jute manufactures, tea. cotton textiles, vegetable oils 

and cakes, spices, cOffee, leather, cashew kernels, raw 

19. S.J. Patel, "Export Prospects and Economie 
Growth: India", Economie Journal (September, 1959)" Table 
IV, p.498. 

20. Manmohan Singh, India's Export Trends and 
the prosEects of Self Sustained Growth (Oxford, 1964), 
pp.177-2 6. 
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cotton, iron ore, manganese, coir goods, tobacco, fish~ 

woollen textiles, art silk, fabrics etc., would increase 

by Rs 1.66-2.18 billion between 1960 and 1970; as a rough 

order one may put the figure at Rs 2 billion. This means 

that exports of these items would be Rs 8.5 billion in 

1970 compared with Rs 6.5 billion in the last two years 

of the Second Plan. Manmohan Singh's projections, how­

ever, are based on the following assumptions: 

(1) That agricultural targets in the Third 

Plan will be fully realiBed and that sàtisfactory progress 

in agriculture during the Fourth Plan will ensure adequate 

export surpluses. The estimates for vegetable oils, oil 

cakes, raw cotton, coffee and tobacco, are naturally 

dependent on the assumption being proved right. Similarly, 

progress in agriculture will influence the export perform-

ance of such industries as jute and cotton textiles. 

(2) That in those commodities of which India 

in a major exporter in the world, her relative share of 

world exports will not fall, while for those commodities 

of which she is only a marginal supplier in the world, 

sustained efforts will be made to enlarge her relative 

16 

share., In the first category are jute manufactures; tea, 

cotton textiles, virginia flue-cured tobacco, black pepper, 

manganese ore, mica and lac; in the latter are ~egetable oils, 

raw cotton, coffee and iron ore. 

The studies by both Patel and Singh rightly 
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conclude that the prospects of India's traditional 

exports are very limited. This is so because India's 

traditional exports face (a) inelastic world demand, 

(b) increasing competition from synthetics and other 

substitutes, (c) restrictive and discriminating com­

mercial and excise policies, specially followed by 

Western Europe (excluding Britain) and particularly 

towards cotton textiles and tea, and (d) the inflationary 

situation in the country. 

Exports of new manufactures. As for "new 

manufactures" - steel, cutlery, hardware, vehicles, 

electrical goods, sewing machines, bicycles, machinery 

etc. - it is strongly suggested that India is capable 

of selling these products at competitive priees and 

receipts from such exports may reach Rs 5-6 billion by 

1970. This is the view of Sir Donald Macdougall. He 

works out India's comparative advantage in the following 

fashion: 

( a) 

(b) 

With very high grade iron ore, India 
should be able to produce cheap steel ••• 
Indian wages per worker are a very small 
fraction of wages in the main exporting 
countries of Western Europe and North 
America (and probably less than half of 
wages in Japan.) Even if output per 
worker in manufacturing as a whole were 
a still smaller fraction, so that labour 
costs per unit of output were in general 
higher in India, one would expect to find 
a fair number of industries in which Indian 
labour costs were lower •••• 
• • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • 

(c) The reports of the Tariff Commission suggest 
that, while the ratio between costs at home 
and abroad varies greatly, a significant 

I~ 
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c) 

( d) 

( e) 

proportion of India's industries MaY, 
in fact, be competitive ••• 
•••••••••••••••••••••••••••••••••••• 
A wide range of manufactured products 
(in addition to cotton and jute manu­
factures) i8 in fact already being ex­
ported, though usually in very small 
quantities ••• 
India's manufacturing cost should pro­
gressively decline and the quality of 
her products improve as the scale of 
production 1s 1ncreased, as managements 
acquire greater experience, as labour is 
trained and as better equ1pment is 1n­
stalled.21 

For these reasons, Sir Donald thinks that 

Indian industry is capable of competing in export markets 

over a significant range of products and that the range 

will widen. Even where industries sne not yet competitive, 

the margin of d1sadvantage 1s often not very large. India 

is thus more favourably placed than a good Many under­

developed countries where the great bulk of manufacturing 

industries is sometimes still hopelessly uncompetitive. 

Sir Donald do es not seem to have taken note 

of the difficulties which would prevent the expansion 

of exports of the new manufactures in the world market • 

The difficulties are: 22 

(1) To the extent that consumer goodspre-

.... 

21. Sir Donald (G.D.A.) Macdougall, "India's 
Balance of Payments", Bulletin of the Oxford unlversit~ 
lnst1tute of Statistics, Vol. 23 (May, 1961), pp.167-1 9. 

22. Manmohan Singh, "Self-Sustained Growth by 
19711", The Economie Weekly, Special Number.(July, 1962), 
p.1221. 

18 



~' 
r , 
l' 
\ 

1 

1 

1 

( 

( ) 

dominate in the new manufactures, and they are directed 

to the underdeveloped countri~s, there is.the risk that 

importing countries may restrict their imports for balance 

of payments reasons. 

(.2) Because a large number of items can be 

manufactured on a small scale, they are bound to be an 

early victim of import substitution by other developing 

economies. 

The above two difficulties would be consider-

ably reduced if the new manufactures exports consisted 

of goods which were vital to the development of other 

countries and which they could not manufacture locallYi 

as, for instance, industrial machinery, intermedtte products 

like iron and steel, chemicals, drugs, etc. 

Unfortunately, no mention is made in the 

Indian plan documents of the export demand for these goods 

and hence no investment has been allocated for additional 

capacity for exports. 

In the discussion of the exports of new manu­

factures, the issue of repayments to the specifie countries 

seems to have been neglected in the literature. Even if 

the above two difficulties in the way of expanding exports 

to the developing economies of Asia, Africa and Latin 

America, do not operate, and India gets an export surplus 

vis-à-vis these countries, such export surplus may not help 

to pay back loans and interest to the United States, United 

19 
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Kingdom, Germany, Japan, etc. unless there is free 

convertibility of the currencies of these developing 

economies or they get an export surplus with India's 

creditor countries. 

Bearing in mind the above two obstacles in 

the way of the expansion of export of new manufactures, 

Dr. Singh estimated that exports of both traditionsl 

goods and new manufactures will not be more than Rs 10 

billion in 1970. 23 

What about invisible exports? In·this con-

nection, two hopeful cases often mentioned are tourism 

and shipping. As for shipping, it is limited by foreign 

exchange difficulties, since the lmport content of a 

merchant fleet is very high. Tourism has increased 

significantly over the last few years, but it is still 
ç 

less than Rs 200 million; any foreseeable expansion in 

this item would not greatly alleviate India's payment 

difficulties~ India's external imbalance thus will have 

to be corrected by the import of foreign capital (public 

and private) and official donations. This proves the 

role of foreign capital in improving the balance of pay-
. 24 

ments in a developing country like India. This role, 

23. Ibid., p,1222. 

24. The two main roles of the foreign capital 
- supplementing domestic savings and improving the balance 
of payments - were expllcitly identified by Professor 
W.B. Reddaway in "The Role of External Aid" published in 
his book The Development of the Indian Econo~y (London, 
1962), Appendix D, pp.213-216. 

II ' ... ----------___________ --'-__ 
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however, may not be important in the ~xport-oriented 

underdeveloped countries, particularly those which 

produce petroleum. 

IV. The Role of Private Foreign Capital 

In our discussion so far we have not dis-

tinguished the role of private foreign capital from 

public foreign capital. Both add to domestic savings 

and improve the balance of payments. If this is so, 

then why has so much emphasis been placed on the role 

of private foreign capital in economic development? 

One finds that the United States, the most important 

capital exporter at present, has placed a high priority 

upon private foreign investment. The reports of many 

advisory committees25 have strongly emphasized the role 

of private foreign investment. AlI these reports justify 

the emphasis on the role of private foreign investment in 

the following fashion: 

(1) The hum an and financial resources which 

the government can devote directly to foreign economic 

objectives are limited. Their effectiveness will be 

25. See particularly Gordon Gray, Report to the 
President on Foreign Economie Policies(Washington, 1950); 
Ralph I. Straus, Expanding Private Investment for Free 
World Economie Growth (Washington, 1959) and ProposaIs to 
Improve the Flow of U.S. Private Investment to Latin America, 
Report of the Commerce Committee for the Alliance for 
progress (Washington, 1963). 
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greatly enhanced by complementary private activity 

abroad. 

(2) Private enterprise offers a unique 

advantage in the development effort - adaptability. 

The underdeveloped world is one only in its intense 

desire for economic growth. In every other respect 

it is highly diverse. The peoples demanding develop-

ment range from the nearly primitive to the very ad-

vanced, from the nearly destitute to the nearly developed. 

No single formula, either of governmental or of private 

assistance, will assure success. In the history of 

devêlopment in the West, pr1vate enterprise has had to 

adapt itself to almost every kind of ecnnomic and. political 

situation. Where it has been allowed to work, it has 

generally succeeded. 

(3) It is crucial to generate the resource­

fulness"organizational talent and technical skill with-

out which capital cannot achieve economic expansion. It 

is especially in these skills that the developmental 

potential of private enterprise lies. Each Dusiness 

enterprise sets in motion a chain reaction of constructive 

economic activity and broadens the base of local technical 

competence which will determine, in the end, the degree 

of success of any development program. 

(4) Since private enterprise cannot be 

expected to abandon the profit motive as the normal 

basis for its decisions, it seeks sound investments, 
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If the risks appear to be high, it demands a rate of 

return commensurate'with the possibilities of loss. 

(5) Private foreign business can have a 

dynamic and beneficial effect on the economies of other 

countries which cannot be created by government-to-

governmen~ activities alone. In supplying capital, 

providing new production facilities and creating em­

ployment, private foreign investment often broadens 

local capital markets and induces local capital to embark 

on complementary investments. It encourages modern 

marketing techniques and low-margin high-volume pro-

duction enabling a larger number of people to have more 

goods at lower prices. Also it is sometimes easier to 

mobilise domestic capital for an industry if the domestic 

capitalist can rely on the association of foreign entre­

preneurs experienced in the industry since the participation 

of such entrepreneurs suggests that the industry has a 

fair prospect cf profitability. Association with foreign 

enterprise may also prove helpful if the domesticenter-

prise needs to be represented, say, for selling purposes in 

the country from which the foreign capital is coming, or 

in other markets where the foreign entrepreneur already has 

connec ti ons. 

It is weIl argued that private foreign invest­

ment seeks sound investments and (if it is direct) carries 

with it important'collateral benefits - technical know-how, 

entrepreneurial and managerial skills; by example and 

23 
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through training, it can encourage the growth of a 

local business class. Wi th aIl these apparent ad,-

vantages, still the underdeveloped countries do not 

appear to follow an open-door policy towards private 

foreign investment. Some elemeIlt of poli tics may enter 

in such a choice, but is there some economics too which 

may cast doubts on the benefits of private foreign in­

vestment. It is th1s sort of analys1s wh1ch 1s the 

subject matter of the next chapter. 
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CHAPTER II 

THE BENEFITS AND COSTS OF PRIVA~ FOREIGN 
INVESTMENT IN A DEVELOPING ECONOMY 

In the last chapter .we noted that in an 

underdeveloped economy private foreign investment 

add$ to the domestic savings, improves the balance 

of payments, assumes entrepreneurial risks and (if 

it is direct) brings technical know-how. This, how­

eveF, is only a part of the full or' long-terml impact 

of private foreign investment. To determine the long-

term impact of such investment on the economic develop­

ment of a country like India, we must weigh its long­

term direct and indirect benefits and costs. 2 Since most 

of the benefits and costs, particularly the indirect 

ones, do not lend themselves to quantitative assessment, 

the discussion, accordingly, will have to remain highly 

abstract. However, we will make every possible effort 

to relate the discussion to the situation prevailing in 

a developing economy. 

1. By long-term we mean a period in which 
economic forces involved have had time to work them­
selves out. 

~.Benefits and costs refer here to the effects 
on the real income of the country. 

I~ 
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I. Direct Benefits 

The direct benefits of foreign investment 

can accrue to local factors of production in the form 

of increased employment, to consumers by way of lower 

priees and to the government through higher tax revenues. 

Local factors of production. Foreign invest­

ment raises the real income of a given amount of labour3 

and allows a larger labour force to be employed. It is 

the latter which is most relevant for India where the 

population pressures are taken out through unemployment 

in the rural sector. Since shortage of capital limits 

the employment of labour from the rural sector to the 

industrial sector where wages are higher, an inflow of 

foreign capital would make possible more employment in 

the advanced sector, and to this extent, would serve as 

an alternative to the migration of labour.4 In such a 

situation, the social benefit from the foreign invest­

ment in the advanced sector would be greater than the 

3. Sir Donald (G.D.A.) Macdougall, "The Benefits 
and Costs of Private Investment from Abroad: A Theoretical 
Apprcach", Bulletin of the Oxford University Institute of 
Statistics, Vol -22 (August, 1960), p.l92. 

4. When outlets for the emigration of surplus 
labour from the densely populated underdeveloped country 

26 

are restricted, the substitution of domestic migration of 
labour into the advanced sector seems to be the most feasible 
solution. 
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profits on this investment, for the wages received 

by the newly employed exceed their marginal product­

ivity in the rural sector and this excess should be 

added as a national gain. 5 

Local consumers. When the foreign invest-

ment is cost-reducing in a particular industry, there 

may be a gain not only to the suppliers of factors in 

this industry through higrter factor priees, but also 

to the local consumers of the product through lower 

product priees. If the investment is product-improving 

or product-innovating, consumers then enjoy an additional 

benefit fr<iltll the "better quality" or the "novelty" of 

the product. 

Government taxes. Apart from the benefits 

enjoyed by the local factors of production and consumers, 

owing to the inflow of foreign capital, an additional 

benefit accrues in the form of taxation of foreign 

profits. 

II. Indirect Benefits 

Foreign investment not only generates direct 

benefits but also indirect benefits essentially in terms 

5. G.M. Meier, International Trade and DeveloE­
~ (New York, 1963), p-94. 
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of external economies. 

A technique of mobilizing domestic capital. 

It is rightly suggested that foreign capital sometimes 

becomes a technique of mob:lizing some of the dormant 

and less usefully employed capital into useful economic 

activities. 6 A good part of the domestic capital in 

the underdeveloped countries remains concentrated in a 

relatively few and overcrowded activities, notably agri-

culture, trade and real estate owing, among other things, 

to lack of infrastructure and social capital and lack of 

big and specific capital. Some enterprises require more 

capital than domestic entrepreneurs can commando This 

capital or some part of it may be required specifically 

in the form of foreign exchange to purchase machinery or 

raw materials. Or it may be merely that the enterp~ise 

needs to be on a large scale if it is to succeed. Foreign 

capital, either on its own, or in association with the 

domestic capital, helps to overcome these difficulties. 

Technical know-how and personnel. Foreign capital 

(if it is direct) brings to the recipient country not only 

capital but also technical personnel, technological know-

ledge and innovations in products and production techniques. 

6. U.N ., ECAFE Secretariat, "Relation between 
Foreign Capital and Mobilization of Domestic Capital" in 
Mobilization of ~omestic Ca ital: Re ort and Documents of 
the Second Working Party of Experts Bangkok, 1953 , pp. 270-
288. 
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By the example they set, foreign firms may then pro­

mote the diffusion of technological advances to the 

rest of the economy. This benefit may be significant 

in so far as through imitation, domestic firms might 

make up for their own lack of innovations. In addition, 

foreign investment may result in the training of labour 

in new skills and the knowledge gained by these workers 

may spread to other parts of the labour force or this 

labour may be later employed by local firms. 

III. Indirect Costs 

To de termine the net effect of foreign 

investment we have to compare the direct and indirect 

benefits with the. possible direct and indirect costs. 

Direct costs are represented by the foreign debt service 

aSinterest and repayment of principal and remittance 

of profits and dividends. The indirect costs, un-

fortunately, remain less obvious and sometimes are not 

even suspected. In this section, we shall attempt to 

bring to light some of the important indirect costs of 

private foreign investment. 

Effect on the growth mecha~.7 The effect of 

7. This section has borrowed heavily from 
H.W. Singer, "The Distribution of Gains between.lnvesting 
and Borrowing Countries" , American Economie Review, Papers 
and Proceedings (May, 1950), pp.475-477. 
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foreign investment on the growth mechanism of the 

recipient country depends on the purpose of such in-

v.estments. Where the purpose is to open up new sources 

of food and raw materials for the industrialized 

countries, the import of capital might have been not 

merely ineffective in giving them the normal benefits 

of investment and trade, but may have been positively 

harmful. The tea plantations of Ceylon, the oil wells 

of Iran, the copper mines of Chile, and the cocoa in­

dustry of Ghana may aIl be more productive than domestic 

agriculture in these countries; but they may weIl be less 

productive than the domestic industries in those countries 

which might have developed if they had not become so 

highly specialized in the export of food and raw materials, 

thus providlng the mesos of produclng manufactured goods 

elsewhere wlth superlor efflciency. Admlttedly, lt ls a 

matter of speculatlon whether in the absence of such 

highly speclalized export development, any other kind of 

development would have taken lts place. But the possi-

billt~ cannot be dismissed. 

It ia further observed that the prlnclple of 

specializatlon along the lines of statlc comparative 

advantage leaves a good deal to be desired in und er­

developed countries. In the economic life of a country 

and in its economic history, a most important element is 

the mechanism by which one thing leads to another. Thus 

the immediate product and social benefits, and the effect 

1 
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on other industries, are not the most important con­

tribution of an investment. More important than these, 

is the influence on the general level of education, 

skill, inventiveness, store of technology, way of life 

and creation of new demand, etc. And this ls one of the 

reasons why manufacturing industries are so universally 

desired by underdeveloped countries; namely, that they 

provide the growing points for increased technica1 know­

ledge, urban education, the dynamism and resilience that 

goes with urban civilization as weIl as the direct 

Marshallian external economies. No doubt, under diff-

erent circumstances, commerce, farming and plantation 

agriculture have proved capable of being such growing 

points, but manufacturlng industry is unmatched in our 

present age. 

To conclude, the specialization of under­

developed countries in export of food and raw materials 

to industrialized countries, largely as a result of in­

vestment by the latter, has been unfortunate for the 

underdeveloped countries for these reasons: (1) It re­

moved most of the secondary an9Pumulative effects of in­

vestment from the country in which the investment took 

place to the investing country. (2) It diverted the 

underdeveloped countries into types of activity offering 

less scope for technical progress, and withheld from the 

course of thelr economic history, a central factor of 

dynamic radiation which has revolutionized society in the 
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industrialized countries. 

The above analysis suggests that one should 

be careful abcut inviting foreign capital indiscrim-

inately, since different forms of investment have 

different effects on the growth mechanisms. Also, 

this analysis offers a justification for some sort of 

screening of foreign investment, now popular in aIl 

underdeveloped countries. 

Effect on the terms of trade. The possible 

effects of foreign investment on the terms of trade are 

that the latter usuall1 tend to improve with an inflow 

of capital from the borrowing country. Aside from this, 

foreign investment may also affect the terms of trade 

through structural changes associated with the pattern 

of development that results from the capital inflow. 

Whether the terms of trade improve or worsen depends on 

"such factors as the pattern of changes, at home and 

abroad, in supply of, and demand for, different types 

of goods ll • 8 

If the pattern of development associated with 

foreign investment involves deterioration in the borrow­

ing country's commodity terms of trade,9 then the net 

8. Sir Donald Macdougall, op. cit., p. 204. 

9. For different concepts of the terms of trade, 
refer to C.P. Kindleberger, International Economies (3rd ed; 
Homewood, Illinois, 1963), pp. 168-172. 

\~ 
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gain from the foreign capital will be diminished. It 

is, however, improbable that foreign investment would 

cause any substantial deteric~ation in the context of 

commercial and exchange control policies being followed 

by most of the underdeveloped countries: 

If an unfavourable shift resulted from a 
rising demand for imports on the side of 
consumption, it would probably be controlled 
through import restriction. And if it re­
sUlted, on the side of production, from a 
rising supply of'exports due to private 
direct investment in the export sector, the 
inflow of foreign capital would diminish as 
export priees fall, thereby limiting the 
deterioration in the terms of trade. More­
over if the deterioration comes through an 
export bias in production~ it is still possible 
that the factoral and the income terms of trade 
might improve even though the commodi ty terms 
worsen, since the capital inflow may result in 
a sufficiently large increase in productivity 
in the export sector.10 

Effect on the Transfer Problem. Serviclng 

of foreign lnvestment may give rise to some long-term 

ecnnomic and social costs of balance of payment ad just-

ment. An important indirect cost in relation to long­

term external balances arises from the need to find 

foreign exchange for the remittance of interest and profits 

accruing to foreign investors. Inthis connection, we will 

go along with the observation of Professor Arndt: 

For a developing national economy to remain in 
long~term external balance, in the absence of 
international capital movements, it is necessary 

10. G.I-i. Meier, Leading Issues in Development 
Economies (New York, 1964), p.1SS. 
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that exports ••• rise in step with imports •••• 
Domestic investment must be distributed 
between the various sectors of the economy 
in such a way that the value of exports 
keeps in step with national income or if 
not, that enough import replacement takes 
place to fill the gap. 

Overseas investment must do more; it must 
have a sufficient bias towards increased 
export production or import replacement 
to ensure the long-term improvement in the 
balance of payments necessary to finance the 
transfer of dividend remittances abroad. The 
emergence of the problem may be postponed in 
two ways: either by retention and reinvestment 
of profits by the overseas companies them­
selves, or by a steady increase in new capital 
inflow which keeps pace with the growth ln 
remitted profits on past investmentso The 
former ls intrinsically unlikely for any length 
of time; individuel overseas investors will 
sooner rather than later want to see a return 
for their money. The latter is, in principle, 
conceivable. But for various reasons, it would 
be foollsh to rely on it. Sooner or later the 
caickens will come home to roost.ll 

If the bias is not sufficlent and a long-term 

balance of payments problem arises, it ls reasonable to 

regard this as an indirect cost of overseas investment, 

sinee it will sooner or later require socially and 

economically costly measures of balance of payment ad just­

ment. When exchange rates are fixed and foreign exchange 

reserves inadequate, balan.ce of payments adjustment will 

probably involve (a) deflationary measures that will 

interrupt growth and cause unemployment of resources, and 

(b) possibly, intensified import restrictions that may 

Il. H.W. Arndt, "OVerseas Borrowing - The New 
Model", The Economie Record, Vol. 33 (1957), p.256. 
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cause shortages, disrupt production and investment 

plans, create rigidities in the economy and involve 

more than optimum protection.12 If the currency ls 

devalued, there will be a weakening of trust in the 

~'national currency. Moreover, devaluation may not 

quickly remove the deficlt because though trade may 

be quite highly responsiveto relative priee changes 

in the long run, it is much less so in the short run; 

deflationary measures and restrictions may thus have 

to be maintained for some time. 

The further question arises as to how to 

eliminate, or at least minimize, these indirect costs 

of balance of payments adjustment; for this the develop­

ment programme should take into account the debt-servicing 

capacity of the country. To provide for adequate servicing 

of foreign investment, the pattern of investment in a 

developing economy must be planned so as to raise pro­

ductivity sufficiently to yield an lncrease in real ln-

come greater than the interest and amortizatlon charges. 

If this ls done, theleconomy wl11 have the capacity to 
1 

ralse the necessary funds, either through a direct com-

mercial return or an increase in taxable capacity. Also 

the capital should be utl1ised in such a way as to gen­

erate a surplus ln the other items of the balance of pay-

12. Sir Donald Macdougall,op.cit~)p,205. 
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ments equal to the transfer payments abroad. However, 

the capacity to service foreign capital can be determined 

only after taking into account a country's development 

programme as a whole. This "is necessary for an appraisal 

of the conditions under which the competing claims on 

total resources, on saving, and on foreign exchange can 

be adjusted so as to release the amount required for 

debt service".13 

~he suggestion to take into account the entire 

investment pattern rather than the pattern of foreign 

investment alone is extremely important because the 

development of one sector may influence the develop­

ment of other sectors. The balance of payments effects 

of any given investment will th en be determined by the 

spatial and temporal interdependence of other inv.estments 

along with the mobility of the factors and the flexibility 

with which the investment resources CM be reallocated 

into export and import competing sectors. 

Once we appreciate the relationship between 

36 

total resource availabilities and uses, the 
interdependence of investments, and the trans­
forming capacity of the economy, we can perceive 
that the transfer problem CM still be solved 
without stipulating that the investment of foreign 
capital should create its own means of payment by 
directly expanding exports or replacing imports. 
If it is realized that the ability to create a 
sufficiently large export surplus depends on the 

p.109. 
13. Meier, International Trade and Development, 



( 

,\ -----_ .. -

operation of aIl industries together, not 
simply on the use made of foreign invest­
ment alone, it is then apparent that a pro­
ject financed from foreign borrowing need 
not itself make a direct contribution to 
the balance of payments. 14 

Effect on the stability of the econo~y. In 

the literature referring to the effects of capital im­

ports on the internaI and external stability of an ad-

vanced borrowing economy - Australia and Canada are good 

studies in this respect - it is strongly held that foreign 

investment, particularly the direct foreign investment, 

tends to make a substantial net addition to the level of 

domestic spending.15 However, the addition to domestic 

spending may be greater, equal or smaller than the capital 

imported, depending upon the way the capital import is 

financed and the reperc.ussions of such an lmport on the 

domestic investments: 

In the most favourable case, where the capital 
imported by an overseas company pays for the 
whole of its investment expenditure and this 
replaces an equal amount of domestic invest­
ment that would otherwise have been under­
taken ••• total domestic spending remains un­
changed •••• lf the capital import finances the 
whole of the overseas company's investment but 
this represents a net addition to domestic in­
vestment spending, the effects of the capital 
import on supply and demand cancel out, leaving 
internaI and external balance una~ected at a 
higher level of investment and imports •••• If, 
however, th(~ import of capital causes the.lev..el 
of domestic spending to ri se by a larger amount 
- whether because the overseas company tries to 

14. Ibid., p.lIO. 

15. Arndt, op.cit.,p.253. 
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finance part of its investment by raising 
additional domestic capital or because the 
overseas investment stimulates more domestic 
investment (in complementary industries) than 
it replaces, then the net effect of the capital 
inflow ••• isalmost certain to [generate] 
••• inflationary pressure on resources.1o 
In the case of a developing economy, it is 

probably realistic to assume that the foreign invest-

ment would stimulate more domestic investment (in comple­

mentary industries) and channel some of the dormant capital 

into economic activities. And this ls indeed a desirable 

development. 

Another facet of the stability argument is 

that a massive withdrawal, or a suddently halted inflow 

of foreign capital, wou1d have serious effects on domestic 

levels of income and emp10yment and balance of payments. 

In the Great Depression, the sudden cessation of Amerlcan 

overseas investment was as serious a cause of balance of 

payment trouble in the rest of the wor1d as the slump ln 

Ameriean imports. However, the chances of sueh a massive 

withdrawa1 of capital occurring are remote.17 It is 

further suggested that even if such a sudden cessation 

or massive withdrawal oeeurs, a country like Canada would 

not be without defenees. "Bui1t into the capital deeline 

.16. Ibid., pp.253-254. 

17. Irving Brecher, "The Flow of United States 
InvestmentFunds into Canada sinee Wor1d War II'' in 
Hugh. G. H. Aitken et ~ll., The Ameriean Economie Impact 
on Canada (Durham, N.C., 1959), p.115. 
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would be a drop in Canada's merchandise imports from 

the United States. In addition, there would be.·~ (~ 

drawing down of Canada's foreign exchange reserves and 

domestic government policy denigned to counteract the 

effects of capital outflowlt • 18 In the case of Il1dia, 

apart from the built-in defences against a sudden with-

drawal of foreign investments, such a withdrawal, if at 

aIl, will have a small effect on the ecouomy simply be-

cause foreign investments represent a smaII proportion 

of total investment (see Chapter III, section IV). 

Effect on domestic infant industries. It ls 

feared that competition by large-size foreign firms may 

squeeze out and inflict losses on existing domestic 

firms and thus may achieve monopolistiC positions. In 

advanced countrles like Canada, it ls suggested, how­

ever, that to infer monopolistic effects from the fact 

of large-size foreign firms is to adopt an over-simpli­

fied view of the modern competitive process; foreign 

compan1~s may promote competition through such means as 

new technology, improved product quality and aggressive 

merchandising. 19 It can also be expected that foreign 

investment, instead of fostering monopoly, may break 

down local monopolies, and, by accelerating the growth 

of the domestic economy and market, may widen the scope 

18. Ibid., p.115. 

19. Ibid., p.116. 
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for competition by increasing the number of firms of 

reasonable size possible within existing industries. 20 

In an underdeve10ped country like India, the 

situation is different. The domestic industries are 

still infant and need protection. Also, the Indian 

economic history bears witness to the fact that India's 

domestic industries were ruthless1y crushed by the 

foreign investments. Two important examples are the 

Indian shipping and Indian match industlries. These two 

industries were thoroughly ruined by the foreign shipping 
21 

and match interests. 

Foreign companies' policies and practlces. 

Foreign companies may discriminate against employing 

domestic technical and professional personnel; may dis-

criminate in purchasing and marketing policies; may take 

decisions on political grounds which may be harmful to 

the domestic economy; may contrlbute only stingily to the 

development of infrastructure. AlI these alleged charges 

against foreign companies must be analysed in the context 

of the situation of a particular country. However, since 

World War II, most of the underdeveloped countries have 

achieved political independence and this has probably 

20. Sir Donald Macdougall, op.cit~,p.203. 

21. Nurul Islam, Foreign Capital and Economie 
Development: Japan, India and Canada (Tokyo, 196i:O) , 
pp. 186-88. . 
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helped to reduce the large-scale discrimination by the 

foreign companies against local interests. 

~on-economic considerations. Apart from the 

economic costs, there are certain non-ecnnomic costs which 

sometimes become even more decisive in the formulation of 

forelgn investment policy. This is particularly true of 

newly independent nations in Asia and Africa who some­

times look upon private foreign investment as a form of 

"neo-colonialism" • If the extent of foreign ownership 

becomes very large, then even in an advanced country like 

Canada - a close ally of the United States - there 

develops lia deep, though intangible, sense of disquiet 

over the social ,and political implications of large-scale 

and continuing United States ownership and control of 

Canadian industry".22 

IV. Conclusion 

Having, perhaps, said enough on the long­

term economic benefits and costs - direct and indirect -

and non-economic considerations, it is time to question 

whether the benefits of private foreign investment out­

weigh the costs or vice versa. Theoretically speaking, 

22. Irving Brecher and S.S. Reisman, Canada 
- United States Economie Relations, Royal Commission on 
Canada's Economie Prospects: (Ottawa, 1957)'", p.152. 
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there does not appear to be any clear-cut answer to 

this question. 23 This, however, does not prevent the 

economistt advising the policy-maker, particularly in 

an underdeveloped economy like India (whose stage of 

development is identified essentially with the shortage 

of capital and modern techniques) to seek a compromise 

solution. The policy-maker should seek ways to (i) 

attract foreign investment in its most desired forms 

and (ii) achieve the most effective utilization of 

international financing. 

The policy of attracting foreign investment 

in its most desired forms must be interpreted very care-

fUlly since its content would be different for different 

countries. However, in any country, it must be examined 

"not simply in the narrow context of debt servicing but 

more broadly in terms of the various effects on the 

country's entire development program".24 

In formulating its investment policy, an under-

developed country shouid encourage such joint inter-

national technicai agreements and management contracts 

as would permit a suitable technology to develop in the 

underdeveloped countries. Aisc the arrangements should be 

made which encourage joint partnerships between domestic 

p.113. 

23 Arndt, op.cit.,p.260. 

24. Meier, International Trade and Development 
) 
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capital and private foreign capital so that the dor­

mant and less usefully engaged domestic capital is 

mobilized into productive economic activities. 

The most effective utilization of the foreign 

investment can be achieved if its allocation is planned 

or encouraged in a way that the country's growth po­

tentiality is raised. In other words, a program 

approach, not a project approach must de termine the 

criteria of productive use of foreign capital. 25 The 

recipient country may formulate certain investment 

incentives which can attract private foreign 1nvest­

ment into those sectors of the economy "where it will 

have the maximum catalytic effect of mobilising addition­

al national effort".26 

After convincing the foreign investment 

policy-maker of the usefulness of the program approach 

for allocating the investment, the economist must also 

warn his client that there is no simple equivalence be­

tween the amount of the country's foreign investment and 

its rate of development. A country's development, in the 

last analysis, depends on its own efforts. Whatever the 

amount of foreign capital and whichever form it takes, it 

will be simply washed away if the recipient country shirks 

its responsibility to adopt appropriate complementary 

domestic policies. 

25. P.N. Rosenstein-Rodan,_ "international Aid 
for Underdeveloped Countries", Review of Economies and 
Statistics {May, 1961~, pp.I07-108. 

26. Ibtd,., p.IO? 
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CHAPTER III 

FOREIGN BUSINESS INVESTMENTS IN INDIA, 1948-62 

In the last chapter we discussed the long-

term benefits and costs of private foreign investments 

and concluded that a country like India should seek 

ways to attract such investments in the most desired. 

forms and achieve the most effective utilisation. 

Keeping this discussion in mind, we shall now study 

long-term foreign investments in the private sector, 

or so-called foreign business investments in India 

during 1948-62. Unfortunately, no comprehensive stat~ 

istics on foreign business investments in India are 

available before the year 1948. The Census of India's 

Foreign Liabilities and Assets as on 30th June, 19~8l 

was the first in India, and in Asia too. 

I. Statistical Framework 

On 30th June, 1948 foreign business invest­

ments in India were of the order of Rs 3200 million 

- Rs 2540 million were direct investments and Rs 660 

million portfolio investments. 2 As the terms direct 

1. Reserve Bank of India, Report on the Census 
of India's Forei n Liabilities and Assets as on Oth June 
~ (Bombay, 1950 ; hereafter it is cited as the Census. 

2. Census. p,39. 
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investments and portfolio investments, particularly 

the former, permit wide flexibility in their meaning, 

it will be useful to know the meanings given to these 

terms by the Census. 

Direct investments. According to the Census, 

all the obligations in regard to which the "control" 

was in the hands of non~Indians, were to be treated as 

foreign direct investments; the following obligations 

were specifically mentioned: 3 

(i) All branches of foreign firms and 

companies (including banks and insurance companies). 

(ii)- Any joint stock company 

(a) where 40% or more of the ordinary 

shares were owned by the residents 

of any one country outside India; 

or 

(b) which was a subsidiary to a company 

registered abroad; or 
\ 

(c) wher~ 25%/or more of the shares 

were held by another joint stock 

company which itse1f was foreign 

controlled (but not a manag1ng agent 

of the former); or 

(d) which was managed by a foreign 

controlled managing agencw company. 

3. Ibid., pp. 37-38. 
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(iii) AlI partnerships, registered in India, 

in which the proportion of the proprietory interest of 

a partner or partners resident abroad exceeds 40% and 

which were controlled from abroad. 

The above statistical concept of control is 

necessarily a formaI one indicating the existence of 

potential control of the firm by the non-residents, rather 

than the extent to which managerial control is in fact 

exercised. At the same time the concept is 001 arbitrary 

one; there is no proof that only if 40% or more of the 

ordlnary shares of a joint stock company are owned by 

non-residents, the control changes hands from residents 

to non-residents. In the case of Canada, the category 

of foreign direct investments includes aIl concerns which 

are known to have 50% (rather than 40%) or more of their 

voting stock held in a country outside Canada. 4 

Portfolio investments. The Census treated aIl 

the obligations - equity or creditor - as portfolio in­

vestments by the foreigners~ i~their control remained in 

India. In those caseswhere the shares of a company were 

distributed in a number of countries, the procedure 

46 

4. Canada, Dominion Bureau of Statistics, Canada's 
International Investment Position 1926-54 (ottawa, 1956), 
p. 24 and The Canadian Balance of Payments 1961 and 1962 
(Ottawa, 1964), pp. 95-97. 
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adopted was as follows: The country in which the pro­

portion of shares held was large enough or alternatively 

waS known to exercise control waS considered as a country 

from which direct investment in the company had taken 

place; the holdings in other countries were taken as 

portfolio investments. 

Definitional and methodological changes, 1953: 

In the next collection of statistics of foreign business 

investments as on 31st December, 1953, one of thepirect 

investment criteria - that a joint stock company be 

treated as a form of dl~ct investment if the ownership 

of 40% or more of lts ordinary shares were located in 

any one country outslde India - was changed. The change 

was made in regard to a few companles incorporated after 

30th June, 1948: 

.!.2.2î 
First 

In the last three or four years, a number of 
companies had been started by Indians in 
collaboration with foreign interests. The 
foreigners usually provided the technical 
services (or know-how) for the projects and 
were alloted shares by way of compensation 
for these services. Control over these com­
panies rested entirely with Indians~ even 
though 40% or more of their shares was owned 
outside India. The foreign investment in 
these companies was treated as an exception 
to the general criterion and classified as 
portfolio.5 

Survey of 
December 
as·the 
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Apart from revising the trade classification 

of companies, the First Survey excluded the invest-

~ent figures relating to partnerships and made a de­

parture from the practice of treating shares owned by 

foreign controlled "resident" managing agencies as 
6 

part of foreign investment. 

If we apply these changes to the Census data 

so that a correct comparison can be made with the First 

Survey data and if the Census figures are revised in the 

light of more information availaëe for the year 19~8, 

the Census figures should be scaled down from Rs 3200 

million to Rs 2875 million. 7 

Another survey8 of foreign business invest-

ments relating to the year 1955 was made on the seme 

pattern as the First Survey. 

The latest survey9 was made relating to the 

year 1961. This was on the seme pattern as the First 

Survey and the Second Survey except that it included 

statutory corporations, excluded insurance companies and 

6. Ibid., p.74. 

7. ~., Table V-l, p.75. 

8. Reserve Bank of India, Report on the Survey 
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of India's Forei n Liabilities and Assets as on lst December, 
1222 Bombay, 1957 ; hereafter cited as the Second S~rvey. 

9. Reserve Bank of India, India's Foreign 
Liabilities and Assets 1961 - Survey Report (Bombay, 1964); 
hereafter cited as the Third Survel. 
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incorporated certain changes in the manner in which 

foreign.loans and credits were allocated to diferent 

sectors. lO 

New arrangemen~. For the years 1956-60 and 

1962, the Reserve Bank of India collected data under 

a new arrangement. Unlike the Census and Surveys data 

which were based exclusively on information obtained 

from individual companies,the data under the new arrange-

ment are obtained, to a large extent, from the records 

of the Reserve Bank's Exchange Control Department (E.C.D.) 

except for reinvestment of profits and investment in kind 

for which the information has to be obtained from indi-

vidual companies. The data collected under the new 

arrangement differ in one important respect from the 

49 

Census and Surveys data; the latter give the levels of . 

foreign investment and permit an assessment of the capital 

inflow only indirectly by means of comparison of the levels 

of investment on different dates, the former permits a 

direct measurement of capital fIoNs under various cate­

gories like foreign investments in cash and in kind, re­

investment of profits and repatriation of foreign invest­

ment. ll 

We have mentioned above that foreign business 

10. ~., p.33. 

Il. Reserve Bank of India Bulletin (September, 
·1958), p. 1008. 
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investments on 30th June 1948 amounted to Rs 2875 

million, of which banking investments were Rs 317 

million ar.d non-banking investments Rs 2558 million. 

The figure of non-bank1ng foreign investments of Rs 

2558 million has been further revised to Rs 2646 million. 12 

In the following pages we shall make a detailed 

study of the sources of the inflow of non-banking 

foreign business investments - that iS, whether they 

come through cash transfers, retained earnings or in-

vestment in kind - and the pattern of such investments 

- that is, whether they are direct or portfolio, in 

foreign branches or subsidiaries. From now onwards in 

this study, whenever we refer to foreign business in­

vestments, it will always mean non-banking foreign 

business investments unless otherwise specified. 

II. Sources of Inflow 

During the period 1948-62, there was a net 

increase of Rs 4709 million in the foreign business 

investments. Of this, Rs 3609 million were contributed 

by the private foreign sources and Rs 1100 million by 

the officŒal foreign sources. The breakdown in the 

various years is given in Table 3. 

p.16. 
12. Reserve Bank of India, The Third Survey, 
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Table 3 

Foreign Business Investments, 1948-62 

~Rs mi11ionsl 
Private Sources Official Sources 

Abroad Abroad 

Mid-1948 2646 

End 1953 3971 

" 1955 4397 27 

ft 1956 4635 148 

ft 1957 4843 477 

ft 1958 4886 739 
ft 1959 !f989 839 

" 1960 5522 825 

",1961 5805 993 
ft 1962 6255 1100 

Source: Reservè Bank of India Bulletin (April, 1966), 
Table l, p. 363. 

Total 

2646 

3971 

4424 

4783 

5320 

5625 

5828 

6347 

6798 

7355 
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Sources of inflow, 1948-55: During July 

1948 to December 1955, forelgn business investments 

increased by Rs 2007 million,13 of which Rs 470 

mi11ion14, were due to revaluation. Thus net inflow 

(exc1uding reva1uation) wes Rs 1537 million (see Table 

4). During this period Rs 820 million worth of foreign 

investments were repatriated. Addlng the amount re­

patriated to the net inflow (excluding revaluation), we 

get the gross inflow equal to Rs 2357 million. There 

were two sources which subscribed to this inflow: Re-

tained profits and fresh capital inf10w; the latter was 

either in cash or in kind. 

'Investment in kind received particu1ar1y by 

the branches of foreign companies and Indian subsidiaries 

is not recorded in India's balance of payments statistics 

and has been a source of considerable confusion in the 

estimation of capital inflows and outf10ws: 

Some of this was accounted for by companies 
which import goods on a consignmenybasis but 
do not ful1y remit the proceeds of the sale 
of these goods to the consignor companies. 
It is be1ieved that a large part of the in­
vestment in the oil refineries was received 
in this manner. Simi1arly some companies 
registered in India instead of bringin~funds 

13. According to the revlsed figures given in 
the Reserve Bank of India Bulletin (April, 1966), business 
investments had increased by Rs 1778 million and not Rs 
2007 million. However, we are uSing the figure of 2007 
million because the details we require are avai1ab1e on1y 
for this figure. 

14. U.N. ECAFE, npostwar Foreign Investment in 
India", Economie Bulletin for ASia and the Far East (June, 
1962), Table 6, p. 6. 
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Table 4 

Sources of Inf10w of Foreign Business Investments 
(Exc1uding Reva1uation) 1948-62 

~Rs mi11ions~ 

1948- 1954- 1956- 1961-
53 55 60 62 

A. Private Sources 

1. Net Inf10w 1210 300 1090 578 

2. Gross Inf10w 1710 620 1745 743 

(a) Retained Earnings 700 460 665 236 
(b) Cash Inf10w 350 ·30 232 90 
(c) Non Cash Inflow 660 1)0 848 417 

3. Outf1ow 500 320 655 165 

B. Official Sources 

1. Net Inf10w 27 

27 

798 275 

2. Gross Inf10w 892 479 

3. Outflow 94 204 

C. Total Net Inf10w 1210 

1710 

327 

647 

1888 853 

D. Total Gross Inf10w 2637 1222 

Sources: 1948-55: Economie Bulletin for Asia and theFar 
~ (June, 1962), Table 6, p.6. 

Note: 

1956-62: Reserve Bank of India Bulletin (April, 
1966), p.364. 

Figures for 1948-55 do not ta11y with the ones 
given in Table 3. Table 3 has been worked out 
from the revised figures which are not amenable 
to the processing done in this table. 
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from abroad bring equipment and issue to the 
foreigners in lieu thereof shares in the com­
panies against the import of goods. A sub­
stantial part of the fresh investment in goods 
and machinery was not probably reflected in 
the published payments figures - based on 
E.C.D. data - since concerns which import 
goods as part oftheir working capital, are 
not required to approach the Reserve Bank in 
so far as the imports are covered by valid 
licenses. They have to secure approval of the 
Bank, whenever shares are to be issued trD the 
non-residents in lieu of goods and equipment 
exported by them previously and even when 
approval is accorded, the value of the shares 
is not included in the existing payments 
statistics. Similarly they are not required 
under the present regulations to report these 
imports to the E.C.D., until such time as they 
have to seek repatriation of their invested 
funds for which purpose production of import 
licenses would be adequate proof and which can 
be done without any restrictions of time limit. 15 

Up to 1956, no data were available regarding 

investment in kind. The estimates that have been made 

for the period 1948-55 are in the nature of residuals 

(i.e., are calculated by deducttng the figures of re-

tained profits, cash Inflow, etc., from the total increase 

in foreign business investments as reported by the enter-

prises having such investments). 

We have noted above that the gross increase 

(excluding revaluatton) in foreign business investments 

during 1948-55 was Rs 2357 million. Of this, Rs 1160 

million were financed through retained earnings and Rs 

1170 million through fresh capital inflow of wh1ch Rs 

15. First Survey. p. 84. 
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790 million were in kind and Rs 380 million in cash. 

Another Rs 27 million came from the official sources 

abroad - in this case from the World Bank. 

Sources of Inflow, 1956-62. During January 

1956 to December 1962, there was a net increase of 

foreign business investments amounting to Rs 2931 willion. 

Rs 190 million of this amount was due to revaluation. 16 

Thus net inflow (excluding revaluation) during 1956-62 

was Rs 2741 million. 

Up to the end. of 1958, the World Bank was the 

onl;w of"ficial organization participating in the business 

sector of India. During 1959-62, other official organ­

izations such as the Development Loan Fund (D.L.F.) and 

Export Import Bank (Eximbank) of the United States, the 

British Government (Loan for the Oil-Pipe Line Project) 

and the Japanese Government (Yen credit) also partici­

pated. 

During the ent1re period 1948-62, there was a 

16. There was a revaluation of Rs 20 million in 
1958 (see U.N. Economic Bulletin for Asia and the Far East, 
June, 1962, p.6); another revaluation of Rs 20 million 
occurred in 1960 (see Reserve Bank-of India Bulletin, October, 
1962, pp.153l-44). In 1962, a revauation of Rs 150 million 
occurred, which included Rs 37 million in the plantation 
sector and Rs 87 million in the petroleum sector (see Reserve 
Bank of India Bulletin, April, 1966, pp.366-67). 
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net increase of foreign business investments amounting 

to Rs 4938 million17 - Rs 2007 million during 1948-55 

and Rs 2931 million during 1956-62. There was a re­

valuation of foreign investment amounting to Rs 660 

million. Net increase (excluding revaluation) was thus 

Rs 4278 million. There was an outflow of foreign' in­

vestments during this period equal to Rs 1938 million 

- Rs 1640 million of investments from the private sources 

and Rs 298 million of investments from official sources. 

Gross inflow was thus Rs 6216 million. 

Of Rs 6216 million, Rs 1398 million were pro­

vided by official organizations and Rs 4818 million by 

private'sources. 

Of Rs 4818 million, retained earnings contributed 

Rs 2061 million, cash inflow Rs 702 million, and non-cash 

inflow Rs 2055. 

III. Pattern of Investment 

We noted in Table 3 that foreign business in­

vestments increased by Rs 4709 million (including re­

valuation) during 1948-62. Of this Rs 1100 million were 

17. This figure of Rs 4938 million is different 
from the investment figure of Rs 4709 million used in the 
beginning of this section. The difference of Rs 229 million 
is there because we had to use the figure of Rs 20m7 million 
for 1948-55 instead of the revised one of Rs 1778. 
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contributed by official sources abroad and Rs 3609 

million by private sources abroad. 

Foreign business investments bl official sources 

abroad. Official organizations, particularly the ~Iorld 

Bank, Development Loan Fund and EXimbank, are increasing-

ly participating in the business sector of India. Whereas 

such participation was non-existent before 1955, it con­

tributed about 15% of the total foreign business invest­

ments in 1962. Detailed figures are given in Table 5. 

One may mention here that aIl the investments of the 

official sources abroad are portfolio investments. 

Up to the end of 1958, the World Bank was the 

only official organization participating in India's 

private sector. During this period, the World Bank con-

centrated exclusively in the metals and metal products 

sector and construction, utilities and transport. 

By 1959, except for Rs Il million invested by 

the Japanese government, the entire amount was contributed 

by the World Bank. It still continued to monopolize the 

metals and metal products sector and construction, utilities 

and transport except Rs 23 million in the non-banking 

financial sector of India. 

By1960, there was a nominal amount of Rs 3 

million invested by the United States Government; another 

nominal contribution of Rs 7 million was made by the 

Czechoslovakia government; Japanese government still had 

her Rs Il million and the remaining Rs 804 million were 
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Table 5 

Outstandfng Foreign Official Investments 
in the Private Sector of Indla 

~ Rs milli onsl 

1955 1956 1957 1958 1959 1960 1961 1962 

Petroleum* 39 18 

Manufacturin~ 20 102 401 637 686 658 749 825 

of which 

Textile Products 7 4 

Machinery and 
machine tools 10 26 61 

Meta1s and meta1 
products 20 102 401 637 686 648 630 566 

Chemica1s and 
a11ied products 30 86 

r i· 
" 

56 
.. -' 

Miscel1aneous 108 

Services 7 46 76 102 153 167 205 257 
" '.~ 

.. 
'1 • 

~ '. of which -$ 

Construction, 
l 

uti1ities and 
transport 7 46 76 100 130 132 144 142 

1. Financia1 2 23 35 61 115 \' 

~ ., 
., 

f; 
j; TOTAL 27 148 477 739 839 825 993 1100 . 1 
~ 

.r * Petro1eum inc1udes petro1eum manufacturing and trading$ [ 
f}' 

Source: Reserve Bank of India.Bulletin (April, 1966), p.377. !' 
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contributed by the World Bank. 

By 196t, the share of the United States govern­

ment had increased to Rs 163 million and that of the 

World Bank had fallen (because of the outflow) to Rs 757 

million. The World Bank continued to concentrate in metals 

and services. However, the United States investments were 

widespread over the entire manufacturing sector. 

In 1961, Rumania made an investment of Rs 39 

million in the petroleum sector. This was the first time 

that any official organization had made investments in 

the petrôleum industry. 

By 1962, the share of the United States had 

increased to Rs 295 million while that of the World Bank 

had fallen further to Rs 719 million. The share of 

Czechoslovakia had increased to Rs 58 million and the 

whole of it was in machinery and machine tools. 

Foreign business investments by private sources 

abroad. Foreign business investments made by private 

sources abroad more than doubled during the fourteen and 

a half year period, 1948-62; investment pattern also 

changed a great deal during the saroe periode The figures 

are given in Table 6. 

By the end of June 1948, private foreign invest­

ments were Rs 2646 million; during the next five and a 

half years these investments increased by Rs 1325 million; 

during the next two years, the increase was of Rs 426 million; 

during 1956, 1957, 1958, 1959, 1960, 1961 and 1962 these 

investments increased by Rs 238, 208, 43, 103, 533, 283 

t .~ 

59 



,~ - ~\f1 
'1 

60 l 
j 

Table 6 

Ci Outstanding Foreign Private Investments 
in the Private Sector of India 

~Rs millio!:§ 
Mid- End End End End 
1248 12~2 12~~ 12:26 12:2Z 

Plantations 522 715 872 878 865 

Mining 115 84 93 106 95 

Petroleum(a) 223 771 1040 1164 1341 

ManufacturinSj 707 1241 1271 1340 1406 
of which 

Foods, beverages etc. 101 313 290 297 301 

Textile products 280 252 218 219 211 

Transport equipment 10 54 36 45 49 

Machinery & machine tools 12 27 50 54 56 

Metals & products 80 85 91 102 114 .If 
,~ 

, Electrical goods & machinery 48 120 146 158 165 , ' 

t Chemteals & allied products 80 189 203 221 229 ,:) 
'! 

~\ 
Other manufactures 96 201 237 244 281 :~ 

,; , 
, ! 

Services 1079 1160 1121 1147 1136 1; 
of which 

Trading(b) 430 277 268 290 270 

; Const .')\, utilities & 
t transport 315 408 420 444 458 

,1 

198 174 168 164 
ç 

r Financial 157 il 
':, 

~ 
! 

F Other services 177 277 259 246 244 
r· 
" 

, [, .. ~ 
'; 

r TOTAL 2646 3971 4397 4635 4843 ., 
i 

~. ~ .' 
~' 

~ 0 t 

f-
1 
i 

1 
"i 

'1 ! 
~ j 

'1 

>J 
~-,I 

~ ~j 
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and 450 millions respectively. On the average, the 

private foreign investments increased annually by 

about Rs 249 million. 

Over the fourteen and a half year period 

under stud~ the pattern of private forelgn investments 

shifted drastically in favour of petroleum and manu­

facturing sectorsi in petroleum the investment in­

creased from Rs 223 million in June 1948 to Rs 1522 

million in 1962 and in manufacturing the investment 

increased from Rs 707 million to 2449 million during 

the same periode During 1948-62, the proportionate 

share of petroleum increased from 8% to 26% and of 

manufacturing from 27% to 39%; the relative share of 

plantations, mining and services decreased. 

If we combine the business investments made 

by both private and official sources abroad, the in-

vestment pattern changes markedly in favour of manu-

facturing. This is so·because most of the official 

organizations invested only in the manufacturing 

sector. The combined investment pattern in absolute 

figures is given in Table 7 and in percentages in Table 

8 and Figure 2. 

Combined investments in manufacturing of Rs 

707 million in 1948 more than quadrupled by 1962. In­

vestments in petroleum in 1962 were seven t1"mes those 

of 1948. Investments in plantations doubled during 

1948-62i in services, investments increased by a third 

and in mining there was only a small increase. 
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Table 7 l 
j 

(J Outstanding Foreign Business Investments i 
in India 

(Rs millions) 

Mid- End End End End l 1948 1953 1955 1956 1957 
0 

Plantations - 522 715 872 878 865 

Mining 115 84 93 106 95 

Petro1eum(a) 223 771 1040 1164 1341 

Manufacturin5 707 1241 1291 1442 1807 
of which 

Foods, beverages etc. 101 313 290 297 301 

Textile pDoducts 280 252 218 219 211 

Transport equlpment 10 54 36 45 49 

Mach1nery & machine too1s 12 27 50 54 56 

Meta1s & products 80 85 111 204 515 . ~ 

.1 
E1ectrica1 goods & machinery 48 120 146 158 165 · '5 

1 Chemicals & al1ied products 80 189 203 221 229 

Other manufactures 96 201 237 244 281 
'! 

t:; 

-:,1 
':' 

Services 1079 1160 1128 1193 1212 .:t 
1 

of wh1ch 1 
:i 

:1 

Trad1ng(b) 430 277 268 290 270 
.: '~ 

; 
· ,J 

Const'n, '< uti11 t1es & 1 

transport 315 408 427 490 5.~1j. ;j 

Financia1 157 198 174 168 164 '1 
· :1 

':{ 

Other Services 177 277 259 246 244 
·-,1 

,.\ -, 

TOTAL 2646 3971 4424 478} 5320 ;\ 
···:1 

J. 

1 

,~ 
:.~ 

;.~ 

() 
;~ 

.~ 

J 

1 
- fj ~. ~ 

,~,; 
,-i 'l;f 
;:1 '1 
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Table 7 (continued) 

Cf 
End End End End End 
12~8 12~2 1260 1261 1262-

Plantations 951 942 990 1024 1103 

Mining 118 124 127 124 130 

Petroleum(a) 1184 1195 1492 1525 1540 

Manufacturin5 2149 2303 2460 2950 3274 
of which 

Foods, beverages etc. 304 313 340 361 395 

Textile products 211 219 221 214 228 

Transport equipment 57 71 79 130 155 

Machinery & machine too1s 59 71 101 140 238 

Metals & products 760 822 826 951 916 

Electrical goods & 171 178 185 148 169 
machinery 

, " 

.~;~ 
Chemicals & allied products 259 301 345 541 650 ',. 

" 
. :~~ 

Other manufactures 328 327 363 465 522 Il 
Services 1223 1263 1278 1175 1308 

. ~;i 

of which '·1 L, 
~: ...... Trading(b) 296 278 294 293 327 li' 1:; 
~ '::.:." 

\ 
l'.,' Const'n, utilities & ï,." 

'544 
1 .~; 

~ .. 
transport 518 528 565 603 ~ , 

, , 
i:·· 

,.-;'~ 

~ , Financial 166 189 202 124 178 
, 
r Other services 243 251 254 193 200 1." 

1; 
r 

5625 6347 6798 1.' TOTAL 5828 7355 !.' 
f. r. 

(a) i'i Petro1eum includes both petro1eum manufacturing and 
r petro1eum trading. 
~ 
r:,: (b) Trading does not inc1ude petroleum trading. t 
t Cl Source: Reserve Bank of India Bulletin (April, 1966) , 

1 Po378. 
i, 
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Mid-1948 

End 1953 

n 1955 

n 1956 

ft 1957 

ft 1958 

ft 1959 

ft 1960 

ft 1961 

ft 1962 

Table 8 

Pattern of Foreign Business 
Investments in Percentages 

Plant- Petro- Manufact-
ations Minins leum urins 

19.7 4.3 8.4 26.7 

18.0 2.1 19.4 31.2 

19.7 2.1 23.5 29.2 

18.3 2.2 24.3 30~2 

16.2 1.8 25.2 34.0 

16.9 2.1 21.1 38.2 

16.2 2.1 20.5 39.5 

15.6 2.0 23.5 38.8 

15.1 1.8 22.4 43".4 

15.0 1.8 20.9 44.5 

Source: As in Table 7 

Services 

40.8 

29.2 

25.5 

25.0 

22.8 

21.7 

21.7 

20.1 

17.3 

17.8 

Note: Totals may not add up because of rounding. 

Total 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

, 
i 
i 
1 

~ 
\ 

l 
l 
:1 

\ 
i 
\ 

; 
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Pattern of Foreign Business 
Investments in Percentages 
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Direct and portfolio investments: Investments 

in India made by the official foreign sources were aIl 

portfolio and those made by private foreign sources were 

predominantly direct. The pattern of foreign business 

investments in terms of direct and portfolio invest-

ments is given in Table 9. Of the total foreign busi­

ness investments of Rs 7355 million in 1962, 5676 million , 

were direct and 1679 million were portfolio while in 1948, 

2112 million were direct investments and 447 million port-

folio investments. The share of direct investments in 

1948 was 83% and of portfolio lnvestments 17%; in 1962, 

the share of direct investments decreased to 77% and that 

of portfolio investments increased to 23%. This, how-

ever, was due to official organizations' participation 

in the business sector of India. Since official organ­

izations' investments are portfolio and since by 1962, 

official organizations contributed about one-seventh 

of the total foreign business investments, this decline 

in the direct investments share is understandable. 

Investments in plantations have been predominantly 

and increasingly of the direct category: Of the total 

of 523 million in 1948, 451 million were direct and of 

th.e total 1103 million in 1962, 1071 million were direct; 

in other word.s, the share of direct investments in plant-

ations increased from 86% in 1948 to 97% in 1962. 

In manufacturing, of the total foreign business 

investments of Rs 710 million in 1948, the direct invest-
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Table 9 

Direct and Portfolio Foreign Investments 
in India 

Plantations 

Direct 

Portfolio 

Mining 

Direct 

Portfolio 

Petroleum 

Direct 

Portfolio 

Manufacturing 

Direct 

Portfolio 

Services 

Direct 

Portfolio 

Total 

Direct 

Portfolio 

Grand Total 

Mid-
1948 

451 

72 

89 

25 

220 

3 

486 

224 

866 

123 

2112 

447 

2558 

End 
1953 

641 

74 

62 

22 

768 

3 

950 

291 

842 

267 

3263 

657 

3920 

End 
1955 

808 

64 

78 

15 

1036 

4 

1007 

284 

936 

192 

3865 

559 

4424 

(Rs millions) 

End End 
1956 1957 

815 

63 

90 

15 

1161 

3 

1064 

378 

967 

226 

4097 

685 

803 

62 

81 

14 

1338 

3 

1125 

682 

959 

as) 

4306 

1014 

5320 

Note: Figures for the years 1948 and 1953 are different from 
those in Table 7. Table 7 contains revised figures 
which are not amenable to processing done in this 
table. 
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Plantations 

Direct 

Portfolio 

Mining 

Direct 

Portfél1io 

Petroleum 

Direct 

Portfolio 

Manufacturing 

Direct 

Portfolio 

Services 

Direct 

Portfolio 

Total 

Direct 

Portfolio 

Grand Total 

E!1d 
1958 

896 

55 

105 

13 

1181 

3 

1214-

935 

945 

278 

4)41 

1284 

5625 

~;r.'" 

1959 

89: 
-,.. 
... " ... -

III 

,~ 
-J 

ll92 

3 

1310 

QO~ 
// ... 

935 

~""'R .JI!:. ... 

4437 

1"220 

5828 

Sources: 1948: Reserve Bank of Tn,H e, 
1957), stat~ents 8 and. 13. 

..:2:.5.. 

1960 

944 
:". , 
~o 

TIl;. 

1~ 
-.JI 

1490 

2 

2472 

988 

937 

341 

!;957 

1282 
634? 

End 
1961 

991 

33 

109 

15 

1481 

44-

1868 

1082 

823 

352 

5~72 

1226 

6798 

Sec.oti Survez 

End 
1962 

1071 

32 

106 

24 

1518 

22 

2089 

1185 

892 

416 

5676 

1672 

7355 

(Bombay, 

-----\~ 

i 
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1953-62: Reserve Bank of' Indi a. 3u.l1.etin 
pp.J74=376. 

(April, 1966) , 
Statement 3, 

Totals may not 8!.dd up beca.use of roiJ!'!"';r.g. 
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ments were 486 million and of the total of 3274 million 

in 1962, such investments were Rs 2089; proportionately 

the share of direct investments declined from about 68,% 

in 1948 to about 64,% in 1962. 

In petroleum, investments have aIl along been 

direct; of the total of Rs 223 million investments in 

1948, Rs 220 million were direct and of the total of Rs 

1540 million in 1962, direct investments were 1518 million. 

In mining, the share of direct investments has 

been continuously increasing over the period; in 1962, 

of the total of 130 million, 106 million were direct. 

As regards services, the share of direct investments was 

more than 88,% in 1948; after 1955, because of the parti ci-

pation by official organizations abroad, the share of the 

direct investments declined; in 1962, this share was about 

68,%. 

Of the various countries which participated in 

the business sector of India during 1948-62, the United 

Kingdom made the biggest contribution. Tae investment 

figures from y.arious countries are given in Table 10. 

Of the fotal foreign business investments of Rs 7355 

million by the end of 1962, Britain's share was 4828 

million or about 66,%. Next comes the United States whose 

contribution by 1962 was 1089 million or about 15.% • 

Switzerland, West Germany, Canada and others. had only a 

small share of business investments in India. 

Of the two most important contributors, the 

United Kingdom's investments have been predominantly 

70 
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Table 10 

i( 11\oreign Business Investments in India 
(Countrywise Classification) 

~Rs mil1ions~ 
Mid- End End End End 
1948 1953 1955 1956 1957 

U.K. 
Diroot 1796 2793 3308 3468 3564 
Portfolio 264 471 351 344 342 

U.S.A. 
Direot 102 276 367 439 542 
Portfolio 10 25 29 29 30 

Switzorlnnd 
Direo1, 46 46 42 56 41 
Portfolio 7 14 15 17 17 

West GermLlny 
Direot 1 1 6 3 9 
Portfolio 18 20 22 

Canada 
Direot 
Portfolio 

Japan 
Direot , PortfoJ.10 

Italy 
Direot 
Portfol.io 

SWedell 
Direot 
Portfolio 

Others 
Direot 166 147 143 131 151 
Portfolio 166 147 145 275 602 

Total 2558 3920 4424 4783 5320 
Direot 2111 3263 .38~5 4097 4306 
Portfolio 442 6~Z :252 68~ 1014 

Note: FlgurGs for 1948 and 1953 in this table agrEe with those 
in Table 9 but not with those in Table 7. For this 
d1fforenoe. see footnote of Table 9. 
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~ 



72 

Table 10 (continued) 
."'" , ., 
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End End End End End 
1958 1959 1960 1961 1962 

U.K. 
Direct 3566 3565 3998 4176 4507 
Portfolio 337 331 325 286 321 

U.S.A. 
Direct 569 643 685 760 755 
Portfolio 33 34 45 199 334 

Switzerland 
Direct 40 49 61 76 91 
Portfolio 18 17 18 17 17 

West Germany 
Direct Il 16 30 44 56 
Portfolio 22 34 34 63 64 

Canada 
Direct 63 71 
Portfolio 2 2 

Japan 
Direct 9 Il 
Portfolio 23 22 

~ Italy 
Direct 24 30 
Portfolio 17 22 

Sweden 
Direct 44 74 
Portfolio 

Others 
Direct 155 165 184 76 80 
Portfolio 875 974 969 919 897 

Total 5625 5828 6347 6798 7355 
Direct 4341 4437 4957 5272 5676 
Portfolio 1284 1:290 1282 1,226 16Z2 

Source: Reserve Bank of India Bulletin ~AEril, 1966), 
pp. 374-376. 

Totals may not add up because of rounding • 
. ,~~ 
.~ 



direct; to be precise, 93% of her investments in India 

by 1962 were direct. The share of the direct invest­

ments in the United States total investments in India 

by 1962 was about 69%. 

Direct investments during 1948-62 were made 

either in foreign branches or in foreign subsidiaries 

- the latter are known as controlled rupee companies in 

India. In portfolio investments, equity capita] pre-

dominates; creditor capital makes a small share. De-

tailed figures are given in Table Il. It may be noted 

that the share of direct investments made in foreign 

branches has been declining since 1956. Remaining at 

about 64% during 1948-56, the share came down to 63% in 

1957, 59% in 1958, 55% in 1959 and 1960, 51% in 1961, 

and 52% in 1962. The decline in the share of invest-

ments in foreign branches may be due, among other things, 

to the Indian government policy to encourage Indo-foreign 

business collaboration. 

IV. Share of Foreign Business Investments 

We noted earlier (Table 3) that foreign business 

investments in India increased by Rs 1325 million during July 

1948 to December 1953, that is the annual increase in 

such investments was Rs 241 million. During January i954 

to December 1960, foreign investments increased by Rs 

2376 million. For the ten year period January 1951 to 

_____ 11\ 
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Mid-1948 
End 1953 

n 1955 
ct 1956 
n 1957 
ft 1958 
" 1959 .. 1960 
" 1961 
QI 1262 

74 

Table Il 

Foreign Business Investments in India 

Direct 
Foreign Controlled 
Branches Rupee 

Companies 

1360 751 
2193 1182 
2523 1436 
2764 1526 
2817 1644 
2591 1766 
2470 2009 
2758 2259 
2715 2569 
2221 2742 

(Rs millions) 
Portfolio 

Private Official 
Equity Creditor 

Total 

449* 2558 
538 121 4033 
506 114 27 4604 
516 109 148 5063 
518 108 469 5556 
521 107 722 5706 
527 106 995 6107 
533 114 1241 6905 
443 90 993 6810 
424 102 1100 2222 

* Includes creditor capital 

Sources: 1948-53: First Survey, Table 11-20, pp.35-37, 75; and 
Second Survey, Statement 13, pp. XIX-XX. 

Note: 

1955: Second Survey, Table l, p.12. 

1956: Reserve Bank of India Bulletin (September, 1958), 
Table l, p. 1008 and Statement III, p. 1018. 

1957: Reserve Bank of India Bulletin (June, 1959), 
Table l, p. 660 and Statement III, p. 669. 

195~: Reserve Bank of India Bulletin (April, 1960), 
Table l, p. 466 and Statement Il, p. 474. 

1959: Reserve Bank of India Bulletin (May, 1961), 
Table l, p. 674.and Statement II, p. 683. 

1960: Reserve Bank of India Bulletin (October, 1962), 
Statement II, p. 1540. 

1961: Third Survey, Statement 10, pp. 72-73 

1962: Reserve Bank of India Bulletin (April, 1966), 
Statement 2, p. 373. 

Figures in this table differ from those in other 
tables since the breakdown in the above form is 
available only for the original figures. 

Totals my not add up because of rounding 
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December 1960, foreign business investments increased 

by Rs 3099 million. 

During April 1951 to March 1961, total in-

vestments in India increased by Rs 101 billions, of 

which private investments accounted for Rs 49 billion.18 : 

The amount of foreign business investments during almost 

the same period was Rs 3099 million. Thus, the share of 

foreign business investments was only about 3% of the 

total investments and 6.3% of total private investments 

during the period covered by the First and Second Five 

Year Plans of India. 

During the Second Plan period, 1956-61, total 

private investments were Rs 31 billion of which invest­

ments in organised industry and mineraIs were Rs 6.75 

billion.19 No such breakdown of the private investments 

of Rs 18 billion during the First Plan period, 1951-56 9 

is available. So we assume that the proportionate share 

pf organised industry and mineraIs in total private in­

vestments during 1951-56 was the sarne as during 1956-61. 

This would mean that investments in organised industry 

and mineraIs were Rs 3.92 billion during 1951-56 and Rs 

10.67 billion during 1951-61. In India, organised industry 

18. India, Planning Commission, Third Five Year 
Plan (New Delhi, 1961), p. 32. 

19. Ibid., p. 59. 
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and mineraIs sector is virtually synonymous with the 

corporate sector. 

About 60% of foreign business investments in 

India were in the corporate sector. 20 In other words, 

Rs 1859 million of Rs 3099 million of foreign invest-

ments were in the corporate sector. 

We mentioned above that total private invest­

ments in the corporate sector of India were Rs 10.67 

billion. Of this, Rs 1859 million were contributed by 

the foreign investments. In other words, the share of 

foreign investments in the corporate sector of India 

was 17.4% 

V. India's Overall International Investment Position 

On June 30th, 1948, India had foreign assets 

totalling Rs 20087 million (refer to Table 12). On the 

same date, the foreign liabilities amounted to Rs 5042 

million. Thus, she was enjoying a creditor position of 

Rs 15045 million. Ey the end of 1962, the assets had 

declined to Rs 6100 million and the liabilities had grown 

to Rs 26950 million. Considered from the angle of obli-

gations owed and owned abroad, the country's investment 

76 

20. Outstanding foreign business investments by the 
end of 1961 were Rs 6.8 billion of which Rs 4.1 billion were 
in the corporate sector (see Reserve Bank of India, Third 
Survey, Statements 13 and 15, pp. 80-83). This means that 60% 
of foreign investments were in the corporate sector. No such 
breakdown is available for other years. We assume that for 
other years too, the share of the corporate sector is 60%. 
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Sources: 1948-53: Second Survey, Table l, p. 5. 

Note: 

1955-62: Reserve Bank of India Bulletin (April, 1966), 
Table Il, p. 371. 

The figures include both short-term and long-term 
assets and liabilities. 



position had changed by as much as Rs 35895 million be­

tween mid-1948 and the end of 1962. 

The pronounced changes in the country's inter­

national investment position over the fo~rteen and a half 

years were due, by and large, to the aftermath of the war 

and of partition and the impact of planned economic 

development. 

The sizeable reduction in the net creditor 

position between mid-1948 and end of 1955, was mainly 

the result of certain extraordinary payments, such as 

transfers to Pakistan of its share of foreign assets of 

the undivided Reserve Bank, currency settlement with Aden 

following the withdrawal of the rupee from that territory, 

payment of pensions to former British employees out of the 

Pension Annuity and repayment of the Railway annuities 

and the liquidation of the Burmese debt following the 

arrangements reached with Burma in 1954. 

Besides these extraordinary capital transactions, 

this period also witnessed inflationary pressures and 

domestic shortages of food and raw materials, which were 

in the main the legacy of the Second World War and the 

aftermath of partition and the Korean War. There were 

heavy deficits on current account. 

India's international investment position in the 

period after 1955 changed rapidly as a result of payments 

for a sharp step-up in investment activity. A much larger 

outlay in the Second Plan compared to that in the F'1rst 

Plan, and a shift in emphasis from agriculture to the 
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deve10pment of heavy industry were responsib1e for 

heavy imports of steel, machinery and chemica1s. These 

imports had to be financed, in the initial years of the 

Second Plan, 1arge1y out of the country's own foreign 

exchange resources. After 1958, there was 1itt1e scope 

for recourse to this source of financing. Externa1 

assistance on a much 1arger scale than hitherto,sterted. 

pouring in to finance developmenta1 out1ays. 

\~ 
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CHAPTER IV 

INDO-FOREIGN BUSINESS COLLABORATION 

Since the second half of the fifties, the 

Indian government has insisted on Indo-foreign 

collaboration in new business ventures. There are 

a number of re~sons for th1s insistence. One 1s that 

collaboration seems to give immediate relief to the 

balance of payments providing foreign exchange or its 

equivalent in 1mpôrted machinery. Another is the 

desire to graft foreign managerial and technical skills 

on to Indian industry. These reasons have so affected 

Indian official thinking that it is now virtually 

impossible for an Indian firm to start up or expand 

w1thout present1ng a scheme for fore1gn collaboration. l 

Apart from the government pressure, many foreign 

firms have their own reasons for seeking local collab-

oration or local intermediaries. The local inter-

med1aries understand the way of persuad1ng the govern­

ment authority te make favourable decisions. Sometimes 

an opening ceremony of a factory by a minister or other 

high official can earn good dividends. This 1s an im­

portant factor of production which may not be fully em­

phasized and expl01ted by a foreigner without the help 

1. Michael Kidron, Foreign Investments in Ind1a 
(London, 1965), pp. 261-262. 

80 



c 

(. 

of local intermediaries. 

The importance of this factor may be illustrated 

by reference to Atul Products Ltd. - a major dyestuffs, 

chemicals and pharmaceutical producer, with Indian, 

British, American and Swiss capital involved: 

The factory construction, machlnery instal­
lation and commencement of production pro­
ceeded without del~y due to the promptness 
with which the Indian government issued the 
licences for importation of the requisite 
machinery and raw materials. The government 
showed its good-Will and particular concern 
towards the company when the Prime Minister 
performed the inauguration ceremony in March 
1952.2 

I. Extent of Collaboration 

During the ]est decade or so, there have been 

two types of collaboration; one technical and the other 

financial. Technical collaboration3 is a partnership 

between an Indian party and a foreign party in which 

the latter agrees to supply (i) technical know-how by 

way of patents, process of manufacture, surveys, charts, 

blueprints, etc., and/or (ii) machinery and/or (iii) 

technical personnel to erect the factory and maintain it 

for sorne time during which the Indian personnel is trained. 

2. W.G. Friedmann and G. Kalmanoff (eds.), Joint 
International Business Ventures (New York, 1961), p. 390. 

3. P •. K. Srivastava, "Problems of Technical 
Collaboration", a paper submitted to the AlI India Seminar 
on Foreign Collaboration (Bombay, Feb. 1965). 
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For technical assistance, the foreign party 

receives a royalty of some fixed percentage of profits 

or a lump-sum payment, in addition to reimbursement 

for expenses incurred. 

Financial collaboration will most often involve 

technical collaboration plus investment. 

Technical-collaboration agreements. During 

the period 1957-65, there were 2340 collaboration 

agreements.4 For the period prior to 1957, there are 

no published data on such agreements. Detailed figures 

for 1957-65 are given in Tables 13 and 14. 

Of the total of 2340, about 70% of the agree-

ments were made by four countries as follows: The United 

Kingdom, 639; the United Stat.es, 417; West Germany, 381; 

Japan, 206. Switzerland and France each made about 100 

agreements, Italy 71 and East Germany 50, whileceach of the 

other participating countries made less than 50. Canadian 

firms5 made only 16 agreements during the nine years from 

1957 to 1965. 

4. An unknown, but large, number of these agree­
ments were never used. This was affirmed by an officer 
in the Indian Investment Centre, New Delhi. 

5. Canadian firms having technical collaboration 
agreements with Indian firms are: Parson and Whitemore, 
Canada; Massey Ferguson Ltd., Toronto; Structo System of 
Canada Ltd., Ottawa; Wireco Eng. Co. Ltd., Vancouver; 
Sheldan's Eng. Co. Ltd., Galt, Ontario; Air Coils Mfg. 
Ltd., Oakville; Canada-Wide Air Con.di tioning and Refrig­
eration Services, Toronto; Abitibi Power and Paper Co. 
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Ltd.; Shaver Poultry Breeding Farms Ltd., Galt, Ontario; 
Consolidated Mining and Smelting Co. of Canada Ltd., Montreal; 
Aluminum Laboratories Ltd. Montreal; Foundation Overseas 
Ltd., Toronto; Mis Sandwell International Ltd., Canada 
and Caristrap Corporation of Canada. 
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Table 13 

( Indo-Foreign Technica1-Co11aboration 
Agreements, 1957-65 

1957 1959 1959 19bO 19b1 19b2 19b3 19b~ 19b5 19577b5 

United Kingdom 21 39 84 86 116 73 63 98 59 639 

United States 7 5 6 70 77 62 64 78 48 417 

West Germany 6 7 44 62 67 40 47 64 44 381 

Japan 1 3 9 38 38 24 32 35 26 206 

Switzer1and 1 3 8 8 19 18 19 17 18 III 

France 2 1 2 Il 25 15 17 18 12 103 

Ita1y 5 4 4 8 18 Il 6 8 7 71 

East Germany 3 5 6 13 19 4 50 

Sweden 1 6 12 3 5 1 5 3 36 

Nether1ands 1 2 4 8 7 2 4 2 30 

Denmark 3 6 4 2 3 8 1 27 

Belgium 5 4 2 4 3 5 23 

Czechos1ovakia - 7 2 1 3 4 3 20 

Austria 1 2 4 3 2 5 1 18 

Po1and .. 2 .~ 3 4 2 17 

Canada 1 5 6 3 1 16 

Austra1ia 6 2 2 2 3 15 

Hungary 1 4 2 3 1 Il 

y.\..lgoslavia 1 1 3 2 1 8 

Norway 1 2 1 2 6 

Others "'6 .2 40 22 2 :; 2 2 5 2 122 
Total 81 10:2 2°2 224 4°2 289 287 282 2:22 224jL 

( ') Source: Office of the Indian Investment Centre, New Delhi. 
. .~~ . 
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1 Table 14 1 

Industrial Classification of Indo-Foreign 

( 
Techn~cal-Collaboration Agreements, 1957-65 

125Z l2S~ 12S2 12~O 12~1 12~2 12~J 12~ij 125S 12SZZ~~ 

Plantations 3 5 4 12 
Food & Beverages 6 5 10 4 l 9 5 2 4 46 
Cotton textiles 4 3 l l 9 
Jute textiles 1 1 
Other textiles 7 2 7 Il 4 4 8 8 7 58 
Transport 

24 14 equtpment 5 5 22 19 17 20 13 139 
Iron & steel & 

products 2 4 7 13 Il 19 29 13 98 
Other meta1s & 

products 2 6 7 14 14 12 9 12 6 82 
E1ectrica1 
machinery 9 12 16 54 69 41 37 58 23 319 

Machinery other 
than e1ectrica1 
& transport 7 8 44 104 131 80 96 139 86 695 

Consumer 
durables* l 5 3 13 14 Il 2 6 7 62 

Chemica1s & 
a11ied prodœts Il 8 25 45 53 42 35 48 33 300 

Pharmaceuticals 
& allied 
products 3 9 12 9 7 14 6 10 3 73 

Rubber & 
products 2 2 2 5 5 3 5 3 27 

1 Leather & 
products 2 l 2 3 l 2 12 , 

Pu1p & paper & 
4 36 products l 2 3 5 10 7 1 3 

Cement 3 3 2 1 2 1 1 1 14 
Building & 

construction 3 5 Il 18 13 Il 16 7 84 
Glass & ceramics - 2 3 4 5 2 3 6 5 30 
WO("Jd industry 1 1 1 3 2 2 2 4 16 
Other manu-
factures 6 8 22 16 31 17 19 20 17 156 

Trading services 1 3 3 9 1 2 1 20 
Construction 
uti1ities & 
transport svcs. 1 7 7 1 4 9 6 1 36 

Financia1 svcs. 3 5 3 Il 
Other services 1 1 - 1 1 4 

Total: lh 10:2 202 :2:2q: ~02 292 29Z :282 2J2 2:2Z;:0 

* Watches, cameras, radios, bicycles and sew1ng machines. 

C' - / Source: Office of the Indian Investment Centre, New Delhi. 
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British firms have aIl a10ng been active in 

seeking technical-collaboration agreements with Indian 

firms. Prior to 1960, United States firms were not very 

active, but since then their share is not much less than 

that of Britain. 

During the period of 1957-65, 319 agreements were 

made in the electrical machinery sector, 139 in trans­

port equipment and 695 in non-electrica1 non-transport 

machinery. 

Thus, of the total 2,340 agreements, 1153 or 

about 49% were distributed among machinery of· one kind 

or another. United Kingdom firms had 348 agreements 

- i.e., 54% of their total - in the machinery sector. 

The corresponding figures for the United States, West 

Germany and Japan were 42%, 57% and 46% respectively. 

Chemicals and pharmaceuticals attracted 373 

agreements, or about 16% of the total. United Kingdom 

firms had 82 agreements in this sector; in other words, 

13% of aIl United Kingdom agreements were in the chemi-

cals and pharmaceutical sector; the corres~rnHng figures 

for the United States, West Germany and Japan were 20%, 

15% and 16% respectively. 

In the metals sector, there were 180 agreements 

of which iron and steel attracted 98 and othermetals 82. 

Of this, 58 were with the United Kingdom, 26 with West 

Germany and 14 with Japan. 

Financial Agreements. During 1951-65, the 

r 
85 1 
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Controller of Capital Issues in the Indian Ministry of 

Finance, granted a total of 1042 consents of new capital 

issues for the entire corporate sector of India. These 

issues totalled Rs 8908 million. For details we may 

refer to Table 15. 

Of the total amount of Rs 8908 million for the 

entire corporate sector, foreign-associated issues 

accounted for Rs 4019.6 million or 45.1 percent. 

During 1951-55, only 66 foreign-associated con-

sents were granted, accounting for Rs 779 million. This 

was the period in which India had not experienced any 

foreign-exchange cri sis and was not in a mood to welcome 

foreign collaboration with open arms. 

During the next ten years, 303 foreign-associated 

consents were granted, accounting for Rs 3240.6 million. 

This was the period in which there was a serioU~Oreign­

exchange crisis and a strong shift to the "rightn both 

in the economic field and foreign policy. 

Non-resident contribution during the first two 

plan periods, 1951-60, was Rs 812 million. Capital issues 

for the entire corporate sector totalled Rs 4879 million 

during the same periode Thus, the share of non-residents 

in the total corporate sector was about one-sixth of the 

tota16 during the fifttes. 

~. We arrived at a similar figure in section IV, 
Chapter III. There we had studied the share of actual 
foreign investment in the ~ctual total investment in the 
corporate sector. Actual foreign investment was Rs 1859 
million compared to Rs 812 million of new issues to non-

l~\ 
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Table 15 

consent~Foreign- Associated New Capital 
Issues in the Corporate Sector of India 

~Amount in Hs mi11ions~ 
Consents for Total Consents for Foreign-Associated 

Year CorEorate Sector CorEorate Sector 
No. Amount No. Amount Foreign 

Amount 

1951 46 216 19 96.4 39.8 

1952 23 127 7 9.0 1.8 

1953 31 183 Il 92.3 36.0 

1954 74 662 20 482.0 274.1 

1955 76 479 9 99.3 57.4 

1956 79 803 15 87.2 31.6 

1957 54 433 12 81 •. 6 35.3 

1958 38 208 18 127.9 54.4 

1959 51 768 25 415.2 207.4 

1960 97 1000 26 225.4 74.3 

1961 109 780 38 295.3 102.9 

1962 122 736 59 471.0 143.4 

1963 130 1269 54 627.6 211.6 

1964 61 708 27 391.4 121.2 

1965 51 536 29 518.0 147.4 

Total 1042 8908 4019.6 1538.6 

Source: (i) Office of the Controller of Capital Issues, 
Ministry of Finance, Govt. of India, New Delhi. 

(ii) Office of the Company Law Administration, 
Ministry of Law, Govt. of India, New Delhi. 
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Contribution of non-residents was Rs 1539 million 

of the total of Rs 4020 million or 38.3 percent of the 

foreign-associated corporate sector during 1951-65. 

Only in two years - 1955 and 1959 - was the non-resident 

share 50 percent or more. And in both these years it is 

petroleum investments which explain the highlDn-resident 

share in the foreign-associated investment projects. 

In 1955, the share of non-residents in total 

foreign-associated new capital issue was 57.8 percent. 

This was mainly the result of an issue of Rs 65 million 

in the Caltex Oil Refining India Ltd., of which Rs 45 

million were provided by a foreign company, California 

Texas Corporation, U.S.A. In 1959, the share of non­

residents was about 50 percent. This is primarily 

attributable to an issue of Rs 210 million in the Oil 

India (p) Ltd. Bombay, of which Rs 140 million or 66.6 

percent were contributed by Burmah Oil Company Ltd., 

England. 

II. Foreign Control of Indian Industry 

A total of 369 foreign-associated consents for 

residents. 
It may be mentioned here that granting of consent 

of new capital issue need not always be followed by actual 
investment. Also, new capital issue is only a part of the 
total investment. Total investment includes not only new­
capital ~s~~es but also consents for further issues, deben­
ture issues, loans etc.(see India, Controller of Capital 
Issues, Quarterly Statistics of the Working of Capggal 
Issues Control: Annual Review l 6 , New Delhi, 19 , 
Table l , p. 17 • 

i 
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new issues were granted during 1951-65. Of these, only 

five were granted full foreign ownership (see Table 16), 

accounting for less than 2 percent of the total foreign 

contribution of Rs 1539 million. These five consents 

naturally had full control over the investments auth­

orized. Another category in which foreign control is as 

effective is the one where foreign participation i8 75 

percent or more. A holding of 75% or more ensures passage 

of the special resolutions required by law to change 

the administration and capital structure of a company. 

In this category there were 13 consents, accounting for 

about 6 percent of aIl authorized foreign investments. 

There were another 88 having a share of 50 percent or 

more but less than 75 percent; these accounted for more 

than 42 percent of the total foreign stake. 

In 79 of the consents, the non-resident share 

was between 40 percent and 50 percent and these accounted 

for about 19 percent of new capital issues for non­

residents. 

There wcre thus 185 foreign companies authorized 

to hold shares of 40% or more, accounting for 69% of the 

total foreign investment in the foreign-associated con­

sents of new capital issue. According to the definition 

of the Reserve Bank of India, aIl these were direct in­

vestments controlling the operations of Indian firms. 

Another category in which the non-resident share 

was between 25 percent and 40 percent, had 74 companies, 

accounting for 21 percent of the total authorized foreign 

89 
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( Table 16 
,. 

Foreign Participation in the Foreign-Associated 
Consents of New Capital Issues 

~Amount in Hs millions) 

Foreign 
Partici-

pation 1951 1952 1953 1954 1955 1956 1957 1958 

Less than No. 6 4 2 8 3 2 4 1 
25% 

Amt. 2:2 O!~ ~zO 12.4 1.2 6.0 1·2 6.7 

25% to No. 1 2 3 2 1 4 3 2 
less than 
40% Amt. 6.3 1.2 1.3 15.1 0.9 7.6 10.4 6.4 

40% to No. 7 3 6 4 6 1 7 
less than 
50,% Amt. 8.3 12.9 12.8 10.3 10.1 0.4 13.6 

50% to No. 3 1 2 4 1 2 1 6 
less than 
75% Amt. 11.3 0.3 2.8 233.8 45.0 3.9 0.8 22.2 

75% to No. 1 1 3 2 
less than 
100% Amt. 11.4 16.0 21.8 5.5 

100% No. 1 1 

Amt. 0.1 4.0 

No. 19 7 11 20 9 15 12 18 
Total 

Amt. 32.8 l z8 :26 .0 224.1 52.4 31.6 15.3 54.4 

(i 
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Table 16 (continued) 

* ** 
Foreign 
Partici­
pation 1959 1960 1961 1962 1963 1964 1965 1951/65 

Less than No. 3 
25% 

9 13 22 12 9 12 

Amt. 4,1 28.2 19.5 24.0 13.4 9.7 19.4 

25% to No. 8 4 8 6 16 9 5 
1ess then 
40% Amt. 17.5 4.9 21.1 18.8 74.7 64.0 73.2 

40% to No. 4 3 5 Il 9 4 9 
1ess than 

110 

152.0 

74 

323.4 

79 

50% Amt. 29.5 7.~ 9.0 49.8 74.0 10.3 46.0 294.8 

50% to No. 7 8 Il 19 15 5 

37.2 

3 88 
1ess than 
75% Amt. 144.7 14.5 38.3 48.8 39.5 8.8 651.9 

75% to No. 2 2 
1ess than 
100% Amt. 8.0 18.9 

100% No. 1 

Amt. 3.6 

Total No. 25 26 

1 

15·0 

38 

1 1 

2.0 4.5 

1 

5.5 

59 54 27 29 

13 

88.1 

5 

28.4 

Amt. 207.4 74.} 102.9 143.4 211.6 121.2 147.4 1538.6 

* Information in this form avai1ab1e for on1y 26 consents, 
a1though there were 33. 

** Information in this form avai1ab1e for only 38 consents, 
a1though there were 39. 

Source: As in Table 15. 
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capital. Under Indian conditions, where local ownership 

is often very dispersed, it can be assumed that much of 

the 25%-40% category is also foreign-controlled. Adding 

this to the controlled category of 40% or more, we get 

about 90% of the total foreign investment under foreign 

Qcontrol". 

In the category of less than 25% foreign share, 

chances of control by non-residents are very limited. In 

this category were 110 companies accounting for less than 

10% of the foreign investments. 

During the period 1951-65, no new-capital-issue 

consent was granted for plantations (see Table 17). In 

mining only one consent was granted, with a minority share 

of less than 25% by non-residents. 

About two-thirds of the capital authorized in 

the petroleum sector was by non-residents. This is despite 

the government's industrial policy which declared that the 

state would be exclusively responsible for new under­

takings in mineraI oils.7 Involved in the oil sector 

were such giants as Burmah Oil Co., Ltd., London; Anglo 

Saxon petroleum Co. Ltd., U.K.: California Texas Corporation, 

U.S.A.; and Philips Petroleum Co., U.S.A. 

In food and beverages, the foreign share in 

foreign-associated capital was about 55%. In transport 

7. The Indian government issued an Industrial 
Policy Statement in 1948 and then in 1956. Both of these 
statements are reprinted in U.S. Dept. of Commerce, Invest­
ment In India (Washington, 1961), p. 148. 

\i\ 
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Table 17 (continued) 

40% to less than 50% to less than 75% to less than 
50% foreign share 72~ forei~n share 100~ foreisn share 

No. Total Foreign No. Total Foreign No. Total Foreign 
amt. amt. amt. amt. amt. amt. 

1. 
2. -
3. 5 590.5 417.7 
4. 2 7.5 3.2 2 5.5 2.B 3 19.2 15.0 
5. 
6. 
7. 3 24.2 10.1 2 27.B 16.4 
8. 8 46.4 22.3 3 8.9 4.5 2 7.0 6.5 
9. 5 56.7 24.7 3 10.6 7.1 
10. 3 46.5 19.2 4 13.5 7.3 
Il. Il 31.5 14.5 Il 39.9 21.1 -
12. 12 108.2 50.6 23 116.4 60.7 1 12.5 9.4 
13.* 2 5.0 2.2 1 3.5 2.0 
14. 14 222.1 100.2 7 33.0 16.B 2 35.0 27.4 
15. 3 15.7 7.3 6 33.6 20.9 4 27.9 24.5 
16. - 2 15.0 8.7 ! 17. -
18. 1 3.0 1.5 1 1.3 0.8 
19. - -
20. 2 20.0 8.9 1 2.5 1.4 
21. 3 23.3 Il.4 4 24.0 12.5 
22. -
23. 10 40.9 IB.7 9 43.7 24.0 1 7.0 5.3 
24. - 1 0.5 0.3 
25. - 3 46.0 26.9 
26. -

Total·79 651.0 294.8 88 1016.2 651.9 13 10B.6 88.1 
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Table 17 (continued) 

100% 
Total Forei~ Share 

No. Total Foreign No. Total Foreign 
amt. amt. amt. amt. 

1. 
2. 1 2.5 0.6 
3. 6 660.5 435.2 
4. 12 45.7 25.3 
5. 1 2.9 0.5 
6. - -
7. 1 0.3 0.3 12 186.6 52.4 
8. 25 208.5 63.8 
9. 25 383.6 77.3 
10. 14 141.1 44.1 
Il. 2 9.5 9.5 44 213.5 72.8 
12. 1 3.6 ;.6 66 446.7 155.4 
13.* 5 12.8 5.1 
14. 51 83:3.7 302.7 
15. 16 82.7 54.2 
16. 6 130.0 30.3 
17. 
18. 9 153.6 27.3 
19. 4 42.5 10.5 
208 10 52.8 19.8 
21. 13 71.5 29.6 
22. 2 4.7 0.9 
23. 33 168.2 58.9 
24. 3 3.0 0.6 
25. 1 15.0 15.0 8 97.0 51.3 
26. 3 75.5 20.0 

'l'otal 5 28.4 28.4 4019.6 1538.6 

* Watches~ cameras, radios, bicycles and sewing machines. 

Source: As in Table 15. 
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equipment the foreign share was 30%; in iron and steel 

about 20%; in electrical machinery 34%; in non-electrical 

non-transport machinery about 35%; in consumer durables 

about 40%; in chemicals (including fertilizers) about 

37%; in pharmaceuticals more th an 65%;in rubber less 

than 25% and in pulp and paper less than 20%. In services, 

the foreign share in foreign-associated new capital issues 

was 41%. 

Ownership by non~residents is one indicator of 

"control" of the operations of firms. This was strengthened 

by the terms and conditions of collaboration agreements in 

India. Following are some of the terms and conditions of 

collaboration agreements to illustrate this point: 8 

(1) The Indian firm is usually required to keep 

secret, aIl information supplied within the terms of the 

agreement, even after it has expired. With the expiry 

of the agreement, the Indian firm must stop the manu­

facture of products produced according to the patterns 

and designs of the foreign collaborator and return aIl 

drawings and documents. 

(2) There is strict control over production. 

In some cases modifications mad@ abroad must be incorp-

orated into the Indian product whethl;}r justified by 

~. Kid~on, op. cit., pp. 281-85; and Indo-Foreign 
Publication and Publicity, Survey of Indo-Foreign Collabor­
ation (Bombay, 1963), pp. 78-80. 

/ 
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Indian conditions or note 

(3) The foreign firm frequently insists on 

appointing some of its own directors and engineers in 

the collaborated firms. 

(4) The agr-eement usually limi ts the freedom 

of the Indian firm to sell abroad (although, quite often, 

the foreign firm is not precluded from continuing to sell 

in India). In some cases, the right to export is con-

97 

ditional on the use of the foreign firm's sales organization 

abroad. 

(5) It is usually stipulated that, in case of 

a dispute which cannot be settled through a common under-

standing, the decision made by, say, the International 

Chamber of Commerce (Paris) will be binding. 

In recent years, collaboration agreements have 

been subject to severe criticism, particularly in regard 

to their effects on India's technical know-how and balance 

of payments. These aspects will be studied in Chapter VI • 

---\1' 
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CHAPTER V 

FACTORS DETERMINING THE INFLOW OF 
FOREIGN BUSINESS INVESTMENTS 

We now possess a useful statistical picture 

of foreign business investments in India since 1948. 

We noted in section IV, Chapter III, that the share 

of foreign investments was about 3 percent of total 

investments and 6.3 percent of total private invest-

ments in India during the 1950's. India, however, 

is not the only country which could not attract foreign 

investments in large amounts. Many other Afro-Asian 

countries had a similar fate. A large share of the 

international flow of private capital during the fifties 

moved either among the industrially advanced countries 

themselves or to countries which had a substantial 

industrial sector; then came the low income countries 

which possessed natural resources, mostly in the form 

of oil and non-ferrous metals and permitted private 

foreign companies to exploit these resources; other 

low-income countries (and India i8 included in this 

group) could attract little capital. l In the present 

of 

\1\ 
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chapter, we shall discuss some of the factors often 

reported to be responsible for determining the inflow of 

foreign investments in a developing country such as 

India. 

Government participation in business. After 

about 150 years of colonial government, India achiev~~ 

independence in 1947. The privileged position of private 

foreign investors who were compatriots of the colonial 

rule and thus were a target of criticism during the in-

dependence movement, naturally weakened. They repatriated 

their capital on a very large scale. The value of private 

foreign investments immedi~tely before the Second World 

was unofficially reported to be around Rs 8500 to 

9500 million;2 it fell to a mere Rs 2646 million by mid-

1948. 

On April 6, 1948, the Indian Government issued 

a statement of national policy in the industrial field. 

This statement pleaded, on the one hand, for the mixed 

economy, and on the other hand, suggested that the State, 

as a matter of principle, must play a progressively active 

role in the development of industries. The statement 

further noted thet in the case of coal, iron and steel, 

aircraft manufacture, shipbuiIding, manufacture of tele­

phone, telegraph and wireless apparatus (excluding radio 

receiving sets) and mineraI oils, the existlng undertakings 

2. U.N. Economic Bulletin for Asia and the Far 
~ (June, 1962), p. 1. 
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would be permitted to develop for a period of ten years 

during which they would be allowed aIl facilities for 

efficient working and reasonable expansion; at the end 

of this period the whole matter would be reviewed and 

a decision taken in the light ortie circumstances 

obtaining at that time. This part of the statement put 

a brake on the expansion of these industries without 

suggesting an alterwative. Who would like to expand 

his industry if he fears that it might be nationalized 

in ten years? The fear of nationalisation and the half-

hearted welcome of the private sector were recorded as 

having adverse effects on private foreign investments. 3 

In December 1954, the Parliament of India 

adopted "socialist pattern of society" as the objective 

of social and economic policy. This objective created 

further doubts in the minds of private investors as to 

their role in the Indian economy. 

In April 1956, another Industria1 Policy State­

ment was issued which superseded that of 19480 This 

statement noted that the future developmentof Schedule 

A industries - such as the following - would be the ex­

clusive responsibility of the State: 

Arms, amunition and allied items of defence 
equipment; atomic energy; iron and steel; heavy 
castings and forgngs of iron and steel; heavy 
plant and machinery required for iron and steel 

3. UoS. Department of Commerce, Factors Limiting 
U.S. Investment Abroad (Washington, 1953), p. 108. 

r 
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production, for mining, for machine tool manu­
facture and for such other basic industries as 
may be specified by the Central Government: heavy 
electrical plant including large hydraulic and 
steam turbines: coal and lignite; mineraI oils: 
mining of iron ore, manganese ore, chrome ore, 
gypsum, sulphur, go Id and diamond: mining and 
processing of copper, lead, zinc, tin molybdenum 
wolfram:minerals specified in the Schedule to the 
Atomic Energy Order 1953: aircraftj air transport, 
railway transportj shipbuildingj telephones and 
telephone cables, telegraph and wireless apparatus 
(excluding radio receiving sets); and generation 
and distribution of eleetricity. 

It was further stated that Schedule B industries 

- as following - would be progressively State-owned and 

that in such industries, the State would generally take 

the initiative in establishing new undertakings: 

Other mineral~j aluminum and other non-
ferous metalsj machine tools; ferro alloys 
and tool steelsi basic and intermediate 
products required by chemical industries 
such as the manufacture of drugs, dye-stuffs 
and plastics; antibioties and other essential 
drugsj fertilizersj synthetic rubber; carbon­
isation of coal; chemieal pulpj road transport 
and sea transport. 

AlI other industries were left to the initiative 

and enterprise of the private sector. 

The growing participation of the government in 

the economic life of India may be a source of concern to 

some prospective investors. However, private Indian entre-

preneurs, for the most part believe that there i8 ample 

opportunity for private industry to participate in India's 

economic development. India is essentially a private 

enterprise economy.4 Important foreign-exchange-earning 

101 
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Î 

~-

industries, such as jute, tea,cotton textiles, and 

mining are almost entirely privately owned. The same 

is true of agriculture and many important manufacturing 

industries. Although the Industrial Policy Statement of 

1956 apparently assigns a major role in India's economic 

development to the government, it does not close the door 

completely to privatte enterprise in any of the delineated 

categories: 

In fact, in the past year or two the government 
has inclined toward encouraging private invest­
ment in new industries hitherto marked for develop­
ment primarily by government initiative. Among 
these industries are machin~ools, antibiotics, 
fertilizers and synthetic rubber. A private 
synthetic rubber plant is already under way. 
The government is also now actively seeking 
the cooperation of private foreign companies for 
oil exploration in India, an activity formerly 
reserved for the public sector.5 

To assure even the casual observer that India is 

essentially a free enterprise economy, the present govern-

ment of the country should honestly admit that the phrase 

"socialist pattern of society" was adopted in 1954 "partly 

because it sounded good ••• but largely to steal the thunder 

from the then power fuI left wing OPPosition.,,6 

Screening policy: The Indian Government has con­

sistently adhered to the practice of screening the entrance 

of foreign investment. It judges each case on its own 

merits, and establishes the terms upon which the particular 

5. U.S. Department of Commerce, Investment in 
India (Washington, 1961), p. 4. 

6. Jagdish Bhagwati, "The Socialist Pattern of 
Society and Foreign Trade", Economie Weekly (July, 1962), 
p. 1211. 
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investment may be approved, if at aIl. This is necessary 

because some types of investments produce more benefits 

and involve less costs than other types. 

Even from the point of view of foreign investors, 

the screening policy may be desirable: 

Considering the attitudes and policies of 
foreign governments, and the fact that most 
of them employ a complex of controls over 
domestic as weIl as foreign enterprise, the 
screening of foreign investments and official 
approval of entry is probably desirable from 

the stand-point of the foreign investor. 
Official approval or registration frequently 
carries with it special safeguards and ex­
emptions. The foreign investor knows that 
he has met certain tests of public policy and 
that he is officially welcome. 7 

While screening policy is justifiable on grounds 

of principle, the complicated bureacracy it involves 

in most of the countries including India is extremely 

discouraging. In the case of India, the U.S. Dept. of 

Commerce study correctly remarks: 

The tedious screening procedure has been a 
source of annoyance for many potential fore1gn 
investors. Processing of investment proposaIs 
has been time-consuming and, along with the 
need to negotiate with the government on various 
aspects of 1nvestment, has hindered consummation 
of the proposaI. The screening procedure has 
been known to drag out for a year or more. Over 
such a period some companies may lose interests or be unable to afford waiting for a decision. 

The Government of India 1s trying hard to reduce 

the delay in the processing of applications and, in view 

7. R.F. Mikesell, Promoting U.S. Private Investment 
Abroad, National Planning Association Pamphlet No. 101 
(October, 1957)t p. 45. 

8. U.S. Department of Commerce, Investment in 
India, p. 3. 
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of this, it has drawn up a list of industries in which 

foreign capital would ordinarily be welcome;9 this list 

includes the following industries: 

Iron and steel structuraIs; iron and steel 
castings and forgings; iron and steel pipes; 
special steels; non-ferrous metals and alloys; 
boilers and steam generating plants; equipment 
for transmission and distribution of electricity; 
furnaces; marine diesel engines; industrial mach­
inery including major items of specialized equip­
ment used in specifie industries and general 
items of machinery used in several industries su ch 
as equipment required for various unit processes; 
baIl, roller and taper bearings; speed reduction 
units; machine tools; tractors, earth moving and 
construction machinery; plastics; industrial and 
scientific instruments; fertilizers; organic 
chemicals; fine chemicals and intermediates; 
industrial explosives; industrial gases; agri­
cultural chemicals such as insecticides; dye­
stuffs and drugs, including the production of 
basic intermediates; newsprint; pulp; and hotels. 

The fields in which foreign capital is ordinarily 

not welcome have also been listed. This list includes 

banking, insurance, trading and commercial activities 

and plantations. 

To avoid the delay resulting from separate and 

successive consideration by different authorities of 

various aspects of investment projects, the Government 

of India has established a unified agency in a position 

to undertake co-ordinated consideration of aIl aspects 

at the same time, in consultation with the authorities 

concerned. lO 

9. Government of India, Press Note (May 8, 1961), 
reprinted in Indian Investment Centre, Objects and 
Functions.(New Delhi, 1962), Appendix IV, pp. 87-90. 

10. Ibid., p. 87. 
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Inadequate information: Another factor 

responsible for the low level of the inflow of foreign 

capital could be the ignorance of foreign investors 

about investment opportunities and business ways in 

India. ll It was primarily to fill this gap that an 

Indian Investment centre12 was established in New Delhi 

in 1961, with two branches added later - one at New York 

and the other at Dusseldorf. 

Taxation. High tax rates on personal and corp-

orate incomes and no double taxation agreements, are 

often reported as hindering the inflow of prlvate foreign 

capital in India. The studies made by the National 

Council of Applied Economie Research (NCAER)13 of the 

problem of Indian taxation and foreign investment, re-

vealed that in India the rates of the personal income 

tax are higher than that in important capital exporting 

countries such as the mhited States; the United Kingdom; 

Canada; West Germany in the range of incomes in which 

most of the salaries of foreign technicians and manage­

ment lie. The rates are also higher than those in many 

countries which compete with India in the world's capital 

11. H. Venkatasubbiah, "Fewer Foreign Investors", 
Hindu Weekly Review (Madras, January 21, 196)}. 

12. Indian Investment Centre is an autonomous 
agency to advise on various aspects of investment and 
attempts to bring together Indian entrepreneurs wth invest­
ment proposaIs and foreign companies seeking Indian collab­
orators. 

13. NCAER, Taxation and Foreign Investment (New 
Delhi, 1957) and Foreign Investor and Tax Refo~s (New 
Delhi, 1964). 
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market. Indiats rates of corporate income taxes too 

remain among the highest in the world as shown in Table 

18. 

Before 1958 India had not signed any double-

taxation avoidance agreements with any country. The 

first tax agreement was signed with Sweden in 1958. 

Others fol10wed wi th Swi tzerland (1958), Norway (1960), 

Denmark (1960), Japan (1960), and West Germany (1960). 

A treaty was negotiated and signed with the United 

States in 1959.14 

Indian tax rates are no doubt very high, but 

India also gives some special tax incentives to new 

industrial undertakings - both domestic and foreign -

which make the tax liability extremely small during 

the first five years of operation. Following are some 

of the important tax incentives. 15 

Liberal depreciation allowance$. The Indian 

Income Tax Act provides liberal depreciation allow­

ances. There is first the "normal depreciationtt of 

bUildings, plant, machinery and furniture. In additio~, 

extra shift allowances of 50% and 100% respectively, of 
-

the normal depreciation are granted on plant and mach-

inery worked for two or three eight-hour shifts a day. 

14. For full texts of the agreements, one may 
refer to U.N. International Tax Agreements. 

15. Mathew J. Kust, Foreif7 Enterprise in India 
(Chapel Hill, ~orth Carolina, 1964~ pp. 386-396. 

... ------... ---_. ~I 
106 

: 



c 

· __ ~_.v_~· --. ___ , __ ~v .. ~_~ ... ~"_~ __ ~ ___ ~.~~~_~· .... ~~-~ .... ~_ .. ~_._-'~-----.---' -r 
. l~ ! 

Table 18 

Corporation Income Tax Rates: 
Foreign Branches and Subsidiaries 

Foreign Branches Foreign Subsidiaries 
Countr:r ~~ rate~ ~~ rate~ 

Japan 49.00 67.50 

Australia 40.00 44.00 

United Kingdom 53.75 53.75 

France 50.00 57.50 

Canada 51.50 51.50 

Philippines 30.00 35.25 

Malaysia 40.00 40.00 

peru 37.00 49.50 

Columbia 40.00 43.60 

Venezuela 45.00 45.00 

India 63.00 67.50 

Source: National Council of Applied EconQmic Research, 
Forei~ Investor and Tax Reforms (New Delhi, 1964), 
pp. 2 and 33. 
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A tax holiday for new industrial undertakings. 

This feature provides an exemption from income and 

s~per tax for a period of five years to the extent of 

6, per annum on the capital employed in new industrial 

undertakings established after April l, 1948 and going 

into production within a period of eighteen years there­

after. Dividends from such exempt profits are tax free 

to the shareholders. 

Exemption of interest on foreign loans and credits. 

Interest payable by an industrial undertaking in India 

on (1) a loan obtained from a financial institution abroad, 

or (2) ~oan incurred abroad for the purchase of raw 

materials or capital plant and machinery, is wholly ex­

empt from Indian income taxe 

Rebate for high priority industries. The Finance 

Act of 1964 introduced a 10% rebate of the corporation 

tax on profits from the following industries: 

Iron and steel; aluminum, copper, lead and 
zinc; coal; industrial machinery; boilers and 
steam generating plants, steam engines and 
turbines and internaI combustion engines; 
equipment for the generation, transmission and 
distribution of electricity, including trans­
formers; machine tools; tractors and earth­
moving machinery; steel castings and forgings; 
cement and refractorles; fertilizers;.pulp and 
paper and tea, coffee and rubber. 

Development rebate. This tax feature, unique 

in India, is an allowance of 20% of the actual cost of 

new machinery or plant installed after March 1954 and 

is over and ,above depreciation allowances. It enables 

companies to recoup 120% of the actual capital expend-
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iture, thereby constituting a bonus or special allow­

ance. This rebate may be carried forward for a max-

imum period of eight years. 

Export incentive taxe An incentive for export 

promotion is now provided for aIl Indian companies (in­

cluding foreign subsidiaries) in the form of a rebate 

of one-tenth of their income tax and super tax attri-

butable to income from exports. 

Apart from these incentives to private foreign 

enterprises, foreign technicians are exempted from Indian 

taxes. Foreign technicians whose service contracts are 

approved in advance by the Indian Government, are now 

. exempt from Indian personal income taxes for a period of 

36 months from the time of their arrival for work in 

India, provided that they have not been resident in India 

in any of the four financial years immediately preceding 

the year of arrivaI. 

109 

Also, persons having specialized knowledge and 

experience in industrial or business management 1J;echn~OJ.ues, 

are eligiblè for a tax hOliday, provided they are employed 

in India in a capacity in which such knowledge and ex-

perience are actually utilized and the contract of service 

1s approved by the Government. But the concession to 

managerial personnel 1s admissible only for a period of 

six months. 16 The above discussion of Indian taxation, 

16. NCAER, Foreign Investor and Tax Reforms, 
p. 5. 

1 

1 

1 



( 

() 

with respect to private foreign investments,suggests 

that, a1though the Indian tax rates are very high on 

paper, in actua1 fact nmost foreign enterprises quali­

fying for the special tax incentives wou1d ordinarily 

have very litt1e tax 1iability during the first five 

years of Operation. n17 Thus, taxation as at present 

does not seem to be a serious impediment in the way of 

foreign investments, though a lowering of present rates 

could be helpful. 

Exchange regulations. The existence of ex­

change and trade controls creates a major element of 

uncertainty for foreign investments in India. The un-
/ 

certainty arises from the possibility that the Govern-

ment, should it choose to do so, can at any time imperil 

the operation of foreign enterprise by the simple deniàl 

of exchange or license. However, the Government of 

India's record so far is very good. 18 

There are at present no restrictions on the re-

110 

mittance of income earned on foreign investments in India. 

Certain procedural formalities must be comp1ied wit~, but 

after the initial steps, the remittances become, more or 

1ess, automatic. As a matter of fact, most companies in 

India have chosen to reinvest a good portion of their 

profits in the company instead of remitting abroad. 

17. U.S. Department of Commerce, Investment Factors 
in India, OBR 62-40 (Washington, 1962), p. 14. 

18.Kust, Op. cit., pp. 217-222. 
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Repatriation of capital is also generally 

approved, with some limitations placed on invest­

ments made before 1950 and, more recently, on in-

vestments involving low-priority imports. Because 

of India's foreign exchange difficulties, some imports 

are not considered of sufficiently high priority to be 

allocated a license either on a cash or medium-term 

credit basis and are permitted only if financed by 

long-term investment from abroad. Accordingly, before 

issuing the import license, the authorit~es require the 

investor to agree to retain his investment in India for 

10 years. There may be some flexibility in this time 

limite Repatriation of capital for approved high-

priority investment projects is unrestricted. 

American investors, however, have avai]able, 

if they wish it, a guarantee against inconvertibility. 

India entered into an agreement with the United States 

in 1957 under which the United States Government pro­

vides guaranties that Indian currency receipts (trans­

fers of earnings and capital repatriation) for new or 

expanded private American investments can be converted 

into dollars. This Investment Guarantee Agreement was 

amended in December 1959 to inc1ude provisions for com-

pensation to American investors in the event of exprop-

riation. It does not cover war risks or risks of de-

valuation. 

Exchange regulations affecting the importation 

of goods into India may be a limiting factor for some 

- .~ 
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investors. Ordinarily assurances are given that the 

required import licenses will be issued for an approved 

project. In a situation of extreme foreign-exchange 

stringency, however, import licenses may be revoked or 

prohibited. The earning of foreign exchange through 

exporting from India is encouraged by the granting of 

rebates of the import dut y on imported materials which 

go into the manufactured export product, and in the 

textile industry by an export-retention scheme permit-

ting manufacturers in India to retain a certain portion 

of export proceeds for the purchase of required materials. 

Low stage of economic development. India is at 

a low stag~ of economic development. This makes it 

frequently necessary for the new enterprise to provide 

for itself such facilities as power and workers' housing 

and to depend upon imports for certain types of metals, 

chemicals, machinery and other specialized items pro-

duced only in more highly industrialized countries. 

This factor is impeding the inflow of foreign private 

capital. Although less important now than in the early 

1950's, this factor is still extremely important. There 

are still serious bottlenecks in the availability of 

power, fuel and railway transport facilities. India's 

overall power supply situation is critical. However, 

there is some variation of present and prospective avail­

ability according to the electrification prograœs of the 

various states. Apart from ensuring a steady long-range 

112 

supply through contracting where possible with local power 
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distribution authorities, a foreign firm has to take 

into account that in areas where hydro-electric power 

is not balanced by thermal power facilities, a seasonal 

eut-off may occur in the dry season. 

In regard to fuel supplies, India has ample 

coal reserves (mainly of inferior non-coking grades) but 

they a~e concentrated mainly in E·astern India. The short-

age of rail cars for transportation of coal may lead to 

supply difficulties, particularly in Western and Southern 

Indiaj increasingly, companies in those areas are being 

obliged to use fuel oils. While India's refining capacity 

is increasing and new oil deposits are being located, 

there i.s often a shortage of some grades of petroleum 

supplies and uncertainty about their long-range avail­

ability. Because of India's heavily overtaxed rail 

facilities, location of an industrial site both for 

raw materials procurement and marketing is important. 

Regarding complementary supplies, the situation 

is encouraging compared with the early 1950's. The 

United States Department of Commerce notes: 

At least one major U.S. company which ex­
perienced difficulty in maintaining output 
because of reduced allocations of foreign 
exchange for imported components, reports 
considerable success in having components 
made locally by Indian contracting firms. 
Another long-established U.S. firm has 
operated in this manner for many years, pro­
ducing machinery for local use and exporte 
Norma~ly, posSibilities along this line are 
limited because of the general rawmaterials 
snortage and the dlfficulty in establishing 
links with numerous sub-contractors. How­
ever, the rapid development of indus trial 
estates (industrial parks) in many parts of 

113 
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India is expanding the number of firms which 
may be able to act as ancillary suppliers to 
larger industries. 19 

The Indian market. The Indian market has two 

contradictory influences on private foreign investments; 

"-.--------.- -r 
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one is its small size for most consumer goods; and second 

is the potential marketing advantages which arise from 

(a) the Indian Government's determination to industrialize 

the economy and meet the continuing foreign exchange short-

age, and (b) India's proximity to Southeast Asian, Middle 

Eastern and African markets. 

A major limitation on the growth of consumer 

goods industry 1s the fact that, although India's pop­

ulation now numbers 500 million, fewer than 5%20 of the 

population can be considered as significant consumers of 

soft goods. For most of,.the population, which is rural 
21 - eight out of every ten Indians live in villages - in-

creases in income are spent for additional food supplies, 

locally-made clothing and bare essentials such as kerosene 

lamps and simple cooking utensils. Demand for such:;con-

sumer goods as radios, refrigerators, air-conditioners and 

pharmaceuticals has received a significant impetus in 

recent years from the social welfare programs of the 

Government and the provision of group amenities for 

workers in government and private industrial plants. 

19. Investment Factors in India. p. 18. 

20. Ibid., p. 6. 

21. Indian Investment Centres Basic Facts of 
the Indian Economy (New Delhi, 1962), p. 1. 
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Owing to the determined effort to industrialize 

its economy and to me et the continuing foreign exchange 

shortage, India is restricting the import of a wide 

range of manufactures while encouraging their local 

production. In such a situation, foreign producers, 

if they wish to gain access to the Indian market, have 

to establish their plants in India. The government is 

also following the policy of restricting industrial 

participation to a relatively small number of producers 

in each field to assure maximum utilization of capacity. 

The foreign companies participating at the present stage 

of indus trial development are likely to have an enormous 

advantage with regard to future growth in the Indian 

market. 

Labour problems. Labour t.roubles have not 

represented a serious problem for foreign companies: 

Although a few foreign companies have ex­
perienced long and crippling strikes, most 
foreign firms have not encountered too much 
trouble on this score. Absenteeism, wage 
negotiations, and employment practices, 
however, are problems that require special 
handling and close attention •••• Some foreign 
firms are obliged to negotiate with communist­
controlled unions, but, to date, most companies 
affected have not regarded this as a major 
difficulty.22 

Regarding employment of foreign personnel, 

the Prime Minister of India issued a Statement on April 

6, 1949 as follows: 

22. U.S. Dept of Commerce, Investment Factors 
in India, p. 18. 
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In the matter of employment of personnel, 
Government would not object to the employ-
ment of non-Indians in posts requiring 
technical skill and experience, when Indians 
of requisite qualifications are not avail­
able, but they attach vitial importance to 
the training and employment of Indians even 
for su ch posts in the quickest possible manner. 

This position still stands. To our knowledge, 

no foreign firm has ever complained against this position. 

Profitability of investment. The rate of profit 

after tax of foreign controlled enterprises was 10.1 

percent in 1953. Rate of profit for other years is given 

in Table 19. Highest rate of profit was achieved in 1956. 

Since then, the rate of profit is falling. In 1962, it 

touched 7 percent. During 1955-62, the average rate of 

profit was 8.6 percent. 

Since 1957 detailed figures of profits are 

available for foreign branches and foreign contro11ed 

rupee companies (see Table 20). Foreign controlled rupee 

companies or foreign subsidiaries have been earning a 

higher rate of profit on sales compared to foreign 

branches. Foreign branches earned the highest rate of 

7.6% on sales in 1958 and the lowest rate of 5.3% in 

1961-62. Foreign subsidiaries earned the highest rate 

of 11.3% on sales in 1962-63 and the lowest of 9.5% in 

1957. 

Tea plantations have been earning between 

10.7% and 15% of profit on sales whi1e manufacturing 

branches have been earning between 4.3% and 12%. Foreign 

manufacturing subsidiaries have been consistently earning 
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Rate of Pfofits After Tax on Direct Investments 
1953-62 
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At the 
end of 

Direct Investments Profits Earned Rate of Profits 
(Rs millions) (Rs millions) (%age) 

1953 

1954 

1955 

1956 

1957 

1958 

1959 

1960 

1961 

1962 

3263 

N.A. 

3865 

4097 

4306 

4341 

4437 

4957 

5272 

5676 

330 

450 

382 

464 

351 

345 

379 

406 

443 

390 

Source: Reserve Bank of India Bulletin (August, 1960) 
and (April, 1966). 

\ 

10.1 

N.A. 

9.9 

Il.3 
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1 
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A. 

1. 
1.1 
1.2 
1.3 
1.4 

2. 

B. 

1. 
1.1 
1.2 
1.3 

2. 

C. 

D. 

E. 

Table 20 

Profit Rates of Foreign Branches and 
Foreign-Contro11ed Rupee Companies 

Gross profits(a)as % of Sales 

1957 1958 1959 1960 1961 
-61 -62 

Branches of Foreign 
Companies 

AlI companies 7.4 7.6 7.2 5.8 5.3 
Manufacturing 4.3 6.7 8.5 10.6 9.1 
Trading 4.3 4.2 2.6 1.9 2.3 
Tea plantations 10.7 12.0 12.6 15.0 12.8 
others 21.0 16.3 17.3 18.3 14.3 

Companies incorp-
orated in 
U.K. ~.7 9.4 10.0 7.5 6.6 
USA 4.7 4.3 2.6 0.9 2.3 
other countries 14.9 15.0 4.8 0.4 0.4 

Foreign-Controlled 
Rupee Companies 

AlI companies 9.5 9.7 10.7 10.8 Il.0 
Manufacturing Il.8 12.0 12.9 12.7 12.8 
Trading 2.8 3.7 4.2 4.8 5.2 
others including 
tea plantations 9.2 6.5 6.6 5.5 5.6 

Companies with 
controlling interest 
in 
U.K. 9.8 9.5 10.3 10.4 10.1 
U.S .A. 9.7 Il.3 12.6 12.2 14.2 
other countries 7.0 10.3 11~4 Il.5 12.9 

Public Ltd. companies 8.0 8.5 10.0 10.3 10 • .2, 

Private Ltd. companies 6.2 7.0 7.6 6.7 7.3 

Indian Control1ed 
companies 7.3 8.0 8.3 9.3 9.3 
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1962 
-62 

6.2 
12.0 

2.6 
15.0 
15.2 

7.6 
3.9 
0.5 

Il.3 
13.1 

5.2 

6.4 

10.6 
12.9 
1;.6 

10.1 

7.3 

9.5 

Note: For 1957, 1958 and 1959, figures are available on a 
calendar year basis. For 1960-61, 1961-62, and 1962-63 
figures are available on a fiscal year basis. 

For 1957-59, statistics were for 201 foreign branches 
and 108 forE~ign~controlled rupee companies. For 1960-63 
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Table 20 (continued) 

A. Branches of Foreign 
Companies 

1. AlI companies 
1.1 Manufacturing 
1.2 Trading 
1.3 Tea plantations 
1.4 others 

2. Companies incorp­
orated in 
U .K. 
U.S.A. 
Other countries 

B. Foreign-controlled 
Rupee Companies 

1. AlI companies 
1.1 Manufacturing 
1.2 Trading 
1.3 Others including 

tea plantations 

Gross Profits(a)as % of 
Total Capital Employed(b) 
1957 1958 1959 1960 

-61 

7.3 7.9 7.6 
5.6 9.6 Il.0 
7,7 8.5 5.3 
6.6 7.1 8.4 
9.1 8.0 7.1 

7.0 7.6 
8.0 8.8 

19.9 18.4 

Il.7 Il.9 
13.5 13.8 

6.2 8.1 

8.0 5.7 

8.2 
5.1 
4.8 

13.3 
15.5 
8.0 

6.8 

8.0 
13.4 
4.7 
9.5 
7.6 

9.3 
2.0 
0.9 

13.2 
14.5 
7.2 

10.1 

2. Companies with con­
trolling interest in 
U.K. 12.1 Il.6 

13.5 14.0 
7.8 Il.9 

13.1 
16.1 
13.0 

13.0 
14.0 
13.6 

U.S.A. 
Other c.ountries 

C. Public Ltd. companies 7.5 8.0 9.8 10.1 

D. Private Ltd. companies 8.5 9.3 10.1 10.5 

E. Indian controlled cos. 6.8 7.5 8.1 9.5 

1961 
-62 

7.9 
Il.5 
6.2 
8.7 
6.2 

8.7 
5.3 
0.9 

13.3 
14.2 
8.3 

9.9 

12.9. 
13.7 
14.2 
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1962 
-63 

9.1 
14.4 
6.9 

10.2 
6.8 

9.7 
8.6 
1.3 

13.7 
14.5 
8.9 

Il.3 

13.9 
11.1 
15.4 

10.0 10.1 

Il.1 11.3 

9.4 9.4 

statistics were for 251 foreign branches and 169 foreign­
controlled rupee companies. 

During 1957-59, Public Ltd. cos. were 1001 and Private 
Ltd. cos. 334; total corporate sector comprised 1334 cos. of 
which Indian controlled cos. were 1226 and foreign-controlled 108. 
During 1960-63, Public Ltd. cos. were 1333 and Private Ltd. cos. 
501; total corporate sector comprised 1834 cos. of which Indian 
controlled cos. were 1665 and foreign-controlled 169. 

(a) Includes managing agents remuneration, interest Charges, pro­
vision for tax but excluding depreciation. 

(b) Total net assets. 
Source: Reserve Bank of India BUlletin(January, 1963), pp. 35 

and 38; (March, 1965), pp. 339,345 and 350. 
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12%-13% during 1957-63. Foreign subsidiaries have been 

earning about 20 percent more than the Indian control1ed 

companies. 

Foreign branches have been earning between 7.3% 

and 9.1% of profits on total capital employed while foreign 

subsidiaries earned between Il.7% and 13.7%; the Indian 

controlled companies were earning, during the same period 

of 1957-63, from 6.8% to 9.5%. 

About one-third of total profits earned on 

foreign direct investments were reinvested23 in India 

during 1956-62, in spite of the fact that the Indian 

Government permits the remittances of profits to the 

foreign countries. In such a situation, one can assume 

that the rate of profits of foreign investments in India 

is not a major deterrent to further foreign investments. 
24 

Mineral Resources and policy. At the beginning 

of the chapter we mentioned that only those low-income 

countries which possessed natural resources, mostly in 

the form of oil and non-ferrous metals, and permitted 

these resources to be exploited by private foreign com-

panies, were able to attract private foreign capital in 

any significant amount. 

In India, petroleum and mineraI development is 

intended primarily for the~public sector. However, 

23. Reserve Bank of India Bulletin (April, 1966), 

24. Kust, op.cit., pp. 447-457. 
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existing private enterprises in these industries 

are permitted to continue and may, if deemed in the 

national interest, be allowed to expand. 

The important laws on oil and gas are the 

Oilfields (Regulation and Development) Act 1948 and 

the Petroleum and Natural Gas Rules, 1959. These 

laws prohibit any exploration or production of petro-

leum and natural gas except under license or lease, 

granted by the State Government with the approval of 

the Central Government. 

Although the development of the petroleum 

industry is, according to the Industrial Policy State­

ment of 1956, the exclusive responsibility of the 

public sector, the Government of India has recently 

invitèd private fcmeign firms to explore and produce 

petroleum in the country. The following statement by 

the Minister of Mines and Oil, Government of India, 

reflects this changed mood: 

But large-scale oil exploration programme 
must be undertaken involving expenditure of 
great amounts of foreign money in a com­
paratively short time if we have to attaln 
the target of producing about 14 million tons 
of crude oil by 1966. Government have, there­
fore, decided to invite foreign oil explorers 
also to joln in the quest for oil ln India 
subject tp mutually acceptable terms for ex­
ploratio~d also assurlng that such arrange­
ments with foreign oil explorers fall, generally 
withln the amblt of India's Industrlal Policy 
Resolution. 25 

25.~ India, Mlnlstry of Steel, Mlnes and Fuel. 
011 Prospects in Indla'Delhl, 1959), p. 3. 
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Marketing, distribution, and refining of 

petroleum products, until recently, have been handled 

primarily by three foreign oil companies - Burmah 

Shell, Standard-Vacuum, and Caltex. Two government 

refineries - Baruni and Nunmati - are now in production. 

AlI other mineraIs fall within the purview of 

the Mines and MineraIs (Regulation and Development) 

Act, 1957. According to this Act, any person who is 

not an Indian citizen may not be granted a prospecting 

license or mining lease without previous approval of 

the Central Government. Foreign enterprise is not 

heavily involved in mineraI development in India. Un-

like the case of petroleum, there is no standing in­

vitation to foreign capital to make proposaIs for 

prospecting and mining of mineraIs. 

Industrial policy of India does not encourage 

the inflow of foreign capital in mineraIs. As far as 

petroleum is concerned, its known reserves are very 

meagre o So a large flow of foreign capital is not ex­

pected in petroleum and mineraI development in India. 

Conclusion. We have discussed above a number 

of important factors which affect the flow of private 

foreign investments into India. We learn that taxation, 

the principle of screening policy, labour problems and 

profitability of investments are perhaps only mildly, if 

at aIl, responsible for the meagre inflew of such invest­

ments te India. The small inflow seems te be due primarily 
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to the vote-catching slogans su ch as "socialist pattern 

of society", as weIl as complicated bureaucracy involved 

in the handling of the screening policy, lnadequate in­

formation regarding investment opportunities, low stage 

of economic development t\nd lack of mineraI oils and 

non-ferrous metals for exploitation by foreign companies. 
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( CHAPTER VI 

THE EFFECTS OF FOREIGN INVESTMENTS IN INDIA 

In this chapter, we shall attempt to assess 

sorne important effects of foreign investments in India 

since 1948. 

Share of foreign investments. During the 

fifties, in India, the share of foreign investments was 

about 3 percent of total investments, 6.3 percent of 

total private investments and about 17 percent of total 

corporate investments (see section IV, Chapter III). 

A little less than half of the corporate 

sector in India during 1951-65 was associated with 

foreign firms. The share of non-residents in the 

foreign-associated corporate sector during the seme 

period was 38.3 percent (see Table 15). 

In almost three-quarters of foreign invest-

ments, the "control" was held by non-residents (refer 

to Table 9). Foreign controlled investments - so called 

direct investments - are those in which the non-resident 

ownership of shares is 40 percent or more. l Und~r Indian 

conditions, where local ownership Ls often very dispersed, 

it can be assumed that a large part of foreign invest­

ments in which non-resident ownership was between 25% and 

1. For detailed defini tion of direct investment',s, 
see section l, Chapter III. 
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40% is also foreign controlled. Adding this to the 

controlled category of 40 percent or more, brings the 

total of foreign investments under foreign control to 

about 90 percent (see Table 16). 

So we see that a relatively small amount of 

foreign investments in the total inve&tments in India 

has been able to control a significant part/of the 

corporate sector of the Indian economy. 

Technical know-how. 2 One of the assumed ad-

vantages of foreign direct investments is that they are 

usually accompanied by know-how. Such investments were 

thxee-quarters of the total foreign investments in India. 

In addition to these investments, a large and rapidly 

growing number of technical-collaboration agreements have 

been made since 1957 between Indian and foreign enter-

prises (see Tables 13 and 14). 

Foreign direct investments and technical-

collaboration agreements apparently have a useful role 

to play in the Indian economy Qhich is deficient in 

technical know-how. Indeed, the foreign collaborated 

plants do have technologically intensive equipment and 

highly specialized foreign technicians working in them. 

This, however, has not helped the growth of a suitable 

technical know-how in the Indian economy. 

2. This section has borrowed heavily from 
Michael Kidron, ttExcess Imports of Capital and Technology 
in the Brivate Sector", Economie Weekly (April, 1965), pp. 
705-701. 
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The reason is that special care is taken by 

many foreign collaborators to see that the importing 

of a technology is divorced as far as possible from the 

imparting of that technology to the local labour force. 

Patents are used to thiS end, as are the licensing 

arrangements and the many restrictive clauses written 

into collaboration agreements. Partial technologies 

are supplied and fundamentel research and development 

are confined to the foreign partners' home firms. 

Most of the technologically intensive equip-

ment in the foreign collaborated firms remains under-

utilized. Then why was such equipment imported? It 

was imported for the following reasons: 

(a) The Indian partners had started with 

little idea of the equipment required for production 

and li ttle experi'ence of the technological approach 

likely to be adopted by the foreign partner". 

(b) Even if they had an inkling of the extent 

of the gap between requirements and recommendations, 

they were unwilling to debate every last detail before 

concluding the collaboration agreement, since they had 

more to lose than their collaborators from its termin-

ation or from the retarded growth of easy working arrru1ge-

ments and mutual understanding. As the outlay on su ch 

equipment was normally the foreigner's concern, the-

Indian partners did not pay a direct penalty and could 

afford, therefore, to be liberal. 

Similarly, most of the highly specialized 
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foreign technicians are underemployed. Most of the 

large collaborated firms have on their payroll three 

foreign technicians. The tthree are highly skilled and 

specialized. Their particular specialties are required 

for between two and four days a month on average. For 

the rest they operate on a level they themselves consider 

inferior to that of their immediate Indian subordinates. 

There is more here than an over-import of expensive know­

how. The fact that these foreign technicians receive 

many times the remuneration of their immediate, and 

frequently more skilled, Indian subordinates, breeds 

frustration and irresponsibility within the firm which 

affect directly the degree of waste, the amount of mach­

ine breakdowns etc. 

Effect on the balance of payments. We noted in 

Table 4 thatthe gross increase of foreign business in­

vestments, excluding revaluation, was of the order of 

Rs 6216 million during 1948-62. This was comprised of: 

(a) retained earnings, Es 2061 million; (b) non-cash in­

flow, Rs 2055 million; (c) cash inflow from private sources 

abroad, Rs 702 million; (d) inflow ffE~ official sources 

abroad, presumably cash, Rs 1398 million. During the 

same period there was repatriation of foreign invest-

ments equal to 1938 million - 1640 million of private 

investments and 298 million of official investments. 

Item (a) does not affect a countryts balance of payments; 

(b) is not even recorded in Indiats published balance of 
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payments. India's balance of payments includes only 

those items which involve foreign exchange dealings; 

non-cash inflow is not such a item. Only (c) and (d), 

and repatriation are included in the balance of payments. 

Subtracting repatriation from (c) plus (d) gives a 

favourable balance of 162 million. If we add to this, 

item (b) - and it must be added since it is an economic 

transaction between the residents of India and the 

residents of the rest of the world - we arrive at a 

favourable balance of Rs 2217 million during 1948-62. 

During the same period, some profits and divi-

dends were remitted which must be deducted from the in-

flow of capital to determine the net long-term effect 

on the balance of payments. Unfortunately, figures for 

the remittance of profits are lumped with the payment of 

interest on government loans in the item investment income 

in the current account of India's balance of payments. In 

such a case, we may check the data on profits earned and 

remitted in the foreign enterprises. 

Estimates of profits earned by the foreign 

controlled enterprises - so-called direct foreign in­

vestments - are given in Table 21. During the seven 

years, 1956-62, profits earned en direct investments 

were Rs 2778 million and profits remitted or distributed 

were Rs 1878 million. During 1954-55 9 profits earned 

were Rs 832 million of which Rs 460 million3 were retained 

3. Table 4, Chapter III. 
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Table 21 
( 

profits(a)after Tax of Foreign Control1ed 
Enterprises 

(Rs millions) 
P1ant- Petro- Manufact-
ations Minin~ 1eum urin~ Services Total 

Profits 
earned 

1953 123 (b) 68 67 72 330 
1954 215 (b) 77 84 74 450 
1955 95 (b) 92 107 88 382 
1956 107 12 166 124 56 464 
1957 53 19 125 107 46 351 
1958 49 12 110 129 45 345 
1959 57 12 108 161 40 379 
1960 67 14 100 178 46 406 
1961 67 10 80 222 64 443 
1962 4# 8 84 ..lli ..lÉ. 2~9g 1956-62 87 773 1110 333 

Profits 
distributed 

1956 90 Il 69 68 36 273 
1957 68 5 71 69 43 256 
1958 63 Il 54 78 48 254 
1959 48 1 45 90 48 233 
1960 64 6 39 115 41 265 
1961 53 1 59 134 38 285 
1962 zIz 1 80 tH 48 ~ 1956-62 3b 417 304 1 7 

Profits 
retained 

1956 17 1 97 56 20 192 
1957 -15 14 54 38 3 95 
1958 -14 1 56 51 -3 91 
1959 9 Il 63 71 -8 146 
1960 3 8 61 63 5 141 
1961 14 9 21 88 26 158 
1962 11 .2- 4 62 -12 -Z.§ 

1956-62 31 51 356 429 31 901 

(a) Profits refer to proportionate profits of non-residents 
on1y. 

(b) Inc1uded under Services. 

Ci Source: Reserve Bank of India Bulletin (August, 1960) and 
(April, 1966). 

Note: Totals may not add up because of rounding. 



and Rs 372 million remitted abroad. During 1948-53, 
4 profits earned were Rs 1800 million of which Rs 700 

million5 were retained and Rs 1100 million were remitted 

abroad. 

Total profits earned by foreign direct invest­

ments in India during 1948-62 thus were 5410 million and 

total profits remitted were Rs 3350 million. Since there 

is no readily available information for profits earned on 

equity portfolio investments and interest earned on 

creditor portfdio inyestments, and since a larger share 

of portfolio investments was made after 1955 (refer to 

Table 9), it may be assumed that remittances on account 

of portfolio investments were of the order of Rs 300 to 

400 million during 1948-62. Adding this to remittances 

on account of direct investments, we arrive at the figure 

of Rs 3650 to 3750 million or a round figure of Rs 3700 

million. 

We must add to this item, the foreign exchange 

payments on account of technical and professional services, 

management fees, office expenses, advertisement charges, 

royalties, charges for patents etc. These items formed 

about 65 percent of the item "miscellaneous" for the years 

1956-62, the years for which separate figures were avail­

able6 in India's balance of payments. 

4. K.M.Kurian, Impact of Foreign Capital on Indian 
Economy (New Delhi, 1966), p. 236. 

5. Table 4, Chapter III. 

6. Reserve Bank of India, India's Balance of Pay­
ments 1948-49 to 1961-62 (Bombay, 1963), p. 78. The item 
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Payments on account of the above items were 

Rs 163 million in 1956-57, Rs 161 million in 1957-58, 

Rs 149 million in 1958-59, Rs 176 million in 1959-60, 

Rs 236 million in 1960-61 and Rs 268 million in 1961-~2. 

For the other years, 65 percent of the total for ttmis-

cellaneous" has bBen used to get the amount of payments 

for~he above items. During 1948-56, total Itmiscellaneous u 

payments were Rs 1313 million. 7 Payment for royalties, 

fees etc. would work out to be Rs 853 million. Payment 

on account of miscellaneous for the nine months of 1962 

(April to necember) was Rs 223 million;8 payments for 

royalties etc. would thus be Rs 145 million. Thus, 

during April 1948 to December 1962, payments for royalties, 

patents, professional services etc. were Rs 2151 million. 

Adding Rs 2151 million to Rs 3700 million million 

makes Rs 5851 million as a debit item, on account of 

foreign business investments, in India's balance of pay-

ments. 

We noted earlier that for almost the same period, 

foreign business investments generated a credit item of 

Rs 2217 million in India's balance of payments. The effect 

Itmiscellaneous" appears in the current account of India' s 
balance of payments and includes payments for technical and 
professional services, manageemnt fees, office expenses, ad­
vertisement charges, payments for royalties and patents and 
others. Details of these separate items are usually not 
published. 

7. Ibid., pp. 86-93. 

8. Reserve Bank of India. Report on Currency and 
Finance, 1962-6:2 (Bombay, 1963), Statement 66. 
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of foreign investments was thus unfavourable by Rs 

3634 million during 1948-62. 

We have ignored so far the effect of foreign 

business investments on India's export promotion and/or 

import substitution. Foreign controlled firms were re­

sponsible for mo~of the exports of tea and jute, parti-

cularl:T the former. Hm'lever, in recent years, there has 

occurred a shift of foreign investments from traditional 

export earners like tea and jute to import users like 

petroleum and manufacturing. This shift is responsible 

for changing the trade balance of the foreign controlled 

firms from a surplus to a deficit. In 1951 and 1952, 

their exports exceeded imports by an average of nearly 

70 percent. 9 By 1956-58, they were running an import 
10 surplus of 10 percent on the average. 

Fore"ign business investments directly contri­

buted to a debit of Rs 3634 million in India's balance 

of payments during 1948-62. Their indirect contribution 

- through export promotion and/or import substitution -

was not any better. This is a serious situation because 

a major rationale for welcoming foreign cap~tal is its 

possible contribution to foreign exchange resources. 

9. Reserve Bank of India Bulletin (Feb.,1954), 
pp. 103-105. 
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10. Reserve Bank of India Bulletin (January, 1960), 
pp. 14-15. 
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One would not make it a condition that foreign 

capital must have its own export surplus to meet the 

transfer payments if the domestic economy - domestic 

investment sector plus foreign investment sector - can 

do the job. But Indian exports are virtually stagnant. 

In a situation of stagnant exports, foreign 

investments must earn enough export surplus to meet the 

foreign exchange payments on account of profits remitted 

abroad, capital repatriation and royalties etc. on patents 

and collaboration agreements~ If this is not done, then 

the case for foreign investments is largely demolished 
Il 

in a country like India. 

Company practices. In foreign companies i~ 

India, the foreigners are still occupying many highly 

paid positions; however, they are being increasingy re-

placed by Indians. Tables 22 and 23 are revealing in 

this respect. 

The absolute number of non-Indians receiving 

salaries of Rs 1000 and above is regularly declining 

since 1954, though proportionally the share of non­

Indians has been declining since 1947. In 1947, non­

Indians were holding 92.1% of the posts carrying Rs 1000 

or more per month, while in 1965, their share was a mere 

15.6 percent. 

In 1965, in the salary range of Rs 1000-2000, 

Indialls held more than 96 percent of the posts; in the 

Il. Kurian, op. cit., p. 243 
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c Table 22 

Indians and Non-Indians Receiving Salaries 
of Rs 1000 and Above Per f.1onth in Foreign 

Controlled Firms in India 

Indians Non-Indians 

1)4 i~ 
i , 
.1 
1 

Year Number Percentage Number Percentage 

1947 504 7.9 5844 92.1 

1951 1784 20.4 6953 79.6 

1954 3346 32.3 7008 67.7 

1955 3995 37.0 6810 63.0 

1956 4862 42.5 6566 57.5 

1961 10229 70.1 4364 29.9 

1962 11535 74.2 4001 25.8 

1963 12434 77.7 3570 22.3 

1964 13824 81.5 3135 18.5 

1965 16302 84.4 3014 15.6 

Source: 1947-55: India, Ministry of Commerce and Industry, 
Press Note (Dec. 12, 1958). 

1956~65: India, Ministry of Industry, Press Note 
(May 18, 1966). 
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Table 23 

Posts He1d by Indians in Foreign Controlled 
Firms in India as a Percentage of the 

Total Number of Posts, per Salary Bracket 

Monthly Salary 
(Rs) 1957 1958 1964 

1000-1500 77.7 84.2 

1501-2000 54.2 62.2 95.8* 

2001-3000 29.4 36.5 81.0 

3001-5000 13.7 16.4 45.1 

5001 and above 5.1 6.0 16.8 

* Inc1udes the salary bracket of Rs 1000-2000. 

Source: As in Table 2~o 
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96.5* 
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salary range of Rs 2001-3000, 85 percent of the jobs 

were held by Indians. In the salary range of Rs 3001-

5000, more than half the posts were held by Indians in 

1965, compared to less than one-seventh in 1957. In 

1965, every fifth officer in the salary range of Rs 5001 

and above was an Indian, whereas in 1957, only one in 

twenty was Indian. 

Indian officers in the foreign firms earn higher 

salaries than their counterparts in the Indian Government 

or Indian firms. They are a caste apart; a caste of snobs 

who practice the art of mimi cry of everything foreign, 

especially British; their promotions depend, among other 

things, upon this art of imitation. 12 They are Indians 

and at the same time not Indians. This kind of social 

problem will exist in aIl underdeveloped countries where 

salaries in foreign firms are adjusted to expatriate levels. 

Practices of foreign firms are sometimes 

criticised if they use their international links against 

the tnterests of the country in which they are operating. 

Foreign petroleum companies in India would illustrate this 

point. 

Practices of foreign petroleum companies pose 

serious problems in India because of the various arrange­

ments in existence between th~companies operating in India 
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12. V.S. Naipaul. An Area of Darkness (London, 1964), 
pp. 62-63. 
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and their associates abroad. On account of the close 

links between the subsidiaires and branches of the oil 

companies operating in India, and their affiliates abroad, 

the reported price of imported crude oil may not represent 

the actual priee paid. To that extent, profits accruing 

to these enterprises, and remitted abroad, may be larger 

than they are shown to be. The possible sources of leak-

age have been indicated in a recent report of the Indian 

Ministry of Steel, Mines and Fuel. 13 

There is an agreement between the Government 

of India and the foreign oil companies in India that the 

former would provide foreign exchange for procuring crude 

oils from the Middle East. The Oil Price Enquiry Committee 

fears that the most economical use has not been made in 

aIl cases of the foreign exchange made available to the 

foreign oil companies for the purpose of importing crude 

Oil. 14 On~origin of this fear is the fact that foreign 

oil companies in India settle the remittances of foreign 

exchange on the basis of invoices of their immediate cnn-

signors who are not the original producers or suppliers 

of crude oil. In such a situation, it is difficult to 

know precisely what transpires between the original pro-

ducers or suppliers and the immediate consignors. Thus, 

13. Report of the Oil Price Enquiry Committee 
(Delhi, 1962). 

14. Ibid. t pp. 21-22. 
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it is difficult to believe, without tangible proof, 

that the invoices of the immediate consignors represent 

no more than the true priees paid for purchases of crude 

oil at the source of supply. 

Another origin of the fear that an economical use 

has not been made of the fore5.gn exchange made available 

to the oil companies in India, is that the oil companies 

in India do not put pressures on their suppliers for dis-

counts, although such are normally available to other 

purchasers. The Oil Priee Enquiry Comfuittee has the 

following to sayon this point: 

It is understood that the agreement of the 
consortium of the major oil companies with 
the producing countries of the Middle East 
provides for sharing of profits on the basis 
of the posted priees under the 50-50 arrange­
ment and not on realized export priees. Thus 
the discounts are allowable by producing com­
panies from this 50% share of profits. As the 
major oil companies operating in India and/or 
their foreign associates have interest in the 
Consortium operating in Iran, or they are other­
wise associated with the producing companies, 
they may not be interested in depressing the 
profits of the producers in the Middle East and 
would be reluctant to apply pressure on their 
suppliers for discounts, even though normally 
available to other purchasers. Their inability 
to obtain discounts from their suppliers i8, 
therefore, no proof of the position sought to 
be established by them that discounts are not 
available on products in the Middle East. 15 

However, India has now succeeded in splitting 

the phalanx of the Western Oil companies and obtaining 

crude oil at reasonable and practical priees which the 

15. Ibid., p. 33. 
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oligarchic nature of the international oil industry has 

so long denied to her. 16 

Another foreign investment sector which has 

been criticised in recent years is that of the foreign 

pharmaceutical companies in India. 17 Over 85% of the 

patents granted in India (almost 100% for essential 

drugs) are owned by foreigners. The pricing practices 

of the foreign pharmaceutical companies, protected by 

patent rights, are determined elsewhere on considerations 

1argely unre1ated to the domestic economy. In this con-

nection, the fol10wing quotation from a report drawn up 

by a U.S. Senate Committe under the chairmanship of 

Senator Kefauer, is very revealing: 

India which does grant patents on drugs, 
provides an interesting case example. 
The prices in India for the broad spectrum 
antibiotics, aureomycin and acromycin are 
among the highest in the world. As a matter 
of fact, in drugs generally, India ranks 
among the highest priced nations of the 
world - a case of an inverse relationship 
between per capita income and the 1eve1 of 
drug prices. 18 

It 1s further noted that 16 capsules of broad 

spectrum antibiotics were sold in 1960 "in the United 

States at $5.10; in India (which grants patent rights) 

16. Economist (May 25, 1963), p. 811. 

17. S.S. Sokhey, "Manufacture of Modern Drugs 
Forging Ahead", Economic Weekly (February, 1962), pp. 235-
241. 

18. Administered Prices in the Drug Industry. 
Report No. 448, 87th Congress (June, 1961). 
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at $6.50, and in Argentina (which does l'lot grant patent 

rights) at $1.19. 19 

It is unfortunate that the foreign pharma-

ceutical companies are charging exorbitant priees. 

However, the Indian co~sumer would be equally resentful 

of being charged such high priees by a domestie pharma-

eeutical company. The remedy for this situation lies, 

l'lot in a blanket prohibition of foreign investment in 

the pharmaceutical sector of India, but, in correcting 

defects in the present patent system. 

Infant industries. Foreign companies have 

at times been accused of trying to squeeze out the 

domestic infant industries in the underdeveloped countriesj 

such, indeed, was the fate suffered by the Indian infant 

industries, during the 1920's and 1930's, at the hands of 

the foreign shipping and match companies. 

Foreign shipping companies in India have re-

peatedly engaged in rate cutting wars to rout any Indian 

entrant in the shipping business. "The rate cuts varied 

from 50% to 93.75% and were so severe, in certain cases, 

as to cause the withdrawal of the Indian concerns after 

suffering huge 10sses. ,,20 

Whereas foreign shipping ~ompanies in India 

destroyed the domestic entrants by engaging in rate-

19. ~. 

20. Nurul ISlam, Foreign Capital and Economie 
Developrnent: Japan, India and Canada (Tokyo, 1960), p. 187. 
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cutting wars, the Swedish Match Company in India en­

gaged in a deliberate advertising campaign aimed at 

undermining the reputation of the matches made by the 

domestic producers. "In 10 years after its formation 

under the protection of the tariff wall, 25 to 30 factories 

managed by domestic enterprise, had to be closed down 

owing to its competition and in the 1930's in the course 

of 3 years (1935-37) the Indian share in the total out­

put decreased from 67% to 33% with the consequent in­

crease in the share of The Swedish Trust.,,21 

However, one should exercise caution in 

attributing destruction of domestic infant industries 

to foreign monopolies. In fact, infant industries could 

as easily have been destroyed by domestic monopolies. 
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The fault, hence, lies with monopolies, foreign or domestic. 

Conclusion. Private foreign investments have 

proved to be a doubtful 'blessing. On the positive side, 

the y supplemented private investments and provided an 

immediate relief to the balance of payments. 

These positive effects seem to have been more 

than counterbalanced by the negative effects. One-sixth of 

the corporate sector - the most dynamic - of India is con-

trolled by non-residents. 

There was an import of technology which was not 

sui table , being not in conformity with the factor endow-

ments of the country. 

21. ~., p. 188. 
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Long-term impact of these investments was a 
1 

! 
serious deficit in the Indian balance of payments. f 

The balance of payments problem was further aggravated 

by the behaviour of foreign oil giants operating in 

India. 



c CHAPTER VII 

SUMMARY AND CONCLUSIONS 

Summary. India's present leadership does not 

seem prepared to .make a fundamental reorganizationl of 

the economic, social and political institutions so that 

the potential economic surplus may be fully mobilized. 

Foreign capital is welcome to supplement domestic savings. 

Foreign capital is also welcome because it gives 

an immediate relief to India's balance of payments. India 
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has been suffering from unfavourable balance of payments 

for more than a decade. She is importing mainly food, 

industrial raw materials and capital equipment. Rer main 

exports are tea, cotton textiles and jute textiles. There 

1. Fundamental reorganization refe~·s to (i) a 
clear-cut and effective break with the anti-developmental 
caste system and the privileges of certain classes and indi­
viduals in the society and (ii) a reorganization which looks 
for guidance to science rather than astrology,. 

The caste system in India is growing and has become 
a powerful political force. See M.N. Srinivas, "Caste in 
Modern Indian , Journal of Asian Studies (August, 19.57). 

Land reforms have not yet been fuëhly carried thl'ough 
in spite of the fact that such reforms were promised early in 
the fifties by the now ruling party. 

Mostof the important leaders of India have been and 
are regular visi tors to their family astrologers at events of 
personal and national crisis. A recent advertisement in a re­
puted Indian newspaper illustrates the hold of astrology on the 
Indian leadership. The advertisement reads: "Accurate pre­
dictions. Consult Professor Swamy. Famous Palmiste Patronized 
by Governors,Ministers, JUdges, Politicians, Leading Editors, 
Maharajas, Business Magnates," Rindu Weekly Review (Nov. 7, 
1966), po 14. 
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are three ways of bridging the gap between imports 

and exports: (i) Imports must be cut; (ii) exports 

must be expanded. If neither of these is possible, 

then (iii) foreign capital must be made available. 

Chances of cutting imports are very limited. 

Food is needed for the growing population. India has 

added about 200 million people to her population since 

independence in 1947. 

Industrial raw materials and capital equip-

ment are required for the investment projects. Rate 

of growth will be further slowed down if capital equip-

ment is not made available. At her present stage of 

development, India's domestic resources are inadequate 

to manufacture capital equipment needed for development 

projects in the various plans. 

Prospects of expansion of exports are dim 

because these exports face (a) inelastic world demand, 

(b) increasing competition from synthetic and other 

substitutes, (c) restrictive and discriminating com­

mercial and excise policies specially followed by Western 

Europe and particularly towards cotton textiles and tea 

and (d), the inflationary situation in the country. 

India is deficient in technical know-how. 

Foreign direct investments and technical collaborations 

between Indian and foreign enterprises should apparently 

be useful to meet this deficiency. 

During 1948-62, there was a net inflow of 

! !P 
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foreign business investments of Rs 4709 million, three-

quarters of which were direct investments. There was a 

gross increase of foreign investments (excluding r€­

valuation) of Rs 6216 million, of which official organ­

izations contributed Rs 1398 million and private sources 

Rs 4818 million. The total of Rs 4818 million was com­

prised of: (2/ retained earnings Rs 2061 million; (b) 

cash inflow Rs 702 million and (c) non-cash inflow Rs 

2055 million. Outflow of foreign investments during 

this period wasRs 1938 million - Rs 1640 million private 

investments and Rs 298 million official investments. 

Irtmediate effect of these investments was a credit of 

RS 2217 million in India's balance of payments. 

The share of foreign business investments was 

only 3 percent of the total investments during the 

fifties. India and many other Afro-Asian countries 

could not attract foreign investments in large amounts. 

A large share of the international flow of private capital 

moved either among the industrially advanced countries 

themselves or to countries which had a substantial 

industrial sector; then came the low-income countries 

which possessed natural resources, mostly in the form 

of oil and non-ferrous metals and permitted private 

foreign companies to exploit these resources; other low-

income countries (and India is included in this group) 

could attract little foreign capital. The small inflow 

of foreign capital in India seems to be due primarily to 
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vote-catching slogans su ch as "socialist pattern of 

societyll, complicated bureaucracy involved in the handling 

of the screening policy, inadequate information regarding 

inv8stment opportunities, low stage of economic develop-

ment and the shortage of mineraI oils and non-ferrous metals 

for exploitation by foreign companies. 

Share of foreign business investments was 6.3% 

of total private investments during the 1950's. However, 

the share of foreign-associated issues was 45.1% of aIl 

authorized capital in the corporate sector of India during 

1951-65. The share of non-residents in the foreign­

associated corporate sector was 38.3%. 

During 1957-65, 2340 technical-collaboratton 

agreements were made between India and foreign enterprises. 

About half of such agreements were in the machinery sector. 

In spite of the fact that three-quarters of 

foreign investments were direct and that there were more 

than two thousand technical-collaboration agreements, 

there has not been much gain in the development of domestic 

technical know-how. This is because most of the tech-

nology imported is unsuitable for India's factor endow-

ments. Even when it ls sUitable, it has not helped local 

technical know-how because many foreign collaborators take 

special care to see that the importing of a technology is 

divorced as far as possible from the imparting of that 

technology to the local labour force. Fundamental re-

search is confined to the foreign partners' home firms. 
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Inflow of foreign investments generated a 

credit item of Rs 2217 million in India's balance of 

payments during 1948-62. During the same period, Rs 

3700 million of dividends and profits were remitted 

abroad; another Rs 2151 million were paid in foreign 

exchange for technical and professional services, manage-

ment fees, office expenses, advertisement charges, pay­

ments for royalties and patents etc. Thus, net direct 

effect of foreign investments was a debit of Rs 3634 

million in India's balance of payments during 1948-62. 

Their indirect contribution - through export promotion 

and/or import substitution - was no better. 

We also noted that foreign petroleum companies 

in India do not seem to have made an economical use of 
.-/ 

the foreign ex change made available to them under the 

refinery agreements. Foreign shipping and match comp-

anies abused their monopolistic positions to destroy 

the Indian infant industries in these sectors. Foreign 

pharmaceutical companies under the protection of patent 

law have been charging exorbitant priees for drugs in 

India. Solution of these abuses lies in curtailing the 

monopoly powers of such undertakings and improving the 

patent law in India. 

Conclusions. Private foreign investments in 

India have proved double-edged. O~the one hand, they 

supplemented domestic savings and provided an immediate 

relief to the balance of payments. These favourable 
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effects were, on the other hand, more than offset by 

the unfavourable effects. 

Non-residents control one-sixth of the corp-

orate sector of India. An unsuitable technology was 

imported and little attention was given to the develop-

ment of local technical know-how. Long-term impact of 

these investments on balance of payments was very un-

favourable and this was further aggravated by the be-

havi our of foreign oil giants operating in India. 

Ways should be sought to mitigate the un-

favourable effects of foreign investments. In a situ-

ation of stagnant exports, foreign investments must 

earn enough export surplus to meet the foreign exchange 

payments on account of profits remitted abroad, capital 

repatriation and royalties on patents and collaboration 

agreements. This means that foreign investors must be 

persuaded to invest in export promoting and/or import 

substituting industries. 

In theory it is aIl right to suggest that 

forefgn investments need not generate their own export 

surplus to meet debt servicing. It will be enough if 

growth potentiality of the economy is raised. Debt 

servicingwill be looked after if the economy becomes 

more productive. This does not happen in practice. 

Debt servicing has become a very serious problem, not 

only in India but also in many other underdeveloped 
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countries. 2 

Industrial research institutes must be 

developed in India. Basic research must be carried 

out there. Indian and foreign enterprises may col1-

aborate to develop technology which is in conformity 

with the factor endowments of the country. 

Whatever the amount of foreign capital and 

whichever form it takes, it will be simply washed away 

if the underdeveloped country shirks its responsibility 

to accept sacrifices involved in achieving economic 

development. There is no simple equivalence between 

the amount of the country's foreign investment and its 

rate of development. A country's development, in the 

last analysis, depends on its own efforts. 

2. Dragoslav Avramovic and ~thers, Economie Growth 
and External Debt (Baltimore, 1964). 
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