
E C O N O M I C W E E K L Y June 17, 1950 

Fresh Overtures to Foreign Capital 
Madhukar Narayan 

TH E R E is much obscurity about 
the actual extent to which 

foreign capital has come forward for 
participation in industrial develop
ment in India, but none at all—as 
far as the Government of India 
could help it—about their own w i l l 
ingness to welcome such participa
t ion. The statistics of actual 
foreign investments in India that 
have been released to the press 
from time to time have not been 
very i l luminating; on the contrary, 
they have been contradictory and 
confusing. But more of that later. 

Beginning with their industrial 
policy resolution, of A p r i l 6, 1948, 
which extended a conditional wel
come to the " participation of 
foreign capital and enterprise, 
particularly as regards industrial 
technique and knowledge," the 
Government have elucidated from 
time to time the terms and condi
tions on which they would invite 
participation in the hope of attract
ing the foreign investor by removing 
his fears. 

The resolution stated, inter alia, 
that while 

" Participation of foreign capi
tal and enterprise, particularly as 
regards industrial technique and 
knowledge, wi l l be of value to 
the rapid industrialisation of the 
country, it is necessary that the 
conditions under which they may 
participate in Indian industry 
should be carefully regulated in 
the national interest." 
Further, that suitable legislation 

would be introduced for this pur
pose, and that 

" Such legislation would pro
vide for the scrutiny and approval 
of the Central Government, of 
every individual case of partici
pation of foreign management 
and industry. 

It w i l l provide that, as a rule, 
major interest in ownership, and 
effective control, should always 
be in Indian hands; but power 
w i l l be taken to deal wi th excep
tional cases, in a manner calcu
lated to serve national interest. 

In all cases, however, the 
training of suitable Indian per
sonnel for the purpose of eventual 
replacement of foreign experts w i l l 

be insisted upon ." 
The resolution, it w i l l be noticed, 

was carefully worded. It extended 
a much greater latitude to foreign 
capital than had been recommended 
by the Advisory Planning Board, 
presided over by Mr. K. C. 
Neogy, which published its report 
in January 1947. This latter had 
recommended that foreign capital 
should be invited only in specific 
cases, either on a Government to 
Government basis, or on the basis 
of majority participation by Indian 
interests, both as to capital and 
management. The specific cases 
where foreign capital was to be 
invited were further restricted to 
those "specialised industr ies" 
which required a high level of tech
nical skill and know how, not 
already developed in India, or to 
industries in respect of which 
Indian capital had been shy over a 
period of years. 

Though undoubtedly an advance 
on what the Advisory Planning 
Board had thought fit and proper, 
judging retrospectively, the indus
trial policy statement unsuspectingly 
reinforced—at least in the letter, 
though not in spirit, as was clarified 
later—those very stumbling blocks 
which had been singled out by the 
lenders as standing in the way of 
a free flow of foreign capital for 
direct investments. The major 
interest in ownership and effective 
control was to remain in the hands 
of Indian nationals,—this was one. 
And the restriction of the field of 
such investments to selected indus
tries, which again had been made 
subject by the same resolution to 
Central regulation and control, 
this was another. Further, there 
was no mention in this resolution of 
any guarantees for the repatriation 
of such capital, or of exchange faci
lities for the transfer either of the 
profits or of the capital. A n d yet, 
the resolution purported to elucidate 
the intentions of the Government of 
India on the fundamental aspects 
of industrial policy, which they 
hoped would " remove all mis
apprehension," which clearly i t d id 
not. 

Subsequently, the Government 
offered further " elucidation." This 

was clone by the Prime Minister him
self in the course of a statement in 
the Parliament in Apr i l last year. 
Re-stating, or rather, elaborating 
the general policy in regard to 
participation of foreign capital, 
Pandit Nehru said " the Govern
ment of India would gladly wel
come the contribution of foreign 
investments in a constructive and 
co-operative role in the develop
ment of India's economy.' ' Refer
ring to the policy statement of a 
year ago, he explained that the 
emphasis therein on the need to 
regulate, in the national interest, 
the scope and manner of foreign 
investments arose from past asso
ciation of foreign capital and control 
wi th foreign economic domination 
in this country. But circumstances 
today were different. The object of 
the present regulation should there
fore be the utilisation of foreign 
capital " in a manner most advan
tageous to the country." 

Pandit Nehru emphasised, instead, 
that Indian capital needs to be 
supplemented by foreign capital, 
not only because our national sav
ings would not be enough for the 
rapid development of the country 
on the scale we wished, but also, 
in many cases, scientific, technical 
and industrial knowledge and capital 
equipment could be best secured 
along wi th foreign capital. 

Coming down to brass tacks, he 
stated that foreign investors would 
naturally like to know something 
about the repatriation of capital, 
remittance of profits, and the treat
ment of foreign enterprise vis-a-vis 
Indian enterprise. And on all these 
points, he gave a measure of assur
ance. True, all undertakings. 
Indian or foreign, would be expect
ed to conform to the general 
requirements of the Government's 
industrial policy. But the Govern
ment did not intend to place any 
restrictions on existing foreign 
interests which were not equally 
applicable to Indian enterprise, and 
Government would enable fur
ther foreign capital to be invested 
in India, on terms and conditions 
that were " mutually advantage
ous." 

He assured that foreign interests 
would be permitted to earn profits 
subject only to regulations common 
to al l , and that the Government of 
India " d id not foresee any diffi
culty in continuing the existing 
facilities for remittance of profits." 
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Neither had the Government any 
intentions of placing restrictions 
on the withdrawal of foreign invest
ments, but " remittance facilities 
would naturally depend on foreign 
exchange considerations." 

The Government gave the further 
assurance that if any foreign con
cern came to be compulsorily ac
quired, they would provide " rea
sonable facilities for the remittance 
of proceeds." And compensation 
would be paid on " a fair and 
honourable basis" as already 
announced in the Government 
statement of policy. 

About the previous stipulation 
that the major interest in owner
ship and effective control should 
remain in Indian hands, Pandit 
Nehru re-stated the position, and 
in that process gave it a more 
liberal interpretation. He referred 
to the provision that power would 
be taken to deal wi th exceptional 
cases in a manner calculated to 
serve the national interest, and 
made it clear that the Government 
would not object to foreign capital 
having control " for a limited 
period," if it was found to be in 
the national interest. Each ind iv i 
dual case would be dealt wi th on 
its merits. 

The condition, however, that 
Indian personnel was to be employ
ed except in posts requiring tech
nical skill and experience, for 
which Indians with requisite quali
fications were not available, remain
ed, and the vital importance of 
training up Indians for even such 
posts was reiterated. 

While Pandit Nehru's renewed 
invitation did not exactly lead to 
an inundation of foreign capital, it 
did start an influx of representatives 
of foreign interests to Delhi to ne
gotiate .wi th the Ministries of I n 
dustry and Finance various projects. 
How many of these projects finally 
materialised and what was the ex
tent to which foreign capital has 
been actually invested in such pro
jects—apart from the- supply of 
technical skill, knowledge and pa
tent rights—has not been quite 
clear from the statements issued, 
from time to time. But the schemes 
that were announced, and those 
that were under negotiation, were 
enough to unnerve our industrialists 
who resented this "open door 
policy". The Federation of Indian 
Chamber of Commerce and I n 

dustry, as the mouth-piece of i n 
dustrialists, drew the attention of 
the Government to the dangers of 
this policy of open door. They 
particularly resented the departure 
from the previous decision, that 
in the case of foreign participation, 
the "major interest in ownership 
and effective control" should always 
remain in Ind ian hands. A n d f i 
nally, the Federation urged that 
the Government should go back to 
the recommendations of the Adv i 
sory Planning Board, and l imi t the 
entry of foreign capital to special
ised industries only. 

The Government of India, in 
their reply, pointed out that the 
Advisory Planning Board had re
ported before India had attained 
independence, and at a time when 
it had been thought that Indian 
capital would come forward to an 
adequate extent for the industriali
sation of the country. Neither did 
the Government agree that depar
ture from majority control by-
Indians " i n the formative stages of 
the industry," irrespective of all 
other considerations, was neces
sarily detrimental to the best inte
rests of the country. Further, that 
since India needed foreign capital, 
if it was to be encouraged to come 
in, it must be given an assurance 
of non-discrimination. Finally, 
the Government appealed to the 
interests of the consumers who, in 
the absence of efficient units in the 
field of production, were not likely 
to receive the benefit of reduced 
price or improved quality of pro
ducts, though they may continue to 
bear the expense of protective 
duties in such fields. This was 
something new, for the Govern
ment were reported to have given 
permission or licences to foreign 
companies, for manufacturing pro
ducts which were already being 
produced in India. And some of 
these products were not capital 
goods. 

The latest notification of the 
Finance Ministry goes a step fur
ther, though not far enough, in 
partially removing the main risk of 
foreign investment, viz. the ex
change risk. A press note issued by 
the Minis try of Finance, (Depart
ment of Economic Affairs) clarifies 
what Pandit Nehru had left vague 
in his statement in the Parliament, 
referred to above. Panditji had 
said that the. Government had no 

intentions of placing restrictions on 
the withdrawal of foreign invest
ments, but naturally, remittance 
facilities would be "subject to for
eign exchange considerations." 

The press note says: 
"The Government of India have 

now decided that the following 
principles w i l l govern repatriation 
of foreign capital invested in India 
by residents of countries outside 
India. The repatriation of capital 
owned by residents of the sterling 
area and Norway, Sweden and 
Denmark w i l l be freely allowed. 

" I n respect of capital owned by 
residents of countries other than 
those mentioned above, the follow
ing relaxations have now been de
cided : 

( i ) Capital invested after Janu
ary 1, 1950, in projects approved by 
the Government of India may be 
repatriated at any time thereafter 
to the extent of the original invest
ment and from the proceeds of that 
investment. 

( i i ) Any part of the profits de
rived from investments and plough
ed back into projects w i t h the ap
proval of the Government of Ind ia 
may be treated as investment for 
the purpose of permitt ing repatria
tion. 

( i i i ) Appreciation of any capita) 
invested under ( i ) and ( i i ) above, 
would not qualify for repatriation 
and the amount available for re
patriation w i l l be restricted to the 
amount of rupees originally invested 
or ploughed back. In the case of 
investment by means of goods and 
services, the amount w i l l be the 
rupee value of such goods or ser
vices as recorded in the books of 
the company or firm concerned at 
the time of investment. 

( iv) Such repatriation facilities 
would not apply to purchase of 
shares on the stock exchange un
less it is an integral part of an 
approved investment project. 

(v) The above repatriation faci
lities would not apply to capital 
owned by residents of countries 
other than those mentioned in para 
2 and invested in India before 
January 1." 

W i l l this be adequate? T o begin 
wi th , the note does not make it 
clear whether the present conces
sion is a relaxation which automati
cally follows the improvement in 
the balance of payment position, 
whether it is a corollary of our re
entry into the sterling pool—a 
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belated offshoot of the arrange
ments arrived at, at the Common
wealth Finance Ministers' Confer
ence held in London last year. Or , 
whether it is one of the ways and 
means that M r . Deshmukh had 
been exploring for facilitating for
eign investment in India . Tha t it 
may not have anything to do w i t h 
M r . Deshmukh's efforts is suggested 
ky the fact that Britain announced 
a similar relaxation of exchange 
control to permit repatriation as 
early as December last. 

Whatever be the inspiration be
hind i t , even this latest concession 
does not meet the main objection, 
of the private investor in America 
who does not want compensation in 
the event of "forceful appropria
tion, but legal and legislative pro
tection against such appropriation." 

So much has been wri t ten and 
talked about this impediment that 
there would be no point in flogging 
a dead horse. Americans wi l l not 
invest abroad unless they find the 
political climate of the borrowing 
countries congenial to their inte-
Fests. Nor can they be expected 
to be interested in such investments 
when home investment offers much 
more attractive, returns, as it still 
undoubtedly does. 

The conclusion it suggests may
be depressing, but it is, neverthe
less, realistic. It appears futile to 
try to restore the conditions which 
alone can possibly attract the Ame
rican private investor. For the 
American investor does not like our 
industrial policy, the trend of our 
labour legislation, compulsory arbi
tration, profit sharing or fixing of 
fair wages by legislation. He did 
not like l imita t ion on dividends and 
disapproves of our taxation policy. 

More f rui t ful would be to invite 
direct participation not only of 
American, but of other foreign i n 
terests, wherever it is necessary to 
secure rapid development in par t i 
cular fields. And since we cannot 
afford to throw open our doors in 
the manner in which alone foreign 
capital can be induced to come 
without reserve, we must be pre
pared to pay the price necessary 
for participation in specific pro
jects. Even so, un t i l the Ind ian 
investor is able to display confidence 

in his own country's future, it is 
unlikely that foreign capital w i l l be 
forthcoming in any quantity. 

Granted, but this makes it all the 
more necessary for the outside pub
lic to know what ' has been the 
actual response to the Government 
of India's invitation. 

A statement was issued in Feb. 
last—it emanated from the Reserve 
Bank, it was learned on good au
thority—that $230 millions had 
been invested between August 15, 
1947 and December 31, 1949, in 
various projects approved by the 
Government of India . 

Dr . Mat tha i , on the other hand, 
told the Parliament on March 15 

in Indian industries during 1948 
that foreign capital actually invested 
and up to September 1949, was 
about six crores of rupees. These 
two statements are hard to recon
cile, for if both are cowed, the in
ference is unavoidable that more 
capital came in when the threat of 
nationalisation was hanging over it 

say in the period from August 15, 
1947 to Pandit Nehru's clarification 
in A p r i l 1949—than it d id later, 
when at least the assurance of ade
quate compensation had been 
vouched for. The Government 
policy wi th regard to foreign capi
tal has been elucidated time and 
again, and often enough. More 
tacts are obviously needed to en
able the public to judge the results 
that have followed from i t . 

Money Market 

The New Loan Is No Retreat 

TE R M S and conditions of the 
cash-cum-conversion loan an

nounced by the Government are 
being interpreted in financial cir
cles in Bombay as unmistakable 
pointers that the Government are 
on the retreat on the cheap money 
front. This is technically correct, 
though M r . Chintaman Deshmukh 
is likely to interpret this interpreta
tion as exaggerated and unduly un
charitable. 

The announcement has already 
had a slightly bearish effect on the 
gilt-edged market. Comparable 
loans have shed a few annas on 
Thursday because of l iquidation by 
professional dealers to realise cash 
for investment in the slightly high
ly-yielding new loan. Alternative
ly, it is arguable that the slight fall 
in the 3 per cent. 1962-65 Loan 
and in the 3 per cent. 1966-68 
Loan reflects the market's estimate 
that if the new loan is to stand on 
par, the 1966-68 Loan must ne-
nessarily be below par, while the 
1963-65 Loan may go on hovering 
hesitantly at or around par. 

These technical grounds, argu
ments and considerations cannot be 
ignored. But before the money 
market auto-suggests itself into pes
simism and financial experts con
gratulate themselves on the ground 

that they have been right in argu
ing that interest rates must be 
raised, it is necessary to be clear 
and precise on the interest rate 
front. 

It is, admittedly, a retreat from 
the 2½ or the 2 3/4% interest rate 
basis. Since the announcement of the 
new loan, financial circles have dis
covered wi th a surprise that, despite 
talks of dearer money and the 
need for higher interest rates, both 
the 1963-65 and the 1966-68 Loan 
have been quoting a few annas 
above par. To the extent of two 
annas to four annas per cent., the 
new loan is a retreat. But that is 
all that can be said against the 
terms and conditions of the loan. 

M r . Deshmukh's pronouncements 
as Governor of the Reserve Bank 
indicated that he was definitely op
posed to attempts at fixing the long-
term interest rate at 3 per cent, 
or at fixing medium term interest 
rate at 2½ to 2 3/4 per cent, basis. 
What he meant by consolidation of 
interest rates was that the Govern
ment would be well advised to sta
bilise medium term interest rate 
firmly on the 3 per cent, basis. 
This , it w i l l be realised, is a retreat 
from Sir Archibald Rowland's am
bitious attempt to secure long term 
interest rates on 3 per cent basis. 
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