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AGGRE~ATB ~m FINANCIAL FLOWS TO I N ~ + T A  
THg RELATIVE IMPORTANCE OF PVIVATE LOANS VIS-A-VIS FOREIGN 

DIRECT INVESTMENTS 

In raeenl: yMrm PFr1l.P. in nn u n * p r w d ~ n t a d  fashion' dr~l-ntm 
ralating to fndia'a external seator ha.n captured tha undivided attmtion of ' 

domeatla u wmll am foraign obmerwrs. I n  India c o n s i d ~ r a b ~ ~ , a P p t m b n s i ~  b.L 
been mxpresred about the countryam nxtornal indebtmdneis which aceeleratad and 

touched peak. - 4. mmasured by indices such as the debt mervic'e ta export 
earnsngr ratio - quit8 alien tu thm lndian se~n. and normally only obaervad 
in countria, traditionally ragarded am hmavily dabt-bundened onmn. 

such axtmrnal 3.mbalanc.e - am r8flreted i n  permiating currant aeeount 
deficit8 and rising Indmbtednmms - and related iatmrmal imbnlanemo euch am 
government budget defieitm axe also obamrvd keenly abroad, a t  laaat in part, 
durn fo rhs procnsm of libst'a%&satioh of Zhm Indian *con-, Initicltpd in the 
aid-mightiom and given a CLrm host by th. pramont gwmrnmrit. NmeclZomm to 
ray the muee~~m of tho on-going process of truds - and to  some axtent, 
f inancia1 libmraliration wit1 d.p.ncl on th. conf idmcm i t  inapir;. regarding 
i t u  pmanwncy. Excu#ples are not lacking of cmntrtra that h a v ~  mtartrd out 

w i t h  mbitioua li$.ralioation progr-r only to abandon t b a m ,  oftan in tha 
face of trdunting prerrrurr on tho balance of pamentm.' Pa*t intarnational 
exporiancm muggestm that 1 ibra l i# t ieI tprogr~m initiatedby ~ u n t r i a s w i t h  
leeasonablm int*-1 and at-1 -lance am mra likely to k smen through 
to the and.' Thh,  viewad againmt the troubled Jndian external front and 
p w n r m n t  M e t a w  Smblcmerr, prrhapm axplain8 ths watchful rttitudmm of 
p-&etivm . inte*nationaX iavemtorr and clients . 
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Interestingly enough, the current situation where the ~ b e r k l i o a t i s n  
procems has been initiated in an econblay with'~considmrab1e indebtmdnesn ma- 
to have fostmred an ambivalent attitude towards.internakiona1 capital fbWe. 
It i s  generally held that the connnsreialization of crxternal borrowing ha1 led 
to the debt crisis. So atleast fur the Ammediate future, external brrwing, 
aapocially from private soutee8 f s  amdgned no important role. i n  tha 
Bovmlopnent process. A t  th. a- emaidorable dividedm ar. e m a t a d  
from attampto wae also intarnational invamtment. It ramaina t o  br srrn 
whrthsr the magsrly antie iptrcl  flow of  foreign invmmtmnt to Indla turn8 out 
to be a flood or jumt & thin trickle. But present trmds indicate that thm 
latltas possibility Is the mra probable outcame. Morr on this point: latar. 

Now,, i n  gwneral, the role of capital flowrr in sconmic development h a m  
not b a n  a widely debated amsue in I d i n .  Purthmr the present overriding 
kl ie f  i n  thm positin effects of Foreign airect fnveatmentm (FDI) pointa to 
the lack of sufficiant insight into the historical roles of different capital 
flows in the Indian context as well a8 elsewhere. For it seem. to be quite 
elear that in the dovmlopmenc process of the present day kndustrialised 

k t l o n s ,  intornatlonal bormwinp was much =re iqhrtant than PDI. In tho 
ninetemtb cantuzy, the Great Britain, France and O~rraany were the maim 
craditor nation., landing to countries of the *new world' as well an to other 
colenims and to Eaetern Europ8. X n  the  p w t  second world war per id ,  the USA 

almo amsumod tho role of r chief creditor nation. Most of the capital flow 
befora world War If was fraar private sourceu, often involving. Inans of very 
long mturitian .' 

mila the broad himtorial trends Sn the volume an8 cuqmsftian of 
international capital flows'are clear, "if-tioh on rugion-wise lnvestmnta 
r m i n  sketchy [Cardoao and borriburch (198911. And at l*aaZ in the case of 
fndia, there have bman vPxtually no mtudima daaling with thr i88um in a 
eomprehendiw faahion. The prment paper may be regardd am an attmmpt to 
ti11 thi8. void. Thim im all t h m  mom important dnca polfey decisions 

rmqardislg atlditiernal borrowing, promting foreign investment otc. need to be 
made in the light af historical pattern. an well am currmnt trends. 

Zn very specific term, the paper attempts to answer the following 
qums t ions : 

( f )  Historically, how important has eamereial cxedit h e n  as a component 
of aggregate capital f ltwa to India (and to other develaging nations), 
relative to official credit and FDI. How has its cost compared to that 
of other t m a  of f lowslz 

( i i l  What +f fwtr has the prihtiaation of international credit from the 
early seventies ha8 an the meonamties of developing nati~na, 
particularly on India7 



- ;3  ,, , 
. '   US^ I uiii, 'thi b*at ' & ~ t i t i & ' a  t c ~ .  ' ~ o t  wiii ptov. very binAficlal to . t h m  xmfominp Indian economy k sealired on be11ed1 

Oraanixation and Mathodolow 

Thr paper is rtzuctuxmd into four rretions. The f irnt .action naps out 
the b m d  dimensions of net financial flom to fndia during tho 1970r and the 
19808 in tarma of luch eharactarirticn aa it. miae, mtructur. and coat. T h m  

aecond c a c t i  on, on the cantrary analyslsa indapth tha mire, atruetura and coot 
of c-reial lending to  India against thm background of much flows to the 
domloping ararld a* a Prhol*. Ih- third ractfon dslfnmat* the growth oL PDT 

in India, tha *actors in which it ham played an impertsnt role and assras th* 
prom and con8 of dimplaying ouch a freer attitudm towards welcoming FDJ. 
Finally the fourth mection oume up the major findings of thm gaper. 

Thempaper is largaly baaed on mecondary moureo material. ft: depends to 
a very great axtent: on on* source, v lx . ,  the World Debt Tables re1,mased 
annually by the World Bank. Given the fact that khexe are a aumb.r of mources 
of data for mapping out the extent of international f inaneial flows,' it is 

very important to clarify why we have chosen the a b v e  source. W e  attempt to * 
answer thia by takfnq recourse t o  a brief survey of the alternative sources 
of data, their rmlat$ve merit* *nd dn tha light just i fy  wr choice of the 
scrurce of ,data for the presant exercise. Thin $iscumsfon i# followd upon by 
the definitioins of a number of. concepts that: appear in the subsequent 

see t ions. 

Thsrm are eaoentially Zwa main sources of data on international flows. 

They arm thm World Bank * 8 Debtor Reporting wotem (DM ) , and mscond the QECD ' a 

Wvel-nt Asairkance Camittee I=) statistics. We now bincusa each of 
these two aoureer in aome w h a t  detail, in turn, below; 

The DRS data were in i t ia l ly  published, in increasing detail in tha 
suecereive Annual RopoXE8 of the World Bank and in a aerier of general studies 
of thm debt problomo of developing c w n t r i e ~ . ~  Sinea 1966, the .pdlication 
of thLm data was made more formal w i t h  the incorporation of there into a new - -- 
Bank document which aventually (in 1973) becam known as *World Dabt Tables' 
and has b a n  publiehad mince then'on an annual basis. 

The second se t  of data on the DAC Mta are publiahsd in two meparato 
documents on a regular basis. Firstly, thm Annual Report of the DAC entitled 
'Development Co-ogeratlon : Effort8 and policfem oh the members of the , 
Dovelogmant Airniatanca Committee . Though n m o  country breakdowns are 
ineluded in thim document, it ia mmmentially concerned w i t h  apgregat* data an 
financial flows. In eontraut, the mocond publication entitlod 'Geographical 



Distribution of Financial Plowm to ~ v e l o p i n g  Countrlmu* includaa k rapnrrtr 
papa for the major dmvoloping country racaipimnta with l a  form s ion m amrtrin 

kimnci81 . f l w a ,  whil* tha vol- rlmo includmm braakdownm country of 
apgrmgata data on official dmvmlopant mari*tmem and total flow.. Thm  lattar 
doeumnta -appears less r*g~lrsly t h n  thm Annual Raport, 

While both thm DRS an we11 a. th* DAC data ax. coqrmhmnmiv~ and to a ' 

larwa extant eonsimtant with each other, aach ham i t 8  OMI preblorno.* Aftwr 
a carmbul weighing of thm demrita of eakh, we haw ehomn the DRS bmcausm the 
othar rourem, v . ,  the DAC data eovmrm only the long-tam tinanclal 
transacti-~i dmfiamd a8 thoma c r d i t  flow. carrying an original or oxtmndmd 
maturity of over oh. p a r .  7%is .man8 ' a1 1 .hart -tmm financial f l o w 8  havm 
bnemn excludmd from thim source. Such an armi~mion of ahort-tmm flown is 

particularl;y mevare and can lead to m undarmntAnration of aspaeially privatm 
f l - r  ruppllmrn credit which ir one af the corrppfisntm of the brivat. flow, 

i r  typically short-term and t h i n  ha& b a n  growing m r  timm. W e  have 
thmrmfarm chosen the DRS data d i a d  in Phu ruceesrive iuau.8 of thm World 
Dabt Tablea .' 

Having settled tho ehoiem of thm data baa., we now Climeurn thm varioua 
co&onehta af financial flaws. 

Financial flaws are broadly e1asmiff.d into official and privata , 

clapanding upon the aource of much fund.. Official f lowa could bm further 
divided in to  those amanat ing frvrm multilataral inmtltutions and trom bilateral 
mourcms (mrrmntially from DAC and OPEC mombar eountrimn), Privatm flow*, om 
the contrary has t w o  dmfinitions. F i t s t  a narraw definition which ineludas 
thram cmpononta: e-mreial loann, mupplier*a crmdit and brruwinga from thm 
bond paarkat. This wa danote am priwto flow8 (I). Second n broader 
definition which in mrlentially privata flaws (f) plum nmt foraign diraet 
invustmnta (FQI) and othr capital imnmtlarnts (v lx, ,  porttolio i n w r t m n t s ) .  

' This we daaote as prlvato flw ( 2 ) .  Whila the  mwrce of data i m  by and lams 
the World Debt Table. (as no2d  abww), the s o u r e m  of data af nmt PDI and 
othmr capital flown have b a n  thm m t h l y  bullatin8 of tha RBI.' 

A amcon8 definitional aspmct of thm data in that they all rrter to net 
financial' flows. The follofifing .quation mp.llm out thim In a moro clmar 
fashion, 

= 4 - 4  
whara, NP, r net financial flornt 

D = Dirrburaments, which rmfer' Ea th-r loan 
conmitmmnts (thr total of lomnm for which 
contracts are s i g n 4  in thm ymar apacifimd) 



rmturlly drawn durfw the ymmr ir qumrtion. 
rrrrortiutiwr. rmptmmentiag rapaynmnt of 
prineip.11 and 
ti- submrimt. 

fn tha cam* of ?DI and otbr -pita1 i n t l a m ,  net inflour m m a  groum 
i n f Z w  minus ovttlow of reprrtrfirb2e tun& likm divfdeu&, profit, intrremt on 
l-nr mt.nb+d by parent to 11. .ub.$dk&ry atc. 

I 

Nrvfng epalt aut kha moth#blaw and brta v m s ,  W. nmw U~MUI. tha 
atrrrt ot ~ti8wwUl t l n  te fndir In the rmrt m m e t i o r r .  

Phr p r w b  brr, it i# w, r6 el- t)wt rrry rruri~gful 
dlrourmisn oJ tb ruk p- W mat-1 c r p l k S  tlm S e r  gmrutathpl t b  
r#rmtullr CW mkld -8 mhmuld pry cl- attmntton to th. 
prmuimm rrltGk of rbma tlm - prmt ud prmmmrrt into thm eauntrj. w i n a t  
tbt bra- im th8 vu.WAt thm 8ttu0tutm m R d  lugnitudm of 
ttlrrrrsirl t S m  t o  T l d k  duriw tlw lut two &em&#. m i a t  - d m  w f  11 
5+ plrard, wr tlw diwwadhlr ir Wm .trr#turr of 8uah fJmm to Xndia 
la tb HWm, plwe tb dlmuu88i#rr of i t  in a cmrativm ~rrpmctivm by 
r m l i t i y  t b  1%- to  Srrdir 4gainrk .tk b w k u m  ot much tlwm to dnnlopinq 
-trim. rr r -1.. - 

m+ C- e l m  to . Z d h  -ti- t h m  CVO ~ t c  d e f i n i t b n m  af 
priwtr fm w prcarrtrdl ir W e n  Cd 2. O L f i c t r t  fit- wad to account 
I- a~mamt - e t a  d CL. w 1- L U. 1 9 ~ ~ .  . 



Table 1 

Assresate n e t  financial flows to  India. 1970-1989 : Sariem $ 
(Millions of US dollars) 

r - - r r r - - r 3 - r r - d - - - - - - - - - - - - - - - - r - - - - - - - - - - - - - - - - - - - - - m - - - - - " - - - - - . - -  

Year Official Private (1) Total 
Flows ( 1 ) 

- - - -11-1- - - -1 - - - - - - - - - - - - - - -1111- - - - - - - - - - - - - - - - - - * - - - - - - - - - - - - - -  

197 0 605 .10  (102) -lZ.OO(-2) 593.10  
1972 505.10 (107) -33.60 ( - 7 )  4 7 1 - 5 0  
1973 614 .lo (116) -86 -80  (-16) 527.30 
1974 955.60(102)  -18.40 (-2) 937 -20  
197 5 1240. SO (97  ) 40.20 ( 3 )  1280 -70 
1976 1029 -80  ( 9 4 )  71.00 ( 6 )  1100.80 
1977 665.20 (102)  - 1 3 . 5 0 ( - 2 )  f 651.70  
1978 598.00 ( 9 4 )  4 1 . 4 0  ( 6 )  639 - 4 0  
1979 635 .80  (77)  130.30 (23) 826 -10 
1980 9 3 5 . 0 0  ( 6 6 )  489 .00  (343 1424,OO 
1981 1117 -00  (69) 512.00(131) 1629.00  ' 
1982. 1320 . O O  (1701 646 .00  ( 3 0 )  1892 - 0 0  
1983 1336.00 ( 7 0 )  572.00(10] 1908  - 0 0  
1984 1 1 3 4  - 0 0  ( 4 0 )  1722 - 0 0  ( 6 0 )  2856.00 
1985 1375.00 ( 5 0 )  1393 .OO ( S O )  2768.00 
1986 1355.00 (38)  2241 .00  ( 6 2 )  3596.00 
1987 2503.00 (62) ,1518 . O O  (38) 4021.00 
1988 2638.00 ( 5 6 )  2115.00 ( 4 4 1  47 53.00 
1989 2520.00  ( 5 8 )  1794 .00  (42)  4314 .00  

111a1--------------__---------------------------------------------- 

, Not.: 1. Net flows = Disburaemnts - repayment of principal 
2 .  Official flows multilateral + bilateral flows 
3 .  Private flows(1)i eamercial loans + bonds 4 supplier's 

credit 
4 .  Figuree in brackets indicate percentage share of the total. 

Seurema World Debt Tables, World Bank, various issues. 



Ruqreaate net financial flows to India, 1970-1989 eeriaa 2 
(Millions of US dollars) - 

---------C---"--IC------------------------~~--------~-~---------- 

Year Off i e ia l  Private (2 )  Total 
Flow6 (2 1 

I l - - - r - - - r C - - - l r r - - ' c l - ' - - - - - - - - - - - - - - T - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  

1970  605 .10 (97 )  20.53 ( 3 )  655.63 
1972 505.10 (95) 24.ll(S) 529.21 
1973 614  -10 (108) -45.58 (-8) 568.52 
1974 9 5 5 . 6 0  ( 9 6 )  4 4 . 7 2 f 4 )  1000.32 
197 5 1240.50 (91) 122.66 ( 5  1 1363.16 
1976 1029.80 (94) 61.91 ( 6 )  1091 -71 
1 9 7 7 .  665.20 ( 1 0 2 )  -15.67 ( - 2 )  649.53 
1978 5 9 8 . 0 0  (95) 2 9 . 3 2 ( 5 )  627 - 3 2  
1979 635.80(74)  220.31(26)  856.11 
1980 935.00(54}  793.61(46) 1732.61 
1981 1117.00 ( 6 8 )  525.00(32)  1 6 4 2 . 0 0  
1982 1320.00 (65) 712.00 (35 )  2032.00 
1983, 1336.00 ( 6 8 )  653 - 0 0  (321 1969 .00 
1984 3134.00 ( 3 8 )  1821: 00 ( 6 2 )  2 9 5 5 . 0 0  
1985 1375.00 (48)  1495  .OO (52) 2870 - 0 0  
1986 1355.00 (36) 2426.00(64)  3781.00 
1987 2 5 0 3 . 0 0 { 5 9 )  1744 .00 (41 )  4247.00  
1986 2 6 3 8 . 0 0 ( 5 2 )  2431 .00  ( 4 8 )  51169.00 
1989 2520.00 ( 5 6 )  2013 .OO ( 4 4 )  4533 .00  

___-1---_-d-------h-------------------------------*--h----------- 

Nata : Private flows (2 )  = Private(1) + Net FDI + Other 
capital Investments 

Source: World Debt Tables, op,cit. 

But during the 1980s the share of private flowa seem to have increased 
tremendously, though with some year to year fluctuations. T'he private 

flowa(1) have been negative in the early 1970s and in 1980s implying larger 
wtf low8 in the form of amortieation payments than inflows. But accordihg to 
privet+ flew8 (21 aeries it is 80 only for two years 1973 and 1977, thereby 

ahowing the cushioning ef fecta  of net FDI and other capital invemtmmto in t h e  

early 1970s. More on this point later. The sate of growth of private flows, 
defined both ways, have been at a faster rate than official flows in the 
1980s, The increases in private flows have bean particularly sharp since 
1984. f t  should ofcousse be noted that all these magnitudes are in nominal 
terms. Nevertheless both the tables confirms the increasing importance of 
private f !ow8 as a source of financial flows i n  the 1980s and especially since 
the m i d  1980s. 

The *second aspect to be analysed is the relative size of these financial 

flows to India.  W e  do so by axpreasing it as a percentage share of: 
(a) all financial flows to developing countries; and 

(b) India's GDP at current market prices. 



We analyse thmse  two i s s u e s  in turn. 

(a) Financial flows to India as a percentase of all such flow8 & 
develowina countries 

Table 3 

'Relative size of F i n a n e w  Flaws to India vis-a-via 
Other Developinq Countries 

"""--'"f,,,,,,----------------"*------------------------------------------- 

component Level (billions of US dollars) ............................................................. 

____---1-__*11------------------------~----------w----------d--------------~-- 

Net Financial 15.00 0.63 39.04 1.36 81 .8  1.74 51.2 3.79 63.3 4.50 
Flows (4 .2 )  (3  -48)  (2.09) (7 .40)  (7.11) 

a. Official 7 . 9 8  0.61 16.61 1 . 4  32.5 0 .94 2 3 . 6  1.36 3 6 . 0  2 .51 
f low8 (7 .64 )  (7.46) ( 2 . 8 0 )  .(4.05) (6.86) 

b. Private 7.02 0.07 22.43 0 1 2  50.2 0.80 17.6 2.43 26.7 2.01 
flow# (0.28) (0 .53)  (1.59 I (13.811 (7.53) 

- - - - - - - - - - - - - - - - - - - - - - - - - - I - - - - C C I - I - - - * - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - * - - - - - - - - - - -  

Notems 1. Stands for all developing countries 
2.  stand for India 
3 .  Figures in bracketa indi cat8 flown to f ndia as a par cent of f lowe 

to developing countries am a whole. 

Source: 1. World hvelopmsnt Reaort, World Bank, Washington, 1991, p.  24. 
2 .  Tables I & 2 
3: Daepak Lal. lInts+national Capital flows and economic development* 

in M.Scott and D. Lall. public Poliw and Economic Develoment, 
Clarendon Proam, Oxford, 1996, p.  234. 

It i s  men that the total flaws to India which waa about 4 percent of 
the dovelopin& countrimm f Iowa increased to a b u t  7 percent of it sing* thm 
mid 1980s. While the relative size of official flows have atngnat*d at artiund 
(with fluctuations1 7 per cent, it i u  the s i z e  of grivatm flaw8 wkieh has 
actually increamed 8iza of total f h r 8  over the gmriod under e~mfdera t ion .  

Am far a8 the structure of flows are considered the Indian pnttmm 
differm to a certain extent from the pattern of flows to deveiopjng countria* 
as a whole. Private flows which had become an important oolnponent 
(approximately 57 per cent) of total capital flows to developing countriam 

since the m i d  1970s became so for India only since the 1980s and eqpeciolly 
since the mid 19808 {about 63 percent). This shows that Xndia displwmd a 
greater restraint in desisting to borrow from private sources in the 3P70m. 
But  this policy appeara to have boon cuaplutely reversed i n  the 1980. and kha 

country his borrowed increasingly from private foreign lenders. In f sct, tor 



developing c 6 t r i . s  as a whole the shsm of private floru 'in the total flow8 
have mignificurtly decroaaed in the 1980s £ran abut  60 pmrcent in 1980 to 
about 46 paroent in 1989, while in the case of India st ham aetumlly ineraas4  . 
from 34 peramt to abut 42 or so i n  the ease of private flw8(1E and abut  
15 per cant in thr came of private flows(2). 

-r------rL"C*r---3rrr-----------------*----*-------*------ 

Yaar ODP at  crurrmnt Total financial Total financial 
mrkrt  prices flows (1) flows(2) 

53,149 593.10 (1.101 ' 625.63(1.16 
, 60,945 471.50 (0.77) 529.21(0.87 

68,647 5 1 7 . 3 0 ( 0 . 7 7 )  568.52(0.83 
76,552 937 .20 (1 .22 )  1000.32 (1.31 
87,393 1280*70(1 .45)  1363.16(1.56 
87,903 . 1105.80 ( 1 . 2 5 )  1091 m73i1.24 
97 ,133  651 .70{0 .67 )  649.53 (0.67 

117,398 639.4040.551 627.32(0 .53 
124,465 826.10 (0 .66 )  856.11(0.69 
145,493 1 4 2 4 . 0 0  ( 0 . 9 8 )  1732.6111.19  
157,059 1 6 2 9 . 0 0 ( 1 . 0 4 )  1 6 4 2 . 0 0  ( 1 . 9 5  - 160,879 1892.00 (1.121 2032.00(1 .20 
176,360 I902,OO ( 1 .081  3969.00(1.12 
182,737 2856 - 0 0  (1. S C )  2955.0011.62 
187,055 2768 .00 (1 .48 )  2870.00(1.53 
207,708 3S96m00(1 .73 )  3 7 8 1 . 0 0 ~ 1 ~ 8 2  
225,288 4021.00 (1 .78 )  4247.0013.89 
238.948 4 7 5 3 * O 0 ( l m 9 9 )  5069*00  { a .  12 
a43,  saf 4314.00(1.71) 4s33.00(1.86 

"--"-1-11--trl""------"-------I--------"--------""-------- 

Note: 1. Figurer in  brackmtr indicate finmaim1 tlom to India 
, as a per cant af its GDP 

2 

The tabla one8 again confima the earlier finding that finanaial 
variouely dafinmd which usad to be lam8 than a pe&ceat of the ODP in thm 1970. 
worka wt to  about 1.50 p r  cent of it during the 1980n, have incma8ed i t m  
relative size i n  the 19808. 

Aftrr  having maly**% the ganeral tr.nd8 wa now dimcum8 thm mlhnt . 

featurer oL tho rtructurm of official and grivacm flowa. 



a, Ftructursl of O f f  iriaL Plowm. 

Am notsd earlier, the official flows emanate frm tmr cliffeXmnt murlea, 
vir. ,  (a3 multilateral i * t i tut ions whiah are easantially inter-gwgxnrnrnfal 
organizations such as the W l d  Bank1 and Ibl bilateral aourams which rra 
easmntinlly government: to govoxmnt loans and grants. Thene f lowm are on 
eonce&sionpl as we11 a= men-uencmamional Eennm. Of  fiei8l flow. kcam an 
irarportaat source right fram the time of independence and probably mince thm 
towardl tho early 1970s i t  umed to be the only mouree. Tabla 5 map8 out tha 
trends in official floum in the 1970a and 19&0m. 

Table 5 

$9 
I Millions of US Dollars ] 

-C-----I-"-"l---l"-3C-----------------------------w----------------"~--------" 

Multilateral Bilatersl 
ygar "-"-l-l-ll-lle----"I"-------"-----------"--a---------------"--- 

'laotal 
off ialal 

Concomoionnl Non-Conee- Tatal Concessional Mon-Conem- Total flown 
ssienal l2+3 3 roional( 5+61 (4+7) 

1 2 3 4 5 6 7 8 
----11------11--------"---"-----------""------------""-------------------"---- 

1970 53188) 7 (123 60.90 550 -5 ' 545.20 605,10 
1972 183 + O O  332.10  505.10 
1973 306 .90  307.20 610.10 
1974 385.00 , , 570.60 *9SS.60 
1975 467 .SO 773.00 1140,50 
1976 543.90 485.90 1029.80 
1977 420.80 236,40 665.20 
1978 436.60 161.30 591.00 
1979 ' 643 -20 -7.40 635.80 
Z900 668(06) SOS(1d) 777 *00 134 (85) 24(15) 150-00 935.00 
1981 802(70) 343 ( 3 0 )  1145.00 -16 -12 -20.00 Ill7 , 00 
1982 1150 (8s) 209(15) 1359.00 -47 8 -39.00 1330,OO 
I983 850(69) 385(311 1243.00 -32 12s 93.00 1336,OO 
1984 821C8l) 192 (14)  1012,OO 77 (63) 45 (37 1 122.00 1134 -00  
1985 l o l l  (81) 231  ( 19 I 1242.00 103 (77  1 30 (37) 133.00 1375 .OO 
5986 5 9 2 ( 5 5 )  480 (45 )  1072 -06  299 -1 6 283.00 1355.00 
1987 863(49 )  898(51) 1761.00 664 (89 5 78(11) 741.002503.00 
1988 683 (31) 1545 (69)  2228 -00  343 (84 )  67 (16) 410.00 2638-00 
1989 4 5 5  (28) 1183 (73 )  1538.00  498 ( 5 6 )  384 ( 4 4 )  881 .OO 2520 .OO 
--C---------3---I---------"-----------"-----------"-----------------="-*------ 

Note : Figures in brackets indicate percentage share of each aub total. 
Source: World Debt Tables* op.cit., various issuas. 

The salient points that emerge from the Table are s-rir.8 beloar: 
(1) Bilateral flows used to account for a larger ahare of official flow# 

during the first half of the 3970s. . But ever since i t  is the 
multilateral flows which accounted for the largemt ahara. Biliateral 
prwreea now account only far a small ahatma 



( 2 )  Inerrasingly thr .hare of non-concmssional flowa too hnvs eanae down 
wmr tim. Financial flows from both wlt i lr taral  and bilateral 
8mrcmn ar* on non concoasional term, of late, implying thereby that 
wmn borrowinq f off ieial  soureen have tondad to bmcom eomtlimr we* f99, 
t h .  This aspect of coat of borrowing i m  d e r t t  w i t h  in nome dmtail 
b l o w .  

- 
Th* t h a  ha8 cam now to do a d ~ l e r n i l m d  axercisa od the mffaet of thim 

official capital flows or forsign aid as it i s  morr popurnsly knramr on thm 
coun2ry0a m d e  growth.' In othms c m t a t r ,  8tudiamU haw shown thm 
neutral a f  fact of aid in pr-ting eeonaric growth in rmcapimnt cwatrims. 
Aaaording to tham, the g r e h  impaot 8- to dmpend on 'publie rector 
behaviour* which Sm not aubjsct to 'gsdaral 1s- of bhaviour which 
predmterminm tha mffactivanms8 of aidt rather i t  varimm ftm country t o  
country *lid f r m  wried to pwriod." 

Thm  mtructure oL privatm flow. im annlymmd bolwi 

'Thm privatm flow. bmca~l an i m t m t  sourom oP mxtmrnal capital for 
bDCr in thm 1970s. But for India i t  h c a ~  rmlly important ~ l l y  s in& thm 
m l d  1980a. 'It consink8 of fivm diffarant kind. of capital flam frum privata 
8ourera8, v i ~ .  , ( i) myndluat& bank. loan81 (i $1 botrSwing8 . f ram tho bond 
mrketa (iii) mupplimrm c r d i t t  (iv) FDLr and {v3 portfolio dnva8tmentm. In 
t a m - o f  wrtancm i t  i s  th. myndicr~tmd bank l o a a m  and FDI which take8 up thm 
maxi- .harm. Tablm 6 prmmm&m th. mtruoturm of privntm fl-  to India'in tha 
1970m and thm 1980s. 

1 



Structure of Privata Flows to India, 1970-1969 
(Millions of US dollars) 

11111-11--------------------------"---"----------------------*---------------- 

Year Comercia1 Bondm Suppllerr Net FDX Net other Total Total 
loan8 credit eapi tal private privato 

invmmtmmntm flows(1) flow~(2) .............................................................................. 
1970 6 .00  - - -18.00 2 9 . 2 0  3 . 3 3  -12 00 1 3 . 5 3  
1972 -10.60 - - -23.00 56 .79  0 . 9 2  -33.60 2 4 , 1 1  
1973 -19.40 - - -67 .40 38.22 3 . 0 0  -86.00 -45.58 
1974 -9.50 - - . - 8 . 9 0  60.12 3 . 3 0  -18 .40  44.72 . 
1975 0 - 6 0  -- a 39.60 83.41 -0.95 40.20 122.66 
1976 67 -00  - - 4.00 -9.64 0 .55 71 .00  6 1 . 3 1  
1977 31.30 - - -34 .80 -30 -66  1 .49 . -13.50 - 15 .67  
1978 55.60 - - -14 - 20  -21.73 9.65 4 1 . 4 0  2 9 . 3 1  
1979 252.10 -- -61.80 29.15 0.86 190.30 220.31 
1980 490.00 -- -1.00 87.15 1.15 489.00 797.51 
1981 492;OO -- 20.00 13 . O O *  - - 512.00 525.00 
1982 289 .00  10 347 . O O  6 6 .  O O *  - - 646.00  712 .00  
1983 495.00 19 58.00 63 .OO* -- 1 572.00 633.00 
1984 750.00 232 740.00 99 .  O O *  -- 1722.00 1821.00 
1985 928.00 3 2 0 145.00 102  -00 -- , 1393.00 1 4 9 5 . 0 0  
1986 1494.00  3 3 9 408.00  185.00 - - 2241.00 2426.00 
1987 1446.00 110 -38.00 176.00 SO 1518.00 1744.00 
1988 1572.00 602 -59.00 199  .OO 120 2115.00 2431.00 
1989 1257.00 67 8 -141.00 219 . O O *  - - 1794.00 1013.00 

- -  . . - . . - - - - - - - - - - 
Noter These are gross foreign investment approvals and n o t  actual inllowts. 
Source; World Debt Tableq, op.cit. 

The table shows that FDI was an Important source of capital inflows in 
the  early 1970s. But in 1973 with the.passage of the Foreign Exchange 
Regulation A c t  (FERAI, whereby FDI were explicitly discouraged its importanee 
as a source of finance has been considerably reduced. Infact: borrowings from 
the bond market and syndicated bank loans have became the most important 

components of private flows since the 1980s. Suppliers credit for moat years 
have been negative implying larger repayments of the principal amount 

(amortisatfon payments). Since the b s i c  purpose of this paper is to assess 
the relative importance of private leans and FDI in total flows, w e  diseuse 
them in rwae more detail in the subesquent sections. 

The increased aharm of private flows may in fae t  be a reflection of thm 
fact that increasingly the supply of official f l m ~  of the eoncessfonal 
variety had h e m  increamingly difficult to obtain. Second it waa almo 
necomsi tatmd by thm type of  import-dependent industrialisat ion promoted in the 
1980s, which might:,bvo rmquired such capital flowe. 

An ampeik thkt'ham e- up in kur +arlf r di ~cusafon ier the fact: that 
thmre has an incxeabc in the mbr; & brrari+ J,, both from official and 

- . ,  I .  

private soutcla ar w311, - .  



Wa conridmr t d  m l m m n t m  oC tha eomt oL brrouing. Firat the rat. of 
inferart on official and privata loans and mpaeifieally the movmmntm in tho 
absolute diffmrane* bmtwemn thr two tatms of i n ta ra r t  ova$ tima, Second w a  

anridmr tha duration of tharm If thrrm im m iner-ra in thm rat. of 
intmrmmt and a soduetion in thm maturity p i x o d ,  thmn on. eoufd aoneluda that 
tharm ie an incrmane in the cost of borrowing war Eimo. Sam Tables 7 and 0 
ranpmetivmly for the rat. of Intereat and thm mrturity prriod, 

Table 7 

Camt of B o s m i n u  _t Otficial vr PtLa v t o  

- - - - - - - I I I - * - - - - - - l l I l - - e l l l - - - - " I 1 1 1 1 1 " ~ L " 1 " 1 I " - - - - - . - - - - - - - - - - m - - - " - - -  

interant rat. on loan8 (in per cent) 
-------C--l-l----l*l-------------II"-"II---------------*--- 

Year Official Privata Aboluta 
diffmrmncm 

( a ]  - ( 31  
11 I (33 IS 1 (41 

Note I Figure# in braekata Lndicatr thm gmnt elemcnt i n  
per csnt, 

Swrcet  world Debt %b1asm, mrld Bank, -.sit. . 



Condition. of Rerrowina r Otfieial vm Private k a n a  

Note* ~ i g u r s a  in braeketo indicatr the gxaca period in number 
' of yoarn. 

aaureer World Debt Tablss, Wotld Bank, op.ciS. 

Y 

I t  is ermn that (Tabla 71 while the  rate of interest on official loans 
hava actually daublad over the periad thorr om private loans have rmnainad 
mre or lesa the saat. exempting for the -r id  1978-81. Consequently t b  

dif f *rmce bmtrween thm tw ratem haw h e n  narrowed down implying thmmby 
that the coat of borming tram ~Lfioial rwrcmm in a* eoatly as those fr~fi! 
privato uourcer. T h i s  further canti- aur ~ r l i o r  finding abut  the 
dmcruamtng'nhare of comem#uional capital 5- offiekal swreoa. 

Thsre have also bemn 8imultaneoumlyr a tightening up of the condition* 
of borrwing as mamured by tha reduetiom in both the maturity and grace 
wriida aa wall (Table 85. An0th.r intormating p i n t  is the nasrcwing dam 
of the oanditiona af borrowing train both the Mwreas. 

' . Ul, there data point to the tact that mapecially in the 1980s, the 
. uountry h a m  born xremlving capital InfLmwm at stif far term than beform, 
Barrewing at ~ u a h  tarn8 can incream. tka dograg of indebtedness ef the 

. . roe*piant 'country. Wm further amplify tha'aspmCt by matimuting thm 'debt- 
creating' .nature of financial flaw. to Indim owr the last twm daeadere, 



I). Dcbt-creatinu Flows 11) Total Financial Flows 

kl important cllarnctsristic of the filraheial flows in the 1980s is the 
fnci tlwt rnuclr of f t has been debt-creating . Debt-creating f Iowa are def itled 
us any noa-gmnt receipt which has to be paid back to  the  Itnder with an 

intereat, irrerpmetfve of whethmr the borrowing. have bean put ca productive 
use or nof.  FDI and otllex forms of capital investment arm according to this 
deficition non-debt creating as them* invustments .tart earning r return only 
when t l r m  recgiant fndustrial venture ka profitable. IL should be pointed out: 

that the degree of debt-crentitlg Papends on the composition of the debt 
creating flows. IL f t  is composed largely of short-term loans tlmt need8 to 
be repaid.within a year then the degree of dabf-crmating wilk be larger and 

so on. Iiawaver due to data constraints w e  are unable to measure this factor. 
xe lmve tlwa estimated the debt-creating flows i n  tatal financial Plows by 
r l e d u ~ t i l ~ g  the gmnt element in b e l r  of ticia1 and private  flaws n~rd also Elre 

FPI and o t b r  capital investments. In symbols: 

PI e: TI - ( tglOr + &PI) + ItIFDI + OCI) I 
where, D, = debt-creating f f nat~cial  flows t 4 

g,, g, ' e grant element in percent in of2icinl and private 
flows respectively; 

0, 3 Official flows; 
P, private Clown: 

l l lrDl t not FDL; and 
OCX a Other Capital isavastments 

T h e  oeriffs tllus derived is presented i n  Table 9 .  



I H l l l e - e ~ - C " - - - - - " - - " - - I - - - r 1 L - - I " I I - - " " - - l - - - * - - - - ~ - - - ~ ~ ~ ~ * - - * ~  

Total Financial F l m  Share of dabt- 
Yaar I - - - - l - - - - - - - C I 1 I I I I 1 - - - = - - " - . t I I  armatin9 flow8 

Total O f  which, dmbt- tin per emnt) 
creating f lowm 

(5) ( 2 )  l 3  1 (41 
~ I I ~ ~ ~ C - ~ - I I I - C - I ~ ~ I - I I - - - I I I - I - I ~ ~ ~ I I I - - ~ ~ - - - ~ - - ~ ~ ~ ~ ~ ~ - ~ ~ ~ ~ ~ ~ ~ ~ ~  

i ~ r  o 655.63 209.95 33.56 
1971 529.21 118.13 23.32 
1973 569 .S2 229.68 . 22.81 
1974 1000.31 332.08 33.20 
1975 1363.16 544.54 39.95 
1976 1091.71 597 -91 54.77 
1977 649.53  261.87 40.32 
197 8 627.32 209 -60 33.43 
1979 856.13 438.33 51.20 
1980 , 1 3 3 2 . 6 1  1145.87  66,14 
1981 1 6 4 2 . 0 0  1084.14 66.03 
1981 . 2032.001 1457 -57 71.73 
1983 1969 .00  1268.07 64.40 
1984 2955 - 0 0  2409,33 81.53 
1985 2870.00 3121.42 73,64 
1986 3781 - 0 0  2794.67 73.91 
1987 4247-00 2766.88 65.15 
1988 5069 .OO 3636.09 71.73 
1989 8533 .PO N A N A 
----1"3--"--L-----------l------------III-I--"----------------------- 

ppot&sl.  We have used the broader definition of total flows i .9 ,  
total flows 121 here. 

2. The debt-creating flows Lor 1909 ewld not be derived 
due to non-availability of data on grant element 

Sourams For Column (21s Table 2.  

The Tabla shows the interesting result that tha share of debt-creating 
floom which was only a third of the total flows in the 1976s have lnereassd 
to n ~ r l y  three-fourths a£ i t  during the 1990m. f f  thia i* ths trend then it 
could reasonably be argued that the m e  we borrow in 'thin Eashion, tha nrorm 
it would add to our bwrgeoning external debt. 

Zn this section we have anslymael in derail tho quantity and ~tructura 
ef ffnanefal flows to Xadin over the 3ast two cleeades. The following salientn 
Snfas*nema merge: 

i the ahare of private flows have incxmaed very much i n  the 1980m@ 
[if) the cost of borrwing (from both official and private as well) hatn 

gone up dur2np the 1980s; 
[ili). khe . dif  f eream in the cost . of  bo'kmwing + Z t o m  off f cia1 and privatm 

..,. -. 4 '. *ourbe. have narrowed d m  cons1hmr61~ 'in, tha 1980.. I n  other ward* 
. . . . * 



the cost,of tarrowing Lxom official sources is almost as much as from 
pri;ato sources; 

{iv) the shave of qv'ebt-creating ffowr havm increased considerably in the 
1980sr; and 

(v) Within private flows the twomosrt important eomponsnts,are net: FDI' (in 
the marly 2970s )  and private .loans (in the 19801s) . He now analyse'these 
two flows in somewhat more detail fn the subsequent t w o  eections- 

XTt c ~ r c i a l  &endsag t 3 t t  arow+h, Strueturr and oomt 
with reference to India 

A. Tha Growth of Commercial hndina to the develomd wrla 

The international capital f l w u ,  upto She second world war was 

overwhelmingly of the private kind. The pomt-war era saw a vigorous growth 
i n  private capital flow. Eo the developing nations from bilateral sources as 

well as multinational insfftutfons. It was only i n  the early seventies that 
cammrcial lending became an important source for countries in Latin Aprica 
to  begin kith. 

- If h a m  been argued [Orif f ith-Jones and Sunkel ( 1 9 8 6 )  1 that: the  inereasad 
flow of comercia1 capital to thm developing world primarily to tho Latin 
American countries in the 19708 - w a ~  to no mean extent: duo to the increased 
availabf 1 i t y  of f unde with c ~ t c f  a1 banks. Financial innovations that 

reduced the r i s k s  i n w l w d  to the  creditor also seem to have played an 
important role i n  th i s  development. W%th the emergence of the petFu dollar 
and the Eurdollar markets in the 197Oa, the increasingly transnntionalized 
banks - of ten American - found Ehut the ' seal. of their lending activities . 
could be atoned up profitably. Pooling of risks among Zhs group of lendemr 
banks c w l d  reduce the risks inrelvod for any s ing le  creditor, and appropriate 
risk premium could be imposed depending on the profile af the borrowers. 

Now, while the supply .at m r e i a l  capital cleans t o  have received a 
boost: in the 1970s, there wan no shortfall of demand for it. Following the 
oi l  price shock of 1973, countries i n  Lntin Amrlca did not undertake tha 
warranted adjustment and austerity progr-s. Increased current account 
dof lcits $ere covered by additional intexnat ional c-erclal borrowing. 

Private landing, unlike intergovarmntal and mu1 tila teral lending does not 
specify the purponea So which the funds may or may not be gut. So whormas 

loana fro@ inter-governmental sources were often used up for building up the 
infrastructure etc., private loans seem t o  have been used for maintaining 
higher consumptioin levels when restraint was the beat course." 



In some h t i n  heriean countrima, for fnutsnca in Arge,rtinn and Chllm, 
m e r c i a l  borrowing by the gmrmmt actually financed capital f l i g h t .  

Tho easy aceesa to cmmmreial c r d i t  came to an and when Mexico 
default88 on the extarnal debt in the beginning of the 1980m. ThiJ oeeurad 
at a t i m a  when developing rountriam needmd ext.tna1 capital badly to iinanc* 
rconmie Qroweh. With the drying-upof tha capital Clwe, and facad with thm 
nmcomnkky to  mervies thair hug. rtockm of sxfornal debt, thamm eountrimn warm, 
paradoxieqlly, Forced to bmcomm net  saqmrtotm of capital. 

8.  The ~rdwth of C o m m r e i s l  I.+emnm to India 

As amen above, tho maaior acammr to emmmreial credit in the 19708 umemr 
to have been destabilising, at  leaat in some raspmcts, for th* devolopinp 
w n t r i e a .  As point.8 out ia sretioa I India ha8 not really road- urns of thim 
fac%lity then: Tabla 1 8hew that i t  was only from 1980 onwards that privat* 
fillancia1 flows became important in tha Indian context. h.om the Tabls I t  may 
bm noted that private f inanclal. flow. excludf ng FDI was only around 6 per cmnt 
of the total capital flows in 1978; it had jumped to a share of 34 percent by 
1980, andby mid-eighties comgrismd 60 per cent of the total. This share cam 

dew #omowhat by the end of the drcade and renrained at around 40-45 per cent. 

We now examina the structural change8 in private flows. This im 
attempted at two levmlmr f i r i t  by analyaing tha various components of private 
flows  able 61 and second by analysfng the components of comercia1 loans 
(Table 11 given b l o w ) .  Ekeh of the two isiauss are discussed in turn. . 
(1) ft can be seen (ftomTabla 6) tbt after 1975,  FDI ceased to 
be a significant component of net  private financial flows. In 1975 FDI 
accounted for 68 per cent of private financial flows; in 1980 their ahare had 

dam to 11 per esnf at which 1-1 it rmmined =re or lems stagnant ugto 
the and of the decade. A f t e r  1975 the daminant form oE private f l w o  have 

h e n  convmercial loanr, though in certain specific years during the period 
( i . e . ,  in 1982, 1984 and 19891, #uppliers credit and bonds have also figured 
importantly. In 1976 comercia1 loak accountea for 94 per cent i n  3.985, for 
67 per cent and in 1989 far 70 per ceat at these flows. Bond-financing ham 
beon growing in importance mince aarly eightism, and th i s  component of private 
financial flows accounted for a share of 36 pmr cent in 1989. 

. "Another poPne to bo noted i u  that the volume of comercia1 borrowing 
grew and because tie dominant prt of prive~e financial inflows. the private 
- cbmpnmnt of total f inancfal knf law. ah'&' k i n e d  farportance. 80 t b  

' < .  



incraarlng p w i v d t i ~ f i f . ~ ~ ~ t l  gf >cc.lpf t n  t $ 1 1  C t c w a  to ftrdia has crmentAally hmn 
*ynonyll~lus with i~acroasecl cwtrll~~ic i 41  &e1id iiig. 

ft will tie q u i t e  in:;tructive ntm t o  a raa lys~  t h e  relative impertancm of 
coarmercicrl loails v i z  a-via FDI i n  meeting the  current account deficit of thw 
country .during tha peri~d.'~ fre Table 10. 

Current Account D g i i c i t  vi~-a-via nnncinl Plows 
(~mlions of US doll.: 

- - I - I C 3 " - C - - - - - - C - - - " - - - - - " - - - - - - - - - - - - - ~ - ~ - - * - - ~ ~ ~ ~ ~ ~ " ~ ~ ~ ~ ~ - ~ ~ ~  

Current account Financial Flows 
Year Def iciL* - - - - - - - - - - - - " - - c - l - - - - " - - - w - r "  

Commercial Net FDI 
Leans 

------1-*--e--1---1-----------------.L.L.L.L-----------"-"----a----"" 

197 0 - - --. -- 
1972 - 972.40 . . -10.60 56.99 ( 7 * 3 5 )  
197 3 - 519.90 -19.40 38.22(7,36] 
1974 - 571.00 - 9.50 60 .12 (10 .53 )  
1975 - 9 6 3 . 0 0  + 0.6040.061 83.4118.66) 
1 9-7 6 - 92.90 , 67 00 - 9.64 
1977 +k279.90 .- ' 21.30 -30.66 
197 8 41538630 .' . 55.60 -21 *73 
1979 - 397 .SO 352.10 (85) 29.15[10) 
1980 - 945.60 ' " ~ 4 9 0 , 0 0 ( 5 1 )  87.15 (9 )  
1 9 8 1  -2805.64 - -  492 .OO (18) 13,00(0.50) 
1982 -3142 .I0 289.00 (9) 60.00(2.00) 
1983 ' -2841.00 49Sm00(17)  61.00(2.00) 
1984 -2605.50 750.00 429) 99.00 44-00) 
1985 -2909.80 , 9 2 8 , 0 0 ( 3 1 )  102.00(4.00) 
1986 -4844 60 ' 3494,00(35)  I85.00(3,81) 
1987 -4562.50  1446,00(32)  177.00I3 .Be )  
1988 -4853.20 . 1572.00(32) 196.00 (4 .04 )  
1989 -7188.40 12S7.00(17) 219.00(3.05) 
-I-----I--------e------------~-e-~---.-.-.-.------------------------- 

, - .  
Note8 * fi(lurma in . l id i&  rup... have b..n converted into US 

dollass w i n g  end-year exchange ratem. The exchange 
rates h a w  boon taken from jntarnatiwral Financial 

Intarnational Monetary Fund, various Seaues. 
source t ie Survey, Ministry of Finance, Government of 

Iildia , various Lasues , 
2. Table 3 .  

In year., ' &-rslai.. lama haw covered a large part of the 
def ieit, for instance 85 per eenU in 1979 and 52 per cent in 1980. In thm mid 
ko end-mightiaa, around- 30,per'cmt of the curxant account d i f i c i t  was 
financod by ccamerclal loaam. FDX has never h e n  important in this  rempmeE, 
having llever been e q ~ t i v a l s n t  to mare than 4 per cent of the current account 
deficit in any year. 

i 
{ i i l  Wm nbw analys* t h e  seeend aapeet, rft., the components of commrrcinl 
loans .  A t  the very outset w e  need to  spell out certain aspects of t h e  &ta. 
The DRS system contained in the Wurld Debt Tatlea does not give us the 



components of comerela1 loans. so i n  order to PEUVAUL u nraaic UP of fhim 
aapaet we have relied on thm only tm, moureem which reports t h i s  data, vim., 
the annual Eeenorais Surveys rm1mas.d by the government (the Uniqn Miniaery of 
Finance) and tho annual reports of the Ministry of Finance. T h e - t o m r  roUfca 
reports the authorisation, groae inflow, amortisation and n l t  inflow of 
external ecmaereial borrowitage to India during the period I D 8 6  thorough 
1990.'' All these data are presented only at the aggregate level. Tha lattmr 
nousee roportm only the authorisation of oxtarnal eommreial borrowings brlt 
reports the data according to the msctor for which the brrowings hnva h e n  
affe~ted.~S Since we arm ou8antially interu~tad in tha seetor-wim breakup of 
theme authorisations, we .laploy the latter aource. tsar Table 111 

Tabla 11 

Sector-wise Braak un of Bxtarnal Conrmereinl Borrowinq 
fiuthorimaf ion. 

(In millions of US dollarm) 
---I--I"--"--eC--Cel--3-----------3-----------"------~---------------- 

Year Public Financial Procurement Private Total 
Sector Inntitutiona of ship8 Sector 

- r - - - - - - - - - r - - - - - - - - - - - - - - - - - r - - - r - - - - - - - - - - - - - - - - - - - - - - - - -  

1981 955.64  - - 103.96 159.40 1199 (NA) 
1982 413.41 159.65 285-47 414.47 1273 (NA) 
1983 1528.76 131.68 107.95 237.63 2006 [HA) 
1984 4q4 -88 104.74 302.38 142.59  955 (NA) 
1985 877.46 128.47 228.66 306.22 154OtNA) 
1906 777.15 310.53 ' ' 60.47 241.07 1389.23 (979) 
19 87 612.98 195 -47 50.81 232 -21 1091.48 (1295) 
1908 1232.26 623.84 14 .68  1 6 5 . 7 9  2046.58  (992) 
1989 1666.90 934.64 136.78 241.78 2980,11(1829) 
1990 2102.06 798.78 114.63 273 .26  32&8.12(3558)  
----l----l----c-me-----------I--"--w----------------------------- 

wte: Figurer in brackets indicate net inflow (is&. Gross inflow 
minus amortisation) 

Source: l..Annual Report, Ministrylof Finance, Govarment of India, 
New Delhi, 1990-92, g.  32. 

2 .  Economic Susvev, Minimtry of Finance, Govermnt of 
~ndia, 1940-91, g ,  166. 

There has been a &Sstinet increase in the authorisation of theas private loans 

since 1986: the average authorislation during tha pre-1986 period wrked out 
to US dollars 1 .4  bf llion against ,on av8rags of 2.16 billion in the post 1986 
period thereby registering a growth of nehrly 5 5  per cent. Much of th*se 
borrowings have been by tho public aector enterprisae per sel  on an average 
5 1  per aent of the total during tha period as a whole (57  per cent of th. pro 
1986 and 58 pox cent of thm post 1986 period). However the picture ehaagee 
if ona wsr'e to add almo~t the entf re borrwings  of the f inaneial institutions 
(which i n  any case ultimately go towards tl;e private sector only)  'and one half 
of that incurred for procurement of mhips to the private sector 
brrawings, then private aector * m shar* 1s almost 50 per cent. In that sense  



it wwld be mirlmading to infer  that much of  the comereiol loan@ haw bmmn 
brrowed by the yxlbl!c meetor. The private rectar almo accsunts for an 
mqually large share. 

~ h .  $eeond step would be to analyse to the extent possible (givmn data 
eonstfaint.) t o  fina out the purpose for which these loan8 .have been borrowed 

'by h t h  the public and private mectors. We -fa with the public aaetor cam.. 

saa Table 121 
 able 12.- 

-"*-C---"Cl--e------------------I------------------------~--~--~- 

~nduatry/aaetor Percantag* sbrm 
(1980-81 to 1989-90) 

--e---1113e--e------~--=-------------r-r------------------------- 

1. oi l  ox@loration/refininp 63.32 
a. w a r  gunsration 17.98 
3.  Gteel'mnufaeturing 10.85 
4. coal 7 ,27 
5 .  Passenger cars 0.43 
6; Fertilizer 0.16 
- - * " - - - l - - - - ~ C 1 - - " - - - - - - - - - * - - - - - - - - - - - 1 - ~ ~ ~ ~ ~ ~ ~ " ~ ~ ~ ~ ~ ~ - ~ ~ ~ ~ ~ ~ ~ * ~  

'Ibkal 100.00 
-------L-"l--"l"---r---------------"----------------"--m--------- 

w r c e t  Emenditwe Budsat, Val. I, Government of fndfa, ' 

various isauea, 

A lion4 s share of the public @actor barrowing has k e n  for of 1 
.Jcpioratian and gfvsn the ~ ~ r ~ s  placed in impore-subtitution in thim 
erueisl energy input, one could mtfonallam this .  

Turning now to the privatm meto# borrowings, th. poultion is very 
diff ereat, Data are available only for throe recent: years, vl t . ,  1988-89 

khreugh.1990-91. See 'Pable 13. 
Table 13. 

-III-----d--e-C--C--rr--I-I--e----------"-"------------"- 

Industry Percentage distribution 
--l-e--L---------l------d-------"----*----------------"-------"-" 

1 Petrochemicals 22.49 
3, Steel  IS. 88 
3 .  Eleeerfcfty Generation 12.60 
4 ,  Automotive Tyres 10.32 
5,  Synthetic Fibre 6,68 
6. Automotivs fndustryi 6.29 
7, Conaumer Goods 5.69 
8. Electronics 2 ,  10 
9.  Gervicee and otherma 17.94 
--II--IC--L-L--------II--II--L-3---1--11------------------------- 

T o t a l  100 -00 



Notert 3 ,  The category Sneludmr eomereial vahiela and component induutry, 
1. This in a matalv areortment of various cat.aoriaa. 

Saurem t Compiled from psnocham Parliamentaw Piamat, NO; 7, 
(2.8.91 to 8.8 .91) ,  pp. 424-6. 

The private sector borswingn, on the contrary, .mama to bm for a vary wid. 
rang. of  praductu. The rslativrly largrr rhatm of khm mrxvicm rmctor n e d r  
mama furthqr explanation. Xnfact this wreck 1e.m borrowingr indulpd i n  by 
the private arctor with thr approval of tha govmrmmnt sa.ms to ba onm of thm 
p r h  reason6 for the country18 axternal debt eri8i.m. 

Finally before w i n g  on to a diseusaion of the growth of FDI in India, 
it may ba apgropriata to sumarise tho main points mad* in thim metion. 

{a) India did not follow thm lmad of Latin Ammrican countries in going for 
thm external cemsrcial brrowings in tha 19701. It warn only frm 
1979180 onward. that privatm financial flows amrumed importanem i n  tha 
Indian eontextt 

(b) W i n g  the various -nonta of private fsnaneial flows, c ~ r e i a ~  
leans have been dominant, for more than FDX Private loans havm alno 

. raadaly gained importance even as a part of  total financial flows! 
(Q) Am noted in the earlier section, while the coet  of official  borrowing 

has been approaching that of  comercia1 borrowings in recent yaars, the 
increased dominance of e ~ e r c i a l  loan8 in total borrowing, and Che 
growth of these in absolute terms, has probably played a key role in 
worsening the cotmtryDs debt burden; 

(8) Private sector external conrmercial borrowing has grown more than that 
undertaken by the 'public sector, during thm last decade. Second 
priqate sector borrowings , broadly defined, aecoun ts far nearly one 
half of the total borrowings; and 

(a) Tho .industry-wise diatr&bution of these private loans showed that ovmr 
two-thirds of the borrowings have been for o i l  exploration in the easo 

of the public aector, the  private sector borrowings have been for a 
whole range of industries, some of which have even fairly dubious 
eonnotat ions ." 



'Fh. ?PI inflowm to India, as an Smporturt rourc* of esctmxrl capital, 
will haw fe diseurumd against tha aontext of such flowm to the dmvmleping 
eountrimr in gmnmral, Thmra af atloart two dimanrlonm t o  thir aspact, v h , ,  
[a) thm r8omnt tranda En FDX lnLlom to tb duvmloping world whiah rheum that 
thera has baan a fa l l  in thm rrlativa rhrrm of auoh f l o w  t m  fhm dnnloping 
eountriam eouplrd with conmidmrablm comamntrrrion ot it in -11 numtnx a5 
ewntriamj and (bl tha aaotoral dimtribution of thm outward mtoek of F D X  whioh 
shown eonridmrabla eoncantration of i t  in thm ratr iram mmetor. Wm malyrm 
each of thmme two Bimmaiona inturn. 

A. aent: trend8 and conem- in PD-lorn to d-1- F- 

Th*'IDI inf l d  haw owrtim grown om o mjor a-~* oL f i ~ n c m  to  tho 
davmloping world. Th. growing -tan- of FDI Snflown to  tbam eounLrimm 
is best m~rmariamd by =AD (1988)n7 which atatrm that, 'Saaad with a vmry 
limited raving# capacity, a mounting debt-amrviea burden, mlow growth and evmn 
stagnatioi of rxpott marningr and conerrricnal f~owm 8s mil w i t h  t h m  virtual 
eollapmm of commercial bank lmnding mr haw h e n  turning towardm FDf  am 
nuan. of macuring financial r e m u m a  for thmlr mconoric dmvalop.nt and 
ntructural transf~rhatian.~ Intact #him i s  clearly borne out '3ry the fact  that 
FDI ie the rnajor aouree of primtm flow8 to tha dwaloping eountriea in the 
late 1900e. See Tablm 14.  

Table I4 

Net Finanel41 Flowm te Dmveio~ina Cwntriem 
(percantags sharar) 

-----3----------------------e---"------------------""- 

1960 1970 1980 1989 
-"3----"e"ll----------------------"----"*--------------- 

1. Total official flow. 13 S1 43 48 . 
(nat 1 

2. Total pr3vate flows 3 8 49 57 4 1  
(not) ,  

Note: * Private f low8 include grant by voluntary agenei*. alro. 
Source : 1 ; Qsvaloment CD-OD* *aELti~n~ O E D ,  vuriuum ismuem. I 3,  world Develowment lemrt. World Bank, 1991, p, 34. 

SIl L 

Prom n mere two percenL, 'of total flwm In 1960, F m X  ham grown-into 
aeeounting for almost twe-thirds of total financial Slows to  dmmloping 



gountrla.rr, Brs~nQ, $B (i,., 'PnBtm $ 4 )  e3ss ahowm the hryinp r p  of corrummrcial 
1 ~ l c m m  em n amtee of f inane0 to thasa eountriam . In term8 of  its shar. in th. 
grams dommstie invmrtmnt of t h m m  countries, WT inflewa account for 6 pax 
mmnt, as againmt only abut  3 prr cant or mo for the ewntrlmm in dwmloprd 
mrkmt rc~nomirn.~' It Ir also found that for momt of tha d-loping 
eountrima,. FDI is rmlativmly rposking more important in the manuf4eturing 
.actor than it i 8  in the primary and ~ o r v i c ~ m  a e ~ t c r o . ' ~  

Though the avmraga annual inflwum to  the developing countrims hav* 
inermased (in an absolutm aense) by thraa timas bstwaan 1975-80 and 1985-89, 

thmir ahare in the world-wide inflow. batween these two period. fa l l  from 23 
por cent to 19 gar cent. Sea Tabla 15. 

Tabla IS 

------------------------"e-11-1-------------------*,--------"-,------- 

1975-1980 1980-1984 1985-1909 Rat. of 
growtha 

I I I 111 ( i n  peremnt) 
-C--"I---C-----I------"-----------"-------------*-----"---------- 

All countries 32 .80 49.70 119.00 262.80 

O f  which; 
(a) afriea olOo 1 .20 2.60 a25.00 

( 2  4 I 4a.a) ( 2 . 2 0 )  

(b) Latin Amerka 4.00 6.10 8.30 107. SO 
and Caribbean If2.2) (32.3) (7.00) 

{ c )  Swth and 1 : O O  4.70 10.70 435 ,OO 
South Eaee Asia (6.10) (9.4)  I 9 .00 )  

Notrsr 1.fncluden Oceania and i n  tha 1980s pariod alno Malta and YugoaXaria. 
2.Figuwem i a  bracket8 indieate percentage share of thm total. 
3.Thame are simple growth ratom. 

Sourcma: 1. UNCTC. The CTC lemrt8rr Mo.26 I h t - ) ,  1988, p.12. 
2 .  UNclC. Tho Id, Wor 1991, p.  12. 

Thm'largeat increame i m  rmgimtmxsd W thm developing eountrimr in tha 
south and S a t h  East  Anian region and as r ramult that i m  thm only rmgion 
which hasmurkaged to atleast maintain i t 8  r*l&tiv. oharm and tharmby amarg* 
an tha single largeet reeeipisnt among tnl, developing ceuntriaa. 



An impextant point to ba notrd 5r that thara i a  aonridoxabls 
cone+ntratien of PDI inflow. to the dewloping world in am much ar owr thrmm- 
fourth. of thm inflow. to thm tPC. have h e n  fn two rmgfona, viz,, Latin 
Ammriea and Aaia Iaxcluding W . U l a ) ,  and awn wlthin them rrgfonm r lion'# 
.hare of  thm Ant low. ara eonaankrrtmd i n  about 10 bountri.8. $me Tablm 16,  

tration in PDI to the D+vml& Coypf rim 
I I - - I I I - - - I I I - ~ I I " C - - 1 1 1 I " " I I I I I I . . I I * I " - ~ ~ ~ I ~ , ~ ~ - - I ~ " ~ ~ ~ ~ I ~ ~ ~ ~ ~ ~ ~  

Boat meonomfar Amraga a n u a l  ?lorn Urowfh rat. 
(billionr of dollar#) (in pmramnt) 
1111-1---11-=-111111-e 

1980-84 3985-09 
1 1 - ~ ~ 1 - 1 ~ - ~ - - - 1 - 1 1 - - - - C m - I C * a 1 - I " I I I - - - - - - " - - - ~ = - I - - - ~ - - - - - m ~ , - - "  

6.44 0.73 ' 66 
Brazil 2 .lo 1.59 -24 
Colombia 0.40 0.96 4 0  
Mexico 1.50 - 2.02 35 

- - l ~ l l * - I n I n " 1 1 ~ 1 1 - - - - - 1 1 1 1 -  

Totnl/Averagm for 4,44 4.90 10 
thrmm emntriar 

Hongkong 0,68 1 .65 143 
' . Malaysia 1.13 ' 0.83 -27 . 

Singapore 1.39 2.50.-  80 
Thailand 0.29 0 .71 a40 

- - 1 - - - - - - - - - " - - - - - - - - " r - 3 1 1 - - " " I I " I I I " I I I I ~ -  

Total/Avraga for ' 4.02 . 8-19 104 
theme countries 
- - - - - - - - - c - - - - - - - - - - - I - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  

C. Africa, '! ' I 

Egypt O.S6.** 1.23 120 
- - C - - C - - " ~ - - - e l - - - - C " ~ " - - 1 - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - ~ ~ " ~ ~  

D. Total for the 16 U & m * t  
hoat eaonomiea 9.02(75)  .,, 14.33(66) 59 ................................................................. 

$. Total for tha all 
eountrietr in the thrms. 12.99496) 31.60i97) 
regions as a whole 

8Q . 
I - - - - - r 3 - - - - I - - - - - - - - I - - - - - - - - - - - - - t * - - - - - - - " - " " - - - - - = - - - - - - -  

F. Total for all 13.50(72) , - '  21.20 (65) 78 -.. 
developing cauntriem 

* 
Motes r 1, Pigurea in bracket* indicata percentage share of O i n  *E 

2,Figures in braekmta indicate percantate share of E: i n  ,P 
3 . Figurea in brackats indicat~.~percrntata share of D in' F"' 

Soureer World Inveetrmnt ~WRQ& 1991, op.eie., p, 11. 

W i m  folbwing naliont paintm.ammrge'f+on tho Tabla, 
"I' 

i. 

(1) Thsre io eonsidmrable conumnBrstlan in FDI inf l a w s  to devolop%ng 



couitriaa in as much arr 'ten ha& mcononrimr aeeountmr fat t i  ttlm ovlr ' 

two-thirds of a11 flows to thm xmgion during the 1980a a8 a wholm., Bup , 
i f  one warm to break thm whcrlm period into two aub periodst the marly 
1980. and late 1980r, than thore 5, a ta l l  in the eoneantrafion duuing 
the  lnttmr psriodt 
Within thc largest rwmpimtm, while the aharm of Istia - r i m  
eauntrisn docrearnod by IS p.remntagm points in the lattar pmriod, fh. 

Asian countria8 have managed to inereas* thair m b t o  by a8 much a8 12 
parcentage pointm; 
Thm Aqian countries havm on an svmrag* expmrimncad highar rates of 

wr*ht * 
Thmr* Qo rathmr heavy eoncantration of FDf fnfloars to Africa in tha 
aanna that one country, v i r . ,  Egypt alonm acewnte for  a rignif icant 
ahare; 
Chiha has ragioterd the higheat rate of growth among all the 
countrime. But a ~ 1 0 8 0 ~  mcrutl~' of the Chines. data aavoaled that 
gyac two-third8 of all tha i n w n t m n t  into China hmanatsd frm Hong 
Kong and Taiwan - e8nentlally from non-resident Chineam an8 not frun 
TNCt in the Wamt ar Japan! and 
The FDf inflaw8 into t h m  dwalopimg countries have fallen (In the 
latter perid)  in a relative .ens*. Second these 11 concentration i n  
the distribution of  it. Tbl8 wmld in conasqumner imly a greatar 
.intensity in comprtition among thm various developing countries i n  
' their bid to attraetsng largar inflows into their respective eronomiem. 
In other w r d m  the ~19p.tiShn for PDf inflow8 Mlong the dmvmloping 
countries i c l  likely to k vary intonso in the 1990s. 
Our diecummion of the FDI inflow* lnto dawloging eounttia~ rairea 
atlaant two questions that needs to be answered. They are: 
the precise remsonn aa to gg)ry tho FDI inflows to the dearelwing 
countries ha- mhrunk (in a ralativo sense) in the 1986o; and 
the x%asons as to-why thsre has h e n  shift in FDlf inflowm away from the 
traditional host econamio~ in Latin America to 'the newly 
indiskrialiring countries of Asia. 

We attempt tc answer each of these two issues in turn: 

mar* ia  assentially one faetop which explains the fa l l  in tho 
rrlafiw ahare of FDI inflows to dwmlopina countries. First of all thre i e  

a g.nmra1 factor which applies to a11 the LDCs acrorm the board. This 5. 
b r a d  on the invoatmnt b s h n ~ i o ~ r  of -8, Tbe investmnt decisions by TNCs 
mithmr abroad or at hum@ are an intrpral part of their global mtrategy. Thulrr: 
thm dmeision to reduce inveatmnt in o ~ '  gwraghical area or country i r  



tandad to g i n  priority to mttangthmning thair po8itianr Sn their home market 
and i n  other dewlopad market eeonm~*m. T h d m  couplmd with the poor eeonomic 
p a r t o ~ c a  i n  mch of the dwelqprd countria8 explain. thii s h i f t  in PDT 

Thr +mmd ismu* of th* ahktt  away f ram h t i n  American countxiem can be 
attributed to tho worsaninp of thm econmi.8 of the  ragion in thm 1980a whilm 

the rrlativmly hAgh pmt capita inc-8 or rapid rates of aeonornie growth in 
the South Wian Countriam n e w  to hvm mda foreign investment. in theso 
eountrimm q d t m  attractlva. dpecia1Ly thc low rat* of gxewth of uDP (on an 
amrage. of about a per cant during th. 1980s 1 l.ading to  a wmrk dommotie 
dmmd and tha dmbt criaim Which 1md to acute blamer of pa-ntm dif f icult l l~r  

' haw fad a#ny count cia. t Q  m m  rmntriction& on the us. of  f orripn mxchrngm 

which made repartriotfan of capital m n d  profit mtr-ly diffimrl~ for tbm 

~nses. -8. factoxr nrad. ths tatin American countria8 larr attraetivo. I h m  
invostmmntr that w+a lort to  Latin AmrSecm emntir.8 found a new hema in 

w t h  Asia. In vary epaekfio tmxmm, thm ewntriem of th i e  rmgion posaans 
certain chraetarinticr which arm attractive to foreign inveators. Sac Tabla 

17, 

Tablm 17 

- 

1. hrgent: ~ m ~ t i e  market China, ZnQonssia and mailand 

3. c o d i t i ~ n 8  fawuroblm to the Hong Kong, Malaysia, Singapore, 
m o t a b l i s h n t  of lmrsemt  Taiwan Province. 
export-oriontad lganufactuting 
unit@* 

3 .  'Availability oc pot*a%.rrrm InBonrsia and Malaysia 
and othmr natural r+eou+c*a 

-1-----1------111-1rr11111--e-1*111---1-------------------------- 

tbts a + Thi* consist* oC low labour coats, availability of skixled manpower 
and w e l l  developd intrastructura. 

-reef Th. R-rter, 1988 top.cit.S, p. 11. 

M t  of thmae counttie8 hav* almo bemn opening up their investment 
rmqim. H0w.y.r tw, rmcbnt mtudimmfJ mad. by the UNeTe have reached the 
coneluniun that i t  is smr.m?c strength and not merely the openens of 
inwntment rsrqgLmea that act am a prima determinant of where TNCs will locate 
thmir invasmtenre. 88th the ntudier invemtigats thm specific factors that 



influence the locational prefmrencma of  TNCs by analyslng La dmtail th3 
change* Lh hoet country regulations with rompect t o  FDf. kec~rdihg te khmam 
raoaving , .  invaafnunt restriclionm, i s  *f tact ive only when there im *sonkic 
growth or underlying dwmlepmnt potential. In more specif i e  t m m ,  the f irmf; 
af th* two studiem analynmd thc relationmhlp htw*mn pwernrnnt polieimm and 
FDX. It identified 391 policy change. world-wid*, b m t  of thamm palicy 
changer occurrmd in the area of twan,  nubsidiem and fiscal Sneantivms~ 
Pmrfonannko requfrenwnts, which entail roqulremntlr with rampmet te (a) l k l  
content; Sb) trade balancingt and (el axport, *ram an arra which maw t '  
minimum number of changmm particularly in tho care of dmvaloping countrias, 
SN Tabla 18. 

--"CC-"--I------I----------------------------------------------- 

Mature of Liberalization Ntmbr of ehangmm 
----------C----l------------I"""*~"-III-------------------------- 

1. Taxation and xemittanees 39 
-2.  simplified investment procmdures 25 
3 .  Ownership 24 
4 ,  Currency convertability 2 1 
5,  Sectoral restrictions 21 
6s  ' Price controls 39 
7 ,  Performance requiremmto 2 
- * - - - C - - - - - - - - - - - - - - * " " - - - - - 3 - 1 - - - - - - - - - " - - - - - " - - - - - - - - - - - - " * - " - - - - -  

Total 149  

'Total, changes world-wide 321. 
III---"-C--C--------"--"-------------p-*---------------"-----"--- 

The important point ta bs noted i a  that Beupite these ehangms, PDI' 
increamed only f n a handful of cowrtri.8 in the dmvalopf ng wor1d:And i n  thoam 
countries, as noted in Tabla 17 a b ,  policy changes atera wada against a 
background of mtrong seonamic and coa8ummr demand. 

The seeand study made a detailed s u v  05 the empirical widmace on thm 
d*tmrminants of FDI , The major conclusion of ths study is . that f irmo arm 
inweking abroad to serve locaE or ragional nrarkat8. Tho major ehangem t b t  
have taken glace in production technology have rendered the uae of cheap 

1n-r for thisd-eountzy expert 1mua attraetiva now than say five ymsr8 ago. 

The -jar faetora that kaapinga upon pratmrting to locate in a mpaeific eountrqr 
or region is Ciatarmind by availability of mtficimnt supply a d  dirtrimtien : 

r '  

28 ' 



nutwotka, sound infrastructure, skilled labour and a h v e  a11 the possibility 

oE dmraand growth. 

  he l+nsons of  these two s tudien  should act as important posnters to 

developing oouncries like fndfa which have been liberalizing its policies w i t h  
a view t o  'attracting laore foreign investments. Our analysis of the recent 

trends in FDX inflow* to d9VOloginq countries reveal the followingr 
(a) the relative ahare of PBX i n f l ~ s  to the developing world have 

deermred during the latfas half of the 19aOa: 
(b) thare fm heavy concentration of it in a small number of countries in 

the goufh and South Eant Asian region; 

(c) liberalization of polic$ed with respect to foreign invertmntm is only 
a ~ e m s a a r y  condition and not suff ieient to attract FDI. Economic 
mtrmgth coupled with a growing internal demand in prospective host 

economies arm the dfffmxent conditions. 

{a) tho'proepectu for enhanced flows of FDI to developing countries in the 
, 1990s reamin unc~rtain.~' 

8. 8motoral dimtributton of outward oteck of FDI 

The incrmane i n  FDf flow8 in the 1980s w a s  almo coupled with a 

t+anmforn#tion in the mactoral ~arpoaition of b t h  s t o c k s  and flow of FDI, 
fnfact m w n s  $ 300 billion (or 40 per cent) of the world stock of Emf and somo 
5 OS billion (or 50 to 60 per ~ m n t  1 of the world4 s annual flows' of FDT consist 
of nrrviaes.'"n contrast in t h m  19509, FDX walp coneantrated in raw' 

mat+rial=, othmr priPas*y p-ctm and sasouree-based mnnaufacturing. Th4 
growing importanem of amrvicrr~ in the sectoral distribution FDS outflaws is 

mnpprd out i n  the fellowing table. 

Table 13 

S b t s  of Sewice Sector in FDY OutElow~ for five 
pador home countries 

e-l"ll-el-cl--l-l"--------""rr--------""----"---------------------- 

1901-1984 1985- 9 
( hrcmrsg#hare l ' 

IIII-~-H-I-I-LI-I--I~---~---II~----~------------------------------ 

1. Unitmd States 52 (48) 57 (43) 
2 .  Prsncm 41 ~ 5 9 )  49. (51)  
3 .  Japan 61 139) 73  ( 2 7 )  
4. U t i i  tar4 King& 35 (65) 38 ( 6 2 )  
5. Cismany SS (45)  64 (36)  
- I I -LC--I l- I I -- I"I------"rrrrrrLLLL---t-------------b------------  

Notel Figuzrr in brackets indicate porc8ntape ahare of the 
non, resvicsa 8*c tor 

Baure*t W#C. The World Xnul.rCment Regort, 1991, p. 16. 



Within the broad services .actor, the bulk of 8mrviia F D X  i m  
contributed banking and other financial marvices along with wholeaale and 
rmtail trqde, The rime to daminance of servieer FDI hao rasultrd from a halt 
of factors related t o  th* pattssn of economic development, '.pol i W  chqngel, 
tmehnological advaneem and the atratepi ma of both ' mervioaa and ' indurtrlal 
%m.a8 So the davolopinp eountriem which wants to attract aubntantial PD! 
will have to necromarily lilmralize thmir marviema sector in ordmr to aterrat 
enough FDX. 

It i e  against this background of rapid change. that on# ha* to analyre 
tha inflow.of FDI to  India. 

. . 

W e  first discuma, very briefly, t b  changes in official  policy with 
~ ~ l u p s e t  t o  FDI and thereafter tha trends in it, with aa mphauim on the recant 

.'dqv~loprmmn t . 

O. 14 A t  the outset i t  ka assential to clarify the concept of PDf, aa thorm 
,fi 58 eonaidetable di f  fmroncam in i t s  dr$inition ncroea varioulr countries. f n 
- ' bndia FDf 3s def SnedgD am invmrtl#nts inr 
a i Indian cmpaniea w h i ~ h  are eubidiar ies  of formign compsnlmer 

( i f )  fndlan C0mpani.s in which 40 p.r~*nt or more of the equity capital i a  
held outside in any one country; and 

liii) Indian empanimm in which125 percant or mure of  the equity capital i a  
' heldbyaaingleimreatorabroad.  

A 
1 

e official mlim with remmet to Fl3& 

I . .  . 
. Though there were axcbnge control rrstrictions in India since thm 

passage of the Foreign Exchange Regulation Act, 1947, regulation of FDI waa 

made explicit only since the enac-nt of a -re comprehensive FEU in 3973. 
As per the p r w i s i o n a  of thim A c t  the foreign equity holding in any Indian 

n h w l d  not exceed 40 per cmat. Thore were excegtiona to thin general 
ruler inveatarent~ can afio k made w i t h  repatriation rightm upto 74 percent 
ef equity ( w i t h w t  any minirmum limit1 provided tha industry is export-orientad 

I or 5s in thd 'core' sector. tater to provide rnore f lexibllity, t b  government 
daeidad to introduce a levsl of 5 1  percent. This level of foreign equity was 
pormittod-in oasee where the company had a turnover of rtlaamt 60  percent in 
the care sector activities and emported at Xaast 10 percmnt of their output. 
In the extreme caaa of 100 pmrcent oxport orimnted units, Chm foreign equity 
share could even increase to 100 per cent: On addition to preserfbing these 

f 



limit8 on formign w i t y  participation, tho gowxmmnt a t  varioum point. of 
ti- beginning 1969 published four linta of induntry grouga mpaeifyiag thm 
rolrm allottmd to foreign capital in each group. 

\ 'yx 
Thu Mew Industrial Peafey Statement, annmnced in July 1991 m d  the 

mubn~quenk n o t i f l c a f i o n n  ha; conmldmrably rs1sx.d the condition. gwmrning  
foreign invmmtmmnti. Automat f c elsaranee. are gfwa 'by RBf for invamtment 
praporalm which entail f ,on ign  mqukty participation to thm tune of 5 1  pcf ccnnt 
virtually 'in a l l  industrimm -lhq for a aelmct group of dmfence rrlated 
indwtrSes which arm r x c l ~ i t n l y  rrsemed for public meetor. The vmturaa 
whish not fa11 into thi. ~1t.goy can gr, through tho nemal'-route aF th* 
Soeretarink for Induetrial Appravala (SIA). Than there lm thm newly created 
rpacial -owerod board ealfod the Foreign Inmatmmnt Promotion Board to 
eonmider and approve foreign invrrtnrmt prqwmsls i+lring mubstantial 
investment8 or what i8 nawt texwd nr 'msga paroj%etnR. mxthr th* forsign 

' 

investorr are all- to' opsn trr~ehem and liaiaoa of f k a a ,  use foreign tradr 
marks on 11adian products -ufactwd under foreign collabo~ation, ham aqua1 
mktur with fadian ...- ias. in  being allowed to b r x o w  f ram the Indian 
=apical market and 'they arm also exempt irom tha requirement of MRTP 
clearancam mte. ~ h t ' i w r  pmrfot~anee raqulromantu, which were eaxllf mr rf gidly 
enforem8 likm loaal content rmqufrments, trade-balancing and rxport 
tequixmnwnta ara no longmr wing to ba inmletsd upon. Tho only mxeeption.ia 
that dividmnd'paylmontir wilz have to be b1anc.d with e%parte,= In short th. 
govexmnt haw aonsiderably rrduced the b i g h t  of barriers to antry for 
foreign inwatorm. 

ft i n  agrribt thms. t w ~  churgia. namely the ghangrm in PDI inflows 
' world-wid6 and almo againmt thl ehanpen in Barnostic policfes with reipmct to 

rpIT1 with a 'more foreign-imn.tor: friendly4 invemtmant rmgime that we analysi 
' the trends in It In  the ZlPdian e o ~ t u t C .  

mfoye prpe go on to disewuing trends in F'DI i t  Is important to clarify 
t b  coneegE o f  FDI in thm Indian cantaxt. We had seen already that FDI xefers 
to  invwmtmantm fnt 

(a] branehem/submidiarks. of Cotrrign W o  apmrating in India: and 
(b) foreign controlled r u p ~  ~ n i r s .  ; , 

There are anmantially two eoncrpts of FDIz the stock of FDX at the end of a 
.purid and amcad the flaw of it during a period* Second total FDI is laad. 
up oC thrbe compnmt81 



ti1 net Iunffing by rlle parent company to its Indiai. afffliater 
rminvastmd earnings by Indian af fi1iate.t and [iii) fresh w i 5 y  capital 
inwmtmnts kbovm 25 per cant) in Indian venturas. 

We f f rst analyse the mtock of PDf , and therchaf ter the trrndr i n  the f b W  

of it minee the 1970s. Data an stocks arm avaf labla only at thw aggragat: for 
PDT em a whole while. the thofa on tLw arm avallab5e eomponant~~imo. 8.. 
Tabla - 20 for a the trends in tha 8te;ek of FDI . 

Trindr in thm S t  
onr of US dollarm) . 

1----1-1------1--1----11*--"1-11---------"----"-"---*-"-- 

Yaar PDI s t e k  
{am on March 31) 

ell----e-~------~-"-*--1C--IIII~I--IIII-~~"-~--~-------~-*--I---- 

1970 980.53 
1971 5093.07 
1972 1035.63 
197 3 1166,89 
1974 1131.98 
1975 1161.46 
1976 1068.19 
3977 1053.86 
1978 3070.90 
1979 1113,70 
1980 1187.38 
1981 Na 
1982 NA 
1983 N A 
1984 . WA 
1985 MA 
1986 1234 -73 
1907 1344 -14 
1988 1430.32 
I--l---l-l----C-----------------"-----"----=----"---------------- 

Soueaxpmserve Bunk of India Bwlletih, July 1975, meember 1984, April 1985 
and April 1991. 

9 Tha Table 8hms that the total stock oC .PDf atagnatt!d at aroed 1 billion 
&l2at* throughout tha 1970. a rmflretion of the rather. strict enforeemant of 
F E U ,  1973. The etock incrmamed to around 5.3 billion, on an, awrragr, during 
tha 1980m. X t  in intermsting to note that the total stock of FDI in tho 
eountry is even lass than the  avexags annual: inflow to t:ountries like china; 
Brazil andMexico during the latter half of the 1980m [Tdrblm 16). This sholm 

tha rmlative s i x 8  of FDI stock in Ladla. 

We now analyno the trends In the flw of IPDf duri.nQ the pried. Sea 

'Pablc 21. 



Tabla 21 

S=*ndr in th+ of PQf t =-n*nt w & s  - 
+ 

(in million of US dollars). 
~ ~ - - l l - l " l l l - l - - L I - - ~ - - I . . - - - - - - - - - - I " m I I - ~ ~ ~ - - * ~ ~ ~ * ~ " - ~ ~ ~ ~ " ~ * ~ ~ ~ ~ ~ ~ " ~ ~ ~ ~ ~ ~ " ~  

Componmntm of FDl -- I I I I - I - - ~ - L - " I - L I - - - 1 1 - I - . . . . I I ~ " - " - r 3 r - - - ~ ~  Oror r in t low ~ m f  
Y*rr Reinw8t.d Fraah equity. Net landing at FDI Inflow 

naming* capital by parant (3+3+41 
cotapany to 
i f 8  atfillat. 

t 11  (21 (3 1 (4 )  ( 5 )  (6)  
I ~ I I ~ I ~ I I " " " ~ I H - l - - 1 - * 1 1 1 - ~ " ~ ~ - - ~ ~ ~ ~ ~ * ~ ~ * ~ " ~ ~ " ~ ~ ~ ~ ~ ~ ~ " ~ ~ ~ ~ ~ ~ ~ ~ ~  

1970 98.67 8 . e ~  - 16.67 30.80 39.20 
197 1 37.42 12.78 . - 5.27 44.93 44.00 
1973 44 .66  4.87 13 -46  60.99 56.39 
197 3 43.10 4 .58 - 0 .61  39.17 38.21 
1974 46.79 2.72 20.99 70.50 60,la 
1975 110 .SO 3 * 4 6  1?m90 131m86 8 3 , 4 1  
1976 52.74 4.40 - 54.29 2.05 - 9.64 
1977 42.45 5.71 - 37.64 1 0 . 5 3  -3 0 . 66 
197 6 66.30 7 .08 - 80.10 - 6.72 -21.73 
1979 70.93 9.aa - 31.24 48.7 1 29.15 
1980 80.28 12.34 4.20 96.82 87.15 
1981 ' NA 13. OO* HA 13. OO* 13 .00* 
1982 NA 63.98* Nh 65.88* 65.98* 
1903 N& 61 ,02* NA 61.02* 61. 0a* 
1984 . NA 91.68* NA 97.68+ 97.60* 
1985 NA 101.99* HA 101.99* 101.99* -- 1986 ,152.13 33 .SO 184.63 ** 185.63**  
1987 3 8 - 7 9  60.20 38.31 376.70 176 ,70 

I- 1980 195.90**  NA 195,90** 195.90 
3989 NA 218*72* MA 210*72* 218.72* 
II---~--Ll"L---I-I-I-11--------"--1-----------------------------"--------*---*--*- 

Noter * Theno are on1 approwd .qu lLy  iavaatmentsr data on other eornponente r axe not avai able. 
** Theuo actual reinwstad *ambingo plus fresh eguiky capital$ data an 

nmt lending parant to sffiliatm are not available. 
Source2 &BX Bulletin, varioua imsums. 

Before we p ~ c e e d  to analyae the above Table it is vary important to 
makm nome eoments about the data. For the  period 1981 Po 1989, w i t h  & 
exception of 1907, we have errenrlally used approved foreign equity inveatmtnl: 
flows only ae details on the other e v n e n t s  are not availabSm. 'second the 
equity investment approvals include both direct and portfolio as well. with 
these gualif ieatibna tha following ralient points emerge f ram the above table. 
1. ~ e i k 1 3 t . d  earning. account. for a lien'= share of the prom inflows of 

FPL reflecting the pattern in m a t  countries; 
2. Thm mcaeh cmponenf i n  8guity inflows i n  qui te  limited1 
3 .  Net-lending by parent capanirs hnve been negative for mat yaarm, 
4 ,  Theme have been a fall i n  nee FPT sspacially slncs 1973 reflecting the 

effect of FERAf and 
5. The average annual inClom of FDZ to India during the 1986m was a mug. 



0.12 billion US dollar8 while it was a b u t  '.7 bil?ion dsllara for 
r' *. 

developing countries as a whole. I 

Our an analysis no far ha8 shown vary clearly the fact that inflow. of 
FDI into India during the p a r i d  have been quite magre, HOWlvmr t h l  

have recently ( i . e . since July 1991 ) 1 iberal ised variour pol icier 
whereby a whole host of rsstrictions.on forof gn investments have bean temmad. 
whilm it is too early to  exmiam whmthmx thsre have actually rerulted in 
substantial i n f l m s  of formfgn inveatarent into  India, praliminaty data 
indicate0 that it:  has been in tho order of abut  0.21 billion US dollars in 
1991 (.S b i l l i o n  i n  19901. But then the*. figures refer to a l l  formign 
private inveatmont approvals t i . . .  direct investments + gortfelio 
inverrtnmntal . 

The rational* for this Srrar attitude towards opening up of our 
invbmtmnt- regime warn not merely on the hope that it may bring in mubstantial 
investments but alao that it would promote Indian *xports and that it mid 
bring in state-of-the art technology, 

We now comment upon maeh of these three objective8 i n  turn. 

AS far as whether it would bring i n  nubetanti a1 investments fr eoncetned 
we have already expreaasd our doubt8 that S t  may n o t .  The doubt was baaed 
against ;he eontoxt of zncent trandm i n  FDZ inflows which r-8 Wth a 
r d u e t i o n  i n  the relative ahare of dwoloping cwntriem and thm eonaidarablo 
concentration of iC in moleetad c a m t r i s n .  In addition i t  has k e n  that 
opennmss of invmatment regimr i r  nop a auffieient condition for reaching 
substantial SnvsaLaents but =ither th. economic strength and a growing 
internal market (as reflected try rising per capita incumma and a mre equal 
distribution of it 1 . Second, we had alao noted that the ~ j o r  reeegient of FDI 

inflewa is the banking and financial related sawieers sector. India has so 
far not opened up thir nactor pending the implementation of one of the 
reearmendationa of a recent conmittas on thm f inancfal systedP (perpularly 
known am thm Maraaimham Cormittoe), This committee han raaomended tho 
opening up of bnnking sector also for financial invsrtmmnt~ from abroad. 
Infact our doubt8 about India*. capability to attract eubetantial Snvemtmemtn 
is borne wt by an analyair of.somm of thm so-called mega foraign proposals 
that were approved reeonrly. See Tabla 27. 



~--C...II~I.I.-".".-.-.---.---------------------.---------.------"----~~~~~*~~~~~~~.~.~~.~~ 

91.m. llrn or Mat wur of rorolpn ~ n d u e t r y / ~ x a u t c  m t a l  oc whloh t h  
0#9*nY eollrbotatat ln~awtrmnf foralgn -1ty 

come p.rtlclp.c ton 
.~.~*~~~~~~..~..-*-4~~.-~--.-.----".-.---------.---------..-----------.*.-~--.-~.~.~---~~~~~..~~~~ 

a t '  3 4 5 6 
...---..--..--.om mp...*-..-*-.----.-----.-.-.------.--.--------------**-.--.-.-----~~~~**~.~~~-~~~ 

1 ~lnAut&mWPtom G m t a l l l o t o W r W A  FUdaCtlcl.ntCr*8 5 0 f m 6 9 ( 9 , t l j '  S0,00(1@), 
md rutmtlw 
c o l p m a c .  

a mnrrl'u~brw 11 I mra slot=#, US& h l u l n l u a  HA 
r~dlmt-4 1.66 (S6) Hrr h l h i  

(111 Alsdrl,J.pm -Ion ml mn1.t- HA 8.4CICO.OP)' 
Ingc&p.city by + 

70,000 addltl-l 
crrz lyar  

= z* Ummral 8 l a v l c  M l t m  Iretrig.- 27.69 18.46t66.67b 
ratot8. vrnhing 

B-Y u e h l n r  mte. 

4 Cram18 H m h  -* ol- VLbration inmwl4tlai: O.t9 O m t f l S I , C t l  
L CO., lnalr symtrn 

$ mj4l mlnwriag W.rr #ulC~*rIlmd Agro procwn8Ing 0.46 0.13(SP.O0) 

6 JI I r i t W d *  -14. UOA tnK* t- 10*33t65.151 C.@Q(C61a 
crlmnkta wet drlnko 

7 811 Y-nt, t*.l.tSt.v F r w  V m B t  a% 0.47 l S l l *  

14 Woeoprola ImWl4, USA Pltn corunlcat im K4 1 . Z6 lHhl 
mtwrk produet8 .nd 
wfcwmr, 

---.C-..--.~-------l--l---"--..-.--....-..-..-..-..--"---*-----*-..-.------.---.-.-~--~m.--.-~~~~~~~~~.~.~*~~~~~~~~~ 

W.1 346.46 64.12°(11,4a#* 
~1P.S;I -. 1~-.-.--.-----"-.r--."....-.-..-.--.-.--.--.-.-.-----."----.-.---------~.--*-~----.~~"~~~~~-~~~~*~~~~~~~~~~~~ 

w.at I. nw rlfu# in brsehta In Chlm -1- indieat* t h m  p.rcAltaga w r e  of  Comlgn 
mrtlc patian to thr total burstmr oost pr-rd. 

t .  Th. tlgunm in braekrtn In Eht8 cot- Indlcrtr thw partrnclg* mhan or roamim m h t y  
t e a l  ~ S t p  of t h e  p- w n t u r m .  

3. C o n w r t  t o  thls .mhanc.d w l t y  p.rllclp.tlar bv Rlnrkl, it. totml q l t y  pattlefprtlat 
t l .a. tho orIgEm l plus ahmcdl  hbn qwm rpto I@ prerrt .  

1. tb W THC -la 1. t h  U l t h t *  Iorelqn inrnrtor la tklm vmturm, th. i n v n m t a  
A .  hva kr! ahrmmiud thrrngh an MI outtit. 

5. Thirpa#aln lfk Oln.Wc, 3 a b w r  I 8  an rddJtl-41 rrlulty pmttieipntloln r~ ne f m h  W .  
6. Ih hLw a a r y n t m l  i rbn tora le  W l b y  of mly E b m  vanturmm for which w had d r t m  lor twa l  

i m r r m r  wt#. 
1. mi# ir Chr mmrwate formi* m l t y  of a11 thr laurtwn ~mnturw . 

#oumma k e w m i e  TIM. md t h e  ~ l n b u ,  vat!- isau*.. 



The Table onca again confixan tha marlimr finding that evmn during hhh 
pmriod of .libaraIiration, thr i n f l e w  of tarmign aquity ir vm+y 1A.agrm i n  
dollar tern, and en an avr*oge the foreign mquity participation only 
abut 19 p e w  cent of th8 total project coat. Thi# m h o m  that the*@ im a big 
gap bmtwmmn the propommd Invartmnt coat afid thm ferrrign w i t y  participation 
which manr that a rubrtantial portion af tha invastmntr will haw to b. mat 
t h m g h  dwneatio tm*ourca*, A run t w h  the l i m t  a1.c r m  t b t  rimomt tha 
antirm invastmnt 3. i n  eon8ummr durablam and that tao targatad & urd lrrgm 
at  tha Indian -.tie nurkt. Undmr thm cirmmtancam not oaly that thm 
fermign i ~ v ~ m t m n ~ m  a+. in.ubatantia1, bue also that thmy m y  not 1m.d to any 
mubrtnmti a1 Inetmasc in our rmnufacatutmd exports 

Mar thm oirammtancr8 the promp.etr for $01 to om-8 am I mignifiant 
colaponant of private Clowl kc  India i n  th. near futura 38 quit* doubtCu1 
though ti may #how rignifiaant increamor ovar i tr  paat trend.. Am thm World 
Bank (19913 put it, 'PDT aannot ba viewad am a mubotitute for, ammaroial 
landing or official tlwm~ (in th. a r m  of developing cour~tximsl i t  ir at b a t  

complrslc.ntm. Mora no in the easr of India. 



~ h m  purpose of the paper ham been to undrrnknnd thm relative fmportancm * 

of private loana ( e ~ ~ t ; c i n l l o a n s )  vis-a-vim. RorebgnDirect Investment (FDX) 

na a source of extern'al capital to India. Wo placed the diocuaaion of these 
flows againat the eontext of aueh f l m  to developing countries as a whole. 

U n l i l i m  the Latin American countries, Xndia adopted a cautioum policy of 
errowing from private sources. Thia cm8orvatism in borrowing underwob,B a 
radical change by the 1980s when Xndia began to borrow heavily tram privata 
capital  marketa abroad. Evan the loan. it aacurnd f rm off icfal nwscmr war* 
at higher ratem of interest. In fact the differential in saten of i n t m r m m t  
between offlelal and private rwrceu nerrowod down to a grrat mxtmnt by the 
1980s so much that even borrowing from off ieial sourcea became costlier. Thm 
consequen&e has beon an increase in t b  debt-creating nature of financial 
flow* in the 1980s, In ethex words, thm debt-crmating nature of financial 
flow@ in G o t n l  financial flous incraased by very much in the 19&0r. 

In the 1990s, tho govornmant ha8 placed much mmphauia on amcuring 
mubetantial capital flows through FDI. W e  have examined various rmifieationm 
of th in  strategy. With the lib*raliratlon of the investmant ragimr thm 
inflow# of FDI may increaeo mignifiaantly against the paat trenclr of  i t .  But 
the develcprmentm in FD1 inflown world-wide does not hold much promime for 
India. 



1. Tha liberalization attmmpt* undertaken in the Philippinem in Chr 19701 
is a case in point. Sea for instance Datta-Chaudhuri, (1991) for & 
discuasi~n of the F i l i p i n o  experience i n  this regard. 

a. Liberalization policims. may .bm maslrr to iniEiatm and multain in 
authoritarian regimms as Kohli A. (1989) muggeeta. H i s  pager eontaina 
an Interesting resume of the liberalization attempts in India, pointing 
out that 8- times opposition to the rmfonns propo~rd by the party in 
powmr hon caw frm unaxpectd quarter., namely the  party8* r rank 
and file itaelf. 

3 .  so. for inatance Eaton (19881 and Dornbumch (1988) for reemnt 
dircussions on t h e  himtorieal role8 of public and private capital 
flow?. 

4.  See bnnirr, Owffrw, E.J. 13984) for a critlcal raview of thm rourc*~ 
of data on international financial flows. 

5 .  f3.a Avrsmovic, b. 11958 and 1965) 

6. FOX a detailad rovimw of thr problems with the D M  and DAC data bcr58., 
see Donnio, Qeoftr*y, 8 . J .  119041 op.eit., pp, 230-35. 

7 .  Wa have relied upom tha - a  (1982-83, 1983-84, 1985-86 
and 1989-901 , 

8. Thr data on India'm foreign investarents are culled out f r o m  She 
arrossment of 'Indiag# International Investment Position' conducted 
pari+dically by tho Rmsmsvo Bank oC India and gublimhed i n  its monthly 
bulletins. Spmcifie&llyt a 

(a) ' For the data. upto 1971-72 r ~ u l y ) ,  1975, p. 42a. 
(b) Fxwn 1972-75 to1976-77: 1984,  p.  870. 
(c)  From 1977-78 to 1979-808 
(d) From 1905-86 to 1987-88r FBI m (April, 1991, pp. 554-417. 

9 ,  There haa h # n  atleast one recent: study a88emaing the effieaey of 
foreign aid in Xndia. Sem Lipton, Michael and John Toye (1990). 

10. A statiutieal study by HO.ley concluded that 'at the world level' the 
efficiency of aid in prolaoting growth i n  the recsgient country appeaza 
to be neutrals neither aighificant and automatically positive, as many 
defenders of assume, nor negative as argued both by P.T, Baurr any by 
writers of tha l e f t i a t  parmuamion. Thia finding by Mosley l a  quoted in 
Deepak (19901, g .  1 5 0 .  

13. Soma govarments, for fnstanee thm Maxican government used private 
loans Ear massive investment pzoject8 that hardly yielded any returns. 



str ict ly  spmaking, FDTfand -=cia1 loans alone need not eavor tho 
a r r a n t  account dmficit. Ths identity i o  as followat 

amount to b. financed = thm d e  OF tinaneing 
a. nmount ta,be fimne.8 = Cuxrmnt Account Dofieit (CAD) 

+ Error. and OIRissions (E&O) 
+ Accumulation of Resarvea 

b. thm a m  of financing = Nmt extmrnal asmi*tanco ( N W )  + 
Use of IMP Credit [IMP) + 
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