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en te rpr i se ' s  basis  of ex i s tence  has  precedence .  In the  
second p lace  would  t hen  come the  compara t i ve ly  
r iskless  capi ta l  i nves tmen t s  in the  Federa l  Republic,  
e.g. in ano the r  branch  in order  to expand  one 's  own  
produc t ion  programme.  W i t h  the  founda t ion  of the  
European  Economic Communi ty  p r i va t e  en t r ep reneu r s '  
i nves tmen t s  in o ther  m e m b e r  s ta tes  of the  EEC ac- 
qui red  th i rd  pr ior i ty .  The Common Marke t ' s  cus toms 
un ion  will  be  comple ted  b y  mid-1968 and  the  fu r ther  
deve lopmen t  of EEC to an  economic  un ion  s imilar  
to a domes t ic  m a r k e t  is the  nex t  target .  I n v e s t m e n t s  
in EFTA-countr ies  hold  fourth  p lace  for the  G e r m a n  
inves to r - -e .g ,  in order  to br idge  the  European  "tariff- 
d i t ch" - - and  the  same appl ies  to inves tmen t s  in o ther  
count r ies  outs ide  EEC. 

In the  fifth place  f ina l ly  come inves tmen t s  in de-  
ve lop ing  countr ies .  A l though  he re  the  specia l  po- 
l i t ical  and  economic  r isks h a v e  impeding  effects, t hey  
can  pa r t l y  be neu t r a l i s ed  b y  the  Federa l  Govern-  
ment ' s  a l r eady  men t ioned  promot ion  measures .  Wi th -  

in this  fifth category,  on the  o ther  hand,  the  Ger-  
man  inves to r  will  se lect  those  count r ies  wi th  which 
he  a l r eady  main ta ins  t rade  re la t ions  and  whose  in- 
ve s tmen t  c l imate  appea ls  to him. 

It is qui te  obvious  how much is depend ing  on the  in- 
v e s t m e n t  c l imate in a coun t ry  tha t  wan t s  to a t t rac t  
p r iva te  capi ta l  of German  en t rep reneurs .  It is there-  
fore all the  more  i ncomprehens ib l e  tha t  some devel -  
oping n a t i o n s - - w h i c h  accord ing  to the i r  economic  po- 
s i t ion and also accord ing  to the  s t a t emen t s  of the i r  
leading pol i t ic ians  a re  u rgen t ly  requ i r ing  p r iva t e  
cap i t a l - - r e fuse  a s su rances  in respec t  of the  t r ea tmen t  
of fore ign  proper ty .  Bi la teral  and  mul t i l a te ra l  agree-  
ments  might  c rea te  more  securi ty .  The  re fe rence  to 
the  prac t ice  of m a n y  years '  s t and ing  and  to the  coun- 
t ry ' s  cons t i tu t ion  is no t  a lways  conv inc ing  complete-  
ly. A favourab le  i n v e s t m e n t  c l imate  does  also con- 
t r ibu te  qui te  cons iderab ly  to keep ing  capi ta l  in the  
coun t ry  and to enab l ing  its use  for the  acce le ra t ion  
of the  domest ic  deve lopmen t  process.  

D E V E L O P M E N T  P L A N N I N G  

Aid Management in India 
by M. S. Dabke, Bombay 

I mprov ing  the  aid c l imate  is a special  objec t ive ,  
bo th  a long- te rm and  a shor t - t e rm one. W h i l e  the  

long- te rm ob jec t ive  is to assess  the  prospec ts  of for- 
e ign ass i s t ance  to India  dur ing  fu ture  years ,  t he  im- 
med ia te  task  is to dispel  misg iv ings  ab road  over  
India ' s  ach ievements  and  future  po ten t i a l  of growth.  
Conf ident  dec la ra t ions  tha t  India  would  be  able  to 
d i spense  wi th  fore ign aid af ter  10 to 12 yea r s  wi th-  
out  j eopard i s ing  its prospec ts  for fu ture  growth,  are  
mean t  to a l lay  publ ic  fears in  o ther  countr ies .  Al-  
though  India  has  comple ted  t h r ee  f ive -year  plans,  
its g rowth  ra te  has  no t  been  sat isfactory.  The  hope  
of a t t a in ing  a take-off  s tage is still  e lud ing  it. Par t ic-  
u la r ly  in the  sixties,  the  Ind ian  economy found it- 
self e n m e s h e d  in g rea t  difficulties. The  Ch inese  ag- 
gress ion in Oc tober  1962, was  no  doub t  of a shor t  
durat ion.  However ,  it has  s ince  kep t  India ' s  no r the rn  
front iers  t ense  and  defence  expend i tu re  mount ing.  The  
f lare-up wi th  Pak i s t an  in Oc tober  1965 was  a ca lami ty  
tha t  ran  concur ren t  to a s eve re  drought .  Crops  fai led 
again  in 1966 and  the  de spe ra t e  deva lua t ion  of the  
Ind ian  rupee  in J u n e  1966, did not  improve  the  bal-  
ance  of p a y m e n t s  posi t ion.  

The Problem of Aid UUlisation 

As aga ins t  this, the  aid pool  in the  wor ld  is shr ink-  
ing. Abou t  a decade  ago, the re  were  on ly  a couple  
of count r ies  wan t ing  foreign ass is tance.  Today,  the  
n u m b e r  of c la imants  for aid is high.  W i t h  the  ex- 
cept ion  of France,  Ind ia ' s  t rad i t iona l  sources  of aid 
in the  W e s t  are  d r y i n g  up fast. The growing  invo lve-  
men t  of the  Uni ted  States  in  the  V i e t n a m  war  has  

made  Amer i can  publ ic  opinion on aid to o ther  coun- 
tr ies r a the r  re luctant .  Br i ta in  and W e s t  Germany ,  
too, are  engul fed  in the i r  own  m o n e t a r y  and  bud-  
ge t a ry  t roubles .  W h i l e  thus  the  p rospec t s  of fu ture  
aid a re  bleak,  the  p rob lem of u t i l i sa t ion  of aid al- 
r eady  sanc t ioned  assumes  a specia l  s ignif icance.  Bet- 
ter  u t i l i sa t ion  of aid on h a n d  is, perhaps ,  the  sures t  
way  of ge t t ing  a max imum out  of the  ass i s tance  
o the r  count r ies  h a v e  been  r ende r ing  to India.  

There  is one more  r eason  w h y  u t i l i sa t ion  of aid mus t  
assume top urgency .  Tha t  r eason  is to be  found in 
India ' s  moun t ing  b u r d e n  of r e p a y m e n t  obl igat ions.  In 
the  ini t ia l  s tage  of p lann ing  in India,  the  vo lume  of 
aid was  modest .  More  than  50 pe r  cen t  of India ' s  
indus t r ies  depends  d i rec t ly  on agricul ture .  The  satis-  
fac tory  crop posi t ion enab led  a r easonab le  increase  
in the  indus t r ia l  p roduc t ion  as wel l  as in exports .  
In the  Brit ish regime, there  was no indus t r ia l i sa t ion  
wor th  the  n a m e  and  the  Ind ian  e c o n o m y  was  a lmost  
virgin.  As a result ,  the  inputs  in te rms of Ind ian  and  
foreign cur renc ies  led to an  upward  p roduc t ion  curve.  
However ,  th is  t rend  p roved  to be  shor t - l ived  and  the  
economy  was again  on the  descend.  In an  a t t empt  
to a r res t  the  fal l ing g rowth  rate,  the  rulers  con t rac ted  
h e a v y  ex te rna l  debts  and  made  huge  i nves tmen t s  in 
the  publ ic  sector.  India ' s  publ ic  sec tor  l ived up to 
the  no to r i e ty  public  sec tor  ven tu re s  h a v e  e a r n e d  else-  
where .  It was  the same s to ry  of mass ive  i nves tmen t s  
and  meagre  or no yields  at  all. On the  one  hand,  
there  was no expor tab le  surplus.  On the  other ,  Ind ian  
goods s ta r ted  ge t t ing  out-pr iced in the  wor ld  marke t s  
due to the i r  h ighe r  costs  of product ion.  
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The cumula t ive  effect  of all t hese  factors  was  t ha t  
debt  r e p a y m e n t  obl iga t ions  kep t  on mount ing .  A 
measure  of the  increase  in these  obl iga t ions  is to be  
seen  in the  r ecen t  Repor t  of the  W o r l d  Bank. As  a 

p ropor t ion  of merchandise  exports ,  for ins tance ,  
India ' s  deb t - se rv ice  obl iga t ions  (pr incipal  and  in- 

terest} rose from 10 per  cen t  in 1962 to 22 pe r  cen t  
in 1966. This was  because  the  deb t - se rv ice  obl iga t ions  

t a k e n  by  themse lves  reg i s te red  a r ise  b y  84 pe r  cent .  

Ind ian  expor ts  dur ing  the  period,  however ,  rose  b y  

on ly  14 per  cent. One  more  impor t an t  factor  to be  

r e m e m b e r e d  in this  con tex t  is t ha t  the  l eve l  of pres-  

ent  deb t - se rv ice  p a y m e n t s  is d e t e r m i n e d  p r imar i ly  

by  the  vo lume and  the  terms of aid India  has  re- 
ce ived  in the  1950s. In l a te r  years ,  the  te rms of aid 

h a v e  b e e n  more  adve r s e  to India  in a n u m b e r  of in- 

s tances.  Whi l e  p ro jec t ing  the  fu ture  deb t - se rv i c ing  

obligat ions,  therefore ,  one has  per force  to take  into 
account  the  impact  these  ha rde r  t e rms  of loans  would 
h a v e  on India ' s  deb t - se rv ice  obl iga t ions  in yea r s  to 
come. The ex t e rna l  official deb t - se rv ice  charges  as 
p e r c e n t a g e  of expor t s  of goods and  se rv ices  rose 
from 9.8 pe r  cent  in 1962 to 22 per  cent  in 1966. This  
is no doubt  less t han  A r g e n t i n a  and  Brazil h a v e  to 
pay, bu t  a con t inuous  inc rease  is the  pecu l i a r i ty  in 
the Indian  case. 

Under-utllisation of External Assistance 

In the  b a d ( g r o u n d  of the  r is ing deb t - se rv i c ing  ratio, 
and  the  dec l in ing  aid commitments ,  i t  becomes  a 
must  for India to concen t r a t e  on b e t t e r  u t i l i sa t ion  of 
aid a l r eady  granted.  Aid  m a n a g e m e n t  is a compl icat -  
ed affair  in  which the  g o v e r n m e n t s  and  ins t i tu t ions  
conce rned  (in the  case  of ins t i tu t iona l  ass is tance)  
h a v e  to work  together .  Natura l ly ,  much depends  on 
the  co-opera t ion  among  all  the  par t i es  i nvo lved  in 
a pa r t i cu la r  p rog ramme and  the  Ind ian  G o v e r n m e n t  
b y  i tself  could not  be  expec ted  to be  able  to r e m o v e  
all the  hurd les  in aid ut i l isat ion.  A lot  also d e p e n d s  
on the  leg is la tures  and  the  p rocedures  in the  aid 
g iv ing  countr ies .  However ,  t he re  are m a n y  ins t ances  
of de lay  p r imar i ly  occur ing  as a resul t  of s luggish  
m o v e m e n t  of th ings  in N ew  Delhi. For  ins tance ,  the  
USAID had  app roved  a credi t  l ine  for the  Durgapur  
the rmal  power  stat ion.  More  than  two yea r s  had  to 
pass  b e t w e e n  the  ini t ia l  sanc t ion  and  the  ac tua l  sign- 
ing of the  loan agreement .  The  ma in  r ea son  of the  
de lay  was tha t  the  loan appl ica t ion  was  not  fi led b y  
India  ea r ly  and  a lot of t ime was also consumed  be- 
t w e e n  the  quer ies  b y  the  USAID abou t  the  p ro jec t  
and India ' s  repl ies  there to .  This is no t  a so l i ta ry  in- 
s t ance  and this  l ist  could be  mult ipl ied.  

Accord ing  to f igures of aid au thor i sa t ion  and  the  
ut i l i sa t ion of the  aid India  has  ha rd ly  ut i l ised 77 pe r  
cent  of the  aid author ised .  This is no doubt  a g r ave  
si tuation.  However ,  the  p rob lem of aid u t i l i sa t ion  
has  not  assumed these  propor t ions  suddenly .  In fact, 
it was faced b y  India  r ight  s ince  the  ea r ly  sixties. 
In J u n e  1963, the  Indian  G o v e r n m e n t  had  appo in ted  
an  exper t  commit tee,  k n o w n  as the  Rao Commit tee ,  
to examine  the  ques t ion  of p roper  aid ut i l isat ion.  The 

Rao Commit tee  did make  impor tan t  r ecommenda t ions  
on s teaml in ing  the  p rocedures  for negot ia t ion ,  allo- 
ca t ion  and  d i sbu r semen t  of ex t e rna l  a s s i s t ance  in order  
also to e n s u r e  more  eff icient  u t i l i sa t ion  of fore ign aid 
in acco rdance  wi th  the  pr ior i t ies  ass igned  b y  the  Plan. 
The r ecommenda t ions  of the  Rao Commi t t ee  we re  
accepted  by  the  Ind ian  G o v e r n m e n t  in Apr i l  1964. 
However ,  prec ious  l i t t le  was  done  to implement  those  
recommenda t ions .  As a result ,  the  under -u t i l i sa t ion  
of fore ign aid con t inued  to grow and  i t  has  n o w  
assumed the  p re sen t  s t agger ing  propor t ion.  The  un-  
der -u t i l i sa t ion  of aid, therefore ,  has  r igh t ly  come in 
for severe  cr i t ic ism b y  the  Est imates  Commit tee  of 
the  Indian  Par l iament .  In i ts  Repor t  (1967-68) on util- 
i sa t ion  of ex t e rna l  ass is tance,  the  Est imates  Com- 
mi t t ee  has  unfolded  t he  same unpa l a t ab l e  fea tures  

of the  G o v e r n m e n t ' s  po l icy  in aid ut i l isat ion.  To cut  
shor t  the  t ime of nego t i a t ions  and  to speed up re- 

pl ies to quer ies  a n d  o ther  formal i t ies  a re  the  twin  
h inges  on which mus t  s tand  the  en t i r e  edif ice of 
max imum aid u t i l i sa t ion  in India. 

Reliance on Foreign Aid 

Apar t  from the  fact tha t  the  aid pool  i tself  has  been  

shr inking,  it is ev iden t  tha t  aid te rms h a v e  s ta r ted  

h a r d e n i n g  again.. It was  on ly  in 1964 tha t  the  t e rms  

of aid were  r a the r  softer  for deve lop ing  count r ies  
l ike  India.  Even  the  i m p r o v e m e n t  in 1964 was  to a 

la rge  ex ten t  due  to the  IDA s tepping  up its lending.  

G o v e r n m e n t - t o - g o v e r n m e n t  loans  t ended  be tween  

1963 and 1965 to be  con t rac ted  at  h ighe r  in te res t  
rates ,  wi th  cur ta i led  or no  g race  years .  They  also 

had  shor t e r  ma tu r i t y  periods.  Dur ing the  las t  y e a r  

of the  Thi rd  Plan, India  had  to a l loca te  Rs 1,540 mil- 
l ion for debt-servic ing.  Tha t  came  to about  30 per  

cent  of the  total  ex t e rna l  a ss i s t ance  r ece ived  b y  the  

coun t ry  dur ing  tha t  year .  In yea r s  to come, this  
p e r c e n t a g e  is l ike ly  to r ise as a resul t  of more  and  
more  loans  fal l ing due  for r epayment .  

A n y  under -u t i l i sa t ion  of aid u n n e c e s s a r i l y  inc reases  
India ' s  r e l i ance  on  foreign aid. On a long- te rm basis,  
such undue  re l iance  on  outs ide  ass i s t ance  tends  to 
exer t  p ressure  on the  ex t e rna l  so lvency  of the  coun-  

try. As a result ,  the  deb to r  coun t ry ' s  ba rga in ing  po- 
s i t ion in the  field of impor ts  is affected. For tuna te ly ,  

India ' s  so lvency  is still  ra ted  h igh  in the  in t e rna t iona l  
field. The coun t ry  has  so far met  all its obl iga t ions  

as t hey  matured .  F inance  Min is te r  Mr  Desai  has  pub-  
l ic ly a s su red  the  US tha t  e v e n  in years  to come, 

India  would sure ly  mee t  its r e p a y m e n t  obl igat ions.  
However ,  one  often hea r s  these  days  a t a lk  of "re- 

scheduling" of India ' s  deb t  repayments .  This is a 

po in te r  to the  d i rec t ion in which the  wind is b lowing.  

Apparen t ly ,  it is no t  poss ib le  to step up aid ut i l isa-  

t ion to 100 per  cent.  However ,  w i th  de te rmined  ef- 

forts, i t  could v e r y  wel l  be  improved  b e y o n d  90 per  

cent.  All  such i m p r o v e m e n t s  in aid u t i l i sa t ion  would  
be  a s ignal  con t r ibu t ion  to India ' s  ideal  of going 
wi thou t  aid ten  yea r s  hence .  
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