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The Inflow of Foreign Capital 
S. B. Rangnekar 

O anyone possessing so much 
as a casual acquaintance w i t h 

pur economic needs and resources, 
the inescapable necessity of import
ing foreign capital must be obvious. 
The problem is not if we ought to 
allow or not allow a continued 
influx of foreign investments; 
rather, how best we should (a) i n 
fluence and regulate its volume; 
(b) direct it into most useful chan
nels. 

For answering both problems it 
is well to have a periodic census of 
foreign assets and liabilities in addi
tion to yearly balance of payments 
accounts. The latter tell us how 
large are our current and capi
tal transactions w i t h the rest of the 
wor ld and what influence they 
exert on the domestic sources of na
tional income. Surely every coun
try lives w i th in a world economy 
whose goods., services and investible 
funds are necessary for its mode of 
life. Hence it must take stock of 
the inflow of these external and 
outflow of its domestic resources at 
the end of every year. A n d further, 
this must be checked up from time 
to time by an inventory of foreign 
assets and liabilities: domestic 
assets owned by foreign nationals 
and, over against this, their l iabi
lities abroad which is the same as 
foreign external assets owned by 
one's own nationals. A system of 
national accounts must find place 
for an annual statement of income 
and experiment as well as an 
annual balance sheet of assets and 
liabilities w i t h the rest of the wor ld . 

* * * 

Last month the Reserve Bank of 
Ind ia released a brief summary of 
the First Census of Foreign Assets 
and Liabilities on private (non-
Government) account. Ful l de
tails of the. enquiry arc to be pub
lished in due course. This is a 
much-needed data and the Re
search Department deserves praise 
for carrying through the enquiry 
simultaneously w i t h the compilation 
of balance of payments statistics on 
a regular quarterly basis. 

Let us see what information has 
been furnished and try and assess its 
import . 

From Table I , i t should become 
evident that the long-term assets 
predominate over the. short-term 
ones, and that among the long-term 
assets those of the direct cate-

than 147 crores or 34% of the d i 
rect assets in Indian companies and 
partnerships. This is also a fami
liar situation; for few of our com
panies have attracted foreign capi-

gory are considerably in excess of 
the indirect ones. Thus it becomes 
apparent that nearly three-fourth -
72 per cent—-of the externally 
owned capital resources fall into 
the direct category. This should 
hardly cause any surprise. Foreign 
nationals are not likely to invest 
money in an underdeveloped coun
try unless they can exercise some 
control on the investments they 
own. Without this control they 
cannot very well ensure a safe and 
steady return on their investments. 

Further it is also clear that the 
direct investments are mostly con
centrated in the hands of foreign 
companies having their branches in 
India , mostly of the ' ( I n d i a ) 
L t d . ' variety, e.g. Dunlop, Wimco, 
G. E. C, General Motors etc. 
Foreigners have not invested more 

tal and few of the foreign 
companies having their branches in 
India have collaborated w i th our 
capitalists or utilised much of their 
capital. 
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Now, how about the share of 
different countries in the total 
direct investments which constitute 
three-fourths of the total foreign-
held capital assets? This can 
be seen from Table I I . 

Great Bri tain is the manifest 
leader in the ownership list and no 
wonder. Because of its long con
nexions and large volume of trade 
w i t h India,, British investors have 
always found India a good capital 
market, particularly of the direct 
variety. Now the main surprise is 
that United States should come so 
much below Great Britain. Its 30 
crores are indeed so meagre rela
tively to its large capital resources 
and sizable trade relations w i t h 
India. This low figure is a set
back to our hopes of stimulating 
large-scale private inflow of Ameri 
can capital. Other countries own 
a small share of assets. It is not 
clear if the property assets left by 
Pakistani nationals are included in 
the 21 crores in the list. Perhaps 
they are. 

Finally it remains to see how the 
capital assets are distributed among 
different types of business activity. 
In this respect the figures given 
below are ambiguous since their 
total of 366 crores does not tally 
wi th either 519 crores of aggregate 
long-term investments, or w i th the 
431 which make up the direct i n 
vestments (long-term). It is per
plexing to account for the gap. 
However, let us set out the data as 
furnished by the Reserve Bank. 

Kinds of business activity Assets 

Amount % 
Trading . . . . 143 39 
Manufactures . . . . 104 28 
Miscellaneous: plantations, 
Managing Agencies, 
and others . . . . 119 33 

Tota l 366 100 
(Source: op, cit) 

Manufacturing industries are 
thus seen to have only 104 crores 
of capital from foreign nationals, 
while, trading and plantations as 
well as other activities account for 
the rest. Perhaps plantations ab
sorb more than half of 119 crores. 
In any case it is evident that our 
industries which need the largest 
share of foreign capital have 
managed to attract less than 150 
crores, or less than a th i rd of 366 
crores as shown above. 

What is the meaning of the data 
displayed above? What conclu
sions can be drawn from them? 
The first reaction is the overall size 
of foreign investments in India is 
considerably below what one would 
have imagined. It is not true that 
foreigners possess an appreciable 
part of our total capital resources. 
Probably in Persia, Arabia, even 
China the proportion should be 
higher. The probable reason for 
this is that foreign investors consi
der the marginal prospectiveness of 
profit lower in India vis-a-vis other 
Asian countries. Second, foreign 
capital is mostly of the direct sort: 
controlling as well as owning the 
investments. And if we are anxious 
to encourage capital imports on a 
large scale, we must surely be pre
pared to accede to partial if not 
ful l control by foreign interests of 
those businesses where their capital 
is to he utilised. This lesson is worth
while since our Planning Commis
sion wants to provide for an 
aggregate 800 crore import of 
foreign capital mostly on private 
account. President Truman's Point 
Four programme can he frui tful to 
us only if this lesson is remembered 
and acted upon. No doubt we can 
safeguard our own interest by in
sisting upon a 51-49 share allocation 
whenever foreign companies are 
sought to be started or upon a defi
nite time-limit for the sale of 
ownership rights and sharing con
trol of business interests. This and 
other methods are well-known and 
can be employed by us. Even then 
it is problematic if on these terms, 
foreign capital can be really induced 
to flow into this country. In 

granting privileges we must discri
minate in favour of industrial 
as against trading company Invest
ment, relaxing terms to the former, 
stiffening them to the latter. 

What is the probable course of 
influx of foreign capital? If a 
Census of Assets were taken after 
next five years, need we expect a 
-big rise in them? The revised 
balance of payments accounts for 
1948 and 1949 published in a recent 
issue of Reserve Bank Bulletin shows 
a net inflow of 16.3 and 20.1 crores 
on private account for 1948 and 
1949 respectively. It may not be 
too optimistic to expect net inflow 
of 15 crores or more per annum. 
In that event our assets would 
increase at this rate. This is cer
tainly not an adequate inflow, our 
Planning Commission programme 
considered. Our internal capital 
resources are meagre; capital im
ports on Government account are 
not likely to be large. The con
clusion therefore seems to be 
unavoidable that our capital pro
gramme would have to be pruned 
and that a plan of swift capital 
development, say in six to ten years, 
may have to be given up at least 
wi th in the existing social and pol i 
tical framework of the; country. 

In the Erratum published in the 
issue of September 23, the year in 
which the drive for collectivisation 
was launched in Soviet Russia (Ra
tioning in Soviet Russia by Amlan 
Datta, September 16, p. 900, col. 2, 
fifth line from the bottom) was 
again wrongly printed. I t was in 
1929 that the drive was launched. 

* * * 
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