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and suggesti i i
z ggestions of the exporting community, to ensure a self sustaining growth in exports at

ahigh level,
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5.8 KEY WORDS 6.1 lntizducfion

62 Evolution of Industrial Policy
63 New Industrial Policy, 1991
sy 64 Nature and Importance of Foreign Investment
6.5 Foreign Investment Policy in India
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6.6.1 Country-wise Inflow
6.6.2 Industry-wisé Distribution
6.7 An Evaluation of Investment Policy
6.8 Let Us Sum Up
69. Key Words
6.10 Answers to Check Your Progress
Terminal Questions

. Advalorem duty: A duty assessed as a percentage of the value of the item
.Adva nee Licence: Licence issued for duty free import of inputs as defined in the policy

Deemed Export: Refers to jonis i
: those tran ich ) .
country. sactions in which the goods supplied do not leave the

Iraport Substitution: An industrialisati i
‘ H strialisation policy whereby new i i
- emphasises proqucts that would otherwise be imported. ¢ st develé pment

Tariff; A government tax levied on goods, usually imports. | ‘ 6.1

WTO; isati i
agre?m :\ tvoh:intar'y organisation through which groups of countries negotiate tradin
nt and which has authonty to overseas trade disputes among countrics ’

6.0 OBJECTIVES

5.9 ANSWERS TO CHECK YOUR PROGRESS | : After kst‘udying this unit, you should be able to:

e discuss the evolution of industrial policy

Ad i) False ii) True iii) True iv) False v) True
. explainbvarious aspects of new industrial policy

B4 D) False i) True iii) False iv) True +) True
’ e cxamine the nature and importance of foreign investment

e describe the foreign investment policy in India

5.10 TERMINAL QUESTIONS

1. Describe the evolution of t oli : . o
v rade policy. What are the objectives of EXIM Policy 1997-

e analyse the FDI inflow in India

e evaluate the foreign investment Policy.

2. Explain the major provisions of recent Export Policy. . )
3. Describe the major provisions of recent 1 i | A -
‘ mpert Policy,
he s 6. : 0
4. Explain India's trade policy response to WTO regime ‘ 1 INTRODUCTI .
5. Industrialisation is an important element of economic growth. Considering the importance of

- industrialisation, Government of India announced the first Industrial Policy in 1948, Many
changes were made in the policy several times and the new economic policy was brought in
1991. The present industrial policy focusses on the globalisation of Indian economy. In tune,
with the globalisation the foreign investment policy has been further Jiberaslised, Consider-
able effort has been made to attract the foreign investment in India for accelerating the
economic development of the country. In this unit, you will learn the evolution of industrial
policy, the recent foreign investment policy in India and the inflows of FD! in India. You will

further learn about the evaluation of investment policy.
N

Write a note on India’s Tariff Policy.

6.2 EVOLUTION OF INDUSTRIAL POLICY

After independence, the “Industrial Policy Resolution of 1948 was the first formal official
pronouncement of the Indian Government. The aim of the 1948 Industrial Policy was that the.
“State must play a progressively active role in the development of Industries”. It also
conceded that the mechanism and the resources of the State may not permit it to function |

forthwith in industry as widely as may be desirable. Hence, it allowed the establishment of 29
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industries in the private sector i i
or in a wide field. Later, howe
: . , Ver, more stress i
government on the attainment of a “socialistic pattern of soci,ety” s laid by the

T i 'P ]' y R. l i 1 p p y
.
m t

i 2 . 4 . e
) ceelerating the speed of industrialisation; in particular heavy industries
i} expansion of public sector and growth of the cooperative sector.

ii)  state to progressively assum i ponsib for setting u
€ a predominant and direct res ibility g up
‘ : > Sl ‘]lt : i
new industrial undertakings and developing transport facilities, and e

iv)-  state trading was stressed by the Policy Resolution.

i
'“g a“d ”lod‘t‘cahon 0{ the pOllCleS. “llS led tO lhe llldUSﬂ lal I olle State‘ne“t ]980

The Industri i i

The Ind t]sérla(l)fohcy was resta.ted in July, 1980, The announcement emphasised the commit

et thge » 0eII]'jnment to rapufi and b'fllanced industrialisation of the country with a view to

peneliing the mon man by increasing availability of goads at fair prices, larger employ-

e o Ofiﬁdustzgl;e;}:}ta 1:1c;1ne. A dynamic industrial economy capable of distributionyof
otin 1on to the maximum numb i

economic objectives of the policy were; e of pecple was cmphasised. The socio-

)  Optimum utilisation of the installed capacity.
i) Maximising production and achieving higher productivity
i) Higher employment generation.

iv)  Correcti ional i
), indru :tc;?on ofdreglonal '1mba]ance through a preferential treatment to agro-based
€5, and promoting optimum inter-sectoral relationship.

v Fast i i
) ster promotion of export-oriented and import substitution industries

vi) Pr i i i i .
) omoting economic federalism with an equitable spread of investment and the

d Sp Is l f t ms y - ma I U rowin u"‘ts mn l\«“al

vii)  Consumer protection against high prices and bad quality

Maximisati ivi
consideredl?]?ezfei?d;li;wlty, growth, export and generation of adequate employment were
of the hour. The wave of globalisation and liberalisation were also |

~ realised. Consideri
nsidering these aspects, the new policy was announced. Let us discuss them in

detail,

6.3 NEW INDUSTRIAL POLICY, 1991

Even thou i i fency i
e grOWt‘;g‘h\;;r;(letar:alir;ed self-sufficiency in a wi_der range of consumer goods, the indus-
oo s, a”e\,ipa ‘ enough to generate sufficient employment to reduce regional
mhasie o A oVia : poverty. Lack f)f adequate competition resulted in inadequate
D s o et 1 of costs, upgradatfon of technology and improvement of quality

. It 15 to reorient and accelerate industrial development to achieve international

competitiveness that the industrial policy 1991 was announced

Industrial poli i its ¢ i : v
et : plc';i:cy ofhl 991 rev:e_wed its emphasis an removal of poverty, attaining social and
Justice, the need to integrate the domestic economy with that of international

economy and buildi i i
‘ y and building a prosperous India. This policy aimed at self-reliance but with grater

stress on the abi

lity to pay for balance of trade. It has recognised the need for development

of indige i
igenous technology and manufacturing capabilities to world standards. It also as-

B

ln‘thvekhght vofithese issues, Industrial'Poli'cy,]99l has theéfoliloﬁing objectives:

¢ to build on the"ga'ins' already made

i fj—

T e ey

e tomaintain a sustained growth in productivity and employment
e to correct the distortions or weaknesses that have crept in, and
® to attain international competitiveness.

The Policy de-regulated the industries in a substantial manner. The main features of the

policy are as follows:

i) Domestic Regulatory Reforms: The Industrial Policy, 1991, reduced the number of
reserved industries. Industries which continue to be reserved for the Public Sector
are in areas where security and strategic concerns predominate. '

Abolition of Industrial Licensing: The new policy has abolished all industrial

irrespective of the level of investment, except for certain industries related
overriding

ii)
licensing,
to security and strategic concerns, social concerns, related to safety,

environmental issues, and manufacture of products of hazardous nature.

Removal of Mandatory convertibility Clause: A substantial portion of industrial
investment in India is financed by loans from banks and financial institutions. These
institutions have so far followed a mandatory practice of including a convertibility
clause in their lending operations for new projects, with Industrial Policy, 1991,
financial institutions will not impose this mandatory convertibility clause.

iii)

stment Controls on Large Business House: Since the enactment of
Trade Practices Act (MRTP Act) in 1969 all firms

were classified as MRTP firms. This assets limit has
ms interconnected through equity shares
ermitted to enter selected industries only

iv) Remaoval of Inve
the Monopolies and Restrictive
with assets above a certain size
been applied to the sum of the assets of fir
for management control. Such firms were p
and that also on a case-by-case approval basis. In the new policy this clause has

been removed.

v)  Foreign Investment: As with domestic industrial investment, foreign investment has
also been traditionally regulated tightly in India. Now in the case of foreign
investment, automatic permission wiil be available for foreign equity up to 51 per
cent in the high priority industries. Foreign investment policy so far has also
aenerally discouraged foreign equity holdings in service areas except for hotels. The
government has decided to invite foreign equity holding up to 51 per cent by
international trading companies also. In addition to hotels, now 51 per cent equity

will also be allowed in other tourist related areas.

Evaluation of New Industrial Policy
The new industrial policy has opened the door of the Indian economy. The major impact may
be evaluated in the following way:

0 It has altered the industrial scenario of India. In extent and sCOpe, the policy is a
watershed which has been significant for the economic development of the country.
The working of industrial enterprise, efficiency, productivity and market have ‘
become important determinants of industrial advances.

The delicensing of a host of industries and the abolition of all registration schemes
has enabled entrepreneurs to quicken decision-making and more quickly to seige the

ii)

business opportunities .

i) The involvement of foreign participation in industry and external trade has been
instrumental in the economic growth of the country. Easier facilitation of foreign
technology agreements and other related measures has a favourable impact on the
industry. it requires further effort to create conducive envrionment for attracting
foreign investment in India. :

iv) - As far as the policy related to public sector is concerned, the pol
of the public sector in the economy. The public sector has aiso entered in those
areas in which no commercial logic is served nor is there broader concrete welfare
mechanism that is being met. Therefore, it makes sense to disinvest the gov

icy evaluate the role

ernments

Industrial and
-Investment Policy
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provide freer play of market forces in the domesti

holding in these industries. This will brin
would dictate their functioning.

g competition and the commercial logic

v)  The policy on phased manufacturin
case by case approach has been
indigenisation have been built i

g programme has been scrapped. In this way the

removed. The suitable financial incentives for

nto the external value of rupee and the trade policy.’

vi)  The new policy is a step towards
creation of competitive environm
the industry.

globalisation. The removal of restrictions and
entmay be helpful in improving the productivity of

Present Industrial Policy

In continuation of the policy of 1 991, some fiscal and m;)n_etary reforms, to help the industrial
policy liberalisation, were taken in 1992-93 The Industrial Policy 1991 and as modified in

1992-93 and subsequently, in fact form the basis of the current industrial policy. The salient _
feature of the present industria| policy are as folfows:

Most of the conditions stipulated in the letters of in

tent and industrial licences issued earlier
to industries are delicensed and waived.

The system of endorsement of capacity expansion under modernisation/renovation is
discontinued except in the case of industries which

are still under compulsory licensing or
] 2 s
are focated in restricted areas.

Small scale industries engaged in the manufacture of delicensed items were exempted from
obtaining Carry on Business licences on their graduation to medium scale industries.

The private sector has been invited to invest in oil exploration and refining which is other
wise reserved for the Public Sector.

The power sector is now open to both domestic and foreign private investment.

Thus, the objective of the present Industrial Policy is # globaise the Indian economy and

c economy. '

~ Check Your Progress A

1)  Enumerate three objectives of industrial policy resolution of 1956,

..................................................................

---------------------------------

M L T T T O PO

e R T P N

.......................................

..................................................................

----------------------
---------------------------------------------------

.........................................

........................................
-----------------------------------

-----------------------

M T T

Industriafl and

’ ' Investment Pelicy
4) State whether the following statements are True or Fake .

The aim of 1948 industrial policy was that the state must play a progressively
i € . :
). active role in the development of industries.

ii) The industrial policy resolution of 1956 laid stress on private sector.

i It to rapid
i) The industrial policy 980 emphasised the commitment of the government p
il 1980 ¢
and balanced industrialisation. .
. . . mpeti-
iv) New industrial policy 1991 focussed on the attainment of international comp
iv ]
tiveness. |
i Ss
) New industrial policy did not remove the investment control on large busine
v ew i
house.

6.4 NATURE AND IMPORTANCE OF FOREIGN
INVESTMENT

i riod. Thus, the
ital account, inflow of net foreign assistance has receded ov;r‘ tl.1e ::i txu d. Thus, B
o f:ap}sak:ﬁ betwc,en borrowing and inviting foreign mvest.mer.lt. des 1tso s oond ha,s e
cgrcx)l‘:en:arﬂinal differences, like that of a corporate body which in order h
S -]

to raise debt or equity capital.

i t and
i to pay back-its deb
t a decade, India will have
at for at least the next abou ' i ackis deby on
¥tta pz:ta :)Snt}t‘his by generating surpluses on ca.pnta?l accognt. ?umt::":, :z::;\; " inrg, us on
“t‘ ;‘;e basis specially in the context of globahsﬁtlon policy, IS][:jO orese e e et
:'uiure The;efore the choice for India, to amortize the external de

N fl P . i )

is given. A country
The merit of borrowing is that the return on the amount borrowed is gi

(1 . ’

. - . . . .I; . . .
' . « . . V l-
+ . I

country or institution.

Wi

is used productively,
oductively is not a responsibility of the lender. In case the amount is used p.
" unpr

i it is wise to borrow.
jvi ital exceeds the rate of interest, 1 .
tivity of the borrowed capita the . o
ﬂld th:jeprmi;i r:elintZrést rate paid exceeds the productivity of the capltalof]:lpllg:'r b
di‘f)’f‘ilvceultt; pay back. In fact India faced a pro}l:lem c:if thtl'S gyp:;(z;t; :.r(;\the e Til
i s not used in a way that the productiv ‘ d th ey
]ndm,'csizrlr;e:t? :l:;\:izhties India borrowed from the International lnst_|tufalrc))tnsrtci)lt:)l efn o
o i | rate, still the productivity was lower and this led to the rfpazms.tu fﬁon o
nho'mm;‘ the :;urreht account payment problems and consequently the si
this was !

' L] agy . in .

ien investment has the advantage that it does not create any ]lﬁ’f)lllty for t:lil; r:;erx:adi N
ooy, The investments, as in the domestic economy, even in forelgn. coun e e
couptry. The ".Wes”r,: e n’1a be difference in the risk intensity for the investmen m o in
p mVe_StOTS o eg abro);d but qualitatively there is a little diffefence. /-\s 'fardmvi:mtﬁes
fiomes.tuf coonomy Zn the risk t;lement'may be lower thai that in the mdustnflllsel coe ! .
m.]ndla‘ls. (.;onczjeme ,d anda normal life span of production equiPmePt,'the risk € Zmbring
Se):;?o“:wn;c‘:‘;ius:l?:: ¢ term cyclical down trend is unlikely. Forextgn 1:;:;:;;1;:; gleryhelp &

i chnology and new management into the host country.
(s:?i?rituallz;t?r?:t:iee econoi?ic activities and preating employment avenues.

| iabili i ted, in another
However, for the receiving economy whereas no liability to pa){:)azl: t:; g{:}:} o e
sense the’liability is not specified and this could leifd 'to excessi :nomy e axplofted
form of profits. Given the demand for goods and services, the ec

i jally as in
excessively, There is also a danger of adverse impact on local enterprises specially "
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India. In the case ion i

) of foreign investiment, i

of the country, U _ ) myestment may not take place as in ,

over a e”_olc"[y sually the m'vestment decision by the MNCs are on profj th € best_mter est
p may not prove in the best interest of a country p ofttability basis which

Of late, International production and trade h
By . ' ave been growing fast i i
" 3e5tme :tc; zfi:ﬁl :r;?:nttﬁf 1nternat1.onal investment, The cfuntry ?ez];irreesc ?:tte)l:::isc‘): (;‘5
it | investmemi f:j tprod.uc‘tlon, trade.and distribution capabilities. The need f?)r
The intermationat pmes mmow in developing countries where the capital is in scarc
investment, Vo b et aybein th‘e fomu'of foreign direct investment and portfoliz
Foreign Direct investment ob::ciar?;lt::? al ri]ndve:sltléinbunittj 6 B}l'nOCk iry s Dhulat
o € . r based in the count i i
ormaly n;z:\tg; :::'h the 1ntere§t to mar?age the asset. Whereas, po1’“11'{))1/1'(ici‘il\lfl;setS o
nvestment in financial stocks, bonds and other financial instrf;netnts

latter. In the case of FD i
g | at least it brings with i

st I h . : gs with it the new technology. Th i

mdov pm:fg;:(')d there is a transfer of technology, how slow it rgnyay b: ]é))calhpmducnon

ore :of rolfolie ellx:t\;esltnl;n t f(IF PI) is devoid of this virtue, at least over a s'horxltttoel Ot}(’;" -

- In the free play foreign investor th : | & mang
rough FPI may acquire the m

anage-

S and eX]St W, " i

6.5 FOREIGN INVESTMENT POLICY IN INDIA

The liberalised forei i ]
h gn direct investment poli : . '
vided for automatic a poticy was brought in July 1991. The poli
pproval by RBI for proj ; . - The policy pro-

of equity in 35 high-priori projects with foreign equity participati
was granted on Ellgc};szréorlty sectotfs. For all other proposals of forei)g/rll) in\zg::;l: o 5‘1 %
o granted an & case by case basis by the FIPB or SIA. The liberaised policy al  ovided

' P sion for foreign technology agreements in hbigh prior};ty,'n);ia 5;0' provided

industries.

Supportin
pporti grgforms have further strengthened the policy milieu, These includ
| . e:
® Amendment of Foreign Exchange Regulation Act:
o . . .
® Reduced list of industries requiring industrial licensing;
® Dilution of MRTP;
o R . .
eduction in number of industries reserved for public sector:
® Liberalisation of imports and reduction in tariffs;

® Convertibility of rupee;

o . .
Opening up of the capital market to foreign investors

Additionally, as part of its initiatives o e
» as part of its initiatives to prom
o ote and protect i . :
nlzrtnbe_r of Multilateral Investment Guarantee AgEnc; Bilatelrgrésmems, india became 2
g dtection agreements have also been signed with U.K.. Russia g‘/est
enmark. Several others are in the process of being ﬁna’ulise'd , Germ

ment promotion and
any, Malaysia, and

Liberalisation of poli . :

1of policy and procedural framework has i

o plsation of Yo : : IK has in general been acco i

hYdrocg X pecnal.]?ohcy cum-incentive packages for key industrial se . m'pamed o
arbons, tourism, drugs and pharmaceuticals, etc eetors e elecom.

The subéeq uent re i '
structured Foreign Invest .

» _ ment Promot o
of procedures e o . ton Board (FIPB) and ining
nvestnt A lnsee‘l:cl):ther. positive endeavour in the direction of aU"mentin)a forz::,f;a‘gi.lmmg

. . o
policy guidelines an'dotr el§n I-nVeSt_ment Promotion Council has been const?tuted o fo:f]ml ;
COmBrises of ot © devise an approach for enlarging FDI into the count o
prises of mainly professionals from the corporate sector cuniry: The Couneil

Recent Foreign Investment Policy

The foreign investment plays on important role in the growth of the economy. Let us study

major aspects of recent foreign investment policy. They are discussed as below:

)  Several initiatives have been taken by the government of India to enhance the flow
of FDI into the country. A Foreign Investment Implementation Authority has been
established within the Ministry of Industry in order to ensure that approvals for
foreign investments are quickly translated into actual projects. The approval time
has been reduced to 30 days in case of FIPB clearance.

itted foreign corporates and high net worth individuals to

ered FIIS. Such investments will be subject to a sub-limit
% in a single

fi)  The government has perm
invest through SEBI regist
of 5% within the aggregate limit for FII portfolio investments of 24

egistered domestic fund managers have been permitted to manage

the Indian capital market through the portfolio

hould be channeled through internationally

ents as

company. SEBI r
foreign funds for investment in
investment route. These funds s
recognised financial institutions and subject to the reporting requirem

applicable to FIIS.

i)  RBI has granted general permission to Mutual Funds for issuing units to NRIs/PIOs/

OCBs subject to certain specified norms. The approval procedures have been
simplified by the RBI in respect/of NRIs/PIOs/OCBs by granting them general
permission in lieu of a case by case approval procedure in a large number of areas.

ies have been permitted to make downstream
limits'through the automatic route. Such

te funds from abroad. The need to obtain
foreign equity within already approved
rere the minimum original project cost

iv)  Foreign owned Indian holding compan
investments within permissible equity,
holding companies must bring the requisi
prior approval of the FIPB for increasing
limits has been dispensed with in all cases wl
was upto Rs. 600 crore.

software companies regarding overseas investments and

v} The opcrqfional norms of
een liberalised.

mode of financing acquisition of overseas software companies have b
Indian Software Companies listed in foreign exchange and have already floated
ADR/GDR issues have been permitted to acquire foreign software companies. They
have been allowed to issue ADRs/GDRs without reference to the Government of
India or the RBI up to US$ 100 million. The proposals beyond US$100 million would

be examined by special composite committee in the RBIL

Indian companies have been allowed to access the ADR/GDR markets through an
ithout the prior approval of the Ministry of Finance subject to the
reporting requirement. Such issues would need to

icy and permissible only in areas where FDI is

vi)
automatic route w
specified norms and post-issue
conform to the existing FDI pol
‘permissible.

An [nsurance Regulatory Development Act (IRDA), 1999 has been passed by
Parliament. It seeks to promote private sector participation in the insurance sector.
Foreign equity stake in the domestic private insurance companies has been permitted

- upto a maximum of 26% of the total paid up capital,

viii) The Government of India has taken a major decision to place all items u
automatic route for FDI/NRI/OCB investment except for a small negative list.

The automz{tic route would be available to all foreign and NRY investors with the
o sectoral policies and

facility to bring in 100% FDI/NRI/OCB investment subject t
sectoral caps. All proposals for investment in public sector units and EOU/EPZ/
EHTP/STP units would qualify for automatic approval, '

vii

nder the

&)

5.6 INFLOW OF FDI IN INDIA _

Flow of Foreign Direct Investment in India till the end
It is only with the New Economic Policy and policy of
E_DI started looking up. Look at Table 6.1 which shows

globalisation in 1991, that the flow of
foreign investment flow in India. The

of the eighties has been negligible Jow.

Industrisl and
tnvestment Policy
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country has witnessed progress in the inflow of foreign investmen ign i

r O ts. The foreign inv

has increased from 133 milfion doliar in 1991-92 to 6133 miilion dollar in the yeargl996-9‘:';‘“]1:6"l
has further decelerated in two subsequent years and reached 2401 million dollar in 1 998.'99

Table 6.1 Foreign Investment Flow in India

(US Smillon) «

Year Direct Invest i

e 2 ment Portfollq In:estment Total
1992.93 315 244 n3
1993-94 586 3567 4):"9
1994-95 1314 3824 - k 5 .
1995-96 2144 2748 o
1996-97 2821 3312 o
1997-98 : 3557 1828 i ll?
1998-99 2462 -61 j::?

Source: Economic Survey, 1999-2000, GOI,

.

6.6.1 Country-wise Inflow

The country-wis ysi
T cou br;/US Ae e}:;g]m; ot;] FDI shows that Mauritius is the dominant source of inflows
. , : O,f N:t er'l'c‘md‘s and Germany in the year 1998. One possible e><plan:;
Whieh e domin o Ofail:::tel:t:: t:]::hdouble taxation treaty between the two countrie-s
s vours i nt t rough this country, Although infl g o
G o :ecr:;;l:::essiﬂuctuate from time to time. It is seen that ingows f:)t:: K:I‘;Tn’t'u
» vingapore, and Korea are steadily increasin g over the last three )'/e:’rs

Table 6.2 Country-wise FDI Inflows

(Rs. in crores)

Name of C i
S ountries 1994-95 1995.9¢ 1996-97 1997.98
X 1998.

e :31 67;/ 1697.0 3004.7 3346.3 2422929
- 293‘ 650.9 857.6 2554.7 1904.9
— ,40' 1 203.8 343.3 ‘ 607.5 989.0
o ; 2 166.7 4393 590.5 224‘2
o 45(8).5 333.6 589.9 5627 477'7
o | 67.5 | 237.1 1924 467.7 N/:\
Singapore ; s ol ’ :
X 76.8 201.1 268.4 o -
rance . \ N
Pl 27;1:.3 . 210.9 N.A. N’:‘ ) ::

. 4743.0 7312.0 109859 84!21.3.

Source: Statistjcal Outline of India 19992000

6.6.2 Industry-wise Distribution

Look at Table 6.3 which sho
that dqring the year 1998-99

Table 6.3 Industry-wise Distribution of FDI Inflows
(Rs, Crores)

1994-95 1995-96 1996-97 1997-98 1998-99

Sectors

Engincering 413.2 8?2.5 25922 2155.1 1799.1
Chemical & aflied producis 4433 423.8 1078.5 956.2 1579.7
Services 2932 336.0 53.9 1194.1 1550.3
Electronics & 177.1 433.6 545.4 " 23956 960.4
Electronicsequipment

-Finance 306.9 903.3 770.4 549.7 777.6
Computers 320 174.3 208.4 517.2 446,7
Pharmaceuticals 317 183.2 169.0 1256 119.6
Total 2738.0 47430 73120 109859 24143

Source: Statistical Qutline of India, 19992000,

6.7 AN EVALUATION OF INVESTMENT POLICY

There is evidence to show that India has managed to occupy a quasi- “‘top of mind” slot in
the preceding years among foreign investors. The impact of these developments may take
some time to be felt, especially because FDI means a long-term commitment for a company
made only when evaluated and accepted within its strategic planning framework. This
“bandwagon effect” appears to be high in the case of FDI

f locational choices complicates the situa-

and is
is especially true because the
flows. The fact that a investor has a wide array o
tion. It is, therefore, necessary to evaluate whether the policy package and the operating

environment need modification to push the FDI flows to a higher trajectory. Let us discuss
'the major issues related to FDI flows. :

1. The FDI Palicy determines the ease of accessing the domestic m
and conditions of entry. But the other policy regime and the operating environment
the progress of project implementation and successful
therefore, cannot concern himself with only what
luate the entire spectrum of rules,
sequently, issues like law

arket and the terms

~+ determine the project viability,
business operations. An investor,
the New Industrial Policy provides but he must eva
regulations and operating conditions once he is in. Con
and order conditions, labour policy, etc., become as important as the FDI Policy

o irself.

2. The State-level policies and procedures require to be considered. In the Indian
polity, the States provide the location, the infrastructure, and the works. They also
extend, increasingly these days, a host of incentives to attract investment,
irrespective of their origin. State Governments and their agencies are responsible for
the numerous clearances, approvals and operating procedures. It is this whole
package of laws, systems and procedures and not the FDI Policy as such which is
considered by any far-sighted investor. And this is where India seems to lose out to

other competing countries.
It appears that on this counts,

(03 )

A policy may be evaluated in terms of transparency.
foreign investors have some reservations. This means that the ground rules are
required to beclearly laid out.
nless the corporate

4, Stability is another important element in any policy appraisal. U
it is not in a position

body is sure that the present policy will continue for some time,
to take a decision, Unfortunately, the record with respect to stability is rather poor.
The classic case relates to tax laws, some of which are changed in every budget,

sometimes with retrospective effect.

5. Another issue is that the incremental character and ad hocism in policy-making
should be avoided as far as possible. Policy relating to foreign investment in the
power sector is a classic case where policies and procedures have been in a state of
flux for a long time. So is the case of the Telecommunication sector. '
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fit . The purpose may not be served by attempting a linkage between ED) and export

Policies promotion through the policy. It is quite clear that some firms, in fact the majority, is
contemplating coming to [ndia to take advantage of the burgeoning domestic market,
This is not necessarily the case with respect to India only. A recent UN Study on ;
FDI, which found China to be largest recipient of FDI among developing countries L e veevens Ceteenussirsnseintees ’
concluded that attractions of China are high growth rate, rising income and large ‘ ey
domestic market. However, since labour is cheap, some firms are also usingChinaas e

: . a production centre for export. These are precisely the attractions of India as well, e

E . though the magnitudes of the parameters are lower except that of labour cast, S e o

Whether a firm will use its foreign investment to service a domestic market or its

3 global operations, is a part of its strategic decisions and it may be left to them. 1t is

- definitely possible to influence this decision-making by appropriately redefining the ‘ ate four major refo

policy and building in an incentive package for its export-otientation. 2y Enumer
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7. The importance currently being accorded to FDI proposals for infrastructure e R veveones
development, the export-orientation of the policy will be ab-initio infructuous. Any S ST O TP TSI LAy

5 ‘ incentive-based policy suffers from the deficiency that it can be ineffective if other o e
! ' contending countries change their policy package and, therefore, a certain amount of PRSI
competitive bargaining creeps in the system., The exportangle is best left to the e h
potential investing firms. Given the low cost and high skill factor of Indian labour, it
a is almost inevitable that India will be rated high by many firms as an off-shore e
' : production-cum-sourcing centre. The role of the Government in this context will be
to create an enabling environment which facilitates global trading, viz, transport/
communication facilities of international class, efficient management of customs cereees
procedure, liberal, transparent and simple export-import policies and procedures. The
resultant export endeavour of the foreign firms would be self-motivated and more
Lo . permanent than any incentives/obligation-based export behaviour.
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8. The liberalisation policies should be directed in such a way as to encourage the
North to invest in sectors in volving high and sophisticated technology and both the
North & South in Portfolio investment. Further encouragement should be given to
the NRIs to invest in India. There js also a need to woo the OECDs to invest in India.
Since the balance-of-payments effects, export-intensity and import-intensity effects ) ' it of borrowing is that the return on
of different investors differ, while actually wooing foreign investors, firms with better ' b Themerito iability for the receiving country.
track-records should be selected. Therefore, foreign investment should be directed nt create liability for , been established within the '
by types of investors and countries, Foreign investment should also be directed by o Investment Jmplementation Authority has be
uses. As pointed out, the cheap labour, the country is constantly flaunting to the ‘ i) A F?relt’nchmmeme,
foreign investor, no longer commands the kind of attraction constantly it did . - Mustryo i In
previously. A second look at India’s self-portrayal giving priority to the rising stock iv) The foreign investment flow in
of skilled manpower at a fairly cheaper rate will be a better strategy. So a change is
needed to woo foreign investment to skill-oriented technology ventures, Alj-out
efforts must be made to liberalise in the context of foreign technology ventures while
greater encouragement for domestic firms should be given in other types of

investment, 6.8 LETUS SUM Uy

9" Foreign investment should be directed to sectors involving high and sophisticated
technology which in turn can lead to greater transfer of hard technology. All-out
efforts to liberalise in this direction including even higher roya(ty payments or lump
sum payments to acquire latest technology or tax concession on technical fees and

" royalties is desirable, In fact greater foreign investment in oil exploration without -
forsaking India’s majority share and control in such ventures is desirable. The
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tements are True or False.
the amount borrowed is given.

4 state whether the following sta

iiy Foreign investme

dia has been decreasing since 1996-97,

] i in india.
y) USA is the dominant source of FDI inflow in Ind

i { te
unced in 1948. The aim of the policy was that the Sta

' i i uent
le in the development of the industries. Th; ;ubss.:gor
d on industrialisation and expansion of. Public

{ f adequate
- t and generation ot :
imisati tivity, growth, expor inment of
ndvocated the max S Ofl“J mcig;l ezpﬁasised on the removal of poverty, atta
icy :

The first industrial policy was anno
must play a progressively active ro
industrial policy 1956 further stresse

: i _ :th that of interna-
. . . S ment. The industrial po ' \ sstic economy with
analysis of linkages leads us to the inference that foreign investment should be ' employ omic justice and integration of the dom
directed to the right sectors after considering both the direct and linkage effects on _ S?c':::'::;’zc)g: Y (
production, employment and income generation. Foreign investment should not only : .?’°.~ ST © ionertant vehicle of economic growth.
be directed to sectors with high linkages, but these linkages should also be reaped Woreien investment has been considered as an impo 4 now management in o the host
- by India, : S a};*z:?’én‘invéstmen th rings capital, new t_eck'molo'g)l't:df; a::i creates employment. There are
. L o o o ‘ 4 T obi i e economic activitie: is portfolio
10. While foreign mvestment in consumer goods sector has to be alJowed to make the . - - country. [thelps in st}mulatmg ihone is foreign direct investment and the Oth(::ctisn activi-
package more attractive for foreign investors, this should be like the butter applied two types of forefgn quCSt?‘Bn s;tme"t is better because it accelerates the prod.
~ on bread to make it more palatable. But if this i in excess, then the gains already investment. Foreigh d’r egt Inves ‘
_ " made by domestic firms in particular, and India in general, may be‘l_ost. ' ‘ : ties in the host country. -
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[asticutional Framework
Policies

Foreign investment policy has been further liberalised in In
investment, Foreign Investment Promotion Board has bee
have been streamlined. A new Foreign Investment Promotion Council has been constituted
to formulate policy guidelines and approach for enlarging FDI into the country. In the recent
foreign investment policy, several initiatives have been taken by the government to enhance
the flow of FDI in India.

dia. In order to augment foreign
1t restructured and the procedures

India has witnessed an increase in foreign investm
has decelerated. Mauritius is the dominant so
lands and Germany in 1998, Engineeting sec
by Chemical & allied, Services and Electroni

ent from 1991-92 to 1996-97. Thereafter, it
urce of inflow followed by USA, Japan, Nether-

tor has been the largest recipient of FDI fotlowed
¢s and electronics equipment.

6.9 KEY WORDS

Foreign Direct Investment: Refers to investment in a foreign country where investor retains
control over the investment.

Foreign Institutional Investor: F inancial Institutions who invest money in a foreign country.

Portfolio Investment: An investment in a fore

ign country where the investing party does not
seek control over the investment.

6.10 ANSWERS TO CHECK YOUR PROGRES
A4' |

i) True i) False i) True iv) True v) False

B4 i) True if) False iii) False iv) True V) False

6.11 TERMINAL QUESTIONS
1,

What are the objectives of new industrial policy? Analyse the main features of the
policy.

Do you think that the new industrial policy has a favourable impact on the economy,
Discuss,

Do you think that the foreign investment i better than borrowings. Discuss.

Describe the main features of the recent foreign investment policy of India.

NV R

Analyse the inflow of FDI in reference to countries and the industries.

Evaluate thevforeign investment policy of India,

ESSING ZONES,

T 7 EXPORT PROC v

o EXPORT ORIENTED UNITS AND
EXPORT HOUSES

Structure

70 Objectives
7.1 fntroduction
72 What are EPZs and EQUS?
| 7.2.1 Eligibility and ApProvals
722 Benefits and Facilities
7.2.3 Export Performance
13 Special Economic Zone (SEZ)
‘ 7.3.1 Approvals and Cntgrla
73 2 Benefits and Facilities
74 Export Houses, Trading Houses,
Houses '
7.4.1 Eligibility Criteria .
1742 Renefits and Facilities
75 Let Us Sum Up
76 Key Words
11 Answers to Check Your Progress
18 Terminal Questions

Star Trading Houses and Superstar Trading

7.0 OBJECTIVES

After studying this unit, you should be able to:

e define EPZs and EOUs

o describe the eligibility and approval criteria

s explain the benefits and facilities provided to such units
e describe the export performance of EPZs & EOUs

e define the Special Economic Zone

e explain the benefits and facilitie‘s given to SEZs

e describe various status of Export Houses

iliti i uses.
e discuss the benefits and facilities provided to Export Ho

7.1 INTRODUCTION

icy is di er exportable surpluses. Lar.ger surplus -
o pl‘OlhotiOH POIIFY l;&::ge%;);’;g{j/:ggl unitg have been_ created to u;::e:txts:dptr:duc
requires more PpoductrltO"u oses..Duty free import of all types of 1n9uts are ;; o ing a
tion bas? for the e)fpt? se:apl incentives to enhance the exports. Besides gxps e aorics of
et export f Senance over the years are granted the ‘sfa}t?s of vz;nouﬁts ity
gcordt(:::g;ﬂlgi;gimit you will learn the procedures, ft:l;cﬂiltl:; ?,:?'i tse:ned s of

oUs ' e inted with the criteria,
5. and SEZs. You will be further acquain

I\?stx)ri%us categories of Export Hou;es.
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