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¥ REFACE

The hypothesis with which this attempt to study frauge-
m relatigus begins is that these relations have been: weak.
‘khilc-tnu way be a widely kuown fact, it is inpoi-tgnt to :tudy
the reasons for the weak relations between Ffrance and India. It
is aslso essential to study what changes, if any, have tikai
place in the relations over the years.

With this perspective, two issues have been c¢hosen., In
the first 133ue, Franco-Indiar relations are seen in a broader
perspective of Indo-EEC economic relations, EEC has beccuﬁo )
viable entity in Western Europe. DBut Irdia's relations are not
only with EEC a8 an entity but slso uith-indivldml dest European
comtgus.“ In fact, India's relations with some West Suropean
_Q’Qtititrlu have beern or are fast gairing significance., In this
context, it is necessary to see vhere france stands.

. ihe first issue has been divided into various sections.

In the introduction, a background to EEC's externsl relations is
given in the context of buropean integration. Then the develop=
ment of Ind‘o-mv economic relations is traccd‘from 1968 to 1976,
i‘ur'thor oty three 'mport,ant aspects of economic relations - trade,
ald and investment - are analysed. Largely this snalysis io
empirical. Wnile France's positior is sought to be understoocd

in the broader context, = special section focussirg on France.

and India has been included. :

As regards the first issue, the student would like to
make a confession. The discussion has been largely on Indo-EEC

eocncnlb relations than on Franco-incdisn relations. I beg
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indulgence for this liberty taken by me. Two reasons prompted
ne 'to @-o thh.. First, the study of Franco-Indian ecoromic rela=
_ ".tlvor‘u becomes méro relevant ard interesting orly when Indo-EiC
| ocenuic relations are understood. 3Jecordly, a study of Indo-
EEC economic relations is more significant than an luolatid
study of Franco-indiar relations. Nevertheless the speelal
reference to france 13 tlio,n.
The second issue ecncerns French arms trade espesislly iu

the conuxt'ot indian sub-centinent. in a brief introduction,
the progess of nilitarization in the Tnird World is traced. Wext,
Frence is identified in the industrial pattern of supply of arms.
Then a modest attenpt is made at pointing out some of the draw-
: backs of the SIPML nhal,yun of arus frado. Further on, while
ﬁsiicatiwa of arms tfadt for arms préducuen in developing
~countries like Indim hro also discussed, the ouphésio has been
on iﬁdiraﬁnang the nature of French arms trade in the indian
,‘sub-a,_éut'_iniixt. Also French arms trade is not studied in isola-
tz.o,;nflf:fut.:tu i-ohucn to othog arrs suppliers.
: . ‘Eﬁo conelustons drawn both in the first and seecrd issues ,
try to shed some light on some peints like the role of the French
State in France's economic relations and arms trade with Inale.
' 1" am highly grateful to Ur. H.S, Chépn, Agssocinte Frofes-

coi' and Road of the West Enéopoan 3t\mos Vivision in ttia jehool  :
of international Studies. ile has constantly gulded and encouraged
;c. i am highly indebted for the understanding and patience he
“h‘u ah.oﬁ tovards me withoui which I would not have been able to
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ewploto th:.: d!.nortauen. i alsc express ty mmm to bre M.

3. Vonkuuum. Chairman of the Centre fop American and dest

| 'Eurepoan Stndiu. for onoouraglrx me at various stages of the
i ‘V‘l‘kn

gz nhc wish to roeom ry thanks to the ubnrum and

) ”sf.art of the uburxu of Jawsharlal Hehru ihinruty, Indian ‘

e Counctl of Horld Aftairs and the Federstion of indisn Chambor- i
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"to tht mphtim of thls i ssertation,

Lok \p,m, 2_4 5 8T/ ek, . (/fa. Ramesh)
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INTRUWDUC L Liv

The Kuropean ieorowic Coanunity has grown into an economic
force to be reckonad with, It i{s the vorld's largest market,
accounting for about 49 per cent of internationgl trade. PFree~
sently it represents a comron market and has evolved, irn terms of
connerce, aore or less coordinated policies under the ibov institu~
tichal structure. In other words, BEC cau be said to have a
comn.uy conuercial policy. DBecause skl offers a very big market,
other countries i1, the wourld - both developed and developing = have
found it attractive and have desired to develop commercial rela-

1
ticns with it,

in the sphere of foreign poliay, the KEC countrlies are
cooéarating and trying to coordinate their policiesj though 1t
carr.ot be said that they have achieved 2 corron fcreign policy..
Instanees are thare - like their joirt pronouncement on the Fiddle
East and voting together on resolutions at the 3lst session in the
United Mations. “ut these are hopeful sians rather than reflec-
tions of a dominant trend,

ilowever, there is no doubt that &4hC has become a powerful

entity in world affairs. ihough it may notl have acnieved a super

1 John Finder, "Ihe uommunity and the Jeveluping countries:

aAssociates and outsiders”, Journal_of Sompan bLarkat studiss
{uxford), vol. Xil, no. 1, 179, p. 55,

2 Juhn vinder, "The Comrunity's heed for an active External
Policy", dorld ipday (wondon), vole 91, nLo. 10, Jeptember
1575, pp. 309-71,
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rower statusgy, it is trying to increase i{ts influence,

Internally, el has some achievenents to its credit. It
has established a customs undion which not only abolishes all intra-
trade barriers but also protects BEC countries from outsiders by
raising tariff and uon-tariff barriers. It has souzght to evolve
a comren agricultural policy within the corrurity-though this
policy has become corntroversial particulerly because a common
- agricultural policy implies great losses to scme memders and here
reconciliation of virious naticnal interests needé great caution.
The EEC has 2lso sought tc bdring about freedcom of QQVement within
the corrunity which aronsg other thinags irmplles free moverent of
lakour {rom region to regien.4 There could 2lso be some other
achievements in political, economic and technological spheres
though these are at present limited by the overali limitations
of the btC as a priparily comwercial unicn.

Internally, the LEC has also experlenced some failures
wnich flow from what 435 mentiahied above. Ecunomic and menetary
unions have .0t been achleved. #or instance, neither centrally

evolved financlal policlies rior & curtan currency have become

3 For two dlffe ent views on this, see Johan Galthunz, The
Burgpean & : A Super Zower mmm}:inz(bmdm’
1973) ané Andrew 3honfield, Europe: dourney Lo an nknown
Destination (London, 1973). While Jalthung arzues that
Burope has become a 3uperstate and is fast moving towards
a dominant position in world affairs, 3Shonfield visualises
the West Kuropean countries as a 'bag of mardbles'. Shon-
field argues that positive and deliberate steps are needed

if Yestern Europe warts to play a leading role in vorld
affairs,

4 Castles S. and Kosaclk, G., "I'he Func tion of Labour Immi-
gration in Yest Buropean uayitalisv", _gﬁ &gﬁ& Jeviex
(London )y no. 73, }vsay-June 1972, pp. 12-13



realities.

Externally, until 1973, ERC had sought closer ties mainly
with the ex-colenies ol frarce, italy and Jelgium.s the African,
Carribcan and racific (ACr) countries were thus tc become Ass0-
ciated States of the urC, Before 1973, Britain was not admitted
to the corpunaty and partly because of this, Asia and lndia in
particular did not receive much attention,

Before 1973, oypositicn to British entry into the Ebv was
from one member of the community « france. French oppositian was
on the allegation that Britain was seeking Anglo-smerican hege-
mohy in West kurope and its entry would not be conducive to Lurc-
pean unity. Irplicit in srance's opposition was also the fear
that if Sritair entered the compunity, french ex-colonies would
not receive great attention by EEC because Britain would seek to
retain its own ex-colorial ties even ithin the BEC framework.

It may be argued that since 3ritain agreed to give up
Commanwenlth Preference%, this reason could not be valid. But
here it should be pointed out that the relations of YWest European
countries with ceveloping cowtries are not confined merely to
cormercial relatiqns; for irostance, Sritain Lot_cnly has trade
relations with inaia, but also investments in india. ihusg, even
#france has traae, aid and investment relationg with several count-
ries i1 and out of srancophone africa, J0 the real reasuns for

French fear of British entry nay have been basea o the desire

5 Chri stopher 3Socames, “The BLC's External RAelations", Ihe
World Igday (Lendon), vol. 29, rno. S, May 1273, pp. 190-1.



to secure advantases yis-a-yis Sritain. and 68C without sritain
was suitable for such a purpose. ihis is all the cure relevant
because Britain may have rore cespacity first, . account of its
"alliance®™ with the United 3tates and second, because of British
industrial orgarization. Britain's colonial legacy has 2iven it
some advantages over the colonies of other countries vhether it
‘is in banking structures, comrvgrcial activities, legal framework

or skilled wanpower and so ahe

Britain's entry wis nlso opposed because of France's
natiocnalistic cutlook under de Jaulle. ~france feared that by
Britain's entry, France wculd rot succeed in playing a leading
role in the E&C.7 sut,y in the post-de Jdaulle periocd, West
Germany 's growing strength led france to realize that 7Zrance could
not hope to play such a rule. &owy the problem had become cne of
securing its interests yis-a-yls Jermany within the kiC framework.
- This was possible i scme other important country entered the BAC,
fowever, this does not mean that viest Germany saw Britain's entry
a8 a move against {ts interests. Jermrany had the coenfidence that
it could carry onh with an erlarged community. In fact, it was
ane of the ardent supporters of British entry into the EEC,

Une poirt however beccomes evident, UWest Furopean countre
ies canrot as yet, overcome their rntional outlook. This {3 not

only reflected in the differences evisting among LsC wembers on

6 Claude Cheysson, "Burope and the Third Zorld after Lomé",
. aorld Zoday (Londcn), vol., 31, July 1975, p. 236.
? He3s chopra, Dg Jaulle and surgpeay Yudty (abhinav, 1974),

ppe 1973,



matters like agricultural policy but also in the cerisis of the
seventies faced by the BEC countries.

ithe 0oil erisis and recession in the vorld ecunomy affected
the attitudes of west buropean countries to buropean integration.
Hest &uropean countries sought to recover from the crisis by fole
lowing nationalistic policies which meant divergencies in economic
and other policies. Iin fact, the urgaulzaticn for gconomic Co-
operation and Levelopment (usCl) itself recoumended de~synchroni-
sation of policies in respect tu ecanomic growth.

. From this, it also beecres clear that there is a certain
Gialectic between national and collective interasts in the West
Yuropean context, itis is also the reascn for the fact that rela-
ticns between Jest Luropear countries and India exist at two
levels, (ne 13 at the bilateral level snd another at the level
of LFC ss an entity. _

IThis duality of E3C countries' external relatiors ieads
to the reiteration of the questions: whether EEC will remain a
meore common market or evolve into a more integrated community?
«hether national interests will bloc the evolutiocn of a powerful
econonic entityrt

Lhese questions are also related to the political and
legal institutions which would slay a role in this evolution.

9 )
according to ane view, the Buropean level institutions (like the

8 Peter R, vdell, vid and sordd Peower: gagksground Lo the
9 #for example, Daniel Yergin, "Europe's Identity Crisis"”,

Current (Washington, L.C.), April 1878, pp. 44-52,



buropean Commissicn) may have bdecome subordinated to national
governments rather than develop as alternatives. IThis may be
1iked by those West buropean countries which may still have
strong national attitudes, for example, France and Britain. The
Eurcpean level institutions may reflect only a coordination in
some spheres and not an organic unity. But there are alsc hope-
ful signss The Eurocpean Parlizment will have direct elections in
1978, Though the natiocnal gzoverrnments have some reservations,
they have approved direct elections. Direct elections may
increagse the power of the Eurcpean rarliamernt xlaré-ila the
national parliaments. However, it is easier to predict about
constitutional obstacles than to predict about the power of the
European Parliament,

4 there is to be a real effort towards a supra-national
integration there has to be a process of integratian of ecancales
and 1n§titutions. whether this process is there may be debatable.
Agsuming that it is there; it is evidently slow. 1ihis slow pro-
cess has received setbacks now and then - the crisis of the
seventies being sn lmportant ane. Because of the setbacks scme
people ray feel that BEC is faecing an "identity crisis".lo

Leo Tinderans, the Belglan Foreign Minigter, was asked to
repost on this "fderntity corisis”’. The Tindemans report made
rodest, but as sore people feel, significant reccmmendations, It
was also said to be pragmatic. Ameng cther things, the report

wanted the following: (1) closer integration of foreign policles

10 ibid.



‘including removal of veto in the cozrmunity institutions);
\8) comumunity responsibility for crisis in the 'region' of Europe;
(3) expanded power for the buropean rarliament; (4, appcintment

of a spokesman to deal with the Urited 3tates in "a dialogue based
on equality"; (5) joint weapons buying; () closer links among all
conrunidty currencies; and (7) a kira of two tier community in
which those with stranger economies march quickly towards intege-
ration while weaker countries are to catch up vhern and as best as
they can.l1 But there was no enthusiastic¢ respornse to the Tinde-
mans report.

| Arother point tc be mentioned in the context of coordina-
tion of foreign policies refers to the communication between ERC
countries and develeoping countries., The Corference cn Interna-
tional Ecoromic Cocperation (popularly called the lorthe3outh
tialogue) showed that BEC countries were trying to talk as a group
with the developing countries.

dgiven all thisgy it would be simplistic to say that Zurepean

iotegraticn is fast becomirng a reality or that the process is
blocked by pational attituces. Both are at work. However, what
seewms evident is that bl countries are in no great hurry to bury
their individual apiroaches whether it concerns their internal
problexs or external relations. at the same time, they aro

proceedinz with curopean integration with a long-term perspective

to zein supreracy in world affairs.

11 This last proposal has been a controversial cne since
it 4s cansidered by some as self-defeating, for it would
create an inner market very much different from an outer
market,
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DBVELGVEEANT U INDU-EEC RBLATIUNG

The furopean KEcoromic Conrunity was forred under the Rome
Treaty of 1957, But until 1361, Incis did not show much interest
in this European experirent,

Until 1961, India had a suspicious attitude towards the
REC, The EEC was viewed as e nev form of raintaining colorial
links. There was nlso some objecticn to some specific acticns of
the BEC pembers. For exarple, Ihdla was opposed to the diserimie-
ratory tariffs inposec by beC countries ajainst other countries.
fhus, when the six members of the Bbke - rrance, Ffederal Hepublic
of dermany, ditaly, delgium, ketherlands and suzembourg - applied
to the Jeneral agreement on lariffs and Trade (Ja1l) for permise
sion to forem a customs union, lndia was anwg those countries
which urged that the formaticen of the rurogean voamon rFarket (&CHM)
and the application of a cumron external tariff (which wouid be
the arithmetic cear of the former national tariffs) would result
in hareiful diversions of trade, particularly from the point of
view of developing countries, " However, India did not press its
gerieral obvjectiors when 'the 3{x' assured it that they would try
to avoid developments harmful to courtries cutside the BEC,

india was algo suspicicus of the buropean urity movement,
1f it irplied strengthering Jestern Europe as 3 rilitary ally of
the United States -~ since all the ESC mezbers at that time were

i3
wembers of the horth atlantic ireaty urgarlzation (kaly), dndia
12 vharma Kumar, judia angd the £sC (Bombay, 1360), p. S4ff.

13 Kuzronic, "UsA and Its haiv allies”, BReview

of dnterna-
4 _§£aLza (3elgrade)y, vol. 27, n0. 24, 5 april 1376,
pp. 9-6 ]



]

was critical of the NATO beecsuse of its key role in the 'Cold
War' tensions.

But these objections were rot made with much vehémence
gsirce the EEC was still seen as a regional affair and its impor-
tarnce was not foreseen. 1Ihus, the only sign of the official
Indian policy until 1961 was the GATI action taken dy India as
mentioned above.

) Hovever, as early as 1357, the Federation of indian Cham-
bers of Commerce and Industry (FICCI) began studying the prodlems
of implications of the Buropean Common Market (ECM) for India.
ihe FICCI showed goncern about the likely restrictive effects of
the EiC's tariff and trade poiicies. in 1361, wher. the United
Kinzdom expressed its intention of joining the BEC, FICCI's con=-
cern was more particularly expx-esscd.l4

"It was Britain's decision to apply for membership in 1961
which first compelled India to take a closer look at EBC".ls It
was also FICCI's concern which i{nfluenced India to do so.

UK's entry into BRC at that time would have had two cor.ge-
quences. First, UK would have to phase out its Commonwealth

Preferences and second, replace these Preferences by the Common

14 PICCI, Report of the Proceedings of the ixecutive Com-
mittee for the year 1361 (New Lelhi, 1962), pp. 21-22;
daport for the year 1962 (lew ielhi, 1963), pp. 29-31;
Sarrespondence and relevant Daoguxmsnts relating to impore-
tant guestions dealt with by the ifederation during the '
year 1961 (lew Delhi, 1962), pp. 171-3.

16 Maleolm Sudhan, "upportunity for 3tocktsiting”, india
and J W (Uelhi), vole 111’ ) 1o I 2,
August=-uctober 1977, p. 17; alse tharma Kumar, n. 12.



10

Bxternal Tapriff (CEL), 43 a result of the first, BEC exports to
UK would enter dutyefree ard as a result of the second, India and
other non-EEC countries would face custors barriers for their
exports to UX,

In 1961-62, UX was Indfia's largest export market among all
countries. At this time, India's trade with UK aceounted for one
and & half times the trade with 'the 3ix'. In 196162, India's
imports from ‘the 3ix' arownted to 17.5 per cent of her total
imports and from 'the .Jeven' (i.e., if UK had joined ECK) to 35.2
per cent. Exports amounted to 7.9 per cent with 'the 3ix' and
32.2 per cent wvith 'the Seven'. lndia was of the view that if
UK had joined the ECM, india's export problem would become more

difficult,

| Further, by including UK in the EEC, the latter would have
becore a2 greater force in international politics and could agzgrae-
vate the 'Cold tar' tensions. More important, the growth of EEC
could further exacerbate tensions between the developed and under-
developed countries. A’n enlarged E%C would strengthen‘neo-colonia
role of the Wast Buropean courtries, while weakening colonial
leogacies like the Comnconwealth, In other words, the ¢lose ties
of British ex-colonies with Aritain wvould be transformed into one
where West EBuropean comntries would develop new links acecording
to dest Buropean needs.

uf course, this dia rot imply that lndia was interested
in de-linking itself either from Britain or west curopean countr-
ies. I1f scme chatiges were to takse place in the relations between

wegt buropean countries, lndia woulu also seek a wmodified
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relatiaonship with these cuuntries since it suited india's inter-
ests; or put it in another way, the interests Jf thuse zroups
which wore represented for instance {n the flevd,

if UK joined the LBC and adopted the vommen txternal fariff
(CbT), Indiar goods woulc lose the right of duty-{ree entry as
well as their specisl positi against ron-vcamenwealth exports.
By UK's entry, India would have to pay duties on its exports to
UK, while competinz exports frox the 3ix and ELC's assocciated
members would gailn duty-free or preferential entry. India wanted
that until India's trade relations with EEC were adjusted -~ to
overcome the decline yle-a-vig UF - sorme interim arrangewent should
be made to maintain Irdga's evperts to K, Ir this context, India
arzued for a lowering of the Corron Sxternal Tariff ard devising
special peasures for the transitional period to reduce damage to
Indin's trade which would be caused if UK joined the'aBC. India
alsc proposed that within two years of UK's entry into £BC, b&C
shoula conelude a wide ranging trade accord with india., while
this proposal was accepted by the BBS cuuntries and was to be
extended o0 other Asian Commonwealth countries, it was dcubdtful
if it could really solve the problem of lpndia's commercial rela-
ticns with UK, bven the provision for phasing out the Conmonwealth
freferences or gradually raising the customs barriers would not
solve the problem. UK was aware cf this problem and was prepared,
to scme extent, to accommeodate india's exports. 3ut UK was pri-
marily concerned with its own irterests.

In 1983, UK's application was rejected because of the

opposition from rance led by de Gsulle. But this did not mean
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that Irdia reverted tu its pre-1361 position. Inls was becauge
(1) UK's entry into &0 at any future date could not be ruled _
out; (2) kel was growing as a viadle entity anc irrespective of
UK's entry, india nad to consider its direct relatiocnship with
BEC; and (3) EEC's growth ileplied greater weightage to LiC count-
ries in internatiocnal affatrs.lﬁ India could not igrore all

~ these developaments.

When UX's entry was opposed by irance end there were dif-
ferences of opinion ameng BEC members, it seemed es 1€ REC had an
uncertain future, But ir 1964 a customs union was estavlished.
This custors union meant abolition of tariffs between the 3ix
and raising a comcor customs dbarrier bty the 3ix against outsiders.
This also inplied that Indla had to negotiate more with BEC yather
thar incdividual States or matters of exports to BiEC members.

ihe rejectiorn of JSritish apyplication for entry into Ll
did not lead to the abdbandonment of sume concessicns siC had
agreed to give lrala. dindia persuaded the Six that irresgective
of UK's entry, indie snould be given these concessions as India
had a chronic trade deficit with the 3ix. in this cuntert, some
tariff reductions were made.

Though there vere sovme minor discussionsg between irdia and
BEC, between early sixties and early seventies, Fil asg an entity d&i
not showv much interest in India. Partly the reason for this was

that BEZC ftself was evolvirg slowly. In fact, EEC was not even 2

16 for a dlscussion of the third point, see Ralf Dahrendorf,
"Possibilities and Lirits of s Buropean Comrunities’®
foreign Poliey", #oprld Ioday (London), vol. 27, no. 4,
April 1971, PP. 143861,
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~complcto customs unione |
ﬂhile EEC was thus not in a position to show much intorest.
vin In&it, it dld not mean that india had no noteworthy bilutoral
?r.lntiant'ulth any West. Eurbpean contineatal country. Thus, 1t - ,
?cauld be ob:crvcd that the FPederal Repudblic of Germany had dovc-I 
;lopoﬁgcxgcaﬂxva:hilatoral relatioas_und,thorc wvas a rajid increase
;1n”b11&t§ral tfadc. a 1£rge part of xﬁ'tinanccd by means of Ldng-
ftorm orodits and other financisal assistance given by FRG, Uther .
’BEC countrios also had relations with India and in fact had glvcn‘
sove aidu- ror example, as members of the Ald India Consortium,
- Pvrthcr. if BEC was gaining any importance in India's. -oyes
it uas~1a thc sﬁhere of trade relations with the Six, Thus, 1:
Iniia ‘had to trade wvith PRG it had to go through the Europoan
 Comn1ss1on decause this institution was "EEC's negotiating amm fo;
all trade matters . | | |
UK': entry into BEC took place in 1973. By this time, soxe
_chanxos in India‘; trade relations uith UK led to the view, parti-
_cuiarly_amqng'scac EEC members, that Ipdia did not need any wide
rangt§; §z:q§uebt‘to‘protect its tfidq interests. Thus, wile tgp
"to:ns of\Brtéxsh.cntry were similar to thc 1961 proposals, india
was not ortcred any wide ranging trade ;ceord. It wvas obsarved‘v
'that in 19?3 India s exports to UR (perccntazo-uiao), wore less -
thanloxyorts in 1962, A4lso, lonng the ﬁommonwulth Preferencesl
4 d f;cin: thc customs barrlera would be partly offset by the
Genenltzca Systom of Preferences (GSP) vhich was implemented by

17 «5$ubhan; n.,15,.p; 18.
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the BEC from 1971 itself, Additicnally, by now Indla's trade
relations with the 3ix had growm to some extent,

“hile the t+IC seomed relustart to have a formal trade agree-
ment with India, India was dent on gettirnz such an agreerent cohe-
cluded, The Europear Cormission finally conceded and asked the
meebepr states for a wandate to negotiate such an agreement which
would provide for the consolidation of sore minor tariff suspen-
sions and the creaticu of a joint commission to luok into agecifio-
trade problems. Llhe Conmission's proposals were cunsidered trie
vial by some LEU countries aud sSrance aprgued tnat the pruposals
were not important enough te be negotiated into a formal trade
agreerert. India canticniued to negotiate and tried to persuade
£2C countries about the mutual advantages for India and EEC in
" developing trade. The final result of this was the sigring of a
Cormereial Coopsraticn Agreement (CC.) in 1873,

Prior to the Cormeprcial Cooperation Agreement India had
submitted its 'side mewoire'! calling for such an agreement. At
this time, some FKEC members took the view that the proposed co-
operation agreement should be a "two way affair”, They had a
suspicion that india wanted to penetrate eil market under the
cover of the CCA -~ with products which could coumpete with some
Burcpean products. dence they ir.sisted that the propogsed agree-
went should provide for a measure of reciprocity. 4t the same
time, they desired semething &ore tangiovle. ihus, they made
references to natural resources and foreign investments. E&lse~
vhere, in the debates in the United hations Conference on [rade

and Developmwent (UNCTIAL) and other Luited bations' (Ul) bodies
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on fisancial aid, some abé countries notably the FRJd and UK
stressed the “value” of foreign private investsents to developing
countries. ihis was duie to such a point where scme ubC countries
refused to subscribe to the 0.7 per cent target for 'ufficial
Development Assistarnce'.

Thus, when India submitted its aide memoire, the EBuropean
Commission proposed that there should be a study of the possibdbi-
1ity for creating favourabdle conditions for investments - particu-
larly private investments « by Wast European countries.ls

India argved that investrents should be seen in the context
of the evisting "cozplementarity" between the eccnomies of India
and EBC member eountries. If there was scope for investments
based an complementarity there was none for investwents seeking a
high rate of return. In other words, if investments served to
profit not anly #est buropean economies but also indian econonmy,
they were welcome. lhis implied that investments cculd be made
in those sphores of economic activity where indian industry could
also have advantagoeous growth. add to this, the imsistence of
EEC countries on private investments -« which would prefer to align
themselves with indian private capital - and the desired ‘direc-
tion' of cooperation would beccme obvious.

India also argued thatvERC 4id not as yet, have a common
investment voliey. Irn fact, France also felt that EEC had no

corron pelicy on investrent and that it was rnot necessary to bring

18 Kews report? "gEBC-India ireaty, Battle L(ver Foreign
Investaents™, ngmgxgg (Bombay,, vol. 127, no. 3263,
17 hovember 1973, pp. 858-3,



in the question of investments into the COA proposals, France
also sought to distinguish between Buropean Corrission competence
and national corpetence. surther, #rarice desired a reduction in
the activities under the CCa to a bare minirum. 1lhis was because,
certain Indian proposal to broaden the counpetence of the proposed
indo-bEC Joint Commission went beyond what was agreed to with the

African associated 3tates under the Yaounde Jonvention.

ihe ultimate outcome of such differences of opinion - bete-
" ween dndia and &80 members on the une hand and between KELC members
themselves on the other - was an agreement which was specifically

commercial but was of a general nature with regard to other spheres

and with no time bound programmes,

19
The CCA had three broad areas of agreement: (1) to develop

and diversify India's exports to ERC and also REC's exports to
Indlgg (2) to erncourage cooperation ir escromic relaticng; and
(3) to cooperate in third country ventures especially in develope
ing countries,

aher: lndiz had proposed the CCa, it also wanted to streng-
then the proposed Indo-BbC Joint Commission. But France opposed
it because it felt that a strong Joint Commission would begin to
deal with those eccnozic aspects on which &BC had not yet deve-
loped a comman policy. In other words, surcopean integration had
net proceeded to such a stage where all matters could be left to

BEC institutions., fowever, dndia and bLEC agreed that the Joint

19 “Indo-BEC Relations: aAll the Milestunes”, India apd

Euronean Cormunity (Delhi), vel. 11X, no. 2, May-July
1977’ p. 23.
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commi ssion could progressively deal witn those matters which
becore part of the couwmon policies of LEC,

Though initially some EEX countries were of the view that
& forral commercial agreement between India and RIC was unnreces-
sary (or not important), the sigring of the CCA could show one of
the two things: (1) the EEC had realized that {t was important to
conclude such an agreement or (2) Indfa had persistently tried to
conclude such an agreement ard this was conceded by EEC countries
thouzh they were not keern. But the real ansver seems ts be that
BEC members realized the potential of such an agreecent = if not
in an fprvediate sense, at lenst in the long run - to furtaer
strengthen the links between Euol countries and india, 4india was
also keen an entering new areas of economic activity. It was
not satisfied with mere reroval of some trade barriers.

at present, the progress in Iindo~8:C relations represents
chiefly the coummercial sghere. &rom india's point of view, these
relations still need improvement ir terms of tariff recuction ané
improvements in the Generalized system of Freferences (usP).

Thus, CCA and improved GSP would be two elements of india's
strategy for increased exports to EEC,

Further, the BEC provides some technical assistance to Indi
for example, in export promotion. EC has also given some food
ald to India, However, droadly speakirg there is rno ecomplsete co-
ordination in the aid policies of EBC courtries towards Indfa. In
the context of forums like Aid Irdia Consortium arcd «orld Bani, BE
members have often agreed or. the aid to be given to India. iioweve

this aid refers to broader aspects of what is called developmental
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assistance, financial aid through the EEC institutional struce

ture (and not bilateral aid and aid through other international

organizations) for the non-associated countries is small, in fact

smaller than BEC's food ald programme. But within such a limited

financial aid programme, Inala has been an important beneficiary.

20 “"Developrent Afd", Ipdia and European Community (lelhi),
vol, 3y no. 2, August-october 1977, ppe 77-79.
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I1KDU-BEC TRALB

84nce the Second World #ar, India's imports from 'the Six’
were rising steadily. In 1948-49, imports from the 31X were
only R3,360 million. By 1957-58, they rose tc a peak of nearly
'as.z,iao million or over one-fifth of India's total imports. By
1964-65, they had dropped to Rs,1,693 million. Imports from the
81x fn 196465 amounted to 13 per cent of the total and in 1957-53
to 20 per cent whereas in 1248-49 they were only & per cent, UWhile
indian imports had grown by well over Rs.1,000 millicn, the abso-
lute level of exports to the Six rose only by some W3.280 million
or 30 in comparison with 1948-49.21 Exports to the Six remained
~ more or less constant as a proportion of total exports over the
| post-war pericd for several years. #As a result of this difference
between the movements in exports and imports, ingla had ap ua-
fayqurable Dalance of trade with the $iX in gvery year since
- independence right upte 1275 (1290-5) was an exgeptidn, being the
| year of the Korean boom).

bharma Kumar ir her study - Indla and the EEC - wade in
1981-65, felt that the formaticn of the EZC had no marked effect
on the broad movements in exports and i{mports. This could have
been partly because the Customs Union was rnot yet completely
formed., she was of the view that the watershed of India's trade
with the natiocns corprisinz the 8ix was not the formation of the
BEC but the 3econd 9Yorld Yar because in the inter-war period,

India's trade pattern was different from the war or post-war

21 Dharma Kumar, n. 12, ppe 137, 132,
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~ pattern of trade. while, what Uharza Kumar says about the broad
.movements in trade in the 1nter-wagzzgd post-war period may be
true, it cannot be said that the formation of the &iC had no
impuct on India's trade. uf course, it has to be conceded that
in the irnitial peciod of Indo-£3C trade relaticns there waé no
no?able twpact. In fact, while &8C's shace of world ieports was
rising since 1968, India's share of exports %o BEC market was
Stagnattng. But by 1970s lndia realized the importance of E&C
as world's largest export outlet for Indiia.

In absolute terms, total imports from the EEC into India
vere fallinz more or less steadily in the four years upto 1963-64,
In 1963-64, total irports to Indla (fror all sources) were higher
then in 1967-68 and imports from the 3ix consequently were obser-
Ge& to be deeclining in proportion to total Indian imports. In
19465 {mports frox the EEC rose substantially but were still
below the 1357-58 level.ag

ihere could azve beern tws possible reasons for this dec-
line of indian imports from the ExC: (1, ihe tole of other supp~
liers may have incrensed tawxing a greater proportion of India's
Lﬁgarts. (2) The comrodity pattern of india's trade may have
chatiged in ways unfavourabie to the LLC,

The extert of fnfluence of the first cause, i.e., the loss
of ground to other suppliers is partially evident in Table 1.

In Table 1, imports from the Six are set out as a percen-

tage of total Indian fmports for six major commodity groups in

22 Dharra Xumar, n. 12, p. 142 ff,
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TABLE 1

IMPORTS #RUK THR SIX A3 A PEICERTAGE OF TOTAL
" 1GDIAK 1MPURTS |

. OO eeoeoaoneow

195657
Percenitage
of total
inmports

D W IR @ wh PGP WD W WP W W A P

wD AP Wb ID AP 4P OB D W 4D G5 VP ED UGB 4P Y 4B TP WP b AP 4D W 4D B D

1363-64 . - :
Percentage Izmports Pefcentage
of total from the of total
imports Six (Rs. . imports

nillions) :

D D 1 D W U D D G AP TP AD W TP TP P P G VDD AP 4D D A N GF B P e T W WGP DD W P T W GNP W S A W D D WA D W WD WP D G WD S

1., Machinery and

transport 30,0
2. Chericals 83,0
3. Manutact\i:‘nod

8?06. 38,0
4, Mneral fuels,

ludbricants and

related

‘material _0.8' :
5. Crude material
© inedilble except :

Luels 2.8
6. Selentific B

instrunents 27.0
7. Total imports 14,2

LA 4 L 2 2 2 3 L 1 L L 1 1 1 2 2 & 4 2 L 1 1 L 2 T 2 21 2 2 2 J

/ 1020.46”

19,2 21,4
27.3 253,63 27.9
11.2 334,07 15.1
0.8 13,94 2.0
1.9 21,68 L7
20.6 37.80 . 26.8
12.0 1693, 64 1.4

Source: Pharma Xumar, n. 12, p. 143,
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-'1906-57, 11963-64 and 1964~66. It can be ixated that between
1956-57 and 1964-65 EEC's share of lndia's imports fell in evory
single group (except rminerals and ruols which were the least

Qimpontant). The fall wag particularly ma:ked in machinery and

' tranqurt equipment and manuraétnred'goodse' It can alsd be obser-~

ved that machinery and transport were the most important imports

frcm the EEC in 1964-65 (see /3/ in Tadle 1).

Imperts of machinery and transport equipmont vere generally
higher from the Six and the UK than froz the world. But it was

. the fall in the absolute value of these imports from the 8ix which
was one of the important reasons for the decline of total Indian
ioports from them. Ihede ooumodiiles wera recisely those whigh
mmnmmmmummexaumzmmm
mant wers svailable %o gover Lhe mhau

Imports of these items i.e., machinery, transport equiﬁment
and also manufactured goods had to be reduced because of shortage
of foreign exchange and particilarly because a relat;vely small
proportion of aid could te utilised for them. ZThus an mmm
reason £or the decline of India's imports from the Six, uatil the
mAd sixtles, had deer acarce forelgn axchanze positicn and absence
of BEC afd to ggzg;‘angn‘imngiga. Those tmports which were not -
financed by ald had to be cut and that meant LEC exports to India.
The aid coming from sources other than the 3ix were tied and so
could not be used for imports from the 3ix.

Table 2 sets out exports by the Six to India as a propor-

tion of their total éxportsv. In general, india's imports from

23 ibtd., p. 143,
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the £&C formed a very low pepceaiage of EeC's total e?ports.
Further,’ this pércentage feii'from 1967 to 1962 and 1964, Amang
‘these, exports of machinery and transport equipment were rela~
'ttvely‘Impdntant; but here too tﬁére yas & decline from 1957 té_,
1964, - |
TABLE 2 -

EXPORTS BY THE SIX To IKDIA A3 A.PERCENTAGR

UP THE TOTAL EXPORTS -

-

Cormodi ty | 1967 i 1962 1964 -
Total = o 1.9 0.8 0.8

Chericals 2.3 1.6 1.1

Machinery and transport - . o
equipment 3.8 16 - 1l.4

Basic Manufasctures = 2.5 0.8 0.6

---ﬂ--'--.‘.- ‘.’---‘--Q-‘ ‘-‘.---‘- A Ay B> WD W T SO W TS WD D 4O GD A W B WD W G 4D U) W AP WS Vo WD W W U9 W

Scurcez ON CQmmodity Trade Statistics for 1957, 1962
- and 1384. (n. 12, p. 146).
The decline of lnﬁian imports from the 3ix was to a large
.extent due to the import policy. This policy was detersined
mainly by the level of ald receipts and foreign exchapgo'geserves.
| Since 1958, the terms of trade of the Six’moved in almost
tbe same way as the terms of trade of the developed areas in
general. There was a ‘sterdy improvement both for developed areas
in general and the Six in particular aé the expense of under- |

.developed areas,
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In the first half of sixties, wiile Indo-BEC traée wasg
not so important, yet India's izmports from EEC formed a larger
part of India's total imports than indis's exports did in BEC's
total fmports. This can be substantiated when India's exports

are seen as a percentage of the total imports of the Six.
14BLE 8

ABDIAYS EXeuidid Tu Tdi 81X A3 A PRUVPVEIVYN WF
1dBIR Tolal INPVURTS, 194841964
vr

IMPURTS #RUM LEDIA AS PEKCENTAGE uf TUIAL
IMPURTS BY THE SIX

1848 1857 1962 1963 1964
Yegt Germany O.1 0.8 0.8 0.5 0.5
ance 196 006 0.3 008 303
Italy 2.4 0.5 0.4 0.3 0.3
Belgium/
Luxembourg 1.2 0.4 0.4 0.3 0.3
Lketherlands 1.1 0.3 0.3 0.3 0.3
Iotal 1.3 0.6 0.4 0.4 0.4

A L R 2 L X L L L L 2° 2 L T X ¥ ¥ 2 ¥ ¥ L L L L I T T 3 2 L L X X 2 2 "L T T T T 2 T A L X 2 & 2 L & T 2 2 2 L L L T 2 2 2 2

Sources For 1948, 1957, 1962, 1363, UN, Direction of
International Zrade and for 1964, OECD, uverall
Irade by Countries, July 19656 (n. 12, p. 172).
As Table 3 shows, India's exports played an extremely

small part in imports by the &ix. India's exports were only 0.4



25

per cent of the LEC fmperts in 1264 (including irtra-trades, which
was even gmaller than India's 1 per cent share of world exports
at this tise., #urther, in 136465 India's exports to BEC countr-
ies vore not oven able to nairntain the extrerely lov share they
haé few years before 1964. As observed in the table, exports
from Indfa to Prance also fell from 1.6 por cent in 1948 to 0,6
per cert in 1957 to 0.3 per cent in 186284, While FRG hed a
lower share of India's exports to the 3ix than france in 1948

(becauge §ts trade was adnormally low just after the ﬁar)! in 1964
it remained et a 14 zher level than France - 0.5 per cent ~ gfter
overtaking france in 1987, itself. It snould 2lsc be added that
india's exports to tae 5ix as a group fell sharply in the post-
var period as compared to inter-var period,

Ine commodity composition of lndia's exports to the dlx
was rather different from the overall pattern of exports. Iu
India's trade with the EES, Indie's leading exports in the earlier
half of the ‘sixtiesz&s vere leather, iron ore, coir yarn, tea, Jute
bagsy, oil cakes, rose wgod, jute cloth, coffes and cica. On
the other hand, 4n India's overall trade they were tea, jute
cloth, cotton fabries, jute dags, oil cakes, iron ore, leather,
sugar, cashew kernels snd tobaceo. The striking difference bet-
wéeﬁ the tyo lists wag that wille cotton textiles were the third
most 1ﬁpOrtant ftem or the list of ovaerall exports, they did not
appear at all on the EEC 1ist., This feature of the earliier half

of the sixties was in contrast teo the seventies when cotton

24 ibid.y p. 175, Inege lists are based on averages for
18962-63 and 1363~64.
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tertiles forred an irportent iter of India's exports to the EEC,

An important question ir this context was in what ways
and to what extent did tke forration of bkC affect India's ex-
ports to the 3ix’

ap irportant way, acong others, in which the et could
affect lndia's trade was the alignnent of the naticual tariffs
with the Comron sxternal lariff (Cbf). iwo possidle effects of
the Cul were: (1) » diversion from inaia to other sources of ex-
ports because of the vel, ihis would particularly affeet those
comiodities for which tariff was high. ihese sources of export
could be within the EbJ or could be the sssociated members of
ELC; (2) A pore restrictive effect of the CET - not withstanding
the faet that EiC did not have a policy of gquota restrictions in
the iritial period. Also, the Corren Agricultural Folicey (CAP)
could have affected India's exports hy seriocusly restricting
India's exports of sone ngricultural products - for example, oil
seeds, oil, sugzar, etc.

initially, the C&T excluded tariff on a large number of
primary comuodities (for example, raw cotton and mineprals, and
on a few sieple manufactures or semi-manufactures (for example,
coir yarn). but the rates were high w. sone traditicnal goods
(like wocllen carpets,), un processed food articles and some manu-
factures (for example, bicycles,.

sharpa Kumar was of the view that the formation of wcue
had little perceptible impact on Indian trade with the six. 3he
also thought that in the rear future of the sixties, LuC would

not make tradir.z canditions rore difficult for India that they
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would have been in onC's absence. By her calculations, vharma
Kuyrar thought that for the guods of interest to india, the Cul
was on the average probably no higher than the natianal tariffs
it replaced. #urther, since the 3ix did not compete very much
with Indian exports, it was rnot likely at that time for diversicn
fror Irndian trade to suppliers within the EEC, Uun most of the
primaryleommodities ir which the Associated Memhers of the ERC
competed with India the tariff was nil or lov (vegetadle oil was
an irportant exceptien).25

BEC's impaet on lrdia's trade may not have bsen evident
ir. the earlier years - particularly in the first half of the
sixties, But such a statement woula r.ot be true when later devee
lopments in lndo-ibiA trade are observed., further, instead of
BEC competing very amuch with Indian exports, it was the other vay.
indian gouods started corpeting with ol goods within the baC
market. This was particularly true of the recent period of india's
trade with EEC (for example in cotton textiles). However, 4t
cannot be said that all Indiar exports started competing with 8aC
proeducts. Some Indian exports entered hi.C market along with goods
fror agsociated Members or other non-rembers - subject to quota
rostrictions. In other words, exports of more ranufactures to
the EEC vere hindered by the restrictions EEC imposed on
thems The Trench were wore restrictive about allowing Indian
manufactures unlike the relatively 'liberal' Dutch or Jermans.

In the early sixties, when 3ritish intentiaons of joining

26 Ibidey ppe. 225~90,



28

the EEC were formalized in its applicatior to the Bbl, it was
helieved by some observers that if UK joined tue BEC, Indis would
suffer 2 loss. uhce UR were to remove preferences glveh to india
as a ComEOhwealth ccuntry.and give preferonces to the 6sC and its
Agsociates against India, irndian eﬁports to UK vere bound to fall,
Also, drgian exports to the 31z could fall since these exportsv
would have to face darriers unlike UK's goods. UX's membersud p
of the EEC would alwost certainly weakern the Commonweaith.g6 There
were also some apprehensions about India losing the comnonwealth
Preferences. 3SGince tvo trade dbloes, instead of one, existed at
that time - the BiEC and the Luropean free lrade association

(BFTA) = it was considered some relief.

However, tie Jommorwealtn Preferences were being eroded
over tae yéars. Thus, the Corronwealth countries did rot enjoy
oy zrester advantage over the BiTA countvles ir thelpy exports
to the UK.27 The sucenssful cerclusion of the “ernedy Round of
talks, leading to the reduction of Mcet Pavoured Nation (ViR)
Quties farther dicinished the so=-called advarntages of the vComzone
wealth Preferences.

Algo, the UK adopted the uereralized 3ystem of Freferences
(G3k) by wnich duty free access was erxtended to a large number

of mapnufactures and semi-manufactures fror all countries. 1lhis

26 The vommunist farty of inaia (undivided, in fect welcomed
Un's efforts tu jois tne kel because it would lead to the
disintegration of the Jommoenwealth and "the freeing of
indiz from its colorial ties”. see Baupesh Jupta's speech
in 2alya Sabha or Septezder 5, 1261,

27 EFTA had seven wWest buropearn states as members: Austria,
lenwark, Korwvay, Portugal, 3Sweder, 3Switzerland and tne U..
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nullified Incia'’s so-called advantage as a vomoonwealth country.
This is sudbstantiated by the fact that while in 1360-61, the UK
accounted for 26,1 per cent of India's export trade; by 1370-71,
the percentage earme down to 1ll.1 per cent.z8

Sotween the sivties and the gseventies Indo-REC pelations

begar. to undergo some changes. The EBEC was Ancreasing 4ts fmpor-
tance 23 a supplier of various gaplital zoods, machinegv and gther
iteoms like ghemicals and ghemical compounds, pharmagenticals,
Lertilisers, bage petals, transport equipment, minerals, end fual.
In early sixties, ilndia's share in total KEC imports was only

about 1 per cent. It showed persistent ioprovement since 1305«6G9,

4004a's exports showad growth in ¥arious gsectors: tea, Jute geads,

yarietics of textile. wnhile the proportion of indian exports to

the ceC remsined constant, the proporticn of indian imports coming

from the Ebl showed increase from ©.0 per cent in early sixties
to 24 per cent in 1:368-69.29

aceording to Tandon, the dorinant poslticn in Indian ex-
ports to EEC was being taken by rav materials vhich were finding
a steady though not suddenly evpanding warket in the £EC, Trade

restrictions it seered, did rnot affect these exports. Nor did

28 3.3, Boge Mullielk, "Framework of the Indo~BEC Relations”,
India and Eurgpean Somrunity (MNew delhi), vole l; ro. 4,
fobruary-April 1976, p. 15,

29 Governrent acecount imports formed a substantial part of
Indian irports from the LEC, In the second plan pericd
(1966=-01), these iwpurts formed about 41 per cent of the
total fwports from the anl, but rose further to 449.5 per
eent over the ihird rlan periocd (1961l=6v).
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they ‘alfect semi-manufactured goccs ana some wsnufactures to &
greal extent., Zandon also says that the isportance of HBC for
| Icéia hag been as &8 suppliei of espital goods ard equlpment than
as a,buyercao

“hile raw raterials d1¢ form g significant psrt of Indian
exports to ELS, the pole of manufactured and semi -zanufactured
goods was also irereasing ir the transition from the sixties’
| p;riod to the seventies' period of Irdiz's ewports to BsC, It
was also natural that prirary cormodities founé easier access into
BEC, 1t was algo true that Bal was maiznly a supplier of capital
goods anc equipment. wnile Biv may nave been more keeh an supplye
{ng guen goqﬂé to india, India was wakirg efforts tu ircrease the
experts;oﬁ marufactures (like engireering goods)e.

. lucing tbe £irst aud sseend wlsn Rerieds (1v61-56 and

1356-61 respectively,), fhs 5B£C occuzded tig Lourth zlasa du
ingla's exe0rt earuingzs. Ao Lae Luird uls pesiod (1861-66) the
Eagt Buropean countries relegated st to the LA€th uslace. By the
end of tnhe fourth plan period (1u¥33-74), the »icture changed and
ihe EEC gccupled t1s second place receivinz 24 par sert of lndia's
crports An 1973-74. In 19725-78, the ESC stil) gocqupled fhe
second tlace peceiving 21 per seut of india's exgorts. Xhile it
is true that LEC share went up wher UK joined the EEC in 1973,
the extert to wiich UK's ertry brought about this change sheuld

rot be over ecphasized.

30 . He ¥, Tandon, "dmpact of BeC o1 india's Trade", Lconginia
- itkernag (Jdeneva)y vole 22y nioe 2y February=iay
3.978, BPe 122-210,
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from iadble 4 it is evident that EEC's share of india's
exports vas velov 2 per cent until 1873, In 1973, &sC’s share
shot up to 24 per cent. (The figures before 1973 are annual
averages snd do riot explain annual fluctuations and the fizures
after 1973 are rot annual averages. Thus they ray not be strietly

comparable; but the overall change seems ¢lear - that there was

a notadble increase sinece 1373), Ihe lapge increase in India's
exports Lo BEC wag of gourse Lo a areat exfent due to UK joining
the k2C. But it was to some extent independert of At Loe. Ibig
Has Recapse india's exports te £EC pembers were increasing over
the years sven yitheut UL's entry into mkC. inis point ig proved
by another fact that India's exports to UK had decreased both in
absolute terms and percentage figures i.e., froc Rs.2858 crores
or 27,7 per cent of total ludian exports in the first plan period
(18581=b0) to #s.138 crores or 10.4 per cent of total indian ex-
ports in the fourth plar period (1363-74,.

Among the EEC countries,_gﬁg dncressed 4ts share of indien
axports ir absolute terms (1368-83 was ar exception). And in
percentagze figures there was an increase but vith mild fluctua-
tions, Italy also showed improvement (though with fluctusations)
ir. it3s share fror the first plan period (1351-56) to 1375-78,
though rot as ruch as FRG. in fact FRG was the mest important
importer for India pext Lo UK iu the BEC.

In 1975-75, iErance Loo improved its share of lodials ex-
ports (only slightly better than Italy) but not as gugh as £BG.
french share was 2.1 per cent of lndia's total exports in
1975-76,
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ECM

i) “e JETTANY

i4) Italy

iii,) <rance

iv) U.K.‘

to
1355-56

72
(7.7

20
(2.2)

13
(1.4,

11
(1.2)

<53
(27.7)

LiabeTlulh o 1hwla's sidPuiia

Annual Average

74
(7.6)

27
(2.8)

11
(1.1)

13
(1.3)

268
(27.4)

¢ UK Jolned &0 or Jaruary 1, 1379,

hotess: 1)

i1,

Pe 206 / compile

Plan

1361-62
to

1865-66

20
(7.6)

30
(2.5)

11
(0.9)

i3
(1.1,

2cH
(21.8)

of Cormerce (hew Delhi).

32 k,

TaBLl 4

128
(6.9)

50
(2.8)

33
(1081

32
(1.3)

188
(10.4)

8y the end
of Annual
Plan period
1968-1869

111
(8,17)

27
(1.92)

18
(1.33)

20
(1.47)

202
(14.87)

(oubity 32LtCT Culini Ribko)

(is. Crores)
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By the end
of Ffourth
Plan per-
iod8 1975-74

609
(24.1)

87
(3.4)

69
(2.7)

&0
(2.0)

263
(10.4)

sPlgures prior to 19006-u? are in post-devaluation rupees.

1974=-75

689
(20.92)

105
(3.2)

52
(1.6)

85
(2.6

307
(e3)

flzures i1 dbrackets indicate percentage share to the total exports.

Jource: roreigh Irade Review (lew Delhi), vol. X1, no. 2, July-3eptemdber 1374,
o« ?Primary Source: DGCIl&3 (Calcutta) and Finistry
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1375-76

403.6
(10.2)
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she UK aceounted for the larzest share of india's gxports
10 tha nbC gouctrias, since the £igst plag perica (1361-56) Le
332820y with a share of 10.2 per cent in 1976-76. ihis was a

high percentage compared to any other &EC country's share. Bpt

kergentage-yise inddas ex.orts Lo khe US bad {allen fron Lhe f{izst
adan (Q2pd-5u) La LI76-1¢.

from Iable 4 the implications are that Jndia's exports
anong keC cowntries are mainly to tine UK aod theu tg PRG. irance
is not as dmportant as thev are in India's exvort earninzs.

India's exports $a BEC bhave risen substantially. ‘the total
exports (ircluding re-exports) to the B-membar EEC increased from
78,4,09%0 willions in 13972-73 to R3.65,890 millions in 1874-75, Ihe
expanded ELC 1s the wopld’s lapzest frading blos. ZThe U3 and
Japan are SEC's major freding partpers. Ihhs big trading hlog
(e£8) acoounted fer an important percentagze of India’s exports.
;n 1372-73 it was 20.7 per cent. .he share went upto 24.1 per cent
in 1273«74., nowever in 1374<75 while india's overall exports
increased by nearly 31 per cent, exports to the &l increased by
only 13 per cent with the result that india's gxports to Bal came
down to 20.2 per cent of total lndian exporta.dl

rrom sable & it can be observed that india had a persistent
unfavourable balance of trade with the keC (excluding UK, from
1971 to 1975 (Lecember). [he trade gap had in fact widered, But
with UK India's balance of trade showed 2 change (since 1373«74)in
a favourable direction. The widenirz of India's trade deficit

31 Rose 'ullick, r. 28, p. 15,
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TABLE &

IN.IA'S TRADE wiTH® ECH S UNTRIBS® LICLUDILG U.K.
(Rs. Crores)

1971-72 1972-73 1873-74 1974-75 1974 19756

Apn'Dec. ﬂp.-ﬂec.
i) irports 263,.8 339.2 . 451.8 625.6 404,86 816.0
i1, Exports 124,06 238.2 346.8 382.5 272.2 275.7
iii) Balance -129.2 «104,0 -106.0 ~-243.1 -132.4 -J40,.3

i/ imports 220.8 287.2 282,2 213.4 149.4 205.9
i) axports 168.7 172.5 £63.1 307.0 241.1 281,0
iii) Balance - 2.1 - 04,7 + 10.2 + I3.6 v 31,7 + 75.1

¢ includes Belgium, france, west Germany, Italy, Luxembourg
and tetherlands for 1271-72 and 127273 and in addition
Lermarlk and Ireland from 1373~74,

Jource: Hegerve Bank of India (HBI), Report on Currency and’
finance, 18975-76, p. 199.
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vith EEC {excluding UX) reflected a steep increase in inoports.

Tadle 6 shows that India's balance of trade with BEG
countries (exeluding UK) has heen gonsistently unfavourable from
1871-72 Lo 1975 (Degember). dith the US (which is outside the
BEC) gxeept for 1372-73 it has been unfavourable. dith the UK
however, a favourable balance i3 ghserved from 1373 Lo 1378
(Recenbar).

From lable 6, it 15 seen that there was a sharp increase
ir the combdined share of the Uds and EiC countries {including UK)
in india's inmports - fror 32.4 per cent ir. 1974 to 44.9 per cent
in 1975, while the share of these countries in india's exports
came down slightly fros 34.9 per cent to 43.4 per eent., 1lhe EEC
countries ir particular (excluding UX) increased thelr share of
India's 1zports from 13.1 per cent to 15.3 per cent, an increase
of 2,7 per cent. At the sare time their share of indian exports
fell fromw 11.6 per cent to 10.3 per cent, a {all of 1.3 per cent.
This meant again that India's balance of trade with LKC (exclud-
ing UK), was unfavourable, with those countries increasing their

share of exporls to India ard India reducing 1ts share of exports
to the ERC,
32
According to sore observers, India's unfavourable balance
of trade with FEC, particularly in 1975, was due to the followingz

reasons:

52 #or exanple, s.3. hehta, "India's scaonomic selaticns with
the BsCY, Ipdia svaxterly (hew Lelhi;, vols 33, no. 3y
July-3eptember 1377, pp. 281=21.
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TABLE 6

REBGIGNAL PATTERR ¢ IRDIA'3 TRADE 4111 3ELS8CT CUURTRIES R

#BEQLIORS
‘ Percentage of shares
vountry or 3971 =72 LA872 = 73 A3 = 78 -4 = 25 1974 1975
segion
m X 4] x o b o x ] m X

Ue Voo 2269 16,4 12.6 4.0 16.7 138.7 18.3 1l.4 14,8 18.1 28.2 12.7
Ue Ko 12.1 10.8 2.7 8.8 8.5 10.4 4.8 9.3 4.8 10.2 5.3 10.4
ECH
vourtries 13.9 737 180?6 11.9 15.3 13.7 14.0 11.6 13. 1 11.6 1508 1003
(exgluding

$):4

r. - §mports
¥y - exports

Jource: RBI, Report or Currency and Finance, 18975-76,
pe 200 [féompiled_fi
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(1) 4he Yeneraliged Jyaten of irefecences (J3P) and {ts
disadvantazes for lpdia - Under the 45k, the BEC grants preferen-
tial tariff or duty free treatment to sume manufactures and semie
nanufactures failin: uncer certaln categories and to certain
agricultural products under certals categories. ihese cunces-
sions are geverely licited by the fizatiun of ggilings and gupotas
on gome iterms which are notified as ‘sensitive’ products. <or

the 'sensitive' products the JiF quota has beern distributed ameng

the BEC countries. ihis system allows fhese gountries Lo restrigt
the imports of 'sensitive' iterms Lo speeified limits.

ihe 43r had incorporated sore improvements in 1375, whereby
the 'sensitive’ products 1list wms reduced, quotas were irproved,
duty free access to more agricultural products was given. However,
the 1975 'liberalisation' under the U3SF was not carried forvard
ir. 1376, ‘nier the G3F only about 13.5 per eent of India's ez~
ports to iiw received reslatively preferred entry in 1278, In
1976, . the whole, about a third of &bl imports under the 4ds¢
were subject to quota restrictiuns. riovever gome sudian exports
zare allowaed vnder greferred sutry. Iin fact india "voluntarily”
agreed to restrict its textile exports tu the bLal gmarket. dgma
ether Zeeds AlXe §
ducts did et heve quota limits.

it 1s also argued that such limitations notwithstanding,

it {s still very difficult to explain India's poor perforzance
in respect to items which core under the G3P, In other words,

it 19 said that tariff and quartitotive restrictions do not fully
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explain Incia's poor exports, According to Pehta, this may be
because a zuhatantial amount of Indian exports enter the BEC
mmmmmw.w However it should be noted that
some goods like ray tobageo, gotton textlles, carpets, jute and

colir products suffer £rom hizh tariff. For sore other traditional
goods the demand is said to he inelastic,

(2) I1he gorposition of India's exports and the nsad for
alteration - fhe comrodity compgsition of India's exports Lo B&C

is as follows. o large part of the exports cunsist of cotton
textiles, tea, leather and leather pruducts, silver bullion, handie
crafts, engineering goods, ores ana minerals and unranufactured
tobacco., wome uther expourts are chemicals and allied products,
ren=egssential vegetadble ollsy; sugar, oil seeds, Jute nanufactures,
coir ard coir products, etc, lHowever, sore guods in particular
ac 1.0t have a sigrificart share in sbU irports, for example,
enigineering goods ard chemical and allied products.e It isg argued
that new effeorts are required to assess EBC requirerents in such
goods and ircrease such exports because some of these goods have
not reached the ceilirgs or quotas presceridbed ard there is room
for further expansion,

(3) Lack of adeauate sxport surpluseg - This is noticed
both in traditional goods like sugar ard non-traditional goods
lire bicyeles and shoes., It is also observed that India cannot
supply the required quantity and to buropean specifications.

(4) beu-fulfilrent of goutxactyal gblizationg - Indian

exporters do rnot follow satisfactory norms of efficlency; for

33 1bid.
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example, deliveries of Zoods are delayed and so .

ihe above reasuns are said t. be the limitations eon
ircia's expourt strategy to aBC and hence resultinz in the trade
deficit, it i3 also argued that efforts should be made to over=
cope the limitations ana substantially increase exports to sEC
to close the trade gap.

while the arguments given above may be partially true
particularly ir a narrower sense of a strategy for expanding ex-
ports; the recent ex_epiencCes in somre exports; for example in
cotton textile exporte to KiC, poirt out tc a rore important pro-
blem, This probler seers to have been identifled by the official
eircles irn In:dia =g 1 terdeney towards proteetionism arong the
EEC members. The arvzurert of B“C rexrbers i3z that a particular
commodity by irvadir: =LC rarket irn 2 hig way rizht pose a threat
tu the already existinz Incustry, ccormerce ard employment situa-
tiorn in that particular comvodity sector. .hus for example, BEC
argued that india should lieit {ts exports of cotton textiles as
they would 1ffect erployrent opportunities in £EC's domestic tex-
tile industry. aAnd by pressure, india "voluntarily" agreed to
some cellings in some cormodltiess in other words, the impert
2olieies af hdt cunctries also play a role in fcfluencing Lhe
increase ox decrgase in India's exports.

Liv gountries geek to impose Laxdff acd non-tariff res-
trictions ot wAthstardinz the oy and duty fxee entry for gome
Zoods.e This 13 evident in those comrodities where as soon as
their exnorts begir to benefit an exporting developing country

1li%e Incia (or even ~ Aeveloped country) EEC countries seek to
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invoke protecticnism. At the same time an arzument for ‘'liberali-
sation' in sore other ecages ray not be forgotten by developed
countriag like the EEZ group, “his happens when they find that
sore zoods ear enter their rarket without any substantial chale-
lenge to the internal production and commerce,

There may also be n argurent that diversification in
conrodities is needed for increased ezports fror lrndia to BEC,
Ihus it i3 pointed out that w.l, sore items in India's exports
reached the oLl ceilings unaer the UsP and other products did not
ana hence there is great roum for icprovement in trade performance.
A plea for diversificatiun in curcodities for exports may not be
wrong 4f 4t is wnly an argument for export promotion. But here
it dpplies that such diversification is actually meant to prevent
more curpetitive Indian zoods (for example cotton textiles) from

acquirinz ar irportant position in the EZLC market.
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Alw BY B8C CUUATRILO 1u lRula

aid by eil countsies to india should be seen at two
levels = une at the bilateral level and another at the £l level.
in other vords, scome «~ol members give bilateral aild tou lnula.
Ihis ald has been larzer than the aid thruuzh the kil institue
ticnal structure and hence s distirnction s necessary.

#hile some ohservers rote a two fold relationship between
Indis and E!"C in terme of frade apnd atd, they fail to understand
the underlying relationship detweer these two aspests of economic
relaticns. hus they make statemerts that "the raticnale behind
the accord (the Corpereial Cooperation Agreement of 1273) is that
ir. econonic relaticns betweer a developirng and developed countries,
the latter car export to the former only in proportion to its

34
capacity to pay”. llere what they fail tc understand is that even

when a developing country way not nave adequate resources to
absorb an advanced country's exports, it 1S usessible to abzerb
e axporka fhrough the add ziven by au advanced gountry (ex
gountries). 4t may so hapyen that the aild which pRy be given by
an advanced country mayAhave clauses which benefit the aid giving
country. 238 3 result, the aiu receivinz country nay buy exports
fror an advanced country even without any real indigenous resour-
ces and become indebted to the advanced country.

The relaticrship between trade and aid could be seen irn
Irdia's vrelatiors with BEC countries both irn the earlier and

1ater pericds,

34 ibid.
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Table 7 shows aid as a percentage of irports from each
of tre Si¥, during Irdia's second and third plan periods (the
third plan period covered in the table is only upto 1i264-GS).
As already menticned, irports from the 3ix came down due to the
import policy and limited foreign exchange reserves of India -

both of which were influenced by the level of aid receipts.

in the table, it is obgerved that anpng the 3ix, £RG 2ave
the laxgest amowut of sid fe gover imwerts. 4ihis led to & rela-
tively leas shary fall An dnddan doiorts £oom £43, as azainst
other countries, except Ketherlands., (rHowever, the fizures in

the table can be an underestimate since they account for only

bilateral ald.) #urther, france gave virtuallv uo aid iu the
perdoed 19G6-61 to cover Amparts and in the perfod ARG1-66 4ta
exports gdeelined, thoush cevered by same aid amquoting Lo 8s.290
cmillion. Eerbaps this ald gaintained the igports at least at
R3.603,3 million or olse it would kave declined ewen further.

ivg years gr g0 befove 1965, Indian peceipts of aid from
(1251-56) india recelved ug ald Lrom the 3ix hut by Yargh 1368
%mmmmwmmMmum
total/from all seurces (ineluding EL 480).

in Lhe early sixtles practically all the ald recelved by
dngdn frem the 31X uwag 4o fhe Lopm of loags. ihe ouly grant
of the 3ix. ¢£aJ slone provided three-fousths of the aid from the
3ixe. owohg the ald giving countries fHG came seccond to Usy, apart

from international aid institutiors. rance’s official aid



Jecond Plan Pericd
(1256-57 to 1960-61)

AID* T¢ IEDIA 43 ¢LRC

IRE sSBOVID A

TABLA

T

RD PLAX

ERNTAGE UF IMPORTS FROM 3IX Ik
B TA PERICGD3

(Rs. @illion)

D S AP W YD A B AP AD s A T WS D W A A IS WGP G B G TP WP TR D GBS G W G D G dh AP TR W G PR G WP G W D S s S W TS W G AP GD WD M e R WD AP G B RGN D P P AP WD G P TS AP ST G P WS G WD D @ TR G WP O D G O A W N WS O G D A AP

Third Plan pericd
up te 13E4-65

vourtries imports Ald ALd as lmports Ald Aid as rercentage fall
percentage percentage in imports bet-
of imports of imports wveen 2nd and Jrd

' Flan pericds
(anr.ual averages

dest dermany 5475.8 1206.0 22,0 4167.2 1747.4 41,9 4.9

z"rance 107002 oo ce 603, 3 13000 21.5 29.5

Italy 1380.2 oo oo 361.0 30.8 10.5 2063

ﬁetherlands 62102 se oo 511.1 27.8 8.4 (2. 8)

(increasge) .

B@lgium 201.4 se oo 347.7 11.?7 3.1 48,0

Lmrembourg 52.0 oo oo Do oo o0 98,0

BEC 8470.8 1900. 12,7 6517,7 ?007. 7 30.8

¢ Figures are for utilized ald.

Source: Dharwma Kumar, n. 12, p. 147,

ko ald was given to India
by any of the 3ix during tne First Plan perfcd.
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authorized upto Farch 1965 was Rs8.476 millions and of the 3ix
france's 20sition was only tnird (second being ltaly's)e Further,
uckike £add, Lranee gave pu grants.

in 1203, the spread of aid by the Bid countries was
extremely uneven. 1Ih1i: was particularly the case with french aid,
in 1201 and 1302 ever 25 per gent of french official aid and B8
mm;ﬁmmm.mm%, dpoluding private invegtmentg,
wert to ex-irengh terpitories. :hile fhree years before A263
kore kad zoue Lo gauntries gutside the Epane area, by far fhe
greater proportict of frepch ald was st4ll concentxated inside it.

of the Jix, ZBRA's ald =as gost widely dispersed. Alsg
£3u devoted a malec 2ast of Ats ald to Asis as table 3 shows.

fhe table snows that Au L2063 French aic meut chiefiy to
africa - 78.5 per cent, ana a3ia'’s share pf Ffrench ald a3 vexy
neazre - 1.2 per cent. Juu 2aye 1iR laczest shaxe of i&s ald &o
agin = 43.9 ger cents Uf thisg, Suuth Agia accounteg for 24 per
cont. Lihe obvious conciusion of the above 1s that Srengh interast
day mestly iu =ipica fhat 4o dsia wr auy other region hbeugh isatin
america had seme share in french aide 1k other words, frauch ald
olisy was uot ak all guncerned wAth Ingia in any neteverthy seuss
at this time. In fact, the Jeanneney Report had argued that
france should go on ziving first priority to Africa and help the
African courtriers to 'tave off' because Prance's relatively small

eontributions would rerely scratch the surface of the 'vast needs'

35 Report, ¥, Jearrerey, Viristere d'ktat Charze de la Réforme
administrative: "La rolitique de Co~opératicn avec les
pays en Vole de veveloppment”, July 1963, p. 73,
fNe 12’ PPo 150“'10
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IABLE 8

GELGRAFHICAL LISTRIBUTIVR OF NEY
BILATERAL AlIV 3Y THR SIX Ik 1983

(in percentagey

LA 2 X X 2 1 T 2 2 L 2 I ¥ 2 L X 1 KL 2 2 Y L L 2 32 2 X 2 L T- L 2 § T % % J OB 4D AP <P W0 GD D MDA WD S TP N9 Gh 4D b W 6L af 4D O AP G0N AP 4P AP 4 B D oS W o

Yonor/ BSelgfum France dost Italy Ketherlands
leciplent dermany

L L A L L T B 2 2 4 Lo 2 X L L L L L 2 T L L - 2 2 2 2 2 2 2 2 -2 -2 T X T 3 2 P U 2 2 T 2 %+ 1 2 2 2 2 T ¥ T ¥ L 2 2 % X ¥ T ¥ ¥ 3

burope 2¢1 oo 10.1 35.7 - 248
Africa 9941 78,5 16,7 ¢2.,2 oo
dzerica oo 17,38 Bed 18,3 4.4
Asia .o 1.2 48,5 1.9 oo
viddle East . . 19.6 - 0.2 .
South oe oo 24,0 06 .o
f@r Bast oo 1.2 4,9 Ve6 oo
ucearia oo oo oo .o ve
gggffozgggd - 1.2 3.0 15.6 2.8 8.4

iotal of the

above 10040 100,90 100.0 190.90 120,90
iotal (irn

source: Lharca Kumary ne 12, p. 161,
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of Asia and Latin America.

Arpund 1963, the averaze interest ghapzes on the leang
gzxanted by the 34X to India uepe faiply bizh. In the first plan
(1251-86), the rates on #id loans ranged from 52 per cent to 6%
per cent per annur. i rost of the credits odbtained during the
third plan (1261-66), thney were around 53 per cent to &) per cent

though & fev were obtained at 3 per cent. lhe maturity pericds

were J to 19 years., n the fLrenuch leans, which yerse in tha patuca
of sxporl gredits, the rates were around 6.7 per cent (including
credit and insurance charges).do lnus, lgans by YHG wers ggmewhatl
gu beffer tecms then frapce.

Bestly Indian borrowinzs fron the 31X xers tied %9 prelects
angd %o a lessor extent to the ald giving countxy {or dmports.
According tc Dharma ¥urar, the latter case was rot so restrictive
sinee Irdia would have any way imported some conmodities from the
3ix., fR3 was reportadly said to have adopted an irteresting
inforral way of tying loans, That was to tie ald to projects in
sectors in'uhich FRG's contractors were known to be particulrrly
efficient.d7

A possibility conterplated by Jharra Jurar was that the
baC may supply svie sid of the FL 480 type. 4t had been evident
that the Sonvon agedgultural Folicy (Cak) might reswlt in aue-
plnses. & stuay jroup was set up in the BEC as early as 1263 to

lcok into Logsible parkets for surpluse Lhe study group was of

36 Pharma Kumar, n. 12, p. 152,
37 Ibid., p. 153,
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the view that commereial markets in the developing countries were

unlikely to increase, so non-commercial wrarkets may have to bs

increased. 1The study group recommended that agzeiouliural siepliges
should be frxeated as an lotezxal part of the overall development
alde. JGenerally, this fool aid could be given as a part of the
costs of specified irvestrent projects (except in emergencias).
3iree the existing ways of allocatinz surpluses vere regarded as
dumping, new internatiocnal agreements would bs required.

Ihe fopd add ziven to India hy the EE: in 18705 could be
related to the above. Thus the 1974 E:C proposal to provide one
rillion tourne wheat whieh was partly ald and partly commercial
sale gseers tou substantiate the point. In 1374, el announcea an
energency aid of 480 million to India. 1In 1975, around 4Q pex
gent of LEC food ald came te India.

wid lndda vunsortium which includes several advanced
westepn countries ana Japany also includes bEC members who give
'developnert aid to Indla. sfter consultations among themselves
and wvith the aid receiving country, the consortiur rembers earmark
the aid to be glven to lIndia,

As table 9 shows, of Lhe ERC countries, UK has made the
largest diregt cortributiens from 1273-77, throuczh the Cengortium.
1t is followed bv FRG. #hile Frange occupies the third plaga
azain awonz EEC countries in 1973, 1974 and 1375; ix 1976 aud 1977
the BEatherlands committed itself to more aid than france did.

vuteide the LBC countries, U3A and Japar have given more
aid than France, throush the Consortium. U3A has given more

airect aid than #nG. dwcg of the Coongoxtivn membexrs bhave made
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laBLe 9
WUl L THEATS e Tde lhiLdabk Cul3wRATIUM

(dn U8 4 millicn)

LA 2 A B L T A L L L L X 2 L 2 T 1L A 1 1 K L L L L L & L 2 2 21 2 L. 1 L 2 2T L 2 L L 2L E 2+ 2 L L L 2 X 2 2 2 2 ¥ L+ T ¥ 2 201 Y 2 L L 2 2 21 J

sountry 73/74 74/75 75/76 79/77 77/78
Austria 27 4.1 - 3.1 2.6
Belgium 642 7.5 9.0 10.2 10.2
Carada 88,3 53,1 70.1 73.3 40,0
Denmark 4,9 12.4 15.8 23.9 9.8
france §9.8 84,7 91.2 80,5 74.4
st 116.2 146. 5 165,89 185,86 180.5
italy 17.2 - - - -
Japan 112.1 100.3 100.3 7349 106,9
Aetherlands 2345 41,3 55.9 103.,3 101.9
porvay - 704 10.9 640 13.3
3weden 49,4 30.6 5343 5649 68,56
Jdreat Beitain  202.1 143.1 254.3 192,86 247.3
Usa 83.1 269.6 177.2 231.7 163.0
IBRD/ILA 629.0 882.1 917.0 315.0 1,100.0
Total 1,371.8  1,797.6  1,910.9  1,330.2  2,078.4

Uk AR D W WP T A AP TP TGP WD WD ED WD W WD B AP P 2L Y LY ¥ Py T L X L 2 L L L 20 2 T T 2 T 1 T 2 X R o QI B A & % 4 J

Total*main1§ loans (capital assistance)
2,078,4+72,3 = £2,100,7 million,
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dndiract contributiors through the dorld Bank (XBAD) aznd Interna-
tioual Development sassuciation (1DA). <Thus the position of dif-
ferent countries in fndirect alu is not clear from the table.

The aid coming from the socialist countries (tadble 10),
whe are outgside the Consortiumy, is not sigrificant when compared
to Consortiur courtries. Ihus for instance in 1977, aid from the
Jocialist countries was around 4285.7 million, whereas aid from

the Cansortium countries was aboul A2,100.7 million. in other

vords in 1977, ald commitnent of the Cougsortiug gountries was abont
eight fimes the aid commitment of .doclaliat countries.

Table 11 shows the loan authorigzations and utilizaticns
made 1n two periods - 1974-75 and 1975-76. Here it is ceen that
total loan auttorizations by France, FRG and Japan rerained rore
or less unchanzed in the two periods. 7ut utilizatiorn by India
dif°ered, further, the US which provided debt relief in the form
of debt refinancing credits 3id rot provide any such relief in
1975-76., U¥ extended debdbt rellef in the form of outrizht grants,
Japaan as usual provided dedt relief in the form of rescheduling

38
or postponement of payments.

irxance figured in debt relief provided ix the foxm of xa-
finanednz cash sxeddls, dut die not figure in other forms of xe-
dief like postponement of paymernts (like Usa) or rescheduling cof
payments (like Japan) or by way of gpants (like some cEC countr-

39
ies = UK and FR3).

38 Reserve Bank of India, Report on Currency and finance,
1275-76, vol. 1, p. 215,

39 Ibid., p. 214, table VIII.4.
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TABLE 10

CLMPITVYRNTS o THE BAAT RURCPEAN CUUKRTRIESD
(in Rs. million)

LA A 2 b L 2 L L L L L 2 L L % S L ¥ L A T 2 T L T 2 1 L 1 2 T L 2 X 5 T ¥ T 2 T P ¥ T T 3 ¥ T T T Y T TEF- P s PO R P e P P I

sountry Before 66 to 69 70 to 74 7475 15-76 78-77 77-78
1966
1

3“1 gax’i a8 82 ° 5 -w» - ww - - -~
vzechoslo-
vakie

Cred’. t 614. 8 - 796. 0 - - -ue -

&ran te - - 4.0 ®ow - - -en

) §
dungax‘y - 250. 0 - - - - -
pcland 242. 7 -~ - - -w - -
USSR
2
creﬁit 4.343.1 2’ 583.8 2’024.8 - had o d hadd 2’250.0
Gran ts 49.6 39.2 T - -wn - -
13

7ugoslavia 179.8 465,92 1.6 -- .- e .o
Total 6’ 012.5 3’ 338.9 g' 826.4 - - o L 2’250.0
batimated
1n ﬂ Ehe l’ 3630 1 44502 3670 1l - - hadnd 25501

R Gy WD D W S G G P WP VO D U A -

L 2 A L b L 2 2 2 T X 2 X L L T 2 2 J A AB 4D AP @b 4w WS GB V) GD G B SN AW T 4D T AP P W P b W o

1) unly credit, 2) Loan for the import of 2 million tcnnes
of wheat, repayable in kind, 3) wnly 2 credits sanctioned.

source: "Development Aid", ingla aud suresesy Mogcunity
U)elhﬁ), vole. 3, no. 3, august-vetobver 1977, pe 79
(Primary Source: <orld Bank). (for lables 2 snd 10).



S1
TABLE 11

LuAls AUN Vil 3BD alD VilLIsED 1974-75 Abb
1975-76 (fiscal years, is. vrores)

- Ep WA AP G S AP A D G G PP R e D O WP O A AP W wb TR P ub B

AP GO WD D P U AN G USSR G G DAY AL A GF WP U0 D T G GD AD WS AP TV 425 AP Wh WD T TS TP GF W TR WD 4B us GD AN 4D OB T AR AP ub 0B 4P W WY AP Wb A T

WA t Utilisation -
wountry L2CAS LY — = 1576=%6

Fpo- bhoni- «~ebt Qo= #ro~ Lkan- wcebt 1o~ Pro- done bebdt 1o~ ¢ro- Lhone iebdt 1o-
Ject pro- =xel- tal Ject pro- uwel= tal Ject pro- Rel= tal Ject pro- rel- tal

Ject def Joct ief Jeet def Ject def
¥pance 27 16 10 53 27 19 8 &4 12 2 10 31 19 18 8 42

West
Jerzany 18 28 26 72 15 39 23 74 10 27 26 63 8 35 29 73

Japan 23 15 - 38 22 15 - 37 10 27 - 37 20 18 - 38
U. R, -~ 90 17 107 - - e~ 39 51 17 107 23 32 - Gz
U. 3.4, & 82 34 122 1?7 - - 17 10 21 34 65 19 86 - 105

Source: #Bl, deport on currency and finance,
1975.76, vol. 1’ Pe 212,



52

A3 £az ns dndia’s loap mtilization meut, Lhe UE, U3A
and £RG agoeunied for nuch of it. drange however xas pot insiz-
pAficant in iLs loans, uhether authorizaticas or utilizatlons.

Thus, while EEC gcountries are providing aid through intere
natiocnal forurs like Afd India Consortiur and also bilaterally
they have pet ecoordinated their aid poliey in any sisnificant
sense throush the BEC igstitutional gechandse particnlarly towaxds
India. There is some amount of fineneial ald gmm the BEC
instituticpnal set wp. [Chis financial aid for non-sgsecisted
dtates is gmald. in fact, this finamcial atd is swaller than Lid
food ald programme. But xithin aueh a lrmited financial aid
LeoIralLe, Andia bas been au Ampextant Reépneficiary.



INVESTPERTS U1 BuC CUUNIQIL3 1IN IRDIA

i, the context of investments it has t. be reiterated
that Bzt a3 sueh bas ool avolved a ggeimon invastment poldey. But
Lhis dees nol mean bbat EEs countries bave uof dnvestsed dndivd-
duslly An ather countries. further; while cne may get investment
data countrywise, in reality there could be gultinstional sharace
tox to such investments. This hypothesis 1s substantiated by the
historical trend in vest ~urope - buropean integration. while
the aéhievements and lizitations of the European unity movement
have been discussed earlier, suﬁfice it to say here that West
European investments may find it profitable to go multinational.

The 2vailable datz however, do not reveal the multi-
natienal character of the West Buropear investments, [he analy-
sis of this data would thus be lirited ir the sense that they
woula poirt cut to countrywise investments {rom which it is diffi-
cult to brirg out the rultinational charaster of dest European

capital,

dn the sarlder periad of india's xeiationg with Lhe dix
the private foreisn lnvestments by the latter in indla was small.
At the end of 1961, only «8.1830 miliion vere from the 5ix out of
a total private foreign investment in Indla of Ks.5y817 million.
ibis was Just about three per cent of the total forelsn invesk-
ments. of this (Rs.180 million), more thau half eamg Lrom ZRG

40
alone.
from 226} to 1965, the Anflow of private foreigzn investment
40 Regserve Bank of India, "India's Foreign Liabilities and

Asgets", Survey Jepert, 1861, pp. IB=39.
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increoased. In its annual report for 1864, a Committee of the EEC
recomended that in order tc achieve a better equilibrium in BEC,
exports of capital should be increased, particularly tc developing
countries,

An indication of the increase of foreign investments in

India by EEC countries may be seen from tabdble 12,

faBLa 12
FulBsud Sulwaduaalivk 1M Jrolal
IKVUSIRIES, CUUNIRYddak
(Cases approved by iovernment)

L R 2 L A L 2 L L T L T 1 L L 2 L L L L L L L L T T 2 R ¥ L Y T L L X L 2 L L L T T IVE T T XX T T Y ¥ ¥r gy

Country 130V 1361 1962 1863 1964
Us 9o As 03 9 59 o8 78
U. Ko 1z 128 30 70 106
Jest Jerrary 63 63 40 47 68
Franee 3 10 15 13 18
Italy 9 13 11 6 ]
Japan ' 41 29 24 32 35
Holland 8 10 7 4 5
3uitzerland 16 20 20 19 19
Belgi um 4 2 4 3 5
vthers 43 37 40 36 65
Total 381 403 300 301 406

L 2 L ¥ ¥ 1T X ¥ T 3 L X 2 T T T T L L L T 1 2 2 T L 2 X 2 2 T T -2 T 2 L L T X L 2 Y X I T T X ¥ LT L T 2 & L L L T ¥ T T 2 J

Source: Uharms Aumar, nL. 12, p. 167. (bata supplied
by tdnistry of industry and 3upply).

while the tadle 3hows nost bLEC countries eutering into
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wore and nore cullabouratiun agreements, these figures anong
sther things do not show the actual volume of investment nor the
rature of collaboratiun. oes.ite such qualifications, it may be
argued that grivate investoents by beC geuniries wers inersasing
io lodia. |

fror table 12, it car be observed that gmong the 3ix, fiG
After FRG come Japan and 3witzerland which axe not ZEC pembers,
gnd then france.

U¥ which was pot a merbex of EEZ at thuat time had the
largest pumber of agreerentg. This first position among 3ll
foreign cocllaberators vas evident every year from 1360 to 1264,
1his perhaps reflects the fact that at this time, Spitish gég;&g;
¥as more strenzly entrenched n india than auy ethexr forelzn
gapital.

hext Lo UK was u3 woich Lo had 8 larze nunberx of asgrae-
ments. 4ihough ¢av was closer to U3 collaboration figures than
other cQuLCries, there wus a notable difference between Hid's
aecond positicn and gou's third position. Between 1860 and lsod
US had 347 collaboraticon agreements and i'RG hud 233,

Japan had sone good number of agreements while Italy,
Holland (the Rketherlands) and Belgium (the three being E&C count-
ries) had only a small number cf agreexents; though italy did
sorevhat bettepr than the latter two.

Table 13 does rot shov the volure of investrent in each
colladoraticn agreerent and the nature of collaboration. However

with sore qualificatian it does give an indication of the extent
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TaBLB 13
ArYAUVED Puiiidb CULLABW.ATIVAS (CUONTRYA4ISE)

L L A L L X A L X L X L L L X 2 2 2 2 2 X ¥ T ¥ ¥ T % X 2 T T ¥ L X T % & 3 E 2 ¥ X X Z ¥ B ¥ ¥ 1 T 3 24 L X X 2 T ¥ ¥ L 2 ¥ ¥ L ¥ ¥ 3 T1° 2 X T T ¥ 3 13

csountry 1957 1970 1971 1672 1975 1374 1876 Jan.to Totzl
to June 1367 to

1269 1976 June
1976
Britain 811 39 55 38 83 69 54 22 1131
Uda 538 41 43 62 48 79 &S 25 891
FRG 463 28 42 49 60 7 & 16 788
Japsn 266 15 35 27 33 28 23 4 436
Switzerland 132 13 14 16 10 34 a? ) 261
Frar.ce 118 7 18 11 13 22 13 7 209
Italy 81 8 8 2 S8 18 10 2 135
3DR 67 8 5 3 4 3 3 2 92
Sweden 80 3 3 4 7 10 4 2 83
Netherlands 47 3 4 4 2 2 86
senmark 38 1 1 1 3 4 - 1 46
63§§2281°~ 32 6 S5 ) 3 2 3 A 8 62

Australia 43 3 1 1 2 3 - 37
Belgium 28 ) § 3 3 1l S e - 43
Canada 2l - 1 1l 2 3 6 - 34
roland 8 - - - 1l - - 20
liurgary 6 i 1 3 1 1 1 2 25
¥ugoslavia 14 - - ) § i - 1 - 17
Firland 5 1 - - - 3 1 - 10
vthers 238 9 11 17 9 10 5 2 310
Total 3008 183 244 287 265 359 271 100 4687

- D YD DAY WP TP WD VD G D W TP U WD D YD W AP AP I WD G WS A W AR P TP TR AP D B W TP WD S SPGB W U AP AP TP TR NP WP W TR D D UL D D T 4D WD B TP U TP Y AR P D NS UP AN VS« A o

Source: India and Enropoan Commupity (Delni), vol. 1I, no. 4
Pebruary-April 1577, p. 88. (Primary 3ource: indian
Investment Centre).
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to vhich each foreign country is irv:lved'in Indian Industry.

In Table 13, total nurbdber of cullaborationg from 1357 to
June 1378 ghow that the following countries have the largest
nunber of agreements in order: 1) UK, 2) O34, 3) #8G, 4) Japau,
S) 3uwitzerland and 6) £range and so eu. Ifhus, £capce i3 pet
anoug the top five collaborators. Hub 4t does have sume zoed
pumber of gcollaboraticn azrgements 1.e., 209 UK has mere Lhan
five timas the geliaboraticns of frange apd £4¢ mere fhan fhree
Limes that of frange. rtrance was not concluding more agreesents
than the top five (except switzerland in 1371 and 1973 marginally.,.
But the gugber of Indo~Srench asreements pavestbeless logreaged
since la7l>particularly in cowmpariscn to 1870,

In 1370 and 1871 UK had more ¢ollaboration agreements with
India than FRG. 3ut fror 1972 to 1975 each year I'R3G had more
collaboratior agreements than UK. This may reflect the fact that
£36 gapital is peretratinz lndia at a faster page than UK.

However, thouzh the nucber of £RY gollsbopatiors in Indis
is large, capifal investrent is pot gorresponding in m&snl&nﬁs-4l
ihe spurts 4n FR3 investments abroad have been directad mainly %o
the developed gountries in EEC (inecludingz UK) and Lo a lesser
extent tg Udh, according to a RBI study on private foreign
investment in Inaia, in Parch 1867, #RG's investments in India

41 FRG lost all it3 forelgn assets twice at the enu of the
two aorld dars. &normous cayitel wes required for the
post-war reconstruction of the economy. Lesides, private
industry in ©xQd is much more deyendent on the Banking
system for its capital needs than industry in many other
developed countries. There has been a shortage of ven-
ture capital which explains to some extent vhy FRG investe
ment abroad is not comrensurate with the growth or the
strength of its econony.
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wvere hs.617 million or S per cernt of the total private foreign
investment in India.

in 1348, outstarding private business investecents by FRG
in India vere only Rg, one million. In June 1287 they were Rs.31
millien. Jhereafter the rate of iuflow irarsased shaxply from
Rs.83 million (between Jonusry 1958-December 1962) to Rs.120 mil-
1ion (in the three years ending Vareh 1967). 1n 1267, half of ERG
investnents ware in merufacturing aud the other helf in services.
ip sarly seventies, the inflow gof FRG gfficial portfolio sapltal
tc private dndustry in india alsa fucreased.

Erom the collaboration £izures, 4t seems Lhat £4G gartioiga-
tion in ipdiap industry i3 sizealle eucuzd Ao nuabers, dgvolving
nearly all tha leadlng £8G mapufacturers in Yarying degreas and
Yarious foxms. Euk i terms of money, at the end of June 1970,
1be Lotal £X3 Anvestment du indla was 43.34 Srores - 'no more than
2 frickle of that Sauntxy's massive Lotal lovestments abrosd'.
from Rs.3561.8 crores the total luvestments abroad increesed to
Rs.3383 crores (during January-June 1370), showing a rise of
i1ttle over Rs5.320 crores. During the same period, the size in
the flow of such investments to the developing countries amounted
to Rs.??crores-&amm%m.ammm
Indis was getfing a paltry share.

There could be varyirg interpretations as to the ressgns
for the "ghynesa” of FRG capital (after a fair start from the mid

sixtieg). West Jerman business delegations to lndia expressed

& rortfolio is a collection of securities held by an investor.

42 The figures mentioned above councerning FRG Anvestments are
taken from "India and ¢RI - vultural and scencmic uela-

tions”, Ligectory of foreign Cellaborations dn dndla (velhi),
vols. 2 arnd 3, 1974, Phe 167-80,



539

doubts and fears wiich were said to be caused rot so much by the
indian concept of mixed economy as by the rules and regulatians
affecting the industries and foreign collaboration - for example,

the licensing policy arong other things.

llowever, it is observed that the flow of £BG invastment
i3 naduly anong developad gountries and in developinsz gwuutries
At remalls ui;hly seleectdve ii regpect of cectalu geozranbical
Areas and particular dndustries (mairly olls, minerals and enter-
prises of particular interest to develcped countrles).

But tris explanation of the "shyness" of #:.G's investments
ir India is not enough, .he real reasens also seem to evolve
fror SupgeArerinsan relatiopge In this context, Heymer snd Row-
thorn argue that _egt Furoneap and 1S capital are 'eross-penetrate
ing' each othop, 1.6+, Us eapital is entering #dest turope ard sest
buropean ecapital 1s seekirg to enter U3, Ihere is algo gcompeti-~
tict arong the dest buropean apd Us Xplii-pational torporations
(Lits) at the world level, where the kivg axgéﬁnszﬁsggnglx.aagxznz
sconemic terxitories AL developinz gcountriag.

40 3. leymer and R. sowthorn, "rMulti-Ratianal corporations
and Internatianal uligopoly: The hon-Americsn chellenge’

in C.¥. Kindleberger, ed., 1lhe International vorporation
(P’/assachussets, 1370), PPe 57=-91,

Ffurther, they also argue that “In the coring competi-
tion hetween (dest) buropean and U.3. Corporations (MKNCs)
the rarkets of the Third World will be an important battle
ground, because the stakes will not be orly the limited
markets of ifrica, Latin Arerica and Asia, but Oligzopoly
equilibrium in the developed world itself”,f%The present
paper however, will rot go irto these broader theoretical
quastions,
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weal frew the very bezimning. Over $he years there was soms
Indin's trade with othcr gcountries.

lable 14 shows India's trade with France. Uver the period
2280-66 Lo LJ74-15 Lmports fres frauce increaged. shiig exXports
- rose Lhay uexe uek aAs Lugh 23 impertse 1ld72-79 and Ly74-75 were
exceptiuns with favouracle balance for india. #ut iepports
increased sharply over the earlier french exports in april-
Jecenber 1375. ihis was probably due to icports of waeat and
fertilisers. kore offen thay web ingda bad au pafsvourable
balanga of trade with france.

if an earlier table (table 4) 13 seen, it is observed that
from 1361 to 1866, France's share in India's exports averaged
to 1.1 per cent of the total Indian exports. In 1J69-74 it
averaged to 1.8 per cent, "hen the arnual figures in 1974-75 and
1375-76 are observed, the share was 2,6 per cent and 2.1 per cent
respectively, i(his meant that there xas sore increase in lndian
exports to France. Jut france'3 share in indian exports was ¥exy
smalle It should be added that Indian Agparts f£rom £rance fog

kyen 88 a sark ef the cev, srance's share in dnelag
exports was anall as is evident in the following table. (table 15).
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TaBLL 14

IhVIA'S FuREIGN ARADE Wild #RAKCE

(ds. lakhs)
Ap.=Dbece. Ap.=Dec.
196506 1969=-70 1970-71 1371-72 1972-73 197374 1974-75 1274 1375
Irporta(-) 18,06 23,73 21,33 37,07 39, 85 70,29 31,16 49-54 144, 37
Exports(+) 11,24 21,72 17,98 24,21 45,90 49,70 84,74 63,48 61,42
Balance | - 6,81 - 2’00 - 3’35 "12,86 + 6’05 "20’59 + 3’58 ¥ 3,% - 82,95

Sources ndl, steport on Currency and firance, 1976,
vol., 11, p. 143. (¥rimary source: DGCl«3,
Honthly sStatistics of foreign 1rade of
indiade.
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TABLSE 185
1201-00 l3vd=74 1978=74 1974-76 1975-76
LEC 7.6 Ge? 24,1 2049 20,8 |
France 1.1 1.8 2,0 2.6 2¢1

L L 2 L L L L L L 2 L 2 L T L 2 ¥ L 2 -1 T L 2 X P 2 L 1L L 2 ¥ T 2 -2 T T 2 L L L X L 2 E 2 2 L T X -1 1 2 L 2 & 2 2_L & 3 4

(3ee Table 4 for more details)

According to french figures which are somewhat different
from Ilncdian caleulatiung (the former include re-exports via entre-
pot countries), in 1970, Irdlag exports ko frange were only
222,79 rillion francs, In 1375 they rose to 663.25 million

44
francs - 3 gpore than three fLold rise. Indian figures do not

contradict this rige though there may be sore difference. rfrahch
exports to India too ipereaged ard in 1975 were at 1175.356 mile
lion franes particularly as a result of expourts of wheat and
fertilisers worth 500 miiliu francs, Ihese exports were unlikely
to be repeated in 1376, —

in A28, Irdian exports to rrance wvere about 850 million
francs. ¢rench exports to ladia were abuut 750 million franes.
ihis veant a Lawwurcable kalauce Lor India.

fhe Reserve Bank of lrndia (RuUl) Aeport in 4its data on
Texports of selected cormodities to principal countries”, men-
tions severel commodities and the countries to which they are

exported. Ffor some items like tea (black), oil cakes, tobaceo,

44 U.N, Abhayartar, "Indc-French Trade “hree-fold Ri se”,
India and Eurgpear Comrupity (De1h13 vols 2, 1ro. 4,

February-April 1977, p. 47.



03

cashew kernel, jute joods, iran ors, irar and steel ete., ‘rance'a
nare does rot appesr in particular, 1t ray be assured that if
there arxe any evports of these commodities to frarce, they may
have heen ircluied in the eategory "other countries”, 3uch commo-
dities may not form a2 sigrifizant part of India's exports to
‘rance.

[here are soume items which have deen specifically rentioned
against rrance's nare. (hey are observed in the following
table (Table 16,.

vf the four items mentionvd, leather anu leather gouods seec
to be rore ianpyortant. I{hen come yearls, precious and non-precious
stones. wvottaon plece gouds anu rarine products take third and
fourth place respectively.

The KBl figures do rot seem to take into account re-experts
of lrnuiar gocds (for exarple, from UK to vuntinental eountries).
In other words, accounting 7ay be on the basis of port of destie-
natior., Thus sore zoods 'mich mway be relatively irportant to the
iters mentiored ahbove may have been ewclucded,

The coprodity gorposition of lrdiasn exports Lo rrangg 1s
still dominated by traditional goods.45 Thus rav jute, tobaceo,
cotton apparel, terned hides ard sklrs; leather,
pearls ard precious ana seri-precicus stanes, Jewellery, coir
ranufactures, guar flower and opium have beer exported. ihere
has alsu been a smaller volume ¢f exgort of mica, sandialwocd,
gums, resins, balsar, cashew ksrnels, checlicals arna allied pro-

ductsy, etc. In the twu years before 1476, roun-traditicnal items

15 \nvew velhdy, vole XXy nLU. 21; 1l-l4 Uecerber

1976, 5o 13.
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TABLE 16
(Rse lakhs)

L L X T X T 2 X A 4 1 2 4 2 2 - - b --“-----‘-“--‘--‘-ﬂ--c-..‘- - o - - - - 2 2 X 2 2 J

1365-66 1268-70 1970-71 1971=72 1872-73 1973=74 1974=75 4p.-Dec. Ape.~liee,
' 1974 1275

A D A A €2 WP D AP W W A WP AP HE G B B D U AP G WD W AP NS A ER E WD P B WD AP LD U TP A WD F G NS D AP K CIF A W w G Gl WP U G5 NS WP A B - apan

Cotton

{iece
gocds 23 2,55 1,02 1,41 2,09 3,63 2,81 1,70 2,15

Leather and

leather .
goods 2,53 3,40 4,20 0,98 20,60 10,46 12,29 3970 11,37

Marine
products 46 72 88 88 1,92 1,23 81 70 1,856

rearls

precious and

non~-precious

stones 1,62 1,65 1,42 2419 2,68 3,90 3,98 2,83 3,71

T A S D D R P uR A WD AP AR D CD W T WP U AR GD SE G VS A WD A Y G A D WP T WS W Y €D Y W - en aw L L 2 2 X L L 2 2 2 L T Y 2 T 3 - a» - . aw - - a» e»

l.ote: Data are provisional for 1374-78,

Source: RBI, Report on Currency ard Finarnce, 1975-786,
vol. 1I, ppe 147-50, Primary Source: DCI&S,
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like ergineering goods, £ishy leather products, etc. have showkh
increase.

Ahgdan duxerts fruk France have been mainly electrical
and non~electrical machinery, fertilisers, wheat, iron and steel
(special types) ard transport equipment. ihere have also been

some chemicals and photographic equld pment and so ohe

As has been rmentiored earlier, Frongh aid Lo irdls was
not roteworthy in the earlier period of Epanee-Indian xelationse.
But frapee 53 2 mepber of the Afd India Zorsortium sinca 1261-62,
gove Indin oredits evepy yeap. Nalor imports fron france were
govered by these gredits. Irapce made ne gracts cor were Ererch
ald terma as a&Lxﬁg&Lxg as these of FRG. Thi§ observation holds
good koth for the earlier ard later De'rmds.‘&0

Upto 1865, frarnce had authorized official aid of about
nSe470 million. anor3 the 54x, £rance's position was third as
ab ald giver at that tige.

a3 9 member of the aid india vonsortium fFrance committed

itself to the followliz amounts of aic in various years ir the

46 ihe terms of french loans generally involved a down payrent
and an inteyest rate betweern & and 6 per cent per annum and
the repaymernt period often extended from 7 to 15 years.
rrance gave botn projeet and non-project aid. for example,
the former irncludes aid for oil exploratior and for the
Fasik thermal power station. ¥rcject aid was rore than
nor-project ald. <france liberalized its credit terms to
some extent ir. recent years but not ag nuch ags riG, In
fact, FRG's ald terms have been lideral right since the
early sixties. For example in 1364-85, FRG loars earried
an interest rate of 3 per cent ard repayment period was 256
years. Also, F?G?aid wescincreasingly getting un%%eggi
3ee.yvimc.z.nm9£_m;§1m‘ Collghorations ir Irdia (Delni,
1974), especially, 'Indo-french dcororie Relations”,
pp. 65«79 and "'India and 7RG - “ultural arc Lconomic
“elations”, pp. 167-80,
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later perfod (see table 3, p, 43): 1373=74 (A 3,3 rillion),
1274-75 (AB4,7 willior), 1376=76 (/21,2 rillion), 1976-77 (A83.5
7illion )y 197773 (A74.4 million), azriculture beir. an irpor-
tant sector of Frerneh econory, “rance alsc found it profitable to
export wheat to Inuia in L137E&,

£rancs pever Zave add Ad LG 45 »8 QF Lad, the roason
belug 4ts lack of aty zreat suterest fn dudiae french alu as
stated eaprlier was rostly in the forn of credits - given through
general and special rrotocols (the latter veing vutside the Yuh=
sortiun and {ur particular prograukesis. +hus fur ezample, AL

ALY, credits worth 315 willlon francs were agreed upostie of this,

225 million francs were 49 gover the supply of heayy and lazht
industrial ecuinmert, urnder a general protocol. he remalring
20 million francs covered gtoric enerzy and space arelects urder
a gspa2ial protceol. rance also agreed ir recent years to finarce
the evport cf enriched urarium to Irédia, Table 17 zives the aid
figures since April 1374,
TBLL 17
alu FfL3URKS SIECH APUL 1374

{(rillion francs)

PO WD OB DEW B DO T DD T DA ED W UD D WD W DTN ED S S W P WD S G DD AN W P WP AR D YD D NP DA A P WP D W D AP O a0 @ aP D

Year seneral ipecial wvebt uselief iotal
s rotucol rrotucol
1974=-95 214 00274 0d.~3 Jd3d,23
1u?76=-76 225 J0(3l15) ol 376
L9706=77 230 0340 ot yet signed 4V
13 on february- \excluding
nppil 1977 aebt relief,

source: UoN. abhayankar, "indo-french irade, inree-fola
Rise"y Audda and fhe sucogean voomuulty (Lelhiy,
vol. 2, no. 4, tebruary-apyril 177, p. 43,
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french Apveskieut in isnuia is not large. Lin early seven-
ties for erxanple, s¢rench fnvestment in li.aia vas only o per cent
of the total outstanding foreign investment ir india, Bulk of

47
the #french irvestrments constituted portfolio-investrents,

‘houzh french investrert forms only a sgmall percentage
of foreign investment, it does play 1 relg AR some key sectors.
Aceordirg to the availahle data for the sixties, the pattern of

frerch irvestnent in Irdian Industry wns as follows:

TaBLE 18
(in is. Million,

iear Mring retroleur lFarufactur- sepvices Lotal
enaing ing
March
lgoo 27 - 1186 1 144
1204 24 1l 1138 ue 200
1265 28 4 107 89 228
1866 24 8 106 123 2ol
1267 22 16 139 200 1472
1368 12 15 146 231 464

Source: "Irdo~Ffrerch teconomic ‘lelations’, 2irectory of

Foreign Collaborations in Ipdia (lelhi, 1374),

De 70,

As table 138 shows, frereh investrert in the Pgtrplaum

Portfolio is
47 L a 1list of securities held oy ar. investor. 4 good porte
folio will show a wloe sgreaa ol investrentse



gector began in 1264 with a small arount - s, one million., Yy
Yarch 1368 this hed fucreased to 28,15 willion. In the case of
Servicas - like trading, congstruction, utilities and transports,
financial aid riscellanecous - there was a phenomenal increase;
froo Rs. ane million i 13038 to Ws.29) million in luvoB, While
investments in girdug showed a decliulng trend over the years,
investrents in gapufacturing shoved a voderate increase.

french gollaberations A dudia are both ju publig ang prh-
yate sactors. ior example ir 1367 a French industrial group -
composed of ibinlli and bh3a - concluded an agreement with the
Indian '{ristry of Petroleum for the canstruction of an oil re-
finery at Haldia (-est Benzal), with a capacity of 2,5 rmillion
tons per year, for the Indian (il Corporation - an Indian public
sector company.

Some #rench collaborations ir Irndia involve the #french
jeint sector. (or ewample, the Compagnie Frangaise des Pétroles
(CFP) (which was ir. the rnews recently because of sorme controver-
sial dealingzs duriug the arergency in india) has investments both
by the French private ard public sectors.

dfrance is collaborating with the irndiarn public sector -
both finanecially ana technically - and also exportiig some equipe-
gent tu ir.dia in the aere-space dncnstry. «~or example, initially
srar.ce supplied alouette helicopters; later agreed to the licensed
productiaon of these helicopters, artouste engines and some other
egui pment. In rissiles too, france has helped lnuia to set up a
rocket propellart plant at Thumba and manufacture some missiles.

3311 91 anti-tank missiles are ranufactured at Bharat Dynamics
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(iyderabad). #rarce has also made 3 breaxthr.ugh ir indian Jom-
rercial ~ircraft rarket - first ir Jaravelles and ruw in airbus,

French companiee are irvolved in such areas as (1) atorie
eneriry, for exarple, the Fast Breeder Test Reactor (FHTR) Project
ir tadras, (2) tetrg-ghericals, for example, the Baroda Zorplew,
Haldia and Cochir sefireries, and (3) teel and scecial steels,
for exanple, Yahindra-llgine, Hyderabad 3uper Alloys, etec.

French companies like the lFechiney-Ugine-iuhlzan (steels
a.d chenleals,y; .reusot-ucire .steel and atoric energy), wshcne-
roulenc,LEP, suvillly (retroleus ard Petroleum products, have long
starding experience aru Gcllaboration in india,

Joth frai.ce and snada - particularly in the private sector -
have shawnsinterest i setting up an apdo-frengh vhaober of
Commerceo4 in the private sector, collaboraticns have led to
the working of cotanies like the ishinura=Jdgine Jteel, lata

Yerlin aru Jeriny, %3y and ocaker, Lirsen arnd .ubroy and so On,

48 the lidian section of tnis Chamber was copened un
1 uecenber 1lu76, with He Mahindra as its rresident.
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in orie sense Indo-bul econnomic relations are primarily
curmercial - i1 they are understood as being through the &£iC
institutional structure. 44 a broader sense howevery; nations
eomprising the aklC not orly have cormercial relations but also
ald and lnvestrent relatios with India. «hen the relations are

analysed ir the latter sersey, the following cunclusions can be

nade,

1rade

Jror 195821375, Irdia experienced a3 persistent unfavour-
able balance of trade with &xC as a hole. In 1376, India »ad a
favourable balance49 but this may rct be a long-termr trend,

In the initial period of Indo~E:C relations there was not
mruch trade., .he reasuns for the abser ce of impyortant trade relae
tions i1 the iritial perica were: (1, lack of adejuate waC aild to
Indida to cover indian ing orts frox wev, (2, livited foreigzrn ex-
change reserves in lrdla ana (\v) indian icport poliey which was
iufluernced by (1) and (2.

L the indtial geriud, a large part of indian exports to
el countries cunsisted of yrimary products. Jut by the seventies,
mar.ufactured goods were growing i1 dmportance in addition to prie
mary products. E&C exports to Incdia were chieflly capital and

other ranufactured goods.

Initially, REC occupied the fourth place in India's export

49 lews report ir Yecnorie and Zemrersiasl MNews (Few Celhi),
vol, VII, no. 50, 10 Decsembher 1977, pp. %=5.
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earnings. But by rid-seventies, it occupied the second place.
IX's entry irte the EEC ir. 1373 was an important reason for this
charge. ®ut India's trade with ERC also increased independent
of UX's entry. '

Aronz the JZEC countries, Indian exports increased mainly
to FRG which was next in importarce only to another LkC member -
UK. UK nad the highest share of irdian exports to biC countries,
despite the fact that over the years the share of indian exports
to UK deeclined. 4tidiarn exports to sfrance increased over the
years, but they formed a small part of indian expurts to buu
countries. crench and ltallan imports fror .nuda vere relatively
close tu each other when compared to other suC countries.

Partly because of Uh's long standing important position
and FG's inereasing Importance in India's foreign trade, france
could ot strengthen its trade relations with india particularly
on a bilataral drals, dowever france may irprove its relaticns
with India as part of the EEC gtructure.

In those zoods where India was ineressing 1ts competitive-
nass in the EBC market - for example, cotton textiles or coir
produete - REEC souzht to irpose restrictions. while Indian ex-
port strategy had sore dravbacks - for exanple, lack of diversi-
fication in export comrodities - the more important reasons for
inaia's un.favourable ozlance of trade with sk seemed to be
related to the trade policles uf okl and indin. wshile £tC cure
tailed irnuian exports by its 'protectionist' attitude, india was
inoreasing its lwports from awe cuu.tries through an icport

polic,y which was gradually becoring °'flexible'. However these
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two uppo3ite trends shoeula ot be over-emphasized since trade -
both in terms of exports anc imports = gshowed an increase., at

the samc tire, the paradox of oppositian to grotectianist policdes
of the LEL was that lndia woula have to increasingly ‘liberalise’

her import policy.

Ald

apart from aid to cover irports, aid was also given for
other purposes which in broader terms vere called 'developmental
anegistance’, Initially, this =2id by EHC ecountries was neglizidle,
thouzh FRG zave relatively larger amount of aid to cover trade.

from around mid-gixties, 'developmental aid' by REC countries

inereased,

Ihe food atd given by Bil countries to India in the seven-
ties was part of the £Biv strategy to dispose of surplus agricule-
tural produce of some EsC countries.

shile 'developrental assistance' was not yet coordinated
in any significant way through the abv institutional structure,
EiC countries gave aild through other channels - through interna-
tioral forums ana bilateral means.

duch =2id by EnC countries - particularly in the seventies -
showed that aid commitrents of the advanced capitalist countries
were soveral times the aid commitments of 3cclalist countries.
for instance, in 1377 the aicd commitments of the former were eight
tines the ald commitments of the latter.

0f the advarced eapitalist countries, nations comprising
the REC gave a large arount of direet aid, However, ir the

overall contributiors ‘ireluiing irndirect aid from the U3 through
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internationsl irstitutions like IBR)) the U3 played a significant
role corpared to the EHEC courntries.

In the ultirate sense, India is much too constrained by
advanced capitalist countries throuzh the aid mechanism, rhe'BEC
countries being a part of this group of nations and particularly
deriving some additional strength through the EeC structure, are
able to influence lndia.

shile sume inuiviiual BEC eountries may wield more influence
over Indla - for example, UK or kg, some others may not be able
tc do it in equal measure - for example, france or other u4il
pembers. But as a groupy the latter may also be capable of wielde
ing influence. 1lnhis is possible because Ffrance can motivate Bev
countries since all of them have collective interests in additicn
to rational interests. Also west Huropean multi-natiocnal corporaw
tiong ear influence the EEC group of naticns in order to promote
their interests which are not confined to national boundaries,

Thus, ever without substantial economic linkages, France
ray be capable cf influencing India throuzh the EEC, However,
the relationship between France and India cannot be explained in
simple terms. Hven amceng LiC remrbers, mutual rivalry, competition
and natioral attitudes exist.

further, the rivalry ana competition awong various advanced
capitalist ccuntries may increase or decrease the influeuce of
one over ansther when dealing with Ipdia.

Ihese advanced countries try to acquire spheres of eCono=
zic interest and consequently spheres of influence in different

parts of the wourld. ilere some are alsc influenced to 3 great
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extent by historical linkiges. vrance is an example of such a
gountry as is JK tuo. woecause of thisy (rance nay not be quite

influential in Jouth .asiac

dpvestgents

1l the earlier period, incia's relations with the EEC
+ix were weak. This was s because foreizn eapital by the 3ix
had rot rade significant irroads into Irdia.

Howaver, the ERC countries were interested in increasinz
investrents in India, Ihiz applied particul-rly to ¥iG, “hile
'rance too scugh® to increase its investwments ir India, it did
rot agpeap to.be very Vveen since {its moure ieportart irterests
were in scge otnsr parts of the world, decause of historical

reasons, UK's capital was ard is still strongly eintrenched in
india,.

in early sixties, the suwe uix diu ot have siudficant
fnvestments in dnuada. ~nong them however, i was relatively
important, By mid-gixtles it was obgserved that iuvesteoents by
the 3ix were increasing iIn lndia. In the first half of sixties,
the folloving countries had the largest rusber of foreign colla=-
borations in India (in order): (1) UK, (2) U3, (3) FRG, (4) Japar,
(5) 3witzerlord ard (o) rrance,

Kven for the wheole [orfiod f.0.y 1358<1376;, a similar posi-
tion was observed. %But irn the recent years, 19 was showing &
faster pace than "' ir corcluding eocllaboration agreements,
France 'as coreluiiny an irncveasing nurder of agreements over the

years. ut wvhen compared to PG ard Japan = besides UK and U3A -
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France wag rot as 'dynamic'as these countries,

while FRG capital was penetrating India at a faster pace
especially in the seventies, it cannot be safd that FPRG's private
investments vers large in lndia when compared to FRG's overall
investments abreoads. FRG had investments chiefly in other deve=-
loped countries especially in west durope itself.so £8¢ also had
investments in developing countries; though in seleot geographical
“areas it showed much greater interest - for example, in some Latin
Azerican countries like Brazil,

But FRG has the capacity and willingness to increase its
capital flow to Asia and particularly India. &RS has already
proved this when compared to other EEC countries - whether france
or Benelux., In fact, U3, FRG and Japan may be acquiring spheres
of irterest in various parts of the world. Vhile UK and france
too are seeking to do this, partly their strategy 1e¢ to retain
hi storieal dbonds in particular geographical areas.

Capital fror various developed Western countries and Japan
ray be selective about particular spheres of eeonomic activity in
particular gecgraphical areas. For exarple, france may show more
interest in india in spheres like services sector, petroleum and
petro-chemicals and steel. But when rrance is compared to some
other countries like UK, Usn or #RG, the latter countries mey shov
involvemesnt in more spheres of activity and in a more significant
way than franee. 1t is also possible that some West wuropean

capital - from FRU for instance - may enter several spheres of

80 while £3J had investments in Us3s too, it was not as large
ag irvestwents by UK or 3witzerland in U3A. 1In faet, rau
and Japen gained more by exporting to Ui than by investing
thero.
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activity in indla end gradually concentrate in more profitable
spheres. 1his is more so because FRG capital seems more wiliing
to tako risks than French eapital.

It should 2180 be noted that EEC countries have not yet
evolved any significant comrcen investmwent policy through the REC
instituticnal structure towsrds India., But this need not deny
the multi-national character of West Furopear investments. At
the same time however, the role of the nation state in West Burope
is important. In the ease of scme West Buropean countries it
not unly provides a political leadership but also enters economic

activity willingly, Ffrance being the most obvious example,

£rance and India

#ranco-Indian relations have been weak. I1hough there was
some improvenent over the years, the relations could not be con-
sidered important.

India's trade with rfrance formed a very small percentage
of total indian foreign trade. Even wvhen Franco-Indian trade was
compared to Indo-EEC trade, france's share was small.

Degspite such relatively uniemportant trade relations India's
exports to France ruse three-fold between 1970 and 1375, 3iri-
larly, French evports to India alsgo rose.

dver the years, the commodity compositior of franco-Indian
trade was as follows: Irndian exports to France were mainly leather
and leather goods, precious and non-precious stones, cotton goods,
marine products, rav Jjute, tobacco, coir manufactures, opium, etc,

French exports to India were cainly electrical and non-electrical
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| machinery, fertilisers and wheat (particularly in 1978), iren !
and steel (special types), transport equipment, chemicals, photo-
graphic equiprent, etc., Jome of the commodities mentioned above
vere abserved during 1366-76 period, while some others im recent
yearse

Prench ald to india was not noteworthy in the earlier
periods 7This was so because srench aid went chiefly to (ranco-
phone Africa and to a certain owxtent to Latin america. wn the
contrary, FRG's aid was not only widely dispersed but a large part
of §t went to asia,

dhatever aid france gave to India in the earlier period was
rainly to eover French exports to India, Gradually, aid was also
ziven for developmental activities,

Unlike rG, French aid terms were hard - both in the ear=-
lier ard later periods. French aid wvas mostly in the form of
credits. Unlike UK or FRG, france did not offer any grants.
Prench interest rates wvere more than those of frd. French repay-
ment pericds for credits were cften less than those of FRG.

drench trade with lndia and aid to¢ india - though they
showed an increase over the years - dld so with fluctuations.
Jometimes trade was favourable or unfavourable; sometimes aid
conmitments increased or decreaseds lhis cculd be partly bescause
France did not show great interest in its relations with lndia and
lacked important economic and trade strategies in its oolicy to-
wards India. It may also be noted that when France was comparad
tc the Netherlands ir. trade and aid the former did not show rela-

tively steady and persistent trends tnlike the latter. During
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1973-77, Netherlands' relations with Indie showed steady, if not

significant improvement,

French investrent in Indla s not large when compared to
other foreigh investments, Probably French capital has limitse-
tions unlike capital fror R3, Japan, U3 or UK., BRecause of this,
frarce may r.ot have the capacity to make huge irvestments in India;
though it i3 seokirg to improve its positior.

lhus, it is observed that while #+3's private investments
ir 4ndia vere 5 per cent of the total private foreign investment -
in india in 1967 in itself, rfrench private investments were only
S per cent of the total even ir. early seventies.

nowever frarce's investment roule should :.ot be neglected.
france is actively involved in soce key sectors ir India.

froz the data available for the sixties, it i3 observea
that french finvestments in the services sector showved a phernomenal
increase. Investmentsg in petroleum alsc showed an increase =
fifteon times Iin five years from 1363 to 1968, iowever, services
anéd manufacturing accounted for much of French finvestrerts in India

frernc*» ecollatorations in Irdia are both in Indian public
arid private sectors. french investrents also show that the state
in France plays an importart role in rfrench foreign investments.,
Ihis 15 evident both in Frernch eivil and arsaments sectors.51

Irportant french collaboratiocns irn India are in petroleun
aud petro-chemicals, atumic energy, steel and special steels and

a@ro=-space equipment.

51 ine role of the state in «+rench arraments sector is dis-
cusged in the secend issue,
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in cenelusion, it can be argued thus: while aid, to sume
extent, may lead tu an increase ir exports by &l countries to
india, aic 2rd investments mainly help West buropean capital to
enter India. Uy aoing so - in various sectors of the economy and
in variuus ways - both ald and investments lead to eccnomic gairs

for the wWest nuropean countries.



THE SBCOKD ISSUE

THR NATURB (P PRERCY ARMS TRADE AND THE
IMUDIAN SUB-CUNTINSNT



INTRWWUCTIUN

hdstorically, the militarisation of what is rnow called
the Third World can be traced to #orld wWar IlI. when the war
intensified, the Western Colonial Powers used colonial resources .
and manpower in the War effort. Thus in Africa, Britain and
france built up colonial armies and established military opera-
tion bases. In the Indian sub-continent, Britain sought to use
the colonial manpower and resources and also built up an arma-
ments industry.

dhen the War ended, the decolonisation process led to the
granting of independence to several colonial possessions. Some
I'hird World countries thus inherited the colonial legacy in
military and armaments.

However, the militarisation of the lhird world did not
cease with the dar. It intensified during the 'Cold uvar'. Until
1860 or so, militarisaticn in the Third world and the developed
Western World was chiefly due to the wWestern doctrine of
“"eaontaining comnunism™. But the decline of the Cold war and the
emergence of detente did not lead to a reduction in the Third
World militarisation.

The continuing militarisation in the Third World pointed
out to the fact that such a trend was the reflection of what-
could be identified as the "armaments dynamies”. These dynamics
were not the same for all countries. For some advanced countries,
arong other things, they turned out to be a political instrument;

for some other advanced countries they meant chiefly & profitable
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aetivity, though both these were interrelated.

The responsibilit§ for the ircreasing ares trade in the
wvorld lies main;y with the advanced countries vhich export arzs.
But scme countries which demand wenpons and bYecome recipients of
-arms are also not free from the cnus. In fact, while the
advanced countries exported arms mainly to further their interests,
the recipients also desired to develop their military capacity
for external and internal uses.

Some dmportant ihird =orld countries also embarked on
domestic¢ defence production. at times, such producticu may point
out to an international divisicn of labour. 3ut in some cases,
such productior points out to a desire to achieve independence
from external influences.

while such an effort to grain independence fror external
ihfluences vag made {n some of the important developing countries,
tho desire to obtain rodern sophisticated weapons led to techno-
logical dependence on advarced countries. Also rescurces which

could be fruitfully used for econcmie ieveloprent were used for

arms production.

f the advanced countries, the United states and the
Soviet Union dominate the world ares trade., Britain and france
thouzh not as important as the 3uperpowers, join the ranks. These
four countries are thuszggst important arms suppliers the

world over.
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PA{TERES o Akl LNADB

Before explairning the nature of french arzs trade policy
or France's position in the supplies of arms to the Indian sub=
contirent, it 418 necessary to analyse arms trade policy theoreti-
cally as such. lhisy of course, will be dune keeping in view

France as the object of our study.

in arwzs trade, one may observe three patterns of supply:
hegemonie, industrial and restrictive.l

Hegemende pattern of supply is seen where orne or rore
countries ray dominate other dependent countries. Thus the
supply of weapens from gome advarced incustrial countries to some
developing countries may show this pattern of supply of weapons.
US arwms supplies to support anti-Compunist regimes or 3oviet
arms supplies to strengthen and support anti-West and antie
colonial movements could be taken as illustrations.

ipdugstrial pattern of supply may be observed when it is

considered necessary to maintaln an advanced domestic defence
industry in the supplier country and vhere this becomes possible
through the export of aras. If maintaining an advanced domestic
defence industry is the only function of armgs trade, then arms
may be supplied indiseriminately to ény buyer who ¢an afford thec.
Restrictivae pattern of supply is where thére is a res-
traint on ares supply - where such supply may involve the supplier

directly or indirectly in a2 local or internstional conflict. 1o

1 See 3IPRI, The aArns Irade with thbe Ihird Yorld
(tenguin, 1975), p. 21 £f,
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iilustrate, 3waden is safid to follow the pattern,

The sbove menticned patterns of supply are not rutually
exclusive even trouzh they may conflict at times.

mmmmmﬁmmmmmm
induatpial pattern of anag&z.’ france is a mediur level country.
Prance ¢onsiders it necessary to have an advanced domestic arma-
ments base. «gcording to 31Pdl arnalysts, rrance feels this
necessity to ensure its inuependence both within ard outside the
major systems. whethepr this view is correct, if 30, in what
sense 18 not our present concern and may be discussed later.
Perhaps the above viow needs to be seen in the cantext of the
neeus of french ecouniomy to which we Gay pay greater attention here,

&n lmpertaul factor which dufluences the noldcy Qf a0 arng
Supplier like france 43 the size and structure of the dopestiq
defence industry and the planring of procurerent. Also important
are the efforts to maintain maximue and stable erployment. In
the defence industries, productive capscity tends tc exceed imme=-
diate defence renuirererts. In other words, the plant, machinery
and labour available for the production of weapons is in any ane
periocd groater than the zovernment's demand during that period.
There 1s an arzurent, traditioral though, which says that excess
capacity needs to be maintained as a matter of public policy so

that emergency situations may allow quick expansiane But the

2 Jome elements of the hegemconic pattern of supyly may be
there in frauce's relations with its former colcnies but
the needs of i¢rench defernce industry may be considered
important in #france's case.



24

rapid change in wilitary technololy, the iicreasinyg implausidi-
lity of a long converticonal war in burope, the fact that most
arned forces are kept in a state of alortress are sajld to show
the wealkness of this traditional argument.

There are other factors which have influenced the arms
supply policy of eountries like ¥rance., 1he rapid ghange in
techroloegy is said to be one of those which has led to lurpiness
in government purchases, Thug, while the povernrent may bdbe
anxious to replace obsolete rilitarywvare as quickly as possible,
cantinuous replarerent becomes too expensive becaunse each new
type of ecuiprent incorporates a rore corplex and costly techno-
logy. Ihus, the gcvernment ray tend to procure such items as
aireraft, missiles and tanks in a tvo or three year period every
ten years or s¢. But the probvler is rade more difficult dbecause
various resources are rot expleyed all the time. 3JSurplus capa-
city cannot be left iale, income 1is insufficient to maintain
skilled labour ana other resources for future uge, lLhusy the
defence dndustry becomes an important pressure group Lhreush
yardons ghapnels (like parlismentary representatives, etc.). 1hg
areblem of supply and demand goud specifically of surplug Sapacity
mmm&%mmwm dneluding
Ffrance, by gxponts.

For West Buropean countries, ineluding France, the main

altornatives to exportirg arrs are international collaboration in

3 One may wonder whether this too is a suffficient explana-
tion of the need felt by countries like france to export
arrg., There may be arother view that the need to export
is enzenderaed by the very nature of the egonomy - capi-
talist - that 2 country like rfrarce hag / need for
tnvestigation_7.
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wveapens production and the production of related gzoods for the
civilian market. Also in Western Europe, the transnational
corporation in the Military sector is of increasing importance.
shis is reflected in the numerous bilateral agreements for joint
developrents and co=-productiuvn of weapon systems. Lhus it may
be observed that British ard french arms exports contain an
increasing share of west German e¢cmponents, or for that matter,
that 'vilan' Missile is a joint Frenchewest German development.4
In yractice, however, irnternaticnal collaboration has not les-
sened the need to sxyort because it has led to overall increase
in production capacity since 1t involves an increase in costs,
lelated civil production implies difficulties since such produc-
tions as civil aircraft, advanced electronic equipments are ex-
pengive and require state sudbsidies. In other fields it may be
difficult to build a competitive scale of operations. It i3 ex-
pensive to produce civilian goods witﬁ facilities meant for rili-
tary purposes. Purther, goods thus produced rmay be unrelated and/
or involve establishrent of ancillary srall scale industries.
kxports axe important Lo gaistain maximun swployment in
defence industries. This is seen by the inverse relationship
between exports and aomestic procurement in certalr countries
like Ffrance where exports are an important part of total preduce

&
tion. ihus in rance "...rises and falls in exports have closely

4 albrecht, arnst, Lock, #ulf, "NMilitarigsation, Arams
Transfer and Arms Producticn in Peripheral Countries”,
Journal of EKeage Researxch (uslo), vel. Xil, nos 3y 1375,

pe 208, footrote 8.

5 In france, exports forz wore than 20 per cent of the
total defence producticn. 3IPRI, n. 1y p. 28,
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6
ecompensated for falls and rises in demestic proscurerent”,

Further, in fxange where gxports are resuired for the
maintenance of demestic defence iudustry, the choice of weapen
production in the domestic defence industry and the choice of
weapens for the domestic armed forces is made keeping in view
their export potential. Thug, the French government has set
guldelines that foreigh needs should be kept in mind when weapons
specifications are drawvn up.

after analysing and identifying Ffrance in the above-
mentioned pattern of supply, we may proceed to discuss the re-
quiremert for supplies of weapons felt by recipient countries.

Later this could be related to the Indian sub-continent.

) ibide, p. 28,
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3U:PLY o7 WGaroh3 AND RBRCIFLILKT CLUNTRIES

3lrdl analysts are of the view that since the #orld «ar
Il the wmultiplication of nations as a cuisequence of independence

from colonial rule led tu the multiplication of military units

under indepencent conlrul. rfurthery the circugstancas in whieh
thege skates were greated often eugourazed the satablishment or
axnpansien of armed forgega. Iin addition, the decolunizaticn pro-
cess brought with it sharp changes in social structure which

also caused internal ingtability,

3IPRI analysts further recoznize “"five broad interrelated
factors" as determinants of the flow of weapohs., 1hese factors
are: (1) conflicts, (ii) nationalism, (iii) the role of the armed
forces, (iv) the size of Poreign excharge earnings and (v) the
interests of the two great (super) powers.7 The first three are
said to be requirement factors and the last two resource: factors.

i) Conflicts - internal and external - in which force may
be used, necessitate arxs. Lihis is characterized as the "purely"”
military requirement. 1§, vivided groups can be united by
affirming national identity and here the acquisition of arms may
serve the purpose. d4il, armed forces are saia to represent e
of the main attridbutes of independence., I1he armea forces may
also play 8 role in the politics of these countries. Hence the
governments may gain support of the armed forces by satisfying
their demand for wespons. 4iv) The financial resources of the

potential reecipient countries way also influence the flow of

7 Ibid., pe. 35.
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weapons and the extent of the flov and v) the attitude of the
weapen supplying ccuntries may be influenced by international
political and other considerations. |

Yhere there have been conflicts the demand for weapons has
generally been the greatest - for evample, in 1272, the Middle
Bast. The resource positions of the potential recipient countries
have also influanced the flow of arms - for example, Iran's pure
chase of arms. Ibe interests of the two Super powers and gther
povers bave also been influentinl in the £low of armg - for example,
erises in Cungzo and Aangola. 3dut the other two factors mentioned
by the 3lril analysts - naticnalism and the role of armed forces -
seexm rather misleading factors in the analysis of the determinants

of the flow of weaponse.

To say that arms supply helps naticnalism or that the armed
forces are souzht to be satisfied by purchasing weapons seeu to
be rather overdrawn statements. The examples given by the PRI
analysts are: (1) Arab nationalisz in the ¥iddle Bast yig-a~-vis
Israel and (2) the struggles against racist regimes in Africa.
(3) As to the role of armed forces, apparently the examples are
Chile and Fortugal., (1) However, Arab nationalism {s not the
sole factor determining the flow of weapons. arad pationaliem
itself is a consequence of the historical needs felt by Arab
nations to protect and further their interests., Also the interests
of the super powers and other aras supplying nations have
influenced the arms supplies. (2) batiwiallism is a ccnsequence of
some more fundamental reascne. In Afriea, it is exploitation that

is a more fundamental reason for the conflict. (3) <he role of
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armed forces has been observed in various eountries., Their impop-
tance in somwe situations canncot be denied. But it woula be more
useful 4f the role of the armed forces is seen in the econtext of
sccial conflict within these sucieties and in the context of the
influence of external factors in these situations. 7This would
lead to a better insight into the determinants of the flow of arms.
Also, the military factor as an independent variable (as implied
by the analysts) is not acceptabdble,

Further, the five factors are sald to be present in vary-
ing degrees in the Middle East, South East ‘“sia and Africa. This
means that they are not applica®ble to 3outh ﬁsié (Indian sube
continent) or other regions. The applicadbility of the factors as
understood by the analysés even to the regions nmentioned by them;
as wvell as to those exeluded, may itself be questioned.

Arms trade shows a relaticnship between a supplier and a
recipient. lo have strorg armed forces may be seen 2s an attri-
bute of political independence. However a state of dependence
may arise in the efforts tuv acquire weapaons from outside powers.
there is a risk that the supplying country may terminate a cunte
ract for political reasaons, suspend supply of spares or ‘over-
charge' for spares deliveries. [he supplier countries desirous
of a hegemonic position may succeed to the extent they acquire a
monopolistic position.

There are two ways in which dependence on a sole supplier

¢an be avoided by recipient countries: (1) by the establishment

8 Cne is reminded of India's reguest to the Yestern Powers
for mflitary aild in theo wake of the 1262 Sino-Indian
conflict and the consequences of such aid,
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of domestic defence industries (2) by the diversification of

9
sources of weapcns supply.

mwmm%mmmmmwm
in most Ihird Yorld conptries. tne may try to maintain a cer-
tain degree of independence by obtaining licence to manufacture
indigenously or by manufacturing most components at home. But
this means heavy icvestments and only bigz countries among the
developing ones can possibly do that.

vepsification means spreading (military) dependence over
a number of supplying countries. (his may giye fhe racipient
sountry more independence of action. 1hus, the recipient country
ray :.ot fear the actiaon of any one supplier. <urther, the inde-
pendence of the reciplent increages by the Sompetitiocn between the
supplier countries. It 1s 2also said that diversification avoids
a homogenous aramy elite - which may be tralned together in a
foreign country - thus redueing the risk of a military gconp d'état.
To avoid dependence, one type of diversification may be tc rely
rore on purchases from minor supplier countries instead of major
suppliers., Fowever, this is possible only if the requirement of
veapons itself i3 licited, For instance, 1if sophisticated weapons
are requifed, miror suppliers like the Federal Republic of Jermany
or -anada cannot be relied upon, since, for this the suppliers to

turn to are the United states, 3oviet Union, United Kingdom or

t) Ibide, p. 36 £f.

10 in lndia, for instance, domestic production of aircraft
under licence c¢osts more than 80 per cent the price of
irporting complete aircraft (at 17l exchange rates).
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drance. further, a doveloping country may want a subsidy or
favouradble terms or even gifts ir which case the suppliers can
be cnly the Uvs or USSd., Thus, ancther type of diversification
may usually be sought whereby competition between the major
powers is utilized. inis forwm of diversification 1s evident not
ocnly in the sphere of arms trade but alsc in economic and politi-
c¢al relations. |

rdowever diversificaticn is limited in tvo cases: (1) where
the reciplent i3 dependent on the supplier in broader areas and
(2) where the recipient is engaged in an armed conflict. Thus
in the first case the supplier can resort to sanctions against a
country which seeks arrs from other suppliers. In the second, it
1s militarily impracticable to change suppliers since change means
adoptian to nevw equipment and in conflict situations this may not
be possible,

fhere is alsc a relationship between the supply of weapons
and wars. ne facet is the way in which the supplyind countries
may be drawn into the conflict., It is possidble to say that the
supply of weapons is en indirect uss of foree in a conflict. By
giving arts to a party in a caiflict the supplier may be impli-
citly lending support to that party. “hen the support becomes
explicit there are enormous implications for the course of con-
flict, The relationship between a supplier and a reciplent 1s
closest in a corfliet situstion and ig of great significance.
The indirect presernce of a supplying cowstry can influence the
issues of a dispute. wars may also be extended, intensified or

restrained dependinz cn the interests of the supplier. The nature
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of such effeets depends to a great extent on the role of the
corpeting supplier countries: whether they are arring both sides
or one supplying country is arming cne side and so on.

There is a relaticnship between arms trade, internal so-
oclal sitvatiocns and ecororie development. Inoreasing cuantities
of resources in the developing countries are set apart for pro-
euring arms.u Further, in the use of skilled msnpower and in
the absorption of foreign exchange, the izmports of wajor weapens
place much burden on tho cccrnomies of pocer countries.

dhile reduction of expenditure on weapons and inerease in
expenditure on developuent is 2 desirable argument, it should be
conceded that "it 4s generally not realistic to envisage large
transfers of resources without other political and economic
changes. Aprms procurcment policy cannot be treated in 1solatien%?

further it is sald that in some countries in 3outh Asia
heavy armg procurement has gone hand in hand with z;cdernization
and ecoromic reforms since "nationalist® groups are said to favour

both, But it {s possible to have a conrection dbotween arms pro-

curement and & reactionary group or regime. [Thus arms supply 1s

11 3ince 1950 the GKPs of all developirz countries have zrown
at 5 per cent per annum, Their military expenditures have
grown at a rate of 7 per cent per annum and thelr wajor
veapons imports at a rate of 8 per cent per annum. Ibid,,
pe 43. 4lso, see the ueneral 3Survey in this SIPRI bock for
a fuller discussicn of the relaticnships menticned above.

12 ihe total average yearly expenditure of major weapon ime
ports to developing countries over the years 1867-72 has
been around Al.7 billion. «hile this is approximately 3
per cent of their total imports, in the South aAsian re-
glon the share is higher. Ihe expenditure on major weapon
icports represents 5 per cent of total imports to south
iglae. lbido’ Pe 43,
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also related to internal social situations. Harther, it can
also be observed that in some recipient countries, the number
of the military, paramilitary and peclice forces is continuously

increased in order to gecure a particular socio-economic systeum.
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aRM3 PRWUCIIVN Ih DEVbLUPIAG CUUNIRILS

desides the supply of arms, there 1s also the sphere of
arcanent production in the developing countries. usbjprn Bide
feels13 that arzament producticn in Third world countries s
never production to cover basic needs. wn the other hand, for
the majer industrialized states armament production 1s a tool for

the maintenance of an unecual division of labour and political

control. rurther, arms produeinz Ihird Horld countrics,_even if
they produce srms dogpestically, wAll permain teshnologieally da-
bendent g the major irdustrislized gountries due to the tremend-
gus difference ir the capacity for research and develcpmept.

The fact that not all types of arrarents can be wanuface
tured in developirg countries has an eccnoric ard principally
techneological rather than a political or wilitary basis.l4 thus,
we see that the existence of a heavy enzineering or machine tool
industry, cajable of certain standards of precisiun 1s essential
for the manufacture of heavy armaments material, while the deve-
lopment of an electranics 1ndustrylgs & pre-requisite for equipe-

ping wodern alreraft and warshipse lhough a numbexr of ceveloping

13 Asbjorn Eide, "The 1lransfer of Arms to Third -+orld Countr-
fes ard their Internal Uses”, International sogial Science
(Paris, Unesco), vol° XXVIII, no. 2, 1375,
Ppe 307=25.

14 Albrecht and others, "Arringz the Developing Tountries”,
In

International 3Soeial 3cience Journsl (Parls, Unesco),
vol, YXVIII, no. 2, 1976, p. 333.

15 Por instance, {n India it was amcng other things the
equipment of aircraft with the necessary instruments that
proved to be the weak link ir the production chain,
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countries are trying to have their own armarents industries, they
have not as vet achieved independence in this and outsaide support
in all cases may still be essential for these countries. These
countries may feel that rapid advence can be wade in thelpr arms

programmes when subsigntisl cooperation {s obtained from induse
trialized countries,

Io make an advance in ares programres some developing
countries becore customers for the U3, U3ddR, france, UK and
others. ghile doclalist guuntries may hava a pestrictive atti-
Lude %o granting arms preduction liceuges Lo non-doeialist states,
dndia seems Le be Lhe pain sxeception having regeived a fLew repro-
duetio, digences £rom the UsidB. The developing countries may
try to use licensing arrangements as a first step to achieve
independence in their armaments industry. i the other hand, the
consequence may be the internaticnalization of arms productionl7
as a result of the metropolitan manufacturers' efforts to extend
their activities to the developirng countries. In the world mare
ket, according to Albrecht and others, heavy weapcns systems like
fighter bombers arnd big tanks would become relatively less impor=-
tant corpared to counter insurgency equipment, helicopters,
corrunication equipmert ete. (except for the oil preducing count-

ries). It 1s possible that arms producers of some west suropean

10 Beveloping countries like lndia still depend on the advan-
ced countries even though some donsestic production may be
there. wven in domestic production the dependence is ob-
vious - for example, some components, special raw mater-~
dals and technical know-how may be imported. ~lbrecht,
Lrngt, bLock, wulf, "armaments and Underdevelopment",
Bulletin ef keace ixqpesals (vslo), vol. 8, 1974, p. 177,

17 slbrecht and others, ne. 14, p. 393 £f,
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countries or varada will be gaining nore fnportance in this
field ard V. armaments corporatiors will co-operate witha these
countries or will trausfer production of componernts to West
burcope and vanada. 4t woulc be a relevant question to ask
whether some developirg countries like aidia will be ircorporae
ted irn:to such an integrated production for the world arms market.

ihe i1 ternationalization of aris producticn by its exten~
sion to the ceveloping countries is said to be typical of the
present trerd., Ir certaln countries, goverrrients zay accept the
strategic terms of the Multinationals ever in the armaments pro-
duetion field. In such eeses labour irtersive componerts and
subsysters ray be produced ir the developing countries, while
capital irntensive and complicated components may be pnrocduced in
the retropolitan countries,

ihe U3 and U33R cortirue to produce newver generztions
of weaponse as a result, weapors are ccntinucusly outdated,
inls way imply arother possibility - the elimination ir the
long run of the producers of weepcrs in west turopean countries.
Jince the U.ited states has a huge domestic defence market,
it cany it is said, support an arcameit industry without rely-
ing recessarily on exports. lhe production series are big
er.ough to guarantee near optimum unit costs of production. vn
the other hand, Aritish apd Lrerch eroducers rely on Loreizn max-
kets in eoxder io increass produstion seples. unly with this
strategy can they compete with the urit prices offered by US
producers and mairtain for the tire being arn autoromous weapon

12
producticn in n few dranches. They may alsc agree to partial

18 Ivid., p. 178,
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laocal production in recipient countries, goproduction or even
liconsed production by the recipient countries in the hopne of
securing protected parkets for thelr weapon producticn. In this
vay, the technical know~how necessary for partial production may
be transferred to the developing countries while techrical capa-
city for produéing complete weapon systems may remain with the
countries of the orizin.

For the industrial manufacturer, the partial transfer
abroad of production, in addition to proeviding an escape from
export restrictions is essentially a way of reducing labour costs
though other considerations may be there: like the general cli-
rate for investments, the incentives offered by the foreign state,
the local merket, the export potentiality of the country concerned
and gtrategic reasons.

Un the other hand, the collaborating developing countrics
expect, arong other things, savings in foreign exchange and build-
ing up of research and development (R & D) facilities,

The tendency to emdark on local ares production programmes
ray not be without effeet con neighbouring countries. The neigh-
bouring countries may feel threatened or may so allege and they
too may strive to increase their military expenditures even if
they do not posses3 comparable resources. Under assumed or real
threats, rezional arms xaces nay almeat inevitably tucn iote re-
glcenal arms preduction xggga; The ccnsequence nay also be super

pover role in assuming strategic and control functions in the

rogion.



BATURE of FitolcHd agdks idsuB PuLICX

french arcs exports have helped its defence industry to

gaintain @ self~sufficient arraments buse. 8IPRI analysts are
of the view that, because of this france has been helped to es-
tablish ah independent positian in international affairs. They
further feel that Prance car be desceribed as a country sceeking
the best available markets without strorng political restraints,
Several examples are mentioned in this regard: like arms sales
to South Africa after the Iritish embargo (1364); sales of
Mirages and submarines to Pakistan after the U3 ombargo on India
and Pakistan (1868); supply of counter-insurgency weapons to
Portugal for use in Afpican colonies. Bven the change-over from
Israell to Arad market for weapon sales 13 mentioned. ZLhough
£rance pleads only a sommexcial basis for 4%s acms poligy, francs
bas benefited in commexcial and zolitical terms. By moving into
anglo-anmerican markets there has been some increase in french
influence aund according to 3IPAl analysts it also implies some
French independence from other sestern countries.

According to the official thesis, arms exports are

one of the means by which France affirms indepen-

dence in its defence structure and its foreign re-

lations. The ecphasis is on the political end of

the venture and the arms sales in particular seen

to be the means of ensuring the material bdase of

an autcnomous defence and of extending (or increase

ing) the influence of france in Burope and the world.

On the contrary, critics of French policy argue that

she (France) is guided purely by economic inter-
ests. (Translated) (19)

19 ggan Kle%n, "Cermerce des Armes(gt iogithueé Ligggs
angalis’ Eggiglgng Etrangere (Paris), no. ’
pp. 563-38, abstract in Bulletin of Pedge Bmﬁszsals

(Contd. on next page)
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3ome other; argue that making and selling arms is Prance's

only chance of asserting its industrial, commercial, military and

diplomatic presence in the face of the major Powers, in particular

20

the United States. another way of arguing may be that France's

arwg

trade and arms policy were necessitated simply by the need

to export arms and sustain its defence industry. ve will return

to this argument socne.

While france has supplied weapons to all its ex~-colonies

in africa (except Guinea), to 3outh tast asia for some time and

to Latin American countries, three countries Israel, India and

South africa were supplied with 86 per cent of all french major

'~

weapaon exports. However this does not mean that [rance is a

ma jor exporter compared to other ewxporters to India. This is

because of two reascns: (1) India receives major weapons from

20

21

(0slo), no. 2, 1977, pp. 177-8. The rench sbstract is =as
follows: "seleon la %hése officielle, les exportations de
matériel de guerre sont l'un des instrurents dcnt dispose
la Frarce pour affirmer son indépendence dans 1'organisa-
tion de sa défense et la conduite de sa diplomatie.
L'accent est mis sur la finalite politique de 1l'entreprise
et les Ventos d'armes apparaissent surtout comme le moyen
de garantir la base matdrielle d'une défense autencme ot
d'étendre 1l'influence de la france en burcpe et dans le
monde, Les detracteurs de la politique frangaise soutien-
nent au contraire qu elle est commandé par des imntéréts
purement écchomiques”.

Jacqueun Grapin, "arms mxports: when Means Become «u #nd”,
ihe Guardian Heekly (uendon), 28 hovember 1376, abstract

in Bulletin of Peage Propesals (vslo), no. 2, 1377,
PPe 179=80,

SIPRI, n. 1, p. 126, 1his figure however, does not apply
to post-1972 period. _
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varfous suurces and srance 18 ot the wily source. trance is
also relatively less important - to wshat extent we will udscuss
later - than other major suppllers tv lndia or indian sub-
continent. (2) Major weapons are only a mart of the overall arcs
deals which include small weapons. However, this does not mean
that France i3 totally insiegnificant as a supplier as far as the
Indian sub-continent is concerned,
ip France, the governrent itself owns a large part of the

defepce irdustrv. But thare ars private firms fpg. lhe two
biezest private firtns which rerged in 1387 are Dassault and
Breguet. Ihe national firms and private firms gooperate glosely.
and it 1s logieal that

Ir. france, the opinion which prevails anong the

oppanents of arws trade §s that, it is a problem

of profitable trade wmeant to ewrich the manufac-

turers of the private sector, tc ease (or reduce)

the burden of national defence and to stabilige
the balance of payments.(Translated). (42)

further, there is a striet supervisian of the exports of
arts. lhe exporte of arws are regulated by a law of 18 April
12563, which necessitated export licences for war caterial and
related items. 3ome other decrees add to the regulaticnse. nxport
licencos are issued by the *inistry of finance after approval by
varicus rinisters.

an inter-riristerial cormissior was set up in 1249 with

functions to consider requests for production and export of wer

a2 Klein, op. git., n. 19, The French abstpact is as follows:
"L'opirion qui prévaut en France parui les opposants au
commerce des armes est qu '{1 s'agit d'un trafic fructeux
destind & errichir les fabricants du sectour privé, a
alléger le fardeau de la défense nationale et 2 equllibrer
la balance des paiecentseess” .
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matorial ard to study poliey aspects necessary for export orien-~
ted produetion of war material and so or. This commigsion works
in close connecticr with the ministry of foreign affairs and is
Girecctly responsible tuo the rrime Minister. ~further, there is
an office closely concerned with the sales of weapons - 'lLa

Délégation Miristérielle pour L'Armament' (DMA),

Abg dovernment also helps ib ihe premotion of freueh u

ban salas 1o develoging sunn&z&as The governwent provides after-
sales asslstance to the duyyers in the naturs of trainirg end
techrnical support through the relevant branches of arned services.
ine goveriment also places emphasis on the design of tho milltery
equi pment to meet forelgl. requirewents., fFor example, in 1362, a
FPreneh ¥irister, . lLebre asked the French armed furces to take
the oxport potentlal intc consideraticn when choosing cilitary
equipment.zs Further, tndepy the DFA there is the 'Direction des
&ffaires Internatiocnoles' which is concerned with ¢he provotion
of'waapon exports or behalf of the government,

| "hMile there are sowe private owned agencies enzgaged in the
prorotion of woapor exports, there are also scre jointly owred
agencies like the 'Société Franpaise de Matériel d'armarzent’
(BusdhA) (vith 36 pepr cent zovernwent share) to prowcte sales of
tarks and infantyy weapons. ihexe are also some similar aviatiun
agendles.

fFrench weapons are offered ci cash and/or credit and

23 3irRLly ne 1y pe 128, 4 sgpecific instence would dbe the
Pirage-5 desizned with speeial consideration to the
Tnird <orld market.
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a4
interest rates vary betuwecen 7 per cent to 4 per cent, french

ar;:s exparts are also closely related to wiuer commercial azree-

25
ments vhich benefit France.

Ehe zrouth of French defencs industry is glosely related
to the zrowth of its aexports. The industry had a rapid expansion
since 1960 and especially since 12862 and exports were a major

reascn. But the tndustry grev riot merely because of evports,
26
- There were gther reasens too. As C.J.E. Harlowv mentions, the

gsettlement of the Algerian war rot only rid France of the incubus
of 2 large arry but helped her to concentrate her defence expendie

27
ture vithin cetropolitan France or nearby uermanye. Harlow says

that one of the effects of the golution of Lha Algerisn grisis
was the oliminaticn of the element of overseas suppert costs in
the French defenge budget. whilg darlov thinks that this elimi-
naticn was total, other writingsag cantradict his view and point
to the fact that while the drench overseas support costs were

eliminated to a great extent france's continued wilitary interests,

24 ivid,, p. 128 ff.

2s For example, in srgentina, while France agreed to provide
assistance for assemblirg some tanks in that country, the
government-owned 'Régie Nationale des Usines Renault’
acquired a controlling interest in the main vehicle pro-
ducing firm in Argentina - the ‘Industrias Kaiger Argentina’
Ibid., pe. 129,

28 C.J.EBE, farlow, "The Kuropean Arraments Basae: A 3urvey",
pt. 1; Eeonouic Agpects of Defence Procurement, pt. 23
kational Procurement Polieies, ISS (London, 1367).

27 HerOU, pte. 2’ Do 26,
28 Chester <. croker, “france's Changing Military Interests®,

africa A%HQK& (Washington, D.C.), vol., 13, no. 6, June 1268,
PPe 16-24,
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for example, in Africa, eould not be ignored. However, the pg-
duetiocn in oversess support costs led to diversiocn of aeme xe-
scurces for vefenge rasearch, develoument and usreduction. Bug
£xange's dpaearch and vevelooment (i & L) expendituce has Lot

mnwnmmm&ﬁmw%gum. ihis expenditure 4s
ecr:sideradly low compared to thom,

another reason for the growth of Freneh defence industry,

as mentioned by ilarlow, is Lhe leadership of de danlle. Though
de QJaulle may have had 'his shorteomings, he is said to have
"Ymparted a simplicity of objective and a consistency of policyao
vhich made technological progress in defence industries easier to
achieve, 3ore other writers too point out to the role of the

31
. Jeneral in this context.

Here, an important point to be noted is in the context of
French military doctrine, particularly during de Gaulle's leader-
ship. Ibs formulation of mildtapy doctrine in france reflgets
the dwypamics of armemepts. L[he French withdrawal from the KNorth
Atlantic ireaty urganization's (baTU) integrated defence structure
can be interpreted as an attempt to resist corplete integration
end submission of the {french industry to the world»wldevproductien

and marketing strategies of mostly Ud-based multi-naticnal

29 frank Barnaby, "The Uynamics of «orld Armaments: an
woerview", lnternational 3oedal delence Jourral (Paris),
V°1. XXVIII’ 5iOe 2, 1976’ ppo 245"650

30 Harlow, pt. 3, Pe 27..

31 For example, H.S., Chopra, Dg Zaulle znd Eunreopean Undty

(kew Delhi, Adhinav, 1274).
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corporations. It gseems obvious that thare gxist interrelatiopne-
ships betueen the partial military disintezration of frarce (fxem
EAZG) pod ber role as an iudependent, competitive and at times
WW&%W&MWM
maxkete

ine indication of the growth of French defence industry
was evident 1n the rise of Ffrench exports. Betveen 1260 and 1971,
Frencn arms exports rose at a rate of more than 20 per cent a year
and in 1970 they avounted to more than 20 per cent of total
defence productien.aa

Further, the armaments fndustry spends over 20 per cent
of 1ts turnover on Research and Development, whereas the rate is
rarely niore than 3 to 10 per cent in civil industry. This moans
that the military sector provides the iritiative and drive for
Zrench technology at a time when civilian budgets have on the
vhole shrunk. It can also be noted that Frarce has a2 16 per cent
share ir the world armaments trade and occupies the third place
after the Untited 3tates (46 per cent) and the 3oviet Unien (30 per
cent).s4

for #rance, Lhe henefits of arig exports are seid to be
those of gcouomiea of scale and protection of the defence industry
from fiuctustiona in govexnment demand. These also help in

32 i‘lbreeht’ Brr.st, Lock and Nulf’ Lie 4’ Be 126,
33 siPal, n. 1, p. 129,

34 Grapin, n. 20. 3ome others give the third place to UR,
for example, B.K. Joshi, "Europe's Stakes ir Arma Race =
Causes andé Results®, Iimas of ipdia (Mewv Delhi), 22
Decembdber 1977, Pe O
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zaintoloing a stable level of employneat. It 4s also argued (as
mentioned earlier) that arms exports help in stabilising Ffrench
balance of payments.

cssrOCOUPSE t0 arms exports to offset payments

deficits ultimately results in the country's

readily exporting these goods to balancse its

bocks, whereag such sales were before only a by-

product of its defence policy. (36)
But this view has to be eriticized. The french export of arms
hag never been mersly 2 bypreduct of its defence policy.

A padior problem of fhe Ffrench defencs indusixy is that
of lirited domestic resourgag. Internntional cooperation (Joint
ventures) with other advanced Yestern countries has not been &
highly favoured solutior. 10 nmeet this problem and to improve
the possibilities for export, the French aerospace industry haa
been xacrganized. inls i3 because aerosyace industry plays an
important role in #French exports. &alsoy there have been some
mergers like tnat of bassault and Breguet arnd the formaticn of
Aerc-gpatiale after the merger of three other naticnalized
compames.a6 A possible result of the mergers ¢an alse do a
contraction in employment. An increasse in foreign orders would
thus be essehtialrin guaranteeing the level of employment. as
venticned earlier, exports also pring another benefit to the
defence industry in Prance - the contridutions to Research and

Development. Ir fact, some bBuyers have even financed major

37

projects,

35 Grapin, n. 18,

36 31PRl, n. 1, p. 130 f£f.

37 Israel and South Africa for instance.
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Thus, for fxange, ecoromic cousiderationg uers gquite
eruginl »ith rezapd to arms supply kolicy. idut this policy
also brought about benefits of a politieal nature. 12 contri-
buted to an ircrease ir Frerch political 'presenée' ir the
world ard gave it some indeper.der.ce gxaeépxxa the two major
power camps. his ghould bde urderstoed as a corsequerce of
ecoromic irterests rather than nms a motivation for iritiating
the ares policy. ilowever, a reductionist agproach considering
French arms policy ir purely ecoromic terms is rot correct.

ihe complexity of other 1i1.fluelces cannot be regisctod.



VI
FabLhed ARMS SUPPLICS 1o THE IP1IAN 3UBSURTLMN:ZRT

French ares supplics to the indian subecontirnent nave
to be gseen 11 the overall perspective of arms supplies by var-
ious countries.s snig 138 because, by studyirg just france's
supply roule without understandirg it i1 relaticn to other arms
suppliers, one way coxmit the cdstaxe of ragidfylrng what is
essentially a case study of one country's arms pollcy. ihus,
the objective 43 to avald such 3 mistake and make an effort to
ur.derstard frarce’'s role sas a1 arrs supplier along with uther
suppliers.

dn the lpdisr sub-contipent, the tensions acdsixng Lrom

the decolonisatior process have cortributed mairly to the demand

for weaporgs. Irportart ir this process was the partition of
Irdia, 35irce ther, there were scme corflicts between India and
rakistar. ‘here was also 2 corflict Yetweer Chira ard Irdia,
Some tersion was roticed dbetween kakistan and Afgharistan also.
There were also irnterral situ:ticns which say have created a
denrard for wespo18 by the rulirg groups or regimes ir some
courtries of the sub-cortirent, ihe arzs races or bulld-ups

accoupanyirng these cu.fiictsy tensiurs anud situations were fur-

ther aggravated by ing duterests of fae Lwo super 20uer3 aLd
alsg bty tag lrtereats «{ lhe ex-golopial .owaer.

ar. aralysis of a table giver in the alril book - ihe
Arms :rade with tne ihird world ray help us to understand the

38
arms supplies role of vsrious suppliers. (see tadle attached)

38 Thie tadble refers orly to the supply of major weapons -
~ireraft, raval vessels, arroured fighting vehicles and

(Zontd. or rext page)
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TABLE
JRETAR 3UB«CUNTINIIT: 3UPPLILS oF YAJULA YBAPUR3 B8Y SUPPLIERS

US 8 cne, at constant (1968) prices

‘-”-”------ﬂ---“‘------------’-‘-‘---------------‘------------------D---.-

a

supplier Usa UK SAdMIs USSR cillha vIAER TvTan

1950-54

Adun. annual

average 8 za 12 - - G4 42

per cent 13.0 61.7 28,9 VeV Je0 1.1 100.0

195859

Arne asrnual

average 24 102 22 <) - 5 168

per cent 15.2 ©64.7 13.3 3.4 Je0 3,1 100.0

136064

Arne annual

average 39 46 4 31 - 14 134

pey cent 20,4 34,4 2.9 22,8 0.0 10.6 100.0

1865-69

Zan, annual

average 1 28 14 136 6 18 200

per cent 0.7 12.3 7.2 ©7.9 3.0 8,9 100,0

1270-72

Aon. annuel

average 1l 22 10 103 32 7 175

per cent 0.5 12.6 Se7 5849 18,6 3e7 100,0

185072 a

dan. total 366 1,040 290 ), 168 127 206 3,197

rer cent of )

total 11.4 3305 9.1 3‘9.5 44,0 005 100.0
a

sigures way not add up to totals owirg to rounding.

sgurces HiPil work sheets.

soe IPRL, lhe Arms Apade with tha Anixd dHorld (venguin, 1975),
table 11. Pe 180,
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In the period 1950-54, the Urited ¥inzdom was the major
supplier of major weapons - 272 mn., 51.7 per cent, This wng
because, the dependence of Irdia or the UK was inflnenced by
ite past lirks. Frarce seems to be the second supplier -

212 pn., 28,3 per cent but almost half ass importart as.the UK.
The rited 3tates was third - /8 mn., 19,0 per cent which too
was not as sigrificant as that of the UK, lhe U3 gupplies went
mainly to rakista:. since lidla was mainly dependent on the UK
in this pericd. 1lhe soviet Udonl and Caina were not suppliers
of major wea_ olis auring tals pericd as observed in the figures.
buring the period 125553, the UA ircreased its supplles
probably becsuse depand increased malnly due to tensions bet-
ween India srd rakistan. 1ae UK wes the most importent supp-
lier curirg this period - A102 on., 64.7 per cent. 1he U3 had
- increased its supplies over rrarce to 4324 mn., 15.2 per cent,
Frarce having 422 mn., 13.8 per cent. Zuring this period,
France's suppdly was probably because of its 3BATO commitmerts
ahd supplies to Palristar “ieh wag aigo a member of the 3BATU.
3ut 1t 45 obvioug that hoth the U3 and Prance were rot even a
 quarter as important as the UK. The U4iR had made scre winor

39 .
sales - A5 ghey, 3.4 per cert toc l1dia. China d4id mot as yet

rdssiles. umall arss like rifles, sub-machine juns and
heavier weapons like morters, anti~aircraft guns etc,

are not ircluded. iHence, cver-generalisations are sought
tc be avoided. 4Also, the analysis is supplemented from
information not evident ir the table.

39 Who were tne other suppliers mentioned in the otner
columnt is 1ot clear.
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make aty suyplies of major weapons.

In 1360-64, though the UK was the first important supplier,
it vas ot as dmportant as earlier since its supplies had drope-
ved to 440 chey I4.4 per cent, It seews india was beecoming
less dependent on the UK., 1lne US was the second major supplier
and came}second to UKe lhe suypiles of all western countries,
~during this period, were laergely tu india irn the wake of the
Sino-Irdian conflict of 1262, wher lrdia had asked for help.
ive 53 and UK were the major suppliers during this period. 1The
others - chiefly Canada and Australia - also supplied major
weapons durirg this period - 414 mn., 10,6 per cent. UsisR's
ircrease in supply had beer before the 1382 war itsgelf, when
indie purchased transport plares ard helicopters from the U3SR.
Suyblies fror france, Canada or Australis were rot significant
durirg this periocd compared to other suppliers. lhe reason
could be that only the U3 and UK made huge contributions to
India especially in tne lature of gifts - of 460 mn. each be-
causé,of siro=ir.dias. war.éo ihe curtributionsof rrance, Canada
and austrelia were rnot significant since they Jjoirtly contri-~
buted abuut A10 mn.él dfrance's supplies dropped due to its

greater breoecupation with Algeria (until 1262). Joviet supplies

40 'ihis figure is naturslly more than the figures in the
table against the U8 and UK since this fizure §is not
confined merely to major weapons.

41 This figure 15 less than that in the table. lhere could
be two explanations for this: (1) The ‘other' column mey
include some countries other than Canada ard Australiaj
or () Frarce, Canada and Australia could have supplied
to courtries other than India in the sub-continent.
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vere noticeable perhaps because of the 1862 agreement to supply
MiGs to India. 23Joviet supplies increased probably Becasuse of
favourable price and terms. China does not seem to have made
any major wespon supplies in the sub-continent during this
- period.

In 1966«69 , the U3 major weapons supplies seer to have drop-
pe€ to an insignificant figure. The reason probably was the
US embargo on supplies to india and Pakistan in the wake of
Indo~Pak conflict of 13565, irance's relative increase yis-a-vis
its earlier figure, to 414 mn.y, 7.2 per cent was perhaps due to
the growth of rrench defence industry after the solution of
dlgerdan crisis and due to the fact that france took advantage
- of the US embargo. PFakistan ifu particular, increased some
pﬁrehases from France. UK's supplies dropped relatively to
A25 mn. and percentage-wise were less than half of 1360-84 period -
12,3 per cent, The U33R inercased its supplies sigrificantly
to 2136 mr., 67.9 per cent. 'This indicated india's lessening
dependence or the “ost so far as arms were corcerned. India's
dependencte on one super povwer - the U33SR - may have increased
hecause of the Sino-Indian conflicet though this was not evident
immediately. This was unlike earlier periods, especially the
early fifties when supplies from the two 3uper Powers were
either not importart or were not scught. U3sR's supplies ine
creassd because it gave Credit facilities and easier terms to
lrdia gnd loposed 7.0 enbarge in 1365 either on dndia or

Pakistan. China's wajor weapon supplies were evidernt for the
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first time during this period - /6 mn., 3.0 per cert. The
reagonh probably was that Fakistar turned to other sources for
the supply of oajor weapons ir the wake of 1885 U3 embargo.

The other sources of supply may have been surplus US equipment
fror Europe (through the Federal Republic of Germany) and Iran;
gume gsupplies also came from lurkey and Portugal. Thus Pakisg-
tan was not dependert on one supplier after 19656. vwhile by an
agreemer.t in 1268 Pakistar may have acquired some arms from the
U3SR, the extert of tne supplies is r.ot krown.

197072 15 a tvo-year period unlike the earlier
four year periocds. 1his should be borne ir wind 4if the figures
are sought tc be compared with earlier periods, During this
period, the UJdiR continued to be the predominant major weapen
supplier to the lndian sub-continent - 2103 mn., S8.3 per cent.
This figure should rot be compared to its supply in the earlier
period since period lags are diff@ient. U33SR's supplies may
have been rainly to India and possidly to Bangladesh.s China
vas the next importart supplicr with supplies chiefly to Pakige
tar - %32 mn., 13.6 per cent. The UK was next - 422 rn., 12.6
per cent, but novwhere near the U3SR ard less than China,
Prance's supplies were not important yia-a-vyis the other three
suppliers (U88R, China and UK). ~#rance's supplies were 210 mn.,
5.7 per cert. 1ne U3 major weapon supplies seem to be insigni~
ficant durirng this period. ¢China's supplies (432 mn., 18.6
per cert), were a noticeadle increase from earlier period
(46 mn.y o per cent). Ihis was probably because in 1¥71, the
Jndo~soviet friendship tresty made dcviet supplies to Pakistan
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difficult and beocause of the fact that in Fedbruary 1371, vhina
~ had agreed for & 4300 uh. economic and military ald to Fakistan.
After the 1971 war, rakistaen hed received assurances from China
of "unlimited” military aid. vhether this was practised is
ot knowne

Between the period 1950-1972 major wespons worth a total
of ﬂ9,137 rn. were supplied to Lthe lundian sub-cgutinent - all
the spppliera put together. There were some other recipients
lilke Sri Lanka, Afgharistan, etc. but the malior recipients
Seemed to be Irdis apd Bakistap. IThe yalne of ezports of major
mmznggmwmmmemmxmth
Al, 168 mn. Ihae pext place went to the UK « 41,040 mn. The
US direct supplies were 5365 mn., Ifrance game Lourth with
4290 . Zgtal exports of major ueapons by the Uis8 and UK
wera sizpificant and above 41,000 she. eache. 31hg D3 dirsct
axpocts of maljor xeasehs wera peerly gta~third of fhe ¥alpes of
the Lirat twe. Srance’s sxports ware et sven fhak. This meant
that france was ek an impertact supplier of major mespous Lo
ihe indisp sub-goptinent. Lrauce, apuaver, did try ta fake
Me&fﬁa&m ﬁi%;muwmm(for exanpley b,
the U$ &n 1268). Erance’s sales wexe meant for commercial puc-
Rosas apnd yera Lot influenced o the aesme dezree by gther fag-
tors. Ihis wmas ynlike the I3, UK or USSR whigh gay have uented
to use the supply of eapons as an insteument of political

42 The 3IPRI datas seems to have put tozgether sugplies by
various Socialist countries to the Indian sub-continent.
This may be ore of the reasons for such high figures,
Towever, despite thig, U3SR's supplies were quite high.
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influenge (this however, shonuld rot be taken s3 a derial of the
lirkages of various factors). Inis was evident in the cage of
U33R ?ofegoing its restrictive arms supply policy towards r.one
socialist countriesy in the casze of India. 44 the sase pf UE,
¥2ile Anientions of itfluengs sere thers, SLcuoudl Telives wers
cere importapt siuce ila domastlc deferce indunastry nesded sxgortg.
ludian sub-centineunt because of Lts exe-colordial lirks with Vg,
facilitated an easier outlet. also, one caniot overlook the

fact taat various factors overlap and are deeply iuterrslated.
diven this, ever frauce's iuterests or gadns age yol purely gon-
.mergial or scoromic. By iis role as a susplier it also increased
its political influenca.

‘HK's pasttior wea in sortrast to Ffrance’'s position becauge
France had ne strerz colerial lpks mith $he Indian sub-continent.
Bxaree had sueh links with Africs and there iis supplics or |
agsistance yere significant. Frange's supplies sere alac siepl-
Licant ip the »ddle EBagt. This position of France 18 evident
in the following figures. Between 1950-7), srance's expurts of

major weapons to sume regions of the Third <orld were as follows:

indigh subecourtinent - 4230 mn.
Middle Bast - A554 .
Africa (inecluding 3douth

Africa) - AS02 mn.
Latin America - A148 mn.

The total ¥French exports of major weapons to the Third worid
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vere A1,653 mn. of tnis the lnalan sub-continert received 17.6
per cent.43 Also, france's supplies to africa (exeluding scuth
africa) vere not as much as UA's supylies to the indian sub-
continent (i.e., 4238 mn. ¢ 41,040 mn.J). Another conclusion
about France's arms supply policy is that &t iries io make mse
of thoss cpportupities whexre tha market is left 2o its advantage
by other suppliers for some reason or cther. But in ths indian
subecontinent ihls aspect of French armg supply pelicy 2as Lei
beep much of a success (excent in 1965 Lo some sxtent) prabadly
becanss other suppliexs are still holdirg geouud or in £ags
increasing theix supplies. Another reason may he that frange
deas net have important gtratesic iptarests in the Indlan sub-
sontinent. further, frarnce may be finding other reglons mere
duerative far 4ifa gxports than the indian sub-gcontinent.

Keeping this position of #rance in mind yig-a-yis other
suppliers, we ¢an note seome specific points in French arms trade
in the andian sub-continent since 18862,

| i1 1269, r'rance trled to convince india tnat its arums
sales to Pakistan was purely on commercial basis and had no
poiitical impucations.‘m

While India had voiced 41ts concern over likely dangerous
repercussions of French arms deals with Pakistan, it was assumed
by some observers as rot significaent encugh to drive a wedge inteo

45
the diplomatic relations betwsen the two countries.

43 SIPRI’ Ne 1’ PDe ]24"59 table 8,
44 Tpribuna (Ardala), 19 March 1969,
45 Amrits Bazar Patrika (Caleuttaly, 7 February 1976.
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frarce vas said to have become a leading supplier for
?akistan‘q air foree and navy since the Anglo-Areriean embdargo
of 1965, In uctober 1975, Bhutto visited Parls for more arms.
By then Pakistan was reportedly armed in part with French made
weapons includirg sub-marines, helicopters and Mirage Jjets. In
1974 itself raris had extended a credit of £72 mn. to enable
Fakistan to finance the purchase of equipment. Reports said
that this credit was fully utilized.46 Also, rakistan geemed
keen on securing manufacturing rights under licence for Mirage

47
Jetsge.

in wecember 1975, France denied that it was co-operating
with Jakister in setting up a Mirage complex and in the manue
facture of armaments. 1he French foreign Trade Minister stated
tﬁat the snle of arms constituted "only a small proportion of
his courtry's exports”.

Ir Jaruary 1376, French Prime ¥inister Jacques <hirac
again emphasized the comzercial rature of French arms supply
poliey. The French argument as to the impact of such arms
supply on the stability of the lrdian sub-continert was one of
clever salesmanship. "If France did rot sell arms, those re-

quiring them would turk to other countries. It was a better

46 azong the items acquirod under this credit were surface=
to~air missiles, reconnaigsance aircraft and a special
type of bomb,

47 . iimes of ingia (Lelhi), 21 uctober 1275 snd itatesman
(uvelhi), 21 vctober 1976.

48 dindustan limes (Lelhi), 18 Lecember 1975, see
Lovbert Jegard's statement in the press cornference.
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policy to buy arms from friends who have nc political interest,

rather than approach the Jsuper towers".

49 Statesmen (iLelhi,, 256 January 1976, Chirac's press
conference,
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ARMS PRODUCTIUE IK IXDIA

while arms trade policy may refer mainly to supplies of
weapons, the production of arms in the developing countries
also has some relationship to the arms trade policy.

India is one of those developing countries vhich are
trying to iuplement largely unasgssisted armaments prograrmes with
the final aim of attairing a capacity botn for indigenous pro-
duction and development of weapons. India has invested huge
sums 1a the devaldpment of a national armameuts industry. The
cbiective may be independence from foreign arms supplies, em-
bargoes, refusals tu deliver spares, etc.

These attenpts at steadily increasing the share of local
production - thereby savirg production costs or at least foreign
exchange - have so far shown little success in lndxa,soand there
is also not much likelihood of achieving the goeals in future.
The reasor. for this seems to be that the technological sophisti-
cation, especially in the armamernts field, has made devalopinzg
countries like lndia even mora technologically depepdent on
lendinz rotropolitan arms magufasturers than hefors. It i3 also
gsaid that these ares procduction programmes are dbeing turned to |
their profit by local capitalists in lndia. .

Inaia can be said to be selfe-sufficlent in the production
of small arms. Pakistan can also cleim selfe-sufficieney al-

though rakigtan contirues to import such weaponse.

50 albrecht, brngt, Lock and “ulf’ ne 14.
51 ibid.
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4s for the licengsed production of major weapons in India,
various countries: vzechoslovakla, Ffrance, UK, U3sK and 3wl tzer-
iand have licenseé the production of various items of major wea-
pons. uf interest to ug, France has licensed the groduction of
cheetoh (Lama) and Alouette 11l helicopters, Bharat 33-11 anti-
tank missiles and Avisos frigates. lndia also produces engines «
the French Artouste - under frerch licence,

Licensed productlon can mean anything fror mere agsembly
to the local manufacture of nearly all parts and componhents.
India has rot reached the latter stage.

Arrs production in develeping courtries like India is
also related to prcduction costs and poses a prodlem. Indigen-
ous production of alrcraft is consideradly more expensive than
importing. 1ihis 1g probably alsv tne case with the production
of misgsiles and electronic equipeent. Material eosts zre not
vnly high because of indigenization but also because the import
of parts is more expensive than the import of eomplete alreraft.
ihis may be bocause of differing transportation costs, menuface
turers' pricing practices and modifications made to suit the
purchasing country. The future cost of the licensed production
of the Prench 54 3156B Lema (cheetah) high altdtude Helicopter
will also very likely refloct the fact that it wns speeially

-

designed in France to meet Indian requirements.

Ipdis may txy fo divarsify its tachnolosical dependenca
and Fracce would de one of these gountries ydth shom India may
be interested ir collaborating.

52 Slkfu, Yie 1’ po 292.
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£0s59ibly due to a highly gompetitive situation, Lurg-

pean producers are hrepared lo joln natiopal production schemes
in developing countries. Juch papticipation allows them gasiar
agcass L0 markats. Lov labour costs may attract a metropolitan
producer to manufacture certain labour intensive corponents i
develeoping courtries and by re-exporting then increase the total
sales to the cuuntry ccncerned.sa lhe existence of export res-
trictions nay also lead to the transfer of production or agsseme
bly lines, but sozetimes merely tne subsidies (often in the form
of tax exemptions) suffice to induce a metropolitan arms manu-
facturer to establish military production in a developing

o4
country.

Laveloping gountries ¢an partly arrive at a2 salf-reliang
pesition in military technolozv only Af they abstain from imita-
Ung =ilitaxy dactrines and yeapor systems developed irn the
sor ext of goufruntatior betwsen industrislised pations. -t
presernt, the developing countries seekirg to be politically
indeperdert may erxperience the existence of influence of the
pajor arms suppliers. This will continue as long as thesge
developirg countries rely on the military technology (and aid)

desisried and pruduced in the industrinlised countries.

#hether this has happened it incia's case heeds
iivestigation,.

54 Lock and wulf, “Ceausequerces of the iransfer of
~ilitary vriented lechrnology or. the vevelopment
rrocess”; Bulletdn of Faacg rroposals (uslo),
vol. 8, no. 2, 1977, De 132 ff.
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»8 loig 39 & militazry doctrite for the Third
world is accepted wilch hes been prescribed
for them and taught by strategists from induse
trislised countries, political independence
end military self-reliance carrot be achieved

- in the Thirg World., (55)

56 lbido’ PBe 1358,
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SUReLUBIUNS

Frerch arms supply policy is based on the reed to maine
tein a self-sufficient deferce industry in France. Amonyg other
things, the oerefits of maintainirg such an industry are the
protectiun of the industry, a stable level of employmernt and
ecorionies of scale. 4t 1s also futerestirng to note that advan-
ees are uade in French technoloegy by the research and develop=
sent done in the deferce industry. 1I1nis point is jarticularly
relevant beecause a larger yercentage of resources are set apart
for R arid L ir the arcs production sector than in the civilian
production sector ir rrarce.

leferce irdustry proGuction ir France is rot fully ab-
sorbac hy the dormestic rarket. This is largely due to limited
resources wviich the state can afford to sperd on deferce pur-
chases.

Ar. importart way of overgoring the problems - of protect-
ing the deferce industrv, ensurirg utilisation of its over-
productior ard ralntairdng a stable level of employmert - is by
exportirg the arms. This helps the deferce industry ir frarnce
.ot only to survive but alsc tu grow 45 a profitable way.

i french defence industry, ore sees an example of how
the state intervenes in the esunhomy ard Joins hands with the
private sector to licrease the profitablility of this irncustry.
ir. fact, the state plays a very lmportant role in tae grovth of
this parsticular ircdustry.

while frence supplies arms to Pakistan and india ir the



125

Indiar sud-cortinent, France 1s rot as icportant a supplior of
mgjor w@apons 23 other big Powers., This point becomes evident
vher the role of various arms suppliers ard the attitudes of
the courtries irn the sub-continert are analysed.

For some years after indepsndence, India was rore depen=
dent or the ex-colonial power thar or others, for arms supplies.
Gradually, Inuia's dependence cr. other suppliers increased. 1ihis
also implied a diversificetior. of the sources of supply. But in
or.e sense, until the early sixties there was 1.o uiversification
because india's wajor sources of supply were the non-:sgcialist

countries,

sut soen the 3oviet Urforn became an important supplier
of major wea.ons ir. the subecontinent, particularly for lndia.
In fact, the U33R wag the aocst important supplier of major
weapor.s to India, superseding UK,

Ir the sub-continert, while France coald not be & 3nored
as a supplier of major weapons, it coulé nct be placed among
the other irportant suppliers; namely, the U33R, UK and USA.
These three were predominant in their supply role while Prance
was rot. dowever arong the thiree, UlJR and UK were more promi-
nent for India. for Pakistan, the important suppliers were U3A
and UK, or Pakistan, China became an important arms supplier
by the severnties.

india's fucreased dependence cn the U33X} for major wea=-
pons was r.ot only because of favourable terms, but also because
of regicnal conglderations - of 3oviet Union belng a powerful

neighbour of China. ahother reason for ircreased soviet aras
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gupply could be 3oviet ‘rior's owr strategic and pelitiecal
consideratiors ir developing "special friendship" with India.
The vo made cdirect and irdirect arms supplies ir the sube
cortinent, in particular to rakistar.

4nile <'rarce had rairly cocmercial interests in 4its arms
supply policy it was logical that by its somewhat independent
role, <rar.ce may have galned in politiecal terms. but instanges -
like the US pressure wi. frai.ce and rYakistan not to go ahead with
a2 nuclear re-processing deal - may show that srance 1s not free
fron exterral pressures in its comnercial relations. in the
above rer:itioned case, the pressurr wag a consequence of the
A1 sceriminateory U3 policy of preventing rnuclear proliferaticon.

Aut cuch pressures way be there in other spheres too and
arms trade ray rot be an exception, This §s all the more pro-
bable because “rarce has *tc a great extent given up de Gaulle's
agaressive style of foreigr peclicy ir its relations with other
Western courtries particularly the U3 - notwithstanding its
continuiry ssserticr of indeperdence as evidert for example,
in the opposition to the lLwu:lear hon-rroliferation ireaty (NPT).

1o some extent, the position of rrance as an arms supp-
lier (aru also of U&j has bsen influernced by its ex~colonial
links (for example: §r <rarco-phgne Africa,. vespite this,
france tries to compete with other arms suppliers in reglons
where {t has no important colonial legacy. 3ut success in such
a corpetitior depsnds on whether other suppliers have made it
possible for frarce to supply arms. 113 success 18 also depen-

dent or whether the recipiernts of arrs are willing to turn to
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france sz a source of supply. in tae abserce of these two
circumstances, 4t is rot easy for france to increase its role
as an arms supplier.

Related to the ahove is also the absence of any impor-
tant French interests - strategic or othar - in the Indian sube
corntinent. <france has such irterests ir the mediterranean and
some other regions. Additionally, the Indiar subecontinent rmay
rot be as lucrative a rarket for Prench arms as the Mddle East
or South africa.

it is also interesting tc note that french transactions
in arms with one country irn the Indian sub-continesnt have not
led tu any irportant diplcomatic problems with other countries
in the region. inhis of course is 1.ot to deny the fact that
vhenever £raice cade arks deals with one country, arother
courtry expressed apprehensions. lhus for instance, India
volced concern over the likely dangerous repercussiors of french
arms desls with rakistar time ard agein. But frarce always
gought to asgure irndis that 1ts deals with Pakistan were purely
on cormercial basis and vere rot motivated by political cornsi-
derations.

It ray be true that unlike other hig Powers French arms
policy towards the sub-cortinent is not formulated on political
consideratiors. 3ut it carrot be deried that *rance has geined
in political terms. <for example, in 1365 when the UJ imposed
an armg embargo on lndia and Pakistan, Pakistan could turn to
frarce for arms. Agaln in recent times, rakistan turned to

Frarce when cother big Fowers were not inclined to provide
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rakistar with a nuclear re-processing plant. dere the politi~
cal gain for rrance would be that rakistan would look to France
as a more reliable trading partner. 8y evolving such 3 rela-
tionshipy with arms reeipient countries, france can influence
ther il other spheres.

wordlng to domestic srmaments production, while india
may try to livest in domestic arrenents production - 4in an effort
to become more independent in defence production - the continued -
reliarce on technology from advanced countries works against
this odbjective. This situatior is rmore evident in manufacturing
zajor and sophisticated military equipment than small arms.

Purther, by agreeirg to licersed production of defence
equipment ir developirg countries like Indiae, the arms producing
countries of West kurope may be working out newver and newver
strategies of securing protected markets ard zaking rore profits.
Inis zay be dorne by various means « for example, by withholdirg
technology related to sume parts of a defence equipment and by
exportir; these parts at higher prices.

lndia hag sought to diversify its technological éepen-
dence ii deferce production perteiring to major weaporns. ¢op
procductior. of various major weapons, it has relied or various
advanced countries.

lnéia's relations with various esdvanced suropean countr-
ies (oweluding U33R) may have been motivated by a desixe to
rely or medium snd srall advanced countries., Its dependence on
the T33R however was, arong other thirgs, out of regional-

strategic ard political-corsiderations. This dependence on
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USSR was 2lso partly because of the degire to aveid total

dependence on sesteyh countries.
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