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PREFACE

In the post-second ﬁorld War period, suddenly the world
found that there were more new States than old. But the
international system was such that a few decide and the rest
adapt and react. There was nothing much the poor, weak
states could do to prevent this, Hence, it became
imperative to preserve the autonomy of decision meking

within the limited spheres in which they could exercise it.

When the third world became an arena of great power
competition, economic‘benefits were also used as baits to
draw the less developed countries into tacit alliances, if
not formal ones. Therefore, these benefits were accoﬁpanied
by political costs, & constriction of their sphere of

autonomy.

India provided an excellent example of a third world
state that asserted its right to autonomous decision making,
while simultaneously seeking external help for its
developmgntal aspirations. But as India’'s external economic
dependence grew, it was inevitable that it had 'concomitant

foreign policy consequences.

In the mid-80's, India's 1leadership was keen on
improving its political ties with all the major powers. The
urge to encourage capital and technology flows from these
countries into India was certainly an over-riding
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consideration. The growing external economic ties during
this period could be expected to have political

consequences.

This dissertation_ attempts to analyzé the linkage
between economic dependence and foreign policy during the

1985-89 period.

The First Chapter introduces the subject of the linkage
between economi& dependence and foreign policy by making =a
brief analysis of some approaches to the study of the
linkage and by taking & deeper 1look at the concepts

involved.

The Second Chapter presents a profile of India’'s
economic dependence over the vyears. This i3 done by
identifying variables that indicate economic dependence and
by studying the'variations within and across the different

types of dependence that result,

The Third Chapter attempts to study the continuity and
change in India’'s foreign bolicy by taking into account the
objectives, the forces that determine the relative weights

of these objectives and India’'s pursuit of these objectives.

The Fourth Chapter attempts to analyse the linkage
between economic dependence and the foreign policy of India
in the 19895-89 period. This is done by studying the impact

of economic dependence on the different foreign policy

i1



i

positions taken by India on certain important issues during

the period. The concludihg remarks are made in - the final
Chapter.
I express my sincere thanks to my Supervisor - Dr.

Sushil Kumar for his encouragement, expert advice and

valuable suggestions, offered at every stage of my work.

I thank Professor K.P. Misra, Prof. S.C. Gangsal,
Dr.K.S. Jawatkar and other faculty members ot the Centre for
International Politics, Organisation and Disarmament for

their advice at various levels of my M.Phil., Praogramme.

I express my gratitude to Mr. Krishna Rao of the Rajiv
Gandhi Foundation and the Librarians and staff of Teen
Murthi Library, JNU Library, American Center Library and the

Ministry of External Affairs Library for their assistance.

I am grateful to Minu, Madhuri, Poonam, Padmaja and the
rest of my friends for their encouragement and help in

seeing this dissertation through.

1 thank Mr.Ganesh Rao and Mrs. Kameswari Viswanatham

for efficiently typing the manuscript with care.

I am eternally indebted to my mother and sister for all

that they have done for me.

I thank my friend and room—-mate Madhavi for everything.

Finally, 1 add a special word of thanks to Prasanna.

(VINU, S.)
New Delhi
July, 94

iii



CHAPTER 1

ECONOMIC DEPENDENCE AND FOREIGN POLICY : AN INTRODUCTION

Economic dependence and foreign policy compliance are
commonly believed to have a causal inier—relation, namely,
that an economically dominant country can exact foreign

policy compliance from its dependent economic partner.

Only more recently, since the latter half of the 70s
has the intriguing proposition that ‘'a country’'s dependence
on foreign economies may impinge significant'y on its for-

eign policies’ been tested empirically and systematically.

Empirical investigations of the economic dependence -
foreign policy compliance correlation have broadly been
based on two distinct and contrasting theoretical framae-

works.

The dominant framework takes a bargaining approach to
dependence and compliance and can thereby be said to func-
tion within the political economy of interdependence and the
realist schools, the former due to its strese on mut&al

dependencies and vulnerabilities and the latter due to its

assumptions that power makes up a key explanatory variable.!

Richardson’'s contention that “the foreign policy beha-

——————  ——— —————— o — . S

1. Kenneth J. Menkhaus and Charles W. Kegley, Jr.,"The
Campliant Foreign Policy of the Dependent State
Revisited : Empirical Linkages and Lessons from the
case of Somalia”, Comparative Political Studies (New-
bury Park, CA.,) Vol.21, No.3, October 1988, p. 317.



viour of dependenciss'is viewed as partial payment in ex-
change for the maintenance of benefits they derive from
their economic ties to the dohinant country’ is an applica-

tion of this approach.2

Within this bargainingAframewcrk, a combination of aid,
trade, and investments is depicted as a relatively flexible
policy instrument of reward and punishment that can be
adjusted by the dominant state to exact compliance from
dependent states. Likewise, the bargaining approach assumes
that the dependent state's'foreign policy positions are
flexible and will react mechanically to economic pressures

by the dominant state.3

Most of the earlier empirical studies on the dependence
- compliance correlation have adopfed a bargaining approach.
These include Wittkopf's (1973) ahalysis of the U.N. voting
of fareign aid recipients4, Richardson ‘'s(1978) examination
of the voting compliance in the U.N. General Assembly of
countries with economic dependence (sum of investment, aid,

export trade dependence) on the United Statess, Richardson &

2. Neil R. Richardson, Foreign Policy and Economic Depend-
ence (Austin : University of Texas Press, 1978), p.64

3. Menkhans and Kegley, n.1, p. 318

4, Wittkopf, E.R."Foreign Aid and United States Votes : A

Comparative Study”, American Political Science
Review(Washington, D.C.) Vol.467, September 1973, pp.
868-88

5. Richardson, n.2



Kegley's (1980) investigatién of trade dependence and for-
eign policy compliance that employed a longitudinal rather
than a cross—national research design within the bargaining
frameworké, Ray‘'s (1981) study that compared the dependence
& compliance of the US and its Latin American dependengies
with the USSR and its East European dependencies7,
Armstrong s(1981) study of the relationship between economic

dependence and political compliance.8

The alternative to the bar¢aining approach, a structur-
al analysis, is under represented ‘in existing empirical
literature because, for maﬁy dependency theorists the de-
pendency of Third Worid states on the industrialised North
is viewed as a product of long term historical process not

readily amenable to quantitative description.

Richardson noted that the structuralist concept of
dependency it a work properly reserved for transnational
rather than international perspectives on political economy..

Relatedly, others (Cardoso, 1977, Duvall 1978, Hall, 1975)

6. Neil R.Richardson and Charles W. Kegley, Jr. "Trade De-
pendence and Foreign Policy Compliance: A Longitudinal
Analysis”, International Studies Quarterly (Cambridge,
MA.,) Vol.24, June 1980, pp. 191-222

7. James Lee Ray, "Dependence, Political Compliance and
Economic Performance: Latin America and Eastern Europe"”
in Charles W. Kegley, Jr. and pat. McGowan, eds., The
Political Economy of Foreign Policy Behavior (Beverly
Hills : Sacg=~>, 1981) pp. 111-36.

a. Adrienne Armstrong, "The Political consequences of
Economic Dependence”, Journal of Canflict
Resolution(Newbury Park, CA.,), V0l1.25, no.,3, Septem-
ber, 1981, pp. 401-28



have arguéd that the meanings of dependency cannot validly
be subjected to cross-national or guantitative measures of
Yvariables" for them, dependency is a contextual

condition.9

Thus Richardson seeks to differentiate clearly between
economic dependence and dependency. The word dependency
functions as a synoptic label for a body of theory rather
than a concept and hence does not find its way into empiri-

cal literature cften.

One. notable e;ception is Bruce Moon’'s structuralist
critique of the bargaining model 19, Moon contended that the
bargaining theory rested on assumptions that are dubious on
both theoretical and empirical grounds. For instance, he
questioned the capacity both of the dominant state to §ive
or withhold economic benefits and of the weak §tate to
comply wichout regard to domestic pressure. He suggested an
alternative, a theory of constrained consensus which implies
much less confidence in the ability of the Un{ited States to
fine tune tﬁe foreign policies of other nations without a
prior and massive penetration of their economic and politi-

o ——— o~ o —— —————— ——

9. Neil R. Richardson, "Economic Dependence and Foreign .
Policy Compliance : Bringing Measurement closer to
conception”, in Kegley and McGowan eds., n.7, pp. 87-
110, -

10. Bruce E. Moon, "Consensus or compliance? : Foreign
Policy Change and External Dependence”, International
organisation (Cambridge, MA.,), Vol.39, no.2, Spring
1985, pp. 297-329



cal systems.

More importantly, Moon's atfempts at employing empiri-
cal methodology to test structural hypothesis proved fairly
successful as he identified and employed variables . that
indicate the condition of structural dependence and also
identified and used the control variable of regime change to
substantiate his theory of constrained consensus, which
argues that foreign policy compliance is actually con-
strained consensus, which develops as trade creates common
interests among governing elites in core anc periphery

states.

Menkhaus & Kegley have argued that the difficulty in
assessing Moon’'s structuralist critique of the bargaining
approach assumptions is that the premise of transnational
elite consensus is not measurable and is hence unverifiable
and that a model of constrained consensus among transnation-
al elites may accurately capture some concepts, but as an
assumption writ large it risks over simplication of the
complexities of transnational relations, and offers a static
picture of a dynamic pattern of interaction among states and
the shifting composition of and pattern of alignment among

the elites governing them.11

They then tried to develop a model that toock note of
some aspects of the linkage between economic dependence and

11. Menkhaus and Kegley, n.1, p. 319,



foreign policy that both the bargaining and structuralist
models failed to take note of, for instance, both models
have not attempted to establish the relative salience of the

different types of economic dependence.

Menkhaus & Kegley’'s dependent State-centric model
provided a new angle to studies of the linkage between

economic dependence and foreign policy.

They questioned the assumption of earlier research
models that only one dominant state exercises influence over
a given weak stateT On the contrary, they contend, single
dominant states are the exception and not the rule and it is
not contradictory to speak of ‘competing dominant states’' in
the context of a stratified world system. They even suggest
the plausibility of competition or collaboration between
"core” and ‘“semi-peripheral” powers to which a dependent

peripheral state is concurrently tied.

They contend  that their model has the capacity to
generate information regarding the relative causal influence
of differen£ dimensions of dependence. Since competing
dominant states will vary in the degree and nature of their
relationship with a weak state (one may trade heavily with
it, whereas another may primarily employ aid or hilitary
assistance to influence the weak state), this circumstance,
when it arises, provides an opportunity to compare the

relative influence of these variables.

More significantly, because a dependent state-centric
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model focuses on a single dependent state at a time, it
facilitates consideration of e*ogenous variables unique -to
the country under study and not otherwise amenable to quan-
tification. Political, military, cultural, geographic,
ethnic, religious and ideclogical factors are among the many
non—ecaonomic variables that may play an important rolé in
the unfolding of a dependent country’'s relations with those
positioned to dominate it economically. Contextual and
situationai (environmental) factors can thereby be brought

into the equation and treated.

Their work is significant for the cs.-:zcessful applica-
tion of their model to study the case qf Somalia. However,
it must be noted that there are many weak staeres that have a
single powerful state as their largest trading partner,
largest supplier of arms, largest source of sid, investment
etc,, at a given'time. This model may be of limited use in

its application to these states.

It can, theréfore, be seen that each approach has its
advantages and its limitations. ‘No single body of theory
can be said to have emerged tha£ can explain the linkage
between economic dependence and foreign policy satisfactori-
ly and can bé applied universally, although each study
throws new light on the éubiect and is significant to that

extent.

It is imperative to take a deeper look at the concepts

before proceeding further.



Economic Dependence

The concept of ‘economic dependence’ is widely used,
vet rarely defined explicitly. Most sources are vague about
the matter, but generally it indicates some kind of a
‘conditioning situation’ in which the possibilities for
economic progress in a nation are determined and largely

limited by constraints imposed from the outside.!?

Notwithstanding the problems of definition, it can be
inferred that economic dependence is a characterization of a
national economy significantly affected by its transactions

with another. It is thus a relaticral property.

Scholars have gleaned a variety of meanings for depend-—
ence. The salient meanings include asymmetrical control
{McGowan and Smith, 1978), autonomy limitation, external
penetration, asymmetrical interdependence (Caperasoc, 1978),
asymmetrical sensitivity (Cohen, 1973), asymmetrical contin-
gency (Duvall, 1978), asymmetrical vulnerability (Koehane &
Nye, 1973), external reliance for need fulfillment (Russell,

1975)13; asymmetrical reliénce (Armstrong 1981)14.

12. Benjamin D.Cohen. The question of Imperialism : The
Political Economy of Daominance and Dependence (New
York: basic books, 1973), p. 190;.

13. Tom A.Travis, "A Comparison of the Global Economic
Imperialism of Five Metraopoles" in Kegley & McGowan,
eds., N.7, p.173.

14, Armstrong, n.8, p.401



From the dependencia literature (structuralist point of
view), the oft—quoted definition of Dos Santos can be stat-
ed. "By dependence we mean a situation in which the economy
of certain countries is conditioned by the development and
expansion of ancther economy to‘which the former is subject-
ed. The relation of interdependence between two or - more
economies, and between those and wo;ld trade, assumes the
form of dependence when some countries (the dominant ones)
can expand and can be self-starting, while other countries
(the dependent ones) can do this only as a reflection of
"that expansion, thch can have either a positive or a nega-

tive effect on their i, .ediate development“.15

In the words of Reokzi ¢t Keohane & Joseph Nye, "interde-
pendence ir: world politics refers to situations character-
ized by reciprocal effects among countries or among actors
in different countries".lbbependence refers to a distinctly
asymmetrical situation in which one country is significantly
reliant on another even as the second country no more than
slightly depends on the first. Here alone can actors have
political oppo%tunities to use this as leverage to alter
the behaviour of their partners. Moreover, not all asymmet-
rical economic ties have equal impact on foreign policy.

. e e iy Gt e ‘. e e . e T —— — " 7

153. Theotonio Dos Santos, “"The Structure of Dependence" in
K.T. Fann and Donald €. Hadges eds., Readings in U.S.
Imperialism (Boston : Porter Sargent, 1971) p.226

16. Robert 0. Kechane and Joseph S. Nye, Pawer and Ihterde~
pendence : World Politics in Transition (Boston: Little
Brown, 1977}, p.8.



Following a lead by Waltz, Keohane & Nye distinguished
between ‘'sensitivity dependence’ and ‘vulnerability depend-
ence’. Sensitivity refers to situations where an asymmetri-
cally dependent country may, if necessary, adjust with
little difficulty or long-run cost to the loss of foreign
capital, goods or markets on which it relies. Vulnerabili-~-
ty, on the other hand, describes the condition of an econom?
ically dependent country that would suffer long-run disloca-
tions from such an interruption being unable to adjust with
relative ease o+ success. R sensitivity dependent country
may or may not be vulnerability dépendentas well, depending
“ugon  its capacityvto altor policies in ways that wminimize
long run costs. Therefore. Keohane & Nye propose that it is
only wvulnerability dependence that may be used as leverage

for npclitical ends.

A variety of meanings have been associated to the term
‘economic dependence’ and consequently there are different

operational definitions and oeasurement strategies.

A number of variables have been identified By scholars
" as potentially powerful in influencing the formation of the

. . . 4
conditions of economic dependence. 17

Travis, in his ctudy
of the global economic imperialism of five metropoles,
identifies eight variables of economic dependence namely
total trade, imports, exports, foreign aid, technical aid,

—— i —— ——— - —— —————

17. Ibid, pp. 11-15
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currency area, currency link, foreign investmentle. Some
other important. variables are military assistance and for-

eign debt.

Normally one variable in the dependence equation is
treated. Very few attempts have been made to integrate the
multiple contributing variables that potentially tap the

condition of dependence.

Richardson‘s 1978 study considers trade, aid and in-
vestment relations separately and aggregates the dependence

measures in each case to get total economic dependence.

Anather notable exception is Tom Travis's work that
combined eight v:¢- iables to measure which of the five metro-
poles under consideration in his sample commanded the great-

est dependence over its satellite states.

-Though it runs the risk of over simplification of a
complex phenomenon (apparently a multi-dimensional con-
struct), single indicators have been used by researchers in
order to circumvent the problems of multi-variate measure-
ment. There is also the question of variable weights as
recognised by Travis who confesses to not being able to
develop & clear theoretical basis for assigning different

variable weights,

Menkhaus & Kegley used the concept of competing domi-

18. Travis, n.13, p.148
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nant states to differentiate the nature of dependence by
type and assign relative weights to trade, military assist—
ance and economic aid in the case of Somalia. They recom-—
mended that subsequent research should distinguish dimen-
sions of dependence by type and account separately for

variation within each type.

Almost every study recognizes the problems of measure-—

ment of 'economic dependence’.

Richardson made an appreciable effort to bring measure-—
ment closer to conception.lquter analysing measurenent
strategies used in some earlier studies and pointing out

Agseir liAQtaticn;, he attempted to devise more accurate
measures of both economic dependence and foreign policy
compliance. Hence, his study begins with basic strategies,
makes elaborations and goes even further in trying to bridge

the gap between concepts and measures. The emphasis in his

work is on the trade aspect of economic dependence.

Armstrong, whose study emphasises the importance of

power disparities suggests that a nation ma; have power over

_ another without actually having to use threats or rewards.
He points out that implicit economic pressure is not easily
measured, for in most situations there is no interaction to

observe.
Mention must be made here of Bruce Moon‘'s identifica-

19. Richardson, n.9

12



tion of variables that tap the structural conditions of
dependence. The variables he identified are Consultaticns,
Policy support statements, Visits, Troops stationed, Mili-
tary assistance programme, Excess defence articles, Military
Credit sales, Aid announcements,Economic assistance, Grants,
Total events, Agreements, Improve relations events, ﬁeduce
relations events, Hostile events,Non-Military Force events,
Military force events,Defense treaty, Consultation concen-—
tration, Event concentration, Common IG0 memberships, 160
membership concentrations, Phone calls, Export concentra-
tion, Import concentration, U.S5. trade, Commercial military

exports, Balance of Trade and Export-Import Bank.zo

It must be noted that Trade and Aid dependence have
found a place in most discussions of economic dependence.

Sometimes investment dependence has been added.
Trade Dependence

Trade dependence 1is at the centre of discussion of
virtually every review of asymmetrical international eccnom-
ics. As early as 1945, Hirschman distinguished between the
‘supply effect’' and 'power effect’ of trade?land suggested

20. Bruce E. Moon, "The Foreign Policy of the Dependent
o State”, International Studies Quarterly, Vol.27 (1983),
p.336.

21. TJTrade has a "sup:ly effect” as exports pay for imports
of valued goods from other countries. It has a ‘"power
effect” because of the power to interrupt commercial or
financial relations with ancother country.

13



that the power effect of trade is more germane (o depend-
ence: "The power to interrupt  commercial or financial
relations with any country, considered as an attribute of
national sovereignty, is the root cause of the influence or
power position, which a certain country acquires 1In other

countries, just as it is the root cause of the ‘dependence

n 22

on trade’".

Moon’'s contention that governments have little control
over trade as it is largely ocutside gaovernmental Jurisdic-
tion and that it is teoco inflerible for use as a reward
punishment instrument and hence is not useful in the inves-
tigation of the dependence-compliance linkage is question-—
able because in their relaticons with weak states, power ful
cstates have been able to use trade as an instrument of

control.

Trade dependence has been measured in different waye 1n
both bargsining and structuralist analyses; sometimes only
expaort dependence has been considered and sometimes taotal
trade has been considered. As far as trade dependence goes,
the three components, magnitude, composition and direction

are significant.

Considering magnitude. for most poor countries, the
percentage of foreign trade in GNP 1e csigrnificantly bhigib,

22. Albert 0. Hirechman, National Power and the Structure
of Foreign Trade (Berkeley: Universit, of California
Press, 1943}, p.16

14



India being a notable exception.

Even if trade between two countries is of equal value,
ite effects are not because the same amount represents a
very small portion of the rich partner’s annual economic
activity, but a much greater share of the poor partner’'s
econo&y. Thus,the rich partner has much less to gain or lose
from major changes in its foreign trade patterns than does

the pooer one; & poor couhtry is much more trade dependent.

Again, one actor (A) will be dependent on ancther (B)
to the extent that A relies on B for large quantities
(expressed as proportions of total consumpt 3n) of important
goods, which cannot be easily replaced at sufferable costs
while B acquires small guantities of unimportan®t goods from

. . . 23
A which 1t can easily replace.“~

Usually the composition of trade becomes an  important
factor as poor countries tend to expért primary goods (which
is prone to the dangers of detericrating terms of trade,
fluctuating prices, and competition from other third world
states) while they import specialized goads and services for
which replacements are hard to find. Besides, dependence on

single commodity export is not unusual and the increasing

import of services has lent a new dimension to trade depend-

ence.

23. James A. Caparaso, "Dependence, Dependency and Power in
the Global System : A Stiuctural and Behavioral Ansly-
sis", International Organization, +vol.32, n.l1, UWinter

1978, p.22.
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Direction of +trade is significant in the context of
trade partner concentration; that is, whether or not there

is diversification pof trade links.

Armstrong’'s measure of trade dependence 1illustrates
this: 24
Trade Dependence = Trade Magnitude x Commodity Concentration
Trade Partner Concentration
Trade dependence 1is, therefore, an imbortant index of

economic dependence, especially in the backdrop of burgeon-

ing nternational trade flows.
Aid Dependence

Another extremely significant index of economic depend-—
ence is aid dependencé. Ald can be categorized as non-
military and military aid. The two categories can also be
dealt with as two separate variables. Earlier studies of
dependencé relationship often left wmilitary assistance
unexamined but laier studies have been forced to pay atten-
tion to this aspect owing to the dyvnamic growth of military

purchases by Third World states.

International aid, unlike foreign trade and investment
is a transaction that occurs exclusively between the rich

and the poor. By convention, foreign aid refers to outright

24, Armstrong, n.8, p.411

16



grants and to loans made available on concessional terms.25
These grants and loans are made available by individual
countries and by multilateral lending agencies such as the
International Bank for Reconstruction and Development (World
Bank), Asian Development Bank (ADRBR) etc. In addition, the

International Monetary Fund (IMF) loans Foreign exchange to

cover balance of payment deficits.

Multilateral agencies have assumed an increasingly
prominent role as an alternative to bilateral aid sources.
Multilateral lenders tend to promote general "reform” in the
recipient’'s "economic policy as a condition of aid receipt,
while individual donors often 'tie’ their aid by requiring
that at 1least some of it be used by the recipient to buy
goods and services from the donor. Lately, a large percent-
age of aid is ‘project tied’ and as regards bilateral as-
sistance, the face value of tied aid is an inflated estimate

of its worth.

Technological Assistance forms an inckeasingly impor-
tant component of economic assistance. Sophisticated tech-
nology and specialized services are more sought after than

ever before.

Aid from multilateral lending agencies has been a
subject of controversy because of the influence of the large
industrial countries (which are the major donors) in these

25. Richardson, n.2, p.44



institution5.26

One critical view has it that efforts by these agencies
to encourage reform or monetaky stabilization in recipient
economies actually renders them more dependent than would
otherwise be the case, both in terms of sensitivity and
vulnerability.27as far as therIMF goes, when less developed
countries dip into the third tranche, it is authorized to
induce borrowers to pursue economic reform programs simul ta-
neously with receipt of further loans. It has been inferrved
that stipulations laid down by donors open the recipient to
further dependence on foreign trade and foreign investment
as well. As one critic observes, “Mations like individuals,
cannot spend more than they earn without falling into debt,
and a heavy debt burden bars the way to autonomous action.
This 1 particularly true when one’' s creditors are also

. - 2
one’'s customers, suppliers and em;:tlc;yer«:—s."“8

Military assistance

The potential of strategic considerations to further

dependence cannot be overlcoked because here there can  be

26. Their influence is due to the weighted voting arrange-
ments  that allot member countries veoting strength in
rough proportion to the pledges of capital to the pool
that borrowers draw upon.

27. See Teresa Hayter, Aid as Imperialism (Baltimore : Pen-
guin BRooks, 1971)

28. Cheryl Paver, "he Debt Trap : The International Mone-—

tary Fund and the Third World{New York : Monthly Review
Press, 1974), p.214.

18



need and vulnerability. Military aid becomes extremely
important in states which are threatened from within, with-
out or both. The vulnerability that results from 1t can
provide enough leverage for the supplying state to exert

pressure on the receiving state.

Third world states involved in an arms race with haos-
tile neighbours can be put in a special category where
quantity and quality (sophisticated weaponry) of military
assistance from dominant states have far reaching domestic

implications.

As mentioned earlier, military assistance 1s léft
unexamined in most studies of dependence though latel, the
dynamic growth in military purchases by Third World States
has forced observers to elevate their estimates of the
importance of this element of dependence. For instance, this
aspect of dependence finds an impaortant place in Menkhaus

and Kegley's study of Somalia‘s economic dependence.
Investment Dependence

Private investments by nationals of one country in
businesses located in ancther country may leave the second
country’'s ecanomy debendent upon decisions made 1in the
first. Direct private investment can be a soutrce of depend-
ence when it is widespread in a npational economy. Direct
foreign investment is now commonly identified with multina-
tiocnal corporations. In definitional terms ‘multinaticnal

corporations’ are those eccnomic enterprises that are head-

19



quartered in one country and that, pursue business activi-
ties in one or more foreign countries’ by means of ownership

of local facilities.Z2”

Whether asymmetrical dependence does in fact result
depends on the character of the host-society, the interac-
tion between the enterpéise and the world market, and the
mode of proauction in which the investments are made. The
psychological impact of widespread foreign investment on the

host country is an aspect that cannot be ignored.

Foreign debt has become another significant variable in
the study of economic dependence .. an increasing number of
less developed states are reeling under the pressure of

heavy debt burdens.

Although only a few frequently used camponents of
economic  dependence have been discussed, due consideration
must be given to the fact that in any dyadic relationship,
particular variables may tap the condition of debendence
better than others and there can be a certain dynamics about
the weightage assigned td these variables with vrespect to
time. Also, a search for new variables may be necessary
wﬁen the éxplanatory powers of the existing ones are not

satisfactory.

29. David H. Blake and Robert S. Walters, The Politics of
Global Economic Relations (Englewocod Cliffs, New Jer-
sey: Prentice Hall, 1976), pp. 80- 81
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Foreign Policy Compliance

Within the bargaining framework, foreign policy beha-
viour of dependencies is viewed as partial payment in ex-
change for the maintenance of benefits they derive from
their economic ties to the dominant country. Hence, in-
quiries into the linkage have centered around the question
of whether or not dependencies are compliant with the pref-
erences of the dominant economic partner in their foreign

peclicy behaviour. ~

Here, the question of what constitutes compliance, or

for that matt + defiance has to be dealt with.

R}chardson notes that given that any two countries may
agree on foreign policy matters we may regard as compliance
only those agreements, wherein ane of the two countries
succeeds in convincing the other to adopt a policy position
contrary to its original intent. He recognizes the need to
distinguish compliance from consensus and suggests that
compliance i1mplies influence and is thereby different from
consénsus, the latter referring to‘policy agreement that may
not include prior consultation and does not denocte one

party’'s capitulation.

Similarly, he distinguishes between dissensus and
defiance in the case of dissgreement between the two states.
Dissensus refers to policy disagreements i- which neither

country attempts to persuade the other. Defiance, on the
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other hand, is a country’'s refusal in the face of efforts by
a second country to influence the first to compromise its
original policy intent. The relations among these concepts

are suggested by the following tab]e.zo

Foreign Policy Concepts

Foreign Policy Agreement

Yes No
Yes Compliance Defiance
Attempted
Influence No Consensus Dissensus

A clear distinction between consensus and compliance may
not be simple because)the detection of influence or its
absence is a formidable problem and influence need naot be

overt. There is also the question of degree of influence.

Armstrong ‘s attempts at addressing this problem need to
be mentioned here.. Armstrong took 1into account issue

importance’ in his analysis of the relation between depend—

ence and compliance.

Armstrong’s method involves comparing agreement levels
in areas thought to be salient to the dominant country with
those thought to be relatively insignificant. The latter
areas generate ‘normal’ behaviour because no influence
attempt occurs, whereas the gap between behaviours in sali-
ent and insignificant areas represents the effect of influ-

30. Richardson, n. 9, pp. 89-90



ence.

To quote Armstrong”By taking into account issue impor-
tance it is possible to develop a more sophisticated under-
standing of the relationship between dependence and ~c0mpli—
ance. As a result, it will be possible to determine under
what "situation"” the relationship will be strongest, weakest

etc._"31

As Armstrong saw dependence relationships as the basis

for power, his categories include the follcwing.32

Nation B (dependent nation)

Issue Importance Low High
(1) (2)
Implicit Use Economic Power
Nation A Low of power by not used by
{dominant nation A nation A
nation) =00 F-mmemem e e e
Implicit,pos- erplicit use of
sibly explicit power by nation A

High use of power by
nation A
(3) (4)
After taking into account the costs and benefits of
compliance 1in each cell, expectations are that compliance

will be greatest in cell three, least in cell two and that

compliance will be greater in cell one than in cell four.

Economic wvulmnerability 31s a powerful influence on the

minds of decision makers of dependent nations, inhibiting a

——— v —— v — ———— — —— o —

3t. 1Ibid, pp. 406-7

32. Moon, n.i10, p. 303



policy shift which might otherwise occur. The more impor-
tant the issue at stake for the daominant state, the grester

will be the explicit pressure used.

Moaon has, however, argued that what conventional ana-
lysts view as foreign policy compliance is actually con-
strained consensus which develops as trade creaées cbmmon
interests among elites in core and periphery states. He
observes that Richardson recognises consensus as a8 logical
possibility though he does not follow it up in his empirical

5tudies.33

Richardson suggests that some inc gzenous business
elites in the poor state may be supportive of faoreign poli-
cies that have the effect of continuing economic dependence
because the links of trade, investment and aid from abroad
advance their own businesses. However, countervailing
pressure 1is putl on the state by those other elites who
instead regard dependence as a depressant or a threat to
their economic activities. In other words, elites within
the poor country may be greatly at odds with each other

regarding foreign policy.34

Indicators of Compliance

Almost every study of the linkage has used roll call

s S . s e —— ———— —

3. Mgon, n.l10, p.305,.

34. Richardson, n.2, p.é68.
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voting behaviour of states in the U.N. General Assembly as

the indicator of compliance.

Richardson contended that since political behaviour can
be part of a political-economic exchange only when that
behaviour is of value:to its recipient, UN General Assembly
votes had to be categorized on‘the basis of ‘issue salience’
He partitioned ¢the roll calls into two categories: "Cold
War" and "others"” since East-West issues were considered to
be politically salient to the United States. The partition-
ing rule was: When the United States and the Soviet Union
take positions in complete disagreement, the roll call |is
assianed to the "cold war” category and the rest go into the

"others" category.35

Many other studies including that of Ray followed this

classification.

The most frequently used measure of compliance is Arend

Lijphart's Index of Agreement (IA)3®

Lijphart's index is:

1A = { £+ 41 gl/ t
2
Where f = number of votes on which the pair
agrees
(Yes - Yes, Abstain-Abstain,No-No)
g = number of votes on which that pair

— - — ——— — ——— — o — o — e o

35. Ibid., p.131.
36. Arend Lijphart, "The Analysis of Bloc voting in the

_ General Assembly”, American Political Science Review,
vol.5%7, no.4, December 1963, p.710.

23



partially agrees :
(Yes - Abstain, No - Abstain)
t = total number of votes on which the
pair voted.
Some studies recognize the limitations of voting in the
General Assembly as an indicator of compliance but neverthe-
less justify its use in the absence of better indicatars

which make empirical verification possible.37

In Armstrong’‘s study, the variables operationalizing
political compliance are based on voting agreement in the
U.N. General Assembly and Azar & Sloan’'s Dirmensions of

Interaction event data.38

As bhis caﬁegories are based on issue importance, the
Index of Agreement (IA) represents interactions which are of
a8 high policy concern to the dominant nation while of low
policy concern to the dependent nation. Here wvoting on
East-West issues (considered to be politically salient to

the dominant nation)alone is considered.

The General Index of Agreement (GIA) which represents
interactions which are of low policy concern for the domi-
nant and dependent nation incorporates all the remaining
rall call votes. Lijphart’'s index of Agreement is used to

measure the degree of agreement between two nationg in the

37. See for instance, Menkhaus and Kegley, n.l, pp.315-346&.
They have considered all UN General Assembly votes
because Noth-South issues z-e of inherent importance to.
Somalia and the powers that dominate her.

38. Armstrong, n.8, p.412.
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UN General Assembly in both cases.

Azar and Sloan’'s event data measures thé levels of
cooperation and conflict between pairs of nations.39
Armstong ‘s anélysis utilizes both cooperation and conflict
scales devised by Azar and Slcan. A high level of coopera-
tion does not necessarily mean there is a low level of
conflict. . The two scales do not exhibit an absolute inverse .
relationship. A pair of natiaons may exhibit a high level of
cooperation and alsc a8 high level of conflict. In order to
capture .the relationship bétween the degree.of cooperation

and conflict, the following index 1s employed, namely,

Dimensions o, Interaction (DI).

D1 Z cooperation - Z conflict

l

where: Z cooperation = level of cooperation for a given
vear standardised

Z conflict level aof conflict for a given vyear

standardised

In the context of issues important to the dependent
nation, it must be menticned that no study of the foreign
policy behaviour of weak states can afford to ignore the

~influence on dependencies of other less developed countries.

All less developed countries have their poverty in
common. They also share to a considerable extent an inabil-

— —— — —— ey = . ot i e i — o

39. Azar, E & T. Sloan Dimensions of Interaction, (Pitts—
burgh: International Studies Association, 1975).
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ity to reverse their economic circumstances by individual

action.

The underdeveloped countries have little say in  the
international financial institutions because of their exclu-
sion from the management of these institutionslthdugh these

countries are greatly affected by decisions made by them.

The fight for a greater say in the management and a
greater share in the resources of the international economic

system has been a rallying point for third world solidarity.

The idesal of solidarity which has inspired the persist-
ent drive to build a coalitién, compe{es with the desire to
seize relative advantage, which has long been deemed the
characteristic behaviour of independent states in an archaic
international system. The push of solidarity wversus the
pull of nagional interests has determined the starts and

halts of the Third World Movement.qo

The underdeveloped countries have utilised the Nona-
ligned Movement and the Group of 77 as instruments of col-
lective pressure. The mobilizing themes of third world
solidarity have evolved since the Bandung Conference of 1955

which marked the emergence of the Third World Movement.

Anti-colonialism was  the central bond in the early

vyears, to be supplemented by the aspiration to genuine

40. Robert A. Mortimer, Third World Coalition in Interna-—
tional Politics (New York:Praeger, 1980),p.2.
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autonomy from the great pawers. In the late 19605, a more
militant brand of anti-imperialism came to the fore, fed by
the War in Indo—-China, the struggle for independence in
Southern Africa, and the set-back to the Arab States in the
Six Day War. From the ocutset, economic development was a
common concern, an increasingly radical critique of global
economic structures emerging in the early 1970's. The pass-
ing of (except in Southern Africa until the ?0s) the era of
anti-colonial struggle deprived the coalition of one of its
sources of sdlidarity. In its wake came a resurgence of old
hostilities and competitive nationalism,'carrying along tre
phenomenon of greater power involvement in proxy war5.410nce
again in the late 80s (due to super—powe; rapprochement and
the end of the Cold War) the international political economy
became the most visible source.of Third World solidarity.
By and large, this has remained tﬁe most enduring source gf

Third World Solidarity.

From the above discussion of same preQious studies on
the linkage and of the concepts constituting the iinkage, it
can be inferred that there is great scope and need for
further research that can provide new insights inta the

foreign policy consequences of economic dependence.

11, Ibid., pp.137-8.
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CHAPTER I1I
ECONOMIC DEPENDENCE: INDIA'S PROFILE

Dependence refers to a distinctly asymmetrical situa-
tion in which one country is significantly reliant on anoth-
er even as the second cauntry no more than slightly depénds
on .the firstl. Therefore, economic dependence accrues from
asymmetrical reliance of one country on its economic rela-
tions with another. When this external reliance 1is for
fulfillment of basic needs like food and security, the
resultant dependence is of a higher degree and is potential—
ly more powerful for exactiﬁg shifts in foreign policy from

the dependent state.

It must be noted that economic dependence can be a
sensitive issue with psychological effects. It is not uncom-
mon to encounter biased and exaggerated estimates of depend-
ence. Despite doubts being expressed about its survival in
some quarters, the state is by far the most important wunit
of analysis in world politics, and sovereignty is an impor-
tant attribute of the state. Anything that threatens sover-
eignty and undermines the autonomy of decision making of the
state comes in for criticism and in a democratic political

1. Neil Richardson, "Economic Dependence and Foreign
Policy Compliance: Bringing Measurement Close to
Conception", in Charles W. Kegley, Jr., and Pat McGo-—
wan, eds., he Political Economy of Foreign Policy
Behaviour (Beverly Hills: Sage Publications, 1981),p.
88. :
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set up public pressure is exerted on the government to meet

such threats.
India‘s Economic Dependence

At the outset, it must be notéd that India does not
share a relationship with any country similar to that of the’
Latin American Countries with the United States or that of
some East European countries with the erstwhile Soviet
Union, India's vast size, geopolitical importance, strategic
location, broad industrial base, huge internal market and an
‘ambitious and perceptive leadership could be significant

causes for this.

The first step towards sfudying India‘s economic de-
pendence is to identify ihose variables that tap the condi;
tion of dependence. As it may not be possible to treat all
thece variables, it 1s necessary fo determine the more
. important ones with sufficient yeight to merit treatment.
'This can be done on the basis of prior studies, theoretical
expectations and an understanding of the particular country
under study. Availability of data is alsc & consideration
that canno£ be overlooked. The identification of these.
variables serves to distinguish the dimensions of dependence

by type.

The next step after distinguishing the dimensions of
dependence by type is to study variations within easch type.
Variations could be in the degree or nature of dependence,

and different parameters suited to each type will have to be
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used to study the variations.

The third step is to study variations across types
which will capture the changing patterns of dependence. This
can be done by studying the interrelations among the various

types of dependence studied, over time.

Though the emphasis of the study is on the 1985-89
period the following analysis of India’s economic dependence
takes the entire past independence period into consideration
to get a clear picture. However, some elaborations. on the
-~conomic palicy during the period 1985-89 will be made in

the course of the analysis.
Dependence Variables to be Used in the Study

On the basis oflprior studies, theoretical expectations
and a fair understanding of the Indian conditions, four
variables, namely tr;de, aid, investment and external debt
are identified to be included in the ?tudy. It must be noted

that aid includes military aid.

Trade dependence has been central to maost studies of
dependence. Trade forms the starting point of analysis as
other variables explaining dependence are invariably affect-—
ed significantly by variations in trade. In the case ofr
India, both import and export trade must be considered, as
both are significant fof.ecénomic dependence. Magnitude,
composition and direction of trade dre the parameters used

to study variations in trade dependence.
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Aid dependence has alsoc found a place in many studiecs
of dependence. Dependence on exte?nal assistance has direct
significance for economic dependence and hence must be
considered. Dependence on external assistance has direct
significance for economic dependence and ha2nce must be
considered. Dependence on both bilateral aid and multilater-—

al aid is analysed.

External assistance has beenv utilised .requlatrly by
India to finance its trade deficits, meet balance of pay-
ments problems and also to repay earlier debts. Hence it's
significance to the other t;pes of dependence is explicit.

Military assistance is analyzed under bilateral aid.

Investment dependence has been considered in some prior
studies of countries where direct foreign investment is
widespread in the national economy. Thdugh dependehce on
direct fo-eign investment did not reach gigantic praportions
in India, the impetus given to foreign investment during the

mid 80°'s necessitates its inclusion in the study.

Besides other than being a pre condition for IMF loans,
facilitation of free flow of direct foreign investment is
also a perpetual demand made on India by the US and hence

this dimension of dependence needs to be studied.

The mounting external debt of India and the burden of
debt servicing during the 80°'s prompt the inclusion of

external debt in the study.
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Before attempting an analysis of the variations within
each type. one must note that a rigid compartmentalisation
af these types is rendered impossible by the interlinking of
the variables. For example, there is a definite link between
trade and aid,. especially when aid obligations are fulfilled
through automatic conversion into trade flows. Instances of
links hetween the variables are aplenty but still the study
praceeds by  consldering them seéarately for the sake pf

cConvenlence.

Foreign Trade and Dependence: Magnitude, Composition and

Direction

India's trade, like that of most less developed coun-—
tries, 1s dependent on the multifarious forces operating in
the world economy over which it has no control. If can  only
react and respond to situations as they present  themselves
and conduct ite trade in a way that best serves ite intevr-—
ests. Hence this limited autonomy of decieion making is

sought to be preserved.
Magnitude

Tt must  he noted that India has a3 relativel, lowey
share of foreign trade to GMFP compared to most other less
develorsed countries, although the figure is significant in

itcself.
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The total value of India’'s internatiqnal trade bhas
increased f;om Rs. 1,250 cr. in 1950-51 to Rs. 75,746 cr. in
1990-913. The increase has chiefly been concentrated in the
period after 1970 and even more so after 1980. In the
eighties the substantial increase in imports was the cumula-—
tive effect of the rise in the prices of Petroleum, 0il and
Lubricants (POL), the import liberalisation policy of the

government, the unprecedented drought of 1987 and of course,

the demands of a growing economy.

Growth of a country's foreign trade, especisl’ . in
exports, depends on internal as well as external factors, as
noted earlier. The internal factors are mainly connectced
with the generation of a sufficient volume of saleable
surplus and its disposal at competitive prices abroad; the
external factors relate to a variety of conditions such as
-access to foreign markets, advantage or disadvantage of
terms of trade, elasticity of foreign demand for usual
export items, effects of tariff and non-tariff.barriers and,
the continuity of a two way traffic to prevent lopsided

balance of trade.4

On the side of imports, Nehru was convinced of the need

{o develop a broad industrial base in order that the economy

3. Ibid.
4. Radharaman Chakrabarti,Phe Political Economy of India’s

Foreign Policy (New Delhi: K.R. Bagchi and Company,
1982), p. &7.

35



would develop and become self-sustaining in due course. So
the nation embarked on an ambitious development programme
where the main thrust was on rapid industrialization. This
meant import of capital goods, raw materials and technical
knowhow on a large scale. Initially, besides developmental
and maintenance importe, there were imports of consumer
goods as well to reduce scarcity of such goods and prevent

inflation (for example, food imports). There were also some

defence imports to meet security needs.5

Though there is a tendency to slightly overemphacsize
the growth of imports, it must be observed that there has
been a manifold increase in the value of both imports and
exports. It must be clarified that though imports normally
grew at a faster rate, there have been around twenty occa-
sions (discrete, not continuous years) when the rate of
change of exports has been more favourab}e than that of
imports. However, there have been only two occasions in
forty years sincé 1950-51 when exports hatched imports and a

slight trade surplus was generated (1972-73 and 1976-77).°

Increasing imports are characteristic of a developing

economy and one way of avoiding the corresponding increase

S. Developmental imports are imports which either help to
create new capacity in some lines of production or
enlarge capacity in the other lines of production.
Maintenance imports are imports which are made in order
to make full use of the productive capacity.

6. See Table 1
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in trade deficit is to step up exports. But it is extremely'
difficult for a developing country like India with its
production problems and a vast unsatiable market to register
a quantum Jjump in exports. Again, India’'s share in world
exports has tended to remain around 0.5 per cent although it

was 2.1 per cent in 1950—51,7compounding the qifficulty.

India attempted the twin strategy of import substitu-
tion and export promoiién to Veep trade deficit within
manageable limits. The economic liberalisation of 1983
shifted emphagis to export led growth through import led

exports.

The strategy of import substitution was intended to
reduce imports and save foreign exchange.’ Public enterprises
like the O0il and Natural Gas Commission and Indian 0Oil
Corporation were set up to increase self reliance and reduce
India’s dependénce on ihportse. However, failure of some
enterprises has led to increased dependence by being respon-
sible for increase in imports. For instance, the under
utilization of the capacity of steel plants built at tremen-—

dous cost necessitated continued imports of steel. Such

conditions result in increased economic dependence.

The erports promotion drive Bad-to be undertaken vigor-

7. Economic survey, 1992-93, Government of India, pp. 5-94
to 96. : -

8. Ruddar Datt and K.P.M. Sundharam., Indian Economy (NMew

Delhi: S. Chand and Company, 1921}, Twenty-ninth revd.
edn., p. 198,

37



ously by the government as industry was indifferent to the
export trade because it enjoyed the blessings of a sheltered
home marketq. The State Trading Carporation, established in
1965 and its associate organisations like the Mineral and
Metal Trading Corporation (MMTC) play a crucial role in the
export drive in the new found markets and popularizing non

traditional items in ocld ones.lo

The government followed a liberalized economic policy
since 1978 which was further liberalized in 198%5%. The policy
focused on expértfléd growths and import led imports to meet
the balance of payments problem (instead of avoidance of
non-essential imports and import substitution). As a conse-
quence, there was a spurt in both imports and exports though
imports far exceeded exports. A direct fallout aof this
policy was 2 rise in the import intensity of exports which
in turn affected net foreign exchange earnings adversely.
The effects of the New Economic Policy of 198%9 on India's

economic dependence will be analyzed subsequently.

The considerable increase in the total value of India‘'s
trade can be explained by increase in the quantum of trade
as well as rising cost per unit of goods constituting im-
ports and exports. The continuocusly rising wvalue of trade

brings out the significance of trade for the Indian economy

———— ——— —— ————— . . ——

. Chakrabarti, n. 4, p. 6&7.

10. Datt and Sundharam, n. 8, p. 158, and Chakrabarti, n.
4, p. 73.
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and & higher degree of economic development and diversifica-
tion of the economy ensure the increase in the value of

trade.

The rise in the cost per unit of imports increased its
import bill more than an increase in the quantity of 'goods
imported." Nevertheless the relative inelasticity of demand
of 1its imports compelled India to gé in for them. India’'s
exports could not be expanded to keep pace owing' in no

small measure to the composition of its exports.
Composition

The theory of comparative cost; that claims that all
goods are equally important and that it does not matter in
what a country specializes is contrary to reality. It does
matter in what a country specializes and there exist differ-—
ent "importance specificities" of goods exported. Countries
that rely on traditional exports that is, export of primary
goods are at a great disadvantage owing to a number of
factors. Countries dependent on raw material export can
suffer due to country substitution and product substitution,
including its -particular form of backstop technologies (
like synthetic jute, synthetic coffee or bauxite for exam-
ple). AThe "importance specificities” theory also explains
why the advanced countries pronce their own foad behind

protectionict barriers even if they could buy it at cheaper

11. See Table 2
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rates from the world market.iz

The composition of India‘'s trade is characteristic of a

developing economy.

There are imports for production and imports for con-
sumption. Import of essentials for consumption has direct
and immediate consequences for dependence. When the flow of
these imports is disrupted, the effects are felt instantly.
The econamic liberalisation of 19895 added a new dimension by
including some items of elite consumption like billiard
tables and balls to the open General License list. Such
imports result in loss of foreign exchange for no useful

purpose and increase external dependence.

Imports for production are essential for broadening the
industrial base and for modernization. But India‘'s manage-
ment of its imports leaves a lot to be desired, because a
considerable amount of imports can be avoided it capacity

utilization is realised in existing industries.

Conversely, on the export side, while the increase in
the share of certain exports like engineering goods . could
reduce dependence, the exports of certain raw materials,
which( ;an be used at home, could offset the effects. For

instance, India exports large quantities of iron ore that

12, Kunibert Raffer, "Unfavourable Specialization and
Dependence: The Care of Peripheral Raw Material Export-
ers”, World Development (Tarrytown,NY.,}, vol. 15, no.
5, 1987, pp. 701-15.
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can be used to make steel in the country which imports
steel, while capacity utilization has not been reached in

its own steel plants.

Indian exports chiefly consist of agricultural raw
materials, its allied products and s;mple manufaetures.
Like any other exporter of primary goods, India also suffers
from declining terms of trade compared to that of manufac-
tured goods, a history of fluctuating prices, competition
from other exporters thch makes 1t easily replaceable,

rinelastic demand and an unfavourable tariff structure.13

The trends in imports and exports of some principal

commodities are analysed here.

India‘s imports are chiefly composed of Petroleum, 0il
and Lubricants (POL), capital goods, iron and steel, pearls
and precious stones, chemicals, fertilizers and non—-ferrous

metals.14

The import of Petroleum, 0Oil and Lubricants (POL) is an
isgsue that India’'s economic dependence is sensitive to and
the repercussions of the two oil price hikes in 1973-74 and
again in 1979 -80 by the Organization of Petroleum Exporting

Countriesi(QPEC) were felt in India well into the 80's. (The
major drought in 1979 -80 compounded the effect).
13. vRichardson, n. 1, pp. 21-22.

14, See Table S
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The vealue of POL imports increased manifold over the
years. It was Rs. &9 crore in 1960-61 and had risen to ' Rs.
5264 crores by 1980-81 and to a whopping Rs. 10,816 crores

by 1990-91.1°

The direct cost of an increaée in POL prices 1is a sharp
rise in the value of POL imﬁorts. The indirect effects stem
from the fact that world trade is affected immensely by
hikes in il prices and India’'s exports suffer a set back as
a fall out of it. ( Conversely; when oil prices fall, India
éaips in a big way). Another indiréct cost is ihat the
resultant highly unfavourable balance of trade necessitates
erternal assistan&e to cope with the balance of payments
difficulties. The government had to approach the IMF for a
loan of SDR S billions in 1981 consequent upon the oil price

hikes of the 70°'s.1®

‘Food’ is an important issue area for dependence. When
a country dépends\on external sources for food, more so in a
populous and vast country, the impact of such dependence is
felt intensely. In fact, food imports were significantly
high during the first three plan periods, even higher during
the annual plans, but the share of food in imports was

reduced .drastically' in the fourth plan (ten percent) and -

i T~ ——— — ——— o ——————

15. Economic Survey, 1992-93, Government af India, $-8&6 to
as.

16. Deepak Nayyar, "India's Balance of Payments" in Uma

Kapila, ed., Indian Economy Since Independence vol. 3
(Delhi: Academic Foundation, 1991), pp. 651-677.
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continued to be low in the Sixth and Seventh plan
periods.17This is 1in no small-méasure owing to the arm-
twisting tactics of the US when it suspended even food aid
to India following the Indo-Pak war of 1971 which had the
positive effect of goading India on to raise food ‘grain
production and attain self sufficiency in food. Despite
improvements in food production, drought-years take their
toll on the Indian economy and an increase in external
dependence invériably results. Andther not unrelated devel-
opment is that excessive fertilizer imports due to unrealis-
tic assessments of requirements hit the indigenous fertiliz-

er industry badly.18

Import of defence equipments is another sensitive area.
It was too much of a risk for a country that had faced two
wars with Pakistan and an armed aggression from China to
depend upon the judgements of external powers for the supply
of defence equipment. Development of indigenous facilities
was imperative as her borders lay dangerously open to for-
eign aggression. The unreliability of the United States
brought India closer to the USSR which became the largest
supplier of defence equipment to India. As, often the laan
or thg grgnt element is associated with such imports, it is

also considered under bilateral aid. According to the SIPRI

17. See Table 3.
18. B.P. Mathur, "India‘'s Trade Deficit and the Rcle of

Foreign Aid" ,Foreign Trade Review (New Delhi), vol. 22,
no. 3, October-December 1987, pp. 266-8.
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Year Book, 1990, India was the largest importer of maijor
weapons in the world during the period 1985-89,1%which rein-
forces India’s dependence on external powers for her defence

needs.

In a developing e:ohomy that aims at rapid industriali-
zation and technology upgradétion, imports of capital g@goods
is bound to increase. Thg average annual impcrt of machin-
ery which was Rs.191 crores between 1951-52 and 1960-61
soared to Rs.6415 crores during the Seventh Plan period
(1985-86 to 1989—90)20. Increasing imports of capital goods
could signify bbfh industrialisation éhd*é failure to devel-
op indigenous technology and indiscriminate liberalisation

in impotrt policy serves to dampen the initiative for the

development of such indigenous technology.

It can therefore be inferred from the above discussion
that by and large the trends in the imports of principal
commodities have been towards increased external dependence

though there are a few bright spots.

India’s principal exporte include agricultural and
allied products, ores and minerals, textile fabrics, Jjute,

leather, gems and jewellery and simple manufactures like

19. SIPRI Yearbook, 1990, World Armaments and Disarmament
(Oxford: Oxford University Press, 1990), pp. 228-9.

20. See Table 3.
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ready—-made garments, leather manufactures etc .21

India's traditional exports consisted of raw jute and
manufactures, raw cotton and manufactures, tea, cil seeds,
hides and skins etc. But since 1940, under the impact of
industrialisation exports of non—traditional items are
gaining in importance. These items consist of engineering
goods, handicrafts which include pearls, precious and seml
precious stones and jewellery, iron and steel, iron ore,
chemicals, ready;made garments, sugar, fish and fish prepa-
rations, cashew kernels, coffee etc. These goods constitute

more than fifty percent of India’'s exports nawsZ,

The seventies saw a marked shift from products to
projects. Project exports have occurred in low technelogy
areas like power distribution and sugar plants as well as in
;elatively high technology areas like power generation,
chemicals and machine tocls2S. Increasing exports of elec-

tronic goods and computer software is a hallmark of the

changing trends in exports.

Nevertheless, India still relies on agricultural and
allied products, simple manufactures and raw materials to a

large extent for exports.

21. See Table 4.

22. Ruddar Datt and K.P.M. Sudharam, Indian Economy (New
Delhi: 5. Chand and Company, 1994), Thirty-first revd.
edn., p. 648. :

23. H.R. Suneja, Faoreign Trade Financing and Foreign Ex—
change (Delhi: Shakti Publishers, 1985), p. 19.
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Increasing population and the consequent increase in
domestic consumption do not permit any remarkable improve-
ment in the generation of export surplus in many traditional

agricultural products exported, like tea.

Therefore, as regards exports, India can be said to
have had a mixed re&ord ot dependence. Given the constraints
under which it operates, Indian export trade has been able
to diversify ifs base and hence India does not suffer from
the uncertainties that accrue from ‘single commodity ex-

ports.

The liberalisation policy of 85 allowed export—-oriented
units to import freely. This had the effect of turning some
industries into mere ‘assembling units'?%. A natural corol-

lary 1is that such ties can lead to continued dependence on

external sources for equipment, spare parts and servicing.

Therefore, mere export promotion and a widening of the
export base alone do not lead to reduced dependence. The
concomitant costs are alsog significant. Sometimes, costs

outweigh benefits and at times disguised dependence results.
Direction

Trade partner concentration is inevitably linked to

economic dependence. Even concentration in a region could

24. Datt and Sundharamn.8, p.&46.
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incfease economic dependence. Besides, dependence could be
N

nore when there is reliance on a single source for imports

(or destinastion of exports) of one or more important commod-

ities even if the percentage share of trade with that source

in total trade is not very high.

India‘s policy from the very beginning favoured diver-
sification of trade routes. The efforts were to develop new
trade links while strengthening existing ones and also to
seek help from as maﬁy sources as possible as the country
embarked on its program of industriaiisation. India’'s policy
of nonalignment chilitated estsblishment and consolidation
of trade links with both the East and the West during the

cold war.

Despite attempts at diversification, there was an
excessive dependence on trade with North America and West
Europe till the late 80°s. Initially, due to the historical
links established, the United Kingdom was Indis’'s 'largest
trading parties and was eventually replaced by the United
'Statgs (US). Later, after 1871 (Indo-Pak war), there was a
shift towards the East European countries (especially the
Sovief’ Union), Asian countries and OPEC. Though trade with
US picked wup in the mid 70's, it was around the mid 80’s
that, partly owing to the economic crisis in the Soviet
Union and the fall in its share in India’s trade, the inpor;

tance of India’'s trade with the gs grew
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significantly.zsﬂowever, by then India had established a
spatially dispersed pattern of dependence and hence the
situation was different from that of the early decades of

independence.

)

The significant changes in the direction of India’s
foreign trade can be rqqghly categorized as
a) Those where foregin policy or relations played a
prominent role (in othe: words, economic conseguences

of foreign policy or relations).

b) Those where economic compulsions or considerations
played an important role. This category includes those
changes brought sabout by external factors on which
India has little control like global recession, Iran-

Iraq war, il price hike etc.

e) Those caused by a combination of both politieal and

economic factors

For example, due to the India-fakistan war of 1871,
relations between India and United States were strained and
consequently trade between the two countries declined (all
aid was slso suspendedi. Hence this change falls under the

first category.

'India‘s maessive food imports from the United States.

during the first three plans and more so during the Annusl

25. Datt and Sundharam, n.22, pp.648-50.
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Plans was prompted by economic compulsions. Economic con-
siderations led to increased trade links with the developing

countries of Asia. These fall under the second category.

India's strengthening of ties with the USSR and other
East European countries was prompted both by political and
economic considerations and hence falls under the thivrd

category.

India‘s more important trading partners are the United
States, United Kingdom, erstwhile Soviet Union, Germany,
Japan, OPEC <ountries and developing countries. It is
noteworthy that Belgium’'s share in India’'s imports was 7.6

per cent in 1989-90.26
The United States

The share of the United States in India‘'s imports, as
not=d earlier, remained significantly high in the first
three plans, and during the annual plans chiefly owing to
massive imports of food grains (33.6 per cent in 1950-51%,
29.2 per cent in 1960-61 and 29.4 per cent in 1969-70).27
The humiliation of the short tether policy followed by
President Jobnson (to be discussed under aid) and the hos-
tile  reactions of the United States to the Indo-Pak war of
1971 prompted India to reduce her dependence on the US. The
26, See Table 5.

27. Datt and Sundharam, n.22, p.649.
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Us accounted for 12.4 per cent of total imports in 1980-81
and during the Seventh Plan, the share of the US in India’s
imports was around 11 per cen{.zelt must be noted that the
share of food in India's imports kept very low during the

Seventh Plan period.

AN
Therefore, foreign policy shifts and food seem. to

account for the variations in the share of the US in India‘s

imports fairly well.

On the side of exports, India exported 18.6 per cent of
her goqu to the US in 1951-82, 15.8 per cent in 60-61 and
16.8 percent 1in 1969-70. Following strained relations
between the countries after 19271, the share of the US in
India’'s exports fell considerably in the 70's. It., however,
picked up to around 18 per cent in the latter half of the

480'5.29

In fact, India had a marginal trade surplus wiﬁh the US
for four consecutive vyears 1986-87, 87-88, 88-89 and 89-90.
India was identified as an unfair trading partner (along
with Brazil and Japan) under section "Super 301" provisions
of the US Trade Act (1988) in May 1989. The application of

the Act was revoked by the US in mid-1990 after having

28. See Table 5.

29. See Table 6.
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gained a ¥ew concessions from India on investment laws.3°

Soviet Union and other East European Countries .

Trade with the USSR and other East European countries
was of tremendous significance to India, especially after

1966.

In the 60's the inflexibility of trade with developed
Western market economies forced India to look for better
horizons on the trade front and it decided to improve 1its
trade links with East European countries. Despite doubts
expressed in some quartérs the government was convinced aof
the advantages of such expansion and renewed the trade
agreement with the USSR and other socialist countries of
East Europe in 1966. The trade links developed with these
countries stood India in good stead during the low phase in

Indo-US relations after 1971.31

India was disillusioned when trade with the Western
countries did not improve even after yielding to pressure
applied by the Aid India Consortium and devaluing her cur-
rency by 57.3 per cent. The country had to rebuild her

trade equations on the basis aof this revaluation.

India could use the alternative channels of trade to

30. Ritu Sharma, “India’'s Autonomy énd American Foreign
Assistance : Pelitics of Uneven Equation'”, Strategic
Analysis (New Telhi), wvol.14, no.7, October 1991,
p.833.

31. Chakrabarti, n.4, p.74.
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inject a measure of competitiveness aﬁong its external
buyers and stabilize the precarious terms of trade for many
of its traditional exports. Over and above this, the urgen-
cy for expanding India’'s trade with East European countries
stemmed from the new strategy of securing external imports
for development through automatic conversion of debt and
aid obligations into regular trade flows. This was pfobably
the only commendable course open when the country had little
éonvertible currency at its command to pay for development

imports32.

The main items of imports from these countries are iron
and steéi, n;6;férFous metals, chemicals, capital equipment,
railway stores, paper, medicines and pharmaceuticals and
petroleum products. The impofts of most of these commodi-
ties are of <crucial help for India‘'s core projects and
several industries of strategic importance. India exported
tea, cashew kernels, tobacco, cil seeds, leather, metallic
ores, Jute manufactures, etc. - traditional items of ex-
ports, to this region. By the 80°'s manufactured goods also
formed an ‘important part aof India’'s exports fo this

region.33

Mutuality of interests is a striking characteristic of

Indo-Soviet relations. Although economic relations with .

32. 1Ibid., p.73.

33. Datt and Sundharam, n.22, p.&5S0.
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India played no hard currency role, Soviet imports of Indian

consumer goods, agricultural and increasingly manufactured

goods, tended to increase sharply in the eighties particu-

larly after o0il price increases improved Soviet terms of
34

trade with India~". The USSR saved hard currency by impaort-

ing these goods from India.

India’'s economic interest was in

1. acquisition of arms without the expenditure of hard
currency
2. acquisition of intermediate products like oil,

fertilizers, newSprint_and nonferrous metals against
payment in inconvertible rupees; and
3. the Soviet market, which absorbed almost one-fifths of

India‘s exports through much of the 80°'s.

India’'s trade surplus with this region was & fairly
consistent phenomenon. Nevertheless, India's trade with
this region fell drastically after the disintegration of the
Soviet Union and major transformations in other East Euro-

pean countries in the late 1980 .2

The share of the USSR in India’'s exports which was one
percent in 1951-52 had risen to 12.5 per cent in 69-70, 18.3

per cent in 80-81 and was 16.1 percent in 89-90. Consider-—

34. Santash Mehrotra, Ind:z: and the Soviet Union : Trade
and Technology Transfer (Delhi: Oxford University
Press, 1991), p.208.

35. 1Ibid., p.27.
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ing the imports side, the USSR supplied 0.2 per cent in 351-
52, 10.4 per cent in 69-70, 8.1 per cent in 80-81 and 5.8

per cent in 89—90.36

UK, Germany and Japan

Trade with United Kingdom was considerably high ini-
tially, partially due to historical ties and because imports
from UK 1increased as it had to pay its sterling debt to
India. The share of UK decreased as India’'s trade routes

were diversified but continues to remain fairly significant.

The share of Germany and Japan in India’'s trade has
steadlly increased over the years and India‘'s trade with
these countries has reached considerable proportions in

relation to its total trade.
The OPEC

The significant variations in India‘'s irade with the
OPEC countries have been (i) a significant increase in the
share of OPEC in India‘s imports consequent upon the two oil
price hikes of the 70's; (ii) the incréasiﬁg share of Saudi
Arabia and Kuwait (before the Gulf war of 1990} at the
expense of 1Ilran and Iraq owing to the long drawn out war

between the two countries.37

I6. Datt and Sundharam, n,22, p.5%49, Tables 5,6.

J7. See Table 5.
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Developing Countries

The share of the developing countries in India‘'s im-
ports has increased from 11.8 per cent in 1960-61 to 18.4
per cent in 1990-91 and their share in exports from 14.8per
cent in 1960-61 to 16.8 per cent in 1990-91.58 But what is
more significant 1is that India‘s trade with develdping
countries of Asia has increased whereas its trade with the
developing countries of Africa has suffered a setback. Raw
material imports from these countries for her industries
could be very beneficial to her economically. They can also

offer good market for her manufactured goods.

From the above analysis of the variations in India’s
trade with regard to its magnitude, composition and direc-
tion it is explicit that trade has remained a significant
factor in India’'s economic dependence throughout the period

considered.

Though India’s external trade and aid are inextricably
linked, a separate analysis of India’'s aid dependence is

attempted.39

Foreign Aid Dependence

When a development plan is undertaken without adequate

mobilisation of domestic resources and built in safeguards

38. 1Ibid.

39. Chakrabarti, n.4, p.36.
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for & likely trade imbalance, there is no escape from aid

dependence.

It is customary for governments to term aid as ‘neces-—
sary’ for a developing economy; ‘necessary but ‘tempo-
rary’ , and to be avoided once the stage of self sustaining

development has been reached.

However, aid dependence, arising initially from princi-
pal requirements of economic development (like capital
goods, technical know-how etc.) is normally compounded by
the common ailments of a backward economy like scarcity of
essential commodities like food. In a situation like this,
reliance on foreign aid does not diminish but increases over

time, and, in the long run upsets all previous calculations

about 1its safe handling. Once the situation gets out of
hand, dependence on foreign aid becomes nearly routine and
the focucs shifts to minimizing the costs of aid. When aid

becomes - too scarce or too costly, other modes of drawing
foreign capital (and technology), especially, direct foreign
private investment 1s resorted to in addition to aid and

trade.

Costs of Aid

Aid 1is no charity and all aid comes with concomitant
costs. One economic cost generally associated with bilater-
al aid is that the donor country takes back much more than
it gives becauce most bilateral aid is in the form of tied

aid where the borrowing country is forced to purchase goods
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or equipment only from the lending country and normally at
inflated rates. Aid form multilateral agencies has its own
cost as it requires conformation of economic polic} to their
specifications which directly impinges on national sover-—
eignty in so far as the right to decide the nations’ course
of development is curtailedqo. For example, the IMF ‘loan in
1981 had stipulated that India should use export promotion
and not import substitution as the strategy for controlling
adverse balance of payments. Progressive import liberaliza-
tion in raw materials, intermediate goods and capital goods

is almost an axiom of IMF conditionality.41

Nevertheless, most developing countries embarking on
the rocad to rapid economic development have had to depend on
foreign assistance to some extent. For India, economic
assistance was readily available initially and considering
its ambitious development program, the lure of foreign aid

was difficult to resist.
Government Attitude Towards Foreign Assistance

Initially the government attitude towarde foreign

assistance was a combination of optimism and caution.

Ag the Plgnn}ng Commiseion has noted, "external assist-

ance 1s acceptable only if it carries with i1t no conditions,

40, See Teresa Hayter, Aid as Imperialism, (Midddlesex:
Penguin Books, 1971).

41. Deepak Mayyar, n.1&6, p.6é&5S.



explicit or implicit, which might affect even remotely the
country’'s ability to take an independent line 1n interna-

tional affairs.“42

Care was taken to emphasize that the country’'s policy
of nonalignment was nonnegotiable and to diversify the base
of economic aid from abroad. The payoff of nonalignment was
there in a latent form visible only around the mid-fifties
_when the Soviet Union started taking substantial interest in

India’'s economic development.

Initially, the US was keen on helping India because of
the China factor, that is, the fear of a communist takeogver
of India. ©Soon, the Soviet Union also aided India substan-

tially.

Wilfred Melenbaum wrote in a research report sponsored

by American National Planning Association:

"India seems to be one of the few underdeveloped coun-
tries where both the United States and the USSR maintain aid
programmes significant in terms of the country’'s estimated
requirements. These evidences of the coexistence of East
and West in India’'s economic and political 1life 5ear testi-
mony to the skill with which leaders of India have conducted
its domestic policy and international relations. Indeed,

both American and Russian involvement in India’'s economic

42. Planning Commission, Government of India, First Five
Year Plan, p.26.
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affairs has tended to grow; India’s nonalignment has not

impaired such expansion“.43

India’'s increased economic dependence, however, caused
a lot of concern, the moot question being: how far avail-
ability of alternative sources of aid could really diversify

and lessen the magnitude of this dependence. 44

Aid in the Early Decades of Independence:
Dependence on the US

G
For the first two decades, western aid, especially aid

from the US was extremely significant for India.

Besides developmental aid and special aid programs fbr
food, security concerns “cllowing the 1962 Chinese aggres-
sion compounded India's trade dependence. India relied on
western aid for food due to persistent agricultural short-
fall and for military aid due to the precarious position on
India’'s borders in the 1960s, India was given a demonstra-
tion of the arm twisting tactics of the donor powers that

would not stop short of policy compliance.45

Mehru told the Lok Sabha a few months before his death:
Real freedom is ... economic freedom in the sense that vyou

' 43., Wilfred Malenbaum, East and West in " India‘s Develop-
ment: The Economics of Competitive Coexistence, Nation-
al Planning Association, USA, 1959, p.3.

44, Chokrabarti, n.4, p.35.

45. 1Ibid., p.40.
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do not have to rely on other countries. You are friends
with them, you take their help, but you are not dependent

upon them to carry on either for defence or anything elseAb.

The decision of the US government to suspend all mili-
tary and economic aid to India following the Indo-Pak war of
1965 put India in a guandary. The suspension of food sup-

plies could easily be interpreted as an act of arm twisting.

The measure of vulnerability that grew from this near
habitual dependence on the food front (PL-480 food pro-
gramme) sharply reflected on the balance of payments posi-
tion. Extended. import commitments coupled with export .
shortfall and increasing burden of debt gervicing forced a
precarious downward sliding of the balance of payments. The
stage was thus prepared for an abject surrender to interna-
tional pressures for devaluation of the Rupee toc the extent
of 97.9 per cent in relation to the US dollar and the ster-

ling in 1966.97

Shortly after the devaluation. India’'s request for food
aid was easily converted intc a control handle as President
Johnson chose to adopt a ‘short tether policy’ to relesse

food on a month toc month basis just toc make sure that

44. Lok Sabha, Debates, August 22, 19263, Third Series, Vol.
19, Col. 2197-8.

47. Chakrabarti, n. 4, p. 43.

60



"India changed its farm policy.” 48

In 1971 again after the Indo-Pak war, the US suspended
all aid to India and carried on an all out offensive in the

UN against the policies and actions of the Indian govern-—

ment.

Eventually however, those unfriendly gestures proved
counter-productive. Even the withholding of aid did not
have debilitating effects on the Indian economy, partly due
to the liberal assistance it was promised from alternative
sources 1n Eastern Europe. But politically, it had the
remarkable effect of pfoducing a strong will to self reli-
ance, for, the 1971 crisis was the first of its kind when
India as an aid recipient could successfully thwart the
pressure tactics of its largest aid giver and make it even-

tually ask for restoration of normalcy on its own termsqq.

This event marked a watershed in Indo-QS relations.
From then on, the "largest democracy” appeal of a non-
communist political leadership in India did not cut much ice
against the frigid aid-weariness of the USA. The acceptance
of an increasing dose of assistance from the Sowviet Union
also did not stir it on to a course of competitive charity.
India had to look for other donors who look for economic

48. Lyndon B. Johnsan, The Vantaqge Point, Perspectives of
the Presidency (New York: Holt, Rinehart and Winston,
1971), pp. 225-8.

49, Chakrabarti, n.4, p. 46.
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rather than political return to their aid investment .90

The share of USA in the total external assistance which
stood at 58 per cent between 193%50-51 an &5-66 came down to
49 per cent during the Annual Plans and further fell to 27
per cent during the Fourth Plan. In fact, all aid was
largelylin the form of ioans or PL-480 food aid. The -share
.of US aid declined in view of India becoming self sufficient
in food and India’'s disgust at the frequent suspension of
American aid at the most crucial times. On account of
straiﬁed political relations, aid from USA was drastically
reduced during the Fifth Plan periocd and it touched a very
low level of S5 per cent during 74-7¢ It further declined
to an  insignificant level 3Iper cent during the Sixth and

Seventh P]anSSI.

It i1s worth mentioning here that approximately half of
us assistancg to Indie upto the Third Plan was under FL-480.
The payment was made in rupees, about 87.5per cent of which
was utilised to finance development projects in India.
After the Fourth Plan, US assistance has been mainly in the
form of loans repayable in dollars. US aid to India has
been extended wmainly through US Agency for International

Development and the Exim Bank of Washington. WS aid has

30. 1lbid, p. 47.

S1. Datt and Sundharam, n 8, p. 283.
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52. As men-—

covered almost all sectors of the Indian economy
tioned earlier, the US now routes moét of its aid to India
through multilateral institutions and whether India gets
soft loans through them or has to resort to commercial

borrowings depends to a large extent on how much the US

intends to give and to whom.

Therefore, to get a fair picture of India’'s aid depend-
ence on thg Ugs, bilaterel aid as well as aid directed
through multilateral lending agencies should be seen side by
side. It can be seen that American influence on foreign aid

received by India is undeniable.’

While the 1966 devaluation and the 1971 stoppage of aid
demonstrate American high handedness, its decision Hot to
honour 1ts agreement to supply nuclear fuel to the Tarapur
Atomic Power Plant in 1978 and its backing out of the Bokaro
Venture (steel plant) in 1963-64 demonstrate its unpredict-
ability and unreliability. These served as a reminder to
India of the extent to which donor pressures may be carried

to influence the very course of her economic development.

Dependence and Interdependence in Relation to the Soviet
tUnion

The Indo-Soviet Treaty of Peace and Friendship signed

in 1971, facilitated a smooth flow of assistance from thé

52. B.K. Nigam, "Changing Pattern of Foreigr  Aid" in G.R.
Madan, ed., Economic Problems of Modern India: Problems
of Development (New Delhi: Allied Publishers, 1989) p.
283%.,
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USSR and other East European countries to India.

Through their percentage share in total aid is not very
high, aid has been forthcoming from this source at vital
points 1like in 1974-75 when their share was 12per cent of

total assistance.53

The USSR emerged as the biggest doner in bilateral
assistance after the Sixth Plan. Its share in total aid
. authorizations after falling from 8.5 per cent in the first
three plans to 2.9 per cent in the Fifth Plan, has increased
to 37.6 percent in 1986-87. The Soviet aid has been ‘mainly
in the form of locans providedc: to basic and heavy industries
and development projects in the public sector. The Soviet
lcans normally carried an interecst rate of 2.3 per cent and
was generally repayable in 12 years after the first year of
completion of delivery of equipment. An important feature
ot fhe ‘credits from the USSR was that the repayments of
principal and payments of interest were made in the n-on-
convertible Indian rupees for utilization by Soviet authori-
ties for purchase of Indian goods for export to the USSR  in
accordance with the Indo-Soviet Trade Agreement in

force at that time.s4

Much of the Soviet aid went to the development of the

steel industry and for'defén&e'équipmeni. All Soviet loans

——— — o ——— e e . e e b e At e P

53. Datt and Sundharam, n. 8, p. 283

54, PMigam, n., 52, p. 3469,
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are project tied.

Soviet aid and technology transfer involved the follow-
ing benefits for India. The burden of serwvicing Soviet
loans through bilateral exports was lower than that of loans
to be repaid in hard currency. Soviet offers of aid enahled
the Indian government in many cases to break the monopoly of
transnational companies in  India and strengthened the
government ' s bargaining positloh vis—a—wvis the transnation-—
als; the combined result was considerable foreign exchange
savings for India. The planned nature of the Soviet and
Indian economies enabled the USER to commit pro)ect aid far
the duration of a whole five-year plan period, and extend
project aid for investments of an inter—-locling character.
Thus, Soviet assistance has led to the creation of several
vertically 1integrated industrial complexes. These enter-
prises were created as part of an overall strategy of import
substituting industrialization with the aim of giving the
Indian economy an independent techrnological capsebility 1in

=
basic and capital goods industries. %

The costs of Soviet technology transfer must also be
nated. Several Soviet asided enterprisec were get up ta
manutacture products with specifications for which there was
no demand in India, In &addition, they were equipped ta
manufacture an overly speciaslized product range, as a result

53. Mehrotra, n. 34, p. 209.



they were unable to meet a very large part of the acverall
demand for the products of that inducstry., Soviet aided
enterprises in India exhibited a tendency towarde excess
built—-in capacity. The developed wvcrld, in general (De-
veloped Market Economies ar the USS5R) has done very little

ta adopt and'restructure technologies under technical col-

~

laboration agreementsﬁé.

In this context, the growing
technalaogical capability of Indian Industry 1s a peositive
development. Indo-Soviet relations were based on mutual
benefite. For erample, India haec comcsicstentl, been able to
generate trade surpluses’ with the USSR during the <ceventies

and eighties, primarily in order toc reps, developmental and

S . 57
military credits.~

It must be noted that Gorbache. pledged 7.5 billion
roubles as loan to India between 1985 and 1988 (1 billion
roubles . 1n 1985-8¢&, .o billion roubles i1n Movember 1988).
The economic rationale behind these lecans is the need to

give a fillip to Indo-Soviet trade.
The Military Dimension

The USSR has been India = most important supplier of
defence equipment since the mid-csixties. Maore importantly,
that it has been prepared to trancsfer defence technology is
largely s reflection of the crer-riding strong mutuslity of
56, Ibid, p. 211.

57. lbid, p. 68.
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gec-political interests between the twc. On the other hand.
the differerce between American and Indian perceptions of
glcbal issues have correspandingly been reflected in the
very unstable and from India’ s point of view, unreliable

military relationship with the UGSA,

Wwhile the US stopped all military and economic assist-—
ance to India after the 7! War, (it had imposed an embargo
on arms exports to India after the 65 war)., the USSR  was
replenishing Indian stocks during and after the 71 war.
India 1is one of the few countries outside the Warsaw Pact,
allaowed to purwhase Soviet military know—-how as opposed to
weapons., The USSR, in addition to licensing production of
defence equipment in India, has been prepared to set up
facilities 1in India to meet the covertaul and servicing needs

of the Soviet air and naval eguipment purchased by India.58

Besides, the unpredictability tfactor, ancther reason

why India would prefer not tc rely on the U.S5. ie that the

USA 1is normally been to establish am infrastructure - for
instance, military supply missione, training teams and
maintenance teams - in the recipient LDC. Unlike Patbistan,

Indisa has neot beern teern o such & hrcad based military

re}ationship.sq

In the last decade, India has beern fairly successful in

8. Ibid, p. 22.

39. Ibid, p. 23.
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diversifying its sources of weapon systems. India has had sa
fair amount of bargaining power 1n her ecaonomic relations
with the Soviet Union because of the mutuality of intereste
and this helped reduce the degree of asymmetry. Trade and
aid are inextricably linked in the case cf the Soviet Union
and in a way, 1t has helped reduce India/s economic depend-—

ence on other countries, especially the U.S.

The 80 s witnessed a significant growth of economic
ties between India and the U.5. Though in the eavly 80 s
Reagan’'s attitude towards multilateral aid put India through
a lat of trouble, the relations between the two caountries
improved since 1983 and the mid B0 's witnessed <significant

changes like growing defence ties between the two countries.

Two US Defence Secretaries, Casper teinberger and Frank
Caflucci. vigited India in twd suCccessive years, 19846 and
1987. The former s was the first ever visit by a US Defence
Secretary to India. The US objections to the trancfer of
advanced dual purpose technology did not disscolve easily or
entirely. A Memorandum of Understanding wac signed between
the twao Governments and India bought a Cra,-XMP Super Com—
puter 1n 1988, and negotiated a deal for the transfer of
high wmilitary technology for the production in Indis of s
Light Combat Aircraft (LCA).%C

&0, Bhabani Sengupta, "At Ease with the Warld” in Verinder
Grover, ed., International Relations and Foreign Policy
of India, val. 1 (New Delhi, Deep and Deep Publica-
tions, 1992), p. 425,

68



Such growing defence ties with the US were viewed with

cskepticism in saome gquarters 1in India.

It must be noted that although the share of Gther
cauntries like UK, France, Germany, Japan and the OPEC
countries has been important, they are not considered in
detail because aid from them did not assume overwhelming
proportions. A noteworthy feature of assistance from the Uk
is that Rs.15%49 crores of foreign aild received during 80-81

to B8-89 was in the farm of grants entirely.®d

Multilateral Aid

Becides bilateral assistance from both the West and the
Eacst, India also received multilateral aid from institutions
like the International Bank for Reconstruction and Develop-
ment (IBRD) and the International Development Agency(IDA).
The share of multilateral aid in total aid has shot up in
recent yearc. Before the Fourth plam, multilateral aid was
about 12 per cent of total ai1d commitments. Thereafter, it
increased rapidly due to increase in sgft credits from IDA
and a steep decline in US aid. The share of multilatersl
aid in total aid authorizations went up teo £€9.4 per cent 1in
the Sixth Plan but reduced to 40.2 per cent in 86-87. The

main reason for this decline was a rapid fall in IDA credits

61. Datt and Sundharam, n. 8, p. 283.Alsc see Nigam, n., S2
p. 369.
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to India and an increace in Soviet aid.

Aid India Consortium plavyed an important role as a
coordinating agency for aid commitments by the UWarld Bant
' group and several Western Countries.®> The World Rank group
praovided more than half of total aid authorisations to India
after the Fifth Plan. The International Bank for Recaon-
struction .and Develapment (IBRD) has been providing India
with xlong term capital lecans far varigous development
projects 1in public and private sectors. The share of IBRD
aid authorisations to India alsto increased from 3.8 per cent
in the Fourth Plan to 27.7 per cent in the Sixth Plan and
35.1 per cent in 1985-8&. 'The IBRD has e-tended leoans for
projects iﬁ sectors like agriculture, transport and communi-
cations, steel plants and other industries mainly through
Industrial Credit and Investment Corporation of India
(ICICI) and Industrial Development Banik of India (IDRI). In
recent years, motre IBRD locans have gone to the power sector.
The interect rate varied from3.5 to 9.25 per cent upto 1980,
Thereafter more than 10 per cent interest has been charged
an IBRD 1lcans, which is subject to revision every six
months. The repayment period varies from 10 to 25 vears,

with a grace periaed ranging from 3 to 10 years.64

&£2. Aid India Consortium has recently been renamed as Indisa
Development Forum.

63. Aid Indis Consortium has recentl, been renamed a3s India
Development Forum.

64, Nigam, n. 52, pp. 367-8.
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International Development Association (IDA)., an atfili-
ate of the World Bank, has been the most important source of
concessional aid to India. Assistance from IDA i1s long term
(20 vyears with 10 years grace) interest frée and attracts
only a service charge of 0.7% per cent. The share of IDA
credits in total aid authorisations increased from & mere
4.8 per cent in the first three plans to 35.9 per cent 1in
the Fifth and 34.2 per cent in the Sixth Plan. However, the
chare of IDA 1in multilateral aid as well as total &id to
India has been declining cteeply in recent years, It  was
only &£.3 per cent in 19846-87. This is owing to three rea-
sgne (1) the share of IDA in gleobal Weorld Banlk Group a8id
has come down from 75.1 pee cent in 1975 to 19.7 in 1987 due
ta the reluctance of some western countries litke the US  in
providing rescources to the multilateral aid 1institutions:
(11 there has been greater demand for aid from rew en-—
trants like China; (1ii) preference is given to the least
developed countries, Consequently, the share of IDA aid to
India in glcb~l IDA aid decreaced from 40 per cent ;n 1975

to 19.9 per cent in 1986.°%
011 Shocks, BOP and the IMF

The International Monetary Fund is a wmultilateral
lernding agency that provides loans to member naticns to

overcome theirxr balance of payments difficulties. HAs 1t

£5. Report on Currency and Finance, 1986—-87, Regserve Bank
of Indis, p. 410,
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requires that structural asdjustments be made 1in the economy
if drawale are made at a particular level, loans from the
IMF always raise a furore. especially in India. It 1s inter—
esting to cee how India overcame the balance of payments
difficulties following the two o0il shockes of the 70'c as she
contracted a huge loan from the IMF in '81. The IMF loan

cortracted in 1991 ic putside the purview cf this study.

India's balance of pavments came under severe strain 1n
the 70 s as a result of the two @il shocks i 1973-74  and

1979-80.

Atter the firest o1l shock, India’'s i1mport bill rose
rather sharply and she alcso suffered a deterioration in
terms of trade libke many rnan-oil develaoplng countries.
Becides, she had juét had & war with Pakistan and had to
cope with an influx of refugees from Bangladesh. India was
able to cope with the resultant baelamce of payments problems
by drawing on variocus IMF facilities including o1l facili-
ties to the tune of Rs.750 crores during the yearzs 19773-74
to 75-76. Quwing to & combinstion of factore including 3
strong growth in exports, 1t could repurchase the fund
drawings within the mnext three yearce by the time of the

. A
cecand 1l Shock.é*

66. C. Rangarajan, "India ¢ Foreign Borrowing” in Rohert €.
Lucaes and Gustav F. Paprebk, eds., The Indian Economy:
Recent Development and Future Prospects (Delhi: Oxford
Univercsity Press, 1988), pp. 25%&-7.



India found it more difficult to cope with the second
oil shocth. Importe raose massively, exparts growth was
subdued as thic was the leénest period for world trade in
terms aof volume growth. Thus the magnitude of fipancing
required was of & much larger order than the first time and
given the poor response of concessional assistance, India
firet drew down its foreign exchange reserves and later
tried to fund rescurces as well as borrowings on commercial

termg.b7

In 1981, the government entered into a loan arrangement
of SDR 3 billion with the IMF, the largest lcan extended by
the IMF to any member nation till then. Howeer, India’'s
btalance of payments improved to the extent that it did not
fully wutilize the drawings contracted under the Extended

Fund Facility and terminated it i1in 1984-85.

Other international institutions providing aid to India
are the United Nations, European Economic Community, OPEC

and International Sugar Organisation.

Till the end of 1980, Indis had not made any substan-
ti1ial borrowings on commercial terme, During the next three

YEars, India entered the Internaticnal Capital market and

contracted commercial borrowvings. 58

&7, Ibid, p. 257.

£8., Ind: has been tapping Export Credit Agencies like the
US wvxim Bank, the Japanese Exim Bank, ECGC of the Uk,
etc., to obtain a8 masjor portion of commercial borrowuing

from the capital market.



India’'s policy towards commercial borrowings has been
one of caution. The overall level of commercial borrowings
is guided by the total picture in relation to the balance of
payments.69 India has avoided geoing into a debt trap like
Argentina and Mexico where it has to borrow to pay off the
interests and amortisation charges on past loans. But the
external debt situation of India has been alarming as, owing
to the sevefe balance of payments problems in the mid 80's,
commercial borrowings were increasingly resorted ta. The
shrinking amounts of concessional aid and increasing costs
cf aid led Rajiv BGandhi to express his preference for 1in-
vestment over aid which added another dimension to depend-

ence.
Investment Dependence

The impact of thé multinationals on the Indian economy
is a subject of sharp controversy. Supporters saw i 1t a3
mechanism for the transfer of techﬁology to India’'s develop-
ing economy. The critics saw in it a clever move by the
advanced nations to penetrate in a variety of ways into the
economies of developing nations with 8 view to gaining
control over important areas of organiced production.7oThe
multinationals acted with the sole objective of profit

maximisation and were thus instrumental in draining away

&?. Rangarajar, n.bs, p.2%9,

70. Datt and Sundharam. n. 22, p. 289.



resources in the form of profits, lovalty payments, commis-
cions and technical consultancy fees. The development of

multinationals was viewed as a form of neo-—imperialism.71

The Indian government’'s policy towards foreign invest-
ment was articulated in the Industrial Policy Resolution
{IPR) 1948. The IPR 1948 states that the "participation of
foreign capital and enterprise, particularly as tegards
industrial technique and knowledge. will be of value to the
rapid industrialisation of the country but it is necessary
that the conditions under which they may participsate should

be carefully regulated in the national interest."’<

The Indian government, 1n the 80's followed an approach
of "selectivity"in its policy towards foreign coallaboration,

with a8 particular emphasis on importation of technology.73

A new 1mpetus was given to direct foreign investment as
part of the policy of liberalisation of the economy in the
80°'s. As a result, the flow of foreign capital and the

number of collaboration agreements increased at a fast pace

especially after 1985. Thevnumber of foreign collaborations

71, See C.P. Bhambri. "International Capitalism and India:
Ercsion of National Independence"”, Asian Affairs
{Bangladesh), vol. 5, no. 1, January-March 1983, pp. 1-
26.

72. Mark J. William, "Foreign Investment in India". Colum-
bia Journal of Transnational Law (New York), vol.28,
no.3, 1988, p.&1S.

73. Ibid, p. 617.



approved between 1980 and 89 is 7,293 out of which 1,718 are
financial participation cases. Total foreign 1i1nvestments

approved for this periocd amaounted to Rs.1145.697 crcres.74

Rajiv Gandhi s declared preference for direct foreign
investment over foreign loans marked a major pelicy shift
and has 1important consequences for dependence. This is
because, with liberalisation emphasis has shifted from
investment in the %Ppublic sector to the private sector.
Earlier preference was given for government to government
credits and international financing of infrastructural
projects._ But with the flow of foreign concessional credite
shrinking and financial surpluses for iIinvestment becoming
difficult to mobilise from domestic sources, the role of
foreign private capital has tended to become more prominent
in the eighties. With liberalisation of economic policies
and reliance on market forces and free enterprise, foreign
private capital was considered not only essential for aug-
menting total Eesources for economic growth but alsoc desira-
ble. This i1s a major policy brealk from the aim of independ-

ent economic development and has important implications for

economic <:’e;:\enc:lem:c:-.7"5

74. Sce Table 11t.

75. “"Foreign Investment: The New Panacea", Repcrt. Economic
and Political Weekly, val. 23, no. 26, June 25, 1988,

p. 1309,
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Foreign Debt

India’'s mounting foreign debt has been a major cause of
concern, more so after the New Economic Policy was intro-

duced in 198S.

As seen before, imports shot up and the persistent
trade deficit caused severe balance of payments problems
which forced extérnal borrowings on a large scale. It can
be seern that the share of commercial bervowings 1n  external
assistance is increasing and there is a simultaneous decline
in the grant element as also concessicnal lending, thereby
increasing the debt service charges. The staggering samount
of externel debt is the cumulative effect of these Tactors.
The total external debt in 1988 was ©7,513 million dollars.
The debt service ratio as a percentage of current receipts
(exports and invisibles) has gone up, according to the World
Bank from 18.2 per cent in 1984-85 to 29.8 per cent in

1988-89.7°

One wview has it that India has entered or 1is nearing

the danger zone which critics refer to as the "Debt Trap”.

Dr Arjun Sen Gugta, IMF Ervecutive and Farmerl, Economic
Adviser to India's Prime Minister addressing a meeting of
eminent economists on May 24, 1988 categorically stated:
"The threat of an externa} debt trap *acing India is real if

76. Datt and Sundharam, n.22, p. 30&, Table 13.



the country continues to resort to Iinternational borrowinges.
The danger becomes even more imminent when the distinction
between borrowing far quduction and barraowing far consump—
tion ceases toc exist. India must stop borrowiﬁg for con-

. 77
sumption.”

The 85-89 period: Some Elaborations

The hkey words signifying econaomic activity duripng this
period were privatisation and laberaslisation., which were the

main thrusts of the New Economic Policy introduced in 198%.

Supporte: of the policy hailed 1t as a panaceas to the
nation's economic ailments. Some economists considered it 3
clear breat from past palicies and econamistse of the leftict
school considered i1t & ablect surrender to the private
sector under the pressure of pouwerful MMC lobbies bacled by

the IMF and the World Bank. '8

An attempt shall be made toc see objectively what the
Mew Ecaonomic Pclicy spelt for dependence on the economic

front.

The Mew Economic Policy (of 1985) marks a diccernible
shift towardes the private sector, hi-tect in industriec and

direct foreign private investment.

There was an emphasic on inducstries at the expense of

7. 1bid, p. 307.

78, Datt and Sundharam. . 4, pp. 188-9,
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agriculture and the adverse effects of such negligence

manifested themselves following the severe drought of 1987.

Privatisation resulted in the throwing open of many
areas hitherto reserved for the public sector to the private
sector. The underlying assumption was that competition was
a great incentive for betterment in terms of both guantity
and guality. Consequently, emphasis shifted from investment
in the public sector to private foreign capital énd foreign

collaboration, financial and technical.

The 'few Economic Policy of 1985 emphasised the applica-
tion of hi-tech to give an impetus to modernisation. The
policy 1ntend=d to promote sunrise industries like computers
and electronics which occupy a central role in the phase of
the second industrial revolution. The NEP of ‘85 was com-
mitted to promoting their growth and proliferation in  acs

many industries as possible.79

The electronics policy announced by the government
welcomed the entry of FERA companies into the industry. The
palicy also explicitly stated that import of technology
would be permitted f?eely for the purpase. This is a major

departure from the policy followed in the past. 80

The New Import Export Policy, a part of the economic

79. Ibid, p. 188, Also see India Inv. stment Centre, New
Delhi, Monthly News Letter, April 25, 1985, p. 27.

80. Ibid.
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policy package of 1985 aimed at export led growth to meet
the balance of paymenté problem (instead of avoidance of
non-essential imports and import substitution). Hence

export oriented enterprises were allowed to import freely.

This heavy dose of liberalisation served to reduce many
enterprises 1in the capital goods industry, electronics and
automatic industry into units for assembling imported parts

together. It did serve as a damper on the indigenous pro-

duction and industry, especially in some sectors.

The_opening up of the economy to foreign competition as
part of the drive to inérease démestic production and up-
grade technology, increased the dependence of Indian indus-—
try on liberalized package technology imports and the coun-

try moved further away from self-reliance.

Having analyzed the variations within the different
types of dependence, an analysies of the interrelatiaons
between them would help capture the changing patterns of
dependence over the years. The interrelations are analyzed
from the point of view of Indo-US and Indo-Soviet relations

only.

As noted earlier, rigid compartmentalization of the
different types of dependence is not possible and would be a

distortion of reality,.

There was a strong interrelation between the variables

used 1in considering India’'s economic relations with the US

80



and the Soviet Union.
The United States

The most striking feature of India’s economic depend-
ence on the US upto the early 70's is that the asymmetry in
the relationship was underlined time and again by the US by
predicaiing'the continuation of trade and aid flows upon its
own Judgement and by taking unilatéral‘decisions with very
little concern for the repercussions in India. For 1in-
stance, its withdrawal from the Bokaro venture, stopping
supply of funds to Tarapur Atomic Power Station, stoppage of
‘food-aid’ during the two Indo-Pak Wars, the short—-tether

policy of Johnson, all point to high-handedness.

This was the'period when there was a strong inter-—
relation between trade and aid dependence on the US because
food imports were made under PL4BO aid from tﬁe us. There
c3an be said to have been an intensification oaf India’'s

economic dependence on the US during this period.

Nevertheless, the unreliability of the US and American
high-handedness resulted in a reaction which produced a

strong will to fight dependence on the US.

During the Seventies, bilateral trade with, and aid
from the US declined substantially. India was indirectly
depondent on the US ocwing to the influence of the US in “he
multilateral lending agencies. This period witnessed the

two oll price hikes (73-74 and 79-80) making India dependent
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to a large extent on multilateral aid.

In Jan. 1972, the US had voted against the granting of
an IDA loan to India for the purchase of oil tanker5.81ﬁgain
the US demonstrated its influence by ocpposing the IMF laan
for India in 1981 when India spught a loan of SDR 5 billion.
The US abstained from voting on the lcan, though the loan
was eventually approved in November '81. The US also wanted
to drastically reduce concessional aid to India through
multilateral lending agencies, ecpecially the IDA and a3lso
opposed ite borrowing from the.Asian Development Bank (ADR
arguing that India had the economic strength to mature from
concessional aid to laoans oa harder terms, including commer-—

cial borvrowings from international capital markets. 8z

After 1983, relations between the two countries 1im-—
proved. India embarked on the pgth of liberalisation and
privatisation leading to the opening up of the economy and
facilitating direct foreign investment, thereby bringing
economic policy preferences of India’'s governing elite
closer to that of the US. Growing defence ties pointed to

81. Surjit Mansingh, India's Search for Power: Indira
Gandhi’'s Foreign Pgolicy 1966-1982 (New Delhi: Sage
Publications, 1984), p. 91.

82, Sarbjit Jdohal, "India = Search for Capital Abroad: The

JS Relationship”, Asian Survey,.vol. 29, no. 10, October
1989, pp. 971-8Z. Alse =see _ioyd 1. and Susanne Hoeber
Rudolph, "The United States, India and South Asia" in
John P. Lewis and VYalerina Kallab eds., US Foreign

Policy and the Third World : Agenda 1983 (New Yortb:
Praeger, 1983), pp.8&6- 113.



an attitudinal change of the US with regard to India but
again the basic contradictions that have plagued Indo-US
relations manifested themselves, this time in the garb of
Section "Super 301’ provisions of the US Trade Act (1988B).
The Act was invoked to identify India as an unfair trading
partner 1in May 198%9. The US sought further relaxation 1in
FERA clauses to open the nstionalised Indian insurance
market to American companies, to change investment laws and
abolish export obligations on foreign investors. India was
served wiéh an ultimatum to either go in for corrective
measures within 12 to 1B months or face punitive, very high
tariffs on its selected exports to the US. Not unerxpectedly
India protested vehemently over the groundless and preju-
diced nature of the directive. The Application of the Act
was revoked by the US in mid—-1990 after having gained a few

concessions from India on investment law5.83

It can be inferred that India s economic dependence on
the US had enough potential to have foreign policy conse-

quences.

The USSR

Indo-Soviet economic relatione have been marked by &
certain mutuality of interecsts, more sc after the formal

Indo-Soviet friendship Treaty of 1971.

The most striking festure of Indo-Soviet economic

83. GSharma, n.30, p.833.



relations has been the reliability of the Soviets in times
of need. Soviet aid has been available for crucial sectors
likte Industry (especially steel industry) and defence and
has bheen forthcoming at the most crucial moments. Besides,
Soviet aided projects héve aimed at giving the Indian econo-
my an independent technoclogical capability in basic and

capital goods industries.

The combined effect of the composition of India’'s trade
with the USSR, 1ts investments in important ;ublic sector
units and 1ts defence aid could have resulted in India’'s
economic dependence on the Soviet Union, more so at pointes
of time when India was wvulnerable, like during the Indo-Pak
War when the US stopped all aid. It can be said that India
always went first to the US and on being rejected came to

the USSR.

The asymmetry in Indo-Soviet relations is not so pro-

nounced as in Indo-US relatione.

It can be inferred that there was both dependence and
interdependence in Indo-Scoviet relations and overt applics-

tion of economic pressure is hardly discernible.

Having discussed India’'s e;onomic dependence at some
length, the study now turns to the foreign policy conse-
quences cof such dependence. Before that an understanding ot
the continuity and change in India’'s Foreign Policy 1is

escential.
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EXPORTS,

Table

IMPORTS AND TRADE BALANCE

Crore)

Year Exports Imports Trade Rate of Change
{incl.re- Balance Imports
exports)
(per cent)
1 2 3 4 )
1949-50 4895 617 -132
1950-51 606 608 -2 24.9 -1.%
1951-52 716 890 -174 18.2 446.4
1952-53 578 702 -124 ~19.2 -21.1
1953-54 531 610 -79 -8.1 -13.1
1954-55 293 700 -107 11.7 14.8
1955-56 609 774 -165 2.7 10.86
1956-57 605 841 -236 -0.7 8.7
1957-58 561 1035 -474 -7.7% 23.1
1958-59 581 06 -325 3.6 -12.5%
19%59-4690 640 961 -321 10.2 6.1
1960-61 b42 1122 -480 0.3 16.8
1961-62 660 1090 ~-430 2.8 -2.9
1962-63 683 1131 ~444 3.8 3.8
1963~-64 793 1223 -430 15.8 8.1
1964-65 816 1349 ~-533 2.9 10.3
1946566 810 1409 -3599 Q0.7 4.4
1966~67 1157 2078 -921 42.9 47 .3
1967-68 1199 2008 -809 3.6 -3.4
1968-69 1358 1909 -351 13.3 -4.9
1969-70 1413 1582 -169 4.1 -17.1
1970-71 1535 1634 ~99 8.6 3.3
1971-72 1608 1825 -217 4.8 11.7
1972-73 1971 1867 104 22.6 2.3
1973-74 2523 29595 -432 28.0 58.3
1974-75 3329 4519 -1190 I1.9 52.9
1975-76 4036 . 5265 -1229 21.2 16.95
1976-77 9142 5074 68 27 .4 -3.6
1977-78 5408 6020 -612 5.2 18.6
1978-79 5726 6811 -1084% 5.9 13.1
1979-80 6418 7143 -2725 12.1 34.2
1980-81 6711 12549 -5838 4.6 37.3
1981-82 780646 13608 -5802 16.3 8.4
1982-83 8803 14293 -5490 12.8 5.0
1983-84 9771 15831 -6060Q 11.0 10.8
1984-835 11744 17134 -3390 20.2 8.2
1985-86 1089%S 19658 ~8763 ~-7.2 14.7
1986-87 12432 20096 ~-7644 14,3 2.2
1987-88 15674 22244 -6570 25.9 10.7
1988-89 20232 28235 -8003 29.1 26.9
1989~-90(P) 27681 I5416 -7735 36.8 25.4
1990-914 32353 43193 -10640 17.6 22.0
1991-92 44042 47851 -3809 35.3 10.8
Source Economic Survey, 1992-93, Government India.
P Provisional.



INDEX NUMBERS OF FOREIGN TRADE
(Base:1978-79=100)

Table 2

{Re. Crore)

Unit Yalue Index

Yolume Index

Terms of Trade

N.AR:. Not Available

‘Year

Exports Imports Exports Imports Gross Net Income

1 2 3 4 5 6 7 =]

1969-70 44,0 35.2 55.7 4.9 116.5 125.0 69.6
1970-71% 45.0 33.3 59.0 &7.2 11X.9 127.4 75.2
1971-72% 46,0 32.8 59.2 80.6 136.1 140.2 83.0
1972-73x 51.2 34.2 66.95 76.7 118.3 149.7 9R.&
1973-74% 62.2 38.9 &£2.5 87.2 125.4 127.2 88.4
1974-75x% 78.0 84.5 73.7 77.2 104.7 2.3 68.4
1973-76% 83.9 9.1 81.7 76 .0 93.0 84.7 6£9.2
1976-77% 8%9.4 ?6.3 96.8 76.1 78.6 2.9 89.9
1977~-78x% 100.3 . 88.0 ?I.2 100.0 107.3 114.0 106.2
1978-79 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1979-80 105.4 114.1 106.2 116.4 109.7 ?2.4 °g8.1
1980-81 108.5 134.2 108.1 237.9 127.6 80.8 87.3
1981-82 124.1 133.1 110.1 150.6 1346.8 93.2 102.6
1982-83 132.0 1346.3 116.7 1%4.6 132.4 6.8 113.0
1983-84 151.0 125.8 113.0 185.4 164.1 120.0 135.6
1984-85 169.8 161.7 120.8 156.1 129.2 105.0 126.8
1985-86 170.8 158.8 111.3 182.3 163.8 107.6 112.8
1986~-87 17%.4 139.4 121.3 212.3 175.0 128.6 156.0
1987-88 195.4 160.0 140.0 204 .8 146.3 122.1 170.9
1988-89 232.2 185.5 152.1 224.,2 147 .4 123.2 190.4
1989-90 NA NA NA NA NA NA NA
1990-21 292.5 267.7 194.,1 237.7 122.%3 109.3 212.2
Source : Economic Survey, 1992-93, Government of India.
¥ Converted from the original base with the help of linking factors

1. Gross Terms of Trade implies Volume Index of Imports erpressed ac  a

percentage of VYolume Index of Exports.

2. Net Terms of Trade implies Unit VYalue Index of Exports expressed ac

a percentage of Unit Value Index of Imports

3. Income

Terms of Trade implies product of Net Terms

Volume index of Exportse expressed as a percentage.
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Table 3
AVERAGE ANNUAL IMPORTS OF PRINCIPAL COMMODITIES IN

PLAN PERIQODS
(Rs.Crores)
Items 1951-52 1995661 196162 1966-4&7 1969-7Q 1974-75 1980-81 1985-84
to to to to to to to to

1955-56 196061 196566 1968-49 197374 1979-80 198485 1989-90

1. Food grains 120 161 241 400 196 548 374 516
2. Machinery 116 265 472 518 484 1078 2515 6415
3. Mineral Qils 73 80 85 20 226 2063 5264 4494
4. Metals 54 131 172 185 309 647 1448 2450
5. Chemicals— 34 33 35 126 113 254 650 18468
durgs+medicines
6. Fertilizers - - 28 121 6 439 &98 1114
7. Pearls and - - - - - 244 $730 2405

Precious stones

Saurce 3 Dutt R.C. and Sundaram, K.P.M., Indian Economy, (New Delhi:
S. Chand and Company, 1991), Twenty-Ninth revd.edn., p.&24.
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Table 4
PRINCIPAL EXPORTS

(Rs.Crore)

Commodity Year X
1960-61 1970-71 1980-81 198586 198768 1988-89 1989-%0

1. Coffee 7 25 214 265 262 244 347
2. Tea & mate 124 148 4246 626 601 09 Q17
3. Tobacco 16 55 141 170 138 124 175
4. Cashew 19 S7 140 223 315 276 368
Kernels
S. Spices 17 39 11 278 337 278 277
6. Fish & S 31 217 409 533 &30 &87
Fish Pre—
parations
7. Meat & Meat 1 I 56 74 28 o4 114
Preparations
8. Iron Ore 17 117 303 572 354 873 F28
?. Cotton Yarmnm S 142 408 74 1145 1155 1507
10. Readymade 1 29 550 1067 1820 2102 3226
garments .
11, Jute 135 190 330 262 241 233 29¢
12. Leather 28 80 390 770 1250 1322 1950
13. Handicrafts - i1 73 952 18681 31867 5103 £168
14, Machinery 22 198 827 54 1480 2256 2143
engineering
15. Mineral 7 13 28 &55 &37 518 740
fuels

¥ Figures far 1989-90 are provisional
Compiled from Economic Survey, 1992-93, Government of India.
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Table 7

COUNTRY®ISE TRADE (IMPORTS + EYPORTS)

‘fs, Crore!

s iSSPk Sersany Japan s opec Tatal SHF: gercent of
Trade Trade Trade 1o

gNF
1250-51  431(24.4)  45{2.2%} 142(8.10} {544} 390(22.11) 78{4,42} 1754 15§82 11.42
1970-71  440{20,83} I14{2,%7) 14014,421 ZB7{9.0B)  297(9,27} 22547, 43 BT C A2 | 8,00
1980-81 2362{12.28) 2240{11,83)  107903,2) ZATE2,82% 177R{5.81y  A2ER(13,93) {928 122777 %47
1985-36 4038{13,22) 2684(12,08)  2057{&.73) 393B(9.61) 177R{5.BLY AZBRLEZRTY FORET IIRITG LG
1987-88  4972(12.98) 7971(9.42)  221B(8.47) 3780(9.84) 2844(?.5? I91R(10,37) 7012 707772 i2.?8
1988-89 5927(14,29) 78a7{7,98)  Te94(7,32) §785(9.87) 35E3{7.3% §072(10,26) 48357 349071 1139
1989-90  A724((7.84) &501(16,30%  4%23(7.181 2530(8.79 45?5(?.25} 3945{10.%) 43097 400095 15.77

fospiled and calculated fros Econosic Survey, {992-93, Soverneent of I-iia.

. Figures in brackets are perceatages of total trade.

2. At current prices,
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Table 2
AID AUTHORISATION AND UTILISATION

(Rs. Crore)

Aid Aid Percentage

Authorised Utilised Utalisation
Upto the end of
Fourth Plan 13,056 11,922 ?1.3
1974-75 to . 11,703 8,613 73.6
1979-80
Sixth Plan . 16,807 10,903 656.5
{1980-85)
Seventh Plan
(1985-86 to 44 971 22,700 50.5
1989-90)
1990-91 to 20,831 18,319 87.9
1991-92
Total 1,06,968 72,457 &7.7
Source : Compiled fram Economic Survey (1992-93)
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Table ©

-

PURPQSE WISE UTILISATION OF LOANS DURING
THE SIXTH AND THE SEVENTH PLAN

Pupose Sixth Plan Seventh Plan
1980-85 {1985-86 tol1989-90)
Rs. Rs.
Crores A Crores 7
1. Transport & 702 g.2 2,442 12.0
Communications
2. Power Projects  1.684 19.7 3,781 23,5
3. Steel & Steel 1e2 2.2 148 0.8
prajects '
4, Industrial 2.312 27.0 4,871 22.°9
Development
9. Agricultural Z.110 EYSTAN 34,1995 20086
Development
L&, 011 & Petroleum 18 0.2 807 4.0
prouducts
7. Miscellaneous 544 6.4 3.083 15.2
Total. 8, 564 100.0 20,347 100.0C
Source Datt, R.C. and Sundaram, K.P.M, Indian Economy,

(New Delhi: S. Chand & Company.

Thirty-First revd.

edn.,

n.

282.

1994)



ATILISATION OF QYTERHel ARRISTIRCE (19%1-%

{Ps, [rorel

________________________________________________________________________________________________

tip the end Fitth Plan 1978-7¢ and  Sixth Plan Seventh 1990-%1

ot the 4th {1974-78) 1979-8¢0 (1980-04 Plan and
Plan ta {1983-84 1901-97
1984-83) to
1989-901

{. Concortius 10,918 {92} 4,46% (74} 2,281 {89y 9,893 (91) 20,352 (901 15,698 (Bs)
Neaber:

2, USSR and 84% (7} 349 (8) 57 {D) 278 (2} {1,018 (4) 450 (2}
Fast European '
fountriec

3, Others 135 (1) 1,276 (20 23 (9 1z () 1,330 (8) 2,171 (12}

4§, Grand
Total 11,922 (100} 5,044 (100) 2,562 (100} 16,902 (100} 22,700 (100} 18,319 (100}

PRINCIPAL AID GIVERS

U.5.4 5,321 (40} 297 (8 a4 (3} e (3 $32) AL
.1, {,034 (9 368 (N 122 (18) 849 (8} 806 (4) 579 (1
. GERMENY %0% (8) 470 (8) 238 (1 850 (&) 226 (% 1264 {7}
USSR 03 (8) 228 (4} 36 (2 278 () 984 (4) 2242
JAPAN 539 (3 390 {7) 162 (8] 462 (4) 2,069 (9) 2844 (1a)
18RD 1,786 {12} 1,786 (30) 270 (11 1,832 (1) 7,738 (24) 5,479 (20
DA 1,786 (20) 716 (28} 4,180 38} 3,444 (24 1,90 {2
ADE 328 (%) 224 {100 1,73 ()

Source : Datt, R.C. and Sundharas, X.P.M., Indiap Eroncev.
(New Delhi: §.Chand and Coapany, 1994}, Third-First
revd. edn., p. 298,
Note: Figures in brackets are percentages of total.
1. Consortiue sesberc include Austria, Belgiua, Canada, Deneark, France, West Gersany ltaly, Japan,
Netherlands, Sweden, U.¥., USA, IBRD, and IDA.
2. USSR and East European countries include Bulgaria, Crechoslavakbia, Hungary, Poland, USSP and
Yugoelavia,
3, Qthers include fustralia, Mew lealand, Spain, Switzeriand, lrag, furopean Econcsic Cossunity,

APEC Fund, Asian Develapsent Rank, etc.
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Table !

FOREIGN THVEGTMENT IM IMDIA - APPROVALS (198{-§2!
{WAJOR COUNTRY INVESTMENT)

{Rs, Million)

No. of Collaboration proposals approved, (Figures in Brackets are Financial
Participation Cases),

1981 1982 1983 1984 198% 1984 1987 1988 1989 Total Total
Colla-
boration
{, United Kingdos  7.12 16,54 98,02 18.13 37,06 77.15 84,51 {139.08 334.81 812.22 1029 (194}

(=~

1. United States  22.4 50,37 138,92 89,50 399,25 293,70 295.15 97L.37 62155 2882.25 {377 {404)

1. Federal Republic 34.17 38,30 48.42 28.43 118.08 201,57 98,49 209.9% 1203.29 2098,G1 1230 (274)
of Geraany

4, Japan 5.4% 251,17 160.77 1.52 156,76 06,16 469.06 174.26  87.80 1023.90 862 (93)
3. France 4.20 25,80 7.9% 12,18 23,55 20.48 53.34 117.80 84,57 15207 138 (a1}
6, Italy 0,49 25,80 7.9% 7,70 6%.48 2330 29,71 27R.67 47,04 5329.89 376 (73)
7. Canada 0.60 0.00 3.5 3.50 2470 13.80 6,70 2,60 1170 87.16 72 (27)
8, Netherlands 9.84 0.00 26,86 0,00 4.00 72,44 10.4  10.33 23,00 148,00 142 (31)
9. Sweden .00 1331 8.00 14,22 8,07 47,31 10.92  8.40 41,49 1M.12 161 (33)
10, Switzerland 4,48 11,81 11,29 4,40 8.4  32.%3 88.53 27.37  77.427  248.77 311 (83)
{1, USSR 9,00 0.00  0.00  0.00  9.00 0.00 2.9 4,40 95,80  10%.16 40 (8)
{2, NRI 133 115,40 6R.10 144,40 1944 79.04 207.74 147,99 211,78 118128 224 (111)
Total (Plus other

countries) 108,71 4628.06 418.73 {130.00 1260.66 1069.52 1077,03 2397.57 3146.63 11436.21 $769(1643)

ARSTRACT
{Rs. Crores)

Tatal Fareign Investaent Approved

198! to 1989 {145,479
of which

{54 288.225

FRE 209,801

Japan 102,390

14 81.222

NR! 118,121

Sources 11(. New Delhi.

5

Reproduced fros UNI Backgrounder (Mew Delhi}, May 3, 1990, p.7.
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Table 12

MATN AREAS OF FOREIGN COLLABORATION APPROVALS
DURING THE PERIOD 1885 TO 1880.

(Nos.>)

Industry 1985 1986 1987 1988 1883 18890
1. Electrical Equipment 205 175 183 183 g9 88
2. Industrial Machinery 152 108 132 141 538 75
3. Chemicals (other thsn 89 107 84 36 66 66

fertilizers)
4. Ceramics , 27 20 18 20 18 88
5. Industrial Investments 52 20 47 43 33 38
6. Machine Tools 32 13 10 21 8 24
7. Metallurgical Industries 53 45 29 21 30 28
8.Telecommunication 386 37 16 ¥ 37 69
Total of 1 to 8 626 525 518 531 353 474
9.0ther Industries 398 432 334 395 252 192
Grand Total 1024 857 853 928 605 666
% of Industries 1-8 in

Total Collaboration 61.1 54.9 80.8 57.3 58.3 71.2

Source : India Investment Centre, Hew Delhi.

+ Included in other industries.
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Table 13
EXTERNAL DEBT PROFILE OF INDIA

(Rs. Crore?}

Year Total External Debt/GNP Debt Service®

Debt ($ million) ratio

1984 33,857 17.5 18.

2
1985 40,888 19.2 22.4
1988 48,351 21.2 30.0
1987 55,325 21.8 30.3
1988 57,513 22.3 29.2

Source: World Bank, World Debt Tsbles, 1989-80. .

¥ Debt service ratio as a percentage of current receipts
(exports+invisibles)
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Table 14

EXTERNAL DEBT SERVICING

{Ks. Crores)

Amortisation Interest Payments Total Debt
: Servicing
Amount 4 Lfmount 4 Amount %
First Three Plans 371 54 315 48 586 100
Annual Plans 807 62 378 38 933 | 100
Fourth Plan 1,584 65 861 35 2,445 100
Fifth Plan 1874-75 1,943 67 M8 33 2,883 100
to 1877-78
1978-79 to 1884-85 3,934 58 2,472 39 6,406 100
1985-86 to 1988-90 17,089 58 12.098 42 28,188 100

Source

Datt, R.C. and Sundharam, K.P.M. Indian Economy (New
Delhi: £. Chend and Company, 18984), Thirty-First revd.
edn., p.302.

Data upto 1874-75 include debt-servicing payments on
account of Government losns. non-government loans and
suppliers’ credit. 1975-1976 onwards the same ig
exclusive of suppliers’ credit.

a8



Table 15

CURRENT ACCOUNT DEFICIT IN BOP AS PERCENTAGE OF GDP

-

(1} Current account (2) GDP factor Cost {1y as % of
deficit in BoP At Current Prices (2)
(net Rs.Cr) (Rs.Cr)

1985-88 5,827 2,33,799 2.%4
1988-87 5.830 2,80,030 2.24
1987-88 6.293 2,384,851 2.13
1988-89 11.580 2,53.517 3.28
19839-90 11.382 4.,05.827 2.8
Source: Economic Survey, Government nof Indis.
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Table 18
EXTERNAL ASSISTANCE

(Rs. Hundred Crore?

1985- 1986- 1987- 1988- 1983-  1990- 1981-
1886 1088 1988 1983 1880 1991 1882

1 2 3 4 5 B 7 3

1 Authorisations 58.50 61.60 92.65 130.70 108.26 82.23 127.07

2 Gross disburse- 29.38 3B6.05 50.52 53.04 58.02 B7.04 116.15
ments
3 Debt service 13.87 20.29 28.24 28.46 38.86 42.82 BB.56
payment s v
(8) Amortisation 7.76 '11.76 15.81 16.46 18.87 23.28 38.50
(b} Interest 5.81 8.53 10.43 13.00 18.99 18.53 30.08
payments

4 Net capital inflow 21.80 24.29 34.71 38.58 38.1% 43.75 79.85
(2-33)

8 Net capital 15.69 15.76 24.28 23.58 21.18 24.22 49.48
transfer (2-3)

Source : Economic Survey, 1992-93, Government of India

1. The Data include Government and non—-Government loans and grants
(including food sssistance but excluding other commodity grant
assistance). These figures do not include suppliers’ credits,
commercial borrowings and IMF credits other than Trust Fund Losn.
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Table 17
EXTERNAL COMMERCIAL BORROWINGS

{Rs. hundred crore)

1885~ 1986~ 1987- 1988~ 19838- 1880~ 1991-
1886 1987 1988 1983 1890 18981 1992

1 2 3 4 5 153 7 8

1 Anthorisations 17.00 13.86 26.54 43.14 54.79 34.14 52.76

2 Gross disburs 17.88 24.74 22.52 40.89 41.88 30.50 27.14
ments

3 Debt service 11.75 15.85 17.36 22.24 30.41 40.068 53.93
payments
(a) Amortisation 5.65 7.96 8.v1 11.03 14.55 21.37 28.98
(b} Interest - 6.10 7.89 38.85 11.21 15.86 18.69 24.95

payments

4 Net capital 12.34 16.78 13.81 29.86 27.41 9.13 -1.84
inflow (2-3a)

5 Net transfer(2-3Y8.25 9.09 5.16 18.45 11.55 -9.568 -26.79

Source :

¥

Economic Survey, 1992-93, Government of Indis.

Excludes borrowings upto 1 yesr msturity. External commercial
borrowings includes loans from commercial banks snd other
financial institutions, bonds snd FRNs, suppliers’ creditf, buyer
credits and credits from export credit agencies of econcerned
governments, IFC (W), private sector borrowings from ADB, etc.



CHAPTER III
FOREIGN POLICY OF INDIA : CONTINUITY AND CHANGE

Any country’'s foreign policy represents a continuous
dialogue . between the forces of continuity and change. As
Atal Behari VYajpayee remarked in 1977, "There 1s continulity
also and there is change also. Continuity isb more pro-

nounced; the change is more subtie."!

However, there are exceptions to the rule. hen change
is prompted by obvious national interest=z, backed by public
opinion and desired by the governing elite, it can be pro-

nounced, even publicized.

The study attempts to anmalvze the continuity and change
in the foreign policy of India in the context of objectives
of India’s foreign policy, the forces that determine the
relative weights of these objectives and India’' s pursuit of
these obljectives. India has had two sets of policy objec-

tives to woerk fTor in world affaire, from the very beginning.

One set has an international orientation and addresses
itself to the common concerns of the world from a8 third
wotrld perspective. It 1s here that the Non Aligned Movement
provided India with s useful external base from which to
operate in world affairs.

i. M.G. Gupta, Rajiv BGandhi’'s Foreign Policy: A Study in
Continuity and Change (Agra: MG Publishers, 1987), p.1.
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Indiea's naticnally accepted objectives thus 1ncluded
disarmament, world peace, creation of more pesace zones,
elimination of racism, colonialism, imperialism and adven-
turism; ensuring peaceful settlement of international dis-
putes, strengthening the Non-aligned Movement, reinforcing
Commonwealth ties, support to United Nations and achieving a
New International Economic Order based on balanced develop-
ment of world economy, through North—-South dialogue and

Scuth-Socuth cooperation.2

The pursuit of these objectives required the attainment
of sufficient international status which alone could give
India necessary leverage and credibility with others. For

this, India had to pursue another set of objectives.

This set of objectives, the more important one that
directly concerné. India, 1s guided by immediate national
interest and is determined by the exigencies of the time,.
By and large, Economic Development and Defence have been the
two pivotal areas around which these objectives have re-

valved.,

It must be noted here that India’'s foreign policy was
constantly reacting to and was influenced by the changing
2. Ibid, pp.2-3.

3. Radharaman Chakrabarti, The Political Economy of

India’s Foreign Policy (New Delhi : K.P. Bagchi and
Company, 1982), p.13.



configuration of powers in the region. The course of Indian
foreign policy was constantly reacting to and was intfluenced
by the changing configuration of powers in the region. The
course ofAIndian foreign policy was chiefly determined by
the convergence and divergence of interests between the five
states, namely, The United States, the Soviet Union, China,

Pakistan and India.

Therefore, the relative weight to be assigned to each
set and component thereof is determined by both internal and

external factors.

The internal factors include the country’'s political
economic and security situation, the availability cf re-
sources at India’'s disposal to translate foreign policy
concerns into action and the governing elite perception of
the urgency of each objective in relation to others. The
external factors could include the nature of the interna-
tional system, changing world scenario and changing regional

balances.

It must be noted that foreign policy has been one area
on which there has been a large measure of consensus among
India‘s governing elite. They do however differ in regard
tc the relevant operational accents and nuances of Indian
foreign pélicy with reference to specific issue—areas. The
point 1is that despite thr r differences in emphasis, they
thave not rejected the basic assumptions behind the policy of

non-alignment,; which is seen as the extension of national
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. . a
independence onto the international sphere.

Theretore, the concept of nonalignment is entrenched in
Indian foreign poliCy. Foreign gpolicy shifts do mot involve
deviation fram nonalignment per se. The =shifts tahe place
within the framewort of nonalignment, as interpreted by the
government of the time. If the Janata government wanted it
too represent equidistance {(fram the superpowers), Indirs
Gandhy interpreted 1t as " freedom to choose cur friends in
the mational interest’' . Fareignrn policy shifte are seern by
opponents as attempts to compromise nonalignment, India s
time tested basis of foreign policy. Particidlar interpreta-
ticns of nonslignment were dictated by national interests

m2re thar anything else.

Another polint worthy of note is that public interest 1in
Indian foreign policy 1s significant, to <=ay the least,
because of fear af, and potential threats from, two hostile
neighboure, Pakistan and China, eid Nehru's policy of taking
majar fareign policy issues to the public. Hernce public
gpinicn is & force to reckon with in determining the course

2t Indian foreign palicy.
The Early years of the Nehru Era

Until the Chinese aggression of 1962, security concerng

did not predominate Indian foreign peolicy, Developmenrtal
a., Shivaji Ganguly, “Continuity and Change in India’'s
Foreign Pelicy", India Ouarterly (New Delhi), vpl.34,

no.l, January-March 1978, p.72.



aspirations were given impetus and the principal focus was
on retaining independence as regards the conduct of fareign
policy while at the same time getting as much economic helgp
from as many sources as possible. Nehru's policy of nona-
lignment, which actually meant, a policy of being aligned to
every nation of the world in friendship on a8 basis of equal-
ity and for mutual benefits,5brought this goal within the

realm of the possible.

Nehru was internationally oriented in his political
vision. He wanted India to matter in warld affairs and took
pride in the belief that India did matter. He pointed out
that 'we might be poor, weahk, good or bad but India counts’.
Qur size, situation, status, plusAthe circumstances of the
world we lived in, as well as cur own fitful efforts, have
all enabled India to count in the international world.®India
had to take part in international politics with 1its own

policy and not merely as a2 satellite of another nation.

India‘s international standing was highest in the 19%0s
because of her strong adherence to the principles of nona-

lignment, She fearlessly followed non—aligned principles 1in

S. K.B. Lall, “Nehru and International Economic Coopera-
tien” in B.R. Nanda, ed., Indian Faoreign Policy, Nehru
Years (New Delhi: Yikas, 1976), p.187.

b. K. Shankar BRajpai, "We and the World® in  \lerinder
Grover ed., Iaternational Relations and Foreign Policy
aof India, vol.1l, (New Delhi: Deep and Deep Publica-
tions, 1992), p.509.

. GQuoted in Chakrabarti, n.3, p.l16.
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urging recognition of China (199%0), plaved a sagacious role
during and after the Korean war (19%1-533) at the Indo-China
Geneva conference (1994), during the Sue:z crisis (19346) and
in Lebanon (19358). India was looked upon as a leader of the
developing countries in Bandung (195%3%) and Belgrade (1961)
and was the obvious choice for the biggest UN Peace keeping

Force in Congo (19&0).8

The context of the cold war permitted India. due to its
non—-aligned starce, to play a disproportionately larger role
than its. actual capabilities. Moreover, India’'s non-—
alignment, simultaneously handled critics from both blocks.
On the one hand, non—-alignment was a logical extension of
India’'s nationalism on to the international sphere and, on
the other, it was an effective weapon to exercise freedom of

action in international politics.q
Vd

The Chinese aggression and after

The Chinese Aggressiocn af 1942 took India unawares,
thoroughly exposed her vulnerabilities and shattered her
illusions about her power status. Defence was tep priority
since then and security concerns influenced her i1nternation-

al economic relations as well. The US provided prompt

8. Jagat S. Mehta, "Forty Years of Foreign Policy" in
Grover ed., n.&, p. 515.

9. Rajen Harshe, "Indis ¢ FHon-RAlignment: An Attempt at a
Conceptual Reconstruction”, Economic and Pgolitical
Weekly (New Delhi), vol.25, no.7, February 17-24, 1990,
p.400.
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military assistance to India in 1962 and India was ready to
receive Western military aid. This did not require a formal
renunciation by India of her policy of non—-alignment though
great tempo was noticed in public debates concerning the
pros and cons of such a policy. All that it entailed was
the acceptance of a more forward looking perspective for the

future application of non—alignment.lo

The . years following the Chinese aggression upto 1971,
witnessed important changes in the configuration of powers
in the region owing to a widening of the Sinoc-Soviet rift
cand a steady growth in Sino—-Pakistan friendship. India’s
disillusionment with the US due to its wunreliability and
unpredictability added ancther cimension toc the changing

configuration.

Dur;ng the 60's India was perturbed by the Soviet
Union’'s overtures to Pakistan (as also the neutrality of the
Soviets during the Indo-Pakistan War of 1968 and at the
Tashkent Summit of ‘466 which restored peace) but curbed
extravagant reactions to the disturbing Soviet moves. By
1969, as the Soviet Union had gained very little leverage in

Pakistan against China, it decided to safeguard its position

10, Chakrabarti, n.3, p.39.
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in India.ll

The eguations Qetween the five powers stabilized by the
end of the 60's and culminated in the signing of a twenty-
yvear Treaty of Friendship and Cooperation between India and
the Soviet Union in 1971, to counterbalance the US-China-
Pakistan nexus brought about by the dramatic Sino-US rap-

prochement.
The Indo—-Soviet Friendship'Treaty of 1971

The treaty had two noteworthy feastures, First, 1t
.gou]d not be described as a military alliance, since there
were no provisions which explicitly provided for automatic
assistance by one party to another in case of aggression by
a third country. Second, the USSR upheld India'é policy of
nonalignment and reaffirmed that such a policy constituted
an important factor in maintaining universal peace and

. . . . -
international securlty.l‘

To a considerable extent, the treaty proved to be a
sufficient guarantee toc ward off threats to India’'s security
emanating from the US military presence in the Indian ocean.

It thus pitted India in a straight contest against Pakistan.

Though the treaty was signed between two unegqgual part-

11, Surjit Mansingh, India’'s Search for Power: Indira
BGandhi’'s Foreign Policy, 1966-1982 (New Delhi: Sage
Publications, 1984), pp.138-39,

12. Harshe, n.9, p.402.
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ners, the inequality in power relations did not pave the way
towards the conventional ‘dominant-dependent’ syndrome that
is common in the relationship between advanced industrial
countries and developing countries of the Third World.
India due to her large size, unlike most small Afro-Asian
states, always had the potential to exercise a measure of

avtonomy in foreign affair5.13

For instance, prior to the Indo-Soviet Treaty, India
had refrained from signing the Brezhnev Doctrine of collec-
tive security for Asia which was primarily aimed at minimiz-—
ing the Chinese presence :n the region. The Indian stand
was reiterated by Indira Gandhi during Brezhnev's visit to

India in 1973.14
Indira Gandhi’'s First Term ; Concentration on the Region

The dependence on food aid (PL-480), the humiliation of
the short—-tether policy of Johnson,thdevaluation of the
rupee 1in 1966 due to external pressure etc., created a
longing in the Indian mind for independence and power and

the age of realpolitik in India had arrived emphatically.

Indira Gandhi‘'s recognition of power as a crucial

determinant in internaticnal relations was her main contri-

13. 1Ibid.

14, Mansingh, n.1l1l, pp.149-90.
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bution to India’'s foreign poliCy.lsHer government acquired
the wmilitary and economic sinews of modernization often
equated with power. The attempt to strengthen India’'s
sinews was a response to popular demand. There was public
pressure within India to demonstrate potency and this influ-
enced Indira Gandhi. Two cutstanding examples of public
pressure are her policies on Bangladesh (the creation of
Bangladesh) and the implosioﬁ of a8 nuclear device at Pokha-

ran, for peaceful purposes.16

The fall-out of the 1971 Indo-Pak War

The Indo-Soviet Treaty of Friendship .of 1971 stood
India in good stead during the 1971 Indo-Pak War. Firstly,
it served an important purpose when the Soviets vetoed all
the resolutions which called for immediate cease-fire at the
Security Council of the United Nations.175econdly, i1t estab-
lished India’'s status in the region emptatically and follow-
ing the war, even the US recognized India’'s regional power
status (and South Asian neighbours condemned India’'s hegemo-
ny in the region) bu£ the US had no place for India in its
global scheme. Thére was external opposition. or at least,

lack of external encouragement to the idea of a powerful

15. Nehru had earlier made it a point to preach to the
waorld the wisdom of eschewving power politics.

16. Maensingh, n.l}l, pp.32-35.

17. Harshe, n.9, p.402.
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India.18

The mutuality of interests between India and the Soviet
Union resulted in the highlighting of convergences between
the two countries as regards foreign policy and the glossing

over of divergences.

Already, during the &0°'s the Saviet Union had gained
the reputation of being a rescuer and friend 1in need,
because of the discomfiture caused by America’'s hesitation
"to aid Indian heavy industry and defence production. The
1971 War only reinforcéd the image of the SoHviet Union as a
reliable friend and ally in the Indian mind. Therefore, no
major damage was done to the government’s damestic standing.
when India was soft in its criticism of some Soviet policies

on which the two countries disagreed.

Friendship with the Soviet Union, suspicion of the US
and commitment to non-alignment evalved as the basis of
Indian foreign policy. These perspectives have a strong

resonance in the popular Indian mind.19

Differences with the US on the Nuclear Issue

India openly challenged the US prescriptions for the
world order by refusing to sign the Nuclear Non-Prolifera-~
18. Mansingh, n.11, p.33.

19, K.N,HariKumar, "Trading Non-Alignment for High-

Tech?:Rajiv's Second US visit", Economic and Political
Weekly, vol.23, no.17, 23 April 1988, p.8BS3.
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tion Treaty aof "68 on the grounds that 1t was discriminatory
and by successfully conducting a nuclear 1mplosion (for
peaceful purposes ) at Polkharan in 1974, America exerted
pressure on India after 1973 by delavyving, restricting and
denying consignments of fuel for the Tarapur Atomic Power
Station {(TAPS). The US exacted a high economic cost from
India for these delays, because TAPS ran below capacity and
the Power PReactor Fuel PReprocessing Plant at Tarapur was
forced to lie 1dle. But Indis did mot amend 1ts stand on
the Tarapur Agreement (of 19s83. A mutually acceptable

. . 20
colution was eventuall. worked out in 1982,

The Soviet Union did not condemn the explosion at
Potharan despite i1ts earlier prescures on India to sign the
NPT . As Bhabani Sengupux pointed ocut, both preferred not

. ) . . "
to rupture their overall relationship over any one issue. 21

Indira Gandhi’'s first term as Prime Minister was marked
by turbulence in Inde-US relations., Relationes between India
and the United Statecs plummeted after the 19271 war and
differences were manifected in umpteen ways. For 1instance,
the US opposition to the IDA loan to Indis in 1972 for the
purchase of oil tankercs, was the fircst time the US had vaoted

against a loan to India which was supported by ever, other

290. Mansingh, n.11, p.103.
Z1. Quoted in Ibid., p.138.

22. 1Ibid., p.91.
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Again, India vehemently protested agaeinst the Diego
Garcia base 1in the Indian ocean, even more <o with the
participation of the Pakistan Navy in American sponsored

. <
naval exercises in the Indian Ocean during 1974.*3

The US was critical of the declaration of internal
emergency in 1975. The Soviet Union was supportive through-
out Indira Gandhi's tenure, ignored her when she was out of
power and befriended her again when she returned to power in

1980.

It must be noted here that tangible power alone 1s not
an adeguate basis for interstate relations. The challenges
faced by India demand a fusion of clear moral purpose with

the physical dimensions of power.

The fundamental dilemma of power facing India has been:
how to be strong enough to prevent encrocachment on national
interests by outside powers and yet avoid intimidating small
neighbouring states. 2%ach government has tried in its own
- way to resoclve this dilemma, but none has been fully suc-—

cessful.

The remarkable thing about Indira Gandhi‘'s foreign
policy was that 1t enjoyed a3 strong naticnal consensus

although in the early 80's a growing number of intellectuals

23. Ibid.. p.93.

24. Ibid., p.33.
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pushed an alternative neighbourhood policy based on equality

. i
and cooperation of regional partners.*s

The Janata period: Some observations

The election to power of new governments in the US
(headed by Carter) and in India (headed by Morarji Desai)
and the Janata Government's campaign promise of ‘genuine

non-alignment’ (and also the promotion of a good neighbourly

policy) raised hopes but there were nc major changes 1iIn
foreign policy for,' as one analyét put it, "feasibility of
changes 1in external relatic .= - say, in the context of
normal political chanée - 1315 not only dependent on the

continuing saliency of the bazic dzterminants of a country’'s
foreign policy but also on the orgsnisational process that
gperationalizes the same. These remarks tend to highlight
the limits within which the Janata Government has been
conducting India’'s foreign policy. To the extent there are
new players and newly emergent issue—areas, much may happen
in India’'s foreign _poliCy. but little is 1likely to

Change.“26

The early 1980°s

‘Foreign Economic Policy ' became extremely important in

the early 80°'s. India relied on multilateral assistance

25. Bhabani Sengupta, "At Ease with the World" in Grover
ed.,n.6, p.23Q.

26. Ganquly, n.4, p.73.
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rather than bilateral tiec with the US to overcome balance

of payments difficulties since the mid 1970's.

Throughout the BOs, the governments of India and the US
have disaqgreed about India’'s need for balance of payments
tinancing and multilateral axd.27The assumption of power by
FRonald Reagan as President of the United States in January,
1981 led to a new qQulf in economic theory between the two

countries.

The Reagan administfation was skeptical of multilateral
aid and preferred bilateral aid because it appeared to give
the US mare flexibility and control in channeling aid to
particular countries. The free market was stressed as the
best cure for the poverty of developing nations. Conse-
quently, the us reduced funding for the Seventh
IDAreplenishment and India, as the largest recipient of IDA

credits had to bear the brunt of the policy changes.28

As one analyst observed, the administration’'s brefer—
ence Tfor bilateral security aid over multilateral develop-
ment aid automatically favoured some countries such as

Pakistan, Israel and E1 Salvador which are allies of the US

27. Sarbjit Johal, "India's Search far Captial Abroad: The
US Relationship"”, Asian Survey (Berkeley,CR.,) vol.29,
no.10.0ctober 1989, p.271.

28. Ibid., p.273.
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to the disadvantage of other countries such as India.2?

India's preferred sources of funding were, in order.
grants concessional aid, soft "blends’, of concessional aid
and near—-market World Bank loans, hard ‘blends’, World Bank
loans and commercial borrowing. However, reduced conces-
sional aid and a hardening of multilateral aid terms,
prompted the government to develop a new policy. In keeping
with this policy, first, the government strongly pressed for
continued concessional aid in multilateral and bilateral
forums and second, it increased World Bank borrowing for
specific sectors - for erxample, energy, where foreign ex-
change could be saved. Finally, it decided to tap new

spurces of development funds such as the ADB. 30

India reversed its earlier decision, taken in 66 not to
tap small ADB funds in 1981 when it announced its intention
to borrow from the ADB. Despite US opposition, India won
agreement 1in principle to borrow from the ADB. India
received 1ts first locan in 1984, the vear inz which China

became a member of ADB. 3t

Liberalisation of the Economy and betterment of Indo-US
Relations

29. Gery MWasserman, "The Foreign Aid Dilemma", Washington
G.arterly, vol.6, no.l, Winter 1983, p.Z214.

30, Johal, n.27, p.978.

31. Ibid., pp.980-81.
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Notwithstanding the conflict of theory and ensuing
disputes in multilateral lending agencies, the vyear 1982
witnessed the beginning of a reversal in India’'s 1image in
- the US as well as growing American participation in. India‘'s

foreign trade and domestic industry.32

Care was taken to emphasize_that liberalization was not
the result of external pressure but was a8 conscious decision
of the government taken in the national interest. For
instance,' when the government was accused of surrendering
- India's sovereignty following the huge IMF loan of SDR 5
billion contracted in 1981, it_quickly assured. that the
govgrnment had already decided that economic liberalisation
and adjustment were needed to increase production and effi-
ciency and that the IMF locan merely added an additional

measure of discipline.:”3

Therefore, the B0's witnessed growing encouragement to

foreign trade and private foreign investment.

)

Indo-US relations began to impraove around 1983, The
Reagan administration let go of its image of India as a pro-
Soviet power and the two governments agreed to separate the
relatively easeful bilateral relations from the many glaobal

multilateral issues and concerns an which they could hardly

32. Mansingh, n.i1, p.117.

3%. Johal, n.27, p.977.
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agree.34

The Collective Pursuit of Common Interests by the Third
World

As regards the collective objectives pursued by the
Third World through the Non Aligned Movement (NAM) there was

a discernible continuity.

Peace, freedom, development and international justice
formed the themes from which these objectives were drawn.
More specifically two issues on which NAM has consistently
applied its collective pressure on the developed world werve
the reconstitution of the international economic system by
correcting imbalances and ensurance of the safety of human-
kbind by banishing nuclear weapons from the face of the

earth.

It must be noted that the ability of the Third World,
to gain through collective action has been dependent, to a

large extent, on the strength of the Non Aligned Movement.

M.S. Rajan has drawn attention to the paradoxical
situation with respect to the Mon Aligned Movement where the
increase 1in membership from 25 at Belgrade in 1961 to @93
plus at Havana 1n 1979 was accompanied by an erosion of its
credibility. The increasing number of conflicts petween and

among non-—-aligned states is one of the factors responsible

4. Sengupta, n.29, p.9Z5,
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far the weakening of the movement .>>

In the early vyears of nonalignment, there were very few
intra~nonaligned conflicts, but with the easing of cold-war
tensions and increasing numerical strength, a number of

disputes arose, especially in the 70's.

M.S. Rajan attributes this to the widening gap between
the theory and practice of nonalignment by the nonaligned
countries, which began to practise the traditional power
model in internaticnal relations contradictory to the theory
af naonalignment and took recourse to arms in order to settle

their disputes.36

What was even more deplorable was the use of the forum
of nonaligned conferences to ventilate bilateral differ-
ences., India was opposed to this practice and expressed the
view that bilateral differences should be resclved by direct
negotiations. It stressed the unity of the nonaligned
nations for achieving common objectives such as the goal of

‘a better economic order.37

33. M.S.Rajan, "Non Alignment : Dichotomy Between Theory
and Practice in Perspective”, India Quarterly, Vol.34,
no.1, January-March 1980, p.4a4.

36. 1Ibid., p.99.
37. Kapileshwar Labh, "Intra Aligned Discords and India”,

India GQuarterly, Vol.38B, no.il, January-March 1982,
p.71.
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Foreign Policy of India under Rajiv Gandhi

Rajiv 6Gandhi piloted India's foreign policy through a
rapidly changing global environment. Foreign policy was
very important to him and whether ar not he formally made
himself the foreign minister, he kept control of the formu-
lation, projection and implementation of India's foreign

policy and diplomacy.

Rajiv Gandhi tried to integrate Jawaharlal Nehru's
orientation to world politics with Indira Gandhi’'s focus on

regional pre-eminence.

In the first major policy statement to the nation on
All India Radic and Television, Rajiv Gandhi said that, as
for defence and foreign policy, "the first prerequisite 1is
peace—peace with our neighbours and peace with the world”.
Promising continuity, he said, "Jawaharlal Nehru begqueathed
to us a foreign policy, wh;ch Indira Gandhi so creatively
enriched. I shall carry it forward. I reaffirm our adher—
ence to the United Nations, to the Non Aligned Movement and
to our opposition to colonialism, old or new. We are deter-—
mined to work for narrowing international economic dispari-

ties."38

Raiiv Gandhi through his frequent visits abraoaad was
able to project to the world an India embarked on the path
of modernization, an India which was less doctrinnaire and

more pragmatic than befaore and an India whose concerns

38- Gupta, n-l, pp-lO‘ll.
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overlapped with the fundamental problems facing humanity.39

There was a continuity in the orientations of India’‘s
foreign policy as regards issues of global concern. Peace,
Freedom and Equality still formed the central themes.
Howe&er, it must be added that although there were no funda-
mental changes, there were changes brought about by the rise

to pre-eminence of many new issues in the global agenda.

This can be seen fraoam the fact that saving the world
from ecoclogical disaster was just as important as saving it
from nuclear annihitation. RajiV'Gandhi emphasized with
equal fervour the importance of a new international informa-
tion and communication arder “which effectively reposes in
countries their right to know and their right to inform', a
new international economic order that ‘presses into service
of all peoples the resocurces of finance and science and
technology’', and a new international political order based
on the principles of peaceful coexistence and a UN system
which is effectively able to verify and monitor the mainte-—

nance of peace through peaceful coexistence.4o

Rajiv Gandhi conducted his country’'s foreign policy at
a time when the integrative thrusts of science and techno-

logy compelled united efforts to tackle global problems.

The OGroup of Six, six nations from five continents,

39. Sengupta , N.25, p.528.

40, Ibid., pp.526-7.
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namely, Mexico, Greece, Sweden, India, Tanzania and Argenti-
na, which represented the developed and the developing,
nonaligned and the aligned, in their New Delhi Declaration
of 1985, called for an immediate halt to the testing, devel-
opment and production of nuclear weapons and their delivery
systems. This was to be followed by substantial reductions
in nuclear stocks, leading eventually to the elimination of

these fearscme weapons of mass destruction.41

The Group of Six raised their collective voice against

nuc lear superkiil and ecological disaster.

Abroad everywhere, whether it was racism or apartheid,
terrorism or peril of nuclear war, North-South dialogue or
South-South cooperation, Rajiv Gandhi cast his weight on

the side of moderation.42

One issue on which he battled hard was apartheid in
South Africa. He rallied at the Commonwealth Heads of
Governments’ meetings 1in Nassau and London for economic
sanctions against Scuth Africa but was effectively blockaded
by the Prime Minister of the United Kingdom, Margaret
Thatcher. He, however, scored two small successes, the
creation ot the Fund for Action for Resisting Invasion,

Colonialism and Apartheid {(the AFRICA Fund) to help front-

41. Rajiv Gandhi, Statements on Foreign Policy, September-—
December 1985 (New Delhi: Ministry of External Affairs
of the Government of India), p.%90.

42, Gupta, n.1, p.18.
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line states of Southern Africa, which did not collect much
money, and the appointment of a team of Eminent Persons to
report on the brutal rigours of apartheid. He was an ardent
champion of Namibian independence and offered India’s
friendship and cooperation to the GBovernment that was to

take over there in April, 1990.43

Rajiv Gandhi's crusade for peace, freedom and equality
in the world would have had a greater impact had he concre-

tised his concepts in South Asia.
Iﬁdo-US relations under Rajiv Gandhi

During the 1985-89 périod, once again rapid transforma-
tion in world scenario guided the course of India’'s foreign
policy, more so, vis a8 vis the United States and the Saoviet
Union. With the advent of Gorbachev, there was an easing of
tensions, and a new detente between the superpowers ensued.
Ra‘iv Gandhi made good use of the new detente to build
bridges to the United States, as, given the situation then,
it did not endanger friendly relations with the Soviet Union

in any way.

As regards India‘s relationship with the US under Rajiv
Gandhi, the key word was ‘technology’'. Rajiv Gandhi was
keen on modernising both the industrial and defence sectors.
His cherished dream of taking India intoc the twenty—-first

4%, Sengupta, n.25, pp.525-6.
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century through hi—-tech was a major influence on the course

of Indo-US relations under Rajiv Gandhi.

Growing defence ties with the US was viewed with skep-
ticism in some quarters. One reason for this was the United
States’' reputation for being unreliable and unpredictable on

this front. The lessons from Tarapur were not forgotten.

Ancther reason, pointed out by a section of articulate
opinicn is that the price that India was paying for its
growing defence ties with the US was a3 gradual dilution or
minimisation of criticism on US palicies and actions around
the world, thereby making a aifference to the quality of its
non-alignment. It must be added that India‘s urge to avail
of American investment and technology, setting aside differ-
ences in politico-strategic perceptions was welcomed by the

mainstream press of the country.44

It has also been pointed ocut that the spurt in technal-
ogy transfers to India from the US in the late 80°'s did have
political connotations. As one analyst observes, obvious
differences between India and the US over many foreign
policy issues, brought about by India‘s policy of nonalign-
ment and refusal to oppose communism were definitely a cause
for véry little technolagy transfer of significance to
India's aspirations from the US upto the mid 80'e=. After
wielding the stick for so long, the US finally offered the

44, Gee, for instance, Hari Kumar, n.19, pp.848-53,
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carrot of technology to India. thereby, also furthering its

own interests in the South Asian region.45

Another aspect of Rajiv Gandhi's relentless pursuit of
technology is that he vigorously sought direct private
foreign investment, especially from the US, in terms of
capital vand technology. This had to be accompanied by the
creation of a conducive atmosphere for foreign investment
flows and hence suitable changes in investment laws and

opening up of the economy were inevitable.

Besides bringing Indian governing elite economic per-
ceptions closer to that of the US, Rajiv Gandhi went to some
lengths to please the US administration, Congress and the US
private sector to have high technology for India. This he
did despite his shift towards an anti-US anti-Pakistan
stance, which had become louder and more strident with the
deepening political c¢crisis caused by elecfcral setbacks,

political and organisatiocnal mismanagement.46

A change was discernible in India‘'s foreign policy vis

a vis the US on the following counts.

Firstly, Rajiv Gandhi kept direct attacks on the US on
global issues to a minimum. For instance, he expressed deep

concern for the planet’'s downtrodden; emphasized the impor-

43. Gursharan Singh Dhanjal, “"America’s Technology Trap”,
Mainstream (New Delhi), vol.27, no.18, January 28,
1989, p.37.

46, Hari Kumar, n.19, p.848.
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tance of South-South coopération for a better bargaining
position in its parleys with the North but did not direct
his anger at the powers that have been res—-ponsible for the
Third World's misery and degradation. He condemned imperi-

alism, but did not mention the US by name.47

Secondly, the US was not directly implicated as far as
possible in issues concerning the US and third countries.
For instance, he expressed anguish at 'foreign intervention’
in Nicaragua without pointing an accusing finger at the US.
He paid tributes to Vietnam’'s struggle to gain independence
and his government extended more econhomic aid to Vietnam
than any other country. But he stopped short of recalling

the American role in Vietnam.qe

Thirdly, his silence on the Libvyan issue in his adaress
to the NAM summit meeting at Harare in 1986 and the soften-
ing of India’'s stand towards Israel, manifest iIn Indis’'s
decision to play the Davis Cup match with lsrael, as alsoc in
the granting of visas to Israeli citizens, espec1ally.acade—
micians, a few months after the American Congress had been
critical "of India’'s negative stand on Israel were seen as
departures from non—élignment. In the UN debate on the issue
of Israel ‘s action against Palestinians in the Gaza strip
and elsewhere in December 1987, the Indian Ambassador to the
47. Sengupta, n.25, pp.325, 226.

48, 1Ibid., p.325.
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UN protested vehemently only when Israel compared its occu-
patian of Arab territary and actions therein to - the role

played by the IPKF in Sri Lanka.d?

Fourthly, the toning down of India’'s criticism of US
arms sales to Pakistan and instead focusing on seeking
compensation in the form of technology has been viewed as a

significant shift in India’s foreign pdlicy.so

His overtures to the US, however, stopped short of
signing the NPT or working cut a regional or bilateral
version of it. Rajiv Gandhi’'s obsession with high technolo-
gy»could have been seen by the US as a point of vulnerabili-
ty on which they could exert pressure and exact compliance

from India on the NPT,

The United States’ anxiety to prevent nuclear prolifer-—
ation and a subsequent nuclear arms race that could result
in instability in the South-Asian region must be placed in

perspective.

The US had drawn Pakistan into a strategic consensus
for it wanted a strongheold in Asia, more so after the fall
of the Shah of Iran. Hence, it stepped up military and

economic aid to Pakistan despite suspicions of its nuclear

programme. Nevertheless it was anxious and under pressure
to prevent nuclear proliferation in the region. Hence it
49, Ibid.

50. Hari Kumar., n.19, pp.848-9.
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tried the carrot and stick approach, using ‘“hi-tech’ with
India and "aid’ with Pakistan. This can be seen from the
fact that a US Senate Sub Committee resolution proposed cuts
in military aid to Pakistan and hi-tech to India if either
does not accept the non-proliferation regime. The Indian
response was so ferocious that the US rapidly withdrew the
resclution not wanting to damage improving relations too

greatly.51

Rajiv Gandhi’‘'s stand on the NPT, which he described as
‘an  unequal treaty, a euphemism for & nuclear weapons
oligopoly',szhas begn remarkably clear. Hie stand of oppos-—
ing the treaty on the grounds that 1t was discriminatory and
failed to prevent vertical proliferation, is (n keeping with
India’'s consistent policy on this issue, perhaps a8lso be-
cause any deviation from past position on this would have
had severe domestic repercussions. He was also opposed to
the idea of either bilateralising or regionalising the NPT,

which is an international treaty with universal application,

It can be inferred that the combined effect of a re-
lentless pursuit by Rajiv Gandhi and US national interests
brought about some technology transfer to India, though the
prudence of the policy itself has been questioned in some
o1, Ibid., p.853.

52. Rajiv Gandhi, Statements on Foreign Policy, September-—

December, 19846 (New Delhi: Ministry of External Affairs
of the Government of India), p.71.
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quarters. Nevertheless, there was a general improvement of

Indo-US relations.

But the invocation of Section ‘'Super 301’ provisions of
the US Trade Act (1988) in May 1989 to identify India as an
unfair trading partner once again highlighted the large

areas of divergence of interests in Indo-US relations.
Strengthening of India’s bond with the Soviet Union

The period 1985-89 saw & boost in Indo-Soviet relations
as well. Rajiv Gandhi took over as Prime Minister of India
about the same time as Gorbachev took over as General Secre-
tary of thé Communist Party of the Soviet Union (CPSU).
Besides this welcome coincidence, the personal rapport
achieved between the two leaders during Rajiv Gandhi’'s three
visits to Moscow and the two visits of Gorbachevy to New
Delhi in the 85-88 periad, buttressed Indo-Soviet relations
in a big way. Friendly cooperation between the two countries

was erxtended by agreement to the end of the century.53

The thinking of the two leaders on domestic and inter-—
national affairs was similar and both had their sight fixed
on the future rather than in the past as emphasised by the

Delhi Declaration issued by the two in New Delhi on November

83. Sengupta, n.25, p.S224.
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27, 1986.°4

Rajiv Gandhi became the world’'s most vocal, most con-
sicstent and most genuine admirer of Gorbachev's innovative
bold New Thinking. He fervently supported Gorbachev’'s peace
initiatives, his 'perestroika’ and ‘glasnost’ in interna-

tional relations.

During the 1985-89 period, India’'s political, military

and economic ties with the Soviet Union were expanded.

Gorbachev authorized a total of 7.3 billion roubles
credit toc India in the 1985-88 periodf It has been observed
that the 1 billion rouble credit extended to India in May
1985 was given to a new government headed by a young Prime
Minister keen on improving ties with the US and hence could

have had political connotaticns.55

Rajiv Gandhi supparted all peace initiatives of Gorba-
chev and stood firmly by the Soviet Union on Afghanistan and
by Vietnam on Kampuchea. After the annocuncement of
Gorbachev’'s decision to withdraw all Soviet troops from
Afghanistan by March 15, 1988, he deployed India‘'s diplomacy
to help Moscow and Kabul get & comprehensive political

34. 1Ibid., Also see Maharaja Krishna Rasgotra ed., . Rajiv
Gandhi's World Viemw (New Delhi: Vikas, 1991), pp.231-
241. The Delhi Declaration is reproduced in Annexure I
of the book.

55. Santosh Mehrotra, India and the Soviet Union: Trade and

Technology Transfer (Delhi: Oxford University Press,
1921}, p.é8.
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settlement in Afghanistan.56

India’s defence imports from the Soviet Union also

remained substantially high during the 85-8%9 period.

On the whole, improvement of ties with the US did not in

any way hamper the strengthening of ties with the USSR.
India and the South Asian region : 19285-89

The greater part of Rajiv Gandhi's first term as FPrime
Minister, 1986 to most of 1988, witnessed an assertion of

India's strategic power in South Asia and the Indian QOcean.

This power was used in 1987 in S+ri Lanka to keep peace
between Tamil militants and the Sri Lankan armed forces
under the Indo-5ri Lanka accord when India sent the Indian

Peace Keeping Force (IPKF) to Sri Lanka.

The Sri Lankan government turned to Indis as no majar
power was willing to offer assistance at the risk of offend-
ing India. The IPKF role in Sri Lanka was publicly and
officially praised by the US, USSR, UK and even the Chinese

. s -+ S7
did not criticise it.

Neverthelecss, the IPKF operations cost India dearly as
they were s major strain on the exchegquer and besides, India
had been drawn into a major battle with the Liberation
36. Sengupta, n.25, p.528.

57. 1Ibid., p.331.



Tigers of Tamil Eelam (LTTE), instead of keeping peace and
heavy casualties resulted. The Indian government felt
insulted when suddenly on 1 July, 1989, Sri tanka wanted the
IPKF withdrawn by 29 July, 89. Soc, eventually India’'s good
offices backfired and India’' s image and pride suffered @&

setback.SB

India was called upon to protect the regime in Maldives
in 1988 from an attempted coup by a group of ©Sri Lankan
mercenaries hired by a disgruntled Maldivian. India prompt-
ly responded and organised a guick and successful rescue

operation.59

Both the interventions received loud or tacit support
from the major powers and were denocunced or criticized 1in
the South Asian neighbourhood by Pakistan, Bangladesh and

Nepal.éo

Relations did show signs aof improvement with both
Pakistan and China but concrete solutions tc outstanding
problems were not arrived at. With China, one notewarthy
improvement was that the border issue was separated from
other bilateral 1issues, the relationship was no longer

hostage to the territorial dispute.

58. ©See Satish Kumar ed., Year Book on India‘s Faoreign
Policy, 1990-1991 (New Delhi:Tata McGraw Hill, = 1991),
pp.173-179 for a detailed account of the withdrawal of
the IPKF.

59. Sengupta, n.23%, pp.5IS-6.

60. 1bid., p.531.
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The foreign policy issues that created animated discus-
sion in India chiefly related to the neighbourhood - Paki-
stan, Sri Lanka, China; to a lesser extent, Nepal and Ban-

gladesh.61

It can be inferred that Rajiv Gandhi’'s ideas of peace
and non-vioclence had not been concretised in South Asia and
that his attempts at integrating NMNehru's international
orientation with Indira Gandhi’'s focus on tegional pre-

eminence were, to say the least, unsuccessful.

To conclude, India’'s striv ng for & place in the inter-
national sum of weaith and power can be seen from the above
analysis. Whether it remained a dream or became a realistic
pursuit was determined by the need of the hour, force of
circumstances and the perceptions and capabilities of the
leaderéhip. Throughout its post independence history,
India has had some say in international affairs, either as
an individual actor or as an important member of the Non-
Aligned Movement. After 1971, India's status in the South

Asian region has been recognized and respected.

Any deviation on India’'s part from its declared stance
of "independent conduct of its foreign policy’ was likely to
face severe criticism both within the country and éutside

owing to India's relatively high profile in comparison to

51. Ibid., p.3541.
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many under developed countries.

Having analyzed some aspecté of the economic dependence
of India and the foreign policy of India separately, the
study proceeds to analyze the linkage between the two in the
85-89 periocd and place it in perspective to get a8 clearer

“picture.
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CHAPTER 1V
ECONOMIC DEPENDENCE AND FOREIGN POLICY OF INDIA: 1985-89

"Ultimately foreign policy is the outcome of economic

3f

policy...

Jawaharlal Nehru1

It 1is precisely this inevitable link between the two
that led to the expression of fears of India's sovereignty
being at bay during this period (1985-89). The governmént's
policy of liberalisation and privatisation of the economy
b}ought India’'s geoverning elite economic perception closer
to that of the developed market economies of the west. The
improvement of India’'s ties with the countries of the west,
the US in particular was seen as a natural corollary which
could have far reaching implications for the future course

of India’'s foreign policy.

The Indian mind had been tuned to a set pattern of
friendship with the Scviet Unicn and suspicion of the US,
partly owing to their response to the Indo-Pak conflict.
Differences in the perceptions of India and the US on a
majority of issues and agreements with the Soviet Uniocn on a
vast number of them had received enough attention. There-~

1. Quoted in Radharaman Chakrébarti, The Political Economy
of India's Foreign Policy (Mew Delhi: K.P. Bagchi &
Company, 1982).
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-fare, understandably, growing Indo-US ties wunder Rajiv
Gandhi were viewed with a mixture of apprehension, caution

and hope.

It must be noted here that, when economic dependence is
liberally defined to include any dicstinct and continuous
aéymmetrical economic relationship, some countries of west
Europe and OPEC countries, for instance, will qualify but
they are nat considered i1n the study. Only the US and the
USSR, two countries which have such substantial intereste in
world affairs that they would link economic benefits accru-
ing from relations with them to foreign peolicy changes

favourable to them are considered.

The <cstudy approaches the question of linkage betwueen
economic dependence and foreign policy from the point of
view of the weater ctate in the relaticnship. Before pro-
ceeding .to analyse the linkage between economic dependence
'énd foreign policy, some aspects of the convergence and
divergence of interests between India and the US and Indis

and the USSR must be noted.

The large areas of divergence of interests between
India and the US covering a whole range of issue areas from
strategic perceptions in the South Agian region to percep-
tions onn global i1ssues like disarmamenrt, led analysts to

express reservations about a gualitative change in Indco-US

1}

m

X
|

relationes. PDespite the growing amicability in Inda-U

changes during this period, a fundamental change 1in their
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. . 7
nelicies towards each other was not anticipated.~

By implication, no change in the US record of wusing
ecanomic benefits to ewsct foreigrn policy changes favourable
to 1t was evpected and hence., the government hasd to proceed

with some amoaunt of caution.

The convergence of interests between India and the
Soviet Unicn, Indis’'s time—-tected and reliable friemnd wae
only too well trnown., The mutualit, of interests between the
twa countries ensured that there was respect for India ¢
stance as also an attempt to accommodate each other s point

af view.

The study attempts to armalv:e the effects of economic
dependence on tforeign palizy by considering the foreign
policy positions taten by India on some important 1ssue
areas with respect to the US and the USSR, This necesci-
tates, &5 an initial step, a broad categorization of foreign
pclicy poeitions and & clascification of issue areacs to  be

coneidered.

Ancy two countriec can reaconably bhe expected tc have

2. CSee for instance, Maya Chadda, "India and the United
States : Why detente won ' t happen” in VYerinder Grover,
ed., International Relations and Foreign Policy of
India, vol.s6,. (Mew Delhi: Deep and Deep Publicaticne,
1992), pp.132-152.

Also <see Shanbkar RBajpail, "l-sdia' = PRelatione with the

United GStates"” i Satich kumar ed., Year Book on
India’'s Foreign Policy, 19892 (Mew Delhi: Sage, 19°90),
p.17%.



areas of convergence and divergence of interests and percep-
tions which lead to agreements or disagreements on specific
foreign policy issues. The foreign policy positions taken
are influenced, besides this factar, by the interplay of

various forces in the external and domestic environment.
Foreign Policy Positions : A Categorization

The study does not attempt to provide an  exhaustive
list of foreign policy positions. Instead, the attempt is to
identify categories of foreign policy positicns taking into

account the Indian context.

The starting point in the categoriration of foreign
policy positions is the one made by Richardson. He i1identi-
fied four positions, namely, compliance, cansensus, dissen-—

sus and defiance acs noted earlier in Chapter 1.

He pointed out that, we may regard as compliance only
those agreements wherein one of the twe countries suczeeds
in convincing the other to adopt s policy position contrary
te its original intent. Compliance implies influence and
consensus refers to policy agreement that may not include
prior consultation and does not dencte one party ' 's capituls-
tion. Similarly dissensus refers to policy disasgreementcs in
which neither country attempts to persuade the other. Defi-

ance, 1s a country'se refusal in the face of effarts by a

(& d
mn

cecond country ta influence the first to compromise 1



. original policy intent.3

It is, however, extremely difficult to draw a line
between consencus and compliance. For the purposes of this
analysis, only those agreements in which (i) the application
of considerable pressuré by one country on the other 1is
explicit and (ii).the original intention aof the latter was
diccernible and ite stand had been reversed subseguent to
the application of pressure constitute compliance. Similar
conditions apply for the distinction between dissensus and

defiance.

That leaves consensus and dissensus to include a wide
range of agreements and disagreements respectively. There-
fore, a further division of these categories becomes essen—
tial. Keeping 1in view the particular Indian conditions,
consensus has been subdivided into commonality consensus and

accomodative consensus.

Commonality consensus represents agreements on the
basis of commonality of interests and perceptions and hence,

there is no need for either influence or prior consultation.

Accommodative consensus represents agreements where one

state accommodates to a certain extent the interests or

perceptions of the other prompted by its own national inter-

3. Neil Ricnardson, "Economic Dependence and Foreign
Policy Compliance: Bringing Messurement (Closer to
Conception” in C.W.Kegley Jr., and P.J. McGowan, eds.,
The Political Economy of Foreign Policy Behaviar
(Beverly Hills: Sage, 1981), pp.89-20.
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ects. Here there is implicit pressure or subtle attempts by

the latter to influence the former.

Dissensus has been subdivided into simple dissensus and

critical dissensus.

Simple dissensus represents disagreements based on
differences of perception and interests where there 1is no
attempt by either country éo persuade the other to alter its
position and there is no vehement criticism of each other’'s

policies.

Critical dissensus :":presents disagreements where the
two countries not only disagree but one country alsc strong-
ly criticises the stand or poilicy of the other. Normally, in
such cases, there is mutual criticism of policies. Neverthe-
less, here explicit pressure is not used to exact a policy

shift.

As regards defiance, when explicit pressure is used
time and again by one country to alter the other ' s stance on
any particular iséue and the second country has effectively
resisted such pressure long encugh for such defiance to be
dubbed routine, such defiance gqualifies as habitual defi-

ance.
Claésification of Issue Areas
The classification of issue areas is as follows
(i) Visiple issues which are those issues which have gained
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prominence and on which there is a general consensus
and a strong stance taken. As these issues normally
have symbolic value added to them, compliance on these
issues 1s seen domestically as abject surrender and
defianée as &8 show of strength.

(ii) Issues that directly impinge on the national interests
of the country, especially national security and econo-
my.‘ In this case, this category also includes 1ssues
concerning the South Asian regicon, China and the Indian
Ocean.

(i1ii) Issues pertaining to the common concerns of third
world countries. (usually issues taken up by the Non-
Aligned Movement).

(iv) Issues of global concern

(v) Other issues

Having categorized foreign policy positions and having
classified issue areas, the study proceeds to make some
observations on economic dependence of India and its compo-

nents during this period.

During the_1985—89 period, the 'technolagy’ caomponents
of trade, aid and investment (technology imports, technolog-
ical assistance, technological collaboration) are to be
given relatively more weightage than others, as, owing to
the 1importance attached to it by the leadership in India,
‘technology’ provided the maximum leverage for attempts to

influence India’'s foreign policy.



This does not imply that other components like invest-
ment of capital, other forms of aid, other items of trade or
the external debt situation did not contribute significantly
to Indié's economic dependence. Nevertheless, although
economic dependence is the cumulative effect of dependénce
resulting from all its éomponents, some of them are more
likely to be seen as points of vulnerability on which pres-

sure can be applied.

Economic Dependence and Foreign Policy of India with respect

to the Soviet Union

Considering the link between economic dependence and
Foreign Policy with respect to the USSR, the striking fea-
ture was the mutuality of interests as far as economic ties
go and a commonality.of interests as regards foreign policy.
Notwithstanding the large amounts of loans authorized by the
Soviet Union to bolster Indo-Soviet trade and the large
imports of Soviet weapons by India during this period, trade
or aid flows were not used to exact policy shifts from

India.

There have been instances of Soviet pressure on Indisa
toc alter her foreign policy stance in the past. For example,
India effectively defied Soviet pressure when it refused to
sign the NPT as alsc when it did not accept Brezhnev's plan

for Collective Security ih Asia.
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Nevertheless, during the périod under consideration, no
such instances were discernible. India and the Soviet Union
seemed to agree on almost all issues. There was the occa-
sional disagreement but a communality cansensus-simple

dissensus pattern prevailed.

The effects of economic dependence aon the US on India‘s

Foreign Policy

Before going into the foreign policy consequences of
India's economic dependence on the US, the following facts
pertaining to India’'s economic dependence on the US during

the 85-89 period must be noted.

The United States on an average, accounted for ardund
10 per cent of India’'s imports and 18 per cent of India’'s

exports during this periocd (85-86 to 88—8?).5

Fresh investment approvals (amount) from the US formed
28.77 per cent of total fresh investment approvals during
this period (85-89). The US accounted for around one-fifths
cf the total number of collabeorations approved between 1981

and 198%.3

As regards aid, both bilateral aid and multilateral aid
from the IBRD, IDA are considgred owing to US influence 1in

4., See Tables $,6. All tables are at the end aof Chapter
I1.

3. See Table 11.
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multilateral lending agencies, as has been observed earlier.

US bilateral aid accounted for a meagre 2.17 per cent
of total aid utilized during this period. IBRD accounted for
30.86 per cent of total aid utilised and IDA accounted for
.26.6 per cent. Together, the IBRD and IDA accounted for
S57.46 per cent of total aid utilized. One point worthy of
note is that from 1987-88, IBRD contributed more than IDA to
ald utilized by India.®The decreasing share of IDA in total
aid is in nco small measure owing teo US policy on multilater-

al lending.

'Shrinking amounts of concessional aid forced India to
resort to commercial borrowings increasingly during this
period. About Rs.10,064 crores worth of commercial borrow-—
ingsAwere approved during this periocd as against Rs. 34,173
crores worth of total aid authorizations (nearly thirty

percent). 7

India's external debt in 1988 stood at 57,513 million
dollars and the ratio of debt to the Gross National Product

expressed as a percentage was 22.3.8

The study now proceeds to analyze the foreign policy
consequences of India’'s econaomic dependence on the US. The

effect of economic dependence on same important issue areas

6, Calculated from Economic Survey, 92-93, pp.5-104, 105,
7. See Tables 16,17.

8. See Table 13.

145



is analyzed by considering the foreign policy positions

taken.
Nuclear Non Proliferation Treaty

Considering visible issues, the issue of nuclear non-
proliferation, especially India’'s refusal to sign the Nucle-
ar Non-Proliferation Treaty of 1968 was the most significant

during this period.

India’'s policy position on this issue hag been one of
habitual defiance. There have been repeated attempts by the
US to use economic benefits or their denial (the carrot and
stick approach) to exact policy compliance from India on
this 1issue., In the 1970's pressure was applied in the form
af delay and later denial of fuel for the Tarapur Atomic
Power Station. Between 1974 and 1977, multilateral aid was
alsoc used when the US voted against the IDA credits to India
in conformity with the long amendment toc IDA authaorizations
requiring automatic cpposition te IDA credits for a country

which had exploded a nuclear.device but not signed the NPT.?

‘During the period under consideration, high technolagy
was used to pressurize India to sign the NPT as can be seen
from the US Senate Sub-committee Resoclution proposing cuts

in military aid to Pakistan and high technology to India if

Q. Jonathan E. Sanford, US Foreign Policy and Multilateral
Development Banks (Boulder : Westview Preses, 1982),
p.204,. '
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either does not accept the non-proliferation regime, which

was withdrawn subsequently.lo

India stood its ground and refused to sign the NPT. It
also turned down suggestions to sign a bilateral or regional
version of the NPT and instead called for total elimination

of all nuclear weapons from the face of the earth.

India's position of habitual defiance on this visible
issue was unlikely te be changed as in the Indian context,
habitual defiance on visible issues can be altered only if
(i) the external scenarioc has so altered that it is impera-
tive in the national interest to do so in the perception of
the leadership and it has the ability to carry the public
along with it or (1i) the country is hopelessly dependent on
the dominant country for its very survival or the survival

of its economy,

Besides, accusations of surrender of national sover-
eignty by succumbing to US pressure were bound to fill the
air if the stand on this issue was reversed. Rajiv Gandhi
was not prepared to face such censure because his domestic
standing was already plummeting owing to political and

organizaticnal mis-management.

So India’'s paosition of habitual defiance on this issue

remained unaltered.

10. K.N. Harikumar, "Trading Non-Alignment for High-Tech?
Rajiv’'s Second US Visit", Economic and Political Weekly
(New Delhi), vol.23, no.17, 23 April 1988, p.853.
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Considering issues that directly impinge on India’'s

national interest, three of them need to be analyzed :

(a) Economic dependence and Pakistan in Indo-US relations;
() US naval bases in the Indian Qcean and
(c) Economic dependence on the US and India’'s foreign eco-

nomic policy
Economic Dependence and Pakistan in Indo-US relations

Indié has always taken strong egception to US military
sales credits and economic assistance to Pakistan at highly
concessional rates, arguing that such assistance flrced
India to divert equal amounts or more from her development

funde to defence in order to neutralize the effect,l1

owing
to the well known hostility between the two South-Asian

countries.

India has not been able to do anything much about these
aid flows as it involved US strategic interests in the
region. The Soviet occupation of Afghanistan only increased
such aid flows to Pakistan. India was understahdably appre-
hensive that these arms could be used against it. Neverthe-
less, wunder Rajiv Gandhi, India tock a more pragmatic ap-
proach to these aid flows. Instead of focusing on criticis-
ing US arms sales to Pakistan, which would not geé India

11. Rajiv Gandhi, Statements on Foreign Policy, September-—
December 1985. (New Delhi : Ministry of External Af-
fairzs of the Government of India), p.111. '
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anywhere, India chose to seek compensation for its unequal
treatment by the US vis—a-vis Pakistan in the form of tech-

nology.12

The spurt in collabaration agreements and technaology
transfers during the period under consideration could also
be partly attributed to US national_interests. The US may
have wanted to build bridges across to India owing to
Pakistan’'s soft corner for Iran and concern about Pakistan's

nuclear programme. 13

The US was anxious to prevent nuclear proliferation 1in
the South-Asian region. However, apptrehensions about
Pakistan’'s nuclear program did not prevent it from carrying
out arms sales or giving economic assistance to Pakistan as
it did not want to risk Pakistan's withdrawal from the
western alliance if it predicated aid flows on Pakistan's
closing the nuclear option, although'the Us did try occa-

sionally.14

Therefore, the US urged both India and Pakistan to work
out & bilateral version of the NPT. The agreement between
the two countries to refrain from attacking each other's
nuclear 1installations in December 1985 was seen as a good

12. Gursharan Singh Dhanjal, "America’'s Technolagy Trap”,
Mainstream (New Delhi), vol.27, neo.18, January 28,
1989, p.57.

13. 1bid.

14. Chadda, n.2, pp.-135-¢.

149



beginning.lsBut then, soon after, Indo-Pak relations ran
into rough weather as their deep seated differences surfaced

yet again.

The US did not succeed in ensuring nuclear nonprolifer-
ation in South Asia by getting India and Pakistan to sign
the NPT or a regional or bilateral version of 1it. India
alsc consistently voted against the UN resolution for a
nuclear free zone in South—-Asia which was supported both by

the US and Pakistan.l®

India‘'s stand on US policy on Pakistan has been one of
critical dissensus. There was a toning down of criticism in
order to encourage technolaogy flows to India. Here, growing
defence collaboration between India and thé US during thie

period must be taken note of.

US Naval Presence in the Indian Ocean

India has consistently pleaded and fought for demili-
tarisation of the Indian Ocean. India was against all great
power military presence in_the indian ocean. India strongly
protested against the Dieqo Garcia base in the Indian
QOcean. It repeatedly called for implementation of the 1271

UN Declaration of Indian Ocean as a zone of peace.

{5, 1Ibid., p.137.

16. Only Bhutan, India & Maldives generally voted against
the resclution.
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Considering the strong stand taken by India on this
issue, India‘'s decision to allow port calls to Indian ports
like Bombay and Cochin by US naval ships since 1984-83 was
seen as a departure from India‘s long-standing policy on the

Indian 0cean.17

India was és vociferous as ever in calling for an end
to all military presence in the Indian Ocean and by implica-
tion, there was no change in the policy position of critical
dissensus as such with the US, but, allowing port calls by
US naval ships can be read as a move towards limited accomo-
dative consensus on some aspects of the issue, which pushes
the policy position on the iésue closer to that of simple

dissensus.

Econamic Dependence an the US and India‘s Foreign Economic

Policy

Foreign economic poliFy has been one area where India
was most vulnerable to US pressure, especially when the
Indian economy was in dire straits. The best illustratioﬁ
of India’'s succumbing to such pressure is provided by the
devaluation of 19&6. 1t is important to elaborate on this

issue.

In the early 60's the World Bank commissioned David E.

Bell of US Agency for International Development to prepare a

17. Prakash Karat, "Refuelling US planes : Deeper Issues",
Mainstream, Vol.29, no.19, 2 March 1991, p.24.
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report on the Indian econohy. The recommendations made in
the Bell Report, completed in‘1§64, included a recrientation
of public investment away from industry to vagriculture,
manufacture of chemical fertilizers in the private sector
with foreign ccllaboration, liberalisation of imports,
reduction -of administrative caontrols, amendment of. patent
acts and cother legislstion affecting foreign capital and

devaluation of rupee.18

In 1966, the Johnson administration insisted on the
adoption of Bell - recommendations by India. India’'s desper-
ate need for food grains in the wake of two droughts result-
ed in India’'s announcoement 0f the devaluation of the rupee

in 1966.

Further humiliation followed in the form of the short
tether policy followed by Johnson Just to make sure ‘lIndisa

changec its farm policy’.

It must be noted here that there 1is a relationship
betweern availability of alternate sourcee from which the
country could get essential capital, equipment, technology,

commodities for consumption, and foreign policy positions.

NMonavailability of alternate sources increases the
probability of accommodative consensus and even compliance

18. S8Surijit Mansingh, India's Search far Power: Indira
Gandhi‘'s Foreign Policy, 19266—-1982 (New Delhi: Sage
Publications, 1984), p.328.
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in times of need.

However, when there is forced coampliance in foreign
policy due to dire economic need, there is an wurgency to
look for alternate sources,.work towards self reliance and
demonstrate sovereignty by defiance. When stability is
achieved, things return ta the more acceptable consensus-

dissensus pattern.

Turning to the 1985-89 periad,. the chancges effected in
India’'s economic pelicy under Rajiv Gandhi were most cer-—
tainly in the direction advocated by the US and the multi-
lateral lending agencies. However, notwithstanding accuss-
tions of surrender to the World Bank and the US in some
quarters, these changes are not seen as compliance, taking
into consideration the fact that the leadership saw these
changes as not only necessary but desirable and in  keeping

with India's national interests.

After taking into account India’s precaricus balance of
payments position, expanding external borrowings, shrinking
concessional aid, increasing debt servicing charges (Debt
service ratio as a percentage of current faoreign exchange
receipts was around thirty percent between '846 and '88), and
the fact that commercial borrowings had become more diffi-
cult and less attractive, the novernment decided to increase
the proportion of direct fareign investment in the inflow of

foreign capital to India.
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There was a move to accommodate US interests by effect-
ing favourable changes in the Monopolies and Restrictive
Trade Practices Act and Foreign Exchange Regulsation Act and
Creating an atmosphere conducive tao foreign investment flows
and technological <collaboration. The focus shifted from
investment in the public sector to private sector tie
ups.quhere was also a shift away from import substitution
towards export—led growth via import-led exports and both

these shifts tallied with US preferences.

Therefore, India‘s foreign economic pelicy changes
during this period can be seen as a move towards accomoda-

tive consensus in this issue area vis-a-vis the US.
New International Economic Order

Rajiv Gandhi did not miss any opportunity to call for a
restructuring of the international economic order so thét it
will knit together stability for the prosperocus and growth
for the less prosperous. Speaking for the less prosperous,
Rajiv Gandhi said, "we seek a principled dialcgue, flexible
on approaches but firm on the objective of giving all coun-—

tries a fair opportunity in the common interests of a11".

19. "Foreign Investment : The New Panacea", Report, Econom—
ic and Political Weekly vol1.23, no.26, June 25, 1988,
pp.1309-10.

20. Rajiv Gancni, Statements on Foreign Policy, May -

August 19846 (New Delhi: Ministry of External Affaire of
the Government of India), pp.26-27.
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or third world countries.

Difterences between India and the US were a reflection
af the North-south divide even on issues 1like ecology,
disarma@ent etc., which were truly global concerns by
everyone s admission. The issues to be considered here are

disarmament and UN voting.
Disarmament

On the issue of disarmament, especially nuclear disar-
mament, India advocated nuclear disarmament leading to
peaceful coexistence as against the strategy of nuclear

deterrence practised by the United States.22

Rajiv Gandhi was highly critical of the theory of
deterrence because, the doctrine of mutually assured de-
struction created a dangerous illusion of 1little winnable

v d
nuclear war‘z-."3

India welcomed the Intermediate Range Nuclear Forces
Treaty (INF treaty) signed by the US and the USSFE  and has
been- critical of the "starwars’' program (strategic Defence

Initiative) of the United States.

It must be mentioned once again that India refused US

prescriptions for the prevention of nuclear proliferation by

. Ibid.
2Z. Rajiv Gandhi, Statements on Foreign Policy, September—

December, 1985 (New Delki: Ministry of External Affairs
of the Government of India), pp.B8S-86,.
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In other words, during this period India continued to
champion the cause of a New International Economic (Order
(MIEQ), =seeing it as essential to Third World development
and a reduction in global soéio~ec0nomic inequalities. The
United GStates, has, expectedly rejected most of the NIEQO
proposals viewing them as inimical to its economic inter-
ests, as largely irrelevant to the developmental process,

. . . . . -
and as vioclations of certain free market pr1nc1ples.‘1

The US could hardly be expected to appreciate moves
towards the restructuring of a system that benefite 1t
substantially. On this issue, the two countries can be said
tc have 'agreed to disagree’ o©n a one to one basis and the
US has remained defiant in the face of whatever collective

pressure the Third World countries exert.

In any case, such disagreements did not affect growing
Indo-US ties because, in the early 80's, the two governments
decided to separate the relatively easeful bilateral rela-
tions from the multilateral issues on which they could

almost never see eye to eye.

Qan issues of global concern, India and the US had
differences of perception and interests on most issues,
especially those concerning poverty and ineguality in the
world, imperialism and racism which are alsc common concerns

21. Thom A. Travis, "United States-India Relations: QObsta-
cles and Opportunities” in Grover, ed., n.2., p.239.
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refusing to sign the NPT, which it felt would only serve to

perpetuate the unequal power structure in the world.

On the whole it can be inferred that there was critical
dissensus on the United States’ preference for nuclear
deterrence but there was commonality consensus regarding any

genuine move towards nuclear disarmament.

UN Voting

On the issue of UN voting, it must be mentiocned that an
increasing number of issues taken up during this pericd by
the General assembly were MNMorth-South issues (or 1ntra-
nonaligned issues) and hence it was not surprising that
India’'s voting pattern in the UN had not changed. On NMorth-
South issues as well as on regional iscues like a nuclesar
free zone in South—-Asia, US and India took opposite stances.
The policy positions covered simple dissensus, critical
dissensus and defiance depending on the amount ot pressure

exerted on India by the US tc change its stance.
Other Issues

India and the US had divergent views on other issue
areas as well, including national liberation movements and

revolutionary governments, during this periocd.

The US tended to be sucspicious of nmatiorasl liberatian
movements like the African National Congress (AMHC), South

west Africe Peoples organization (SWAPO) and the Palestine
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Liberation Organization (PLO), while India strongly support-

ed them. The US generally opposed and tried to overthrow

revelutionary governments such as those in Nicaragua, Cuba
and Angola, while India tendeéd to sympathize with such
regimes.24

Such large areas of divergence of interests leading to
disagreements bordering on defiance on almost all issues
could hardly be expected to coexist with growing defence
collaboration. Besides, the governments were wort ing
towards the establishment of a ‘confidence level’ because

India wanted to ensure thét'?arapur was not repeated.

So efforts were on to alter the American image aof India
as an ungrateful nation and India expected the US to respond

positively to its overtures.

These aovertures were seen in the toning down af India’'s
pointed criticirm on some issues which were of obvious

interest to the US but were not directly linked to India.

However, even on these issues, owing tc itse position as
a leader of the Mon Aligned Movement the changes were slight
and subtle and did not involve obvicus or major changes in

foreign policy positions.

For example, the toning down of pointed criticism of US

policies in tne Persian Gulf and US covert acts of destab . !-

24. Travis n.21, p. 239,
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isation in Central America during this period, as also
India's decision to play the Davis Cup match with Israel
despite its strong support to the PLO could be seen as

India“'s overtures to the US.25

India did not seem to gain much from this limited
accommodation of US interests on some issues because the
fundamental difference on foreign policy matters between the
two countries remained. There was, however, an overall
improvement in Indo-US relations. There was US recaognition
of Vand support for India’'s role in the South-Asian region
which was réflectedd in its support for India's tole 1in
attempting to keep peace in Sri Lanka and its role in saving
the regime in Maldives from an attempted coup, as noted

earlier.

To conclude, during the 85-89 period India’'s econaomic
dependence on the US cannct be said to have resulted in
foreign policy compliance. There was a move towards limited
accomodative consensus an certain issues and this seems to
have been prompted by India’'s economic dependence on the US.
The foreign pélicy position of critical dissensus adopted
during this period, was apparently closer to simple dissen-

sus than to defiance, as was the case earlier.

The link between economic dependence and foreign policy

in India during the B5-BY period must be seen in perspec-—

25. Hari Kumar, n.10, p.849.
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tive. 1t must be admitted that in a rapidly changing world
environment, India‘'s foreign policy could not have remained
static. If dynamism was the order of the day India had to

adapt and respond to it.

Considering the world scenario then, India’'s anxiety to
imbrove economic and political relations with the United
States without jecpardising ite long-standing frieandship
with soviet Union is understandable. Despite this anxiety,
compliance in foreign policy was still considered a very
high price to pay for economic benefits in India and there-
faore, such a policy madeveconomic costs and hence indirect
political costs inevitable for benefits aslways came with

costs.
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CONCLUSION

The study is only a preliminary inquiry into the
linkage between economic dependence and foreign policy of
India. A more thorough investigation requires the
development of rigorous measurement procedures which will
also take into account the specific requirements of the
country under study. However, the ingquiry does offer some
useful insights into the linkage during the period

considered.

Only two countries, the US ;nd the USSR, that had such
substantial interests in world affairs that they would link
economic benefits accruing from relations with them to
foreign policy changes favourable to them were considered in

the study.

On the basis of the examination of economic dependence
resulting from four variables, namely, trade, aid,
investment and external debt, it was inferred that India's
‘economic’ dependence on the US had the potential to be used
"to exact foreign policy shifts. The asymmetry 1in Indo-US
economic relations was'felt even more owing to the dominant
position of the US in the International Political Economy
and 1i1ts super-power status. Besides, the differences in
strategic perceptions was an important intervening factor
because India was inevitably affected by US policies on

South Asia as also 1its attitudes towards multilatersal
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More importantly, the US has demonstrated its readiness
in the past, to use this asymmetry in economic relations to

exact policy shifts from India.

1t must be noted here that strategic importance can be
a two way weapon for the weak state. It can increase its
bargaining power vis—a-vis the dominant partner and give it
power to resist attempts to influence its foreign policy
stances. On the other hand, its strategic importance to the
dominant partner can lead to penetration of its national
economy - by the latter. The resultant state of dependence
makes it truly vulnerable to the manipulations of the
d3minant state. So, it can be stated that India did well
not to enter into formal alignments with the US or for that

matter, with the USSR.

An  analysis of foreign policy reveals that India was
keen to ensure that its views mattered in world affairs and
the Non-aligned Movement provided India with the external
base from which it could operate. As a result, at least an
equal importance was attached to autonomy of decision making

in foreign affairs and international economic relations.

Consequently, gchifts 1in India’'s foreign policy were
more likely to be subtle changes instead of major shifte in

policy positions.

Therefore, while studying the lintage between economic

dependence and foreign policy, the foreign policy position
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of compliance alone cannot capture the effects of economic
dependence on foreign policy. Hence, depending on the
nature and degree of influence used by the US on Indisa,
agreements and disagreements between them resulted in the

~

foreign policy positions of compliance, accommodative
Id

consensus, commonality consensus, simple dissensus, critical

dissensus and defiance including habitual defiance.

During the 1985-89 periocd, economic dependence on the
US can be said to have led to a move towards limited
accommodative consensus on some aspects of certain issues on
which there was critical dissensus earlier, thus bringing
the overall position on the issue closer to simple dissensus

than defiance, though the position itself remained the same.

There was nc change 1n the position of habit;al
defiance on visible issues especially the NPT, Fears in
India about a probable compromise by India on this issue,
owing to the growing defence and economic ties between the

two countries, were thus allaved.

The subtle, but definite shifts in India‘'s Foreign
Policy stances observed during this period must also be seen
in the context of the rapidly changing world scenario at
that time. Nevertheless, since India has had a reputation
of standing firmly on its ground, refusing to fall in line
with the .ajor powers even as a newly independent country,

the implications of the shifts cannot be missed.
In the case of India’'s relations with the Soviet Union,

163



owing to mutuality of interests, common strategic
perceptions and a common outlook towards the world during
the 85-89 period, tﬁe asymmetry in Indo;Soviet relations was
not so felt as in the case of Indo-US relations and it was
"not used to exact foreign policy shifts. In fact, it was
not even necessary as, on most issues, there was commonality
consensus between the two countries. The occasional

disagreements were glossed over.

Based on observations made in the course of the study,

an attempt is made to examine:

a) The domestic reactibné to asymmetrical ties leading to
India’' s economic dependence.

b) The balance between economic needs and 1ndependent
foreign policy.

C) The extent of compromise.

Asymmetrical economic ties per se do not raise a furore
in India. They are accepéed as inevitable for economic
develaopment but no one wants development at the cost of
celf-respect. When there is any reason to believe that
India's national sovereignty has been compromised 1in  any
way, a8 furore 1s raised. IMF loans cause & lot of anxiety

because of the conditionalities attached.

India’'s economic dependence on the So-iet Union is nat
viewed with such scepticism as its economic dependence on
the US for a variety of reasons, both economic and politico-

strategic. Besides, the lessons learnt from American high-
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the US for a variety of reasohs, both econaomic and palitico-
strategic. Besides, the lessons learnt from American high-

handedness in the past were not forgotten.

It must be noted that forced compliance generates a
strong will to bounce back and demonstrate sovereignty by
defiance. Defiance in the face of US pressures can also
offer domestic political leverage when anti-American

feelings are running high.

India’'s leadership has been prudent enough to realize
that foreign policy is guided by eccnomic policy, and hence
has tended t keep confrontations with major powers on this
count to & minimum. It has attempted to diversify trade
routes and preferred multilateral aid to bilateral aid. The
fact remains, however, that the amount and terms of
multilateral aid could depend on political decisions taken

by the major contributors.

Earlier, India had accommodated the interests of the
Soviet Union to some extent to avoid jeopardising friendly
relations on any one issue. During the 85-89 period, 3

limited accommodation of US interests was obsetrved.

These  compromises did not affect India‘'s stand on
issues that were important to it and‘hence did not amount to
capitulation. It must be noted that India made these
accommodations of its own accord after weighing economic and
political costs. When India was pressurised, it normally

rebelled, soconer or later.
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