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The, Perslan Gulf provides lndta tvnth about 60 percent of the oil it 1mports
3 3 and a market for 10 perce nt of 1ts exports. For the past decade. India has
l I, sought to strengthen ttes wrth states in the Gulf l'or the purpose of
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L ' ;estabhshmg a'secure oil, supply, expandmg trade, offermg Indian technical

P ! ; 'expertrse and skrlled labor, and more recently encouragmg Arab invest- .
i , mentt in Indla | 1 1'1 3 ’ 'i t | |
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| | In; large |

i

measm - .ndna was ble to cope with the changed conditions in
world energy and trade m.the 1970s becsuse of its close ties with!the
i nations of the Perstan Gulf; Expandmg economic relations substantlally
- .|| ireduced Indi de deficit| and dil flow of
. .|| 'reduced India s trade deficit, and a steadily increasing flow o remrttances
i i ll'rom lndlan laborers workmg in the Gulf strengthened the balance of

l

|payments. With payments prospects now; detenoratmg, India more than
‘ever, will count on deahngs wrth the Gulf countries to eas’e its economic
| idifficulties. | ' ’ l

l

I IR
HIREIE %l',l_ .
: Indla has pursued two maln polmcal goals in the region. It has sought to
i lpreventlthe emergence of an llslamlc-l’aklstam alliance directed against
India. And it has sought to mitigate the danger of superpower conflict by
urgmg Gulf countries to be no1allgned ospecmlly by rebuffing US efforts
at closer mthtary and secunty cooperation. Both goals were at the core of
Prlme Mlm ster Gandhi's vrsnt to Kuwait and the Umted Arab Emirates in
May l98l The trip was Gandhl s first ol'f' cial vmt abroad since returning
to power tn.January 1980 and the first by an Indian Prime Minister to the
. Gulfar'ea’.i l, - ' i’ | ?l. ’E S l .
i ' w Lo ! i ‘ | .
! -lA ﬂ:onstant 'supporter of Arab c|auses. lndra has bolstered its standmg with
|thé Gulf countries by demandmg Israel’s uncondrtlonal withdrawal from
xall"occupred Arab terntones.lmclud.ng East Jerusalem and by recognizing
the PLO as the sole and legmmate representatlve ol‘ the Palestinian people.
| India, nonetheless carries some heavy polmcal baggage in its dcalmgs with
| the Gulf states Three war‘s with Mushm,Pak:stan l‘requent domcstlc |
outbreaks of v‘lolence betu)ieen Hmdus and Muslims, and strong tles to the
Sovnet Umon (|;ont|nue to tar)rlnsh lndta s image m the Gulf
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!! N ! India: Interests

|jiicame 8 llabllny‘las the Gull’ states corrlpeted with
i al leadershlp. The lndo'-Paklstam war
i l iof 1965 and the declmmg posmon of égypt inthe
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E~rly Relatrons ‘With the Gulf States TR
'In the years following mdependence from Bri tam in
1947, India’s preoccupatron with’ leconon‘nc develop-
1 ment and its rivalry with Pakrstan precluded much

‘'movement into the Persl..n Gull'."Wrthout the' eco- -

nomrc and military capaclty to establlsh a strbng

e —~ T e
i —
®

l presence. India in the l9SOs based lts ties to the Gull‘

“states primarily on emotronal oommrtments td anti-

P,olomahsm India supportcd Arab causes partly out of
moral conviction but also to counter PahsMnTs influ-
ence in the area. New Delhl saw Paklstan s desngn to
forge an lslamlc alllance with Iran and the Gulf Arab
‘states as a long-range challenge to its securm'/ even
‘though Pakistani efforts never set well with the Gulf -
countnes who viewed them as |ll-oonce|ved and un-
reahstrc ! Pan-lslamlsm contmues to get major con-
srderatron in India’s strateglc thmkmg as well/as in its.
forergn and domestic pohcy because of India’ L large
Muslun mrnorlty oﬂ 75. mrllloln people - '
x o ¢! S
The introduction of super;‘aower nvalry mto the Per-
sran Gulf became a major ussue for, lndla in the 1950s.
"lndla sought to counter, the intrusion with the concept
- of nonalignment. As concewed by ane Mrmster

l'.lawaharlal Nehru, who ledl India untnl hrs death in

could not be sustamed wrthlout mdependence in for-
ergn affairs. The concept l'ound ':'ndespread support

i among the growmg natlonal mé- ementslm the Gulf

states and beyond and helped crdate condmons that

il led- to active cooperatlon beltween Indiaand the Gulf |
! 1“states in the late sixties. The closest tm’to the Arab ¢

1!«world developed with Nasser 'S Egypt ' but these be-

‘Egypt for regio

t ‘Arab world l'urther weakened India’s. rnﬂuence in the
I'Gulf. By the, late l9609 lndla reactedlto its growing '
i ,tsolatlon in the regron by cultlvatlng st bnger ties with’
' ‘the Gulf countrles. reducmg lts mvolvement in inter-
: A'rab rrv.alne!s. and loosenlng tieg \hth Egypt (.

| bl

' Ties in the 19708 | | »
: lndtan moves to improve relatnons \. \th the Gull‘ states

!.l964 nonalignment. held that natronall mdependence f
. Gulf states pushed foreign e?(change reserves to

, record levels On the political front India avorded
‘ cntanglmg itself in; ‘inter-Arab squabbles and was able
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began to show positive results in the early 1970s
lndra s decisive military victory over Pakistan in 1971
left it/ the dominant power in South Asia, and New
Delhiisought to extend its mﬂuenee into the Gulf.
lndra was therefore eoncerned about'the Shah's mili-
tary buildup and his plans to extend Iran’s naval
ml'luence beyond the Gulf into the Indian Ocean. In

addmon. India was again fearful that Pakistan would :

successfully turn calls for lslamrc solidarity into
l'inancnal and mlhtary support for yet ariother, con-

l'rontatton- v b . I

had a strong ecoromic basis. As its oil import biil
grew al'ter 1973, New Delhr aggressively sought
export markets in the Gulf, partlcularly for such
nohtradrtlonal items as manufactured goods and con-
struction n.atenals Collaboration in oonstructlon and

lnd ustrlal projects ' was also nromoted, 2s was employ-_

ent of Indian laborers The ‘igher cost of oil imports
was cased' by .redlts from Iran and Iraq that deferred

yments Indian exports tolthe Gulf increased at
rates consrderably greater than to any other single
area. and remrttances by lndran nationals l'rom the

. to mamtam good relations wrth the Gulf countries by

supportmg the Arab oonsensus denouncing the Camp
Dav:d Accords The result was that India’s new

‘ relatmnshlp with the Gulf bbth contributed to its

economlc ‘well-being during the latter half of the
l9“1931’ andl enhanced its status in the region. i

e ' l ‘ S I

Recent De’velopments AN 1

New Delht sees the political, turmonl that has swept
the Gull‘ eountrnes smce 1979 as threatening to its
ecdnomte and secunty interests. The collapse of the
Shah S regime in lran rcmov'ed a government that was

developmg strong economis tles to India and that

sponsoredlprograms brmgmg India closer to the Gulf
states. The outbrealt of the Iran-Iraq war in 1980 cut
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lera ’s drlve to |mprove ties with the Gulf states also -
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g ofﬂ lndla from its lmajor oil supphers forelng Ncw1
i lDelhn to make costly|spot markct purchases to ensure
} L
o 'a contnnmng flow of crude oil. 'l‘he Sovnet mvasnon of
o Afghamstan mcreasdd superpower nvalry |n the g
i1, ‘region’as the United, States countered the Sovnet il
R mvasnon by strengthemng its tleS{tO Pakxstan. This has
2 grven life to one of New Delhi’ s {worst fears,'a ! |
i Pakls'an rearmed through us mlhtary ald and Arab
. ‘financial assistance for Paktstam arms purchases ¢
L After fighting three wars with Pahstan. Newr Delhi is
concerned that lslamabad will Use |ts new, wle'apons for
a fOurth confrontatlon | I ,; . [ § ;
Hlll't !' . l . lr{ ,tl :‘
Since her return to ofﬁce in| January l980 Prime
‘Minister Gandhi has! moved1to strengthen relatlons
wtth the Gulf states. rLast year. the PLO representa-
i tlve in New Delhi was elevated to full drplomatlc f
v status as a gesture toward the Arab world The mave
! i was desngned to deflect domesttc and forelgn cntl.,lsm
i of, Gandhi’s soft line toward ‘the ISovret invasion of;
11 Muslim Afghamstan Gandhl's visit to Kuwalt and
i the Umted Arab Emirates in May 1981 marked the -
¥ first tlme an Indian Prime Mrmster had visited the -
o ;' j Gulf | She sought long-term oil supphes from both |
| 1 eountnes. pushed for joint ventures mvolvmg Arab
Sy 1 ﬁnancmg. and apparently lectured her hosts on the
Fin vtlrtues of nonallgnment-
i R i §§ i P . 4

'I"

e Gandht s efferts, however. have probably done little to
1 enhance India’s influence among the Gulf states. :
1 lndta is a supplicant in seekmg long-term guarantees
e for 0|l imports, Arab petrodollars. and other economic
" advantages Inter-Arab disputes: make |t difficult or
‘ J New| Delhi to preserve good ties with all the countries
in the area, and balancing the confhctmg interests|is
dif ﬁcult New Delhi’s reluctance to take sides in the
HiE lran-lraq war has not helped India’s standing in
i etther Tehran or Baghdad. In addition, Gandhi is on
the defensive at heme and with countries in the
nonahgned movement, includmg Saudi Arabra, be-
cause her foreign policies are mereasmgly seen as E
% coriglruent with Moseowr ! i ‘ , : ¥ ‘x 1'2‘: |
E '. Economic Relations o ; ! !] fr } '
E . Trade. India’s trade with Persian Gulf countrles grew
i N spectacularly during the last decade Exports in-
i
L
|
|

" creased from about $110 mllllon in 1971 to more than
i 5820 million in 1980 whlle im ports. reflectmg m-~
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creasmgly hlgher o:l prices, chmbed from $160 mil-
lion to $3.3 billion in the same period. The importance
of the Gulf in India’s total trade has also changed |
srgmficantly since the early. l970s Exports to the
Gulf, whrch amounted to 5 percent of lndna s foreign
sales in| 1971 accounted for 10 perecnt in 1980, while
the share df imports rose from 8 percent to 31 percent
as sh(lawn rln table 1.

I | .l ' l i |
Exports. The composmon of India’s expouts to the |
Gulf changed dramatically during the 1970s from tea
and splces to manufactured goods. Exports now m-
clude a growmg share of capital-' and technology- |
intensive items 'where lndla compctes directly against
developed countries for a market share In 1978, the
{ast year for wh|ch complete trade data arc available,
31 percent: ‘of lndla s exports of |rdn and steel produets
ard 28 percent 'of metal manufactures went to the
Culf (table 2). Sales of these items for industrial
development progran's have resulted in sizable in-;
creases in exports to Saudi Arabla since 1971, as well
as to Kuwant and to the UAE. Exports to Iran peaked
in l976|at '$315 million 'but have slumped badly since
then, while sales to Iraq have been erratic. Indian |
busmeSSmen are looking to both countries as poten-
trally lucratrve markets, however. :They hope that once
the ﬁghltmg stops India will parttcrpate in rebuilding
both econo1m|es.- Y |
R R R o S
Continusd' growtn of manufactured exports is pivotal
if lndlalns to avoid senous balance-of-payments short-

fal's in |the 1980s. As India’s fastest growing markets

i

“in the less developed countries, the Gulf states are|

bemg counted on as major contributors to boostmg
Indian export growth. New Delhi’s Sixth Five-Year
Plan (1980-85) projects an average volume growth of
exports 'of 9 percent annually, up[from 6 percent in
the |9708 'Export growth of manufactured products is
projected to grow even more rapldly. iron and stcel
products for example, dre slated to incrcase 23

percent‘annually and eng:nee.lng goods 13 percent.

'lmphclt in 'the Plan's export projections is continued

success in tappmg l’erslan Gulf rritarkets - i
KA , ,
lmpom. _Arude oil and petroleum products account
for nearly hn of India's imports from the Persian Gulf
countnes Pnor to the outbreak of the war, Iran and
fraq togcther Were providing India wrth two—thtrds of
3 I : | W B
ST D N D
1}

t 1
b li i , P

o : |

|

|

.




its oil m*oorts.iand the P rsian Gulf as a whole

provided about 80 percent
deliveries soon 'after the

!

Although Iran resumed oil
{var began, lraq was not avle

to do so. The loss of lraqi crude forced New, Dethi to
purchase oil on the spot i'narketgat higher prices and.
was a major factor in pushmg lndla s oil lmport bl"
up by $3 billion to $7.1 bl"lOl'l m 'the fiscal year . |
ending 31 March 1981 As of mnd-l98l lraq s oil.

shnpments to Indna had sull not'“rfa;ched pre\yar levels
| | i i, N Lo
P Lo Tl e
. o ‘ B ];E. | !ff;!l-‘:ﬁ BEE
HEE N R LR
i o | ! .
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. Table 1 ! | |4 ‘ !
0 | g L Ty i ‘ |
i India: i | R | | ‘
, :;_'ll'raderthGnl ‘; | 1, :
MillionUS$ - | 1 ’E o | ; ; noet Percent
| » j Share 2
iy l ! Saudi  UAE | Muscat/ Qatar ,Gulf| - Total '. . : S
| Arabia i~ Oman ' T o
‘i Exports ‘ | ' S ‘ . | '
[ 1958 ; 1 seob | 1 3 27 1,261 | 2 ’
1 1960 ! 7 wNeoL | 1 4] 36 1218 3 y
L1971 19 8 X 7! 106 2046 | S -
cliT 1972 ' i 3| |- 4 4 85 2160 K o
ik 1973 g@ | 15 12 13 4 99 2,587 - 4 ‘
1974 Lo [ 16 33 8! -9 174 3,238 | l's.
1975 ! L 46 $7.:] 200 11 ] 542 4,173 13
i 1976 ! i 70 74200 il 623 4665, |13
1977 g ! 87 188, | 34 2 678 5753 12
. 1978 - S 145 169 ] 35! 21 757 6315 2
19795 || | 162 164 | | 45 25 | 712 6976 |10
It 1980 ¢ | ' 221 1721 | 48 21 824 8,033 - | 10
i Imports | ! IR . ! N 4
1955 | LSt NEGLi | 1 6 116 - 1428 | 8
|l 1960 ! i 30 NealL, | 11 . 3] 102 2,355 | 4
19Tl | i 32 NEGL: | NEGL . NEGL 164 © 2,178 | 8
Jiii 1972 i | 82 NEGL i | NEGL __ NEGL 245 .. 2,451 | 10
11973 . | . | S8 NEGL! | NEGL  NEGL 257 ' 2,423 | 11
974 \ ) 168 NEGLi | Neor  NeaL 681 3,793 18 3
| 1975 ! N 180 1377 NoLj 1l mEqL 1,366 - 5,665 . 24
i 1976 i | 532 386! | (720 1337 9S|li| meoL 15| 1437 . 6084 124
- iom i li 568 3131 ' 1/86.: 373 87/!}:8: 15| 1,450 5,676 26
it 1978 I 635 || | 387] | 180 . . (291 100 (0] 1 1t 1,506 7,030 21
1l 19796 | 42 | min] 1126 1238 124 |1 | 2 i 1,637 8,273 . 120
1980 ¢ ! 768 |1 (1,063 705  '464 257 |0 | N 62 3319 nosso 131 .
% Data are for Indian fiscal yearendmg 31 March of stated year N ] oo ‘
LG L) g Proisonal, | ) R R B . I
el cl’.ltimated i K l 3 Y R Doy S o
SEEERNH . ! !;;!i{,k‘!{,:_; ‘1 ' “ e o g |
11 ] 0o
, and maymot do so until the war is settled and oil

producuon recovers: As an outgrowth of its expenence
wnth' Iran and Iraq, India has lined up several new oil
suppliers:and is also diversifying its sources among
Persian Gulf suppliers. This year, for example, the
UA:?. and Kuwmt together|will ship 65,000 b/d up

‘ frlom 20,000 b/d i in 1980, and the Gulf's share of
lnd a's oil imports will slip|to about 60 percent. as

shown in/table 3. . |
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: ;.3\ E'xnor“ts‘of Key Con?m?dlquﬁotrgm,.llﬂ | . 'l i :
RS E R R j R C ;
.i::*' MllllonUSS : o ‘ 1 1 | - N ‘ | ,]‘,[ : } ll K | : b Percent ,
i‘{, i“h ] o Saudi | fran ||| Kuwsit UAE | Imq  Total | Total * PersianGulf
YIS LAl al" |t Esmoratothe E"‘I’“ Stareof the
o by BERNERE | ER 'Persian Gulf ‘ Total
Py lronandsteelproducu ; 372 00 223\ '21.70 199 | 08 1019 | 3200 31
i ;'slecmeal machinery '~ . | 89| 167 .1 !113] 95 | 110 1474 1 2590 18 ;
3,;3‘2 Metal manufactures ;116 l‘u.o 89/ 174 | [30 519 . . 1840 28
{ls | Transport equipment _| NEGL. 9.5 . 46/ 26 | [28 192 1 1370 14
Pt ' 1 - [ i .
v o e
pab e ||‘h Lo ) ‘ l P rl-f "0:;} 1'1} . E o BRI
o —— » Workers, Remittances ; ' ‘
| :% Tab,esr3 i | } %' I \Th‘amm{ b{d :emrtt)t:cnm by Indian w'o:lkers in the Gulf cr;l}ntnes '
e 141 " | have beenanimportant an growing source of foreign
A lndin 0“ lmports Co ! I e exchange for New Delhi since the mid-1970s. Remit-
B R | RSN tances—of which at least half come from the Gulf |
e ' 1980- TFEEETTTTS countries—more than doubled between 1975 and |
j:”; N ) ' B ii; v 1 1977 to about $700 million and then doubled again m
i Toal | P 388 | | 423 1978-80 (see ﬁgure 1). The rising inflow of remit- |
', Persian Gulf 7300 | ;. 239 tances wasamajor factor behind the steady growth of
 Tran ; 110 L 100 lndnasforengn exchange feserves from $750 m:lllon in
"/ Saudi Arabia ‘ R 50 1975to a peak of 58 bnlhon in 1980. ‘
i} UAE | L 10 1 40 l B
*! Iraq:| | , 120 © ' ;24 There were approxxmately half a mrllron Indrans |
L Kuwait, , 10, .. 25 working in the Persian Gulf countnw prior to the
1t Other countries T ] 88 | 1. 184 Iran-Iraq war, roughly half employed in the UAE.
,u " USSR¢ - L 18 1. 141 9% The Indian press reported that 10,000 workers fled
" Burma: — 0 1 20  Iraq when the war brokeout. An undetermined
‘. Libya I - . T 0 ]! 20 number of these ‘workers have returned, as Indian
|11 Mexico _ o il 15 contractors have made a strong effort to keep their |
it ] Algeria . 0 10 ! various projects going. In addition; Indian firms have
:;:j', Nigeria, T 10 . .11 10 . |Dbeen awarded several new projects in Iraq this year.
i1 Venezuela 0o i1 ‘110 . Thus,despite the initial panic exodus, the number of
1:: Bulgaria . T | J0 12 Indian workers has stabilized and perhaps even
i i Pakistan T e i increased this year. There were no, large Indian

! in 198010 490,000 b/d. . | C
: - b Asof 1 June 1981, negotmuons were still under way for additional

» 1980 data reflect level of imports prior to:the Iran-Iraq war. Spot
market purchases and unidemlﬁed suppliers pushed actual imports

‘1 i,’ll

* supplies. India will probably import 440,000 b/d this year. E
© ¢ The USSR normally ships all its crude dil to India from the Persian

1 Gulf and products, usually kerosene and diesel oil, from the Soviet
" Union. For 1981 the Sovietswill expoﬂ 50, 000 h/d of crude to lndin.

. 1ran will be the supplier. ! : K ||
(b I N V R \
| * i Lo

r '. T

| I { ol

! | AR '

; ‘ P ‘ L ?3

nstruction projects in lran when| the war started.
The bulk of Indians there apparently hold profmslonal
jobs, many of them as doctors. and few have left the

country. - | . I ' ]

By and large. most Indian workers brought into the!
Gulf by Indian contractors are skrlled and semiskilled.
Unskilled Indian laborers, who may outnumber con-
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; part this horde of workers remams. domg memal
'| work. There are also Indians.in the Gulf who own and
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: tract workers brought into the regron Iegally, have

entered on visitors visas and stayed to seek WwOrK or

| entered illegally by small boat or across sparsely -
' policed borders. There have been some crackdowns

and deportations of these rllegals but for the rrost i

operate businesses, usually ’wrth ah 'Arab partner. !
These establishments hire Indian’ executives and a
vast army of clerks from the home!and Outmde of .
Iran. Indian engineers, bankers. and other profes~ x
sionals are scattered, throughout the Gulf in undeter-
ntrned numbers (see table 4’)- li 'x' il [
o ot b '41‘ i|1 1-.,,“‘5 ‘ ‘
Prospects in the early l9803 pomt ‘to slower growth of
remittances from the Gulf than in. the 1970s. Recent
World Bank projections. 'on India’s balance of pay- i
ments show a gradual increase in total privatelﬁnan-
cial transfers from an estimated Sl 7 billion thls year
to $2.2 billion by 198S5. Rermttances could i mcrease !

faster than the World Bank has projected if employ-

} ment opportunities open up asllran and lraq rebuild
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R i S |
Indla:l | § : !
Wolrkers in the Persran Guifs: ' §
Pl ! n |
Total | | ¢ ! | 390,000-420.000 ' i
UAE' | - | 200,000 i
Kuwait| | . 100,000 i
Saudi Arabia’ ' 50,000-75,000 |
Iran| ; t R I 20,000-25,000 i
fraq '+ ! 20,000 |
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their damaged economles Indian labor is generally
well reccrved in the Gulf, and Indian firms, especially
contractors, are optimistic another boom is in the
offing. Thus New Delhi will continue to seek better
relations with the Gulf states in order to mamtam a
favorable climate for Indian labor and for garnermg
new construction contracts. . : : :
~ : } L i . | i
Aid and Foreign Investment | N
Ofﬁcml development assistance from the Persran Gulf
countnes to India is a relatively new phenomenon.
The aid flows began in 1974 following the initial rise

“in world oil prices. At its peak in 1976, this aid

reached nearly $500 mrllnon.iroughly 25 percent of

the ]ald India reoewed For the period 1974-80, aid -
, dlsbursements from Gulf States amounted to $1.8
f bulron or about 12 percent of the aid drsbursements

India recerved The bulk of the aid, nearly 70 pereent.

\Jasl provxded by Iran during the Shah’s regime. Since .
; the Shah’s ouster, lran has stopped dlsbursmg aidto
¢ lndra. and the aid flow from the Gulf countries has:
"also eased oonsnderably. So far this year, lndla has

rece'wed a $63 million loan frorn Kuwait for balance-

of-payments support and a 3132 million loan from -

‘ Saudr Arabna for electrical power projects. Generally,

Indra wants credits on soft tet.ns from the Gulf .»

" oountnes with small service eharges, low interest
: rates. and long repayment terms like the Kuwaltl
y Ioan.fwhnch carries an mterest rate of 4 percent and

rcpayment terrns spread over 25 years (see table .:)
i i x
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by 'f |\ ‘ ' o ' ! ‘ K "Iil‘ izt l‘ ; . ! ‘V' {! ' E ! ;X A”HMUS’
lI l ll ‘ L A '|"f< 0! I‘. R B | P L !
17 India: | - ! | O ‘?ll-i Ll f - ‘ f |,
Offgiclial Development Assistancef 0 fif RRLR .: o l X l
IER IR I R R l B g
l!l;; o ;1197 L1975, 1976 - 1977 | 1978 | 1979 1980, 1981 - Total' - |
' ' Doy . | Y i : o I
Total | ‘ T 970 | 2180 ' 4718 . 3865 2647 1470 1390 630 16870 |
fran | | | 0 | . 1450 14090 3463 2127/ | 0 . 0i 0 11130 - )
Iraq | _ 970 . 1300, 270. | 80 0 |10 : 1040 O 266.0 - j
il Kuwait 0. loi': o0 |20 S0l !0 150 630 1080 -
7l{  SaudiArabia | 0o, ! 0oy 0 o0 ' 400 (400 ., O! O 800 ;
UAE | | 10f [ 430, 0] 72. 10/ | 10 0 0 642 |
OPEC Fund 0l | 0+ ' 358 0 0 0. 200 0

s Disbursements.
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Ty At best, the level of aid from the Persnan Gulf
' ' countries is likely to hover around $100 million
: a1nually in the next few years ddsplte recent Indnan
ef forts to boost both aid and mvmtmcnt inflows. In a
po'icy change announced late in 11980, India'said it
‘ would welcome OPEC equity mvestment in lthe indus-
: tnal sector, even if new investors are unable to
‘ contnhute technologlcal skills. The action modnﬁed a
" decade-old policy dlscouragmg all forelgn mvestment
tr that dld not bring technologncal or marketmg skills
:‘4 :with it; New Delhi is giving prlorlty to attractmg
“+ OPEC funds into fertnllzer. cement, petrochcmn:als.
f"""and other priority industries'in| an effort to reduce -
NIEE |mpurts of these products. OPEC capntal mflows rr
. would also help ﬁnance India’s growing current ac-
count deficit, which reached $3 8 billion in the fiscal
'year ending 31 March 1981 and is expected tobei m

. the $3-4 billion range agam thls year| l [ ’ !
| i N I .-]5! 3

AT |
Petrodollar mvestment, hke mvestment from other

‘ ‘countries, will be restricted to 40 peroent of total

+ . - equity under most cnrcumstances Fo: ‘the l'irst tlme.

1" however, India’s forelgn investment, pohcy openly |
‘discriminates among: 'countries 1to the detnment of:

‘ lAmencan and West European capltal Even so. the

. _response to datc by Persian Gulf countnes has been

‘slow: There has been considerable talk, and the |
|- lndlans appear optimistic, but | no significant amount
HERE ‘of capltal has been forthcommg Whnle Gulf oountnes
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appear w:llmg to invest in India, they are more !

mterested in quick-yielding investment opportunities

than in provxdmg capital for the long- gestation basic

mdustry projects that the lndlans_want ‘

! . _ |
Bilateral R‘elatlons o | ‘ |
Iran. India has a long way to go before relations wnth
the Khomeini regime are as close as thev were with
the Shah’sl. Dunng the Shah’s era, India’s relations
with Iran grew substantially, although conflicting |
attitudes toward Pakistan, Iraq, and the USSR peri-
mtlcally posed problems. The Shah cultivated India by
provndmg oil and economlc aid and by his vision of a
regnonal common market in which India would play

an lmportant role He also developed close personal

relatlons wuth Prime Ministers Gandhi and Desai. For.

its part, lndla valued Iran as the major source of its
crude oil, some of Wthh was supplied on long-term
credit, and as a growing market for exports.-
RN r
The eenterpxee'e of Indian-Iranian econoniic coopera-
tion u’nderfthe Shah was an agreement signed in 1975
that committed Iran to finance the Kudremekh iron
ore prOJect in the southern lnd|an state of Karnataka.
Iran was to receive 7.5 million tons of iron ore |
concentrates per year for 20 ycars for steel plants to
be bullt atIAhwaz and Esfahan. The export price of
the iron ore was linked to the project's capital cost;
mntnally’ set at 5630 mnllnon Iran paid $225 million
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’ toward the cost of the pmject plus ano.her 3250-300
‘million in advance payments for ore ooncentratm but

stopped payments in December; 1979. The revolu-
tionary government has soured on the project and
probably will not finance it under existing terms.
Tehran lias postponed oonstructlon of the steel piant
a* Esfahan, and the Ahwaz plant is far behind

+ schedule. Meanwhile, the cost of Kudremcklr has

mcrcascd to about $800 mllhor. ]

l
l ' lI[

! Unless the pro;ect is rccast and there arc some signs
i that an accommodation may yet be worked out, India |

appears to be stuck with'a white elephant. The ore
concentrates from Kudremekh are designed specifi-
cally for the gas-fired drrect-reductron steel plants
Iran was to build, and there are few similar plants
elsewhere in the world. Moreover, the lugh alumma
and silica content of Kudremekh ore has made poten- |
tral customers wary and the venture financially risky.
. As a partial solution, India is planning to build a
pelletization plant, at a cost of about $100 million, to

; allow the ore to be used in conventronal mrlls at home '

{ N
andabroad- e
S

O'thcr ambitious Indo-Iranian schemes planned

" daring the Shah’s regime have been quietly put aside.

These plans involved about $1 billion of lraman '

| financing for projects including a paper plant in

Tripura, an aluminum complex in Orissa, and the
extension of the Rajasthan canal in Northwest India.
Despite the loss of Iranian firancing and the problem
of settling the Kudremekh project, New, Delhr has
opted to play down its differences with Iran! India
needs Iranian oil and is also looking to increcse
exports and participate in construction \vhen Iran
begins rebuilding its damaged eoonomy Recent at-
tempts at improving brlatcml economlc relations have
been frustrating for both oountnw “Tehran has sought
to hire Indian techmcrans, engineéers, and medical
personnel and to purchasc Indian equipment for its oil

- and fertilizer industries, but much ol’ what Iran wants
s either unavallablc or in sholrt supply in India. -

l ' xrf!:|x i

Iraq. Relatrons with lraq have followed a steadier

course than those with lran Close economic coopera- |

tion was established in Apnl 1973 wrth an agreement
that assured India crudc oil supplles in ‘exchange for
constructlon of several mfrastructurc prmccts in Iraq.
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Since then Iraq has been'a regular suppller ol' onl and,

. when the Iranian rcvolutlon dcpnvcd India of 120,000
b/d in 1979, Iraq boosted its exports from 50,000 b/d
+in 1978 to 120,000 b/d in 1979 to help meet the
“Indian shortfall. Iraq became India’s major source of
“oil in 1979 and 1980, providing roughly 30 percent of
" import needs. Although the Iran-Iraq war temporarily
" halted Iraqi oil exports to India, they resumed in

" April 1981 but at a rate of only 24,000 b/d. In
addmon to supplying oil, lraq provided credits from
| 1976 to 1979 to help India pay for its oi'. Last year
Baghdad provided a $104 million interest-frec loan,
: which was billed as compensation for the higher prices
cl’larged for Iraqr oil (see table 6)- N
| l : i | |
1 In recent years, the Iragis have shown increasing
| receptivity to closer relations with India. A surge in
i reciprocal visits by high-level officials from 1979 to
! the outbreak of the lran-lraq war led to further
| commarecial links and exchanges in scrcntlflc and
% mllltary fields. Indian companies have becn actwe in
lraq with some 90 Indian contractors worlung 'on over
l 50 projects valued at $2 billion. The large Indian
pro;ects in Iraq include the construction of 2,000
houscs in Baghdad (valued at $156 million), 2,290
i prel'abncated houses at Khoral Zuber ($151 million),
several sewerage projects, bridges, roads, hotels, office
buildings, airports, grain silos, and an expansion of
’ Baghdad University. About half of these contracts
were granted in 1980, prior to the outbreak of war.
Work on many had barely begun when it was dis-
rupted by the fighting. Indian contractors have since
attempted to minimize thc ‘war’s effect by keeping
cnough workers at each pro,ect to maintair a presence
and satlsfy Baghdad that they nave not violated their
cTntracts ] o i
I . ! o '
| India and Iraq havc cooperated in military matters,
partly because both signed. friendship agreements
with the USSR in the early 1970s and they depend
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i . heavily on Moscow for military equipment. [N
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" Oil Credits From the Guif Countnes T l
i NSRRI

'H;E 1976 1977 1978 ,1979, 1980 Totall

Total 2233 909 1178 4;1 IM.O: 540.1.

" lran | - 1457 597 1140 0 . . .0 - 3194
' Iraq - 302 312 - 38 41 ' 1040 173.3

UAE = 474 O 0o !0 0 474

N | RN
. Saudi Arabia. India has had chronic difficulties in its

" relations with Saudi Arabia. Indian socialism, its

friendship with the Soviet Union, communal problems
. with India’s Muslim minority, and wars with Pakistan
| . make it difticult for New Delhi to forge a closer

~ relationship with the Saudis. An example of the
difficulty India has had is the fact that the Saudis

. have, banned the entry of Sikhs, an important and
inﬂuential Hindu sect, from entry into the Kingdom.

' i | C L ! '
L ' ! . v - Vi
: l‘,' ;. g o

Despite these dlfﬁcultles, commerce between India
and Saudi Arabia has grown steadily since the early
o 1970s ‘Indian exports of roughly $l5 million annually
" in the period 1972-74 climbed to, '$160 million by the
end ot the decade. The Saudis purchased ‘industrial :
I "and constructlon materials while exportmg crude oil,
' *. " usually 50,000 b/d or about 10 percent of India’s oil
N |mports There are some 50,000 to 75,000 Indian ll
' workers in Saudi Arabia, most of them from the !
o southern state of Kcrala—one of India’s most literate
‘ states—and their knowledge ol‘ English has given |
" them an advantage in findlng Jobs in Saudi Arabia. |
- | i | | I R
t l o
; 'l'hw Saudrs have shown some mterest in lnvestmg mf
- India under New Delhi's modified investment policy.
Saudi Foreign Minister Saud’s visit to India in Apri
1981 was the occasion for announcing an agreement
to establish a joint commission to identify projects for
equity investment. At the same tlme. the Saudis -
announced loans of $132 million to lndra for construc
© tion of two pcwer plants -
.~Sﬂ-‘l,ﬂ_
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Tke Small G.cU‘ States. lndxa has lustoncal tres with
the smaller states of the Persian Gulf—Kuwait, |
Bahrain, the United Arab Emirates, Qatar, and |
Muscat and Oman. Indeed, the smaller sheikhdoms
were once ruled from New Delhi as part of British
India, and the Indian rupee was legal tender in many
of these countries until the mid-1960s. Gulf business-
men and government leaders regularly travel to Inaia
for vacation and medical treatment and many have -
been educated in Indla . i : |
I ' | ' ‘
lndra s current economic ties to the countries focus -

mainly on increasing exports to Kuwait and the UAE -

and on efforts to attract equity investments. India has
shared in the develorment boom in Kuwait and the :

UAE by i mcreasmg exports of machinery and iron and
steel products, as well as by supplyig more tradi-
tional |tcms like spices and tea. Exports to the two ;

countries, only $60 million in 1974, jumped to over

$300 million in 1978. The UAE began s»oplying oil to '

India in 1975 and will provide 40,000 b,'d in 1581, :
Kuwzit will ship 25,000 b/d in 1981. Together the
two counti ‘¢ ; will provide 15 percent of lndra s oil
import needc this year. . \
India’s new forelgn investment policy has had some
success among the smaller Gulf states. Two Arab
banks—The Emirates Commercial Bank and the
Bank of Oman—have established branches in Bom-
bay. The: Al-Ghunan Group of Industries, based in .

Dubar. may [invest in two projects m the Indian state - -

of Gujarat—a $375 million alumma project and a
$125 million seamless steel tube manul'acturmg plant _
The planlcalls for Al-Ghurian to import the entire |
alumina productlon—300 000 tons annually—for a
proposed | alummum plant in Dubai. In addition, the
Indian state*of Maharashtra is negotiating for $1 !
billion in .equrty investment from the UAE for the |
manufacture and export of oil rigs and for establish-

ing other [Oll -based equrpmcnt rndustrres There is also

an Indian proposal for the UAE to set up a 200,000-

b/d oil rel'inery on India's west coast. Under ths
proposal tthe UAE would finance the refinery, supply
it with crude. and import the refined products - |
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