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Poor countries are capital-deficient. Their rate of capital formation is low. Rate of savings is also low. As such, to meet developmental requirement, these countries have to rely on foreign capital to some extent.
Foreign capital may be obtained through
(i) foreign aid
(ii) private foreign investment
(iii) public foreign investment.
Foreign aid depends on the generosity of developed nations in giving grants to less developed economies. Its availability depends on political international relations. An excessive reliance on foreign aid endangers a country’s sovereignty.
Private foreign investment leads to an inflow of capital. It brings technical know-how and entrepreneurial talents. But the availability of foreign capital from private investment depends on the government’s policy in the country. If there is a threat of nationalisation, private foreign investment will be discouraged.
There may be public foreign investment when two countries take up a joint economic venture.
External finance can help acceleration of growth process but if you depend on it too much, it can keep the country away from self-reliance. Thus, foreign aid should
be resorted to begin with. But when the development process has reached to take-off stage, the country should rely on foreign trade rather than foreign aid.
Trade is economic, while aid is always political. “Much of what goes by the name of foreign aid today is in the nature of bribes…These bribes are justified primarily in terms of foreign aid for economic development.”
But, “the purposes of aid for economic development are likely to suffer when they are disguised as military assistance.” Hence, true development ultimately depends on trade, by increasing exports to import real capital in turn, and not on superficial aids.
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In the early stages of industralization in any country foreign capital plays an important role.

Their role can he bette understood under the following heads:

1

Increase in Resources:- Forcign capital not only provide an addition 10 the domestic
svings and resources, but also an additon to the productive assets of the county. The
country get foreign exchange through FDL It hlps 1o increase the investment leel nd
theteby income and employment n the recipient country.

Risk Taking: Foreign capial undertskes the initial risk of developing new lines of
production. It has with it experience, initstive, resources 1o explore new lincs. If @
concenn i, losses are borme by the forcign investor:

Technical Know-how:- Forcign investor brings with him the technical and managerial
Know how. This helps the recipient country o organize s resources in most. effcient
Ways. .. the least costs of producton methods are adopted. They provide rsining
faclities 1 the local personnelthey employ.

High Standard:

respect of quality of goods, higher real wages to labour and business practices. Such

Foreign capital brings with it the tradition of keeping high standards in

things not only serve the interest of investors. but they act s an imporant factor in
nising the quality of product of other native concerns

Marketing Facilti
imports among the units located indifferent counries financed by the same fism.
Reduces Trade Defic

- Foreign capital provides marketing outlets. I helps exports and

Foreign capitl by belping the host country o increase exports
reduce trade deficit, The exports are increased by raising the quality and quantity of
products and by lower prices

Increases Competition:- Foreign capital may help 1o increase competition and brcak
domestic monopoly. Foreign capital is 2 good barometer of workd's perception of a

country's potenial.

s rightly said that a saisfied foreign investor is the best commercial ambassador a country can

have. To sum up. foreign capital helps three important areas that are necessary for the economic

development of & country. These three areas are savings, trade and foreign exchange and

technology. Foreign capital performs three gaps flling function, ie.




