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INTRODUCTION

[ter gaining independence (rom Britain in 1947,

India pursued a mixed economy system (partially

closed economy). The policy makers,
had been, by and large, averse to free trade and investment, due
to long domination of India by British, French and Portuguese
interests that had extracted great amount of wealth [rom India,
The protectionist regime continued for a long period in India,
The prolonged protectionism resulted in continuation of old
technologies, inefficiencies and lack of competitiveness in Indian
businesses who were enjoying virtual monopoly till the end of
1980s. Some economic reforms were introduced in 1985-89 by
the then Rajiv Gandhi govt, but these were limited in scope and
the problems & bottlenccks of Indian Economy continued to
exist rather increase in many spheres.
The developments at the international level further
strengthened the winds of change and the need for economic
reforms in India as well. By the end of 1989, the Soviet Union
had disintegrated into the Commonwealth of (nine)
Independents States (CIS). The capitalist countries contended
that economic and financial crisis of socialist countries are
the results of protectionist regime. The capitalist countries
were able to convince the needs and benefits of the [ree
trade and investment. The emergence of Unipolar world
brought major changes in the world business environment.
The liberalization, globalization and privatization process
in advanced countries has brought significant environmental
and policy changes in India too since 1991.

Due to continuing inadequate development, shortage of
capital, lack of modernization, high inflation, high
indebtedness, economic crisis of 1991 and the vast changes
in the world business environment, the country was
compelled to reconsider and reframe its economic policies.
The P V Narsthma Rao Govt started the economic reforms,
as a continuing process, in 1991. As a result of these reforms,
the country has started moving gradually from mixed
economy to Open econormy.

The reforms had direct bearing over the Indian economic
system. The fear of arrival of MNCs in the Indian market
and increased competition forced the Indian companies to
wake up to new challenges. The Indian business houses while
gearing up to new challenges, demanded level playing field
from the central government so as to compete effectively
! with foreign businesses. The situation demanded that the
promoters increase capital base, hike equity stake and
expand, improve, modernize and tie-up for newer
technologies to become or stay competitive.

The Indian Industry contended that MNCs are competitive
as they can raise capital from low cost sources from any
where in the world. The Indian Industry through its
associations and the then Bombay Club demanded amongst
other things that interest rates in domestic markets were
high and they be permitted to raise funds from abroad.

Till the end of 1990, very little External Commercial
Borrowings (ECB )were raised, To take an example, only
four organizations tapped the external bond markets till
1990 duc 1o selective approvals or sensitivities of the external
markets. The domestic Industry was forced to tap high cost
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domestic funds, The government, recognizing the needs of
the Industry, came out with many policy decisions
beginning 1991 to enable the Indian Compantes 1o borrow
funds from global markets with in certain parameters and
limits with or without sovereign guarantee. The arrival of
the World T'rade Organization (WTO) on the international
scene on Dec, 1, 1995, further accelerated the process of
reforms in India.

The competition is ever increasing in every sphere of
economic activity not only in other parts of the world, but
also in India. The need to stay competitive has influenced
many Indian companies to tap global markets through
variety of financial instruments both equity and debt
instruments as deemed suitable. The companies have started
viewing treasury and financial management as a major area
of cost control and reduction and they are always looking
for sources of cheap finance in global markets,

THE FINANCING DILEMMA

The financing is not that easy as presumed. The financing
decision directly affects the organization in following areas
-interest burden, product costing, capability to ensure timely
product deliveries, capability to make credit sales, capability
to avail discount on cash purchases, short-term liquidity,
long-term solvency, profitability, credit worthiness, market
reputation, gaining competitive edge and sustaining
competitiveness etc. The financing decision calls for
selection of the best financing options with in the scope of
government regulations, organizational needs, access and
the associated costs.

The very first dilemma is what should be optimal debt equity
ratio? Both debt and equity have their own merits and
demerits. The organizations strive for optimal capital
structure, which facilitates cost competitiveness, liquidity,
solvency and control.

As the debt has its own advantages and disadvantages, the
organizations tend to strive for optimal level of debt. Debt
financing becomes much more complex exercise while
tapping global markets. The organization has to decide
following critical dimensions of the external debt financing
viz: ratio of external debt to domestic debt; interest rate
basis (fixed rate, floating rate or a mix of both); maturiry
composition of debt (long term, medium term or short term
rolled over or a mix); currency composition of the debt;
market segments (lenders) to be tapped; instrument and
mode of financing; domestic regulations; foreign regulations;
risk due to exchange rate fluctuations & hedging against
exchange rate fluctuations. Organizations strive to go for
appropriate external debt.

EXTERNAL BORROWINGS

External borrowings offer many specific advantages and
disadvantages to both the organization and the nation.

Eexternal borrowings have following advantages : Borrowing
from anyone & anywhere i.e. diversification of sources of finance;
borrowing anytime i.e. more flexibility; tapping relatively low
cost/cheaper source of {inance; enhancement of organizational
growth and competitiveness etc. Some of the disadvantages of
external borrowings to an organization are: tougher foreign
country regulations; tougher taxation & other legal requirements
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