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Abstract

India has been one of the main recipients of German Official Development Assistance (ODA) since
the very start of Germany’s aid programme. Whereas most aid literature is only concerned with aid
effectiveness, this study investigates the motives of Germany as an aid donor to India. It is common
knowledge that, in the context of the Cold War, part of this aid was politically motivated. However,
contrary to expectations, German ODA to India did not decrease after the fall of the Berlin Wall,
which poses the question of what Germany is attempting to achieve with this aid. Recognising the
grave importance of manufactured exports for the German economy and the interdependence of
development and business interests in Germany, this research paper argues that the rise in German
ODA to India after the Cold War is primarily economically motivated. India is an increasingly
important market both for sales and procurement of the German export industry. Furthermore,
German companies, supported by ODA, are increasingly active in the Indian domestic market, as
a case study on renewable energies shows.

Relevance to Development Studies

ODA shapes the relationship between the Global North and the Global South. Whereas most
studies conducted about the topic seem to naturally assume an altruistic motivation behind de-
velopment assistance and thus focus only on its effectiveness, it is essential to also investigate the
donors’ motives in giving aid. It is in the interest of recipients and scholars to understand the true
driving force behind the monetary transfers between the Global North and the Global South. In
cases where ODA is primarily used to serve the donors’ interests, there is a chance that it will
bring about adverse effects for the recipient countries and widen existing inequalities.

Keywords

Official Development Assistance, Aid, ODA, India, Germany, Export Business Assistance, Renew-
able Energies
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1 The Puzzle: Why aid after the Cold War?

1.1 Why India? Background and research objectives

Official development assistance (ODA) - or aid, how it used to be called - is a puzzling phenomenon
in a world where it is the norm for states to compete against each other for power, prestige and
economic success. It is also a relatively young phenomenon, although it has its roots in the
colonising mission of the Global North. One can roughly differentiate between bilateral aid (given
by one state to another) and multilateral aid (given by multilateral organisations to states); as
well as loans and grants. This thesis will investigate bilateral aid (both loans and grants) given
by Germany to India, especially in the period from 1990 to 2017. ODA as we know it today
originated after the second World War, when the USA announced the Marshall Plan as a strategy
to rebuild Europe - and, of course, to defend its own interests in the context of the Cold War.
Western Europe, after being rebuilt, quickly started providing aid to poorer countries, which is
how Germany’s ODA program commenced in the 1950s. Like all Western countries, it was strictly
tied into the Cold War dynamics until the fall of the Berlin wall. Aid was given to developing
countries to prevent them from switching sides.

Table 1.1: Top Five Recipients of German ODA

1966-1970 1971-1980 1981-1990 1991-2000 2001-2010 2011 - 2017

India India India China Iraq India
Israel Turkey Turkey Egypt China China

Pakistan Bangladesh Egypt Indonesia India Afghanistan

Turkey Indonesia China India Nigeria Morocco
Indonesia Egypt Indonesia Turkey Cameroon Turkey

Source: OECD/Geobook 2019

Table 1.1 depicts the main recipients of German bilateral aid over the last decades. Whereas the
choice of some of the recipients is easy to understand due to Germany’s specific connections to the
respective country (e.g. Israel and Turkey), its strategic importance (China) or political events
(e.g. Afghanistan), it stands out that India has consistently been one of the main recipients of
German ODA over the course of six decades despite not having any immediately obvious relevance
to Germany. During the Cold War, India was officially neutral and accepted aid from both blocks.
German aid to India can be clearly seen as part of the Western political aid-giving mechanism.
However, if this had been the main reason, one would have expected the aid to India to decrease
after the fall of the Berlin wall. But that was not the case:

Figure 1.1: German ODA to India in absolute numbers
Source: OECD 2019
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Whereas German ODA to India in absolute numbers has risen constantly except for a small slump
in the early 2000s (Figure 1.1), aid as a percentage of GDP has been decreasing since the 70s, just
to rise again after 2000 (Figure 1.2). It is definitely clear that aid to India after the Cold War has
not become insignificant.

Figure 1.2: German ODA to India as percentage of German GDP
Source: OECD 2019 and World Bank 2019

Thus, the question that I want to answer with this research is the following: Why has Germany
been channeling ODA to India in the period since the end of the Cold War? In order to answer
this, I want to investigate the following questions first: What is the composition of German ODA
to India and which priorities does Germany set? (How) does the structure of Germany’s economy
explain its interest in India? And (how) does the German ODA benefit certain actors in Germany?

ODA shapes the relationships between the Global North and the Global South. A large part
of the mainstream literature is concerned with only the effectiveness of aid. However, effectiveness
must always be measured against certain aims. Whereas mainstream studies seem to assume the
aim to be economic ’development’ or a reduction in poverty, this is not naturally the donors’
motivation. Instead, if ODA is more donor- than recipient-oriented, it has to be evaluated from
a completely different angle. This is what makes this research relevant: It examines an often-
overlooked dimension of a globally important phenomenon that has a major impact on developing
countries. Furthermore, those studies that have dealt with aid motivation often concentrate only
on political determinants of aid flows. However, it is important to also keep the economic interests
of aid donors in mind. Apart from past research on tied aid, this possibility has not received much
attention. This paper intends to contribute to filling this gap.

1.2 Economic interests: Tentative Arguments

The type of aid that Germany gives to India - mostly aid targeted at improving the country’s
economic infrastructure - suggests that Germany’s interests as an aid donor in India are of economic
nature. Humanitarian and political motives appear to be less important. Looking at Germany’s
economic structure, it becomes clear that the country is largely dependent on the exports of
manufactured goods. Thus, India is on the one hand relevant as a possible export market, due to its
size and growing domestic demand. Official documents that are triangulated with the data confirm
this ambition - Germany uses ODA in order to facilitate exports. But not only German exports,
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also German imports correlate with aid, suggesting that India has a further relevance to Germany,
namely as a manufacturer of intermediate goods. With the German workforce increasingly moving
away from manufacturing and into the service sector, the actual production of its industrial goods
is being outsourced. It seems that India is one of the countries that now supplies the inputs to
German manufacturing, which might be a reason why Germany provides aid to the country. ODA
to India, trade with India and the activity of German companies in India all simultaneously rose
sharply after 2000. The process of aid-giving thus complements the structural transformation of
the German economy.

1.3 Approach and Method

I am using descriptive quantitative data analysis in order to validate my points. I triangulate my
data with official government documents as well as case studies in order to support my argument.
This approach allows me to use a wide range of qualitative and quantitative data in order to answer
my research question, something that would not be possible with more targeted methods such as
econometrics.

The ODA data I use is reported to the Development Assistance Committee (DAC) of the
Organisation for Economic Co-operation and Development (OECD) by its members. For ODA
given from Germany to India, detailed data that makes it possible to break down the ODA to
the level of individual projects (so-called CRS data) are only available from 1978 onward. For my
case study of renewable energies, project-level data are only available for after 1995, because only
since then renewable energy has been recorded as a separate category. The challenge arising from
donor-reporting is that donors are incentivised to over-report ODA or include flows into ODA that
stretch its definition in order to look more generous. However, this is not an issue for the study at
hand that focuses more on general trends in ODA than on exact numbers.

My import and export data stem from the UN Comtrade data collection, which is the largest
depository of international trade data, and are available for a longer time period than ODA data.
The Comtrade data are all available in USD and thus comparable to the ODA data. I use data
from the Standard International Trade Classification (SITC) revision 2, reported by Germany. It
is the most accurate and detailed data available, yet measurement or reporting errors cannot be
excluded.

Data for FDI and annual turnover of companies stem from the Deutsche Bundesbank and, for
the countries I am concerned with, are only available for after 1991. Other data stem from the
World Bank. The documents from government officials are limited by their availability to public.
In the case studies, parts of companies’ annual reports are used. One problem I faced was that
Hermes, the major German export insurance that occasionally finances projects counted as ODA,
does not publish a list of all the projects it supports, which is why I could not use it as a data
source for this research.

1.4 Scope and Limitations

This research paper investigates the motivation behind Germany’s ODA to India. Consequently, it
does neither deal with the effects this aid has on India nor tries to evaluate the aid’s effectiveness.
Whether ODA accomplishes its officially stated aims of increasing ’development’ (whatever that
may be) or not is not relevant for this paper, unless this feeds into Germany’s motivation. Similarly,
while recognising that India is more than just a passive recipient of aid flows, India’s motivation
in receiving ODA is not at the forefront of this study. This study is concerned only with The
Federal Republic of Germany (Western Germany). All data before 1990 is only data concerning
West Germany, excluding the Eastern part, since it is assumed that the united Germany’s aid
policy matches the former West German strategy much more closely than the East German. As
stated before, this research paper is concerned with the time period from 1990 to 2017, assuming
that the motivation behind ODA would be different in a post-war context than during the war.
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1.5 Chapter Outline

The second chapter will review literature on aid, looking briefly at mainstream literature that
mostly deals with aid effectiveness. Then I will review the aid motivation literature that can be
further separated into those authors looking at political motivation and those looking at economics,
which are less in number, before zooming in on Germany and later India. The third chapter will
provide all relevant background information on ODA as well as on Germany’s economic structure,
and briefly look at Germany’s diplomatic relationship with India. Chapter 4 will present the
analytical findings that support my argument. It is divided into a section that presents quantitative
data and one that presents qualitative data. Chapter 5 is a case study on renewable energies that
illustrates my argument and includes examples of companies that indirectly benefit from ODA.
The last chapter will present my conclusion.

Valeske 2019 Aid for Business 4



2 The curtain lifts: Humanitarian, political and economic
motives found in the aid literature

2.1 The mainstream: Literature on aid effectiveness

The literature on aid can be separated into several strands. For our purpose, a categorisation into
those authors looking at aid effectiveness and those looking at aid motivation is useful. I will give a
brief overview over the former, as they are less important for our aim, and then concentrate on the
latter. A third strand that will briefly be mentioned looks at aid from a postcolonial perspective.
A description of the general history of aid will be provided in chapter 2.1.

Most literature on development aid is concerned with its effectiveness and compares different
methods with each other in order to single out the most effective one. Effectiveness is measured
against the proclaimed goals of the development discourse that are typically either promoting
economic growth or, especially in recent times, alleviating poverty. ODA can be measured with
different variables: the absolute amount of ODA given, which is typically used to argue that a lot
of money spent has not achieved very much; or ODA as share of a donor’s GDP, which is often
used by those who argue that not enough ODA is being given. Furthermore, to compare different
countries that receive ODA, it can be measured as share of the recipients’ GDP or the donor’s total
ODA. Pedrosa-Garcia (2017) observes that a large part of the aid debate is supported by studies
using macro- or microeconomic empirical evidence and typically regression-based methodologies.
These methods are used to test the influence of aid on growth (Hansen and Tarp 2001, Rajan and
Subramanian 2008), or more poverty-oriented indicators (Kosack 2003), either among a large set
of aid recipients or for a specific case study.

There are different opinions about how to increase the effectiveness of aid money given. The
most prominent authors on different sides of the argument are Jeffrey Sachs and William Easterly.
Sachs (e.g. 2006) and other authors on his side lobby for an increase in the amount of aid and
argue for a “big push” that is supposed to lift countries out of poverty. Their central argument is
that aid would be useful to cure the world’s ills if there was just enough of it.

On the other side of the discourse, William Easterly (e.g. 2006) and his supporters emphasize
that the effectiveness of aid hinges more on how it is given or how the projects are implemented
rather than on the amount given. They focus on the incentives that aid provides and argue that
it is especially important that ownership of aid projects lies in the hands of aid recipients. The
important takeaway for this research is that none of these prominent figures in the aid discourse
question the motivation of donors. William Easterly is a good example for that. In his seminal
work “The White Man’s Burden”, he writes

[t]he West spent $2.3 trillion on foreign aid over the last five decades and still has not managed
to get twelve-cents medicines to children to prevent half of all malaria deaths. [. . . ] It’s a
tragedy that so much well-meaning compassion did not bring these results for needy people”
(2006:4).

Apart from the slightly patronising tone with which he looks at “the needy people”, the phrase
“well-meaning compassion” leaps to the eye. This presupposes a benevolent motivation behind
aid from the Western donors that is not scrutinised by Easterly. Instead, he – and many other
mainstream authors who focus on effectiveness – seem to take it as a given that the officially stated
objectives of aid are similar to the real motivations for which it is given.

But there are more radical authors. In the tradition of dependency theorists, they argue that
aid in fact served the contrary of its proclaimed purpose and made developing countries worse
off than they would have been without it. For example, Veltmeyer and Petras (2005) argue that
“aid can be viewed as a catalyst of underdevelopment and regression rather than growth and
development”. Hpwever, they qualify that these consequences are not usually intended by the
aid-givers and call them “unintended and inevitable outcome of the conditions of development”.

The Kenyan economist James Shikwati, for this reason, wants all development aid to be stopped
immediately. He cites a number of reasons from the spectrum of political economy, emphasizing the
immense power difference between white development workers and non-white recipients that often
only deepens due to the structure of aid projects. On the other hand, proponents of development
aid have argued that these criticisms again come from local elites that themselves are not directly

Valeske 2019 Aid for Business 5



affected by aid projects and not in need of it (Böschel 2010). Finally, Nuscheler (2006), one of the
most prominent German academics on aid, explores why it is hard to measure aid’s effectiveness:
because it operates with a multi-dimensional aiming system.

The question cannot be finally answered, even with a lot of empirical effort: What would have
happened, especially in the poorest countries, in which partially half of the investments are
financed by outside actors, without these [aid] infusions?

Many critical scholars point out that development aid does nothing to solve the root problem
of unequal power hierarchies between the Global North and South. From a critical viewpoint,
the development industry, just like the former colonizers, facilitates the destruction of indigenous
cultures, the colonisation of minds and economic exploitation. In this view, development aid is
just another model used to increase dependency and replace colonial hierarchies (e.g. Escobar
2012, Sachs 2005). Crush (1999) points out that the development sector has never managed to
break with traditional power structures like North/South and is thus deeply rooted in colonial
exploitation. He commented on the whole discourse, saying that the “development discourse has
always reinvented itself as the remedy for all the ills it has caused”. Despite a few authors who
view the institution of development as a whole and question its essence (such as Arturo Escobar)
that inspired a whole range of post-colonial thinkers, the majority of aid literature does not look
at the big picture.

All in all, the central question of why aid is given in the first place is being ignored by most
seminal works on the topic. Given its immense importance, it is imperative that this question is
discussed more prominently. When scholars like Easterly write about the failure of aid to reach its
intended goals, which goals are they talking about? From the perspective of self-interested donors,
goals might often be reached even if the recipient country does not benefit at all from the ODA.

2.2 The outsiders: Literature on aid motivation

Most of the orthodox authors do not even raise the question of aid motivation. However, there is a
sub-group of authors that actually do look at the motives of aid donors. They typically find that
aid is primarily given to serve the donor’s interests. Roughly, this group can be divided in those
pointing to a geopolitical motivation of aid and those pointing to an economic motivation.

Many of these scholars look at the allocation of aid by donors to find a certain pattern that
supports their view. Those that look for political patterns seem to be in the majority, and it also
seems that official documents, if they offer a glimpse behind the curtain, are much more ready
to admit that aid serves political purposes than economic ones. Those authors that do focus on
economic motivations, however, often only look at tied aid and miss other important pathways
through which aid can serve economic motives, which will be investigated in this paper.

Historic writings were often much more open about the actual purpose of aid than today’s
governments are. For example, Morgenthau (1962:301) identified six types of aid: “humanitarian
foreign aid, subsistence foreign aid, military foreign aid, bribery, prestige foreign aid, and foreign
aid for economic development”, all of which, except for humanitarian aid, should in his view be
used as part of a country’s foreign policy in order to advance the country’s own interests. His
paper argues in favour of using foreign aid as a strategy to serve the US interests abroad. He says
that the

United States has interests abroad which cannot be secured by military means and for the
support of which the traditional methods of diplomacy are only in part appropriate. If foreign
aid is not available they will not be supported at all

The typical approach of those authors interested in political aid motivation is to look at the pattern
of aid of a certain donor (i.e., which countries do they provide aid to?) and guess at the political
motivation behind it. For example, Hirvonen (2005) criticizes that “[i]nstead of allocating their aid
based on where it is most needed, rich countries often favour recipients that are of direct political
or economic interest to them.” To justify this statement, he points to the fact that most aid goes
to middle-income countries and not necessarily to the poorest countries. Others (e.g. Pedrosa-
Garcia 2017), however, see this as a sign for more consciousness among donors about giving aid
to politically responsible countries and decreasing corruption. Similarly, Radelet (2006) uses the
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selection of recipients to support his argument that foreign policy and political relationships are
the most important determinants of aid flows. He points out that the two largest recipients of U.S.
foreign aid from 1980 until the beginning of the 2000s were Israel and Egypt, and recently Iraq has
joined them. Looking at the fact that proportionally to their size, more aid goes to small countries,
he points out that “For political reasons, donors generally want to influence as many countries as
possible, which tends to lead to a disproportionate amount of aid going to small countries.”

Veltmaier and Petra (2005:130), while recounting the history of foreign aid and its connection
to neoliberalism, claim that it is possible to consider foreign aid “as a means of advancing the
geopolitical and strategic interests of the governments and organisations that provide this aid,
designed to benefit not the recipient but rather the donor.” They describe ODA as originally
being a policy for meeting strategic foreign policy requirements of the US state and saying that in
retrospect it can be described as an “imperial policy – in the service of the US state”. Kuziemko
and Werker (2006) found that US development aid to those countries surges when countries get
to hold the rotating seats in the UN security council, thus adding to the evidence that speaks for
geopolitical interests behind aid. Looking at recent developments in the Western world, Nuscheler
(2006) states that one reason for development policy is and should be mild vested interests in
security policy – for European and global security. In his eyes, this explains why aid is becoming
more and more prominent again in the context of the war on terror.

Other authors that argue for a political motivation as the main driver go further and look at not
only what determines development aid, but also at what determines the amount of development
aid and sometimes also the changes over time. Imbeau (1988) was one of the first scholars to
seriously try to find determinants of ODA. He stated four possible hypotheses that might explain
the variation of development aid expenditures as a percentage of GNP, and, after testing these
with the help of a regression model, found that an instrumental hypothesis - the idea that aid is
a means to political goals - has the highest explanation potential. The variables he uses for that
are the number of embassies in the country as well as the importance of imports and exports,
signifying political importance to the donor.

Alesina and Dollar (2000:33) argue that the “pattern of aid is dictated by political and economic
strategies”. Using the OECD data on bilateral aid flows, they assemble a number of variables that
could all influence the allocation of aid and then run a regression analysis, finding that the most
significant reasons for allocating aid to certain countries are past colonial experiences and political
alliances (as marked by the proxy of UN voting patterns). Stone (2010) argues that aid is influenced
by the geopolitical interests and foreign policy preferences of the donors. He is one of the rare
scholars to look at both motivation and effect of aid. Using Heckman models, he shows that aid
effectiveness (which he sees as economic growth) is correlated with donor motivations, and “aid
sometimes promotes and sometimes retards growth”. He finds the strongest growth effects when
“aid is motivated by security externalities and recipients have high institutional capacity”. Vice
versa, donors with commercial and financial motivations are rarely effective at promoting growth.
Stone concludes with saying “When aid distribution follows objectives other than development,
those other objectives will be accomplished instead.”

Nuscheler (2004 in Ziai 2007:104), one of the most prominent aid academics in Germany, goes
along with the definition of aid as a tool of foreign policy. He describes development policy
as interest-based policy that is necessarily connected to and part of foreign policy and security
policy, and to economic interests. He names it a “multitool”. Vreeland (2011) says that wealthy
governments provide more foreign aid to poor governments that offer them political support in
order to get elected into financial institutions. In his regression analysis, he finds that Swiss
ODA is given in exchange for support with decisions of the IMF, where Switzerland is interested
in retaining a strong influence. Looking at different determinants for the total amount of ODA
a country gives, Mezger (2007) finds a connection between the status of domestic welfare and
ODA, and furthermore shows that the amount of ODA rises with the influence of leftist parties
on a particular government. He uses unemployment benefits as a proxy for welfare and finds a
correlation between the amount of ODA and welfare services.

There are also a few authors that emphasise economic motivations of aid-giving. However,
many of them only focus on tied aid, the most obvious and direct way in which ODA may serve
the donor’s economic interest. Hirvonen (2005) argues that during the Cold War, aid had the
major function of forging political alliances and preventing countries from changing sides, but even
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then, aid also served economic functions. “Many rich nations tie their development assistance to
purchases of goods and services from the donor country.” (Hirvonen 2005). Shah (2014) observes
that aid is often wasted on conditions that the recipient must use overpriced goods and services
from donor countries, namely ‘tied aid’. He furthermore criticizes that most aid does not actually
go to the poorest who would need it the most.

Aid amounts are dwarfed by rich country protectionism that denies market access for poor
country products, while rich nations use aid as a lever to open poor country markets to their
products. [. . . ] Large projects or massive grand strategies often fail to help the vulnerable as
money can often be embezzled away.

Tied aid has been massively criticized in the past and is now less and less common. Nath and
Sobhee (2007) find that “Between trade interest and international income distribution, the former
is found to be a more common consideration in aid allocation”. Radelet (2006) says that “Bilateral
aid is often designed at least partially to help support the economic interests of certain firms or
sectors in the donor country”, supporting his argument by showing that US aid is often tied to
purchases by US companies. Finally, it is important to keep in mind that creating aid dependence
has always been an important motive for donors. Seeing that Germany gives most of its ODA to
India in the form of loans (ref), this is a point that should not be forgotten.

To sum up, there is a group of authors that, in various contexts and with various empirical
tools, have come to the conclusion that the motivations for giving aid are much more complex
and also more self-interested than most of the literature that focuses on effectiveness presupposes.
The majority of these authors focuses on the various political reasons that might incline countries
to provide ODA to other countries, likely due to the fact that ODA originated from political
considerations in the Cold War. This almost normalises the practice of providing ODA for political
reasons – indeed, sometimes it is even asked why a country gives aid to certain countries that do
not share its political agenda. Consequently, economic motivations do not receive that much of
attention in the literature, although they definitely do exist, and seem to be less commonly accepted
as a motive. If authors investigate economic motivations behind aid, they often only look at tied
aid, which visibly and directly benefits the donor country’s economy. More covert tactics are less
commonly researched. My research thus aims at closing this gap for the example of Germany and
India.

The framework I am going to use was adapted from Schräder et al. (1998) who observed that
when looking at the Cold War era aid, those scholars concerned with motivation usually adhered
to one of three paradigms: The realist paradigm, that saw ideological reasons and self-preservation
as the main factor driving aid; the idealist paradigm that states that aid is given with altruistic
motivations; and the neo-Marxist paradigm that is more concerned with the economic realities of
aid-giving and receiving. The literature review has shown that most authors can be categorised
into one of these three categories.

This categorization in general is useful when looking at aid beyond the end of the Cold War.
Whereas the literature on aid effectiveness mostly fits into the idealist paradigm, the literature
on aid motivation can be roughly divided between those more concerned with political motives
(realist paradigm) and those more concerned with economic motivation (neo-Marxist paradigm),
although many studies consider both. Using this framework, I can allocate my study in the context
of economic motivation. However, it is important to realise that aid can also serve more than just
one purpose. India is an important political power in South-Eastern Asia and thus it is important
to Germany to have stable diplomatic ties with it - political motivations should not be excluded
from consideration. And although the overriding strategy does not seem to be driven by altruistic
motivations, there are various actors in the German development sector, some of which might
well be driven by more well-meaning motives. Thus, rather than using Schräder’s framework as
an either-or categorisation, we should always assume a mixture of motives. But, as the following
argumentation will show, I do believe that in the case of Germany and India, economic motivation
(as emphasised by the neo-Marxist paradigm) is the driving factor behind ODA to India.

2.3 Zooming In: Literature on German aid motivation

Just as the main development literature, the literature on German aid can be classified into three
groups, corresponding to the categories discussed in the previous section: ”genuine developmental
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interests” like reducing poverty; geopolitical interests; and foreign economic interests (Brämer and
Ziai 2016:401). This furthermore matches with the framework given by Schräder et al. (1998)
described in the previous section.

Firstly, I will consider political motivations. The previous literature review showed that a main
motive for ODA given by France and the UK is to remain influential in their former colonies.
Germany did not have many colonies, which is why this cannot be a motive for most of its aid re-
cipients. However, it can still be seen from Germany’s aid pattern that the effects of colonialism do
play a bit of a role, since Namibia, the successor of Germany’s former colony “Deutsch-Südwest-
afrika” is the country that is receiving the highest amount of per-capita ODA from Germany
(DNEG 2019). However, since the phenomenon that is to be explained here is India, which was
not a German colony, this explanation can be neglected for our cause. Klingebiel (2013) confirms
that the Cold War was a decisive factor in the allocation of development aid until the fall of the
Berlin wall: “Countries were sanctioned for siding with the Eastern or Western block and they
were offered rewards for doing so”. Unger (2012:75) quotes a 1963 memo from the German Foreign
Office saying that the work with developing countries had as its goal the “realisation of a number
of foreign policy goals of the federal republic, such as reunification, disavowal of the soviet zone
and not pulling the developing countries under the influence sphere of the East.”

But not all authors agree to this. Just as in the general literature, literature on German aid is
also divided between those emphasising a political motivation and those focusing more on economic
motives. McKinlay (1978) tries to identify the motivation of German aid through an analysis of the
distribution of West German aid for each of the years 1961-70. He concludes that power-political
considerations as well as military influence are not decisive for German aid. Humanitarian needs
of the recipient also play only a background role. Instead, he argues that trade interests override
any others.

Unger (2012:1) reports the same, showing that many West German companies profited from
the demand of the recently independent colonies for industrial and consumption goods. She looks
at various German actors that influence decisions about aid. About economic actors, she writes:
“German firms wanting to expand their exports looked to foreign aid as a vehicle for accelerating
their entry into foreign markets in the early years of the aid program, especially when the Ministry
of Economy had responsibility for a part of the aid budget.” (2012:187). One example she refers
to is the Shanghai subway system as well as the lobbying by major German companies against a
proposed reduction of the aid budget in the 1990s because they benefited from the aid. That was
in a period when almost 40 percent of the German aid was still officially tied, meaning that it was
conditional on being spent on German goods and services. The German financial aid has officially
been untied since 2001, unlike technical aid (187).

Brand researches how German development politics is slowly becoming more and more “se-
curitized” and benefits among others arms companies. In an interview, he says that German
development politics

”
pretends to be interested in poor people but actually only does disguised

economic promotion in threshold countries.” He explains that the German development politics
have always been aimed at business support, but recently the sectors that profit most have changed
- leading to recent profits for arms companies (Bartlau 2018).

Lancaster (2007) profiles German aid in a comparative study. According to her, the “profile
of German aid over the second half of the twentieth century reflects its three main purposes:
development, diplomacy, and commerce.” She notes that the type of aid that German firms were
most interested in is that involving engineering and construction projects, the export of heavy
equipment, telecommunications, transportation and others that fall under the DAC category of
economic infrastructure. Looking at the allocation of aid, she shows that the German Foreign
Office has an “informal role in aid decisions, for example, on the broad framework guiding German
aid, on activities in sectors of particular diplomatic importance and sensitivity” (185). She points
out that Germany gave aid to Israel as compensation for the Holocaust and Turkey because of its
strategic position in the middle East and the large number of Turkish “guest workers” in post-war
Germany.

Schrade (1997) tests the three most important state models for development policy in inter-
national relations for the German behaviour in the 1990s. According to her, West Germany can
be conceptualised as a “trade state” rather than a “civil state” or a “power state”, i.e. Germany’s
development cooperation is conditioned on the economic importance of the trading partner rather
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than their political importance or actual needs. Schrade tests her hypothesis by looking at the
choice set of countries that Germany provides development aid to and argues that this choice is
motivated by economic aspirations more than power seeking or altruism. Furthermore, she finds
that Germany uses much more bilateral than multilateral channels to distribute its aid, which also
speaks in favour of trade orientation. Finally, Stone (2010) calls Germany one of the countries
whose aid was “most single-mindedly [focused] on promoting domestic economic interests.”

A review of the literature that deals with Germany’s motivation behind giving aid points to
the fact that the Cold War played a major role in the allocation of Germany’s ODA in the past,
together with economic considerations. Business interests seem to weigh most heavy in recent years.
Furthermore, driven by the US, the role of security concerns has increased. It is also clear that
compared to other countries that are keener on the political ideology (USA) or retaining influence
in their former colonies (Britain and France), Germany’s motivation has from the beginning been
more oriented towards its own economy (Barbière et al. 2015).

2.4 Sparse: Literature on Germany and India

There is only sparse literature that specifically looks at the relationship between Germany and
India, and almost none for the time after the Cold War. Looking once more at political motivations
first, evidence for a political function of ODA to India can be found in official documents: “If India
fell prey to communism”, so the Foreign Office in 1963, “the whole situation in Asia would be
crucially influenced and the political power relations in the world would be shifted to the West’s
disadvantage” (quoted in Unger 2012: 75). Consequently, one of the most important reasons for
Germany to start giving aid to India seems to have been the aspiration of keeping the largest
officially neutral country from defecting to communism.

Unger (2012) has written extensively about Germany’s past aid history with India. Supporting
her arguments through the analysis of government documents from the ministry of economy, the
Foreign Office and memos between companies and politicians, she points out that many techni-
cal aid projects were ultimately meant for helping Germany’s own economy. She recounts how
Germany played with the thought of getting the DIN norm introduced in India in order to boost
German exports. Furthermore, she mentions that internships as well as study programs for Indians
in Germany were designed in order to combat the lack of highly skilled workers in Germany (Unger
2012:75). She also shows that German observers had ”identified India as a promising product mar-
ket in the 1950s” and were arguing in favour of getting involved in the Indian economy (2012:73).
She recounts that the powerplant Rourkela was heavily financed by German aid and built by many
German companies.

Lancaster (2007) observes that other recipients of German aid were often large developing coun-
tries, for example India, that, in her view, was interesting to Germany because of its “potentially
attractive market [. . . ] for German goods and services” and its regional and global influence that
made it an interesting diplomatic partner. Hunger (2005) follows the trail of German technical
development aid contributed to building up India’s high-quality and world-renowned IITs (Indian
Institutes for Technology) for graduate education and research. He observed, however, that most
of the ITT graduates chose to move to the USA when they had the computer boom. Thus, Ger-
many’s development aid indirectly benefited the US economy. Terre des hommes et al. (2018:20)
do a thorough analysis of German aid and mention that “India, just like China, does not receive
ODA because of the amount of poor population, but because of the possibility to mobilise market
resources.” Market resources (‘Marktmittel’) is money that the German development bank gets
from the capital markets and ‘mixes’ into the development finance together with public resources
(BMZ 2019d).

There are only a handful of researchers that have written on India’s and Germany’s aid rela-
tionship. They mostly conclude that whereas political motivations played a large role during the
cold war, economic motives have always been present and gotten stronger after the end of the war.
Using this as a premise for my research and moving within the framework explained earlier, I will
in the next section analyse the structure of German ODA and its economy to find indicators as to
what ODA to India is supposed to achieve.
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3 Tracing the German economic and aid structure

3.1 Born in the Cold War: Background on Aid

The definition of ODA as used by the OECD Development Assistance Committee runs as follows:

Flows of official financing administered with the promotion of the economic development and
welfare of developing countries as the main objective, and which are concessional in character
with a grant element of at least 25 percent (using a fixed 10 percent rate of discount). By
convention, ODA flows comprise contributions of donor government agencies, at all levels,
to developing countries (“bilateral ODA”) and to multilateral institutions. ODA receipts
comprise disbursements by bilateral donors and multilateral institutions (IMF 2003).

The definition of ODA by the DAC has slightly shifted over time. For example, in 1979 it was
decided to include the costs of ‘aid propaganda’ into ODA. Since 1988, student costs, including
imputed costs, for students from developing countries studying in DAC donor countries can be
counted as ODA – as we will see, this is a large share of the German ODA ‘given’ to India. Since
1988, refugee costs for the first year of a refugee’s stay in the DAC country are also chargeable
(OECD 2019a).

Military costs are generally not part of ODA, but there are notable exceptions. For example,
‘technical co-operation and civilian support to security system reform’ can be counted since shortly
after 9/11 (Anders 2016). This is, however, not important for the case at hand. For aid flows after
(and excluding) 2017, the reporting method has changed so that the different relative weight grants
have (as opposed to loans) is better accounted for. Until now, grants and loans were valued in the
same way, although grants are usually better for the recipients. The method used for the data in
this thesis is, however, still the old one.

Development assistance can be divided in different categories. Firstly, a distinction must be
made between private aid, which comprises all donations by individuals, companies, or organisa-
tions such as churches and private NGOs to other countries; and official aid. Official aid comprises
bilateral and multilateral aid. Bilateral aid is aid given from one country to another, whereas
multilateral aid is channelled through international organisations such as the UN, the World Bank
or the OECD. The OECD coordinates their aid through the DAC, the Development Assistance
Committee, which also registers all the data of official development aid.

History of aid

In the following, I will provide a brief overview over the focus areas of different decades of de-
velopment aid. The first ”official” development aid programme is usually said to have started in
1949 with Truman’s Four-Point Program to rebuild the war-damaged Europe (Easterly 2006:21)
and later the Marshall plan. From the 1950s onward, many European countries joined the aid
regime, using the same strategies that were used on them. The way aid was perceived at that
time was heavily influenced by the Solow model (Solow 1956, Swan 1956) and its idea that capital
accumulation would help countries to escape the “poverty trap” and “take off” to become wealthy
(Böschel 2010, Pedrosa-Garcia 2017). Behind the official façade, however, development aid from
Western countries was mostly used to stave off communism.

At the same time, critical voices of representatives of the ‘dependency theory’ became louder.
They were convinced that there is no win-win situation in which development aid can lead to a
bigger ‘cake’ for all countries and more wealth for all. Instead, they claimed that the size of the
cake was fixed from the offset, and if one side of the world took more than their fair share as was
the case with the Global North - that happened at a cost for the other side of the world. The
dependency theorists emphasized self-containment and import substitution as strategies for poor
regions (or the ‘periphery’) to escape poverty.

The 1970s then saw a number of economic crises due to which lending to developing countries
surged (Moyo 2010). The dominant ideology was slowly shifting towards market-friendly neoliber-
alism, preparing the ground for the 1980s. It was common to “tie” aid, i.e. only allow procurement
of products with aid money from the donor country. The 1980s are often called the ”lost decade”
for development. In the wake of several financial crises, many poor countries saw themselves unable
to pay back the loans to the World Bank and the IMF. The countries were often “supported” with
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new loans that were conditioned on doctrines of the free market and a disabling of their social se-
curity systems, which led to an even larger burden of debt. In total, countries in the Global South
had larger capital outflows than inflows for decades after that (Böschel 2010) and many went de
facto bankrupt. In the 1990s the focus of development aid shifted to environmental sustainability,
as well as democracy and governance. It was also the decade of what Mojo calls ”donor fatigue”
in which many academics declared a soon-to-be end of development aid.

In 2000 the millennium goals were declared by the UN and the world saw a revival of devel-
opment business with a focus on poverty alleviation. More emphasis was put on good governance
(Harford, Klein Tilma 2004). Apart from that, 9/11 led to a greater emphasis on ”security” as
both justification and aim of development assistance (Radelet 2006). There is an increasing focus
on climate change as well as on the connection between environmental and social issues.

With more and more people questioning whether aid is effective at all (Easterly 2006), a lot
of emphasis is now put on guaranteeing aid effectiveness and measuring results. Also, it is often
asked that donors coordinate better. In an attempt to achieve this, the OECD made a Declaration
on Aid Effectiveness in 2005, basing its efforts on the five principles of Ownership, Alignment,
Harmonisation, Results, and Mutual Accountability (Pedrosa-Garcia 2017). Clay et al. point out
that tied aid has since then reduced significantly.

Table 3.1: Total bilateral ODA by all DAC countries by major sectors, period averages

Period
Social Infrastructure
& Services

Economic Infrastructure
& Services

Production Sectors
Multi-Sector/
Cross-Cutting

Action Relating to Debt Humanitarian Aid
Unallocated/
Unspecified

1968-1979 24.62 16.78 25.01 2.22 4.98 1.11 25.27
1980-1989 30.16 23.30 24.38 3.48 3.10 2.08 13.51
1990-1999 29.78 22.05 12.57 5.44 11.76 5.17 13.22
2000-2009 37.78 14.25 6.40 7.29 14.43 7.48 12.37
2010-2017 37.93 18.09 6.87 10.12 2.11 10.92 13.95

Source: OECD 2019

Table 3.1 depicts the ODA given by all DAC countries on a disaggregated level. Aid supplied
for social infrastructure and services makes up the largest share in total aid since the 1990s and
has risen steeply after 2001, as has humanitarian aid. On the other hand, ODA given to the
production sector has fallen from making up one quarter of all aid in the 1960s to being almost
negligible in the 2010s, reflecting a shift away from the modernisation theory and the effort of
industrialising developing countries. ODA for economic infrastructure is notably lower than for
social infrastructure, which, as we will see later, is different in the case of German ODA to India.

3.2 Export-oriented manufacturing: Background on the German
Economy

The German economy has undergone major structural changes in the past centuries. From a
mainly agrarian economy in around 1850, Germany rapidly industrialised for a hundred years.
In the 1960s, the production sector accounted for more than 60% of Germany’s net value added.
However, in the following decades that the service sector started to become rapidly more important.
Figure 3.1 illustrate the declining share of industry and manufacturing in the last few decades:
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Figure 3.1: Share of sectors in Germany’s GDP.
Source: World Bank 2019.

Figure 3.2 shows the occupation of Germany’s workforce by sector:

Figure 3.2: Occupation of Germany’s workforce by sectors
Blue: Agriculture; Black: Production; Grey: Services. Source: Statista 2019

Three quarters of the German workforce are now employed in services and almost all the rest in
industry, compared to a ratio of about 50:50 in the 1960s and 70s.

Valeske 2019 Aid for Business 13



Figure 3.3: Total German exports and imports as percentage of GDP
Source: World Bank 2019

However, as seen in figure 3.3, Germany is also a majorly export-oriented country. The share of
exports in the GDP has grown from 15 in 1970 to more than 45 in 2015 – it has more than tripled.
Especially after 2000, exports have risen steeply. At the same time, the share of imports only more
than doubled.

Table 3.2: Total German exports and imports as percentage of GDP, period averages

Period Exports (% of GDP) Imports (% of GDP)

1970-1979 16.7 18.5
1980-1989 21.1 23.1
1990-1999 23.4 23.1
2000-2009 32.3 32.3
2010-2018 45.7 39.1

Source: World Bank 2019

Table 3.2 confirms this development. Germany has been among the three top nations with the
largest absolute value of exports for decades, and has had the highest export surplus for the past
three consecutive years. This makes Germany majorly dependent on the world economy. Despite
the large amount of people that are employed in services, the real driving force behind Germany’s
economy is the export of manufactured products. It is thus clear that Germany must have shifted
the actual production of its products and especially the processing of low-value added inputs into
other countries.
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Table 3.3: German exports to the world by sectors as percentage of total exports, period averages

Period
Food and live
animals chiefly
for food

Beverages
and tobacco

Crude materials,
inedible, except
fuels

Mineral fuels,
lubricants and
related materials

Animal and
vegetable oils,
fats and waxes

Chemicals
and related
products

Manufactured goods
classified chiefly
by materials

Machinery and
transport
equipment

Miscellaneous
manufactured
articles

Others

1980-1989 4.3 0.6 1.9 2.7 0.4 12.9 18.7 46.5 10.0 2.1
1990-1999 4.1 0.7 1.7 1.2 0.3 12.7 16.2 48.5 10.6 4.1
2000-2009 3.7 0.7 1.6 2.0 0.2 13.3 13.9 49.2 10.0 5.5

2010-2017 4.5 0.8 1.7 2.2 0.2 14.5 12.5 47.6 10.8 4.8

Source: UN Comtrade 2019

Table 3.3 shows the composition of Germany’s exports over the decades. While total exports
increased significantly, their composition has remained roughly the same across the different cat-
egories. This means that Germany is still exporting mostly machinery and transport equipment
(which constitutes almost half of all exports), as well as other manufactured goods and chemicals to
the world. However, these are not produced by the German workforce anymore, since - as we have
seen above - this workforce has moved to the service sector. Thus, it follows that German compa-
nies are increasingly outsourcing the production of semi-manufactured inputs into their products
to countries with lower wage levels. Whereas China was once a major destination for outsourcing,
Germany companies have in the last decade been pulling out of it due to rising labour costs (Der
Spiegel 2008). They are going to the far east – or to India. According to development minister
Müller, more than 1,600 German companies were active in India in 2018, many of them in the
production sector (BMZ 2017). India has consequently be on top of the annually published world
outsourcing index by AT Kearney for the past few years, even before China (Sethi et al. 2019).

Being aware of this structure is very important for the following analysis, as it gives insights
into Germany’s motives when dealing with developing countries. As a country that is driven by
exports, Germany is highly dependent on other countries. In order to keep the German economy
successful, Germany needs markets to export to – which makes growing countries like India with
a large domestic demand very appealing. Furthermore, Germany needs places to which it can
outsource the production of its own manufactured goods, since the German workforce is getting
too expensive for doing that. This is a second reason why India is interesting to Germany – it has
a workforce that is skilled in technology, but a very low wage level. It makes sense to assume that
German companies are increasingly looking at India to set up production units. Lastly, looking
at Germany’s demography and its ageing population, Germany needs skilled immigrants to join
into its own labour market. These are three important reasons for Germany to channel ODA into
India. If one looks at aid through this lens, it becomes much clearer why India might be a target
of German attention and ODA.

3.3 Economically motivated: Background on German Aid

History of German Aid

After having looked at Germany’s economic structure, we will now investigate how aid fits into
the picture. There is a debate among researchers about why Germany started to enter the field of
development aid as a donor in the first place. Some scholars think that it was forced to do so by
the USA (Ziai 2007). Officials say that it was Germany’s own desire to help other countries after
it benefitted from the Marshall plan. And Dumke (1997), one of the politicians involved in the
set-up of the German aid system, claims that it was a “proactive reaction to the Eastern economic
offensive”.

Unger (2015) also points out that prestige might have been one of the reasons why Germany
started to give development aid: “Excelling economically helped West Germany to reinvent itself
as a peaceful, productive nation, regain international respect and freedom of action and enhance
its visibility on a global scale.” (Unger 2015) This is reaffirmed by McKinlay (1978: 239). In the
1950s when Germany started to give aid, no institution was yet specifically designated for devising
programmes. Instead, aid was mostly given under the foreign policy umbrella and thus by officials
from the Foreign Office. The first decade of development aid is described as majorly oriented
towards export support. Officially, in the 1950s and throughout the 1960s, the measures were
concentrated on increasing economic growth in developing countries through heavy machinery, in
line with the modernisation theory (Lüdecke 2017).
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In 1961, the BMZ was founded. Ziai (2007) sums that period up under the terms of ”anti-
communism and market exploration”. With it came a policy shift from export-facilitating as-
sistance to more politically motivated aid. The reason for this is described by Unger (2012) as
pressure from the US and from rival East Germany that was using aid for political aims. The
political orientation of aid also expressed itself through the so-called Hallstein doctrine, which
stated that no country that officially recognises the GDR would receive development aid from
West Germany. This doctrine was valid until 1973.

Ziai (2007) explains that in the 1980s, Germany gave a lot of economic aid through mixed
financing, or so-called ’development partnerships’ between the public and the private sector, which
helped big companies to attain projects and supported neoliberal IMF policies. Furthermore, in
total there have been more than a thousand PPPs (public-private partnership) projects in the
development sector in more than 70 countries (Ziai 2007) only in the few years between 1999 and
2002. He quotes Hoering criticising that the money goes exclusively to European and not to local
companies and often does not benefit in any way from a development perspective:

All in all, this ”development partnership” is a very one-sided idea. The development cooper-
ation is only oriented in the interests and needs of the companies, the risks and the benefits
are unequally distributed [. . . ]” (Hoering in Ziai 2007).

Brämer and Ziai (2016) find that most of these PPP projects did not have any developmental
effect, just like the Hermes export insurance that was supposed to aid in development. Lancaster
(2007) describes the phase after 1990 in the following way:

It was marked by three major changes: the addition of new purposes, such as addressing
global problems, much like other aid donors; an initial sharp rise in total aid, above all, aid
for countries in transition; and then a dramatic decline in overall aid levels together with a
decision to reduce the number of aid recipients.

After unification, Germany quickly became a large donor to the Eastern European states that had
turned from a socialist form of government to a more Western style. After 9/11, just like many
other Western countries, a lot of German aid went to middle Eastern countries. Recently, ODA
has often been justified with the argument of preventing migration. Dirk Niebel from the liberal
party FDP, who headed the BMZ from 2009 to 2013, called development policy “explicitly oriented
on [German] interests” and said that “It is in our own interest to make sure that in our own front
yard, Africa, the people to not get any more reason to flee.” (Niebel 2009 in Brämer and Ziai 2016).

It becomes clear that until the fall of the Berlin wall, aid had two clear functions for Germany:
Pulling countries onto the side of the Western Block in the Cold War and supporting Germany’s
economy. In the opinion of most authors, the economic motives seem to weigh heavier than political
considerations, although this varied over time. The important take-away for this research is that
Germany has a long tradition of supporting its business interests with ODA, although it has become
more covert over time. Thus, it makes sense to look at this motive in the Indian context as well.
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General features of German aid

Figure 3.4: German ODA to all recipients in comparison with the DAC average
Source: OECD 2019/Compare your country

Figure 3.4 shows German ODA as a percentage of GNI in comparison with the DAC average. One
can see that Germany has been a bit above-average since around 1970, but still far below the 0.7%
goal set by the UN. It is also the second largest DAC donor in absolute aid disbursements after
the USA. There was a large spike in ODA in 2015, which can be explained by the mostly Syrian
refugees that Germany accepted in that year, since the first-year cost of refugee accommodation
can be counted as ODA under DAC rules (see the figure below).

Figure 3.5: Germany’s in-country refugee costs
Source: Donortracker 2019
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Table 3.4: German ODA, different measurements, period averages

Period German aid in mio USD (Geobook Data) German ODA as % of GNI (World Bank Data)
German ODA commitments in % of DAC
ODA commitments (Geobook Data)

1966-1969 473.79 0.39 10.78
1970-1979 1,659.28 0.36 13.16
1980-1989 3,537.28 0.44 12.77
1990-1999 5,924.89 0.33 11.82
2000-2009 7,323.80 0.32 8.87
2010-2017 17,050.43 0.45 14.62

Source: OECD/Geobook 2019 and World Bank 2019

Table 3.4 gives an overview over ODA measured by different indicators. Whereas absolute aid
has grown a lot, ODA as a percentage of GNI did not increase that much. Because of its large
economic power, German aid comprises between around 9 and 15 per cent of the total aid given by
the DAC at different times. Germany’s self-declared three ODA priorities are migration, climate
change and food security. Recently, in the wake of the so-called refugee crisis, Germany has framed
its development policy under the title of “fighting the root causes of displacement”, with a focus
on the Middle East and North Africa (Donortracker 2019).

Germany ranks ninth in a ranking by Easterly and Williamson (2011) in terms of donor quality.
It is also important to point out that NGOs and especially the churches have been important for
German non-official aid from the beginning, having a say in what aid should be spent on.

Table 3.5: German ODA to all recipients by sectors as percentage share of total, 10-year averages

Period
Social Infrastructure
& Services

Economic infrastructure
and services

Production sectors
Multsector/
Cross-Cutting

Commodity Aid /
General Programme
Assistance

Action Relating
to Debt

Humanitarian Aid
Unallocated/
Unspecified

1968-1979 19.9 24.0 28.6 1.1 4.8 8.2 0.8 12.7
1980-1989 29.1 29.6 19.0 3.0 4.3 6.3 0.7 7.9
1990-1999 31.9 21.1 10.5 5.6 5.0 9.8 5.0 11.2

2000-2009 37.4 15.7 4.6 10.6 1.1 20.6 3.5 6.4

2010-2017 35.2 26.3 5.3 11.8 1.4 1.5 5.6 13.1

Source: OECD 2019

Table 3.5 shows the composition of Germany’s ODA. One can see clearly that social infrastructure
and services is the most important subsector. Recalling the composition of the total DAC aid,
this is similar to the average of DAC donors. The share of debt relief of total ODA was about
4 to 5 percent from 1995 to 2001. Between 2001 and 2009, it rose quickly due to debt reliefs for
HIPC as well as Iraq and Nigeria. Since 2009 it has been falling again. The unallocated as well
as humanitarian aid that rose steeply in the last two years is mostly due to the accomodation of
refugees.

The majority of BMZ funding goes to two different organisations. The GIZ (Gesellschaft für In-
ternationale Zusammenarbeit) focuses on so-called ‘technical cooperation’, typically projects with
a certain time frame that involve sending German personnel to developing countries, and the KfW
(Kreditanstalt für Wiederaufbau), Germany’s development bank, which focuses on financing devel-
opment projects. Germany is also known for engaging with the private sector in many development
cooperation projects, as figure 3.6 shows.
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Figure 3.6: German development institutions: engaging with the private sector
Source: Miyamoto and Biousse 2014 in OECD Peer Report 2015: 41

Germany’s relationship with India

German and Indian political relations have mostly been positive and comparatively tension-free.
Economic and commercial relations between the two countries date back to the 16th century. In
1870, Siemens laid a telegraph line between colonially ruled Kolkata and London. The first wholly-
owned subsidiary of Bayer in Asia was set up in Mumbai in 1896. During World War I, there was a
group of Indian nationalists and independence fighters supported by German anti-British groups.

After India’s independence, India quickly ended the state of war with Germany . It maintained
diplomatic relations with both West Germany and East Germany and supported their reunification
in 1990. India has been receiving German ODA since the official start of Germany’s development
aid programme in 1961.

All in all, aid does not play a very important role in India - it reportedly accounts for less
than one percent of its GDP (Glennie 2010). After its colonial experience, India has always been
ambivalent about aid, not wanting to be too dependent on Western or Eastern powers (Jaishankar
and Godbole 2018). It is also a matter of prestige not to look needy. India has in the past repeatedly
announced that it wants to stop receiving aid for good and even rejected certain humanitarian aid
offers, such as during the Kerala floods in 2018. In the 2003-04 budget speech, India made it clear
that it wants to be perceived mostly as an aid donor and not recipient from then on (Fuchs and
Vadlamannati 2012).

Table 3.6: GDP growth of India and Germany, period averages

Period GDP Growth India GDP Growth Germany

1961-1969 3.9 -
1970-1979 2.9 3.1
1980-1989 5.7 2.0
1990-1999 5.8 2.2
2000-2009 6.1 1.5
2010-2018 7.0 2.1

Source: World Bank 2019

As can be seen from table 3.6, India’s economy is rapidly growing, other than Germany’s that is
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slowly decelerating while still being one of the world’s strongest economies.
According to its own information, India has also become a net donor of ODA, giving to countries

such as the Philippines, Myanmar, and Nepal (Glennie 2010). India, together with China, is one of
the main non-DAC members that give aid. Fuchs and Vadlamannati (2012) describe the country
as a ’needy donor’, showing that India itself gives mostly tied aid in order to get market access
to its recipients and pave the way for investment abroad (which, however, is essentially the same
thing Germany is doing in India). The Ministry of External Affairs (2004: 133) openly admits that
“[t]he Government has been using development aid, including grants and Lines of Credit (LOCs) on
concessional terms as tools for promotion of India’s political, economic and commercial interests.”
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4 Hand in hand: Aid and trade between Germany and India

4.1 “Made for each other”: Official documents

It became clear in the previous chapters that the motivation behind aid is often more than the
officially declared goals. The first step to analyse Germany’s motivation in giving aid to India is
thus to go through official documents and official statements by politicians and see whether any
hints can be found on what aid is actually supposed to accomplish. This is what will be done in
the following part.

Official Strategy

The official German development strategy regarding India is, maybe a bit surprisingly, not focused
on poverty alleviation - despite the high number of financially poor people in the country. Instead,
the official focus lies more on the role India can play in alleviating climate change. The BMZ
website for India (BMZ 2019b) states the following:

India has a key function in solving global challenges, for example in climate protection and for
reading global development goals of the Agenda 2030. This is why the country is one of the
’global development partners’ of German development cooperation.” Further, it is said: ”The
emphases of German-Indo cooperation are on the topics of renewable energies and energy
efficiency, sustainable city development and climate and resource protection. A large share of
the cooperation is aimed at projects in climate protection.

It is further explained that India is characterised by a large gap between energy demand and
supply, but is nevertheless already the world’s third largest CO2 emittant (although in absolute
numbers, which is not mentioned explicitly). ”The Indian economic and environment politics thus
have a direct influence on the development of the world’s climate.” Consequently, Germany wants
to invest in climate protection and furthermore support India with ”sustainable city development”,
especially ”climate-friendly urban mobility” (ibid).

During a state visit at the beginning of November 2019, Germany pledged to invest 1 billion
USD into green urban mobility in India and 200 million into the bus sector of Tamil Nadu for
electrification (The Hindu 2019). Merkel furthermore emphasised that India can play an important
role in solving international conflicts and announced that she wants to restart negotiations for a
Free Trade Agreement between the EU and India. It was also agreed that Germany will again
provide investment guarantees for investments in India (Die Bundesregierung 2019). To sum up,
the official strategy declares that Germany gives ODA to India priorily in order to mitigate climate
change. If this was the only aim, one might ask why Germany would not start this endeavour within
its own borders - considering that it has much higher per-capita CO2 emissions than India and,
looking at it from a Utilitarian perspective, could probably achieve much more if it was to invest
the same amount of money into mitigating climate change in Europe. Thus, it seems that there is
more behind ODA than just good will and concern for the environment.

Looking into the past, it quickly becomes clear that apart from the Cold War aspirations not to
have India defect to the Eastern bloc, Germany has always had an economic motivation to give aid
to the country because of India’s market size. Unger (2012:75) quotes Ludwig Erhard, the former
German minister of economy, saying in 1958: ”If we want to keep our sales markets, then we have
to help the countries of Asia to industrialise, else we will lose them for sure. [. . . ] Trade follows
technical aid.” It is also clear that the German government pressured other governments, among
them the Indian one, to grant aid-financed projects to German companies. For example, in 1959
this happened for an Indian fertiliser production factory (Unger 2012). When the war between
China and India broke out in 1962, Germany gave India a loan of 76 million Deutsche Mark in
order to buy military equipment from Germany (Unger 2012).

Unger furthermore states that foreign policy, development policy and export support were
interwoven with each other in the years after World War II in Germany as well as in the US.
Through decolonisation, new markets for foreign companies had opened that they were actively
seeking to use, especially countries like Germany that had not been a large colonial power before.
Unger speaks of an ”intense interdependence” between foreign policy, development aid and export
support. It seems that this motivation behind ODA has persisted until today. In a press address
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(BMZ 2017), the German development minister Gerd Müller announced that ”Germany and India
are taking new paths” in climate protection. He called the cooperation in this field a ”win-
win situation”, since German companies have the knowledge needed for investing into renewable
energies, which would benefit poor people as well as create jobs for the Indian population. He
further emphasised that India and Germany are connected by more than 60 years of development
cooperation and through trade, since Germany is India’s largest trade partner in Europe. ”More
than 1600 German companies are active in India - in one of the world’s largest growth markets.”

Here it becomes obvious that the actual reason behind ODA is more market- than environmen-
tally oriented. Müller also calls for more private investments into India, especially from German
SMCs. ”We support private engagement for development through risk coverage, guarantee instru-
ments and feasibility analyses. We want to provide targeted incentives to companies.” Another
German government declaration states the following:

Germany and India agreed that strategies like ”Make in India” will offer German companies
possibilities to invest into India. Both governments agreed on fast track procedure for German
companies in industrial policies. This procedure allows both sides to discover problems for
German companies and investors during their business in India and to find solutions (Die
Bundeskanzlerin 2015).

The OECD 2015 peer reviews confirms the connections between development aid and the private
sector:

Germany is at the forefront in using public development finance to leverage engagement and
investment from the private sector for sustainable development, seeking to build synergies
among the various German stakeholders at home and in partner countries. It mobilises a wide
range of instruments – from concessional loans to risk capital provision and guarantees – and
has developed some innovative approaches for engaging with local, German and international
companies.

It furthermore says:

Engaging with the private sector is a long-standing feature of Germany’s development co-
operation. Recognising this feature, the 2010 peer review recommended that Germany develop
its private sector programme to encourage foreign and domestic investments in areas aligned
to partner countries’ development strategies [. . . ].

But why India? The answer might be found in a strategy paper by the BMWi (2016). There,
it says that as export world champion, Germany has to stay competitive and thus strengthen its
brand ”Made in Germany” in foreign markets. According to the ministry, large infrastructure and
industrial projects are especially important for that purpose. It is further explained that Asian
governments heavily support their industries, and Germany is urged to do the same. India is
mentioned as one market where the German presence needs to be increased. The strategy paper
states that a

”
project-accompanying use of instruments of development cooperation for projects

abroad is in the strategic interest of Germany”. In other words, the economy ministry says that
development assistance should be used strategically to further economic interests.

In a 2004 discussion paper by the German Institute for Development Policy, Stamm character-
izes India as an “anchor country”, i.e. a country that has an important role to play in the regional
context in terms of its politics or economy. He recommends Germany to stay an “attractive part-
ner” for those anchor countries and makes offers to them that emphasise the specific strengths
of Germany. He recommends that the German government work together with the private sector
and scientific researchers for that aim and focus on environmental technology. Thus, it seems that
India is relevant for the BMWi especially because of its market size and importance in the region.

Der Spiegel, a major Germany political magazine, debates whether India might one day become
the new US for Germany, since the USA are shutting their markets off and Germany needs to look
for new places to export to except for China (Der Spiegel 2017). Löhde et al. (2017) write that
the Chinese and Indian markets are the largest in Asia and grew a lot during recent years. He
emphasises that many German companies invest there because they are getting stable growth
rates despite fluctuations in the global economy. The repeated attempts of major German car
companies to set foot in India speak in favour of the theory that Germany is interested in the
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Indian market. The Indian car market has a high growth potential but is up till now dominated by
Japanese companies because they are much cheaper. Still, VW recently tried another time to sell
its vehicles there (Dorna 2018). From 2019 to 2021, VW subsidiary Skoda will invest one billion
Euro into India to increase their production base and also to build up a division that is supposed
to develop car models for India. German companies are also interested in expanding into India’s
train sector.

During all this, India is not a passive recipient - instead, the Modi government is actively
advertising for more investments. Modi’s ”Make in India” campaign calls for more manufacturers
to produce in India. In a common statement at the industrial fair ’Hannover Messe’, Merkel and
Modi said their objective is

to encourage greater synergies between German engineering, experience in sustainable devel-
opment, innovation and skills, and the new opportunities available in India through ‘Make in
India’, ‘Clean India’, Digital India’ and other initiatives towards achieving economic growth
and sustainable development (GIZ , n.d.a).

During a 2017 visit to Germany, Modi said that the ”German industry plays a very important role
in India’s development. Investments from Germany are being supported. In the future we’ll be
concentrating on middle-class investments.” He added: ”We’d like to be seen as a positive partner,
and we’re always willing to work together with you. We’re practically made for one another.”
(Chase 2017). Modi has frequently been criticised for his pro-industry stance that neglects the
country’s social issues. Accepting ODA that brings more German companies into the country
seems to fit well into his programme.

Official programmes that blur the border

Although development assistance and export support are officially separated and located in two
different ministries, this division only goes so far. On the website of the development ministry
BMZ, German companies are directly addressed under the heading “Offers to the private sector”:

“Are you planning to invest in developing or threshold countries? [. . . ] Rely on us as your
partner [. . . ]. The BMZ will support you not only through political development work, which
improves the investment climate in the target countries – we furthermore offer you our re-
gional and subject-related expertise as well as an attractive range of financing instruments,
investment-accompanying measures, as well as consulting and cooperation possibilities” (BMZ
2019c).

Here it becomes clear that the BMZ – although its official mandate is to support developing
countries - is interested in helping German companies abroad and will even support their exports
financially. A BMZ programme called ExperTS is a good example for the connection between
export business promotion and development assistance. Under this programme, professionals in
different offices all over the world get remunerated from the BMZ for helping German companies
get connected to the local market (GIZ 2016).

Another programme is called “develoPPP”, under which the BMZ provides private companies
with up to two million euros of funding for implementing projects in the field of development.
The explicit objective of the programme is “supporting measures by German and other European
companies that invest in developing and transition countries” (KfW AR 2011). Two thirds of the
develoPPP projects deal with resource conservation, climate protection or the energy sector. One
example for such a project is the BMZ giving Microsoft money in order to educate garbage pickers
on how to pick garbage more efficiently (BMZ 2016a).

Under the ministry for education and research project
”
Nachhaltige Produktion – Grüne und

Saubere Technologien” in cooperation with the Indo-German Science and Technology Centre ,the
German government provides money to green energy companies to invest in India (BMBF 2018).
When it was headed by Dirk Niebel, the BMZ introduced so-called “development assistance scouts”
that act as connecting people between the BMZ and chambers of commerce in developing countries,
and increased the budget for “development partnerships with the private business community” by
around 80% between 2009 and 2013 (VENRO 2013 in Ziai and Brämer 2016).

India is aiming at developing 100 “smart cities” in the coming years, a project that is being
supported through loans by the KfW (KfW 2017) especially in the sectors mobility, water and
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wastewater management. At the same time, the Indian Minister of State of Commerce and In-
dustry, Chaudhary, actively advertised for German companies to invest in the smart city project
(Financial Express 2019). Under the programme “Make in India Mittelstand”, more than 1.2
billion euros were given to German medium-sized companies in order to encourage investments in
India (Die Bundesregierung 2019).

All these programmes do directly benefit German companies and only indirectly reach the
Indian population. Thus, the idea that German ODA to India is actually meant to support the
German economy is being supported by this analysis. In the following part, I will attempt to
confirm this with the help of data.

4.2 Intertwined: Data on ODA, trade, and investment

Recalling the introduction, German ODA to India rose significantly after around 2000 both in
absolute numbers and as share of GNI.

Table 4.1: ODA to India as percentage of ODA to all recipients, period averages

Period % of all ODA

1980-1989 7.13
1990-1999 5.35
2000-2009 4.48
2010-2017 6.00

Source: OECD 2019

Table 4.1 depicts German ODA to India as share of the total German ODA, which signifies the
relative importance India has as an aid recipient compared to other countries. Despite being
among the top three recipients since the start of Germany’s aid programme, the relative share of
aid decreased until about 2000 before rising again significantly. This section will try to find an
explanation for that. For this, we firstly have to look at the composition of German ODA to India:

Table 4.2: ODA to India by sectors as percentage of total ODA to India, period averages

Period
Social Infrastructure
and services

Production Sectors
Multi-Sector/
Cross-cutting

Commodity Aid Humanitarian Aid Unspecified
Economic Infrastructure
and Services

1995-2000 28.2 42.1 2.1 0.5 0.3 0.1 26.6
2001-2005 36.9 8.9 15.1 0.0 2.3 1.3 35.5
2006-2010 30.1 8.5 5.4 0.3 0.2 0.0 55.5

2011-2017 18.8 2.3 6.2 0.0 0.1 0.0 72.6

Source: OECD 2019

Table 4.2 provides an overview over the different sectors that German aid flows to in India. It
is immediately visible that aid given for economic Infrastructure and services takes by far the
largest share and has risen significantly over the decades. This is interesting, since we have seen
in the previous chapter that the largest share of total German ODA is given to the social sector,
which makes India a special case. The second largest share, with quite a bit of lag, is social
infrastructure and services. However, this post has reduced in relative importance since the 1990s.
It is furthermore interesting to note that the production sector, which constituted nearly half of
the ODA between 1995 and 2000, has subsequently fallen in importance until it is barely receiving
ODA anymore.

From this, we can infer Germany’s shifting priorities. Whereas the largest share of total Ger-
man ODA to the world goes to social infrastructure, the emphasis for India lies on economic
infrastructure. This confirms the idea that Germany provides ODA to India in order to facilitate
trade.
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Figure 4.1: German ODA to India for Social Infrastructure and Services disaggregated
Source: OECD 2019

Figure 4.1 looks briefly at the category of social infrastructure at a disaggregated level. One can
see that education now constitutes the largest share of this category, whereas earlier health was
more important. It is to be noted that Germany counts study costs for Indian students studying
in Germany as ODA, which is mostly what the education sector is made up of. This accounts for
96 per cent of the ODA given by the German federal states (Bohnet et al. 2018).

The reason for attracting Indian students is that Germany wants to fill its gap of skilled workers
in technical jobs. More than 9,000 Indians currently study in Germany, while around 800 German
students are studying or doing their internships in India. Indians are the most foreign natural
science and technical academics in Germany, with about 7000 Indians working in the country. The
GIZ even has a special project for attracting professionals to Germany, which is called “Make it in
Germany”. It runs in three pilot countries, one of which is India (GIZ AR 2013).
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Figure 4.2: German ODA to India for Economic Infrastructure and Services disaggregated
Source: OECD 2019

Figure 4.2 disaggregates economic infrastructure ODA to India. It is visible that the share of ODA
given to energy is most important in this category. Banking and financial services rank second,
and transport and storage has only become important in 2016, when the KfW gave large loans
for the metro in Nagpur and a water transport system in Kochi. Due to its significance, it makes
sense to focus part of the analysis on energy, which will be done in chapter 5.

ODA and Exports

To substantiate the theory that ODA is given for economic reasons, I will now look at ODA
together with trade data (exports and imports) as well as production data of German companies
in India (FDI and annual turnover data).

Table 4.3: Exports to India as percentage of exports to all, period averages

Period % of all exports

1980-1989 0.51
1990-1999 0.46
2000-2009 0.57

2010-2017 0.88

Source: UN Comtrade 2019

This table shows that German exports to India as share of exports to world stayed more or less
stable since 1980 and then rose sharply after around 2000, just as ODA did, as we saw in the
previous section. Looking at exports to India in this way shows that their relative importance for
Germany’s economy has increased after 2000.
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Figure 4.3: ODA to India vs. Exports to India as percentage of German GDP
Source: OECD 2019 and UN Comtrade 2019

Looking at ODA and exports as a percentage of GDP in figure 4.3, we can observe the same
phenomenon – both of them rose in importance after 2000.

Figure 4.4: ODA to India vs. Exports to India, 5-year moving average
Source: OECD 2019 and UN Comtrade 2019

After indexing the data and smoothing the noise through 5-year moving averages, the same result
can be observed. It is definitely clear that exports and ODA both started picking up speed after
2000.
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Figure 4.5: ODA to India vs. Exports to India, growth rates
Source: OECD 2019 and UN Comtrade 2019

The relationship becomes even more obvious when we look at the growth rates of ODA and exports,
which definitely correlate.

Table 4.4: Exports to India by sectors as percentage of total exports, period averages

Period
Food and live
animals chiefly
for food

Beverages
and tobacco

Crude materials,
inedible, except
fuels

Mineral fuels,
lubricants and
related materials

Animal and
vegetable oils,
fats and waxes

Chemicals
and related
products

Manufactured goods
classified chiefly
by materials

Machinery and
transport
equipment

Miscellaneous
manufactured
articles

Others

1978-1987 3.1 0.0 1.3 0.5 0.7 14.1 24.1 49.5 6.7 0.1
1988-1994 0.8 0.0 1.5 0.8 0.2 13.8 20.8 53.8 6.5 1.0
1995-2000 0.2 0.0 1.6 0.7 0.7 13.1 15.0 58.9 7.2 1.6
2001-2005 0.2 0.0 2.2 0.6 0.0 14.6 15.5 52.5 9.8 2.2
2006-2010 0.1 0.0 2.3 0.6 0.0 10.7 12.9 58.0 8.9 5.4

2011-2017 0.3 0.0 2.7 0.6 0.1 14.1 12.0 55.2 10.0 4.7

Source: UN Comtrade 2019

Finally, looking at the composition of exports from Germany to India, one can see that most
are in the area of manufactured goods. About half the exports are of machinery and transport
equipment, a number that has risen by six percentage points over the last 40 years. Manufactured
goods chiefly classified by materials – i.e. low-value inputs – made up a quarter of all exports
during the 1980s but have since then reduced by half, whereas miscellaneous manufactured articles
(of higher value added) have almost doubled. Chemicals, the only other notable export good that
is being exported to India, have stayed about same. If we recall that Germany is an economy that
is largely dependent on the export of manufactured goods, it becomes clear that it is important
for the country to secure buyers of these goods all around the world. India is one of these buyers.

To sum up, Germany gives ODA mostly in the area of economic infrastructure and services,
and has increased this ODA sharply since 2000. At the same time, Germany exports mostly
manufactured goods to India, which also rose steeply after 2000 and are exactly the type that might
be needed while using the ODA that goes to the sector of economic infrastructure. Furthermore,
Germany is exporting increasingly high-value goods to India. Thus, together with the statement
quoted earlier, we can infer that one of the reasons Germany provides (economical) ODA to India
is in order to stimulate demand and support its own export business.
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ODA and Imports

Exports are not the only part of trade that is interesting. If we look at imports from India to
Germany, we see a similar story:

Table 4.5: Imports from India as percentage of imports from all countries, period averages

Period % of total imports

1980-1989 0.35
1990-1999 0.50
2000-2009 0.56

2010-2017 0.80

Source: UN Comtrade 2019

Imports to India increased slightly in relative importance after the 1980s and then rapidly after
the 2000s.

Figure 4.6: ODA to India vs. Imports from India as percentage of German GDP
Source: OECD 2019 and UN Comtrade 2019

The rise in imports is also visible if one looks at them as a share of GDP, as in figure 4.6. It
coincides with a rise in ODA.
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Figure 4.7: ODA to India vs. Imports from India, indexed
Source: OECD 2019 and UN Comtrade 2019

Looking at indexed 5-year averages of imports and ODA as in figure 4.7, one can see that the
developments correlate.

Figure 4.8: ODA to India vs. Imports from India, growth rates
Source: OECD 2019 and UN Comtrade 2019

Furthermore, the growth rates of both ODA and imports are also correlating (figure 4.8). To see
whether this change concerns only certain imports, we can look at their composition:
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Table 4.6: Imports from India by sectors as percentage of total imports, period averages

Period
Food and live
animals chiefly
for food

Beverages
and tobacco

Crude materials,
inedible, except
fuels

Mineral fuels,
lubricants and
related materials

Animal and
vegetable oils,
fats and waxes

Chemicals
and related
products

Manufactured goods
classified chiefly
by materials

Machinery and
transport
equipment

Miscellaneous
manufactured
articles

Others

1978-1987 10.3 0.2 5.5 0.5 0.4 2.0 48.1 2.9 29.9 0.1
1988-1994 6.1 0.4 3.2 0.8 0.4 3.8 37.6 3.6 43.3 0.7
1995-2000 7.8 0.5 4.0 0.0 1.0 7.9 29.6 9.7 39.5 0.0
2001-2005 6.1 0.4 2.6 1.6 1.2 12.7 25.1 16.1 33.6 0.6
2006-2010 5.1 0.5 2.4 0.9 1.0 14.6 23.1 21.1 30.2 1.1

2011-2017 6.3 0.5 2.2 0.3 1.0 18.3 19.8 21.3 29.3 1.0

Source: UN Comtrade 2019

We can see that imports from India are also concentrated in the sector of manufactured goods,
just like exports. Here, low-value manufactured goods (manufactured goods classified chiefly by
materials) constituted almost half of the imports in the 1980s. This number has continuously
fallen to about 20 per cent in recent years. At the same time, machinery and transport equipment
imports, or higher-value products, have risen from only three to more than 20 percent, as have
chemicals. Thus, one can observe the shift from India delivering low-value inputs for German
products to slowly upgrading to higher-value inputs. This is important to note when we recall
Germany’s economic development over the last few decades.

It seems that India is not only important to Germany as a possible market for its manufactured
goods, but also as a supplier of the inputs for these goods. We have seen in chapter 3.2 that less and
less of actual manufacturing is taking place in Germany, although the country still exports mostly
manufactured high-value goods. This means that Germany needs other countries that produce the
semi-manufactured inputs for its products. It seems that just as Germany has earlier outsourced
its production to China, it is now also outsourcing parts of it to India. This might be another
reason for Germany to provide ODA to India (especially in the sector of economic infrastructure):
to ensure that India keeps producing inputs for the German manufacturers and to increase the
production there as production in other countries is getting increasingly expensive.

ODA and FDI

Looking at FDI, this idea is confirmed.

Table 4.7: Share of FDI to India as percentage of FDI to world, period averages

Period % of total FDI

1990-1999 0.19
2000-2009 0.35

2010-2017 0.77

Source: Deutsche Bundesbank 2019

Table 4.7 shows that the FDI Germany gives to India, compared to FDI that flows into all countries,
has risen significantly in importance, from 0.2 to 0.8 percent within 30 years. Just as imports and
exports, the drastic rise came in the period after 2000, especially after 2010 – at about same time
when ODA also rose drastically.
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Figure 4.9: ODA to India vs. FDI to India, 5-year moving average
Source: OECD 2019 and Deutsche Bundesbank 2019

Figure 1.9 compares ODA and FDI indexed absolute amounts. The correlation becomes even
clearer.

Figure 4.10: ODA to India vs. FDI to India as percentage of GDP
Source: OECD 2019 and Deutsche Bundesbank 2019

Looking at ODA and FDI as share of GDP in order to confirm their relative importance, it is clear
that there is a correlation as well. This means that India has indeed become much more interesting
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as a production place for German companies in the last decades, to which Germany outsources the
manufacturing of its products. Hence, it makes sense to assume that this is one of the reason for
the ODA.

ODA and company turnover

Lastly, the same can also be observed for the annual turnover of companies in India. It is important
to consider this variable because there are many German companies active in India that do not only
produce for export or for German products, but actually for sale inside of India. Company turnover
is the closest we can get to seeing how much German companies actually produce, including for
the domestic market in India.

Table 4.8: Turnover of German companies in India as percentage of total turnover abroad, period
averages

Period % of total turnover

1990-1999 0.34
2000-2009 0.49

2010-2017 1.00

Source: Deutsche Bundesbank 2019

Table 4.8 shows that the share of German company turnover in India has risen significantly within
the last 30 years. Just like FDI, the turnover rose very steeply after 2010, more than doubling
in importance within seven years. This shows that India is becoming more important to German
companies as a destination to produce goods.

Figure 4.11: ODA to India vs. Annual turnover of German companies in India, indexed
Source: OECD 2019 and Deutsche Bundesbank 2019

Figure 4.11 depicts the correlation between ODA and annual turnover as indexed and smoothened
data. It confirms the results from the previous analysis.

Valeske 2019 Aid for Business 33



Figure 4.12: ODA to India vs. Annual turnover of German companies in India as share of German
GDP

Source: OECD 2019 and Deutsche Bundesbank 2019

Seen as a percentage of GDP, ODA and annual turnover correlate as well. Thus, it confirms the
theory that Germany is trying to produce inputs for German engineering products in India, which
are then exported all over the world or sold on the Indian domestic market. The empirical data
shows a shift to exports and the production of intermediary goods after 2000, which coincides with
the increase in ODA. Since exports constitute Germany’s economy, it is crucial for the country to
have markets to export to – and India, as shown in section 4.1, is one of the potentially growing
markets that Germany is looking at. But it is also essential to have places where the inputs into
the products are manufactured in the context of rising labour costs in other countries. Together
with German companies producing for the local Indian market, this seems to constitute a good
reason for Germany to give ODA to India in the past two or three decades. It also explains the
concentration of ODA in the area of economic services and infrastructure.
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5 Case Study: Renewable Energy

5.1 Germany’s growing interest in Indian renewables

As seen in the previous chapter, most of Germany’s ODA to India goes to the sector of economic
infrastructure and services. Most of that ODA in turn has been increasingly concentrated in
the energy sector, especially on renewable energies, as the data will show. This sector is quite
illustrative for the interconnection between ODA and business interests and will thus be used as a
case study in order to complement the analytical arguments made in the previous chapter.

Figure 5.1: German ODA for the Indian energy sector, renewable and total
Source: OECD 2019

Figure 5.1 shows that ODA for the Indian energy sector in absolute numbers has increased rapidly
since the first record of the category in 1995. Most of the ODA that was given to India’s energy
sector was targeted at renewable energies, either for generation or distribution of clean energy.

Valeske 2019 Aid for Business 35



Figure 5.2: German ODA to the Indian energy sector as share of total ODA to India
Source: OECD 2019

Figure 5.2 depicts the ODA for energy that Germany has given to India since 1995 as a share
of total ODA. One can observe a clear growth over time with two large spikes in 2011 and 2014
respectively. Coincidentally, 2011 is also the year in which Germany decided to exit nuclear energies
and started to concentrate stronger on renewable technologies.

Figure 5.3: German ODA the energy sector, all recipients

India is not the only recipient of ODA targeted at energy. Figure 5.3 shows Germany’s ODA for
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the energy sector to all recipients. A clear trend is visible – more and more ODA is allocated for
that purpose. Here we also see a spike in 2011.

Figure 5.4: German ODA for renewable energies, all recipients

Figure 5.4 shows the aid given for renewable energies to all developing countries, and again it is
visible that there has been a growing trend to concentrate ODA in that field, especially since after
2010.

These data suggest that after Germany decided to exit nuclear energy and switch to renewable
energy, its companies started to become active in international markets as well, prompting Germany
to allocate more ODA for that purpose. India is one of the recipients of this ODA. Evidence for
this comes from official sources. In a meeting in 2017, the German and Indian government declared
renewable energies a focus of their development cooperation. In 2014, the KfW started financing a
project called ”green energy corridors” under which Germany funds a lot of channels for renewable
energies to be integrated into the Indian electricity network. In 2015, they founded the German-
Indian Solar Partnership (Die Bundesregierung 2017). During the fifth German-Indian government
consultations in November 2019, German chancellor Angela Merkel visited among others a project
of a self-sustaining photovoltaic model. In the joint government declaration after her visit, it was
stated that both governments agreed on supporting the climate-friendly development of Indian and
German energy markets (Die Bundesregierung 2019). A BMZ statement confirms the notion that
renewable energies are important:

Priority areas of German-Indian development cooperation are renewable energies and energy
efficiency, sustainable urban development, environmental protection and resource conservation.
All in all, a significant proportion of development funding and effort goes to projects that
support climate protection (BMZ 2019b)

The OECD peer report (2015) observes that Germany

increasingly supports green investments in middle-income countries such as the People’s Re-
public of China, India and Turkey, where KfW provides loans and technical advice to local
public and private banks to support environmentally friendly projects (e.g. on renewable
energy).

According to the review, the share of Germany’s bilateral aid focusing on climate change mitigation
and adaptation reached 28% in 2015, almost twice as much as the DAC country average of 16%.
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It further says that ”capacity building and technology transfer are key components of Germany’s
support. Germany also uses official development finance to leverage engagement and investment
from the private sector”, essentially confirming the idea that business and development interests
go hand in hand in the energy sector.

Figure 5.5: German ODA for the Indian energy sector vs. exports to the energy sector
Source: OECD 2019 and UN Comtrade 2019

Looking at exports, Figure 5.5 depicts the German exports of power generating machinery and
equipment to India, together with aid given to the Indian energy sector. The relative importance of
each of them is shown by using percentages of the total. It is visible that both indicators correlate.

The German government offers a lot of support, partly by using development money, for compa-
nies in the energy sector that want to invest in India. For example, the BMZ-funded Indo-German
Energy Forum is a platform that brings together the public and private sector with research ex-
perts on renewable energies from both countries in order to increase their cooperation. The forum
has been lauded by chancellor Merkel for its effectiveness. Business opportunities are one of the
intended outcomes of the platform that hosts many events for private companies (GIZ 2012). For
example, during a conference session on “Market Potentials and Business Applications for Renew-
able Energies Energy Efficiency in India”, German companies could gain first-hand information
about the Indian market on renewable energies (IBEF 2019). At the Renewable Energy India Expo
2016 in Delhi, the director of the Energy Watch Group said ”It looks like India will become one of
the big names in renewable energies besides the US and South America” (Energiezukunft 2016).
It seems that Germany is all set up to harness this growing market.

The BMWi started an ‘export initiative energy’, directed at SMCs developing technology related
to renewable energies. The ministry supports these companies in exporting abroad, with the official
aim to spread German energy technologies further around the gloabe (BMWi 2019). The export
initiative is “complementary to the activities of export support and the development cooperation
of the BMZ” (GIZ, n.d. b). This is another good example for the interdependence of business
and development interests. India is one of the declared targets countries of this initiative. These
examples have clearly shown the interdependence of business and development in the sector of
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energy. Looking at evidence from the previous section, it can be assumed that similar interwoven
relationships exist in other sectors. Since Germany wants to stay competitive in the field of
renewable energies in the future and a growing economy like India is predicted to have a huge
demand of clean energy, it makes sense that Germany would give ODA to India in order to master
this transition. At the same time, German companies are active in India in the field of renewable
energies and indirectly profit from this aid.

5.2 Who is involved, who profits? Examples from the ground

In the following, a few micro-level examples show how organisations and companies active in the
environment and renewable energy are involved in the arrangement, thus complementing the case
study.

Government institutions as facilitators

The KfW development bank, the world’s largest of its kind, is responsible for the financial coop-
eration between Germany and developing countries. It is fully owned by the German government
and has two subsidiaries that are also active abroad: the KfW IPEX bank, which is responsible
for international project and export finance, and the DEG that provides financing and consulting
to companies investing in the Global South (Mohinga n.d.). All three institutions are active in the
environment sector. For example, KfW IPEX’s website reads:

KfW IPEX-Bank’s financing products are also particularly aimed at companies from the energy
and environmental areas in order that the innovative technologies can be applied around the
globe. Extensive knowledge of the relevant industries, structuring skills and regional presence
in important growth markets for the domestic export industry help the bank to make its
offering attractive. (KfW n.d.)

Furthermore, it says:

Employment and prosperity in Germany and Europe are greatly dependent on the success
enjoyed by the domestic export industry on the international markets. Lending a hand at
this stage and supporting German and European companies in their global business is one
of the underlying ideas of the KfW Group’s legal mandate – and a task taken on by KfW
IPEX-Bank.

This underlines the point that the KfW, one of Germany’s main development institutions, was
mostly set up in order to support the German economy, a function now taken over by the KfW
IPEX, which has been an independent subsidiary since 2008. The DEG has been a subsidiary of
the KfW since 2001 - before that, its projects were alsp executed by the KfW itself. DEG is very
active in climate protection and has e.g. established ‘climate partnerships with the private sector’,
a programme within the framework of Germany’s International Climate Initiative (Whitney and
Mohanty 2013).

KfW started its business in 1958, providing ‘politically motivated foreign loans’ and commercial
finance for projects. They have been active in India from the beginning: The construction of the
Indian steel plant Rourkela in the 1960s helped German exporters of plant components, and as far
back as in 1976, the KfW gave loans to Korean, Indian and South African airlines so that they
could buy German airbus planes (KfW IPEX n.d.). In 2005, KfW IPEX arranged another loan for
the Indian airlines to buy Airbus aircraft that were assembled in Germany. In 2008, KfW IPEX
financed the modernization and expansion of the Indira Gandhi International Airport in Delhi,
thereby supporting the German Fraport AG that holds stake in the project company DIAL (KfW
AR 2008: 89). In 2009, KfW IPEX financed the expansion of a Bhushan Power and Steel plant.
The delivery of components worth 60 million euros direcly benefitted the German companies SMS
Siemag, Siemens and Linda. Another project the KfW financed is a two-billion dollar loan for the
Indian petro-chemical giant “Reliance” in order to expand its production. In their annual report
2012, KfW IPEX announces that “more than 40 medium-sized export companies in Germany”
benefit from that. In 2015, KfW supported the Berlin-based company Mobisol that leases solar
homes to people in developing countries, also in India.
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Recently, the KfW has been responsible for a lot of renewable energy finance to India. Among
the largest projects are a ”solar partnership” under which Germany provides India with one billion
euros in investment money for solar parks and solar roof top panels until 2022. Another current
project are the ”green energy corridors”, which provide more than one billion euro for connecting
renewable energy plants with the Indian electricity grid. The KfW furthermore created a fond for
financing photovoltaic roof top installations in India for small and medium companies that could
not receive credits for that from the credit market. The initial fund is 16.8 million US Dollar
(KfW 2019a). In September 2019, the KfW gave a large loan to Tamil Nadu, a South Indian
state, to enable it to buy electric buses for its transport system (Mariappan 2019). As we have
seen earlier, this development finance coincides with German companies targeting India to invest
in renewable energies, often aided by initiatives set up through the BMZ and BMWi – thus, the
Germany business sector indirectly profits from a higher involvement of India in renewable energies,
stimulated by German ODA.

The GIZ as the implementing organisation of German development projects must not be forgot-
ten. One third of the GIZ’s current budget is going into projects related to cutting down greenhouse
gas emissions in more than 30 countries, India being one of them (GIZ 2014). The GIZ supports
the German export initiative for environmental projects that runs from 2019 to 2021 and is aimed
at five trial countries, one of which is India. The stated aim is to “create conducive conditions in
certain countries for implementing modern environment and climate change technologies”, as well
as “create concrete conditions so that innovative technologies will be demanded.” The GIZ states
that the initiative works complementary to both development cooperation and export business
assistance.

German companies as beneficiaries

In the following, a few examples of companies that indirectly profit from this development finance
will be provided. Siemens is one of the German companies that have been longest active in India.
Apart from its activities in many other sectors of the Indian economy, it has been very active
in renewable energies during the past few years. Siemens is active in solar energy, which is also
funded by German ODA, as described previously. For example, in 2017 Siemens India launched ”a
new generation of photovoltaic inverters” (Siemens 2017). In addition, a rooftop solar photovoltaic
project was initiated in Kalwa to generate power for captive consumption.

Siemens also won an order from Power Grid to supply a 200-km long connection for voltage
between Tamil Nadu and Kerala. They are furthermore working on one of the world’s largest
Static Synchronous Compensator projects, which is part of the Indian grid system (Siemens 2017a).
Siemens provided 127 wind turbines for a project in Gujarat and 143 for one in Karnataka, which
will start to be delivered in 2020. Siemens also owns a number of renewable energy subsidiaries in
India, as can be seen in figure 5.6 below.
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Figure 5.6: Siemens’ subsidiaries in the renewable energy sector in India
Source: Siemens Annual Report 2018: 137-138

Consequently, if the BMZ provides ODA to India’s energy sector, this can mean that demand for
Siemens’ products rises – Germany thus indirectly supports its own businesses. The same is true
for other companies. SAP India is the fastest growing subsidiary of SAP SE, which is a German
company developing software for businesses. It has been active in India since 1996 and is present
in all major Indian cities. It is currently one of the fastest growing divisions of SAP, with SAP
Labs India is SAP’s largest Research and Development center outside its headquarters in Germany
(SAP n.d.). One of the emphases of German ODA in India is on so-called ”Climate Smart Cities”,
a development project that runs from 2018 to 2022, commissioned by the BMU and executed by
the GIZ. The objective is to find “][c]limate-friendly solutions for urban infrastructure projects and
area-based development” (GIZ n.d.b). Interestingly, SAP is also active in the area of smart cities
in India (SAP 2018).

Bosch Limited, a company majorly owned by the German firm Robert Bosch, is also con-
tributing to the smart cities concept. More importantly, they are active in the field or renewable
energies, especially in solar energy, which Germany finances heavily. “We constantly reinvent to
provide better energy solutions and become the go-to energy partners for enterprises across India.”
They are furthermore involved in electric mobility (Bosch 2019), another focus point of German
development finance. Voith is another German company active in establishing renewable energy in
India. It has been awarded a contract to deliver four turbines and generators, together with aux-
iliary equipment, for the Pakal Dul hydropower plant in the Indian state of Jammu and Kashmir
(Compelo 2019).

All of these taken together show that German companies indirectly profit from the shift towards
renewable energies that India is taking, supported by German ODA. These examples illustrate the
trends shown at the macro-level in chapter 4 – the interdependence of ODA and business interests.
Although ODA does not support the German economy as overt as it used to at the beginning
phase of Germany’s development cooperation when the ministry actively lobbied for projects being
awarded to the German business sector, ODA seems to essentially still serve the same purpose.
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6 Conclusion: Aid for Business

This study started out with the objective to understand why India has been one of the main
recipients of German ODA after the Cold War. Both the literature review as well as the data
and document analyses point to the idea that the reason behind Germany’s ODA to India is that
Germany is attempting to indirectly support its own business sector.

Operating within a framework that presupposes the existence of a variety of interests for de-
velopment aid, some of which are self-serving, I have argued that the German ODA given to India
after the end of the Cold War was mostly motivated by economic interests. During the Cold War,
the motives were mainly of political nature. However, India has been one of the main recipients
of German ODA over the last six decades, and if German ODA was only motivated politically,
it would have been expected to fall after the Cold War. That was not the case - instead, ODA
increased sharply after 2000.

This increase coincides with an increase in exports, imports, FDI and turnover of German
companies in India, which shows that the relative importance of the country for Germany is
increasing and supports the idea that business interests drive ODA. The German interest in India
can be explained with the observed structural changes in the German economy over the last
decades. Germany’s performance is more and more dependent on exports, especially the export of
manufactured goods. India is thus relevant as a possible sales destination for the German products
because of its size and rapid economic growth.

Secondly, the German workforce has largely moved out of production and shifted into services.
This means that the low-value inputs for the manufactured products that Germany exports are
no longer manufactured in Germany and instead outsourced to lower-income countries. Thus,
India is also interesting as a possible supplier of inputs for German manufactures. This argument
is supported by an observed shift of imports from from lower-value to increasingly higher-value
manufactured goods that flow from India to Germany.

The structure of German ODA to India has shifted over the years and is now mostly concen-
trated in economic infrastructure and services. This speaks for an economic motivation, since ODA
goes directly to the sectors in which German companies are active, such as renewable energies. My
case study illustrated this argument by tracing the interdependence of business and development
interests in the sector of renewable energies. It showed how German development institutions are
indirectly benefitting German companies operating in India. It thus makes sense to say that one
of the reasons why Germany keeps providing ODA to India is in order to tie India closer to its
own market and indirectly support its own economy. This theory is confirmed by recurring official
statements indicating that Germany’s main interest in India is of economic nature. However, this
statement does not exclude the possibility that other motives also play a role.

The strength of this research lies in connecting quantitative and qualitative data to answer
the main question of what drives German ODA to India. However, without more case studies for
different sectors apart from energy and more research that also focuses closely on political events,
I can only conclude that there exists evidence that economic considerations are the main reason
for Germany providing aid to India, but not claim to have uncovered the complete motivation. In
order to do this, more research would be needed.

One reason why this study is significant is that it shows that despite divergent official rhetoric
emphasising altruistic motives behind aid, German ODA is still used to support its own economic
interests, at least in the case of India. Further research for other countries would be required to see
whether that is true for all cases, but the review of documents in this paper makes it plausible to
assume that this is a recurring pattern. Furthermore, this paper has concentrated on Germany’s
side of the story – in order to investigate the actual effects of ODA, more research is required that
examines the relationship from India’s perspective. Generally, looking at the literature on aid, it
can be concluded that much more systematic research on aid motivation is needed. In order to
judge whether ODA is useful or not, it is firstly essential to know what aims the donors of ODA
are pursuing. For the case of Germany and India, it has been shown that ecenomic self-interest
seems be the main driver. Any research dealing with ODA, and, more importantly, any country
at the receiving end of ODA, should consequently look much more closely at the donor country’s
motivation.
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