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PREFACE



PREFACE

In recent times, the study of multinationals and their
operations in the developing countries has attracted the
attention of scholars. The subject hasfacquired an added
significance in view of the tremendous publicity given to
their economic and political activities. Hultinationals
have also been accused of depriving the host countries of
their due share in terms of economic benefits. As o result,
a nev appraisal of their activities has become a subject of
great interest,

Anerican multinationsls have acquired a political
conplexion, as ip well known to a c¢casual reader of the
Indien situation., It has been suggested that these pulti-
nationals have made no significant eaﬁtribution on the
economic uplift of the country. This phenomenon, thgrefore,
dismayed the Indian economic plamners. They have discovered
that the return from the technology empiayed by foreign
enterprises has brought no great economic dividends to our
country. On the other hand, the multinationals have
benefited immensely inspite of their miniﬁum capital
investment, '

The present study is 8 modest attempt to investigate
American multinationals in India with special reference to
the International Business lachines (IBi1) and its operations.

US foreign policy has also been examined in this context,



il

The proposed thesis is divided into five Chapters,
including the conclusion. The first Chapter is primarily
concerned with the rise and apreéﬂ qr'ué based multinationals
under the protective umbrella of Pax Americana Syndrome. The
manner in which they have holped the United States economy
in terms of earnings, ewmployment oppprtﬁnities together with
providing a diplomatic leverage to the country in its foreign
relations, have been discussed. |

The second Chapter deals with the spread of American
multingtionals in India, their general mode of operation
and the cost and benefit that they bestow upon the host
country. fThe Chapter deals not merely with the economic
liabilities but_also the politiecal cost involved in such
operations., o

The third Chapter relates to the specific topic on the
operations of International BusineaéIMachlnes. It comprehends
on its worldwide network and the ways in which it has curbed
competition aﬁd managed to get maximum benefits for itself.

The fourth Chapter provides a focus on the exit of IBM
from India. The reasons which necessitated such a decision
on the part of the Government of India have also been briefly
illustrated. |

| The concluding iemarks are an asgessnent of the present
situation and the poasible future course of action of multi-

nationals in general,
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- For this work, I have mainly relied on the official
"~ documents of thé:United States and that of United Rations,
The report brought out by the ?ﬁblic Accounts Conmnmi ttee of
Indian Lok Sabha has been of major help. The articles from
leading journals as well as important newspapers have been
of immense help in developing the thesis.

A few.;ntarviews were undertaken to get a prdper back-
ground which helped me in stressing a few points in my
analysis and also helped me in making certain inferences,

I wiahvto record my appreciations and deep sense of
-gratitude to my supervisor, Dr. R.P. Kaushi« for providing
me valuable advice and encouragement, and for his recarksble
forbearance., If inspite of all this I have failed to come up
to his expectations, it is largely due to my own inmperfections,

In my work, a number of people extended substantial help
and gave me good suggestions. I also thank the various
members of the staff of the libraxiea in Delhi.

Above all, I must thank ny parents for having patiently

borne with me during my work.
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CHAPIER 1

AMERICAN HULIIWAZIONAL CORPOHATIONS AKD
UsITED STATES FOREIGH POLICY



CHAPTER I

In recent years a certain kind of study of inter-
national politice has been in vogue. A stereo~type study
of foreign affaire purely confined in the realm of inter-
state relations is gradu2lly receding into the bockground,
There has been & strong need for fostering an economic
outlook of foreign affairs. Internation2l) affeirs have
to be viewed-in terms of their international economic
implications., Although power and security constitute
significant nuolei of foreign policy of every state, the
emphasia on economic agpect of their relationship have
assumed new dimensions, The dollsoyr devalustion of 197
and 1973, the activities of Multinational Corporations,
resource séércities and trade issues creating political
conflict among the United States, Japan and Europe, are
economic issues that have emerged clong with the issues
of security and powei as top priority in their assessment
of foreign affairs. However, there is no theory to
specify the relationship existing among various factors
and the processes that ere viewed as integral part of the
study of world politics. Hence, the present study will
be devoted towards apsessing the activities of Multi-
national Corporations in Indiac in the light of the above
framevork.

The 19508 and 1960s have witnessed the operaﬁ1ons of
large multinstional enterprises'that have primarily been



based in the United States. These business enterprises
have emerged as a potent agent bf econonic transformation
and its development, in the deﬁbloped as vell'aa the
developing countries of the world.

The reason for selecting out only the US multinationals
is due to the fact thet multiﬁationals based in other Eurce
pean couhtriea or Japan are still relatively small.

The American multinationnls have outgrown the limits
of technical, financial and economies of scale, This has
further led to & question 28 %o why the American MRCs should
grov to such & gigantic size as they invariadly do in the
developing world. This aspect hes been emphasized by R.H.
Putil in his article {citation given below). He says:

"Ihe fact eeveral American MHNCs nave outgrown this
optimun éiza indicates thet they are able to more then
compensate for some of the dis-economies of giganticisa
by exploiting to the maximum possible extent the political
pover and financial strength that are the elan vitals of
the lCs.” !

| R.H.Patil, "Behavioural Patterns of U8 jultinationsl
Corporations®, Economic and Political Weekly,
( Bombay), February 1§’75, D. 2635,
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Thio has also been viewed that “apart from the size
and financial powver that accompaniea it, it has been noted
that the links between the large corporations end the
political power base are much clnser in US than in nost
other countries, with the possible exception of Japan,“z

The indispensable’rnle of multinational business in
the policy making process was outlined before the Lconomic
Club of Detroit on 18 February 1975 by Deputy Secretary of
State Robert S. Ingersoll. In part Ingersoll said:
Eeonomics and politics have become inseparable
ingredients of international affsirs. Any
breakdown in the world economic order would
have political consequences at home and abroad
and deep concern to all of us, The Stete
Department is determined to improve its adility
to deal with global economy but we do not
pretend to be 2 monopoly on economic wisdom,

The Administration and the Secretary of State

are equally aware of the requirement to read

the business community into the foreign policy
process.

In essence the US Governmant official like Ingersoll
-gee 8 definite role of American multinationals in the

conduct of US commercial relations.

2 Ibid., p.263.

3 .H. Brookstone, The Hultinational Businessman and
Foreien Policy : En repreneuri@I PoTitics in East-
Qesf grade an§ Inveatment (New York: rraeger

shera, » Pe
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Therefore these econonic entitien are viewed as
extended arinc of US Govermment. It is the genersl feeling
" that thece firms are often deployed to order the national
priorities of the host countries in consonance with the
best interest of the United States,

It is for tho above mentioned cuspicions that the
oultinationnls have to encounter the hostile spirit of
rising econonic notionalism fronm the host countries,
copecinlly the dovelopins ones.

‘hey wvoice their grievances in the international apgen-
cies tnd desand an international code of businees ethics
to digecipline the activities of multinationnsls.

Let uo briefly reflect over the nature and character
of the nultinntionels ond aloo on their modus operandi.

It will bear some relcvance to their interaction with the
U3 foreipgn policy.

The Enitéd dutions has used the term "Sultinationnl
Corporationo® (liiQs) as those big business enterprises
vhich have their operations in two or more countries of the
world.4

Christopher fugendhat, a leadins~ writer for the FPinanciocl
Times, London (uultinantioncls was one of his special subjects)
has brought out the chiof characterietics of these Corporations

4 United Jations, jlultinational Corporntions in
World ucvelopuent (lLiew Yorx: United Lations, 1973),
Debe
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in a distinct mzmner, He writes:

However large it nay be and however mony subsie
dieries it nay have scattered across tho globe
all its operationp are co-ordinated from the
centre. They must 811 vork within a framevork
established by on overall group plan drawn up
at headquarters and their activities are tightly
intograted vith each other. IThey are judged

not by their individual performance but by the 5
contribution they make to the group as & whole.

.;Some of the other characteiistics which could be atiri-
buted to the liultinational Corporations ore their large sige;
s2les worth hundred million doilars: having the lateat tech-
nology, &and f£inally the capacity to incur heavy adverticing
cost for selling the technology. All this has encbled thea
"to tap finencial, physical and human resources around the
‘world end to combine them in ééoﬁomically feasible and commer-
cially profitable activi_ties-.“6 This vast economic potential
gives them the flexibilify to chape "demand pattern” ond
values of goclety, influence the lives of people.and policies
of the Goverument.

dhe «ay the ..uCo Operate:

In order to cerry on production on o large scale uwith
reduced cost, the nultinationals spread the production of

different components and parts in its different subsidiaories.

L~

~

5  Christopher Tugendhat, The fultinationals (inglond:
Cheucer Press, 1973), p»31.

6 Bxcerpts of United iations sieport on the ILapact of
nultinational Corporations in iastern Economist
(ljew Delhi), 7 Ceptenbor 1973, »p.445-40.
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The fingl assenbling of partc is done at selected pointo
only. 71his sort of stratecy ie prirurily followed in the
produotion of éonputera, agricul tural uachinery and amotor
ﬁehicles. Tho copt incurred on all'these potivitieg cots
B0 aixed up that it io iwmpossible for the host country %o
determiné the pricing of camgonoﬁts iomported by the subsl-
diary and thoge exported by it. Tho host country even
findo it difficult to take over & gubgidicry producing
porto since it would meon acquiring a few links in the
total chain of production.

Becauge of ‘their worldwide network the multinztionals
can tranosfor surplus funds if they suspect devaluation of
currency of a country is in the offing and put the Govern-
ment in gquestions in greater difficulties.

tho pover of the [1.iCs thup acquired can be decisive
as has been brough?t out succintly by sayoond Vernon, o well
itmown expert in intorantional trade and inveoptzont, "overy
covereign nation is awvare thot Ly groun which 1o able to
provide export market for tho product of nost country is
clso cnpable of with-holdins cuch markets and cuttins: of

jobo that depond on such export."7

7 Raymond Vernon, "iultinationzl utaterprige and
ilational Uovereipgnty", iuarvard Business ileview
(Liassachusctts), ..arch-April 1967, P.165.
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she advantageo of these corporttions therofore lie
in (o) plenty of capital to inveet ond unlinited occess
to credit om favourable terns 1nvboth domnestic apg well as
foreign moncy markoto; (b) o pool of experienced manugerial
talents vhich can be doployed ényahere in the corporate
empire according to 1to need; (c) ¢ large and effective
saleo apparatus; and (d) research ond developnental facili-
tics vhich can be put to solve technological'anﬁ aarzeting
problemns. : _ -
Controversy regardigg'dultination&ls:

<ho controverasy regarding the impact of the activities

of m&ce has been in part colokred by ideological perspectives.
On the one hand is & school of thought which believes that
activitics of .(liCs will bring about greater cross national
integration of worldwide econonic structures which in turn

~ would lsad to tn inter-dependent world. This traditional
economic'approach has an impliéit belief in the practical
virtue of free eﬁterprise syotem. Foreign investment to
them, conatitutes a net addition to investible resources

in host countries and as such raises their rates of growth,
Foreisn investzent also brings benefits - like the introduc-
tion of new technology, better management and organiasction,
puperior aarketing and cheaper finance. Thevmajor DPropo-
nents of this asproach include Charles Kindlebergor and
Raymond Vernon. On the other c¢nd of the spectrum are the
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nationaligt vho enphasise on ' ininlscing the cost and extent
_ . 9
of foreisn investiment like Paul Streeten,a Sanjayz Lall
19,114 12
and Vaitesos. '~ %The dependencia school - Dos Sentos,

13 .
Sunkel and Hynmer 14 and Jarxist Pgul Baran‘s conclude that

a8 P.P. Strocten, "The (jultinational snterprice and
Theory of Development Policy"”, siorld Dovelopuent
(i’ew York), October 1973, pp.i=14.

9 P.P. 3trooten and 3, Lall, Foreirn Investuents
Irangnationals and Jevelopinr Countries (London:
aoenillan, 1977); the 850% contains intercsting
references to this effect. :

10 C. Vaitsos, "The Process of Comsercielication of
fechnology in the Andean Pect", in H. Ladice, ed.,
Internaotional Jirme and ilodern Imperialiam (London:
Gox .. syaan Ltd., 197%5. PP-‘§'§-2 4.

11 C. Vaitsoos, "Patents Revisitced: Their Functiors in
Boveloping Countries”, Journnl of Development Studies
(London), October 1972, pp.7i-9).

12 f. Dos Santos, "fho Structurc of Dependence",
inericen sconomic deview (Oanbriageg. iiay 1970, pp.231-36,

13 0. Sunkel, "hationanl Development and Policy end
Lxteraal Dependence in Latin iuzerica®, Journal of
Development Jtudies (London), October 1969, pp.23-48.

14  oJtephen liymer, "Yhs [ultinational Corporation and
Loy of Uneven Developaent™ in J.H. Shargwnti, ed.,
zconomico and Jorld Order from 1%3“9 2o 19905
{(Tondon: Jacmilian, 1972), DPel 40.

15 P.A, Baron, Politicnl lLconoamy of Growih (ifew York:
onthly Re;ieu 7ress, 1957); see for further
rofeorence.
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by pearing the econonios of host countries, especiaily of
devcloping countries to that of home countries, the ectivie
ties of e discourage the oreation of widely baced infra-
structure vhich nes nistorically bosen ioportant for develop-
vaental take off. %Yhe result is likely to bo the creation
of super-subordinate relationéhip among Ltates vhich
aggravate existing inequalities, thereby increacing the
likelihood of inter-gtate conflict.

Jecping the ideological predilection apart, let us
assess objectively the role of US MiCs in the developmental
proceas of & dovelopins country. <Thio may necd an account
of U3 inveotment policy.

Charncteriotics of faericen Invegtuent:

American companico account for about half of the world's
direct investment. The size of UL investment has risen from
£ 12 billion in 1950 to morc thenm £ 135 billion in 1976.
ihe opread is apprbximatély 35 per cent in vestern Lurope,
27 por cent in Caonzda and 18 per cent in Latin Aserica, OF
the vhole 69 per cent in tac developed countries and 40 per
cent in developins countries. 4s far a3 sectorvise inveot-
acnt is coacerned the percentage is 40 per ceut in aznufrcet-
uring, 30 per cent in petrolocum and 10 per cent in min1n£.16
imerican Corporations are research based and. they are capital

inteasive industries that arc linked with the defence interest

16 L..l. Joimer, arerican roreirn Jolicy: he idssiarer wra
(slobein : Ltrode rublishers, 1977), De290.
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vhich hng caused cbncern,amohg‘tﬁo recipient countries.
fnericen firms lead in such industries as compared to others
becmaée of the gheer sige of their parketins and research
effort that they can sﬁstain,tvﬁha bulkk of this investment
has gone into industries pro&ueing cars, computers, pharmo-
eeuticalo, tractors, aicrpwélectranics etc..'

3oudhayan Chottopodhys, wriﬁing frbm,a loftiat angle
tracep <he émerié&n lead in the emérgence of 1iICs to hure
puboidies that are dravn by the US businessmen from their
Governaent in regearch and devél@pment. " Between 1957 cnd
1965 & 22 billion of 4mericcn tax payors momey were fed into
resear:h and developmnent ezpennéa of the industry. 4r2in
nore than half of § 23 billion worth of orders for electronic
'equipment canc from the Deparitment of Béfence, dational
&eranautiga and Space Aﬁminisiration and federal Aviation
Awaacy.i?v |
Inportance of Developing CQuatrien»

the procesa could be exnlained vith Raymond Vernon's
theory of product cyele,18 ,It~iavsugyested that U0 aulti-
nationale are regsenrch based groundeﬁ on superior technolocy.
Only & f@w firms at firot risk the high cont of nanufacturing:
in umerica. Later when the praéugt is perfected, =zore firac
coze in and soon the hoae market tends to get s2turated.

Therofore, the ecrlier firms try for the developed markets

17 Boudhayon Chattopadhya, "Lultinational Corporntion ond
vovereliraty: in lAsinan ecrspectivs", sconomic iiaes
(Lew Lelhi), 2 Jonuary 1976, p.b.

18  zovort Gilpin, U Jower nud the .ultinationnl Uorporatiou
(bORﬂbA' ;&C.ﬂ.ll‘ﬂl Sresad, i ;Es’ n).123.
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of Lurope by czporting their goods and then to produce it
locolly oo a3 to save on tho transportation cost. 1In the
proceos other countries 28lso rush in. Japen which had
licenged imerican technology long back poses 8 challenge to
US firac in their own domestic market. The maln reason vhy
Japan is able to compote with the jmerican firme is because
it hego o low ¢concuanption level ond therefore has to snend
leso moncy on labour wages., Tho american firms in order to
cut down on wage costs are shifting their firms to develop-

ing countries that are considered as low wage areas,

aultinationals ae Carriers of Zechnology:

Orville Frecaan, Srecident of Business International
Corporation comnenting on the 1mportancé of technology
gtressed that, "technology which in the broédest sense
including materinl, manegerial, marketing, orgenizational
and other pkills as well as advanced technical inforaation

such a8 socret knowhow is at the heart of the difference

19

between developed and the doveloping world. iherefore,

ap Denis Goulet writes:

Corporations employ a rhetoric which portrays
then as surveyors of technological salvation.

Jhe line is that if nodern technology is adopted,
misery in the Third VWorld will be abolished,
productivity will increase gud everyone will be
better off. The transnational corporations sre
best for bringing technology to poor countries

19 venioc Goulet, The Uncertain Promise: Value Conflicts

%g,?echnolo Trangier (Lorth america inc./1L0C,
9775. 3.59‘




12

beccuse of tnolr globnl orponizational skills,
their ability to mobilige resources quickly,
their shkills in recruiting personnel from 6ll
cultures, their capacity to respond quickly
to opportunities and their massive investment
in it and D witaout waich new technology could
oot be genorated. shile arguing that transe
national corporations no doubt possess these
advantapes, one can still lecitimately doubt
whether the technologies they supply are well
suited to =bolishing the poverty of nnsses in
poor countriee. 20

This particular agpect of treonsfer of technology will

be 0 subject of sreater discussion in the later Chapters.

But a comaent oy Hobert Girling summarizes the nain trend.

fie oays:

“The transfer of techuology has proved to be o subtle

and pervasive mechaniem in the preservation of
atructures of dependency in the Third world,
Technolozies sold by TilCz favour growth with
huge secole, high concentration ead built-in
ocbsolescence, Lach of thege features may prove
t0 be anti-developmental and inimical to the
demanda of distributive justice. 21

“hat can, however, be a subject of significance is

the benefit that such a transfer brings to the econony of

the United States. In the Sonate Hearings on ilultinationnl

Corporations, James . icKee, Jr., President of CI'C, Inter-

nationel Inc,. observed:

'US 1IiCo have aade a positive coatribution to the

U3. It has increaped wealth and the international
aseet of United ostates. It hup hed a generally
sticulatiag effect on US economy and U8 jJobs. 22

20
21
22

w- [ P-80¢

Ibid., p.123.

Unitcd Steteo, Conmitiec on Finance, Sub-Conaittoe
on Latornatioansl irade, eerin-s omn jultinational

Corporciion ( .2shinston:™ 1 and G ..arch 10750, DeYe
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the statistical figures chow that they bring in nore
than & 6 billion in ﬁrofit to UB eﬁery year which helps to
finance domostic operations and supploment sales at home.
Apain betuecn 1966 and 1972 the domeotic employmont of theoe
firms rose by 30 per cent, vhile employnent in US oriented
conpanies increcged only 14 per ceat. I[iliCs account for
half of imerica's export and only 7 per cent of goods
produced by forcign subsidicrics ore cxported to the United

Statea.23

Inpect_on Fbreigg Policy:

Ii has been & subject of cignificant interest among
scholaré eo. to what kind of influence the iiiCs could render
on tho foreign policy of aAmerica, fhough no elaborate work
has been taoken up until recontly dbut strong references obout
it are increasingly in evidence. This aspect neods to be
probed froam the point of view of vhother econonic forces 1«
are more influential than matters of politics cnd security.

fsuthors like Hymer whooe work we have cited earlier argued
that it io the economic forces that determine the interna-
weonal politica. In an article, Tiultinationzl Corporztion
and Law of Uneven Developaent", Hyuer argues thet contenpo-
rary international rolations arc raopidly being chaped by
two lawo of econonmic dovelopnent: TFhe Law of Increasing

24

“Mrm Size and Lav of Unoven ﬁevelopﬁeﬁt. she lav of

23 Joinecy, n.16, p.280.
24 Hymer, n.t14.
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incrcasing firn sige ie the tendency from the time of
Industirial levolution that firns have increaged their sige
“froa the worikshop to the faetbry. to the national corpori-

tion, to the aulti-divisional corporation and now to the

aultinational corporation.”25

ihe lev of uneven developoont, he continues, is tho
tendency of the interantionnl cconoay to produce poverty
as well ag wealth, underdevelopaent as well as developneat.

Togaether these two will produce the following consequences:

4 pregime of ilorth atlantic .lultinational Cornoration
wvhich would tend to produce & hierarchical division
of labour between geographical regions correspond-
ing to the vertical division of labour within the
firm. It vould tend to centralize high-level
deciolion making occupations in & few cities in

the advanced countries, purrounded by a nunber

of recional sub-capitals, and confine the rest of
the world to lower levels of activity and incoue,
i.e. to the status of towns and villages in 2 nevw
Inperial system. Incoze, stitus, authority and
congumption patterns would radiste out from these
centres alongz & declining curve, and the existing
petterns of inequelity und dependency would be
perpetunted. 4She pattern would be complex, just

as the structure of the corporation is complex,

and the basic relationship between different
countries would be ono of superior and subordinate,
hoad oifice and branch plent, 26

On the other hand Jacob Viner, belonging to the roalict
school and propoﬁent of econonic liberalisn anolysing the
relotionchip between politicel and econonic factors in

deternining the structure of internationnl relationo

25 Ibid.
26 1Ibid., p.114.
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concluded thot politicnl and security considerations are
primary.27 ﬁolitica deternines the frgmesor& of economic
activity and channels it in diraétion vhich serves the poli-
tical objectives of the ruling groups in the country.
Folldwing this argument transnationdl actors esnd processces
are depenﬁent upon peoculiar patterns of inter-state relations.
"LUhethor one taliks of the merchant adventures of 16th century,
18th century finance capitalist or 20th century multinetionals,
they have been able to play an important role in world affairs
becausce it has been in the interest of the prominent powver to
db so."28

From tais perspective the multinntionals exist as trnnse
national actors today becauée it is consistent with the inter-
est of the world's dominant powcr - the United States. This
argunent does not deny the analysis of economist that .l is
a resgénse to contemporary technolcgieal and economic develop-
ment. 1[he argument is rather that these economic and techno-
logical factors have been able to exercise their profound
effects on the developing countries because the United Ltates
has been a doninating pover.

sccording to Robert Cilpin, who wrote ean article onm thio
subject, it is closer to & kind of truism to afgue that the
role of nation State in economic apg well as political life is

27 Robert Gilpin, "Politice of “ransnational Economic
Relationo", International QOrganization (idagsachusetts),
¥inter 1971, Vol.aZV, 50«1, DD.348-419.

28 1bid., p.404.
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increasing and that HGEC is actually & stioulant to a further
extension of State power in the econcnic aphere‘zg NEC is
largely an American phenomenon ngﬁ that 4in response to this
"American challenge"”, other Governnmonts are increasingly
intervening in the domestic economies in order to counter-
balance the power of American Corporation cnd to create
donestic rivals of egual sizo and cqual competence. However,
it is apsuned that Anericanbasoed [HlCs have sub-served the
national interest of the Unitéd S¢etens. The study of American
foreign relations becomes moﬁe neoningful and understandable
in terns of its pover thrust,

Writers like David Horrowitg, & long time Harxist, hags
etated his view points that the gop between American activities
aftor the Second Yorld Ger and its cherished ideals cannot be
properly understood unless it is taken that the group which
wields power blends the national interest and its own interest
into one. &nd this group is no other then the men who also
nan the corporations.3° ‘

Dennis {i. Ray writing & cimilar article argues that the
influence of corporation on Amcrican foreign relations stem
primarily froa (o} tbéir ability to take independent action in
international field through'foreign investnent; and (b) their
capacity to shape public opinion in such & way as to legitiaice

29 ibid,

30 David Horrowitz, “Corporctions aad the Cold dar®™,
lionthly hovicw (Hew York), Vol.21, 1969, p.38.
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governnental action in favour of businees interest obrood.

The very act of invootment becones 48 component of American
foroian roletions and héings in a level of influence on
Lmerican foteign policy.31' |

The most direct and probably the most effoctive mecho-
nisn of corporate influence is the pattern of iecrgitment of
forcign and national ﬂecurity'poiicy officials. Utudies
conducted by David S. ,ic-Lellon and Charles L. ‘‘oodhouse
- revenl that for the yeara 1938, 1948 and 1956, business,
finonco end lew dominatod tho pattern of recruitment in the
foreign policy cadre.32 |

Though the orpument of pulls and pressures from other
“intorest groups on the'foreign policy making procecs is not
digcounted, it io videly belieﬁea that some interest groups
ere nore capable than others in pfdueating their business
intereéta. , _

Hoving ncde the ébove point, 1t 43 to be analysed aso to
how U5 [7iCs have been helped by the Pax imericana syndrome cnd
vice versa. aobert Giipin has successfully docunented the
entire process.33 His idea ig thasrefore followed to dehate
the subject. Lie aiguee that after the (reat Depresoion, o

lezderehip vaccun occurred in the international econony.

51 gennig n.axazénQCorporations agd fmerican Foreisn
elationo 3l of the American Acade of Political
and ggpial'Science vhiladelphia), ?01.302437, 1972,
p. 83.

32 1bid., p.88. |
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Sne Unitcd Stotep as o mujor industricl power was attenptins
through Congreseional acte for reduction in ¢rede borriers.
But cfter the Jecond World .ar, US had to eacrifice the tuo
basic principles 6f dmerican conmercial Qoliey: "reciprocity”
and "non-discrimination”, and allow the regional integration
of surope and elco help Japah to dovelop acainst the icpend-
ing throat frox thoe Soviet Union. it had to help Japan by
gupplying ﬁhe technical Imowhov and forcing ite multinatioanls
to license patents. lurthor, it had to uce foreirm economic
ond militgry cid to maintain its influence, acquire sirateric
pooitions and protect imerican oversess interest. Though
hurope veo allowed to regionnlly integrate but U3 was succeass-
ful in retaining its economic lnterest. Anerice supported the
establishment of ruropean Sconopic vorxmunity with the pre-
condition that 4merican subsidiaries were to be treunted on
the same basis as turopean Corporations.

Thus fmeorica's rclationship wvith Yestera Suropo and Joapon
provided the nocessary conditions for the goreand df its businecse
firasc in gearch of aarkets., ?ax-émericana provided & politicel
and security structure vhich faciliﬁated the rapid ezpansion
of iacrican Corporation in South lrmeries, Canade, sfrica and
other partoc of tao wsrld vhile duropean inmperialism begun
declining. |

The whole operation Aid not follow & planned course but
Ui officinle graoduslly renlized that crowins overcens empire
of azoricca Corporation could be asde to serve the larger

interect of ¥ao uUnited wtateo.
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Over the years UD overseas military, diplomatic and
foreign 2id commitments had canseé a gerious belcneco of
poyment deficit for the United Utates. 4s thie deficit
becaae more pevere the .i[[Ca and their rapidly growing
foreign ecrninge woro recogniged 4s 3 jor assets that could
help aaintuin .merica's globel hegemonic position. Again
US Government nud used its'domeatic lav which forbade 1ts
multinationals to part with the cuperior technology in trade
with eneny countries - Joviet Union, Cuba and China., Insteszd,
it had forced the multinationals to licedae technology to
Japen fostering the emergence of rival iiCs in Japan. Zigoin
much of the carly American iavestment in pre-revolutioncry
China, cume about as & result of urging by the State Departuent
personnel rather than U3 businoss community who saw greater
opoortunities in Japan than in Ghida.34

On the waole, despite the occassional bickerings of
Amoricen i1iiCs and decision makers the underlying assumption
of hmerican officisls has beon that the national interest of
US i best served by the overseas czpsngion of Aserican
Corporations.

sven writere like denneth Ii. «#alte who takes the position
that the [lliCs do not expand into other countries for the sheer

necessity of rovw matérials or becoce dependent on them in any

34 Colph Jarren Zink, The Paliticg% Rigks for flultinational
znterprice in Devélogfgg Countries - ith a Cege ﬁtugx
of Peru ( :

#Ow YOTrK: rraecer rublisners, 1973)s P.19.
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Qay concaedes that despite ell the decontralization of
operations, ccatreo of control renein intact. 4s he vrites,
", .. thnt nost of the largest .lliCs are based in Ameries, nogt
of their research ond developnent is done there, ziogt of the
top personnel are Americane. vﬁn&ar ﬁhese circumstancea, it
is reasonable.to suppose that in nmaking corporate decisions
American perspective will be prominent one."55 *herefore,
tho sigo of ifmorican oper&tionm'abroad would inevitably
.carry the U3 influence in the affairs of other nations -~ a

situation whethoer one wvighes it or noet !

U3 HiiCs in DIeveloping Countries:

e R

“he international economic order formed at Dretton ioods
after tho Second Jorld War was lergely to the advantage of
the United States moinly becsuge of the dominant position
of the United Utotes in tho vorld econoany. This aapect
needs no elaboration here, but it is sufficiont to say that
Us was aubceesful in monléiag the internationzl monetary
and trode policy conducive to its nationsl interest than meny
countrics with less sconoaic power,
The surplus noney generated by the war economy was nainly

- to be utilized for importing raw materials, The official

35 K., ¥altz, "Nyth of Hational Interdependonce™ in
Charles Kindleberger, ed., International Corporztion
({aopachusette: ti.I.%. vress, 1970), P.221.
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policy leid down was of the following nature:

Our interestorequire that ve concentrete on
domestic productive offorts in those fields
vhere we can produce nost efficiently and

not drawv down upon our exhaustible resources
unduly. Ve need large iocports to strengthen
our conservation policy and increasc the
stockpile of critical materisl. ....oven with
tho nmazxinun feasible levels of ioports,
substantinl foreign investunent will be needed
to maintain a level of exporte sufficiently
high to avoid a painful reod justaent in certealn
ereap of domestic agricultural and industrial
production., 36

In the 1ight of the above policy, it would be interestint
to view US polioy towards Asia,

The forces of naﬁionalism oa generated in the neuvly
independent countries was not unnoticed by the US Governmmeni.
The fear ap it existed then wnp that the present state of
turdulent condition in the developing countries could be
exploited by the Communist States to their advantage. It
was realized that "the position of Us as the leading export-
ing aﬁd creditor nation éf the world" would be of some help
to stabilise their‘conéition. Besides "imerican comnerce
and induotry will, of course, continue to have an active
interest in JAsino so a source of supply and as a market.®”

In thie connection "inerican Governzental loons would £all

far short of the nagnitude of /lsia's capital requirenents.

36 Prosideont's Bconomic heport, Vepartment of State
Januar

Bulletin (iashington, D.C.), y 1949, p..
NES
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Only privato copital could be 6? any use."37 Jat for thot,
the country desirous of amoricon cipitual aust express their
depire by creation of conditions which give prospects of
reasonzble treatment and roturn for foreign capital."38
It hae boen {the opinion cf'aoﬁe others that fmoricon econony
has become g0 dependeat on foreign row meterinls of host
countrios that it io olleged that U3 foreirn policy is
decigned to ensure that host countries continue to be recap»
tive to foreign 1nvestment.39

Therotfore, it could be categorically laid down that
though short term security interest in preventing tho umenace
of coxnunisn was present but long term economic intereast wns
also takén into account,

Ag Gunnayr iiyrdal notes the spuit of interest in the
probleas of underdeveloped countries particularly on the

lUcstern side woo inducod by internrl interest and pressures

37 V. ualton Buttervorth, "Acic “oday", Department of
State Bulletin, 12 October 1948, pPp.492-494,

38 lbid.

39 D.I. Hlake and X.S. Yelters, The Politics of Global
Leonomic Relotions (llew Jercey: Prentice Hall, 1076),
De {05,
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exerciced by tho dominant social strata but was sought to
be juctified by the security of Uestorn countrics. 40

fhe policy ovolved for tho purposc wes the Internationnl
2echnical Co-oporation 4ct of 1949 or Point rour Programme..
It vas onnounced thot thisc would help to make the benefits
of "secieontific cdvencement® and “ihﬁuatrial progresa®
aveiluble for the iwprovexnent and grovwth of underdeveloped
areas.41

If the objesctives of Point Your Program:e is looked at
clogely the roal purposé bocomep distinetly clear. The
ftechnienl apoigtance would be to provide amenities in the
fieldo faonsi&ered bagic for econooic developnent - such as
traasportation, health, education, coaocuiications and water
rosourcen.” It was clarified that "lack of developaent in
such basic fields imposes real limits on the rate at which
copital investnent can be absorbed in most underdeveloped
sections of the Vorldesse.” 42

40 P.C. :iahalanobis, "isicn Drama: iAn Indian View®,
Zconomic and 2olitical keekly, July 1969, p.1119.

41 Inaugural iddress of the rresident, “"Point Four",

Deggrtment of Stato Bulletin, 30 January 1949,
De .

42 John H, Gteelmen, “Goals and rractical Problenms
- of the Point Four Program,’ Departaent of State
Bulletin, 12 June 1949, PP-73§:3
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+hus 1t i clear thet governmental assisgtance prorroa
was given =nainly with the clear cut idea to faclilitate the
activities of ité oenvforeignvcapitel. 4 it finally ocoid,
"Governzental direction and msdigtance are necessary, sorti-
cularly in the ﬁlanning end develepment ctase, bué the ultin:te
puccess of 2Joint-4 nccessarily will in grect pert depend unon
the abiliiy of 3nericqu businossaen %o sﬁpply tho vants of
the underdoveloped areng,” 4>

Yome of the figures avollable go to prove that US
investaent in developed countries 1a:more than the under-
developed oncs but the profite and rate of return are nore
from the latter. .eo the pages of the citation below. 4

Given these aggregate data on UH fotcign investaent and
given the importznt weignt of the undordeveloped countries,
various enslysts have argued that American investment ia
underdeveloped countries are grimaty deterninants of the

aaerican foreign policy towards these countries.

43  1bid.

44  AbGul A, Cz2id end Lulg Olmmone, od., The Lew Lovereirnas,
aultinationa) Corporntion ap lorld ‘owers (uew Jersey:
Prentice 9 1‘% , 1C 9‘%‘5‘5“, ERLLS
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AMERICAN MULTINATIORALS 1IN INDIA



CHAPTER II

We have emphasized earlier that direct investment hos
beén one of the main features guiding dmerican foreign policy
towards developing countries. 4lso, that markets are in a
way creatures of socizl and political systems and their
operations (given the economic parameters and £echn1ca1
constraints) can be induced or suppressed through political
decigions and institution2l mechanism both at national as
ueli as international level. As Carlos F. Diag-Ale jandro,

Professor of Econonmics at Yale University, writes:

Harkets are creatures of social and political systens,
not mechanieong arieing spontaneously and inevitably
out of economic necessity. Which markets are allowed
to operate and how, whioh are encouraged and which
are repressed -~ these are politicel decisions, doth
nationally and internationzally.... Power, whether
military or corporate, abhors an uncontrolled and
truly competitive maricet., It would be an extra-
ordinary vorld in which agymmetries in military power
were not rofiected in asymmetries in economic
-relations. 1

Such an interpretation is particulaxly &
*Ricable to the

operations of multinationals in developing Nnumra -
s, 1ihe
official policies, that have been Pursueqd, bot

t
well as in the host countries, have hay g diregé\g
_ 28ring on

home as

the flov and the presgence of such an investment In eact
_ act,

the bllateral relations of the United States with the host

country tends to get strained or smoothened, %o & large extent,

1 Carlos P, Diaz-Alejandro, "Jorth-South Relations"®,
Internationa 0 gggization, 29, 1975, pp.213-41,



26

as a result of the recipient country's attitude towards
Agerican capital, Therefore, it naturally follows, in the
cage of 8 country like India vhich is eager to maintain its
independence and self reliance; that foreign cepital invest-
ment of the nature that the United States has followed would
create a certain sensce of suapieion'ana doubt about such an

investment, A review of thé relationship of the US with
Ingia tends to reveal & olow and persistent feature of the
Anmerican policy that has undermined the indigeneous indus-
trial capability. OSuch & state of affairs in turn would lead
the United States to have 1£8'own frustrations with a country
like India. |

Events and circuﬁstances ﬁave forced India to welcome
American capital but as and vhen Indis has tried to assert
it30lf in regard to the policy méttera, the relationship has
taken & turn for the vorse. Thé*reason'for being sceptical
about US capital is mainly because it is generally believed
that in accordance with the prevailing power equationp and
imperfect world structure, the influence of US terms on the
" political composition and developmental objectives of host
countries will be adverse.

The above points have rarely been found and spelled out
in the empirical literature. [ore often than not, attention
hag mainiy been focussed on the contributions of foreign
capitel to the third world. Research in the fleld of
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internationzl economics also tends to be addressed mainly
from the standpoint of rich countries. But there are some
scholars in the less developed countries who a2re studying
internationnl relations and the questions related to it from
their own perspective. OF ccuréé.'part of the problem in
studying the multinationals is the lack of access %o crucial
information. Heny of the facts are simply not available
for the scholars to do an indepth study.

The approach of the less developed countries to the
international trade problems had been fairly passive in
19508 and 19608. The bargaining success of the 0il and
Petroleum Exporting Countries (OPEC) for better prices for
their natural resources have made the third world conscious
of their reéource wealth, 7This is noticeable in their
changing approach in dealings with the developed countries.
The earlier approach for voluntary international co-operation
from the developed countries have been changing into more
effective and determined bsrgaining»with developed countries
and foreign firms in internationsl negotiations as well asg
bilateral ones. The present stance of these countries is
t0o reap the maximum benefite from the firms and also make
them toe the country's national policy. In india, the two
US based multinational firms, Internationzl Business
Machines (IB&)'and Coca Cola were asked to pack up and

leave for not conforming to govermmental regulations.
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It will be the endeavour of the present regearcher to
assess from the hogt couhtry's poihtvof ﬁiew the benefit
résulting from the giant oultinationsl firms. The obvious
framevork of such e study will be the national viewpoint in
which the political, sociel and economic objectives &re to
be assessed in studying the role of multinationsls. From
the scant and scarce date availablé, the Americen multi-
nationals will primarily be our concern which with their
superior technology and management skill have to this day
dvarfed the firms of other countries.

To understand the activities of the multimetionsls, it
is necessary to dwell upon the respective views and interests
of the United States as well &s Inﬁié; Secondly, the beha-
viour of these corporations as perceived by the host countries
after gome years of their functioning and the reactions that
such & behaviour sets in the host countries becomes a crucial

point in understending the subjsct.,

India‘'s Initiel Policy Towards Foreign Private Capital:

' Newly independent States like Indim, were confronted
with the problem of shortage of foreign exchange, managerial
and technical knowhoﬁ and thus were compelled to invite
foreign capital to achieve rapid economic growth, Having
suffered the hagards of foreign capital the interim national
government of India-had decided to avoid the pame story again,

In the resolution of Indian National Congresse it was laid down
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that foreign capital has resulted "in the acquisition of
control over India's econoanic and political life which
had both warped and retarded national development."® It

was the unaninmous decision:

that goods which the country cannot produce at
present but should be in & position to produce
later on should continue to be imported from
other countries rather than local manufacture
chould be started or expanded by foreign firms.
In the course of time 1% will be possible to
restrict or discontinue foreign imports but
foreign vested interest once created would be
difficult to dislodge. 3 '

Even the business groups were aware of the need for a
national governpent end economic freedom for further growth,
In the Bombay Plan for the Iconomic Development of India
(1944) whose various aignatorieé included leading industrial-
iots like J.K.D. Tata, G.D. Birla, pPurushottamdas Thakurdas
agreed that foreign capiial had created vested interest that
was inimical to the development of Indian economy and soclety.
They also suggested that any further influx of foreign capital
should be discouraged and attempts should be made to expel
existing foreign'capital iu'cruoial sectors by & scheme of
nationaligation in independent India., While arguing that
given the underdeveloped conditions of the Indian economy,

2 L. Haterajen, Americon Shadow over lndis (Hew Delhi:
People's Publiching House, 1956), p.48.

3  Hichael Kidron, Foreisn Investment in Indie
{London: Oxford Universily Press, 1965), pp.68-69.
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some foreign capital was neéesgary; they emphasgi ged thaf
this was to be done through the mediation of the state so as
to utilise its'far greéter pover of absorption without succumn-
bing to damination of a foreign power, The national atate
should be ueing the greater capacity to raise finances and
try to develop indigeneohe basic industries so as to reduce
dependence on foreign financa for capital gooda.4

Though the initial attitude was of 1ittle encouragement
to foreign capital, but the events conspired to change the
officisl attitude. The 1oes.§tv”foodmarketing'areas“ to
. Pakisgtan ﬁade fhe.import gf grain on a large scale necessary.
Other -consumey imports soared as demands were released after
 the wa?. Something urgent was to be done to start the Indian
industry moving lest politiéai and social chaos engulf the
~country. o |
| The difficulty thet presented itself in the rapid indus-
triaiization programme was the lack of capital goods which
could be obtained largely from the United States. The Indian
goveranent explanation about the non-availability of the
necessary supplies was heavy demand on US resources under the
European recovery programme and India‘g meagre dollar reserves.,

But in fact the main reason was that Indian officials and

4 A, Hukher jee, "Indian Capitelist Class and Congress
on Rational Planning and Public Sgctgr %g3o;g;g,
Economic and Political Weekly, 2 September ’

p;'gn. '
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businesemen had been rebuffed vhen they tried to buy machinery
in the American market.s

IS Interest in India:

After building Western Europe @ & bulwerk ogainst the
Sino-Soviet bloc, U3 felt the need to bring the less developed
countries of iAsia and Africa in its own sgphere of influence,

- The instruments of 2id, investment and technical collabora-
tion was to be offered to augment their rate of savings, raise
the level of technological knowhow so that these countries are
perpetually dependent on US for their cconomic growth. The
U3 public opposition against continuous economic aid to less
developed countries resulted in gove:nmént laying more
emphasis on private capital. ]

Therefore, Point Four, Technical Assistance Programme
for these countries had a plan to increase American private
investzent abroad. The US Stete Department in its pamphlet
referred to the "stimulation of & greatly expanded flow of
private investaent.” But "an expanded flow of private invest-
ment abroad" added the State Department, "depends upon the
reduction or elimination of the risks peculiar to such invegt-
ment which tends to deter investors from participating in

5 L. Hatarajan American Shadow over ; 2 (New Delhi:
PPH, 19569 "
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enterprises in meny foreign countries.” It added further
that:

Hfuch can be done to reduce risks involved through
efforts already under way to bring about conditions
of greater political and economic security in the
areas concerned. In addition the negotiations of
bilateral treaties with foreign governments which
would give mutual sgsurances of fair and equitable
treatnent and relieve the invesotor of the burden

of double taxation should contribute to a more
favourable climete for foreign investment and

give greater confidence to investors, 6

" Though India's commerce with America was & anall fraction
of America's total trade but still it was considered important.
According to the Hational Foreign Irade Council of America,

India i the sole source of cupply of eight important

commnodities and the exporter of more than 80 per cent

of our imports of fifteen other items...... Thus the

actual importance of India in American foreign trade 7

has been greater than the relative volume of trade.

The United Statens elso laid great importance on the import
of strategic materials from India. This is revealed by the
Committee of Foreign Affairs of the US House of Representatives
in 1948. 1India wvas cited as a major source of a wide range
of strategic and raw materials of which there was an inguffi-

cient supply in the United States.

6 Ibid‘ ) ppaS?"'SSo

7  1bid., pp.40-41.



<he Comnittee stressed tﬁat fifteen comao&ities on the
Jdunition donrd Group I stockpile list of particular military
importance-wili be prbduced in India (mansconese, mica,
monazite, shellac, material rubber, chrouite etc.).8

Besides this other stops were taken to put pressure on
India. It wap reported that US Ambassador Henry F. Gredy
went round the country demanding concessions for private
American caplital and changes in the internal econoulc nolicy
of India. Obotacles such as .complicated tax structure was to
be removed and in liovember 1947 he threatened that no American
loan would be forthcoming unless plans for naficnaliaation
vere dropped.9 |

Bepides the required cépit&l intensive machinery fronm
the United States in exchange for Indian exports, Indian
officiale and businessaen came.to rely on Américan invegtaent
and the aid as the only =means for developing the Indian econo-
my .

[ioreover, the recession of 1949 and the withholding of
expected American aid forced the Indian Governaent to change

its earlier ﬂt&hc@.'o

8  Ibid., p.4t.
9  Ibid., P51,

10 Ibid., p.60.
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The statenent of Prime inigter Hebhru in 1949 was

a marked departure froam this stance before independence:

Indian capital needs to be supplemented by
foreign capital not only because our national
savings will not be enough for rapid develop=-
ment of the country...but also because in
naay cases scientific, technical and indus-
trial knowledge and capital equipment can bdbest
be secured along with foreign capital. 11

American Investuent on the tve of Independence and
the Changing Patterns thereafter:

On the eve of World uar II, American private investzent
in India (including Burma and Ceylcn) was pleced roughly at
£ 40 million. The main industrial sphere of American invest-
-men¥ in India were the automobi;e works of General .lotors,

Ford iotors Compeny of India and jute factories (five of

them). Anong other fmerican ehterprises, Firestone Hubber

vompany ovned a tyre factory in Bombay and a few banke like
the Hational City Bank, the Americen Lxpress Company that

operated in Indie.
after the 1949 policy sﬁatement on foreign capital the
new faerican investment in India were the following:
(an) The Coca Cola Export Corporation in Delhi in
October 1950; |
(b} B.k. Squibb and Sons of Hew York for the

manufagture of drugs;

11 Lawrence K, Bosinger, Indin and the United 3tates:
Political and Econonic Relations (liew York: ..acmillan
Coapany, 1950), p.78.
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(e) American Cynamid Cdmpany eotablished thé Lederle
Laboratories at Bulsar in Hay 1953;

(d) xomington Rand of Indin Ltd.;

{e) Dranisrd International Conmpany for ferro
nanganese sneliing plant in 19513 and

(£) Vrarke Davis and Company for the mahufacture of
chloromycin in July 1954.

- The largest investment vere in petroleun distribution,

refining and exploration. In.xovembar 1951, Standard Vacuum

0il Company entered into an agreement with the Indian govera-
ment to build a refinery at <rombay. In iloreh 1953, the

California and fexas Company (CALTEX) signed an agrecment

to establish & refinery at Vishakapatnam. Citing extracts
from liew York “imes, Yecenber 1951, L, Lhatarajan has shown

that:

Jdhe Americans consider the refineries primarily
as strategic installations, and India as a baso
rather than a beneficiary. The choice of Bombay
and Visakhapatnam, two major Indian naval bases,
as sites for the refineries and the Hew York
limes reference %o the prozinlty of these sites
to the "probable scene of conflict" has omnious
implications for the pcecurity of India and South-
cant Asia,

Horeover, in the oil agreement, the Indian governaent
had diluted all its earlier rigid stance. Only 25 per cent
of the capitél.etock was reserved for Indians as agsoinst the
rule of 5t per cent of capital in key industrieé. The

companies were exempted frow compulsory ascquisitions for
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twenty-five years and were assured of receiving fair
compensatibn if that were aequifed after the stipulated
period. Foreign exchange was to be mede available for
remigsion of profits. Crude oil was exempted from customs
and the companies were allowed the iamportation of equipment
at the ospecial low rate of 5/4 per cent ad yalorem.
Companies were excluded fronm epeeial provisiona of the
Industries Act wvhich s8llow the government sone pover over
the affairs of private coopanies. fnd finally, the refinery
product wvould be sgold in the Indien market at prices equal
to those of imported supplies. Therefore, the Indian people
gained no benefit from such an arrangement,

- The Indian government by 1953 had become quite relaxed
in ite attitude towards foreign investment. Foreign firms
were encouraged to go into reseérved industries such as
machine tools and fertilizers; the oil companies were
granted substantial measure of extra-territoriality as an
inducement to sget up refineries.12

In 1957-58 measures were undertaken for stimulating
the influx of American private capital in Indian economy.

In Septenber 1657, an agreenent was signed by the Governments

of India and the United States to pguarantee the American

12 United Btetes, Departaent of Commerce, Investment in
v India, (United States Governnent Printing Office,
Ist ed., 1953), pp.6, 28.
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investors about the withdrewsl of profits earned in Indis.
iaxes on the income of foreign countries imposed on the
Corporation weore reduced from 36 to 30 per cent while the
tax on dividonds paid by subsidiaries to their parent
companies abroad from 20 to 10 per cent. 13

In 1957, stimulated by the Indian Finance liinister's
vigit tc the United States, the Federation of Indian Chanber
of Commerce and Inﬂustry gent to US 2 delegation of big
industrialists headed by G.D. Birla to negotinte on the
deliveries of capital equipment and on granting credite to
Indian private coapenies. |

In 1957-58, representativep of Axerican investors
repecatodly visited India with the object of investigating
the situction and declored that India could provide a vast
field of activities for ZLaerican private capita]..14

Even the US Department of Commerce had indicated the
existence of a market potential in India. 1In 1961, the
Department further reported that there existed e market free
fron competitive influence in Inﬂia.15

A recent study on the-Ustubsidiaries in India showed
that expectation of profit was the main objective of origi-

nal investment in India. However, the futurc growth of the

13 Zastern Dconomipt (ilew Delhi), iovember 1957, p.5.

4 Hindusten Zimes (New Dolhi), 18 January 1958, p.6.

US Departucnt of Commerce, Investrent in India
(US Government rfrinting Office, 1961), P.3.
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Indian economy and expansion of markets for products were
mentioned as two main other objectives for original invesgt-
mont in India. The lower cost of production, tariff or
inport restrictions were also pointed out as the objectiven
for 1nvestment in India, but thege were not considered as
the common motives.16

Another astudy by Anant R. Hegandhi tried to find out
about the investment climate of Indic as far ags morket
epportunitiea, eocio4economic'anﬁ political considerations
were concerned. Of the 188 Anerican companies examined by
him, India was ranked lower in preference to Japan and other
suropean countries, but higher than Brazil, Argentina, Lgypt
and Paxiston. Therefore, it is evident that even in nid-
sixties India's investment clinmate was regarded superior
among the developing countries.‘7

As far as profitability was concerned a study by US
vepartaent of Commérce shows that in 1962 (when the taxation
procedure was.quite rigid and had been relaxed considerably
subsequently) the fate of earnings after foreign taxation,
of imerican investment in manufacturing enterprise in India

wes among the highest of‘anyﬁccuntry in the world. oOut of

16 D.R. Singh, Investment Polic and ferforaance of U3
{ Subgidiaries in india (hew hi: Uterling Publishers,
1974), pp.Be-83.

17 A.R. Segendhi, The Foreipm Private Investment Climate
. in Indiz (Bomgay' Vora and Co. Publishers, 106
p.179.
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$ 63 million of these investuent in Indim, the US componies

received an earning ratio of 20.6 per cent. In 1961 the

18

average earning was 19,2 per cent, ° (See Table below)

Table

Taxation and Profits of Foreign Companies:

Country fax Rate (as ¢ of carning kates
profit) 1962-63 . after ifaxation
India 67.50 20.6
Japan 4400 R
hustralia | 49.00 11.8
Hlew Zealand 50.00 o 35.3
U.K. 53.75 - . 10.0
South Africa 35.25 17.9
Philippines 35.25 18,0
Canada 51.00 | 7.1
Venezuela 45.00 6.1
Peru ~ 49.50 13.5
Italy 38.60 : 7.5

i8 | Ibid., p.118.

Source: A.R. Legandhi, The Foreipgn Private Investment
Climate in Indim, p.118.



40

Characteristics of American Investment in Indie:

wew American private investnment were mainly directed
to oil refineries, chemical and pharaaceutical industries,
and to mining and manufacturing of strategic raw motericls.
Survey conducted by the Reserve Bank of Indin revealed
that nultinationals were keen on transferring tecanology
under pure technical collaboration, i1.e. to import tech-
nology in the form of patents, sophisticated machinery,
experts and technicians. Por, this yields them high rate
of profit through royslties and technical fees on o lower
rate of tanxation, fixed rate of intereat on loans and
credits for iuports of machinery and plant free of taxa-
tion under Indian Income Tax Act. Their licenses are tied
to purchase of machinery plaﬁt'and spares from the foreign
company or its associastes at high cost and exports are
reotricted to certain companiés 80 a8 to maintain the world-

wide hold that the foreign company has.

Again B 1little over one-third of the subsidiaries had
been able to secure 1N0 per cent foreirn ownership. 4
list of some US gubsidiaries shows that most of them have

been able to acquire zlmoot 100 per cent ownerghip.



1.

2.

3
4.
5.
| 6.

7.
8.

9.

List of Indian 5ubsidiaries of U3 JJC QOperating
in India, 1972~
kame of AHC Indian Subspidiary fotal paid up  Amount held Agsget of
' capital of - by MHC (% in Indicn
subgidiary brackets) Subsidiery
Abbot Laboratories Abbot Laboratories 1.00 lakhs 1.03 (109$) " 317.1 lakhs
| (India) Pvt. Ltd. o | |
Aacrican Lxpress Anexo ilominees Pvt. 01 .0t (100,%) .01
International Ltd. :
Banking Corporation
Avequipo Inc. Avequipo of India .01 01 (100%) 29.00
Pvt. Ltd. ' , ’
Colgate Palmolive Colgate Palmolive 1.50 1.50 (107:3) 461.6
Co. (India) Pvi, Ltd. - ‘
c.2.C, Int. Inc. Corn Product Co. ?8.00 18.00 (10053) 119.3
. , (India) Ltd. ' R .
Caltex Petroleun Caltex Qil Refining 450.00 450.00 (1003 973.2
Corp. Ltd.
American Cynamid Co. Cynamid India Ltd. 70.15 45.60 (65%) 800.2
5830 Standard bast- Bsso Stacdard Hefining  300.00 225,00 (755 ,) 2462.7
ern Inc. (Co.) of India Ltd. :
BEx~cello Corp. Izcello (India) Ltd. 20.00 16.00 (80, 324.7
10.7irestone .yre & Firestone .yre i 110.00 110.0" (100;%) 2692.1

Aubber Co.

fubber Co.
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Ltd.

iane of .iC Indian Subsidiary fotal paid up  Amount held Asset of
' capital of by MRC (% in Indian
subgidiary brackets) Subsgidiary
' ' { 1laxhs )
11. Goodyear Tyre & Goodyear India Ltd. 25%.,86 lakhs 160.15 (63.1%) 1977.3
. Rubber Co. '
12. Ingersoll Kand Co. Ingersoll Rand (India)  4.00 4.00 (100%) 82.6
. Lta. ' : :
13. General Klectric  International General  10.00 10,00 (100%) 250.4
. Lta. Electric (India) Pvt.
Lta.
14. Johnson & Johnson Johason & Johnson Ltd. 36.00 27.00 (7573) 228.9
15. Johngon & Johnson  Ethmore Ltd. ~ 5.00 4.99 (99%) 53.7
16. ¢ Jally Pittsburg Iic Fally Bharat 68, 61 44.61 (65%) - 676.3
Jdanufacturing Corp. Engineering Co. . '
Ltd. .
17. Merksharp & Col.  ({lerksharp & Dohme of 180,00 108.00 (607) 516;4
Inv. India Ltd.
18. Jduller & Philips Muller & Philips 10.00 .10 (100%) 122.9
(India) Pvt. Ltd.
19. Otis klevator Co. Otis .levator Co. 70.00 49,00 (7073) 892.1
(Indis) Ltd.
20. Pennwalt Corp. rennwalt India Ltd. 9.80 6.40 (65.35) 67.4
21. kurxe pavis & Co. Parke pavis (Indin) 105.07 87.50 (83.37%) 426.7
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Aseet of

airs, New Delhi), January 1975, pp.1-26.

fdane 5¥ BAC Indian Subsidiary ~ Total paid up —Amount heid
' '  capital of by MNC (%) imn  1Indian
subsidiary brackets) Subsidiary
22. Sperry Rand Corp. a:mington Rand of India 143.21 lakhs 110.59 (72.2%) 406.6
. Ltd. T o e
23. Eichardson Merall Richardson Hindustan Ltd. 70.00 38.50 (55%3) 431.%
Inc. . : : ‘ N . ’
24Q'American Flag irisure IndiavPvt.'Z%d.'_ 25,33 _é5;33 (10073) 110.3
- {jenufacturing Co. E :
25, Union Carbide Union Carbide India Ltd. 1228.50 737.10 (60:%) - 4414.4
Corpo . ) v o . .
26. Universal Int. Univarsél‘?ictures .10 .16 (100ﬂ) 7.0
- Films W.York - (India) Ltd. | v
27. American Home Yyeth (India) Pvt. Ltd. 5.00 - 5,00 (100%3) 61.0
Products Corp. ' S - . : o
28. Anerican Home dyeth Laboratories Ltd.  75.00 | 55.50 (73.6%)  248.2
Products Corp. o | -
Source: Company News and Jotes (Department of Company
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Some of the American branches in India

Hame hegets (in lakhs)

'
&
L
R
T
American Baptist Foreign sission |, ezempted
Society t
E : L
American kxprese Int. Banking ' 5853.0
Corporation '
¥
American Insurance Co. : 56.2
[ ]
American Bureau of shipping ’ 5.3
- ¥
Bank of Azerica : 4671.4
L4
Chese .anhattan Bank YLl
¥
Chezeborough Ponds Inc. ; 250.0
) L} N
Colunbia Filos of India ' 119.3
)
Columbia Gramaphone Co. : 19.5
4
Control Bata ' 1.3
L
Coca Cola uzport Corporation : 510.4
: 1}
Creat .uerican Insurance Co. ! 60.4
¥
]

Godfrey rhillips Ovcrseas liew Company
Investnent Ltd,

Honeywoll Ltd. 5.6

Intervational Business i.achines 1440.8
1T Far East & Pocific Inc. o1

Indo-imerican Industriel Dev. Corp. | uot available

jie > e @ W W W W e w
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Lane , , - Agsets (in lakhs)

do not have separcte

Pan American Alrways
: accounts in India.

Phillips Petroleun Int. Corp. 55.2
Singer Sewing,ﬂaﬂhiﬁe Co. (Ihdia} 314.3
Jcars loecbuck Ovéraeas'Inc. 1.6
CALYEX (Indin) 1901.9

Chicago Aridge and Iron Co. Lot available

Uow Chemical Intcrnationﬁl'lnc. Hot available
Dow Gheﬁical 2acific Ltd. New Company

Lseo Standard Bastern Inc.

5294.3

kzxon Ltd. Low Company
Parke davis 3 Co. il
First lintional City Bank 14378.4

W O W W W W W AR W N MR W W W AR MR N M s YR W W AP W W A R R S Wk e

Source: Company :lews and Hotes (Departnent of Company Affairs
few Delhi), Vol.XI1I, Jonuery 1975, pp.1-26. ’
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In a country of India's size which has a secnse of
its own pbtential, foreign investment ig generally looked
vith suspicion. Jherofore, according to Selip Harrison,
"public knterprisc is often deliberately used to shield
key areas of industry fromiforeign invenstznent and has
thus become a major focus of tension in American relations
with ﬁany Aglan countriea.“tg- Right from the very
beginning & desire, "to control over its econonic destiny”
led India to make sitriking progress in areas notably
petroleum, steel, aluminium, cement, rajlway equipment,
industrial mechinery, chemicals, mining, motor vehicles
and machine tools. |

At times Indin hed to §ay a heavy price, as for
Hinstanea, in developing indigenéaus refining capacity
when it turned to foreign o0il companies as we saw earlier.
frd 1% was bitterly criticized for conclusion of hasty
apreenents. [iowever, the Soviet Union in 1955 came up
with an offer to refine the indigeneous crude oil which
the Azerican oll coapanies vere unwilling to do. This
stiffened the attitude of India and it began its efforts
towards setting up indigenous refining capacity rather
tﬁan pernit the expansion of its existing private facili-

ties to the United Statee oil firos.

19 3.8. Harrison, The yidening Gulf: /sian hationalism
and Anerican Policy (wew YOrk: rree Press, 1978),
P-314.
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Arain vwhen the Indian government wonted to press
o éheaﬁ with havihg fertilizér plant in the public sector
and‘reqﬁeated loans from the World Bank, it met with e
“rebuff.  ﬁon§oan crises end fae&vacarcity forced 1ndia to
libefalise,its'terés, énd “foreign firms, US Government
and Edrl& Bank all were preaéiﬁéiﬁeé Dolhi to build its
fertilizer policy around thé,private sector and to liber-
alise ite terms.“ag_ " .

ﬁhile'one begins wiﬁﬁ‘the p:ésentat1Qn rogerding the
benef&téathat accrued to the Aaerican'investar, it may be
equally dmportant to assess héw“far the Indisn economy haos
gained in the bargain. If‘ﬁag*bé mentioned that no clesr
cut objective assessment can be mode in this epdere es there
prevails a lack of accurate knowledge of their capital out-
lays, their research and development expenditure, their
foreign based eaployment trade rélaticnship between parent
‘corporation and affiliates»cr tha1r full stockholding in
local coapeanies. The factual ﬁaﬁa regarding dividends,
royaltiéa, technical okill and;the like, as has been brought
out in studies of the Heserve Bank of India cuannot provide
the answer ss to the 1mpact'bf imported technology end
invéstmeat on Indian industrial productivity. A4 proper study
is necessary ;97355333 and evaluate the progress in produc~

tion, omploymént, exports and technological advancenent

20 _Ibid., pe331.
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that might have been possible in the absence of the
foreign cepital and technology. <he date therefore is
not adequate enough $0 make actual assessment of the
iopact of foreign collaboration in Indian indupstry. The

facts gethored therefore are alwéyé-vulnerahle to attack,

Apgegnaent cf American Private Capitﬂl'in India;

ihe mogt elaborate study of privnte investaent in
India is that of ;iichael Kidron whose anslysis lesds to
the conclusion that this type of investment iuposes signi-
ficant coste - incluﬁiig balance of_payments coat on the
gconomy while its benefits in the form of transfer of
technical and managerial knowhow are much.smaller than it
is believed. .lichael Zidron for instance estimated that
during 1948-61 foreign investors have taken out of the
country'é géneral currency resérvas three tines unore than
what they have directly contributed. 21

Some of the profit figures which came up during the
course of debate in Indian Parliament reveal the enormous
apount of profits which the multinationals have amassed
in their enterprises here. In a session in the Indian
farliacent sonme guestions were raised regarding the asseisn

of the nultinationals in India. PFigures that were quoted

21 Reported in Tiues of Indis (New Delhi), 7 April 1975;
Also in, V.i. EEiaaubraﬂanyam, "Foreign Collaborztion
in Indian Industry ’ uoonomic and Political seekly,
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and cited in‘these debates showed a great disparity
between the invegtment capital of these mulitinationsls
and the profits‘th&t they, in turn, got from the host
country i.e. India. In the drug induotry, Abbot Labora-
' torien, Glaxb Laboratories énﬁ Fertilizers Ltd. with
insignificant initial investzent from abroad, have made .
fabulous profits which they have sent back to their own
gcountry or utilized to build ué_their agsets Iurther in
this country. Abbot with initiel investment of Rs. 1 lakh
have repatriated Rs.22.65 lakhs im 1970 and stze ia 1971
and have amnsoed assets worth Ra., 5 crores. Glaxo with
an investuent of Hs. 1.5 lakis have assets worth Re.68
croreo in the couhtry. in the‘aa&e way, v¢fizer Ltd., with
an investunent of Hs. 5 lakha have assets worth Ks.52 ctores
in the country. Coca Colas inveoted Ls. 66 lakhs of capitnl
and has taken out ks. 7 crores and built up an asget of
nearly Hs. 6.5 croregs. 22 |
fnother nmethod of incurring profit is by claiming huge
deductionvin the nome of head office expenses and uader-
invoicing of exports. Study conducted by Revenue Departzent
of the Pinance .inistry disclosed that such deduction.claius
reached upto 78 per cent of profits in case of the well

known international data procesoing coapany -~ IRi.

22 India, Lok Uobha lLebates, sSeries 5, Vol.xxV, .0.39,
2 april 1972, Coel.306.
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The conmpany later itself cane forward with a voluntoary
disclosurc thut there was an axcess claim on account of
Head Office expenses to the extent of § 450,000.23

The above focts have besn further corroborated by the
United Stetes Lupreme Court. It gave permission to India,
Iran and Philippines tO‘eueleix U3 drug manufacturers -
Pfizer Incorporation, ﬁmeriéan Cynamid Company, Bristol
Heyers Co., Sgquibb Corporation, Qlin Corporation and Upjohn
Corporation for charging excessively high prices for anti-
biotics s0ld in these countries, 24

4 study of 159 ﬁultinaﬁionala in 6 developing countries
by Paul Streeten and 8. Lall has shown that in 91 per cent
of the companies-the balaneé of payqent benefit to the host
countries was in the negotive. With regard to India, of the
53 companies examined, 48 had ncgttive impact on the balance
of paynents. The repson for this was thé lovw inflow of
capital and the large outflow on account of imports, royal-
ties, dividends, and head office payments. 25

Before the Committee of Finance of US Senate, Peter
Flanigan - Executive Director of the Council of International

Policy gave an eotimate that major portion of Ul savinge

23 Inﬁia,.Fifth Lok Gabha, Public Accounts Committes,
176th Heport, Appendix Il

24 Hews item in Hindustan Tines, (.ew Delhi),
: 24 Januery 1978,

25 1India, Lok babha Debates, Series 5, Vol.LX, [o0.25,
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stays at home. The capital outflow from all US direct
foieign investment is only about & per cent of US private
domestic business investment. ZIven thies amount maximizes
the return on investanent to thé investor at home. The
Comxnerce Department survey from 1966 to 1970 shows that
employment in Us, because of ﬁﬁCs activiiies abroed, hes
grovn faster than employnent in the average American company.
And finally the multinationals have made and are making a
huge net contribution to gmerfééﬁ balance of}trade and balance
- of psyments. 26 . .,
The transfer of technology does not take place adequately
since the research and devglopéent activities are highly
centralised in their home country. In India of all the
drug companies only four or five drug coapanies have got
regearch centres aﬁa even thoée centres are practically of
a nominal nature. Thase‘laboraéorias were visited by Hathi
Committee and it was found that they were only glorified
laboratoriea. There again one or two formulation 2t the
intermediate stage is tried out by the Indian scientieta.27
The bdbulk of US capital is in manufacturing industries
such as yetroleum refining, automobile tyres, synthetic

rubber, agricultural tiactors, refrigeration and air

26 Unlted 3tates, JUenate, 93rd Congreev, Committee. on
Finance, Hoaringso before the Sub-Conmittue on
International Trade, .ultinational Corvorations,
Qzashington, 26 February %o 6 .iarch 1973), pPD.9,95.

27 India, Lok abha Debates, Series 5, Vol.LX, iio.30,
30 .spril 1977, Col.270. -
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conditioning equipment, electronic equipment, machine
tools, petro-chemicals, drugs and pharmaceuticals. Guided
by their profit notive the multinationals have continued
to invest ih areas which are low in plan priorities of the
@fndian governnent. Vhile chemicalg products received
eleventh rank in Indieta plan investaent programme and
ninth in teras of import requirement, 1t ranked fourth
place in Joint veature investment and absorbed the largeat
share of foreign capital.?®
- Due %o the eﬁormous weclih possesoed by the nultinn-
tionala thoy erec in a pooition to easily subvert the
economic progransues of the government in the developing
countries. Iu the Indian Parliacent time ond sgain
attention has bveen drawn éa_to how Coca Cola hag always
been accustomed to get everything done. Even lately a
questicn was raiéed and aspereione wvere cast that the present
Industry iinistry wae responsible for tsking Rs. 5 lakhs
of bribery for giving Rs. 8 lakhs of ad hoc 1icence-to
Coca Cola. 29 It is alleged that the establishment of
Coca Cola was under mysterious circusstances and details
have never been fﬁrnished in spite of being repeatedly
asked for,~0

28 K.R. Bhattacharaya,"JWages of Foreign Collaboration®,
Econowic and Political Jeekly, cune 1974, p.1019.

29 Indip, Lok Sabha Debates, Series 6, Vol.IV, Ho.24,
8 July 1977, Col.245.

30 1India, Lok Sebha Debates, Series 5, Vol.LXI, No.34,
6 iiay 1976, Cols.177-1709.
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Another rehert in ﬁaily néw$ reported aboht the
activities of Pﬁillips Petroleun Company. The report

sayo:

The Phillips Petroleum Cempany used a
canouflaged Swiss Bank account to transfer
a vast sum to India in connection with the
construction of two Phillips facilities in
Indie. “he {ronafer of noney was allegedly
at the instance of certain unidentified
Indian officlals who it is thought may be
involved in violation of Indian laws.....
Also 1t is paid ihat Pfiger entered this
country through the backdoor by purchasing
Dumex Pansma and through that Dumex in India
indirectly. Again Pfizer has entered this
country by bribing oificials., 3%

Another form of nalpractice indulged in by the multi-
nationals ie like G.DU. Bearlaré;CO., & US drug firm in
cqllnaion'with A1l Indie Sociéty of Jbstetricians and
Gynaecologiste that has pushed tho sale of their birth
control pills in India around 1965. 52

| By providing inducement guch as liquor, entertainment
in luxury hotels, hospitality outside Indis end providing
employmént in their firmé to the relatives of the officials
: in7varioua oinigteries in Indig they get their jobs done

smcothly.

31 India, Lok Sabha Debates, ‘Series 5, Vol.LZX, Eo.25,
15 April 1§’73, Cols, 202-254,

32 1India, Lok Sabhe Debates, Series 5, Vol.LX, Ho. 30,
30 April 1976, Col.266. -
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Apaft from the malpractices that generaliy accompany
8 giant f4irm, the economy 8s a whcle agsin do not profit
much. A sort of dependency 13 created and local initiative
is thwarted.

, The Department of Hational Coamittee on Science and
Techuology consisting of highest technical brains stated
that: o
- Poreign equity participation is not essential

for procurement of technology. BEquity
participation brings dependence and has the
poasiblility of influencing nanagesent policy
directly or indircetly. Foreign equily
participation chould not be peraitted unless
some wzeepltional circumstances arlss where

it is seen that no other gource exists for

the technology or coxparable technology and
thet the only mode left for acquiring such 33

‘tecnnology is tarough foreign collaboration.

Ao fer aes Lux, Ponds Uream, Daby Johnson powder are
concerned. they do not require any technique which is not
availadble in India, Hathi Committes ssid in context to
drug industry that existence of MECs in drug industry has
not'helpéd India to be self sufficient im regard to drugs
but it hna had an aavarse effect on the initiative that the
Indian scientist could take. Another instance is about
Indian Leaf Zobacco Company which buys tobacco from Guntur
farmers in Andhra Pradesh, by no means of an inferior quality

as compared with Virginiaytahacco in the US. The leaves are

33 Bepsrted in Economic iimes (Bombay), 28 May 13973.
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exported'to Lohdon at a priee_ﬁunh less than that of
Internationsl price. By being able to produce low priced
clgareties, it was alleged that_thé companyihaa adversely
affected & local company, Y&zir_ﬁultan Co., and has also
been ahlevto,gat concessions from the Finance Bill of
1970 for low priced cigarettes.o?

The multinationals have ih later stages &i&ersifiea
into verious other activities and have thus,ang;i{ed the
economy of the country to-their»a&vantuge. Union Carbide
has diversified into sxport df garments, Coca Cola was
~exporting camned fish and Iﬁﬁian Tobacco Company hae\
recently indulged in hotel building,

.allltha above cited misdoings have been poasible
becauge the MNCe hava,managé& taﬁinfluenee the‘powers-
that-be. As the report of liew York limes, May 1975,
indicated, forty American eompéniga opaf&ting in Indis
gave donatioha t0o political parties and spént money to
maintein lobbies for advancing their respective intaresta.35
Also that American based HNCs are used to ghield the
covert CIA abtivities.' Azteation of the indian Goveranment

was drawn to this news item and it was asked whether

34 India, ZLox J=2bha nahatas, Sories 5, Vol.LX, Ho.25,

—at—r

15 April 1978, Cols.202-254.

35 V. Gauri Shauksr, "The Perforrzance of Transnational

Corporeticns in Irdia”, India (uerterly (Few Delhi)
Vol.XZXIII, Ho.2, Aprii«-%'——une 19T 5 181-93. ’
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adequate steps arc beins taken. Jihc Governzent replied
in the affirmative and emphatically stated that utmost
vigilance w30 waintained in this regard.
Eherefore,'morevthan the unethical methods enployed
by the HﬁCé, it is the extra-~territorial interfersnce of
the US Governaent in the workings of its iCs that ie
causing.apprehensions in several 6ountries, especially tho
less developed ones. The callusion'between the CIA and UL
iiiiCe has added a nev dimension to the prnblem.36 For
example, Caansds which is adzpletely doaninated by the US
LiliCs feelr that its ecnnomy is being controlled from the
boérd rdoms of Corporate America and the U3 State Departunent.
Incidents like Usd Qovernaent vetoing the proposal to sell
typewriters worth £ .5 aillion to Cuba from its Canadian
subgsidiary and opposing 8 18 million order for locomotives
from Uslto a UB affiliated. company could be cited to prove
how interests of the Us‘demeatic economy and the super pover
diplqmacy of U3 Gavernment-have influenced the working of
US HECe in Canada, 27 ' |

36  "Bribery, Corruption or Jecessary Fees and Charges?”
uultinctional Business (London: the uconomic
Intelligence Units, Septenber 1975, p.10.

37 "Uill Canadats Hew Controls Choke jultinational
Investment?® llulitinational Jusiness (London: Lccnomic
Intelligeace Unit), April 1975, D.d3.



Similarly apprehensions ara expressed in India too
when US MHCs are dominating invcfiiical areas as port
development and sensitive electronic equipments. When a
port like Parédeep ie handed ove& to US multinationals,
it is quite natural that porticne'of Bay of Bengal

- automatically come’unﬁer Us 1nfluen¢e.38

38 Chanakya, "Dangers in Encouraging Multinationals®,
Patriot (Delhi), 28 July 1977.
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CHAPTER III

The obaervation made in the earlie: two Chapters was
that multinationals are not mere eeénomie eﬁtities but
their activities often involve political overtones too.
Although this may be more apparenf'in the less developed
countries, but as Raymond Vernon concedes even the develop-
ed countries "impelled mainly by quéétioha of national
security or national prestige” are étriving 4o reduce the
role of foreign owned subsidiariea'in various key sectors
of the local économy.“ ! |

Problems of national security arise primarily because
éf'the'ﬂﬁCs.apecializationJin.sbphiaticated technology
wh}ch is required for defence purpéaea. "The propensity
of MNCs to concentrate in activities in which éntry is
difficult means in effect that they are heavily represented
in the sectors that nations regard as essential to defences?
The resultant of these featuree»ia the apprehension that
decisions concerning national interest might, in thé process,
become the prerogative of a foreign entity. This underlying
assumption must be tested on the basis of an analysis into

" the sphere of computers which falls in the category of

1 Raymond Vernon, Muliinational Enterprige and Hational
Security: Adelphi Papers %o.jg ZLoﬁson: The Institute
or Strategic gtud es, 1971}, p.3. o

2 Ibid., Pede
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strategic items and-technologiceily.1ntensive units., It
hag been the obser@aﬁion that "IBd computers are reluctantly
boﬁght and put to work by,the»defence activities in other
countries for so long as the subgtitute national product
' will be substantislly inferior."” Therefore, this particular
multinational will hencefér%hvhe the subject of controversy
- and debate émong scholars and 8ll the above nentioned points
ghould be assessed xeeping in view its operation.

' One particuler instance will bring out the close connec-
tion between the operation of £echne1ogica11y intensive multi-
nationals and the way they cen affect the national decision-
making process. 4 French writer Gaston Deffere in Foreign
Affairp (New York), April 1966,(pp.440-41), referred %o the
size of Amar;cah investment in Europe and the power of
Aunerican big business as "the beginning of the colonigation
of our economy."” Azter'indiéating how France's only large
electronics firm has paseeﬂ "into the hands of (eneral
Electric,ﬁwﬁich'oompetes.on.the world market with another
fdmerican firm IBM", he added, "thenceforth the centre of
decision in a viﬁal aaétnr, not only in the economic senge
but #ar;the national de:enaé,_veré no lqngér in France but
 in the US.* |

5 1bid., p.8.
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It goes without saying that the advent of computers
have nade s profound impact on the life.stylea of citizens
in the deveioped_world. COmputérs'hawe found their way
into diverse areas, viz.law enforcement, industrial mana-
- gement, space research, airline reservations and commer-
cial operations. o

In industries the 6ompu£er'a instantaneous calcula-
tions end control of automsted systems has increased
producfion, reduced delivery time and has improved quality.
‘To the scientist, it is helpful in analysing data on gas
release rates, environmentai pollution, help the satellite
scenning the earth's surface in the location of new mineral
depoétte, identify possib1§ 6rop hazards and forewarn
against the impending-nafural disasters. For the economic
planners to avoid seriousxéonsequencea of unproductive
investment snd economic iﬁbalances, the computers are of
" much help for the analysis of the interactive impact of
allccatibnvand mobilizatioﬁ of resources in line with
national objectives and priorities. The computers thus
have'tbe tremendous poténtial for analysis, acquisition,
storage, retrieval and dissemination of information in
vast quantities and at phenomenal apeed:

The concentration of information makes possible

- 4ts facile manipulation and computersg control
0f information is power. Some of these efforts
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towvards centralization and national information
system way become guite dangerous over all the
preservation of certain forms of 1iberty in
nany cauntriess 4

The pctential of the coﬁputerfcan»be conveniently
deployed to Qerva any country's interest, As defence
capébility agd.économic developnent depends to 2 consi-
derable extent on the 1m§rovemant'méde oh thevcomputera,

e tendency amnnget the inwnntof conﬁtrieé is to jealously
guard it and prevent the real transfer of its technology.v
- Computers for Develggigg Counxriésﬁ. _ |

Whether computers can be advantﬁgeoualy used in the
context of the needs and aspirétibna of the developing
countries bristle with many auﬁc;’_zltus, Much depends on
which aectordof the national economy needs strengthening;
what national priorities are and what will be the political;
~social and economic consequences of the steps being taken,

It can be said that these countries do not hgve the
necessary infrastructure to bocome beneficiaries of the
computer tachnolagy;' Axvthe same time, the value of computer
technology 13 80 immenee that the developing countries in
their queat for accelerated development need to acquire the

most developed form of it.s ,v

4 Bsmon C. Barquin, "Computation in Latin America®,
Datamation (Illinois), Merch 1974, p.T8.

5 S. Sampath, "Computerized Information Services" in
S. Radhakrishnan and T.K.S5. Iyengar ed. Technical

nformation Services for Develo 1 Countries
%'ﬁngalo‘ re: 1CSU/COSTED, Harc ). p.94.
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Professor M.G.K. Henon, Chﬁirman of India's Electronio
Commission, opinep that with régérd to computer technology
& country like India has no business to be content with
"{ntermediate technology but ahouid'try and adopt end put
into use the ﬁqdérn systems and practiceas that are avail-
able in the world today. He emphasised that this is not
in "the nature of irretional pursult of modernism hand
‘waiving and prestige but becauée £t'represents best national
'1nvestment.“6 _ |

The distinguished economist Kenneth Boulding makes 2
powerful plea for the introduction of modern technology in
developing countries in these words: "The spectacular
changes which have taken place in the small segment of
earth's total activity ahduld-#bt blind us to the fact that
over a large part of human society at the moment is not how
%o deal with technolbgy that is advancing too rapidly bdut
how to advance technology."! |

Technology has a vital role in minimizing the diaspari-
ties between nations. The introcduction of computers is
gignificant in this context and their application have a
decisive influence on the progress of the developmental

process,

(o

o |o

I

e o |
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The United Hations General Assembly in 1968 at its
23rd Session, adopted Resolution 2458 which fgflected
deep concern and the need for stimulating the use of
electronic computer to accelerate technological change
in davaléping countries¢:-kn.advisory Committee on the
Application of’Sciencevaﬁd Téehnology to Development
(ACAS?}:compriaing of high level panel of experis stressed
thatvdiffusion and application of coméuter technology in
develoﬁing countries could plsy a remarkable role in
X'determining the rate of eécnqhic and socisl development.
It emphasises that the analysis and systematisation which
ocours when computerisstion takes place, 1o itself a
aignificénf contridbution té improving management decision
making”énd résburce-alloéation. Improving the management
capébility at allvlevnls?'in the public and ﬁrivate pectors
in the'deveioping cbuntrieg,-is a sine quo non for growth

in the developingﬂworldge-

In the less develc§e§ucountries computers should be’
‘uged in operational research, linear programming rather
than rduxine data proéésging and labour displacement acti-
vities. According to the Electronic Commission of Indis,

"the positive approach to the problem is to expose

8 Fcoﬁputéra and UNESCO Study", Ecomomic Times
. {liew Delhi), 19 Harch 1973, p.d. ]
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‘technological auérnatzvgs which, while susteining the
naturel growth of development bétalyaing applications,
tonde to minimize foreign exchange drain in & phaged
sequence."g 'Socie-economic_impact of computers in the
country should be taken 1nto’qcn91deration and "it should
be used in_ateaa which are export-oriented, conserve

resouréés,'rostervresearch anﬂ development and meet the
10
atd

neede of nationai Becurity.
' Before assessing the activities of the computer:
" multinationel - International Business Hachines, it will
be worthwhile %o lay down 2t the very outset the statement
of Gilbert Jones, Chairman of 1. The Chairman wae making
the otatement before the UN body that was studying the
impact of Hultinational Corporations on Development and on
International Relations. In this regard the question was
‘posed about the need for agprapriate technology for the
iess déveloped countries and he replied:

1If problems to be solved are the same, there

is no reagon why the tool should not be the

same. JIf penicillin worked in Englend, it

should be possible to use it elsewhere,

Likewise with regard {to computers. ....vhen
we introduce a product line, it isg sometimes

9 Perspective Report on Electronies in India
{Governnent 5?£Tﬁﬁia, Tectronics éEbEIEEIon),
June 1975, p.219. ’r
10  snnual Report of the Department of Electronmics, 1975-16

(india), pp.208-253.
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suggested that we see whether the old, less
sophisticated product line could be used

in Africa or countries of SBoutheast Asia.
However, IBM already knows that the users
in those couniries -~ whether governments,
banks or other commercial enterprises -
want the most modern and best equipment
available., 8o, I think that it is really
not up to IB41 to decide what the customers
~should want to have. It is up to the local

- market and the goverament to guide the R and D
effort of the corporation. We have just
announced a special line of product in India
which meets the requirement of the Indian
market better then the requirement of any
other market., And, we have been doing thig
for years.,

American computera are technologically speaking the
nost su@erior machinen ana they account for 9% per cent of

the world computer market and 90 per cent of Europoan

market.11

An analysis of the cumulative revenues received by the

top fifty American companies in the Data procesgsing industry

shows: - — S —_—
223 ‘
: DEC '
820 E HCR !
i Jontrol Data i
' Uns.vac :
Cumulative ' RS :
revenues ! ' Honeywell :
($ billion) y /S Burrough ;
v $10 * IBNM ;
S
i Concentration of revenues in the !
t{ Data Processing Industry for 1375 !
! ]
Ho.of Companiesiincludcd:10 20 %0 40 50

'11 A.J. Harman, The International Computer Industry: :
Innovation ég§ Comparative Advantage (Massac usetts:
Harvard University Press, 1971), Pps«6-39.
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Ae the curve in the figure illustratep the cumulative
revenue for 1975 for the top 50 companies was something
over £22.2 billion, 7he curve aleo shows the high degree
of concentration in the 1érge companies. Half of the total

revenue accrued to the industry under IBM, whose data pro-
| cessing revenue (reported as 77 per cent of its corporate
total) amounts to over 8§ 11.1 billion,

@hg estimated net income of these £ifty firmse was -
about § 2 billion in 1975-disregarding some relatively
small reported losses. Three quarters of this was earned
by IBil. In fact, the innoﬁe which 1B reports from other
non-product sources alone (principally interest) is $ %60
million, more than the combined income of the next six
largest computer mannfaqtures.'z

Amongst the other multinational giants IBM ranks third
after Standard 01l of Jersey and General {otors. Its income
 has more than quadrupled over the last ten years by
developing, manufacturing and servicing a wide variety of
information handling products whose uses range from science,

business, education to arts and entertainment.13

12 Oscar H. Rothenbuecher, "The Top S50 Companies in
the Data Processing Industry", Detamation (Illinois),
June 1976, Pp.48-49.

13 India, Lok Sabha (5th), Public Accounts COmmittee,

Computerisation in Government Departments -
ﬁungrea and Twenty First Heport, (Hew Deihi:

- Lok Sh‘”ﬁécretariati 19 » D175,
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IBi got more than half its revenue ($ 7.27 billion of
$ 14.4 dbillion in 1975) and half its profits from overseas
business. Yith iis 130,600'p90ple abroad, 21 plants and

10 laboratories, it has amassed a share of the world market
'that starts at more than 50 per cent'in most major countries.
.I% has almost totel domination in many emaller markets. The
»excaption to this rule are Japan ahd'ereat Britain vhere
entrenche&llocal competitors and "buy national" policy have
encouraged IE]1 to keep 8 lovw profile and be céntent with
less than 40 per cent of the parket. Rather than ﬁgixt the
government anﬂ local authority, IBM simply concentrates on
thé comnercial uses and encourages the government users
whenever they are willing to "buck the tide® (which is fairly
often).'4 ore than quarter of IHi's overseas revenue come
from German market followed by France and UK.

Linkages between US Government and IBM:

Most of the research and development expenditure reqguired
by IBd was supplied by the US government in the earlier years
to gain a foothold in the ccﬁputer business and orders
secured from US govérnment was a factor in the success of IEi.

IBM spends eround £ 504 million a year on R&D.

14 Angeline Pantages & Nancy Foy, "The US HMultinationals",
Datamation, Septeaber 1976, p.59. .
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¥ith iaige number of IBY computer installation, IBM's
potential in.US economy is phenomenal. Therefore, IBH
retains:within iteelf the power to putvthe-eountry in a
non plus position. o | |

“he close links betweén“lﬁa and US government is
noticeable - when Pord lost his election, two people of
Fbrﬁ?cab;net went to IEﬁ'é direetcrate whereas\fwo other
took their places in Preocident Carter's cabinet. Again
Branscomb, IRM's chief acieniist wes asked earlier by
Jimmy Carter the Presidential candidate at that time, to
co-ordinate his science plan, He wés expected to play a
pivotal role in the sciencé‘policy formatioh.is

Having the capability of centralisation of data the
IBM computers possess power to pafalyae sectors of econony.
But the company iiself in turn has to withstand pressures
from the US government. The Us_government st1ll retains
the powerAfo provide the export clearance for theselcomp
panies éspecially 80 with computers which falls under the
category of eﬁrategic item list. Laws have been codified
by the US government for pfeveht‘ing the US subsidiaries
operating in other countries fé'trade with enemies or
potential rivals.

15 Datamation, October 1976, p.140.
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Untii the anb computer pidgramme of Russia and other
socialist countries came up, the US government had dis-
allowed 1ts biggest company -~ IBY, to carry on any transac-
tion with the socialist countries since computers would
increase Soviet ﬁilitafy capabilities.16 : ,

In 1966 the US government prevented another computer
company, Control Data, from eprrtiﬁg two computers to
France for use in & French nuclear wveapons laboratory. The
computers wére to be shipped frpﬁ U8, but as Christopher
Tugendhat says, "There is 1little doubt that US government
would have at least attempted to prevent their sale even
~ 1f they had been manufactured by one of Control Data's
aubaidiaries."17

The desire of the home country to have a firm grip
over thesge technologically intensive sensitive industries
is evidenced by the fact that when it was reported in Mid

East Hews hfgency, October 1974, that the Arab oil countries

16 AKX, Maitra, "Transferring Technology Across Borders;
Policies, Practices and Conditioning Factors",
paper for the delivery at the Annual meeting of the
Society for the General Systems Research Section on

.

Systems odelling and Phiilosophy in Public Policy
Analyeig, Boston, nassachusetts, on 21 February 1976,

p.108.

17 Christopher Tugendhat, The Hultinationalp (England:
Chaucer Press, 1973), p.252.
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were forming & eonsortinﬁ_fo buy shares from IBM, the
officials of Ford Administration warned any foreign
bid to buy IBM, on the ground of its large contribution
to the country's defense programme. Though IBM later
categorically denied the reports but it was reported
that Ford officials had taken the threat seriously.'®
-computefe can 31lso be used s8s a kind of effective
foreign policy instrument in order to bring about the
necessary change. HRecently, it was reported that US
administration would cancel the proposed sale of
American computer system to the Soviet Union if it does
not make a concession concerning imprisoned dissidents -
Anatoly Schchransky and Aiexander Gingburg - the
waehihgtan Star reported quoting suthoritative eourcee!g
A survey conducted by Datamation on how IBM is
able to retain its monopoly position concludes that the
questionable tactics that IBM employs are not any worse
than those used by its competitors. But at the same time
the atudy makes & pertinent point that the questionable
practices when undertaken by a company with most of the

clout, are measurably more effoctiva.zo

18 A Rews Item in Economic Times (New Delhi).
23 October 1974.

19  Times of Indiz (NHew Delhi), 17 July 1978, p.9.

20 Richard A, lclaughtin, "Monopoly is not a Geme",
Datemation, September 1973, pp.73=-77.
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How IBM hes Reached the Top:

Multinationals in the field of strategic industries
dominate the grounds primaéily because of their size,
marketing powers and managerial skill, Isﬁ'a grovth 1is
not rcotea in advanced technology nor it is one of those
large nnmbpr of companies that can boast of having invented
the hardware or any of the agsociate bits of hardware. 1In
19505, Univac was regarded as the technical leader in . the
industry. But Univac was baced in marketing terms chiefly
towards scientific and university oriented research
application of the computer. IEi1 on the other hand had
been & supplier of punch card equipment and othexr office
deta systems. It was this orientation towards office
syatems that diatinguiehe& it from other computer firms
at that time.' Louls Turner=ﬁakeauvery pertinent observation

when he says:
‘ Starting from a dominant position in the punched
card market, the firm was reluctant to tackle
the new computer technology which would render
its existing products obsolete, Once having
decided that computers were a logical addition
to their product range, however, they went
into the field with a vengeance, selling
extremely hard to their existing business-
equipnment customers whose needs they have been
extremely adept at satisfying. They achieved
this while selling products not as technolow
gically advanced ag the models of several
conpetitors, fThus their System/360 range of
conputers did not completely adopt the inte-

ted circuits which were the most advanced
orn of electronics at the time the range wes
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announced in 1964. Iioreover, atiempts to
produce the largest capacity computers have
been troubled with models being withdrawn,
allowing Control Dlata Corporation to gain a
useful foothold at this end of the market,
Again, in developing the t!softvare' for
Systems/360 models, the firm got into 4Aiffi-
culties and delayed deliveries. Despite
this, IBE1 has such a hold over its clients,
and knows the market so well that it is
extremely difficult for competitors to make
significant inroads, even with superior
products, 2%

Therefore, it was this orientaticn towards office
asystens (supplier of punch card and other office data
system) that distinguished it from oither computer firms
at that time,

IBf was first to realise the 1mpo§tance of heavy
expendi ture on software while hardware had preoccupied
the other computer companies - emthasis on software was
8 natural outgrowth of I1B1's emphasis and concern with
office and date han&liﬁg systems. Uhen other manufacturers
vraalzsed it, IB1 had an impressive market 1eadershlp.22

Until 1950e 1Hi traded on a rental basis - this suited
customers who were short of'caah, Rontals were responsible
for the high degree of stability of IEi earnings which had

never faltered in a recesaion.23

21 gouis furner, Invisible gireaz idultinational
amganiee and the Hodern World (London; Hamish

22 "1B4: can the Europeans Compete?", Hultinational
Business (London), 1973. P39,

23 1bid.
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IEM agsin hae planned its pricing policy so as to
maintain the high margin of profit. It has not offered
1ts products cheaper than a competitor but has fought
hard for ceriain large orﬂerg which it considered of
strategic importance. |

IBM's factories and laboratories in mogt major
Buropean countries are immune from union problems which
bedevil other computer companies such as Honeywell,
Burrougha and ICL, though thq unions continue to try for
recognition. The company’s ability to move projects
quietly from_one'country to another is a source of irri-
tation to European governments but its “no lay off" policy
has helped to keep the unions at bay,

The Justice Department in US trying anti-trust cases
against IR{ have brought out a few relevant points which
seeks to explain the,monopoly»pdaition enjoyed by IBM,

..;;.Bw offering and providing a package of

products and services for a siangle price, the

actual cost attributed to developing and

merketing each element of the bundled

package could be disguised by IBM. As a

result the typical computer system user was

for the most part, incapable of objectively

assegsing the price and therefore the cost

of individual components of the bundled

package. .+ .He lacked the basis for ade-
guately evaluating his data processing needs.
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It was understandable that out of this

sltuation arose an environment where

customers grew totally reliant and

dependent upon IBE for all facets of

their date processing operations. \

Moreover, the Justice Department drew upon I
documents to illuatrate that "IBﬂ'a activities in
educetion vere not motivated ta help education but to
-establish key prestige accounts that wbuld influence
the purchaée of company's computers and to train students
who would later purchase IBM equipment.” |

Fiﬁally, "IBi's free software wag written in its own
 machine language rether then what is known as high level
languages" - as Portran, Algol and Cobol, Because these
programmes were,ﬁritten in machine language, they would
operate on 1BM computer eqﬁipment exclusively. Had the
programme bsen written in higher level language a custo-
| mer's internal programmes could modify the programmses to
make them compatible with the computer equipment of other
aystem's manufacture.24

From thia, 1% follows that for proper use of the
computer, IBM man too has to be hired for writing the
programme and feeding it into the machine which in the
ul timate anélysis becomes quite orucisl. Another feature
| whicﬁ comes into foous is that similar to other US

HECQV; in IBM's functioning too, there is the powerful

24 Datamation, December 1974, p.i13,
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thruét for total control and almoot bringing the whole
industry under its sway. _
IB's Hanufacturing and Assembiigg Operationg:
| Just as IBM's marketing network is spread all over
the globe 80 also its manufacturing operations are wide-
spread, Rather than produce a large part of the"product
line" in 8 plant in each country, manufacturing plants
in Burope are specialized and part of the "product line"
produced in each, closely follows the probable demand of
the iéapectivaf In Italy.the smallest of 360 systems is
manufectured (model 20), in West Germany 360/30 and in
France 360/110. The 1130 soientific computer as well as
the teleprocessing link is manufsctured in UK. The manu-
facture of peripheral equiéﬁent for 360 series is made in
Stockholm; dises in West Germeny and punch cards in Berlin.
A separéte plant in Brussels, Belgium, is set up solely
to recondition older computers (mainly German machines)
which are then shipped primarily to developing countries, 22
1BM's R&D laboratories are spread throuzhout Europe
which helps the company not only to keep in close contact
with scientific research in other nations but also protect

its markét ag well. IBM employes people from all over the

25 Hsarman, n.11.
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world in these activities. As one of its executives
remarked, "People sometimes feel we are exploiting
their country's brains and talents in the game way as
mining coﬁpany exploits 1ts netural resources."25
The company msintains local laboratories throughout
Burope. The various IBM laboratories in different
countries and their research progrﬁmmee are inextri-
cably bound together. Each makes sense only in the
_context of the whole. The only country that is com-
pletely self-gufficient or potentially self-sufficient
in the 1BM network is the United States, A laboratory
is one of the effective ways in which a company csn
identify 1itself with a country,-and aecure the épproval
of the local government. By building one, it can show
that 4t is willing to contribute something to the host
country. -
iBM Competes With Domestic Rivals:

Passing judgment on the anti-trust suit brought
against IBM, Judge Christensen observed, "The company
sought to entrench itself by calculating on the economic
viability of its competitors and selling out on & sophis-
ticated, refined, highly organized and methodically
Processed campaign to discipline some of them.“27

27 lLewis Beman, "IBM's Travails in Lilliput", PFortune
(Chicago), Hovember 1973, p.149. -
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The'donsent Decree of 1956 forced IBM to sell as |
well as lease its machines to_relaaaé'soma of its patents,
and broke open the near monopoly distant reiationship
between IBM and its faat growing service bureau dbusiness,
Following this Decree of 1956, leasing and peripheral
companies spfung up and theyrcux'into the profit mergin
of IBM muchines and leased out on terms calculated on &
seven year "pay back" as opposed to IBM's five years,
Peripheral compenies developed "accessories” that users
could plﬁg into IBM systeam for ieaser expenditure than
IBM would have charged them. Displacement of IEM periphe-
ral equipments amounied to an estimated annual loss of
' $ 90 to ¢ 100 million te'Iaﬁg-gThie was not in keeping
with IBi's optimal marketing policy.2°

A "machiavellian scheme®™ was therefore drawn up and
IB management used technical standards to frustrate the
competition, It raduced_thé~price, offered long term
leases at high diacounts.aubject to buying of IBM peri-
pherals. 1t redesigned its diéc packages in such a way
that control equipment is tucked inside the computer's
main central proceaaing'uhit, area that peripheral manu-
facturers would find it difficult to £ill in, Again

28 Gene Bylineky, "Vincent Learson didn't Plan it
that way, But IBM's Toughest Competitor is IBM",
Portune, March 1972, p.57.
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éertain, eqﬁipménts were rexited é‘.t tvo years 1ease rather
than thi’rty aays 1ease. 'Althaﬁgh the nomiﬁal rate reduction
came to 8 per cent to 16 yer ‘cent depending on the length of
the lease, the effective cut i.n the price in oome cases was
as high as 30 per cent. By the end of the year IMM commer-
cial analyeis section regiqte:éed the progress and reported
that the sales of peripherals manufecturers were laid off
by 62 per éent_. . And finally, by raising the price on |
central processors by 3 to 8. per cent, IMM could also offset
the revenue loss that it had incurred earlier.2’

I.atef, 134 designed its 370 series in a manner so as to
‘achieve high profitability as well as total control over its
installation. -

To thwart peripheral nakers’ control, "disc®

the 370 models.  ind tho leasing companies

were ourprised to find that the sales price %0

‘made re~lease of the nev machines unattractive.

The whole operation reveals the tremendous power at the
conmand of.a multinational, that it can even bypass the legal

limitations and thwart competition.

. 29 Beman, nl.27, p."jﬂ.

30 Byliansky, n.28, p.57.
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LM in Burope:

Japanese and European'computér industries are heavily
dependent on US technology. However, in recent ﬁimes, they
~are learning to imitate the innovative success of American
firms. In fact, Japan's Fujiteu and Britain's International
Computers Ltd. (ICL) are sufficiently advaenced in the field
of technélcgy and can be considéred independent perticipants
with the American firme in intefnational computer industry.
?o add to a8ll these, European.nationaliam‘ie bécnming a
potent force challenging IBM in computer business.

St111 serious problems remain, and hemper an effective
Burdpaan-challenge to IBM aupr;ﬁacy; Though ICL has the
capacity to develop independent computer system, its
marketing impact on the rest of Europe is so limited that,
1t cannot possibly drive out IEM and establish itself on

its own. However, it can combine with other Buropean
computer industries to foige & challenge to IEM. But,

here the incompatibility of‘ICL'a ovn model with IBM creates
difficulties. For, this makes i1t impossible for ICL to
combine with the other European manufacturers - Phillips,
Siemens, and F&ench Compagnie Internationale Pour 1'In-
formatiqug (CII); who having developed in the hhadow of

IBM, have adopted the standarde of its model. This

becomes clear from the fact that, IBM not only ﬁas 80 per .

-
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cent of the VYest Buropean market under its control, but
also is & very large-scale employer in Eurape.31 Again
the competitive tendencies amnngét the European countries
prevent them from setting up an independent computer
system. Vhile France wants to develop independent of US,
the British and German look upon collaboration with the
US as the solution for the market and organizationsl prdb—

lﬁm»sz .'

IBM in Indie:

In Indis computers have been there for more than a
decade and are of foreign origin. Of them IBM covers more
than 60 per cent of the total installations, ICL account
for 12 per cent, TiX and Honeywell cover about 16 per cent
and 5 per cent respectively.ss_

Studies conducted on computerisation have revealed
that in the 1natallatibn of computers in India only the
commercial and technical aspecte are taken into sccount

and not the socio-economic content, >4

31 "IBM: Cen the Europeans Compete?® Multinational
Busine as(Bconomic Intelligence Unit: London),
3 P37,

32 William X, %integ and Harvey Sicherman, Technolo.
and International Politics (Massachusetts: .G ﬁeath
Eﬁg éompany, 1975), p.88.

33 Annual Report of Department of Electronics SIndia),
€, pp.208-253.

34 India, Oommittea on Automation, Report, (Delhi),
1972, pp.
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Machineé Remtals 1257.34

- 863.33

1198.84 1088.53 702.17
Export Saleé 4%0.61 33%,94 935,80 162.78 139,56
Sales Cards 251,62 162.43 130.42 112,93  95.81
Data Processing | - b .
Sales Imported ' -
Items 70.32  227.36 110,63  92.41 11.16
Sales Indigeneous | | :
- Bquipment - 42.19 33.03 44.74 41.70 22.89
Ribbons, Controls, . -
Penels, Wires 31.97 . 22.68 22,87  29.11 19.17
gézcellazé&ua. \, _
asg an :
Serurcon 64.04 52,93  42.38  59.80  32.7
Total :  2354.99 2214.55 1694.06 1495.61 1117.53

Source: India, Lok Sabha, Public Acc%unts,Committoe, 221
ew bR

(Lok Sabha Secretariat: N

Col.176.

, 1975),



81

The operation of IBM branch in India accounts for
only one yuarter of 1 per cent of IBM's world opefations
and helf & per cent of its foreign operations. In terms
of invesiment, Indian operations accounted for ,2 per
cent of its capital employed.’>

I1Ri{'s trading activ&ties*invxhdia included importing
computer éystems, hiring/leéeiﬁg of imported computer and
computer manufactured or‘recond%tianed locally, providing
maintenance and software aupgoft.' The manufacturing
acti&ities.of IBM consisted of reconditioning IBM 1401
computers and other data pracessing machines as tebulators,
sorters and punch verifiers.

The table shows that machine rentals form the principal
source of its revenue. It is stated that thousands of
these machines having no book value were in circulation
'and earned reantals at fixed rates. These had served in
- other developed countries the best part of their useful
livﬁe. |

The data processing squipment manufactured in India
are mostly for exports to its related companies. The
Inter companyfailling price for exports does not even
cover the relevant cost of the Head Office in New York

and thus exports result in losses to Indian operations,

35 Public Accounts Committee, n.13, p.175.
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IBM sales within Indin compriee& of cards, ipported
equipnent and supply iteas such as ribbons, control
panels, wires ete. ' '

Studies conducted by the Cost Accounts Branch of
the Ministry of Pinance revealed that rates charged by
IBM on the imported equipment like systems, features for
the expanaionibg'ihatalled syétems, printers, data adap-
ters, electric %ypewriter parts, disc packs and disc
storage providéd fantastically high profits. Secondly,

- "the workingicapital employed in activitiesvreiatlng to

machine rentals 8s well as customers job in Data centres

was almost negligible."36

1BM's reaction to growing nationslism in host countries:
IBM World Trade Corporation had itself been ayare of

the growing resentment and the growing nationalism in sonme

of the hoat countries,

In Burope the main thre#ﬁ came not from the government
but "from the 1ncreasinglj'm$tnra and demanding users, Led
by UK Gomputer Users Associétioﬁ, nostly European IBM users
are atrbngar and noiser these days and can sometimes impose
their wishes on the vendor.™ ! Coupled with it was the
growing importance of nationalism as a factor in selling

computers in non-US countries,

36 Ibid., p.178.

37 Angeline Pantages and Hancy Foy, "US Multinationals"®,
Datamation, September 1976, p.59.
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This\is.méinly becauéa oz‘fhe political implications
that happen to involve 1am'in the countries where it
operates. Eations have regarded advanced technology &s
well as a top secret matter. This has been equally true
of pro;egté handled directly by'gcvernﬁent agencies and
those carried out by private companies. Computers, as it
was pointed out eerlief also, are "a branch of this sort
ofvrésearch and vitaifon'atrategic as well as economic and
1n&ustrial grounds. Yet all the countries which rely on
IBM are dependent on each other in this field. The com-
pany headquarters know everything that is going on, and
co-ordinates 2ll the programmes. Apart from the US, they
can have no seereta.“38

.IB% had agked its experts to prepare reports on what
is called "a climate of grovwing nationalism." The report
in 1971 assessed that Europe, Canade and Japan would not
ask for 1oca1vbwnsrah1p. However, the impact could come
through market discrimination, iestriction on financing
‘exchange limitation and import restrictions. But local
ownership would dafinitely be an issue in some Latin
American countries and India. According to the estimates
made by IBM, it was feared that countries like Chile, Peru,

38 Tugendhat, n.17, pp.159-60.
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Columbia, Equador and Bolivia.were moving to raquiiq
transfer of me jority ownership over a period of many
years, | o . |
The report examined sevoral methods by which it cen
give up part of ownership, = Accordingly, there were three
broﬁd suggestions: (1) 1B% would sell part:of its present
equity (2) it would increase equity by selling additional
shares to the employees (S)Iit would increase equity by
~ selling additional sheres to the public. |
Fext a plan to eplit IBM wag also cbhsidéfed. One
8till to be 100 per centvowned by I1BM contfolling such
~ assets as plants, 1abcratoriesfand,leased equipment. The
second unit which woula have parfial local ownership would
primarily bve a mérketing servicing firm.Bg

39 Economic Times (New Delhi), 12 July 1974, p.t.
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CHAPTER IV

" Having nade a study of Iﬁﬁ‘s'worlawide operations,
an attempt will be made in this Chapter to examine its
~activities in India. The claim of 1B and other techno-
logy intensive multinationnls sbout their role in the
transfer of their technology and their contribution
| towords the process of development in the case of Indiz
nay be a relevant éubject here,

Zhis Chapter would be devoted to find out the reasons
and account for the events, which forced IBJ to wind up
its operations from this country,

An indepth etudyvaaa made in the form of an enquiry
by the Public Accounts Committee of the Indian Parliament.
The report that was submitted became a great source mater-
iel for a scholar to develop some projections on this
aspect of the prbblom. ihe report goes to prove that the
operations of multinatieﬂalalallow the hoae country to
have a levorage over the host countries in many wvays.

) IBd1 being very much a closed organisation, not much
inforaation has been easily forthcoming., cherefore, the
Report beconmes the main gource of information, The inter-
views conductedeith the goverament as well as non-govern-
ment officials belonging to the rivel computer companies
in India become another source of information that might

help uo reach some correct findings. The only other
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extensive iqvestigatiothhat was cérried out.about I3
activities in India_uas.by the Electronic CQQmiaaion of
India - but the report still fallsrin the category of
classified materisl and hence is not available. 1t was
learnt from varioua authehtic sauréea that several inter-
'esting nuances wouid ha&e been discovered and numerous
other aspects might have come to light with the release

of their Report. But it was impossible to extract anything
lepecific from the officiels ébnnacted with this enquiry.

- There were, howevor, clear indications regarding the Report
that 1t contained several instances which proved that the
activities of IB! in India nade the previous as well ag
the-present government "panicky." Therefore, it was the
firm belief of both the governments that IE1 must stop its
_ogerationé in India. Excerpts of the Heport of the Elec-
tronic Commission published in the Public Accounts Comnittee
report underline the fact that underdeveloped countriés
lacking in expertise are easily duped by these firms and

~ become an easy prey to the ectivities of such firms. - By
the time, these host countries realize the harrowing
experience of the situation,.the firas get firmly entrenched
and gpread out their operations. Besides, théy create
interest groups and lobbies who, in turn, keep advancing

their respective interests. ‘the governauent of the hoat
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country finde iteelf in an extremely difficult position
to adopt a stiff posture tovards them as a result of the
political network.

The Indiag Governzent felt the impact of its policy
that it had enunciated in 1949 only towards the mid 1960s.
The relaxation of controls has resulted in cication of
monopoly situation by these firms in the national economy.
The Foreign Exchange Regulation Act (F:RA) of 1974 was
passed with a view fo bring about a chénge in the situation,
the equity component of all foreien firms was to be brought
down to 40 per cent. Except the two giant American multi-
netionals, IEI and Coca Cola,'the other firms were ready to
comply._ Sut these two coxmponies could not. Their aain
ccntentioa.was that only with 100 per cent control would
they be able to run their wofldwide operations effectively.
she negotiating process between these firms end the Indiun
government was carried omn for two end half years without
any result. The narration of eventes is necessary to under-
stand why the two sides were at loggerheads eventually.

IB1 ond the Lndien iisrket: |

The firet IRBI 1401 computér was imported by the
standard 01l Company in India. Uince then the IBM in
India so flcufished that in 1974 the company had installed
150 computers (75 per cent of all the coamputer installa-

tiong in India) and had declared an onnual taxable income
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of over éeven’créreé.t
" The main purgc;ée of the Government of India for
inviting Iﬁﬁ.in:iéss was that the cohntry should be self
reliant 1n:compﬁter technology which was considered ex-
tremely vital for échieving_rapid progress., The activities
of the firm were to be so oriented thet they were either
concentrated in heavily export oriented probuotion of both
hardware and software or in domestic manufacturing activi-
ties involving production on fhe basls of advanced techno-
logy of contempérary computar'equipment which fulfils
national needs. | - | |
 Until recently IBH supplie§ India maoinly with the

first generation computers and a few second genaratidn ones,
in'spite of the Indian gove?nment directives for the latest
varieties., The fact that IB1 refused to éompiy with the
deaand éf the Government: of Ihﬂia‘proves tnat IE1's policy
wag to fol;ow~ita own courge and not to be concerned about
the request of the host céuntriés.».Ae a result doubts on
the nethods of IBﬁ'e operation were expressed.

The attention of the Public=éccounts Committee (1973-74)
had been drawn, through paﬁagraphe 42 and 43 of the Report
of the Comptroller and Auditor General of India for the
yea£»1971~72, %o the inadequafe utilization of the IKi!

1 "Computers: IBH_Language* Economic and Political
eekly (Bombay), 9 April 1977, p.585.
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computers 1uatalled'by the Inﬁian-ﬁailwaye; 'It also
referred to certain other defects and irregnlarities‘in
‘the contracts and agreements entered into with the firnm
for the hiring of the computers as well as in the procure-
ment of peripheral aquipmentllike.niac Packs, The exami-
nation of~these‘§aragrapha by thé Commi ttee revealed that
the pureh&ée/hire of computers §nd other data processing
equipmenf from the IBA Wcrld.iradé Corporation had wider
ranificetions and that the transactions were not confined
to the Railways alcone. 4 numbef of other Government
depértmenta had also entered into agreements vithlthia
giant multinational corporation, which had imposed its own
terms and conditions on the Government and its other clients
in the private sector. TIhe Committee found that for the
Disc Packs, the corﬁorations ha@ charged the LHailways an
inflated sum of Rs. 3712 each, whereas the prices disclosed
by t&e firm in the bills of.entry ranged between Rs. 498 and
se, 517, 2 | |

Secondly, the Comptroller and Auditor General of Indie
drew the attontion of the Goverament of India in April 1968
td a contract with the yorld Tréde Corporation for the

2 India, Lok Sabha (5th), Public Accouats Comaittee,
Computerisation in Government Departments - Iwo
Huiﬁraa anag ;x'gwentg Frot Heport iﬁew Deihi: Lok Sabha

Beoretariat, 1975-176), p
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suppiy of'da{a equipment, thchf&ad involvedfceftain
items of indigeneous manufacture im which prices were
stipulated in dollars to be paid_in rupees, Hénce, the
Government ﬁaa'comiitted to an increaséd liability in
rupees as a result of the subéa@uent devaluatien of the
rufee in Jdune 1966. It was the opinion of Comptroller
and Auditor General,that'théré,waa no justification for
- stipulating the prices 6£'inaigeneoue manufactures in
terms of dollars, R |

The Public Accounts committee {1975-76) reviewed the
metter in Hovember 1975 and decided that:

"in view of the important and somewhat dis-
guieting information already avellable, it
weg imperative to examine the HMinistries/
Departments which had incurred considerable
expenditure on the acguisition of computers
and other data proocessing equipment and to

- evaluate their utilization, the purchase
procedures followed, the terms and conditions
of agreements with the supplier firms and
other related issues, Uince IBM had the
whiphand on the Indian computer scens and a
worldwide blage of publicity had revealed how
many of its operations, as some other business
dinosaurs were highly suspect, the Comunittee
decided to examine, in scme detail, the Indiasn
operations of this Hultinational Corporation,

- and also the steps contenplated or adopted by
Government to achieve self-reliance to the

extend desirable and possible, in the computer
industry." 3

3  1bid., p.12.
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Therefore, the auapicioué nature of IBil's éﬁtivitias
were ajired, thaugh'the nature'df all these are not properly
accounted for. One such glaring instance of IBM's'ehady
dealings has, however, come to limelight., In francé, I
was able to "defeat the pride of President De Gaulle who
wanted to have an‘independent eomputer gystem and IBM
succeeded in getting De Gaulle to come Qown because of the
pover that 1Ei had in France as yell as other countries of
the world."4 '

Rrobe into IBM's Affaire:

At rirst;.an 1nter~minietet;ai group of Indian Parliament
was constituted in 1973 to go into the cost of IBY machines
and rentals chargedvby them. Thié group was entrusted with
the task of going into the prices that were charged by IBEM
from Ist January 1969. It was to investigate further whether
these prices were reasonable. This'group wae also to recogm-
end norms for fixing rental price for the future and to
look into the business-contracts of IBH and suggest changes
so that IBY could be prevantéd trom unilaterally increesing
the price rentals. The pame year the matter was also

referred to the Department of Electronics by the Hinlstry
of ﬁailvaya.s

4 India, Lok Sabha, Debates, Series 5, Vol.Lx, Ko.ZS,
15 April 1976, Col.202-254.

5  Public Accounts Committee, n.z, PeTe



92

Two«Public“Acébunte Comﬁiftees, set up to inxestigate
the melpractices of IBM (1973-74 éhﬁ 1974-75}, failed to
obtain asny information about IRI's dealings with the mini-
stries concerned. It vag only in 1975-76 "after a great
deal of persuésian“ that some information was extracted.
(Ministry of Communication ctill did not provide the
necessary ?nformation).6 | | N

The result of the inquiry provide sufficient evidence
that the activities of IBM and 1its retrenchment policy was
aided in full measure by'the "ecollaborative environment®
provided by the different government departments - a point
which will be discussed subsegquently.

It nas'alsc been alleged that IBY with ite near mono-
poly position in India has defrauded the country of enor-
mous revenues by resorting to ?arious unfair practices like
transfér pricing under the gardb of inter company billing
system, misuse of import entitlements, exaggerated claims
of drawbaék, under payment of excise duty, exaggerated
claim of depreciation, development rebate and head office
expenses. All these practicea hév3 enabled it to reap high
profits at the cost of exchequer as well as the technologi-

cal development of the country.

6 Computers, n.i.
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IBM followed the classic mould of & multinational in
India, It imported equipments at inter company billing
:pricea-far below the real velue. The cuetoms department
becane suspieioua'and eventually applied 350 per cent
loading on the stated value of capitsl goods. These goods
- were generally the secdn& generafion computers which were
"refurbished" into products of local manufacture and high
selling prices. These locally manufactured goods were
narked in us dollars which allowed the company to mark
up pricés-by 57.5 per cent aftsrfrupee devaluation.’ \

Again these products were rented out to customers
and IB1 succeeded in claiming dépreciation on the selling
price though the proﬁucts were only reconditioned,

~ The exports and imports of the company wgre'mainly
with its own branch and subsidiaries which allowed the
company a greater flexibility in determining prices.
Accounts were maintained in the coded form.S

IB4 claimed head office expendges as high as 73 per
| cent of book profit. ?rOmptediby the enquiry of the 1ntér-
ninisterisl group, it made a voluntary disclosure in 1974

and returned § 450,000 as-excess'charges on this account.9

7 Ibid.

N

8  Public Accounts Comaittee, n.2, p.210.
Ibid., p.it. |
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Eotal'out-flow oflforeigﬁ ezchange according to thg
findings of the Committee amounted to Re.10.83 crores
during the period 1969 to 1974. The Indian Government
never toqk.anyvpains to find,out the co-relation between
the coet_at ﬁﬁich’goods uerevimﬁortea and at which they
were available to end users in order to prevent all scope
for'defréuding. No measures,ﬁere takken to utilize the
seévicee'Of épécialiaed agencies like the Department of
Electrcniéa,-ﬁconomic iffairs and Industries to prevent
IBM from dumping outmoded products 1nvthe-1ndian market.
Kot only this, so strong was the hold of IBM on its
clients that the Committee came to the conclusion that
IB¥ had bépn'impasing terms_and‘the government's depart
ments have accepted it without_much,questioning.1’ The
uger Ministries justified that introduction of computers
has “"facilitated the processing of large volume of data
with speed, ease aﬁd accuracy.”' Further questioning
revealed that.m1niatr1es concerned had very diffused idea
of what they want, the manner in which data has to be

processed, gnalysed and put up for the menagement systems.,

10 1Ibid., p.243.

11 Ibiﬁu' 9-49'
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Therefbfe, it was left to the brilliant salesmanship

of IEM not only in making the user Hinistries purchage
the compiété,packaga offered by them but also to persuade
that their's was the best availsble system.

According to the findings of the Committee, the
government departments acquired computers "on an ad hoc
hasis,without any serious cost benefit analysis on "a
priori"assumption that such equiﬁment would improve the
_efficiency.and»apeed of data 9roceseing."12

Though'ﬁinistries anﬂ_Beﬁartments such as Dérence
Production. Planning Comaission, Metereological Department,
Pirectorate Cenersl of Suppliea and Disposals and Central
Bureau of Investigation claimed that they have attempted
some kind of job.amalysie before going in for computers,
But the Committee found that many of the Ministries were
not in a position to quantify in concrete terms, the
benefiia expectéd'tc accrue from computerisation.
| The depertments purchased computers/data processing
equipment directly, although the financial rules required
such procurement through Director Generzl of Supplies and
Diapoaals.13  Computers were acquired without floating

any tender and reliance for acquisition of computers was

12 Lbidc. pi476

13 ibid., p.108.



96

placed entirély on the western countrieé, and the markets
- of gocielist couniriaa weré not adequateiy explored. |
0f all the Departments, the Income Iax Department was
the most complacent in dealing with IKI, possibly under
the impression that they could not call for information
regarding the total global activity of such foreign compa-
nies, Hor 4id it bother to know that“IBﬁ had splitvinto
tvo subsidiary corporatione; IBM World Trade America/Far
East Corporation and IBM World Trade Eurége, “iddle East
African Corporations, Iaking advéﬁtége'of the complacent
attitude of the Income Tag Department, IBM had been able
to claim aavelapmentalvrebate on the machinery imported by
'them, although it was doling only the function ox assenbling
them and not manufacturing. Bnﬁer £he'ru1e; rebate could
only be claimed when manufacturing>operatibns are carried
on.'4 , o
Findings of m Electronic Commission:

The fact remains that IBM did not fulfil any of the
obligations which stipulated its entry into the Indian
narket. The igview.éonaucted by the Electronic Commission
reveals that Iﬁﬂ has hot used local askills even with regard
to software development in which local skill is in abun-

'dance. Heither d4id IBM propose any aignificant‘investment

t4 1Ibid., p.253.
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in Indis with reéarﬁ to RaD on campﬁter hafdware and
software, Large part of the firm's activities relate to
service operations connected with caméuiars which they
had leased, hired 6r g0ld which could_héve'been done
indigeneously algo. | o

~ Two levels at vhich a computer cén be generally used
are: the managemént infcrmation gystem -(MIS) level and
data proeeaaing.level'(DP) for cleridal jobs. Hajority of
computers currently in use in thé'éogntry are largely the
data processidg machines which 5u§p§tt book keeping func-
tions. IThis was the manner in which the computer industry
. wag promoted by the fpreign controlled companies and the
‘demand for computers in India was mainly created with thé'
view of promoting their aﬁlee activities, According to
the Electronic Commission the prigé.effort should be to
encourage use of computeré in areas like industrial process
qontrol, desigring acientific caléulation, inventory control,
defence systen. | |

An analysis msde by Information Planning and Analysis

Group (IPAG) has shown that at the time of installing an
IBM 1401 system or ICL 1901 system in the country, there
 were equivalent mihi'éomputerg availeble with the same
capacity at a cost which was nalf’the cost in 1970, one- _
third in f972_and'bne-tourth'in 1974. 1In 1975 an indigeneous
chmpuief aiightly more powérfulﬂﬁhAn iBM 1401 was available
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at o cost as low as $ 1200 for 4000 word menory Central
Processing Unit, as compared to ptica of IBM 1401 of
equivalent configuration for $ 20,000.

Security Considerations;

Besides the drain on the publie exchequer cauped by
IBd's activities, the Conmittee deemed it necesgary to
inveatigate matiers pertaining-td Indiats security which
méy be jeopardised by the use of IBM éomputers. For, with
the computers, the user's data_can be easily tanmpered by

the personnel dealing with software. As it vas made clear
in the earlier Chaéter that IBi's programming is done in
its own machine language which only its own men are well
acquainted with, the task becomes all the more complex

.for those who d0 not know it. Enquiries ﬁade to this effect
revealed that except the Bpace Depgrtment; none of the other
departments were.aware of the difficult position in which

16 4o the

IB4 has been putting various parts of the world.
maintenance was the sole preserve of IBM themselves, the
Department of Electronics acknowledged that there alwaye
would be a daager regarding sensitive matters being vul-
‘nerable to the personnel of the IBM by the sheer fact of

 their gaining the necessary informetion on Defence matters) !

15  Ibid., p.4!.
16  Ibid., pe1T3s

17 Ibiﬂ.’ p»’?jo
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The Department of Compunicetion conceded the fact that it
is not surprising if it is found out that "fbreign multi-
nationals operéfing in the country adopt certain methods
which go.againet the national interest.“18 1t was further
stressed by the Departuent that though coaxial cables exist
'td prevent any high frequency radiation going out of the
computer and being monitered, but possibilities of leakage
in electrénics cannot be ruled out.

The government at present has become cautiocus about
the type of comyuters being used for defence purposes.
Barlier the Army Signal Unit had a International Computers
Linited (ICL) computer, and Defence Hesearch Unit had an
IB4 computer. Lately, there has been a reluctance on the
part of India to place orders of computers for strategic
intereat from 184 or other American compéter conpanies.
Though during lirs, Gandhi's regime army bought its computers
from American Burroughs btt the later orders vere placed with
French Compagnie Internationale l'pour Informatique (CII).
The recent preference is for Iﬁternational Computers Ltd.

and Compagnie Internationele 1l'pour Informatique.,

18 1lbid., p.173.
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IBﬁ'e Reaction:"

Even vhen the anquiry'égainat_lﬁn was instituted,

it could still marshall a lobby to bypass the Committee
%0 éecure lucrative orderé from "rival government depart-
menfe.” "Details of tﬁe'Eleetranic Commission's confron-
vtation with various government departmepts was not known
but.it was evident that from railways to the metereological
department every user pleaded the causé of IBM."19 Some
milé accusations were made against the tactics of manoeu-
vring on the pert of IBM in having installed an IBM 370/55
at 1IT Madras in 1973 in the face of the allegation that
thé same computer was rejected by British Buropean Airwaygg

- It was able to bring about a cleavage in the compu-
feriaation committee for Bokaro and could get its own
computer installed. The fact that IBM could manage to
plant its own»computér in a aophiéticated steel plant of
Rugaian design is iutriguing. Even more when the probe
was on, the governméﬁticohtinued importing under UHDP's
assistance large IBﬂ“cpmputa:s for various orgsnizations,
India acceptéd‘the computers on the understanding that
they would be open ta.United Nations supervision and would

19 "IHi's Brazen Violation”, Economic fimes;
{lew Delhi), 13 December 1973, '

20 Ibid.
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not be'available for defence pn?pcsés. It can bé'inferred,
therefore, that the government hadfa 1urkiug)suépicion
about IE1 computers.’ 7 | .

In the initial stages when M.G.X. Menon, Chairman of
the Electronics Commission in“tﬁe_annual convention of the
Computer %oeiety’of'lndia in 1972 énnounced that IBN would
not be allowed to tfeat India as “"dumping ground® for the
second hand computers and that eamputaré should no longer
be used forlroﬁtine data processing but should be ghifted
over to applications which would involve operational re-
search., He wag, however, dénounced by fhe éommercial
sector Qé,his stand. It was apprehended that this was the
- result of Iﬁﬁ'e.lobbying to persunde the commercial users
that their interest would suffer irreparably if IBid left.

" Some Ingian journals made scandalous observations regarding
Iﬁﬁ’awoperations and their ways in influencing people. As
it wag observed that:

During the convention IRJ had taken fifty

delegates on a tour of its management

plant with lunch thrown in. 7The public

relations vork evidently paid off. The

commercial sector responded by raising

questions of public debate, high handedness
of officiels and freedom of society. 22

2t "Despits EC Probe,...IBd Fthure&“, Economic ITines,
18 June 1975.

22 ”Compﬁtere:Glﬁmmeringa”of & Policy", Economic &
Political Weekly, 25 iarch 1972, p.646.
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The rigid gtand adopted by the Indian government
as well aé j§:e caﬁ be explaine&'according to some officials
a8 a reéultant.of‘communication‘gap. It is true that
Indian businesé.was insiénificaqt”ae far as 1Bi was concer-
ned; butistili 8 compromise fﬁrmula could have 5een found
okt. But it is said that I employeea in India are also
accustomed to behave in a highhanded manner and do not
bother %o have any knowledge of other competitive products.
They are just'hot used to think anything against the IBMY
set up. Therefore, probably thé authorities 4in New York
were given a distorted view of the entire situation. 4&s
it 19, the smefiéan multinationals have a tendency to
treat all the defelopiug Qount:ies in a similar fashion
and do not take enough care in formulating policy as mey
be desired by the host countries. 1B could at least have
manufactured a particulaf séare part of the latest 370
computer for export purposes without incurring any further
expenditure on aﬁy sophisticated unit and could have thus
continued to stay in India conforming to the wishes of the
host country.v'-

From thia!ané can safely conclude that the manner in
which the‘multinationals operated bringing only the out-
moded techﬁology to the developing‘countr;ea and which
could be éuitably used only for fautinevjobs d4id not help
the counfry in any way to develop its own technology =
and on the other hand it brought about more liability
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than asset,

Thus we'find that unablé to conform with the Indian
Governnent's Fareign sxchange Begﬁlaiion Acf, IBM decided
to wind up its operations. Tﬁé'tongher stance that lndin
- adopted towards IBY as cémpared to the other nultinationals
could be accounted for several reasons. The Indian Governe
ment realized that IBM was-takihg}advantaga of its position
in this country and therefore thought of taking an action
' to correct the situation. §

Although gll private enterprises are well known for
realizing their objectives through public relations but in
the case of IBM this "public relations gimmick" and "high
preésure salesmanship®, to push ifs'aale of computers in
India at'exorbitagt prices was a blemigh point. Their
aggressive marketing tactics in busiheas operations also
made Indian Government realize ité lapses. Also it was
charged that the incentive for profiteering and selling
diég packs at inflated prices to the railways by IBEi was
due to the failure of the Indian Government. The fact that
the Indian Governaent permittea>IBM to acquire a monopoly
position by restricting competition‘from other manufactu-
rers was itself a serious reflection of its erroneous
policy. ‘ | |

The PACvreport‘while comanenting on IBM's sctivities
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reported that:

There is more than enough evidence that the

multinationals in the field of computersas

and data processing equipment such as IBM

with its near monopoly position in India

have defrauded tae country of enormous

revenues8 by resorting to various unfair

practices like transfer pricing under the

garb of inter-company billing system,misuse

of entitlements, exaggerated claims of

depreciation, development rebate, head office

expenges etc. A1l these practices have

enabled them to reap high profits at the

cost of exchequer as well ac the technical

development of the country.2?

Thip very fact brings out the true nature of the
clandestine activities of the multinationals., There
exists a wide gap between what they advocate by way of
facts before the world bodies and their actual operations.
(See for ingtance IBE{'s statement before the United Kations).
1t is a fact that apart from being a drain on the exchequer,
the purpose of advancement in technology is also not served.
The realify is that, IBM in its marketing strategy is
driven by competition. It competes strongly with the
latest products in a market where the prizes are large.
It develops its products for those markets, But in a
country of India's size having only 350 computers - this
competitive spirit leads to different results. IBH sees
such a market as 1659 profitable. 1In en effort to match
the level of technology of the less developed countries

‘4o what 1t sees as "local needs", it imports the second

. 23 M" P0255.
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‘hand technology already superseded in Vestern Europe
and Horth Americs and dump it in these markets. Thus
IBi's half of Indian market is mostly mede up of
seventeen years old 1401 computers. Indigeneous produc-
tion in developing countries may not be able to support
the latest technology. But'énce they adopt the techno-
1bgy and develop a knowhow they can easily match the
| IBM 1401 standard. The purpoaé of inviting the multi-
nationals 15895 ita significance. Judging from this
point of view, the staad taken by the Indien Government

to serve notice on IBA to quit seems to be Jjustified.



CHAPIER V

COICLUSION



COHCLUSION

The underlying note of the présent study is to have
an emphasis on the nature and character of the international
economic activities of the multinationals. A serious peru-
sal of theif network'and the activities.that they pursue in
the developing worid suggests that ‘.thevy 40 not confine their
policies Yo the economic sphere alone. They have their
spokes fitted into the political wheel of a nation too,

This, in turn, has an abiding national interest which is
characteristically reflected in the pursuit of international
politics or, in the fqreign policy of a Big Power,

Yhen viewed in this eontext, it appears that after the
Second World Lar, a position of pre-eminence became the moin-
stay of the US foreign policy. It was natural, therefore,
that its basic objectives were to opt for an order or a
system that would be compatible with its economic and political
interests, |

The investment of American private capital, of courss,
provided the added leverage in its dealings with other nations
and ordered their plan priorities in consonance with Anmerican
interest. In such a situation, it was obvious that the declared
objectives of UB private capital vere to the transferring of
American capital aad technology to host countries, But this

aagk of noble appearance got soon unveiled and the host
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countrios realized the depletion of their economic
regources. |

1t appears that the developing countries while
inviting US private capital and technology, were obli-
vious of the context in which it was given. They were
primarily lured by the short term economic benefits only
to be disillusipioned in the course of time. Experience
proved that such economic benefits were not easily forth-
coming either, Instead political matters also became
the preserve of such forelgn entities, Therefore, it is
noticed that the‘sti{? posture adopted by the governments
of ﬁhegiess_developed countries towards these business
enterprises gets diluted in the process of execution and
implementation of their policies. The reasons for such
inconsistencies are many - ranging from structural
inequalities and inadequacies to the lack of political
will of the people who are thevhelmsmen in these countries,
These motters are, however, lefi untouched and have not
been explored in thig study.

The case study of Indis revealed that it is not in &
position to carry out its policy decisions quite effectively.
Soon after the winding up of IRI and Coca Cola, the US
government officials paid vigits to Indiza to plead the
cause of their private capital. Orville Freeman of
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Indo-US Joint Businees Council in an admonishing tone
asked the Indian government to clarify its stand about
foreign capital. In the process of accommodating US
1ntereét the policies 1mglamented by the Indian government
become quite different from itas declared objectives.

The presently announced policy of the Indian govern-
ment about allowing only féreign collaboration in selected
industries does not seem to be practicadle enough, Though
through the device of industrial licensing, private invest-
ment in certein industries may be prevented, but it 1ig
ineffective in securing private investment in specific
high priority industries. This is evident in the two
collaboration égreementé approved by the government from
October 1977 to ierch 1978, These are about the manufac-
ture of alarm pieces and loather footwear, Again another
agreement about the manufacture of steel watch cases is
with the same company, thqugh avoiding the repetitive
import of technology is suppoged to be another objective
of the governmsnt's poliéy tovarde import of technology.

Some other drastic: steps sre taken in the field of
basic industries where foreign technical collaboration
was not purported to be entertained. Steel plants, like
Bokaro are entering into agreements with Wean United of
the United States via Indian firm Hecon for the cold
rolling mill complex. Talks are also goihg on with VWest
Germany for setting up of export oriented steel plents -
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one of which is to be.located at Paradeép'a & place of
strategic interest, Tho heat generated by Bharat Heavy
Electronics Ltd.'s agreements with Krafte Workers Union
and Siemens is too well known., The purpose for all these,
‘a8 the official declaration goes, is to import sophisti-
cated technology. But the moot point is whether adequate
steps are being'taken by the Indian government to avoid
falling into the pit again. Although all these interes-
ting developments may not conatitute the part of the
present theéis,'they are in the same»rain:as hag been the
cass of 1B, |

The next.pertinent question ihaf arises is: How long
would the multinationals like IBYM and Coca Cola be able
to maintain their inflexible attitude towards the develop-
ing countries? Imn other words, &hy these multinationals,
like the IBY does not realize the market potentialities
of the developing world?

At the moment the loss of India and Nigeria may not
be & great loss for IRi. But the point to be remembered
is, countries that could be discounted as markets for
capital goods 20 years ago have developed a lot of
economic power. It will be prudent, therefore, for the
MHCa to come to terms &nd respect the host country's

interest since a lot of other developing countries may
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follow India just as they followed it into political
1nde§endance from British Empire. |

Another possibility is elso around the corner,

As stated earlier, the spread of subsidiaries serve as
a second level political power for the hbme countries
and more so in sensitive strategic'indusﬁries - as in
the sphere of computers. In case the inflexible nature
of IE! ceases to pay dividends, a possibility existe
that 1HEl may be aeked to overhaul its policy in cdnso-
nance with the exigencies of the situation by the US
government itself, Such a possibility does not seem %o
be remote. _

The present attitude of IBi towards less developed
countries is similar to that of the developed countries
had towards developing countries all these years, but
the day is not far off when they may have to give in
to a congiderable degree because of the increasing
bargaining power of the latter.

The incident provides lessons for the multinationals
and developing countries alike. Instead of crying hoarse
about being exploited by the multinationals, it is high
time the developing countries do adopt a vigilant
posture, They must 1ay,doﬁn élearly the conditions



111

undér which they accept multinational investment
and monitor the companies operations so that the

question of exploitation does not arise,
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APPENDIX I
IMPORTS ESSEJTIAL T0 THE URITED STATES, 1949

¥ ] L4
H : H
H : :
Commodity ! Total ! Imporis from * Principal countries uf
{ imports ! underdeveloped ! origin o
' (Million ! areas ‘ S ’
! dollars) ! Value TPercent | Country v Percent
! t (Million ! of L ! of
H i dollars) 1 fotal !} i _Total
A. Articles for which the |
United States is wholly
or largely dependent on
imports and for which
substitutes are none
existent or not satiafac—
torys E
Totals O 2,275.4 1,600.2 70
Hecessities 1,130.2 499.0 44
Metals: | :
Antimony . 3.8 3.0 80 (Bolivia - 34
| (Mexico 35
Bauxi te 16.4 16.4 100 Surinam - BO

Beryll or beryllium ore 9 .8 97 Brazil 87



Appendix I contd..

13 |
3 Total i Imports from E P;incipal countries
v § ! damports ¢ underdeveloped 1 of origin
Conmodi ty : (ﬁillio? ! areas i |
!} dollars t Value ! Percen s K _
i E-ﬁillion E of i Country 5 igrcent
H ! dollars) ¢ Total ! ! Total
Cadmium 1.9 1.6 84 Mexico 83
Chrome ore or chromite 24.2 19.9 82 (Turkey 37
(Philippines 13
Cobalt ore and metals 10.9 7.3 67 Belgian Congo .67
Columbium ore or 6 b 100 Nigeria 87
concentratea _ .
Corundun ore 2 «2 100 Union of South 99
_ Africa ‘
HManganese ore 26.8 22.8 85 - India 27
; ' Gold Coast _18.
Union of South 16
, Africa .
Mercury 6.8 o2 3 Mexico 3
Hickel 66.0 (x) {x) ‘
Platinum group metals 11.9 1.8 15 Colombia 12
Tantalum ore o2 .2 94 . Brazil - 83
Belgian Congo 6
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i lotal E Inports from ; Principal countries
4 ‘ ' a ' f origin
Commodi ty { ititon | nreas  oroped j o ore |
' t dollars) ! Value T percent Country T Percent
: : {
t 1 (killion ! of H ! of
4 ! dollars) ¢ rotal ' A Total
Tin 212.3 164.1 77 (British lialeya 36
- (Bolivia - 18
(Indonesia 16
Titanium (ore) rutile o2 - 0
iungsten ore and
concentrates 6.3 ol is gsiam -6
Bolivia 4
Uranium (a)
Zirconium ores i o 21 Brazil 21
Hon-metallic minernlo: - , .
Ashestos unpanufactured 3%.9 6.2 18 (Uhioh of South
Africa 9
{Southern _
Rhodesia S
Graphite 1.2 1.0 a3 {(liexico 34
(Ceylon 29
Industrial diamonds 17.6 16.3 93 (Union of South
Africa 67
( Belgian Congo 24
viica $19.3 19,1 99 India 88
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o i E Imports from -ir Principal countries
¥ ;
Commodi ty ! Total e :?gggdevelopad : of origig
; imports i Vatue " Percent | Country " Percent
i (dillion ! (Million i of H ! of
i dollars) i doilars) ! Total i } Total
Honazite pand and other
thorium ore (%) - - - -
Quartz crystals 1.5 1.4 99 Hrazil . 98
Textile fibers and '
manufactures: : o h
Bxtra-long staple .. - 6.9 6.9 100 (Bgypt 68
cotton {Peru 32
Burlaps 103.1 98.3 95 India 95
Manila or abaca fiber 22.4 22.4 100 Philippines 65
- Sisal and henequen fiber  36.5 36.5 100 (British East .
S o P o S Africa 33
, | o : (Haiti 23
Silk waste .3 (x) 6 Mexico 20
" Drugs and chemicals: | ‘ , _
Cinchona bark .1 o1 100 . %Indénesia - 38
-(Belgian Congo - 25
(Guatemala 20
Brgot .3 - 0 |
Opium 2.3 2.3 98 Turkey 91
Radium salts 1.7 - 0
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. E lfotal g Imports from f Principal countries
! importse underdeveloped ‘ of origin
Commodity E (Hfllion s areas P _ § . ig —
' ' dollars) ! Value ! Percent ! Country { Percent
H ! (Million ! of M - ) of
| ' { dollars) ! Totar 1} i Total
: Dyeing and tanning |
- materials: ' : _ v _
Quedbracho extract - 10.6 10.6 100 (Argentina 60
‘ | (Paraguey .39
 Wattle bark and extract 3.8 3.8 100 Union of South
o ' S Africa .89
Qther: ' : : _ %1?&1& ' 122 .
;. . ' Rigeria '
Goat and kid skin 36.0 . 33-9 94 (Ethiﬁpia 13
(Brazil 11
British Egst .
. | (Africa 10
Jewel bearings , Se1 . '_-‘ ‘0 e ' -
Newsprint 437.6 - ' 0o : -
Semi-necessities 1,145.1 1,102.1 . 96 - -
FPoodgtuffa: _ . Eﬁdnﬂuraa 18
' ‘ Costa Rica 17
Bananaa 52.7 52.7 100 (Panama, Republic 13
- (Mexico 11
(Colombia _11
¢ocoa or cocoa beans 124.5 123.9 99 ( Gold Coast 34
' E Hrezil 27
Nigeria 19

R
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b
—lbe
-~

Principal countries

§ ’1'01;31t E Impo;;s from a i p
imports ! underdeveloped, '+ of origin
Commodl ty ! (Million |_areas ; N
t dollarse) ! Value T ¥ercent ! Country " Percent
H ! (Million ! of H t of
! _4 dollars) ! Total 3 ! Total
CoTee  795.5 795.2 100 (Bragil 54
(Colombia 26
Tea 46.0 43.0 93 iInﬂia 37
' Ceylon 36
Cloves 4 o4 100 gﬁaﬁagaacar 49
British East
Africs 47
Pepper, undground 22.4 22.% 99 (India 73
| : , _ {Indonesia 20
- Drugs and chemicals: _
Calciun cyanide 5.6 - 0
Calcium nitrate 1.4 - 0
Ipecac (emetine) o2 o2 100 Colombia 72
Menthol 2.7 1.8 68 Brazil 68
Pawpaw juice or papain dried .8 «8 100 British East
: Africa 8
P flower 2e . '
yrethrum s 4 2.4 99 (E;%%%gh East 68
( Belgian Congo 30
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Imports from Principal countrieps of

N NS

K] [}
[} 4
) ]
Commodity f Total underdeveloped § origin
‘ H %mports arean : - -
: Million, Value 'Percent P Count '
Ty Percent
i dollars)] (Vi on fof : i of
: H dol;g;gl~izg§§} H ! Total
Oils and oilaseeds:
Rapeseed oil .5 - 0
Spera o0il | 1.4 (x) | (x)
Other:
Agar : .5 o1 15 - Mexico - 15
Bristles 18.3 3 2 India ‘ 1
Cork - S 8.4 1.3 16 Algeria 12
Cigarette leaf tobacea, - 45.4 41,6 92 - Turkey | 68
Turkish type ‘ o _ ' ' S ' .
B. Articles the supply
of which is wholly or
mainly impported, but for
which, in most or all of
their usea, a domeantic
product can be satisface
torily substituted:
Total: 425.4 401.7 94
Selected itens imported
at a rate exceeding
$ 100 million: ' : ‘
Hatural rubber see  240.3 240.5 100 {British Malaya 48
All other ces 185.1 161.4 87 (Indonesie 26
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Total "Imports from underdeveloped
areas

Principal countries of
origin

-

1 ¢
] 4
! imports ! - M
Comnodity § (Killion *Value T Percent of ! Count zPercent
! dollars) !(Million ! Total ! ry t o Sotal
' 1dollars) ¢ ] 10F *o
C. Articles the consum-
ption of which is
largely supplied by
donestic production,
but of wvhich congi-
derable imports are
necessary to supple-
ment domestic
production:
Total: | 1,406.1 825.1 59
Selected items
imported at a rate
exceeding 3 100
million:
Cane sugar 372.14 372.1 100 Cuba 85
daw wool and related . , .
hair {except iiohair) 222.2 130.8 59 (Argentina 20
| (Uruguay 19
- Copper 219.1 173.5 . - 719 §Chila 52
' _ - 5 Mexico 11
wood pulp . i 182.4 - ' S+ i S
. Lead ore, pigs, . R . o o
. bars, scrap, and dross 119.0 72.6 61 ?Mexico 32
K Peru 12
All other: 291.3 76.1 26

(x) Less than one-half the unit {(°) not available

Source: The International Development advisory Board, Partners im Prosress -
A Report to the President (<#ashington, D.C., u—‘ﬁ"wgarc 1Y, Pp. 13,
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VALUE OF UNITED STATES IMPORTS OF STRATEGIC AND CRITICAL
MATERIALS ARD PSRCENTAGE OF TOTAL SUPPLIED BY UNDERDEVELOPED

AREAS, 1
Total ¢ Percent of total supplled by underdeveloped areas:

: timports | T — ; - : Te'SonthrSouthi Ta T0ceania’
Conmmodity §§:§§:§:§d §Total‘g§::th iiﬁng.sﬁfri Eiurkey§§§22 oiigg; Esggi s(;t;gnso§eaniaiﬁ¥%er
H H {North tca H ' ' H tAgia !mosa) ! lareas
; : {Ameri-| : : ! ! ! : : :
! - jca : : H H -5 H H ! :
siratogiy ama’ 1+276,339 T 9 19 9t fx) 5 30 (x) (x) 27
critical ' ' '
Group I: : _ : : : .
Aluminium - 36,082 3 (x} =~ 2 - " (x) - (x) - - 97
Antinony 3L, TT3 80 33 47 - - - - - - - 20
Asbestoa: | I | -
Amosite 1,654 100 - - 100 - - - - == (x)
Chrysotile 4,131 89 - - 89 - - - - - - 11
Crocidolite 957 94 @ - 1 93 - - - - - - 6
Bauxite 16,3553 100 -~ 85 = - = = 15 - - (x)
Beryl 858 97 - 87 14 - e - - - 3
Bisauth 834 4 - 77 - - - - - - - 25
Cadmium / 1,899 84 84 (x) - - - - - - - 16
Castor 0il 16,080 100 2 97 (x) - - - - - - 0
Celestite? - 177 8 8 - - - - - e - - 92
Chromite: o ‘ | |
Chemical grade 2,357 100 - - 59 27 - - 14 - - 0
Metallurgical = 18,451 17 1 - 16 44 - 1 6 - 8 23

grade
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fluoride

% f:Ezgts “§ Percent of total supplied by urderdeveloped areas
Commodity ! (tgouaand 1" Total |South-!Jouth ! Egri- Tﬁ%Eey:HfﬁaIe'§ou§ﬁ'§ou§%‘Tﬁiwan'Oceania“lii
i dollar )y jern Amari—'ca ; :East ;Asia anst '(Fon- : -other
H 87 }mrtg 'ca : ! ! H 'Asia 'mosa) ! ‘nreaa
? t " ] t L] ] : n ' ¢
- H ica i ‘ { H H g : . H
Refractory _
grade 3392 100 30 - - 12 - - 49 - 8 \ 0
Cobalt = 11,011 67 - - 67 - - - - - 33
Coconut oil 15,271 99 (x) - - - 5 94 - - 1
Columbite 562 100 - 1 99 - - - - - 0
Copper - 219,045 79 14 57 6 (x) - 1 - - 21
Cordage Fibers: |
fianila 22,419 100 34 (x) - - - 66 - - 0
Sisal 36,408 100 51 5 44 - - (x} (x) - (x)
Diamonds ‘ A S S | - o -
industrial 17,643 93 (1) 2 91 (x) - (x) = - 7
Feathers and : ,
down, waterfowl,
for beds 5,705 1 - - (x) (x) - (x) 1 - 99
Fluorspar:
Containing about
97 percent .
calcium fluoride 493 12 12 - - - - - - - 88
Containing not
more than 97 per |
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; 7 Percent of total suppiled by underdeveloped areas: '
Commodity :Total Zrofaf TSouth-'South ‘Ifrf-'fﬁ?ﬁey:ﬁiﬁaieggougﬁ‘§ou§ﬁ‘@aiwanﬁﬁceania'Aii"
'1mporta : ltern 'Ameri- ca ! 1Eagt jAsia 'East '(For- i 'other
'(thousand: 'Rorth 'ca : ! i ! ,ﬁsia *moea) H ;areae
jdollars) | {Ameri-} ; : H : : H ' .
: : ica 1 : ] : : : : i :
Graphite: | o |
Amorphous 956 . 85 - 44 - 1 - - 40 - - - 15
Flake - 217 75 - - 75 - - - - - - 25
Crucible lump 14 100 - - - - - 100 - - - 0
Dust and other ' : ‘
Hiyoscine 50 %0 - - 90 - - - - - -
{henbane) ' ' 100
Jewel bearings 5,117 o - - - - - - - - 0
Tead 121,563 62 3 20 1T - () 1. (®) - T e
' 537 B - - A - - - = T =
Magnesium | , .
HManganese ore: :
over :g- bgg | S o
less than per - - - - 0
cent manganece 304 100 - (x) 100 - - -

35 per cent &

batte : ‘- . _
orade Y 4,966 73 5 - & - - (x) - 27

er cent & . _ _ .
2305, other 24,527 86 11 13 32 - - %0 ] - 4




Appendix II contd.. 123
"Total

timports : Percent of total supplied by underdeveloped areas:
Commodity '(thousand tTotal] Jouth~'Jouth 'I¥¥I;;§Er¥Qy§MIEEE 1SouthiSouth!Taiva wan'Oceania ALl
'dollars) ' lern 'amari-:ca H tLaot ;Aaia -East ! (For- ! tothey
' 3 : torth ica ! ! ' H tAaia 'moaa) ! tareas
; i jAmeri] . ; T ; :
H ! 'ca -iA M ! : H - H : N
Mercury 6762 3 3 - - = - o~ - - o o1
dica, total 19,316 99 (x) 7 3 - - 88 - - - 1
fuscovite black, ' ‘ : ' SRR Lo
wvalued over 15 : C . L
cents 1,423 100 - 51 4 - - 42 - - - (x)
Mica gplittings 16,178 100 (x) LI 2 - - 96 - - - - (x)
iflolybdenum4 3 0 - e . - - - - - - 100
Opium | 2,349 98 - =« - 9t 7 - = e - 2
Platinum group ' | |
metals: : .
Platinum 8,553 21 1 16 (x) - 3 - (x) - - 19
Pyrethrum 2,414 99 (x) {(x) 98 - - 1 - - - 1
guartz crystals 1,462 98 - 98 - - - : | - - -
Quebracho, wood ‘ S
Quinidine 520 0 - - - - - - - - - 100
Luinine 251 12 - t1 - - - - 1 - - 88
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]
3

Percent of total supplied by underdeveloped areas:

L
Commodity i Potal
'imports T"Totaf'ﬁbuth—r§buth 'Afri-‘?uriey:HIﬁﬁie'South'§ou§h'?aiwan'003&nia'iII""
! ( thousand} tern ' !Ameri-ica ! tEa ;As&a tEaat :(For- H 'other
tdollara) | {Forth ica s H ¢ H {Asia .mosa) ' iaroas
: : 'Ameri—, ' ' H : 3 H H H
, ' . ica 1 k] . K P : ! :
Rubber, crude; S - : . _ _ .
natural 240,312 100 (x) (x) ] - T 83 - {x) 0
Sapphires and R S
rubies 637 64 - 5 - - 46 12 - - 36
Shellac 6,048 95 - - - (x) 83 12 - - 5
S5ilk cocoons * _
and waste 255 6 - 6 - - - - - - 94
. Tale, gteatite '
and Frenchchalk, o , !
crude and ocut 40 13 - - - {x) - 13 - - - 87
Tantelite 237 94 - 83 11" - - - - - 6
Ting _
Ore 78,176 99 (x) 48 2 - (x) 49 - - 1
Bars, blocks, ,
detallic scrap, S |
except alloy 20 0 - - - - - - - - 100
Alloys 401 35 - 35 - - - - - - 65
Zincs .
Ores 16,008 6t 55 6 - (x) - - - - 39
0ld and worn
out for remanu~-
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§?otal f Percent of total supplied by underdeveloped areas:
1 e
Conmodity O eona | TotaI|South-1South JAPri~|Turkey M1dd1e | Touth|Jouth | falvan| 0ceantal KIT
ldollars) | jern  {Ameri-jea | ‘Bapt !Asia iEast |(For- | i0ther
! : 'Horth !cB8 ' ' H ! 'Agia 'mosa) ! tareas
! ' ' Amerie! 1 ’ ' ' ' e 2 ' :
: : fea 1} : ; : i i : H :
Dross and - |
skimmings 335 2 2 - - - - - - - - 98
Blocks, pigs, | | | S |
or slabs . 29,341 8 8 - - - - (x) (x) - - 92
Dust S 4 0 - - - - - - - - - 100
Vanadium ore of . | | | |
~ concentrates 272 100 - 100 - - - - - - - 0
Tungsten ore 6,439 19 {x) 1 1 - - (x) 10 - - 81
Group 11 ' N | | | |
Cryolite, natural 1,312 0 - - - . e - - - - 100
Diamond dies 80 ) - - - - - - - - - 100
smetine 181 100 22 78 - - - - - - - 0
Iodine T20 80 - 80 - - - - - - - _ 20
Mica: | o
Juscovite, value ' :
not above 15 cents 25 100 - 100 - - - - - - - 0
Phlogopite block 93 8 - 26 - - - 52 - - - 22
Optical glasas 12 0 - - - - - - - - - 100
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Total T__Percent of total oupplied by underdeveloped areas: —
Commodit *imports !Total!South-:Jouth :K¥§I ,Tﬁrﬁey'%idﬁii'§outE'§outE'Taiwan;0ceania'LII
y '(thousand; ‘ern  {Ameri-jca |} 'baat gAsia vhast ' {For- ! ,other
: 'dollars) ' ‘Horth ‘ca ' H ; ' iAgia imoea) lareas
1 ' Y Aneriet ¥ ? ] ' ' { $ :
1 2 1 1] + ] L4 L L4 T 4
; : fea ! H : : : H : : H
Pepper 22,420 99 - - 1 - 1 74 24 - - 1
Platinum group
metals: : _ .
rallediun 1,593 1 (x) - - - 1 - - - - 99
Hhod ium 873 0 - - - - - - - - - 100
Ospiridium 231 56 - - 56 - - - - - - 44
Seleniun : 317 0 - : - - - - - - - - 100
Tale, steatite, ' | o | o
Zirconiua ores 637 21 - 21 - - - - - - = 1
1 Includes castor beans 4 Includes ore, concentratces,
2 Iacludes strontianite or nineral stroatium carbonate ggggounda, alloys, inrots,

and celectite or mineral strontium sulphate,

3 1lncludes sillinunite $ Includes ore, oxide, alley,
pigs, bars,

(x) Less than one-half the unit scrap cubesy etc,

Source; The International Developument Advisory Board, Partners in Pr Fﬂﬁﬁ g
A Report to the President (+<ashington, D C.,'M ch 19%1 ye 117,



APPENDIX III

DEPEUDERCE OF HUL$§HATIOHALS ON FOREIGN EARRIKGS,
19

Counodity Percentage of Barnings
' ' from foreign operations

Burroughs _41
Coca Cola 55
Dow Cheéical 48
Gillette | 51
Hooveé | | | | 60
) g1 - 60
Herck 44
NCR | | 53
Pfizer : ' 57
Revion - . 38
Richardson Herrel w3
Rohon and Haes 33
G.D. Searie | 40
Sperry sand _ - 50
Sunbeam 8
Lerox 46

Source: Perspective (Calcutta), May 1978



APPEADIX IV

FOREIGH PAID UP CAPITAL 1IN HARUFACIURING =
COUNIRYVISE PERCENTAGE SHARES OF SUBSIDIARIES

iIN  INDIA)

Manufacturing: T1964-0511965-6611966-67:1067=68] 1966-69§ 1969-70
Country i i : : v
1100 ¢ 100 1 100 !100 ! 100 ! 100
U.K. 68.4 68.1 66.3 66.6 65.4 65.3
U.S- ’003 10-2 903 9‘5 9.2 1007
kest Germany 3.6 . 304 3.8 3.9 3o4 302
Switzerland 5.7 5.9 7.6 7.4 6.7 6.5
Canada 3.8 3.5 3.0 2.9 5.3 5.0
Sweden 402 309 . 4.2 40' 3.7 305
QOthers » 400 5‘0 5.8 5-6 6-3 5.8
O0f which Food
Beverages & ,
Pobacco 100 100 100 100 100 100
U.X. 94.8 93.1  92.2 92.4 91.9 91,9
U.S. 1.0 1.1 t.t 1.0 1.0 1.0
Textile Products: 100 100 100 100 100 100
U.K. 100 100 100 100 100 100
frangport Bguipment 100 100 100 100 100 100
UOKQ 80.9 83.4 7905 79.0 77'5 7705
UQS' 09 07 06 06 07 06
west Geramany 18.2 15.9  19.9 20.4 19.6 19,7

Others - - - - 2.2 2.2
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] ' [} ] L3

Country 1964-655s955.56§1966-67§1967-6e§1958.69§z969-7o
1 ¢

et

lachinery and

liachine Tools 100 100 100 100 100 100
U.E. 43.5 45,8 45.2 51.1 49.6 52.1
U.8. 14.5 14,0 15.4 11.8  14.5  13.5
West Germany 4.0 4.0 4.4 4.3 4,2 4.0
Switzerland - - - 3.2 - 3.1 2.9

Sweden 39&0 36&2 3500 29-6 28.9 27'5

Metal and iletal

Products: 100 100 - 100 100 100 100
UK. 66,0  65.6  69.1 68.6 55.4  55.6
U.S.A. 2.7 2.7 3.4 3.4 2.5 2.5
yest Gernany .4 o4 6 8 .9 .9
Switzerlend 28.3 28,1  23.6  23.5 27.9 37.8
Canada 2.6 3.2 3.6 4.0 3.2 3.2
Sweden - : - -~ - of -
Others . - - - - -
blectrical

Sggggnfs 100 100 100 100 100 100
U.Z. 36.8  40.5 38.6 36.6 39.0 32.5
U.S.Ae 23.9 22,7 20.7 20,9 21.2  34.5
dest Germany 7.7 6.5 8.0 8.9 5.9 4,8
bwitzerland 11.9 12.8 11.4 11.5 11.6 9.7
Jveden 1.3 1.1 «9 1.4 1.4 1.2

Others ‘8.4 1604 2004 2007 20.9 1794
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Country .

b b o o >

1
L4

1954.65§1955~55§1955-57§1967~68§agsa-esg1959—70

Chemicals and

100

100

allied 100 100 100 100

U.K. 69.8 . 67.7 65.3 65.4 65.8 67.6
U.S.4. 10.7 10,6 9.4  11.0  10.5  11.0
West Germany 5.0 4.3 3.7 3.9 3.7 3.5
Switzerland 6.6 6.9 - 10,0 9.1 7.8 T3
Sweden 5.3 4.6 6.0 5.5 4.8 4.4
Others 2.6 5.9 5.5 5.4 T.4 6.2
Rubber goods 100 m.o'f’fmo 100 100 100

U.K. © 42,5  49.4  54.7 55.8 56,5  55.5
U.S.A. 35.7 31.4 281  27.4  27.0  26.6
Switzerland 21,8 19.2  17.2  16.8 165 17.9
Stationary and

cent " Sanir- 100 100 100 100 100 100

U.K. 69.6 69.9 69.9 72.1 75.8 78.8
U.S.A. 30.11  30.1  30.1  27.9 24,2 21,2
Miscellaneous 100 100 100 100 100 100

U.K. 66.2  66.2  49.3  49.2  54.9  55.0
Switzerland  18.8 18.8  30.9 31.0  27.5 27.4
Others 15.0 15,0 19.8 19.8 17.6 17.6

Sources Reserve

Bank of Indis,

Fbraig%

Industry: Second Survey Report,

Collaboration in
mbay

)v90%%&—@



APPENDIX V

CORPORAPE INDUSTRIAL ARD COMMERCIAL BNTERPRISE OF
UNITED STATES IN INDIA (IN CRORES)

1964 tT 1965 1966 ' 1967
DC 00 Total ! BC  0OC  TOTAL

s s o 00 ]

DC 0C  fTotal:! DC 0C  Total
82.2 83.8 166.0 92.9 125.3 218.2 92.9 151.6 244.5 96.7 210.1 306.8

Plantation - ot i RN o1 1 - .1 N o

Petroleunm 45.8 1.8 47.6 44.2 7.6 51.8 38.2 10.5 48.7 35.7 10.8 46.5

ilanufacturing 33.5 64.9 98.4 44.2 83.5 127.7 50.7 105.8 156.5 S7.5 142.1 199.6

Sexrvices 2.9 17.0 ’9.9 4-5 34.1 38t6 4.0 35-2 3902 3.5 5701 60.6
1968

DC 0OC Total 1974

1969 | 1970
D¢ OC Total; DC OC  Total; D¢ OC Total

YT TR TP
L LA L doa X ok
T LT R X4

10.2 312.7 422.9 116.7317.2 433.9 127 304.3 431.3 140.6 316.1 456.7

‘Plantation -t W - 2 .2 - .2 2 - .2 .2
Petroleum 41,7 28,3 T0.0 42.8 35.6 78.4 41.2 37.9 79.1 36.1 34.2 70.3
Manufacturing 64.0 212.7 276.7 69.3 2116 280.9 80.3 199.6 279.9 98.8 182.5 281.3
Services 4.5 T1.6 7T6.1 4.6 698 T4.4 5.5 66,6 T2.1 5.7 99.2 104.9
1972
DC - oC Potal Source: Reserve Bank of India Bulletin,
July 1975, pp.452-56.
154.8 331.1 485.9 :
Plantation - 2 2
Petroleum 40.4 29.4 69.8
Manufacturing 107.8 185.7 293.5
Services 6.6 115.8 122.4
DC - Direct Capital

ocC - Other Capital



APPEIIDIX VI

COULTRYVISE DIVIDLiID REQITRALCES OF SUBSIDI ARIGS
(Il LAKHS)

INDIA

Country

o o s ]

]
A i

[] L4 $ ¥
1964~65}1965-6611966-671 1967-681 1968-691 196970
: i ; :

United Kingdom 1106 1143 1365 1525 1447 1506

uaited States 361 22 190 295 326 516
west Gernany 18 18 32 . 39 34 31
switgerland 46 58 % 94 85 98
sueden 21 21 3 29 32 31
Canada - 59 59 57 69 84
wetherlands 19 23 24 53 40 42
uthers 68 31 48 43 71 68
fotal 3 1665 1541 1824 2135 2104 2376

source: Reoserve Bank of Indis, Fbreigg Collaboration
in Indian Industry: 3econd Survey heport 1§Ig

(Boabay), p.30.
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COUHIRIESYISE DIVIDLD HB@IT‘I’AHCLS OF SUBSIDIARIES
( PERCENTAGE ) :

Country %1964—65§1965—66§tgseaévgi967~58§1968.69§1959—7o
Uos. 6.6 6.0 T4 - T.6 6.9 6.9
UuBehe 8.1 4.1 3.6 5.2 5.3 7.8
West Germany 3.6 3.2 4.5 5.3 4.2 4.4
Switgerland 3.8 4.2 4.9 5.3 4.2 4.4
vweden B 4.1 4.0 | 4.4 37 3.6 e
Canada - s 5.8 4.8 4.2 4.7
letherlands 7.4  T.4 6.8 12,9 8.6 7.3
Others 14,6 4.9 5.9 4T 6.9 5.9
Total | : 6.6 5.5 6.2 6.8 6.2 6.‘6
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COUNTRYVISE ROYALTY REMITTARCES OF SUBSIDIARIES
(IN LAKHS) ~

t ]
i L4

- .

t [}
1] 11

o o o o e ]

Country 196465} 1965661 1966-67} 1967681 1968~691 1969=70
[ 3 ] ]
]  § i ¥ 1
U.S. A 7 34 116 83 104 141
et Gernany 8 12 32 13 23 23
Switzerland - - 2 7 8 23
0thers | 3 2 1 4 10 10
Total : 141 103 213 159 224 299

Jource: Ibid;, 90470
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COUNTRYVISE TECHNICAL FEES OF‘SQBSIBIAEIBS
(IR LAKHS) :

k3 ¥ |14 ¥ ]
! l ! l 1

Country ; 1964—-65' 1965—66' 1966..67' 1967-68* 1968—69' 1969-70
1 2 i i 1 t
U.E. o 46 53 155 . 247 161 127
U.S.4. 27 21 43 48 30 39
West Germany - - 18 - 24 3 2
Switzerland 26 2 42 21 36 16
Others | 19 37 42 40 121 48
fotal 118 150 282 380 351 232

Source: Ibid, p.49,
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