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CIMPTER - I 

THIRD WORLD HULT:INATIONALS (TWMNCs) : 

AN INTRODUCTORY ANALYSIS 

A. INTRODUCTION 

There was a time when the reality of the Third 

World Multinationals (T~iliCs) seemed to be a contra-

diction; in terms. However, over the past two deca-

des, the phenomenon of direct. foreign investment 

(DFI) from a few of the comparatively more developed 

or industrialised among the developing countries is 

becoming an increasingly important phenomenon. In 

quantitative terms, the amount of DFI is still not 

quite significant. But the basic importance attached 

to the TWMNCs stems from the f'act that in certain 

kinds of technology and in certain kinds of products 

they have been able to compete successfully with 

DCl-1NCs (the multinationals/transnationals f'rom the 

developed countries). This seems to have enabled the 

host developing countries (LDcs) to bargain on better 

terms witb the latter. Also as we shall argue/ 
~ 

show~ TWMNCs have., to a greater extent> been condu

cive to the economic development of the host LDCs 

as compared with DCMNCs. 
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We shallt to begin with~coaceatrate on the empirical 

issues related to the DFI of the MNCs in general-so that 

we can place the rise of the TWMNCs in its wider perspec

tive. It may be pointed out at the outset that DFI is 

not simply an export of capital, but an export of a pack

age of inputs including managerial and technical man

power and technology. In the second section, we shall 

however stress only oa the quantitative magnitud~ of DFZ 

* as export of capital • 

. !! • EMPIRICAL ISSUES RELATED TO DIRECT FOREIGN 

'INVES'mENT 

As yet,unfortunatel~ the data on the total stock Of 

direct foreign investment from developing countries are 

limited. There is no single source from which these data 

can be collected. Often,home country governments do not 

even collect information regarding the outflow of capital 
1 

for e.g. Hong Koag.Estimates of different authorsJ based 

on different sources differ. While s. Lall admits that 

* 

1. 

/ 

In the third section we shall outline the theoretical 
aspects related to DFI from the developing countries. 
Lastly, we compare and contrast the qualitative as
pects related to DFI oe the TWMNCs aDd DCMNCs. 

LalleSJ1982) World Developmept : The Export of Capi
tal: The Indian Case. Dunning in Kbushi M.Kbaa (ed) 
1986: MultipatioDals of the South.Germaa Overse~ 
Institute, Bamburg. 
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his evidences are anecdotal, Dunning provides his 'best 

guess' of the stock of DFI fro~ developing countries 

(LDCDFI). The l~tter derived from a variety of sources 

("IMF BOP Ye~ BoCk (various issu~ supplemented by data 

on direct investment income from the same source; data 

supplied from government departments orfogencies and the 

individual developin~ ~ountries~ estimates bv researchers 

working in the field notably those contained in Lall 

(1983), UNCTC (1983) and ESCAP/UNCTC (1985)n)2 is pro-

vided in Table 1.1. The total stock of LDCDFI ranged 

between US $ 29 billion and US $ 35 billion3 in 1982. 

In comparison to the stock of DFI from developed countr~es 

(DCDFI) of 8 497.5 billion in 198~tbis figure is quite 

small. However, what is significant is that the A stoc\{. 

of LDCDFI bas grown fifteen times since 1960, or a rate 

of increase about two and a half times that of its coun-

terpart from the developed countries". 4 

2. Dunning ( 1986) Ibid. p .22. 

3· However; excluding oil investments and tax-heaven re
lated investments~it comes to $12.6 billion-$ 14 
billion. 

4. Dunning (1986) Ibid. p.21. We should however, take 
note of the ~small base" phenomenon as far as IJlCDFI 
is concerned. 
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Dunning and Stopford {1983)~ the share of the stock of 

LDCDFI was one percent of the total stock of direct 

foreign investment. By 1978, it had increased to 3.2 

percent. However, the estim~tes given by Khan, differ 
,, 

somewhat. According to him in terms of total foreign 
.) -

direct investments by firms from the South during 1970-2~ 

their share compared with similar investments by multi-

nationals of the North constituted only 0.33 per cent 

but it multiplied 5 fold in 1978-80 and the growth in 

numbers during the 1970s was more than 2t times that of 

6 
the firms from the North". 

Coming to the number of parent firms that have in-

vested abroad, Wells and his associates had compiled a 

data bank for TWNNCs. The group identified 963 parent 

firms from developing countries that have invested abroad. 

In short)there are 963 TWMNCs. 7 However, the story is 

different if a stricter definition is used. For exampl~J 

in Harvard Business School's recent Multinational Enter-

prise Project a u.s. based firm was not counted as a 
J 

multinational enterprise unless it had manufactured sUb-

sidiaries in six or more foreign countries. By that 

5. Dunning and Stopford (1983)1 Multinatiopal QofPorati
ons - Company Performance and Global Trends Macmillun 
London. 

6. Khan in Khan (ad) Op.Cit, p.1. 

7• Wells, L.T. Third World 1-lultinationals p.9. The 
data were- collected in the period 1975-78. 
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standard,only 6 o£ the 963 parent firms would quali£y-two 

from India, two from Hong Kong, one from Colombia, and one 
. 8 

from Mexico. (It may be noted that Dunning and Stop. 

ford(1983) could identify only 364 parent developing 

country firms for the year 1980 which show the extent or 

variation of the estimates from different sources (Tabl~)) 

~ABLE 1,1, 

Estimates of total stock of DFI by selected developing 

countries (us $ million) . 

Asia and Pacific' 

Hong Kong 
India 
Indonesia 
Korea· 
Malaysia 
Papua New 

Guinea 
Philippines 
Singapore 
Taiwan 
Thailand 
Unclassi-fied 
Total 

2,500 - 3,000 
150 - 200 
100 - 150 
250 - 300 
200 - 250 

20 -
150 

1 'soo -
300-

75 -
750 -

S,99S -

25 
200 

1 ,7S0 
32S 
100 

1 ,ooo 
7,300 

Latin .America 

Argentina 
Brazil 
Chile 

. Colombia 
Costa Rica 
Jamaica 
Mexico 
Venezuela 
Uruguay 
Unclassified 
Total· 

7S0 - 1,000 
1,250 - 1 ,soo 

7S - 100 
250 - 300 

20 - 2S 
400 - 4SO 
350 - 400 
300 - 350 
so - 7S 

750- 1,000 
4, 19S - s ,20S 

Algeria 
'Cameroons 
Gabon 
Kenya 
Seychelles 
Swoziland 
Senegul 
Tutd.sta 
Zimbabwe 
Unclassi-

fied 
Total 

Africa' 

2S - 30 
3S - so 
80 • 100 
so - 7S 
25 - 35 
35 - 40 

8 - 10 
so- 75 

100 - 150 

1 ,200 - 1~00 
1,608 - 2,065 

I 

1-iidd le East 

Egypt 
Israel 
Kuwait 
Libya 
Unclassi-

fied 
Total 

75 - 109 
120 - 150 
200 - 250 
100 - 120 

300 - 350 
79S - 1 t 120 
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Oil investments3 
Other 
Total 

4,000 - s,ooo 
12,500 -15,000 
29,093 -34,570 

1. Other than oil investments 

2. Of which ~irect investment in the UK in 1981 was 

$ 1 billion. 

· 3. Mainly from Middle East, Indonesia, Nigeria and 

Venezy.ela. 

4. 
, 

Netherlands. Antilles, Panama, Bermuda, Liberia, 

e.g. tax heavens & sh.ppr invest

ments and mainly invested in the us. 

(sQURCEs Dunning in Khan (ed) 1986, p.23). 
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.I.A»LB " 1 ·2 

Stock of Direct Investment Abroad by 1-laj or Country of 

Origin, 1960-1980. Billions of dollars;end of 
-----------· ... -·------~~--·. ·- ·-

Country of Origin 1960 1967 1971 1975 1978 1980 

---- -·-·----·~---· ... -- ··--- -···· --·-- . - ----· ···-- ··-· ----· ··---

DEVELOPED COUNTRIES 66.0 114.1 168.1 263.0 380.3 497.5 
United States 32.8 56.6 82.8 124.1 162.7 215~6 

United Kingdom 10.8 17.5 23.7 30.4 50.7 74.2 

Netherlands 7.0 11.0 13.8 19.0 28.4 39.7 

West Germany 0.8 3.0 7·3 16.0 28.6 37.6 

Japan 0.5 1 .5 4.4 15.9 26.8 37.1 

Switzerland 2.0 5.0 9.5 17.6 27.8 33.0 

France 4.1 6.0 7·3 11 .1 14.9 20.0 

Canada 2.5 3·7 6.5 10.4 13.6 19.0 

Sweden 0.4 1.7 2.4 4.4 6.0 7.2 

Belgium 1.3 2.0 2.4 3.6 5.4 6.9 

I.ta'y 1 .1. 2.1 3.0 3·3 5.4 6.9 

Australia 0.2 0.4 0.5 o.s 1 .1 1.9 

OTHER DEVELOPED 

COUNTRIES 2.5 3.6 4.5 6.4 8.9 10.5 

DEVELOPING 

COUNTRIES 0.7 3.0 4.0 8.1 12.5 14.0 

Total 66.7 117.1 172.1 271 392.8 511.5 

Sources 1 UNCTC and Dunning and Stopfords 1 estimates, 

based on data provided by national governments 

private sources and the IMF. 

Our Source 1 Dunning and Stopford (1983) p.5 Multinationals: 

Company performance and Global Trends. 
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. XABI.E • J .J 

Stock of Direct Investment Abroad by l-1ajor Country of 

Origin, 1960-1980 

Percentage distribution end of 

Country of Origin 1960 1967 1971 1975 1978 1980 

DEVELOPED COUNTRIES 99.0 97.4 97.9 97.0 96.8 97.3 
United States 49.2 48.3 48.1 45.8 41.4 42.2 
United Kiagdom 16.2 14.9 13.8 11.2 12.9 14.5 
Netherlands 10.5 9.4 8.0 7.0 7.2 7.8 
West Germany 1 .2 2.6 4 • .2 5.9 7-3 7.4 
Japan 0.7 1.3 2.6 5.9 6.8 7.3 
Switzerland 3.0 4.3 5.5 6.5 7.1 6.5 
Fraace 6.1 5.1 4.2 4.1 3.8 3.9 . 
Canada ).7 ).2 3.8 3.8 3·5 3.9 
Sweden o.6 1.5 1.4 1.6 1.5 1.4 
Belgium 1 .9 1.7 1 .4 1 ·3 1.4 1 .3 
.l.t.b~y 1.6 1.8 1.7 1.2 1.4 1.3 
Australia 0.3 O.J 0.3 O.) Pe3 0.4 

OTHER DEVELOPED 
COUNTRIES ).7 3.1 2.6 2.4 2.3 2.1 

DEVELOPING 

COUNTRIES 1.0 2•6 2.3 ).0 ).2 2.7 

Total 1 &O'_.Qi. 1 00. o 100.0 100.0 100.0 100.0 

Source I As for Table 1.2. 
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1 and Table 1.3 expresses tbese magnitudes in percent

age terms 

We shall now categorise the developing countries 

into groups according to their size of the stock of DFI • 

. ~hough many developing countries have some direct 

foreign investment in neighbouring territories, Only 

around twelve of them have emerged as major investors. 

Hong Kong, a tiny city state is well ahead of the rest 

with LDCDFI of $ 2 1 500 - $ 3,000 million. In the cate

gory of DFI of$ 750- $ 1,750 million belong Singapure, 

Brazil and Argentina. Next,in the category$ 250-

$ 500 million are Jamaica, Mexico, Venezuela, Taiwan, 

Colombia and Korea. In the group $ 100 - $ 250 million 

belong Kuwait, India, Philippines, Indonesia, Zimbabwe 

and Israel. The rest· belong to the fifth group. 

Table 1.2 provides the stock of DFI by major coun

tries of ori.giu which are without exception the deve

loped countries. Comparing~ables 1.1 and 1.2/1.3, ~e 

arrive at relative magnitudes of the sto~k of DFI for 

developed and developing countrieso U.s. heads the 

list with the stock of DFI amounting to $ 215.6 billion 

(42.2") follow.ed by u.K. with $ 74.2 billion { 14.5"), 

Netherlands with $ 39.7 billion (7.8%), West Germany 

with $ 37.1 billion (7.4") and Japan with $ 37.1 billion 
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(7.3%) in 1980. The developed countries enbloc accounted 

for 97. 3" of the DFI abroad in 1980. Thus DF:I from d eve-

loping countries which)as we shall see>are important in 

their own right>still constitute only a miniscule propop

tion of the investment by firms from Des. However, one 

should not underestimate the qualitative significance of 

DFI by firms from the developing countries : the time di-

mension is too narrow to allow any final judgements. 

Table 1.4 presents the distribution of gAh§nt ~om" 

panie.§ with DFI. Here also USA beads the list with 21 .3 
' 

per cent of the parent companies followed by West Germany 

(14.") and U.K. (1:).6"). The develop•d. countries account 

for 96.5 per cent of the parent firms. However, the data 

in Table 1.4 are deficient in that they exclude firms 

based in the Indian sub-continent, Q,entral or s. America, 

Africa, the Middle East and the Comecon countries. If 

we take them into account)we see that 86.1 per cent of 

the parent firms come from the developed market economies~ 

7.8 per cent f~~ COMECON countries and 6.1 per cent are 

TWMNCs. 

As far as the distribution of the subsidiaries/joiat 

ventures is concerned there is even a greater degree of 

divergence as when compared to that of the distribution 

of parent companies. This is due to the fact that the 

to~ 5 percent of the MNCs - all DCMNCs - account for 80 
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per cent of the affiliates (i.e. subsidiaries/joint 

ventures). 

Countrywise, the u.s. dominance in the internationali

sation of firms has been declining since the early 60's 

on account of the growing importance of the DFI of West 

German and U.K. based firms in the 60's followed by a 

spate of DFI from other DMEs. TWMNCs have been in the 

international scene for a pt9tty long time thanks to DFZ 

by Argentine. based firms for the past sixty years. How-

ever,it vas only since the 70's that the academic and 

business community have taken note of the growing tmpor~ 

tance of TWMNCs. It was expected 9 tha~ the SO's would 

be the decade of the TWMNCs and its capital sta~ would 

rise faster than that of DCMNCs. However, because of 

debt crisis in most developing countries (especially Latin 

American countries who are also parents to many TWMNCs), 

Capital outflow to a large extent gets channelised through 

debt and interest repayments and not through the parent 

TWMNCc:,/'investing abroad. Also expenditure reducing poli

cies restrict the rate of gru~th of Latin American econo-
10 

mies to a barely 1 per cent in the SO's so that the 

growth of the market-a remarkable feature of the 60's and 

9. Wells (19S3).A~o, Dunning and.Stopford (19S3). 

10. World Dev. Report, 19~.Quoted in ET:July 7, 198S. 
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TABLm , .4 

Distribution of Parent Companies with Direct Foreign In
vestments by country, 1980' 

Name of Country Number of Parents Percentage to total 

United States 2,185 21.3 

Worst Oorwony 1 , t,r, J 14.0 

United Kingdom 1,398 13.6 

Switzerland 723 7.0 

France 596 5.8 

Japan 572 5.6 

Netherlands 571 5.6 

Canada 407 4.0 

Others 2,380 23.2 

Of Wbicbs 

Singapore 133 1.3 

Hong Kong 97 0.9 

Halaysia 74 0.7 

Taiwan 18 0.2 

Thailand 12 0.1 

Philippines 10 0.1 

Portugal 8 0.1 

Indonesia 8 0.1 

South Korea 6 0.1 

Tota1 10,275 100.0 

O:r Which: 

DEVELOPED COUN-
TRIES 9,911 96.5 

DEVELOPING 
COUNTRIES 364 ).5 

Sources Dunning and Stop:ford (1983). 



• • 13 • • 

TABLE = 1.5 

Stock o~ Direct investment ~rom abroad by Hajor Recipient country or area, 1960- 1980 

----M·---
Billions 0~ dollars and percentage 0~ that end 

J 
of: 

1960 1971 1978 1980 

Host Country $ bn ~6 $ bn % $ bn % $ bn ro 

DEVELOPED COUNTRIES 36.7 67.3 108.4 65.2 251.8 69.6 313.7 71.1 

United States 7.6 13.9 13.9 8.h h2.5 11 .8 68 .. 4 15.5 

Canada 12.9 23·7 27.9 16.8 43.2 11 • 9 45.5 10.3 
Western Europe 12.5 22.9 47.4 28.5 136.2 3q.7 166.0 37-7 

DEVELOPING COUNTRIES· 17.6 32.3 51.4 30.9 100.4 27 .• 8 117.4 26.6 
Latin America 8.5 15.6 29.6 17.8 52.5 14.5 62.3 14.9 
A~rica 3.0 5.5 8.9 5·3 11 .1 3.1 12 .z~ 2.8 
Asia 4.1 7·5 7.8 4.7 25.2 7·0 JO.J 6.9 
Southern Europe 0.5 0.9 1.7 1.0 3.4 0.9 4.1 0.9 
Niddle East 1.5 2.8 3·5 2.1 8.2 2.3 8.3 1.9 

OTl!ER UNALLOCATED 6.5 3·9 9.5 2.6 9.8 2.2 

Total 54.5 100.0 166.3 100.0· 361 .7 100.0 440.9 100.0 

Source' As f:or Table 1.2 
1 • Indicates data not available 



• • 1 ~- •• 

70' s.,..has but stopped. In this scenario, but :for Hong Kong 
.) 

S · 1l K ,.lNe T'n "''e 1.ngapore and probably S. oreo.n •·· s, nl'l•• s enbloc a-.... ~. 

not like\t·o have a smooth run. 

So :far, we were looking at empirical evidence on DFI 

:from the point o:f view o:f the parent country. Now.we 

shall look at it :from the host country point o:f view. 

Table 1.5 provides the stock o:f direct investment :from 

abroad by major .. recipient country or area J 1960_.80. 

Table 1 .6 on th~hand> provides the ratio o:f irrward DFI Lothe·r 

to a country to its outward DFI in 1960-80. We note 

that the Des have received about 68 per cent o:f DFI ~both 

:from Des and LDes) and the Loes have received around 29 

per cent o:f DFI (the remaining 3 per cent is unallocatedJ. 

About 50 per cent o:f the 29 per cent o:f DFI received by 

LDes bas been received by Latin America. (Table 1 .5 j. 

From Table 1.6 we note that while there has been a net 

outflow of DFI :from Des as a whole, there has been a net 

in:flow of DFI into LDes as a whole. On an average, the 

inward DFI into Des constituted 63 per cent of DFI :from 

the DCs in 1979-80 (which means at least 37 per cent o:f 

BFI :from DCs went to LDCs in 1979-80). However, as far 

as the developing countries are concerned, the inflow o:f 

11. Singapore is enjoying a BOP surplus with Us to a 
huge extent so that the Us is compelled to do away 
with Singapore's ~referential access to US markets 
(EV, July 7, 1988). 
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DFI into them was 16 times the outflow in 1979-8012 (Taking 

developing countries individually we see that for Singa

pore, t-1alaysia, Brazil, Colombia and s. Korea, the in-

flows of DFI into them were 100, 21, 11, 10 and 2 times 

respectively the outflow in 1979-80J According to s.Lall, 

India is an exception among the Loess "it is probably tbe 

only developing country from which direct investments 

overseas exceed investment by foreigners into it.ln the 

period 1969-80 the Government of India approved gross 

foreign investment amounting to a paltry Us $ 70 million 

into the country. By cemparison, Brazil bad a net inflow 

of such funds amounting to Us $ 22 billion in 1978 alonE!" • 13 

(It is to be noted that in September .1979, India had a 

significant direct equity stock exceeding US $ 90 million
14 ) 

To conclude this section, we note that while T~Cs 

~s a recent phenomenon, its importance has grow~· over 

time (a) in terms of the number of' parent firms, \.b) stock 

of DFI abroad-both in absolute as well as in relation to 

12. 

14. 

In Table 1.6 the figure is 1604 in 1979-80 which is 
derived as follows s Index = Inward DFI 

Outward DFI X 100 

R. Lall (19~4) 1?•4 quotin~ s. L'all p.302 in Bhagwati 
and Ruggie leds) s. Lall ~1984) also makes this 
observa~on in World Development No.s/6, 1~84. 

s. Lall (1982) World Development;Expert of Capital: 
the Indian experience. 
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"Tb~'-E. :... .,.. » 

An Index of the significance of Inward compared with Outward Foreign Direct Invest
ment flows, selected countries, 1960-1980 

Inward direct investment flows as a percentage of 
Outward direct investment :flowo, average between I 

-
Country 1960-62 1963-65 1966-68 1969-71 1972-74 1975-77 1978-80 

DEVELOPED COUNTRIES 59.4 58.4 58.4 51.5 5J.4 49.7 63.0 
United States 11 .5 7.8 12.5 15.1 29.9 27.7 48.8 
Canada 833.9 J06.6 491.6 294.5 114.7 27.6 46.9 
United Kingdom 73.6 64.5 66.0 63.0 51.0 47.4 59.7 
West Germany 147.7 246.6 214.6 8J.O 125.6 59.0 31.8 
France 67.6 107.6 87.6 234.1 121.1 107 .J 125.9 
Italy 157.8 254~3 188.4 276.1 279.6 148.6 184.4 
Netherlands 48.1 111 .1 80.5 105.8 85.0 42.9 33.5 
Belgium N.A N • .A. 891.0 807.8 J2J.8 387.9 370.4 
Sweden 66.4 .88.0 147 .J 54.4 21.9 8.6 18•2 
Japan J7.4 9J.8 JJ.1 J9.9 10.4 6.6 4.2 
.Austra~ia 1 '765. 7 2,121.0 1 '17tJ .2 8J4.2 449.0 454.6 551.6 

DEVELOPING COUNTRIES N.A. N • .A. N.A. 1,581.9 744.0 1,169.J 1,603.7 
Brazil N • .A. M.A. 8,050.0 8,275.5 1 '904.2 1,090.6 1,121.5 
Colombia N • .A. N·.A. 2,300.0 1 ,286 .1 1,460.1 450.2 1,055.8 
s.Korea N.A. N.A. 1 '100.0 1,037.6 125.9 1,137.0 189.8 
!-1alaysia N.A. N.A. 7,400.0 4,550.0 4,820.0 3,533·3 2,163.3 
Singapore N.A. N.A. 9,000.0 8,200.0 11,100.0 64,714~4 10,083.3 

Sources I UNCTC based on data provided by OECD :for 1960-77; and the IMF \~or 1978-80) j 
IMF B6~ Year bo~ supp~ements 1974 & 1981 :fo~developing countries 

·· · · · Our Source s Dunning & Stop~ord ( 1 98 3 }~·p • 1 5 • 
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DC~~Cs. Had there been no balance of p~ments problems 

with reperussions on the foreign exchange outflow, one 

would have expected a continuation of this trend in the 

SO's as well. It is obviously difficult to forecast with 

cartainty at this juncture. However, the South East 

Asian l<lNCs from Hong Kong and Singapore are likely to sarge 

ahead unencumbered as they are by foreign ~hange battle-
J ) 

110 •. ,, 0. 

C. THEORETICAL ISSUES RELATED TO DIRECT FOREIGN INVEST-

~NT FROM DEVELOPING COUNTRIES 

In this section, we propose to briefly sketch the 

theoretical high lights related to DFI from developing 

countries. 

The orthodox 2x2x2 Hecksber-Ohlin-Samuelson theory 

is incapable of explaining most aspects of the inter

national economic~nvolvement that lead to DFI. The model 

assumes perfect competition, free mobility of factors 

across the economic sectors of a country and complete 

immobility of factors of production across countries. 

In this model, trade in goods on the basis of relative 

:factor endowment di~ferences in the two countries oper-

ates as a substitute for movement. of factors of' produc-

tion. Hence, there is no role :for DFI which implies, 
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among other things, a movement of capital across the coun

try's borders. However, Mundell's reformulation of H_o_s 

theory allows DFI to occur. But here DFI (i.e. capital 

outflow) acts only as a substitute ~or trade in goods. 

And the ultimate equilibrium position of the international 

commodity and factor prices remain the same as compared 

to the orthodox H_o_s post-trade equilibrium situation. 

In a dynamic and historical situation however, one 

notes that DFI can act as either a substitute or a com

plement to trade. The real world negates the static and 

ahtsi:or;o assumptions of orthodox neoclassical economics. 

For external economies, barriers to trade, risk and un

certainty may exist; the mat~et for information and capt

tal may be imperfect; and firms may reap monopolistic 

advantages. Hence an alternative paradigm other than tbe 

one provided by neoclassical economics is neC9ssary. It 

should allow for market failure which necessitates a 

~irm to internalise transactions by global production. 

Also, the ownership specific advantages enjoyed by a 

particular firm over another - which may be firm or coun

try-specific -need to be stressed. These dependon size, 

diversification, monopoly power, technology, trade ma~, 

management, favoured accessibility of information and ig

puts, economics of joint scale production, ability to 

reduce costs~etc. Besides, there are locational advant-
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ages : advantages derived in choosing a production base 

in one PArticular haee ovor FmothAr. Th~ ~hni.~e depenrlA 

on the relative input (including trans~ort) costs, pro-

duetivityJ market, characteristics and government policies, 

'of alternative locations. This ec!lta.ctic the~ry which takes 

into account the ownership specific locational and inter-
> 

nalisation advantages in explaining DFI as a preferred 

choice over other forms of international involvement 

(e.g. exports and licensing) is referred to as the OLI 

(organisation, location and internalisation) paradigm 

15 and is attributable to Dunning. 

This approach takes into accoqnt all the variables 

that may be relevant in the strategy of the decision-

making l<lNCs. However in a particular concrete situation 

certain factors may be more important than others and 

one requires to find the relative importance of factors • .. 
In addition, reasons for the differences in the relative 

importance of these factors from situation to situation 

need to be found. It seems that a complex MNCs behavi-

our cannot be captured by a simple behavioural and the-

oretical model. For reality to be captured adequately, 

simplicity needs to b~ sacrificed. 

15. Sae Dunning (1979), (1981), (1986). 
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In the next section, we shall try to find out the 

broad firm and industry level characteristics of the 

TWMNCs based on the OLI paradigm. The country level cha

racteristics for South Korea, Hong Kong and Latin Ameri

can countries.'will be discussed in details in the second 

chapter. Also the firm/lndustry/country level characte

ristics for India will be discussed in the subsequent 

chapters. 

D. gUALIT.ATIVE ISSUES ON DIRECT FOREIGN INVESTME!-.'1' a 

.A CCMPARATIVE PERSPECTIVE 

In this section, we raise and seek answers to the 

following questions: 

1. What are the general characteristics of MNCs and DF.I? 

2. lfbich of these are possessed by TWMNCs and which are 

not? 

3. . Where do these TWI-1NCs compete with and where are th'y 

complementary to the activities of DCMNCs? 

4. Are the factors underlying DFI by firms from the two r 

sets of countries different? 

(1} The most important general characterisit~ of the 

l-1NCs is that they must possess certain advantages over 

local based firms for they have to incur certain addi

tional costs in establishing a subsidiary in a foreign 
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territory which the local fi:nns do not have to bear. '!be 

noad to comruun::Lcote between tho Hubeidiox•y and tho homo 

office, a lack of familiarity with the local environment 

including business practice and laws, probable discrimi-

natory 'policies of host governments in favour of local 
I , 

firms against MNcs etc. are the costs which local inves
J 

tors do not have to face, while MNCs have to.
16 

To meet 

these, the firms must have certain advantages in gene-

rating which the home country's market specific :factors 

play ~n important role. Thus while American firms had 
) 

ownership specific advantages in high income markets in 

products that saved on skilled labour> and European and 

Japanese firms in products that save on capital and raw 

m'ateriatlT a majority of TWMNCs seem to possess competi-

tive advantage in low-priced labour intensive, small 

18 as input although there are soma foreign activi~ias by 

TWY~Cs in fairly sophisticated and in advanced techno-

16. Wells (1983) Ch.2. 

17. Vernon (1966) QJE and {1979) Oxford Bulletin of E~ 
and Statistics. 

18. Wells (1983), Jo (19S1), White (1981), Lecraw (1977). 

19. S.Lall ( 1982) and$,Lall ( 1984). 
DISS 

338.88854 

M6972 Mu r 
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Thus, while the nature of advantages reaped by 

~rnes from these sets of countries are different, 

what tbey bave in common is tbat, their home-market. 

specific characteristics have provided them different. 

tyl_.)etj o:f ovnerelltp advant&~Eut wuicb thtty couJ.d rtt~ 1J 

through investing abroad. 

(2) Now we shall cODLpare and contrast DCMNc:s and 

TWMNCs - in terms of technological adaptations to 

correspond to the needs of tm home market, and 

related factors. 

The TWMNCs are quite different, in. this respect, 

from the ncMNCs. Some of the differences lead to 

hopes that such investors can make a special kind of 

contribution to the development of poor countries. 

The technologies that they transfer and the products 

that they ~ake are generated ~om the ~nditions of 

the home countries and thus migbt be especially well 

suited to the needs of the other developing countries. 

Thus, some of these firms offer "appropriate tecrbnology" 

20 and uappropriate products" • O~ten the technology-

especially in skill and capital intensive activities-

are scaled down, disseminated and adapted to the 

developing country's technological and market requirement. 

~ . ; i 

20. L.T.Wells (1983)( p.). See also Francis Stewart ) 
· Technology and underdevelopment 
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The host country market is generally small but the 

DCMNCs are generally unable to scale it down 

because their large home market does not provide them 

any incentive to learn the adaptations necessary to 

do so for the host market. As a result;they were 

faced to operate at only 26 percent, of their capa~ity 

compared to 48 percent of the TUMNCs. 21 There are 

similar examples for other host developing countries 

also. Secondly, most developing countries are 

labour-surplus but capital and foreign exchange 

constrained. Hence technological adaptations and 

product and process innova~ions that involve less 

automation-thereby using more labour and save on 

scarce capital-are desirable. 

"Thus India's small scale sugar mills for example, 

employ about three times the workers and a half or a 

tai~~ tae capital for the same volume as a mill from 
. 22 

an advanced country." Moreover, as Wells (1983) 

·pointed out, scarce capital is not expended in 

F r 

21. L.T. Wells (1983) p.22. ~iting Lecraw•s work dn 
Thailandl ynpublished dissertation~Harvard 
Business School. 

22. L.T.Wells (1983) p.22. 
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building gorgeous o~fices and factories which oc~rncs 

are pt"One to do as they feel that buildings give a 

boost to their "image". 

Moreover "the salaries paid to managers and 

technicians of the foreign .subsidiaries of firms 

f'Dom developing countries appe ro:- strikingly low 

compared to those paid by a multinational firm. from 

. 23 
an indus trial ised country~. To the e.~etent that these 

earnings are repatriated, it seems that the "drain on 

wealth" by T'WMNCs is much less as compared to DCI-1NCs • 

Also, nhile TWMNCs in general prefer joint ventures 

(JVe)and technology licensing, DCMNCs prefer wholly 

owned-subsidiaries (wos). The latter can reap organ-

isational an~ internalisational adv.·antages .to a 

greater extent through Wholly Owned Subsidiaries(WOS). 

Many of them invest in R&D, advertising and marketing-

intensive non-standardised products wb~re they have 

their own brand names ar:d patent rights. They fear 

the loss of quality, control, technology, info~tional 

ad"Wantage and above all, monopoly profits if they are 

to form JVs with LDC partner~. On the other band, 

MNCs with standardised technology, undifferentiated 

23. L.T.Wells (198)} p.33. 
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products and without a well·established distribution 

ne~ork;prefer a local partner,and their bargaining 

position over ownership and control also is not all 

that strong. Most, TmiNCs belong to this category 

and vitb:out ,>any brand name or patents do not, have 

any~~ing to l~se by forming joint ventura~ with a 

host firm. Wells bas obser'9'.1ed that although JVs 

repatriate profits in the f'orm of dividends, royal-

ties, etc.,the amount- repatriated by a joint venture 

is much less as compared to a WOS. Another way by 

wbieb T\-JMNCs save on scarce foreign exchange of' host 

governments is a greater extent of use of' local 

resources. The vertically integrated global produc-

tioo structuretf'acilitates taking advaatage of transfertof' DCMN~ 

pricdng as well as h&"wing a standardised input norm, 

{for uniformity in qual~ty:) reflecting the norDll in the 

DCs and t l:us alien to the raw material base and marke_t 

24 conditions of the boat developing eountries. 

From the above discussion, we can conclude that 

unlike DCMNCIJ., a majority of' TWMNCs' ownership specif'ia:

advantages 1 ie in having small f'irms, (see table _\•'1) 

~lexible production with a s~aller 

24. Wg1Js, Op.~t. p. 40-41. 
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TAJ?LE- 1·1 

Distribution of deve~oping countries' subsidiaries abroad · by ~eve1 of 
emp1oyment (%) 

Sma~1 Sized 

Deve1oping Countries' 
Subsidiaries emp1oying: 

.Percentage 

upto 100 

43 

Source& M. Svet1ioi~.( 1986) in Khan ( ed). 

100-200 

10 

Medium Sized 

200-500 500-1000 

20 11 

Large Sized 

Over 1000 

16 
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run of a greater variety of production more optiu<al 
) 

capacity utilisation, product~ and process innovation 

subject~· host country requirements like less automa

tioniuse of lo~al ra~ materials. They produce more or LaDd 

less standardised goods in perfectly competitive 

markets and rely less on product. differentiation and 

brand name promotion. They are, therefore, more 

inclined to fOrm JVs and are amenable to the host 

country's aspiration of promoting a self-reliant, 

industrial strategy thnn DCI>lNCs. 

It ua y seem · 
) . - from the previous discussion 

of the ideal-typical OLI eharacteristics of TIDlNNCs 

and DC:t-1NCs
1 

that theiir :ff11.eJ.ds of operations '\ill be 

different and they do not compete against each other. 

We note that this is not actually the case. Some of 

them like San ~1iguel of Philippines and Inca (}ala 

of Peru have developed international brand names. 

According to Wells, "to picture (developing country) 

firms in these countri~s as being solely copiers of 
~ 

technology from else\\·here would be quite incorrect. 

-4····· These produ~ts are occasionally effec·tive 

competitors against the global products of the 
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advanced country multinational, even outside the 

Third World f'i.rms' home marl{.et .n 25 

However, the most severe competition be~een 

DCNNCs arrl TWMNCs occurs only at the "tail of' the 

product cycle". Wells has this to sayJ "Often -with 

lower costs md with preferential treatment from 

local government in many cases, local firms become 

serious competitors for the traditional multinationals 

in the richer developing countries". They h~e now 

ventured abroad and are "providing competition for the 

traditional multinationnls muctl like that posed by the 

Europeans to the Americans especially in the 1 ate-

1950's, md by the Japanese to both the Europeans 

and the Americans, from say the mid-1960 1 s". 
26 

Howe·ver, according to S.Lall, competition is not 

confined to the tail end of' the product cycle. Thus 

Indian m d Brazilian l'.NCs have poa-ed competition in 

skill and capital-intensive middle range of' the . . 

tectlnological spectrum •2 7 Holl·ever, -while qu£~l.i. tatively 

' i 

25, Walls (1986) in Khan (ed)p.199 

26. Wells. ibid. p.201. 

27. S.Lall (1982) 
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iwportant , their>'llllgnitude is still not ell that 

significant in quantitative terms. 

We also note that, often OChNCs and TID.NCs have 

played a com tllementary role to each other:. they have 

' not only c-arved out DBarket segments for themselves 

(this \\ill be discus sed in the chapter VJ: in details) 

but have also collaborated to establish a joint venture 

in a third country. Apart from the f c:c t that the 
• 

1re~nce of a Third World partner might, soften the 

political reaction to ; DFI f'rom the North, the 

Tl'ihNCs were better equipped -with cheap managerial 

and technical personnel and knowledge of running a 

unit in the third \\orld co-nditions. On the other 

hand, the DC partner provided access to ~keting 

channels, capital and technology which were in its 

control. However, these joint ventures have proved 

28 
to be "not very stable" • Cbnflicts have arisen over 

allocation of production, transfer pricing, quality 

standards and choice of inpu~. However, certain other 

lesser form of' ¢0llaboration, according to Wells, were 

29 
likely to generate fe\\er conflicts between partners. 

And foundation for collaboration is likely to be strong 

. ' 

28. Wells (1986) Op.Cit. p.20J 

29 .Ibid p.204 
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where it is based on "complementary skills" 30 and where 

the co-operative game played by the two parties provide 

a stable equilibrium at a higher level of' profits f'or ., 

both parties. 

(4) By now it is apparent that the factors underlying 

DFI are not similar. The permissive f'acter is provided 

by whether or not there is a BOP con~traint having impl1-

cations on the permissible amount of' outflow of' foreign 

exchange. · With regaro to this factor.,. the DCMNCs have 

a greater advantage than TWMNCs - especially* those f'rom 

West Germany and Japan. 

The causal factors are derived from the home market 

characteristics of' the parent f'irms. Thus the Det-1NCs in

vest in sophisticated capital-intensive industries with 

a higb R &. D and advertisi~ intensity. For TWMNCs it is 

the other way round. Thus, as f'ar as R &. D is concerned,. 

11 about 58 percent of' the subsidiaries of' the f'irms from 

the developing countries arG in industries characterised 

by low R &. D expenditures (calculated in the United 

States as less than 1 per cent of' sales). Such indus

tries account f'or only 30 per cent of' subsidiaries of' 

30. Ibid. P. 209 
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American multinationals and abou.t.·l 36 per cent of subsi

diaries from other industrialised countries, The .figures 

are almost exactly the reverse for high R & D industries 

(2.5 per cent or more of sales spent on R & D), Only 26 

per cent of subsidiaries of Third World ~iultinationals 

are in high R & D industries, whereas almost 55 per cent 

of the subsidiaries of Auierican multinationals and 52 

per cent of the subsidiaries of the multinationals from 
. 31 

other industrialised countries are in such industry", 

As regards advert ising intensity, "multinationals 

from developing countries have 89 per cent of their sub

sidiaries in industries characterised in the U,s. by 

advertising expenditures of under 1 per cent of sales, 

American based multinationals have only 74 per cent of 

the~w- subsidiaries in such industries, The contrast is 

sharper at the upper end ~ 2 per cent or more spent on 

advertising). The Third World Hultinationals have 2.7 

per cent of their subs~diaries,American ~ultinationals 

have more than four times the proportion". 32 The figures 

however
1 

show that the contrast between Del-iNCs and TWl\1NCe

atleast at the lower end- is much less as compared to 

what the available literature on TWlrnCs seems to suggest. 

31 • Ibid , p, 1 98 , 

3 2 • Ibid , p, 1 98 • 
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Horeover DCI>'INCs have a vertically integrated produc-

tion structure i.e. they represent the integration across 

countries of successive stages of the production chain 

and they maximise global profits. So any particular 

subsidiary/ joint venture in which DCMNCs invest. ls of 

'marginal' significance to their profit calculus. This 
\~ 

is the antithesis of TWMNCs for which a unit a separate 
' 

one independent from the rest. This is s~ as their in-

ve-stments are of the horizontal type* They set up addi-

tional units abroad to produce similar labour intensive 

items to those already produced at home. Hence we con-

elude that because of the underlying nature of the in

vestment based on DCHNCsmotivavion.of maximising global 

profits, they have much to gain by inte~afising their 

transactions unlike TW}mCs often at the cost of the host 

developing countries. 

The 'push' factor namely to proteet the export mar-
. I . I 

kat ~ · . · when the fi:nus• exports ar~ threatened {for what-

ever reasons) have also motivated' both D~mcs and TWMNCs 

to invest abroad. This factor will be discussed in de-

tails in the context of the TWMNCs in the next chapter. 

Moreover, the •ethnic' ties (•pull' factor) for 

TWl-iNCs especially for Indians and Chinese (:rrom Hong Kong 

and Taiwan) have been an important factor for investing 
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abroad. Similarly, the need to d iversif'y risks arising 
~o,l,ol'$ \;\f.~ 

:from political and economi~J.:instability at home ( and .L:ractors lile 

also host country) by putting eggs in more than one-bas-

ket were the added factor that motivated TWMNCs to ven-

ture overseas. These two factors were not important for 

DCMNCs. That the political risk factor was not important 

seems to suggest that DCMNCs can exe~t greater power and 

pressure over their home and host country governments than 

TWMNCs .J so that the former do not find the l!is'\( factor as 

an important motivation for investing abroac1·.33 

To concltde, the TWNNCs are emerging as an important 

force in the international econom~ al~hough~at present~ 

their role is. not too significant. They often compete · · 

with (as substitutes :ro%;) DCMNCs. O:rten they are comple

mentary as well. They also collaborate with DCMNCs. Thei.11 

characteristics are such that they can in principl~ render 
. ) 

greater benefits to the TW host countries. Costs asso

ciated with TWI>iNCs will be discussed in the chapter en S..u\"--

South co-operation. Their OLI advantages and thetr under

lying characteristics of investment are, in general, 

different :from those possessed by DCMNCs. However, we 

may agree with Chen that although the complex factors pre. 

sent'.-in DCMNCs and T'Wl-1NCs will not allow us to lump them 

33. Lecraw's study~ j of 200 MNCs hosted in Thailand -
180 DCMNCs and 20 TWMNCs in his u9publ~shed doctoral 
dissertation, HBS~cited in Wells \1983). 
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into a homogenous category and thereby does necessit~te 

a reconsideration o£ the existing theories o£ DFI when 

applied to T~rncs, •we may not need a completely new . 

theory';. But we "do need a general theory synthesising 

34 
the existing theories "• 

-----------------------~ 

34. Chen (1981) in Kumar and Mcleod (ads) p.97. 
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CHAPTER - II 

MNCs FROM DEVELOPING COUNTRIES s 

COUNTRY-WISE CASE STUDIES 

A. INTRODUCTION 

As in the last chapter, by multinational firms we 

mean firms operating in more than one country. This de

finition is much less restrictive than the definition 

provided by the Haryard Business School where a 1rans

national Corporation is one which operates in at least 

six countries. Infact if we apply this definition to the 

TWMNCs, there will be very few corporations/firms which 

conform to such a ~efinition. 

The rise of the ~~Cs is a recent phenomenon and 

their countries of origin are as yet confined to the more 

developed and the industrialised among the developing 

countries. ~t is to be noted that there are hardly any 

multinationals from Africa. In terms of origin and lo

catiop of Tlfl.1NCs, the South seems to be subdivided into 

h~o distinct geographical regions - Latin America and 

Asia (especially South East Asia) and there is hardly any 

evidence of a Latin American firm investing in an Asian 

country and vice- versa (with a few exceptions). The geo

graphical distance, difficulties in transport and communi

cations, (India,for e.g.) does not have a:direct shipping 

line with a Latin American country), ethnic, linguistic 
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and cultural differences account for this. Thus, while 

discussing the phenomenon of TIDiNCs, we can treat them 

as. two separate entities. Their only space for conver

gence seems to be Africa where :HNcs :from both continents/ 

regions have ex'ported their capital and technology. 

In this chapter we propose to undertake country

case studies o:r South Korea and Hong Kong. We shall also 

examine/consider the nature o:r intra Latin American DFI 

by :firms :from the Latin American countries. It was not 

possible to undertake country-case studies :for particu

lar Latin American countries as enough material was not 

available. Noreover, ..... e must point. out at .the out-set 

that this chapter is not an ambitious one a its sole 

objective is to serve as an introduction to the detailed 

discussion on Indian joint ventures which we shall ini

tiate in the next chapter. 

The data problem relating to the study of the invest-

·ments made by TWMNCs see!DS to be an unsurmountable one. 

{i) there are problems of conflicting data from diffe

rent sources. For examplej estimates o:f DFI by firms ~om 

Latin American countries differ from author to author. 
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E. White,
1 

S.Lall2 and J.H.Dun.ning3have pnovided 

different estimates. Lall hirnsel£ pointed out 

that his ev:id:ence are 'anectodota111 a-.ndl Dunning mentioned 

that his estimates were his 'best guess'. There is no 

uniformity in the methodology of the <P llect ion of data. 

(ii) Many governments of the parent countries do not 

employ an adequate statistical personnel to collect,. and 

compile data. Data for HongKong' ::: DFI is not obtained 

£rom HongKong: one has to piece together, wh~teve~ 

information one can, from the respective host co~ntry 

governments where HongKong firms have invested. Latin 

American governments have not shown much interest tow~ds 

c-ollect ion of data. Even for India, as S .Morris pointed 

out, there are no of£icinlly compiled data £or the 250-

odd subsidiaries of Indian firms abroad. Even the 

official data on IJVs. AbrUiad suffer; from certain 

1 iru it at ions • 

(iii) In order to escape government restrictions of 

exchange control, many parent firms ~o not report the 

outflow of capital to their parent governments. Often 

1. \'lbite,E(1981) in Kumar and NcLead(eols) 

2. Lall(1982) 

3· Dunning(1986) 
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subsidiaries of parent firms establish further 

subsidiaries without the p:~rent government's approval 

or knowledge. 

(iv) Often where certain sectors are excluded from 

:foreign investment by a host country golvernmemt or for 

the purpose o:f circumventing parent country·restrictions 

regarding the outflow of' capital, the parent :firm taking 

into advantage the ethnic ties in the host country est~. 

blish firms with a domestic rather than :f'oreign status. 

(v) As far as DFifrom.HongKong is concerned, it 

includes investment by Hong~ong based firms(with 

averse as capital) which are pract ical:ly British • 

Thus the figure over estimates 9F~y ethnically 
., 

Chinese firms·. However, most, of the DFI in manu-

facturing is uade by ethnically Chinese firms and not 

by individuals or foreign olOned subsidiaries in Hong 

Kong·. 

These limitations should be kept in mind for the 

discussion and analysis that follows • 

. A· . HON;qt<:ONG 

HongKong, a tiny city sta<te,Lon~ of the highest per f:1'\.\ 

capita incomes among the non-oil exporting developing 

countries;accounts for the largest amount of' DFI from 
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·the deve~oping CQuntries. Du.nning ~stimates the total. 
I 

. .. '"" stock of DFI by Hong Kong- based firijie -in the range ~f 

u.s. $2,500 - 13,000 mi~~ion for the year 1982. 
1 

A1. Geographical. orientation o_f_Ho_ng_Ko~~ firms• 

,Hong Xeng firms started to invest overseas in the 

manufacturing sector noticeab~y in the ear1y 60's but a 

rapid growth in the DFI has occurred onl.y sinoe the 

mid 70's.
2 

Most of the DFI in the l.ate 70 1 s was 

concentrated in Indonesia, Mal.aysia, Singapore and Taiwan. 3 

Many Hong Kong firms have ~so establ.ished subsidiaries 

in other Asian countries· such as the Phil.l.ippin~s, 

Sri LaXJka and ThaiJ.a.nd and in African countries, such as 

Nigeria, Ghana and Mauritius~· China,· since its pursuing 

a •new' economic pol.icy has al.so become an important host 
~ 

to HOD« Kong MNCs in the ~te 70's. 

1. Dwm.ina in Xhan (Ed.) ( 1986) p.23. 

2. B.x.y. Chen (1981) Heng Kong Mul.tinationais in Asia; 
Characteristics aDd Objectives in Kumar and McLeed 
(eds.)a Mul.tinationa1s from Devel.eping Countries. p.8Q. 

3 • S • Cldshti p .1 00 Tabl.e 5 • 3 in Trade Expansion among 
countries of the South in Khan (ed.) In Indonesia, 
upt• 1976, as high as 22 percent of investment 
accrued was contributed by TWMNCs. 

4. Chen (1981) Ibid and L.T. Wel.l.s {1983). 



•• 40 •• 

During the period 1967-76, Hong Kong's total 

investment in Indonesia amounted to u.s.$210 millien 

which represented 11.7 percent of a11 DFI in Indonesia, 

and was second on1y to Japan5 a As far as the host 

Malaysia was concerned Hong Kong ranked fourth after 

Japan, Singapore and U.K. in the amount of tota~ DFI in 

• . 6 
Ma~ysia at the end of 1977• In ~iwan for the ~eri~d 

1952-78, Hong Kong's DFI amounted to u.s.S223 mi~~ion, 

representing 11.6 percent ef tota~ DFI in Taiwan during 

that period. Hong Kong raru~ed third after u.s. and 

Japan in the amount of foreign investment, in Taiwan7 • 

Singapore in 1973 accounted for u.s. 115~~ mi~lion of 

H K • t8 ong ong 1nvestmen • 

A2· Industria~ Distribution gf Hong Xopg firms• Dfi 

It is unfortunate that because of data ~imitations, we 

do not know the proportion of Hong Kong firms' investment 

in the manufacturing and the non-manufacturing sector •. ~eo, 

we do not know the amount of the percentage 

of investment in a particular industry. 

5· Chen (1981) p.SO 
6. £hen (1981) in Kumar & Mc~oed (eds.) p.82 

7• Ibid PP•84-85 

8. See Yeshikara (1976) Tab~e 7•3· Foreign investment . 
and Domestic Response• Singapore: Eaetern·Univereitiesl 
Press, Cited by Chen p.87. 
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within the manufacturing sector as far as Hong Kong MNCs 

are concerned. However,it is possible to compare the re

lative importance of different industries in Hong Kongl~s 

DFI for some particular host countries. (Table 2.1 for 

Indonesia, Table 2.3 for Malaysia> Table 2.5 for Taiwan 

and Table 2.8.for Singapore). 

One can discern a sectoral change within the manu-

facturing sector over time in Hong Kong's DFI. In the 

60's Hong Kong's direct investment was concentrated pri

marily .in textiles. Later, in the 70' sJ it diver4U.:tied...,1nto 

chemicals, electrical products and electronics. As of 

December 1976, textiles constituted 5r.3 per cent of 

Hong Kong's DFI in the manufacturing. sector of Indonesia 

(Table 2.1). The figure was 57.9% for Malaysia on Decem

ber 31, 1977 (Table 2.3) and 61 per cent for Singap~re in 

1973 (Table 2,8). Chemicals accounted for 14.6 per cent 

of Hong Kong DFI in Indonesia (Table 2.1), 8.3 percent in 

Malaysia (Table 2.3) 52.9 per cent in Taiwan 9 (Table 2.6) 

and 7.2 per cent in Singapore (Table 2.8). Besides, ele

ctrical products and electronics constituted 8.3 per cent 

in Malaysia, 28.8 per cent in Taiwan and 7•5 per cent in 

Singapore. Other sectoDs - manufacturing-in which Hong

Kong firms also invested - although to a lesse'r extent -

9. For the period Jan '74 to July '79. 
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T4BLE- 2.1. 

Hong Kong investment in the ~-1anu£e.cturing Sector of 
Indonesia ae of December 1976 

Industry Percentage of total. 

Food. 7.1 

Te.xtil.es 55·3 
·paper 1.3 
Chemical.s 14.6 
Mineral.s and. mete.l.s 6.5 
Basic metal. a 4-4 

Metal. produots 9.2 

Others 1. 6 

Source a Bank of Indonesia Cited in Chen, P• 81. 

Hong Kong firms• initial. investment in approved projects 
in Indonesia as of June, 1980 

Sector Amount As percentage of 
{u.s. 8 mil.l.ion) total. DFI in Indonesia 

Agricul.ture 6.3 34.1 
Forestry 7·7 12.1 
Fishery 1 .1 8.7 
l•li.n.in& 0.1 
Manufacturing 26.5 7.6 
Construction 7.8 30.5 
Trade/Hotel. 12.8 51.2 
Transportation 
Services 2.2 25.0 

Total. 64.4 10.6 

Source: Capital. investment co-ordination Board, Govern
ment of Indonesia. Cited in Worl.d Devel.&pment 
( 1984) Pe483e 
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Hong Kong ~nveetment in ~aysia by Industry, December 
31, 1977 

Industry Fercentage of tota1 

Food manufacturing 

Texti1es and texti1e products 

Wood and wood products 

Chemica1s and chemica1 products 

9.1 

E1ectrica1 products and e1eotronics8.3 

Others 10.1 _____ ..., __ 
100.0 

Source: Ma1aysia Commission, Hong Kong. 
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T,ABLE - 2.4 

Hong Kong's DFI in Malaysia (as on 31.12.1979) 

Sector Amount As percentage of tota~ 
(M $ •ooo) DFI in Ma.~aysia 

Food 20,038 5.2 

Beverages & Toba-
ceo 16,605 9·7 

Texti~es 141,964 32e7 

Wood 17,381 14.8 

Paper and 
Printing 1,046 3.6 

Chemical.s 26,722 11.1 

Petrol.eum & 
Co a~ 24,400 22.8 

Rubber 8,083 8.0 

Pl.a.stics 2,465 6.5 

Non-Meta~~io 
mi.nera.ls 2,647 1.0 

Basic metal.s 3,668 4.0 

Fabricated Meta~ 8,508 10.3 

Machinery 54 0.1 

E1ectric & 
El.ectronics 22,640 10.6 

Transport 
equipment 1 '126 o.e 

Scientific and 
measuring equip-

ment 3' 106 8.5 

Rote~, Tourism 5,798 11.0 

Tota~ 281,898 10.9 

I 

Source: Office of the Commissioner for Ma~ysi.a, Hong-
Kong. Cited in Worl.d Deve~opment (1984) No.5/6 · 



•• 45 •• 

T4BLE - 2.5 

Hong Kong Investment in Taiwan, 1964-78 

Year 

1964 

1965 

1966 

19~7 

1968 

1969 

1970 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

'-a 
Cases 

16 

19 

29 

86 

153 

48 

51 

44 

77 
130 

45 

21 

25 
2tL. 

22 

·o 
Amount 

(US 8 Mi~~ion) 

2.8 

2.7 

4.6 

12.0 

17.6 

6.8 

8.6 

21.3 

12.5 

38.0 

21.7 

29.5 

17·3 

11.3 

~6-5 

As a percentage of Toreign 
Investment in Taiwan 

14.1 

6.5 

15.7 

21.1 

19.6 

6.2 

6.0 

13.1 

9,9 

12.1 

11.5 

25.0 

12.2 

6.9 

7·8 

Source: Industria~ Deve~opment and Investment Center, 
Taiwan.· 

a: Indicates the number o£ new projects. 

b; Indicates the tota~ amount inc~uding new projects and 
the expansion of existing projects. 

(Cited in Chen (1981) P• 84). 
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. TABLE 2.6 

Hong Kong Investment in Taiwan, by Industries, Jan 1974 
to Jul.;y 1979 

Industries 

El.ectronice and 
e~ectrica~ ap~J.iancee 

Chemica~ a 

Garments and footwear 

TextiJ.es 

Machinery, equipment 
& Investment 

Met~ 

Others 

Total. 

Cases 

15 

8 

2 

0 

2 

2 

5 

34 

As a percentage of Hong
Kong's Tota~ Manufacturing 
Investment in Taiwan 

28.8 

52.9 

4·7 

2.6 

2.9 

2.6 

5·5 

100.0 

Source s Same as TabJ.e 2.5, p.85. 
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were food, paper, metal products, machinery, garments, 

footwear etc. 

Tables 2.2, 2.4 and 2.7 show the amount of Hong Kong 

investments in Indonesia, Malaysia and Taiwan respectively 

and the percentages of total DFI in the different sectors 

in these countries. Hong Kong's share in total DFI in 

Indonesia, Malaysia and Taiwan were 10.6 per cent (June 

1980), 10.9 per cent (Dee. 1979) and 8.9 per cent (Dee. 

1979)respeetively. Of the total DFI in trade/hotel in 

Indonesia by MNCs-DCMNCs & TWMNCs -Hong Kong's ~hare was 
. j 

51 per cent. Similarly, Ho.ng Kong's ahare in textiles in 

Malaysia was 32.7 per cent (Table 2.4) .and Hong Kong's 

share in pulp~paper in Taiwan was 56 per cent {Table 2,7) 

Thus in certain sectors, Hong Kong's share in DFI by the 

~mcs from all countries was quite considerable. 

A.J Motivations for Ipvestment·l 

Hong Kong is a tiny state and a British proteeto-

rate. It is over populated and with a rapid economic 

development is facing on increasing land and labour costs 

with a negative impact in its export competitiveness. Lt 

is an ope·n economy and both exports and imports exceed 

G~. This is because of its importance as a prime centre 

for entrepSt trade, A small city state with a poor natu-
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T4BLE - 2.7 

Hong Kong •·a DFI in Te.i wan (Dec. 1979) 

Sector Amount As percentage of total. 
(us s •ooo) DFI in Taiwan 

Agrioul. ture & 
Forestry 353 11.9 
Fishery & hueban-

dry ~- 2,895 25.3 
Itini.ng 49 8.5 
Food & beverages 3,918 5·3 
Te.xti~ee 28,327 28.9 
Garment & foot-

wear 17,585 43.9 
Luper 3,862 

I 
15.9 

Pul.p paper 9,157 56.3 
Leather 6,912 66.4 

--Pl.astio & Rubber 18,031 21.1 
Chemical. a 21 ,546 6.1 
Non-metal.1io 

minera1s 8,809 2.6 
Basic and other 

meta1e 9,238 4.2 
Machinery & 

Equipment 
E1eotroni.oe & 

el.eotrical.e 15,787 1. 7 
Conetruotion 53,065 51·5 
Trade 2,904 36.4 
Banking & 

Insurance 6,810 6.3 
Transportation 25,494 64.3 
Services 17,289 4·7 
Others 15,627 21.3 

Total. 

Source ' Industria~ Devel.opment and Investment Centre, 
Taiwan. 

(Cited in Worl.d Devel.opment. ~a,r/~une 1984) 
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TABLE - 2.8 

Hong Kong Investment in Singapore by Industry, 
1966 and 1973 

Industry 

Food and Beverages 

Te:z:til.ee and garmets 

Chemioal.s 

El.eotrioal. products and 
el.ectronios 

Others 

source: Caan (1981) p.87. 

As a pe~centage of Hong
Kong's Tota1 investment in 
Singapore Industry 

1966 1973 

27.8 9.1 

38.8 61.0 

25.6 7·2 

5·5 7·5 

2.3 15.2 

100.0 100.0 
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ral resource base but with cheap managerial talent and 

skilled labour power, it has emerged as the most impor-

tant foreign Jnv~stor' from the LDCs. The political 

uncertainty on account of the status of Hong Kong after 

it ceases to be a British territory in 1997 and incor

porated into main land China, has provided an added pusb 

to its investors to venture abroad. 

With this macroeconomic background, we can analyse 

as to why Hong Kong firms invest abroad in the manufactu

ring sector. The motives are both defensive-to protect 

its share in the export market
1

and aggressive-to expand 

into new markets and new manufacturing sectors. 

As far as defensive motives are concerned, we can 

distinguish between two cases: (a) need to protect the 

host country's market in which the Hong Kong based firm 

is located. These are import-substituting ventures as 

far as the host country is concerned and (b) need to pro

tect the third country market from international and 

domestic competition. These are meant to facilitate ex

ports to DCs by relocating production bases in LD6s to 

take advantage of eaeap labour, land~etc. 

For Hong Kong,. the defensive motive was related to 

(b) and not (a). While Hong Kong's exports of manuf'actu-
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red goods was primarily to the DCs, its DFI in manu~actu-

ring mostly in third world countries. The rising labour 

and land costs which were rendering exports internationa-

lly uncompetitive provided the push to Hong Kong ~irma to 

locate their subsidiaries in the poorer countries like 
. 10 

Malaysia, Indonesia, Sri Lanka and Mouritius. Reap-

ing 'cost advantages' ~or the purpqse o~ rendering exports 

internationally eompetitive were the most important moti-

......, H K . 11 vav4on for ong ong f1rms to venture overseas. The 

cost-saving effect was deriv.ed from combining the relati-

vely cheap management skill of the parent ~irm with the 

relatively cheap labour and land costs in the host coun-

tries. Another associated motiva~on was that Hong Kong 

~irma could repaint and export the second hand machinery 

rendered obsolete and non viable due to increasing labour 

12 
costs. This motive was especially true ~or textiles. 

In order to reduce costs of production at home, Hong Kong 

firms have also developed a vertically integrated produc-

tion structure as far as host China is concerned where 

Hong Kong firms have engaged in subcontr~cting its labour 

10. L.T. Wells (1983), Chen (1981). 

11. Thus Hong Kong firms have established subsidiaries 
in Taiwan whenever the export oriented industries in 
Hong Kong are being challenged by the exports of 
Taiwan and s. Korea. 

12. L.T. Wells (1983). 
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intensive production processes. 

The second motivation was to evade quota restric-

tions imposed by Des on Hong Kong's exports by locating 

some o£ their production in countries not yet under sucb 

restrictions. This fador initially gave the push to 

Hong Kong textiles and garment firms to locate their pro

duction bases in Singapore. in the 1960's. 13 While the 

export quota parse did not provide the motivation, the 

increasing degree of categorisation of the annual quota 

did. (For e.g. in 1964, the original £our-category U.K. 

quota was split into thirty four). Unable to adjust the~ 

production £or exports, within a shor.t timet Hong Kong 

firms relocated their production bases where either ,the 

quota had not yet been imposed or were less harsh. Sing-

apore "still enjoyed the benefit of common.wealth pre-

£erence" and "had better shipping and financial facili-

ties". Hence it provided the initial choice. Later with 

increasing land and labour costs in Singapore also, Hong-

Kong firms relocated its base in the 70's in M~laysia, 
"f 

Indonesia, Sri Lanka and Mo.uritius. T::.-, Mnuritius was 

a favourable base ~s it received a preferential treatment 

in the EEC market. 

13. Chen. p.87. 
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(3) The third motivaVion arises out of 'environmental 

considerations•
14 

which prevented Hong Kong firms toes-

tablish production bases in chemicals in the 70's. 

Taiwan was the most preferred locational base as its go~e~-

nment encouraged DFI in this sector. 

(4) Hong Kong firms invest abroad in raw materials add 

consumption necessities(food, metals, minerals and lumber 

industries) in Taiwan, Indonesia and Malaysia to serve 

its domestic market. 

(s) Ethnic ties?raw materials or consumption neces

sities have also motivated Hong Kong firms to invest abro-

ad. There is a large overseas ethn~e Chinese community 

in all the South East Asian countries,where Hong Kong 

firms have invested significantly. That this ethnic fac-

tor is important is suggested by the fact that whi~ both 

Korea and Taiwan enjoy lowerland and labour costs and 

greater government assistance than Hong Kong firms and 

purely economic motivations for Hong Kong firms to in-

vest in these two countries are likely to be similar, 

Hong Kong invesVment in Korea has not been important. 
,, 

This fact suggests that in making DFI; cultural and ethnic 

ties, familiarity with local conditions and langu~es, •• 

can be as important as pure economic considerations 11 •
15 

14. Chen. p.87. 

15. Chen. p.86. 
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(6} Political factors have also been significant in 

motivating Hong Kang firms to invest abroad. This has 

been iiiGthelnattilrenof diversification of risks. Also, 

political stability of the host country is one of the most 

important reasons for choosing a particular location over 

another. Thus "the rapid increase in Hong Kong invest

ment during 1966-88 is mainly due to political factors. 

The riots in Hong Kong in 1966 and 1967 led to an exodus 

of capital from Hong Kong to Singapore. Taiwan was not 

preferred because the political futures of both Hong Kong 

. 16 
and Taiwan were considered to be closely related"• 

Again although China was emerging as an important host co 

:foreign l>iNCs, Hong Kong MNCs had res~rvations regarding 

political stability in China :fearing a reversal of China's 

"new" economic policy. (in the late '701 s).17 

,A.4. Oynership Character and size of Hong Kong 

lwlNCs in the Maau.facturipg Sector 

Hong Kong 1>1NCs may ! ·, establish either wholly owned 

subsidiaries or have joint ventures with host country 

firms. They seem to have preference for establishing 

joint ventrues in the manufacturing sector. In )1alaysia 

Where Hong Kong MNCs concentrate in the export oriented 

16. llU.sl· p.88. 

17. Ibid, p.89-90, 
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industries {textiles, garments and electronics), both 

leading as well as 'c small and obscure Hong Kong MNCs 

have invested in joint ventures with l-1alaysian compan-

18 
ies. In China~a law on Joint Ventures was to be enac-

ted in the early SO's after which Chen expected that 

Hong Kong MNcs by establishing joint ventures would par-

ticipate in Chinese industrialisation. 

As far as size of joint ventu~ and subsid iar..es is 

concerned_, We do not have any data. Chen hawever men

tions the size of the companies making foreign investmeats. 

Not many of them can be considered "large firms" but are 

"medium in size", employing 200 to 1,000 wor~rs. This 

can perhaps be explained by the fact that the keenest 

competition in Hong Kong is among these medium-sized firms. 

''Another reason a circumstantial one is that many of the 
J . ~-

larger businesses are foreign owned subsidiaries and as 

such they do not fall into the category of Hong Kong 
- 19 

multinationals". 

13• SOUTJi KOJ'!mA 

The internationalisation of South Korean firms was 

rather recent • While the earliest overseas direct in-

18. ~. p.82. 

19. Ibi,d. p. 97. 
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Vestment occured in 1959, it was "around 1967 when out-
\ .. 

~low o~ overseas direct investment began to be discernible 

as anew pattern o~ international operation".20 It was, 
. · .. ' 

however, only in the second half of the 70 1 s that DFJ: 

gathered momentum ,Table 2.9 whi.ch shows overseas direct 

investment by Koreans reflects this trend. In 1978, tbe 

cwbulative total/DFI by Korean MNCs agtp:"egated to US $ 111./.;.9"£: 

million. According to Dunning21 Korea in 1982 had a total 
J 

DFI in the range US $ 200 - $ 250 million. 

'B•1 Characteristics of Korea's Overseas Direct 

Ipxestment 

. 
The analysis presented in this section is draws upon 

the work o~ Jo. His analysis "was mainly based on the 

industry-wide grouped data available from the unpublished 
22 

sources of the Bank of Korea". The terminal date for 

the data used in the tables was the end o~ 1978. 

{a) In~ustrial and Regional Distribution& 

23 
Only 19 out~ total o~ 243 overseas ventures are ~of 

in manufactur·n~ • In non-manu~acturing sector, as many 

20. Sung-Hwan Jo (1981) Overseas Direct Investment by 
South Korean firms& Direction and Pattern in Kumar & 
l<ic Lead (eds) p.53. 

21. Dunning (1986) in Khan (ed). 

22. Jo (1981) Po 63. 

23. Including subsidiaries. See 'ownership pattern of 
Korean MNCs • • 
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as 149 are trading ventames, f'ollow.(t.d..~-- by~? in fishing 
\. 

and 16 in construction (see Tables 2.9 and 2~10). 

(.f.) ~1anutactu;rine- : Korean firms did not have DFI in 

manufacturing in the DCs. 48 per centL al:l manufacturing o.; 

investmen~were in s. E. Asia, 38 per cent in Africa & 

7 per cent in Oceania. 

(,_) Npgjlapufactgring: 

(t) Trading: DFI occured in both DCs and LDCs. In 

terms of numbers it was concentrated in DCs (74 per cent), 

but in terms of' value, in the LDCs (45 per cent in Africa 

and 12 per cent in Southeast Asia) •. 

(it) Fishingl While investment in fishing was dif'-

f'used throughout the world, 80 perjcent was concentrated 

in Africa followed by Latin America (12 per cent) and 

N. America (6.5 per cent). 

(itt) Construction: 43 per cent of' DFI in construa 

ction was made in USA followed by 35 per cent in Niddle 

East. 

(tv) Timbering: This was exclusively confined to 

South East Asia. 

(v) Transportation afid warehousing: This was con

centrated in Middle East (&1 per cent) and N. America 

( 1 9 per cent • ) 
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(b) §izsr pistri!;mtiop& 

The overall average size of investment was US $ 

372,000. The average size of trading firms was US $ 

66,ooo, while that of timbering and construction firms 

was Us $ 2,981,000 and US $ 901,000 respectively the 

average size of manufacturing firms was US $ 129,000, 

(c) Ownership Patterna 

Table 2.9 shows the aunership pattern of Korean 

DFI. We note that 

0;) About two-thirds of the overseas direct investment 

wns comprised of subsidiaries, _23 per cent joint ven

tures with Korean majority ownership (more than 50 per

cent) and 11 per cent joint ventures with Korean minority 

ownership, 

( \\) Subsidiaries of Korean f'irms were concentrated in 

such on-site service areas as trading, banking, real 

estate, and transportation and warehousing. 

(ii-i) Joint ventures were the predominant form of over

seas direct investment by Koreans in fishing, timbering, 

mining, manufacturing and construction. 

B,g MotiY§S for Investmept 

It will be more convenient to discuss the motives 

for investment and their changes over time if we relate 



TABLE - 2.9 

Ownership Pattern of Overseas Korean Firms (number of 
Firms) 

Industry Hore than Lees than Subtotal. 
100% 50% 5o% 

Mini%18 1 ' 1 2 

Timbering 1 6 7 

Fiehering 1 10 12 23 

l-'lanufacturing 2 1 1 6 19 

Construction 5 9 2 16 

Transportation 
& warehousing 4 2 1 7 

Trading 134 12 3 149 

Others 5 6 1 12 

Real. estate 8 8 

SUbtotal. 161 56 26 243 

(total) 

' Source: . Jo. p.67. 
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them to .the Korean macroeconomic structure and the chan-

ges it has experienced over time, We shall begin :from 

the early SO's when the I~rean War was over. Korea: 

24 inherited an open, dualistic and labour surplus economy. 

Thus, an overwhelming role of foreign trade, agricul-

ture-industry imbalance and population pressure charac-

terised. S, Korea, It embarked on an import-substitution 

led industrialisation since 1950, directed, mainly at 

consumer goods sector, Scarcity of raw materials and a 

lack of capital goods base necessitated their imports, 

Through inducing relative price distortions and other 

import-restrictive measures, this import-substitution 

led industrialisation continued upto. 1965. In this period, 

almost all industrial activities were domestic market 

oriented and exports occupied only a small fraction of 

G~~. According to Jo, the manufacturing production 

structure was 11 import-inducing and capital intensive 
25 

relative to Korea's labour-rich factor endowment". 

Exports were sluggish and imports grew rapidly in 1995-

65. In the period 1962-67, 80 per cent of DFI into 

s. Korea was also concentrated in import-substituting 

industries. 

24. Jo (1981} p,56, 

25. Ibid, p.ss. 
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Once import-substituion led industrialisation rea-

chad its saturation level, a subsequent and decisive 

break.through was made in the growth of labout-intensive 

industrial exports by the existing import-substituting 

enterprises and newly established export enterprises. 

This period reflected the maturity of ent11epreneurship 

which had developed in the import-substitution phase, 

and a shift in the government policy package from direct 

controls to a "more market-oriented and export-oriented 

system" (including devaluation and lessening o:f import 

restrictions). The fast growth of the GDP was accom

panied by a rapid rise in the export ratio from 1965 

onward. "This period ( 1965-75) is. referred to as the 

period of export-substitution (ES) growth in that the 

gro~ o~ thetgross domestic product was led by the con-

tinuous substitution of the 11 new 11 export of labour-in-

tensive industrial products for the "traditional" export 

of land -based primary products and by that of the ~.new" 

export of sophisticated labour-intensive industrial goods 

for the 11 old" export of' simple labour-intensive industri-

26 
al products •" 

It was during the ES phase of growth that some of 

externally oriented Korean firms began to make overseas 

26. Ibid I p .59. 



TAJ3LE- 2.10 

Industrial and Regional 6omposition of Overseas Direct 
(Thousands of US doilars) 

Investment by Korean Firms 

Industry f;,fe. M:i.dile 
Eas 

Nortf Lati:Q. Europe 
.Amer oa .AJnerl.ca 

Africa Oceania ~¥;;;:l 

Mining Cases 2 2 
Amount 386 386 

Timbering Cases 7 - 7 
Amount 20,871 ... 20,871 

Fishing ~ 

Cases 1 4 8 1 9 23 
Amount 90 493 881 40 6,090 7,594 

Manufacturing Cases 1 1 3 3 1 1 19 
Amount 8,847 560 441 7,000 '1 ,348 18,196 

Construction Cases 8 6 1 1 16 
Amount 3,003 5,079 6,200 137 14,419 

Transporta-
tion & ware- Cases 1 6 7 
housing Amount 800 184 184 

Trading Cases 31 3 71 2 39' 2 1 149 
Amount 2,621 487 5 ,87'5 80 2,6.74 9,596 50 21,383 

Others Cases 4 3 2 1 2 12 
Amount 2,877 574 12,542 10 13 - 16,016 

Real Estate Cases 2 3 1 1 1 8 
Amount 8,203 396 210 71 460 9,840 

Subtotal Cases 66 16 84 16 42 16 3 243 
Amount 46,898 7,500 25,294 1,798 2,934 22,906 1,858 109,189 

(total)-- -:-. 

Source: Jo in Me Ki~ & Me Leoad (eaQ P• 64. 
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Korea's Dependence on Overseas Natural Resources 

(percentage imported) 

Year Crude Iron Alu. Tim- Raw Wool Cot-
oil Ore minium ber sugar ton 

1976 100,0 75.1 100,0 82.8 100,0 100,0 100,0 

1981 
(est) 100,0 86.6 100,0 84.8 100,0 100,0 100,0 

Source: Jo, p.6o. 

Rub. 
bQT 

100,0 

100,0 

direct investment- in trade-related, on-site service and 

processing facilities to ensure continued expansion of 

the industrial exports. Several prominent aspects of 

Korea's changing factor endowment and growth process dur-

ing the period of ES have provided motivavions for DFI 

by Korean firms,· We shall discuss them now. 

(\,) (i) Table 2.11 illustates Korea's almost complete depen-

dence on overseas natural resources, This dependence over 

time has increased as a result of rapid domestic indus

trialisation. Also because of'resource nationalism'
27 

an 
) 

the part of resource-rich countries,Korea was apprehen-

sive of non-availability of a stable supply of raw materials, 

Hence, DFI in the primary sector- comprising mining, 

27. Ibid, p.62, AlsoJworld-wide energy crisis occured 
in 1973t&1979. 
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timbering and ~ishing-has resulted in order to provide 

the local market an assured supply o~ raw materials. 

These sectors account ~or 25 per cent o~ the DFI by 

Korean firur:.{ Table 2 .1 0} • 

( ii) Because of an over-whelming dependence on imports 

as well as ~orei~~eapital for aeeel$rating the rate of 

growth of economy as well as promoting investment, Korea 

had to pursue its exports aggressively. DFI by Korean 

f'irm.s was a means of promoting exports. In fact 60 P.er

cent of DFI (Table 2. 1 o} occurred to provide such on_ 

' site services as trading, warehousing and banking in the 

developed as well as developing countries in o:i:-der to 

market export~ e~fectively. Thus DFI for Korea was com-

plementary to exports - "designed to expand home-based 

* production". 

((") About 15 per cent of' the DFI was in manufacturing 

labour-intensive goods- mainly to eater to the host LDC 

market. Typical manufactures involves apparel, cotton 

and synthetic cloth weaving, iron bars, plastic molding,, 

* "Faced with growing p~oteetionism in developed coun
tries against industrial exports f'rom the LDCs and 
with growing competition from other developing coun
tries in the overseas export markets, Korean expor
ters have stepped up their export-marketing drive by 
building up their own overseas branch offices, ware
housing facilities, distrib.uti9n channels and on
site processing facilities". \Jo. p.63J. 
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paper, tyres, cement etc, Korean firms were thus enga-

gad in horizontal investment in the production of labour-

intensive, stand aridised products", 
28 

A motivation for 

investment in manufacturing is to realise the economies 

of scale by optimal utilisation of large scale plants 

by manufacturing and exporting plants and equipments to 

Korea's joint venture manufacturing projects abroad, 

( ht) It is interesting to note that Korea 1 s insular tra

dition (before W\HI) does not have a history of migra-

tion of Koreans to the rest of the world, As such eth-

nic and cultural ties are absent and they have not pro-

29 
vided any motiva~ion for DFI, 

( V) There are a few cases where South Korean l·iNCs hava 

been motivated to take over DC firms for learning techni-

cal knowhow, For e.g. the take over of a u.s, research 

and development firm in u.s. \vas motivated to use the 

""•holly owned R&D firm as an overseas base f'or the dave-

lopment and import of appropriate technological knowledge, 

new processes, and new product designs to serve the 
. 30 

l~rean market f'or sophisticated technology". 

28. Ibid • p. 73 • 

29. Ibid. p. 71. 

3 0 • Ib ig . p • 7 4 , 
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B.3 Comparative Advantage of Korean manufacturing 

"The main advantage of the Korean firms engaged in 

manufacturing activities over potential local and multi-

national competit9rs: seems to be derived from firm-

specific adaptation of foreign technology and/or stand-

ardised process to a relatively small scale of operations 

and some adaptation of product designs to the Lncs' con-
, 31 

ditionse Such adaptations were the result of small 

modifications in technolo';!Y and product designs emana

ting from the machine shops and assembly lines of I~rean 

plants in the labour-intensive home·environment through 

the long process ·of learning by doing. Evidence indi-

cates that most of these modifications consist of labour-

using innovations peripheral to the machine or core pro-

cess, including handling, packaging, storing, and so on, 

together with greater manual quality control ( for exam

ple, plywood production), more intensive machine main-

tenance, and the upgrading of lol\•er-quality raw materials 

into quality inputs via manual sorting (for example, wool 

and cotton yarn). Korean firms may have advantages over 

the multinationals from advanced countries in the lower 

labour costs of the local technicians, the semiskilled 



•• 66 •• 

APPENDIX 

Licensed direct investment in manufacturing, by sector and regin of destination 
(cumulative upto Dec. 1981) 

Value (thousands of u.s. dollars) 

0ECD Asia, exclu-
countries ding Japan 

Middle 
East 

Latin 
America 

Africa Total No. of 
case 

Food, beverages & 
Tobacco 

Textiles, Apparel & 
Leather 

Hood & wood products 

Paper Products & 
:Brinting 

Chemicals~ rubber & 
Plastic J:'roducts 

Non-metallic mineral 
products 

Basic metals 

Natal products, 

1348 

60 

Machinery & equipments 500 

Other manufacturing 

Total value 2358 

~otal No. of Cases 5 

6696 

·:t288 

6735 

1276 

5,668 

1 t 111 

51,617 

20 

255 

• 

541 

1520 

2280 

4859 450 

6 1 

:JOOO 

306 

6951 

2451 

8083 

60 

8817 

3~,263 

100 

8,754 

1 ' 111 

7306 66,590 

2 J4 

2 

7 
4 

2 

4 

4 

1 

8 

2 

34 

Source: Compiled by Westphal, Rhee, Kim & Amsden oil tb~basis of data made avai.lable by the 
Bank of Korea (world Development, 1984, p.521.J 
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and unskilled workers, and the more flexible business 

attitudes associated with their small size and informal 

organisation.32 

C. LATIN AYs.ERICA 

1ve have noted at the outset that data problems · 

constitute on almost impregnable obstacle in carrying out 

a detailed research on Latin American Direct Foreign In~ 

vestment (LAD~I). In this section,·we shall try to piece 

together whatever information that is available on LADFI. 

·c.1 Characterisitcs and Geographical Distribution 

of LADFI 

(1) LADFI and transfers of technology are almost com-

pletely limited to nationally owned firms of the .invest-

ing countries. Despite their great contribution to ex

ports, particularly of manufactures, 33 subsidiaries of 

DCl-iNCs play only a~. minor role in these operations .34 

32. Ibid. P~73. 

33. INTAL estimated that by the late 1960s_, 44 per ~ent 
of intra-LAFTA manufactured exports was.controlled 
by foreign-owned firms. See J1.C Casas, Las Hulti- , 
nationales y el Comercio Latirioamericano (cEMLA, 1971): 

34. Eduarde White: The Internation~l Projection of 
Firms from Latin American Countries in Kwnar and 
Me Leod (eds). p.161. 
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t•ti) The nature of LADFI is mostly intra-regional i.e. 

confined within the Latin American countries themselves. 

For example, more than 90 per cent of the Argentine pro

jects were located in other Latin American countries.35 

(iii) In Latin America, the different levels of develop

ment among countries coincide with their different posi-

tions and roles with regard to the outflow and inflow of 

intra-regional DFI (t.) Brazil is probably the most impre-

ssive case of aggressive internationalisation of domestic 

firms in Latin America. It had a total stock of :1 DFI 

of Us$ 1,250- $ 1,500 million in 1982 according to 

Dunning~6 and next to Hong Kong and Singapore, is the 
. 

largest direct foreign investor among the developing coun-

tries. Brazil is followed by Argentina ld th Us $ 750 -

1,000 million. In terms of the stock of DFI, Jamaica 

(US $ 400-450 mill ion), Mexico ( $350-400 million) and 

Venezuela ($300-350 million) are the other leading direct 

foreign investors. ( i~) Besides, firms from Colombia, 

Chile, . CostaRica and Uruguay have also invested abroad .. 

The latter (especially Chile and Colombia) are the'middle-

sized' and 'intermediate' ·countries· of the region and 
I 

have played a balanced role as sou~ces and recipients of 

regional foreign investment. (·3 ) But the"small or 

36. 

Ibid. p.1S7. For Colombia, it was 77 per cent. 
( Ib id • p • 1 59 ) • 

Dunning (1986) in Khan (ed). 
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less-developed economies (Paraguay, Ecuador, Bolivia) in 

the region' have played, almost exclusively the rote o£ 

host countries. i,, ¥or'Ecauador, as a host, LADFI accoun-

ted for 11 .!J ~ianfl of the total investment l.;;_"~ ·· 

. c- in 1977. For Bolivia, LADFI was 9 per cent of all 

foreign investments approved by the government during 

1972-76.37 

(iy) In LADFI, both private and public sector firms have 

been operative. In contrast with Argentine and other 

Latin American companies, where foreign investment has 

been largely made by private companies following fhe mar

ket impulses, the Brazilian performance seems to be close_ 

ly linked to the role of some public corporations like 

INTERBRAS (a trading company), BRASPETRO (oil exploration 

company), SIDERBRAS (iron and steel company}. 

(y) Table 2.12 shows the intra-regional DFI in Latin 

America. It shows that the most developed countries like 

Brazil and Argentina have inter-country DFI between them

selvese This accounts for a significant chunk of the 

intra-regional DFI in Latin America. 

37., E. White (1981}s !lU.d.. p.159. 
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TABLE 2.12 

INTR4REGIONAL FDI IN LATIN AMIRIOA I UGIS:Z:ERED (BY HOST OOVNTRIES) ACCVMYLATEP FLOWS 

( TQ!U§S.B!il§ ii&: y. §· ~llarg) 

Host countries 

c.untries •f ArgentiJla Be~ivia Bra.zi.1 Oo1ombia Ohil.e l!lqnd•r Mexice Peru Ven7zue~a. Te~>ta 
Origin 8/1976 1976 6/1978 12/1978 8/1978 12 1977 12/1978 12/1977 12 1978 

Argenti.na 441 20,031 1,062 662 10,846 986 1,771 2,058 37,85' 

Bo~ivia 2,605 17 5 133 431 49 3,24 

Bra. mil. 16,889 1 ,301 2,404 13Jj69 4,752 734 949 338 41,3J 

Cel.ombia. 22,043 244 50 10,347 695 1,449 34 ,87• 

Chi~e 355 271 273 195 11,097 218 1 ,240 82 13, 7J' 

Ecuador 148 17,620 100 . 825 21 1 e-;f1· 

Mexico 762 7,650 4,142 2,552 4,771 1,156 1,846 22,87 

Fa.ragua.y 1 77 7f 

Peru 8 594 14 1,719 47 1 '186 133 193 3,894 

Uruguay 7,930 16,475 1,110 300 2,256 3,812 31,8~ 

Venezue~a. 10,090 13,333 26,123 5,697 5,525 1 ~~05 2,011. 63,98{ 

Other Centra~ 194 278 82 38 731 1. 32~ 
America 

Total. 60,682 2,607 58,380 54,659 23,592 48,524 3,276 11 ,372 10,706 273, 79f 

Sc»urce 1 . .i!i!fArs1a libif:~a is gU!!Wii£ Ai ~2l.ftSH1 'Ia§ • l l2§l· l!·J~Q· 
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TABLE 2 .1J 

LADFI in Manufacturing Sectors 

Sector 

Food Products 

Teatiles 
I . 

Agro Chemicals 

Agricultural equipment 

Printing 

Chemicals & Pbarameceuticals 

Steel and inputs for steel production 

Electromechanical 

Automaking and components 

Others 

Total 

Percent 

16.2 

8.1 

4.1 
8.1 

5~4 

10.8 

4.8 
10,8 

8.1 

21.6 

100.0 

Source: 77 cases i~entified in the study by INTAL, 
E. White, J. Campos and G, 0ndards 1 Las Empresas 
Conjuntas Lationoamericanas (INTAL, 1977), p.26. . .. . 

***** 

C,2 Industrial Distributiop of kADFI 

The LADFI is diversified in a.wide Eange of activi-

ties including manufacturing~mining petroleum, agricul

ture, building, consulting, 1 trade, banking and insurance 

services. The information available with the Argentine 

• Hinistry and the Central Banks of Ecuador, Colombia :·· .. 
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Venezuela show that>of the total LADFI occuring in these 

host countries, there is a concentration of investment 

in manufacturing (44.5 per cent) foljlowed by trade (15 
l I 

per cent) a~d banking (15 per cent)-.38 Table 2.13 shows 
; ; 

LADFI in the manufacturing sectors based on data on 77 

cases identified in a study by INTAL •. The specialisation 

identified :from the table are consistent with the general 

pattern of industrial production in Latin America. A 

high proportion of the investment is b a~kward or forward 

linked with agro-business (agrochemica~s, agricultural 

machinery, textiles and food products). 

C.1 Ownership Character otL~FI 
' ·• 

( 1 ) The majort:.ty of cases o.:f' DFI and transfer of techno

logy involve medium or large ( in Latin American terms) 

private firms, although public corporations are also ac~ 
I 

tive, particularly in projects in the basic industries, 

such as steel, mining and petrochemicals, as well as in 

physical integration projects, such as hyd:roelectrica4 --~ 

or transport ventures.~0 

(2) Joint ventures with local partners or associates are 

the most frequent organisati
1
onal form of' LADFI, Among ltlhe 

313 cases identified by the INTAL study, around 65 percent 

38. 1!U& 1 p 1 162 I 

White, Campos and Ondarts; Las Empresas Conjuntas 
Latinoamericanas, pp.20-25 (cited by White, p.184). 
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adopted ,such an arrangement. The per-centage was higher 

for the manufacturing sectors and lower for banking, buil

ding. and trade .39/ The joint vent~ preference is cor-
•. 

roborated by official country records. Or the Argentine 

firms that registered investments abroad in 1967-76, 60 

per cent declared that they had local partners in the 
: . 41 

host countries. There are no data for other countries. 

C.4 Macroeconomic Factors Responsible for the 

Although the emergence of the first direct foreign 

investment by Latin America~ firms goes back to the turn 

of the century~ When some Argentine firms s·tarted moving •. 
abroad, this phenomenon grew .into a significant sustained 

trend only during the last two decades. A high rate of 

growth, expansion of industrial capacity and the growth 

of manufactured exports~ '"ere the . permissive factors under-

lying internationalisation of the domestic firms. Bet

ween 1965 and 1973, real output increased1 over 7 per cent 

annually in Latin America. The process of industrialisa

tion, initiated in countries like Argentina, Brazil, Chile 

39. 

41. 

A sample of 29 cases in the INTAL.study included 
none with less than 100 employees; 47 per cent of 
the parent companies had mor' than 1,000 employees. 
(cited by White. Ibid p.184J. 

Ibid.· p. 161. 



•• 74 •• 

and Hexico wall before World War I extended to the less 

advanced regions after World 'Har II, The manufacturing 

base bacamediversified and relatively advanced and grew 

at the rate of 6. 9 per cent per annum in 1 q60-6S and 

7.5 per cent per year in 1965-70. l>lanufactured exports 

increased by an average of 26 per dent for the region 

6 L 42 during 19 5-73 for atin America as a whole. While tbe 

most dynamic sectors (,vhich were also capital intensive 

and <technologically advanced) were the preserve of the 

DCNNCs, Latin American firms attained a significant role 

in several m~dium-sized industries.such as :food, textiles, 

metal working, in traditional branches of chemicals and 

electronics and in certain basic industries, such as steel 

and petrochemicals. During the late 1960s, when Latin 
• 

American governments became c&•are of the limits and pro-

blems of import substitution as an industrial strategy,~ 

decided to promote the diversification of exports through 

incentive programmes and changes in their exchange-rate 

policies, many local firms responded to the new objectives, 

Th . 1 . t t• 43 e reg~ona ~n egra ~on schemes and their trade 

liberalisation measures have offered a wider role for 

LANNCs, although subsidiaries o:f DCHNCs have taken grea

ter advantage of the opportunities provided by tariff cuts, 

1~2. Ibid • p. 16 3. 

43. Ibid, p,16l~-165. 
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and related measures, Regional groups such as LAFTA, 
I 

Andean Group and CACI-1 have stimulated LADFI. The Andean 

Group is promGting joint ventures .within Latin American 

countries, This bas been instrumental in lessening the 

traditional distrust of' host Latin American governments 

towards LADFI, The availability of' a wide regional mar

ket and the d i:ff'erent levels of' economic "development in 

terms o:f industrial modernisation.and technological capa-

city have given the :firms :from the more advanced Latin 

American countries the impetus to invest in less-advanced 

sectors and countries of' Latin America. 

C, 5 }1otives for. Investmeon t 
I • 

(1) The permissive :factor responsible :for LADFI is an 

increase in the stock o:f :foreign exchange reserves in tbe 

'70s lihich stimulated foreign investments of' many o:f these 

countries. However, in the 80's, the severe BOP crisis 

may have adversely a:ff'ect the scenario, 

(2) The 1 push 1 factor to LADFI has been a result o:f 

political uncertainty in many Latin American countries 

1 ike Argentina ( 1973-76), Chile and Peru so as to diver~ 

si:fy risks by putting eggs in more than one market, 

However, such types o:f investment, unguided as they were, 

by economic considerations, were short-term in nature and 

o:ften, the shares were s.old to the local investors after 



•• 76 •• 

a f'ew years. 

lJ) Preserration of' export markets arising out of poli

cies of' the home go:vernment (measures that discriminate 

against exports like overvalued exchange rate and export 

duty) as well as the host government· (import -substitu-

tion barriers like tariff imposed by the smaller countries 

to protect their late industrialisation ef'f'orts) ha·s 

modlivated f'inns to venture overseas, These firms had 
I . 

earlier export experaence in the host Latin American 

countries, 

(4) Sourcing f'or raw materials in order to 1 stabilise tbe 
( 

price and supply f'or the 'home ma~e.t 1 
, L~tin' American 

!i. ( 

firms have moved abroad , The most relevant ca~es belong 
>' : i 

to the big owned enterprises in the oil and mineral sec
! 

tors, for ·e.g, Brazil's dependence on foreign oil led 

PETROBRAS to internationalise by establishing subsidi-

aries abroad, Similarly, for the Brazilian state steel 

enterprise.SIDERBRAS• 

C,6 Competitive Advantage in Manufacturing of' LADFI 

According to Wb~te, the main competitive advantage 

of' these firms is related to the lower costs of' their 

projects, derived f'rom th~ adaptation of' their techno

logy to the local context and f'rom the lowJr costs of 

transfer of' such technology. However, rather than deve-
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loping an indigenous technology, industrialisation in 

L~,tin America was an imitative phenomenon. 44 

"Yet there are several eases in which the competitive 

advantage of a Latin American firm seems to be backed up 
I 

by more or less important (process) innovations". For 
I 

e.g. MeKiean firms investing abroad have on their own, 

developed certain basic technologies like "the HYLSA 
I 

process for direct reduction in the steel industry., the 

PE~mx process for the extraction of metals while refining 

crude oil", etc. Similarly, Brazil's Pilao, manufacturer. 

of equipment for the production of paper~ has developed 

"its o'vn system for prc;>eessing the -'short fibres obtained 

from eucalyptus treesn.
45 

I . 

Apart from such eases of ori-

ginal. i'nnovations, LADFI and transfer of technology~ and 

' . their relative advantages are based on the mastery of im-

ported technologies that have been adapted to Latin 

American conditions after years of !accumulated experience 
' 

by firms of the more advanced eountr+~s of the region. 

This experience, often over a period of several decades, 

eoqfined and eonso~idated in its domestic markets have 

provided many Latin American MNCii a strong foothold in 

overseas ~nvestment. 

, I 
44. !S!g. p.173. 

45. Ibid, p.173. 
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"Some Latin American companies have managed to be 

internationally competitive in basic manufacturing sectors 

characterised by high fixed investments job and signifi

cant scale economies to the extent of being able to set 

up plants abroad and provide the machinery, the production 

processes, and tQe know-how far running them. The secret 

of such successful experiences seem to lie in the deve-
~ 

lopment by these firms of appropriate techniques for small 

scale production". 
46 

Some of these firms derive their 

international competitiveness also on the basis of the 

11 ad apt at ion of their products to climatic and geographic 

conditions of other develoJ?ing countries". 47 The Brazilian 

companies 1 investment in agro'bu~ine.ss in Africa and in 

"developing vehicles able to run on unpaved roads, inclu

ding the mud of Amazonia
1
are same of the examples. 

"A1though cost ·competitiveness appears to be the ba

sic advantage of Latin American firms that move abroad, 

there are severa1 examp1es in which this advantage is com-
l 

binee w replaced by. marketing ski1ls. An interesting 

case is the projection of pharamaceutica1 firms !Tom 

• so A~ . 48 Argentina to neighbour countr1es o~ ~r1ca. There are 

also certain companies, whi'ch through intensive adverti-

sing, have been able to develop its international brand 

46. ~. p.175. 

47. Ibig • p.176-77. 

48. ~- p.177. 
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name like the Inca Cola of Peru 1~hich offers stiff com

petition to Coc~ Cola and pepsi. 

All said and done, LADFI dominated in productsLthe ~~ 

technology is standarised and made cost-effective to 

suit the market requirements and factor endowments of 

the developing countries. Com~etition is on the basis 

of price rather than marketing i::nvolving creation of pro

duct-differentiation in the minds of the consumers. 

In our concluding chapter, we shall endeavour to 

compare and contrast the experience of Indian and other 

TWNNCs. Hence we do not endeavo~r to compare and con

trast the Latin American and Asian experience in this 

chapter. 
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A. NOTE 

Our analysis :for Chapters III, IV and V is restric

ted to the official dpta sources for investments by Indian 

firms by forming joint veptures with host country :firms. 

While our official data souces are among the best and the 

most reliable in the Tb~td World, they su:f:fer :from impor

tan~ limitations as :far as the estimate o:f direct foreign 

investment(FDI) :from India i~ concerned. Thus, not only 

joint ventures, but also 'subsidiaries' o:f the Indian pa

rent :finns venture abroad • There are ·.about 250 of them. 

However, there is no official source :from which data can 

be obtained. So we have to· concentrate only on Indian 

Joint Ventures Abroad. lw1oreover, official data on Ioo ian 

joint ventures under estimate the actual Indian equity 

(or FDI) abroad. Hence our data on Indian equity (or FDI) 

are underestimates on these two counts. Only thrqugh as 

a through analysis o:f primary data sources can an esti

mate of direct foreigninvestment :from India be :found. 

Sebastian i'fe.~i-§ ~~ Nov.7, 1987) has done this. Holi

ever, due to limitations o:f time lie 1\'ere :forced to res

trict ourselves to analysing Indian Joint Ventures only 

based on secondary official and other data sources. 
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CHAPTER - III -
A PROFILE OF DFI BY INDIAN FIRMS IN IJVs ABROAD 

INTRODUCTION 

This introductory chapter on IJVs Abroad is divided 

into three sections~ In the first section we present tbe 

quantitative e~dence on IJVs Abroad. In the second sec-

tion, we examine the geographical distribution of the 

IJVs Abroad. In the third section we discuss about the 

firm and industry level characteristics of Indian firms 

that have ventured overseas. 

A. DFI by Indian Firms: Some Quantitative Evidence 

"Foreign direct investment from India is not a margi-

nal phenomenon. It is quite sizeable relative to foreign 

1 
direct investment into India". It is also quite com-

parable with the figures of DFI of some mn~ly industria1i-

sing countries.- although lying way behind investments by 
2 

tiNes from Hong Kong, Singapore, Brazil, ArgGntina,etc. 

1. s. Morris: EPW Nov.7, 1987, p.1909. 

2e See Table 2.1 of our dissertation. However a signi
ficant portion of Hong Kong's DFI is accounted for 
by British expatriate firms (nunni·ng 1 86) and if we 
add the amount of DFI by 250 -odd Indian subsidi
aries to the official figures which include only 
DFI by IJvs abroad, Indian actual DFI will become 
quite significant. O•lorris '87). 
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India, the poorest developing country to have invested 

overseas has a signi~icant direct equity stock o~ US 

I 91 million, in August '86 mainly in manu~acturing 

.operations overseas. However, what makes India's case 

most unusual is that "it is probably the only develop-

ing country ·f'ro~ wb ich direct investment overseas ex-

ceed investment by foreigners into it,In the period 

1969-8~ the Government o~ India approved gross f'oreign 

investment amounting to a paltry US $ 70 million into 

the country". On the other hand the out~low o~ DFI in 

IJvs abroad "as at least $ 90 million i_3 in the same period • 

The f'irst Indian venture was in Ethiopia which 

went into production in 19~0. However, DFI from India 

has grown steadily only since the late 60's. Table 3.1 

shows the number of units '"hich commenced prod uct·ion in 

the 60 1 s. 

Table 3.2 sho"''S the year wise distribution of' IJVs 

abroad 1 in operation' and 1 under implementation 
1 

• 1·:'e 

note that the year-to-ye~r change in the number of oper

ational units is on account of ~"o factors: (1) Some 

·units which were under implementation have gone into 

3.(Ci\..)See R. Lall (1986) p.4 quoting s. Lall tn Bh{:IC\''sti 
and Ruggie ( 1984) p .302 and (b) S .Lall ( 198ld 
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TABLE - 1,1 

Commencement of Production of LJvs Abr.oad 

Year 1960.1962 1965 1966 1967 1968 1969 1970 

Number of 
Units 1 1 1 1 5 1 4 

Note : In 1961, 1963 and 1961~, no unit commenced pro
duction. 

Source: Balakrishnan: EP1i', Hay 1976, Review of Hanage
ment. 

***** 

production/or (ii) some units which were in production 

were· abandoned, Unfortunately, we do not have any figures 

about the break-up. The year-to-year change in the num-

ber of ventures at different stages of implementation is 

.~.n account of three f'actors: (i) some units "''hich ·Here 

under implementation hHve gone into production/become 

operational, (ii) some units ,under implementation have 

been abandoned and ( iiiJ ne'\v units are being implemented.· 

Here also~ we do not have the break-up of these three 

factors, F~st of all, we shall lool{ at the I.Jvs abroad 

from the stand.,...point of their numbers. Then we shall 

discuss the value of DFI in IJvs abroad at different_._ 

points of time, 
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T@LE J.2 

Showing Year-wise Distribution of l:nd ian Joint Ventures 
Abroad 

(Numbers) 

SL. Year In Opera- Net Under Total 
No. 

(2) 
tion ad11tio11 IU}p1{menta- =(3(+\s) 

( 1 ) (3) (4 :t·~ sJ 6) 

1 • Before 
1970 19 19' 

2. 1971 24 5 24 

3· 1972 29 5 29 

4. , 973 35 6 35 
s. 1974 48 13 48 

6. 1975 60 12 1 61 

7. 1976 70 10 2 72 

8. 1977 88 18 ·s 93 

9. 1978 99 11 16 115 

1 o. 1979 1, 4 15 23 137 

11 • 1980 127 13 44 171 

12. 1981 115 "J-12 92 207 

13. 1982 134 19 94 228 

14. 1983 154 20 81 235 

15. 1984 157 3 79 236 

16. 1985 158 1 52 210 

17. 1986 150 -8 37 187 

Source: Data upto 1982 are based on the information pro

vided by the Indian Investment Centre's note on 

Indian Joint Ventures .Abroad and for the subse

quent years from the Hinistry of' Commerce Annual 

Reports. From K • V .K.R. Tab:te - 1. p. 9. 



'1l. !l_ __ '82. '&! 
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Table 3.2 and the corresponding e-raph sho'\v that tho 

nuufuer of ventures in operation increased rapidly in the 

70's. The graph shows that the rate of growth of the 

number IJVs 'in operation' increased at a more or less 

constant rate in the period 1971-80 so that a semi-lo~ 

trend ,,•ill be appropriate for this period. Ho,vever, the 

'80's '\•:ere marked by a distinct s-i~kening of the rnte 

of e;rowth of IJVs in production. In fact, in 1986, the 

nuL~er of ventures in operation was less than in 1983 and 

in h,•o yenrs - 1981 c".: 19;i6 - the number of ventures in 

production declined over the previous yG<~r. In 1985, the 

roaxiwum number of ventures was in operation, namely 158. 

Table 3.2 shows that there was a dr::unatic incro:1se 

in the ventures 'under implementation' .1977-1981. It 

reached its peak in 1982. Thereafter, it declined rr1ther 

sharply. In Dec. 1986, it reached its lowest figure l37). 

From Table-2, we see that while many of the ventures under 

implementettion have commenced production, many more hnve 

been abandoned. Thus, the total number of ventures in 

operation and under implement at ion ''hich had reached its 

peak in 1981~, namely 2J6
1
declinedstt"arply to 187 in 1986. 

In fact from the [:raph depicted 
1 

the age;regate ~rowtl1 of 

IJVs Abro3d' in production' and 1 under implement nt ion' , 

we see that the 'total' increased at an increasine; rate 

till 1981, then it increased nt a decreasing rate till it 
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reached its peak in 1984,1he.n~it declined. No"'·, '"e shall 

1ook into the question of Indian Joint Ventures Abroad 

from the stand point of equity contributed. 

On 1 .1. 76, there '"ere 65 Indian Joint Ventures in 

production and 63 under implementation. Together, their 

Indian equity contribution was Rs. 3,346.74 lakhs or 

US S 418.3 lakhs (i.e. US$ 37.2 milliQnJ
4

• On 31.8.80, 

there were 117 ventures in operation and 87 under imple-

mentation giving an aggregate Indian equity of Rs. 9265 

lakhs (i.e. US $ 115.8 million) 5 • On 31 .3 .82, ·there were 

134 ventures in operation and 86 under implementation. 

The aggregate Indian equity was Rs. 11,829.38 lakhs (i.e. 

US $ 118.29 millionJ6. On 20.8.86, there were 147 van-

tures in operation and 43 under implementation. Their 

combined contribution to Indian equity overseas amounted 

toRs. 10,965.43 lakhs (i.e. US$ 91.37 million) 7 • Thus 

in terms of equity contributed also, we note that, there 

was a significant jump in the second half of the 70's 

h. Balakrishnan, !b.isl. I used the conversion rate US 
$ 1:Rs.9. 

5 • 

6. 

IIC (1981) p.J. (conversion rate$ 1 = Rs.8). 

R.G\. Agarwal: ~oint ventures Abroad: Indian Experi
~n~e1 p.69 (conversion US$ 1 =·Rs. 10). 

K.v .K.Ranganathan: Igdian Joint Ventures Abroad. 
(IIPA Uorking paper) p.12. (conversion rate used : 
$ 1 = · Rs • 1 2 ) • 
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TABLE 3.3 

Fattern of Indian Investment ip Joint ventures 

(as of 31 December, 1983) 

In 0:21ration Jsgl£ Lmi!~~m~ntati2A 
Percent-Actual. .&.pproved Percent-

Indian aee of Indian age of 
equity tota~ equity tota1 

s.N •• H•d• of .Partici- ( .Re .l.ak:~ ( Re • J.akhe) 

1. 

2. 

3· 

4· 

5· 

pation 

Export of Capita1 3974 63.5 2428 40.8 
Equipment 

Capital.imation of 423 6.7 675 11.3 
Know-how 

Caeb. remittance 557 8.9 2314 38.9 

Eonue shares issued 1176 18.9 

Others (:Loans, 
adjustmente of future 
profits,eto.pre~iminary 

expenses capital.ieed, 125 2.0 540 9.0 
etc. 

TOTAL 6255 100.0 5957 100.0 

Source: AP.nual. Report 1983-84 • GOI, Ministry of Commelitoe 
P•47 
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whence it recorded a m8rginal increase in 1980-82 and 

then registered a decline both in dollar as well as in 

rupee terms. Considering both domestic and international 

price increases in this period, the decline would have 

been even more rapid in real terms (the ~ata referred to 

above give the nominal values only). It seems that there 

8 was disinvestment in the existing operational ventures 

and soma of the ventures in operation and under implemea

t at ion "·ere abandoned. 9 

Table 3.3 provides a break...--down of the ~uity contrl-

bution of Indian firms in their overseas joint ventures. 

as of the end of 1983. According ~o the government of 

India's guide~s relating to IJVs abroad, "Indian equity 

participation should be clearly in the form of export 

of indigenous plant, machinery and equipment required 

for the joint venture/wholly owned subsidiaries". In-

vestment in this form bad a disproportionately large share 

of equity participation through exports of capital goods. 

The fact that since 1978, the government has become more 

liberal in permitting cash remittance is sean if we com-

pare between the figures for the operational ventures 

\8.9 per cent) as well as for the ventures under imple-

mentation. Bonus shares issues which are based on the 

8. SeeR. Lall, Op.Cit, p.82 (footnote no.5). Also, 
Cb.V of our d~ssertation. 

9. hore on this in Ch.V. 
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ploughing back of profits, for further investment also is 

fairly sizeable at 18.9 per cent for the ven~~es in pro-

duction. 

According to R, Lall, "the size of the average Indian 

10 Joint Venture is extremely small". However this com-

parison is valid only with respect to the OCI-iNCs. How-

ever, it is not so when compared with TW}mCs. Thus al-

though in aggregate terms s.Korean firms have invested 

1 1 abroad more than Indian firms, the overall average size 

of investment of s. Korean firms was only US $ 0.37 

. 11. 12 
m~ l.One On the other hand, in mid - 1986, in the 147 

operational IJVs, the average Indi~n equity participation 

was Rs. 61.4 lakhs or about US$ 0.5 million (based on 

Table 3.s). If we assume 40 per cent equity participa-

tion by the Indian party, the average size of these pro

jects amounts to US$ 1.25 million only. (For detailed 

calculation See Table 3.6(A)). From Table 3.5 and Table 

3.6, we note that, the actual average equity of a project 

in production came toRs. 224.12 lakPs or about US$ 1.90 

million. Hence the figure US$ 1.25 million is not corr-

10. 

1 1 • 

R • La 11 , • Op • C i t-.• p • 1 5 • 

See Dunnin; (1986) or Ch.I of the dissertation 
frable 1 .1 

12. Jo (1981). The figure is however for 1978. 
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v;BLE 3.4 

pietributign of IJV&dBccqrding to th~1d.of Operation 

and the status of the Project (Re.1akhe) ~ 

Indian Equity Participation 
P1.e1d ef Operation ~----------~-------------------------a•a••~---In Operation Under Imp1ementation Total. 

-------------- --------------------- -----------No. Amount No Amount No Amount 

Manufacturing 92 8510.71 21 1044.43 113 9555.14 
(62.59) (94.19) (48.84) (54.13) ( 59 • 4 7) ( 87. 14 ) 

Hotel. a 15 78.93 6 558o72 21 637.65 
( 10o20) ( Oo87) ( 13o 95) (28.96) ( 11 .05 )( 5.81) 

Trading 16 72.13 7 135o55. 23 207.68 
( 1 o.88) ( o.8o) (16.28) ( 7.02) (12.11) ( 1.89) 

Construction 8 134o97 4 44.92 12 179.89 
( 5o44) ( 1o49) ( 9o30) ( 2o33) ( 6 • 3 2 ) ( 1 • 64 ) 

0Gneu1tancy 2 63.13 3 32·93 11 96.06 
( 1.36) ( Oo70) ( 6.98) ( 1.70) { 5o79) (0.88) 

Miece1l.aneoue- .. 2 8o48 2 11Jo04 4 121.52 
( 1.36) ( o.o9) { 4o65) ( 5o86) ( 2.10) (1.11) 

Financial. 8 167o49 6 167.49 
( 4.09) ( 1o86) - { 3.16) (1.53) 

~oto.J. 147 9035·84 43 1929o59 190 10 965 o43 
(100.00) (100.u0)(100o00)(100oOO) (100.00)\100.00) 

Source: K.V.K.R. Po19 

a : KVKR mentions ns (~. 000) Hovever it shoul.d be in ~.l.akha • 

. (Original. source: Baaed on the data provided in the Indian 

Investment Centre a Fe.ctaheets on Indian Joint Ventures Abroad 

for the period ending 20th August 1986.) 
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Shgwing D~stribution of IJVs according to thg 

J:lbi\1:! of J:nd lan Equity. (.A.!ggunt (rln Rs,lakjlJt) 

Sl Percentage In operation Under ~plementation Total. 

----~---------------No. of equity No. Amount No Amount No Amount 

1 0 - 10 8 120.97 :3 116.85 11 2:37.82 
<s.44) (1.:34) (6.98) (6.06) (5.79) (2.17) 

2 10 - 25 27 2895.16 2 86.04 29 ' 2981.20 
(18.37} (:32.05) (4.6s) (4.46} ( 15 .26) {27.18) 

25 - 40 27 1879.83 14 ~69.56 41 2449.39 
(18.37) (20.80) (:32.56) 29.52) (21.58) (22.34) 

4 40 50 49 2695o 73 1:3 444.7:3 62 3140.46 
(33.:33) (29.8:3} (30.23) (23.05} (32 .6:3) (28.64) 

5 50 - 75 30 
(20.41) 

1218.21 
(13.48) 

9 
(20.93) 

304.57 
(15.78} 

39 
(20.5:3) 

1522.78 
(1:}.89) 

6 75 & above 6 225.94 2 407.55 8 633.79 
(4.08) ( 2. 5o) (4.65} (21.13} (4.21) (5.78) 

- - - - - - - - - - - - - ------ - - - - - -- - - - - -
TOTAL 147 (035.84) 4:3 ~929.60 190 10965 .44) 

( 100.0) 100.00 ( 100.00) 100.00) ( 1 oo.oo) ( 100.00 

Source : K. V .K. Ranganathan P .15 He mentions t heamount of equity in Rs.~OOO but, it has 
to~e in Rs.lakbs to be in confonnity with figures in other sources. 

Original Source: Based on the data provided by the IIC: Fact sheets on IJVs Abroad far 
the period ending 20th Aug .1986. 

NotesJ Figures in parentheses are percentae-es calculated with ~_&pQ1ctt .. :tntotals column. 
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1 

2 
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5 
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I 
T,ADLE 1.6 

£stimetion o:C Total swuity inyplyed in Indian Joint ventums. 

(A) (In opera,tion) 

Percentage 
o:C Indian 

equity 
Class }lark 

0-10 5 

25-40 32.5 

lJ0-50 45 

50-75 62.5 

75 & above 87.5 

TOTAL 1 

No 
of' 

ventures 

(4) 

8 

27 

27 

49 

30 

6 

Amount of: 
Indian 
equity 

120.97 

2895.16 

1897.8J 

2695.73 

1218.?.1 

225.94 

9035.84 

-

Average 
Indian 
equity 

(6 )= 151 
( lt-) 

15.12 

40.61 

37.04 

Total 
equity 

2419.4 

16543,80 

5784.10 

5990.51 

1949.14 

258.21 

(B) (Under Implementation) 

0-10 
10-!5 
25-40 
40-50 

50-75 
7~ & above 

TOI'AL 

5 
17.5 
32.5 
45 
62.5 
87.5 

3 
2 

14 
13 

9 
2 

43 

116.85 
86.04 

569.59 
l~l,l~ .. 73 

304.57 
407.85 

1929.60 

')8.95 

43.02 
40.68 
34.21 
33.84 

203.92 

2337 
491 .65 

1752.52 
988.28 

487.31 
466.11 

6522.87 

-------------------------
Source: Sam8 as Table 3.5. 

Averaee equity 

of the project 

l8) =ffi 

302.42 

214.22 

122.25 

224.12 

77.01 
245.8~ 

125.18 
76-.02 

54.15 
233.20 
151 .69 
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ect.
13 

This is because most of the projects with higher 

average size are in the category where Indian share of 

equity is very small (in the range 0!10% and 10%.-25%) 

(Table a.6(A)). We do not have any answer as to why th~s 

is so, but it seems that the projects with higher aver~ 

size are in the manufacturing sector where the Indian 

equity capital is mostly in the form of machinery (Table 3). 

Cash remittance is hardly allowed by the Indian government. 

Hence, the Indian share in equity is very small. 

We also note that with some liberalisation by the 

Indian government as regards permission granted to cash 

outflow, the picture has slightly a~tered in the case o~ 

ventures under implementation, though even here, the aver

age equity .. .:.z•. of a project is the maximum in the 1 ~ · 

25~ category (Table 3.6 ~B)). This will be so because, 

in any case, the percentage of Indian equity is allowed 

to be greater than 50% mainly for joint ventures in the 

non-manufacturing sector. Hence, it~is expected that 

with a·. more liberal attitude to cash outflow, the aver-

age size of the venture under implementation in the non

manufacturing sector is likely to be larger. Our specU-· 

lation in this regard is confirmed if we look at Table 4 •. 

Table 3.4 shows the distribution of IJVs according to 

13. R. Lall had assumed 50% equity participation by the 
Indian party. Thus his result was even more in
correct. 
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the Field of Operation and the Status of the Project. 

Thus, we note that 63 per cent of the projects in pro

duetton in tho manuracturing ~ector ~cco~n~ for 94 ~or e~nt 

of the total Indian equity in JVs (in production) abroad. 

This implies that 37 per cent of the projects which arei 

in the non-manufacturing sector account eor only 5.81% of 

the total Indian equity in IJVs (in production) abroad. 

However, looking at the figures for ventures under imple

mentation, we note that the picture has changed quite 

considerably. Thus, 49 per cent of the projects under im

plementation are in the manufacturing sector and they 

account for only 54 per cent~ of th~ total Indian equity 

overseas in IJVs under implementation. Therefore, the 

average Indian equity in ventures under implementation in 

the manufacturing as well as the non-manufacturing sector 

is almost aa.e. However, since~ the total equity capital 

required to launch an average project in the manufactu

ring sector is much larger than that in the non-manufact

uring sector, it follows that most of the ventures in tbe 

manufacturing sector have, on an average, a lower pro

portion of Indian equity contribution as compared to that 

in the non-manufacturing sector. This is also in con

formity with the Indian government's intention to res

trict Indian equity holding at less than ~ per cent 

in manufacturing ventures in order to promote South-

South Co~operation. 



•• 90-e •• 

IA.BJ<E _.J..a.1 
W,a:t;ribyt ion of' I,rulian Joint Ye ntp.res accorg j,re :to the fielg 

of p~eratiop and Reeion (in gperatj,oo & uog~~ implementatipp) 

Rs;u:iop South A 
f ~.Asia 

Field of East . liddle S .Asia Europe America Oceania Total 
operation Asia r~ East) 

ca 

}1anufacturi ng 57 21 :·s 20 3 1 113 

Trading 8 2 1 8 4 23 

Consul ta nby 2 3 2 1 3 11 

Construction 1 1 9 1 12 

Hotel 3 1 6 6 4 1 21 

Fiaaacial 1 1 2 1 1 6 

l-1iscalleneous 1 1 2 4 

TOTAL 70 31 21 30 10 4 190 

Source: K.Vr.K.Ranganathan Indian Joint Venturee Abroad. 
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TABLE J ,8 

Industry Apalysis 0~ ~Qdiqg Joint ventures by r~~ld 2{ CQllaboratiQQ Ln tbe 

Nanufacturing Sector, (in operation and under implementAtion) 

(as on 20.~.1986) 

. Under Implementation Sl 
No. Ind mtry 

• In Operation . 
Number Relative Share Number Re 1 at i ve Share · 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

Light Engineering 33 

Textiles & A.Product 16 

Chemicals & Pharmace- 15 
uticals 

Oil seeds crushing & 
re~ining o~ palm oil 4 

Iron & Steel Products 7 

Pulp & Paper 3 

Glass & Glass Product 4 

Leather & Rubber "" 

Food Products 

Commercial Vehicles 

TOTAL 

2 

4 

4 

92 

(%) 

4 • .35 

7.61 

3.26 

4.35 

2.17 

4 • .35 

4 • .35 

1 oo.oo 

7 

7 

1 

1 

2 

1 

1 

1 

21 

Sourees Based on K~' s Indian Joint Ventures Abroai Annax:ure .3 Pt. 40...,46. 
This annexure ~orms the basis ~or our appendix - 1 o~ this chapter. 

(~) 

33·.3.3 

33·3.3 

100,00 
' 
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From Table 3.4, we also note that in the non_manu

facturing sector, Indian firms have invested in the f'ollo'"

ing categories: Hotel, Trading, Construction, Consultancy, 

hiscellaneous and Financial Services. 

Table 3.7 shows the distribution of LJVs by sectors 

and region~ (in operation and under implementation combi

ned).South-East Asia accounts for the maximum number of' 

ventures (70) and most (57) of the ventures in the manu

facturing sector (113) are located in this region. 

The developing countries have 155 ventures and the 

developed countries - 35, 2~ in Europe, 10 in America (USA) 

and 1 in Australia, Only 4 out of' 35 ventures located 

in DCs are in the manufacturing sector. Thus 31 out[17 Lor 
ventures (40%) of the non-manufacturing joint ventures 

are located in DCs while only 3% of' the joint ventures in 

in the manufacturing sectors are lo-

cated in the developed countries. Among the developing 

countries, in comparatively more developed countries 

in West Asia and Sine-apore,.. the proportion of joint ven

tures in the manufacturing sector is less. Thus in West 

Asia (Hiddle East), the proportion of I.JVs in manufactu

ring sector is 38% only compared to 7~~ for Africa,67% 

for South Asia) and 81% for South-East Asia. Table 3.8 

distinguishes among IJVs by Field of Collaboration in the 
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!A~.:>LE 3,9 

FI-ELDS OF COLLABORAT IDN FOR I!-<"D Wf JOINT VENI'URES IN 7 :t-WOR HOST DEVELOPING COUNTRIES. 

(AS ON z0,0§ 1 1986) 

SECTCIIR 1-1 ALA YSI.A THAI LAt-."D 
IP UI IP u:t 

INOONESIA 
IP UI 

SRILANI<A 
IP UI 

SINGAPORE NIGERIA 
IP UI IP UI 

U.A.s •• : 
IP UI 

A .:HANUFACTURING 

1 • Light Engg, 10 
2. Textiles 1 
3. Chemicals 2 
4 • Oi 1 seed s 4 
5. Iron & Steel 1 
6. Pulp&Paper 
7• Glass&G,prdt. 2 
8. L & D ~rdts, 
9. Food Prdts. 

1 0. Comml. Vehicle 2 

(1 1') Sub Total(A) 22 

B .)JON hk\;UFACTURING. 

12. 
13. 
14. 
15. 
16. 
17. 

Trading Hark•.' 1 
Hotel 
Enge.Constn. 
Consultancy 
Financial 
Others 

1 

1 
1 

3 

2 
2 
2 

2 
1 

9 

1 

1 

1 

2 
6 

3 

11 

-· 

0 

2 
1 
3 

1 
1 
1 

1 

1 
2 

3 

1 

1 

1 

3 

1 

3 

1 

1 
1 

6 

4 

1 

2 
2 

1 

1 

1 

3 

4 
1 
2 

1 

1 

9 

3 

1 

2 

3 

3 

1 

1 

5 0 

1 

3 

(18} Sub Total(B) 1 0 0 1 0 0 6 1 9 0 3 0 4 0 
TOTAL(11) + 08) -2-3------3----9-----2---1-1-------0-----,~6~---1---1-5------3---1-2----~3~--~9----0~-----

Sources Based on Annexure- 3 ;Lndian Joint Ventures AbroBd :~VKR~l->.40-46. Tbis provides the 
basis for Appendix - 1 of' our chapter. 
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Hanuf'acturing Sector. This shows that IJVs are well_ 

diversified across a wide spectrum of' industries. They 

are in traditional, simple~ labour-intensive industries 

requiring minor product and process ad apt at ion in light 

engineering, textiles, food and vegetable oil processing, 

as well as in 'capital-intensive sectors like pulp and 

paper and chemicals, and in technology and skill inten-

sive industries like -i-ron and steel and commercial vehi-

cles. Within these ten industries there is a relative 

concentration in light engineering (JJ) followed by text

ilesl16) which together account for 53~~ of' the ventures 

in production. The degree of concentration is greater . 
for ventures under implementation a$ the two together 

account for 67.% of' these ventures. 

Table 3.9 gives a detailed picture of' the fields of 

collaboration for Indian Joint Ventures in 7 Hajor Dave-

loping Countries as hosts to IJVs. These countries are 

Nalaysia, Thailand, Indonesia, Singapore ( all in South

East Asia), Sri Lanka (s. Asia), U.A.E. (west Asia) and 

Nigeria (Africa). These together account for 95 ventures 

in operation and 12 under implementation. This shows 

that despite the fact that IJVs are spread across 35 coun-

tries throuchout the length and breadth of' the globe, 

there is a marked concentration in these seven countries 

;;s 6 5~" of' the ventures in operation and 27f> of' the ven-
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TABLE 1.10 

Rec;ional pj.st;ribu.:t;ion of' IJYs Abroad ( as on 20,8.,86) (Amount in rs.lakhsJ 

51 
No :Region 

1 

In Operation 

Nn PUC 

2 3 

Under Implementation To tal. 
--·--

No PUC No PUC 

5 6 7 

~~~~~~~~~~~·--------------------------------------·-----------------·---------------41 DEVELOPING COU~'TRIES: 

1 • South E .Asia 

2. Africa 

3. 3.Asi a 

4. West Asia 

5. OceaniQ 

6. Total 1 t9 5 

61 
(41.50) 

23 
(15.65) 

21 
( 14.29} 

17 
(11.;>6) 

3 
(2 .04) 

B: DEVELOPED 

7. Europe 

COUNTRIES 1 

8. America 

9. Total 7&8 

1 o. Total 6&9 

16 
(10.88) 

6 
66 <4.os) 

22 
(14.97) 
147 

( 100 .oo) 

316.26 
\3.so) 
21.26 
(0.24) 

3J7.52. 
{3.74) 

9035.84 
( 1 oo.co) 

9 
(20. 93) 

8 
(18.60) 

9 
(20.9J) 

4 
(9.30) 

1 
(2.33) 

8 
(18.61) 
. 4 
(9.30) 

12 
(27.91) 

43 
( 100,00) 

* Includes a venture in Australia - a DC. 

501.42 
(25 .99) 
563.06 
l29.18} 
448.76 
(23.26) 
66.47 
~3.44) 
.52.90 
l2.74J 

296.98 
(15.40) 

1929.59 
( 1 oo.oo) 

70 
(36 .Blt-J 

31 
(16.32) 

30 
(15.79) 

21 
(11.05) 

4 
(2.11J 

156 10J30.93 
(82.11) \94.21) 

24 
( 12.63) 

10 
(5.26j 

34 
(37.89) 

190 
( 100.00) 

46'1.88 
{4.27) 

166.62 
(1.52) 

634.50 
\5.19) 

10965 .43 
(100.00) 

Source: Based on the data provided by the IIC: Factsheets on Indian Joint Ventures Abroad f'or 
the period end ine 20th AU[':'ust 1 986 ~From K. V .K .Rancanathan 1 CSG liorkin e 1> aper Ind ie n 
Joint Venttl['"es Abroad IIP.A, N.Delhi; ,~.",1') 

Note PUC: Paid up capital by Indian l'nrtner ,i.e.Indian Equity abroad). 
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turee under imp~ementation are 1ocated here. 

~b~e 3.10 ehotie the regiona~ distribution of IJVe 

Abroad in ventures in production end under imp1ementation 

in terms of number and Indian oquity {paid up oapita1 by 

the Indian partner) invo~ved. In mid 1986 {as on 
,. 

2o.a.a6) there vero 61 ventures ~ operation in South 

~ct Asia accountins for 41.50~ of the total.. Their 

contribution to Indian equity voe ovon 1arger - 54 

percent. We note that of 1ate as far as ventures under 

imp~ementation are concerned, there has been a shift 

in the geographical orientation of Indian firms totiards 

Africa. This is because s.E. Asia and Africa stand on 

an equal. footing as far as the J1UIIlber of IJVs uder 

imp1ementetion and the tota1 Indian oquity contributed in 

the t~o regions are concerned. Ho~ever, in the figure for 

Indian oquity in a venture in Africa - a sea resort hote1 

(under imp1ementation) in Seyche11es dominates• ~hie one 

venture a1one accGunte tor 16% of Indian oquity in ventures 

under i~~ementationo 

The deve1oping countries, as a tiho1e account for 

125 (actuaLly 124 as one venture in Australia has been 

inc1uded in the category 'Oc~a•) ventures in 
,.. 

production acoountins for 85~ of the totai number or lJVe 

in production. They account for a hisher 96% of the 

tota1 Indian equity in ventures in operation. The sma11 

average in Indian equity in DCc is due to the fact that, 
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31/34 o:f the ventures are in the non manufacturing Yb:l.~ 

require a smaller amount o:f equity per venture. 

We note a slight shift in the geographical orientation 

towards ventures in the developed country as we look at, 

the :figures of IJVs under implementation. We sea that 28% 

of the IJVs are located tn DCs (ie.72% in LDCs) and their 

share in Indian equity abroad is 15,& (compared to 4% :for 

ventures in operation) USA accounts :for 8~6 f'ollOl~ed by 

U.K. (5%) in Indian equity contribution :for ventures 

under implementetion. 

We shall now tl.lt'n to section II which !"'J'rovides a 

detailed survey of' the geographical orientntion of' the 

IJVs Abroad, after summing up the contents presented 

in this section. 
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A SU.Jw1ING UP. 

In the 70' sJ India had made fairly rapid strides 

in establishing joi:nt ventures abroad, although its 

pace had considerably slackened in the 80's -both in 

terms of numbers (Table: )e) as well as in the terms 

of Indian equity contributed-'"hether in rupee or in 

dollar terms. The greatest share of Indian equity 

in ventures in operation is accounted for by 'export. 
) 

of capital equipment (63 .5 per cent) while ~cash 
I 

remittance accounts for an insignificant 8.9 percent 

(Table 3.3). This form of Indian equity capital was 

possible as Indian DFI '"as mostly concentrated in the 

manufacturing sector accounting for 63 per cent of tbe 

number of operational vent lll:'es arxl 94 per cent of 

Indian equity therein. Of late, with a more liberal 

stance towards easb remittance, the picture is different 

for ventures under implementation (Tables 3.3 & 3.4). 

Thus only 49 per cent of the ventures under implementation 

are in 'manufacturing' accounting for only 54 per cent 

of Indian equity. The 1980's thus reveal a sectoral 

change in IJVs from ifle manufacturing to the non-

manufacturing sector. 
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ii) A majority (75 per cent) o~ Indian ventures accounting 

iii) 

:for 84 per cent o'f' Indi m equity are in operatioaal 

ventures where the Indian partner has a minority 

share. This is true also ':far ventures under 

implementation (Table 3.5). 

The average size of' the Indian equity at US $0.5 

million (mid.1986) is small, but~ more than that 

of' developing countries like S .Korea. The average 

size of' equity (i.e aggregate equity contributed 

by Indian and non-Indian partner, non-Indian 

f' inancial institutions, host country governments, 

etc.) contributed in a partieular venture in 

operation amounts to u.s$ 1.90 million. Thus 

about 26 percent of' 'total equity' in operational 

ventures - on an average - ~as contributed by the 

Indian partner. The :figure is 29 percent :for ventures 

under implementation (based on Table 3.6). 

iv) 18 per cent o~ the combined ventures in operation 

and under· implementation are located in the DCs. 

3 per cent of' the ventures in the manuf'acturing 

sector and 40 percent c£ the ventures in the non

manuf'acturing sector are located in the DCs 

(Table 3. 7). 
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v) There are 35 countries at present, (mid - '86) in 

which LJVs are either in operation or under 

implementation. However, they are concentrated in 

nine of them - Malaysia, Thailand, Indonesia, Sri 

Lanka, Singapore, Nigeria , UAE, UK and USA (Table 

3.9 and Appendix ~).Dividing the globe into geogra

phical regions, we note that 54 per cent of Indian 

equity in ventures in operation and 49 percent of 

the equity in ventures under implementatiDn are 

located in South East Asia. For Africa the figures 
I 

are 37 percent and 36 percent respectively. Hence 

there is regionwise concentration of equity 

participation of IJVs abroad. This concentration 

is true for 1be numbers as well. (Table 3.1 0) 
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OF INPIAN JOINT JENTURE_L 

Geographically Indian firms' overseas investment 
) 

covers a wide area - from Fiji & ~ongo in the East to 

Nigeria in the West (amoung the developing countries). 

However, as on August 20, 1986, the maximum concentration 

of Indian Joint Ventures was in the neighbouring countries 

around the Indian Ocean- Thailmd (9), Indones~a \11}. 
1 

Malaysia ( 23), Singapore ( 15) and Sri Lanka ( 16) • These 

five countries account fo.r 74 out of 147 joint ventures 

in operation (ie.5Q%). In terms of equity, 5 countries

Thai! md ( 16 .48'~', Indonasi a ( 16 .08},. Halaysia ( 15 .38'~. 

Senegal ( 15.14%) and &any a ''2 .4C1~) account for about 

76% of the total Indian equity in plants in operation, 

2 
as on 20.8.86. Thera ware 30 countries in which Indian 

joint. ventures ware in operation.3 Apart from these 

countries, in five other countries, Indian joint ventures 

(IJVs) ware under implementation~ We thus note that the 

distri~ution of !JVs was rather uneven across countries

both in terms of numbers as well as in terms of Indian 

equity contributed. 

1) From Table 3 - KVK Ranganathan CSG Vorking ~per IIPA 
'Indian J¥s Abroad' PP 14;15. 

2) Ibid PP 14-15 

3) Ibid PP 14-15 

4) Ibid pp 14-15 
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The above paragraph provides a brief description of' 

the LJVs as it is at presento We shall now provide a 

broad overview of the trend regarding the geDgraphical 

distribution of IJVs. 

The first Indian Venture was in Ethiopia in a 

textile mill. The project approved in 1956, went into 

production in 1960. While in production it was quite 

successful and enjoyed about half the market share of 

Ethiopia.5 

Initially in the 1960s, the African continent 

provided the maximum number of hosts to Indian JVs. 

Thus, the stock-end equity for 1970 shows that Kenya 

had absorbed as much as 41% of the Indian outflows 

6 
prior to 1970. Next in importance were theLdevelopiog L2 

countriesLS .E .Asia - 1-lalaysia and Th a Uand. In the 70's Lof 

while Indian FDI diversified into several countries, it 

remained concentrated in a few countries. Thus, five 

countries -Malaysia, Irx:Jonesia, Thailmd, Nigeria and 

Kenya together held about 4/5-ths of the stock of FDI 

from India 7 ( upto 1978). 

5) Balakrishnan V It was taken over after the revolution 
of September~ 1979 \\ei:t)l...q. Agarwal ~ .42) 

6)S,Horris: Trends in FDI from India (1950-82). EPll 
Nov.' 14 .. 1987 P .1963. 

7 ) Ib id P • 1 96 3 • 
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Out~lows o~ Indian Equity Share capital on account o~ JVs to 

important destination countries 

COU};"TRIES KENYA HALAY THAI I~1JlON NIGE s1n~"E SRI SING .A TOTAL PERIOD SIA LAND ESIA RIA GAL LANKA PORE 

UPTO 1970 41.25 24.44 6.29 o.oo Neg o.oo Neg 4.12 76.07 

1971 - 74 20.95 42.74 Neg 19.96 ~eg o.oo Neg Neg 83.65 

1975 - 78 11 .14 14.81 10.88 21 .17 1 t) .60 o.oo Neg Neg 77.60 

1979 - 82 0.99 5.46 4.89 10.24 10.61 28.08 10.54 12.28 84.01 

Source : B a sed on data provided in Table 10: S .Horris P .1964 

The above table shows that Kenya (41.25~) and lwlalaysia (24.44~, 

were the ~vo most important host countries in the period 1960-70. 

In 1971-74, Nalaysia (42.74%) overtook Kenya (20.95%) ~ollowed by 

Indonesia (19.96%)-the latter having no joint venture in the 60's. 

In 1975-78, there was a greater diversification o~ host countries 

with Inddmesia (21.17%) taking the top slot followed by the newly 

important destination country - Nigeria ( 19.60%). "fbe period 

1979-82 was marked by maximum diversi~ication-·with 3 more countries, 

Senegal (28.08%), Sri Lanka( 10,54%), and Singapore ( 12 .28%J reaching 

double -figures. 
8 Besides in this period, there were numerous other 

I 

1 o' 9 host countries whose share in Indian equity overseas exceeded l 0 

Also, the importance of Kenya and Malaysia as host. country 

partners declined significantly :followed by that of Thailand a rrl 

Indonesia to a certain extent. 

8) However, the case o~ senegal is exceptional as IF~COi' s giant 
Fertilizer Company - a single joint venture in Senegal accounts 
for 15.74% of total eq~ity of IJVs in operation as on 20. 8,86 
~source: Table 3 K.v.y.R. P.14). 

9) See Table 10: S.J.IiO.rris P.1964. In fact they numbered~· 
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We shall now take each geographical region in turn and 

try to analyse the trend in thenumber of JVs in production 

under implementation and abandoned - before and after 

starting implementation of the project. In cases where 

materials were available, one has to try to explain the 

geograJilical patterns of Indian investments abroad in 

terms of the policies of the host country governments, and 

the economic prospects on the basis of locational advantages 

they offer. Also, oneneeds to understand the underlying 

internal factors that have propelled Indian investments 

·which will be discussed in a subsequent section. 

In this section, we have data for 3 points of time: 

6 1 0, .. 1 • 8 11 0 ,.., 86 1 2 0 h b . .p 1 .1 .7 :3 .3. 2 , and 2 .n. . n t e as~s o.~. 

these data we can analyse the evolving geographicnl 

spread of IJVs. We shall take each region in turn and 

analyse separately their trend in the rate of growth of 

Indian joint ventures abroad and causes for their 

abandQnment. However, all these data are not strictly 

comparable. fUnfortunately,in the references cited, no 

where is it mentioned as to how ' 

.· 

10) Balakrishnan, EPW. Hay 1976 

11) R.G.Agarwal : India's Joint Ventures Abroad(NBT) 

12) K.V.K.Ranganathan: India's Joint Ventures Abroad: 
In>A ll~ld.ng Paper. 
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Ind~an equ~t¥ in different joint ventures ~p~emented at 

different pointe of t~e have been aggregated. For 

inf~ation and differentia~ rates of changes ~n exchange 

rato in different countries ~i~ affect the 'rea~' v~ue 

of Indian equityo It gecme 0 hottever 0 that no correction 

has been made in the data and the figures have been 

agsregated in terms of current v~uee in Indian Rupees. 

Since the figures on Indian equity can not be strict1y 

speaking aggresated in ana1ysing the trends and under1ying 

factors. We eha~ be mere concerned ~ith the number of 

IJVs rather than their contribution to Indian equity. 

'AfRICA& 

In±tial1y in the 60's, the African countries were 

the 1eading hosts to IJVs. The reason ttaa that, as a 

foundins member of the Non-AlignAd movement end one of 

the first deve1oning countries to induotriR1iso on a 

significant sca1e, Indi~, ~n the 50's and 60's provided 

both e po~itio~ mode1 fo~ economic &A1t-re1iance as ve11 

as a mode1 for industrial dAVA1Gpmento The noed for 

economic trade and business oo-oporetion wae otresAed in 

this period. Tho Indo-African Dovo1onment Asooeiation 

formed to raa1ioe these objeotivoc had ao one of its 

objectiveb:os 0 to study, nrooess and effoctive~y doa1 ~ith 

enquiries received from the African Countries 

for co11aboration in induetria1 fie~ds 
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!A13LE J ,1,G 

1.n.s!.ian JVs in Afri.c,a (as ,on 1.1.76..1 (9;ccl.w;Jin.a. :Libya) 

( P;. in La}s:hs l 

Sl COUNTRY In Production Und • .l:mplmn. Abed. a:fter Appl 

No Indian Ety No. Ind n Ety No. Indn.Ety. 

1 Kenya 7 392 .JS 1 Jl~7 .oo 6 593.3S: 

2 Nieeria ~ 46.20 9 92.08 .,/ 

3 Hauritius 5 53.15 5 62.10 4 56.81 

h Utj::~nd a 1 29.20 1 

5 Tanzania ~ 36.20 
~ 

6 Zambia 2 48.40 3 24.50 

7 Senegal 1 3.6s .. 
8 Togo - 2 1.20 -
9 Ghana 1 5.4o 

10 horoco 1 3.69 

11 .2th io t)ia 9 139.55 

-----
TOTAL 16 520. 9l~ 8 257.50 40 956 .1~7 

Source Balakrishnan EPW hay 1976. 
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as also to process proposals for imparting training in 

''13 
Indian factories. However, there were numerous 

obstacles to the route of South-South Co-operation. 

Change in governments: creating political instability, 

as in Nigeria and Ethiopia; ethnic clashes in whish 

Indians settled in Africa were victims, as in Uganda.p 

and Kenya; and Africanisation or nationalisation of 

joint ventures Were the root- causes b Eilind a shift 

in the investors' interest from Africa to South East 

Asia. (However, since the late 70's, Nigeria has 

provided a politically favourable climate to Indian 

Joint Ventures.) Of the nine ventures approved for 

production, the'rt. is not a single venture in production 

I 
or under implementation in Ethiopia at present, India s 

first joint-venture: ... in Ethiopia which was economically 

quite profitable in ihe 60's having captured half the 

market share-was nationalised due. to political reasons. 

Infact, in 1976, Africa presented a eloomy picture as 

far as abQ,nd onment of IJV proposals were concerned. 

Thus 63% of the total number of ventures (for Africa) 

were ab andened after approval accounting for 55?6 of' the 

propose4 investment in Africa. 14 

14) 

Cited by Balakrishnan m" Hay H\76 with independence 
of A:f'rican countries, {lageria(in 1960)~,Kenya(in 1963) 
etc.,cd-operation gathered momentum). 

From Table (3) in Balakrisi:tlan. 
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Tabl.e 3.13 

I JYs in .AFRIQA 

(as on 1.1.1976) Re. in l.akha. 

N•·•f Frtpoea18 Appreved ID.Frodn. Under Impl.e. 
Countries 

.A.bandaned 
after April. 

No. Indian ltlui ty No. Indian Nt. I. Egui ty Nt. I. Eaui t:z 

11 64 1734·91 16 520.94 a. 257·50 40 956-47 

Sturcea APPendix 1 1 Balakrisb..nan EPW '76. 
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I y .. u:,DER ADAN- : c:-:-
OPERATION Ti f-L:.-. DO NED -- : 'L.S: .:2 :TED 

---------
··1o ts,,' nna 1 1 

lCenya 2l~ ll' .-, ':\ ' -' . 

Liheri" 

l. nur it ius 1 (, 5 1 " :J -' 

:1\i~eriCI JJ 6 1'? h 11 

Se m c;-al 2 1 

S e y c ; 1e 11. o s 

:j t:rl "'r! 1 

'J'nn7-anin ll 3 

, • :1 nrl :~ 2 1 1 

, .:.'lhiopin l' lj. ') 

Gil nn a 1 1 

Libvn J 1 ') 

(·;'f)(' c 0 1 

:'l!o!l i l ~ 
~ 1 1 I 

TCTAL ,, 1 1~ 
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TABLE J ,15 

JVs in -~fric a (as_ on 31 .~.RfU \ !''. l alch r;; ) 

----
Sl IE OPERATJ:~ Uu.J;nmleryai;atiol1 

COUNTRY .ArJp·.~+nd • 1' • T. I\o 1; o. o:f Actl .Indn Per ,Tot. ;:.: o. o:f 
JVs E~ty, Eqty, JVs. Ety, Et~1 • 

--- --
1 Kenya 10 1216.36 26.2 2 60,18 
2 Ki~eria 6 261,81 s.6 12 1327.05 
3 Hauritus 5 45.09 0,9 1 13.40 
LJ. Ligand a 1 28,07 0,6 
5 Liberia 1 68.00 
6 Seychelles 1 134.50 
7 'I'a nzania 1 2.67 
8 Bots,,•ana 1 5.00 o. 1 
9 Zrunbia 1 30,00 

10. Senegal 1 1696 .oo 
11 • Sudan 1 360.00 

TOTAL 23 1556,33 33.1-J. 21 3691.80 

IARL~ 3 .H2 
J.J.Y.:L.i.D.... Ai'ri c a ( as gn 20.8.87) \s5 .La1Qls) 

1 • Kenya 6 1120,68 12.h0 2 3lJ.. 90 
2. Nigeria 12 755.81 8.36 3 76.18 
3· Naritius 2 15.82 0,18 1 26.75 
4. Ueama 1 2 8,06 0,31 
5. Seychellies 1 307.63 
6. Senoe;al 1 1h21.80 1 5. 7/J. 
7. Eqypt 1 17.44 0,19 1 117.60 

TOTAL 23 3359.61 36,16 8 563,06 

SOURCE: For Table (c) PP.68, R.G.Agarwal JVs Abroad, 

For Table (d J ,PP. 14-15 K. V .K.Raneanathan. 

0,8 
18.5 
0,2 

0,9 
1.9 
0.1 

O,l.j 

23.6 
5.0 

5 1 ,lj. 

1 • - 1 

3.95 
1 .30 

15.94 

6,09 

30.09 
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The picture has not changed since, an on Harch 1982 1 5., 

"h'e :find that out o:f 106 approved proposols, 18 ,.,ere 

nband o ned a:fter implement at ion, L~l~ no tl-iuplen•ented. 23 

in operation nnd 21 under implementr:-tion. The reasons 

:for such a large percentage (417~) of ~>rejects non

implemented '\vere that the government or the Inrii an :firm 

did not per:form a detailed cost-bene:fit analysis 

re~~n"di!Jg the :feasibility o:f the project, chan~e in 

political climate o:f fue host country le:1din~ to 

uncertainty and also the absence o:f n suitable ilOst

country leading to uncertainty and Rlso the Rbsence of 

a s.litable host-country partner. '1'heso '"ere the reasons 

nlso :for non-imp\eme nt at ion o:f projects in o thor rec ions 

OS '·.'ell. 

From Taules 3.12, 3.13 & 3.11+ ,,·n note ti1nt the nLmJber 

of JVs in production increased from 1(, to 23 bet,,•een ~em' 76 

~md }larch 1982. Ho,,•ever, there ,,•as no increase upto Aucust 

1986. 'The number o:f ventures in Kenya registered n decline 

:from 10 to 6 and in hauritius fran 5 to 2. Ho,•over, it 

doubled in Nigeria :from 6 to 12 betv0en harch 1982 and 

August 1986. . -oc-' "fhe amount o :f Indian 

1 s; From table VII n.G • .Agarwal .PP .GJ-65. 
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equity for ventures in production treb1ed between Jan'76 

and Ma.:..·ch 1 82 from Re.520e94 l.akhs to Re.1556.33 1akhs and 

it doub1ed in between Ma.rch'82 and August 1986 t~ Ree3359.61 

1akha. However, there was marked fl.uctuation in case o£ 

the same for ventures under impl.ementation. Thus from 

Rs.257e50 l.akhs on 1.1.1976, the amount increased about 

14 fG1d to be Ra.3691.80 whence it dec1ined drastica1ly 

to Rse563e06 lakhe. Sure1y, this is to be expl.ained, 

part1y by the fact that India's 1araest, jGint venture in 

Seneaal. accounting for an equity of Rs.1696.oo l.&khs was 

brought into production in the 2nd period. However, we 

have a note of concern in that, whil.e the aggregate amount 

of actual. Indian equity in ventures in production and under 

impl.ementation exceeded Re.5200 l.akhs en 31·3.82, it 

decl.ined to l.ese than Rse4000 l.akhs on 20.8.86. What 

with infl.atien and the depreciatien ef Indian Rupee, the 

actual. extent of Indian equity oontributien seems to be 

even l.ese. 

In percentage terms, aa on 20.8.86, 36.16% of the 

total Indian equity invested abroad is in Africa. The 

figure was 30.09% for Indian ventures under implementation. 

Whil.e in the 60's ~rica (eep. Kenya) dominated as 

hosts to Indian joint ventures, the 70's refl.eoted a shift 

in the geographical. orientation ef Indian mul.ti-

national.s in favour o£ s.E.Asia• Thus in 1971-74, Malaysia 



•• 1 05-a •• 

TABLE 1.17 

Indian Joint Ventures in South East Asia. (Rs.lakhs) 

Date No. o:f Proposal Appd • In 1-'rodltn. Und. Impmn. 
as host 
on countries •r 

~~o. IrY.Eq ty. No Ind Ety. :Ko In<\.ety No 

1 .1 • 76 7 86 2261.31 33 987.46 37 1121 .09 16 

3 1 .3 ,82 8 150 l"{. A 64 2830.29 23 1749.38 63 N.A 

2 0.8 .86 9 ~~.A N.A 63 h880 .3S 10 SS4 .• )1 J.,.A l\ .A 

Sources 1 j Balakrishnan: Appendix -1 EPWNay 1976. 
2) 1:< • G • Agarwal PP 63-65 & P _.; .66 (Table V'II & VII.IJ 
3) KVK. Renganathan Table 3 .-P 14-15. (N .A: Not Avail role) 

lJV§ ip 
X!j~E ~ ]8 
SJ As:: (As clb 1 .1 I 76) (ns.lakhs) 

1 • halaysia 46 109S.31 23 776 .02 1S 264.h9 8 s4. 0 

2. Indonesia 16 724.63 3 1(>6 .so 8 531 .90 5 86.2~ 

3 • Singapore 9 130.JS 1 12.80 6 105.84 2 11 • 7 

4. Thail rod 7 152.82 3 60.80 3 92.02 1 

s • Phillippines· 4 112'~9S 1 7.76 3 10S.19 
6, Fiji 2 37.25 1 18,10 1 19.15 

7. Hong Kong 2 8,00 1 5 .so 1 2,50 

TO'rAL 86 2261.31 33 987.48 37 

Source Balakrishnan EP\f lvlay 1976, 
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TAJ3LE }•19 INDIAN JOINT VENTURES IN S.E.ASIA (AS ON 31.3 • .§2) 
...... 

S1 .lOST 
NO'. OF IN. PRGDUCTION pnder Implementation 

Not 
~0 

Cl.JUNTRY PROP. .No. Actual No. Approved Abandoned implemented APPD. Indn. Eqty. Ind n. Eqty. 

Value ,; Value ~ No. No. 

1 Malaysia 61 28 1255.38 27.0 2 30.94 0.4 9 22 
2 Indonesia 27 12 . 1093.77 23.6 4 473.40 6.6 1 10 

3 Singapore . 30. 14 268.31 5.8 10 459.19 6.4 6 
4 Thailand 17 5 153.77 3.3 5 760.05 10.6 7 
5 Philippines 6 2 44.98 1.0 2 2 
6 ·Fiji 3 1 111.22 0.2 1 1 

7 Bong Kong .5 2 2.86 0.1 1 24.00 0.3 1 1 
8 ·Tonga 1 1 1.80 

TOTAL 150 64 2RJ0.29 61.0 2J 174:; .38 21~ .J 14 49 

Source: R.G.Aearwal P.2.6J.65 & 66 
1\ .13 • Data on equity f'or propOS filS approved, abandoned arx.l not implem anted 

were uot avnilable. 
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.TABI.(E 3.60; I ... lVs in S.E.Asia (as on 20.8.86) (ns.lakhs) 

Sl Host No. of II\ PRODUCTION Under Im_Elementntion 
Prop. 

~o. 
Actual Ko. Appd. Ind n No Country Apprd. Ind. Eqty. 

Egty. 

Value ~b Value cl ,.J 

1 l'-1~l<~ys ia 23 1389.34 15.83 3 44.83 2.32 
2 Indonesia 1 1 1h52.75 16.08 0 o.oo 
3 Sineapore 15 485.65 5.37 3 J66.JJ 18.98 ,, 

Thail~nd 9 1488.6R 16.48 2 89.30 l~ .63 

'5 Phillipinen 1 JS.9'5 0. 41~ 
6 Fiji 1 111 • OJ 0.16 

7 done Kone 2 7.96 0.09 1 0.96 o.os 
8 Tonga 1 1.99 0.02 
l, ::)olo ... on I.s. 1 ')?.Rt :<.00 

TOTAL 54.02 10 554.31 

Source : 1\.. V .K. i~ p l'. 14 - 15 

a: Not Available. 

Auandoned 

Xo. 

a N.A. 

Not 
Imple 
rnented 

:t-;o. 

N.A. 3 
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received the ma""Cimum infl01,• of Indian capital ~l~2.?4%) 

and in 1975-78, Indonesia (21.11;o) replaced l-la1Aysia. 16 

Prior to January 1976, S.E.Asia \vas the most 

successful ree;ion as far as Indian Joint Ventures were 

concerned. Thus only 18~~ of the LJVs '"ere abandoned 

after approval. In terms of equity contributed in IJVs 

i J • I t 
in production under implementation and abandoned after 

I 

I 

approval in S .E .Asia, the shnre of Indian equity in LJVs 

'"'1ich '(!.{ere (abandoned after approval' ,,·as only 5?o" 17 

i·•alaysia 1\'as the earliest host to IJVs in South .East Asia 

and 6cy. of the ventures in production iwith Indian equity 

of 78:;) ''ere bo sted in Nalaysia as on 1 • 1 .76 1trlble). this 

degree of concentration in Mal!V sia '"ith in South East Asia 

'"ns reduced by Narch 1982 and :further still by Aueust'86. 

This ,,•as because o:f the fact, that if we compare the end 

points 1.1.76 and 20.8.86, '"e see thAt (iJ the nuu1ber of 

ventures in production remained static at 23 ~altbpugh it 

had increased to 28 on 31.3.83) and the numberof ventures 

under implementr1tion declined from 15 to 3 only and (iiJ 

Indonesia, Singapore and Thailand became impor 1 ant hosts 

to Indian multinationals with 11, 15 and 9 ventures in 

production respectively r1s on Aurrust 1986. 

16) 'T'able II 

171 Balakrishnan EJ.:.\1' Nay 19 6 Appendix _ 1 & Table 17. 
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For South East Asia as a "'hole the number of ventures 
J 

in production doubled in the first period (1.1.76- 31.3.821 

from 33 to 64 and the amount of Indian equity contributed 

trebled f'rom Rs.987.48 lakbs to Rs.2830.29 lakhs. However, 

the number of Indian ventures remained static in the 

second period and "'as ...at- 63 on 20.8.86. 

The number of ventures under implementation declined 

in both the period from 37( 1.1.76) to 23 (31.3.82) to 10 

(20.8.86). Singapore and Thailand accounted f'or the 

hiehest decline in the second period. 

Thus the second period was particularly U.nfavourable 

f'or IJVs in South East Asia (as was· tile case in Africa as 

"'ell) as the aggregate number of' ventures in production 

and under implementation declined from 87 to 74 ( 157~). 

There -was a sliebt shif't in the geographical 

distribution away from South ~ast Asia in the 2-nd period 

in terms of the amount of actual Indian equity contributed 

in ventures in production. Thus, while 61~ of' the total 

equity overseas went to South East Asia on March 1982, it 

was 54~ in August 1986. 
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Appendix - 1 shows the country (and regionj "'ise 

distribution of IJVs abrond. lie note th nt LJVs in South 

East Asia ,,•oro diversified across a ,,•ide range of 

activities from simple labour intensive standard_ed 

production techniques (-textiles, light engineering} to 

complex capital and technology intensive product ion 

processes (transport equipment
1
vehicles, chemicals, 

paper and pulp. etc). Host of these LJVs \vere to serve 

the local market. Only a few units were meant for third 

country export. Exclu5ing in Singapore and Hong Kong 

most of tj. units were in "the manufacturing sector. Lthese 

THE HIDDLE EAST. 

Indian firms made a rather late entry in the Niddle 

East as compared to that in Africa and South East. Thus 

upto January 1976 of the 30 proposals spread over 11 

countries, only 2 bad commenced production-one each in 

Iran and Qatar, while 11 were under various stages of 

implement at ion. 
18 

As many as 17+~-r;:) J of the ventures 

accounting for 46% of approved equity were abandoned 

after approval. 1 9 The picture b a1 irupr oved cart ainly 

20 
by 31.3.82 as out of the 87 proposals, 15 were in 

18) See Table 3.21 

19) See Table 3.22 

2 0) .:.ee Table 3.23 



1 
1 

Date 

As on 

1 • 1 • 76 

31.3.82 

20.8.86 

1 • 
2 • 
3. 
4. 
5. 
6. 
7. 
R. 
~l • 

o. 
1 • 
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TABLE 3,21: India.D Joint Ventures i_n H.E .... \ P.s .1 akh s ) 

No. of' Proposal Approved In Product ion vnder Implemn. 
Abandoned 

af'ter apvl. host 
·~- --

countries No. (net Ety. No Act • I n!.Ety. No. A'J>P-i ):nJ.Ety No In.Ety 

1 1 30 351 .6 9 2 7 .·15 11 180.11 17 164.43 

11 87 N.A 15 125.24 9 417.11 63 N.A 

6 NA N.A 17 234.62 4 66.46 NA l .. • A 

* No. of' countries in which projects were in pr a:1 uction or under implementation 
a) includes Libya & Cyprus. 

Source: 1~ Balakrishnan (1976) 
2 Agarwal R.G (19R2~ 
3 Ranganathan (1988) 

T@LE J.g,g; Iodi.ao JVs i.D HIE 
Iran 10 67.70 1 
S .Arabia 5 52.53 
Dubai 4 1 h9 .1 0 
Iraq 2 5.76 
ha:far&"( UAE) 1 10.30 
.Huscat . 1 R.oo 

\ 

Jon a 1 N.A 1 
Lihya 2 22.90 
Lebanon 2 IJ. 25 
Cyprus 1 30. r;<.., 
UAR 1 0.25 

TOTAL JO 351.69 2 

( i.D~ l!.!sl ioe: Li!2~Sil&Q~J2;[U§ l ii),§ Ol) l .1 • :z6 
7.15 3 8.35 6 52.20 

1 4.36 4 48.17 
4 149.10 -
1 N.A 1 5.76 
1 Q>0.30 
1 8.00 

~= . .A 
2 2:~.<;;!0 

2 ~~. 25 
1 Ju.90 
1 0.25 

7.15 11 180.11 17 164.43 

Source: Balakrishnan (1976). Act. - Actual, App. - Approved. 
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5. 
6. 

7. 
s. 
9. 

10. 
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TABLE - 3.23 

IndiaD Joint Ventures in the Middle East (as on 31.3,82) 

(Rs, Lakhs) 

Host No. of' Prop. In Production Und. Impl. 
Country Appd • 

No. Ind. Equty a c No, Ind. Equ. 

Value f/P. .. Value % To 
To Total Total 

Bahrain 2 1 1 .1 0 Neg. 1 75.0 1.0 
Kuwait 6 1 1 .1~7 " 
Oman 7 1 7.98 0.2 2 202.90 2.8 
S. Arabia 13 3 39.48 0.9 2 61.97 0.9 
UAE 30 9 75.21 1 .6 4 77.24 1 .1 
Afghanis n 

8 
Iraq 2 
Iran 13 
Lebanon 2 
Qatar J 
Yemen 1 

TOTAL 77 15 125.24 2.7 9 417.11 5.8 

Source s RGA pp.63-6S & 67. 

Aban-
do ned 

No 

2 

2 
1 

2 

1 

8 

a - Actual, b- To total Indian gquity Overseas, c- Approved • 

Not 
impl, 

lfo 

5 

4 
8 

17 
8 

2 

lJ 

2 

3 

55 
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~E 1.?4 IJVs in th!;l Hi,gdle Enst (qs on 60,8,86_1 (r.s.lflkhs) 

51 Host In Pro rl: 1 c t j o n Under Implementation 

t:o Country No. Actunl Ind n.l~qty No. Approved Ind i:=~.n .2qty. 
a' 

~; To 
~a 

Value ' 1'0 Total Vnlue Total 

1 Bohrni.n 2 J.66 O,Oli -
2 Km.•ait 1 22 .os 0.24 -
3 Oman 1 8.20 0,09 1 19.11 0.99 

4 S .Arabia h 72.47 o.so 2 ~~ 1 • 96 2.17 

5 UAE 9 131 .24 1 .l~ t:) 

6 !'.Yemen - 1 5.40 0,28 

TOTAL 17 2J4.62 

--~---------·--·---

SOURCE : KVKI~ PP 14-15 

a- Indian Equity in LJVs Abroad. 



.. 109 • • 

production and 9 under implementation. The rest ~63) 

,,·ere either unimplemented (55) l'!f'ter approval or 

abandoned af'ter implementation or coume:ccement of' production. 

Between l>iarch 1982 and Aueust 1986; the number of' ventures 

in operation increased marginally to 17 am the ventures 

under implementation declined to 4. 21 
There was, thus, 

an aggregate decline in the number of ventures in 

ope rat ion arrl under implene ntation in this period - a 

similar trend noticed in the case of' Af'rica and South 

East Asia as well. 

As on August 1986, t:he re were 5 countries in \dlich 

the joint van ture s '''f3re in operation '" i th the maximum 

concentration in the United Arab Emirates ( 9) f'ollo,_.ed 

by Saudi Arabia(4). 22 

''he c·ontribution of' total Indian equity as compared 

to India's six countries in ""hich the JVs are in operation 

of "\dlich 501~ are in Nigerir-~ and 25~ in Kenya. 

The number of JVs under implementation increased f'rom 

R to 21 bet"'\een Jan' ']6 and Harch 1982 and declined there-

nf'ter to 8 ns on August '86. The decline is attributable 

to t iJree f'nctors :-

21) See Table 3.24 

22J In noneof' the countries-Afehnnist<m, Iraq, Iran,Lebanon & 
"ntQr in '"n ich 29 joint venture ~1ro ,.osal s ,,·ere approved 
before 31.3.82 - is any venture in prorluction lor under 
implementation) at, present. 
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iJ a fm\' ventures under implementation RS on Narch 1 82 

"1\'ent into production by August 1986 especially in Ni~eria 

and Senee;al. 

ii) a fe~; of them (ventures underimplomentation) ~\·ere 

later abandoned - as in Libe.ri.a,Tanzania, Zambia, and 

Sud an. 

) 

iii) very few new ventures ,,·are under implementation in 

1982 ... 1986for e.g. onein EeYpt. 

From the tables it sem:1s that the ae;gree;ate number 

of ventures in operation and ·nder imnlcmentation reached 

its peal<: around 1 982 '" i th l~h ventures in these ·two 

catet;ories •. '_ Since then, the rnteof ;'3'I"Owth of JVs 

has been re e;at ive - i.e. the no. of ventures abandoned 

exceeded the no. of new ventures under implt!UJCntation or in 

production bet·t-•een 1982 and 1986. 

As far as the actual Indian Equity is concerne<.J, the 

comparisons for three different points of time are rendered 

difficult as we do not knm" as ho"'\' to interpret these 

maGnitudes. None of the authors.Balakrisllnan, .Ae;ar"'>'al or 

Rnng2nati1an mention "'vhetber these are 0t_, current prices 

and current exch ane;e rates or "'vere historically r:iven 

~i.e.ns provid~d by tbe investors to the ;;overnment at 

the time of imnlementation or operation;. ··e do not knm,• 
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as te whether any changes in the exchange rate had any 

repercussion on the rupee va~ue of Indian equity and 

thus whether the u~timate equity contributed (in Re 

t&rme} differed frctm the initie.~ projections. Sim:l~e.r~y, 

inf~atien will have an effect that wi~l differentiate 

between initi~ and ~timate va~ue of equity - given 

that the Indian investor has agreed to contribute a certain 

fixed peroenta~e of the va~ue of the projects. 

The preb1em which we have just mentiened above 

wi1l be faced for the ether regions as wel1. Neverthe~eee~ 

we eha~1 try to do whatever we can with the data 

a.vailab~e. 
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foreir;n direct, investment in this rec-ion ,,.,.,s t;~;-trc;in;:~l 

:Jt 3~~ in ventures in production (ns on 20.8.86) and 

in ve~.tures under ir:tplementr-tion. 

Cf the 21 ventures in oper3tion and undor implemontntio. 

9 m·e in construction follmvod by nwnufacturinc- (8}, trncling 

( 6 J IJO t a 1 ~ 1 ) , n n d con s u 1 t n n c y \. 2 ) : 3 A 1 so 7 55·~ of I nd i a 1 s J V s 

in constrL\ction C!re in the l·.irldle ~nst • 

. Cud in '''CJS relatively more s•.1cccs~:ful iJ1 tho field of 

consultancy and project exports thau in forminr: .1Dian1.1facturing JVs o 

2l~ 
Bnlnkrishnnn h2s 0rovirled certnin nrc.;uments ns to ~hy 

India co·Jlrl not succeed in hnvinc.: n rnpid incre<~se in the 

number of joint ventures in t :1i s ree; ion. '~hose oil 

producine; <1nd rich economies ,.:are open ;111d e:x:.JOTt oriented. 

CompC'Ired to other developinc reeions this rer~ion attrricted 

DCl·:XCs ,,. i tl1 extremely complex llic-h volume and 11 iGh l")unli ty 
J 

so 1'histic<lted production nnd ,,·ith international markcti11[3' 

networks - especially in the stupendously profitnble 

petrochemicals sector reaping profits in petro dollxars o 

------------------------
23 )\ s ee Table 3.7 
24) Bnlakrishnan \ 1S76) 
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In this f iald, Indian ~nrJ o ti1or TI•1·.:'ICs ,.:ore no m;:1t ell to the 

eiant DCHNCs. Ho,,•ever, Indin, in the services sector, 

could provide cheep me>nac;erial and technical consultancy 

services. Also, it C0 1 tlrl provide tie-up r1rrnnc-emonts ,,•ith 

the DCHNCs to supply parts of the equipt:,o nt erection 

capabilities etc. Indinn joint ventures in the manufacturinG 

sector (in mechanicel nnd chemical e r:cinPerinc Pctivit ies 

like aluminium arcllitectur8l products, steel drums nnd 

contninars., sulphuric <-~cid, irrif-'ntion ,,·ells Ol1d pumpsets) 

sho'" tllat it has a fairly bi;';h deeree of' proficiency i.n the 

intermediate echelon of rec .nolo~y tran~fer and in the limited 

domGstic market ,,·here ·>CL~Cs ,,•il1 not penetrate and tarfiff 

barriars operate nspreveutive to imports. 

SOlJTH ASIA: 

The countries in this ro~ion to which India belones nre 

the immediate neiehbours to India•. And they are relatively 

underdeveloped -industrially. llo"·ever, due to the eeo-

political conflict where Indin is perceived 8S a reeional 

super- power, and bee nuse of the percept ion that there is n 

close collaboration bet,,·een •·lle Indian r:overnment nnd the 



Date 
as on 

1.1.76 

31·'-·82 

20.8.86 

i\).c.t-

TABLF. - 3,25 

IJVe in South Asia (Re. ~akhe) 

.No. of Froposa~e In :Production Under Imp~ementa.tion Abandoned after 
Countries Approved 4Pprova~ 

3a 

3 

2b 

No. Indn. No. Indn. Eqty. Nch Indn. Eqty. No. Indn. Eqty. 

23 343·57 4 7.12 2 5·00 17 331-45 

45 N•A• 9 44·73 17 930.88 19 

N•A• N•A• 21 213·54 9 449·77 N.A. 

Note aa Ino~udee Afghanistan 

b: Inc~udes o~y those countries when on 20.8.86 IJVs were in 

production or under implementation. 

Source: Ba~akrishnan (1976), R.G. Agarwa~ (1984), K.V.K.R. (1988). 

N•A• 

N•A• 



S1 
No 

1 • 

2. 

Host Countries 

TABLE 3.26 IJVe in SOUTH ASIA (AS ON 1.1.76) 

Proposals Approved In :Prediction Under Imp1e. 
mentation 

Abondoned after 
Approval.• 

No Indian Eqty. No Indn.Bqty. No Idn.Qty No. 

A:£gDaniatan 7 82.51 1 1.28 2 4 76.23 

Sri Lanka 15 155-32 3 12 149.48 

Nepa1 1 105·74 1 105.74 

TOTAL 23 343·57 4 2 19 331·45 

SOURCEs Ba1akriahnan EPW May 1976• 
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ind!!Strial interests rmd tl1r1t joint ventures wny be utilised 

for ~,·ielcling political ond economic pm,·er undorwininc the 

of' the smaller neictt>ourine nntion::o, these 

countries h <'I'Ve shown a rather lukewnrm interest in estnblishine 

joint ventures officially approved by the Indian tjOvernmen t. 25 

Hm.,ever
1
'''e would like to point out that .. data limitations 

colour our view to a very ereat extent. Thus official data 

for IJVs abroad in Sri Lnnl<n includes only 7% of the Indian 

~ 
f'irtns in Sri Lanka in the period 1 S79-R2. l·iorris argues 

\t 

Informa 1 conversation with members of the 

Indian embassy reveal that the number of' Indian f'irms in Sri 

Lanko is more than 15 or so times the number of of'f'icially 

reported JVs. 'l'hese are over and above the f'irms that belong 

to Indian citizens resident in Sri Lanka t1nd to persons of' 

Indian orir:in long settled in '?ri Lank<t, all of' ,,11om constitute 

~intennediate category of investment. A study by a Japanese 

business group reported th nt the stock of' Indian direct 

investment in Sri Lanka , Cirea 1978, to be as high as 

25. Encornation (1982), Op.Cit. 

26. Morris (1987). 
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-- --- _______ _,....--~--~-----
-------------------------- ----------w---------

51 
No 

1 

2 

3 

Host·. 

Country 

Bang lado si1 

~';epal 

Sri Lanka 

TOTAL 

1 1 Sri Lanka 

2 Nepal 

'T'OT.AL 

No. o:f 
Proposal 
approved 

In l~roduction 
No Actual Indn.Ety" 

Value ~ '1 T 

Under Implementn. 
Ap rd • Ind n .Ety 

' ,. 
No Value 7a T.T 

Abandoned 
No 

Not 
Implemented 

No 

---------- --------------- -·---··- -- ·- --·---------- --------
1 4.00 u. 1 

11 1 1l~ .62 0.3 6 321.h2 h.5 4 

33 7 26.11 o.6 11 609.48 8.5 15 

-------
45 9 4l~. 73 1 • 0 17 930.88 1 J .li 

Source r Tc ( 1 983 J 1 A _.,.. _ R.G.nc;,-,:n,•Al 

Table_J,28 IJVs in S • .Asia {As on 20.8.86) D· LakhsJ 

102 .l~9 141.18 7 .J2 

111 .05 1 .21 J07.'39 1'5.94 

------·~-

21 21J.5lj. 9 448.17 2J.26 

-----------------------------------------------------------------------------·----------·--------------
Source : K.V.K.R. 

a- To total Indian Equity in IJVs Abroad. 
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31.'fic, the highest :for any source country. 27This is more 

.. 
likely to be the correct estime1te. 1fe note that our analysis 

is limited only to the off'icial JVs whose data are collected 

by the Ninistry o:f Commerce, GOI and the Indian Investment 

Centre. They do not cover the subsidial:"iee effioial.·,:or 

otherwise. 

Now, we shall once again look into the question o:r 

IJVs based on of'f'icial sources":' fully awAre of' tile limitatio:·· 

of' the same. 2 7 We note that Balakrishnan had included 

A:fehanistan in the categ<?ry of' South Asia, while Agarwal 

28 
has not. We note that South Asia provides the only 

exception to the general trend 1"i tnessed earlier \ f'or S .E. 

Asia, Africa and Middle East) in that the aggregate number 

of' ventures in operation and under implementation increased 

finu 26 to 30 with the ventures in operntion actually 

trebling f'rom 7 to 21. However, Nepal and Sri Lanka are the 

25) See ,~, eg.De'tmis J.Encarnation--The :lrolit:it::alRcf-'\lomy of' 
India s joint ventures in Industrial arganisation Ninter 
1982 PP_.J1-55i. This issue has been discussed in a greater 
detail in thechapter on $-outh.a.,outh Co-operation. 

26) S .Norris EPW Nov .14, 1981 . P. 1 ~163 

27) S.Horris EP\l Nov. 7, 1987 

28) This does not create problem as Afghanistan has no IJVs 
now or on 31.3.1982. 
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only two countries where India has joint ventures at present. 

No joint venture exists in Pakistan, BanGladesh, Naldi'Y\eS and 

Bhutan. · For this -scenario, the reasons are mainly of' a 

political rather than economic nature. 

It seems that south .Asia is attracting recent itvestmen ts 

from India. Thus while on 20.8.86 only 27G of Actual Indian 

equity has gone to South Asia in ventures in production, 

ventures under implementation account for a high 23.26%. 

Appendix 1 shows the f'ield of coll~boration flf-Iodian 

firms in fue host countries. Projects in operation include 

manufacture of paints, beer and dry batteries in Nepal. In 

Sri LauK.Ct. the spread of' investment is across almost all 

industry g.r-oups in which India invests ooroad - textiles, 

light_. ene-ineering, chemicals, c anmercia 1 vehicles. etc, in the 

manuf'acturine- see·tJo:J!iiS well as restaurants, :financial services, 

tourism etc.in the non-manu:f'acturing sectors. 
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THE DSVELOPED COUN1'RI 15: 

The Indian firms had merle at fairly early ontry into 

DCs. Out of 65 units in production, 10 \15 .4~~) were 

located in the DCs as on January, 1976. These had 14.87b 

rif the to tnl Indian equity in ventures in production. Thus 

the average Indian equity in a DC venture was comparable 

to that in a developing country. This was mainly because 

of' the existe nee of 2 units where the amount of Indian 

equin was quite large - one in Canooa and the other in 

West Germany aceountine for about so% of the total Indian 

equity in ventures in production as on 1 .1. 76. These 

units were manufacturing rice milling machin ,ry (Kirloskar~, 

W. Germany) at an attractive price and a pulp and paper 

unit in the then virgin territory of Nova Scotia.
29 

Both 

of them had found unique business opportunities at the 

appropriate time be:fo re PO"-'erful international competition 

had led to their abandonment by 31.3.82. 

29. Balakrishnan, 19'76. 



•• 117-a •• 

Dnte as 
Ko. of' Proposals Approved In Product ion Under Imp lome nt n. Aban .Af'tor 
host Appl. 

on 
countries ho. Indian 2'1 ty No. Indn. l'!:ty Ko. Ind n. J';ty l\o .. Ind n .Bty 

1 • 1 • 76 8 a 
461.57 10 27 251 .5lj 5 8.81 12 201.22 

31 .3 .82 16 73 l\.A 23 90.26 16 3 93 .J6 34 N.A 

20.8. R6 11 
b J:.A N.A 33 3l~4. 72 12 296.98 NA N.A 

a : 2xcludes Cyprus. 

b includes only those countries '"here joint ventures "'ere in 
production or under imple1iJont:-:1t ion :1S on 20.8.86. 

:robl~ 3 .JO lJVs j.p th2 ~Qs k~ine QyQrUS l as on 1 .L..I§ '1'.::::. lakhsJ 

1 . .J. S. A 8 46 .31 4 l~. 90 3 3. 91 1 37.50 
2 Canada 5 180.75 1 75 .oo 1 3 105.75 

3 U.K 4 28.15 3 23.25 1 4.90 

'~ l\. [rc 1 0nd '> 2 • ~) 1 ') :? • ~: 1 ·~ 

5 lv .Gennnny 3 132.42 1 125.30 2 7.12 

6 Irelnnd 3 28.53 1 23.09 2 5.lt4 

7 Austrrtlin 1 35.00 1 35.00 

8 Japan 1 7.5 () 1 7.50 

TOTAL 27 461 • 57 10 251 .54 5 R.R1 12 201 .22 

Source lJ <'ll nkrishnnn \1976) 
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As far as the comparability of' the nvarnee Indian 

aqui ty in a DC ventura to a L.JC one 'lH'IS comrerned the 

picture had changed by Harch 1982. Thus wh ila 23 ~ 17/o) 

of' the ventures in production were .located in DCs, their 

contribution to total Indian equity was only 1.94%. 

Similnr ly on 2 0.8 .86, ,,·hila 23 ( 16%) of' the ven turas in 

production were located in DCs, their contribution to total 

30 
Indian equity was only 4 percent. This '''as not because 

of the fact that the avarnr;e amount of eCJuity per firm in 

a DC or lOC wasL..equal, but it was because of' the fact tbat ,LnQt 

only 4 out of 34 ventures in production n rrl under impleruen-

tation '''ere in the manuf'<'lcturin~ sector. 12 ,,·are in tradine and 

11 in hotel and 3 in consul te1.ncy. Naturally the amount of 

equity pequired. in these ventures ia smaller than that 

required in the manufacturine sector. 

30) One Lndian venture alone - in socialist Yu~osl~via - in 
the manufacturing of steel ,.-ire ropes by 2 India-based firms 
(one India based DC?-:!.C tFCC) and the other ar;Jindian firm 
(JIIr'I.WAR)) account for 6 ~Y of the equity in production 
(20.8.86) amQting the vent•.tres located in production in DCs. 
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:Ial21~ J.JJ liJVs ig the DCs {gs on J1aJz8~l ~~. J.a.!itJ§} 

Host No .of Prop. Ig Production Under I mE leme nt n • 
Act.In.Ety • • ,4ppi. !nd n.Ety Country 

Australia 

Cyprus 

France 

Greece 

Netherland 

Switzerland 

U.K 

US .A 

iV .Germany 

Yugoslavia 

Grenada 

Hungary 

Irel md 

Japan 

Spain 

Canada 

Tar .AL 

Apprvd. .-No Value~ TG. a No, V a liie ;d '1 o a"': 
otal. Total < 

2 1 6.85 o •. 1 

3 -~·· 1 29.26 

1 1 2 ~·62 o.q 
2 2 115.14 

2 1_.. 3-75 0.1 1 1.00 
t 

1 1 

17 9 15-37 0.3 3 1.83 

24 9 21.27 0 .l~ 6 53.25 

6 2 40.40 0.9 1 o.43 

1 1 192.00 

1 

1 

3 
1 

1 

7 .. 

73 23 90.26 1 • 9 16 3 ~~J .36 

Source : H.G.Agarlval .L~.I:'.63-65 & 69 I LIC~L83) 

a -Indian Equity in IJVS Abroad. 

0.4 

1 .6 

Ney 

0.1 

0.7 

~·ee 

2.7 

5 .5 

Not 
Abandooo d 

Lm pleuaented 

1 

2 

2 3 
2 7 

1 2 

1 

1 

1 2 

1 

1 

3 4 

9 25 



Sl 
No 

1 

2 

3 

4 

5 
6 

7 

8 

9 

10 

11 

•• 118-b •• 

'IJ!.ble 1.32 Indian Joint Ventures's in the Des (as on 20,8,86) (Rs.lakhs) 

Host 
Country 

.Australia 

Cyprus 

Greeve 

Netherlands 

Switzerland 

U.K 

US .A 

W'.Germany 

Yugoslavia 

Gibraltar 

Huneary 

In Production 

No Actl.India~ Equity • 

Value % To Total 

1 7.20 0,08 

1 0,86 0,01 

1 1.63 0,02 

10 3'+ .57 0,38 

6 21.26 0.24 

2 40.39 0.45 

1 238.00 2.43 

1 0.81 0,01 

-· 
TOTAL 23 344.72 3.82 

Source KVIill pp 1 4 - 1 5 

Under Implementation -
No .Approved Indian .Equity 

Value ~b To Total 

1 29.26 1.52 

1 25.22 1.31 

1 0,38 0.02 

4 96.76 5.01 

4 145.36 7·53 

1 o.oo 0,00 

12 296.98 15.39 
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It seems that motivations for investing in the developed 

countries '\'ere to promote indian exports ser.,_...,! ethnic Indian 

(as well as overseas) clientele in rastnurants with Indian 

:food where Indian :firms alone saema:l to hmre m•nership-

specific advantages and provide :finnncial services '' ith the 

help of -L .' qualified Indian financial pars annal. Once it Lbighly 

was recoc;nised that India could b ardly cope ,,•ith the DChKC 

and DC d om as tic finns in the manufacturine sector, Indian 

firms seam to have almost given up investwent in this sector. 

Now considering the countries sep--arately, the USA 

accounted for the maximum number of joint van tures in 

production and under implementation as well a<:> in terms of 

approval on both 1.1.76 as well as 31.3.82. However, by 

20.8.86 the UK had replaced VSA. This wns J?.nrticulnrly 

due to tho fact that the nwnbcr of ventures in o parD tion and 

under implementation in USA hnd declined from 9 to 6 and frOid 

6 to 4 rr~spectively in the period 31.3.82 to 20.8.86. 

In :~'- of the 10 ventures in operation J 4 are in m arketinc 

tradine and publi"hi):ig,4 are in Hotel industry, one each in 

financinl consultancy and erection service. In fact all §he 
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14 ventures in operation and under implementation are in 

the non-manufacturing sector. This is true for USA also. 

Thus of the 6 ventures in ope rot ion, 3 are in mnrlcet ine 

meant for Indian export prouotion, 2 are in rlotel industry 

and one in real estate development. 

It seems that, India '\'ith its cheap au:1 hi~llly 

qualified \cCJmparable to those in DCs) personnel in financial 

teehnical and manaeeri~l services \llill have ownership specific 

advantages in establishinc- joint ventures in DCs •. Also in 

order to source information CJncl promote export .• of 8 finn's 

product · the parent firm est:1blishes joint ventures in 

services sector. These two types of ventures along ~ith 

Indian-style restaurants at~ likely to dominate the LJVs 

in DCs. (See Appendix - I) 



• • 121 •• 

SEQTIQN .. C. 

Firm and Igdustry ~eye1 Characteristics of IndiQn 

Joint Ventures AbrpasJ. 

C, 1 In trod uct ion. 

We have noted in the fi.r&t chapter that o'mership 

specific advantages are necessary for firms to invest 

abroad. These advantages may be firm -or industry· 

specific. In this section we shall present the evidence 

hypotheses and theories related to firm and industry .. 

level characteristics of IJVs abroad. 

f,2,1 Technology. 

a) Ex:i.Qegce: The Indian parent firms like OTWhNCs 

e in most cases, used imported machinery. Of 52 

interviewed,42 reported that they 

obtained their original technology abroad. (See Table 

3 ?;?) These firms had at one time or another, either a 

collaboration or a licensing arrangement "-i th a developed 

country firm. 1 Over time, however, with encouragement 

from policies of import substitution, this machinery 

began to be produced in Ind~. The import content .. 0 of 

basic machinery used by most firms was minimal. 
2 

'!t 

1) Intervie,ys carried out by C .Cardeiro and reportedby 
't~J.,~ ( 1983) P .20. R ,Lall' s interviews also 
cor"I"oborate this dependence on import of original 
technology.(See p.21) 

2) R.Lall t1986) P,22cJ.Wells \1983) P,20 and Table 3. 33• 
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Source of technology of Indian parent firms and their foreign manufacturing subsi
diaries ( 1 977) 

Sector 

Paper & Cardboard 
Chemicals, soaps & 

d1rU.gS 
Edible oils 
Automobile Ancillary 

Food, beverages and 
confectionary 
Construction 

Misc. light ancill-
ary 

Heavy industry 
Textiles 

Total 

Source lnterviPHs 

Source of parents' original 
technology 

India 

1 

2 

1 

1 

1 

1 

3 

1() 

Foreign 
colla
boration 

2 

1 
2 

5 

3 

5 

2 

20 

Imports of 
foreign 
machinery 

2 

3 
1 

3 

1 

3 

3 
3 
3 

22 

--- --- -----

Source of forcicn 
s ,bsidiaries' 

technology 

India 

7 

8 

9 
7 

5 

3 

1 2 

4 

4 

59 

Japan Other 
forei
gn

countri
es 

1 

1 1 

3 

1 

1 3 

2 9 

cond'H'~Pd by c. CordHiro in L.T. Hells ( 1983) p.21. 

sour~e of J:l::;ircnts' 
1977 techno

logy 

Atle ast 
50 per
cent 
indige-

nous 

5 

4 
4 
8 

3 
3 

9 

3 
8 

47 

Mostly 
imported 

2 

1 

2 

5 

-------

---
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Ado.ptations made in the originally imported 

technologies most often involved only ruin.or adjustments 

to the production process or machinery design or just 

to plant layout th£ougb a process of learning by doing 

rather than though a formal R&D. Other motives for 

adaptation include the 'need to avoid unnecessary 

automation' 
f 

and need for raw material substitution' • 

In rat-e cases only machine design itself '\\'as changed 

al thouc-h in some cases formal R&D "'as necessary. 

Besides, an adaptive effort is made to change 

product design because of the role of local tastes. 

However, there is no evidence of the need to sc;=~le 

rJ <Th'n imported production technology · (to suit the require-

ments of a smaller domestic market) as a reason for 

technological adaptation. Instead some :finns used less 

specialised machi"nery ar:rl different plant layouts in 

order to gain 'flexibility of production' \ability to 

produce smaller runs o:f a [:Teater variety of product s 

in the same plant j •3 

' )4 
b) Hypothes~s; \ i .. Technologicnl sophistication: 

T'iiJ.'.:,Cs in general, do not rely on their technological 

sophistication for competing in their overseos operations. 

J} R.Lall P.2J 

ld In formulating hypotheses for Indian :firms that hmre 
invested abroad R.Lall has used the popular image of 
Tl.'HNCs. Then h~ compared the Indian experience '\\lith 
that of TWhNCs in general to find out ,,•hether his 
hypothesis is accepted or rejected. 
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Indian firms historically have relied on extern::ll 

so:..1rces (mainly collaborations with foreign compnnies) 

for their technoloeical development, for ''hich, they 

h;we to pay royalties. Hence technological sophistication 

cnn be measured in terms of royalties. 

For Indian firms to confo:nn to the popular im ceo 

of Ti\hNCs, we '"ould expect a rejection of the hypothesi> 

that "firms spend in~ a large proportion of' their 

manufacturing expenses on royalties are significcmtly 

more lilcely to be foreign investors than other firms 

not doinG' so" •5 

ii) Embodied Technoloc-ical Adaptation: The literature 

on T'\f.LNCs in general suegests that "an important source 

for the competitive advant8ge of' these firms is their 

ability to use machinery that is better suited to LDC 

conditions." 
6 

From the evidence presented above, the proportion 

of total manufacturing expenses spent on R&:.D can be used 

an iJXle:x of an Indian firm's ability to adapt a nnchine 

and/or process to LDC conditions. 

5) Ibid ...... 34 

6) Ibid ~ .35 
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I:r the Indian evidence con:fonns to the e;enoral 

picture o:f TWhNCs, then the hypothesis that 11 Indian 

:firms that have a greater capacity :for embodied tech-

nological adaptation, irrespective o:f their industry 

of' operation, are signi:fican tly more lik.el y to be 

:foreign investors than other :firms with smaller 

capacities :for the same 11 7 ought to be accepted • ''· 

e; ;Ecoppmetric results: The data reject the 

bypothesis that irrespective o:f their M industry of 

operation, Indian firms that are better equipped for 

und or taking embodied technological adapt at ion are more 

1 ilc.e ly to invest overseas than firms not as 'h'ell equipped 

for the same. This corroborates the interview-:findine;s 

1\hich indicated that 11 all :forms o:f embodied technological 

<"da·~'Jtation notldthstanding, Indian LDCFis, iu their 

overseas operations, trend to use Indian machinery only 

to the extent that it is 'as good as' :foreign 
8 

equipment or to the extent that government regul~tions 

:forces them to do so. Hence most of Indian 1-.1\Cs pre:fer 

cash remittance overseas to 'forced' de~endence on ... 
' 

Indian machinery as Indian equity abroad. 

7 ) Ib id. ·' • 3 5 

8) R,Lall. Ibid P.44 



C.2.2 Fin a nee: 

a) J:;yidenc,e.: For mn-ny firms, finance -· posod a 

c, 
serious problem for their overseas ventures.' Lt 

seems that Indian 1·~NCs have been handicapped by the 

stringency of the Indian eoverment as regards the 

transfer of liquid capital Qerseas for the purpose of 

't t' . . 10 eq u1. y par 1.c 1.pa t 10n. Noreover, given the small 

size of most Indian JVs abro<rl and their being relatively 

unknmm, it has not been ensy to raise finance in the 

local host country ·mapk9ts and as such, are suffering 

I - ) 11 
from cash st arwation. Again, giVen the advantages 

of financial leverage, political contacts accessibility . ,_ 
to information, DFI from India is dominated by lar~e 

firms t hat are part of even larger conglomerntes. 

b J Hypoj;h~§Q.s: 

i) Capital-output ratio: Given the theoretical and 

practical diff-iculties of measurine capital, the ratio 

may be d ef'i ned as the:y average fixed cost of en pi tal 

corresponding to a firm's output level. 

9j Ibid ~.26 .A.lso.,.l..K.Raju Consultantst1980) arrl Spacial 
Repo'rt, Business India, 8-21 June 1981. 

10 )Feder at ion of Indian Chambers of Commerce nnd Industry 
(FICCL; ( 1982) 

11) ~all, Ibid P.26 
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This average :fixed cost on the one haoo reflects the 

scale aspects o:f tb e technolog-ical mix used by di f'ferent 

firms ( THl-iNCs are supposed to bave a ~ L: capital-output Llower 

ratio 't.han that o:f DCHNCs and are, therefore
1 
better 

t 12 
suited to the LDCs factor endowments and on the other 

hand, indicates the :financial factor in the technology 

mix. It seems th at 
1 

the average :fixed cost is a more 

reliable indicator of the :financial rather than the 

scale aspect of the technological mix. Hence, differenc;;s 

in the average f:i.x.ed cost of investment cannot be accurate 

reflection of differences in the scale of operation 

between firms. Therefore, the index :far average fixed 

cost cannot be used to test the hypothesis that firms 

using sn1all scale technologies are more likely to invest 

abroad. 

-Jfoting._ the financial constraint, the hypothesis 

is simply that 11 firms, irrespective o:f their industry of 
I 

operation, with plants characterised by technologies 

roquirifig heavier average fixed cost investments would 

be less likely to invest abroa:J than firms with 

technoloeies requiring lower average fixed cost 
u 

inves truants. 

12) Lecraw (1977J,Wells ~1983) 
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ii) firm Sizj!: The firm's gross sales receipts are used 

as a proxy for firm size, .An index o£ firru size captures 

the technological and/or non-technological aspects of 

finn size. However, "in as much as large soles receipts 

do not necessarily imply the use of large scale 

technology, 'gross sales' is pr d:>a~ly a better index 

of the non-technological aspects of firm size than of its 

technological aspects." 
13 

Given the an pirical evid~nce presented above, 11 it 

is hypothesised that firm size will at least for non-

technological reasons, have a significant impact on 

the lil<e lihood that an Indiau firm iDNesta abroad. 
14 

C) ~cgnqmetric r§sults: 

i) Capital-OutRUt ratio: The data seems to support the 

hypothesis that "irrespective of' .1beir industry of 

operation, Indian firms that require high fixed costs 

of plant and ma::hine:ry to generate a given level of 

out;mt are significantly less likely to invest abroad 

than other firms with plants requiring smaller fL"'Ced 

costs to rroduce the same level of' output. 

13; Lall Ibid J? .36 

14) Ibid 1·.37 
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Although this result does not shed any lieht on the 

link bet1"een the scale aspects of' a firm's tebhnological 

mix and the likelihood o:f its iinvest ing abroad, it 

does suegest that the :financial aspects o:f the technology 

used have significant bearin~ on their decision to 

invest abroad. In particular, this result is consistent 

with the impression gathered :from our in tervie,\'S as \\'e 11 

as independent reports that liquidity constraints 

severely restrict the ability of' Indian LDCFis to 

in!_-est in projects requirine heavy initial capital 

i nve s tme n t." 
1 5 

ii) Firm* Size; Assuming constant returns to scale, 

the tech no log ica 1 aspect o:f :firm size can be do no s: 

away '"ith. Then the index :for firm size shows the 

non-technological aspects only. It can be concluded 

that "the non-technoloeical aspects of' laree size 

si e;n i:f icantly enhance the 1 illtDlihood o:f :foreign 

I investment by Ind ian :firms irrespective of' their 

16 
industry of' operation." 

.Q. 2.3~ Hana.n-erial and Technipa}. n.ersonne.l; 

a) I:;videncet It sho-ws that the use of' home country 

personnel may be an important source for the competitive 

advantoee of' Indian l·JNCs in their overseas operot•ions 

1 5 J Ib id P .lf2 

16) Ibid P. 42 
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because such pers ctlnel are relatively less expensive, 

more flexible and better attuned to LDC conditions 

than the personnel used by Del-1NCs. The popular image 

of T1fJ..;NCs also corroborates t bi s fact. 17 

b) Hypot!le sis: Firms with greater access to highly 

trained personne 1 in too ir domestic operations would 

be better equipped for foreign investment than other 

f . . th . d t 18 
~rms ~n e same ~n us ry. 

c) &s:onome tris: B~sult: The hypothesis stands rejected • 

Ho1iever, this result cannot be interpreted precisely • 19 

For this result can be consistent with the fact that, 

"while. ''it hin the same indus try, f'irms wi tb greater 

access to managerial a:rl technical expertise may not 

be signif'icantly more likely to invest abroad than firms 

lacking it, it is still possible that Indinn f'irms in 

industries that are skill-intensive are more likely 

20 
candidates for foreign investment or vice versa." 

17) CHen ~981), Wellsl1983) 

1 8 J l.a.ll p • 3 7 

19) Lall P.43 

2 0) Ibid P • 4 3 - 44 
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~\t_Exnor~ Perfohmancez 

a) S:vid§ ncif; 'T'he literature on T\vNNCs points to the 

need to overcome protection in targeted markets as a 

reason for investing roroad. Apart fran this, in the 

Indian context "hieh domestic product ion costs resul tine 

fran government regulatory pol icy may make exports 

uncompetitive and the option of investing abroad, there

fen-a, more attractive. 11 21 

b) Hynoth2sis: The ratio of eacb firms' export earnings 

to its gross sales receipts is an index of its export~ 

performa nee. There is a negative link bet1veen ex:ports 

and direct foreign i nvestme~ ;Only if poor export 

performance is th a result of protect:Lon in targeted 

marlmts and/or probleus related to the domesttie-

p :roduct ion environment tllat make the option of exporti nc 

less attractive than tl1 C1t of investing abroad. There:f'ore, 

if the negative link is established then '\'e can interpret, 

that result as a support for th~ hypothesized trAde-off 

for firms between the option of exporting and that of 

investing abroad. 

c i Ecopom~tric 'Results: "'he data provide "some limited 

' 
support for~ne1hypothesi:red incentive for "foreign 

22 
investment arising from p9Qr export perforwance." 

• 
21 J I lJ id p • 3 8 

2 2 ) Ib id ._J • 4 3 
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C .2 .5: 12epenpence on imported raw m aterinls; 

al EYigence: "Indian firt~1s may
1
due to government 

regulntory policyl find t~a option of export in~ from 

abroad more ottractive tllnn that of cxportinr; frau; 

India. In particular,the Government of Indio's '*ari1'f 

policy makes the cost of imported ini•uts so ilie;h thnt 

it has a siglllificantly harmful impnct on the 

competitiveness of India's exports of manufactured 

goods." 23 

b) Hynotb§si§: Firms that are more dependant on 

ir,Jportad rrrh' materials are mora likely to invest 

abroad than other firms that are lass dependent on 

the same. The index of tllis dapeo:iance is rre asurad 

by the proportion olmanufacturing,tspant on imported ,Leosts 

r "'"' m ate rials. 

cj Sconometri.c Results: The results provide limited 

support for the hypothesis that firms that nre more 

dependent on imported rm,· materials are also more 

lH:ely to invest abro oo. 

C.J: Industry ;ave;!- cn~cteristics of Indian JVs tbroncl. 

He shall no'~ discuss the industry ... level. econometric 

an<1lysis of DFI abro<~d _ ( in the manuf<~cturing sector}. 

'-:e note the fact thnt, since the bulk oft~ Indian FDI 

in CJanufacturing takes place only in other LDCs,it is 

likely that the decision to invest overseas is linked 

s r:ecifically ,dth the performance of t hair exports to LDCs. 

~ . ?Q 3L• 
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Theories of internationa1 trade and investment wi~~ 

be presented now. Each theory comes up with a partiou~ar 

hypothesis about the nature ef Indian experts and DFI. 

These hypetheses vi~ be tested and the resu~ts ebtained. 

Our ana1ysis is based on R.~•s work. 

0.3.11 The factor prtportions appreaoh; 

a) TheerYi This theory can be app1ied in $he context 

24 
ef intra-LDC trade, where, aooordins to ~assa, the 

pattern of wor1d exports of manufactures is in terme ef 

inter-country differences in capita~ endewments within 

~he context Gf a 'Stages of Deve1epment' appreach te 

cempara ti ve advantage. 

b) Evidences However, it ie not o1ear, a priori, 

whether •r not India is indied oapita1 abundant re~ative 

to its LDO trading partner. 25 £t the same time, India, 

among TWMNOs has the cheapest ~beur oeet and un1ike, say 

Hong Kong MNCs, none of the Indian MNOe •have ~coated 

26 
overseas to take advantage of 1ewer ~bour costa." 

24) ~as~, B. (1979) 'A Sta~es APproach to Oemparative 
Advantage; in I. Ade~man (Bd) iotnomio Growth and 
Resources. London. 

25) R.La1~, pe65. 

26) Ibid, pe65• 
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Altboue;h tvithin the same industry, Indian firms set up 

plnnts that are mor& 1 roour - intensive thnn their 

developed country counterparts, it is by no means cleDr 

that !ndi an :HNCs ~~end to be involved in industries th ['j; 

involve more labour-intensive technologies. Also, a 

c-reater use of m imported m cch inery in IJVs :'lbrond, 

compared ,,·ith,Ldomestic ventures adds to its capital .,Lits 

intensity. 

c) ~.Qth~t~i~: Indian firms are not expected to be 

specific(jllly comfort::ble 'dth labour-intensive 

technologies. 

d) Econome}rip Rgsulti On export performance:India
1 . 

despite being a newly industrialising country,bas a 

compnrntive advnntar;e in the export of labour -

intensive manufactures to its LDC trading partner. 

C ,J .2 : 'i'he peo-factor proportion§ approach: 

nJ ~..QO.\. The theory incorporates 'human capital' as 

a factor of production.tn the context of L~Cs, it 

IJOSits that the better developed LDCs will,beccmse of 

their relative skill abundance, have an advantnGe in 

the export of skill and human-capital-intensive 

manufactures to other less advarc ed LDCs. 
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bJ Jkyidencsu In the Indian context, 11 success:ful 

foreign investors f'rOm India tfend to t8ke advantaee 

o:f opportunities to exploit the diseobodied element 

of' their knowhow, rather than rel<4!1ying solely on the 

technology embodied in Indian machinery. 1'h e extensive 

use of Indian managerial and technical expertise seems 

to be an important ingredient of Indian.LDCFis' 

comparative advantage in their overseas projects." 27 

c) Hypothesis: It is expected that an index of ·~ilman 

capital intensity :for different industries '"ill have 

a positive and s ignif'icant coefficient in the :fcreign 

investment equation. 

d) icopometric r~sults: ~r(i) As far as exports o:f 

Indian manufactures to LDCs is coocerned. sdll-
' 

intensity is not an importantingredien t of the 

competitive advantage. But as f'.&T as DFI is co ncerned 1 

industries which a:-e skill-intensive and hence .wh-ieh provide 

~rcater opport wities for exploiting the desent>odied element of 

Indian technological kno'"ho'" aretha more likely candidates 

:for :foreign investment by Indian firms. 

Q .3 .J, 'f'he n~o-tgchnology a rpropch: 

a) Theory: It drops the assumption of' identical production 

2 7 ) Ib id P • 6 7 



. . 135 .. 
~unctions across national borders implicit in the 

traditional Hecksher-~hlin theory. It posits that 

the reservo"t:r o~ technical knowl a::1ge is an important 

basis ¢for competitiveness in trade. 

b) &vigegce: The existine literature on TIDiNCs 

stresses the importance o~ the ability o~ the ~irms 

to mod ify and adapt prod llCtion processes, machinery 

and product design to better suit LDC conditions and 

hence gives them a compet it iva edge over DCl-INCs in 

their operntions in developing countries. India has 

a very 1 a""ge indigenous capital goods sector relative 

to almost all its LDC trading partners. 

c) Hypothesis i It is expected that India, 1 ike 01''\fl·,l\Cs 

will have a comparative advantage :tin industries that 

make intensive use o~ iqputs ~rom the domestic capital 

goods sec tor. 

d) ~conometrik ~§SUlt; As ~ar as exports are concerned, 

Indian ~irms do not drm~ much competit ive advantage f'rom 

the use of' indigenous '! • technology as embodied in Indian 

machinery. ~ilin· : as regards DFI, i ndi{3'enous technology 

as embodied in domestic capital goods is nd: a source of 

competitive stren(!,"th to Indian 1-INCs in their overseas 

operations - a contradiction ,.,hen compared '"ith 

• ,p T,·"' . .,..C . 1 2 8 
exper~enceS O.a. nNI.~ S ~n c-enera • 

28) Lall P.73 
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CdAPTETI - IV 

In this chnpter, we shall discuss ~o) the motiva. 

t ions :for investment by Indian firms abroad nnd ~b J the 

role of large Business Houses in IJVs abroad. 

India has ab~ays been described as having a labour

surplus economy with massive unemployment nnd lacking in 

complementary inputs like capital and foreign exchange. 

1\eo-clRssical economi..i>sts ,,•ould predict 3 low return to 

surplus labour and 3 high return to the scarce cr~pitc.l. 

Further, given international mobility of the factors of 

production, the theory ,,·ould predict 3n out-mi{3Tation of 

l<1bour and inflow of capit::~l into India. And yet ,,•hen, 

pirect foreign investt.:ent (DFI) does occur from Indir-~, 

they nr~ue that this hAs to be br~sed on 'neentive' moti

V8tions 1 mean inc- t hRt the 1 ad verse 1 pol icy environment 

ralated to :trade and industry lendine to all sorts of 

distortions have pushed In~ian capitol overseas. Ini

tially, the lvorld Bank nlso held such n. vie,,·. llowever, 

ns we shall see~ this is but only one side of the coin. 
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Other ty ,l8S of _lush factors criaing from the need for 

protect ion of' the ex)ort :.1<1rkat from compctit ion of' 

locnl, oth:er 1'H};KCs and D8 •. ::cs as ,,·ell ~s tariff' nolicies ) . 
o f' some countries <:nd ;'ls o the pull f' c:c tor nr iS.nc from 

th:- investment-incant iv::> ;:;tructure provided by the bos t 

country and an aggressivn stratee)' b csed on ex ·nnsionto 

ne1·: twrkets seem to have l.Jotivated Ind i;:m firms to 

venture overseas. The si?c of' the stock of' Indinn ec!ui.ty 

cnpital overseas is ~uite consideroble and comparable to 

tlt-t of' m e>ny ne,,•ly industrial isine countries ( !:~ICs) such· 
- '\ t_ 

os S .Koren, Taiw r.:n, - 'lUlilanCt-3· .· ~d .Mal_:aysia~ 

In establishing WVs nbroacl, th~ Lnr{';e industria 1 

Housc:s hove played a !JJ.:edu< .. inant role. ::ine of' the to~) 

bd?nty L;'rgest Industrial ilcuses account for 52(35 

tJercent) iJVs and Rs .5455.63 lnkhs (60 percent) of' 

Indian equity in joint ventures in o perr~t ion ( Toble 

4.3). However, ventures under im~lementntion do not 

reflect this very high clo~ree of' concentration ns their 

she1re of' Indinn ec:uity in ventures under hqJlementr.tion 

is 28 porcent only. So it is 1 ikely th ·t the overrall 

concentration of IJVs ''ith the ~argeHousoS t.lny decline 

in future. --
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All th;::se IIouses ~1rc lnre;e, diversif'i0.d nnd ,,·ell-

nstablishcd ~ith a much broader range of nctivity at 

!JOWH tltan overseas, and most of them .. if not ;:111, are 

m :.j or e ·:porters of product ~J. 

According to S .Lall, · 1 size, experiornce ~,nd o:~·,osur~ 

to foreic;h markets .are cle;:rly of rrroat j_,,.,)ortm1ce in 

determining exports of capit~l f'rom India. Th i;, is 

hardly surprising given tho costs, risks rtnd informntiot: 
u '1(~ 

reCJuirements of goine abroa:l 1• Ho-,;cver, a">art from 

these positive reasons, DFI also seems to be a defensi.vo · 

strategy designed to LJI'Ote c t existing m:m:'ket s by ere at ing 

an outlet for exports tilrou~h th o S8t'tinr,- up of joint 

ventures. 

sepat-ataly. the motivations for, and the role of' l <>r~o 

>!sin ss borlses in investing abroad 
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ll • Hot i JT.6lt.i.on for IPY~' stment },ly Indian Firtns A1Jro 0 d 

B1 Literature Survey 

V .nusjeet.3, C.Cbrdeit:-o 4 and R .Lall5 h:1ve indep-

ondently intorvie,-:ed the Indian f'inns thnt h3ve vonti.U!I-

ed abroad. Among other thine;fl their interest 1>" ns to 

seek out the moti vat i:-·ns of' the Indian f'irms :for their 

venturing overseas. Unf'ortunately,. Busjaet 1 s doctoral 

diss0r1'ation is , as yet, Utl<published, and his results 

6 
il;:-vc, ho1:ever been cuotod by H'ells , R.Lflll and 

n.J:~Encarn3tion7, c.cordoiro's results h3. been 

8 
discussed in details by Wells Only R.Lnll has h::1d 

h l S results published • As regards th a mot ivnt ions 

on,y Cordeiro's results h<rvc been sumr.:Jarise,J in a 

tnbulm- foruJ. (Table~). ilm;ever, Cordeiro's 

present, t ion of' his interv ie1•-- find ines suff'cr .from 

co-.:t~in limitntions. 

3• V.Busjeot:The lnternationalisCition of' F_:trms frQJn 
LP:"!s, un u.blished .;h.D. dissortntion, Hnrv<rd 
Business School, Cambridge, 1ias • 

4. His :findines are presented by Wellsh98J): ~ 
~orld ~ultipationCil§ 

s.R.L:-11 ( 1986) tcultinnt i.onc:~ls from thS? Third ·:orld 

6. Wells (19831 

7 • Enc m'nation( 1980) ·The :->eli tical Economv 01 Indian 
Joint Ventures Abroad. in international· Vre;anisation 
p.:n-59 

8. D .J .Z ncarn at ion !.2._k! p .31-59\ ct ~icl. \J. Gi 
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Motivations for Fo:reien Investment by Indian Firms 

---------- ··------·------
SL. 
\10. 

1 • Protect ion of 
export mRrket 

2. Similr1r techno-
16P:iC8.] :recrnts. 

). 

4. 

5. 

7. 

in a ho:;+; com-
~. r"'lr 

Host co·m Lry · L

vestmRnl. incen
tive 

Expansion to new 
markets 

Indian domestic 
r;rowth restric
tive 

Cost advanta'es 

Others 

1\'l'T!bnr of fl"'l:~l 1 

;· i r.., S ( fiX P (! 

'1 " .. ,.., t s () f 1 j 0 

5r1 '!lillian 
rupees) 

21 

1" 

1 5 

7 

13 

2 

N u TT1 b e r of rn e d· i u,., 
sizn f lr,.,r; ( fi Y"~l 
'lr'""r·tso~''51 ·o 
100 mill ion 
rupees) 

10 

9 

4 

7 

5 

2 

~o. of 1arfTe ~ot~l ~o. of 
fir..,s (fixr:rl res·wns(' 

101 million 
rupees or more) 

7 

5 

4 

0 

38 

30 

19 

18 

1 7 

4 

·----·------- -- --------------·----------- -------·- - --·-------
source : Inter.riews conducted by Carlos Cord"i-ro 

" • • r , l 
j • • ;, ,, . f) : 
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1 • The 52 firms intervie"t\'ed have been classified into 

. . 

small, medium and lareo sizes. However, the break-

up of the 52 firms into the number of small, meditun-

size and laree firms is not given. Hence we cannot 

compare as to '"bather the motivations differ acocrrd ine-

to firm size for e .e. whether or not a greater 

proportion of laree Indian firms have been motivated 

' to venture overseas on account of Indian domestic 

f 
gro'"th restrict ions • 

2. Ench of the 52 firms interviewed could answer to 

more than one kind of' motivations i.e it could 

provide as many factors motivating them as it vanted 

to. However, no '"eieht has been attached to each 

of the motivations for e acb of the firms intervie'"ed. 

Cordeiro's rankine of motivations-according to 

their importance by simply adding up the number of 

responses- need not hold good. 

3. Certain motivations have not been clearly defined 

for e.g. the motivation of the 1 protection of export 

market'. This motivation can arise out of completely 

divergent factors. Thus, on the one hand (a) protec. 

tion of export market can arise out of t:~e import-

restrictive policies of the host country in order to 

promote d orne st ic inclustri alization. In tb is case, 
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because of a diverGence between the domestic 

(h?st country) pricn and the international price, 

DFI may be preferred to exports. On the other 

hand, (b) protection of export market may be 

necessary even ,,•hen host countries are relatively 

open economies. This can happen 111hen for e .e. 

(b) ( i) the pol icy environment of the home economy 

is such that there is a high cost and inefficient 

product ion struct•;ro making exports internationally 

uncompetitive. nere other more cost effective 

economies can continue to export. However, 

Indian firms may be pushed to invest abroad,, (b} 

(ii) Indian exports may be internationally compe

titive and the host economy is relatively open but ' 

there are certain locational advantages, ~ay in 

the form of host,.. country investment~, incant ives 

and a further 'cost advantage' , which provide 

opportunities for reaping a higher level of profits 

by investing abroad. This cnn encourage the entry 

of firms - local, other TIDlNCs and DCNNCs and cut 

into the m :rket shC'Ire of Ind ia1 s exports. Then 

also, Indian firms '"ill be motivated by a combi

nation of push and pull factors for 'protection of 

export ma:-ket'. Here, even if we had known the 

intersection of the set of firms who are motivated 
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to invest abroad for 'protection of export market' 

and for 'cost 8dV~ntages' (in the host market), 

then we would have been able to know the importance 

ofb(ii). 

Rajiv Lall also does not attribute weights to 

each of tl1e motivations. Some other problems associated 

,,·itll his intervie'\vs will be discussed later as '~e analyse 

ench of the moti V:-Jt ions in turn. 

D.2 MotivAtions 

(i) Protection o~ Exnort ~arkets:- It seems that, 

for most of the Indian firms exports have been the first 

step to foreien investment. This is true not only for 

India but for other TWNNCs as well as DCHNCs. And 

defence of export markets have, in a majority of cases, 

prompted DFI. Thus Table-4.1, which reports the 

responses of Indian managers shows that threats to export 

mnrkets provided the principal incentive for investing 

abroad for small, medium-size and large firms-numbering 

38 in a sample of size 52. 

D • .J .Encarnation' s study 8 also shows that t J:e 

8. D • .J .Encarnation ibid ·- p.31-59. 
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prime motive underlying DFI may have been defensive -

namely, protection of export market. The size of Indian 

investment in a given region/country of the Third World 

has been a positive function of the quantity of Indian 

manufactur ine exports to that locale as Wells9 has 

noted. Thro~1out the 1960s, exports of Indian manu

factures grew at rates faster than total Indian exports
10

; 

}.uch of this increase can be attributed to the growth 

of Indian trade "tvith other Third World countries, the 

principal market for Indian manufactures. Between 

1960-1 and 1970-1, the Third World absorbed between 73 

per cent (1970-71) and 89 percent, (1961-62) ofiooia's 

ene-ineerine goods exports - then the fastest growing 

11 export sector • Halaysia was the single largest 

importer of Indian engineering goods from 1961-62 to 

1965-66; ten years later, it hosted half of all Indian 

ventures prod•lcing engineering goods in tm Third World~ 2 

The proposition that foreign trade tends to lead to 

foreign investment and that preser~ation of export marlmt 

or host government policies affecting the future of the 

9. L.T.Wells (1983) 

10. D.Nayyar (1976): India's E~norts and Export Policies: 
pp.22-28, 356-71. 

11. lbid p.2J, 358, 366. It ~ew from 1% of total exports 
(1960-61) to 10.7%(1974-75). 

12. D.J .Encarna'tJ.Oa• l-1•4U 
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that market were important in motivating th~ :firms' 

decision to invest abroad '"ere supported by Busjeet 13, 

Lecraw
14 

and Singh15 • Interviews carried out_ by R.Lall 

also showed that the preser¥"ation of export markets 1..ras 

a major objective. However, he found that this 1..ras not 

because of protection in targeted markets but because 

the home environment was not conducive to exports. 

'vhether the threat to exports come from exports of other 

countries to the host market or from setting up of local 

production by competing :firms :from local based/TWMNCs/ 

DCHNCs, is not given by R.Lall. Thus he argues: 

"Even though only a fe'" firms singled out the 

impact of input costs on export competitiveness as a 

reason for venturing abroad, the majority of :firms did 
. 

acknowledge, when asked, that exports were not a viable 

alternative. This was not so much because of protection 

in tho targeted markets, but more because of problems 

related to the production environment in India. Ten of 

the twelve companies constituting our effective sample 

13. V.Busjeet : Cited above 

14. D.J.Lecraw: Direct Investment by Firms from Less 
Developed Countries 
OEP 29 (Nov. '77) p.444. 

1!). D.P.Singh :Capital Budgeting & Indian Investment 
in Foreir:n Counqia s: 

16. lbid p.21. 

NanaS!ment International Review 17, 
1 ( 1977) : 101- 10 (cited in 
D.J .Enc~rnation p.40) 
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in this case identified the hieher costs of inputs at 

home as a major impediment to improved export 

performance. ~vo firms put the blame on hieh transport 

costs, and another two (these were the textile firms 

in o:.1r sample. At the time of interviews, the 1t.extile 

industry was ·at an almost complete standstill because of 

strikes) on problems of domestic infrastructure sue h as 

power shortage arrl labour unrest. Only two firms picl<:ed 

out, protect ion in export markets as a serious impediment 

to export, grmvth and one claimed that the domestic 

market, absorbed all of its potential output, (implying 

that domestic capacity expansion to serve the export 

market was not possible)" ~7 

Hm,·ever, one may harbour certai"n doubts regarding 

t .e con ants of the paraeraph quoted above. It is 

difficult to understand as to -why "only a few firms 

singled out the iaput, costs on export canpetitiveness 

ns n ranson for venturing abroa::I" initially, and only 

1d1en asked specifically did most of them attribute it 

as n "major impediment to improved export performance 11
• 

llbile conducting in1·e;·vi<n\s,~only hopes that, R.Lall Lone 

did not put leading quest ions that anticipated answers 

in a ,,•ay ,dlich 'w•.tld provide him with the ans,vers be 

17. Lall, lbid p .21 
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,,·ould lilce to bear. This problem is n freq !ent one 

incurred by the social scientists '~hen they conduct 

field invorvim~s leading to biased results and pre

]etermined ans'"ers of' a questionnaire ~8&1 9 Horeover, 

Lnll' s intervie'" results dif'f'er f'rom that of' C.Cordeire. 

Thirs, accordicg to the latter (Table-4.1), while 

38 out of a total of' 52 f'irms cited protection of' 

export m crket as an important motivation, only 17 f'irms 

areued thnt, cost d isadvantnces in India motivate them 

to invest abroad. Hm.·:ever, L:1ll' s and Cordeiro's 

results may dif'f'er depending on whether or not Lall 1 s 

snmple ,,•as a representative .;/. as well as on the Lone 

diff'erent points of' time in which their intervim\•s 

"\\ere condacted. .Also, the definition of' each motivation 

as provided by Cordeiro has not been nradeLby Wells. ;/.clear 

'~'ims ''e note that ''hila 1 protection o:f export 

mnrkets 1 is an important 'factor motivating Indian f'irms 

" to venture overseas, '\·Te nre not very sure reearding the 

importnnce of' vnrions howe and host c ountry/f'irm related 

f~ctors which necessi~ate DFI as a substitute :for 

exports. 

f • • ) ' . ]. \ - Domestic grm,·th restrictions f'or 'Ind i!i\n :firms:-

Accordinf': to Encarnntion> V.Dusjeet, L.T.Wells and 

-:'.Lall (a) constraints on gro\\·th in the home market on 

nccount of demand recession and (b) d or:wstic regulatory 

18. See f'or e •G. IIaralaL,bas : Soc iolofn' 

1 c;. This example shows that no one is 'value f'ree' -
not even the so-c;"llled positivistic minded neo
classical economists. 
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policies, ''ere important mot-i. vnt ionc:t :for investing 

abroad. In our lnst section, '\'e had discussed the 

itnl_)lications of' the policies in terms of' rendering 

ex ort s unc anpe tit i ve necessitating in DFI. Here, 

'"e shall look at it in tern;s of diversifying risks by 

putting ages in more than one basket in terms of' 

horizontal diversification by investing abroad when 

restrict ions 1 ike the HRTP Act supposedly prevented 

ther.:J from expanding its domestic operation. 

(ii) (a) That constraints imposed by domestic 

recession which had resulted in unutilised capa:ity in 

t 10 capitol goods sector gave an impetus to invest abroad> 

is not, in doubt. The other alternotive l~os to export. 

1-Io"·ever, it ''as not possible as Indian capital and 

:Jasic goods - the sectors recording the lowest rates 

of erm"t~1 in 1965-75, saddled as they were by untitilised 

capacity -did not have an 'image' abroad2~ As 

l3nlalcrishnan noted, Indian investors took the advantage 

of its image abroad in manufacturing final consumer goods 

like textiles by establishing IJVs abroad, which would 

:facilitate:exports of a package of' inputs including 

mochinory, equipment and spare parts as Indian equity 

ca•::ital. These exports - other than_?a package througb.,lip 

joint ventures - ,.,.ould not, have been feasible otherwise. 

Ti.1e Indian Go.vernu:ent also in order to (i} extend a new 

market for capital goods, (ii) expand capacity utilisation 
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and (iii) earn foreign exchanee apart from facilitating 

tile creation of a favourable 'image' for Indian capital 

r;oods and promoting South-South Co-operation throug6 

playing a positive role in the industrialisation process 

of the developing countries, provi~d facilities to 

the same large Ind ustri:'ill Houses and enabled them to 

ex~and abroad - even in collaboration with international 

finance capi '·al when tho }!nTP Act, (enacted in 1969), 

and FERA (enacted in 197') were supposed to prevent the 

concentration of economic power at home. 

Defints J.Encarnation notes~ 21 

11 The international finance w i.ng of the IDBI began 

to provide ~edium and longterm deferred payment credits, 

export credit. financing, loan guarantees am other 

support. In 1981, these functions 'woere transferred to 

a new EX..Dl Hank designed expressly to encour:~ exports 

of capital goods, projects, construction and consultancy 

services. Agreements to avoid double taxation with Ka nyaJ 

}ialaysia and other African and Asian countries were also 

under active negotiation. At home, taxation on incoma 

from foreign sources was included on these dividends 

20) Balakrishnan: EPW Hay•76 Review of Hanagement. He 
re:fers to the textile mach irs ry. He_ also pointsout 
that the 1-Iiddle East was not interested in import 
of capital goods because of the 1 illlage' problem. 
Peter 0 1Hrien (E~ Aug.1980) also pointed out 
develop-ing countries' unrcatistic aparthy towards 
imports of technology, skill and know-how of other 
developing countries. 

21) Zncartaation (198e) Ibid P.41-42. 
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and royalties repatriated from the export of technological 

t th . . t t 22 o e JO~n van ures. As financial incentives 

were improved bureaucratic dis incentives '~ere reduced. 
) 

Promotion and approval of Joint Ventures ~broad were 

el:"wated to a high level interministerial cQDII1ittee and 

bureaucratic procedures '"ere streamlined. The Indian 

investment centre, established originally to promote 

foreign investments in India, axpanded its operation 

to channel information about foreign markets to 

prospective Indian investors". 

The Government and the FICCI which acts as the 

apex of the large scale private capital had similar views 
) . 

on the need for expanding exports atxl earning forei tn 

exchange. This convergence of views was at its peak 

in the late '70's when there was unutilised capital 

stock and excess foreign exchange reserves both stemming . 

frot:i (among other factors) domestic recession then 

prevailing. The lifting of the ban of cash equity 

participation in 1978 seems to be an extremely strong 

'permissive' factor which facilitated in a rapid increase 

in tlle number of joint ventures in 1977-80. However, 

22) For a discussion of the taxation oolicies and their 
effects at home and abroad see FICCI(1977)'Reoort 
of 1..0rkshi on Indian Joint Ventures and 'Eurk 
prcjeets~Abroad, New Delhi. PP.31-3 • 
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1Hth foreig-n exchange emerging as the most important 

structural bottleneck for the e-rowth of the Indian 

economy in the '80's the contradiction between the 

initial outflow of' f'9reign exchange through Indian 

equity participation in Joint Ventures and the long

run inflow of' foreign exchange in terms of 'additional 

exports', and repatriation of di.vidends and royalt i.es 

seems to have emerged. 

(ii)(b) No'"' 1ve shall have an analaytical lool<: at the 

domestic regulatory policy which supposedly prompted 

JFi for 'negative' reasons. This view is held by 

~ncarn ation, Lall, Dusj eet and an IIFT study2 3 o This 

may be an imrortant motiyation but it does not seem 

to be the most important reason. This is de:;Jpi-te· the 

fact, that about sLxty percentof the total Indian equity 

in ventures in operation {Aucust 1986) is accounted for 

by the large industrial houses. There are other 

1 posit iva 1 fnctors which may have induced them to invest 

nbro ad -O"I·:nership specific advantaee s deriving from their 

asset-size, the 1 back1\·ard 1 and 1 forward' collabarations
24 

tlley hnve ontered into 'ivith foreie;n capital and their 

century -long experierr e in adapting imported technology 

to local conditions. Thus so long as we can not isolate 

factor (effect of' NRTP) from the othe~ '"e can not, .. 

-------

2 ~) J.;ore on foreien co 11 c:braiis:>n in Part II of this chapter. 
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cone lude th nt the NRTP Act is prime factor res pons ihdle 

for the vory laree share of Business Homses in their 

investments abroad. 

2vidence based on interviews are inconclusive. 

On the one hand, according to a IIFT study of 34 IJVs 

" in production," almost all .. firms stated that "they 

'25 
'\~anted to overcome HRTP by investing abroad. On 

the other hand, DC Cordeire' s interview sho""S that of· 

the s b: motivations this '"as the second least important 

Horeover, • Indian domestic ermitb restriction' as ; we 

had pointed out earl ier
1 

encompasses motivations other 

than the }lRTP generated push factor. 

According to Encarnation, the NRTP factor act.ed~. 

as the prime motivation. He argues 1-

"In India, '"hile ~be largest companies benefitted 

most from overseas expansion, Korean and Latin American 

investments are -not the exclnsive pres~ of large 

cowpmies based in these ccuntries. 11 26 

He quotes Diaz Alej andro27 1iho discusses DFI by 

L~tin American firms: 

• ... a eood share of this invest nen t is carried out 

25} IIVV"I' (1977J cited in D'f-;Encnrnation(1980) 

2G) ~ncnrnation (1980) 
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by medium-sized firms often because medium-sized firms 

have been on the ,,,hole more active than large firms in 

adaptinG technolOGY to conditions in semi-industriali sad 

countries." 

On the basis of Diaz Alejandro's observation, he 

concludes;t he relative success of overseas investments 

by the largest Indian Corporations .can not be explained 

solely in terms of the vicissitudes associated ~~th 

investing abroad." 

And Encarnation holds the l-1RT? Act responsible 

for the disproportionately l~ge share of investments 
I 

of large Business Houses abroad. 

Ho·t-•ever, ''e cannot entirely agree· 1dth his view. 

For he (Encarnat ioo/ contradicted himself when he pointed 

out that the rate of abandonment of ventures initiated 

by the smaller firms is higher than that of large 
\1 

business houses • Thus he arGues that in 1977, smaller 

firms establishoo a majority of these proj acts at various 

stnr-es of implementation. HOl\'evar, Lriven the probable 

r::1te of failure and abandonment (roughly 45 percent by 

1 S·76 J and the gre a tar ace umula ted experience of Large 

Business Ho·.1 oos in overseas opera ti. ons, the increased 

humber of sanctioned projects initiated by smaller 

co1:1panies does not necessarily suE'eest that the relat ivo 

.... 
\'0ia7 Lejandra: Foreir:n direct investment by L\ltin 
American firms~ in Ar;mon nnd Kindleberger( 1977 J • 
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hegemony of business houses 1dll decline in the near 

fut-ure. For e.c-.all five projects in Nalaysia that 

reported delay or no prorrress in implementation as of 

1977 ''ere initiated by smaller Indian firms." 28 

,;c t:ce vicissitudes associated with investing 

abroad are very important and these adversely aff~ct 

tlle smaller firms much moro severtly as compared to 

the effect on large Business H0 uses. l-1oreover, 

A!ej andro 1 s def'ini tion of' mad il.un-size unit is not c:!l»ar 

this definition. may be in relation to the very larae 

T:;c subsidiaries hosted in Latin American Countries 

It is thus possible that Latin: America's medium 

sized firm has the smne size as India's large Business 

Ho·Jse • .A5ain, according to BhaC""·ati>the l·~RTP Act '\~as 

not able to reci uce tho concentration of' economic power 

':'he Laree Business Houses ,,•ere able to i.··. HRTP Act in ,L:tlcUt 
- I 

n wide ran~e of cases by having more than licensed 

cap8city and subsequently getting it licensed. Also, 

t11ey hnd Made back-door entry into the sector reserved 

for small films. from tho discussion in this section it 

seems that the contradiction bet,,·een tho state machinery 

and the liH'J'_ units was apparent rather :than real. 

2 () "' t . . ,., 3 7 ':\ 8 uJ.L'.ncnrnn 1.on, .... - ...... 
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Therefore d iversificnt ion of risk by establi S'ling 

joint ventures abroad sbould not be an important 

mot ivntion for investing abroad. 

iii) Other l·:otives;- Apart from (the above) ·there are 

qtherimportnnt motivati-ons for Indian firms to invest 

nurond. They include (a) use of similar technology. 

(b) taking advantage of ethicties, (c) cost advantages, 

(d) promotion of exports from India, and (c1 expansion 

to new markets. 

iii)(a):Use of s~milgr techn9l2~1 According to 

Cordeiro's interview-findings {this was the second 

rnos t import ant reason that motivated Indian f'irms to 

venture overseas. '\{e noted in the section on Firm and 

indus try level -~:h'a.rao--teriLthat Incl ian firms have adapted.£stic : 

imported technoloGY to suit LDC requirements in terms 

of tbeir tastes and preferences and other market 

characteristics as well as in terms of lesser automation 

by substitution of labour for capital and a greater 

flexibility in product ion and a bette~no"$dge of the 

hast Country's production environment. This adapted 

tecbnoloe;y is then used elsev.'here through DFI by sm h 

firms. 
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. iij.J~} ;Ethnic t..t••uEthnic ;trl.eshave been :for a number 
> 

of' firms, an iJ;Uportant motivating factor for investments 

abroad. Thus DFI in Kenya, Malaysia, etc., have been to 

a large extent motivated by the presen~e of overseas 

Indian business community who provided access to infor-

mation am capit~l, ln ihe developa:dl countries they 
' 

provided the morket :for services :for IJVs for e.g. 

restaurants preparing Indian food. 

Ethnic ties h a:ve also in some cases provided a 

direct link that generated investment without previous 

exports even when specifically ethnic products were not 

involved. 29 In many cases the initiative fo+usiness 

has come :from overseas Indians:: .• ~i th k-nowledge of the 

local marlcet and an access to a distribution system, 

they seek out suppliers whom they know OCid trust. 

Interviews '\-Jith India based parent firms conducted by 

c.Cordeiro . .3° &hous that Indias abroad were the most 

important source of contact :for the initial investment. 

iii)(c);Cost advantaeys:- For firms f'ror.1 HongKont and 

Singapore, the, most important mot iv~ invest abroad 

e>s "'ell as the criteria for selection of the host partner 

i~to bene:fit from cost advantages of lower input! 

(especially lam arrl labour) prices. However, inspite 

2 ) L.T Wells·Ibid 
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t::~f th,. fact that l.abo,,r troubl.ee ex·tat31 which have 

mo+.ivatAd Indian firms to venb1re overe~a~; wagAA paid 

to Indian l.abour and rental on l.and in India. A-re ~bout the 

ch~=tapAet among the devel.oping countries - except pe.rhape 

for metronoli tan ci tie A. . .. ~ · .• .: ··-.::;, ·llnl.ike for Hongkong 

and !=tingaperA I>WCe, these ha_ve not motivated llndian :f:tr1::~ 

to vent11re overeeaR. However, the avail.abiJ.ity of a 

cheaP r:.anagerial. and technical. J:ndi,:w. personnel. and the 

abil.ity to construct fac5oriee with l.ow overhead coats give 

them a l.ow nrice-wiee competitive edge to the DCMNCsfor 

thA ~roducte at the l.ower and l.ower_middl.e Part of the 

techno~ogical spectrum. These products are at the l.ower 

end of the product cycl.e in genArA.l.e 
( 

/ 
Besides the host country's investrn1=mt incentive 

sc""'emes in certa;n caRes s1=1em to ha.VA motivated IndiF~n firma 

to venturA ovAreeas b,y ~:roviding cogt advantages over their 

home country AXDOrte. 

iii) (d): ~~~t~on of RxportQJ There are Indian Joint 

tradi n.cr and markAting mAs:a .. nt for n:r-omotion oi' Indi,.n exp .. rte. 

'T'h, a 1:ho Birl.a~ and the Ki .,..l...,akar~ have mark eti n~ jo~tnt 

VAnt,r ... s i:n both DCe and LDCs +.("1 l)romote their 'Ol'"Oducta 

manufactnrAd at homA. 

31· d.Lal.l.. WA have queted him earl.i.er. (P.I'tS) 
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iii' (e): "Rxpansion to new markets: IJVe have ~n 

facilitated creation of the image for Indian capital goods 

wh~n the joint ventures have run successfully, and have 

facilitated exports from India. Also, sourcing ef 

in:formatiOn and eetab]_; Rhffi~'!"'+ ef mR.rket; %lg Chann&l.S 

through thA l.ocAl partnAr hA.ve m~tiv~.t~d IndiAn firme 

to venture overARBS• 

iii) (£)& ~rotection for Thirg Country ExporteL Indian 

AxnartA unl.ikA Hcngkong baA not been ~dversAly affected 

by imnositiAn o~ quot~ (eeneciall.y ~n textil.eA) by DCs 

to R. greAt extent. HowAver, there arP certAin CA-tegories 

of textiles and perhaps certn.in markets where Indian exports 

haVA hit the quota ceilings. Thus L.T.Well.a noted that 

both Indian and Hong Kong firms w~re l.ocated in Mauritius 

citing ita preferAntial acceee to the common mark~t as a 

. ~ . t• th 32 mR.Jor reJ:~.aon .or ~nvee ~ng ere. 

(; ii) (~): Other Motivat"i one: Besides, there may be other 

motivations like trade restrictions - different from those 

of the usual type. Thus, in a few cases, "export pl.atforms 

were-estab.liehed in third countries because the inputs 

required fer goode of international quality could not be 

brought into the home country. Raymond's (Indian) garment 

venture in ~~uritius was established at least pa.rtl.y because 

high quality components, such as mippers that were required 

by the firm to sell its garments in the European )~ket could 

32. Welle (1983) P•74· 
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not be obtained in India. Simi~ar~y, Ani~ Wire, another 

Indian firm, attributed part of its motivations for a 

Ha~aysian operation to its need for imported copper not 

avai~aL~e in India. Without qu~ity copper, the firm cpu~d 

not make products of adequate standard to ho~d export 

markets. In the absence of import restrictions at home, 

such firms wou~d probab~y have continued to use their home 
33~ 

plants to supp~y export markets.· 

c. The Role of Large Business Houses in Investments Abroad 

0.1 Characteristics of a few ~arge Business Hoyaes 

(i) The Birlas : The Bir~s are the pioneering house that 
'-. ; . 

set up the first Indian joint venture abroad - in Ethiopia -

which went into production in 1960. Though profitab~e, it 

was nationalised (on po~itical grounds) in 1974• At present> 

the Eirlae account for 20 joint ventures in production and 

5 under implementation. A1though its re~ative imp0rtance 

among the Indian foreign direct investors bas declined - in 

September 1979 this house accounted for 39% of the equity 

while on 20.8.86 it accounted for 21.13~- it still remains 

the single most important foreign direct investor. Moreover, 

it is the only Indian business house that qualified to be a 

Trans National Corporation according to the most restrictive 

definition of the Har:lard Business Schoo~ by which a firm to 

be classified as a Tranenationa~ must invest in at~east- six 

countries overseas. The Bir~s (See Appendix: House-wise 

33· lbid P•76-77 
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Distribution o:f J.JVs ~broad) invested in U .,;..~., Nigeria, 

l·'la~c..;y eia, Thai~and, Uganda, J?hi~ippinee, Indonesia, Nep~, 

Singapore, s.Arabia, Kenya - in a~~ 11 countiree• In 8 

countries, their p~ants are in operation w.hi~e in 3 they §re 

under imp~ementation. 

Looking at the appendix at the co~umn of the 'Year 

of .Approva~' we note that among the units eti~~ operational or 

under imp~ementation. 3 units were approved in the 9os, 5 

in 1970-74, 11 in 1975-79 (of which 4 tn1978 and 3 in 1979) 

and o~y 4 in 1980-86 (Aug). The data for one was not 

avai~ab~e. Thus after a sudden spurt in 1978 and 1979, 

t::e pace ele.clcened considerab~y in the 80s - the supposed 

decade for T'r-il·ii.Ce • 

.Both in terr;.s of geographical distribU:tion (which 

ue Loted earlier) and in terms of the fie~ds of co~~aboration, 

the Bir~a.e show a great diversification. As far aa the ~attar 

is concerned, the hir~a.e have invested in traditionaL items 

like texti~e, yarn, jute goode - Niecoee etap~e fibre - in 

a~~ 8 and in palm oi~ processing refining and refraction (3),aad 

inligat engineering goode which are relative~y ~ow_techno~ogy 

and labour intensive ventures. They have ~eo invested in 

more comp~ex capital intensive (p~p and paper(1), chemic~e 

(1) and ski~~ and techno~ogy-intensive (carbon bLack p~ant (1) 

Au g~ase { 1) and asbestos cement ( 1) . O:f t·:e ~·~ vent:t.cr-es 

17 are in manufacturing, one is in mining and the rest in 

Consultancy, trading, marketing and maintenanc.e, :. It is to 

be noted that of the four ventures approved in the f30'e not 
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a sing~e one is in the manufacturing sector. ~eo, o~y 

two ventures out of 24 are in the deve~oped countries -

in U.K. only~ and both of them are in non-manufacturing. 

The recent ventures seem to be meant for the promotion of 

exports and not for manufacturing abroad. 

Of the notab~e units where the Bir~as have performed 

remarkab~y we~~ ('success stories'), mention can be made of 

the ~argest, pu~p and paper comp~ex in Africa, the Fan 

African Paper Mi~~ in Kenya financed by the Wor~d Bank 

v:i th extreme~y modern equipment and techn:9~ogy and higb1y 

profitab~e. In first 5 years, it had e~ned divideiB of 

~.110 ~akhs (on an equity of ~.410 ~akhe) and created 

additional exports of ~.50 lakhs. Other 'success stories• 

relate to Birla'a Gwalior jayon in the fie~d of Carbon B~@Ck 

in Thai~and and in taking over a lose-making textile unit 

in 1976 in Indonesia from a US firm and a similar operation 

in l'hilippines.) and maki11g them profitab~e. However, the new 

lo ~.cs they had ordered were from Swi tzer1and. Their 

::1anagerial expertise in a aimi~ar developing_country environ-

~ent was at the root of their success• La~l had ~so 

mentioned an export-oriented canvas shoe factory in Sri Lanka 

set up jointly with DC firms1but it seems to have been 

abandoned by 20.8.86 as there was no mention of any Bir~a firm 

in Sri Lanka in the appendix. 

1. ~1orld Dev. 1984 PP•535-65 • 
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(ii) The Thapara: The Th&pars as on 20.8.86 held the 

second place in terms of total Indian foreign equity contribu-

tion (12.17%) in joint ventures in operation. They have 

six ventures in operation and only one under imp1ementa-

tion. The latter, however accounts for 15.94% of total 

Indian equity in ventures under imp1ernen$ation for in 

e.>.cess of any other large l-iouse in the 'UI 1 category of 

joint venture. While the Dirlas ~ad a combined equity of 

16.20/(1 in ventues in operation and under implementation, 

t!.le Tha.pars nc..d 12. 83/o• vii th .Birla 1 a ownership of 24 

units and t.:1e Thapars 1 only 7, the average equity contri-

~ution of Thapar is thus larger. 

The Thapars have shown dynamism in the 80's, in 

sharp contrast to the declining share of the Bir1as in the 

contribution to total Indian foreign equity. Thus Thapars' 

share in Indian foreign equity in ventures in operation 

increased sharply from 4-7~ in September, 1979 to 13% 

(June 1981) 2but declined slightly to 12.17% in August, 1986. 3 

·~he operational ventures in this period increased 

from 4 tp 9 in Sept. 1979-Jun.1981 but declined to 6 in 

August 1986. Its dynamism was, therefore, restricted to the 

period 1979-1981 only. 

3· Of the 6 gentures in operation at present one was approved 
way bac .. -:: in 1968. The remaining five were all approved 
in 1978-81. Since 1982, no venture has been approved. May 
be Thapars' interest in internationa1isation of ita 
operation ~s declined. 
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From the appendix, we note that their main acti-

vitiee abroad were in paper, glaee, palm oil, ootton 

D1ankets, construction, ~rading and hote1. The Sea ~esort 

Hote1 in Seyche11es approvednin 1978 is still under imp1e-

r4enta:tion. Of the six units in production, :five are in 

manufacturing. All o:f' them are in the developing 

countries (Malaysia, Thailand, UAE, Nigeria). 

(iii) The Tatae ; Unlike the Birlas, the Tatas seem to 

have given less emphasis in internalising their operations. 

As on Sept.1979, the Tata Group - far lees invo1ved in 

direct investment. than Birlae)was a much larger exporter 

of technology in the form of turnkey contracts, consu1-

tancy earnings, 1icensing and sale of training services. 

As regards their managerial qualities, in contrast to 

Birla's tradition of aggressive entrepreneurship, the Tatas. 

have a reputation of cautious but excel1ent management, 

technological dynamism and f~-sightedness".+ 

In Sept.1979, Tatas ha_d 5 operational. ·....t'Ure.S 

accounting for f8.8%o:f' the share of Indian equity capital 

abroad. In June, 1981 , tr1ey had 11% of Indian foreign 

equity in 4 manu.ractlh-ing and 3 service ventures. In Aug.86, 

tuey had 11.42~ of equity in 7 ventures in production and 

3·17% o:f' equity in 2 ventures under implementation- an 

overall share o:f' 9·97% of equity. 

f s.Lall: p • 211 Export of Capital for Deve1oping Countries: 
the Indian Case (Also in World Deve1opment, 
1982) 
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Bhakibo~ 
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gp. 

Airloskar 
gp. 
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TABLE - 4.2 

Main Indian Foreign &irect ~nvestors, as of September 1979 
I 1) 

Main activities 
abroad 

Paper, rayan, tex-
tiles, palm oil 

Oil mills, trucks, 
tools, metal prod. 

Textiles, rnetal, 
products 

textiles 

Paper, trading 

Chemicals 

Engines, machinery 

No. of ventures Value of 
investmen
ts. 

(Rs.lakhs) 

12 1226 

5 276 

4 271 

2 211 

3 148 

2 11 4 

4 88 

Investment 
per ventu:re 
rRs. lakhs) 

102 

55 

1)8 

106 

49 

57 

22 

Total 32 2334 73 

Source: S.Lall: 
( ed) : 

Export of Capital: 'rhe Indian Case i1:1 
International Capital Movements p.209. 

Share of 
total 

% 

39.0 

8.8 

8.6 

fJ.7 

4.7 

3.6 

2. c~ 

74.3 



According to tl::e latest source (vide appendix) as on Aug. 

1 66, their main activities abroad are in textiles, 

commercial vehicles (truck), palmolein soap, irrigation 

(including tube-well drilling) precision tools and hotel. 

~hus, most of their ventures are complex and technology 

and capi ta.l-•t.aten'sLve • 

At present,in 4 countries,(Indonesia, Malaysia., 

Singap~r~,o~an) their ventures are in operation. 2 ventures 

are in implementation - one in Sri Lanka. and one in North 

Yemen. Thus not a single unit, is in DCs. As many as 5 

out of 9 ventures were approved in the 80s. Of the 5 

ventures in operation in Sept. 1979, only 2 are still in 

operation now (Aug.'86). s.La.ll had mentioned 'oil mille' 

and 'metal Preduots• as some of their main activities 

abroad (p.209 & Table 4.~. But, no~ (Aug.'86)~ there is no 

mention of these which show that they have been abandoned. 

~he story is similar £or tne birla.s as well. Thus 16 ventures 

were in operation and 9 under implementation in 1980;. 

However, of the units operational or under implementation 

in Aug. '86, o~~Y 18 were given approval before 1980. Thus 

at least 7 of tue units were abandoned by 

Aug. 1 86.) Thus, for the Ta.tae w.L1ile 60C" of the unite were 

abandoned in Aug.'86 which were operational in Septemmer '79, 

£or the Birlas it is almost 28%. Unfortunately, we .do not 

kn~w the exact reasons for their abandonment - individually. 

S.Lall lbid p.210. This information was provided to La.ll 
by i•:r. t..:v:Birla. in 1980. 
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Among the Tata "success stories" mention can be 

r:1c.de oi' TELCG, the ~areest true~( manuf'acturer i.n India 

and a major exporter. It is one of the ~ar~est truck 

p~oducers in the world of . 2 
e::. s~ngle mode~ It thus reaps 

most econo~i~s of scale; its products have a reputation for 

ragged reliability; and the design (original imported 

from Daimler Benz, but, subsequently great~y modified by 

TELCO's own (R&D)) is we~l adapted to LDC condi tiona. It 

h~s set up an assembly plant in Malaysia, TATAB, with a 

capacity of 1000 vehicles P•a for which it designed and 

mA.nuf'c.ctured all the equipment, and fixture A• Tata claimed 

t!J.at by Sept. 1979 its products Here outselling those of 

Daimler Benz which a~so had an as embly plant in Malaysia. 

s.Lall opines that TELCO is the first automotive trans-

Lational to emerge from the Third World w"ich is exporting 

"' its own equipwent, components and know-how. 

(iv) Kirloekars : The Ki.r~oekare have as many as seven 

ventures in operation and ~ne under imp~ementation. However, 

unlike the Birlas, Tatas and the Thapars, their contribution 

to Indian equity in overseas operational joint ventures i.e 

extremely s~all- 1·23%· Thi.e is due to the fact that only 

tb..ree of the ventures are in the manufacturing sector and 

five are in the non-manufacturing sector (See APpendix-II). 

A~ain, unlike the large Industrial Houses discussed above 

.6. S. Lall ( 1"\U. ) ~. 'l.ll 



• • 164-a •• 

'rABLE - 4. 3 

Showin;~ the Ownership Charac~er of IJVs (Lar(>,e Industrial Houses) (As on 20. .8.86) 

( Rs. lakhs) 

SL. FIRM In Operation Under Irnplementation Total 

NO. No. Amount li 0. Amount To. Amount 

(1) --c-2) (3) ( 4) (5) (E)) ( 7) 

Lar~e Industrial Houses 

1 • Birla 20 1909.28 5 86.32 25 1995. 60 
(13.61) (21.13) (11.64) ( 4. 4 7) ( 13. 1 6) ( 18. 20) 

2. Thapar 6 1099.61 1 307. 63 7 1407.24 
\ ( 4. 08) (12.17) (2.32) (15.94) (3.68) ( 1 2. 83) 

3. Tat a 7 : 1031 • 83 2 61.06 9 1092.89 
(4.76) ( 11. 42) (4.65) ( 3. 1 7) \(4.73) (9.97) 

4. . J .K. 2 457.20 - 2 457. 20 
Singhania (1.36) ( 5. 06) ( -) (-) ( 1. 05) ( 4. 1 7) 

5. Mafatlal 4 364.68 1 0.96 5 365. 64 
( 2. 72) (4.04) (2.32) (0.05) (2.63) (3.33) 

6. Godrej 4 204.57 4 204. 57 
( 2. 72) ( 2. 25) (-) (-) (2.10) ( 1 • 87) 

7. Kirloskar 7 111.31 1 80.64 8 191.95 
( 4. 76) ( 1. 23) ( 2. 32) ( 4. 18) ( 4. 21) ( 1. 75) 

8. N.Wadia 1 159.45 1 159.45 
( 0. 68) ( 1. 76) (-) (-) (0.53) ( 1 • 46) 

9. Shri. 1 117.70 - - 1 117. 70 
Ambica ( 0. 68) ( 1. 30) (-) (-) (0.53) ( 1. 07) 

10. Total of 52 5455.63 10 536. 61 62 5992.24 
1 to 9 (35.37) ( 60. 37) ( 23. 25) ( 27. 81) (32.62) _(54.65) 

Source: Basic data taken from !tc: Factsheets. on IJVs Abroad for the period ending 20th 
Au~ 1'~~· rhe h~~se ~ssociation is based on information available with the 

o por In orma lon ystem, I!PA. (From KVtR Table-7 p.23) 
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'l' AB_l.JE - 4. 4 

Operational Ventures of 11 .in Indian Foreign Direct Investors 

House Date No. of Units Indian Equity Percentage to Total Indian 
(Rs. lakhs) equity 

Birla Sept. 79 1 12 1226 39.0 
Gp Mar. 82 2 1 2 1440 30.0l 

Aug. 863 20 1909 21 • 1 

~Tata Sep. 79 5 276 8.6 
Gl?. Mar. 82 4 600 12.0 

Aug. 86 7 1032 11 • 42 

J • K. Sep. 79 4 271 8.6 
GP, Mar. 82 4 520 11.0 

Aug. 86 2 457 5.0 

Thapar Sep. 79 3 148 4.7 
G.P. Mar. 82 5 370 7.5 

Aug. 86 6 1100 1 2. 2 

Kirlos- Sep. 79 4 88 2.8 
Kar Mar. 82 8 125 2.4 

Aug. 86 7 1 1 1 1.2 

r>' 1. S. Lall (WD 1982) ~ 

2. R.G.A. p.81 (JVs Abroad: Indian Experience) 

3. K.V.K.R. P.23 
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(i) their operation is not diversified but concentrated 

into a few fie~ds like electric motor pumps, (ii) their 

global operation seems to be an extension of their domestic 

one:- thus in Kenya, their marketing joint venture is to 

market Kirloskar products. This seems to be repeated in 

the 1 I'ofarke ting 1 ventures in U.K., U.s. A·, and Mal.aysia. 

as we~l. Besides they manufacture power-driven pumps 

in z,Iauritius and electtric/motored pumps in Mal.aysia. 

Thus ~ixloskar's global operation seems to facilitate 

exports of products manufactured at home. This is at 

variance from the experience of the Tatas, Thapars and Birlae 

whose ventures are mostly in manufacturing for the 1ooa.l 

market. 

Two of their ventures sti11 in operation were approved 

way bac~ in 1965 & 1969. And five ventures in eperation 

were approved in 1976-80. One venture - under imp1emen-

tation in U.K. - in the 'finance' sector.was approved in 

1985. 

The Kir1oskars as of Sept. 1979 (s.La11 ~ 1982) had 

4 ventures accounting for 2.8% of total Indian equity (~.88 

lakhs). As of March 1982, Kir1oska.rs had 8 ventures accoun

ting for 2.4% of Indian equity (~.125 ~he). On August, 1986 

they had 7 ventures accounting for 1.23% of the equity 

~~.112 lakhs). Unlike the Thapars, whose percentage to Indian 

equity contributed steadily increased comparing between 

the 3 points of time, that, of the Kir1oskars deo1ined. For 
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TABLE - 4. 5 

Nu:nber of Indian Joint Ventures in the Third vlorld: Cumulative 

By Year Upto1964 1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 
Sanctio

ned 

Total 
Units 4 
MRTP 
Units* 2 
Ratio 
(%) 50 

Brought lnto 
Production 
Total Units 1 
MRTP 1JNITS 1 
Ratio (%) 100 

6 

4 

67 

2 
1 

50 

8 

5 

63 

. 3 
2 

67 

* of ~iRTP to Total Units 

11 

7 

73 

6 
3 

50 

1 2 

8 

{)7 

6 
3 

50 

,, 

22 

1 6 

73 

1 1 
8 

73 

25 

19 

76 

15 
12 
80 

35 

25 

71 

18 
14 
76 

43 

26 

62 

23 
17 
74 

54 78 101 

32 43 53 

59 55 52 

26 36 45 
20 27 31 
77 75 69 

1 21 1 49 

62 70 

51 47 

56 60 
36 39 
64 65 

Source: Dennis J. Encarnation : in l'he Political Economy of Indian Joint Ve!ltur~s Abroad 
in I.ni.e.rna"tJ,_on_aJ,_Qrean:Lsa:t_iQn: ~linter 1982, p. 31-~9. 

Original Source: FICCI, Report on Workshop on Indian Joint Ventures and Turnkey Projects 
Abroad: (ND: FICCI, 1977), Annexure I pp. 37-78; !1C, Joint Ventures Abroad (ND: 
11C, 1976). Annexure III, pp.71-101; India (Republic), Ministry of Law, Depart
ment of Company Affairs, Monopolies Rese-arch Unit (MRU), Alphabetical list of 
Undertakings Registered under section 26(2) of the M.R.T.P. Act, 19~9 as on 
31.12.1977. Fact sheet No.1/78, MRU mimeographed. 
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the Eirlas also we noted a similar decline. The Tatas 

ard the J.K. Group had considerably increased then share 

of Indian equity between Sept. 1 79 and March 1 82. However, 

while the Tatas were able to retain their Maroh 1 82. 

position as on August '86, the share,of J.K tewards con

tribution to Indian equity capital declined considerably. 

\Table 4 ·4) • 

c.2 Large Business Houses : An analysi~ 

In terms of the number of Indian Joint ventures in 

the Third Worl.d countries, we note a marked concentration 

of the HRTP units in the ventures 'sanctioned' and in 

'production•. (Table 4.5). However, this concentration is 

declininc in recent years. Thus, in 1970, 76% of the 

sanctioned unite and 80% of the units in production bad 

HRTP Unite as the Indian partner. However, in 1977, the 

c~rresponding figures were 47% and 65% only. In 1986, only 

35% of the number of IJVs (however accounting for a high 

60~; of the Indian equity) were partnered by large Industrial 

Houses. For the ventures under implementation, these houses 

accounted for only 23.25 percent of the number of ventures 

and 28~ of the Indian equity. 

This decline in the relative importance of the MRTP 

units can be attributed to the declining role of the MRTP Act 1 

enacted in 1969 as a result of the liberalisation policies 

carried out in tne Industrial £olicy Statement of 1980. These 
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measures have gathered further momentum in the 80s and it 

seens th:-.. t, in f'u ture, the ro~e of' :r.mTP units in Indian 

Joint 11entures abroad wi~~ decline further. l-1oreover as 

G. junior partner of' international capita~, these Houses can 

co~~aborate with the TNCs as a. more l.iberal. stance is beinz 

ta __ en tov:ard s the entry of foreign capital. into India. Thus, 

it GE;e; .. s that s.La~l. 1 s observation for the period 1969-80 

that, outf~ow of Indian equ~ty capital in account of IJVs 

abroad exceeded the in£~ow of foreign capita~ into India 

is high~y unl.ikely to be valid in the 80s. 

That domestic regulatory po~icies - of which the moat 

important \'las the l-!H1P Act i;>hich prec~uded expansion in 

certain industries reserved for smal~ and medium scal.e units 

were t~e prime factor for moving abroa~ - is corrobated by 

different, interview-findings: (a) IIFT, after interviewing 

t::e managers of 34 Indian Joir:t Ventures in production 

conc~uded 1 L "a.~rnost al.l. firms, especia~l.y these doing wel.l. ,L,tbat 

have unhesitatingly stated that they wanted to overcome 

.-..... 'i.:Cll 11 l.egial.ation by investing abroad (IIFT (p.74-7§) ,1976) 1 

-
(o) 3imilarl.y, ilusjeet's interview vtith Indian firms investing 

in Nauritius and the J:hi~ippines cited this reason (cited 

in D.J Encarnation P•43)., (c) L.T.\'lell. 1 s interviews al.ao 

pointed out as an im_..;o.ctar~t motivation for investing abroad 

(L.T.\'1 1983). 

However, it needs to be pointed out that not al.l. 

businef':: houses invested abroad. It may be partl.y attributed to 

the goa~s and objectives of the firm; whether they have an 
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agciressive profit-making strategy or whether they want to 

1 satiafice 1 only. It may also depend on the matching of 

their expertise in their fie~d of operation and the desire 

of' the host country to a~~ow investment in that fieJ.d. The 

1 size 1 factor - a given firm or house-may a~ao be ~portant. 

But the moat important factor is ~~e~y to be a partio~ar 

form of an asset, which can be obtained through foreign 

col~aboration. Foreign technology, capit~ and marketing 

services - in short, transnational ~inkages - can be an 

important motivation for investing abroad. Thus backdoor 

entry if DCNNC - through a partnership with an Indian parent 

firm in a joint venture in the South-occurs in the context 

of South-South cooperation, ~inkages with the North are 

significant and wi~~ continue to be so as, •a major portion 

of the firms t~t go abroad from deve~oping countries were 

ea.r~ier ~icensees of firms from the advanced countries"; 

these ~icensees gained their ini tia~ advantage v1hen they 

adapted large sca.~e techno~ogies of the industria~ised 

countries for manufacture at sma.~~ scale in their home 

countries", "Thus existing (backward) co~laboration agreements 

in India. between Indian and foreign firms may act ~ike any 

other asset of the firm to faci~itate the expansion of 

overseas operations. These can be uti~ised for achieving 

'forward' co~~aboration in third countries with DC~WC» 

1. We~ls ~u~tinationa~a from Latin American and Asian 
eve~oping Countries: Mimoo, Ha.r~ard Business 
choo~, 1981 cited in D.J.E. 46). 
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Unlike domestic regulary policies these backward and 

forward transnational linkages affect both public and 

private enterprises based in India". Some of the examples 

of forward linkages are : ~irla.'s Gwa.lior Rayon which has 

collaborated with an American firm (Fhillips Petroleum) to 

set up a carbon black plant in Thailand1 • Similar~y 

J • .t;.. Singha.nia2 has a shipping unit, in Singapore with 

A.r.terican Collo.uoration3 • International Financial Organ:i• 

sations are also important, in supplying finance. Thus 

the P.a.n African Paper Hill in Kenya. - with Birla's Orient 

Pape~s as the Indian partner - obtained equity capital from 

among other sources, the IFC an affiliate of the World 

Table 4.6 shows the forei~~ tebhnological collaboration 

in Indi2 and Indian Joint Ventures in 1977• It shows the 

impo~tance o£ 'backward' foreign technical collaboration in 

esta.bling IJVs abroad. Th~ Kirloska.r, ~ata, Birla., Sarathai 

and J.K which comprise only five of the top twenty large 

Industrial liouses5 account for over 50% of all backward 

foreign collaboration with Indian-owned houses. These some 

five houses estab~ished two-fifths of all joint ventures 

1. D.J.~carnation P•46 

3· lbid P•51 

4. R.Lall p.84 

5. However in terms of assets owned by them, they account for 
55~ of the top twenty houses as of 1980. (K.V.K.R p.24, 
Table-S). 



• • 1f)9-a •• 

TABLB - 4. 6 

}~orr;ip;n Technologic2.l Collaboration in India and Indian Joint Ventures, 1977 

Business House 
Affiliation of 
MRTP cOS 

Companies with 
collaborA.t ion 

:Uarge House 

Kirloskar ( 11 ) a 8 

Tata (2) 8 

Walchand ( 17) 4 
Birla (1) 6 

6 
3 Escorts (:'T. A.) 

Thapar ( 6) 4 

Sarabhai (9) 3 
shri Ram {8) F) 

Mafatlal (3) 5 
!1ahindra ( 1 4) 6 

J • K. ( 4) 3 

Totals 56 

Other Indian OWned 
Houses without Foreign 
Equity 69 
Other Houses with Large 
Foreign Equity parti- h 
cipation N .. A. 

Total N .A. 
a: 1975-76 rank by assets, 

Active 
agreement 
in India: 

1974 

27 

27 

14 

11 
10 

10 

9 

e 
8 

7 

7 

138 

105 

N .A. 
N. A. 

Joint Venture Abroad 
in production 
Controlled Of these 
by MRTP manufac-

Cos. turing 
some in 
India 

3 2 

4 2 

0 0 

11 3 
0 0. 

1 0 

3 2 

1 0 

1 0 

1 0 

3 2 

28 11 

8 2 

3 3 
39 16 

Joint Venture Abroad 
11nder implementation 
Controlleo Of these 
by MRTP manufact-

Cos. urin~ some 
in Ind i:-1. 

1 1 

0 0 

2 0 

1 0 
1 1 

2 0 

2 1 

0 0 

0 0 

2 0 

0 0 

13 3 

13 2 

7 7 
31 12 

b: Not Available, Source: Same as Table- 4-'S" 
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in production during 1977, and almost two=thirds (24/39) 

of all joint ventures in production contro11ed by the MRT~ 

units. WalclH:::.nd :::..nd Escorts \·le.::~.;:: exceptions: both had 

several backward collaboration but no overseas joint venture. 

Not only did Kirloskar., Tata, Sarabhai and J .K. 

collaborate at home more and invest overseas more, but they 

also appear (Table-4.6) to produce many of the same products 

for which they originally sought; collaboration in India. 

T~e only main exception to this finding is the Bir1as who 

have established several units overseas in traditional Indian 

industries (e.g cotton, textiles, ju~manufacture~) for which 

indigenous Indian technology is readily avaiLable. 

It is, t·~1us, apparent that managers of large scale 

Indian private capital have relied upon·foreign financial and 

technolocial collaboration in India to expand their direct 

investments abroad. The technology acquired through col1abora

tion and adapted to local Indian condi tiona becau.e for certain 

large Industraal Houses an important asset that cou1d 

subsequently be exploited overseas. 

To conclude, the ow~ership specific advantages of the 

Houses has come from its large size (in terms of assets), ski11ed 

~anagerial and technical personnel, expe~ence in production 

in tr1e Indian environment for a. 1ong time (thus Xir1oskars 

are celebr$ting their centenary and the Parrys (India) their 

bi-centenary, this yea.r (1989»; adaptation of imported technology 

to suit local demand and supply factors (without however 

involving c .• ange in basic design or development of new and 
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indigenous techno~egy £rem scratch), abi~ity te centrac~ 

co1~beration ties with internatie~ cspita1 and thus P~7 

a subservient ro~e under its guidance), etc. 

The MRTF Act (1969) which seught to reduce the 

conoentratien of economic power te estab~ish a socia1ist 

pattern ef society motivated Indian house to expand abread 

and diversify their risks. In forming IJVs abroad, there 

seemed to be no contradiction between the state and the 

1arge Houses because of the coincidence of the interests 

of the two, however. Even the MRTP Act seemed to be a 

mere 1ip-service to socia1ism in the 70s & 80s. 

The FERA on the other hand was origi~~ designed en 

a nationa1istic p1ane to strengthen the domestic oapita1 

as against foreign oapita1. Hewever, it was the FICCI -

which acted as a critic of FERA - be9ause as a oomprador 

c1aes, their interests wi11 su£fer if fereien oapita1 

is devarred entry. It noted the contradiction that whi1e 

FERA restricted foreign equity capita1 in units hested in 

India te 40%, IJVs abread ceu1d have a equity stake of 

upto 49%, in its confidentia1 memorandum to par1iament, 

FICCI argued. 

As India is emerging as an experter of enterprise and 

capita1 equipment which form the basis for our jeint ventures 

abroad, it is important to be circumspect as reeards the 

treatment we mete out to foreign enterprises and fereianers 
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doing business with and in India. Not only (may) such 

foreign capi~al and technology that we would like mo 

attract in the interest of speedy economic growth not be 

forthcoming, but our own industries and business interests 

abroad :nay face similar disabilities" (FICCI, Correspon

dence and Relevant Documents Relating to Important Qaes

tions Dealt with by the Federation During the Year 1972 

(N. Delhi: FICCI, 1973) pp. 55-64) 111 • 

T'hus v1e note that foreign capital is complementary 

rather than ~subsitute of domestic capital. In the hbsen -

ce of a self-reliant strategy by Indian capital in pur

suing its own R & D, developing its m.;n marketing netw111rk 

etc. it has to pl§Y a subordinate role to international 
) 

capital in the search for economic space. The compra-

dorial character of Indian capital and a coincidence of 

interests betl'Teen the state and Indian large capital 

(where by the state is looked upon as patronising Indian 

capital abroad) is also Idkely to strike at the root s of 

the South-South co-operation- pursuance of *'collective 

self-reliance" by countries of the South - which, we shall 

discuss in a later chapter. 

1. Quoted by D. J. Encarnation, p. 54. 
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CHAPTER - V 

INDI.<tE JOIIJT VENTUHES A!{ EVALUATION 

A. INTilODUCTION 

The answer to the question of the success or the fai1ure 

of lJ V s may be much too narx·ow or 1imi ted if we onl.y look at 

it from the point of view of their abandonment or non-imple-

mentation. However, we shall, at least to begin with, con. 

eider the question from this vie~~oint alone. Later, we 

shall note the actual benefits and costs it has led to :from 

both the home and host country point of view. 

As on 1.1.76, out of 233 JV proposals approved by the 

JOVernment as many as 105 (i.e. 45 per cent) were either 

abandoned after implementation or were not implemented at a1l. 1 

3y end August, 1980, the Indian eovernment had granted appro

val for 399 JV projects overseas. Of these, 161 (i.e. 40 per-

cent} >-Jere abandoned be:fore they could be taken up and 34 

(C.5 per cent) were abandoned after startine operation. 2 By 

31.3.82, out of 465 approvah, 196 (42.2 per cent) were not 

iL.plemented and 49 (10.5 per c8nt) were abandoned.3 However, 

1 • .uala~::::i to~<~;.~:..: ; ~ J:J.ay 1976, .tteview of Hanagement. 

2. ~· J...all \1904): .. orld Development no.5/6. 

::;. _ ... u- • .n..;ar\,ra.l (19b4): Joint Ventures Ab.J..~oad. 
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in the entire period 1960-84, the aggreGate number of ventures 

in operation and under implementation had increased. The peak 

was reached in 1984 with 236 ventures in production (157) and 

under implementation (79). However, as on December 1986, 

there were only 150 ventures in production and 37 under imple

mentation aggregating to 1874 • This implies that the number 

o~ ventures abandoned after commencement of implementation 

11ere more than could be offset by an increase in the number 

o~ new joint ventures in operation or under implementation 

since 1984 • 

In terms of vrofitability also, the performance of IJVs 

has been extreQely uneven. In 1975/6 as many aa 41 per cent· 

o:f IJV's ove~~seaa were loss-incurring~ ~y 1977/8, this figure 

5 had declined only marginally to 37 percent. From a atudy of 

a sample of IJVs abroad for the years 1975/6 to 1979/80, re-

garding the profitability of these firma, it was found that 

in 1975/6, the average profit-sa.lee ratio. was e. dismal -2·7~ 
. 6 

the loss was as.12.5 lakhs per unit. ~Iowever the figures 

for 1978/9 and 1979/80 show a dramatic improvement in that the 

4. . Annual Heuort, I•1ini stry o£ Commerce, 1986/7. 

5· llO (1981). 

6. 11C (1981). 
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average profit-sa~es ratio were 6.3 per cent taverage net 

-
profits of Rs. 33 ~akhs) and 4•5 per cent (average net profit 

' 

of Rs. 25 ~akhs) reepective~y. "This suggests that the over-

seas operations of Indian LDCFie have become more profitab~e 

as they have overcome 'teething prob~ems• and survived their 

gestation periods. Whether or not such a trend of improving 

profitabi~ity wi~ be sustained into the future is, however, 

not certain".~ Horeover, "of ~e.te (in the '80's) eigne of 

pervasive 'sickness• amongst Indian joint ventures" have 

8 "surfaced". 

Can we conc~ude from the above discussion that IJVe abroad 

has been a fai~ure? 

. 
we sha.~l look into the v1hole question of IJVe-a eucce-

f ss.or a failure-frorn five different angles. Firstly, why.._ some 

JVs were never started after GOI approval was obtained. 

~econdly, why ·some joint ventures were abandoned even 

after they got into production? 

Thirdly, why is it the case that these JVe, which are 

in production, are not very profitable-with a few remarkable 

e:-::ceptions? 

7, R.G. Agarwal (1984) ~. p.78 Table XII. Comparing the 
fi~uree for IJVs in production in Tab~e 3.2, we find that 
the samp~e size varied between 45-55 per cent of the 
population. 

8. R. Lall (1986), p.85. 
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Fourthly, why have the tota~ number of JVs in operation 

and under imp~ementation dec~ned einco 1984 after a significant 

spurt since 1971? 

Fift~y, and most important~y~ if apart from profitabi~ity 

as a criteri~n of succoss, ue adopt other criteria, oan tto say 

that IJVs have performed ve~-though in a ~imited manner? 

Unfortunately, hard~y any research is avai~ab1e that 

wou~d answer the above questions and the data 1imitations are 

considerab1e. This is true not on1y for India, but for other 

countries as we~1. In fact, it seems that Indi~ provides 

the best data about IJVs among deve1oping countries• ~e 

data for abandonment of JVs of other deve1oping country 

firms are smip~ not availab1e. 9 Thus uhen ue criticise 

the failure of IJVs, ~e can do so as data are available 

yielding to criticism. The same do not exist for other 

deve1oping countries• In fact, uithout particular case-studies, 

we cannot specifica11y pinpoint the causes of failure of the 

particular joint ventures. Hhat ~e can on1y do here is to 

9· Lall (1986) pe82 For. e•8• the Birlas had to so~ off 
27 per cent of their '2 percent oquity ho1ding in 
Indo-Malaysia ~extilea, vhen the joint venture vas in 
trouble• For more examp1ea see Dusineas St~dard,11 
December, 1982 and Business Ipdia, 8-21 Soptombor. 
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~roviue a general over~all view and provide only sketchy 

~L~wers to the very important questions raised • It is 

i:orth stressing that this area calls for a much more de-

tailed research. 

B. Non-Ioplementation 

In answerine the first question, we note that there may 

be r..any a slip between the cup and the lip. Thus, the agen-

cies re.t)resentinc:: the G.o.r. 10 may approve o:f the project 

i·Ji thou.t .;oin.:; into the details o:f the cost-bene:fi t anal.ysi s 

for a particular joint venture. Similarl.y, the private 

· t _/ -· · t · 11 k · d t . t t eznish t ~nves orL-~n~ ~a y rna e ~no. equa e pre-~nves men surveys • 

:..:.~.1e 1 ?Us.:. 1 and. 1 .i:JUll 1 effect eue:..Da ting :from the home and host· 

countcy environnent may change or the perception of actual. 

environnent-political and economic-may alter. Thus it may 

be later perceived that the busineGs proposal is too risky 

or the problem of raising finances, marketing o:f goode, and 

manaeement expertise may be underestimated. The l.ocational. 

factors might further turn u~:favourabl.~nducing a reverse 

push fron the host country if the host country coll.aborator 

bac~.s out, invest:::ent policy (of the host country) changes, 

and r ·otective measures like tariff are denied so that under 

nci: conditior..s, project-appraisal shov1s its unviability. 

10 •.• ells (19E3) 
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It seems that v1hi~e t}::l.ere are a ~a.rge number of cases of 

I 
non-im:i_)~ementation - 42.2/b upto lvlarch 82,_ these are not a 

matter of undue concern. As we have seen, non-imp~ementation 

cou~d be a de~iberate decision, ref~ecting a cautious approach 

by the entrepreneur himse~f after reappraise.~ in the ~ight of 

new factors or circumstances. Before 1970, when 61.3% of 

the proposa~s were non-imp~emented, inadequate scrutiny by 

the government was a main cause• From 1970, the GOI has been 

rnore carefu~ in granting approva~s to IJVs. However, even 

after 1970, the percentage of non-imp~ementation declined 
I 

only'--'1arginaO.y to 51/~ by 1977• Only since then has it dec~i-

11 
ned considerab~y to reach 13.3% in.1981. One can specu-

late that in 1977, the cash constraint which had limited the 

expansion o£ JVs was overcome. This also rendered the im-

p~ementation of new JVs more profitable. May be, this was 

the cause behind this reduction in the per.:::centage of non-

imp~eruentation. ~so, the very e~borate governments.~ scre-

ening processl 2;... j_ndeed was res.li)onai b1e for this improve-
/ ) 

uent. 

Answers to the second, third and the £ourth question 

may be, to a certain extent,interre~ated. However, whi~e 

micro factors are more pertinent in answering the second 

question, the third and the fourth question may necessitate 

11. Approva~ is given under section 27 of FERA, 1973 by an 
Inter-I'<!inisteria~ Committee (H·1C) on Joint Ventures 
Abroad. Its decision is fina~. Ministry of Commerce, 
Annua~ Report, 1983/4. 

12. Data from R.G. Agarw~~ Tab~e IV P•55· 
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arguments ftom a macro-perspective. 

C. Abc:ffidonrnent 

The micro ~actors 1eading to the abandonment of Indian 

ventures in production were as fo11ows:-

(i) Often the differences between the Indian and foreign 

partners cropped up. \a) ~hus, whi1e the government of India 
. . 

had argued in favour of provid~~aining of 1oca1 personnel. 

in India to rnan the manageria1 and techno1ogica1 positions, 

Indian firms have not carried this out. And most of the 

important positions are he1d by expatriate Indian personne1. 

This can be an instance "\>Then difference may emerge • 
. 

(b) A1so, there is a growing fee1ing about India setting 

up 'tied ventures' tied to supp1y of machines and know-how. 

Fo~ if Indian participation were in the form of cash, the 

joint venture projects "cou1d seek the most suitab1e machi-

13 nery through international. tenders"• 

(c) It is not very cl.ear, as to whether any conf1ict exists 

on account of percentage of dividends to be repatriated or 

re-invested in the host country. 

la) however, another major source of confl.ict may arise 

vJnen even if the lndian .50vernment had requested the Indian 

mul.tin.atio:r1a.1 fi:.c·ms to obey the l.aws of the 1a.nd and treat 

joint ventures as tru.l.y 'joint.~, .E lC0I observes that even 

13. ~. Lal..l., p.90. 
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,-;ith minority participation, it hae been a.b~e to 'retain 

control'. over the Incian joint ventures, 14 overseas. 

Such nesates the concept of joint-venture and the notion 
! , 

of South-South Cooperation, reeu~ting in undue conf~ict. 

(ii) Political instabi~ity or a change in the po~itical 

atmosphere or the host government's political perceptions 

is an important factor regarding abandonment of Indian Joint 

Ventures. 

Thus in Ethiopia, out of nine ventures approved by the 

...'v.-., i:L.ile 5 \~ere nevcl.~ ilaplcmon&,ed, 4 had· to be abandoned 

~~ter a revolution in Septembe~ 1974• The pioneering and 

hicl~y profitable Indian unit-the Indo-Ethiopian Textiles 

by the Birlas commencing production in 1960 and its cumu

' lative earning by way of dividends amounts as. 50 Lakhs ,. 

and technica~ know-how fees to Rs. 70 lakhs-wae taken over 

There are no IJVs now in Ethiopia. 15 

Similar~y, a ~ivi~ war in Nigeria (1967-70) 1 ~ ethnic 

clashes in Uganda and changing po~itical and social aspir-

14. Observation made by T.A. Rithouddeen, Malaysian Trade 
and Industry Minister~ Financial Express, 11 Sept., 
1982. Quoted in R.G. Agarwal, pp.87-88. 

15. Quoted in Dennie E. Encantion: ~be Political Economy 
of Indian Joint Ventures. 'International Organisation', 
·,·:inter 1982. 

16. R.G. Agarwal, p.42. 
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t • • •r 17 b t f a ~ons J.n .l.'l..enya are causes for a andonmen o : certain pro-

jects. africanisation A natio~isation ~ed a~so to abandon

::nent in certain cases. 
1 

b In fact, thENie l'lere causes behind 

a shift in interest from Africa in the 60 1 s to South-East 

Asia in the 70's • 19 

{iii) Non-fu~fi~ment of certain assurances by the host 

covernment at the time of negotiations, in regard to tariff 

protection wcs a~so a cause for abandonment of Indian firms. 

The home country environment of Indian firms is such that 

they find it very difficu~t to compete against DCHNCs and 

imports from DCs if a high tariff pro~ection is not granted. 

L.K. Raju
20 t.a,s provided the fo~l.owing tabl.e in which diffe-

rent tariff assumptions are made. \fil~~e, with no tariff 

t t . t' . . t 21 . . "I t . b"~ . th pro ec ~on, n~s proJec J.s sJ.mp.y no VJ.a .e, even w~ 

a marginal. reduction in tariff, the return ~on s~es, ou 

17. Ibid., P•43· 

18. s. l•lorris, EPW, Nov. 14, 1987, P•19G3· 

19. Bal.akrishnan: He cites countries - Ghana, Lib~ya al.so. 

20. However, with an improvement.1.n po~itical. cl.imate in 
Nieeria in the 70 1 s ,it ~'traoted much FDI from India 
in that decade. 

21 • I~.K. Ra.ju: EPW Nov • 1980, in a~eview of M:anagement 
P• 147-150. 
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. t t l h £' b t . 22 
~nves i .• eL anc. on ca:; . O'!:l ecome nega l. ve. 

T~LE 5·1 ; Tar1ff Assumptions (%) 

As Per Project As of Reduced No 
Report 1976 Tariff Tariff 

30% 2o% 15~ 

A· Sa~es 6.81 5·9 5·8 4e76 
4 

B. Assets .8 5.0 4·8 4e8 
c. Income 0·93 (o.6) (o.oa) (1.1) 
D. ROS 14 (o.s) Oe10 (0.9) 

E. RDA 19 -ve -ve -ve 

F. Cash flov1 1.17 -ve -ve -ve-

Source: i..K.daju :;;r-I-147• EPW Nov.1980 .. Npte:Ra.ju does 

Lot refer to the project to which these data relate. 

(iv) Indian firma have often been unable to perceive 

during the implementation of part1cular projects that the 

degree of protection in the host developing country market 

is much less as compared to that prevailing in India. This 

c2.lls for a difi erent a" d a w.ore at;t£re'si ve marketing norm 
" 

incorporating a higher level of quality of products unlike 

in India whe:::.·e producers can sell who.t they produce and not 

r 

produce i.,rha. t they can sell.' The home country industrial 

ctructure is characterised .__.y oligopoly. In the Schumpeterian 

22. ~e does not mention which particular project in which 

particular country he is ta~ing about. 
" 
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'""-evelo~me!.t of' R and D. now ever in the Indian case, 

oligoyoly iL.plie& an absence of competition and a 'live 

and let live• strategy uy industrialists. Also in the 

absence of 1 creutive destruction• even nJn-viable units can 

survive with a high cost production s~ructure. The Indian 

firms were protected by a high ~~riff burrier from cheap 

iDports and by FERA\ 1973) from the domination of foreign 

cc~,;_)i tal so tho. t .!Jhe period 4:& 1969-80 the Government of .. 
::L:.c.dia approved gross foreign investment amounting to a 

I r 
·It ··~ 

Italtry "C .s. $70 million into the country .... /By comparison 

Brazil had a net inflow of such funds amounting to US 

8 2.2 billion in 1978 alone.n 23 

;:ot·;ever, the LDCs lfhere Indian firms invested especially 

t~~e A::iEAN econouies /- char.::1~-::erised by a relative absence •~ 

1J ... :otection . a5a.inst imports of goods and capital.. 24 

uence Indian firms investing there ~V.e to compete aeainst 

23. Deepa:..: !Ia~EJ?\·i 1987, Annual. No. Also in Lucas and 
~apene~ (1906) (eds). 

24. ~. Lall (1986) P·~· ~uoting s.Lal.l (1984) P•302 in 
1Jhagaati and :tugg~e (eds). 
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ir:l})orts as Hell as aeainst DCl·iHCs, other T~mNCs and local. 

Therefore, unl.ess Indian :irms are price competitive, 25 

t._e;:, can not survi vc • A.nd even with 60jo - 705~ util.iza'tion 

ox· capacity, which is sufficient for these firms to survive 

in India, they can:not survive in the markets subject >to 

the ehil.l winds of competition l.eadinz to their abandonment 

d t
. 26 

after pro uc 1on commences• In addition, many of the pro-

jects had no price cushion with the resul.t that any changes 

in the cru~ial. assumptions such as cost~ over - run, inte-

rest burden, change in the pro~uct - mix, vol.ume, etc. make 

them vul.nerabl.e. 27 

(v) Another major probl.em which Indian and moat ather 

TIJ:.:l!Cs (except, perhaps for Hong Kong MNCs) :faced was the in-

ability to tap existing marketing network or to devel.op a. 

marketing channel. of its own. 28 

25. 1·1.;·_. Raju (1980) EPW, Nov. H.eview of )Janagement. 

26. They are not according to d. Lall. (1986), whi.l.e Wells, 
i..ecraw,etc,he.ve stressed on the price competitiveness o:f 
~.·.·~·.l • ..::s f'or survival. against the advanc~marketing .-tr.&'teay 
superior quality, and product differentiation capacity 
o:f DCl•.lJ Cs. 

27, l•ul:..• .tl.aju (1960) IbicJ• P• 149. 
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(vi) In certain cases, eepecia11y in Africa (except Kenya 

and "'"auri tius) , the lack of deve1opment 7 of the markets 

(severa1 unite were abandonded for 1ack of demand) and in-

adequacy of the financial insti tutione i.'Were the major im-

ped±ments in the succesefu1 ineta11ation and continuance of 

I d . - . t 29 n J.an Vl'lJ.· s.:. 

(vii) l·Iany of the developing countries expect to be ab1e 

to tah:e over the management of foreign JVe after a certain 

learning period and hhis may have encouraged the rate of 

-v;i thdrawal. of Indian investors from their host. countries. 30 

D. Profitabi1ity 

Consider now the third question about profitability~ 

and long-term viabi1ity of the joint ventures• 

We noted ear1ier that the host country atmosphere is 

signi£icant1y different and much importance is attached to 

competition and efficien~y. In India, 'se1f-rel.iance' is 

u major objective and hence a tremendous effort towards 

technological and industrial self-reliance has been made 

i~spite of creatin~ a high cost production structure. How-

ever, u:.ost developinc countries - especially the ASJIAN 

)0 • ....,a,la1.:.1:is~lnan ( 1976), g}J i· .. ay ~eview of ~~nagement. 
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econou1i es- have :Cu....<i c:.n Ol:Jen door po~icy towards the mu~ ti-

nationals - be they from the North or the South• Whi1e the 

forner ( DC~·:IICs) have stressed on product differentiation and 

developnent o= brand names, the 1atter have stressed price 

competitiveness. This has put the Indian firms operating 

31 on a snall scale but with high unit cost at a disadvantage. 

Indian firms do not seem to possess competitive advantage 

based on small scale technology. 32 Its advantage, as we 

noted in a previous chapter, vis - a - via f~rms from the 

~Cs lies in providing cheap but equa11y efficient manageria1 

~nd technical personne1. 33 However, most developing country 

investors from s. horea, 34 Hong Kong35 and Latin American 

c oc;_nt:.:i e s 36 also possess this advantaee. In addition, they 

_Jossess COl·<LJGti ti ve advantage based on small sca~e techno

lot;y. 37 ~.tence to the extent they cor.1pete vli th the Indian 

£irma, the latter finds it unprofitab~e. We however, un-

fortunately do not 1 nave any information as to whether their 

31 • J. :P. Agar•·• a~ in Khan ( 19 86) ( ed) p .187 • 

3 2 • ! I. I:. ~ ~ j u \ 1 ~ ... -- ~ ) 

33. ~. Lall (1986), p.36, 42-3· See chapter 3 of our dis
sertation also. 

34• ~. La~~. p.25o 

35· See JO (1981). See a1ao chapter 2 of our dissertation. 

36. See Chen (1981) in Kumar and Me. LeE.d (eds). See 
chapter 2 of our dissertation also. 

37 • See E. White ( 1981) in Kumar and I'•!c .Le~d ( eda). See 
chapter 2 of our dissertation also. -
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managerial/technical personnel are better (or lees paid) asL 

compared to their Indian ... 1.£ ~ for reaping low price - J 
o•unterpartl 

based competitive advantage. 

vie noted earlier that due to B.O.P. problems, the Indian 

government is reluctant to provide finance capital in for-

38 
eign currency to the Indian investc.~:s. And this severely 

restricts the possibilit7---- of expansion of the firmt size 

of the IJVa. 39 Instead, it has led t9 a high debt equity 

ratio. for IJVs - even by Indian standards - causing vul-

nerability of Indian firms to slightest¥ price and quantity 

fluctuations. 40 Indian firms find it difficult to compete 

· + D, r·c 41 
ac;a~ns v ~; __ • e in the skill intensive industries which 

~2y also be capital intensive - especially when the scale 

factor is important. High unit costs resulting from sub-

optimal units on account of financial qonstraints is the 

outcome. Since India's small firm size~ reflects a nega-

tive financial constraint rather than a positive techno-

logical adaptation, low profita'i ' results. ;··lfact, moatL bi1it3'" 

' :firms intervie'tied by R. Lall provided this argument~¥~ 

£actor benind their low profitability - apart from the mar

~~eting problem a:fflli.cting moat TWl•lNCe. 42 

38. See references cited in 35, 36 & 37• 

39. R. Lall (1986) and R.G. Agarwal (1984). 

40. .li. Lall. On the otner hand. 

4 1 • I·:. K. Ha j u ( 1 9 80) • 

42. Except for a few notable cases where Indian pro~uot 
adaptation to LDC conditions give them an edge ~~e~· 
DCHNCs. See La.ll (1982) and chapter 4 section 2 of 
our dissertation. ' 
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E. ·- Decl.ining Numbers 

The question of profitability ~eads us to the ques-

tion of long-term viability. This also leads us to the 

foux~h question as to why the aggregate number of ventures 

has started declining after 1984. 

The country-specific'advanta.gea• which Indian firma 

enjoyed domestically in the form of a high tariff wa11, 43 

olic;opolistic control over the market4~nd a high debt -

equity ratio~,45 did not hold to an equal degree in other 

developing countries. 46 1-Ioreover,Indian firma aX"e used to 

a market-environment where they sell whatever they can pro

uuce and not ,produ<?e ""hat ti.:..ey c,an sell
47 According to a 

top executive quoted in Business India,•many Indian ventures 

b.ave failed in this country (Halaysia) because they tried 

to use t!larl:eting concepts developed in .India. , where any

tl::..in;: sc4.ls • • 4~ 

Starting vli th sirailar export performance in about 1970, 

almost all newly industrializing countries (NICs) 
I, 

'With 

.. . '·. .. - ..... ' -I 

4!. .Bhagwat~ 

4+· J?. Patnaik. Ibid. 

4~· s.3. Gupta: -~Meiluar-~~ Economic e. 

4•· M.~. RaJu ( 1980). 

fl· 1). 1~<~-Y~ ar ·t1987). . 
~ . 
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t!1e e~ception of' A::.·gentina, brazi~, Hong Kong, Singapore, 

'..\::.i\;an, ::louth L.orea, Hexico, etc. have ~ef't India :f~:t' be

hind in the rate of' growth of' exports.5'0 I>ioreover, in 

ter1~s of' aggreggte industria1 production, India's position 

has dropped to the 18th 1argest industria1ised nation at 

.... 5l :presen.... Even a sma1~ country 1ike South Korea has been 

ab~e to increase its manufacturing va1ue added f'rom about 

20% in ear1y '60's to about 6o%5~ to that of India's at 

present. 

According to Nayyar, 53 in the u1timate ana1ysie, the 

causes which 1ie behind India's poor export performance are 

::..lso the causes exp~aining India's poor ;t:aj:;e of growth-Aof ~ 

·lkP. Ne.yyar' s arguments :for growth-1ed exports can be exten

ded to ~..:.·vvltb.-1ed-e:x:ports-1ed FDI J 4 ·.. : ... _ ... _f.; ....... '..~:~'-·:1. 
.- ...... --. That LDI fo1lows exports gets support from We~s 1 

49• Business India. 8.21. Sept.1982. quoted in R.La11 p.83 

50· D.Hayyar: India's Export J?o1iciesl1970-85. EPW Ann No. 
1987· See ~ab1e-6. 

51· Source :forgotten. Ace. to s.La11(1982) it was 13th in 
1980 a;.d 3rd among deve1o.J;Ulg countries. 

52· J.Bhagwati; An artic1e in Econ~mic Times~, 1988. 

53· D.Nayyar(1976§ India's Export Po1icies in the 60's• 
Al.so Ahid Hussain Committee Report on India's Export 
Promotion Po1icies(1986) 
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analysis. 55 This is true wherever FDI occurs as a defensive 

~easure to protect the erstwhi~e export markets(Thie defen-

sive strategy is ~eort~4~ · to by both DCMNCe and TWMNCe) 

I 

If our hypothesis of 'growth-led-exports-led FDI holds 

c..s .:.s li..--el~· to for a large country ~ike ours and where 

..::·DI h.as been cowplemente.ry to exports-we can specul.ate 

( rJe note that India 1 s rate o=· gro-r1th of GN:P has not kept 

pace with that of the Nl~s of ~at Asia and Latin America) 

even if >le do not have uery recent data a.uout FDI of other 

l~ICs that 

(i) ihere is a significant possibility that the relative 

extent of the mternat,~onattsationJindian firms will decline Lof 

tas compared to other NICe). And 

(ii) even in absolute terms, we cannot be very optimistic 

that internationalisation of domestic firms will take quantum 

leaps. This may be in contradiction to the claim made by 

s.Lall. One ICcctor VlhiCh muy have inhib:i...ted Indian :firms 

-:o go overseas, r:t2..y be th"- rclaxatic.n o:f. industrial 

licGnsing and trade policies. To the extent, they negati

vely c pueheJ56 Indi~:tn firms overseas, these factors are 

55· L.~ • .'.~iells. Third 1·;orld Hultinationa.ls. 
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ouch less operatiVE· at present. One also notes. that 

contrary to the fact that most o~ the South Korean and 

nong Kong firms invested abroad were medium-sized units~ 

the larbest firms/Houses from India investing abroad were 

. . t 57 a maJorl. y • Thus a relaxation in the restricti~§ uolicy 

environment allo\dng the :-:R.TP Companies to expaw( in pro~i-

table domestic ventures ~~ay have reduced their incentive 

to·venture overseas. 

I·1ore important than the policy environment seems to be 

the £act that unuzilieed capacity in the capital goode 

sector resulting from a decline in public investment and 

saturation of im~ort-eubstitution led demand ~or indust-

rin.l ..;oods in a olowly growing inegalitarian economy 

rillci induce~ the firms to ex~and abroad.Domestic recession 

t:1reatened domestic growth and unutilised capacity could 

56. ~j Aggar>·H:l.l & J.K.Weekly:Foreign O_Jerations of TWI•lNCa: 
Journal of Developina Areas 17 Oct.1982 pp.13-20. L.T.Wells, 

a.Ln.ll, Dennis E.Encantion 

57· s.Lall WD1982. This point is to show that it is not 
necessarily the case that the largest firms have the 
comparative advantage over other smaller firms in 
inv sting abroad. 
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oc used for supplying capital goods, equipment, spare parts, 

ctc,as equity for Indian joint-ventures abroad. With 

uvmestic iLdustrial resurgence especially in the highly 

~ro£itabLe durable consumer and luxury goods sector e~ce 

the mid '80's and pessibilityl ~itting from foreign- lof 

tie-ups as a compradore class, Indian firms' interests in 

di ve.-·si:fy in.; risk through ..,~uttin~ 1 eggs in more than one 

b r:ket' declined as the domestic industrial environment 

seemed amena~le for expansion-domestically. Moreover, 

anlike in the mid-70's, when India had accumulated a size-

Qole foreign exchange reserve which the slug~ieh domestic 

economy could pbsorb >the '80' e l'laa marked by a severe laot 

Foreign Exchange constraint on a/c of BOP problema. This 

is lil:ely to have natural repercussion on the Indian capa-

ility of outflow of foreign exchange and hence on the 

increase in the new ventures in production and implementation. 

Our just c_ncluded brief discussi~n purposte to be a 

tentative hypothesis to the observed fact of 'distinct~ 

slL~ckenint; o:f the rate o:f grov1th since 1979-81 1 noted by 

s.Horris. 58 and the actual decline for the first time in 

the aggregate number of joint ventures in preduction and 

ir::plementa.tion since 1985 and a decliia.e in the number of 

joint ventures in production in the year 1986. 

58. s.Morris. EPW Nov.7 and Nov.14,1987. 
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F. OTHE.'t PERFORNANCE CRITERIA 

No•·r, 1-1e shul.l. attempt an ans>ver to the :fifth and most 

vital Question. 

The benefits contributed by the IJVs can accrue 

a) to the Indian firm investing abroad, b)the host country 

:<a::.·tne1.·, c)Indio.n economy as o. \'lhol.e, and d)host country's 

econ'-.lr.;y as a Hhole. Eroader stil.l., in the reaim of South

~out~ ~o-uperation)it has an international. pol.itical. com

ponent in terms of generating goodwill. among the countries 

of the South and in promoting col.l.ective sel.f-reliance. 

In _this section, ho\·:ever, we shal.l restrict oursel.ves 

to the pur0.l.y quantitative economic indications firstl.y 

because they aEe more concrete and easy to handle with 

and secondl.y becauAe the remainiQS aspects have been 

covered in the othe.r· chapters. I·1oreover, we shall. confine 

our discussion only to benefits accruing to India as a. 

\·;hole, as this issue has- , not been covered bAfore. Benefits 

to host developing countries from FDiof TWHNCs have been 

broudlv cove~ed elsewhere. It seems that Tndian firmR are 

LO significantl.y dif:fercnt from a typical. TWMNC~ in terms 

o:.;· 'transfer o:t techr.ology, employment generation~. and 

... ore e:l.':t'ective use of locul raw material.s, and in the 

::::.Ls.::r.ce o:: '--' verticall~. intc.:;;rated productio.n structure 
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1.0 ill e. ;:..:.1 :....cti vi -ci es i r. the ±'b ::::·rn of trans:f er t)ricing 

c •. r: be l'e:-;orted to}and so on. Hence, we do not need 

to co i11to cie·t:;;.. • ..:..ls re..;urdin•.:: host country 1 s bene:fi ta 

'-'-S all these and :c""lated uspects have been dealt v1i+.h 

::he r~}dian econooy, ::..as been auf'± ering :from a mode-rate 

to qevere :fore~ .. gr:. e::chc;,nge bottleneck right :from the Second 

}'ive l e:.:.r ..i:'lc.n ili th :o_)erhnps the sole exception of' thA second 

hal:: of the seventies befo:re the second oil shock. 

- f::.:.ctor dominated in the whole of Indian govern-

·.:ent's policy toi·:ards overseas JVs. Thus, on the one hand, 

tJ::.e .;'"'vern. ment diel not f<.:..vour uutflow o:f capital in hard 

:i: oreign cu:r:..:·enc;y in the I'orm of Indian e~ui ty capital. ab-

' 59 Un the other h~nd, it was of utmost importance roua.. 

thc.t -;;hose ventures have foreit:Sn exchange earning capacity • 

.l:'roje-ots tied to Indian .LUL;.chinery, equipment, etc .J instead 

of ....-o c·ld-wd.de sourcing for them, was a cor~ol.lary to this. 

----· ---------
59. .:Cio•·;ever 2.fter 1977, the Government in its revised 

guidelines relaxed the earlier restrictions towards 
outflow of 'finance' capita1 ( in hard foreign currency) 
to a certain extent. The 1983-84 Annual Repor$ of 
the I·iinistry of Commerce further admitted that this 
ac~ed as a constriant towards realising economif:ls o:f.. 
scale for Indian JVs affecting their cost-effie.l~~· 
A nore liberal cash-flow is prescribed to reverse the 
earlier trend of having sub-oDtima1 size of IJVs 
(I•!inistr¥· of Commerce., Annual. Report 1983-84). To 
~1hat extent1 h?wever, t~~s has be7n ~ctual1YJ'carried out 
~s do~~tful, ~f we~oo~~ng at ex1at1ng amount of equityLare 
contr~outed per un1t after correcting for rupee d 

· t' d epre-c1a 1on an global inflation. 
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Coincidentally, domestic recession~~n the capital goode 

sP.ctors crea tinp: a sisnifi cant o.mo,,nt of nnntili sed capA--

ci. ty provt:d tb.n. t Tndia •,.;as not capi ta:L constrained (given 

the ~er capita incomA (p.c.y),rate of growth of p.c.y., 

govt 1 a a hili t;v to fir.ance i toel:i:" and level of' cconom:i.c 

development) but foreign-exchange was the binding cons-

traint. hence IJVs were to provide boost to capital goode 

sector as -vtell as earn foreign exchange. It is to be noted 

that India did not have an 1 image 1 in capital goode indue-

t . 60 
r~es. Evidence is contradictory as to whether India 

had a competitive edge in the technol~gy embca.-1 ed in ca.pi-

61 
tal goode. However, it is evident that in certain sec-

tors in oanufacturing, Indian firms did have a comparative . 
advantage when it ventured into overseas. investment. For 

the latter contains a 'package' of inputs - consisting not 

only of Indian r.mchinery and equipment
1
but disembodied 

technology~in terms of experience of learning by doing and 

s~-ill in terms of managerial and technical personnel1 etc. 

~ence it was possible to exnort Indian capital goods when 

it forr.1ed a nart of a 1 package'. It \'101-l-ld have been diffi-

cult oti:1erwise. 

60. Balakrishnan,~ 1976. 

61. R. Lall and s. Lall differ in this respect. 
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Tn ~his section, however, we ~hell not ~e ~ule to 

disc"ss as to what extent: the oa.paoity utilisation of the 

Indian cap; tal goode sector increased on account of' these 

joint Vel.t"L~res. 'rJe s.c~~ll. restrict ourselves to the F::UI 

impact on Indian B.O.P. 

The IJVs have to provide information, annually, to 

the Indi2.n Investr:1ent Centre ( !Ie) on the f'ollo\'Jing i terns: 

dividenC.n they hu.ve declared, 'Other Repatriations' (in-

cludin..:_: fee :t'or technical know-how, engineering services, 

!::o.rlagc::1ent consul tancy, etc) , and 1 Additional Exports' 

(includinc; exports of ~ln.nt and machinery, spares, oom-

:)onents e.nd :caH .-.aterials, effected over and above exports 

towards equity). These can be utili~ed to find the 'direct' 

i::1'J:C'.ct on BOP. \'le should mention here the.t the FDI impact 

on -~C.i' c2.n be divided into 2 components-1 direot 1 and 'in-

uirect•. For the Indian case, the direct impact oan be 

ceasured b~ the equation: 

• 
'r.tsere ~...t:'~ = balt:.nce of pasments effect of FDI over a ziven 

»eriod of' time. 

EX = exports of c~pital equipment to finance the equity 

s!w.re in the foreign .ioint venture. 

' 
62 • J • .P Agar\'tal: Balance of payments effect on home coun-

t.:.~ies; in l-;_.H. Khan ( ed) Nultinational.s of the South, 
p • 186 • 
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TABLE ').~. 

BENEFITS FRON IhTDIAN JOINT VZNTURES. (Rs.in lakhs) 

Other repatriations 
(including fee for 

Additional Exports 
(including exports 

Year Dividends technical know-how, of plants and 
engineering services, machinery, sp~s 
man~ID9n t consultaney components and raw 
etc. matls.effected over 

and above exports 
towards equity, 

1969-70 &: 
earlier 43.2 41.6 382 • .5 

1970-71 5.0 7.2 392.6 

1971-72 11.8 9.8 101,0 

1972-73 18.4 13.2 132.8 

1973-74 25.6 16 • .5 420.9 

1974-75 32.5 22.9 735·7 

1975-76 25.9 130.3 979·7 

1976-77 39.2 136.2 1,044.9 

1977-78 57·5 206.9 1,331.0 

1978-79 74.3 239 • .5 1,440.0 

1979-80 185.9 492.6 2,186.5 

1980-81 148.0 373.0 3,11.5.0 

1981-82 35.00 349.0 2,177.0 

1982-83 5.0 53.0 1,068,0 

source: a) Para upto 1979-80 from •.G,Agarwal Table X P,75 

b) Para upto 1982-83 Annual Report, Ministry of 
Commerce, 1983-84. 



• • 197 •• 

AX1 = additional exports of machines and intermediate 

p:cod'C..ct::; • 

.... i..
2 

= ex_,1orts of raw materials 

C~ = Capitalised value of invisible assets trans-

ferred to JV {good-will, patents or trademark) 

and of i'uture returns {technical :fees and bonus 

shares, etc) expected from them. 

a = usual returns on capital in the form of dividends, 

royalties and managerial fees,etc• 

.J.FI = total at.wunt of Foreign direct investment • 

L~ = fo2~eign exchange payments (IE) incurred an impor-

ted in-puts of the above ex)orts. 

The aggregate contribution of all 3 kinds of JVs (in 

operation, under implementation and already abandoned) to 

the Tndian BOP was Rs.82.1 crores63 upto March 1982. Thia 

a"'onnteJ to more than 2% of the official FOREX reserve of 

Indian investors overseas were in 

,; •. lis way not only able to pa;y o±':f the original DFI in terms 

o:.. :foreign exchance but also tO. increase the foreign ex-

cha~~e receipts of the country by about 2/3-ds of the ori-

;,inc.l value of the DFI. Thus the 1direct 1 effect of DFI 

on India 1 s BO:P vras pooi ti ve. 

uj. J.J:. Agarwal Ibid p.1b6. 
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~rie 'indirect' effect is ~ike~y to be negative when we 

consider the export disp~ace1:1ent e::fect of DFI. Here we are 

implying '-:hat DFI is o. substitute for ex:::Jorts. However, 

even here D:l~'I ma:,.' be better than no J:lFI at a~~ in dynamic 

te::.~::ls if vre assume that",t?ccurs ;; · as a defensive strategy ,LDFI 

to protect the existing expo~t markets. Moreover, not 

ul\·Ja~Js ie .JFI a substi tu.te for exports-it may be a comp~e-

::<ent to it-in terms o:!? sourcing information and estab~ish-

ing nevr r:tarketing and distributiona~ channe~s. To the ex-

tent ~FI ic comp~ementary to exports, the indirect effect 

of DPI on India's BOP wil~ be positive. Thus, R.Lal~'s 

64 pessimism in this regard. is not justified at least on 

-t~-eo .. ceticL.l grou.rlds. .l.Jred ir. the l':unde~~-type neo-cJ.assi-

cal tradition wrtere oovement ~or factors is supposed to be 

u substitute of wove~ent ~or goods65 he fai~ed to note the 

a:yna::.ic conse(.!_l.,.enceof' JJ.i!'l in an international~y imperfect 

...... ;.J.r~et :for capi ta.l t>.nd in:.::'o-'· .... ation. .au.ere deveJ..oping coun-

tries like Tndia are hampered in sustainingtb~~ export 

* growth unless they are ab~e to marketing cha.nne~s of their 

ovm or cooperate ;.Ti th other developing countries of the 

~outh in this regard. 

64. ~. L~ll, P• 88. His view is supported by a stu~y of 
rr:?~ ( 1 'l77) though he did not carry out any sep~ate 
cc.se b;y case stud~r of export-displacement effect by 
li'.JI on his own. 

65. 1..,·ndell. : AER 1958. 

* establish 
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J.P Agarwal bas performed a~purely impressioniotic' 

study on the export displacement effect of DFI. Thus h~s 

results have to be read with due caution. Agarwal elaosi-

fied the goods produced by IJVs into four groups. 

The first group included those eases {38 per cent) 

where exports declined after IJVs bad started production 

in the host countries. The second group included those 

cases (22 per cent) in which no conclusion could be drawn 

because of statistical limitations. The third group in

cluded those eases ( 15 par cent) "Hhere DFI did not result 

in a negative impact on Indian exports. The fourth group 

included all those cases (25 psr cent) in tibicb exporto 

from India to the host countries actually increaoed. 

It we exclude tbe second group, then it seems that 

only 5~ of the cases suffered the export replacement 

effect of ~I. J.P. Agareal coneludoo, "since these goods 

have d~~ferent weights in the ~xport earnings of India~ 

it is not possible to say whether net export replaeemGnt 

effect in quantitative terms lias positive or negatiV$o 

In qualitative terms, however, the sboro of goods having 

export replacement effect is matched by the share of goods 

which either do not show such an effect or have a posi. 

tive effect of FDI on their exports to the related bo.st 

countries. ~en this is considered together tilth tbe 
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estimates of equation (1), it caD be concluded that the 

net effect of JVs on India's BOP bas been a posit~ve do

monstration on the effectiveness of FD% as an instrument 

of export promotiona.67 

To conclude, one can partially agree ~itb IIFT's eua-
68 luation of Indian JVs abros:d • It concluded, Utbe over-

all performance in regard to the effectiveness of I~ian 

joint ventures in generating exports and stren«theniag 

the balance of payments position through repatriation or 

profits, royalty, technical feec and the like bas so far 

been much bel~ the initial expectationn. Houever, it 

vill be inaccurate to argue that ~s have been a failure~ 

or that it were •negative' motivos/reasons that prompted 

Indian investors to invest abroad representing capi 1al 

flight from Xndia. 69 Moreover, as far ao high attri.'¢Jlo'D-

rate of Indian overseas joint ventures is concerned, it 

is not always to do with tbe economic efficiency aDd com

petitive ability of Indian firms~ overseas. As R~ Lall 

himself pointed out, aa number of Indian firms may have 

67. J.P. Agarwal a Xbid • p .192 • 

68. Ipdia's Joipt yentgreo Abro~, IIFT (Sept. 1976) p.16. 
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set up foreign ventures for 'dubious' reasons. The objee-

tives of such firms have nothing to do with their ability 

to compete successfully in overseas markets - their obje-

ctives can be met without showing any trofits on the 

balance sheets of their overseas operations.7° This i• 

even more true for wholly owned subsidiaries - a cate

gory of Indian firms we have not considered here, 71 on 

account of paucity of infonaation in primary, secondary 

sources. Moreover, J.P. Agarwal noted, "the perf'ormaoce 

of abandoned joint ventures has not been so bad in terms 

of foreign exchange earnings that it could be assumed tbat 

they were all unsuccessf'ul and therefore abaDdoneal. Their 

repatriations of dividen4~~ etc. over their whole exis

tence were nearly as high (33 per cent of' FDI) as those 

of' the operating joint ventures (37 per cent) and from 

the point of view of balance of p~ments, they not only 

paid off the original value of their foreigD invest.ents 

but also contributed to it a sum equal to 116 per cent of' 

these investmeots. So it is possible tbat until March 

1982 many of the 49 abandoned joint ventures (t1C, 1983)72 

were not really unsuccessful but were sold to local 

partners, either because Indian partners were not able to 

70. Ibid. P• 84. 

71. s. Morris, ll! Nov 14, 198'f. : • 

72. Indian Investment Centre ltte), Indian Joint Ventures 
Abroad I Ap Approval. (1983). 
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realize their original plans ~ully, or because a fruitful 

co-operation from the local partners aDd governments vas 

not forthcoming. Only a f'ew were affected by nationali-

zation schemes of' the host countries and some others were 

given up in fear of' a likely expropDiation (Cbisbti etal 

1977}. 73 Many of' the developing countries expect to be 

able to take over the management of' foreign joint ventures 

after a certain learning period and this may have encouP

aged the higb rate of' withdraw of' %ndiaa investar• from 

their host countries•.74 

Success or failure in joint ventures have reper-

cuss ions elsewhere. Apart from creating employment f'or 

surplus Indian human capital and effective utilisation o~ 

physical capital, the 'tmage' of' India as aa exporter or 

industrial technology and products is built • This ~~ects 

: our bargaining pdlfer in entering into foreign colla

borations and technology trans~ers to enterprises in India. 

Also, it facilitates our technology exports through turn

key projects, licensing sod contracting agreements aad 

export of' capital goods • We shall evaluate tbe parfor

mance of' the IJVs as well as tbe role of tile XndiaD govern-

73. s. Chishti, M.s. Leksbmi, B. R. Cbavana %ndia1 e 
Joint Ventures .Abroad. :oFT, 1977• 

74. J.P. Agarwala p.187•l:bid. -
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ment in the context of South-South cooperation in the next 

chapter. Hence we shall not discuss it here. 

Thus, on the whole, Indian performance in investments 

abroad has been a mixed one. With a more favourable poiiey 

environment - permitting outflow of foreign exchange in 

75 ( . the form of equity to realise economies of scale, .. at 

the same time restricting outflow of scarce forei~ eachange 

by dubious individuals on false motives) and a more com

petitive spirit of entrepreneull!l able to withstand inter-

national competition in a foreign location aDd the capa

city to plan in a1vance with foresight, India ahould be 

able to retain its position as one of the leading inves

tors of the developing countries, i~ not further improve 

on it. 

75. Aa envisioned in tbe Ministry of Commerce's Annual 
Report, 1983-84, Cb on JVs. 
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g~BR yr. 

SQUTH SOV;H COnfggATION THROUGH 

A. Ili:Ciopucn9Na 

Tho dosiro ~or 

yJW;yRE.S_. 

co~ectivo ee~-ro~iance 1 o£ tho 

Third Hor~d Countries on tho bcsis of asouth-south Co-Op 

orntiona has bean c dominant theme of diooussion in vnrieuo 

intornotionn~ forQ. Our objective is not to diccums tho 

difforont dimensions invo~vod in Soutn-South co-oporntion 

but to ~imit o~ee~ves to discuss ~bother this sort of 

co-operation ocn be promoted through Third Wor~d M~tinn-

tiona~ or joint vontures bet~eon firms be1onging to t~o 

or more deve1oping countries. 

i) Uhat is tho extent or the sea1e of operation in terms 

of quantitative mngnitudes of DFI by ~MNCs in the deve~oping 
~ 

countries\ In ~hioh sectors do they domineto? Hi~ it 

·do a~~ uith the dependence on DCMNCe or ~i~ it on~ 

increase tho bargaining po~er of the host dovo1opina 

countries uith respect to the diotribution of aains from 

internationa1 production bot~eon tho host and tho paront 

countrioo! 

ii) To ubct extent tii~ thio co-operation faci~tate 

1) Nehru) es eo.r~ as in 1955, in Bcndung Conforenoo ho.d 
odvocatod co11octivo se1f re1iance ond oconomie co
oporetion uith 78 Asian ond African Countries• 
EDcarnation (1980) P.56 
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industrin1isation o~ tho host countries? What v~1 bo 

the pattern of re1ationship bet~een the host deve1oping 

country firm and the TWMNC; ~ik1 there be a SYmbiotic 

reLationship or ~i11 hee1tby competition bo rep1Qcod by 

a conf1ict 1oedins to a zero or nesative sum gemo?a 

iii) ~t are the benefits enqLinvo1ved for theLcosts 

host and homo oountr7 government o in faci1itating 

oo11eotive so1foro1ionoe and soutb-aouth oo-operotion? 

~tiMNOo? Unfortuaate1y ~e sha11 bo ab1o to suegoat oD17 

partia1 anmuers to these comp1ox quostiona. For ono must 

be equippod with onoush time, spaco and ompiric&1 ovidonoo 

to do proper juetico to theso questiono. 

B. Bmergenc~LT~CS& o threat to DCMNCs end o boon to Lor 

host dove1oping countries? 

In our discussion we shB11, in tho context of joint 

ventures confine ourselves to the private ooctors' joint 

ventures since the pub1ic sector joint ventures in.this 

sphere are foff ond 1imited to countries 1ike India end 

Brazi1. 

It is a c1ear that the TtlUNOc have invested abroad 

in tho monufaoturiDa sector by takins advantage of tho 

intro-third uor1d differonco in tho 1ove1 of ooonomic 

dove1opmont d~ined in terms of por onpita incomo and 
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industrio1 d&ve1opment measured perhaps by tho chore of 

the mauufaoturina ve.J.ue a.dded to total. GNF • ~hue., DFI 

vi~~ be typioo11y from say. Brnmi~ to Peru or Hong Kens 

to Ma1aysia and not the other ~oy round. A 1ogitimata 

question that ono oan raiso at thio stage io vhother 

this intrn-DFI vi~ aocentuato or reduoo tho difforocno 

of the ~eva1 of eoonomio deve1opment of these oountrios• 

An ans~or wi11 be attempted 1ater-alboit, perti~17• 

Wo eha11 brief1y reonpituato the techno1ogica1 

charaotoriatios of the investing firms, in the manufaotu-

ring sector a a this wi~~ have a bear~ on somo of tho 

quostiono raised. DFI from most of the deve1oping count 

ries (wirh the exception of perhops Brazi1 and India) 

have boen, es a ru~e, in those onsoo vhero-in ama1~ 

soa1e 1ebour-intesnive ~ts oan compote on the basis 

of 1ovor price with capite1 teohno1ogy and advortisins 

intensive DCMNCo. ~hese firma·can in general, exploit, 

their ownership c.pecifio advantages in standardised 
·~ 

I l2 
goode nt the tail end of the product Cyo1e and the 

tehno~ogicn1 charnoterietics embodied in the goode p1ace 
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them at tho 1o~er ond of the teohno~ogioa1 speotrum. 3 ~Q~tngJ 

an evo~utionory end undireote~ viou of toohno~ogion~ deve~o-

moAt ~ nrsues that DCMNCe, onoo bevins rcoohod a higher 

~ov~ of tho toohno~ogy 1eddor do not hevo inoontivo to 

o~imp do~n. ~HMNOe ~ho hovo dovo1opod c'nioho strotoe7'4 

ontor ~·t.-- ooo1;o.rc end do not bovo to d~oo~l-7 ooqpoto .,Lthese 

against DOMRCo in toohDo1osioo11~ oioiLnr produoto. Ho~-

over toohDo1ogioo117 dissici1or oomooditiom may fu1f1~ 
) 

oertnin oimi1cr ooonomio noodo so tho~ tho produo~o 

produood 'b~ DOlDJOo end Tt!MNOS 007 'bo ooonomi o su'boti tudes. 

Honoo porbc.po a oooo oo.n bo ac.C1o in favour of tho foot 

~at thoro io inC1ood oompotititon botuooa produoto produced by 

DOMNOo and TttnHOo iDYo1vins aubotcnti~ different 

tobhao1o87• In fcot;~Q11s 5 notoo that tho oompotition 

~i11 be tho oost couto et tho 'tei1 ond of tho product 

oyo1o'• In ooooo ~Os ouoo&o~ oocpoto eseinst 

DCMNCo tho dopendonoe of tho l.ottor oo.n bo L eu~ ~i th Ldone 

Ho~ovo~ it nuot 'bo rocomborod that ovon for o oimi1or 

product (in tho censo of GOtiof~ oimi1or uonts for 

'rotioDOJ.' oonoumo.ro), ~mmos end OOimCo ~ oc.tor to 

different markot oosmenta; u~o fHMBCs ui11 ottroot o 

4
:5) s.LoJ.J. ( 1984) tlo;r~d ;!byQl.mmant. 

\ A tore ooinod 'b~ Viao4 Buo~oot(1980);quotod by L.T 
tlo11s(19BS) ~ RoBoLo11(1986) 

5) t1ollc ~ 1986) Ibnll 
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larger population with smaller purchasing power per capita, 

DCMNCs are likely to attract the consumers from the top 

income groups "i th th-3 ir stress on rovertising and pro

moting brand names and transforming the goods into status 

symbols for the consumers. ~ho are able to buy them. 

Thus, when markets are segmented,there need not be any 

competition between DCHNCs and T1VMNCs at a point of time 

and the dependence on D01NCs will continue. However, 

over a period of time, there is likely to be an increasing 

competition over the market share - especially in captu

ring the 'border line areas'. In such cases one may spe

culate that DCMNCs "''ill have to oo apt certain attributes 

of TWMNCs and vice-versa: the fO:t'D1er may try to be more 

price-competitive and the latter may develop brand names. 

We do not know, how far the DCMNCs he~ve mroe efforts to 

be~ome price competitive. They need not have)in any cnse, 

if sales can be increased by an increasing advertising 

expenditure as Baumol's sales maximisation model postu

lates. That a few Tm·lNCs on the other hand, have adopted 

certain attributes of DCMNCs are noted from the fact that 

'San Miguel' (Philippine beer) and 'Inca Cola' (feru's 

cold drink) are important brand names from the developing 

countries which are also cheaper than similar products 
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manuf'actured by DCt-1NCe. 
6 

TABLE - 6,1 

Share of intra-developing countries' overseas investment 

in total DFI in selected host developing couptrias. 

Country Year 

Argentina 1976 

Brazil 1979 

Chile 1974-8 

Colombia 1978 

Ecuador 1977 

Guatemala 1976 

Percen
tage 

1.73 

o.6o 

0.95 

6.~8 

6.40 

6.80 

Country 

Hong Kong 

Indonesia 

Peru 

Philippines 

Thailand 

Venezuela 

Source:S. Chishti, p.106 in Khan (ed). 

Multinationals of the Sout~, 1986. 

Year 

1976 

1976 

1978 

1976 

1975 

1979 

Percen
tage 

2.76 

21.82 

2.00 

3·37 

24.86 

0.78 

6. We may nota, in this context that DCMNCs should not be 
lumped together as a homogeneous unit as there is ax
~reme concentration o:f the number of subsidiaries 
tand the amount of DFI) among the top 5% of the parent 
DCMNCsS they account for 80 per cant of the subsidia
ries. They operate primarily at the middle and higher 
echelon of the technology spectrum and are not likely 
to be unduly bothered at the present juncture by the 
presence of ~iMNCs. It is the remaining 95 per cant 
of the parent DC:H~""es accounting :for 20 per cent of' 
the subsid iarias who are likely to be a:f:facted. Coun-
try-wise, in host South East Asian countries, it is 
Japanese 1-lNCs who are likely to be most a:f:facted as 
compared to other DCMNCsJ as Japanese MNcs operate at 
the tail end o:f the product cycle and have to com
pete with TWlo1NC8. 
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So far, we noted the dependence on DCMNCs in the 

manufacturing sector from the Third World consumers' point 

of vial\'. 

However, even from the point of view of TWMNCs them-

selvas, they are not independent from the DCMNCs especially 

because of the fact that the original technology itself 

is imported from the North. Thus.according to an interriew 

conducted by c. Corde±ro and reported by Wells (1983), 42 

out of 52 Indian firms had obtained their technology tro·a 

foreign sources. R. Lall's interviews also show that, 

but for in availability of finance capit a1 because of the 

Government of India's policy on foreign exchange outflow 

for IJVs abroad, Indian partners in the joint ventures 

would have, in many cases, preferred imported technology 

to the indigenous one. We have already pointed out in 

I 
earlier chapters that T"lo!'i•lNCs R & D is concentrated in pwo-

cess adaptation to suit LDC requirements. There is hardly 

any development of basic design and product-development: 

none of them seems to be at the technological frontier. 

In such cases the international (developed countries') 

:finance c·apital may make Indian and other TWMNCs their 

junior partners in their generation in these Third World 

countries where their entry is looked at with suspicion. 

They can reap political advantage by operating under the 
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banner of South.South cooperation.7 Both partners derive 

economic advantages: TWMNCs from the sophisticated techno-

logy developed by DCNNCs and the DCMNCs .~from cheap man 

power (managerial and technical), materials and fabrica

tion capacity available in the Third World. We have al-

ready noted the collaboration made by Indian large Busi

ness Houses with international finance capital (World 

Bank for e.g.) in an earlier chapter. What is more subsi-, 

diaries of DCMNCs operating in India have six '~ndian' 

joint ventures in operation accounting for 5.64 per cent 

of Indian equity (in ventures in operation) abroad and 2 

ventures under implementation accounting for 9.54 per 

cant of Indian equity ( in vantures·under implemantation).
8 

They have been able to usa the Indian label' although they 

do not necessarily have Indian partners in the IJVs abroad 

thus retaining imparalistic hold over third world markets. 

It seams that only in the manufacturing sector - as-

pecially in small-scala manufacturing-that the T~ffiCs have 

played any significant role. In most other sectors, espe-

9 10 
cially trade in primary commodities and in mining _, 

7. See DN ~>June 11 t 1988) in this con text • 

8. See K.V.K. Rang:than (1988) p.2J Table - 7. 

9. See s. Cbishti (1986) in Khan (ad). -
1 o. See Dunn and H. Korner (1986) in Khan (ed). -
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TWMNCs have not had any signi£icant role to play. They 

have not yet been able to overcome institutional barriers 

to promote South-South trade. These barriers result from 

the colonial pattern of development of trade o£ these 

countries. Chishti notes ''facilities for trading, ship-

pine, insurance and banking as well as channels :for com-

munication and marketing remain oriented to trade betwoen 

1 1 the North and the South". Dunn and Korner have this much 

to say on this issue, ''In 1980, the TNCs {of the North) 

dealt with approximately 70-80 percent of the world wide 

rHW materials trade. In sorue products (coffee, wheat, 

wood, cotton, tobacco, jute, iroriore, bawd te/ aluminium) 
' 

12 
their share amounted to 90 per cent and above". Accord-

ing to Axel J. Halback, "the share of intra-company (o£ 

DCs) trade in the case of highly vertically integrated 

production is also high, in many products it is atleast 

50 per cent and in some it clearly rises above this 

(bauxite 88~, cotton 69%, bananas 61~). Only a few dave-

loping countries have so fer succeeded in penetrating at 

least partially the established proo uction chains and 

marketing relationships of the vertically integrated raw 

11. See s. Cbishti (Ibid) p. 95. 

12. Dunn end Korner ( 1 986) Ibid p. 120. 
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materials corporations and to set up their own national 

manufacturing capacities and marketing systems. (ibid. 

p.23, unauthorised translation)". 13 Thus, we can con

clude that TWMNCs have so ~ar pl~ed a minor role in 

promoting South-South trade. 

While for most DCMNCs' •traditional pattern of fore-

ign investments' were in the 'extractive industry sector', 

14 the TWMNCs did not follow this pattern. The high capt-

tal intensity of primary commodities' exploitation and 

processing and a long gestation lag coupled with requir9-

menta of large funds to achieve optimal production level 

posed a severe obstacle in this regard. 

Table 6.1 shows the share of intra-developing coun-

tries' overseas investment in total DFI in selected host 

developing countries. We see that except for Tbailand 

and Indonesia, the share of DFI by TWMNCs is miniscule. 

Even if the share has increased of late ( it is unl1kely 

after 1980, · especially in the boat Latin .American coun

tries) it can not be significant enough to pose an effec-

tive threat to DCMNCs. 

13. A.J. Halbac•, Zunehmende Hooperation der Entwick 
lung slander im Rohstoffbereicb in ifo scbne~ldien•t 
29/85, p.18. quoted by Dunn and Korner (1986) ibid 
p .120-21. 

14. M. Svetlicic (1986) in Khan (ed) p. 71. 
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We conclude that TW}WCs are mostly confined to the 

small seale manufacturing sector (except for s. Korea. 

who flas marketing and trading overseas ventures). It 

seems that small scale need not necessarily be a source 

of competitive advantage~ it may be a result of the finan

cial constraJnt faced by TWMNCs in the context of the BOP 

problems of the parent countries. lf that be so, and if 

economies of seale exist, then DCMNCs are able to reap Qnd 

repatriate a higher level of pt"ofits than TWMNCs who can 

not compete in these manufacturing sectors where the seale 

factor is important. Hence~it is unlikely that TWMNCs on 

their own ~ill be able to bring about structural changes 

by breaking ilie institutional barriers-resultant of colo

nial and imperialist policies when they are themselves ("' 

dependent on DCMNCs for their technology imports. Howe,er, 

to the extent that they are able to bring about changes 

within the structure, and by increasing the number of 

multinationals operating in a particular sector of a host 

developing eountry 9 the bargaining power of the host deve

loping countries will improve to a certain, albeit limi

ted extent. 

C. TWMNCs I AN AGENT FOR HOST COUNTRY INDUSTRIALI

SATION? 

Now we shall look into the question of South-South 

cooperation by TWMNCs from the angle of industrialisation 

of the host Lncs. 
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In terms of providing a more appropriate technology 

through product and process innovation (e.g. tropicali-

15 16 sation, substitutio~ of local for imported inputs, 

higher capacity utilisation, 17 greater flexibility in 

machine use, lesser automation18 ) and using cheaper but 

equally efficient ( or more as the host aDd home country 

production environments of TWMNCs are more similar to that 

of DCMNCs) managerial personnel, and in preferring joint 

ventures to subsidiaries, 19 TWMNCs have saved on capital 

and foreign exchange and provided fuller employment to 

20 the local labour force as compared to the o~mcs. 

TWMNCs had originally imported foreign technology in their 

parent countries but had modified them to suit their home 

country requirements. Their countries of origin, placed 

at an intermediate level (in terms of acquiring and deve

loping technological skill and know-how) between the DCs 

and the comparatively lesser developed Locs, are better 

placed to play as a key agent to technology transfer (even 

16. 

E. White (1981) in the context of Brazil 1 s and s. Lall 
(1982) in the context of India 1 s trucks. There are 
examples for other products as well. 

Lecraw (1977) in the context of T~mcs in Thailand. 

17. L.T. Wells (1983). 

18. L.T. Wells for TWMNCs in general and R.Lall {1986)tor 
India,in particular. 

19. L.T. Wells (1983) ibid. 

20. ~.T. Wells (1983) ibid. 
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as a comprador to DCMNCs) as compared to the D~WCs. Since 

we have already pointed these out in our earlier chapte~'' 

we shall not elaborate on these. However, it must be 

pointed out that 1 successful 1 industrialisation of the host 

developing country on the basis of production by the ~mcs

be they from the North or the South-must accompany a 

process of 'learning by doing' on the part of would-be 

local managers, entrepreneurs, technical personnel and 

workers. Otherwise, like H.W. Singer, 21 one would be forced 

to argue that economists have become slaves of the geo-

graphers simply because industries located in the host 

' coun~ies without any concurrent process of learning by 

' doing and development of the crucial 1 human capital' can 

not foster industrialisation in the 'real sanse 1
• (i.e. 

development of an 'industrial culture' among the local 

populace). Hence, from the host country point of view, 

it need be explicitly stated in the terms of agreement 

between the partners in a joint venture that the expatri-

ate personne~ught to be replaced by local personnel over 

a stipulated period of time and the actual control should 

be vested with the hos• partner. 

21. H.w. Singer (1950),The Distribution of Gains between 
the Investing and the Borrowing Countries; 
Amerieap Economic Review. 
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However, in these respects, the per:forn1ance o:f T'WMNCs 

has been only a mixed one. Wells, :for example has noted 

that the continued heavy reliance o:f LDC investors on ex-

patriate managers and technicians indicates that the 

22 transfer of technology has not been rapid. We shall 

now restrict ourselves to LJVs for which we have more 

information. Conflicts between the partners seem to have 

ensued when, for example~3 (i) LJVs failed to absorb local 

personnel in key positions as demanded by the partner in 

the host country (it) Also, there have been problems in 

regulating the quota of Indian immigrants including thooe 

working in joint venture enterprises. (iii) Indian equity 

• 
participation, in the :form of export·of indigenous plant, 

24 machinery and equipment required f'or the JV ;wog" - a clguse 

in GOI's policy outline on LJVs Abroad - as. equity parti-

eipation in the :form of cash permitting the importing of 

25 
"most suitable machinery through international tenders" 

have irked host LDCs like Malaysia on account of the 'tied 1 

equity participaz _ To say the least, this does not doLtion. 

justice to the industrialising aspirations of the host 

' ' LDCs and to the norm of collective self-reliance based on 

22. Wells (198)) p.141. 

2). R.G. Agarwal (1984) Joint Ventures .Abroad. p. 92. 

24. K.v.K. Ranganathan (198)) Annexure - I. 

25. R.G. Agarwal (1984) ibid. p.87. 
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mutual benefit. 

To conclude this section, it seems that we can not 

argue apriori as to the direction the path of industria

lisation through South-South co-operation will take on 

the basis of (private sector) TWMNCs. For they are here· 

to do business;like any other business concern they are 

profit-oriented. However, their structural characteris

tics are such that they are better placed than nomcs to 

foster industrialisation which.unlike creating 'enclaves~ 26 

will be better suited to the factor endow•ents and mar

kets of tthe Lncs. At the outset, there should be a clarity 

of vision regarding the terms and coqditions which both 

parties will have to satist'y including the terms for tha 

distribution of gains. For achieving collective self

reliance, co-operation and not conflict will be an ideal 

solution. Hence areas where conflicts can arise should. be 

clarified, and a more positive and rationalistic stance

based on the profit calculus of the two parties should ~e 

favoured over the emotionally surcharged atmosphere gen.

rated in political fora on South-South co-operation. 

26. See Singer (1950) ibid. 
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D, The Governments A party to South-South Co-operatiop 

through TWMNCs? 

(i) In this section, we discuss the role of the host aad 

the home country governments in fostering South-South 

co-operation through T~MNCs. We start with the host 

country governments, 

(ii) Kenneth Kaunda, President of Zambia, is supposed to 

have argued in the context of DCMNCs that something 

worse than the exploitation by N.Ncs is not being ex

ploited at all. Thus, for him, autarky is not the 

beet policy, If that be so, TWMNCs can better foot 

the bill without some of the associated economic ~ 

political costs incurred in the context of DCMNCs, 

as we have argued before. Julius Nyerere, former 

~resident of Tanzania and head of the Commission for 

South-South ccs·-operatiop.has been qut)ted as wantinga 

"TWMNCs- owned by us and controlled by us to serve 

our purposesn, 27 In spite of the hopes, neither hast 

nor home governments have unanimously favoured the 

expansion of ~{.MNCs. 

27. Quoted in L,T. Wells (1983) p.137. 
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The host governments f'ear that T"\I.'MNCs "·ill not 

only pose stiff' competition to ·the DCMNCs at the tail end 

o~ the product cycle, they may also prevent entry of' the 

local firms by pre-empting economic space especially if' 

the latter are at a comparative disadvantage. Wells 

notes, "the greatest cost posed by investors f'zom other 

developing countries is likely to be that they might pro

mpt exactly those iJ<lnds of opportunities that local firms 

would soon take up in the absence of' foreign investo1ent. ";:?8 

He~e the host government has two alternatives1 one is to 

allo~ T~WCsand enable them to invest through joint ven

tures which may provide the necessary opportunity to learn 

the requirEd technological and managerial skills of' running 

the unit which may subsequently be utilised in running 

their own independent units. The second choice is to de

bar entry and make Olm n & D initiative for learning. 

While in the short-run,the first choice may be preferable. 

to the host country; in the long run, it may be the second 

choice. But with the latter, there may be an associated 

problem of' having a technological lag of' decades. In 

general, the choices are however, not mutually exclusiv•• 

In fact, the desired role of the host government may be 

to decide on the 'weights' to be given to each choice: 

28. Wells (1983) p.143. 
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thus allowing entry o~ nfMNCs into sectors which are in 

any case, relatively more inaccessible to the local ~irma 

and debarring them where 'learning' is rud imont ary and 

there are possibilities of reaping dynamic comparative 

advantage in the near future. Once a policy decision is 

taken the government should stick to it. However, what 

we have presented above se6f1DS to re~lect a rational econo-

mic choice which need not be fulfilled in practice - given 

the constraints imposed by tho political economy of the 

state. We have noted some of these in the earlier chap_ 

ters.3 1 

We note th~ there are other important costs related 

to DFI by TWMNCs which the host country. government has 

to take note of. Wells points out, 11 the .foreign investor 

from a developing country is even more likely to be invol-

ved in questionable payments to government officials than 

31. Thus, for e.g. political instability and ethnic 
stl1:if~ in the 60's (September Revolution in Ethiopia 
(1974} civil war in Nigeria \1967-70), Idi Amin's 
anti-Asianpolicy) coupled with the populistic slo
gans for Africanisation/nationalisation of the new 
governments led to the abandonment of many LJVs 
established with the co-operation of the earlier 
governments. Thus, in Ethiopia, out of 9 lJVs app
roved~ 4 ha:i undergone production - one of them being 
the first IJV to be operational in 1960. After 
Sept • 74.~ revolution, all of them had to be aban
doned. To date, not a single LJV is operational or 
under implementation in Ethiofia. Similarly,the 
ethnically Chinese investors from Taiwan, Hong. 
Kong) are looked at with 9istrust in Indonesia -
for non-economic reasons \Wells 198J)) and are 
discriminated against by the host country govern
ments. 
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is the firm from an industrialised country. Managers o:f 

developing coun iry firms suggest that such payments are 

easier when managers are related, when tho firm is small. 

when book keeping is informal and when the parent faces 

.~.c;, home government controls, such as those imposed in the 

United States under the Foreign Corrupt Practicee .Act 113 ~ 

Ho~ever, we do not camplet~~y agree with his views when 

we note that the DCMNCs can exert considerable influence 

over the host: government,thanks to the support they 

receive from their home governments. Moreover, even if 

bribes are paid by TWMNCs; they may only be to neutralise 

the pre-existing bias against them. As Wells himself 

pointed out; the bureaucrat of the ho~t country, in onder 

to maximise his career prospects under uncertainty, will 

choose a well-known DC firm to an unknown developing 

country firm to form a joint venture with a host country 

firm , ceteris paribus. 

However, not only do the DCMNCs receive their support 

from their respective governmen ia, in the internat :l.onalisation 

of their operations in tba Third World, TWMNCs receive 

it also. This may be true for Indian firms. 

32. Wells (1983) p.141. 
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The realisation that Indian to~ign policy (Indian state) 

and Indian business operations (Indian big capital) 

abroad were complexly interwined has occasionally prOV,Oked 

sharp negative reactions to Indian DFI by certain host 

country governments. 33 This is most conspicuous in India's 

neighbouring areas i.e. South Asia. "In pursuit o£ the 

aim of establishing a regional hegemony, India's neighbours 

have been subjected to economic, political, military and 

diplomatic pressures to force them to accept India's 

regional overlordship." 34 However, even while pressures 

from India seem to have been applied and South Asia has 

been an important mark at for Indian manufactures. till 

1970's, none of these countries in this region was a host 

to important IJVs (despite investment opportuni~s). 

In fact, these countries retal~ted· to Indian overtures 

by erecting policies that expressly discriminated against 

IJVs. Bangladesh and Pakistan have not shown any interest 

to let Indian industrialists operate JVs in their count:ies. 

"Sri Lanka, though comparatively receptive, its more 

aggressive foreign inV9stment policies ('free industrial 

zones•) are directed primarily at non regional powers." 35 

33. n•J. Encarnation (1982)a The Political Economy of . 
Iildian Joint Ventures Abroad, in ~rnatiogal O~~;tani.z»ti.J?D 

Winter p.ss. 

34. DN l:b id p • 12 0 3 • 

Encarnation ( 1 982,) Ibid, p .58. ___,., 
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Wells noted that Sri Lanka would prefer a poli1:ical 

lightweight like IIong Kong to :Indiq oo polit.ii.cal rQther 

than economic grounds.3
6 This is true for Nepal as well. 

that India's ambition of establishing regional hegemony 

could be thwarted shows that it may not yet have emerged 

as a regional superpower (although of late it is showing 
I 

tendencies towaxds th~ direction especially in Sri Lanka). 

It seems that DCMNCs are likely to be enjoying political 

leverage to a much greater than TWMNCs. And India can 

establish its regional hegemony only through an 11 alliance 

with a super power's global hegemony" .37 

So far, we analysed the political and economic·costs 

associated ldth DFI of TWMNCs - borne by the host country 

government • negating the principle c£ collective self-

reliance through South-South Co-operation. 

(ii) b. Now, we turn to tb e benefits that TWMNCs can ..... 

confer to the host developing countries. The host government 

is likely to be motivated to invite T'YMNCs over DCMNCs on 

the following ground~ which will be briefly hig~1ighted as 

they have been detailed in the first chapter. 

36. Wells (1983) p.138 

37. DN:!Qid, P•120J 
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Wells haa ·noted that joint ventures from developing 

countries pay less royalties than US -based firms. Also, 

the joint ventures and wholly owned subsidiaries from de-

veloping countries repatriate profits to a lesser extent 

as compared to DOlNCs. 38 

While for most TWl-1NCs, production is directed at the 

host country market, a "small f'raction of firms" produce for 

third country exports. "They can, ho'Wever, play a dispro

portionately large role in the development process. It 

a government 'Wants to develop a sector that manufactures for 

export~£breign investors from other developing countries 

39 * offer a way to begin. tt The TWMNCs as exporters to DC mar-

keting channels and contaets which 'the local firms can ex-

49 
ploit by demonstrating their skills. 

Some host country governments rush towards the 

most advanced technology without looking as to bow the 

factor proportions involved in this technology match that 

of the local economy's endowment. Some of them associate 

small scale technology as inevitably out.of-date and 

inefficient. Without advocating that beauty necessarily 

lies in small size, there may be indeed be a case for 

38. Wells, (Ibid) p.140. 

39. Wells, (1983) ~ p.140. 

40. Wells, ibid. p.141. 

* establish 
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small scale technology especially i~ it has a high output

capital ratio,
41 

has a mora optimal capacity utilisation42 

and caters to a wider market on account o£ its lower price .4J 

In an import-substituting industrialisation, the role of 

TWMNCs in keeping prices low is commendable. Also, unlike 

DCMNCs, they do not compete on an advertising-based 

strategy and cannot be criticised on grounds of transmitting 

alien cultural values which DCMNCs are prone to as well as 

wasting scarce resources in socially unproductiV& avenues. 

Besides, Green points out two more benefits without 

substantiating them with empirical evidence, noting that 

these advantages need not be automatic and/or applicable 

to all TWMNCs. 

"(1) Greater responsiveness to host concerns -or 

even greater respect 'for national concerns and more 

rapid understanding of what is at issue so serious 

negotiations can begin - is useful both in avoding 

conflict and in augmenting host economy gains. 

41. This is not true for the small scale sector in India. 
See 'Is small beautiful'? By N Banerjee in 
Bagchi and Banerjee (e~}. (1982~ Change and Ch~~e 
in I ~X! !ag ~nd us try • 

42. Wells ( 198:3) notes that DCMNCs had 26 percent cap ~ity 
utilisation and TWMNCs had 48 percent c~acity 
utilisation for a sample o£ 'firms, thanks to the 
letters' small size. 

43. Hgreover, "SouthErn based and adopted skills and 
~bno..l...t'udes are 1 i'Spl, t;Q bo •eei or to t·pgns t'Ar ~nrl 
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(ii) lesser inequality in bargaining power usually 

leads to·•lesser inequality in the bargain finally 

struck and by increasing tha options available to 

prospective hosts, 'new' MNCs increase Third World 

bargaining power vis-a-vis old MNCs as well" h4 

(iii) Now, we turn our attention towards home governments. Most 

home governments of developing countries face a dilemma in 

permitting the indigenous firms to invest abroad. Hany of these 

economies are capital scarce reflected in their investment -

saving gap. Also, they are cons train oo by gaps in their 

balance of payments. In such a scenario, outflow of capital 

overseas represents a paradox ,.;hich is however, more apparent, 

than real. For, the investment-saving gap for India, for e.g. 

is in a financial and aggregate sense - especially when looked 

at from a macro economic perspective. However, if we look 

sector-wise and within the manufacturing sector.- indus try-wise,_. 

one can not ice a certain degree of d isprop.ortionali ty a thus 

excess demand in certain sectors can co-exist with excess supply 

in certain otbsrs. Hence an excess of' exante investment, over 

exante saving- in ab·overall sense -can coexist, with 

unutil ised capacity in certain sectors, chiefly in the basic and 

capital goods sector. (However, looking at, from a Harrod-Domar 

perspective, unutilised capital stock may itself be a result of 

among Southern economies than Northern based TNC Skills 
and Technologies" Green (P.6S) in Khan (ed). 

44. Green ( 1986) in lilian ed. · p .65. 
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underinvestment, noting the dual role of investment, 

resulting in a disproportionality crisis). In India, 

import-substitution led industriE~lisation having lost its 

force by mid 60's, India's basic and capital goods sector 

registered a negligible rate of growth upto tt1e mid 70's. 

DN notes, "Since 1967, many machine producing sectors of 

Indian industry have had excess capacities, if not, 

~ntinuously at least intermittently. 45 This excess 

capacity thus proved to be an important, motivation for 

the :Indian government to allow firms to invest abroad. 

The question may arise: why not simply export? 

46 
Balakrishnan has provided the answer in tho context of 

textile mach inary. India did not, ha:ive an 1 image' for 

its machinery while it had for its textiles. Hence the 

question of machinery exports did not arise. But DFI 

facilitated export of machinery, spare parts and equipment 

and these constitute most of the Indian equity in ventures 

abroad. There were regul~tions on the outflow of 

finance capital in the forw of 1 hard 1 foreign currency. 

The joint venture if successfully run on the basis of 

cheap managerial and entrepreneurial personnel could 

develop. In the long run, n favourable 'image' for Indian 

machinery and boost India's machinery exports. Simila~, 

45. 

46. 

DN: EPW 11 June 1986. 

Balakrishnan (1976) ESV May, Reviev of Management. 
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Indian capital goods exports in the Middle East could not 

compete with that from the developed countries, which according 

to Balakrishnan was due to a lack of image for Indian capital 

goo& abroad • 

Chiehti has noted that IJVs had adversely affected 

India: ''s exports of final goods in the destination countries 

but had a ~avourable impact on the export of the intermediate 

inputs. Thus she arguess "These (Indian) investments assist 

trade .creation by generating trooe flows of various goods and 

services such as machinery, equipment and technology! While 

exports of final goods are reduced. In fact, in the ease of 

India two important objectives are discernible. These 

investments assist trade creation by genc:trating trroe f'lows 

of' various goOds aD:l services such as machinery, equipment 

and technology while exports of final products are reduced. In 

fact, investments effected by India seem to have achieved 

these objectives a it has been estimated that, in the initial 

period, there was a loss of 50-60 percent of the market for 

a final produet47 but it led to the exchange of a number 

of' other goods and se~ces. Thus the resultant trade flows 

in various forms between India and the countries in which the 

investments have taken place bave been in the form of the 

export of machinery and equipment, technology and additionally 
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raw materials, spare parts, etc. By 1983 (us $1,062 

million) equity exports accounted for 21.7 percent 

additional exports, 67.6 percent machinery and components, 

and raw materials 10.7 percent."~S 

~loreover, Cbisllti pointed out, "many of the 

corporations of the South invest overseas to defend 

their export markets s according to one study as many as 

85 percent". 49 Th~s seems to be true for most parent 

countries - India's included. In the context of South 

Korea, "the greater part, of manufacturing investment 

took place in the developing countries which the Korean 

firms had previously served with exports thus preserving 

. 50 
South Korean interest in these markets." 

Thus we can conclude from the parent government's 

view that while there may be a short run contradiction between 

the outflow of foreign exchange and the BOP problem; in 

the long run, it can further the inflow of foreign exchange 

by protecting, retaining am expanding export markets and 

sectors. Also, it enabl•3S a fuller utilisation of capacityof 

capital-physical and human- for which theite may not be 

any opportunity cost if they are lying idle. Also, DFI 

. I 

48. s. Chishti p.104. 

4 9 • Ibid , p • 1 01 • 

so. Ibid, p.104. 
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provides a steady and assured supply of raw materials -

important for raw-material-scarce countries like South 

Korea when resource nationalism threatens its supply. 51 

E. Cone JJ.ulion 

In the near future, Tw~mcs are not likely to pose 

st i;f'f competition to 1ilo DCMNCs - except those that are 

in the tail end of the product cycle. Both trade -both 

of the North-South and South-South variety - as well as 

mining are likely to be almost, completely dominated by 

DCMNCs. However, by virtue of the :factors already 

discussed - TWMNCs seem to be more favourably disposed 

towards the industrialising aspirations of the developing 

countries and mEJ' even show a tendency of bridging tho intra 

Third World developmental gap. At the least, by simply 

increasi~g the number of NNCs in a particular sector in a 

host country, TWMNCs can raise the bargaining strength of 

the host countries. These have important implications for 

South-South Co-operation. 

The role of the host and the home country governments 

is also important. The host country government can provide 

51. Jo (1981) and Chishti p.104. (1986). 
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incentives to T1~Cs in such a way that they can e£fectively 

compete against DcMNCs without at the same time hampering 

the interests of' the local f'irms. The balance of payments 

problem £aced by the home governments often creates an 

uncom£ortable situation :for South-South Co-operation in that 

it brings about a 'tied' element in the equity contributed. 

However, unlike in the case o£ Des, it is a result of' acute 

:foreign exchange crisis rather than a means to O"-"Ploit the 

indebted countries by tying aid at source. 

Host country governments should recognise the :fact 

that the home country government is not al~ays in a 

position to comply to their request of providing 'untied' 

equity in the form of' foreign exchange. This is but one 

example which sho~~ as to how government-to-government 

:friction can arise. 

There are £our partners in South-South Co-operation 

through TWMNCs - the T'~'NNCs themselves, local :firms, the 

parent/home country government and the host country government. 

For South-South Co-operation to succeed it is to be seen 

that none of these partnors loses and at least one benefits 

(possibily more) through co-operation. 
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CHAPTER • VII 

A COMPARISON BETWEEN INDIAN AND OTHER THIRDWORLD 

MULTINATIOHAL5 ! 

SOME CONCLUSIONS 

1\, Ilfl'RODU9'J'ION 

In the ~irst chapter, we presented a broad overview 

o~ the characteristics of the TtiMNCs aDd tho QXteat to 

which they diverge f'rom those of the DCMNCs. 'tie lumped 

the developing country multinationals into TtiMNCs and 

gave them a homogenous character, However, in L chap-Lthis 

ter, we shall note that the South is not a homogenous 

entity, There are country - to - country divergences in 

the pursuance of trarle and industrialisation policies and 

the degree of attainment of economic self-reliance, inclu

ding policies regarding the entry o~ foreign (nc) capital. 

While some countries like Iooi a seem to have pursued an 

extremely iauard-looking policy with a bias against exports, 

other countries like Hong Kong and Singapore have been 

extrovertly export-oriented. Countries like South Korea 

have bought to attain a balaace between the two:ia fact, 

it seems to have an import substitution led export pro

motion policy 0 Ia terms of indicators like per capita ia

come, literacy, lif'e-expe·C"tancy, and the levelLstructureLand 

of industrialisation also, countries of the South dif'f'er 
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from one another. Vbile soma developing countries are 

hosts to tho TtiMNCs, some are parents and other coun

tries tall in between. This reflects the developing 

countries at their vario\lS stages of development. 

We shall, to begin witb,tn·terms of a fe~ relevant 

economic indicators, place the Third World Multinationals 

in a comparative perspective. 'tie shall try to show as to 

where and as to what extent the T'tiMNCs diverge on acc

ount of their country of origin and whether, it was legi

timate indeed to lump the ~mea into a single entity. 

Since our focus of interest is IndiQl,.MNCs. our compari-Ln 

son vill be betvoen Indian MNCs on .the one band and the 

'rest of the 'fbiral World Multinationals' ( OT\iMNCs) on 

the other-fu!ly acknowledging the fact that ~WMNCs is 

not a homogenous entity. And this heterogeneity will be 

emphasised when and where it ariaes. 

While the internationalisation of LDC firms seems 

to have started arouo::f the t.urm of the century wi:t]l_ over

seas activity by Argentine firms, the real upsurge of 

Loc intgrnationalisation eame in the late 1960's for opon 

economies like Hong Kong and Singapore, and in tho 1970 1 s 

for other industrialising countries liko Brazil, Mexico, 

Argentina, South Korea and India. These were trailed by 

small bursts of overseas activi~ by firms from a variety 
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smaller LDCs in Latin America and Asia. 

In view of the scantiness of the data on LDCs, it is 

d iffieult to make comparisons on the relative position of 

India as a capital exporter. In September, 1979, the 

total equity overseas in LJVs Abroad came to Rs. 800 mi1lion 

(i.e. US S 100 million) in 192 projects in production and 

1 
under implementation. In mid 198), the total equity 

stock tied up with these various projects amounted to ab

out Rs. 1220 million (roughly US $ 122 million)
2 

in 140 

projects in operation and 88 under implementation. Accor

ding to the latest available data (as of 20.8.86)_. in 

190 ventures in production and under implementation, the 

total Indian equity abroad amounted to Rs. 1096 .5 mill

ion or US $ 91.) million. 3 The figure for the stock of 

equity, however, does not include the equity involved in 

about 250 subsidiaries4 set upby Indian :finns abroad, as 

hardly any off'ieial data are available. 

5 
Acc~rding to White, the existing investments of the 

Latin American countries in that region Cvhieh probably 

1 • 

2. 

4. 

5. 

s. Lall World Dey. 198t 

R. Lall. 

K.V .• K.R. p.12. 

s. Morris,~ Nov. 14, 1987. 

E. Uhite1 in Kumar and Me Lead (eds)a ~ultinatiopa1s 
{rom tbe Developing countries • 



•• 236 •• 

accounts for the greatest bulk of their activity) by 1978 

came to US S 60 million for Brazil, S 62 million for Mexico, 

S 37 million for Argentiaa, $ 55 million for Colombia and 

$ 54 million for Vene7-uela. However, given anecdotal evi

dence and IMF statistics, it seems that investments from 

Brazil and Argentina have been underestimated. 

6 
Dunning has provided one of the most comprehensive 

estimates of the total stock of FDI by developing countries. 

According to his estimates, Hong Kong7 appears to be far 

and aw~ the leader ~ith FDI of S 2 0 500 to I 3 1 000 million. 

I h 
.8 

f "tle categor iae the countries into groups, we ave. 

Group I : Exceeding S 2,500 million s Hong Kong 

Group II: ~ 750- S 1,750 million 1 Singapore, Brail, 
Argentina. 

Group IIIa 6 100 - $ 400 million 1 Mexico, Venezuela, 
Taiwan, Colombia, 
Korea, Malaysia, India 
Indonesia, Kawait, ' 
Israel, Libya, 

Group :tv·a loss than $ 100 million I The Reot (Chile, 
Gabon, Egypt otc) 

Ir per capita incomes in countries with significant manu-

6. 

8. 

Dunninga 1Tbe Investment Developm,nt Cycle and Third 
World Multiaations~ in K.M. Khan \ed) Multinationol~
Q.!. the Soutlt ( 1986.) • 

However, the data on Hong Kong suffers from a limi
tation in that it includes funds channeled by DC 
firms via Hong Kong subsidiaries and includes giant 
international firms which are practically Britt~. 

Excluding oil investments. 
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factur.ing sectors are used as a composite index of fac

tors leading to ownership advantages (industrialisation, 

literacy, R & D,etc), the general picture is more or leas 

as one would expect. Thus the richest developing coun

tries are Hong Kong and Singapore, followed by Brazi,, 

Argentina, Taiwan and Mexico, and again followed by Mala

ysia, Philippines, Thailand, etc. India, with one of the 

lowest per capita incomes of the world and with one- third 

of the per capita income of the poorest of these countries, 

is clearly theOdQ.~man out. However, this is not sur

prising, as in 1976, after Brazil and Mexico, India had 

the third largest contribution to value added in manufao

turing among the developing countries. 9 

Thus, we note that,while India is most unfavourably 

placed in terms of per capita income-an indicator of 

possession of ownership advantages like R & D ; it is very 

favourably placed in terms of the manufacturing value 

added - a factor conducive to internationalisation-as 

compared to other developing countries whose firms have 

internationalised their operati8ns. 

B. CO)rlP ARIS ON OF FI!f.'l • LEVEL CHARACTERISTICS 

OF TW)1NCs 

Now we shall compare and contrast the firm - level charac-

9. s. LallWprl.d Develop~~~ent (1982). 
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teristics of Indian and other Tw.MNCs in the fieldo of 

marketing, managerial skills, finance and technology. 

B,l Mgketing S!tills 

It has tvo components. The first component is tho 

ability to differentiate a similar product through the 

promotion of braod names, which is, vith a fev exceptions1 

the sole preserve of DCMNCs. The second component is the 

ability to understand consumer wants: TWMNCs from diffo

rent countries have shown a different level of under-

at andi ng of consumer preferences. This is due to country_ 

specific characteristics which include the market struc

ture and government polieies. The inward or the outward 

orientation of a country's trade poli~Gs, especially, 

seem to have a bearing on its developing the marketing 

skills. In chapter II, we bad pointed out that South Koroa, 

which was extremely dependent on imported raw materials 

and capital goods for its industrialisation,had to accele

rate its rate of growth of exports even,lf'aced by inter-.,Lwhen 

Dational recession and increasing trade barriers of the 

advanced countries. Hence, 60 per cent of its DFI were 

concentrated in on-site service areas like trading, ban

king, transportation and ware-housing in order to pro-

mote exports, by estabilishing marketing ne~ork and dio

tribution channels. Its aggressive stance was sharply ~n 

contrast to the inward looking India ch~acterised by ex-
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port- pessimism. In a poor country like India where al

most anything sells because of low.exposure to foreign 

goods in a highly protected market, quality improvement 

and maintenance and associated marketing abilities can 

be done away with. No wonder, Indian exports lost its 

share in the world economy when other developing coun

tries surged ahead. Indian firms should have establi

shed more marketing and trading joint ventures for pro

motion of their exports and development of 'image' for 

Indian goode. While the SO's indeed seem to reflect this 

trend, a lot more needs to be done~ 

Like Korea, Hong Kong has also used its trading ven

tures to develop marketing net work. Henee advertising 

has not played a significant role. But what ia initially 

important is to tap the existing distribution channels by 

developing systematic contacts with the trading agents and 

supplying quality goods (as distinct from shoddy products 

which some Indian firms bave been accused ot exporting). 

The export-oriented Hong Kong and Singapore tirms have 

learnt to keep abreast of fast-moving fashions and to main

tain quality. Big Latin American countries with rich 

10 
markets have also set high standards of marketing abili~y. 

Thus, while DCMNCs through their marketing skills 

have reaped manopolistic advantages, OTWMNCs have at least 

10. Lall (1982). 



•• 240 •• 

been able to use them to withstand international competi

tion. However, Indian firms have not performed well in 

international marketing. 

However, one thing that is common for all TV)mCa is 

that most of them (with a few notable exceptions like 

San Miguel of Philippines and Inca Cola of Peru) compete 

on the basis of price, through production at a low cost. 

Wells notes, "when Indian firms have eJPorted products 

that must compete with brand names and service, they have 

tended to sell them at low prices, •••• sewing machines 

and bicycles were sold at 20 to 30 percent below the price 

11 
of European exports". This is true for OTWMNCs as well. 

Thus the most import ant component of' marketing o:r TWMNCs 

is its price which gives them a competitive edte over 

DCMNCs in market structures characterised by leas adver-

tieing based marketing skills. 

B,2 Mapage~i~ S5ills 

TWMNCs, like DCMNCs, have shown aggressive managerial 

skills although :ror the former, this is restricted to t~eir 

own sphere of technical c apabilit lea. In fact,. for all 

'MINCs, their chief economic asset for reaping compara

tive advantage over DCMNCs is by virtue of possessing a 

11. Wells (1983) p.58. 
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cheaper b~t equally efficient D!anager ial and technical man

po~er. In fact, it has been argued that by virtue of' a 

better understanding of' the host developing country's socio

economic environment (involving labour and government re

lations), they are superior to the managers of' tho DCMNes. 

12 13 14 
Firms :from all countries - India, Korea, Hong Kong, 

and Latin American countries 1 ~ have attributed the ir prtms 

competitive advantage to their possessing a highly pro-

:fessional but cheap manage,rial _man-power. 

However, it seems that differences in the competitive 

atmosphere generated by the trade and industrial policies 

of the parent countries had their impact on the management·. 

~bus extremely foreign trade dependent economies like 

Hong Kong and Singapore reflected a much more aggressive 

aod dynamic management style, than say, managers from in-

ward looking countries like India. Also their understan-

ding of' the 'market pulses' differed as we have argued 

under 'marketing' sub sect ion. A no tber d if'fere nee is that 

while Indian and ethnically Chinese managers in joint ven-

12. R. La~l ( 1986), 
( 1977 • 

s.Lall (1982), Wells (198B), Lecraw 

,,. J 0 ( 1981). 

14. Chen (1981). 

15. White b981). 
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tures abroad have very close family ties with those who 

run the parent firms, this is not so ~Qr firms from Latin-

American countries. Extended families o~ Spanish origin 

have not shown the coherence and trust amongst themselves, 

This creates a difficul ~ of' exch a:Jgin g information aDd 

managing sUbsidiary units located far from direct family 

16 control aDd supervision, However, gradually, in India 

also, the recruitment of' managers from withtthe family istin 

declining and professionally qualified managers are being 

17 
recruited, though preferably from witbLthe extendedLin 

famd.ly. 

B.1 finanse 

Given the imperfect nature of the international capi-

tal market, any firm can not obtain as much capital as ~t 

likes at a given price, i,e. the firm is not a price

ta~. In this scenaria, the sheer size of' the firm is a 

very important factor determining the accessibility of 

credit. For small and relatively obscure firms, with 

little credllbility, the premium at which they can borrow 

18 funds is high. 

16. Wells (1983} p. 82. 

17. Ibid. p. 8:3. 

18. s. Lall (1982), 
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In this ~inancial context we can divide the parent 

countries into two,Ltbose which suffer f'rQD balance of' .Lgroups 

payments problems and those which do not t.at a given 

point of time). Those which do, generally enforce strict 

restrictions against outflow ot foreign exchange (for 

e.g. India (almost throughout 1960-85) and Latin American 

countries (in the '80's)) which adversely affect the 

growth and diversification ot TWMNCs from these countries. 

They have to e~pecially remain confined to the manufac

turing sector (especially in the Indian case) where eqUity 

capital can be in the form of export of' machinery aDd 

equipments. The small size of TWMNCs may not necessarily 

be a source ot competitive advantage as most of the 

literature ot TWMNCs suggests, 19 but may reflect an acu~ 
20 

financial crisis o~ their parent countries. As a 

result, Indian manufacturing firms can not venture into 

those sectors where initial over-bead costs (fixed capi

tal requirements ) are high. South Korea, which suf~ered 

a balance ot payments crisis almost throughout the 60's 

and the 70's, however, pursued a much more agcressive 

strategy to boost their exports through their non-manu

facturing join~ ventures- especially in trading and 

21 marketing. However, in the Indian case, since a major 

19. Lecraw (1977), Jo (1981), White (1981), Wells (1983). 

20. R. Lall (1986). 

21. See Chapter II and Jo (1981). 

.· 
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portion of Indian equity in the non-manufacturing sector 

has to be in the form of cash remittances abroad, its 

gro~tb bas been adversely affected - thereby creating a 

vicious circle as these non-manufacturing ventures 

(especially in trading, marketing and ware-housing) could 

22 have boosted Indian exports, 

For Latin American countries, the absence of a tore-

ign exchange constraintJ,.L permissive factor to"Wards LADFI .f_-wa s a 

in the 60's and 70's, TWMNCD from Hong Kong and Singa-

pore do not soemto have been affected by the financial 

constraint as much as other countries "Were. The weaken-

ing of the financial constriant for South Korea in the 

SO's is likely to accelerate their DFI, 

B .4 Technology 

Most economists argue that tbe role of the TWMNCs 

is confined to the bottom end of the technology-skill 

spectrum, The accumulation of local skills and techno

logy is taken to be a direct function of the per capita 

22, India' of late, has opened aumerous bank ( nationa
lised branches across the world and the NRis are 
being given incentives to deposit money in Indian 
banks. This migh case the financial constriant 
somsvbat in the short-run. However, in tbe long
run, India must use the funds productively in order 
to be able to repay the principal witb the high 
rate of interest ~ithout reeoursing to market 
borrowing from abroad. 
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income, so that the poorest countries h~e a natural com-

parative advantage in the production and export o~ the 

lowest skill and simplest technolgo.r products. While 

these higher up the income ladder have a corresponding 

comparative advantage h1 the product ion o~ somewhat more 

complex goods, TWMNCs are supposed to have competitive 

advantages through product adaptation to suit LDC condi-

tiona {process ad apt at ion to smaller scale, use ot: local 

raw materials, lower overhead costs and involving less 

automation}· •. They operate relatively simplE" .;J. old techno- Land 

1 ogy and trans~er them to the host countries gaining :from 

cheaper manpower. 

However, it seems th et the above picture is an over 

simpli:fication. There are indeed firms from Hong Kong, 

Singapore, South Korea, India,.B~azil, Mexico and Argen

tina which con:fonu to this. But there are also other 

firms which do not. Perhaps, the manu:facturing joint ven

tures from South Korea best fits the mode1. 23 Although, 

the enormous Korean companies (e.g. Hyundai) have entered 

~airly advanced areas of' foreign investment, they are still 

concentrated in traditional products like textiles, plas

tics, cement and simple metal goods.
24 

23. Jo (1981). ~ee also ch.ii o:f our dissertation. 

24. Lall (1982). 
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Hong Kong firms were also concentrated in traditional 

products like textiles, plastics, footwear, etc in their 

direct foreign investment. But the 70's saw a shift in 

their industrial distribution of DFI tovards a relatively 

more complex and capital-intensive industries like chemicals 

and consumer electronics. 25 However, in the early 80's 

they still lacked a basic capital/intermediate goods pro-

26 27 
duction capacity because of environmental reasons and 

because of the small size of the market. This also accounts 

' for the decline of Hong Kong firms investment in Singapore 

when the Singapore government became more interested in 

"capital aDd technology intensive industries in which 

Hong Kong ftrms are not yet ready to.take-part."~ Thetr 

technological capability resides in the organisation and 

implementation of production of light consumer goods& this 

is backed by excellent marketing expertise, financial 

access and export contacts. 

Latin American firms are technologically much more 

sophisticated than firms from South East Asian coun-

tries. However, when it comes to deriving comparative 

25. Chen (1981). 

26. Lall (1982). 

27. Ibid. Hong Kong firms could not manufacture chemically 
locally because of environmental reasons. 

28. Ibid, p.88 
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advantage with respect to D~Cs, it is on the basis of 

"small-scale, simple, lass-expensive production techniques" 

29 
and by vitue of "adaptation to local conditions". 

The Indian manu£acturing parent £irma have located 

their ventures in a very ~ide range of activities. This 

extent of diversi£ication is comparable to that by Latin

American MNCs and enceeds the diversification made by South 

East Asian firms. The quest for technological and indus

trial self-reliance (though as yet, unsuccessful}~the hall

mark of Indian planning - is responsible for this. While 

a number of simple, relatively lou-technology and labour-

intensive ventures are, as received theory predicts, pre_ 

sent (textiles, Sugar, simple metal V,roducts}, roughly 

half of foreign equity in manufacturing joint ventures is 

accounted for by ventures in more complex and capital

intensive (steel mills, paper and pulp, chemicals} or skill 

and technology-intensive (machinery, pharmaceuticals, trans-

30 
port equipment} activities. While, it may be true that 

Indian MNCs "can not be labelled as producers of low R & D 

products",'t none ~ill argue that Indian enterprises are 

' ' . 
29. White (1981} p.175-176. 

30~ S. Lall (1982}. 

31. Ibid. 



major innovators in the sense of reaching the techno-

logical frontiers or having created new technological 

break throughs. In ~~ct, Indian R & D did not even in

volve a change in 9a.sic design and there was no evidence 

of any ad~ptive effort from considerations of scale. 

Indian firms did not derive competitive advantage from 

technology embodied . in Indian machinery and they w uld 

like to use imported machinery. Indian R & D was limited 

to adaptation in substituting raw materials and accomo

dating to local tastes and requirements,. Looking at tbe 

TWMNCs from the Indian angle, it would seem that "the role 

of indigenously adapted technology may have been over

emphasized in the literature."3~ However, it is true that, 

for any given industry, Indian firms tend T.o be more lab-

~' our- intensive than its DCMNC counterpart. The same 

observation has also been made in the context of Latin 

-Jr.: 35 3 6 
America, · South Korea and Hong Kong, 

32. R. Lall ( 1986) p. 46. 

33. Ibid. Also Lecraw ( 1977). 

34. White ( 1981). 

35. Jo ( 1981). 

36. s. Chen (1981). 
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To oono~ude this eeoticn, whi~e moat TWMNCs comPete 

against DOMNCc only at the tai1 ond of the product oyo~e37 • 

Indian firms - in 1ine with their Latin American 

( efTOeoia~1y BrazilliAn) oounterpe.rts - nhave ventured 

into teohno1o~ioa11y advanced, often very capita1-intensive 

activities and in some oases cemPeted direot1y ~ith 

DCMNCs - eepeoia1ly in the Production of intermedi~te 

products (ohamioale, r~ono) ~hGro continuous nrooeeseo 

render doun-soaling and adantation near1v imPoeoibla and 

al.so in the nroduoti.,n of mini-oomputere, 38 jeeps, trucks 

and machine too1s. The embodied &lAment of technology 

in Indian plant, equipment and component ie quite highn. 39 

In sum, therefore, Tndia emerges as the meet 

diversified and technologically advanced foreign investor 

in the Third ~or1d although its rate of gro~th of DFI 

has declined in rocent years. In quantitative terms, 

hewever, India's export performance as we11 as DFI leaves 

much tA be demired. We had argued elsetthere that for 

India (as ve11 es for most other developing oountriesl, DFI 

and exports are onmplementary rather than substitutes. 

Ourthermore, India's low rates of grovth of exports and DFI are 

37· We11s {1Q86). 
38. This may seem surprising but there is indeed one 

venture ~ith Hindustan Computers Limited as the Indien 
pa~tner. The venture,appreved in 1979, is in operation 
in Singapore. 

39· s.Lall {1982) 
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to be attributed primarily to a common ~actor - the low 

rate o~ growth o~ per capita income which in turn depends 

on the extent o~ R & D, technological change, literacy, 

productivity, etc. Hence in order to accelerate DFI f'rom · 

India, it bas to pursue a more dynamic policy towards 

technology and related issues and in bringing about stru

ctural changes where bottlenecks exist so that India's 

per capita GNP can increase rapidly. 
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Druss &: Pharmacoutic~s 

Oons~tency aorvioGs 

10.00 

25.00 

:50e00 

75·00 

50.00 

49-00 

40·00 

Manufacture of Car.Bushea 40.00 

Pharmac&utica1a 6o.oo 
Manufacture of Pharmac~e. 
!'orm~o.ag. 37.50 

Seo Resort Hotel 

Deve~op and Manoso Hoto~s 50e00 

B~ending & Packaging of 49.00 
Toa. 

Man£. of Reedy Made ~rme-70.00 

Aseomblos, Manufe.Pouer 
driven pumps. 

1978 
1Q73 

1969 
1981 

1982 

1979 
1979 

1982 

1983 

1981 

1982 

1978 

1977 

1976 



uz. 1. Conood Int~.P.Ltd. 

UGA)iD.At 

IO. 1. Bir1a Jute Mfg.Co.Ltd 

UI. ZERO. 

Al:UlEWa 

IO. 1. Il'FCO 

UI. ZERO • 

•• 8 

-
lJir~a 

00-0P. 

•• 
5 oto.r Hot~1 

Juto goods,bass,hoesian 44·50 

Fertil.imere & Phoaphoric 
ACid• 18o20 

LiHi M1PDLB iAsT:7 
!InA,,JR.I.Q• 

1. Ajit India Pvt.Ltd 

2. Ba~1arpur Inde.Ltd. 

3· Ba1mer Ea~rie & Co.Ltd 

4. Gammon India. Ltd. 

5. 
6. 

e. 

Phoenix Diet.Pvt.Ltd. 

Pure Ice Cream c~.P.Ltd 

.K.)l.Gokul.da.a 

Bamanad Segar 

s.V.Shah Oons.Ser.P.Ltd 

VI • zmw • 

.§_,;\B.AlUA. 
IOo1• Doocon Bnter.(P) Ltd. 

Tb.a.J)e.r 

P.Sector. 

Ge.mmon 

2. XMA Internatio~ Ltd. Komani 

3· Oberai Hot0~(I)P.Ltd. Oberai 

UT .1. Bombay SUburban lll.e. Sup Bom. Sub. 

2. Nation~ Bng.Inde.Ltd Birl.a 

Aluminium Architectitura~ 
products. 40.00 

Construction of TrdB• ,3.00 

Container/St.Drum P~ant 49.00 

Civi~ & Mech.Engg.Con. 50.00 

SUl.phuric Acid 10.00 

MQnf.& Mrkg.of Ice croa.J;1 14.20 

Cyl.indor & Tanke for LPG 
and othor ~soos 20.00 
Markoting of ~il.me o.oo 
Constru4tion tlork. 40.00 

Rubbor Rings & prds. 

Ge~vanieing st.str~e. 24.77 

Management Uo.~or.Hote~e 25.00 

Construction & Contn. 30.00 

0pen1.&Maintno.Servicee 40.00 

• • 9 

1982 

1968 

1981 

1974 
1977 

1982 

1977 

1974 

1977 

1974 
1979 

1977 

1975 

1()82 

1978 

1984 

1984 



• • 9 

.QH!.RJ 
10.1. Vo1tQs Internationa1 Ltd Ta.ta 

UI.1.. \'!caatorn India Rroo.Ltd 

KUl'/A.n: 

• • 

l'lo.ter ttoll drillins, 
SPrink1or Irrigation 

Undertaking & exocg. 
Project power fie1d. 

20.00 

49o00 

10.1. Vijaya ~s & Veeee1s B.Ltd Genoral. Contracting Act. 49.00 

YI· NMO· 

Ns:aM.'JiWI 
IO.S.BRO 
UI.1. Vo1tao Intornatio~ Ltd. ~tee 

Mq.AJJia 
10.1. A1oon Construotions. 

.2 ~ta Systems Sor.P.Ltd 

Undortoke Projocts/Joba 
Ma.zla.Bomont irriBation 

Construction Job 

Computor Soft.Cons1ny. 

I sow;a 1\SJ..A/ 

Janaon & Nicho1con(I)Ltd 
Mohon Mo~in Ltd. 

Oborei Hoto1s(I)P.Ltd 

Union Corbido(I)Ltd. 

Mohon Moal.in 

Obore.i 

FCC 

MOnufo.cture of Points 
~.Bott1ins Boar 

Hoto1 

Dr7 Battorioc 

5· ~care is enotbor JV t1boso choro.ctoristioo cou1d not be found) 

UI.1. 
2. ,. 
4. 
5· 

Asian Paints(I)Ltd. 
Hyd.Absts.Cement.Prdt. 
ITO Ltd. 

OrBano Rubbor P.Ltd 

Oriase. Inds.Ltd. 

BirJ,a 
FCC/IIC 

Tbunj be.nwal.a 

PO.intoTc~Brleme1e & Ve.rniob 
Exp1oration of Minere1a 
Manf.· of Cigarettes; 

Me.nf.of Rice Mi11,Rubb$r 

Mining MnBnoaite MPG of 
RBP. 

•• 

10o00 

49o00 

49.00 

51.00 
20,00 

8.71 

77·:55 

51.00 
25.00 
49·00 

26.00 

50o00 

10 

1982 

1985 

1986 

1977 

1983 

198, 
1981 

1977 

1980 

1984 
1976 
1984 

1986 

1978 



~~ 

IO. 1. Adnosivoo ~ Ch1.F.Ltd 

2. Aohok LGy1and Ltd. 

3· Asia Matoh Co.P.Ltd 

~ Bhor Industries Ltd 

5. Co1our Chcmica.1s Ltd 

6. Cbampak Inv. & !fin. 
Ltd 

7• Jay Bngg. Works Ltd. 

e. ~a1ity Ice ·Croam 
Pvt. Ltd. 

9· M.s. Consultants 
Pvt Ltd 

10. Nook1ei & Fin. 
C:.onsu1tanoy 

11. Ponds India Ltd 

12. ~nti Vihar Hote1s 
Pvt Ltd 

13. Sito Wor1d Treve1 
(J) PA. LTD. 

14. Sttastik G1ass Works 

15. Utkn1 Bxporto p. Ltd. 

16. Vo1tae International 

•• 10 • • 

F.c.c. 

~~ey/ 

Ghio./Khatau 

Bir1o 

Shriro.m 

K"tfal.ity 

If' CO 
- . . 

Staroh baood & Ohm1e· 

Aooy.Mafs.of C~.Voh1. 

30.00 

27o00 

Hax Matches, Book Matches 25.00 

FVC Leather Cloth 

FigmGnt emulsion 

Finanoie1 Servioos 

Ba~ing Machine & B1eo. 
Fans 

Restaurant 

Cott6n Yarn, Hosiery 
Project 

Internationa1y Money 
Brokoro Co. 

Toi1otries , Oosmotica 

Vegotab1e Restaurant 

Promoting Tro.ve1 & 
Tourism 

GLass & G1o.sauare 

Induatria1 Rubbor 
Produoto 

Bored Pi1i!l8 Tube, 
Well Dri11ill8 

41.26 

40·00 

40.00 

49.00 

33·33 

80.43 

so.oo 

40.00 

49-00 

30.83 

4-86 

22.50 

25.00 

1982 

198, 

198, 

1967 

1Q79 

1982 

1961 

1982 

1979 

1981 

1980 

1981 

198.1 

1967 

1081 

1982 



U.I~: 1. 

2· 

I. 0.1 

3· 
4· 
5o 
6. 

ur.1: 
2. 

4· 

~ 
I0.1. 

5· 
6. 

a. 

10. 

Boag~ ~ter ~roo~ Ltd. 

Dujod~1a Industr~es 

In~an Hote1e Co.Ltd 

Indo Hox Ltd. 

Bo.jaj .Auto Ltd. 

Gedrio Maigo Exporte.Ltd 

Dujod11al.a. 

Tata 

-

Bajaj 

Ghoi Lambe Co.tering.Co. K~o.l.it~ 

Kirl.oskar Bros.Ltd. Xirl.oskor 

Krishna Hotol.s P.Ltd 

United Bui1doro Cons.(T)P.Ltd. 

Bis1eri Bovoregos(P)Ltd. Par1o 

I~C Ltd. FCC/ITC 

R.s.Avtar Singh & Co. 

l'Jipro Ltd. 

Central. In~a. Ma.ohine Mfg. Birl.a 

Chambnl.il.a.l. Invst. & Finano~1 
Co.nstl.s. Ltd. 

C1orootat ~I) Ltd. 

Doooan Meohenioel. & Ohomioa1e 
I.ndsl..(P) Ltd. 

Ghai Lambe Cateri.na{P) Ltd. Kt1el.ity 

-do-

Kerna Hot~l. (P) Ltd. 

Kir1ookor Bros. Ltd. 

Oboroi Hote1o(I)P.Ltd. 

Orient Lonsmana Ltd. 

-do-

Kir1ockar 

Oboroi 

~bor Gl.ov&s, \'Jetor Bottl.e. ¥ 75·00 

ayathetic Rosins 36.30 

Hotel.e 32.25 

Manufactuoe of Cutting Tool.s 50.00 

Markotins of Bejaj vohiol.os 

TradiJlB & Mrk8. of Soo food 

Indian Styl.o Restauront 

Mnrkot!DR of Pumps 

Indion Sty1e Rosto.urant 

Rent estate invoatDont 

Manf.of non ~oohol.io bvgs. 

High speoial.ity In.Pood Rst. 

Hotel. Indian Restaurant 

Cooputor Software exports 

Trading. 

Bir1a. J'inancio.l. Oonsul.to.ncy 

Marketing El.eotronios Prds· 

Rrootion Servioo 

Indio..n Styl.e Rosteurnnt 

Rostaurant 

Vegoteraian Restaurant 

Mo.rkotillB of Pu.twa 

Dovol.o~MoJlCBO hoto1o . in 
othor oou.ntricas. 

Book Publ.ishi~ 

•• 

30-00 
50.00 

:;52.00 

3n.oo 
25.00 

90.00 

25.00 

49.00 

50.00 

49.00 

50·00 

50.00 

49·70 

45.00 

:;52.00 

4o.oo 
60.00 

30.00 

6o.oo 
50.00 

12 

1982 

1979 

1980 

1983 

198! 

198) 

1973 

1Q80 

1974 

198> 

19J6 

1984 

1981 

1980 

1966 

1977 

1973 

1980 

1Q82 

1981 



• • 12 •• 
U~.1. B~la Bembay Pvt •• td B:irl.a 

2. -d•- • 
3· Kirl•skar Bres.Ltd. K:irleskar 

4. Nudeerewara Over.Inde. 
(j) Ltd. 

IUGOSLAVIA: 
I0.1. Ueha Martin Black Ltd. JHAWARI FCC 

UI. ZERO. 

WEST GERYu\NY: 

I0.1. ~r~eskar Oil Engines. Kirleakar 

2. Siama Rubber ( P) Ltd. 

UI.aliRO. 

m~~~ 
IO. ZERO 

Pub.aecter 

GREECE: 

IO.ZERO 

UI.1. Mahindra & Mahindra Ltd Mahindra 

AUSTRAI.I4: 

I0.1. Oberai Hetels (I)P.Ltd 

UI.ZBRO 

SWI;ZIRL+NDa 

I 0 • 1 • .Praneukhl.a1 c!: Ce • P • Ltd 

UI.1. Ch:io Creatien (I) Ltd. 

NETHBRI,ANPS s 
I0.1. Mugha1 Mh&l Restaurant 

UI.ZERO. 

GIBW,TAR. 

I0.1. ESV INTV(Engg.&Expert) 

UI.ZBRO 

Obere:i 

Ma:fat1a1 

\ 

cJnsul tancy 
( 

Services 'f 51.00 1985 

-d•- 51.00 1985 

Purchaee e:f Shave at SFP. Int 19.38 '1985 

Tradi.ng and marketing e:f 
granite bl.e ok s 34.00 1986 

Steel. Wire Re-oee 20.00 1978 

Assembly ef Diesel Enginee 49.00 1965 

Mrkg.Autemebile & Rubber Prde 60.00 1981 

5 Star lietel 26.00 

4 Wheel-driven Uitlity Vh1e· 55.00 

Operati:cg Hetele so.oo 

Tradin~ Activity 33.00 

Marketing Readymade Garment e 50. 00 

Indian Style Beataurant so.oo 

Ceneul.tancy Service 4o.oo 

. . 1' 

1981 

1979 

1983 

1981 

1981 

1982 
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HUNGARY; 

10.1. ZERO. 

UI.1. Chinar Experts.P.Ltd Premetien e~ Experts 

SOURCE;- Based en Annexure-3 •f K.V.K.Ranganathan P.P.40-46 

ORiiLHAL SQORCI&- i) Based en the data previded in the IICa Faotaheets 
en Indian J•int V.nturea Abread fer the peried 
ending 20th August 1986. 

ii) Heuee Asseciatien is based en the infermatien 
avai~ab~e at the cerperate Studies G.reup,11PA 
NEW DELHI. 

49.00 1986 



HQUSE - WISB D~TR!BUTION OF INDIAN JOINT 

iio) &; UNDBR IMPLEMlm'V.TION(m;) M 
VJN!URE~ROAP• (IN Of3RATION 

on 20 .o8. 198~. 

Sl. 
No 

1· 
a. 

14. 

15· 

16. 

HOUSB 

BI.RLA 

II 

Q 

Q 

n 

n 

" 
" 

with SOMANI 17. 

18. 

19· 
20. a 

NAME OJI INDIAN COMPANY 

Bir~ Bombny Pvt.Ltd 

-do-

Bir~ bootbere Pvt.Ltd 

-do-

Birl.a hstern Ltd. 

Birl.e. Boothore P.Ltd 

Birla h.etern Ltd. 

Bir1a Juto Mfg.Co.Ltd 

Centra1 India Mach.Co 

Century SPnf.Mfg.Co.Lt 

-do-

bstf3rn S»%18· Mil.~ a Ltd 

Gua1ior Rayon Si1k 
Mfg.(tlVG) ao.Ltd 

-do-

-do-

Hyd.Asbeetoe Ce.P.Ltd 

Hinduetan SafetyG1aee 
Wares Ltd. 

Hyd.Abe.Comnent P.Ltd 

J. Thomas & Co. P• Ltd 

Xuoum Products Ltd 

COUNTRY 

UK. 
tl 

l!Jigoria 

MaJ.o..voia 

Tho.il.and 

~yc:da 

Uganda 

UK 

Indonoaie. 

~cia. 

Phi1l.ip. 

Indone-
sia 

Tha.i.l.and 

Nepal 

FIEllD OF EQtJifi 
COLLABORATION (~) 

Oonsul.tancy Sorv 51 
tl 

Light Engg.Goode 

Coneul.tanoy Sorv. 

Pol.m uomal. Oi1 

Synthotic & Cot. 

Ptil.m Oi1 Process. 

Jute Goods,Hoseian 
Bags 

Trodi:n& 

Toxtil.e Yarn 

Pe.ln Oi1 Ro:tD.B• 

Yarn 

51 

40 

:50 
25.69 

1·00 

18.08 

44·55 
50.00 

45·00 
20.00 

18.28 

Viscomo Stabl.e Fib 20.00 

-do- 14.00 
Carbon Bl.ock 1.00 

Expl.orn. of Minl.s. 25.00 

Automo bil.o Gl.ass 
Malaysia & Safety Gl.aes 6.50 

Nigeria AGbostos Cemt.Prds 30.00 

Singapore Tea Auction Centro 73·00 

Indonesia So1vont Bxtreotion 47o50 
Marge.n.ne 

YEAR OF 
.A.PPVL. 

1985 

1985 

1964 

1973 

NA 

1969 

1978 

1968 

1984 

1973 
1978 

1975 

1978 

1972 

1978 

1976 

1973 

1979 

1Q81 

1975 

STATUS. 

UI 

UI 

IO 

IO 

UI 

IO 

IO 

IO 

IO 

IO 

IO 

IO 

IO 

IO 

IO 

UI 

IO 

IO 

10 

10 



21· BTRLA 

22. II 

a 

" 
" 

1 • TATA 

" 
" 

II 

6. 
n 

e. II 

It 

1. THAPA.R 

2. a 

National Bngg. Inds. Ltd. 

do 

OriAnt Faper Mi~~s Ltd. 

Tungabhadra Inds. Ltd 

Bbarat Commerce & Inds. 

~kak: Pa.tA~ v~:Lkart Ltd. 

Indian Hote~s Co. Ltd. 

~ta Engineering·& Loco 
Co. Ltd. 

s. Arabia 

Singo.pore 

Ken.va 

Indonesia. 
n 

Indonesia 

Sri Lanka 

Mal.aysia 

Operation & Main- 40.00 1984 
tt.tnance Service 

T~ohnioa1 Manage- 40.00 1979 
mont, Ministry, 
Consu1tiZUt 

Pu1p & Paper 29.34 1970 

Viscose Stable 22.00 197~ 

Textile Yarn 42•51 1976 

Textile Mi11 44e00 1999 

Hote~e 32.25 1980 

Assemb~y & Manu- 29.00 1975 
facture of 
Commercial Vehio1ee 

U1 

10 

10 

10 

10 

10 

UI 

IO 

It SingapGre High preoieion 
Tol~inss 

36.00 1977 IO 

Tata. Oi1 Mi1~e Co. Ltd. 

VisiGn Investment Co.Ltd. N.Yeman 

-do- Oman 

-do-

-do-

~1arpur Industries Ltd. 

-do-

Singapore 

Sri Lanka 

Ma~ayaia. 

Niseria 

Neutralised 37·37 1971 IO 
Fa1mo1oin Soap otc. 

Una~take projeots/1o.oo 1986 UI 

Water ~e11 dri11ing20oOO 1982 IO 
S.Prink~er Irrisation 

Marketing Toxtile 
l"laohinery 

Bored Piling 
Tube-ve~~ drilling 

Pa1m Oi~ Refining 

Gl.ase Bottl.C)G & 
Contdners 

40.00 1982 

25.00 1982 

40.00 1980 

49.00 1981 

IO 

IO 

IO 

IO 



THAPAR 

• 
" 

6. • 
II 

1. GODREJ .. 

2. " 

" 

• 

1 • MAFATLAL 

2. " 
It 

• 

••• 16. • •• 

~arpur Industries Ltd. 

-d•-
JG GLass Inds. Limited 

Tha.il.and 

U.A.E 

Mal.aysia 

Pu2p 47•00 1978 IO 

~~R~rg~tien. 33·00 1977 IO 
G1ase 28.70 1968 IO 
centainere ef 
all kinde 

Karam Chand Thaper & Bros. Nigeria. Wa.te Cetten 75.00 1979 IO 
Yarn Bl.a.nkete 

-do-

Gedrej & Beyce Mf'g. co. 
Pvt Ltd. 

-de-

Godrej Sea.pa Ltd. 

Seychel.l.ee Sea Reeert 81.00 1978 UI 
He tel. 

Mal.a.ysia Steel. Furnit- 89.00 1965 IO 
ure 

Singapore Steel. Office 52.30 1980 IO 
equipment & 
furniture 

~~l.a.yaia Pal.m Oil. 30·00 1979 IO 
Refining & 
Refraction 

Gedrej & Boyce Mfg.c •• P.Ltd. Indeneeia Steel. 
.Purniture 

6o.o 1976 IO 

Mangal.ya TradinB & Investment Hong Kong Prem•ti•n •~ 40.0 1986 
Pvt Ltd. Exp•rts 

Poyel.efins Industries Ltd. 

Pranaukhl.al & Co. P. Ltd. 

Standard Mill. a Ce. Ltd. 

Z.lal.aysia HP P•l.ythlene 24.0 1975 
Pipes, Fitting 

Switzerland Trading 
activity 

33·0 1985 

Indeneeia Machinery & 40·0 1981 
Bquipmente for 
Texti.l.ee 

UI 

IO 

IO 

IO 
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1. KIRLOSKA.R Kir~oskar Brethara Ltd. Kenya Marketing Kir~oskar 51.00 1978 10 
.Products 

2. 
,. 

-dQ- .:.1euri- Assemb~e & Manufacture 7>3-40 1976 10 
tius Pewer driven Pumps 

3· It -do- U.K. !>farketing •:f Pumps 30.00 1980 10 

4. " -do- U.K .. Purchase •f shares 19.38 1985 UI 
at Sp~. Internationa.~ 

5· " -d•- u.s.A. Marketing G:f Pumps 30.00 1980 IO 

6. " Kir~oskar ~ectrio Co. Malaysia El.ectrio Mcttera, 40.00 1969 IO 
Pumps & Diese1s 

1· " -do- 1-Ia~a.Jlsia Trading & Marketing 40.00 1980 IO 

8. n Kir~oska.r Oil Engines W.Germany Aseemb~ ():f Dieee~ 49.00 1965 IO 
Ltd. Engines 

S.urcea Based en Annexure-3 of K.v.K.R. pp.40-46• 



.SJ.. 
No. 

1 • 

2. 

5· 
6. 

8. 

9. 
10. 

11 • 

House 

TAT AS 

" 

II 

.. 
" 
II 

" 
" .. 

1 • ]:) IR.LAS 

2. n 

" 
n 

6. " 

A.F.PENDIX III 

Ihn\AN INVESTMEN:t'fl ),BROAD I WBICH ARE 

NOT COYEREJ) pY THE OFF;J;Cl.Alc JiiST§ 

Jndian subsidiarie~~brgad (For 1arge Houses only) 

Name of the Indian Company 

Indian Hotel. Co. Ltd. ' 

Lotham Finance CoJ. Ltd. 

Tata Exports Ltd. 

- do -
Tata Zambia Ltd. 

Virat Investment Co. Ltd. 

Vision Investmen-t Co. Ltd. 

- do -

VoJ.tas Limited 

Warrior (I) Ltd. 

VoJ.tas International. Ltd. 

Country 

u.s.A. 

Indonesia 

Zambia 

Oman 

Zambia 

Sri Lamke. 

Singapore 

Oman 

Sri Lanka 

Indonesia 

UAE 

Equity Bemarks 
( Rs. J.akhs) 

3·79 WhoJ.J.y owned sub~idiary 
Co • 

56.39 Subsidiary of Forbes 
P. CamboJ.J. 

19.05 10Q% subsidiary 

e.oo 
19.06 

1 .15 

1 • 11 

4.11 

2-33 

56.47 

10.78 

100% subsidiary 

Subsidiary of VoJ.tas 

-do-

-do-

Subsidiary of F.F.CambeJ.J. 

Subsidiary of VoJ.tas Ltd. 

Indian Piaetios Limited Indoneoia 7.20 

~aJ.ior Rayon SiJ.k Mfg.Co.Ltd PhiJ.ippines 4.00 

Te.xma.oo Ltd. 

-d()-

UP Trading Co • Ltd. 

Ethiopia 

Nepal. 

Ma.J.ysia 

Upper Gangos Sugar & Inds.Lt& Nepal. 

40.00 

1.08 

2.94 

o.1e 

NationaJ.ised 

Subsidiiry of Upper 
Ganges Sugar 



•• 1 Q •• 

, .. JK Raymend WecJ.l.en Mills Mau.ritiue o.63 Subsidiary 
(Kenya) Ltd. 

2· " Raymend Wai.~en Mil.l.e Ltd. U.K. o.o3 " 
3· " -do- Mauritius 13.01 .. 
4· ft -do- Switzerl.and Oe98 • 

N.B. Shaw W&ll.ac! baa 11 venture;. 8 ef whioh art in §ri Lanka• 

Sources pgo37-39 

Original. sources Ann~ Reperte of the Cempaniee avail.abl.e at the Corperate Studies 
Group, IIFA, New Del.hi. 
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