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CHAPTER - I

THIRD WORLD MULTINATIONALS (TWMNCs) :

AN INTRODUCTORY ANALYSIS

A. INTRODUCTION

S————

There was a time when the reality of the Third
World Multinationals (TWNMNCs) seemed to be a contra-
diction: in terms. Howéver, over the past two deca-
des, the phenomenon of direct. foreign investment
(DFI) froéla fow of the comparatively more developed
or industrialised among the developing countries is
becoming an increasingly important phenomenon. In
quantitétive terms, the amount of DFI is still not
quite significant. But the basic importance attached
to the TWMNCs stems from the fact that in certain
kinds of technology and in certain kinds of products
they have been able to compete successfully with
DCMNCs (the multinationals/transnationals from the
developed countries). This seems to have enabled the
host developing countries (LDCs) to bargaim on better
terms with the latter. Also as we shall argue/
shomj TWMNCs have”to a greater Qitent)been condu.
cive to the economic development of the host 1L.DCs

as compared with DCMNCs,
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Ve shall’to begin with K concentrate on the empirical
issues related to the DFI of the.MNCs in general-so that
vvve 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 on the quantitatiVe magnitude of DFI

#*
as export of capital.

"B. EMPIRICAL ISSUES RELATED TO DIRECT FOREIGN

‘INVESTMENT

As yet unfortunately the data on the total stock of
direct foreign investwent 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 outfiow of capital

for eo.g. Hong Kong Estimates of different authors} based

on different sources differ. While S. Lall admits that

# Ip the third sectior 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 of the TWMNCs and DCMNCs,

1. La11=5.(1982) World Development 3 The Export of Capi.
tal: The Indian Case. Dunning in Khushi M ,Khan (ed)

1986% Multinationals of the South, German Overseaqs
Institute, Hamburg, '
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his evidences are anecdotal, Dunning provides his 'best
gugss' of the stock of DFI from developing countries
(LDCDFI). The latter derived from a variety of sources
("IMF BOP Year Bock (various issued supplemented by data
on direct investment income from the same source; data
supplied from government departwments ogégeﬁcies and the
individual developing countries: estimates bv researchers
working inm the field notably those contained in Lall
(1983), UNCTC (1983) and ESCAP/UNCTC (1985)")% 1s pro-
vided in Tﬁble 1.1, The total stock of LDCDFI ranged
between US § 29 billion and US § 35 billion> in 1982,

In cowparison to the stock of DFI from developed countries
(DCDFI) of § 497.5 billion in 1980, this figure is quite
small., However, what is significant is that the * stock
of LDCDFI has 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”.u In 1960)accord£ng1m

2. Dunning (1986):Ib1d, p.22,

3e However excluding o1l investments and tax.heaven re-
lated investments,it comas to $12.6 billion - § 14
billzon.

4. Dunning (1986) Ibid, P,21. We should however, take

note of the small base’ rhenomenon as far as LDCDFI
is concerned,
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Dunning and Stopfoxrd (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 estimates given by Khan, differ
somewhaf. According to hi&jin terms of total foreign
direct investments by firms from the South during 19702
their share compared with similar ihvestments 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 19708 was more than 2% times that of

the firms from the North".6

Coming to the number of parent firms that have in-
vested abroad, Wells and his associates had compiled a
data bank for TWMNCs, The group identified 963 parent
firms ffom developing countries that have invested abroad.
In short there are 963 TWMNCs.7 However, the story is
different if a étricter definition is used, For example,
in Harvard Business School's recent Multinational Enter-
prise Project}a U.S, based firm was not counted as a
multinational enterprise unless it had manufactured sub-

sidiaries in six or more foreign countries, By that

5. Dunning and Stopford (1983): Multipatiopal Corporati-

ons_ - Company Performance and Global Trends Macmillun
London. v '

6. Khan in Khan (ed) Op.Git, p.1.

7. Wells, L,T, Third Worid Multinationals p.9. The
data were collected in the period 1975-78.
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standard, only 6 of the 963 parent firms would qualify-two
from India, two from Hong Kong, one ﬂroﬁ Colombia, and one
from Mexico.> (It may be noted that Dunning and Stop-
ford(1983) could identify only 364 parent developing
country firms fqr the year 1980 which show the extent of

variation of the estimates from different sources (Tabld?))

TABLE 1,1,
Estimates of total stock of DFI by selected developing

countries (US § million)

P
Asia and Pacific Africa’
Hong Xong 2,500 . 3,000 Algeria 25 - 30
India 150 . 200 Cameroons 35 - 50
Indonesia 100 . 150 Gabon 80 « 100
Korea 250 . 300 Kenya 50 « 75
Malaysia 200 . 250 Seychellcs 25 - 35
Papua New Swoziland 35 - 40
Guinea 20 . 25 Senegul 8 - 10
Philippines 150 . 200 Tunisia , 50 - 75
Singapore . 1,500 - 1,750 Zimbabwe 100 . 150
Taiwan 300 . 325 Unclassi.
Thailand 75 - 100 fied 1,200 - 1500
Unclassified 750 - 1,000 Total 1,608 - 2,065
Total 59995 « 7,300 '

Latin America Middle East
Argentina 750 - 1,000 Egypt 75 - 100
Brazil 1,250 - 1,500 Israel 120 - 150
Chile 75 = 100 Kuwait 200 . 250

~Colombia 250 o 300 Libya 100 . 120
Costa Rica 20 . 25 Unclassi-

Jamaica 400 . u4s0 fied 300 - 350
Mexico 350 -~ 400 Total 795 - 1,120
Venezuela 300 - 350

Uruguay 50 - 75

Uneclassified 750 . 1,000

Total k,195 - 5,205
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Oi1 igvestments3 4,000 . 5,000
Other 12,500 -15,000

Total : 29,093 -34,570

1.
2.

3,

Other than oil investments
Of which direct investment in the UK in 1981 was
: ¢ 1 billion.
Mainly from Middle East, Indonesia, Nigeria and
Venezuela,
Netherlands . Antilles, Panama, Bermuda, Liberia,
e.g. tax heavens & sh,ppr invest.
ments and mainly invested in the US,

(SOURCE: Dunning in Khan (ed) 1986, p.23).



00700

TABLE = 1.2

Stock of Direct Investment Abroad by Major Country of

Origin, 1960.1980., Billions of dollars end of

Country of Origin 1960 1967 1971 1975 1978 1980

DEVELOPED COUNTRIES »66.0 14,1 168.1 263.0 380,3 497.5

United States 32.8 56.6 82.8 124,1 162,7 2156
United Kingdom 10.8 175 23.7 30.4 50,7 74.2
Netherlands 7.0 11.0 13.8 19.0 28.4 39.7
Vest Gorwany 0.8 3.0 7.3 16,0 28,6 37.6
Japan 0.5 1.5 L,h 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 44 6,0 7.2
Belgium 1.3 2.0 2.4 3.6 5.4 6.9
Itaty 1.1, 2.1 3.0 3.3 5.4 6.9
Australia 0,2 0.4 0.5 0.8 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 L.,0O 8.1 12.5 14,0
Total 66.7 117.1 172.1 271 392.8 511.5

Sources 3 UNCTC and Dunning and Stopfords' estimates,
based on déta provided by national governments
private sources and the IMF,

Our Source ¢ Dunning and Stopford (1983) P.5 Mul&inaiignnl§=
Company performance and Global Trends.
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Stock of Direct Investment Abroad by Major 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.¢ 97.0 96.8 97.3

United States 49,2 48.3 48.1 45.8 MK1.4 42,2
United Kingdom 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 .2 5.9 T3 T4
J apan 0,7 1.3 2.6 5.9 6.8 7.3
Switzerland ' 3.0 4.3 55 6.5  Tel 6.5
France 6.1 5.1 4,2 b1 3.8 3.9

Canada 3.2 3.8 3.8 3.5 3.9

3.7
Sweden 0.6 1.5 1.4 1.6 1.5 1.4
Belgium - 1.9 1.7 14 1.3 14 1.3
Itnly 1.6 1.8 1.7 1.2 14 1.3
0.3

Australia 0.3 0.3 0.3 0.3 0.4
OTHER DEVELOPED

COUNTRIES 3.7 3.1 2.6 2.4 2.3 21

DEVELOPING

COUNTRIES 1.0 2.6 2.3 3.0 3.2 207
Total - 10040 100,0 100,0 100,0 100,0 100,0

Source ¢ As for Table 1,2,
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1 and Table 1.3 expresses these magnitudes in percent.
age terms
We shall now categorige the developing countries

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

. Athough 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 § 2,500 - § 3,000 million. In the cate-
gory of DFI of § 750 = § 1,750 million belong Singapure,
Brazil and Argentina. Next,in the cat;gory $ 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 origiu yhich are without exception the devew
loped countries, Comparing Tables 1.1 and 1.2/1.3, Ve
arrive at relative magnitudes of the stock of DFI for
developed and developing countries., U.S., heads the
list with the stock of DFI amounting to § 215.6 billion
(42,2%) followed by UK, 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 embloc accounted
for 97.3% of the DFI abroad in 1980, Thus DFI from deve-
loping countries uhich}as we shall see are import;nt in
their own right;still constitute only a miniscale propor.
tion of the 1nv§stment Sy firms from DCs, However, one
should not underestimate thé gualitative significance of
DFL by firms from the developing countries ! the time di.

wonsion is too narrow to allow any final judgements,

Table 1.4 prosents the distribution of,ngznnﬁ_sgmg
bhanieg with DFI, Here also USA heads the list with 21.3
per cent of the parent companies followéd by West Germany
(14.8) and U.K. (13,6%), The developed countries account
for 96.5 per cent of the parent firms. However, the data
in Table 1.k are‘deficient in that they exclude firus
based in the Indian sub.continent, Central or S, America,
Africa, the Middile Eaﬁt and the Comecon countries, If
ve fake them into account)ve’see that 86.1 per cent of
the parent firms comé from the developed market economies,
7.8 per cent ftem COMECON countries and 6.1 per cent are

TWMNCs .

As far as the distribution of the subsidiaries/joiml
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

top 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 acéount 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 pletty long time thanks to DFI

by Argentine based firms for the past sixty years, How-
ever, it was only since the 70's that the academic and
business community have taken note of the growing impor:

tance of TWMNCs., It was expectedg

that the 80's would

be the decade of the TWMNCs and its capital stake would
riserfastor than that of DCMNCs, However, because of

debt crisis in most developing countries (especially Latin
. American countries who are also parents to many TWMNCs),
€apital outflow to a large extent gets channelised through
debt and interest fepayments and not through the pareht
TWMNCs'investing abroad. Also expenditure reducing poli-
cies restrict the rate of grouth of Latin American econo-

10
mies to a barely 1 per cent in the 80's so that the

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

9. Wells (1983). Ao, Dunning and. Stopford (1983),

10. VWorld Dev. Report, 1988, Quoted in ET:July 7, 1988,
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TABLE 1.b

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
Wost Gormany 1,803 14,0
United Kingdom 1,398 13.6
Switzerland 723 7.0
France 596 5.8
Japan 572 5.6
Netherlands 571 546
Canada Lo7 4,0
Others 2,380 23.2

Of Whichs
Singapore 133 ) 1.3
Hong Kong 97 0.9
Malaysia » 75 ‘ 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
Total 10,275 100,0

Of Whichs

DEVELOPED COUN.
TRIES 9,911 96 .5
DEVELOPING

COUNTRIES 364 3.5

Sourcet'Dunning and Stopford (1983).
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TABLE .. 1,5

Stock of Direct investment from abroad by Major Recipient country or area, 1960. 1980

Billions of dollars and percentage of that end of

1960 1971 1978 1980

Host Country 4 bn % $ bn % $ bn % $ bn o

DEVELOPED COUNTRIES 36,7 67.3 108.4 65,2 251.8 69.6 313.7 711

United States 7.6 13.9 13,9 8.4 2,5 11.8 68.4 1545
Canada 12,9 23.7 27.9 16,8 43,2 11.9 45,5 10.3
Western Europe 12,5 22.9 4.4 28,5 136.2 3.7 166,0 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 6243 14.9
Africa 3.0 5.5 8.8 5.3 11 .1 3.1 124 2.8
Asia 4.1 7.5 7.8 h.7 25,2 7.0 30,3 6.9
Southern Europe 0.5 0.9 1.7 1.0 3.4 0.9 L. 0.9
Middle East 1.5 2.8 3.5 2.1 8.2 2.3 8.3 1.9
OTHER UNALLOCATED - - 6.5 3.9 9.5 2.6 9.8 2,2
Total 54,5 100,0 166,3 100,00 361,7 100,0 1440,9 100,0

Sourcet As for Table 1,2
1. Indicates data not available
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70's~has but stopped. In this scenario, but for Hong Kong):
. 11 . ,
Singapore and probably S, Koreon MNCs, TWHNCs enbloc are

not 1ikn~to have a smooth run,

So far, we were looking at empirical evidénce on DFI
from the point of view of the parent country. Now, we
shall look at it from the host country point of view.
Table 1.5 provides the stock of difect investment from
abroad by major recipient counfry or area,1960-80,

Table 1.6 on thqéhand)provides the ratio of inward DFI Jother
to a country to its outward DFI in 1960.80, We note

that the DCs have received about 68 per cent of DFI (both
from DCs and LDCs) and the Lsz have received around 29

per cent of DFi (the remaining 3 per cent is unallocated /.
About 50 per cent of the 29 per cent of DFI received by

LDCs has been received by Latin America. (Table 1.5/

From Table 1.6 we note that while there has been a net
outflow of DFI from DCs as a whole, there has been a net

inflow of DFI into LDCs as a whole. ©On an average, the

inward DFI into DCs constituted 63 per cent of DFI1 from
the DCs in 197980 (which means at least 37 per cent of
PFI from DCs went to LDCs in 1979-80). However, as far

as the developing countries are concerned, the inflow of

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 preferential access to US markets
(E¥, July 7, 19885).
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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, Malaysia, Brazil, Colowbia and S. Korea, the in-
vflows of DFI into them were 160, 21, 11, 10 and 2 times
respectively the outflow in 1979;8d) According to S.Lall,
India is an exception among the LDCs: "it is probably the
only developing country from which direct inmvestments

. oversoas exceed investment by foreigners into it. In the
period 1969.80 the Government of India approved gress
foreign investment amounting to a paltry US § 70 million
into the country. By cemparison, Brazil had a net inflow
of such funds amounting to US § 22 billion in 1978 aloné“.13
(It is to be noted that in September 1979, India had a

significant direct equity stock exceeding US § 90 million‘h)

"To conclude this section, we note that while TWINCs
is a recent phenomenon, its importance has groww: ovaer
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, In Table 1.6 the figure is 1604 in 1979-80 which is
derived as follows? Index = Ipward DFI

Outward DF

13. R, Lall (19?&) g.& quotinf S. Lall p.302 in Bhagwati
and Ruggie \eds) S, Lall 1984) also makes this
observation in World Development No.5/6, 1984,

1 X 100

e

1i4. S. Lall (1982) World Development;Expert of Capital:
the Indian experience.
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TABLE, - 4§

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 flows, average between 3

Country 1960.62 1963-65 1966-68 1969-T1 197274 1975-77 1978-80
DEVELOPED COUNTRIES 59.4  58.4 58,4 5145 53.4  b49.7 63.0
United States 11 .5 7.8 : 12.5 15.1 2909 27.7 1‘808
Canada 833.9 306 .6 491.6 294 .5 14,7 27.6 46 .9
United Kingdom 73.6 64.5 66.0 . 63,0 51.0 4.4 59.7
West Germany 147.7 246,6 - 214,.6 83.0 125.6 59.0 31.8
France 67.6 107.6 87.6 234 .1 121.1 107.3 125.9
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 k2.9 33.5
Belgium N.aA N.aA. 891.0 807.8 323.8 387.9  370.4
Sweden 66.4 .88.0 147.3 Sholy 21.9 8.6 18.2
Japan 37."' 93.8 33.1 39.9 1001‘ 606 1&.2
Australia 1,765.7 2,121.0 1,17v.2 834.2 449.0 454 ,6 551.6
DEVELOPING COUNTRIES N.A. N.A. N.A. 1,581.9 744.,0 1,169.3 1,603.7
Brazil N.aA. N,aA. 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
Malaysia N.A., ~ N,A, 17,400,0 4,550,0 4,820.0 3,533.3 2,163.3
Singapore N.aA. N.A. 9,000,0 8,200,0 11,100.0 64,714.4 10,083.3

Sources 3 UNCTC based on data pro#ided by OECD for 1960.77;, and the IMF (for 1978-80/;
IMF BOP Year bodk, supplements 1974 & 1981 fori developing countries

- Our Source: Dunning & Stopford (1983)-p.15.
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DCMNCs, Had there been no balance of payments problems

with reperussions on the foreign exchange outflow, one
would have expected a continuation of this trend in the
80's as well., It is obviously difficult to forecast with
cortainty at this juncture, However, the South East

Asian MNCs from Hong Kong and Singapore are likely to surge

ahead unencumbered as they are by foreign exhange bettle-

nohe,

C. THEORETICAL ISSUES RELATED 70 DIRECT FOREIGN INVEST.

MENT FROM DEVELOPING COUNTRIES

In this section, we propose to briefly sketch the

theoretical high lights related to DFI from developing

countries,

The orthodox éx2x2 Hecksher-Ohlin-Samuelson theory
is ipncapable of éxplaining.most aspects of the inter.
national economiqﬁnvolvément that lead to DFI., The model
assumes perfect competition, free mobiiity of factors
across the economic sectors of a country and complete
immobility of factors of production across countries,

In this model, frade in goods on the basis of relative
factor endowment differences in the two countries oper
ates as a substitute for movement. of factors of produc-

tion. Hence, there is no role for DFI which iwmplies,
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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 for 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 dynawic and historical situation however, one
notes that DFI can act as either a substitute or a com.
pPlement to trade, The real world negates the static and

ah&stéfiq assuﬁptions of orthodox neoclassical econoumics,
For external economies, barriers tq'trade, risk and un-
certainty may exist; the watket for information and capi-
tal wmay ba imperfect; and firms may reap monopolistic
advantages. Hence an alternative paradigm other than the
one provided by neoclassical econowmics is necessary. It
should allow for market failure which necessitates a
firm to internalise transactions by global production.
Also, the ownership specific advantages enjoyed by a
particular firm over amother . which may be firm or coun-
try-specific - need to be stressed. These dependén size,
diversification, monopoly power, technology,'trade maeis,
management, favoured accessibility of inforwation and im-
puts, economics of joint scale productiomn, ability to

reduce costs,etc. DBesides, there are locational advant-
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ages adyantages derived im choosing a production base

in one particular base over anothar. The choice depends

on the relative input (including transfort) costs, pro-
ductivity)marketg characteristics and government policies,
of alternative locations. This edactic theory which takes
into account the ownership specific)l&cational and inter-
nalisation advantages in explaining DFI as a preferred
choice over other forws of international involvement

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

(organisation, location and internalisation) paradigm

and is attributable to Dunning.15

This approach takes into aécbqnt all the variables
that may be relevant in the strategy of the decisione
wmaking MNCs, However in a particular concrete situation
coertain factors may be more important tham others and
one requires to find the relative %mportance of factors.
In addition,_réasons for the differences in the relative
importénce 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 be sacrificed.

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

brogd 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 countriese will be discussed in details in the second

chapter. Also the firm/industry/country level characte-

ristics for India will be discussed in the subsequent

chapters. -

D. QUALITATIVE ISSUES ON DIRECT FOREIGN INVESTMENT 3

A COMPARATIVE PERSPECTIVE

In this section, we raise and seek answers to the
following questions:
1. What are the general characteristics of MNCs and DFI?

2, VUhich of these are possessed by TWMNCs and which are
not?

3. .Where do these TWMNCs compete with and where are they
complementary to the activities of DCMNCs?

4, Are the factors underlying DFI by firms frow the two

sets of countries different?

(1) The wost important general characterisitir of the
MNCs 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 firms do not have to bear. The
need to communicate between the subsidiary and the home
office, a lack of familiarity with the local environment
including business practice and laws, probabbe discrimi.
natory‘polici?s of host governments in favour of local
firms against MNCs etc. are the costs which local inves-
tors do not have to face, while MNCs have to,16 To moet
these, the firms wust have certain advantages in géne-
rating which the home country's market Specifié factors
play an important role. Thus)while American firms had
ownership specific advantages in high 1ncome markets in
products that saved on skilled labour,and European and
Japanese firms in products that savg‘on capital and raw

méterialgz a majority of TWMNCs seem to possess competi-

TH - ZGQ/V

tive advantage in low.priced labour intensive, small
pcale, standard ised products LIln ueing locwsl raw waterials
as input18 although there are some foreign activities by
TWMNCs in fairly sophisticated and in advanced techno-

logical sectors as well e.g. pharmaceuticals and
19

-~

16, Wells (1983) ch.2.

17. Vernon (1966) QJE and (1979) Oxford Bulletin of Ecovn
and Statistics.

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

19. SLa1l (1982) and§Lal1l (1984).
DISS
338.88854
, M6972 Mu 4
i iR

TH2641
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Thus, while the nature of advantages reaped by
MNCs from these sets of countries are different,
what they have in common is that, their home.market.
specific characteristics have provided them different.
types of ownershiip advantégau which they could reap

through investing abroad.

(2) Now we shall compare and contrast DCMNC. and
TWMNCs - in terms of technological adaptations to
correspond to the needs of the home wmarket, and

roelated factors.

The TWMNCs are qﬁité different, in this respect,
from the DCMNCs. Some of the differenées 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 make are generated from the conditions of

the bome countries and thus might be especially well
suited to the needs of the other developing countries;
Thus, some of these firms offer "appropriate technology"
and Yappropriate products"zo. Qﬂten the technology-
especially iﬁ skill and capital intensive activities-
are scaled down, disseminated and adapted to the

de§910ping country's technological and market requirement.

B P S S 1

20, L.T.Wells (1983), p.3. See also Francis Stewart
' (Tecbnology 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
aﬁy 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 capacity
compared to 48 percent of the TWMNCS.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 amd a half or a
tnird the capital for the same volume as a mill from

22 Moreover, as Wells (1983)

an advanced country.”
‘pointed out, scarce capital is not expended in

[ 5

21, L.T. Wells (1983) p.22. citing Lecraw's work dn
Thailand? ynpublished dissertation, Harvard
Business School.

22, L.T.Wells (1983) p.22,
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building gorgeous offices and factories which DCMNCs
are prone to do as they feel that buildings give a
boost to their "image", |

Moreover "the salaries paid to managers and
techniéians of the foreign subsidiaries of firms
from developing countries appear strikingly low
compared to those paid by a multinatiopnal firm from
an industrialised)country&.23 To the extent that these
earnings are repatriated, it seems that the "drain on

wealth" by TWMNCs is much less as compared to DCMNCs.

Also, while TWMNCs in general prgfer Jjoint wventures
(JVe)and technology licensing, DCMNCs.prefer wholly
owned subsidiaries (WOS)., The latter can reap ofgan-
isational‘énd internalisational advantages to a
greater oxtent through Wholly Owned Subsidiaries(WoS).
Many of them invest in R&D, advertising and marketing-
intensive non-sfandardised products whgre they have
their own brand names and patent rights. They fear
the loss of quality, control, technology, informational
'adwantage and above all, wmonopoly profits if they are
to form JVs with LDC partners'. On the other hand,

MNCs with standardised technology, undifferentiated

b b £ toa

23, L.T.Wells (1983) p.33.
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products and without a well-established distribufion
hetﬂwork)prafer a local partner,and their bargaining
éosition over ownership and control also is not all
that strong. Most TWMNCs belong to this category

and yithout .apy brand name or patents do not, have
anyt~hing to lose by foruwing joint ventureé with a
host firm. Wells has obserwed that although JVs

- repatriate profits in the form of dividends, royal-
ties, etc .,the amount- repatriéted by a joint venture
'is much less as compared to a WOS, Apother way by
which TWMNCs save on scarce foreign exchange of hast
gOVernment$ is a greater extent of use of local
resourceé. T?gv‘vertically integrated global produc-
tion struct;;qéfécilitates toking adwantage of transfer/of DCMNG
pricing as well as hawing a standardised input noxm.
(for uniformity in guality) reflecting the norm in the
DCs and ftus‘alien to.the raw waterial base and.market

24

conditions of the host developing countries.

From the above discuésion, we can conclude that
unlike DCMNCs, a majority of TWMNCs' ownership specifie
advantages lie in having small firms, (see table ¥

flexible production with a smaller

EREE

24, WeXls, Op.Cit. p. 4041,



L N ] 26 L N

TABLE =~ 1.7

Distribution of developing countries' subeidiaries abroad - by level of
employment (%)

Small Sized ' Medium 8Sized ~ Large Sized
Developing Countries' :
Subsidiaries employing: , upto 100 100-200 200-500 500-1000 Over 1000
Pércentage 43 10 20 11 16

Sources M. Svetlicic(1986) in Khan (ed).

-
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run of a greater variety of production)more opt iwal
capacity utilisation, product, and process innovation
subject P host country requirements.like less automa-
tioglﬁse of local raw materials. They produce more or [and
less standardised goods in perfectly competitive

markets and rely less on product. differentiation and

brand name promotion. They are, therefore, more

inclined to fdrm JVs and are amenable to the host

country's aspiration of promoting a self-reliant,

industrial strategy than DCMNCs,.

(3) Itmy seew, " - from the previous diséussion
of the ideal~typical OLI characteristics of TWMNNCs
and DCHNCs, that their fields of operations will be
different and they do not compete against each other.
We note that this is not actually the case. Some of
them like San Miguel of Philippines and Inca Cela

of Peru have developed international brand names.
According to Wells, "to picture (developing country)
firws ip these countries as being solely copiers of

»
technology from elsewhere would be quite incorrect.

L}
Y

+..... These products are occasionally effective

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

Third World firms!' home market."25

However, the moét severe competition between
DCMNCs and TWMNCs occurs only at the "tail of the
product cycle". Wells has this to sayj "Often with
lower cbsts and with preferential treatment from
1o¢él government in many cases, local firms become
serious competitors for the traditional multinationals
‘in the richer developing countries", They h ave now
ventured abroad and are "providing competit ion for the
traditional multinationals mucﬁ like that posed by the
Europeans to the.Americans especiélly in the 1 ate-
1950's, and by the Japanese to both the Europeans
and the Americdans, from say the mid-1960's".26

However, according to S.Lail, competition is not
confined to the.tail end of the produét cycle. Thus
Indian and Brazilian }MNCs b ave pos—ed comp;tition in
skill and capital-intensive widdle range of the

technological Spectrum.27 However, while qualitatively

PR . L A

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

26, Wells, ibid. p.201,

27. S.Lall (1982)
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iwportant , thetrwagnitude is still not all that

significant in quantitative terms.

We also note that, often DCMNCS and TWLNCs have
played a complementary role to each others: they have
not only carved out market segments for themseIVeg
(this will be discussed in the chapter VI in details)
but have also collaborated to establish a joint venture
in a third countryf Ap?rt from the fact that the
pres—ence of a Third World partner might, soften the
political reaction to :. DFI from the North, the
TWMNCs were better equipped with cheap mahagerial
and technical personnel and knowledgé of running a
unit in the third world comditions. On the other
hand, the DC partner provided access to mrketing
channels, capital and technology which were in its
control. However, these joint ventures have proved
to be "not very stable"zs. Conflicts have arisen over
allocation of production, transfer pricing,\quality
standards and choice of inpute. Howevcr, certain other
legsser form of cellaboration, according to Wells, were
likely to generate fewef conflicts between partners.29

And foundation for oo llaboration is likely to be strong

[ R

28, Wells (1986) 0p.Cit. p.203

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 for -

both parties.

(4) By now it is apparent that the factors underlying
DFI are not similar., The permissive facter is provided
Aby whether or not there is a BOP constraint having impli.
cations on the perwissible amount of outflow of foreign
exchange. With regard to this factor, the DCMNCs havo.

a greater advantage thamn TWMNCs . especially, those from

West Germany and Japan,

The causal factors are derived frow the home market
characteristics of the parent firms. Thus the DQMNCs ine
vest in sophisticated capital-intensive industries with
a high R & D and advertisisy intensity. For TWMNCs it is
the other way round., Thus, as far as R & D is concerned,
"about 58 percent of the subsidiaries of the firms from
the developing countries are in industries characterised
by low R & D expenditures {calculated in the United
States as less tham 1 per cent of sales). Such indus.

tries account for only 30 per cent of subsidiaries of

30. MO P. 209
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American multinationals and aboul'! 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), Oniy 26
per cent of subsidiaries of Third World Multinationals
are in high R & D industries, whereas almost 55'per cent
of the subsidiaries of American multinationals and 52

per cent of the subsidiaries of the multiﬁationals from

: 1
other industrialised countries are in such industry".3

As regards advertising 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
their subsidiaries in such industries. The contrast is
shafper at the upper end (2 per cent or more spent on
advertising)._ The Third World Multinationals have 2,7
per cent of their subs}diaries,American Multinationals

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

however, show that the contrast between DCMNCs and TWMNCs -
atleast at the lpwer end- is much less as compared to

what the available literature on TWMNCs seems to suggest.

31, Ibid, p.198.

32, Ibid, p. 198.
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Moreover DCMNCs 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 an& particular
subsidiary/joint venture. in which DCMNCs invest. 1is of
'marginal' significance to their profit calculus. This
is the antithesis of TWMNCs for wﬁich a unit?a separate
one independent from the rest, This is so as their in-
vestments are of the herizontal t&pe;They set upﬁaddi-
tional units abroad to produce similar labour intensive
items to those already produced at home., Hence we con-
clude that because of the underlying nature of the in-
vestment based on DCMNCs’' motivatvion .of maximising global
profits, they have much to gain by intewmafising their
transactions unlike TWMNCs often at the cost of the host

developing countries,

The 'pusb; factor,name;y,tovproteut the export mar-
ket . .- when the firms'exports are threatened (for what.
evor.reasons) have also metivated both DCMNCsvand TWMNCs
to invest abroad, This factor will be discussed in de-

tails in the context of the TWMNCs in the mnext chapter,

Moreover, the 'ethmnic' ties (*pull' factor) for
TWMNCs especially for Indians and Chinese (from Hong Xong

and TaiWan) have been an important factor for investing
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abroad. Similarly, the need to diversify risks arising

from political and ecouom;::;;t;:;bility at home ( and /factors
also host country) by putting eggs in more than one bas-

ket were the added factor that motivated TWMNCs fo ven-

ture overseas., These two factors were not important for
DCMNCs, That the politicai risk factor was not important
seems to suggest that DCMNCs can exeyt greater power and
pressure over their home and host country governments than
TWMNCs, so that the former do not find the Yis¥ factor as

33

an important motivation for investing abroad;

To conclude, the TWMNCs are ewerging as an important
force in the intefnational economy, although, at present,
their role is not too eiénificant. They often compete -
with (as substitutes for)DCMNCs., Often they are comple-
mehtary as well, They also collaborate with DCMNCs, Their
characteristics are such that tﬁey can ,in principle, Yender
greater benefits to the TW host countries. Costs asso-
ciated with TWMNCs will be discussed in the chapter @&n Scuth-
South co-operation, Their OLI advantages and thei under-
lying characteristics of investment are, in gemeral,
different from those possessed by DCHNCs, However, we
may agree with Chen that although the compléx factofs pre-

seﬁtrin DCMNCs and TWMNCs will not allow us to lump them

33, Lecraw's studyr i of 200 MNCs hosted in Thailand -
180 DCMNCs and 20 TWMNCs in his uppublished doctoral
dissertation, HBS,cited in Wells (1983),

lile
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into a homogenous catégory and thereby does necessitaote
a reconsideration of the existing theories of DFI when
applied to TWMNCs, *we may not need a completely new
theory". But we "do need a general theory synthesising

the existing theories “.3

Ve

34, Chen (1981) in Kumor and Mcleod (eds) PeF7 e
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CHAPTER . II

'MNQS FROM DEVELOPING COUNTRIES;:

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 Harwvard Business School where a Trans-
national Corporation is ome which operates in at lea;t
six countries. Infact if we apply this definition to the |
TWMNCs, there will be very few corporations/firms which

conform to such a definition.

The rise of the TWMNCs 1is a reéent_phenomenon and
their countries of origin are as yet confined to the more
developed and the industrialised among the developing
countries. It is to be noted that there are hardly any
wultipnationals from Africa. In terms of origin and lo-
catiop of TWMNCs, the South seems to be subdivided into
two 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). Tﬁe £00 -
graphical distance, difficulties in transport and cowmmuni-
cations, (India7for 8.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 TWMNCs, we can treat them
as two seperate entities. Their only space for conver-
gence seems to be Africa where MNCs from both continents/

regions have exported their capital and technology.

In this chapter we proﬁose to undertake country-
case studies of South Korea and Hong Kong. We shall also
examine/consider the nature of 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. Moreover, we must point. out at the out-set
that this chapter_is not an ambitious one § 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 seems to be an unsurmountable one.

{i) there are problems of conflictipg data from diffe.

rent sources., For example; estimates of DFI by firms from

Latin American countries differ from author to author,
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E, White,1 S.Lall2 and J.H.DunﬁingBhave pnov ided
different estimates. Lall bimself pointed out

that his evidence are 'anectodotal' and: Dunning mentioned
that his estimétes were his 'best guess'. There is no

uniformity in the methodology of the o> llection of data.

(i1) Many governments of the parent countries do not
employ an adequ;te statisticsl personnel to collect., and
compile data., Data for HongKong! = DFI is not obtained
from HongKong: one has to piece together, whatevemr
information one can, from the regpective host country
governments where HongKong firms have.invested. Latin
American governments have not shown mgch interest towards
collection of data., Even for India, as S.Morris pointéd
out, there are no officially compiled data for the 250-
odd subsidiaries of Indian firms abroad. Even the

official data on 1IJVs, Abréad suffer:: from certain

limitations.

(1i1) In order to escape gowernment restrictions of
exchange control, many parent firms 4o not report the

outflow of capital to their parent governments. Often

1. WVhite,E(1981) in Kumar and McLead(e:s)
2. La11(1982)

3. Dunning(1986)
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subsidiaries of parent firws establish further
subsidiaries without the parent government's approval

or knowledge.,

(iv) Offen where certain sectors are excluded from
foreign investment by a host country government or for
the purpose of circumventing parent country‘restrictions
regarding the outflow of capital the parent firwm taking
into advantage the ethnic ties in the host country estas
blish firms with a domestié rather than foreign status,
4 o
(v) As far as DFIfrom HongKong is concerned, it
includes investment by Hoaggong b ased firms(with
overseas capital) which are practically British.
Thus the figure over estimates DFﬂBy ethnically
Chinese firms. However, most, of the DFI in wmanua-
facturing is uwnde by ethnically Chinese firms and not
by individuals or foreign owned subsidiartes in Hong

Kong:

These limitations should be kept in mind for the

discussion and analysis that follows.

A . HONGKONG

HongKong, a tiny city stade,;one of the highest per Ly$\
capita incomes emong the non-o0il exporting deve loping

countries, accounts for the largest amount of DFI from -
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the develeping countries. Dunning @stimates the total
etock of DFI by Hong Kong-based fifﬁélin the range of

U.S. $2,500 - $3,000 millien for the year 1982.

Al. Geographical orientation Qi_HQQS_KQQS firms.
M —_—————

,Hong Koné firms atarted to inveat everseasg in the
manufacturing sector noticeably in the early 60's but a
rapid grewth in the DFI has ocourred onl& eince the
mid 70'5.2 Moét of the DFI in the late 70's was
concentrated in Indenesia, Malaysia, Singapore and Taiwan.3
Many Hong Kong firmes have algo established subsidiaries
in other Asian countries such as the Phillippines,
8ri Lanka and Thailand and in African countries, such as
Nigeria, Ghana.and Maur#tquQ' 6hina,.since ifs pursuing
a 'new' econemic pelicy has also beceme an important host

to Hong Kong MNCs in the late TO0's.

1. Dunning in EKhan (Bd.) (1986) p.23.

2. B.E.Y. Chen (1981) Heng Kong Multinationals in Aeiaj
Charaoteristice and Objeotives in Kumar and McLeed :
(edge)s Multinationsls from Develeping Countries. p.80.

3. S Chishti p.100 Table 5.3 in Trade Expansion among
countries of the South in EKhan (ed.) In Indonesia,
upte 1976, as high as 22 percent of investment
accrued was contributed by TWMNCs.

4. Chen (1981) Ibid and L.T. Wells (1983).
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During the peried 1967-76, Hong Kong's total
investment in;Indenesia amounted to U.S.82;0 millien
which represented 11.7 percent eof all DFI in Indonesia,
and was second only to Japan5:  As far as the host
Malayaié was concerned Hong Kong ranked fourth after

Japén, Singapore and U.K. in the amount of tetal DFI in

Maleysia at the ‘end of i977.6 In Taiwan for the ﬁerigd
1952-78, Hong Kong's DFI amounted to U.S.$223 millien,
representing 11.6 ﬁercent of total DFI in Taiﬁan during
that peried. Hong Kong ranked third after U.S. and
Japan in fhe amount of foreign investment, in Taiwan7.

Singapore in 1973 accounted for U.S. $1549 million of

8
Hong Kong investment .

A2. Indugtrial Digtribution of Heng Kong firmg' DFI

It is unfortunate that because of data limitations, we
30 not know the proportion of Hong Keng firme' investment
in thé manufacturing eand the non—manufacturiné sector. Also,
we do hot know the amoeunt of the percentage

of investment in a particular industry.

5. Chen (1981) p.80

6. Chen (1981) in Kumar & Mcloed (eds.) p.82
8. See Yeshikara (1976) Table 7.3. Foreign investment

and Domestic Response. Singapore: Esatern-Univereities?
Press, Cited by Chen p.87.
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within the manufacturing sector as far as Hong K;ng MNCs
are concerned, However,it is possible to.compare the re-
lative importancé of different industries in Hong Kong!s
DFI for some particular host countries, (Table 2.1 for
Indonesia, Tab10'2.3 for Malaysia,Table 2.5 for Taiwan

and Table 2.8 for Singapore).

Qpe can discern a sectoral change within the manua
facturing sector over time in Hong Kong's DFI, In the
60's Hong Kong's direct investmwent was concentrated pri.
marily in textiles, Later, in the 70’s)it diverééfiédlinto
chemiéals, electrical products and electronics. As of
December 1976, textiles constituted 55.3 per cent of
Hong Kong's DFI in the manufacturing. sector of Indonesia
(Teble 2.1). The figure was 57.9% for Malaysia on Decem-
ber 31, 1977 (Table 2.3) and 61 per cent for Singapbré 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 Taiwan9 (Table 2.6)
and 7.2 per cenf 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 ceht in
Singapore. Other sectors - manufacturing-in which Hong-

Kong firws also invested - although to a lessér extent —

9. For the period Jam '74 to July '79.
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TABLE = 2.1.

Hong Kong investment in the Manufacturing Sector of
Indonesia as of December 1976

Industry Percentage of total
Food | 7ol
Textiles 5543
Paper 13
Chemicals 14.6
Minerales and metals 6.5
Basic metals ‘ , 4.4
Metal products 9.2 -
Others - 1.6

Source 3 Bank of Indonesia Cited in Chen, p. 81.

TABLE = 2«2

Hong Kong firms' initial investment in approved projects
in Indonesia ag of June, 1980

Sector Amount A percentage of
(U.8. 8 million) total DFI in Indonegie

Agriculture 6.3 ° 3461
Porestry TeT 1241
Fighery 1.1 8.7
Mining 0.1 -
Manufacturing 26.5 Te6
Conetruction 7.8 30.5
Trade/Hotel 12.8 512
Trangportation - -
Services 2.2 25.0

Totsal 6404 1006

Source: Capital investment co-ordination Board, Govern=-
ment of Indonesia. Cited in World Development
(1984) p.as83.
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TABLE = 2.,3.

Hong Kong investment in Malaysia by Industry, Decembexr
31, 1977

Industry Percentage of total

Food manufacturing ' 9.1

Textiles and textile products 579

Wood and wood products 6¢3

" Chemicals and chemical products 8.3

Electrical products and electronice8.3
Others 10.1

100.0

Source: Malaysia Commission, Hong Kong.
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IABLE - 2.4
Hong Kong's DFI in Malaysis (as on 31.12.1979)

Sector Amount As percentage of total
(M § '000) DFI in Malaysia
Food 20,038 542
Beverages & Toba- ,
cco 16,605 9.7

Textiles 141,964 327

Wood 17,381 14.8
Paper and

Printing 1,046 : 3.6
Chemicals 26,722 11.1
Petroleum &

Coal 24,400 22,8
Rubber 8,083 8.0
Plastics 2,465 6.5
Non~-Metallioc '

minerais 2,647 1.0
Basic metals 3,668 . 4.0
Fabricated Metal 8,508 10.3
Machinery 54 o 0.1
Electric &

Electronics 22,640 10.6
Transport
equipment 1,126 0.8

Scientific and
measuring equip- '
ment 3,106 . 8e5

Hotel, Tourism 5,798 11.0
Total 281,898 10.9

Sources Office of the Commissioner for Malaysia, Hong-
Kong. Cited in World Development (1984) No.5/6 -
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TABLE = 2.5
Hong Kong Investment in Taiwan, 1964-78

Year Cases“a Amount e As a peréentage of Toreign
(US & Million) Investment in Teiwan

1964 16 2.8 14.1

1965 19 2.7 6.5

1966 29 4.6 15.7

19%7 86 1240 2141

1968 153 17.6 19.6

1969 48 6.8 ) 662

1970 - 51 8e¢6 ' 6.0

1971 44 21.3 131

1972 T7 12.5 , 949

1973 130 30.0 12.1

1974 45 ' 21.7 _ 11.5

1975 21 29.5 25.0 !

1976 25 17.3 ' 12.2

1977 26 11.3 6.9

1978 22 16.5 T8

Source: Industriai Develiopment and Inwvestment Center,
Taiwan.’

a: Indicates the number of new projects.

b: Indicates the total mmount including new projects and
the expansion of existing projects.

(Cited in Chen (1981) p. 84).



oo u6 L ]

"TABLE 2.6

Hong Kong Investment in Taiwan, by induetriee, Jan 1974
to July 1979 '

Industries Cases As a percentage of Hong-
Kong's Total Manufacturing
Investment in Taiwan

Electronics and

electrical appliances 15 | 28.8
Chemicals 8 52.9
. Garments and footwear 2 4 47
Textiles 0] 2.6
Machinery, equipment
& Investment 2 2.9
Metal 2 ‘ 2.6
Others 5 . 55
Total 34 ! ' 100.0

Source § Same as Table 2.5, Pe85e.
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were food, paper, metal products, machinery, garwents,

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 theée coﬁntriés. Hong Kong's share in total DFI in
1ndonesia, Malaysia and Taiwan were 10,6 per cent (June
1980), 10,9 per cent (pec. 1979) and 8.9 per cent (pec.
1979)respectively. Of the total DFI in trade/hotel in
‘Indonesia by MNCs.DCMNCs & TWMNCs . Hong Kong's share was
51 per cent., Similarly, Hong Kong's share in textiles in
Malaysia was 32.7 per cent (Tabie 2.4).and Hong Kong's
share in pulp4paper in Taiwan was 56 per cent (Table 2.7)
Thus in certain sectors, Hong Kong's share in DFI by the

MNCs from all countries was quite considerable,

Motivations for Investment3

N

Hong Kong is a tiny state and a British protecto-
rate, Xt is over populated and with a rapid economic
doevelopment is facing on increasing land and labqur cpsts
with a negative impact in its export competitivemness. It
is an open economy and both exports and imports exceed
GNB., This is because of its importance as a prime centre

for entrepdt trade, A swall city state with a poor natu-
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Hong Kong's DFI in Taiwan (Dec. 1979)

Sector Amount - As percentage of total
{Uus & '000) DFI in Taiwan

Agriculture &

Forestry 353 11.9
Fishery & husban- :

dry .. 2,895 25.3
Food & beverages 3,918 53
Textiles 28,327 28.9
Garment & foot-

wear 17,585 ‘ 4349
Lamper 3,862 15.9
Pulp paper 9,157 | 5643
Leather 6,912 6644
"Plastic & Rubber 18,031 21.1
Chemicals 21,546 6e1
Non~metallic

minerals - 8,809 2.6
Basic and other

metals 9,238 4.2
Machinery & .

Equipment : - -
Electronics & )

electricals 15,787 1.7
Congtruction 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 : 15,627 213

Total 296,393 | 849

Source ¢ Industrial Development and Investment Centre,
Taiwan.

(Cited in World Development. %ay!Junb 1984)
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TABLE - 2.8

Hong Kong Investment in Singapore by Induetry,
1966 and 1973

As a percentage of Hong-
Kong's Total investment in
Singapore Industry

Industry 1966 1973
Food and Beverages 27.8 9.1
Textiles and garmets . 3848 61.0
Chemicals 25.6 Te2
Electrical products and
electronics 55 Te5
Others 23 1502 .
100.0 100.0

Source: Chen (1981) p.87.
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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 investor: ~ 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 push

to its investors to vénture 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 defepsive-to protect
its share in the export market and aggressive-to expand

into new markets and new manufactufing sectors,

As far as defensive motives are concerned, we can
distinguish between two cases: (a) need to protect the
host country's méfket 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 LD@s to

take advantage of kcheap labour, land etc.

For Hong Kong,. the defensive motive was related to

(b) and not (a). Wwhile Hong Kong's exports of manufactu-
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red goods was primarily to the DCs, its DFI in mapufactu-
ring mostly in third world countries, The risipg labour
and land costs which were rendering exports internationa-
11y uncompetitive provided the push to Hong Kong firms to
locate their subsidiaries.in the poorer countries like
Malaysia, Indonesia, Sri Lanka and,Mquritiu§.1o Reap-
ing 'cost advantages' for the purpose of rendering exports
internationally eompetitive were the most important motf-
vation for Hong Kong firms to venture overseas.11 The
costwsaving effect ﬁas derived from combining the felati-
vely cheap management skill of the parent firm with the
relatively cheap labbur and land costs in the host coun-
tries. Another associated motivation was that Hong Kong
firms could repaint and export the second hand machinery
rendered obsolete and non viable due to increasing labour
costs., This motive was especially true for 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 subcontracting its labour

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

11. Thus Hong Kong firms have established subsidiaries
in Taiwan whenever the export oriented industries 4in
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 restrice
tions imposed by DCs on Hong_Kong's exports by locating
some of fheir ﬁroduction in countries not yet under such
restrictions. This fattor initially gave the‘push to
Hong Kong textiles and garment firms to locate their PI0 -

13

duction bases in Singapore in the 1960's, While the
export quota perse did not provide the motivatidn, the
increasing degree of categorisation of the annual quota
did. (For e.g. in 1964, the original four-category U.K,
quota was split into thirty four). Unable to ad just their
producfion for exports, within a shonf time, Hong Kong
firms relocated their production bases where either the
quota had hot yet been imposed or were less harsh., Sing-
apore "s8till enjoyed the benefit of,common.weélth pro-
ference" amnd "had better shipping and fipnancial facili-
rties". Hence it providéd the initial choice. ULater with
increasing land and labour costs in Singaporelélso, Hong -
Kong firms relocated its base in the 70's in‘Malaysia,
Indonesia, Sri Lanka and Mquritias. Thin Mnurifius was

a favourable base ds it received a preferential treatment

in the EEC market.

130 Cheﬂ. po87o
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(3) The third motivation arises out of 'environmental
considerations'1u which prévented Hong Kong firms to es-
tablish pfoduction bases in chemicals in the 70's,

Taiwan was the most preferred locational bgse as its gO9ry

nment encouraged DFI in this sector.

(%) Hong Kong firms invest abroad in raw materials aad
consumption necessities(food, metals, minerals and lumber
industries) in Taiwan, Indonesia and Malaysia to serve

its domestic warket.

(5) Ethnic ties;raw materials or consumption neces-
sities have also motivated Hopg Kong firms to invest abro-
ad. There is a large overseas ethnic Chinese community °
in all the South East Asian countriesiwhere Hong Kong
firms have invested significantly. That this ethnic fac-
tor is important is suggested by the fact that whide both
Koreg and Taiwvan enjoy lowerland and labour costs and
greater government assistance than Hong Kong firms and
purely eeonémic motivations for Hong Kong firms to ine
vest in these two countries are likely to be similar,

Hong Kong investment in Koréa has not been important.

This fact suggests that in making DFI;icultural and ethnic
ties, familiarity with local conditions and languages,..
15

can be as important as pure economic considerations".,

14. Cheu. P.87.

15. Chen. p0860

N,
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(6) Political factors have also beeh significant in
wmotivating Hong Kang firms to invest abroad. This has
been ingthé . naturénof diversification of risks, Also,
political stability of the host country is ome of the most
ihportant reasons for choosihg a particular location over
another. Thus "the rapid increase in Hong Kong invest.
ment during 1966.88 is wmainly due to political factors.
The riots in Hong Kopg 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
and Taiwan were considered to be closely related".16
Again although China was emerging as an important host 8o
foreign }MNCs, Hong Kong MNCs had reservations regarding
political stability in China feariﬁg a reversal of China's

"new" economic policy. (in the late '70'5).17

A b, _Oupership Character and size of Hong Kong

MNCs in the Mapufacturipg Sector

’

Hong Kong MNCs may ! - establish either wholly owned
subsidiaries or have joint ventures with host country
firms, They saém to have preference for establishing
joint ventrues in the manufacturing sector. In Malaysia

Where Hong Kong MNCs concentrate in the export oriented

16, Ibid. p.88.

17. Ibid, p.89-90.
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industries (textiles, garments and electronics), both
leading as wel; as ‘. small and obscure Hong Kong MNCs
have invested in joint ventures with Malaysian compan-
ies.18 In China a law on Joint Veetﬁres was to be enac-
ted in the early 80's after which Chen expeeted that
Hong Kong MNCs by establishieg joint ventures would par-

ticipate in Chinese industrialisation.

As far as size of joint ventures and subsidiarne: is
concernedJ We do not have any deta. Chen however men-
tions thevsize of the companies making foreign investments,
Not many of them can be considered "Jarge firms" but are
"medium in size", eﬁploying 200 to 1,000 workers. This
can perhaps be explained by the facé that the keenest
competition in Hong Kong is among these medium-sized firms.
"Another reason a circumstantial,one)@s that wmany of the
larger businesses are foreign owned subsidiaries and as
such they do not fall into the category of Hong Xong
19

multinationals",
B, _SOUTH KOREA

The interpationalisatioh of South Korean firms was

rather recent ., While the earliest overseas direct in-

18. ;m. p.82.
19, M_. Po S97.
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Vestment occured in 1959, it was "around 1967 when outa

flow of overseas direct investme;t g;gau to be discernible

as anew pattern of international ppergtion".zo It was,
however, only in the second half of the 70's that DFI
gathered momentum.Table 2,9 which shows overseas direct
inQéstment'by Koreans reflects this trend. In 1978, the
cumulatife tota{ég?l.by Korean MNCs aggregated to Us § 111Abf
million, According to Dunning?1'Korea in 1982 had a total

DFI in the range US § 200 - § 250 million,

B.1 Characteristics of Korea's Overseas Direct

Investment

The analysis presented in this éectidn is draws upon
the work of Jo, His analysis "was mainly based on the
industry.wide grouped daté available from the unpublished
sources of the Bank of Korea".22 The terminal date for

the data used in the tables was the end of 1978,

(a) Industrial apd Regional Distributiont

-

' 2
Only 19 OUth total of 243 overseas ventures '3 are “/of

in manufacturing . In non-manufacturing sector, as many
| ’

20, Sung<Hwan Jo (1981)_OVerseas Direct Investment by
South Korean firms: Direction and Pattern in Kumar &
Mc Lead (eds) p.53.

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

22, Jo (1981) p. 63.

23, Including subsidiaries, See 'ownership pattern of
Korean MNCs',
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as 149 are trading vemtunes, followQd by-23 in fishing

Y
and 16 in construction (see Tables 2.9 and 2,10),

(%) Manufacturine ¢ Korean firms did not have DFI in
manufacturing in the DCs. 48 per cenﬁéali manufacturing of
investmentswere in S. E, Asia, 38 per cent in Africa &

7 per cent in Oceania.

(2) Nop-Mapufacturing:

(1) 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)d

(i1) Fishingt While investment in fishing was dif-
fused throughout the #orld, 80 perjcent was concentrated
in Africa followed by Latin America (12 per cent) and
N, America (6.5 per cent).

(ii1) Construction: U3 per cent of DFI in construs
ction was made in USA followed by 35 per cent in Middle
East.

(iv) Timbering: This was exclusively confined to
South East Asia. |

(v) Transportation afid warethSing: This was cOne
centrated in Middle East (81 per cent) and N, America

(19 per cent.)
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(b) Size Distribution?

The overall average size of investment was US §
372,000, The average size of trading firms was US ¢§ .
66,000, while that of timbering and comstruction firms
was US § 2,981,000 end US § 901,000 respectively the

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

(c) Ownership Pattern:

Table 2.9 shows the owunership pattern of Korean

DFI. VWe note that

(i) About two.thirds of the overseas direct investment
was comprised of subsidiaries,‘23.par cent joint vena.
tures with Korean majority ownership (more than 50 per-
cent) and 11 per cent joint ventures with Korean minority
ownership., |

(i) Subsidiaries of Kéreaﬁ firms were concentrated in
such on-site service areas as trading, banking, real
estate, andltranSportation and warehousing.

(i) Joint ventures were the predominant form of over-
seas direct investment by Koreans in fishing, tiwbering,

mining, manufacturing and construction,

B,2 Motives for Investment

It will be more convenient to discuss the motives

for investment and their changes over time if we relate
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TABLE - 2.9
Ownership Pattern of Overseas Korean Firms (number of
Firms)
Industry ~ More than Less than Subtotal
100% 50% . 50%
Mining 1 - S 2
Timbering ' 1 6 - 7
PFishering 1 ' 10 12 . 23
Manufacturing 2 11 6 19
Comstruction 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)

Sources . Joe DPe6Te
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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 50's when the Korean War was over. Korea:
inherited an open, dualistic and labour surplus economy?h
Thus, an overwhelming role of foreign trade, agricul-
ture-~industry imbalahce and population pressure characa
terised S, Korea. It embarked on an import-substitution
léd industrialié%tion sincé 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 measureé, this import-substitution
led industrialisation continued upt6-1965. In this period,
almoét all industrial activities w;re domestic market
oriented and exports occupied only a small fraction of
GNP, According to Jo, the manufacturing production
structure was " import-.inducing and capital intensive
relative to Korea's labour-rich factor endowment",
Exports were sluggish and imports grew rapidly in 1955-
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.58.
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Once import.substituion led industrialisation rea-
ched its saturation level, a éubsequent and decisive
break.thfough was made in the growth of labout.intensive
industrial exports by the existing import.substituting
enterprises and newly est;blished export enterprises,
This period reflected the maturity of entrepreneurship
- 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 of 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
growtth of thetgross domestic product was led by the con-
tinuous substitution of the "pew" 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 "old" export of simple labour-intensive industri-

2
al products."

It was during the ES phase of growth that some of

externally oriented Korean firms began to make overseas

26, 'Ibid, P.59.
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Industrial and Regional Gomposition of Overseas Direct Investment by Korean Firms
(Thousands of US dollars)

Industry Eéf& %%g le ifggggca ﬁggigcaEurope Africa Oceania §32;1
Mining Cases 2 - - - - - - 2
Amount 386 - - - - - - 386
Timbering Cages 7 - - - - - - T
Fishing °~ Cases R - 4 8 1 9 - 23
Amount 90 - 493 881 40 6,090 - T,594
Maenufacturing Cases 11 -3 - 3 - 1 1 19
Amount 8,847 560 - 441 - 7,000 1,348 18,196
Congtruction 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 T1 2 39 2 1 149
Amount 2,621 487 5,875 80 2,674 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 . 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)

N

Source: Jo in Mc Kiyn & Mc Leoad

(ed9 ».

64.
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TABLE = 2,11

]
Korea's Depeundence on Overseas Natural Resources

(percéntage imported)

Year Crude Iron Alu. Tim- Raw VWool Cot- Ruba
il  Ore minium ber sugar ton  ber

1976 100,0 75,1 100,0 82.8 100,0 100,0 100,0 100,0

1981 z
(est) 100.,0 86.6 100,0 84,8 100.0 100,0 100.0 100.0

Source: Jo,. p.€O,

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 motivatvions for DFIL

by Korean firms. We shall discuss them now.

(1) 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 apprehena

sive of non-availability of a stable supply of raw materiais.

Hence, DFI in the primary sector. comprising mining,

—

27. Ibid, p.62. Also, world.wide energy crisis occured
in 1973¢&1979.
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timbering and fishing-has resulted in order to provide
the local market an assured supply of raw materials,
These sectors account for 25 éer ceﬁt of the DFI by
Korean firms(Table 2.10),

(i) Because of an-over.whelming dependence on imports
as well as foreigﬂ,capital for accelbrating the rate of
growth of economy as well as promoting investmwent, Korea
had to pursue its exports aggressively., DFI by Korean
firms was a means of promoting exports. In fact'GO per-
cent of DFI (Table 2.10) occurred to providevsuch on_
site services as trading, waréhousing and banking in the
developed as well as developiné countries in ordef to
market exports effectively. Thus DFI for Korea was com-
plementary to exports . "designed to expand home.based
production".* |

(i) About 15 per cent of thé DFI was in manufacturing
labour-intensive goods- mainly to cater to the host LDC
market, Typical manufacfures involves apparel, cotton

and Synthetic cloth wéaving, iron bars, plastic moldings,

* "Faced with growing protectionism in developed coun.
tries against industrial exports from 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, distributign channe%s and on-
site processing facilities". \Jo. p.63/.
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paper, tyres, cement etc., Korean firms were thus enga-
ged in horizontal investment in the production of labour-
~intensive, standaridised products".28 A motivation for
investment in manufacturing is to realise the economies
of scale by optimal utiliéation of large scale plants

by wmanufacturing and exporting plants and equipments to
Korea's joint venture manufacturing projects abroad,

(tv) It is interesting to note that Korea's insular tra-
dition (before WWII) does not have a history of migra.
tion of Koreans to the rest of the world. As such etha
nic and cultural ties are absent and they have not pro-
vided any motivation for DFI.29
(V) There are a few cases where South Korean MNCs have
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.S8, was motivated to use the
"wholly owned R&D firm as an overseas base for fhe deve-
lopment and import of appfopriate technological knowledge,
new processes, and new product designs to serve the

Korean market for sophisticéted technology".

28. Ibid, p.73.
29. Ibid, p. 71.

30, Ibid. p.Th.
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B.3 Comparative Advantage of Korean manufacturing

Fings

"The main advantage of the Korean firms engaged in
manufacturing activities over potential local and multi.
national éompetitgrs: ;eems to be derived from firm.
specific adaptafion of foreign technology and/or stand
ardised process to a relatively small scale of operations
and some adaptation of product designs to the LDCs' con-

" .
ditions, Such adaptations were the result of small
modifications in technoleqy and product designs emana-
ting from the méchine shops and assembly lines of Korean
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 gquality control ( for exam-
ple; plywood production), more intensive wmachine main-
tenance, and tﬁe upgrading of lower-quality raw materials
into quality inputs via wanual sorting (for example, wool
and cotton yarn). Korean firms may have advanfages over

the multinationals from advanced countries in the lower

labour costs of the local technicians, the semiskilled

31. _]_:_b_i_g_. p.73.
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APPENDIX

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

Value (thousands of U.S. dollars)

OECD Asia, exclua Middle Latin Africa Total No. of
countries ding Japan East America 7 case
Food, beverages &
“Tobacco & 6696 i 255 - - 6951 2
Textiles, Apparel &
Leather 450 11288 263 450 - 2451 7
Wood & wood products 1348 6735 - - - 8083 4
Paper Products & ‘ .
Printing 60 - - - 60 2
Chemicals, rubber & '
Plastic Products - 1276 541 e %000 8817 b
Non-metallic mineral N
products - 28,743 1520 - - 39,263 L
Basic metals - 100 - - - 100 1
Metal products, '
Machinery & equipments 500 5,668 2280 D - 306 8,754 8
Other manufacturing - 1,111 - - e 1,111 2
Total value 2358 51,617 4859 450 7306 66,590 34
Total No, of Cases 5 - 20 6 1 2 34 -

Source: Compiled by Westphal, Rhee, Kim & Amsden on thebasis of data made available by the
" Bank of Korea (Worid Development, 1984, p.521,
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and unskilled workers, and the more flexible business

attitudes associated with their small size and informal

32

organisation,

C. LATIN AMERICA

i

We have noted at the ouéset‘that data problems
copstitute on almost impregnable obstacie in carrying out
a detailed fesearéh on Latin American Direct Foreign In-
vestment (LADRI). In this section, we shall try to piece
together whatever information that is available on LADFX,

‘6.1 Characterisitces and Geographical Distribution

-

of LADFI

(i) 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

DCMNCs play only a minor role in these operétions.Bu

i
)

32. Ibid. p.73.

33. INTAL estimated that by the late 1960s, 44 per cent
of intra.LAFTA manufactured exports was controlled
by foreign-owned firms. See J.C Casas, Las Multi- _
nationales y el Comercio Latinoamericano (CEMLA, 1971)

34, Eduarde White: The International Projection of ‘
Firms from Latin American Countries in Kumar and !
Me Leod (eds). p.161. - |
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(W) 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

(i) In Latin America, the different levels of develop-
ment among countries coincide with their different posi-
fions and rqles with regard to the outflow and inflow of
ihtrafregional DFI (4) Brazil is probably the most impre-
ssive case of aggréssiVe internationalisation of domestic
firms in Latin America. It had a total stock of n DFI

of Us § 1,250 ‘,$ 1,500 million in 1982 according to
Dunning?G and next to Hong Kong and Singapore, is the
largest difect foreign investor amohg the deVGlopihg coun-
tries., Brazil is followed by Argentina with US § 750 -
1,000 million, In terms of the stock of DFIL, Jamaica

(US ¢ 400.450 million), Mexico ($350-400 million) and
Venezuela ($300-350 million) are the other leading direct
foreign investors, (éf) Besides, firms from Colombia,
Chile,ACostaRicaland Uruguay have also invested abroad.
The latter (especially Chile and Colombia) are the'middle;
sized' éqq 'intermediate’' countries of the region and

have played a balanced role as sources and recipients of

regional foreign investment, (¢3 ) ’But the'small or

35. Ibid, p.157. For Colombia, it was 77 per cent.
(Ibid. p.159/.

36, Dunning (1986) in Khan (ed).
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less.developed economies (Paraguay, Ecuador, Bolivia) in
the region' have played; almost exclusively the role of
host countfies. £ Fbr'Ecauadof, as a host, LADFI accoun-
ted for 11.5 péetééenh of the total investment '

T ~~ in 1977. For Bolivia, LADFI was 9 per cent of all

foreign investments approved by the government during

1972-76 37

(iv) In LADFI, both private and public sector firms have
been operative. In contrast with Argentine and other
Latin American cowpanies, where foreign investment has
been largely made by private companies following fhe mar-
ket impulses, the Brazilian performance seems to be cibse
1y linked to the role of so@e publié corporationsolika
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-
selves. This accounts for a significant chunk of the

intra-regional DFI in Latin America,

37. E. White (1981): Ipid. p.159.



0.070'.0

TABLE 2.12

Host countries

Countries of Argentina Belivia Bragil Colombia Chile Bquadoer Mexice Peru Veneguela Tota:
Origin 8/1976 1976 6/1978 12/1978 8/1978 12/19717 12/1978 12/1977 12/1978
Argentina - 441 20,031 1,062 662 10,846 986 1,771 2,058 37,85
Bolivia 2,605 - 17 5 133 - - 431 49 3, 244
Bragil 16,88§ 1,301 - 2,404 13969 4,752 734 949 338 41,33
Colombia 22,043 - 244 - 50 10,347 - 695 1,449 34,874
Chile 355 271 273 195 - 11,097 218 1,240 82 13,73
Ecuadoer - - i48 17,620 100 - - . 825 21 185714
Mexico 762 - 7,650 4,142 2,552 4,771 - 1,156 1,846 22,871
Péraguay - - 1 - - - | - - T7 74
Peru 8 594 14 1,719 47 1,186 133 - 193 3,89
Urugusay 7,930 - 16,475 1,110 300 - - 2,256 3,812 31,88#
Venezuele 10,090 - 13,333 26,123 5,697 5,525 1;205 2,011 - 63,989
Other Central - - 194 278 82 - - 38 731 1,327
America

Total 60,682 2,607 58,380 54,659 23,592 48,524 3,276 11,372 10,706 273,T9¢
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TABLE 2,173

LADFI in Manufacturing_Sectbrs‘

i

Sector - ~ Percent
Food Products | 16.2
Temtile s g | © 8.1
Agro Chemicals ' b1
Agricultural equipment 8.1
Printing 5.4
Chemicals & Pharameceuticals ' 10.8
Steel and inputs for steel production 4.8
Electromechanical 10.8
Automaking and components 8.1
Others ' - 21,6
Total
100,0

Source! 77 cases identified in the study by INTAL,
E. White, J, Campos and G, Ondards, Las Empresas
Conjuntas Lationoamericanas (INTAL, 1977), p.26.

LE 2 L2

C.2 Industrial Distribution of LADFI

The LADFI is diveréified in a wide wange of activi-
ties incluﬁing wanufacturing,wining petroleum, agricul.
ture, building, consulting,' trade, banking and insurance
services, The information available with the Argentine

Ministry and the Central Banks of Ecuador, Colombia - .
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Venezuela show thét)of fbe total LADFI occuring in these
host countries, there is a concentration of investment

in mauufacturing,(hh.S per cent) folgowed by trade (15
per cent) and banking (15 per cept).38 Table 2.13 shows
LADFI in the manufacturing sectors%ba;ed on data on 77
cases identified in a study by INTAL. The specialisation
ideﬁtified from fhe table are consistent with the general
pattern of industrial production in'Latip America. A
high proportion of the investment isqbagkward or forward
linked with agro-business {(agrochemicals, agricultural
machinery, textiles and food products).

C.3 Owhership Character of LADFI

W
v

(1) The majority of cases of DFI and t;ansfer of techno-
logy involve medium or large ( in Latin American terms )
private firmsp although public corporations are also acé
tive, particularly in projects in fhe basic industries,
such as staei, wining ahd petrochemicals, as well as in
physical integration projects, such as h&dwoelectricals*

or transport ventures. 39

(2) Joint ventures with local partners or associates are
the most frequent organisatipnal form of LADFIL, (Among khe

313 cases identified by the INTAL study, around 65 percent

38. Eb___i;_d_o po162.

§0. Vhite, Campos and Ondarts; Las Empresas Conjuntas
Latinoamericanas, pp.20.25 (Cited by VWhite, p.18h).
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adopted such an arrangement. The per.centage was higher
for the manufacturing sectors and lower for banking, buila.
ding. andvtrade.sy The joint ventﬁre preference is cor-
roborated by official country recoras. Of the Argentine
firms that registered investmentsfabéoad in 1967.76, 60

per cent declared that they had local partmers in the
L1

host countries, There are no data for other coﬁntries.

C.lt Macrogconomic Factors Responsible for the

ce of LADFI

Although the emergence of the first direct foreign
‘investment by Latin Americak firms goes back to the turn
of the century, W%When some Argentipe firms started moving
abroad, this phenomenon grew into a';ignificant sustained
trend only during the last two decades. A_high rate of
growth, expansion'of industrial capacity and the growth.
of wanufactured exports,were the permissive factors under-
lying internationalisation of the domestic firms. 3et_
ween 1965 and 1973, real output increased over 7 per cent
annually in Latin America. The'process-ofvindustrialisa-

tion, initiated in countries like Argentina, Brazil, Chile

39. A sample of 29 cases in the INTAL study included
none with less than 100 employees; 47 per cent of
the parent companies had more than 1,000 employees.
(cited by White. Ibid p.1843.

41, Ibid. p. 161,
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and Mexico well before World War I extended to the less
advanced regions after World VWar II, The manufacturing
base becamediversified and relatively advanced and grew

at the rate of 6.9 per cent per annum in 1QGO-65 and

7.5 per cent per year in 1965.70, Manufactured exports
increased by an average of 26 per dent for the region
during 1965-73 for Latin America as a vhole.*? While the
most dyhamic sectors (which were also capital infensive
and &dechnologically advanced) were the preserve of the
DCMNCs, Latin American firms attained a éignificant role
in several medium-sized industries such as focod, téxtiles,
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 aware of the limits apd Pro-
blems of import substitution as an industrial strétegy,ﬁn’
decided to promote fhe diversification of exports through
incentive programmes and changeé in their exchange.rate

policies, many local firms responded to the new objectives,

The regional integration 43 schemes and their trade
liberalisation measures have offered a wider role for
LAMNCs, although subsidiaries of DCMNCs have taken grea-

ter advantage of the opportunities provided by tariff cuts;

42, Ipbid. p.163.

43, Ibid, p;16h-165.
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and relatéd measures., Regional groups such as LAFTA,
Andean Group and CACM have stimulatgd LADFI, The Andean
Gréup is prometing joint ventqres.wiﬁhin Latin American
countries, This. has been instrumental in lessening the
traditional distfust of host Latin;American governments
towards LADFI, The availability of a wide regional mar.
ket and the different levels 6f'économic'development in
terms of industrial modernisation:éﬁd techno;ogical capa-
city have given the firms from thé.more advahced Latin
American countries the impetus to invest in less-advanced

sectors and countries of Latin America.

.Q.S Motives for Investment

(1) The permissive factor responsible for LADFI is an
increase in ihe stock of foreign exchange reserves in the
'70s which stimulated foreign investments of many of these
countries, However, in the 80's, the‘seVere BOP crisis

may have adversely affect the scaenario,

(2) The 'push' factor to LADFI has beea a result'of
political uncertainty in wmany Latin American countries
like Argentina (1973-76), Cﬁile and Peru so as to diveri
sify risks by puttihg eggs in more thanm one market.
However, such types of investment, unguided as they were,
by economic considerations, were shott-term in nature and

often, the shares were sold to the local investors after
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a few years.

(3) Preseryation of export markets arising out of poli.
cies of the howe government (meaSures thét discriminate
against exports like overvalued exchange rate and export
duty) as well as the host governmeﬁt'(iﬁport-substitu-
tion barriers like tariff imposed'bi the smaller countries
to protect their late industrialisation efforts) has
modivated firms to venturq overseas, These firms had
earlier export experéence.in the'host Latin American
countries,

(4) Sourcing,forgrawvmaterialsrin order to.stabilise the
price and supply fof th 'home marﬁqf’, ngianmerican
firms have moved abroad, The moé%.rélevaég'qgses belong
to the big owned enterpriées in the oil an'mineral sec-
tors, for e.g. Brazil's dependence on foréign 0il led
PETROBRAS to internationalise by>establishing subsidi-
aries abroad. Similarly, for the Brazilian state steel

enterprisé‘SIDERBRAS; |

C,6__Competitive Advantage_in Manufacturing of LADFI

Accoxrding to wh;taé the main competitive advantagé
of these firums is'relgted to the lower costs df their
projects, derived‘from_th? adaptafibn of their techno-
logy to the local context and from the 1owér costs of

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

Latin America was an imitative phenomenon.uu

"Yet there are several cases in which the competitive
advantageiof a Latin American firm seems to be backed up
by mo;e or less-importanf (process) innovétions". For
e;g. Hgéic%n firms investing ebroad have on theirbown,
developed certaip basicvteanoiogies like "the HYLSA
process fof.direct reduction in the steel industry, the
PEMEX process for the extraction of wetals while refining
crude oil"; etc. Similarly, Brazil's Pilao, manufacturer.
of equipment for the production of paper, has developed
"its own system for prqcessing-the*éhort.fiﬁrés‘obtained
from eucalyptme&'t:rees".l"5 Apart from such cases of ori-
ginal innovations, LADFI and transfer of t;chnology, and
their rélative advantages are baséd.on the mastery of im-
ported technologies that have been adapted to Latin
American conditions after years ofgaccumulated experience
by firms of the more advanced countr%ps of the region.
This experieﬁce; often over a pgr;6d of éeveral decades,
confined and consoiidated in its dom@stic marketé have

pro#ided wany Latin American MNCS a strong foothold im

overseas investment.

4y, ITbid. p.173.

45, Ipid, 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 the know-how far running them. The secret
of such successful experiences seem to lie in the deve.
lopment by these firms of approﬁ}iate techniques for small
scale production".u6 Some of these firms derive their .
international competitiveness also on the basis of the
"adaptation of thelr products to climatic and geographic

k7

conditions of other developing countries', The Braziiian
companies' investment in agrobusiness in Africa and in
"developing vehicles able to run on unpaved roads, inclu-

ding the mud of Amazoniaqare same of the eiamples.

"Although cost competitiveness appears to be the ba-

sic advantage of Latin American firms that move abroad,
there are several examples in which this advantage is com-
bined o replaced by. mafkeéing skills. An interesting
case is the projection of pharamaceutical firms frbm
Argentina to neighbour countries of Ai‘ri.ca.u8 There are
‘also certain companies, which through intensive adverti-

sing, have been able to develop its international brand

l‘s. Ibi.d. p01750
b7, JXbhida p.176-77.
48, Xpid. p.177.
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name like the Inca Cola of Peru which offers stiff com-

petition to Coco, Cola and pepsi,

A1l said and done, LADFI dominated in productslthe bevere
technology is standarised and made cost.effective to
suit the market requiremeﬁts and factor endowments of
the developing countries., Competition is oﬁ the basis
of price rather than marketing tnvolving creation of pro-
duct-differentiation in the winds of the consumers,

In our concluding chapter, we shall endeavour to
compare and contrast the experience of Indian and other
TWMNCs., Hence we do not endeavour to compére and con-
trast the Latin American and Asian experience in this

chapter,
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A, NOTE

Our analysis for Chapteré III, IV and V is restric-
ted to the official data sources for investmenté by Indian
firms by forming Jjoint ventures witﬁ host country firms.
While our official data souces are among the best and the
most reliable in the Thiwd World,‘they suffer from impor.
tant limitations as far as the estimate of direct foreign
investment(FDI) from India is concerned. Thus, noé‘only
joint ventures, but also 'subsidiaries' of the Indian pa-
rent firms 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., Moreover, official data on Indian
joint ventures under estimate the actual Indian equity
(or FDI)Aabroad. Hence our data on Indian equity (or FDI)
are underestimates on these two counts. Only through as
a thrpugh analysis of primary data sources can an esti-
mate of direct foreigninvestment from India be found.
Sebastian Meygis \EPYW Nov.7, 1987) has done this. How-
ever, due to limitations of time we were forced to resa.
trict ourselves to‘analysing Indian Joint Ventures only

based on secondary official and other data sources,



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 the
quantitative edidence on 1IJVg Abroad.. In the second secw
tion, we examine the geographical distribution of the
IJVs Abroad. In the third section we discuss about the
firm and industry level characferistics of Indian firms

that have ventured overseas,

A, DFI by Indian Firms:! Some Qhantitatiye Evidence

"Foreign direct investment from India is not a margie
nal phenomenon. It is quite sizeable relative to foreign
direct investment into 1ndia".1 It is also quite com-
parable with the figures of DFIL éf some newly industriali-
sing countries.although lying way behind investments by

2
LNCcs from Hong Kong, Singapore, Brazil, Argentina etc.

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

2. See Table 2,1 of our dissertation, However a signi.
ficant portion of Hong Xong's DFI is accounted for
by British expatriate firms (Dunning '86) and if we
add the awount of DFI by 250 -odd Indian subsidi-
aries to the official figures which include only
DFI by 1JVs abroad, Indian actual DFI will becoume
quite significant. (Morris '87).
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India, the poorest developing country to have invested
overseas has a signifiﬁant direct equity stock of US
$ 91 million, in August '86 méinly in manufacturing
_operations overseas., However, what mékes India's case
most unusual is that "it is probably the only develop-
ing country from which direct investment overseas ex-
ceed investment by foreigners into it, In the period
1969-80, the Government of India approved gross foreign
investment amounting to a paltry US § 70 million into
the country". On the other hand the outflow of DFI in

IJVs abroad was atleast § 90 millionk'3 in the same period,

The first Indian venture was in Ethiopia which
went into production in 1960, However, DFI from India
has grown steadily only since the late 60's, Table 3.1

shows the number of units which commenced production in

the 60's,

Table 3.2 shows ﬁhe year wise distribution of IJVs
abroad'in operation' and '‘under implementation'. e
note that‘the year-tp-yeér change in the number of oper-
ational units is on account of two factors: (1) Some

‘units which were under implementation have gone into

3.(¢)See R, Lall (1986) p.4 quoting S. Lall in Bhagwati
and Ruggie (198%) p.302 and (b) s.Lall (1984)
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TABLE . 3,1

Commencement of Production of IJvs Abrbad

Yoar 1960 1962 1965 1966 1967 1968 1969 1970

Number of
Units 1 1 1 1 5 1 6 L

Note : In 1961, 1963 and 1964, no unit commenced pro-
duction.

Source: Balakrishnan: EPW, May 1976, Review of Manage-
ment,

¥* ¥ ¥ %

production“/or (ii) some units wpich 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
en account of three factors? (i) some units which were
under implementation have gone into production/become
operational, (ii) some units under implementation have
been abandoned and (iii) new units are being implemented.
Here also; we do not have the break-up of these three
factors, Fipst of all, we shall look at the LJVs 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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TABLE 13,2
Showing Year.wise Distribution of Indian Joint Ventures
Abroad
(Numbers )
;L. Year In Op?ra- Net Under Total
51 (@) ORI O M 16y Hlid P o
1. Before ,
1970 19 19~
2, 1971 24 5 24
3. 1972 29 5 29
he 1973 35 6 35
5 1974 48 13 48
6. 1975 60 12 1 61
7. 1976 70 10 2 72
8. 1977 88 18 "5 93
9. 1978 ‘ 99 11 16 115
10, 1979 114 15 23 137
11, 1980 127 13 Ly 17
12, 1981 115 12 92 207
13. 1982 134 19 9k 228
4. 1983 154 20 81 235
15, 1984 157 3 79 236
16, 1985 158 1 52 210
17. 1986 150 -8 37 187

Sourcet! 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 Mini#try of Commerce Annual
Reports, From K.V.K.R, Table - 1. p.J.
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Table 3.2 and the corresponding graph show that the
nuwber 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 a£ a more or less
constant rate in the period 1971.80 so that a semi-log
trend will be appropriate for this period. However, the
'80's were marked by a distinct slackening of the rate
of growth of LJVs in production. In fact, in 1986, the
nurnber of ventures in operation was less than in 1982 and
in two years - 1981 & 1936 - the number of ventures in
production declined over the previous year. In 1985, the

wmaxiwum number of ventures was in operation,namely 158.

Table 3.2 shows that there was a dramatic increase
in the ventures 'under implementation' 1977-1981. It
reached its peak in 1982, Thereafter, it declined rather
sharply. In Dec. 1986, it reached its lowest figure (37i.
From Table-2, we see that while many of the ventures under
implementation have corimenced production, many more have
been abandoned. Thus, the total number of ventures in
operation and under implementation which had reached its
peak in 1984, nawely 236, 6declined gharply to 187 in 1986,

In fact from the graph depicted,the aggregate growth of

]
LIVs Abroad'in production' and ‘'under implementation',
we see that the 'total' increased at an increasing rate

till 1981, then it increased at a decreasing rate till it
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reached its peak in 1984,vhence it declined. Now, we shall
1ook into the question of Indian Joint Ventures Abroad

from the stand point of equity contributed,

On 1.1.76, there were 65 Indian Joint Ventures in
production and 63 under implementation., Together, their
Indian equity contribution was Rs. 3,346.74 lakhs or
US & 418,3 lakhs (i.e. UsS ¢ 37.2 million)h. On 31.8.80,
there were 117 ventures in Operation and 87 under imple-
mentation giving an aggregate Indiam equity of Rs. 9265
lakhs (i.e. US $ 115.8 million)s. On 31.3.82, there were
134 ventures in operation and 86 under implementation.
The aggregate Indian equity was Rs, 11,829,.38 lakhs (1.0.
US § 118.29 millions/®, On 20,8,86, there were 147 ven-

. tures in operation and 43 under implementation. Their

combined contribution to Indian equity overseas amounted
to Rs, 10,965.43 lakhs (i.0. 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

4, Balakrishpan, Ibid. I used the conversion rate Us
$ 1=RS.9.

5, IIC (1981) Pe3e (conversion rate § 1 = Rs.8).

6. R.G. Agarwalt Joint Ventures Abroad: Indian Experi-
encegp.69 (conversion US § 1 = Rs, 10).

K-V.K.Ranganathan= Indian Joint Ventures Abroad.
(IIPA Working paper) p.12. (conversion rate wmed !
$ 1 = Rs, 12),
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IABLE 3.3

Pattern of Indi Invegtment i oint ntur

(a8 of 31 December, 1983)

In Operation !gggg Implgmgntat;gg
Actual Percent- Approved Poercent-

Indian age of Indian age of
equity total equity total
S.Ne. Mede of Partici- (Re.lakl) (Res+lakhe)

pation

1. Export of Capital 3974 6345 2428 40.8
Equipment

2. Capitalization of 423 6.7 675 113
Knew-how

3., Cash remittance 557 8.9 2314 3849

4. Eonug shares issued 1176 18.9 - -

5. Others (loans,
adjustments of future
profits,etc+.preliminary

expeneses capitalieed, 125 2.0 540 9.0
etoc.
TOTAL : 6255 100.0 5957 . 100.0

Source: Annual Report 1983-84. GOI, Ministry of Commewce
: D47
’ .
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whence it recorded a marginal 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 data referred to
above give the nominal values only)., It seems that there
was disinvestment in the existing operational ventur958

and some of the ventures in operation and under implemen-

9

tation were abandoned.,

Table 3.3 provides a break_down of the gquity contri.
bution of Indian firms in their overseas joint ventures.
as of the end of 1983, According to the government of
India's guidelies relating to LJVs 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", Ina
vestment in this form had a disproportionately large share
of equity participation through exports of capital goods,
The fact that since 1978, the government has become wmore
liberal in permitting cash remittance is seen if we com-
pare between the figures for the operational véntures
(8.9 per cent) as well as for the ventures under imple-

mentation. DBonus shares issues which are based on the

8. See R, Lali, Op.Cit, p.82 (footnote no.5). Also,
Ch.,V of our déssertation.

9, More 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 ventures in pro-

duction.

According to R, Lall, "the size of the average Indian
Joint Venture is extremely sma11r, ' However this com-
parison is valid only with respect to the DCMNCs, How-
ever, it is not so when compared with TWMNCs, Thus al-
though in aggregate terms S.Korean firms have invested
abroad more than Indian firms}1 the overall average size
of investment of S. Korean firms was only US § 0.37
million.12 On the other hand, in wid - 1986, in the 147
operational IJVs, the average Indian equity participation
was Rs, 61,4 lakhs or about US § 0.5 million (based on
Table 3.5). If we assume 4O per cent equity participa-
tion by the Indian party, the average size of these pro.
jects amounts to US § 1.25 willion only. (For detailed
calculation See Table 3.6(A)). From Table 3.5 and Table
3.6, we note that, the actual average equity bf a project
in production came to Rs. 224,12 lakhs or about US § 1.90

million. Hence the figure US § 1.25 million is not corr-

10. R. Lall, OBQCit:Q Pe 15.

11, See Dunnins (1986) of ch.I of the dissertation
tTable 1.1

12, Jo (1981). The figure is howewer for 1978.
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Fleld of Operation

Manufacturing
ﬁoteld
Trading
Construction

Conpultancy

Miscellaneoue- -

PFPinanciel

Totol

92 8510.71
(62.59) (94.19)

15 78.93
(10620) ( 0.87)

16 72.13
(10.88) ( 0.80)

8 134.97
( 5¢44) ( 1.49)

2 6313
( 1.36) ( 0.70)

2 8048
( 1.36) ( 0.09)

é 16T «49
( 4.09) ( 1.86)

-~

147 9035.84

21 1044 .43
(48.84) (54.13)

6 558672
(13.95) (28.96)

7 135455
(16.28) ( 7.02)
4 44.92
( 9.30) ( 2.33)
3 32,93
( 6.98) ( 1.70)
2 113.04

( 4.65) ( 5.86)

43 1929.59
(100.00) (100.00)(100+00)(100.00)

113 9555.14
(59.47) (87.14)

21 637.65
(11.05)( 5.81)

23  207.68
(12.11) ( 1.89)

12 179.89
( 6+32) ( 1.64)

11 96,06
( 5.79) (0.88)

4 121.52
( 2.10) (1.11)

6 167.49
( 3.16) (1.53)

190 10 965.43

(100.00){100.00)

Sources K.V.Ks:R.

Po 19

a 3 KVER mentions as (&. 000) However it should be in &Es.lakhs.

. (Original source: Based on the data provided in the Indian

Investment Centre $ Faotsheets on Indian Jeint Ventures Abroad
for the period ending 20th August 1986.)
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[ABLE 3.5

IJVs O

to t

share of Indian Eauity. (Amount fin 3s.lakhs)

S1 Percentage In operation Under implementation Total
No. of equity  No. Amount No Amount No Amount
1 R TS o @.es) "18:88) (5.79) e
2B Gan 3B des Tone) (120 0rE)
> B Blon "G5 (a.s6) 5033)  (a1is8)  “(aa3
v Ban BB B BB G Clheew
> 0P (gg.tn) 1%1;.'39;:13) (23.93) %?zs‘:%) (23?53) 1%55:53)
¢ 75 & sbove (i.oe) 2%3:?%). (4.65) ?3?2?3) (u?21) 6%?:;2)
TOTAL (}gg.o) ?gg:gg) (?80.00) 2?33:38) (:gg.oo) 1??8%:3%)

Source : K.V.K.Ranganathan P,15 He ment ions theamount of equity in Rs.®000 but, it has

tobe in Rs.lakhs to bein confommity with figwes in other sources.

L
Original Source: Based on the data provided by the IXIC: Fact sheets on IJVs Abroad far

the period ending 20th Aug.1986.

Notes: Figures in parentheses are percentages calculated with fFespectittotals column.
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TABLE 3,6
i T Jo .
(a) (In opergtion)
Percentage No Amount of Average .
N of Indian  Class Mark of Ind ian Indian  Total Average equity
equity ventures equity equity equity of the project
(1) 2) 3) () (5) 6)= {5l 7=(5)x100
(14) TB) \8) = H
L
1 0.10 5 8 120.97 15.12 2419 .4 302.42
2 10.25 17.5 27 2895 .16 107.23 16543,80 612.73
3 2540 32,5 27 1897.83 €9.62 5784.10 214,22
4 4ho.s50 s b9 2695 .73 55,0 5990.51 122.25
5 50-75 62.5 30 1218.21 L0,.61 194G5,14 64,97
TOTAL 1 147 . 9035,84 61.12 32945,16 224,12
(B) (Under Implementatiﬁn)
1 0.10 5 3 116 .85 38.95 2337 77«01
2 10-25 17.5 2 86 .04 43,02 491.65 245,83
3 2540 32.5 14 569.59 40.68 1752.52 125.18
4 4050 Ly 13 4ith 73 34,21 988,28 76 .02
5 5075 62.5 9 304,57 33.84 487.31 54415
6 76 & above 87.5 2 Lo7 .85 203,92 466,11 233.20

TOTAL L3 1929,60 L43.94 6522,87 151.69

ASo&rce: Saﬁe as Table 3.5.
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1
ect, 3 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 3.6(4)). We do not have any answer as to why this
is so, but it seems that the projects with higher average
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 goverument.

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 altered in the case of
ventures under implementation, though even here, the aver-
age equity .i»- of a project is the maximum in the 10%-
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 awer-
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

s

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-
duction in the manufacturing sector acceount for Ol pew asent
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 for 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 thq 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 mseme. However, since, the total equity capital
required to launch an average project in the manufactu-
ring sector is wmuch larger tham that in the non-manufact-
uring sector, it follows that most of the ventures in the
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 govermment's intention to res-
trict Indian equity holding at less than pr per cent
in manufacturing ventures in order to promote South-

South Cow.operation.
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JABLE 3,7 )
Distribut don of Indian Joint Ventures according to the Field

of oporation and Resion (in operation & under implementationl

South & W.Asia

Fi£f§i§? East ficﬁiddle S.Asia Europe America Oceania Total
operation Asia ca East)
Manufacturing 57 2? 8 20 3 1 3 113
Trading 8 2 1 - 8 L - 23
Consultanby 2 3 2 1 3 - - 1
Construction 1 1 9 - 1 - - 12
Hotel - 3 1 6 6 L 1 21
Fimancial 1 1 - 2 _ 1 1 - 6
Miscalleneous 1 - - 1 2 - - b
TOTAL 70 3% 21 30 24 10 4 190

Source: K.V.K.Ranganathan Indian Joint Venturee Abroad.
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TABLE 13,8

Industry Anglysis of Ipndian Joinpt Yentures by Field of Collaboxation in the

Manufacturing Sector (in operation and undexr implementation)

(ason 20.08.1986)
s1 In Operation : Under Implementation
Yo Industry Number Relat ive Bhare Number Rel ative Share -
. (%) (%)
1 Light Engineering 33 35.87 7 33.33
2  Textiles & A.,Product 16 17.39 7 33.33
3 Chemicals & Pharmace- 15 16 .30
uticals
4 0il seeds crushing &
refining of palm oil 4 L,35 1 4,76
5 Iron & Steel Products 7 7 .61 1 : 4 .76
6 Pulp & Paper 3 3.26 2 9.54
7 Glass & Glass Product 4 4,35
8 Leather & Rubber "n 2 2,17 1 : 4.76
9 Food Products L L.35 1 4,76
10 Commercial Vehicles L k.35 1 L,76
TOTAL 92 100,00 21 100,00

Source: Based on K¥WKR's Ind ian Joint Ventures Abroad Annexure 3 Pr 40,46,
This annexure forms t he basis for our appendix - 1 of this chapter.
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From Table 3.4, we also note that in the non_manu-
facturing sector, Indian firms have invested in the follow.
ing categories: Hotel, Trading, Construction, Consultancy,

hiscellaneous and Financial Services.

Table 3.7 shows the distribution of ILJVs 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/77 /of
ventures (QO%) of the non-manufacturing joint ventures
are located in DCs while only 3% of the joint ventures in

-."«.. 1in the manufacturing sectors are lo.
cated in the developed countries. Among the developing
countries, in comparatively more developed countries -
}b West Asia and Singapore,. the proportion of joint ven-
tures in the manufacturing sector is less, Thus in West
Asia (Middle East), the proportion of IJVs in manufactu-
ring sector is 38% only campared to 70% 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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TASLE 13,9

FISLDS OF COLIABORAT ION FCR IND@ JOINT VENTURES IN 7 MAJOR HOST DEVE_I_.LOPING COUNTRIES.
(AS_ON_20,08,1986)
SECTAR MALAYSIA THALLAND INDONESIA SRILANKA SINGAPORE NIGERIA UcsABosl
Ip ur 1P UX IP Ul IP UL Ip ULl IP Ul Ip UL
A M ANUFACTURING
1. Light Engg., 10 1 2 - 2 - 2 1 3 - 4 1 3 -
2., Textiles 1 - 2 - 6 - 1 - - - 1 - - -
3. Chemicals 2 1 2 - - - 3 1 - 1 2 2 1 -
4L, O0il seeds L 1
5. Iron & Steel 1 - 2 - 3 - - - 1 1 - - - -
6. Pulpé&Paper - - 1 1 - - 1 - - - 1 - - -
Te Glassé&G.prdt., 2 - - - - - 1 - - - - - - -
8. L & D Prdts, - - - - - - 1 1 - 1 - - - -
9. Food Prdts. - - - - - - - - 1 - 1 - 1 -
10. Comml.Vehicle 2 - - - - - 1 - 1 - - - - -
(11) sub Totai(a) 22 3 9 T 11 0 10 3 6 3 9 3 5 0
B .NON NANUFACTURING.
12, Trading Mark., ‘1 - - - - - 1 - L - - - 1 -
13. Hotel - - - - - - 2 1 - - - - - -
14, Engg.Constn, - - - 1 - - - - 1 - - - 3 -
15. Consultancy - - - - - - - - - 3 - - -
16. Financial - - - - - - 3 - 2 - = - - -
17' Others - - - - - - - - 2 - - - - -
(18) sub Total(B) "1 0 0 1 0 0 6 1 9 3 0 I 0
TOTAL (11) + (18) 23 3 9 2 11 ) 16 1 15 3 12 3 9 )

Sources Based on Annexure - 3 Indian Joint Ventures Abroad IVKRPY,40-46.
basis for Appendix - 1 of our chapter.

This provides the
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Manufacturing 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 adaptation 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 ‘ron and steel and commercial vehi-
cles. Within these ten industries there is a relative
concentration in light eungineering (33) followed by text -
iles(16) which together account for 53% of the wventures
in producfion. The degree of concentration is greater
for ventures under implementation as the two together

account for 67% of these ventures,

Table 3.9 gives a detailed picture of the fields of
collaboration for Indiam Joint Ventures in 7 dajor Deve-
loping Countries as hosts to IJVs, These countries are

Malaysia, 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 throughout the length and breadth of the globe,
there is 2 marked concentration in these seven countries

as 65% of the ventures in operation and 27% of the ven-
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TABLE 13,10 \ '
Regiopal Distxibution of IJVs Abxroad ( as on 20.8.86)(Amount in ps.lakhs)

Si Region In Operation Under Implementation __Total
No rUC No PUC No PUC
1 2 3 1y 5 6 7
Ay DEVELOPING COUNTRIES:
1, South E.Asia 61 L86Y4 ,33 9 501 .42 70 5365475
(41.50) (53.83) (20.93) (25.99) (36 .84) (48.93)
2. Africa 23 3359.62 8 63.06 31 3622.68
(15.65) (37.18) (18.60) 29,18) (16 .32) (35.77)
3. @8.,Asia 21 223.53 448,76 30 662,29
(14.29) 2.36) (20,93) (23.26) (15.79) ( 6.04)
4., VWest Asia 17 . 237.62 L 66 .47 21 304,09
(11.;6; 2.63) (9.30) (3.44) (11.05) (2.77)
5. Oceanig 3 23.22 1 2.90 4 6.12
(2.04) (0.26) (2.33) 2.74) (2.11) 0.70)
6. Total 1 to 5 125 8698.32 .31 1632,61 156 10330.93
(85.03) (96.26) (72.09) (84.60) (82.11) 94 .21 )
B: DEVELOPED COUNTRIES i
7. Europe 16 316 .26 8 151,62 24 Léty .88
(10.88) 23.50) (18.6 1) (7.86) (12.63) (4.27)
8. America 6 21.26 4 145,36 10 166,62
66(4.05)  (0.24) (5.30) (7.53) (5.26) (1.52)
9. Total 7&8 22 337.52 12 296,98 34 634.50
(14,97) “(3.74) (27.91) (15.40) (37.89) (5.79)
0. Total 6&9 147 9035 .84 43 1929.59 190 10965 .43
(100,00) (100,C0) (100,00) (100.00) (100,00) (100,00)

* Includes a venture in Australia - a DC,

Source:! Based on the data provided by the IIC: Factsheets on Ind ian Joint Ventures Abroad for
the period end ing 20th Aucust 1986 (From K.V.K.Ranranathant: CSG }Jorking Paper Indian

Joint Ventures Abroad IIPA, N.,Delhi, +.19Y
Note ¢ PUC: Paid up capital by Indian Vartner \i.e.Indian Equity abroad).
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tures under implementation are located here.

Table 3.10 shows the regional distribution of IJVs
Abroad in ventures in production and under implementation
in terms of number and Indian oquity (peid up ocapital by
the Indian partner) involved. In mid 1986 (as on
20.8.86) there wer; 61 ventures in operation in South
Baot Asia eccounting for 41.50% of the total. Their
contribution to Indian equity wos ovon larger = 54
percent. Ve note that of late as far as ventures under
implementation are concerned, there has been a shift
in the geographical erientation of Indian firms towvards
Africa. Thisg is becauge S«B. Asia and Africa stend on
an equal footing as far es the number of IJVs unnder
implementation and the total Indian cquity contributed in
the twe regions are oconcerned. However, in the figure for
Indian oquity in a venture in Africa = & gea resort hotel
.(under implementation) in Seychelles dominates. This one

venture alone accounts for 16% of Indien oquity in ventures

under implementation.

The developing countries, as a whole account for

125 (aoctually 124 as one venture in Australia has beon
included in the category 'Oceania') ventures in

production eaccounting for 85% of the total number of 1JVs
in production. They account for a higher 96% of the
total Indian equity in ventures in operation. The small

averege in Indian equity im DCp is due to the fact that,
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31/34 of the ventures are in the non manufacturing whigh

require a smaller amount of 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 see that 28%
of the IJVs are located fpn 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% followed by
U.K. (5%) in Indian equity contribution for ventures

under implementztion.

We shall now tuwn to section II which rprovides a
detailed survey of the geographical orientation of the
LJVs Abroad, after summing up the contents presented

in this section.,



i)

o 95 LK)

A _SWBMING UP,

In the 70's, India had mede fairly rapid strides
in establishing joint ventures abroad, although its
bace had considerably slackened in the 80's . woth in
terms of numbers (Table: 32) as well as in the terms
of Indian equity contributed-whether in rupee or in
dollar terms, The greatest share of Indian equity
in ventures in operation is accounted for by 'export,
of capital equipmeut,(63.5 per cent) while ‘cash
remittance‘accounts for an insignificant 8.9 percent
(Table 3.3). This form of Indian equity capital was
possible as Indian DFI was mostl& concentrated in the
manufacturing sector accounting for 63 per cent of the
number of operational ventwres amd 94 per cent of
Indian equity therein. Of late, with a more liberal
stance towards eash 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 the manufacturing to the non-

manufacturing sector.



. 96 ¢ e

ii) A majority (75 per cent) of Indian ventures accounting
for 84 per cent of Indian equity are in operationmal
ventures where the Indian partner has a minority

share, This is true also far ventures under

implementation (Table 3.5).

iii) The average size of the Indian equity at US $0.5
million (wid.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
financial 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 - was contributed by the
Indian partner, The figure is 29 percent for ventures

under implementation (based on Table 3.6).

iv) 18 per cent of the combined ventures in operation
and undér: implementation are located in the DCs.
3 per cent of the ventures in the manufacturing
sector and 40 percent  the ventures in the non-
manufacturing sector are located in the DCs

(Table 3.7).
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There are 35 countries at present, (mid - '86) in
which IJVs 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 Jj.Dividing the globe into geogré_
phical regions, we note that 54 per cent of Indian
equity in ventures in operation and 49 percent of
the equity in ventures under implementation are
located in South East Asia. For Africa,the figures
are 37 percent and 36 percent respectively. Hence
there is regionwise concentration of equity
participation of IJVs abroad. .This concentration

is true for the numbers as well. (Table 3.10)



B  crosrAPEICAL DISTRIBUTION
OF _INDIAN JOINT VENTURES .

GeographicallyJIndian firms' overseas investment
covers a wide area - from Fiji & Tongo in the East to
Nigeria in the West (amoung the developing countries).
However, as on August 20, 1986, the maximum concentratieon
of Indian Joint Ventures was in the neighbouring countries
around the Indian Ocean -~ Thailand (9), Indonesia 111},
Malaysia (23), Singapore (15) and Sri Lanka (16)1. These
five countries account for 74 out of 147 joint ventures
in operation (ie.50%). In terms of equity 5 countries-
Thailand (16.48), Indonesia (16.08), Malaysia (15.38).
Senegal (15.14%) and Kenya 12.40%) account for about
76% of the total Indian equity in plants in operation,
as on 20.8.86.2 There were 30 countries in which Indian
joint, ventures were in operation.3 Apart from these
countries, in five other countries, Indian joint ventures
(IJVs) were under implementation% We thus note that the
distrihution of IJVs 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 Uorking paper IIPA
'Indian J¥s Abroad' PP 14315,

. 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 IJVs as it is at present. We shall now provide a

broad overview of the trend regarding the gevgraphical

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 bhalf the market share of

EthiOpia.5

Initially in the 1960s, the African continent
rrovided 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
prior to 1970.6 Next in importance were the/developing /2
countries/S.E.Asia - Malaysia and Thailand. In the 70's /of
while Indian FDI diversified into several countries, it
rema ined concentrated in a few countries. Thus, five
countries - Malaysia, Indonesia, Thailand, Nigeria and
Kenya together held about 4/5-ths of the stock of FDI

frou India7 (upto 1978).

5) Balakrishnan V It was takeu over after the revolution
of September, 1979 (Qee JRaG Agarwal B JA2)

6)S.Mgrris: Trends in FDI from India (1950-82). EPW
Nov.'14 ..1987 P.1963.

7) Ibid P.1963.
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Outflows of Indian Equity Share capital om account of JVg to
important destination countries

COUNTRIES KENYA MALAY THAI INDON NIGE SENE SRIL SINGA

" PERTOD SIA LAND ESIA RIA  GAL LANKA PORE  LOTAL

UPTO 1970 k1,25 24,44 6,29 0.00 Neg 0,00 Neg 4.12 76.07
1971 - 74 20.95 L42,74 Neg 19.96 XNeg 0.00 Neg Neg 83.65

1975 - 78 11.14 14,81 10,88 21.17 1,60 0,00 DNeg Neg 77.60

1979 - 82 0,99 5.4 4.89 10,24 10,61 28,08 10.54 12.28 84,01

Source: Based on data provided in Table 10: S.Morris P.1964

The above table shows that Kenya (41.25%) and Malaysia (24.44%)
were the two most important host countries in the period 1960-70,
In 197174, Malaysia (42.74%) overtook Kenya (20,95%) followed by
Indonesia (19.96%)—the latter having no joint venture in the 60's .
In 1975-78, there was a greater diversification of host countries
with Inddénesia (21.17%) taking the top slot followed by the newly
important destinat ion country . Nigeria (19.60%). ~ ¥he period
1979-82 was marked by maximum diversification-with 3 more countries,
Senegal (28.08%), Sri Lanka(10,54%), and Singapore (12.28%) reaching
double~figures.8 Besides,in this period, there were numerous other
host countries whose share in Indian equity overseas exceeded 1 %9
Also, the importance of Kenya and Malaysia as host, country

partners declined significantly followed by that of Thailand ard

Indonesia to a certain extent,

8) However, the case of Senegal is exceptional as IFFCO's giant
Fertilizer Company - a single joint venture in Senegal accounts
for 15.74% of total OQEity of LJVs in operation as om 20, 8,86

source: Table 3 K.V.VSR. P, 14),

9) See Table 10: S.Merris P,1964. In fact they numbered ping.
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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 availéble, one has to try to explain the
geographical patterns of Indian investwments 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:?

1.1.76 10, 51:3.82 "

, and 20,3,86 ?2. On the basis of
these data we can analyse the evolving geographical
spread of IJVs, VWe shall take each region in twn and
analyse separately their trend in the rate of growth of
Indian joint ventures abroad and causes for their
abandonment. However, all these data are not strictly
comparable. ‘Unfortunately, in the references cited, no
where is it mentioned as to how ° Lo ~

- - - - ~
. - o
T\

10) Balakrishpnan, EPW, May 1976
11) R.G.Agarwal : India's Joint Ventures Abroad(NBT)

12) K.V.K.Ranganathan: India's Joint Ventures Abroad:
IIPA wggkipg Paper.,
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Indian equity in different joint ventures implemented at
different points of time have been aggregated. For
inflatien and differential ratees of changes in exchange
rato in different countries will affect the 'real' vealue
of Indian egquitye It gecms, hovever, that n; oor;eotion
hae been made in the data and the figures have been
aggregated in terms of current values in Indian Rupees.
Since the figures on Indian equity cen net be sgtrictly
speaking aggregated in anslysirg the trends and underlying
fectors. Ve shall be more concerned with the number of

IJVe rather than their contribution to Indian equity.

“AFRICA:
Inttially in the 60's, the African countries were

the leading hosts to IJVe. The resson was that, as a
founding member of the Non-Aligned movement and one of
the firet develovning countries to induptrierlico en a
gignificant gcale, India, in the 50'g and 60's provided
both & political model for econemic sgelf-=reliance as vaell
as & model for industriel development. The nced for
economic trade and buginess co-oporation was otregsed in
thig veriod. The Indo=African Dovclovment Asgociation
formed to realipge thege objeoctiveos had es one of its
objectivét ' aes "to study, vrocess and eoffeootively doel with
enquiries received from the African Countries

for cellaboration in industrial fields
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TABLE 3,12

Africa_l(as_on 1,1.76)_ (excludinz Libyva)

P, in L

S1 COUNTRY In Production Und.implmn. Abnd.after Appl

W No Indian Ety No. Indn Ety No. Lndn.zty.
1 Kenya 7 392 .39 1 147,00 6 593.3¢
2 Nigeria 3 46,20 - - 9 92,08
3 Mauritius 5 53.15 5 62,10 L 56 .81
L Ugpanda 1 29,20 - - 1 ‘
5 Tanzania - - - - 3 36 .20
6 Zambia - - 2 48,40 3 24,50
7 Senegal - - - - 1 3.65
3 Togo - - ; - 2 1.20
9 Ghana - - - - 1 5 .40
10  hoxoco - - - - 1 3.69
11 Zthionia - - - - 9 139.55
TOTAL 16 520,94 8 257.50 4O 956 137

Source ; Balakrishnan EPVW khay 1576.
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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 closhes in whish
Indians settled in Africa were victims, as in Uganda,
and Kenya; and Africanisation or nationalisation of
joint ventures Were the roat causes behind a shift
in the investors' interest frowm Africa to South East
Asia, (However, since the late 70's, Nigeria has
provided a politically favourable climate to Indian
Joint Ventwres.) Of the nine ventures approved for
production, there is not a single venture in production
or under implementation in Ethiopia.at present, India's
first joint-venture:win Ethiopia which was economically
quite profitable in the 60's having captured half the
market share-was nationalised due. to political reasons.
Infact, in 1976, Africa prosented a gloomy picture as
far as abandomment of IJV proposals were concerned.
Thus 63% of the total number of ventures (for Africa)
were abandened after approval accounting for 55% of the

proposed investment in Africa.1u

13) Cited by Balakrishnan EE¥ May 1876 with independence
of African countries, (Nigeria(in 1?69),Kenya(in 1963)
etc., cod-operation gathered wmomentum).

14) From Table (3) in Balalkrisman.
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Tgble 3.13
iJVe in AFRICA
(aﬂ on 1010!2!6! Re.in lakhs.
Np.of Preposals Appreved In.Prodn. Under Imple. Abendened
Countries after April -
Ne. Ind uity No. ign o +Bgquity Ne. I.Bgquit
11 64 1734 .91 16 520.94 B. 257.50 40 956.47

Seurce: Appendix 1 1 Balekrishnan EPW '76.
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TALLE _2.1h

IJVs in Africa ns on 31.3.82. 'in Lumbers)

—— - e A———— s
———— e — —— - . — ————

I ULDER ABAN -~ ICN -

oroIrny 4 -ROVAL  GpRRATION T FLT. DONED O LB TED
Jotswana 1 1 - - -
Kenya 2l e "3 3 <
Liberin 1 - 1 - -
Foauritius 16 5 1 5 5
Niseria . 33 6 12 Ly 11
Serme pal 2 - 1 - 1
Sevcilellas 1 - 1 - -
sudanr 1 - i - -
Tanzania il - i - 3
Cieand o 2 - . 1 1
~thiopia S - - L 5

Ghana 1 - - 1 1

Iiib}’r'\ 3 - - 1 2

L OTACeO 1 - - 1 1
Munite T - 1 1 -

TCTAL 106 o 1 193 I

— . .

ource 3 Table VIL .G Ararwnl 1, 63 o 6%,
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TABLE 13,15

JVs in Africa (as on_31,3.32) \P.lakhs)

S1 o D _OPERATTO.. - Yy fmplegatation
No COUNTRY No.of Actl.Indn Per.Tot, Xo.of APpe+nd, ¥.T.
JVs Eaty. Eqty. JVs, Ety. JOR AU

1 Xenya 10 1216 ,36 26.2 2 60.18 0.8
2 Nigeria 6 261.81 5.6 12 1327.05 18,5

3 lMauritus 5 L4s,09 0.9 1 13.40 0.2

L  Uganda 1 28,07 0.6 - - -

5 Liberiz - - - 1 68,00 0,9

6 Seychelles - - - 1 134,50 1.9

7 Tamzania - - - 1 2,67 0.1

8 DBotswana 1 5,00 0.1 - - -

9 Zambia - - - 1 30,00 0,4
10. Senegal - - - 1 1696 ,00 23,6
11, Sudan - - - 1 360,00 5,0

TOTAL 23 1556 ,33 33,4 21 3691.80 51.4
TABLE 3,16 .
LJVs ip Africa (a2s op 20.8.87) in.Lakhs)

1. Kenya 6 1120,68 12.40 2 34,90 1.°1

2. Nigeria 12 755 .81 8.36 3 76 .18 3.95

3. Maritius 2 15.82 0.18 1 26 .75 1.30

4, Ugsanda 1 28,06 0.31 - - -

5, Seychellies - - - 1 307.63 15.94

6. Senegal 1 1421.,80 15.74 - - -

7. Eqypt 1 17 .4k 0.19 1 117,60 6,09

TOT AL 23 3359,61 36.16 8 563,06 30,09

SOURCE: For Table (c¢) PP.68, R.G.Agarwal JVs Abroad.

For Table (d,,PP,14.15 X.V.K.Ranganathan.
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The picture has not changed since, as on March 1982 15,
we find that out of 106 approved proposals, 18 were
abandoned after iwmplementation, 44 nou-iwmplemented, 23
in operation and 21 under implementation. The rTeasons
for such a large percentage (41%) of orojects non-
implemented were that the government or the Indian firm
did not perform a detailed cost-benefit analysis
regardiug the feasibility of the project, change in
political climate of the host country leading to
uncertainty and also the absence of a suitable unost-
country leading to uncertainty anmd also the absence of
a suaitable nost-country partner. These were the reasons

also for non-implementation of projects in other regions

as well,

From Tables 3.12, 3.13 & 3.14 we note that the number
of JVs in production increased from 1( to 23 between Jan'76
and March 1982, However, there was uo increase upto August
1986, The number of ventures in Kenya registered a decline
from 10 to 6 and in Mauritius fram 5 to 2. llowvever, it
doubled in Nigeria from 6 to 12 between March 1982 and

August 1986, R Ral B S AR fhe amount of Indian

15, From table VII R.G.Agarwal FP,63.65.
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equity fer ventures in production trebled between Jan'T7é6
and March'82 frem Re.520+,94 lakhs te Rs.1556.33 lekhs and
it doubled in between March'82 and August 1986 to Re.3359.61
lakhs. Hewever, there was marked fluctuetion in case of
the same fer ventures under implementation. Thug from
Ra.257.50 lakhs on 1.1.1976, the amount inocreased about
14 feld te be Re«3691.80 whence it declined drastically
to R8.563.06 lakhs. Surely, this is to be explained,
partly by the fact that India's largest, Jjoint venture in
Senegal acceunting for an equity of Rs.1696.00 likkhs was
brought inte preduction in the 2nd period. Heowever, we

have a nete of concern in that, while the aggregate amount

ef actual Indian equity in ventures in productien and under

implementation exceeded Re.5200 lekhs en 31.3.82, it
declined teo less than Rs.4000 lakhs en 20.8.86. What

with inflatien and the depreciatien ef Indian Rupee, the
actual extent of Indian equity contributien seems to be

even less.

In percentage terms, as on 20.8.86, 36.16% of the
total Indian equity inveetdd abread ies in Africa. The

figure was 30.09% for Indian ventures under implementatien.

SOUTH EAST ASIAS

While in the 60's Africe (esp. Kenya) deminated as
heosts to Indian jeint ventures, the 70's reflected a shift

in the geographical orientation ef Indian malti-

natienale in faveur of S.B.sAsia. Thus in 1971=-74, Malaysia
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TABLE _13,17

Indian Joint Ventures in South East Asia,. (m.lakhs)

. ) Aband oned

D:;e hg;szf Proposal Appd. In Frodan. Und. Impmn. _af.apprl|
on countries No. ImlEqty. No Ind ©ty. No Imdety No  I.Ety
1.1.76 7 86 2261 .31 33 987 .46 37 1121.09 16  152.74
31.3.82 8 150 N.A 64 2830,29 23 1749.38 63 N.A
20.8.86 9 N.A N.A 63  14880.35 10 554,31 bA N.A

Sources : 1) Balakr ishnan : Appendix - 1 EPW May 1976,
2) R.G.agarwal PP 63.65 & Pr.66 (Table VIL & VIIL)
3) KVK.Renganathan Table 3 .P 14.15, (N.A: Not Availdle)

E 8
IJVs_in __S.E.Asi 6 (ns.1akhs)

1. Malaysia 46 1095 .31 23 776 .02 15 26L.49 8  54,%
2., Indonesia 16 724 .63 3 106,50 8 531.90 5  86.2-
3. Singapore 9 130.35 1 " 12.80 6 105.84 2 11.7
L, Thail and 7 152,82 3 60,80 3 92,02 1
5. Phillippines 4 112,95 1 7.76 3 105.19 - -
6. Fiji 2 37.25 1 18.10 1 19.15 - -
7. Hong Kong 2 8.00 1 5.50 1 2,50 . -

TOT AL 86 2261.31 33 987.48 37  1121.09 16 152,70

Source : Balakrishnan EPW May 1976,
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. TABLE._3.19  INDIAN JOINT VENTURES IN S.E.ASIA (AS ON 31.3.82)

8 E i()ST ,‘ -NOI’. OF IN »}PRCD‘UCT.ION Under Implementation Not
Ko - PROP.. & - Actual Appr oved Abandoned .
&WWTRY - APPD. §°‘.Indn. Eqty. No. Indn., Eqty. implemented
o - 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 b 473.40 6.6 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 - v
5 Philippines 6 2 44,98 1,0 - - - 2 2
6 Fiji. 3 1 111,22 0.2 - - - 1 1
7 Hong Kong 5 2  2.86 0,1 1 24,00 0,3 1 1
8 Tonga . 1 - - 1 1.80
TOTAL . 150 64 2830.29 61.0 - 23  1749.38 24.3 14 b9

'~ ‘Source: R.G.Agarwal Pr.63,65 & 66
M.B. Data on equity for proposals approved, abandoned and not implemented
were not available.
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TABLE 3,20: IJVs in S.E.Asia {as on 20.8.86) (».lakhs)

s1  lHost No; of TN PRODUCTION Under Implementation -NOt
No Country Alrsg. No, I QCtgat No. Appd.Indn Abandoned ézgigd
) PP . na. rqry. Eqtv.
Value % Value ¢l No. No,

1 Malaysia - 28 1389.34 15.83 3 44,83 2.32 - -
2 Indonesia 11 1452.75 16,08 0 0.00 -
3 Singapore 15 485 .65 5.37 3 366,33 18.98
l Thailand 9 1488 .68 16 .48 2 89.30 4,63
5 Phiilipines 1 36.95 O. U4y
6 Fiji 1 14,03 0.16
7 Hong Kong 2 7 .96 0.09 1 0,96 0.05
8 Tonga 1 1.99 0.02
G so0lo.on 1s, ) 1 52 .,8¢ 2,00

TOTAL N, A® 63 4880.85 54,02 10 554.31 29.98 N.A.2 N.a.®

Source : «.V.K.Q Pr.o 1h - 15

as

Not Available,
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received the maximum inflow of Indian capital (42.74%)

and in 1975-78, Indonesia (21.17%) replaced Nalaysia.16

Prior to January 1976, S.E.Asia was the most
successful region as far as Ind ian Joint Ventures were
concerned., Thus only 18% of the LJVs were abandoned
after approval., In terms of equity cqntributed in IJVs

LN . {
,under implementation and abandoned after

in;production
approvalain S.E.Asia, the share pf Indian equity in ILJVs
wiuich mere(abandoned after approval'was only 5j 4 17
Malaysia was the earliest host to IJVs in South East Asia
and 6% of the ventures in production {with Indian equity
of 785) were hosted in Malaysia as on 1.1.767%db1é)£his
degree of concentration in Malqrsia.within South Fast Asia
was reduced by March 1982 and further still by August'80.
This was because of the fact, that if we compare the end
points 1.1.76 and 20.8.86, we see that (i/ the number of
ventures in production remained static at 23 (although it
had increased to 28 on 31.3.83) and the numberof venturecs
under implementation declined from 15 to 3 only and (ii)
Indonesia, Singapore and Thailand became impor ‘ant hosts

to Indian multinantionals with 11, 15 and 9 ventures in

production respectively ns on August 1986.

16) Table II

17) Balakrishnan E¥W May 19 6 Appendix - 1 & Table 17.
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For South East Asia as a whole)the number of ventures
in production doubled in the first period (1.1.76 - 31.3.82)
from 33 to 64 and the amount of Indian equity contributed
trebled from R5.987.48 lakhs to §5.2830.29 lakhs. However,
the number of Indian ventures remained static in the

second period and was .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 for the

highest decline in the second period.

Thus the second period was particularly Jynfavourable
for IJVs in South East Asia (as was the case in Africa as
well) as the aggregate number of ventures in production

and under implementation declined from 87 to 74 (15%).

There was a slight shift in the geographical
distribution away from South Tast 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 region) wise
distribution of IJVs abroad., We note that LJVs in South
East Asia woro diversified across a wide range of
activit ies from simple labour intensive standarded

product ion techniques (%extiles, light eng ineering) ¢,

complex capital and technology intensive production
processes (tranSport equipment, vehicles, chemicals,
paper and pulp.etc)f Most of these ILJVs were to serve
the local market. Only a few units were meant for third
country export. Excluding in Singapore and Hong Kong

most of 'L units were in the manufacturing sector., Jthese

THE MIDDLE EAST.

Indian firms made a rather late entry in the Middle
East as compared to that in Afriéa and South East, Thus
upto January 1976 of the 30 proposals spread over 11
countries, only 2 had commenced production-one each in
Iran and Qatar, while 11 were under various stages of
implementation.18 As many as 17%?7%) of the wventures
accounting for 46% of approved equity were ahandoned

19

after approval, The picture had improved certainly

0 .
by 31.3.82 2 as out of the 87 proposals, 15 were in

18) See Table 3.21
19) See Table 3 .22

20) zee Table 3.23
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TABLE 3,21: Ipndiap Joipt Ventures ip M,E, (rs.1lakhs)

Abandoned

Date Nogogi Proposal Approved In Production Under Implemn. after apvl.
As on countries No, [nd. Ety. No Act.InlEty. No. APP¢ fnuEty No In.Ety
1.1.76 11 30 351.69 2 715 11 180,11 17 164,43
31.3.82 11 87 N.A 15 125.24 9 L17.11 63 N.A
20.8,86 6 NA N.A 17 T 234,62 4 66 .46 NA NeA

* No, of countries in which projects were in praduction or under implementation

a) includes Libya & Cyprus.
Source: 1) Balakrishnan (1976)
2) Agarwal R.G 21982;
3) Ranganathan (1988

TABLE Indi JVs i E_(4d ipg Li & u on 1,1,76
1. Iran 10 67.70 1 715 3 8.35 6 52,20
2. S.Arabia 5 52,53 - - 1 4 .36 4 L8 .17
3. Dubai 4 149,10 - - L 149,10 - -
4, Iraq 2 5,76 - - 1 N.A 1 5.76
50 I‘Aafarg(UAE)‘l 10.30 - - 1 00.30 b -
6. Muscat 1 8,00 - - 1 8,00 - -
7. Jona 1 N.A 1 N.A
8. Libya 2 22,90 - - - - 2 22,90
O, Lebanon 2 h,25 2 h.25
o, Cyprus 1 30,70 - - - - 1 30.90
1. UAR 1 0.25 - - - - 1 0.2

TOTAL 30 351.69 2 7.15 11 180,11 17 164 .43

Source? Balakrishnan (1976). Act., - Actual, App. - Approved.
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TABLE - 3,23

as on 31 23 982)

Indian Joint Ventures in the Middle East
(Rs, Lakhs)
SL, Host No., of Prop, In Production Und. Impl. Aban- Not
Country Appd. doned impl.
No. Ind. Equty No., Ing. Equ.c No No
Value *P: Value % To
To Total Total
1. Bahrain 2 1 1.10 Neg. 1 75,0 - -
2. Kuwait 6 1 1,07 " 5
3. Oman vé 1 7.98 0.2 2 202,90 2.8 2 4
4. S, Arabia 13 3 39.48 0.9 2 61,97 0.9 - 8
5 UAE 30 9 75421 1.6 h  77.24 2 17
6. Afghanis” 8 1 8
7. Iraq 2 2
8, Iran 13 2 13
9. Lebanon 2 2
10, Qatar 3 3
11. Yemen 1 1 -
TOTAL 77 15 125.24 2.7 9 4i17.11 8 55

Source ! RGA pp.63-65 & 67,

b- To total Indian Bquity Overseas,

c- Approved.



TABLE 3,24 iJVs in the Middle East (as on 20,8.8G6) (fs.lokhs)
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S1 Host In Production Under Implementation _
No Country No, Actual Indn.Eqty No. Approved Indian £nty.
“Qalue ¢ To Totalé; Value t2 To Totél“a

1 Bahrain 2 3.66 0.04 ‘. — —

2 Kuwait 1 22,05 0.24 — — —_—

3 Oman 1 8.20 0,09 1 19,11 0.99

4  S.Arabia 4 72 47 0.80 2 1.6 2.17

5 UAE 9 131.24 1.h5 _— —_ —_—

6 N.Yemen — — — 1 5,40 0.28
TOTAL 17 234,62 .2.62 Iy (647 2.4

-

SOURCE : KVKR PP 14.15

- ¥

Indian Equity in IJVs Abroad.
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production and 9 under implementation. The rest (63)

vere either unimplemented (55) after approval or

abandoned after implementation or coumemncement of production.
Between March 1982 and August 1986 ; the number of ventures

in operation increased marginally to 17 amd the wventures
under implementation declined to y, 2 There was,thus,

an aggregate decline in the number of ventures in

operation and under implewentation in this period - a

similar trend noticed in the case of Africa and South

ELast Asia as well,

As on August 1986, there were 5 countries in which
the joint ventures were in operation with the maximum
concentration in the United Arab Emirates (9) followed

by Saudi Arabia(l).??

~he eontribution of total Indian equity as compared
to India's six countries in which the JVs are in operation

of which 50% are in Nigeria and 25% in Kenya.

The number of JVs under implementation increased frou
R to 21 between Jan'76 and March 1982 and declined there-
after to 8 as on August '86., The decline is attributable

to tiree factors.,”

21) Sce Table 3,24

22, In noneof the countries-Afghanistan, {raq, Iran,Lebanon &
watar in waich 29 joint venture »ro,osals were approved
before 31.3.82 - is any venture in production (or under
implementation; at, present.



i) a few ventures under implementation as on March'82

went into production by August 1986 especially in Niceria

and Senegal,

ii) a few of them (ventures underimplementation) were

later abandoned . as in Libqria;ranzania, Zambia, and

Sud an.,

v J
N . . - .
iii) very few new ventures were under implementation in

1982-1986for e.z. onein Egypt.

From the tables it seews that the aggregate number
of ventures in operation and -'nder imvlcmentation reached
its peak around 1982 with I/t ventures in these 'two
caterories., o Since then, the rateof srowth of JVs
has been mgative - ie. the no. of ventures abandoned
exceeded the no, of new ventures under implementation or in

production between 1982 and 1986,

As far as the actual Indian Equity is concerned, the
comparisons for three different points of time are rendered
difficult as we do not know as how to interpret these
hagnitudes. None of the authors,K Balakrishnan, Agarwal or
Ranganathan mention whether these are ~t, current prices
and current exchange yates or were historically given
{i.e.as provided by the investors to the mowarnment at

the time of imnlementation or operation;, ‘e do not know
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as te whether any changes in the exchange rate had any
repercusgion on the rupee value of Indian equity and

thus whether the ultimate equity contributed (in Re

térme} differed frem the initial projectione. Similarly,
inflatien will have an effect that will differentiate
between initial and ultimate value of equity - given

that tThe Indian investor hes agreed to contribute a certain

fixed percentage of the value of the projects.

The preblem which we have just mentiened abeve
will be faced for the ether regiens as well. Nevertheless,

we shall try to de whatever we can with the data

available.i
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fbreign direct, investment in this region wos warginal
A

at 3% in ventures in production {as on 20.8.86) and 2¢

S

in veintures under implement-tion,

Cf the 21 ventures in operation and under implementatio.
9 are in construction followed by manufacturing (8)_trading

AN 2 !
(6 botel{1) and consultancyx?).3 Also 75% of India's JVs

in construction are in the iiddie ZTast.

fudia was relatively more successful in the field of
censultancy and project exports than in forming .manufacturing JVs,
Balakrishnan 24 has orovided certain arguments as to why
India cou1d not succeed in hoaving a rapid increase in the
number of Jjoint ventures in tiuis region. Those o0il
producing and rich econowies were open and ex.ort oriented.
Compared to other developins regions this rerion attracted
DCiNCs with extremely complex high volume and bigh quality
so phisticated production and with intérnational marketing
networks . especially in the stupendously profitable

petrochemicals sector reaping profits in petro dollwars.

23) See Table 3,7
24) Balakrishnan (1976)



In this field, Indian ond otiier TWENCs weore no mateh to the
giant DCMNCs, However, India, 1in the services sector,

could provide cheeop menagerial and technical consultancy
services. Also, it conld provide tie-up arrangements with
the DCMNCs to supply parts of the equiptent erection
capabilities etc, Indian joint ventures in the manufacturing
sector (in wmechanicel and chemical encincering rctivit ies
like aluminium architectural products, steel drums and
containars, sulphuric acid, irrigation wells and pumpsets)
show thhat it has a fairly hish degree of proficiency in the
intermediate echelon of tec .nology transfer and in the limited
domestic market where "DCMICs will not penetrate and tarriff

barriars operate aspreventive to imports,

SOUTH ASIA:

The countries in this resion to which India belongs are
the immediate heighbours to India, . And they are relatively
underdeveloped - industrially. ilowever, due to the geo-
political conflict where India is perceived as a regional
super.-powver, and because of the perception that there is =

close collaboration between *he Indian govermment and the
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TABLE - 2

IJVe in South Agie (Rs. lakhs)

Date No. of Proposals In Production Undexr Implementation Abandoned after
as on Countries Approved Approval

No. Indn. Noe. Indne. Eqty. No. Indne Eqty. No. Indne Eqty.
1e1+76 3% 23 34%.57 4 7.12 2 5 .00 17 331 .45
31e2.82 3 45 NedAe 9 44 .73 17 930.88 19 NeAs
20.8.86  2°  NeA.  Ned. 21 213.54 9 449.77 Ned. NeAe

N

Includes Afghanigten
Includes only those countries when on 20.8.86 I1JVs were in

ote &3

b
production or under implementation.

Source: Belakrishnan (1976), R.G. Agarwal (1984), K.V.K.R. (1988).
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T E 3.26 IJVg in SOUTH I N 1.1.76

Under Imple. Abondoned after

Host Countries Proposals Approved In Prodiction mentation Approval.
No Indian BEqty. No Indn.Bqgqty. No Idn.RBty No. Idn.Bqtye.

Afghaniastan 7 82.51 1 1.28 2 500 4 T6.23

Sri Lanksa 15 155.32 3 584 - - 12 149.48

Nepal 1 105.74 - - - - 1 105.74

TOTAL 23 343457 4 Tetl2 2 5.00 19 33145

SOURCEB: Balakrishnan EPW May 1976
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industrial interests and that joint ventures may be utilised
for wielding political and economic power underwining the
sovere@ignty of the smaller neighlbouring nations, these
countries have shown a rather lukewarm interest in establishing
joint ventures officially approved by the Indian government.25
However,we would like to point out that data limitations
colour our view to a very great extent. Thus official data
for IJVs abroad in Sri Lonka includes only 7% of the Indian
firms in Sri Lanka in the period 1979-82. lMorris argues

S 3
as follows: Informal conversation with members of the
Indian embassy reveal that the number éf Indian firms in Sri
Lanka is more than 15 or so times the number of officially
reported JVs, These are over and above the firms that belong
to Indian citizens resident in Sri Lanka oand to persons of
Indian orirsin long settled in Sri Lanka, all of whom constitute
anintermediate category of investment. A study by a Japanese
business group reported that the stock of Indian direct

investwent in Sri Lanka , Cirea 1978, to be as high as

25« Encornation (1982), Op,cit.

26, Morris (1987).



X 111"-8 oo

Table 3,27 OVs ;n S, Asia \.s opn R1,R,.82

{rs. lakhs)

s1 Host No. of "~ In Production Under Implementn. ~ Not
Yo Co;ntr Proposal No Actual Indn.Tty , Appd. Indn.Ety, Abandoned Lmplemented
Y approved Value © 4T No  Value % T,T No No
Bangladesh 1 1 4,00 O,.1 - - - - -
2 Nepal 11 14 .62 0.3 G 321.42 he5 - L
'3 Sri Lanka 33 7 26 .11 0.6 11 609.48 8.5 - 15
TOTAL 45 9 L .73 1.0 17 930.88 13 .U - -
Source : IIC (1983) / R.G.Agarwal
Table 3,28 IJVs in S.Asia (As on 20.8.86) ", Lakhs)
11 Sri Lanka - 16 102,49 1.13 & 141,18 7.32 - B
2 Nopal - 5 111.05 1.23 5 307.%39 15,04
TOTAL 21 213 .54 2.36 9 Lhg .17 23.26

Source : K.,V.K.R,

a- To total Indian Equity in IJVs Abroad.
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31.9%,the highest for any source country.27This is more
"
likely to be the correct estimate. We note that our analysis
is limited only to the official JVs whose data are collected
by the Ministry of Commerce, GOI and the Indian Investment

Centre., They do not cover the subsidiaries efficial or

otherwise.,

Now, we shall once again look into the question of
IJVs based on official sources” fully aware of the limitatiow
of the same.27 We note that Balakrishnan had included
Afghanistan in the categery of South Asia, while Agarwal
has not.28 We note that South Asia provides the only
exception to the general trend witnessed earlier (for S.E.
Asia, Africa and Middle East) in that the aggregate number
of ventures in operation and under implementation increased
firw 26 to 30 with the ventures in operation actually

trebling from 7 to 21. However, Nepal and Sri Lanka are the

25) See eg.Dennis J.Encarnation - The ¥olit ical B conomy of
India s joint ventures in Industrial G@rganisation Winter
1982 PP,31.55., This issue has been discussed in a greater
detail in thechapter on FouthJs¥outh Co.operation.

26) S.Morris EPW Nov,14, 1987 . P,1963
27) S.Morris EPV Nov. 7, 1987

28) This does not create problem as Afghanistan has no ILJVs
now or on 31.3,1982,



only two countries where India has joint ventures at present.
No joint venture exists in Pakistan, Bangladesh, Maldiwes and
Bhutan. " por this “scénario,the reasons are mainly of a

political rather than economic nature.

It seems that gouth Asia is attracting recent imwestmen ts
from India. Thus while on 20.8.86 only 2% 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 field of collaboration of Ihdian
firms in the host countries. Projects in operation include
manufacture of paints, beer and dry batteries in Nepal. In
Sri Lauxa the spread of investment is across almost all
industry groups in which India invests a@broad - textiles,
1light, engineering, chemicals, cammercial vehicles etc, in the
manufacturing secto®s well as restaurants, financial services,

tourism etc.in the non.manufacturing sectors,.



THE DIVELOPED COUNTRI IS:

The Indian firms had made 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 14.8%

of the to tal Indian equity in ventures in production, Thus
the average Indian equity in a DC venture was comparable

to that in a developing country. Tihis was mainly because
of the existence of 2 units where the amount of Indian
equity was quite large - one in Canada and the other in
West Germany accounting for sbout 80% of the total Indian
equity in ventures in production as on 1.,1.76, These

units were manufacturing rice milling machin ry (Kirloskaré,
We 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 bus iness opportunities at the
appropria te time before powerful international competition

had led to their abandonment by 31.3.82,

29. Balakrishnan, 1976.
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Table 3.29 LJVs ipn the DCs (America, Europe & Australia)

Date as No., of Proposals Approved In Production Under Implementn. Aban.After
host Appl.
on countries Do. Indian Zaty No. Indn, Ity No. Indn. &ty ;;- Indn.Ety
1.1.76 g ? 27 461.57 10 251 .54 5 8.81 12 201 .22
31.3.82 16 73 N.A 23 90.26 16 393,36 34 N.A
20.8.86 11 P »A N.A 33 34,72 12 206.98 NA N.A
a ¢ Ixcludes Cyprus,
b ¢ includes only those countries where joint ventures were in
production or under implementat ion as on 20.8.86.
. Table 3,30 LJVs in the DCs_lexcluding Cyprus) as on 1.1.76 (. lakhs)
1 J.8.A 8 46 .31 L 4,90 3 3.91 1 37.50
Canada 5 180.75 1 75 .00 1 3 105.75
U.K 4 28.15 3 23.25 1 L.90
! N, freland » 2,91 ' 2.6
5 ¥W.Germany 3 132,42 1 125.30 2 7.12
6 Ireland 3 28,53 1 23,09 2 5.4l
7 Australia 1 35,00 1 35 .00
8 Japan 1 7.50 1 7.50
TOTAL 27 461,57 10 251 .54 5 R.81 12 201.22

Source ! Lalakrishnan (1976)
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As far as the comparability of the average Indian
equity in a DC venture to a LJC one was coneerned the
picture had changed by March 1982. Thus while 23 (17%)
of the wventures iq production were located in DCs, their
contribution to total Indian equity was only 1.94%
Similarly on 20.8,86, while 23 (16%) of the ventures in
production were located in DCs, their contribution to total
Indian equity was only 4 percent.30 This was not becauso

of the fact that the averase amount of equity per firm in

a DC or LDC waszequal, but it was because of the fact that /not

only 4 out of 34 ventures in production ard under implemen-

tation were in the manufacturing sector. 12 were in trading and

11 in hotel and 3 in consultancy. Naturally the amount of
equity wequired . in these ventures ia smaller than that

required in the manufacturing sector,

30) One Indian venture alone - in socialist Yugoslavia - in

the manufacturing of steel wire ropes by 2 India-based firms
one India based DCMLC (FCC) and the other anIndian firm

JHAWAR)}account for 69 of the equity in production
(2¢.8.86

amoung the ventures located in production in DCs,
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Table 3,31 IJVs in the DCs (as_on

1

In Production

Undexr Impleme ntn.

Not

H LI
S(l)- ng:try Noiglf).rz;?p‘ No \?:Il;::n.Ety = a No. Agz?l;fnd n.Ety o Abandope d Implemented
otal, Total

1 Australia 2 1 6.85 0,1 - - - -

22 Cyprus 3 - - - 1 29.26 0.4 - 2
3 France 1 1 2.62 0.4 - - - - -
L Greece 2 - - - 2 115.14 1.6 - -
5 Netherland 2 1, 3.75 0.1 1 1.00 Ney - -
6 Switzerland 1 U - - 1 - - - -
7 U.K 17 9 15.37 0.3 3 1.83 0.1 2 3
8 Usa 24 9 21.27 o.h 6 53.25 0.7 2 7
9 W.Germany 6 2 4o.40 0.9 1 0.43 Neg 1 2
10, Yugoslevia 1 - - - 1 192.00 2.7 - -
11 Grenada 1 1
12 Hungary 1 1
13 Irel and 3 1 2
14 J apan 1 1
15 Spain 1 1
16 Canada 7 = 3 L

TOT AL 73 23 90,26 1.9 16 343,36 5.5 9 25
Source : R.G.Agarwal <¥.63.65 & 66 / LIC(1:83)

a - Indian Equity in LJVS Abroad.
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Table 3,32 Indiap Joint Ventures's ipn the DCs fgs on 20,8,86) (Rso1akhs)

+ In Productiop Under Implementation ‘_
ggiitry No Actl . Indian Equity No Approved Indian Equity
Value % To Total Value % To Total
1 Australia 1 7.20 0,08
2  Cyprus - - - 1 29.26 1.52
3 Gre grve - - - 25.22 1.31
4  Netherlands 1 0.86 0,01 - - | -
5 Switzerland 1 1.63 0,02 1 0.38 0.02
6 U.K 10 34,57 0,38 4 96 .76 5.01
7  USA 6 21.26 0.24 b 145,36 7453
8 W .Germany 2 40.39 d.hS - - -
9 Yugoslavia 1 238,00 2.43 - - -
10 Gibraltar 1 0.81 0.01 - - -
1 Hungary - - - 1 0.00 0,00
TOTAL 23 344 72 3.82 12 296,98 15.39

Source : KVKR PP 14 . 15



It seems that motivations for investing in the developed
countries were to promote Lndian exports serw: ethnic Indian
(as well as overseas) clientele in rest.nurants with Indian
food where Indian firms alone seemed to have ownership-
specific advantages and provide financial services with the
help of /. qualified Indian financial personnel  Once it Jhighly
was recognised that India could h ardly cope with the DCLKXC
and DC domestic firms in the manufacturing sector, Indian

firms seem to have almost given up investwent in this sector.

Now considering the countries sepgrately, the USA
accounted fqr the maximum number of joint ventures in
production and under implementation as well as in terms of
approval on both 1.1,76 as well as 31.3.82, However, by
20.8.86 the UK had replaced USA. This was PpParticularly
due to the fact that the number of ventures in operation and
under implementation in USA had declined from 9 to 6 and frow

6 to U4 rospectively in the period 31.3.82 to 20.8,.86.

In 'L of the 10 ventures in operation,4 are in marketing
trading and publishipg,t are in Hotel industry, one each in

financial consultancy and erection service. In fact all ghe



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 operation,3 are in marketing
weant for Indian export prowotion, 2 are in Hotel industry

-and one in real estate development.

It seems that, India with its cheap aimd highly
qualified \ceomparable to those in DCs) personnel in financ ial
teehnical and managerial services will have ownership specific
advantages in establishing joint ventures in DCs.. Also in
order to source information and promote export, of a firm's
product °~ the parent firm establishes joint ventures in
services sector. These two types of ventures along with

Indian-style restaurants are likely to dominate the IJVs

in DCs, (See Appendix - I)



SE C.
Industr Level_Ch teristics of Indi
Jolnt Veptures _Abroad .

L.1 . Introductiop.

We have noted in the first chapter that ownership
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 <

L3

level characteristics of IJVs abroad.

C.2 : Firm Level Characteristics,

©,2,1 : Technologv.

a) Evidepce: The Indian parent firms like OTWLNCs

Ye in most cases, used imported machinery. Of 52

;‘hdian parent firms interviewed, 42 reported that they
obtained their original technology abroad. (See Table

3 37) These firms had at one time or another,either a
collaboration or a licensing arrangement with a developed
country fi.rm.1 Over time, however, with encouragement
from policies of import substitution, this machinery
began to be produced in India. The import content . of

basic machinery used by most firms was minimal.

%

1) Interviews carried out by C.Cardeiro and reportedby
_ Mejls (1983) P.20, R.Lall's interviews also
corroborate this dependence on import of orig inal
technology.(See p.21)

2) R.Lall (1986) P.224Wells (1983) P,20 and Table 3. 33.



ee 1218 4o

TABLE - 3,33

Source of technology of Indian parent firms and their foreign manufacturing subsi-
diaries (1977)

Sector Source of parents' original Source of foreign Sourre of mrents!
technology s .bsidiaries? 1977 techno-
technology logy

India Foreign Imports of India Japan Other Alleast Mostly

colla- foreign forei- 50 per- imported
boration machinery agn- cent
countri- indi ge-
es nous
Paper & Cardboard 1 2 2 7 5
Chemicals, soaps & :
drugs 2 1 3 8 1 4 2
Edible oils 1 2 1 9 4
Automobile ancillary 1 5 3 T 1 1 8 1
Food, beverages and .
confectionary 1 3 1 5 3 3 2
Construction 3 3 3
Misc. light ancill-
ary 1 5 3 12 1 9
Heavy industry 3 4 3
Textiles 3 2 3 4 1 3 8
Total 10 20 22 59 2 9 47 5

Source : Interviews conducted by C. Cordeiro in L.T. Wells (1983) p.21.




Adaptations made in the originally imported
technologies most often involved only minor adjustments
to the production process or machinery design or just
to plant layout thsough a process of learninz by doing
rather than though a formal R&D, Other motives for
adaptation include the 'need to avoid unnecessary
automation' and need fof raw material substitution’'.

In rave cases only machine design itself was changed

although in some cases formal R&D was necessary.

Besides, an adaptive effort is wade to change

product design because of the role of local tastes.

However, there is no evidence of the need to scale
down imported production technology.(to suit the require-
ments of a smaller domestic market) as a reason for
technological adaptation. Instead sowme firms used less
specialised machinery amd different plant layouts in
order to gain 'flexibility of production' (ability to
nroduce smaller runs of a greater variety of product s

in the same plant}.3

. 4
b)) ﬁxpgjﬁggggi\i)w Technological sophistications
TWriCs in general, do not rely on their technological

sophistication for competing in their overseas operations.

3) R.Lall P.23

%4) In foruwulating hypotheses for Indian firms that have
invested abroad R.Lall has used the populer image of
TWNCs, Then he comparea the Indian experience with
that of TWHNCs in general to find out whether his
hypothesis is accepted or rejected.



Indian firms historically have relied on external
sources (mainly collaborations with foreign companies)
for their technological development. ¥For which, they
have to pay royalties, Hence technological sophistication

can be measured in terms of royalties,

For Indian firms to conform to the popular imze
of TWhNCs, we would expect a rejection of the hypothess
that "firms spending a large proportion of their
manufacturing expenses on royalties are significantly
more likely to be foreign investors than other firms

5

not doing so%,

ii) Embodied Technological Adapt;tion: The literature
on TWrKCs in general suggests that "an important source
for the competitive advantaze of these firms is their
ability to use machinery that is better suited to LDC

conditions . !

From the evidence presented above, the proportion
of total manufacturing éxpenses spent on R&D can be used
an index of an Indian firm's ability to adapt a mchine

and/or process to LOC conditions,

5) Ibid <.34
6) Ibid .35
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If the Indian evidence conforms to the general
picture of TWINCs, then the hypothesis that "Indian
firms that bave a greater capacity for embodied tech-
nological adaptation, irrespect ive of their industry
of operation, are significantly more likely to be
foreign investors than other firms with smaller

7 "

capacities for the same" ought to be accepted.

G) Ecopometric results: The data reject the
hypothesis that irrespective of their m industry of
operation, Indian firms that are better equipped for
undertaking ewmbodied technological adaptation are more
likely to invest overseas than firms not as well equipped
for the same. This corroborates the interview-findings
which indicated that "all forms of embodied technological
ada ptation notwitﬁstanding, Ind ian LDCFls, iu their
overseas operations, tyend to use Indian machinery only
to the extent that it is 'as good as' foreign
equipmwent or to the extent that govermment regulations
forces them to do so. Hence most of Indian MNCs prefer
cash remittance owrseas to 'forced’ q?gendence'on

3

Indian machinery as Indian equity abroad.

7} Ibid. .35

8) R,Lall, Ibid P.hl4



C.2.2 :+ Finance:

a) Evidepce: For many firws, financé ~ posod a
serious problem for their overseas ventures.9 Lt
seems that Indian MNCs have been handicapped by the
stringency of the Indian goverment as regards the
transfer of liquid capital aeerseas for the purpose of
equity participation.1o Moreover, given the small
size of most Indian JVs abroad and their being relatively
unknown, it has not been easy to raise finance in the
local host country 'markets and as such,are suffering
from 'cash starwation311 Again, given the advantages
of financial leverage, political cont?ctshaccessihility

to information, DFI from India is dominated by large

firms t hat are part of even larger conglomerates,

b/ Hypothesas:

i) Capital.output ratio: Given the theoret ical and

practical difficulties of measwing capital, the ratio
may be defined as they awerage fixed cost of capital

corresponding to a firm's output level,

9) Tbid .26 Alsoy h.K.Raju Consultants{(1980) am Special
Report, Business India, 8-21 June 1981,

10)Federation of Indian Chambers of Commerce and Industry
(rICCL; (1982)

11) Lall, Ibid P.26



This average fixed cost on the one hand reflects the
scale aspects of the technological mix used by di fferent
firms (TWMNCs are supposed to have a . /- capital-output[lowe¥
ratio than that of DCHMNCs and are therefore, better
suited to the LDCs'factor endowments12 and on the other
hand, indicates the financial factor in the technology
mix. It seems that,the average fixed cost is a more
reliable indicator of the financial rather than the
scale aspect of the tethnological wmix. HHence, differences
in the average fixed cost of investment cannot be accurate
reflection of differences in the scale of operation
between firmg, Therefore, the in@ex far average fixed
cost cannot be used to test the hypothesis that firms

using small scale technologies are more likely to invest

abroad,

Woting the financial constraint, the hypothesis
is simply that "firms,irrespective of their industry of
operation, with plants characterised by technologies
requizyng heavier average fixed cost investments would
be less likely to invest abroad than firws with
technologies requiring lower average fixed cost

2
investments,

12) Lecraw (1977),Wells (1983)
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ii) Firm Size: The firm's gross sales receilpts are used
as a proxy for firm size,.An index of firm size captures
the technological and/or non-technological aspects of
firmm size. However, "in as much as large sales receipts
do not necessarily imply the use of large scale
technology, 'gross sales' is prcably a better index

of the non-technological aspects of firm size than of its

13

technological aspects."

Given the empirical evidence presented above, "it
is hypothesised that firm size will at least for non-
technological reasons, have a significant impact on

the likelihood that an Indiau firm inwestg.abroad.1u

C) Ecopometric results:

i) Capital-Output_ratio: The data seems to support the
hypothesis that "irrespective of .their industry of
operation, Indian firms that require high fixed costs
of plant and mahinery to generate a given level of
out put are significantly less likely to invest abroad
than other firms with plants requiring smaller fixed

costs to roduce the same level of output.

13, Lall Ibid P.36

14) Ibid .37
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Although this result does not shed any light on the

link between the scale aespects of a firm's tebhnological
mix and the likelihood of its investing abroad, it

does suggest that the financial aspects of the technology
used have significant bearing on their decision to

invest abroad, In particular, this result is consistent
with the impression gathered from our interviews as well
as independent reports that liquidity constraints
severely restrict the ability of Indiamn LDCFIs to

iniest in projects requiring heavy initial capital
investment." 15
ii) Firm » Size: Assuming constant raturns to scale,
the technological aspect of firm size can be done x
away with, Then the index for firw size shows the
non-technological aspects only. It can be concluded
that "the non-technological aspects of large size
significantly enhance the liks»lihood of foreign

investwent by Ind ian firms irrespective of their

6
industry of operation.," 1
£ _2.3: Manarserial and Technpical personnpel:

a) Evidepncey Lt shows that the use of home coun try
personnel may be an important source for the competitive

advantage of Indian hNCs in their overseas operat'ions

15) Ibid P42

16) Ibid P 42
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because such pers mnel are relatively less expensive,
more flexible and better attuned to LDC conditions
than the personnel used by DCMNCs, The popular image

of TWI.NCs also corroborates this fact.17

b) Hypothesis: Firms with greater access to highly
trained personnel in their domestic operations would
be better equipped for foreign investment than other

firms in the same industry.18

c) Econometric Result?: The hypothesis stands rejected,
However, this result cannot be interpreted preciSely.19
For this result can be consistent with the fact that,
"while within the same industry, firms with groater
access to managerial ax téchnical expertise may not

be significantly more likely t o invest abroad than firms
lacking it, it is still possible that Indian firms in
industries that are skill-intemsive are more likely

. . . 20
cand idates for foreign investment or vice versa."

17) CHen 1981), Wells(1983)
19) Lall P43

20) Ibid P.43 - U444



C.24:_ Export Porformapce:

a) Evidence; The literature on TWMNCs points to the
need to overcome protection in targeted markets as a
reason for investing &@road., Apart frap this, in the
Indian context "high domestic product ion costs resulting
from government regulatory policy may make exporté
uncompetitive and the option of investing abroad, there-

fare, more attractive.," 21

b ) Hypothesis: The ratio of each firms' export earnings
to its gross sales receipts is an index of its export,
performance. There is a negative link between exports
and direct foreign investmentonly if poor export
performance is the result of protection in target ed
markets and/or probleus related to the domesttic
prduction environment that make the option of exporting
less attractive than th at of investing abroad. ‘“Therefore,
if the negative link is established then we can interpret,
that result as a support for the hypothesized trade-off
for firms between the option of exporting and that of

iwesting abroad.

Lco ic Res: : "he data provide "sowe limited

support forouu#hypothesized incentive for foreign

investment arising from poor export perforuwance.," 22

21) Ibid p.38

22 [bid 2,43
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L£.2.53 Dependence on imported raw materialsg

al fyvidencae: "Indian firus way,due to government
regulatory policy, find the option of exporting from
abroad more attractive than that of exporting frou
india. In particular,the Government of India's tariff
policy makes tﬁe cost of iwmported inputs so high that
it has a sigmwificantly harmful impact on the

cowpetitiveness of India's exports of manufactured

goods." 23

b) Hypothesis: Firms that are more dependent on
imported raw materials are more likely to invest
abroad than other firms that are less dependent on
the same., The index of this depemdence is me asured

by the proportion ofhanufacturing¢5pent on imported Lcosts

rew materials,

c} EZconometric Results; The results provide limited
support for the hypothesis that firws that are more
dependent on imported rmv materials are also wmore

likely to invest abroad.

¢,3: Ipdustry level charmcteristics of Indian JVs :broad.

Ye shall now discuss the industry-level econometric
analysis of DFL alwroad. { in the manufacturing sector,.
Ye note the fact that, since the bulk of the Indian FDI
in manufacturing takes place only in other T.DCs,it is
likely that the decision to invest overseas is linked

s vecifically with the performance of their exports to LDCs,

el N0 N
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Theorice of international trade and investment will
be presented now. Each theory comeg up with a particuler
hypothesia about the nature ef Indian experts and DFI.
These hypetheses will be tested and the results ebtained.

Our enalysis is based on R.Lall's worke.

C.3.1: ZIheg facter prepertions appreacht
a) Theeyy:; This theory can be applied in the context

of intra-LDC trade, where, according to Balaesa,24 the

pattern of woerld exports of manufactures ig in terme eof
inter-country differences in capital endewments within

the context ef a !'Stages of Develepment' appreach te

cemparative advantage.

b) Bvidence: Heowever, it is net oclear, a priori,

whether or not India is indéed capital abundant relative

to ite LDC trading partner.25 At the same time, India,

among TWMNCs has the cheapest labeur cest and unlike, say
Hong Kong MNCs, none of the Indian MNCs “"have leocated

overgeas to take advantage of lewer labour costs.“26

24) Balassa, Be (1979) 'A Stages Approach to Cemparative
. Advantage, in I. Adelman (EAd) JEcenomic Growth and
Regourceg, Londone.

25) R.Lall, pe65.

26) Ibid, p.65.
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Althoush within the same industry, Indian f irms set up
pPlants that are more 1dour -~ intensive than their
developed country counterparts, it is by no means cleor
that Indian MNCs :gend to be involved in industries tha
involve more labour.intensive technologies. Also, a
greater use of m imported machinery in IJVs abroad,

compared with/domestic ventures adds to its capital Lits

intensity.

c) Hypothesis: Indian firms are not expected to be
specificglly comfortable with labour-intensive

technolog ies,

d) Ecopometric Bgsgl;i On export performance:India,
despite being a newly industrialising country has a
comprarative advantare in the export of labour -

intensive manufactures to its LDC trading partner,

C.,3,2 ¢ "he neo.factor proportio yroach:

a) Theorytv The theory incorporates 'human capital' as
a factor of production.fin the context of LHCs, it
posits that the better developed LDCs will,because of
their relative skill abundance, have an advantage in
the export of skill and human-capital-intensive

manufactures to other less advarr ed LDCs,
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b} Evidence; In the Indian context, "successful
foreign investors from India t¥end to take advantage
of epportunities to exploit the disembodied element

of their knowhow, rather than releying solely on the
technology embodied in Indian machinery. The extensive
use of Indian managerial and technical expertise seems
to be an important ingredient of Indian. LDCFIs'

. . . 2
comparative advantage in their overseas projects." 7

c) Hypothesis: It is expected that an index of ‘tii.unan
capital intensity for different industries will have

a positive and significant coefficient in the fareign

investwent equation,

d) Econometric results: fer(i) As far as exports of

Indian wanufactures to LDCs is concerned, &ill-

intensity is not an importantingredien t of the

competitive advantage. But as fgr as DFI is co ncerned,
industries which are skill-intensive and hence whieh provide
~recater opportmities for exploiting the desembodied element of
Indian technological knovhow arethe more like ly candidates

for foreign investment by Indian firws.

C.3.3, The pneo-technologzy amproach:

a) Theory: It drops the assumption of identical production

27) Ibid P.67



functions across national borders implicit in the
traditional Hecksher-8hlin theory. It posits that
the reservo¥r of technical knowledge is an important

basis ¢for competitiveness in trade.

b) Evidence: The existing literature on TWMANCs
stresses the importance of the ability of the firms

to modify and adapt production processes, machinery
and product design to better suit LDC conditions and .
hence gives them a competit ive edge over DCMNCs in

the ir operations in developing countries. India has

a very 1 arge ind igenous capital goods sector relative

to almost all its LDC trading partners.

c) Hypothesis: It is expected that India, like OTWhKCs
will have a comparative advantage in industries that

make intensive use of imputs from the domestic capital

goods sectior,

d) keopometric resulti As far as exports are concerned,
Indian firms dé not draw much competit ive advantage from
the use of indigenous 7 - technology as embodied in Indian
machinery., .lgéin': as regards DFI, indigenous technology
as embodied in domest ic capital goods is na a source of
competi tive strength to Indian MNCs in their overseas
operations - a contradiction when compared with

v . 8
experiences of TWMNCs in generaloz
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CiAPTER . IV

L2ODAN JCOINT VENTURES: .OTIVATIONS AND CilARACTERLST ICS

A, L3RCDUCTIOL

In this chapter, we shall discuss (o) the wmotivae.
tions for investment by Indian firwms abroad and (b, the

role of large Business Houses in IJVs abroad.

India has always been described as having a labour-
surplus economy with massive unemployment and lacking in
complementary inputs like capital and foreign exchange.
Neo-classical economissts would predict a low return to
surplus labour and a high return to the scarce capital.
Further, given internationol mobility of the factors of
production, the theory would predict an outmigration of
labour and inflow of capital into India. And yet when,
direct foreign investne?t (DFI) does occur from India,
they argue that this has to be based on 'negative' moti-
vations1 meaning that the 'adverse' policy environment
related to trade and industry leading to all sorts of
distortions have pushed Indian capital overseas, Ini-
tially, the World Bank also held such a view. ilowvever,

as we shall see, this is but only one side of the coin.

1. R, Lall, p.89,
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Other ty ses of oush factors ariding from thes need for
protection of the exort warket from competition of
local, other TWHNCs and D2..5Cs,as well os tariff policies
o f some countries and »lso the pull factor aridng from
th: investment-incentive structure provided by the host
country and an aggressive strategy b ssed on ex ansionto
nev narkets seem to have wotivated Indian firms to
venture overseas. The sirzec of the stock of Indian eaudty
capital overseas is g,'uite considerable and cowparable to
thrt of meny newly industrialising couatries (‘:\'ICS) suchv

et
as S Korea, Taiwen, ~Thilanagﬂ'hnd»MaIéYSias

In establishing LIVs abroad, the Larpge Industrial
Houses have played a gwedcoi.inant role. I'ine of the too
twventy Lergest Industrial idcuses account fqr 52(35
percent) LIVs and Rs.5455,63 lakhs (60 percent) of

Indian eguity in joint ventures in operation (Table
4.3). flowever, ventures under implementation do not
reflect this very high degree of ceoncentration as their
share of Indian ecuity in ventures under iwplement:ation
is 28 percent only. So it is likely th -t the overrall
concentration of IJVs with the Qargoﬂousos way decline

in future,

2, Durning in Khm (ed)p.”1
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All these llouses are lorge, diversified and wella.
nstablished with a wuch broader range of activity at
aome than overseas, and wost of them if not all, are

mojor e:porters of products,

According to S§.Lall, 'size, experience mnd exnosursa
to foreigh markets are clecrly of great i.oortance in
determining exports of capital from India. This 1is
hardly surprising given the coits, risks and information

b UD

requirements of going abroad'!. However, apart from

these positive re asons, DFI also scems to be a defenaive -

strategy designed to jrotect existing mmrkets by creating
an outlef for exports turough th e setting up of joint

ventures.

In the following two sections we sh:all discuss

sepabately:the motivations for and the role of large

—n1sin ss honses in investing abroad.

2@y S.lall (2 ) ¢
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B. Hoktivatiop for Investmept by Indinsn Firms Abroad

B1 Literature Surveyv

V.Busjeetj, C'.C‘l:wdeim::l+ and R.Lall5 hnve indep-
endently interviewed the Indian firms that have ventud-
ed abroad. Among other thingsg their interest v as to
seek out the motivati-ns of the Indian firms for their
venturing overseas, Unfortunately, Busjeet's doctoral
dissertation is , as yet, uppublished, and hiis results
hzve hovever been cuotad by Wells6, R.Lall and

7

D.J:Encarnation s CeCordeiro's results ha. been

discussed in debtails by Wellss Only R,L21ll has had
his results published . As recgards the motivations
on'y Cordeiro's results have been suméarised in a
tabular foru. (Tableﬁd). Howeveg Cordeiro's
present:tion of his interview--finding; suffer from

cevtein limitations,

-

— -
- -

3+ V.BusjectiThe Internationaglisation of Firms from
LDPCs, un ublished ~°b.D, dissertation, Harvrrd
Business School, Cambridge, Mas .

4, His findings are presentsd by Welle(1983)= Third
Yorld MNultinationals

5,RL:11 (1986) Multipatiopals from the Third iorld
6. ve1ls (1983)

Te Encnrnation(1980)'The Political Economy or Indian
Joint Ventures Abroad. in YInternationzl Urganisation
Pe31-59

8. D.J.Zncarnation Ibid p.31-59) 4 Dbid y. &3
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TARLY - 4.1

Motivations for Foreign Investment by Indian Firms

- — — v = e e ——

e —— e e - a

SL. Motivations Wrmber of gmn?? Number of medium No. of larse Tot~1 No, of
N 0. Civmg (fixed size Tirms (fivedl TFirmg (fixed reshonse
arotg nf 1 to aaeetg 0751 ‘o asaets of
50 million 100 million 101 million
rupees) rupees) TUpees Oor more)
1. Protection of
export market 21 10 7 38
2. Similar techno-

1loaical reaqmts.
in a host coin-

1 el 1 A - 71
J. Host couniry ‘1:-
vestmen., incen-
tive 15 9 A 30
4. Exvansion to new
markels 12 4 5 19
5. Indian domestic
growth restric-
tive i 7 4 18
e Cost advantares 13 3 1 17
7. Others 2 2 0 4

Source : Interviews conducted by Carlos Cordeiro
(n) TBrch of +he 52 firms inter iewed could arns-er *o more “han one ~ohiv: -iorg .

Gar Source: e T 0Tl 2 Mhird Jordd Yal tins tionals (107°3) n. A9,
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The 52 firms interviewed have been classified into
small, medium and large sizes, However, the break.
up of the 52 firms into the number of small, medium-
size amd large firms is not given. Hence we cannot
compare as to whether the motivations differ acocording
to firm size for e.g. whether or not a greater
proportion of largse Indian firms have been motivated

. ]
to venture overseas on account of Indian domestic

'
growth restrictions,

Each 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 wanted
to. However, no weight has been attached to each

of the motivations for each of the firms interviewed.
Cordeiro's ranking of motivations-according to

their importance by simply adding up the number of
responses-need not hold good,

Certain motivations have not been clearly defined

for e.g. the motivation of the!'protection of export
market', This motivation can arise out of completely
divergent factors., Thus, on the one hand (a) protece
tion of export market can arise out of tiue import-
restrictive policies of the host country in order to

promote domestic industrialization. In this case,
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because of a divergence between the domestic

(hést country) price and the international price,
DFI may be preferred to exports., On the other
hand, (b) Protection of export market may be
necessary even when host éountries are relatively
open economies, This can happen when for e.g.

(b) (i) the policy environment of tiie home economy
is such that there is a high cost and inefficient
production structire making exports internationally
uncompetitive., iHdere 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 aavantages, ;ay in
the form of host, country investment, incentives
and a further 'cost advantage', which provide
opportunities for reaping a higher level of profits
by investing abroad. This can encourage the entry
of firms - local, other TWMNCs and DCMNCs and cut
into the market share of India's exports. Then

als o, Iﬁdian firwms will be motivated by a combi-
nation of push and pull factors for ‘'protection of
export market!. Hore, 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 advontages! (in the host market),

then we would have been able to know the importance

of b(11i),

Rajiv Lall also does not attribute weights to
ecach of the motivations. Some other problems associated
with his interviews will be discussed later as we analyse

each of the motivations in turn.

B,2 Motivations
(1) Protection of Expnort Markets;- It seems that,

for most of the Indian firms exports have been the first
step to foreign investment, This is true not only for
India but for otler TWMNCs as well as DCMNCs. And
defence of export markets have, in a majqrity of cases,
prompted DFI, Thus Table.l4,1, which reports the
responses of Indian managers shows that threats to export
markets provided the principal incentive for investing

avroad for small, medium-.size and large firms-numbering

38 in a sample of size 52,

D.J.Encarnation's study8 also shows that the

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 quant ity of Indian
manufacturing exports to that locale as W91159 has

noted, Throughout the 1960s, exports of Indian manu.
factures grew at rates faster than total Indian exports1oi
Much of this increase can be attributed to the growth
of Indian trade with 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) of India's
engineering goods exports - then the fastest growing
export sector11. Malaysia was the single largest
importer of Indian eng ineering goods from 1961.62 to
196566 ; ten years later, it hosted half of all Indian
ventures prodicing engineering goods in the Third World]2
The proposition that foreign trade tends to lead to

foreign investment and that preseryation of export market

or host government policies affecting the future of the

9., L.T.Wells (1983)

10, D,Nayyar (1976): India's Exvorts and Export Policies:
PpP.22-28, 356-71.

11. 1bid p. % 358, 366. It grew from 1% of total exports
(1960-61) to 10.7%(1974-75).

12, D.J.Encarnaci0na p.40
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that market were important in motivating the firms?

decision %o invest abroad were supported by Busjeet13,

1 s
Lecraw 4 and Slngh15. Interviews carried out by R.Lall

also showed that the preseryation of éxport markets was
a major objective. However, he found that this was not
because of protection in targeted markets but because
the home environment was not conducive to exports.
W¥hether 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/

DCHMNCs, is not given by R,Lall. Thus he argues:

"Even though only a few firms singled out the
impact of input costs on export competifiveness 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 the toargeted markets, but more because of problems
related to the production enviromment in India. Ten of

the twelve companies constituting our effective sample

13, V.Busjeet 3 Cited above

14, D.J.Lecraw : Direct Investment by Firms from Less
Developed_ Countries

OEP 29 (Nov. '77) p.ulhk,

15 D.P.Singh : Capital Budgeting & Indian Investment
. in Foreign Countriss:

ianagement International Review 17,
1 (1977) & 101- 10 (cited in

D.J.Encarnation p.40)

16. 1bid p.21.
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in this case identified the higher costs of inputs at
home as a major impediment to improved export
performance. Two firus put the blame on high transport
costs, and enother two (these were the textile firms

in our sample. At the time of interviews, the textile
industry was -at an almost comﬁlete standstill because of
strikes) on problems of domestic infrastructure such as
pover shortage and labour unrest. Only two firms picked
out, protection in export markets as a serious impediment
to export, growth and one claimed that the domestic
market, absorbed all of iis potential output, (implying
that domestic capacity expansion to serve the export

market was not possible)" 17

However, one may harbour certain doubts regarding
t.e con ents of the paragraph quoted above, It is
difficult to understand as to why "only a few firms
singled out the imput, costs on export competitiveness
as a reason for venturing abroad" initially, and only
when asked specifically did most of them attribute it
as a "major impediment to improved export performance'.
Y¥hile conducting inferviews;anly hopes that, R.Lall /one
did not put leading questions that anticipated answers

in a way which wonld provide him with the answers he

17. Lalil, 1bid p.21
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would like to hear., This problem is a freq:ent one
incurred by the social scientists when they conduct
field intYerviews leading to biased results and pre-
letermined answers of a questionna1r918&19 Moreover,
Lall's interview results differ from that of C.Cordeire.
Thits, according to the latter (Table-4,1), while

38 out of a total of 52 firms cited protection of
export maket as an important motivation, only 17 firms
argued that, cost disadvanfnges in India motivate them
to invest abroad. However, Lall's and Cordeiro's
results may differ depending on whether or not Lall's
sample was a representative ./ as well as on the /Jone
different points of time in which their interviews

were condiucted., Also, the definition of each motivation

as provided by Cordeiro has not been made/by Wells. /clear

Tihus we note that while 'protection of export
markets' is an important factor motivating Indian firms
to ventwre overseas, %e are not very sure regarding the
importance of various home and host country/firm related

frctors which necessitate DFI as a substitute for

exports,

(1i) Domestic prowth restrictions for Indian firmsg .

According to Encarnation, V.Busjeet, L.T.Wells and
7.Lall (a) constraints on growfh in the home market on

account of demand recession and (b) domestic regulatory

18. See for e.g. llaralambas : Sociology

1¢. This example shows that no one is 'value free! -
not even the so.cnlled positivistic minded neo-
classical economists,
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policies, were important motivationg for investing
abroad. In our last section, we had discussed the
implications of the policies in terms of rendering
ex :orts uncompetitive necessitating in DFI. Here,

we shall look at it in terms of diversifying risks by
putting eggs in more than one Easket in terms of
horizontal diversification by investing abroad when
restrictions like the MRTP Act supposedly prevented

tier from expanding its domestic operation.

(ii) (a) That constraints imposed by domestic
recession which had resulted in unutilised papznity in
tre capital goods sector gave an impetus to invest abroad,
is not, in doubt. The other alterunative was to export.
However, it was not possible as Indian capital and

vasic goods - the sectors recording th;'lowest rates

of growti in 196575, saddled as they were by unatilised
capacity - did not have an 'image? abroadz? As
Balalrishnan noted, Indian investors took the advantage
of its image abroad in manufacturing final consumer goods
like textiles by establishing IJVs abroad, which would
facilitaté exports of a package of inputs including
machinery, equipment and spare parts as Indian equity
carital, These exports - other thaq‘a package through/in
joint ventures - would not, have been feasible otherwise.
Tue Indian Governuwent also in order to (i) extend a new

market for capital goods, (ii) expand capacity utilisation
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and (iii) carn foreign exchange apart from facilitating
the creation of a favourable 'image! forvIndian capital
goods and promoting South.South Co.operation through
Playing a positive role in the industrialisation process
of the developing countries, provided facilities to

the same large Industrial Houses and enabled them to
exnand abroad - even in collaboration with international
finance capi‘al when the MRTP Act, (enacted in 1969),
and FERA (enacted in 1978) were supposed to prevent the
concentration of economic power at home,

Defints J .Encarnation notesk 21

" The international finance wing of the IDBI began
to provide medium and longterm deferred payment credits,
export credit. financing, loan guarantges am other
support. In 1981, these functions were transferred to
a new EX_Ii Bank designed expressly to encourage exports
of capital goods, projects, construction and consultancy
services, Agreements to avoid doubléa taxation with Kenyg‘
Malaysia and other African and Asian countries were also
under active negotiation. At home, taxation on incoms

from foreign sources was included on these dividends

20) Balakrishnan: EPW_May'76 Review of Management. He
refers to the textile machimry. He also pointsout
that the Middle East was not interested in import
of capital goods because of the !'image' problem,
Peter O'Brien (EPW Aug.1980) also pointed out
developing countries' unreatistic aparthy towards
imports of technology, skill and know-how of other
developing coun tries.

21) Focamation (198%) Ibid P.41-42.
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and royalties repatriated from the export of technological

exportise . to the joint ventures.22 As financial incentives

were improved)bureaucratic disincentives were reduced.
Promotion and approval of Joint Ventures fbroad were
elavated to a high level interministerial cammittee and
bureaucratic procedures were streamlined. The Indian
investment centre, established originally to promote
foreign investments in India, expanded its operation

to channel information about foreign markets to

prospective Indian investors".

Thé Government and the FICCI which acts as the
apex of the large scale private capital)had similar views
on the ﬁeed for expanding exports ard eérning foreitn
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 . -
frori { among other factors) domestic recession then
prevailing. The 1ifting of the ban of cash equity
participation in 1978 seems to be an extremely strong
‘permissive! factor which facilitated in a rapid increase

in the number of joint ventures in 1977-80, However,

22) For a discussion of the taxation policies and their
effects at home and abroad see FICCI(1977) Report
of workship on Indian Joint Ventures and Turkey'.
projeets -Abroad, New Delhi. PP .31-34.
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With foreign exchange emerging as the most important
structural bottleneck for the growth of the Indian
economy in the '80's the contradiction between the
initial outflow of foreign exchange through Indian
equlty part1c1pat10n in Joint Ventures and the long-
run inflow of foreign exchange in terms of ‘'additional

exports', and repatriation of dividends and royalt ies

seems to have emerged,

(ii)(b) Now, we shall have an analaytical look at the
domestic regulatory policy which supposedly prompted

JFL for 'negative' reasons. This view is held by
Zncarnation, Lall, Busjeet and an IIFT study23. This
may be an igportant motiwvation but it does not seem

to be the most important reason., This.is de s pite the
fact, that about sixty percentof the total Indian equity
in ventures in operation {August 1986) is accounted for
by the large industrial houses. There are other
‘positive' factors which may have induced them to invest
abroad -ownership specific advantages deriving from their

. 24
asset-size, the 'backward' and 'forward' collabarations

they have ontered into with foreign capital and their
century-long experieme in adapting imported technology
to local conditions. Thus so long as we can not isolate

eme factor (effect of MRTP) from the otherg we can not,

23) IIFT (1977)

24) Yore on foreipn collzration in Part II of this chapter,
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conclude that the MRTP Act is prime factor responsibde

for the veory large share of Business Houses in their

investments abroad.

Zvidence baséd on interviews are inconclusive,
On the one hand, according to a IIFT study of 34 IJVs
in production'"almOSt all ufirﬁg'stated that "they
wanted to overcome MRTP by investing abu:‘Oad’;z5 On
the other hand,DC Cordeire's interview shows that of"
the six motivations this was the second teast important
Moreover, 'Indian domestic growth restriction' as : we
had pointed out earlier, encompasses motivations other

than the MRTP generated push factor.,
*

According to Encarnation, the MRTP factor acted?

as the prime motivation. He arguess-

"In India, while the largest companies benefitted
most from overseas expansion, Korean and Latin American

investments are not the exclusive pres:Qnw® of large
26

coupmies based in these countries.”

27

He quotes Diaz Alejandro who discusses DFI by

Latin American firms.

“
..a good share of this investument is carried out

o5) IIFT (1977, cited in DR Encarnation(1980)

26) Zncarnation (1980)
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by medium.sized firms often because medium-~sized firms
have been on the whole more active than large firms in

adapting technology to conditions in semi-industriali sed

countries,.®

On the basis of Diaz Alejandre's observation, he
boncludesfthe relative success of overseas investments
by the largest Indian Corporations .can not be explained
solely in terms of the vicissitudes associated with
investing abroad.®

And Encarnation holds the MRT? Act responsible

v

for the disproportionately 1 age share of investments
é

of large Business Hou ses abroad.

However, we cannot entirely agree with his view.
For he (Encarnat ior> contrad icted hiwmself when he pointed
out that the rate of abandonment of ventures initiated
by the smaller firms is higher than that of large
business houses., Thus he arpgues that in 1977,“smaller
firms established a wajor ity of these projects at wvarious
stares of implementation. However, given the probable
rate of failure and abandonment (roughly 45 percent by
1976 ) and the greater accumulated experience'of Large
Business Houw ses in overseas operations, the increased
bumber of sanctioned projects initiéted by smaller

coupanies does not necessarily suggest that the relat ive

-—

«
27; \Diar L.ejandras Toreign direct investment by Latin
American firws,in Agmon and Kindleberger(1977).
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hegemony of business houses will decline in the near
future. For e.g.all five projects in Malaysia that
reported delay or no progress in implcmentation as of

1977 were initiated by swaller Indian firms." 28

iiciice vicissitudes associated with investing

abroad are very important and these adversely affect

the smaller firms much more severkly as compared to

the effect on large Business Houses. Moreover,
Alejandro's definition of med ium-size unit is not ¢kear
this definition‘may be in relation to the very large
TIC subsidiaries hosted in Latin American Countries

It is thus possible that Latin: America's medium

sized firm has the same size as India's large Business
flouse. Again, according to Bhagwati the MRTP Act was
not able to reduce the concentration of economic power
~he Large Business Ilouses were able to /- MRTP Act inj_f_lti.xt
2 wide ranre of cases by having wore than licensed
capacity and subsequently getting it licensed. Also,
they had made back-door entry into the sector reserveé
for small films.?rom the discussion in this section it
seems that the contradiction between the state mgchinery

and the MRT. units was apparent rather :than real.

——

23 jEncarnation, 1P .37-38.
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Therefore diversification of risk by establidiing
joint ventures abroad should not be an important

motivation for investing abroad.

iii) Other lotives;- Apart from (the above) there are

‘otherimportant motivations for Indian firms to invest
abroad., They include (a) use of similar technology.
\b) taking advantage of ethicties, (c¢) cost advantages,

(d) promotion of exports from India, and (c) expansion

to new markets.,

iii :Use_of simi b s According to
Cordeiro's interview-findings ‘this was the second

most important reason that motivated Indian firms to
venture . overseas, We noted in the ;ection on Firm and
industry level characteri/that Indian firms have adapted/stic
imported technology to suit LDC requirements in terms
of their 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 production and a bettedknoﬂedge of the
hast Country's production environment, This adapted

technology is then used clsewhere through DFI by swh

firms.
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iii)4b ) sEth,y ¢siEthnic :tdeshave been for a nuwber
of firms, an ipiportant motivating factor for investments
abroad. Thus DFI in Kenya, Malaysia, etc., have Seen to
a large extent motivated by the presence of overseas
Indian business community who provided access to infor.
mation and capital ,ln the devel opad countries = they
provided the market for services for IJVs far e.g.

restaurants mreparing Indian food,

Ethnic ties have also in some cases provided a
direct 1link that generated investment without previous
exports even when specifically ethnic products were not

29

invelved, In many cases the initiative foqkusiness

has come frow overseas Indimﬁiguith knowledge of the

local market and an access to a distribution system,

they seek out suppliers whom they know and trust,

Interviews with India based parent firms conducted by
30

C.Cordeiro ; S5hows that Indias abroad were the most

important source of contact for the initial investment.

iii){c);Cost advantapesi- FOr firms fronm HongKonQ and

Singapore, the) most important motivako invest abroad
2s well as the criteria for selection of the host partner
iﬁ#o benefit frow cost advantages of lower inpute

(especially land amd labour) prices. However, inspite

2 ) L.T Wells Ibid

30) Yells (1983) P,80
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of the fact +that labemnxr +troubles exist31 which have

motivated Indian firme to venture ovgrsean; wvagea peid

to Indian labour and rental orn lend in India Aare about the
cheapast among the develoring countries - except perhaps
for metropolitan citieme .. -', :..:,.Unlike for Hongkong
and Singapere MNCg, these have not motivated Endign £irme
to venture overgseas. However, the availability of a

cheav managerial and techrical Indian personnel and the
ability to construct facgories with low overhead costs give
them a low vprice-~wige competitive edge to the DCMNC:for
the zroducts at the lower and lower.middle vart of the

tecnnological spectrum. These products are et the lower

f

end of the product cycle in genersl.

7
Begides the host conntry's inveastment incentive

scremes in certain cases geem to have motivated Indisn firme
to venture ovargeas by rroviding coet advantages over their

home country exvorts.

iii) (d): Promotion of Rxportsy There are Indian Joint

Ventures in tha non_-mgnnfactrrine gsecter in the fields of
tradines and marketing mesant for nromotien of Indisn experts.
The the Birlas and the Kirl~ekara have marketine joint

veantrrag in both DCg =end LDCs +e vpromote their »nroducts

manufactired at homae.

31+ ReLell. We have queted him earlier.{Pi4s)
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i1ii) (e): FRxpansion_to_new markets: IJVe have (heen

facilitated creation of the image for Indian capital goods
wnen the joint ventures have run succesefullyv, and have
facilitated exports from India. Also, sourcing ef
information and establishmart of merketing channels
throuegh the locsl partner have motivated Indien firme

to venture overseag.

iii) (£): ZPErotection_for Third Country Rxports; Indian

axvertma unlike Hongkeng has net been adversely affected

by imvegitien of quots (esnecially eon textilams) by DCs
to a great extent. However, there are certain categorias
of textiles and perhaps certesin markets where Indian exvorts

have hit the quote ceilings. Thus L.T.Wella neted that
both Indian and Hong Kong firms were lecated in Mauritius
citing its prefarential accesms to the common market as a

mAjor reragon for investing there.32

(+ii) (3): QOther Motivationg: Besides, there may be other

motivations like trade restrictions - different from thosge
of the usual type. Thus, in a few cases, "export platforms
were. .established in third countries becaueé the inputs
required for goods of international gquality could not be
brought into the home country. Raymond's (Indian) garment
venture in Mauritius was establighed at’least partly becausge

high quality components, such as zippers that were required

by the firm to sell its garments in the Buropean Market could

32. Welle (1983) p.T74.
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not be obtained in India. Similarly, Anil Wire, anoether

Indian firm, attributed part of ite motivations for =
Malaysian operation to its need for imported copper not
availaile in India. Without gqueality copprer, the firm cpuld

not make products of adequate standerd to held export
merketss In'the absence of import restrictions at home,
such firms would probably have continued to use their home

plants to supply export rna:.::'ke'i;s.-)’"3

C. The Role of large Business Houses in Investments Abroad
C+1

(i) The Birlag : The Birlas are thé‘pioneeriﬁé house that
set up the firgt Indian joint Vent;;é abroad ~ in Ethiopia -~
which went into proeduction in 1960. Though profitable, it
was nationaliged (on politicel grounds) in 1974. At present,
the birlas account for 20 joint ventures in production end
5 under implementation. Although its relative importance

amongz the Indiaen foreign direct investors hasg 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 gingle mest important foreign direct inveastor. Moreover,

it is the only Indian business house that qualified t¢ be a
Trans National Corporation according to the most restrictive
definition of the Harvard Business School by which a firm to

be clasgsified as & Transnational must invest in atleast six

countries oversess. The Birlas (See Appendix: House-wime

33. 1lbid p.76=-77
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Distribution of JIJVs Rbroad) invested in Ueile, Nigeria,

Maloyeia, Thailand, Ugende, Philippines, Indonesie, Nepal,

Singapore, S.Aravia, Kenya - in all 11 countires. In 8

countries, their plants are in operation while in 3 they are

under implementation.

Looking at the appendix at the column of the 'Year

of Approval' we note that among the units still operational or
under implementation. 3 units were approved in the 608, 5

in 1970-74, 11 in 1975-79 (of which 4 in 1978 and 3 in 1979)
and only 4 in 1980-86 (Aug). The data for one was not
aveilable. Thus after a sudden spurt in 1978 and 1979,

t:.e pace slackened considerably in the 80s - the supposed

decade for TuWli.Ca.

Both in terns of geographical distribqtion (which
we rnoted earlier) and in terms of the fields of collaboration,
the Birlas show a great divergification. As far as the latter

is concerned, the birlas have invested in traditional items

like textile, yarn, jute goods - Niscose staple fibre - in

all 8 and in palm o0il processing refining and refractien (3), and
inlight engineering goods which are relatively low_-technology
and labour intensive ventures. They have algo invested in

more complex capital intengive (pulp and paper(1), chemicals

(1) and ekill and technology-intensive (carbon black plant (1)

Au glass (1) and asbestos cement (1). 0f tue 24 ventures

17 are in manufacturing, one is in mining and the rest in

consultancy, treding, marketing and maintenance . It ig to

be noted that of the four ven

tures approved in the 80's not



001600.
a2 single one is in the manufacturing sector. Also, only

two ventures out of 24 are in the developed countries -

in U.K. only, and both of them are in non-mamufacturing.

The recent ventures seem to be meant for the promotion of

exportes and not for manufacturing abroad.

0f the noteble units where the Birlas have performed

remarkably well (‘'success stories'), mention can be made of
the largest, pulp and paper complex in Africa, the Pan
African Paper Mill in Kenya financed by the World Bank

with extremely modern equipment and techn9logy and highly
profitable. In firet 5 years, it had earned divideds of
i5.110 lekhs (on an equity of 85.410 lakhs) and created
additional exports of B.50 lakhs. Other 'success stories'
relate to Birla's Gwalior Rayon in the fi;ld of Carbon Bléch
in Thsiland and»in taking over a loss-meking textile unit

in 1976 in Indonesia from a US firm and a similar eperation
in Philippines,and making them profitable. However, the new

lo-mé they had ordered were from Switzerland. Their
managerial expertise in a similar developing.country environ-
ment was at the root of their success. Lall had also
mentioned an export-oriented canvae shoe factory in Sri Lianka

set up jointly with DC firms1but it seems to have been

abandoned by 20.8.86 ag there was no mention of any Birla firm

in Sxi Lanka in the appendix.

1. World Dev. 1984 pp.535-65.
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(ii) The Thaparg: The Thepars as on 20.8.86 held the
second place in terme of total Indian foreigr equity contribu-
tion (12.17%) in joint ventures in operction. They have
gix ventures in operatiorn and only one under implementa-
tion. The latter, however accounts for 15.94% of total
Indian equity in ventures under implemensation for in
erCess oI any other large iznouse in the 'Ul' category of
joint venture. While the o»irlas .ad a combined equity of
1&£.20% in ventues in oﬁeration and under implementation,
the Thapars nad 12.83%. With Birla's ownership of 24
units and tae Thapars' only 7,~the éverage equity contri-

-

oution of Thapar is thus larger.

The Thapars have shown dynamism in the 80's, in
sharp contrast to the declining share of the Birlas in the
contribution to total Indian foreign eéuity. Thus Thapars’

share in Indian foreign equity in ventures in operation

increased sharply from 4.7% in September, 1979 to 13%

(June 1981)%but declined slightly to 12.17% in August, 1986.-
The 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.

2. S.Lell w.D.1984

3. 0f the 6 fentures in operation at present one wasg approved
way bacs in 1968. The remaining five were all approved
in 1978-81. 3Since 1982, no venture has been approved. May
be Thapars' interest in internationalisation of its
operation hasg declined.
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From the appendix, we note that their main acti-
vities abroad were in paper, glass, palm oil, cotton

slankets, construction, Trading end hotel. The Sea +fesort
Hotel in Seychelles approvednin 1978 is still under imple-
rnentation. Of the six units in production, five are in

mgnufacturing. All of them are in the developing

countries (Malaysia, Thailand, UAE, Nigeria).

(iii) The Tatag 3 Unlike the Birlas, the Tatas seem to

have given less emphasis in internalising their operations.

As on Sept.1979, the Tate Group -~ far less involved in
direct investment. than Birlaa‘was e much larger exporter

of technology in the form of turnkey contracts, congul-
tancy earnings, licensing and sale of training services.

As regards their managerial qualities, in contragt to
Birla's tradition of aggressive entrepreneurship, the Tatas .
have a reputation of cautious but excellent management,

technological dynamism and qu-sightedness“.*

In Sept.1979, Tatas had 5 operetional vemtures
eccounting for %;é%of the share of Indian equity capital
ebroad. In June, 1981, toney had 11% of Indian foreign
equity in 4 manufactixing and 3 service ventures. In Aug:86,
trhey had 11.42% of equity in 7 ventures in production and
3.17% of equity in 2 ventures under implementation - an

overall share of 9.97% of equity.

4 s.Lalls 5.211 Export of Capital for Developing Countries:

the §ndian Case (Also in World Development,
1982
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TABLE - 4.2

Main Indian Foreign ®irect Investors, as of September 1979
) v

. Firm Main activities No. of ventures Value of Investment Share of
0. _ abroad investmen- per venture total
ts. Rs. lakhs) %
(Rs.lakhs)

1. Birla gp. Paper, rayan,tex-

tiles, palmoil 12 1226 102 39.0
2. Tata gp. 0il mills, trucks,
tools, metal prod. 5 276 55 8.8
3. J.K. =zp. Textiles, metal,
‘ products 4 271 A8 8.6
4.  Shakibog
Z0. textiles 2 211 106 A5 T
5. Thapar '
gp. Paper, trading 3 148 49 4.7
6. Sarabhai :
gp. Chemicals 2 114 57 3.6
77. airlosgkar
2D Engines, machinery 4 - 88 22 2.

Total 32 2334 73 74.3

Source: 3.Lall: Export of Capital: The Indian Case iai
(ed): International Capital Movemenis p.209.
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According to the latest source (vide appendix) as on Aug.
'co, their main activities abroad are in textiles,
éommercial vehicles (truck), palmolein soap, irrigation
(ircluding tube-well drilling) precision tools and hotel.

Thus, most of their ventures are complex and technology

and capital-dintensive,

At present,in 4 countries,(Indonesia, Malaysia,
Singapare,Oman) their venrtures are in operation. 2 wventures
are in implementation - one in Sri Lanka and one in North

Yemen. Thus not a single unit, i3 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 gtill in
operation now (4ug.'86). 8S.Lall had mentioned 'oil mills'

and 'metal ppgducts'! as some of their main activities

abroad (p.209 & Table u.%. But, noé (Aug.'86), there is no
mention of these which show that they have been abandoned.
ﬁme story is similar for the birlas as well. Thus 16 ventures
were in operation and 9 under implementation in 19802i
However, of the units operational or under implementation

in Aug.'86, only 18 were given approval before 1980. Thus

et leas% 7 - I . of tue units were abandoned by
Aug. '86.) Thus, for the Tatas while 60% of the units were

abandoned in Aug.'86 which were operational in Septemher '79,

for the Birlas it is almost 28%. Unfortunately, we do not

know tne exact reasons for their abandonment - individually.

T+ S.Lall 1lbid p.210. This information was provided to Lall
by ¥r.d.V.Birle in 1980.
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smong the Tate "success stories" mention can be
made of TELCU, the largest truc.s manufacturer in India
and e major exporter. It is one of the largest truck

. . . . 2
producers in tine world of z single model . It thus reaps

megt economies of scale; its productes have a reputation for

ragged reliagbility; and the design (original imported
from Daimler Benz, but, subsequently greatly modified by
TELCO's own (R&D)) is well adepted to LDC conditions. It

has set up an assembly »lant in Malaysgia, TATAB, with a
capacity of 1000 vehicles pe.a for which it designed and
nmarufactured 211l the equipment, and fixtures. Tata claimed
that by Sept. 1979 its products vere outselling those of
Daimler Benz which also had an as emnbly plant in Malaysia.
SeLall opines that TELCO is the first automotive trana-
rational to emerge from the Third World w.ich is exporting

%
its own equipment, components and know-how.

(iv) Kkirloskars : The Kirlogkars have as many as seven

ventures in operation and Lne under implementation. However,
unlike the Birlas, Tatas and the Thapars, their contribution

to Indian equity in overseas operational joint ventures is

extremely small - 1.23%. This is due to the fact that only

three of the ventures are in the maenufacturing sector and
five are in the non-manufacturing sector (See Appendix-II).

Agein, unlike the large Industrial Houses discussed above

6. S.Lall (a2 ) p aun
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Showing the Ownership Characier of IJVs (Large Industrial Houses) (As on 20. .8.86)

(Rs. lakhs)
SL. FIRM In Operation Under Implementation - Total
NO. No. Amount Yo. Amount No- Amouilt
(1) (2) (>) (4) (5) (6) {7)
Large Industrial Houses
1. Birla 20 1909. 28 5 86.32 > 1995. 60
(13.61) (21.13) (11.64) (4.47) (13.16) (18.20)
2. Thapar 6 1099. 61 _ 1 307.63 7 1407. 24
(4.08) (12.17) (2.32) (15.94) (3.68) (12. 83)
3. Tata 7 11031.83 2 61.06 9 1092.89
(4.76) (11.42) (4.65) (3.17) (4.73) (9.97)
4. . J.K. 2 457.20 - - 2 457. 20
Singhania (1.36) (5.06) (=) (-) (1.05)  (4.17)
5. Mafatlal 4 364,68 1 0.96 5 365.64
(2.72)  (4.04) (2.32) (0.05) (2.63)  (3.33)
6. Godre] 4 204.57 - - 4 204.57
(2.72) (2.25) (-) (-) (2.10)  (1.87)
T 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)
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 YIG: Factsheets on IJVs Abroad for the period ending 20th

861,428 1nTO%natIsR

gsgociation is based on information available with the

ystem,

I1PA.

(From KVKR Table~7 p.23)
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TABLE - 4.4

Operational Ventures of M in Indian Foreign Direct Investors

House Date | No. of Units Indian Equity Percentage to Total Indian

(Rs. lakhs) equity

Birla  Sept.79 12 1226 39.0
Gp Mar. 82% 12 1440 30.0
Aug. 86 20 1909 21.1

.Tata Sep. 79 5 276 8.8
GP 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
GP Mar. 82 5 370 7.5
Aug. 86 6 1100 12.2

Kirlos- Sep. 79 4 88 2.8
Kar Mar. 82 8 125 2.4
Aug. 86 7 11 1.2

1. S. Lall (WD 1982) fer
2. R.G.A. p.81 (JVs Abroad: Indian Experience)

3- KOVIK.R. P023

-~
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(i) their operation is not diversified but concentrated

into a few fields like electric motor pumps, (ii) their
global operation seems to be an extension of their domestic
ones:~= thug in Kenya, their marketing joint venture is to
merket Kirlosgkar products. This seems to be repeated in
the 'Marketing' ventures in U.K., U.S.A., and Malaysia

a8 well. DBegides they manufacture power-driven pumps

in HMauritius and electtfic/motored pumpe in Malaysia.

Thus witrloskar's global operation seema to facilitate
exports of proéucts manufactured at home. This is at
variance from the experience of the Tatas, Thapars and Birlag
whose ventures are mogtly in manufacturing for the local

market.

Two of their ventures still in operation were approved
way bacik in 1965 & 1969. And five ventures in eperation
were approved in 1976=-80. One venture - under implemen=-

tation in U.X. - in the 'finance' sectorewas approved in

1985.

The Kirloskars as of Sept. 1979 (S.Lall WD 1982) had
4 ventures accounting for 2.8% of total Indian equity (k.88
lakhs). As of March 1982, Kirloskars had 8 ventures accoun-
ting for 2.4% of Indian equity (Bs.125 Xakhs). On August, 1986
they had 7 ventures accounting for 1.23% of the equity
(&.112 lakhs). Unlike the Thapars, wrnose percentage to Indian
equity contributed . steadily increased comparing between

the 3 points of time, that, of the XKirlosgkars declined. For
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TABLE - 4.5

Number of Indian Joint Ventures in the Third World: Cumulative

By Year Upto1964 1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977
Sanctio-

ned
Total .
Units 4 6 8 11 12 22 25 35 43 54 78 101 121 149
MRTP
Units* 2 4 5 7 8 16 19 25 26 32 43 53 62 70
Ratio
(%) 50 67 63 T3 AT T3 76 71 62 59 55 52 51 47
Brought 1nto
Production
Total Units 1 2 5 6 11 15 18 23 26 36 45 56 60

12

MRTP UNITS 1 1
Ratio (%) 100 50 B7 5

14 17 20 27 31 36 39
50 7 80 76 T4 7T 75 69 64 65

N
QO W gy
W
00

* of MRTP to Total Units

Source:

Original

Dennis J. Encarnation : iﬁthe Political Economy of Indian Joint Ventures Abroad
in International Organisation: Winter 1982, p.31-59.

Source: FICCI, Report on Workshop on Indian Joint Ventures and Turnkey Projects
Abroad: (ND:FICCI, 1977), Annexure I pp.37-78; T1C, Joint Ventures Abroad (ND:
11C, 1976). Annexure III, pp.71-101; India (Republic), Ministry of Law, Depart-
ment of Company Affairs, Monopolies Research Unit (MRU), Alphabetical list of
Undertakings Registered under section 26(2) of the M.R.T.P. Act, 1959 as on
31.12.1977. Fact sheet No.1/78, MRU mimeographed.
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the Birlas also we noted a gimilar decline. The Tatas

ard the J.K. Group had considerably increased then share
of Indian equity between Sept.'79 and March '82. However,
while the Tatas were able to retain their March '82.
position as on Auguast '86, the sharéerof J.X tewards con-

tribution to Indian equity capital declined considerably.

(Table 4.+4).

Ca2 Large Buginess Houses : An analysis

In terms of the number of Indian Joint ventures in
the Third World countries, we note a marked concentration

of the MRTP units in the ventures 'sanctioned' and in

tproduction'. (Table 4.5). However, this concentration is
declining in recent years. Thus, in 1970, 76% of the

sanctioned units and 80% of the units in production had

MRTP Unite as the Indian partner. However, in 1977, the

corresponding figures were 47% and 65% only. In 1986, only
35% of the number of IJVs (however accounting for a high

60% of the Indian eﬁuity) were partnered by large Industrial
Houges. For the ventures under implementation, these houses

accounted for only 23.25 percent of the number of ventures

and 28p» of the Indian equity.

This decline in the relative impertance of the MRTP
units can be attributed to the declining role of the MRTP Acty

enacted in 1969 as = result of the liberalisation policies

carried out in the Industrial Policy Statement of 1980. These
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meagures have gathered further momentum in the 80s and it
seenms that, in future, the role of MRTP units in Indian
Joint Ventures abroad will decline further. Moreover as
& Jjunior partner cf international capital, these Houses can
collaborate with the TNCs a8 e more liberal stance is being
ta..en towards the entry of foreign capital into India. Thus,
it see..s that 9.Lall's observetion for the period 1969-80

~

that, outflow of Indian eguity capital in account of IJVs

abroad exceeded the inflow of foreign capitael into India

is highly unlikely to be valid in the 80sge.

That domestic regulatory policies = of which the most

important wasg the MRTP Act which precluded expansion in

certain industries reserved for small and medium scale units -
were the prime factor for moving abroad - is corrobated by
different, interview-findings: (a) IIFT, after interviewing
the managers of 34 Indian Joint Ventures in production
concluded,[nalmost all firms, especially these doing well,fthat
have urhesitatingly stated that they wanted to overcome

#nP" legislation by investing abroad (IIFT (p.74~78),1976),
(o) 5imilarly, Busjeet's interview with Indian firms investing
in Mauritius and the Philippines cited this reason (cited

in D.J BEncarnation p.43)., (c¢) L.T.Well's interviews also

pointed out as an importart motivation for investing abroad
(L.7.W 1983).
However, it needs to be pointed out that not all

businers= houses invested abroad. It may be partly attributed to

the goals and objectivee of the firm; whether they haeve an
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aggressive profit-making strategy or whether they want to
'satigfice' only. It may also depend on the matching of

- P

their expertise in their field of operation and the desire
of the host country to allow investment in that field. The
'gsize! factor - a gi#en firm or house-may also be important.
But the most important faoctor is likaly to be a partiocular
form of an asset, which can te obtained through foreign

collaboration. Foreign technology, capital and marketing
services - in short, transnational linkages - can be an
important motivation for investing abroad. Thus backdoor
entry if DCNMNC - through a partnership with an Indian parent
firm in a joint venture in the South-occurs in the context
of South-South cooperation, linkages with the North are
significant and will continue to be so as, *a major portion
of the firmes that go abroad from develépingaoountries were
earlier licensees of firms from the advanced countries";
these licensees gained their initial advantage when th;y

adapted large scale technologies of the industrialised

countries for menufacture at small scale in their home
countries"q "Thus existing (backward) collaboration agreements
in India between Indian and foreign firms may act like any
other asset of the firm to facilitate the expansion of

overgeas operationg. These can be utilised for achieving

'forward' collabvoration in third countries with DCMNCs

F. Wells : DMultinationals from Latin American and Asian
Developing Countries: Mimeo, Harvard Buginess
School, 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 enterorises based in India". Some of the examples
of forward linkages are : Sirla's Gwalior Rayon which has
collaborated with an American firm (Phillips Petroleum) to
Bet up a carbon black plant in Thailand1. Similaxrly
J.L.Sing'nania2 has a shipping unit. in Singapore with
Auierican Collaboration3. International Financiel Crganiv

sations are also important, in supplying finance. Thus

the Pan African Paper Mill in Kenya - with Birla's Orient
Papers as the Indian partner - obtained equity capital from

among other sources, the IFC -~ an affiliate of the World

Bank4.

Table 4.6 shows the foreigm tethnological collaboration

in India and Indian Joint Ventures in 1977. It shows the
importance of 'backward'! foreign technical collaboretion in
establing IJVs abroad. This Kirlogkar, fata, Birla, Sarathai
and J.X which comprise only fivq of the top twenty large
Industrial Houses® eccount for over 50% of all backward
foreign collaboretion with Indian-owned houses. Thege some

five houseg estabdighed two-fifths of all joint ventures

1¢ D.Je.zncarnation p.46

2. 1ibid p.51
4, R.Lall p.84

5. ngever in terms of assets owned by them, they account for
557~ of the top twenty houses ag of 1980. (K.V.K.R D24
Table-8). ’
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Forecien Technologicel Collaboration in India and Indian Joint Ventures, 1977

Business House Companies with Active Joint Venture Abroad Joint Venture Abroad
Affiliation of collaboration agreement in production under implementation
MRTP Cos in India: Conftrolled Of These Controlled Of fthese
1974 by MRTP manufac- by MRTP manufact-
Cos. turing Cos. urines some
some in in India.
India

Large House

Kirloskar (11)% 8 27 3 2 1 1
Tata (2) 8 27 4 2 0 0
Walchand (17) 4 14 0] 0 2 0
Birla (1) 6 11 11 3 1 0
Escorts (V.A.) 3 10 0 - 0. 1 1
Thapar (6) 4 10 1 0 2 0
Sarabhai (9) 3 9 3 2 2 1
shri Ram (8) A 8 1 0 0 0
Mafatlal (3) 5 8 1 0 0 0
Mahindra (14) 6 7 1 0 2 0
J.K. (4) 3 7 3 2 0 0
Totals 56 138 28 1 13 3
Other Indian Owned
Houges without Foreign
Equity 69 105 8 2 13 2
Other Houses with Large
Foreign Equity parti- v
cipation NsA. N.A. 3 3 7 7
Total N.A. N.A. 39 16 31 12

a: 1975-76 rank by assets, b: Not Available, Source: Same as Table. 4§
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in production during 1977, and almost two-thirds (24/39)

ol =2l1ll joint ventures in production controlled by the MATP

vnits. Walchand ond Escorts wereo exceptions: both had

several bacizward collaboration but no overseas joint venture.

Not only did XKirlosgkar, Tata, Sarabhei and J.XK.

’

collaborate at home more and invest overseasg more, but they
also appear (Table-4.6) to produce many of the same products
for which they originally sought, collaboratien in India.

The only main exception to this finding is the Birlas who
have established several units overseas in traditional Indian
industries (e.g cotton, textiles, jutemanufactureg) for which

indigenous Indian technology is readily available.

It is, tiiue, apparent that mansgers of large scale
Indian private capital have relied upon’'foreign financial and
technolocial collaboration in India to expand their direct

investments abroad. The technolegy acquired through collabora=-

tion and adapted to local Indiarn conditions becene for certain

lerge Industrial Houses an important asset that could

subseguently be exploited overseas.

To conclude, the owmhership specific advantages of the
Houses has come from its large size (in terms of assets), skilled
managerial and technical personnel, experi ence in production

in tae Indian environment for a long time (thus Kirleskars

are celebrgting their centenary and the Parrys (India) their
bi-centenary, this year (1988»; adaptation of imported technology
to suit local demand and supply factors (without however

involving cl.ange in basic design or development of new and



.o 171 oo
indigenous technolegy frem scratch), ability te centract
collaberation ties with internatienal capital snd thus play

a subservient role under its guidance), etoc.

The MRTP Act (1969) whioh seught te reduce the
concentratien of economic power te establish a socialist
pattern ef gociety motivated Indian heouse teo expand abread

and diversify their risks. In forming IJVe abread, there
seemed to be no contradiction between the state and the

large Houames becauge of the coincidence of the interests
of the twé, however. Even the MRTP Act seemed to be a

mere lip-~service to socialism in the TOs & 80sa.

The FERA on the other hand was originally designed en
a nationaliagtic plane to strengthen the demestic capital
as againgt foreign capital. Hewever, it was the FICCI -
which acted as a critic of FERA - begause as a cemprador

class, their interests will suffer if fereign capital
ig debarred entxry. It noted the contradiction that while
FERA restricted foreign equity capital in units hested in
Indis te 40%, IJVs abread ceuld have a equity stake of

upte 49%, in its cenfidential memorandum teo parliament,

FICCI argued.

As India is emerging as an experter of enterprise and
capital equipment which form the basis for our jeint ventures
abread, it is impertant to be circumspect as regards the

treatment we mete out to foreign enterprises and fereigners
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doing business with and in India, Not only (may) such

foreign capital and technology that we would like &o
attract in the interest of speedy economic growth not be
forthcoming, but our own industries and business interests
abroad may face similar disabilities" (FICCI, Correspon-
donce and Relevant Documenté Relating to Important Ques-
tions Dealt with by the Federation During the Year 1972
(N. Delhi: FICCI, 1973) pp. 55-6.4)“1.

Thus we note that foreign capital is complement ary
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 own marketing netwerk
etc. it has to play a subordinate role to international
Capital in the search for economic space. The compra-
dorial character of Indian capital and a coincidence of
interests between the state and Indian large capital
(where by the state is looked upon as patronising Indian
capital abroad) is also 1ikely 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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INDIAL JOINT VENTURES s AN EVALUATION

A. INTRODUCTION

The anaswer to the gquestion of the success or the failure
of 1JVs may be much too narrow or limited if we only look at
it <from the point of view of their abandonment or non-imple-
centation. However, we shall, at least to begin with, cone
gider the question from this view=-point alone. Later, we
shall note the actual benefits and costs it has led to from

both the home and host country point of viewe.

As on 1.1.76, out of 233 JV proposals approved by the
government ag many as 105 (i.e. 45 per cent) were either
abandoned after implementation or were not implemented at all.1
3y end August, 1980, the Indian government had granted appro-
val foxr 399 JV projects overseass. OFf these, 161 (i.e. 40 per-
cent) were abandoned berore they could be taken up and 34

2.5 per cent) were abandoned after starting operation.2 By
31.3.82, out of 465 approvals, 196 (42.2 per cent) were not

implemernted and 49 (10.5 per cent) were abandoned.3 However,

1e oalekxricanci ; BPW may 1976, Review of [lanagement.
2. e Lall (19£4): world Development no.5/6.

Se  aeue agarwal (19b4): Joint Ventures Abroad.
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in the entire period 1960~84, the aggre_ ate number of ventures
in operation and under implementation had increased. The peak
wes 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
63 ventures abandoned after commencement of implementation
were more than could be offset by an increase in the number

of nev Joint ventures in operation or under implementation

since 1984,

In terms of profitability also, the performance of IJVs
nas been extremely uneven. In 1975/6 as many as 41 per cent’
of 1JVs overseas were loss-incurring. By 1977/8, this figure
had declined only marginally to 37 percent.5 From a study of
a sample of IJVg abroad for the years 1975/6 to 1979/80, re-
garding the profitability of these firms, it wasg found that
in 1975/6, the average profit-seleé ratio. was a dismal =2.7%
-nd the loss was Rs.12.5 lakhs per unit.’ Jowever the figures

Tor 1978/9 and 1979/80 show a dramatic improvement in that the

4. . Annual Revort, HMinigtry of Commerce, 1986/7.
5. 116 {1981).

6. TIC (1981).
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average profit-sales retic were 6.3 per cent (average net

profits of Rs. 33 lekhs) and 4.5 per cent (average net profit

of Ra. 25 lakhs) respectively. "This suggests that the over-

seag operations of Indien LDCFIls have become more profitable

ag they have overcome 'teething problems' and survived their

gestation periodg. Whether or not such a trend of improving

profitability wil be sustained into the future is, however,

not certain“.7 Moreover, "of lete (in the '80's) signs of

pervesive ‘'sickness'! amongst Indian joint ventures" heve

“surfaced".a

Can we conclude from the above discussion that I1JVs abroad

haes been a failure?

we shall look into the whole queéfion of IJVs-a succe=-
sgbr a Tailure-from five ditfferent angles. Firstly,why, sone

JVs were never started aiter GOI epproval was obtained.

secondly, why ‘some joint ventures were abandoned even

after they zgot into production?

Thirdly, why is it the cese that these JVs, which are

in production, are not very profitable-with a few remarkable

exceptions?

Ty R.G. Agerwal (1984) Ibid, p.78 Table XII. Comparing the
fizures for I1JVs in production in Table 3.2, we find that

the sampleé size varied between 45«55 per cent of the
population.

8. R. Lall (1986), p.85.
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Fourthly, why have the total number of JVs in operation

and under implementatien declined sinco 1984 after a significant

gpurt since 19717

Fifthly, and most importantly, if apart from profitability
es a criterion of succoss, we adopt other oriteria, can we say

that IJVe have performed well-though in a limited manner?

Unfortunately, hardly any recearch is available that
would answer the above questiens and the data limitations are
congiderable. Thig is true not only for India, but for other
countries as well. In fact, it geems that Indiay provides
the best data about IJVs among developing countries. The
data for abandenment of JVes of other developing country
firms are emiph? not available.9 Thus when we critiocisge
the failure of IJVe, we can do so as data are available
yvielding te oriticism. The same do noet exist for other
developing countries. In fact, without perticular cage-studies,
we cannot specifically pinpoint the causes of failure of the

particular joint ventures. VWhat ve can omnly de here is to

9. Lall (1986) p.82 Por. e.g. the Birlas had to sell off
27 per cent of their 32 percent oQquity holding in
Indo=-Malaysia Textiles, when the joint venture was in
troubles For more examples see Busginenss Stexnderd, 11
December, 1982 and Buminess India, 8«21 Scoptombore.



Lrovide a general over~ull view and provide only sketchy
ar.cvers to the very important questions raised « It is
worth stressing thet this area calls for a ¥much more de-

tailed research.

e lon-Implementation

In answering the first question, we note that there may
ve rany a =lip between the cup and the lip. ZThus, the agen-
cies representin. the G.O-I.1O may approve of the project
without going into the details of the cost-benefit analysis
for & particular joint venture. Similarly, the private

s . : fmight
investoqu}nltlally make inadequate pre-investment surveyse.
“ne 'wuswn' and 'pull' eifect emudating from the home and host
country environgent éay chenge or the perception of actual
environment-political and economic-may glter. Thus it may
be later perceived that the business proposel is too risky
or tne problem of raising finances, marketing of goods, and
management expertise may be underestimated. The locational
factors mizht further turn unfevourableéinjucing a reverse
push from the host country if the host country collaborator
bac..s out, investient policy (of the host country) changes,

and r otective measures like tariff are denied so that under

nevw conditions, project-appraisal shows its unviability.

10. awells (1983)
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It seems that while there are a large number of cases of
non-implementation « 42.2% upto March’82,.these are not a
matter of undue concern. As we have seen, non-implementation
could be a deliberate decision, reflecting a ceutious approach
by the entrepreneur himself after reappraisel in the light of
new factors or circumstances. Before 1970, when 61.3% of
the proposals were non-implemented, inadequate scrutiny by
the goférnment was a main causes From 1970, the GOI has bveen
more careful in granting approvals to IJVs. However, even
after 1970, the percentaze of non-implementation declined
only’lmargina[ly to 51% by 1977. Only since then has it decli-

. 11
ned considerably to reach 13.3% in'1981. One can specu-

late that in 1977, the cash constraint which had limited the
expansion of JVes was overcome. This leo rendered the im-
plementation of new JVs more profitable. May be, this was
the cause behind this reduction in the pexr’centage of non-
implementation. Also, the very elaborate governmental gcre=

. 2 . . . .
ening procesa} o . xndeed)was reaponsible for this improve-

-

mente

Answers to the second, third and the fourth question
may be, to a certain extent interrelated. However, while
micro factors are more pertinent in answering the second

question, the third and the fourth question may necessgitate

11. Approval is given under section 27 of FERA, 1973 by an

Inter-Ministerial Committee (IMC) on Joint Ventures

Abroad. Its decisior is final. Ministry of Commerce,
Annual Report, 1983/4.

12. Data from R.G. Agarwal Table IV p.55.
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arguments ftom a macro-perspective.

C. Abcndonment

The micro factors leading to the abandonment of Indian

ventures in production were as follows:~

(i) OCften the differences between the Indian and foreign
partners cropped upe. (a) Dhus, wahile the government of India
nad argued in favour of'5r°Vid}”Ebaining of local personnel
in India +to man the managerial and technological posgitions,
Indian firme have not carried this out. And mosgst of the
important positions are held by expatriate Indian personnel.
This can be an instance when difference may emerge.

(b) Also, there is & growing feeling about India setting
up 'tied ventures' tied to supply of machines and know-how.
For if Indian participation were in the form of cash, the
joint venture projects "could geek the most suitable machi.
nery through international tenders"‘13

(¢) It is not very clear, as to whether any conflict exists

on account of percentage of dividends to be repatriated or
re-invested in the host country.

(d) However, another major source of conflict may arise
waen even if the lndian government had requested.the Indian
multinetional firms to obey the laws of the land and treat

joint ventures as truly 'jointf, #1CCIL observes that even

~

1)0 2 Lall, p-90-



with minority participation, it has been able to 'retain
_ s .. 14

cortrol'. over the Indian joint ventures, = overseas.

Such negzates the concept of joint-venture and the notion

ofCSouth-South Gooperation; regulting in undue conflict.

(ii) Political instability or a change in the political
atmosphere or the host government'!s political perceptions

is an important factor regarding abandonment of Indian Jotnt

Ventures.

Thus in Ethiopia, out of nine ventures approved by the
Jui, wuile 5 were never implemended, 4 had to be abandoned
ziter & revolution in September 1974. The pioneering and
nighly profitable Indian unit-the Indo-Ethiopian Textiles
by the Birlas commencing production ig 1960 and its cumu-
lative earning by way of dividends amountsze. 50 lakhs
and technical know-how fees to Rse. 70 lakhs-was taken over

15

There are no IJVs now in Ethiopia.

Similarly, a ¢ivil war in Nigeria (1967-70)1? ethnic

clashes in Uganda and changing political and social agpir-

14. Obgervation made by T.A. Rithouddeen, Malaysian Trade

and Industry Minister., Financial Expregg, 11 Sept.,
1982. Quoted in R.G. Agarwal, pp.87-88.

15. Quoted in Dennis E. Encantion: The Political Economy

of Indian Joint Ventures. 'International Organigation',
Winter 1982,

16 Re.Ge Agarwal, p.42.
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17

ations in Kenya are causes for abandonment of : certain pro=-
jects. africanisation & nationalisation led also to abandon-
ment in certain cases.16 In fact, these were causes behind
e shift in interest from Africa in the 60's to South-East

Asia  in the TO's « V2

(iii) don-fulfilment of certain assurances by the host
sovernment at the time of negotiations, in regard to tariff
protection wrs 2lso a cause for abandonment of Indian firms.
The home country environment of Indian firms is such that
they find it very difficult to compete against DCIMNCs and
imports from DCs if a high tariff profection is not granted.
M.K. Raju2obas provided the following table in which diffe-
rent tariff assumbtions are mades While, with no tariff

protection, this project 21 is simply not viable, even with

a merginal reduction in tariff, the return ol sales, on

17. Ibid., p.43.

18. S. Horris, EPW, Nov. 14, 1987, p.19%3.

19. Balakrishnan: He cites countries « Ghana, Libiye also.

20. However, with en improvement in political climate in
Higeria in the T0's,it gttracted much FDI from India

in that decade.

21. lNMeK. Raju: EPW Nov, 1980, inReview of Mianagement -
pe 147-150..
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: . . 22
iunvesti.ent and on cash f.ow become negative.

TABLE 5.1 3 Tariff Assumptions (%)

As Per Project As of Reduced No
Report 1976 Teriff Tariff

30% 20% 15% -

Ae Sales 6 .81 59 548 4.76
B. Assets A-S 5.0 4.8 4.8
C. Income 093 (0.6) (o.08) (1e1)
D. ROS 14 (0.5) 0410 (0.9)
Ze ROA 19 -ve -ve -ve
F. Cash flow 117 -ve -ve -ve-

Source: i..K.Raju Ri=147. EPW Nov.1980~ Lpte:Raju does

ot refer to the project to which these data relate.

(iv) Indian firms have often been u;able to perceive
éuring the implementation of particular projects that the
degree of protection in the host developing country market
is much less as compared to that prevalling in India. This
cells for a different a.d & wore aggrégive marketing norm

incorporating a higher level of guality of products urlike
in India where producers can sell what they produce and not
produce whet they can gell.® The home country industrial

structure is characterised .y oligopoly. In the Schumpeterian

22+ :He doeg not mention which particular project in which
varticular country he isg téking about.



ee 183 ..

sense, oligopoly is desirable for it facildtate' the
seveloyment of R and D. However in the Indian case,
oligopoly ii.plie6 an absence of competition and a 'live

and let live! strategy vy industrialistse 4Also inpthe
absence of ';reative destruction' even nun-viable units can

survive with a high cost production structure. The Indian

firmg were protected by a high tariff barrier from cheap
inports and by FERA{ 1973) from the dominstion of foreign
in / zpital so that.zﬁhe period im 1969-80 the Government of

4
india approved gross foreign investment amounting to a
' PR o
» = e

Baltry Ue3. 370 million into the country..~ By comparisgon
Brezil had a2 net inflow of =such fundeg amounting to US

.

5 2.2 billion in 1978 alone."2>

Lowever, the LDCs where Indian firms invested especially
are L tie ASLAN economies_‘characterised by a relative absgence ef
protection . against imports of goods and capital.24

wence Indien firms investing there have to compete againgt

23.  Deepax layysrEPW 1987, annual No. Also in Lucas and
rapenel (19¢8&) (eds) s

24. R. Lall (1986) p.4. Quoting S.Lall (1984) p.302 in
Lhagwati and Ruggre (eds).
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imnorts as well as ecgainst ICLNCs, other TWINCs and local

bty

il‘ms .

Therefore, unless Indian Jirms are price competitive,25
t..ey can not survive . And even with 60jc - T0% utiligzation
oI capacity, which is sufficient for these firmeg to survive
in India, they cam’not survive in the markets subject >,to
the ¢hill winds of competition leading to their abandonment
after production commences.26 In eddition, many of the pro-

jects had no price cushion with the result that any changes

in the crucisl assumptions such as cost. over - run, inte-

rest burden, change in the product - mix, volume, etc. make
27

them vulnerable.

(v) Another major problem which Indian and most ather

TWiICsg (except,perhaps for Hong Kong'MNCs) faced was the in-

ability to tep existing marketing network or to develop a

narkxeting channel of ite owne.

25+ ilei.. Raju (1980) EPW, Nov. Review of Management.

26+, ‘Qhey are not according to 2. Lall (1986), while Wells,
Lecraw, etc, have stressed on the price competitivenese of
TwsliCs for survival ageinst the advancedmarketing strstegy

superior quality, and product differentistion capacity
of DCLIiCs.

B \V)
~3
-

lene naju (1960) Ibid. p. 149.

Iibid. P 1490

18}
c
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(vi) In certain cases, especially in Africa (except Kenya

and rouritius), the lack of development, of the markets

(several units were abandonded for lack of demand) and in-
adequacy of the financial institutions i'were the major im-
pediments in the successful ingtallation and continuance of
Indiaen bnitsa?g

(vii) llany of the developing countries expect to be able
to talke over the management of foreign JVe after a certain
learning period and this may have encouraged the rate of

withdrawal of Indian investors from their host. countries.Bo

De Profitability

Consider now the third gquestion about profitability -a4d

and long.-term viability of the joint ventures.

We noted earlier that the host country atmosphere is
significantly different and much importance is attached to
competition and efficienby. In India, ‘'self-reliance' is
a major objective and hence a tremendous effort towards
technological and industrial self-reliance has been made
inrcpite of creatinz a high cost production structure. How=

ever, most developing countries - especially the ASBAN

o

A
L]

wePe wells (1983%), w«.Lall, p. 83.

w
o

welexrisanan (1976), LPW kay ®eview of Ménagement.

-——



LN 186 O

econouies - have n.d an open door policy towards the multi-
nationals - be they from the North or the South. While the
former (DCIIiCs) have stresced on product differentiation and
development of brand names, the latter have stresgsed price
competitiveness. This has put the Indian firms operating

on o small scale but with high unit cost at a disadventage.- '
Indian firms do not seem to péssess competitive advantage
based on small scale technology.32 Its advantage, asg we
noted in a previous chapter, vis - a - via firms from the
OCs lies in providing cheap but equally efficient managerial
and technical personnel.33 However, most developing country
investorg from S. torea,34 Hong Kong35 and Latin American
count:ies-36 also possess this advantage. In addition, they

~Ossess coupetitive advantage based on small scale techno-

1053.37 itenice to the extent they compete with the Indian

firms, the latter finds it unprofitable. We however, un=

fortunately do not, nave any information as to whether their

51, J.P. Agarwal in Zhan (1986) (ed) p.187.

-z v Tr . > . r Al
:)20 Ileile agu \4‘,\‘\'/

23, e Lall (1986), p«.36, 42=-3. See chapter 3 of our dig-
sertation also.

34. 2. Lall’ p0250

35+ Bee JO (1981). See alsc chapter 2 of our dissertation.

36. See Chen (1981) in Kumar and Mc. Lend (eds). See
chapter 2 of our disgertation also.
37. 3See BE.White (1981) in Kumar and Mc.Leid (eds).

See
chapter 2 of our disseritation also.
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managerial/technical personnel are better (or less paid) aaL
compared to their Indian k'“él';gd for reaping low price N

' ceunterpart
based competitive advantage.

Wie noted earlier that due to B.O.P. problems, the Indian
government is reluctant to provide finance capital in fore
eign currency to the Indian investvzs.38 And this severely
regtricts the possibility... of expansion of the firm: size
of the IJV5.39 Instead, it has led to a high debt equity
ratio. for IJVs - even by Indian gtandards - causing vul-

nerability of Indian firms to slightest, price and quantity

fluctuations.4o Indian firms £ind it difficult to compete
against DC..I;Cs41 in the skill intensive industries which

nay also be capital intensive - especially when the scale

factor is important. High unit costs resulting from sub-

optimal units on account of finanecial congtraints is the

outcome. Since India's small firm size, reflects a nega-

tive financial constraint rather than a positive techno-

logical adaptation, low profitahﬁ"results. fdfact, moaté bility
firmg interviewed by R. Lall provided this argumenﬁﬂ@sP

factor benind their low profitability - apart from the maf-

xeting problem afflicting most TWMNCB.42

38+ See references cited in 35, 36 & 37.

39. K. Lall (1986) and R.G. Agarwal (1984).

40« K. Lall. On the otuer hand.

41« oK. Raju (1980).

42. Except for a few notable cases where Indian product

adaptation to LDC conditions give them an edge OVeX.

DCMliCe. See Lall (1982) and chapter 4,6 section 2 of
our dissgsertation.
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E. ..Declining Numbers

The question of profitability leads us to the quesg=
tion of long-term viebility. Thie also leads us to the

fourth question as to why the aggregate number of ventures

hea started declining after 1984.

The country-specificladvantages' which Indian firms
enjoyed domestically in the form of a high tariff wa.ll,43
oligopolistic control over the market4énd a high debt -

45

equity ratio:: did not hold to an equal degree in other

developing countries.46 Horeover, Indian firms are used to
a narket-environment where they sell whatever they can pro-

. ) 47 .
duce and not psroduce what tiey can sell « According to a

top executive guoted in Business Indié"many Indian ventures
have failed in this country (lialaysia) because they tried
4+0 use marketing concepts developed in .Ihdia., where any-
thing se&_ls'.4q

Starting with similar export performance in about 1970,

-
almost all newly industrializing countries (NICs) With

. e N e e, cie e ey e L

4%. Bhagwat:

A4. P. Patnaik. Ibid.

4%. 5S.Z. Gupta: Monebgry’ Economics.
46. ML.K, Raju (1980)-

£72. . Leyyar .41937). . P
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the exception of Axrgentina, Brazil, Hong Kong, Singapore,
Yaiwan, South Lorea, lMexico, etc. have left India f@r be-
hind in the rate of growth of exper‘ts.gb Moreover, in
teriis of agsregate industrial production, India's position
hes dropped to the 18th largest induatrialised ﬁation at
present.51 Even a smell country like Scuth Korea has been
able to increase its manufacturing vealue added from about
20% in early '60's to about 60%5z'to that of India's at

Present.

According to Nayyar,53 in the ultimate analysis, the
caucses which lie behind India‘'s poor export performance are
2lso the causes explaining India's poor ggje of growth.af :
P Nayyar's arguments fox growth-led.exports can be exten-

ded to growth-led-exports-led FDIa?A'" Taeeie wloe Lol

——

-2~ . * That £DI follows exports gets support from Wells!

49. Business Indias. 8.21. Sept.1982. quoted in R.Lall p.83

50« Delleyyar: India's Export Policiest1970=85. EPW Ann Noe
1987. See able-6.

51. Source forgottem. Acc. to S.Lall(1982) it was 13th in
1980 a:.d 3rd among develoupg countries.

52. J.Bhagwatis An article in Economic Timegys, 1988,

53. D.Nayyar(1976] India'e Export Policies in the 60's.
Also Abid Hussain Committee Report on India's Export
Promotion Policies(1986)
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analysis. This is true wherever FDI occurs as a defensive

measure to protect the erstwhile export markete(This defen-

sive strategy is T®80rfed. - i, by both DCMNCs and TWMNCs)

If our hypothesis of 'growth-led-.exports-led FDI'holde
s s lirely to for a large country like ours and where
2DI has been cowplementary to exports—we can speculate
cwe note that Indie's rate oz growth of GNP has not kept
éace with that of tge NI's of last Asia and Letin America)
even if we do not have wery recent data auvout FDI of other
IICs that

(i) there is a significant possibility that the relative

extent of the iﬁternationali"sationZIndian firms will decline Jof
A

tas compared to other NICs). And

(ii) cven in absolute terms, we cannot be very optimiastic
thet internationaliseation of domestic Ffirms will take quantum
leaps. Thie mey be in contradiction to the claim made by
SeLall. One foctor which may have inhibasted Indian firms
TO £0 overseas, nay be the relaxaticn of indugtrial

licensing and trade policies. To the extent, they negati-

vely‘pusheé55 Indian firms oversgeas, these factors are

E

54 D.-Nayyar, (1976) & (1982).

55¢ L.Wswells. Third horld iwultinationals.
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ruch less overative. at present. One also notes that
contrary to the fact that most of the South Korean and
Hong Kong firms invested abroad were medium-gized units,

the larcest firms/Houses from India investing abroad were

e majority” + Thus a relaxation in the restrictiwg policy

environment allowing the RTP Companies to expendin profi-

table domestic ventures Mmnay have reduced their incentive

to venture overseas.

iore important than the policy environment seems to be
the fact that unutilised capacity in the capital goods
sector resulting from a decline in public investment and
gpaturation o£ import-gubstitution led demsnd for indust-

rial _oods in a slowly growing inegalitarian economy

P

26 induced the firms to expend abroad.Domestic recession

threantened domestic growth and unutilised capacity could

56, Raj Azzarwal & Je.K.WeeklysForeign Overations of TWHMNCs:
Journel of Developing Areas 17 0c¢t.1982 pp.13=20. L.T.Wells,
R.Lall, Dennis E.Encantion ’

57« S.Lall WD1982. Thisg pdint 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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be used for supplying capital goods, equipment, spare parts,
etc, as equity for Indian joint-ventures abroad. With
domestic industrial resurgence especially in the highly
srofitabie durable consumer and luxury goods sector since
tne mid '80's and pessibility / pre@itting from foreign- Jof

tie-ups as & compradore class, Indian firms' interests in

dive.sifying risgk through utting 'ezzs in more than one

o~

. cket' declined azs the domestic industrial environment
seemed amenaile for expansion-domestically. Horeover,
unlike in the mid-TO's, when India had accumulated & size-

able foreign exchange reserve which the sluggsish domestic
economy could Absorb,the '80's was marked by a severe /pot
Foreign Exchange constraint'on a/c of SOP prohlems. This
ig likely to have natural repercussion on the Indian capa-
d1lity of outflow of foreign exchange and hence on the

increase in the new ventures in production and implementation.

Jur just c.ncluded brief discussiun purpomts to be a
tentative hypothesis to the observed fact of 'distinct,
sleckenirng of the rate of growth sipnce 1979-81* noted by
S.Morris.58 and the actual decline for the firét time in
the aggregate number of joint ventures in production end

implementation since 1985 and a declike in the number of

joint ventures in production in the year 1986,

58. S.Morris. EPW Nov.7 and Nov.14,1987.



F. OTHER PERFORMANCE CRITERIA

Kow, we ghall attempt an answer to the fifth and most

vital cuestion.

The benefits contributed by the IJVs can accrue
&) to the Indian firm investing abroad, b)the host country
rartner, c)Indian economy as a whole, and d)host country's
econuny as & whole. Broader still, in the realm of South-
wouta Co-vperation,it has an international political com=-
vonent in terms of generating goodwill among the countries

of the South and in promoting collective self-reliance.

In .¢his section, however, we shall restrict ourselves
4o the purely cuvantitative economic indicatioms firstly

becavse they are more concrete and easy to handle with

ang secondly because the remeinipg aspects have been

covered in the other chapters. HMoreover, we shall confine
our discussion only to benefits accruing to India as a.

whole, as this issue has : not been covered before. Benefitsu
to host developring countries from FDIof TWINCs have been
broadlv covered elsgewhere. It seems that Tndian firms are
r.o significantly different from a typical TWMNC- in terms

oz transfer oi techrology, employment generatioRl: and

..ore erfective use of locul raw materials, and in the

suserce 0T w verticall; integrated production structure
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.0 ille.;wl wetivities in the £form of trengfer vricing
c.n be recorted to,and so on. Hence, we d0 not need
to so into deti.lls resurdin: host country's benefits
s all these and r«lated aspects have been dealt with

elsewnese.

"he Indian econonyv, has been gufiering from & moderate
to cevere Toreign erchange bvottleneck right from the Second

Five Yeur rlon with verhaps the sole exception of the secord
nalf of the seventies before the second oil shock. Thism

fuctor dominated in the whole of Indian govern-
ents policy towards overseas JVs. Thus, on the one hand,
the govern ment did not feavour outflow of capital in hard

Ioreign cursency in the Torm of Indian eguity capital ab-

59

fod

roa Un the otner hwnd, it was of utmost importance

thet these ventures have foreign exchange earning capacitye.
frojeets tied to Indian muchinery, equipment, etc., instead

of wo:ld-wide sourcing for them, was a coraollery to thig.

59. However after 1977, the Government in its revised
guidelinea relaxed the earlier restrictions towards
outflow of 'finance' capital ( in hard foreign currency)
to a certain extent. The 1983-84 Annual Report of
the MHinistry of Commerce further admitted that this
acged as a constriant towards realising economies of
scaele for Indian JVs affecting their cost-effiﬁt&éayi
A nore liberal cash-flow is preacribed to reverse the
earlier trend of having sub-optimal gize of IJVs

Ministry: of Commerce, Annuel Report 1983-84). To

what extent, however, this has been actuzllybarried out

is doubtful, if weflooking at existing amount of equityl»are
contributed per unit after correcting for rupee depre=-
ciation and global inflation.
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Coincidentally, domestic recession. in the capital goods
sectors creating a significent amovnt of wnutilised cape-
city proved that Tndia was not capital constrained (given

ithe per capita incone (p.c.y),rate of growth of p.c.y., &

k2 &
govi's ability to finance itseli and level of economic

development) but foreign-exchange was the binding cons-
traint. Hence IJVs were to provide boost to capital goods
sector as well as earn foreign exchange. It is to be noted
thet India did not have an 'image'! in capital goods indus-
tries.60 Evidence is contradictory as to whether India

nad & competitive edge in the technology embedied in capi-

61 ,
tal goods. However, it is evident that in certain sec-

tors in manufacturing, Indian firme did have a comparative

advantage when it ventured into overseas. investment. For

the latter contains a 'package'! of inputs - consisting not
only of Indian machinery and equipment,but disembodied
technologyain terms of experience of learning by doing and

5.:111 in terms of manageriasl and technical personnel, etce

Hence it was possible to exvort Indian capital goods when

it formed a vart of a 'packagé'. It would have been diffi=

cult otnerwise.

60. Balakrishnan, EPW 1976,

61. R. Lall and S. Lall differ in this respect.
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Tn this section, however, we shall not ve navle to
discvss as to what extent the capacity utilisetion of the
Indian capital goods sector increased on account of these
joint veitures. We suall restrict ourselves to the FLI

imvact on Indiazn B.O0.P.

The IJVs hove to provide information, annually, to
the Indian Investment Centfe (ZIS) cn the following items:
dividends they huave declared, 'Other Repatriations' (in-
cludin: fee for technicael know-how, engineering services,
rmonagenent consultancy, ete), and 'Additional Exports'
(includins exports of n»nlant and machinery, spares, com=-
nonents and raw ..aterials, effected over and above exports
towards eauity). Thece cen be utilised to find the ‘'direct!
invact on BOP. We should mention here that the FDI impact
cn 02 can be divided into 2 components~'direct'! end 'in-

cirect's For the Indian case, the direct impact can be

rmeasured by the equation.
62

LPL = Ex+hll~1M+AX2+Cﬁ+d-DFI )

WMhere 2% = balunce of payments,effect of FDI over a ziven

veriod of time.

EX = exports of capital equipment to finance the equity

suare in the foreign joint venture.

it

62. J.P agarwal:
tries, in X.li.
]3_.1860

Balance of peyments effect on home coun-
Khan (ed) Multinationals of the South,
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TABLE 5,2,
BENEFITS FROM INDIAN JOINT VENTURES. (ms.in lakhs)

Other repatriations Additional Exports -
(including fee for (including exports
Year Dividends technical know-how, of plants and
. engineering services, machinery, spares
man mont consultancy components and raw
aetc. matls.effected over

and above exports
towvards equity.

1969-70 &

earlier 43.2 41.6 382.5
1970-71 5.0 7.2 392.6
197172 11.8 9.8 101,0
1972-73 18.4 13.2 132.8
1973-74 25.6 16.5 - 420,9
197475 32.5 22.9 735.7
1975-76 25.9 130.3 979.7
1976 =77 39.2 136.2 ' 1,044,9 )
1977-78 575 206.9 1,331.0
197879 4.3 239.5 1,440.0
1979-80 185.9 492.6 2,186.5
1980.81 148.0 373.0 3,115.0
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 R.G,Agarwal Table X P.75

b) Para upto 1982.83 Annual Report, Mipnistry of
Commerce, 1983.84,
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AX1 = additional exports of machines and intermediate

products.
nkz = exgsorts of raw materials
CR = Capitaiised value of invisgible assets trans-

ferred to JV (good-will, patents or trademark)
and of future returns (technical fees and bonus
shares, etc) expected from them.

R = usual returns on capital in the form of dividends,

royalties and managerial fees,etc;
o1 = total auount of PForeign direct investment.

I.. = foreign exchange payments (IN) incurred an impor-

ted in-puts of the above exortsge.

The aggregate contribution of all 3 kinds of JVs (in

operation, under implementation and dlready abandoned) to

the Tndian BOP was Rs.82.1 crores63 upto March 1982. This

amornted to more than 2% of the official FOREX reserve of

ircle in roarch 198&82. Indian investors overseas were in

T.igs way not only able to pay off the original DFI in terms

o. ZXoreign exchange but also th increase the foreign ex-

cnange receipts of the country by about 2/3—ds of the ori-

~inal value_of the DFI. Thus the'direct! effect of DFI

on India's BEOP wae pocitive.

. —

O

Jeke Agarwasl : Ibid p.1&6.
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s

tne 'indirect'! effect is likely to be negative when we
congcider the export displacement effect of DFI. Here we agre
implying +that DFI is a substitute for exports. IHowever,
even here DFI may be better than no UFI at 21l in dynamic
terms if we assune thaf;pccurs +~. ag a defensive strategy:LDFI
to protect the existing export markets. Moreover, not
alveys ig DFI a substitute for exports.it may be a comple-
rient to itoin terms of sourcing information and establish-
ing new narketing and distributional channels. To the ex~
tent OT ig complementary to exporte, the indirect effect
of DFI on India's BOP will be positive. Thus, R.Lall's
pessimism in this regard.64 is not justified at least on
treoreticel grounds. wsred in the Mundell-type neo-classi-
cal tradition where movement Jor facéors is supposed to be
a subsgtitute of wovewent for goods65 he failed to note the
aynanic consecLenceof wirl in an internationally imperfect
araet for capitel and infogswation. wiere developing coun=-
tries like Tndia are hampered in sustaining theix export

*
growth unless they are able to marketing channels of their

own or cooperate with other developing countries of the

coutih in this regard.

64 . ‘e Lnll, p. 88. His view is supported by a study of
1122 (1977) though he did not carry out any sepSrate

case by case study of export-displacement effect by
DI on his own.

Ch
w1

-vndell : AER 1958.

* establish
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14
J.P Agarwal has performed a“purely impressionisctic
study on the export displacement effect of DFI. Thus his
results have to be reed with due caution. Agarval clapsia

fied the goods produced by ILJVs into four groups.

The first group included those cases (38 perx cent)
where exports declined after IJVs hed 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 cases (15 psrT cent) where DFI did not result
in a negative impact on Indian exports. The fourth group
included all those cases (25 pexr cent) in vhich exports

from India to the host countries actually incroaced.

If wve exclude the second group, then it seems that
only 50% of the cases suffered the export replacement
effect of PPI., J.P. Agarval comncludos, "since these goods
have different weights in the ozport earnings of India,
it i8 not possible to say whether net export replacemont
effect in quantitative terms was positive or negatives
In qualitative terms, however, the sharo of goods having
export replacement effect is matched by the share of goods
which either do not show such an effect or have a posia
tive effect of FDI on their exports to the related host

countries, UYhen this is considered together with the
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estimates of equation (1), it can be concluded that the
net effect of JVs on India's BOP has been a positive de-
monstration on the effectiveness of FDI as an instrument

67

of export promotion®,

To conclude, one can partially agree with ITFT's eva.
luation of Indian JVs abroad.68 It concluded, “the over-
all performance in regard to the effectiveness of Indien
joint ventures in gonorating exports and sctrengthening
the balance of payments position through repatriation ot
profits, royalty, technical feec and the like has so faxr
been wuch below the initial expectation®, However, it
vill be inaccurate to argue that IJVs have been a failure,
or that it wvere 'negative' motivos/reasons thet prompted
Indian investors to invest abrosd representing capi tal
flight from India.69 Moreover, as far as high attribion

rate of Indian overseas joint ventures is concerned, it

i8 not always to do with the economic officiency and com.
petitive ability of Indian firws. overseas. As R%Y Lall

himself pointed out, "a pumber of Indian firms may have

67. J.P, Agarwels Ibid. p.192.

68, Ipdia's Joint Ventures Abroed, IIPT (Sept. 1976) p.16.
69. R, La]-l’ p0890



¢ L N 2 201 e

set up foreign ventures for 'dubious' reasons. The objec-
tiveamof such firms have nothing to do with their ability
to compete successfully in overseas markets . their objo-
ctives can be met without showing any profits omn the
balance sheets of their overseas operations.7° This is
even more true for wholly owned subsidiaries . a cate-
gory of Indian firms we have not considered hero,71 on
account of paucity of information in primary, secondary
sources., Moreover, J.P. Agarwal noted, "the performance
of abandoned Jjoint venturés has not been so bad in terms
of foreign exchange earnings that it could be assuwed that
they were all unsuccessful and therefore sbandoned. Their
repatriations of dividends, etc. over their whole exis.
tence were nearly as high (33 per cemt of FDI) as those
of the operating joint ventures (37 pox oent) and from

the point of view of balance of payments, they not only
paid off the original value of their foreign investments
but also contributed to it a sum equal to 116 per cent of
these investments. So it is possible that upntil March
1982 many of the 49 abandomed joint ventures (IIC, 1983)72
were not really unsuccessful but were sold to local

partners, either because Indian partners were not asble to

70. Ibid. Pe 84,
71. S. Morris, EPW Nov 14, 198%, :.

72. Indian Investment Centre lIte), Indiapn Joint Ventures
Abroad % An Approval. (1983).
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realize their original plans fully, or because a fruitful
co-operation from the local partners and governments was
not forthcoming. Only a few were affected by nationali.
zation schemes of the host countries and some others were
given up in fear of a likely expropiiation (chishti 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 encowr-
aged the high rate of withdraw of Indian investors from

their host countries".7u

Success or failure in joint ventures have reper-
cussions elsewhere., Apart from crogting employment for
surplus Indian human capital and effective utilisation of
physical capital, the 'image' of India as an exporter of
industrial technology and products is built., This affects

-~ our bargaining pdwer in entering into foreign colla-
borations and technology transfers to enterprises in Indiae
Also, it facilitates our techmology exports through turne
key projects, licensing and contracting agreements and
export of capital goods, We shall evaluate the parfor.

mance of the LJVs as well as the role of the Indian govern-

730 so Chiﬂhti, Moso Lﬂkﬂhmi’ Bo Ro Chﬂ'van‘ Ind'.la'g
Joint Ventures Abroad. IIFT, 1977.

7L|,. J.P. Agarwali Po187o Ibid,
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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 poiicy
environment ~ permitting outflow of foreign exchange in
the form of equity to realise economies of scale,75 (.at
the same time restricting outflow of scarce foreigy exchange
by dubious individuals on false motives) and a more com-
petitive spirit of entropreneul_S able to withstand inter-.
national competition in a foreign location and the capa-
city to plam in alvance with foresight, India should be
able to retain its position as one of the leading inves.

tors of the developing countries, if not further improve
on it.

75. As envisioned in the Ministry of Commerce's Annual
Report, 1983-84, Ch on JVs,
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CHARTER _VI.
TH QUTH C TION T H
ZQINT __VENTURES.

Tho dogirco for = colleoctive self-rolionce 1 of tho

Phird Horld Countrics on tho basis of "South-Socuth Co=-0p
oration® has beon o dominant theme of digoussion in vorieus
interantional fore. Our objectivo is mnot to discuse tho

differont dimengions involved in South-South coe-oporation

but to limit owrgelves to disoupe wvhother thipg gort of
co~operation can be promoted through Third World Multina-

tional or joint vontures betweon firms belonging to two

or more developing ceuntries.

The dfgoussien seeka to exmnlere the following questions.

i) Yhet is the extent or the scale of operation in terms
of quantitative magnitudes of DFI by TUMNCe in the developing
countriea? In vhich sectore 4o they dominate? Will it
do awvay with the dependence on DCMNCs or vwill it only
increage the bargaining pover of the host doveloping
countries with regpect to the diatfibution of gaing from
international production betweoen the host end tho parent

countriocs?

ii) To whot oxtent will thip co~operotion fooilitate

) Nehru,os early as in 1955, in Bondung Conforence had
cdvocatod colleotivo self relinnce ond coonomic cow

oporation with 78 Asicn ond Africen Countrieg.
Bncarnation (1980) P.56
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industriclisation of tho hoet countries? Vhat will bo

the pattorn of relationship between the host developing
country firm and the TWMNC; will there be o symbiotic
relationship or will heelthy competitiorn be replaced by
o conflict loading to o gero or négative sum gemo?"

iii) vhat are the benefite and/involved for the /costs
host and homo country governmont o in focilitoating

collective gclferclinnce and gouthe=gouth co=operction?
PYMNCo? Unfortunately we shall be oblo to suggest only
partial answers to these complex Qquostions. For ono must

be equippod with onough time, space and ompiricel evidonce

to do proper Justico to theso questiong.

B. Emorgence /TWMNCS: o threat to DCMNCg ond o boon to /of

hogt doveloping countries?

In our discussion we shall, in tho context of joint
ventures confine ourgelves tc the privete ococtors' joint
ventures since the public sector joint ventures in this

sphere are fow ond limited to ocountries like Indis cnd

Bragil.

It ia o clear that the THIINCo have invested cbroad
in tho monufeocturing seotor by toking advantage of the

intra=third world differonco in the lovel of economio

dovelopmont defined in terms of per capito incomo and
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industricl development measurod perhops by the chare of
the manufacturing value added to total GNF. Thus, DFI

will be typicnlly from say. Brogsil to Peru or Hong Kong
to Molayein and not the other way round. A logitimnte
question that onc con raise at thio stage io vhother
thie intro-DFI will accentuato or reduco the difforocno

of the level of economic development of theso countrics.

An angwor will be cttempted loter-alboit, partially.

Wo shnll briefly recapituato the technological
charactoristics of the investing firmg, in the monufactu-
ring sector a 8 this will have a bearing on gomo of tho
Questions rcised. DFI from most of.the developing oount;
ries (wirh the exception of perhppe Brazil and India)
hove boen, es & rule, in those ocasco whero-in small
soale labour-intesnive units can compote on the basis
of lowDxr price with capitel teochnology ond cdvertising

intensive DCMNCo. Theee firms can in general, exploit,

their ewnership mpecific andventeges in standordised
goods ot the‘tail end of the product Cyol$2 and the

tehnolegical charncteristicsg embodied in the goods place

2) L.T.Wells (1986) +n Khav.(ea.)
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them at tho lowver ond of the technological spectrum.3 Peosing .
on ovolutionnry ond undirectanal viow of tochnological develo-
mont Lall argues that DCMNCe, onoo having rcaochod o higher
lovel of tho tochnology leddor do not havo incomtive to

clirnp dowvne. THMNCe vho haove dovolopod o'niche atrctogy'4

ontor 'Y... cootorsc and do not havo to dircetly oonpoto /these
ocgoaingt DOMNCo im tochnologionlly ocinmilar productg. Hou-
over, tochnologiocally digeoinilar comnoditico may fulfil
cexrtoin cimilor cconomic noodo go thot tho produeto

produccd by DCIINCo ond THUMNCS noy bo coonomio subptitudos.

Honeco porhapo o ence eon be nodo in favour of tho faot
that thero ic indood compotititon botwoom products produced by
DCHMNCo and TﬁHKOc.involving cubgtonticlly difforont
tohhnology. In faot, Uells g notoo that tho compotition

vill be tho nmogt coutc ot tho ‘tail ond of tho product
oyclo's In sacoc TWMNCs cucceopfully compoto against

DCMNCo tho dopemdonce of tho lottoer can bo L avay with Jdone
Howovor, it nugt bo romomborod that ovon for o oimilor

product (in tho oenso of ootisfping pimilar wonts for
‘rational' concumorc), THMNCo ond DCUNCo moy oator to

difforont markeot cegments; whilo THMNCg will oattraot o

3{ S.Loll (1984) torld Rovolonnont.

4) A torm coinpd by Vinod Buojoot(1980);quotod by L.T
wonswas & ReBoXloll(1986)

5) Wollc (1986) Ibvna
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larger population with swmaller purchasing power per capita,
DCMNCs are 1likely to attract the consumars from the top
income groups with their stress on avertising and proe
wmoting brand names and transforming the goods into status
symbols for the consumers. who are able to buy them.
Thus, when markets are segmented, there need not be any
competition between DCMNCs and TWMNCs at a point of time
and the dependence on DCMNCs 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 thgt DCMNCs will have to adapt cexrtain attributes
of TWMNCs and vice.versa;the former may try to be more
price~.competitive and the latter may develop brand names.
We do not know, how far the DCMNCs have made efforts to
be=~come price competitive. They need not have,in any case,
if sales can be increased by an increasing advertising
expenditure as Baumol's sales maximisation model postu-
lates, That a few TWMNCs on the other hand, have adopted
cortain attributes of DCMNCs are noted from the fact that
'San Miguel' (Philippine beer) and 'Inca Cola' (Peru's

cold drink) are important brand names from the developing

countries which are also cheaper than similar products
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manufactured by DCMNCS.6

TABLE - 6,1

Share of intra-developing countries' overseas investment

in total DFI in selected host developing countries.

Country Year Percen- Country Year Percen-
tage tage
Argentina 1976 1.73 Hong Kong 1976 2.76
Brazil 1979 0.60 Indonesia 1976 21.82
Chile 1974-8 0.95 Peru ‘1978 2.00
Colombia 1978 6.48 Philippines 1976 3.37
Ecuador 1977 6 .40 Thailagd 1975 24 .86
Guatemala 1976 6,80 Venezuela 1979 0.78

Source:S, Chishti, p.106 in Khan (ed).

Multinationals of the Soutlh, 1986,

6.

We may note, in this context that DCMNCs should not be
iumped together as a homogeneous unit as there is ex-
reme concentration of the number of subsidiaries

and the amount of DFI) among the top 5% of the parent
DCMNCs? they account for 80 per cent 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 Jjuncture by the
presence of TWMNCs, It is the remaining 95 per cent
of the parent DCMNts accounting for 20 per ceant of
the subsidiaries who are likely to be affected. Coun-
try.wise, in host South East Asian countries, it is
Japanese MNCs who are likely to be most affected as
compared to other DCMNCs, as Japanese MNCs operate at
the tail end of the product cycle and have to com-
pete with TWMNCs,
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So far, we noted the dependence on DCMNCs in the

manufacturing sector from the Third World consumers' point

of view,

However, even from the point of view of TWMNCs them
selves, 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 interwiew
conducted by C., Cordeiro and reported by Wells (1983), 42
out of 52 Indian firms had obtained their technology fyom
foreign sources. R, Lall's interviews also show that,
but for inavailability of finance capital because of the
Government of India's policy on foreign exchange outflow
for LJVs 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
earlier chapters that TWMNCQ 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 capital may make Indian and other TWMNCs their
junior partnmers in their generation in these Third Worild
countries where their entry 1s looked at with suspicign.

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 DCMNCs and the DCMNCs “fyrom 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 DCMNCe operating in India have six 'Endian'
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

cent of Indian equity ( in ventures -under implementation).8
They have been able to use the Indian label although they
do not necessarily have Indian partners in the LJVs abroad

thus retaining imperalistic hold over third world markets.

It seems that only in the manufacturing sector - es-

pecially in swall-scale manufacturing-that the TWMNCs have

played any significant role. In most other sectors,espe-

o
cially trade in primary commodities9 and in mining1

7. See DN (EPW,June 11, 1988) in this context.
8. See K.V.K. Rangathan (1988) p,23 Table - 7.
9. See S, Chishti (1986) in XKhan (ed).

10, See Dunn and H, Korner (1986) in Khan (ed).
——
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TWMNCs have not had any significant 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 of these
countries, Chishti notes "facilities for trading, ship-
piﬁg, insurance and banking as well as channels for com.
munication and marketing remain oriented to trade betwoen
the North and the South".11 Dunn and Korner have this much
to say on this issue, "In 1980, the TNCs (of the Nofth)
dealt with approximately 70-80 percent of the world wide
raw materials trade. In some products (coffee, wheat,
wood, cotton, tobaéco, jute, ironore, bauxite/aluminium)
their share amounted to 90 per cent and above".12 Accord -
ing to Axel J. Halback, "the share of intra-company (of
DCs) trade in the case of highly vertically integrated
production is also high, in meny products it is atleast

50 per cent and in some it clearly rises above this
(bauxite 88%, cotton 68%, bananas 61%). Only a few deve-
loping countries have so far succeeded in penetrating at
least partially the established production chains and

marketing relatiomships of the vertically integrated raw

11. See S, Chishti (Ibid) p. 95.

12. Dunn and Korner (1986) Ibid p.120.
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materials corporations and to set up the ixr own nationall
manuf acturing capacit ies and marketing systems. (ibid,
p.23, unauthorised translation)".13 Thus, we can ¢onw
clude that TWMNCs have so far played a minor role in

promot ing South.South trade.

While for wost DCMNCs' 'traditional pattern of fore-
ign investments' were in the 'extractive industry sector',
the TWMNCs did not follow this pattern.1b The high capi-
tal intensity of primary commodities' exploitation and
processing and a long gestation lag coupled with require-
ments of large funds to achieve optimal production level

posed a severe obstacle in this regaxd,

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 Thailand

and Indonesia, the share of DFI by TWMNCs is miniscule.
Even if the share has increased of late (it is unlikely
after 1980 ' especially in the host Latin American coun-
tries) it can not be significant enough to pose an effec-

tive threat to DCGMNCs,

13. AJJ. Halback, Zunehmende Hooperation der Entwick
lung slander im Rohstoffbereich in ifo schnelldienst

29/85, p.18, quoted by Dunn and Kormer (1986) ibid
p.120-21,

14, M, Svetlicic (1986) in Khan (ed) P. 71,
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We conclude that TWMNCs are mostly confined to the
small scale manufacturing sector (except for S, Korea.
who has marketing and trading overseas ventures). It
seems that small scale need not necessarily be a source
of competitive edvantage, it may be a result of the finan-
cial constraint faced by TWMNCs in the context of the BOP
problems of the parent countries. If that be so, and if
economies of scale exist, then DCMNCs are able to reap nnd
repatriate a higher level of profits than TWMNCs who can
not compete in these manufacturing sectors where the scale
factor is important. Hence,it is unlikely that TWMNCs on
their own will be able to bring about structural changes
by breaking the institutional barriers-resul tant of colo-
nial and 1mper1aiist policies when they are themselves
dependent on DCMNCs for their technology imports. Howewer,
to the extent that they are able to bring about changes
within the strueture, and by increasing the number of
multinationals operating in a particular sector of a host
developing country, the bargaining power of the host deve.

loping countries will improve to a certain, albeit limi.

ted extent,

C, TWMNCs 3 AN AGENT FOR HOST COUNTRY INDUSTRIALI.

SATION 7

Now we shall look into the question of South.South

cooperation by TWMNCs from the angle of industrialisation
of the host LDCs,
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In terms of providing a more appropriate technology
through product and process innovation (e.g. tropicali-
15 16

sation, substitutiopn of local for imported inputs,

higher capacity utilisation,17 greater flexibility in
machine use, lesser automation18) and using cheapef but
equally efficient ( or more as the host and home countfy
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

the local 1lsour force as compared to the DCMNC8.20

TWMNCs had originally imported foreign technology in their
parent countries but had modified thgm 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 LDCs, are better

placed to play ag a key agent to technology transfer (even

15. E, White (1981) ip the context of Brazil's and S. Lall
(1982) in the context of India's trucks. There are
examples for other products as well,

16. Lecraw (1977) in the context of TWMNCs in Thailand.

17. L.T. Wells (1983).

18. L.T. Wells for TWMNCs in general and R.Lall (1986)for
India,in particular,

19. L.T, Wells (1983) ibid,

20, L,T, Wells (1983) ibid.
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as a comprador to DCMNCs) as compared to the DCMNCs, Since
we have already pointed these out in our earlier chapteps,
we shall not elaborate on these. However, it must be
pointed out that 'successful’®industrialisation 6f the host
devéloping éountry on the basis of production by the MNCs=
be they from the North or the Southemust accémpany a
process of 'learning by doing' on the part of would-be ..
local managers; entreprengurs, techmnical personnel and
workers. Otherwise, like H.¥. Singor,z1 one would be forced
to argue that economists have become slaves of the geo-
graphers simply because industries located in the host

coun tries without any concurrent process of‘learning by
doing and development of the crucial 'humen capital' can
not foster industrialisation in the 'real sense'. (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 personneﬂbught to be replaced by local personmel over

a stipulated period of time and the actual control should

be vested with the host partner.

21. H,W, Singer (1950) The Distribution of Gains between
the Investing and the Borrowing Countries’
American Economic Review.
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However, in these respects, the performance of TWMNCs
has been only a mixed one, Wells, for example has noted
that the comtinued heavy reliance of LDC investors on exa
patriate managers and technicians indicates that the
transfer of technology has not been rapid.22 We shall
now restrict ourselves to LJVs for which we have more
information. Conflicts between the partners seem to have
ensued when for example,z3 (1) LIVs failed to absorb local
personnel in key positions as demanded by the partner in
the host country (11) Also, there have been problems in
regulating the quota of Indian immigrants including those
working in joint venture enterprises., (iii) Indian equity
participationfin the forw of export-of indigemnous plant,
machinery and equipment required for the JV/WOS"ZQ—a clause
in GOI's policy outline on IIVs Abrosd - as. equity parti-
cipation in the form of cash permitting the importing of
"most suitable machinery through international tenders"25
have irked host LDCs like Malaysia on account of the 'tied'
equity participay . To say the least, this does not do /tion.
justice to the industrialising aspirations of the host

] Y
LDCs and to the norm of collective self.roliance based on

22, wWells (1983) p.141.
23. R,G, Agarval (198&) Joint Ventures Abroad. p. 92.

24, KX,v,K, Ranganathan (1983) 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 induatfia-
lisation through South.South go-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 characteriss
tics are such that they are better placed than DCMNCs to
foster industrialisation which, unlike creating 'enclaves§26
will be better suited to the factor endowments and mar
kets of the LDCs, At the outset, there should be a clarity
of vision regarding the terms and copnditions which both
parties will have to satisfy including the terms for the
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
clerified, and a more positive and rationaligtic stance-
based on the profit calculus of the two parties should be
favoured over the emotionally surcharged atmosphere gene-

rated in political fora on South.South co-operation.

26, See Singer (1950) ibid.
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D, The Government$ A party to South.South Co~operation

(i)

(11)

through TWMNCs?

In this section, we discuss the role of the host and
the home country governments in fostering South-South
co-~operation through TWMNCs, We start with the host
country governments,

Kenneth Kaunda, President of Zambia, is supposed to
have argued in the context of DCMNCs that something
worse than the exploitation by MNCs is not being ex-
ploited at all., Thus, for him, autarky is not the
best policy. If that be so, TWMNCs can better foot
the bill without some of the associated economic esid
political costs incurred im the context of DCMNCs,

as we have argued before. Julius Nyerere, former
President of Tanzania and head of the Commission for
South.South gg -operatiop has been qubted as wantings
"TWMNCs- owned by us and contfolled by us to serve
our purposes".27 In spite of the hopes, neither hest
nor home governments have unanimously favoured the

expansion of TWMNCs,

27.

Quoted in L.T. Wells (1983) p.137.
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(ii) - 38 The host governments fear that TWMNCs will not
only pose stiff competition to the DCMNCs at the tail end
of 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 fiom other
developing countries is likely to be that they might pro-
mpt exactly those ;inds of opportunities that local firums
would soon take up in the absence of foreign investment."28
HBape the host government has two alternativest one is fo
allow TWMNCsand enable them to invest through joint ven-
tures which may provide the necessary opportunity to learn
the required technological and manager}al skills of runping
the unit which may subsequently be utilised in running
their own independent units, The second choice is to de-
bar entry and make own R & D initiative for learning.
While in the short.run, the first choice may be preferable.

to the host countryy 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 exclusive.
In fact, thé desired role of the host government may be

to decide on the 'weights' to be givem to each choice?

28. Wells (1983) p.143,
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thus allowing entry of TWMNCs into sectors which are in
any case, relatively more inaccessible to the local firus
and debarring them where 'learning' is rudimentary 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 seam; to reflect a rational econo-
mic choice which need not be fulfilled in practice . given
the constraints imposed by the political economy of the
state. We have noted some of these in the earlier chap.

31

ters,

We note tha there are other i@portant costs related
to DFI by TWMNCs which the host country. government has
to take note of, Wells points out, "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 ethnmic
gtitife in the 60's (Septembe Revolution in Ethiopia
(1974) civil war in Nigeria f1967-70), Idi Amin's
anti-Asianpolicy) coupled with the populistic slow
gans for Africanisation/mnationalisation of the new
governments led to the abandonment of many IJVs
established with the co-operation of the earlier
governments., Thus, in Ethiopia, out of 9 WVs app.
roved, 4 had undergone production - one of them being
the first IJV to be operational in 1960. After
Sept, T4 revolution, all of them had to be aban-
doned. To date, not a single LIV is operational or
under implementation in Ethiopia. Similarly, the
ethnically Chinese investors ffrom Taiwan, Hong-
Kong) are looked at with distrust in Indonesia =
for non-economic reasons \Wells 1983)) and are

discriminated against by the host country governa
ments.
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is the firm from an industrialised coun try., Managers ot
developing country firms suggest that such payments are
easier when managers are related, when the firm is small.
when book keeping is informal and when the parent faces
B9 home government controls, such as those imposed in the
United States under the Foreign Corrupt Practices Act"32
Howeverz we do not completely agree with his views when
we note that the DCMNCs can exert considerable influence
over the host, government,thankes to the support they
receive from their home governments. Moreover, even if
bribes are paid by TWMNCs; they may only be to neutraliee
the pre.existing blas against them. As Wells himself
pointed out; the bureaucrat of the host 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 governments, in the internationalisation
of their operations in the Third World, TWMNCs receive

it also, This may be true for Indian firuws.,

32. Wells (1983) p.141.
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The realisation that Indian foreign policy (Indian state)
and Indian business operations (Indian big capital)

abroad were complexly interwined has occasionally progoked
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 of 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."gh However, even while pressures
from India seem to have been applied and South Asia has
been an important market for Indian manufactures. till
1970's, none of these countries in this regiom was a host
to important ILIVs (despite investmen; opportuniﬂas).

In fact, these countries retalis@ted’ to Indian overtures
by erecting policies that expressly discriminatod against
LJVs, Bangladesh and Pakistan have not shown any interest
to let Indian industrialists operate JVs in their countdes.
"Sri Lanka, though comparatively receptive, its more
agsrossivw forelgn investment policles ('free industrial

zones') are directed primarily at non regional powers."35

33. DeJ. Encarnation (198%): The Political Economy of

Ihdian Joint Ventures Abroad in Int grnagigngl_wzgan;za&ign
Winter p.58.

34, DN Ibid p.1203.

35. Encarnation (1986) Inid, p.58.



Wells noted that Sri Lanka would proefer a political
lightweight like llong Kong to Indig on political rgqther
than economic grounds.36 This is true for Nepal as well.
that 1ndia'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
tenden%ies towards tha 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 "alliance

with a super power's global hegemony".37

So far, we analysed the political and economic-costs
assocliated with DFI of TWMNCs . borné by the host country
government < negating the principle of collective self-

reliance through Sotth.South (o-operation.

(i1) b, Now, we turn to the'bengfifs that TWMNCs can

confer to the host developing countries., The host government
is likely to be motivated to invite TWMNCs over DCMNCs on

the following grounds which will be briefly highlighted as

they have been detalled in the first chapter.

36. VWells (1983) p.138
37. DNiIbid, p.y203
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Wells has ‘noted that joint ventures from developing
countries pay less royalties than US - based firms. Also,
the joint ventures and wholly owned subsidiaries frowm de-
veloping countries repatriate profits to a lesser extent

as compared to DCMNCs.38

While for most TWMNCs, production is directed at the
host country market, a "small fraction of firms" produce for
third country exports. "They can, however, play a dispro- |
portionately large role in the development process., If
a government wants to develop a sector that manufactures for
exports foreign investors from other developing countries
offer a way to begin.“39 The TWMNCs as exporters to DC*mar-
keting channels and contacts which the local firms can ex-

4
prloit by demonstrating their skills, 0

Some host country governments rush towards the
most advanced technology without looking as to how the
factor proportions involved in this technology match that
of the local economy's endowment., Some of them associaie
small scale technology as inevitably out.of-date and
inefficient. Without advocating that beauty necessarily

lies in smwall size, there may be indeed be a case for

38. Wells, (Ibid) p.140.
39. Wells, (1983) Ibid p.1k40.

40, Wells, ibid. p.141.

*+ ostablish
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small scale technology especially if it has a high output-
capital ratio,u1 has a more optimal capacity t.ﬂ::l.].:lsai:i.onl‘2

and caters to a wider market on account of its lower price 3

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 unproductive avenues.,

Besides, Green points out two more benefits without
substantiating them with empirical evidence, ,oting 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 (ed). (1982} Change and Choice
in Ipdian Industry.

42, Wells (1983) notes that DCMNCs had 26 percent cap acity
utilisation and TWMNCs had 48 percent capacity
utilisation for a sample of firms, thanks to the
latters' small size,

43. Moreover, "Southan based and adopted skills and
_teohnalesles are MTikely +0 De amniar to +rong far

ani
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(L1) 1lesser inequality in bargaining power usually
leads tolesser inequality in the bargain finally
struck and by increasing the options available to
Prospective hosts, 'new' MNCs increase Third World

bargalning power vis.a-vis old MNCs as well" th

(111) Now, we turnm our attention towards home governments. Most
home governments of developing countries face a dilemma in

Permitting the indigenous firms to invest abroad. Many of these

aconomies are capital scarce reflected in their investment -
saving gap. Also, they are constrained by gaps in their
balance of payments., In such a scenario, outflow of capital
overseas represents a paredox which is however, more apparent,
than real. For, the investmont-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, industry-wise,
one can notice a certain degree of disprOﬁprtionalityz thus
excess demand in certain sectors can co-.exist with excess supply
in certain othsrs, Hence an excess of exante investment, over
exante saving - in ash'overall sense - can coexist, with
unutilised capacity in certain sectors, chiefly in the basic and
capital goods sectar, (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.65) in Khan (ed).

L4y, Green (1986) in Xhan ed. p.65.
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underinvestment, noting the dual role of investment,
resulting in a disproportionality crisis). In India,
import-substitution led industrialisation having lost its
force by mid 60's, India's basic and capital goods sector
registered a negligible rate of growth upto tiie mid 70's.
DN notes, "Since 1967, wany machine producing sectors of
Indian industry have bad excess capacities, if not,

oo ntinuously at least in‘l:erm:l.t1:er11:].y.u5

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?
Balakrishna#shas provided the answer in the context of
textile machinery., India did not, have an 'image' for
its machinery while it had for its textiles., Hence the
question of machinery exports did not arise. But DFI
facilitated export of Qachinery, spare parts and equipment
and these constitute most of the Indian equity in ventures
abroad., There were regulztions on the ottflow of
finance capital in the forw of ‘hard' foreign currency.
The joint venture if successfully run on the basis of
cheap managerial and entrepremeurial personnel could
develop. In the long rumn, = favourable 'image' for Indian

machinery and boost India's wmachinery exports. Similany,

45, DNs EPW 11 June 1986,
46. Balakrishnan (1976) £sw May, Review 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

g00& abroad.

Chishti has noted that IJVs had adversely affected
India:''s exports of final goods in the destination countries
but had a favourable impact on the export of the intermediate
inputs, Thus she argues: "These (Indian) investments assist
trade .creation by generating trade flows of various goods and
services such as machinery, equipment and technology! While
exports of final goods are reduced. In fact, in the case of
India two important objectives are discernible, These
investments assist trade creation by gendbrating trade flows
of various goods and services such as machiney, equipment
and technology while exports of final products are reduced. In
fact, investments effected by India seem to have achieved
these objectivesi it has been .estimated that, in the ipitial
period, there was a loss of 50.60 percent of the market for
a final productu7 but it led to the exchange of a number
of other goods and services. Thus the resultant trade flows
in various forms between India and the countries in which the

investments have taken place have been in the form of the

export of machinery and equipment, technology and additionally

47, IFT (1977).
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raw materials, spare parts, etec, By 1983 (us $1,062
million) oequity exports accounted for 21,7 percent

additional exports, 67.6 percent machinery and components,

and raw materials 10,7 perceut."k8

Moreover, Chisbti pointed out, "many of the
corporations of the South invest overseas to defend
their export markets: according to one study as many as
8% percent".u9 Thiis seems to be true for most parent
countries . India's included, In the context of South
Korea, "the greater part, of manufacturing investment
took placé in the developing countries which the Korean
firms had previously served with exports thus preserving
South Korean interest in these markeis."so

Thus we can conclude from the parent government's
view that while there may be a short rumn 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 amd expanding export markets and
sectors, Also, it enables a fuller utilisation of capacityof

capital.physical and human. for which the®#e may not be

any opportunity cost if they are lying idle., Also, DFI

- p

Lo, Ibid, p.101.
50, Ibid, p.104,

s (.



000231000

provides a steady and assured supply of raw materials .
important for raw-material—scarce countries like South

Korea when resource nationalism threatens its empply.51

E. Conclusion

In the near future, TWMNCs are not likely to pose
st iff competition to the 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 mg even show a tendency of bridging the intra
Third World developmental gap, At the least, by simply
increasing the number of MNCs 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.opefation,

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.10k, (1986).
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incentives to TWMNCs in such a way that they can effectively
compete against DCMNCs without at the same time hampering
the interests of the local firms., The balance of payments
probl em faced by the home governments often creates an
uncomfortable situation for South.Scuth Co.operation in that
it brings about a 'tied' element in the squity contributed.
However, unlike in the case of DCs, it is a result of acute
foreign exchangé crisis rather than a means to exploit the

indebted countries by tying ald at source.

Host country governments should recognise the fact
that the home country government is not always in a
position to comply to their request of providing 'untied'’
equity in the form of foreign exchanée. This is but one
example which shows as to how government-to.government

friction can arise,

There are four partners in South.South Co.operation
through TWMNCs . the TWMNCs 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_THIRDHORLD

ULTINATIO .
SOME CONCLUSIONS

‘A INTRODUCTION

In the first chapter, we presented a broad overview

of the characteristics of the THMNCs and tho eoxtent to

which they diverge from those of the DCMNCs, Ve lumped

the developing country multinationals into THMNCs and

gave them a homogenous character. However, in [/ chap./this
ter, we shall note that the South is not a homogenous
entity. There are country - to - c;untry divergonces in

the pursuance of trede and industrialisation policies and
the degree of attainment of economic self-reliance, inclu-
ding policies regarding the entry of foreign (pc) cepital.
Vhile some countries like India seem to have pursued an
extremely invard.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 balance between the two:imn fact,

it seems to have an import substitution led export pro.
motion policy, In terms of indicators like per capita inoe
come, literacy, life-expectancy, and the level /structure /and

of industrialisation also, countries of the South differ
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from one another, VYhile soms developing countries are
hosts to the TUMNCs, some are parents and other coun-
tries fall in between, This reflects the developing

countries at their various stages of development.

We shall, to begin with, in terms of a few relovant

economic indicators, place the Third World Multinationals
,1u a comparative perspoctive., UYWe shall try to show as to
where and as to what extent the . TWMNCs diverge on acc-
ount of their country of origin and whether, it was legi-
timate indeed to lump the TWMNCs into a sing;e entity.
Since our focus of interest is India/MNCs, our comparie.p
son will be betwoen Indian MNCs on .the one hand and the
‘rest of the Third World Multinationalg' (OTWMNCs) on

the other-fully acknowledging the fact that OTWMNCs is
not a homogenous entity. And this heterogemneity will be

emphasised when and where it arigces,

Vhile the internationalisation of LDC firms scems
to have started arounmd the turm of the century with over-
seas activity by Argentine firms, the real upsurge of
Lpc intornationalisation ceme in the late 1960's for opon
economies like Hong Kong and Singapore, and in tho 1970's
for other industrialising countries liko Brazil, Mexico,
Argentina, South Korea and India. These were trailed by

small bursts of overseas activity 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, 1t is
difficult to make comparisons on the relative position of
India as a capital exporter. In September, 1979, the
total equity overseas in ILJVs Abroad came to Rs, 800 million
(i.e. US & 100 willion) in 192 projects in production and
under implementation.1 In wid 1983, the total equity
stock tied up with these various projects amounted to ab-
out Rs. 1220 wmillion (roughly US § 122 million)? in 140
projects in operation and 88 under implementation. Accore
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 § 91,3 million.3 The figure for the stock of
equity, however, does not include the eguity involved in
about 250 subsidiariesh set upby Indian firms abroad, as

hardly any official data are available,

5
According to White, 4he existing investments of the

Latin American coun tries in that region (which probably

1. S. Lall Yorld Dev. 198¢
2. R, Lall.

3. K.V.K.R, p.12.

4. S. Morris, EPW Nov. 14, 1987.

5« E., Dhite, in Kumar and Mc Lead (eds)s Mujitipationals

from the Developing countries,
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accounts for the greatest bulk of their activity) by 1978
came to US § 60 million for Brazil, § 62 million for Mexico,
$ 37 wmillion for Argentima, § 55 willion for Oolombia and

$ 54 million for Vene,uela. However, given anecdotal evi.-
dence and IMF gtatistics, it seems that investwents from

Brazil and Argentina have been underestimated.

Dunni.ng'6 has provided one of the most comprehensive

estimates of the total stock of FDI by developing countries.

7

According to his estimates, Hong Kong' appears to be far

and avay the leader with FDI of § 2,500 to § 3,000 million.

If wve categorise the countries into groups, we have'.8

Group I : Exceeding § 2,500 million t+ Hong Kong

Group II: ¢ 750 - § 1,750 million Singapore, Brail,
Argentina,

Group IIT: § 100 . § 400 willion Mexico, Venezuela,
Taiwan, Colombia,
Korea, Malaysias, India
Indonesia, Kawait, '
Israel, Libya,

Group IV: loss than § 100 million $ The Rest (Chile,
Gabon, Egypt otc)

If per capita incomes in countries with significant manu-

6. Dunningt The Investment Development Cycle and Third
World Multinations' in K.M, Khan (ed) Multinationsls

of _the South (1986).

7. 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 Britiah,

8, Excluding oil investments.
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facturing sectors are used as a composite index of face
tors leading to ownership advantages (induatrialisation,
literacy, R & D,etc). the general picture is more or less
as one would expect, Thus the richest developing coune
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 countrées,
is clearly theodd'man out. However, this is not sur.
prising, as in 1976, after Brazil and Mexico, India had
the third largest contributiom to value added in manufae-

turing among the developing countrie_s.9

Thus, we note that,while India is most unfavourably
rlaced in terms of per capita income-an indicator of
possession of ownership advantages like R & D 5 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 operatiBmns.

B. COMPARISON OF FIRM . LEVEL CHARACTERISTICS

OF TWMNCs .

Now we shall compare and contrast the firm -~ level charac-

9. S. Lall World Development (1982).
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teristics of Indian and other TWMNCg in the fields of

wmerketing, managerial skills, finance and technology.

B,1 Hggketing Stzills

It has two components., The first component is tho
ability to differentiate a similar product through the
promotion of brand names, which is, with a few exceptions,
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-
st anding of consumer preferences, This is due to country.
specific characteristics which include the market struc-
ture and government policies, The invard or the outward
orientation of a country's trade polictes, especially,
seom to have a bearing on its developing the marketing
skills, Ln chapter II, we had pointed out that South Koroa,
vhich was extremely dependent on imported raw waterials
and capital goods for its industrialieatiou,haﬂ to accele-
rate its rate of growth of exports even/faced by inter-/when
mational recession and increasing trade barriers of the
advanced countries. Hence, 60 per cent of its DFI were
concentrated in on.site service areas like treding, ban-
king, transportation and ware.housing in order to pro.
mote exports, by estabilishing marketing network and dis.
tribution channels., Its aggressive stance was sharply 4n

contrast to the inward looking India ch aracterised 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 developwent of 'image' for
Indian goods, While the 80'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, Hence advertising
has pot played a significant role, But what is initially
important 1s 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 have been accused of exporting).
The export-oriented Hong Kong and Singapore firwms have
learnt to keep abreast of fast-.moving fashions and to maina
tain quality. Big Latin American countries with rich _
markets have also set high standards of marketing dbility.1o:
Thus, while DCMNCs through their marketing skills

have reaped mpnopolistic advantages, OTWMNCs have at least

10. Lall (1982).



e 2[],0 o e

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 TWMNCs is
that most of them (with a fow 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 firws have ex orted products
that must compete with trand 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
of European exports".11 This is true for OTWMNCs as well.
Thus the most important component of marketing of TWMNCs
is its price which gives thewm a competitive edge over

DCMNCs in market structures characterised by less adver-

tising based marketing skills.

B M i

TWMNCs, like DCMNCs, have shown aggressive managerial
skills although for the former, this is restricted to their
own sphere of technical capabilities, In fact, for all
TWMNCs, their chief economic asset for reaping compara-

tive advantage over DCMNCs is by virtue of possessing a

11. Wells (1983) p.s58.
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cheaper but equally efficient manager ial and technical man-
power. 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 ro-
lations), they are superior to the managers of tho DCMNEs .

12

1 14
Firms from all countries - India, Korea, 3 Hong Kong,

and Latip American countries‘?.have attributed the ir prime

competitive edvantage to their possessing a highly pro-

fessional but cheap manageirial man-power.

However, it seems that differences in the competitive
atmosphere generated by the trade aﬁd industrial policies
of the parent countries had their impact on the management.
Shus extremely foreign trade dependent economies 1like
Hong Kong and Singapore reflected a much more aggressive
and 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' subsection., Ano ther difference is that

while Indian and ethnically Chinese managers in joint ven-

12. R, La
(1977

13. Jo (1981).

31 (1986), s.La1l (1982), Wells (1983), Lecraw

14. Chen (1981).
15. Wnite (1981).
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tures abroad have very close family ties with those who

run the parent firms, this is not so far firms from Latin-
Amorican countries. Extended families of Spanish origin
have not shown the coherence and trusé¢ amongst themselves,
This creates a difficulty of excheging information and
managing subsidiary units located far from direct family
control and supervision.16 However, gradually, in India
also, the recruitment of managers from with/the family is/in
declining and professionally qualified managers are being
rocruited,17 though preferably from with/the extended/in

famdily.,
B.3_Fipapnce

Given the imperfect nature of the international capi-
tal market, any firm can not obtain as much capital as 4t
likes at a given price, i.,e. the firm is not a pricee
taker, 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 credibility, the premium at which they can borrow

funds is high.'S

16, wells (1983) p. 82.
17. Ibid, P. 83.

18. S. Lall (1982).
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In this financial context we can divide the parent
countries into two . /those which suffer from balance of [groups
payments problems and those wﬁich do not 'at a given
point of time). Those which do, generally enforce strict
restrictions against outflow of foreign exchage (for
e.g. India (almost throughout 1960.85) and Latin American
countries (in the '80's)) which adversely affect the
growth and diversification of TWMNCs from these countries,
They have to especially remain confimed to the manufac-
turing sector (eepecially in the Indian case) where equi ty
capital can be in the form of export of machinery and
equipments, The small size of TWMNCs may not necessarily
be a source of competitive advantag? as most of the
literature of TWMNCs suggests,19 but may reflect an acute
financial crisis of their parent countries.zo As a
result, Indian wanufacturing firws can not venture into
those sectors where initial over-head costs (fixed capi-
tal requirements ) are high. South Korea, which suffered
a balance of payments crisis almost throughout the 60's
and the 70's, however, pursued a much more aggressive
strategy to boost their exports through their non-manu.
facturing joing ventures. especially in trading and

marketing.21 However, in the Indian case, since a major

19. Lecraw (1977), Jo (1981), Wwhite (1981), wells (1983).
20. R. Lal1 (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 rewlttances abroad, its
growth has been adversely affected - thereby creating a
vicious circle as these non.manufacturing ventures
(especially in treding, marketing and ware-housing) could

have boosted Indian exports.22

For Latin American countries, the absence of a forc-
ign exchange constrainy/ permissive factor towards LADFI [vwasa
in the 60's and 70's, TWMNCo from Hong Kong and Singa-
pore do not scemto have been affected by the financial
constraint as much as other countries were., The weaken-
ing of the financiasl constriant for South Korea in the

80's is 1ikely to accelerate their DFI,

B, Technology

Most economists argue that the 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 capi ta

22, India, of late, has opened numerous bank (nationa-
lised’ branches across the world and the NRLs are
being given incentives to deposit money in Indian
banks. This migh case the financial constriant
somevhat in the short.run. However, in the long-
run, India wust use the funds productively in oxrder
to be able to repay the primcipal with the high
rate of interest without recoursing to market
borrowing from ahroad.
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income, so that the poorest countries h are a natural com-
parative advantage in the production and export of the
lowest skill and simplest techmnolgoy products. While
these higher up the income ladder have a corresponding
comparative advantage in the production of somewhat more
complex goods, TWMNCs are supposed to have competitive
advantages through product adaptation to suit LDC condi-
tions (process adaptation to swaller acale, use of local
raw materials, lower overhead costs and involving less
automation), They operate relatively simple;/old techno. /and
logy and transfer them to the host countries gaining frowm

cheaper manpower,

However, it seems th & the sbove picture is an over
simplification. There are indeed firms from Hong Kong,
Singapore, South Korea, India,.Brazil, Mexico and Argen-
tina which conform to this, But there are also other
firms which do not. Perhaps, the manufacturing joint ven-
tures from South Korea best fits the model.23 Although,
the enormous Korean companies (e.g. Hyundai) have entered
fairly advanced areas of foreign investment, they are still
concentrated in traditional products like textiles, plas=

24

tics, cement and simple metal goods,

23, Jo (1981). Bee also ch.ii of our dissertation.,
24, Lal1i (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 towards a relatively
wmore complex and capitaleintensive industries like chemficals

and consumer electronics,>> However, in the early 80's

they s8till lacked a basic capital/intermediate goods pro-
duction capacity26 because of environmental reason827and
because of the small size of the market. This also accounts
for the decline of Hong Kong firms investment in Singapore
vhen the Singapore government became more interested in
“*capital and technology intensive industries in which

Hong Kong firms are not yet ready to.take.part.“2§ Thesr
technological capability resides in the organisation and
implementation of production of light consumsr goodss: 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 coune

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.8s8
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advantage with respect to DCENCs, it is on the basis of
"small-scale, simple, less.expensive production techniques"

- 29
and by vitue of "adaptatiom to local conditions",

The Indian manufacturing parent firms have located
their ventures in a very wide range of activities. This
extent of diversification 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 low.technology and labour
intensive ventures are, as received theory predicts, pre;
gent (textiles, Sugar, simple metal broducts), roughly
half of foreign equity in wanufacturing joint ventures is
accounted for by ventures in more complex and capital-
intensive (steel wills, paper and pulp, chemicals) or skill
and technology-intensive (machinery, pharmaceuticals, trans- -
port equipment) activities?ov While, it may be true that
Indian MNCa "can not be labelled as producers of low R & D

ot

products",” none will argue that Indian enterprises are

29, White (1981) p.175-176.

30, 5, Lall (1982).
31« Ibid.
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major innovators in the sense of reaching the techno.
logical fromntiers or having created new technological
bresk throughs. In fact, Indian R & D did not even in-
volve a change in Pesic design and there was no evidence
of any adqptive effort from considerations of scale.
Indian firms did not derive competitive advantage from
technology embodied . in Indian machinery and they would
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 the
TWMNCs from the Indian angle, it would seem that "the role
of indigenously adapted technology may have been over-

32

emphasized in the literature." However, it is true that,

for any given industry, Indian firms tend *o be more labe

our- intensive than its DCMNC cow.mtem:‘parvl:."53 The same

observation has also been made in the context of Latin

35 36

America,jk South Korea and Hong Kong,

320 Ro Lall (1986) Pe 1‘6'
33. Ibid. Also Lecraw (1977).
34, white (1981).

35, Jo (1981).
36. S. Chen (1981).
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To ocenclude this meotien, while mest THWMNCs cemvete

againat DCMNCo only at the teil ond of the product cyole37'
Indian firmg - in line with their Latin American
(esvecizlly Brazillian) counterparts - "have ventured

into techneolozically advanced, often very capitaleintensive
activities and in gome cases coemneted directly with

DCMNCg - egpecially in the preduction of intermediante

products (chemicals, rayonv) whero continuous vrocesses
render dovwn-gcaling and adantation nearlv imvosgible cond
elge in the nroduwotien of mini-computers,38 jeeps, trucks
and machine toolas. The embodied element of technelogy

in Indian plant, equipment and component is quite high“.39

In sum, therefore, "Tndie emerges as the moest
diversified and technolegically advanced foreign investor
in the Third World although its rate of growth ef DFI
has declined in rocent years. In quantitative terms,
however, India's export performence asg well as DFI leaves
much te be degired. We had argued elsevhere that for
India (a8 well ae for mest other developing oountriesﬁ, DF1
and exportoc are complementary rathor than gubgtitutes.

Durthermore, India's lew rates of growth of exports and DFI are

- —— — e

37. Volls (1986).
38. Thieg may seem surprising but there is indecd one

venture with Hindustan Computers Limited as the Indian

paftner. The venture, appreved in 1979, is in operation
in Singapore.

39, S.L=2ll (1982)
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to be attributed primarily to a common factor - the low
rate of growth of per capita income which in turn depends
on the extent of R & D, technological change, literacy,
productivity etc., Hence in order to accelerate DFI from
India, it has 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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8.No Nome of Indion Companv  Houso ASgoe Piold of Pauity ($3) Yroof
Collaboration approvol
1. Boalloarpur Indio Ltd. Thopar Puld 47 .00 1978
2 Birla Indio Ltd. Birle Svnthotio & CHtton Yaorm 1.00 1969
Se Gnalior Rayon 8ilk.
Monufaocturing Co.Ltd. Birlco Vigoooo 8%cplo Fidbro 20,00 1978
4., wdo=- Birla Cartob Black 1.00 1978
5. Hoda 8toocl Prdo.Ltd Hodo Haookaoaw Blodos 49.00 1975
6o Indion Dyosgtuff Indo.Ldd Mafotlol Dyo otull 60.00 1980
Te 8xcho oxporis Invostoro
Prto.Ltd. - _ 8toocl rollinsg Millo 10.00 1969
8. Sri Ambfico Milla Ltd. Sxri Anbioca Dyo 8Stuff, Pigmont,
Optionl bloaochine 50.00 1980
9. Usha Morgin Block Ltd. Jwawar/PCC  8tool Hiro 45.00 1979
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1.

Goldon Tobaocco Co.Ltd

20 Indie» Roilwvays Conge
Company Linitod
=5he JINDONNEXA.
As X200
10 Bonkoy Dyoing & Mfge
Conpany Linitoed
2. Contury 8Spg.&MLgo
Company Limitod
S0 Godrod & Boyoco lifge.
Compony Pvt.Ltd.
4. Gokak Patol Valkart Ltd.
5e &mlior Rayon 8ilk
Monfg. (UVE) Coo.Ltd.
6. Euoum Produoto Ltd.
To Raymonds YHoollen Millo
Led.
9 Tungabhadra Inds.Ltd
10, Bharaot Commoroco Inds.Ltd
1. Standard Mills Co.Ltd
B. UI. ZERO

Dalnin

Publio poctor

N.'tain

Birla

godroi
Tato

Birln
Birlae

JeKe
Mittal

Birla
Birlae
Mafatlal

Cigorotto Tioouo & otherx
opocinlity voporxr

Conntruotion of Railrodno
projoetns

Toxztilo [H1l

Toxtilo Yarn

8tool Furnituro
Toxtilo Mill

Vincooo Staplo Fidbro

Solvont Bxtrootion
Morgorimo

Bngge 8001 PllocsHRoaps

Wirc rodo for Stool
Rourd Baro

Visocose Stople Fibro
Textilo Yarn

Machinory and cqudpmont
for Toxtilo Yorm

1.00

47.00

40.00

45.00

60000
44 .00

20,00
47,50
30,00

20,00
22,00
42.50

410,00

1983

1980

1978

1978

1965
1979

1978
1975
1974

1977
1979
1974

1981
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1. Ajit Uire Imnds.Pvt.Ltd
2. Ballarpur Indup.Ltd.
13 Birla BEagtern Ltad.
4. Contury Spg.&lfg.Co.Ltd
5. Bxool Procoso Pvt.Ltd
6. Gajra Geoars Pvt.Ltd
Te Godrej & Boyco ML#8.
Company Pvt. Ltd.
8e Godrej Soaps Ltd.
9. Gupta Machinesg Tools.Ltd
10. Hindugtan Safoty Glaos.
oo
11. India Pistons Ltd
120 JG @Glaoa Indo.Ltd
130 Kirlookar BElo.Coo.Ltd
140 - d‘O -
15, Euality Toxtilo Asoo.
Privoto Ltd.
16, LG oBalnkrighnoan Broo.
17. Hurugoppo & Song

e

oo3 .

Thaper
Birla
Birla

G jra

GAddroj
Godrej

Birla/
Somang
Simpaon
Thapoxr
Kirlogkar

-do-

L@ Broge

uarugoppn

o

BEnmolled Copper &
Aluminium Wiro
Palm 011l Rofining
Palm 01l Proocoaing

Poln 01l Rofining &
Rofraoction

Anodised Aluninium Prdg.
Automobile Gearas Ltd.

Stoel Furniture

Palm 0il Rofining &
Rofraction

Proocision Tools & Gaugoo

Automobilo Gloes &
S8afoty @Fnoo

Pigtong & Cylinder Linors
Gloos Containers

K e.Motor Pumpg & Diosolo
Trading & Morkotinam

Co%torn & Blonded TIoxm

Chning for Cyolon,Beootor
and Autonobilos

Cyclo and Indlo.Chainp

53.00
40000
18.08

20.00
30.00
49.00

83.00

8

30.00

22.00

6.50
49.00
28.70
40000
40.00

49,00

480,00
2,00

1969

1980
1978

1978
1974
1977

1965

1979
1969

1973
1971
19¢8
1989
1980



18. Polyofinc Indo.Ltd
19. S8arabhai Choemicala
20. Tate Pngg.&Loco.Co.Ltd
21. Tate 0il Mills Co.Ltd
22. Znavor Chand Goehuade.
Privato Ltd.
23, Bombay Auto Ancillaerios
and Invootmont Ltd.
BallnXo
1 Birla Pasgtorn Ltd
2. Fusogoaxr Ele.Ltd
Se Ronbaxy Labe. Ltd.
IV STNGARORT}s
A T2
1. Anritlal Chemoux.Ltd
2 Bhuve Intormtionanl
e Durametallic India Ltd
4. Booor Bulk Carriers Ltd
5e Firgt Loasing Co.0f
India Ltd.
6. Godrej & Boyce Mfg.Co.

L ] 4 o0

Mafatlol/FCC HP Polytholono Pipooc &

Sarabhai
Tata

Tato

Birla

Bhai Mohon
Singh

Dasﬂi

Chonplast

Bsagar

Chidambaram

Godrod

Fittinga
Phormacoutical Prdg.

Apgonbly of Mfge. of
Commorocinl Vohiclos
Noutralised Polmolein
Soapg otoe.

Motal PFloxziblo Toolo

Tubo Valvaeo

Paln Komal 01l
Monufacture of LT Pusos

MLge Markoting of Druges &
Pharmacouticals

DTrading &HMarketing.

Trading & Mrkg. of
Chemiocalg & Dyoao

Moches8alco & Rolated
Produots

Shipping O0ffshora EBEngg.
Rolated Activity.

Leaging Oporators

Steol Of£fico Furniture &
Bquipment

24 .00
40.00

29.00

3737
49.00

49 .00

25.69
0.00

49,00

24.50

80.00

49.00

10.00

49.00

52430

1975
1976

1975
1971

1975

1972

1979
1980
1981
1980

1980

1980
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8. JeThomns & Co.PVT.Ltd.
9. Nationnl Bngg.Ind.Ltd
10e. Parlo(Bxporta)Pvt.Ltd.
11. Southoran Ind.Cor.Ltd
12, 8tool Tuborg Ind.Ltd
13, Mto Bngge & Loco.Co.
14. Tokgong Ltd.

15. Voltas Internationnl
B.U.T.

1. Hopox India Ltd.

2 Partap Steel Rolling

Mill Pvt. Ltd.
S Toa Trading Corp.lIndis
Y. RHILIRRPINRSS
—A’—.&Q‘
1. Paogtern Spng.Mill Ltd.

Be Uslo JURO,
Y. HONG KONG.
A L20¢

1. Dovelopmont Congultant.

Private Ltd.

2 Mohru Jowollers.
uL.

L) 5 e

Aindugtan Computoroc Ltd. Nodai(HCL)

Mangalva Investment &
Tr&dinao

Birlo
Birla

Parle

Chidambarem
Bhotdi
Mato

Tata

Podderxr

Partar
Mah~gwaxs

Public Soc.

Birla

Mafatlal

Mioro & Mini Computora

Poo Aunotion Controg?

Tochnical Managomoent.Mrk.
Congultancy 8Sorvicos.

S80ft Drink & Synthotic
Juice Powdor Concentrato

Bnamolled Wiro
Procision Stool Tuboa
Higzh Procigion Tooling

Automodbile Anoillary,
Radiators etc.

Morketing Textile Mach.

Synthetic Rosing

Special Stoeel

Ton Blond ing-cum-packaging

Yaxrn

Bnginoering Concultancy
Sorvice.

Jewvellery & Gome Trading

Promotion of Exportg

4375

T73.00
40.00

47.00
3333,
3530
36.00

46.00
40.00

25 .00
75 .00
40.00

18.28

65 .00
60.00

40.00

1979

1986
1979

1975
1976
1981

1977

1970
1982

1982
1981
1981

1975

1574
1980

1986
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1. Asian Painte (I) Ltd.

ER Asian Peinte (I) Ltd.

1a Botton India
2. Gangeppa Bros.Ltd.

Se Kirlooknr Brog.Ltd.
4. LIC & GXC of India
Se Oriont Pepor Mills Ltd.

6. Raymond Woollen Mills Ltd

g‘;.

1. Indian PrdBoh'dGQ Co.Ltd.

Choksoy

Chokaoy

[ AEBICA [

Kirlogkar
Pub.gootor
Birla

JK

2 Mohan Moakin Breweries Ltd Mohan

NIGERIAs

.

1. Aluminium Indg.Ltde.
2. Ballaxpur Inds.Ltd.

Mearlin

Soghagayoe
Thapar

Paintc, BEnamolo &

Varmnish. 51.00

Paints, Enamels & Varmish 25.00

Automobilo Ancillary 45.00
Bnamelled Copper &
Aluminium Wire 15.00

Markeoting Kirlookar Prdse. 51.00
Lifo Insuranco & Gonl.Ing 55.00

Pulp and Pppor 29.34
Wollon Textile Yarm & Gar 68.00

Sulphuric Acid & Non.

Porric Aluminium 30.00

Digtollory and Bottling 26.00
Plant

Cablos & Conductore 6.15

Gloas Bottlose &

Contaoinore. 49 .00

L) 7

1977

1981

1972

1979
1978
1978
1970
1966

1982

1980

1981

1981



3 Bost & Crompton Brgg.Ltd
4. Birla Broo.Pvt.Ltd.
S5e =@ Q=
6. Champa Boveragee P.Ltd
70 HeMoT. Ltd.
8e Hyd.Apbeatos Cement
products Ltd.
9. Karamchoand Thapar B.Ltd
10. HMooon (India) Ltd.
11. Reanbaxy Lab. Ltd.
12. Tolcoommuniocationa
Consultency (I) Ltd.
U.L.
1. Bost & Cromp.Engg.Lltd.
2. Unique Pharmaceuticals
Ilabe Pvt. Ltd.
30 Uni‘ted Chem. Ind.Ltd.
SRYCIUTLASs
L20e ZFRO .
U.X.
1. Keramchand Thapar & Bros
Lta.
BRFRT ¢
XeQs _
1. Oboroi Hotola(I)P.Ltd
UIl.1 Tea Tradge.Corp.Ind.Ltd
MAQRITIUS .
L.0.1. Bxportere India
e 2 Kirlogkar Brog.Ltd.

ee T oe
MK .Kumax
Bédrla

ado=-
C.Singh
Pub.pector

Birla
Thaper
P.8o0ctor

Bhai Mohan
singh
Public Soc.

M.K.Kumat

Thapar

Obexrai
P.8ector

Kirloskaxr

@ronpmiosion Linos BExen.
Congultonoy Servicon
Light Buagg.Goods

8oft Drinkg

Synthetic Rosina

Agbootos, Cement Prds.
taoto Cotton Yarn Blktg.
Congultancy Scrvioces.
Drugs & Pharmacouticals

Consultancy ae:vicaa

Manufacture of Car.Busghee

Pharmaceuticalp

Manufacturo of Pharmacles.
Formulage.

Sea Resoxrt Hotel

40.00
30,00

40.00
10.00
25.00

30.00
75.00
50.00
49.00

40.00

40.00

60.00

3T«50

31.70

Develop and Mannge Hotels 50.00

Blending & Pockaging of
Toa.

49.00

Manf. of Ready Made Goarmes.T70.00

Assombles, Manufe.Powver
driven pumps.

T73.40

1978
1973
1969
1981
1982

1979
1979
1982

1983

1981

1982

1983

1978

1983
1980

1977

1976



Ul. 1. Concod Intl.P.Ltd.

UGANDA

IO« 1. Birla Jute Mfg.Co.Ltd
UIl. ZERO.

SENEGAL s

I0. 1. IFFCO

UIl. ZERO.

UohsEeL.0.
1.  Ajit India Pvt.Ltd

2. Ballarpur Inde.Ltd.
e Balmer Hawrie & Co.Ltad
40 Gammon India Ltdo

50 Phoenix DistontoLtd-
6. Pure Ice Cream Co.P.Ltd

7 . K.M.Gokuldas

8. Ramaned Segar
9. S.VeShah Cons.Ser.P.Ltd

Ul . ZERO.

Dooccan Enter.(P) Ltd.
2. KMA International Ltd.
3. Oberei Hotel(I)P.Ltd.

Bombay Suburban Ele. Sup
2. National Eng.Inds.Ltd

5 gtar Hotel

Birla Juto goods,bags,hogsian
CO-0P. Fertiligexre & Phosphoriec
Acid.
/THR MIDDLE BAST./
- Aluminium Arochiteoctitural
productag.
Thapar Congtruction of Trdg.
P.Sector. Container/St.Drum Plant
Gammon Civil & Mech.Engg.Con.

- Sulphuric Acid

- Monf.& Mrkg.of lIce crocan

- Cylindor & Tanks for LPG

and othor Ragoos

- Markoting of PFilms

- Congtrudtion UYork.

- Rubber Rings & prds.
Komani Galvanising St.Strle.
Oberai Manngement Bo.For.Hotels
Bom. Sub. Congtruction & Contn.
Birla Openl.&Maintnc. Services

ee 9

5.00

44.50

18.20

40.00
33.00

49.00
50.00

10.00
14.20

20.00
0.00

40.00

20,00
24.77
25.00

30.00
40.00

1982

1968

1981

1974
1977

1982
1977
1974
1977

1974
1979

1977

1975
1982

1978

1984
1984



Woter woll drilling,
Sprinklor Irrigation

Undortaking & exocg.
Pro ject power field.

Genaral Contraoting Act.

Undortake Projoota/Jobe
Manngomont irrigation

Congtruction Job
Computor Soft.Conslny.

Moanufacture of Points

Mohan Moalin Fnonf.Bottling Boax

Hotol
Dry Battorieo

PAintgyEnamele & Varnioch
Exploration of Mineralg
Monf. of Cigarattess

Manf.of Rice Mill,Rubber
Mining Magnosite MPG of

OMAN:
I0.1. Voltas International Ltd Tata
UI.%s UYWestorn India Eroc.Ltd
EUHATT s
I0.1. Vijaya Tanks & Vessels P.Ltd
UX. ARRO.
I0.8EBRO , )
UIl.1s Voltan Internationesl Ltd. Tatas
BEARALN:
I0«.1. Aloon Construoctions. -

2 Data Systems Soxr.P.Ltd -

/[SQuUrE___ASIA

NRBAL 3
I0.1. Jonson & Nicholgom(I)Ltd -

2. Mohaoan Moalin Ltd.

3, Oborai Hotols(XI)P.Ltd Oborai

4. Union Carbido(I)Lta. PCC

5. Thore is snothor JV whoso charaoctoristics could not be found)
UI.1. Asian Painte(I)Ltd. -

2. Hyd.Absts. Coment . Prdt. Birla

3. ITC Lta. FPCC/IIC

4. Organo Rubbor P.Ltd -

5 Oxrisgos Inds.Ltd. Thunjhanwvala

REP,

20.00

49.00

49.00

10,00

49.00
49.00

51.00
20,00

8.71
7735

51.00
25.00
49.00

26.00

50.00
10

1982

1985

1986

1977
1983

1983
1981

1977
1980

1984
1976
1984

1986

1978



ee 10 LR

SRI_IARKA3
I0. 1. Adhoegivos & Chl.P.Ltd -
2. Aghok Laylard Ltd. F.C.C.
3¢ Asia Matoh Co.P.Ltd -
4~ Bhor Industries Ltd gah.arsey/
nna
5. Colour Chcmicals Ltd  Ghia/Khatau
6+ Champak Inve. & Fine Birla
Ltd
Te Jay Bngge. Yoxrkg Ltd. Shrirnm
8. Ewality Ice 'Croam Kwvality
Pvt. Ltd.
9. M.S. Congultants -
Pvt Ltd
10. Nocklai & Fin. -
Gongultanocy
11. Ponds India Ltd PCC
12. Shanti Vihar Hotels -
Pvt Ltd
13. Sita Vorld Treavel -
(J) Pa. LTD.
14. Suastik Glags Works -
15. Utkal Bxportes P. Ltd. -

16.

Voltae International Tata

Starch bagod & Chmle.
Aooy.Hafg.of Clmme.Vochl.
Yax Matchesg, Book Matoches
YvVC Leather Cloth

Pigment emulgion

Financiel Servicoes

Sowing Machine & HBlec.
Fang

Restaurant

Cottédn Yern, Hosierxy
Pro ject

Internationaly Money
Brokorg Co.

Toilotries , Coasmetics
Vegoetable Restaurant

Promoting Travel &
Touriem

Glass & Glasgyare

Induatrial Rubdborx
Produoto

Bored Piling Tube,
Well Drilling

30.00
2700
25 .00
41426

40.00

40.00
49.00
3333

80.43
50.00

40.00
49.00

30.83

4.86
22.50

25.00

1982
1983
1983
1967

1979
1982

1961

1982

1979
1981

1980
1981

1981

1967
1981

1982



UL%1o Bongal UWoter Proox Ltd. -

R&Pbor @Gloves, ator Bottls. VW 75.00

2¢ Dujodwnola Industries Dujodwals Syhthetic Rosina 36430
3. Indian Hotelp Co.Ltd Tata Hotelop 32.25
4 Indo Hox Ltd. - Manufactune of Cutting Tools 50.00
/DRYFLORED COUNTRIRSA
U.S.A.
I.0.1% Bajaj Auto Ltd. Ba jaj Markoting of Bajaj vohialos 30.00

2. Gedrie Maigo Bxports.Ltd -

3. @Ghoi Lambe Catering.Co. Kwality
4. Kirlogkar Brog.Ltd. Kirlogkor
50 Krishna Hotols P.Ltd -

6. United Buildoro Cons.(T)P.Ltd.

UI.1. Bisleri Bovoregos(P)Ltd. Parlo
2. ITC Lta. Fcc/1mC
3 ReS.Avtar Singh & Co. -
4. Wipro Ltad. -

I0.1. Contral India Machine Mfg. Birla

2 Chambalilal Invot. & Financial
Congtla. Ltd.

. Clorootat ¢I) Ltd. -

4. Dococan Mechanical & Chomicela
Indgl.(P) Ltd.

5. Ghai Lambe Catering(P) Ltd. Kwality

6 . -do- -dO"
7. Karne Hotel (P) Ltad. -
8. Kirlooknr Broas. Ltd. Kirlookar

9. Oboroi Hotolo(I)P.Ltd. Oboroi

10. Orient Longmeng Ltd. -

Trading & Mrkg.of 8Son food 50.00

Indian S8tylo Restauraont 32.00
Morkoting of Pumpo 30.00
Indion 8tyle Rostaurant 25.00
Rent egtate invoptmont 90.00

Manf .of non Alcoholic bvgs. 25.00
High speciality In.Poecd Rst. 49.00

Hotel Indian Restaurant 50.00
Conputor Joftware exports 49.00
Trading. 50.00

Birla Pinancinl Congultancy 50.00

Markoting Blectronice Prds. 49.70

Broction Sexrvico 45 .00
Indian Style Rogtaurant © 32.00
Rostaurant 40.00
Vegoteraian Restaurant 60.00
Markoting of Pulwa 30.00
Dovolop&Monngo hotels in

othor countries. 60.00
Book Publishing 50.00

1982
1979
1980
1983

19&
1980
1973
1980
1971
198

1936

1984
1981

1980

1980

1966
1977
1973
1980

1982
1981



UN.1. Birla Bembay Pvt.ftd
' 2. "d."‘
3¢« Kirleskar Bres.Ltd.

4. Nudeerswara Over.Inds.

(?) Lta.

YUGOSLAVIA:
I0.1. Ugha Martin Black Ltd.

UI. ZERO.

WEST GERMANY:

I0.1. Kirleskar 0il Bngines.
2. Sigma Rubber(P) Ltd.

UIl.83ERO.

CYPRIS:
10.

UIlels

GREECE:
I0.ZERO
UI.1.

AUSIRALIA:

I0.1. Oberai Hetels (IJP.Ltd

UI.ZERO

SWITZERLAND:

I0.1. Pransukhlael & Ce.P.Ltd

UI.1. Chioc Creatien (I) Ltd.

NETHERLANDJ s

JO«1. Mughal Mhal Restaurant

UI.ZERO.

GIBRALTAR .

I0.1. ESV INTV(Engg.&Expert)

UI.ZERO

ZERO
l.T.D.C,

Mahindra & Mahindra Ltd

e 12 *n
Birla

Kirleskaxr

JHAWARI FCC

Kirleakar

Pub.pgecter

Mahindra

Oberei

Mafatlal

X
CJ&eultancy Services

-d.-
Purchase ef Shave at 3SPP.Int

Trading and marketing ef
granite bleckes

Steel Wire Reves

Assembly ef Diesel BEngines
Mrkg. Autemebile & Rubber Prds

5 Star Hetel

4 Wheel-driven Uitlity Vhls.

Operating Hetels

™ading Activity
Marketing Readymade Germents

Indian Style Bestaurant

Censultancy Sexrvice

51.00
51.00
19.38

34.00

20.00

49.00
60.00

26.00

55.00

50.00

33.00
50.00

50.00

40.00

13

1985
1985

1985

1986

1978

1965
1981

1981

1979

1983
1981

1981

1982



HUNGARX:
10.1. ZBRO.

UX.1. Chinar BExperts.P.Ltd - Premetien ef Experts 49.00

1986

SQURCE; - Based en Annexure-3 ef K.V.K.Ranganathan P.P.4N-46

ORIGINAL SQURCE;~ i) Based en the data previded in the IIC: Faoctsheets
en Indian Jeint Ventures Abread fer the peried

ending 20th August 1986.

ii) Heuse Asmeciatien is based en the infermatien
available at the cerperate Studies Greup,11PA

NEW DBLHI.



MERENDLX - IX. FROM OFF IC LIST.

HUSE - WISE DLSTB;EUT;ON OF IND;AE JOINT VENTURES Aé Q&R ‘ N _OPRRATION
s HOUSE NAME OF INDIAN COMPANY COUNIRY gorod OF . ?%Qt)un eV STATUS.
1. BIRLA Birla Bombay Pvt.Ltd UK. Congultancy Sorv 51 1985 Ul
2. Q -do- e e 51 1985 Ul
3. n Birla Bopthers Pvt.Ltd Bigorie Light Bngg.Goods 40 1964 I0
4. " =do=- 0 Consultancy Sorv. 30 1973 IO
S5e a Birle BEastern Ltd. Malavoia Palm uomal 0il 25.69 NA Ul
6. a Birle Boothora P.Ltd Thailand 8ynthotic & Cot. 1.00 1969 IO
Te " Birla PEasteorn Ltd. Molayoia Palm 0il Process. 18.08 1978 IO
8. » Birln Jutoe Mfg.Co.Ltd Ugando Jute Goods,Hossian
Bags 44.55 1968 10
9. 0 Contral India Mach.Co UK T™rading 50.00 1984 IO
10. n Century Spnf.Mfg.Co.Lt Indonoesia Toxtile Yarn 45-90 1973 I0
11, " =3 0= Malayoia Palm 0il Rofng. 20,00 1978 I0
12. 0 Fagtoexrn Song.Mills Ltd Phillip. TYarn 18.28 1975 I0
13, 9 Gualior Rayon Silk Indono~
Mfg.(ﬂVG) Co.Ltd sia Viscomo Stadble Fib 20.00 1978 IO
14. n -d o~ Thailand =do=- 14.00 1972 I0
15. " wdo= » Carbon Block 1.00 1978 I0
16. " Hyd.Asbestos Ce.P.Ltd Nepal Explorn. of Minlg. 25.00 1976 Ul
17.'With SOMANI  Hinduetan SafetyGlass Automobilo Glass
Wares Ltd. Malaysia & Safety Glass 6.50 1973 I0
18. Hyd .Aba.Comnent P.Ltd Nigeria Aobostos Cemt.Prds 30.00 1979 IO
19. W Jeo Thonos & Co. p. Ltd Singapore Tea Auction Centre 73.00 1981 10
20. » Eugum Products Ltd Indonesia BSolvont Bxtraction 47,50 1975 10

Marganne



21.

22.

23.

24.
25.

1.
2

3.

6.
T

9.

1.
2.

BTRLA

L2 15 0

National Bngge. Inds. Ltd.

Orient Paper Mills Ltd.

Tungabhadra Inds. Ltd
Bharat Commerce & Inds.
Gekalk Patel Velkart Ltd.
Indian Hotels Co. Ltd.

Tata Engineering ‘& Loceo
Co. Ltdo.

Tate 01l Mills Co. Ltd.

Vision Investment Co.Ltd.

Ballarpur Indugtries Ltd.

S. Arabia

Singapore

Kenva

Indonesia
1

Indonesia
Sri Lanka

Malaysia

Singapore
Malavsio

N.Yoman
Omen

Singapore

Sri Lanka

Malaysia
Nigeria

Operation & Main~- 40.00
tenance Service
Technical Manage- 40.00
mont, Ministry,
Consulting

Pulp & Paper 29.34
Visocose Stable 22.00
Textile Yarn 42451
Textile Mill 44 .00
Hotels 32.25
Assgembly & Manu- 29.00

faocture of
Commercial Vehicles

High precision 36.00
Tollings
Noutraliged 3737

Palmoloin Soap oto.

Undeztake projeocts/10.00

Water well drilling20.00
Sprinkler Irrigation

Hggﬁigégg Toxtile

Bored Piling
Tubo~well drilling

40.00

25.00

Palm 0il Refining 40.00

Gless Bottlos & 49.00
Containers

1984

1979

1970

1979
1976

1999
1980

1975

1977

1971

1986
1982

1982

1982

1980
1981

U1

10

10

10
10

10
Ul

Io

Io

IO

Ul
I0

I0

I0

IO
IO



Je
4.
5.

4

THAPAR

L) 016

Ballarpur Industries Ltd.

-l @

JG Glass Inds. Limited

Karam Chand Thaper & Bros.

Qo=

Gedrej & Beyce Mfgzg.
Pvt Ltd.

-d Q-

Godrej Seaps Ltd.

Thailand

UAB
Malaysia

Nigeria
Seychelles

Malaysia

Singapore

Malaysia

Godrej & Boyce Mfg.Ce.P.Ltd. Indenesmia

Mangalya Trading & Investment Heng Koeng

Pvt Ltd.

Poyelefins Industries Ltd.

Prangukhlal & Co. P.

Standard Mills Ce. Ltd.

Malayeia

Switzerland Trading

Indenesia

Pulp 47 ¢ 00
gagggiggtion. 3300
Glass 28470
coentainers ef

all kinds

Waste Cetten 75.00
Yarn Blankets

Sea Resert
Hetel

Steel Furnit- 89.00
ure

81.00

Steel Office 52.30
equipment &
furniture
Palm 04il 30.00
Refining &
Refraction
Steel 6040
Purniture

Premetien of 40.0
Experte

HP Pelythlene 24.0
Pipes, Fitting

330
activity

Machinery &
Equipments fer
Textiles

40.0

1978

1977
1968

1979

1978

1965

1980

1979

1976

1986
1975
1985

1981

IO

10
IO

I0

UI

I0

I0

IO

I0

UI

I0

IO

Io



1.

Se
4.

5e
6.

Te
8.

KIRLOSKAR Kirleoskar Brethers Ltd.
" ~do-
" -do=-
» -do-
" —do-
" Kirleskar Electric Co.
n ’ -do-
" Kirloskar 0il Engines

Ltd.

17

LN 2

Kenya Marketing Kirleskar 51.00
Products

Meuri- Assemble & Manufacture T3.40

tius Pewer driven Pumps

U.K. Marketing of Pumps 30.00

UeKw Purchase of shares 19.38
at Spl. International

U;S.A. Mérkating of Pumps 30.00

Malaysia Electric Moters, 40.00

Pumps & Diesels

Malapsia Trading & Marketing 40.00
We Germany Assembly of Diesel 49.00

Engines

1978

1976

1980
1985

1980
1969

1980
1965

10

10
Ul

I0

IO
I0

Souroces

Based en Annexure-=3 ef K.V.K.R. pp+40=46.



" APPENDIX III
LIHDIAN INVESTMEN B

}

D ICH
NOT COQVERED BY THE OFFRICIAL LISTS
(For large Houses only)
ﬁl. House Name of ithe Indian Company Country BEQquity Bemarks
Oe : (Rs.lakhe)
1. TATAS Indian Hotel Co. Ltd. - U.S.A. 3.79 Wholly owned sub&idiary
COQ
2. " Lotham Finance Col Ltd. Indonesia 56.39 Subpidiery of Forbes
. Ca.m'boll
3. u Tata Exports Ltd. Zambia 19.05 100% subsidiary
4. " - do - Oman 8.00
5. " Tata Zombia Ltd. Zambia 19.06 100% subsidiary
6. " Virat Investment Co. Ltd. Sri Lahka 1.15 Subsidiary of Voltas
Te " Vigion Investment Co. Ltd. Singapore 1.11 -do-
8. " - do = Oman 4411 -do-
9. n Voltas Limited Sri Lanka 2.33
10. " Warrior (I) Ltd. Indonesia 56.47 Subgidiary of F.F.Cambell
11, n Voltas International Ltd. UAE 10.78 Subgidiary of Voltag Ltd.
1. BIRLAS Indian Plastios Limited Indonesia 7.20
2. s Gwalioxr Rayon Silk Mfg.Co.Ltd Philippines 4.00
3 " Texmaco Ltd. Ethiopia 40.00 Nationalilged
4. n -do=- Nepal 1.08
5e " UP Trading Ce. Ltd. Malysia 2.94 Subsididry of Upper
Gangea Sugar
6. " Upper Gangos Sugar & Inds.Ltd Nepal 0.18 .




0010 LK

1. JK Raymend Wedlen Mills Mauritius 0.63 Subeidiary
(Kenya) Ltd.
2e " Raymend Wedlen Mills Ltd. UKo 0.03 "
3, " ~do~- Mauritius 13.01 "
4. " -do=- Switzerland 0.98 "
N.B. Shaw Wallace hag 11 ventureg. 8 ef which ere in $ri Lanka.

Sources pg.37-39 KVER:

Original source: Annual Reperts of the Cempanies available at the Corperate Studies
Group, IIPA, New Delhi.
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