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INTRODUCTION

Since the beginning of
industrialisation in the West, private enterprises have
been investing in other countries and transfering their
technology. The investment by the Third World firms is
a relatively recent phenomenon in the history of
international ecbnomy and adds an interesting dimension
to the already complex internationeal economic
relations. Asian and African countries, after centurises
of political subjugation and economic stagnation, have
embarked on the path of planned economic development.
While recodgnising the role that developed countries can
play in promoting Third World development, there is
also én increasing recognition of the need for economic
cooperation between developing countries themselves.
Despite diversity in political systems, and in the
economic, social and cultural conditions, these
countries have certain commonness of experience and
aspirations. Thus the coordination of the development
Programmes of these countries for accelerating their
pace of development is considered to be of dreat

importance.



The level of domestic saving in the -
Third World countries is tob little to meet the full
requirements for development. Therefore, foreidn
capital, technical and managderial skills are essential
for the development of thesé countries. India, Korea,
Taiwan, Brazil, Ardentina and Hong Kong are - the
principal Third HWorld countries that have been
investing in other developing countries. These firms
have brought a new dimension to the concept of
multinational enterprises and their operations have
profound implications fof the practices and policies of
the host countries towawrds foreign capital in
general. The developing cbuntry firms are considered as
instruments for changing the asymmetrical international
order in the context of Socuth-South Qooperation and on
the basis of collective self—reliaﬁce. So inspite of
the limited resources at their disposal, they have
contributed significantly to the expansion of
production capacity, trade, technological capability as
well as mobilisation of fesouroes in co~developing
countries. These firms are drowing rapidly in numbers

and volume of business.



In the context of Indian firms
operating in the, Third World, many questions come up

like - which countries are hosts to Indian firms?
What type of technology is offered by these firms?

What are the objectives of India in overseas

investment?
Are these objectives being fulfilled?

What are the sectors in which they are operating?
For what market is production taking place in
developing countries (export, capital doods, luxury on

mass consumption goods}?

Do the Indian firms differ from the multinationals of

developed countries?

What are the competitive assets of these enterprises
that enable them to compete with other firms in the

host nations?

What is the relationship of the Indiasn firms, the local

firms and the host country government?

What are the problems and prospects of these firms in

the Third World countries?



I have attempted to find out the
answers to these questions in the course of my study.
This work is divided into six chapters, besides, the
introduction and conclusion. In Chapter 1, the
discussion is on what induces the developing country
firms, specisally India, to invest in other developing
countries. After four decades of planned economic
development, India has experienced a steady growth of
industrial production as well as diversification of her
industrial base. Having embarked earlier on the process
of industrialisation than other devseloping countries,
India is now one of the most industrialised countries
of the Third World capable of undertaking investments
both in the developed and developing countries. India
has successfully adapted foreign technology and the
joint ventures provide eésy access to scarce knowhow at
a low cost and ensure faster transfer of technology.
Moreover, such ventures help pool resources, including
technical and managerial, to optimise the utilisation
of available factors of production. So joint ventures
with India are an important means by which the
developing countries can have access +to these skills

and accelerate their developmental processes.



In Chapter II, the motives behind
setting up of Indien joint ventures in the Third World
and the policies that govern such investments have been
discussed. The primary objective of the Government of
India in setting up joint ventures and subsidiaries in
the Third World has been recognised as an' important
medium for promotion of exports. The gdovernment has
also encouraded joint ventures abroad to participate in
the developmental efforts of Asian and African
countries. Apart from this, a few of the other factors
that motivated Indian entrepreneurs to invest overseas
are, safeguarding of the export market, increase in
domestic production, increasing competition from local
producers in the home markets, restrictions against
expansion of firms and earning of valuable foreidn
exchangde.

India being a capital scarce
country, cash remittances were not allowed in the
bedinning and it was stipulated that Indians would be a
minority participant and their participation would be
mainly through export of capital doods. The policies
redarding the settind up of overseas joint ventures and
subsidiaries came into existence in January 197@. Later

these guidelines were revised twiée (1978 and 1986) and
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they became more flexible. At present majority
participation is allowed by the governﬁent, if
permitted by the host country where the proposed
venture is to be located. Cash remittances has also
been allowed in special cases. Nevertheless, with the
rising tide of nationalism in many developing countries
it is being increasingly ensured that foreidgn

participation remains in minority.

Chapter 111 deals with the pattern,
size, sector of investment, amount of equity
participation and year-wise approvals of Indian
ventures in the Third World. After +the first venture
was set up by the Birlas in Ethopia in 1858, many
ventures began to be set up with countries which were
geographically closer to India and with whom there are
cultural and political ties. Till 31st March 1989, 137
joint ventures have been approved out of which 118 are
in operation and 18 under-implementation with a total
equity of Rs.9175.54 crores.

The regional distributidn of Indian joint ventures
show that the maximum number of these ventures are
concentrated in South-East Asia (61) followed by Africa
and South Asia. Malaysia, Sindapore, ©Sri Lanka and

Nideria account for almost 58 percent of the total



ventures. The areas of collaboration in the
manufacturing sector are light engineering, chemical
and pharmaceuticals, textile and allied products,
automobile industry, paper and pulp, glass & ¢glass
products;, oil refining, sudar, diafy products, dyes,
etc. In the non-manufacturing sector, Jjoint ventures
have been set up in the fisld of trading and marketing,
consultancy, engdineering contracts and construction,
hotels and restaurants. The services sector include
banking, insurance and tourism and travel. The averade
size of an Indian venture is small in terms of capital
invested and in a few projects non-resident Indians

hold a part of the share.

Joint ventures have been set up
both by the private and public sector. The ventures set
up in the private sector are by Birla, Tata, Godrej,
Ambani, Shriram, Mafatlal, Oberoci, Thappar, Kirloskar
and J.K. Ordanisation. The public sector companies
vhich have wundertaken foreign investment are Indian
Railway Construction Company, Hindustan Machine Tools,
Engineers India Limited, Indian Road Construction
Corporation, Telecommunications Consultants, Indian

Drugs and Pharmaceuticals, etc.



In Chapter 1V, +the performance of
Indian firms and bank branches in the developing
‘countries have been analysed. While we cannot say that
the performance of all the wventures have been an
outstanding success, quite a few of them have
functioned efficiently and are earning increasing
profits. These ventures have contributed to the Indian
economy through repstriation of dividends, given rise
to additional exports which have brought the much
needed foreign exchange and have helped the
entrepreneurs in gaining experience. India has gained a
great deal of success in the field of turnkey project
exports and consultancy services. At the same time,
quite a few ventures were abandoned and some remained
non-implemented as they proved to be non-viable after
re—appraisal along with a host.of other reasons ‘which
has been mentioned in the previous chapter. The
political implications arising out of their operation

has also been studied.

I have been handicapped in ny
analysis as the total data on equity participation and
the figures regarding the sales and profitability of
Indian ventures in the Third World are not available.

So the analysis on equity shares held by the Indian



partners is based on the 1limited data that has been

available.

In Chapter V the advantages and
disadvantages of +the functioning of Indian Joint
ventures in comparison with the Multinational
Corporations (MNCs) from developed countries have been
pointed out. Indian firms help to reduce the
technological gap between thebNorth and the South. They
compete on price rather than quality or uniqueness and
their special skillé and knowledde to a great extent
arise out of and are adapted to the national economic
and technical environment of the developing countries.
Indian firms have worked in the interest of development
of local economies and have c¢reated large employment
for local labour. As a result of their own national
context, they are better able to understand and to
appear responsive to Third World host countries in
respect to MNCs. These are a few of the advantades
dained by the developing countries in their
collaboration with Indian partners, thus showing the
preference for having more and more ventures with
India. A detailed discussion on these advantages has

been covered in this chapter along with the fact that
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operation of Indian firms have a positive effect on the

balance~of-payments of the developing host countires.

Inspite of these benefits, certain
constraints affect the performance of the Indian firms
in the Third World, and they have been discussed in
Chapter VI. Finance has proved to be the bidgest
problem for the Indian firms as a result of the
government’s policy redarding cash remittances from
India. The Indian firms have been handicapped by their
relatively unknown names- and small international
presence as this has affected their ability to gdain
access to adequate finance in overseas markets. Certain
social 1issues provide special problems in certain
regions of the world. For instance, Indian firms in
East Africa receive oﬁly a cool welcome, inspite of
economic advantades, as they are sometimes seen as
contributing to the strength of a 1locally unpopular
minority droup. Uncompetitiveness of Indian equipment
by global standards in terms of price and the
technological dap between Indien companies and their
competitors give rise to further problems. These
problems are not so acute that they cannot be remedied.
Certain measues for promoting them has been

highlighted. As these problems get surmounted, the
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performances of the joint ventures will be something to-

be proved of.

Despite the balance-of-payments
problems faced by the Third World countries, and the
growingd discontent agdainst forelign investment, the
scope for setting up Jjoint ventures is vast. What needs
to be done is, identification of séecific projects in
which collaboration between enterprises of developing
countries would be feasible and advantageous, and the
creation of effective machinery for translating the
potential areas of investment into actual investment

project.

The‘aim of my study is primarily to
analyse the performance of Indian ventures in the Third
World,- the benefits they have brought along with the
scope for future investments in these countries. These
aspects will be dealt with in the 1light of past
experiences and future challenges. My work is very
relevant in the context of today’s international
economic environment and the mounting external debt of
the developing world. In order to avoid falling into
the debt trap and at the same time continue with their

developmental efforts, developing countries are rather
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keen on investment by other developing nations.
Therefore, the study of overseas investment by Third
Horld firms is gaining in iﬁportance. Not only is the
bargaining power of developind countries improving with
regard to miltinationals but also due to absence of
domination and exploitation by Indian firms, they are

attracting more and more investment in the Third World.

The methodology 1 have followed,
has been, review of existing literature - books,
Journals, newspaper articles, government documents and
reports - on Indian overseas investment. I have used
datas available till the end of March 31, 1889. 1 have
chosen to undertake this study as not much
comprehensive work has been done on this topic.
Discussions with a few officials who are acquainted
with firms investing abroad and having direct knowledge
of the problems conmnected with them hgve helped me to a

great extent.
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CHAPTER 1

PHENOMENON OF THIRD WORIL.D
INVESTMENT ABROAD

One of the striking intermational
developments of the 1last twenty-five years 1is the
emergence of newly industrialised countries and the
forging of cooperation among them in the industrial
field, particularly through the promotion of Jjoint
ventures. Nearly a dozen developing countries have
transnationalised their operations. Initially, this was
conceived as an instrument of export promotion, but, in
the course of +time, has become a major vehicle of
economic cooperation among developing countries,

specially at regional and sub-regional levels.

‘Need For Joint Ventures

Joint commercial and industrial
enterprises are defined as those in which two or more
parties from two or more countries share the
responsibility for operation by providing risk capital,
goodwill, know-how and manasgement, natural resources

and access to national market in an agreed mannerl

1 Ram Gopal Agrawal, Joint Ventures Abroad: Indian
Experience (New Delhi: Publications Division,
Govt.. of India, 1884), p.3.
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Joint ventures are considered
essential pre-requisite in bridding the. gaps of the
economy - deficiency in investment, the technical know-
how and managerial skills organisationél experience,
mobilisation of financial resources, expansion of
productive capacity and access to international

market.2

Increasing attention has recently
been directed +to the phenomena of firms from Less
Developed Countries (LDCs ) seeking to set up
manufacturing operations overseas. Such firms come from
the more industrialised countries of South and 8South -
East Asia and Latin America and tend to have
subsidiaries that are 1located almost exclusively in

other LDCs?

The questions that arise are why
firms from Third World countries invest abroad? What
kinds of firms invest abroad? What enables these firms,
in their overseas ventures, +to withstand competition
from local host country firms and multinationals from

developed countries?

Abroad: An Appraisal (New Delhi: IIC, 1983).

3 Rajiv B. Lall, "Third World Multinationals: The
Characteristics of Indian Firms Investing Abroad"”

Journal of Development Economics  (Amsterdam),
vol. 29, no.2 March 1986, p.381l.
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It is widely accepted that the -
Third World countries should cooperate among themselves
for mutual benefit and to avoid exploitation by the
weétern developed countries and the multinationals
supported by them. Past experience shows that the Third
World is invariably dumped with outmoded technologies
and the developed countries do not even transfer the
capital and‘help which is promised. The aids, drants
and investments are managed 1in such a way so as to
promote the self interest of +the West instead of
providing denuine support to the proecess of development
in the Third Worldﬁ It is thus oleér that poor nations
will have to learn to 1live on their own and support

activities of mutual benefit.

Economic and technical cooperation
amnong developing countries (E&TCDC) has acquired
importance and urgency particularly in wview of +the
marked deterioration in the world economic situation
and the weakening of North -~ South cooperation for
development,.5 Flows of Foreidn Direct Investments (FDI)

and technolody among the developing countries represent

4 K.V.K. Ranganathen, "Indian Joint Ventures Abroad
with special reference to Islamiec Countries"”,

EcﬁggmcaudPQl;tl,c&;_Fee_zkly (Bombay), May 1884,
P. .

5 Nagesh Kumar, “Foreign Direct Investments and
Technology Transfers among Developing Countries",
in V.R. Panchamukhi and others, The Third World
and the World Economic System (New Delhi: Radiant,
1986), p.138.
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important forms of E&TCDC. Therefore, the emerdence of
some of the developing countries as sources of ¥FDI and
technolody in the seventies 1is a welcome development.
Most of the developing country firms operate in
industries that have mature technoleogies and a large
proportion of these firms were earlier licences of

firms frow the advanced nations.

The recent trend in industrial
programuing of the developed countries is the
concentration of highly sophisticated and automatic
manufacturing. As a result, many labour intensive areas
of industry are beind vacated by them, partly due +to
rising labour costs and partly due to dependence in
some cases on imported raw materials. Thus, due to this
trend, the scope for Jjoint ventures by developing
countries has widened. The possibilities of pooling of
capital goods from one country and technical know-how
from another for setting up units 1in third countries

have also been growingﬁ*

For some developing countries that

are looking for technology or management from abroad,

investment from other developing countries appear to

6"Indian Joint Ventures Abroad", India Backgrounder

(New Delhi), vol.2, no.47, February 2@, 1978,
p. 1942,
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offer a politically and sconomically attractive'

alternative to the multinational enterprise?

The internationalisation of
developing country firms has been sought to be
explained in terms of product cycle theory and eclectic
{(or owvnership, locational and ‘internalisation
advantages) approach which have been used for analyses

of devcloped country Multinational Corporations (MNCs)3

The product cycle theory developed
by Vgrnon has been widely used to explain the structure
of exports and Direct Foreidgn Investment (DFI} by
firms. This theory asserts that life cycle of a product
is marked b& a sequence of well-defined stages which
differ from one anothervin respect of the rate of
growth and in product, technolodgy and market
characteristics; and that these differences could

affect the choice between exporting the product and

7 Louis T. Wells (Jr.), "The Internationalization of
Firms from Developing Countries™, in T. Agmon and
C.P. Kindleberger, ed., Multinational from Small
Countries (Cambridge: MIT Press, Massachusetts,
1877), p.133.

8Raymond Vernon, “"International Investment and
International Trade in the Product Cycle”,

%\sgr_t.e,nly_.-.J;mma.l_....Qﬁjg_ongmig:ﬁ, May 1866, pp.1990-
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producing it abroad by means of DFI.9

The first stage in the product
cycle classification - that of technological
breakthrough and experimentation, is of little
relevance to India. Innovations by Indian firms is more
in the nature of ad justments or adaptations to
discoveries made earlier in developed countries and
there is no possibility of Indian firms exporting
products that are absolutely new. But once these firms
have acquired enough experience in adapting foreign
technology to different conditions and the product has
reached a stabilizing or maturing stage, then the firms
are able to set up facilities for production in other
Third World countries, especially, one with which India

already has economic and cultural linkages.

Even at this stage, there are a few
differences as compared with the "standard” version of
the product cycle theory. The distinction befween
“"threat” and "opportunity” emphasised by Vernon may not
be important as Indian firms export few products of
this type. In the case of Indian firms, the investment
is mainly a positive step to expand market as a

supplement to the domestic demand; the nedative aspect

A43it  Dasgupta - and  Natteri  Siddharthan,

"IndustrialDistribution of Indian Exports and

Joint VenturesAbroad"”, Development and Chandge (The
Hagus)}, vol.16, no.l, January 1985, p.162.
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of the threat to the existindg exports happen mainly dué
to the +tariffs by other less developed nations. Our
major items of investment are of intermediate
technolodical 1level, for example, textiles, paper
products, light engineering goods, etc. Here too, the
product cycle theory does not explain the cases
correctly since our products have no product
differentiation strategy abroad nor do our firms enjoy
brand name and marketing expertise. Our investments
cover technology long abandoned by the developed world
and those beyond the reach of developing host
countries. The opportunity for investment will arise
from the fact that the Indian firms after having
successfully adapted the technologies will be in a
position to ward off threat of potential competition.
From the view point of our study the significance of
the product cycle theory is that, the direct
investment by Indian enterprises in the Third World
should be expected +to be mainly in the production of
goods in the second or maturing stage of the product

cycle.

The Third World investors
concentrate on a stratedy that is based on cost cutting
so that prices can be reduced, but this is not always a

viable strategy. Majority of these investors enter



20

foreign market through the use of joint ventures with

partners of the host country.

Public-sector DFI by developing
nations has been a recent phenomenon and the total
volume of investment still remains small. Two kinds of
political objectives often remain implicit in the
foreign expension of public - sector enterprises:
undermining the dependence of developing countries on
the multinationals from industrialised nations and the
promotion of political ties among Third World
nationsl® Political leader in many Third World nations
have been concerned about their dependence on developed
countries multinationals and have been adopting various
policies for improving their own bargaining powver.
Their stratedies include increasing regulation of MNCs,
emphasis on equity participation, "indidenization” of
managdement and technical personnel, restrictions on the
areas in which firms are allowed to operate and the
procurement of technologies through licensing or direct
purchases. The Jjoint ventures among public-sector
enterprises are often perceived as an additional weapon
in the arsenal of developing nations and for initiating
and strengthening political relations among themselves.

10
Krishna Kumar, "Multinationalization of Third

World Public-Sector Enterprises”, in Krishna Kumar
and Maxwell G. MclLeod, ed., Multinationals from

Developindg Countries (Lexington: Lexington Books,
1981), p.193.
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PHENOMENON OF INDIAN INVESTMENT ABROAD:
A BRIEF SURVEY

India is one of the few semi-
industrialised countries thét serves as an important
source of Foreign Direct Investment. Financial and
technological cpllaboration' between domestic and
foreign capital assisted in +the growth of a large
industrial base. This base ¢greatly aided Indian
investors who, like their counterparts elsewhere in the
Third World, began to concentrate their foreign
operations in countries less industrialised than their
own. The vast majority of these investments continue to
be privately owned companies that enter foreign markets
by settingd up Jjoint ventures with host country
partners. To a 1lesser extent, a few public-sector,
enterprises from India have established overseas joint

ventures.

In comparison to  their Latin
American counterparts, Indian and other Asian
entrepreneurs have moved abroad in greater numbers and
are more widely distributed geodgraphically. By the lats
1979s there were more investments abroad from Indian
than from all Latin American countries combined. Yet

Indian investors face domestic policy restr@cpions that
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seem as strindent as those facing Latin American and
certainly more stringent than those confronting most
other Asians. Moreover, the Indian home market, like
the domestic market in most Latin American countries,
is much largder than the home market in most Asian
investing countries, ostensibly providing numerous
investment opportunities locally for domestic
producers. These comparisons suggest that India, as a
base for Third World ¥FDI fits neither the Latin

American nor the Asian model. Rather it 1is a hybrid

case.ll

Hard hit by a foreign_ exchangde
crunch, falling cémmodity prices.and mounting external
debt several developing countries, emerding from a
period of sluggish overall growth, are now turning
towards Indian investment +to buttress their brﬁised
economies. That the Third World should be looking to
Indian investment to wrest them from the pincer grip of
western dominance is not just a measure of our drowing
technological and financial sophistication, but an
indication of 1India’s role in greater South-South

cooperatior.12

llDennis J. Encarnation, "The Political Economy of
Indian Joint Ventures Abroad"”, International
Organisation (Cambridge: MIT, Mass.), vol. 38,
no.1, Winter 1982, p.31.

12 j0int Ventures Abroad”, PTI Ecopomic Service (New
Dselhi), February 1, 1889, p.21.
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As a result of the fairly high
level of industrial development during the last forty-
two years, India is in a position to give most
sophisticated as well as intefmediate and labour-
intensive  technologies which are considered
particularly relevant and appropriate to the
industrialisation programmes of many Third HWorld
Countries in Asia and Africal3 1India, therefore,
eminently qualifies to be a suitable partner in the
developmental efforts of +these countries and joint
ventures are an important medium for fostering this

cooperation.

FDI from India is not a mardinal
-phenomenon. It is quite sizeable relative to FDI into
India and private corporate investment in India. It is
also quite comparable with the magnitudes of FDI of the
newly industrialising countries and some small
developed capitalist countries 14 The Indian capitalist

class has "come of age” and is undertaking industrial
ventures abroad in its drive towards capital

accumulation.

1311¢, n.2, p.1.

l4gebastian Morris, “Trends in Foreign Direct
Investment from India (1950-1882)", Economic _and

E_Q.l%..t%.gnl...__ﬂaﬁklz (Bombay), November 14, 1887,
p.1863.
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The first Indian Joint Venture
abroad was +the establishment of a textile mill in
Ethiopia in 1959 by the Birlas. Later on ventures were
set up by the Birlas and Singhanias in Kenya and Uganda
in the mid sixties. Malaysia and Thaiiand attracted two
ventures from India, and Nigeria and Ceylon one each

before 1964}5

The Birlas were instrumental in all
these ventures except +the one in ©Srilanka. There was
stagnation in investment abroad between 1955 to 1861
due to ‘“"restrictions on the export of capital from
India, as  also increasing opportunities within the
country appear +to have discouraged any substantial
increase in the holding of foreign shares and

debentures by Indian Jjoint-stock companies over the

period (1955-1961) 1%

Although the first Indian Jjoint
venture was sanctioned as far back as 1959, it was only
from 1979 onwards that the Government of India
recognised the role of Indian joint ventures abroad as
part of export promotion strategy. India being a
capital scarce country, a substantial trénsfer of

capital from India has “been found to be neither

15 Morris, n.14, (November 7, 1987), p.1910.

16 Reserve _Bank _of _ India _ Aonual Report. 1964,
(Bombay, 1964), p.4.
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feasible nor desirable at this stagde of the country’s‘

economic development.

The Indian government has issued
certain guidelines regarding investment abroad. There
was no cash participation till the end of 1889 and the
Indian equity participation abroad is less than fifty
percent of the investment abroad in any firm. We
receive dividends, royalties, consultancy fees, etc.
from our investments. Though this amount is 1low at
present, improvements after the gestation period is
well hoped for. The host countries give incentives like
double tax avoidance agreement, protection against
nationalisation, incentives for companies involved in
production of priority product, labour utilization

relief, tax holidays, etc.

In 1979, out of a total 21 Jjoint
ventures in the Third World, 9 were in production and
12 under implementation with an equity participation of
Rs. 676.41.1akhs approximately. In 1982 out of a total
of 184 ventures 116 were in production and 68 under
implementation with an equity participation of Rs.
13387.37 lakhs approximately. Till 31st March 1989, out
of a total of 137 wventures, 119 are in production and

18 under implementation with an equity participation of
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Rs. 9175.537 1lsakhs approximately. There has been a

distinct slackening in the rate of dgrowth since 1982,

We can thus say that having
embarked earlier on the process of industrialisation
than most developing countries, India has acquired
sufficient industrial and technological expertise +to
share her experience with co-developing countries. The
case of India would therefore, highlight pattern,
capability and scope for direct foreign investment byva

developing country.
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CHAPTER IX

INVESTMENT RATIONAIL.ITY AND
GOVERNMENTAIL POL.ICY

There are various theories to
explain international investments but they do not fully
explain the motivations of Third World country firms to
invest in other developind countries. A study of the
actual operation of these firms, provides us with some
more information regarding the specific conditions that
motivate the investors. This understanding of
motivations will provide a useful background to the
study of the pattern of Indian investment in the Third
World and the impact of such investment on the
investing country. He shall first discuss the
motivations of the Indian firms in investing abroad and
then come to the policies of the dovernment that
promote and regulate such investments. The motivations
are may and varied. The first consideration of
investment abroad comes from an actual or perceived
need by the firm to protect foreién markets previously

developed through export activity.

India Dbeing a capital scarce
country, the dovernment uses a very slaborate system of
regulations to economies on its foreign exchangde

reserves. As a rule transfer of capital to foreign
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reserves. As a rule transfer of capital to foreign
countries is not allowed. This restriction on cash
participation is mainly to divert equity participation
in terms of capital equipment. So not only DFI by
domestic firms are allowed but they are also encouraged
by generous government 1incentives, The main objective
of this policy is to promote export of Indian goods and
services to the host country of Indian firms. India is
probably the only country having export promotion as
the declared primary objective of her DFI. Emphasis is
given to the positivq role of DFI in the economic
development of host countries, but this is considered
secﬁndary to the main objective of promoting exports

through DFI in the Third World.l7

The deficiency in demand wmotivates
foreidn investment when the demand for the preoduct is
smaller, especially in the case of heavy industries in
developing countries. This induces firms to find export
market. Thus the need for increased exports in itself
has been fostered by demand constraints related to the

size of home market. The entrepreneur 1is then

»l7J.P. Agarwal, "Third World multinationals and
balance-of-payments effect on home countries: a
case study of India”, in Kushi M. Khan, ed.,
Multinationals of the South: New Actors in _the
International Econeomy. (London: Frances Printer,
1986), p.184.
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encouraged to invest abroad even in the absence of
government constraints. But when other developing
countries in their 1initiation to industrialise,
introduce tariffs, the parent firms invest to find an
alternative to exports. Also, when there is doubt about
sustenance of domestic demand or when there is cyclical
contraction in domestic demand, investment abroad can
provide a better alternative. The Engineering Export
Promotion Council of India has indicated several
industries which could expand exports and engage 1in
foreign technolody sales, given the low use of

installed capacity and small domestic market.

Textile_and endineering are both
industries where +there is excess capacity in India.
Most of the early proposals for setting up Joint
ventures abroad for textile units came wup durind the
late sixties when textile products faced worst
recession.l8 When exports face hurdles through tariff
barriers and there is increasing competition from local
producers in India, firms are motivated to invest in
other Third World countries in order to increase

profit.

18K. Balakrishnan, MNCs from LDCs: The case of
Indian __ _Joint  Ventures _Abroad, Mimeograph,
(Ahmedabad, March 198@3).
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An 1i1mportant reason for foreign
investment by the Third World firms is the need to
overcome protection in targeted markets. In India the
high domestic production costs resulting from
government regulatory policy make exports incompetitive
and the option of investing abroad, therefore, more
attractive.l9 Many firms have set up subsidiaries
abroad to escape "voluntary"” export controls.
Government of India’s tariff policy makes the cost of
imported inputs so high that it has a significantly
deleterious impact on the competitiveness of India’s
export of manufactured goods. So the firms that are
relatively more dependent on imported raw materials
have greater incentive to invest overseas than other
firms that are less dependent on imported raw

materials.

India has experienced severe
balance of payments crisis so often require that +the
local firms earn their own foreign exchange if they
desire to import. The Foreign Exchange Regulation Act
came into existence. Joint ventures abroad provide
opportunities for these firms to earn the foreign
exchandge, either through increased exports or through

repatriated earninds. In these circumstances the firm’s

191,311, n.3, p.389.
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decision to invest abroad 1is the intended consequencs

of the Indian Government’s trade policies.20

A number of constraints are placed
by the government on the growth of private firms at
home beyond a specific size, in the form of Monopolies
and Restrict Trade Practices Act (MRTP), anti-trust
action and capacity licensing. These are designed to
control the business activities within the nation so
that concentration of economic power can be curbed.
Therefore, the restrictions on the expansion of a firm
beyond a specific size or their exports restricted by
actual or threatened import barriers and tax policies,
urge the firms to find out some alternative through
which they can get extra concessions too, and the only
possibility for continued growth 1is, through foreidgn
investment.2l These points are evident from the fact
that nearly sixty percent of the effective joint
ventures from large industrial  houses that are

regulated by the MRTP Act.

One of the motives for Indian firms
to invest in the Third World is the bulk availability

of raw materials at low cost. India is a net importer

20Enoarnation, n.11, p.39.

21Wells (Jr.), n.?7, p.136.
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of several minerals which she needs for her
developumental programmes. For this reason, India has
set up Jjoint ventures 1in several developing countries
in the field of minerals and commodity production. In
1979, India dot concession for potash mining 1in

Ethiopia, thus joint ventures with Nauru is providing

us with phosphates.

Many firms have built manufacturing
operations at home based on what appeared to be secure
sources of raw materials. These sources have sometines
turned out to be less reliable than was originally
anticipated. As a result, the firms have sought
overseas investment where the necessary raw materials
are available and thus assured of the supply of raw

materials.

Another major motive for firms from
developing countries to 1invest abroad has been the
desire to reduce business risk through diversification
of the market across the border, i.e. among two or more
countries. The perceived risk in many cases has been a
negative political development in the home country.
There has been exceptions where the risk involved is
related to high 1lax burdens and foreign exchande
restrictions. Risk diversification is always

accompanied by DFI. "Until the international as well as
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domestic power of developing country firms is
consolidated, a fair part of the international
projection of these firms will continue to be related
to risk questions".22 The "boom-or-bust” environment of
construction facing the firm in one country might be

modified if the firms operated in several countries.

Service cost also leads to DFI The
service intensive products requiring an after sales
service might require a unit in the recipient country
as the volume of sales increases. For example, computer
industry in Singapore, hotels and some construction

industries need various types of consultants.

Presence of large Indian ethnic
communities abroad have induced Indian firms to
undertake DFI. In many cases increasing exports to the
host countries have preceded such investments. These
communities possess intimate knowledge of the 1local
market in terms of tastes and opportunities, and their
access to channels of distribution have enabled Indian
companies to save enormous costs involved in collecting

such information, which is a fundamental requirement

22Peter O’Brien, “Third World Industrial
Enterprises: "Export of Technology and
Investment”, Economic __and_ .. Political. __ Weekly,

Special Number (Bombay), October 1989, p.1838.
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for any direct investment abroad.23 In certain cases
the initiative for such investments, or eprrts during
the first stage, has come from the ethnic communities
themselves as they felt secure in undertaking business
ventures with investors from the  country of their
origin. The investors have also chosen people belonding
to their own ethnic group as local partners in their
business ventures. But the importance of ethnic ties as
a stimulator of DFI should not be overestimated. Thus
Indian minorities of 357,098 and 369,309 inhabitants in
Guyana and Trinidad respectively did not lead to even a
single direct investment by India in these countries.
Moreover, as firms gain knowledde and experience in

host countries, the role of ethnic 1links tend to

decline over time.

Other factors which motivate DFI by
Indian firms include, the dynamic desire to make a name
abroad, use of Jjoint venture country as a production
base for the supply of components and raw materials to
India, setting wup of enterprises of a comparatively
medium/small size in industries in which Transnational
Corporations did not evince interest, sharing of

experience and expertise in fields where adequate

23Kushi M. Khan, "Multinationals from the South:
emergdence, pattsrns and 1issues”, in Khan, ed.,

Multinationals from the South: New Actors in _the
International Economy, p.4.
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capabilities have been developed in the home country,
participation as a means to secure larder order for
exports of machinery and components and expectation of
a reasonable return on investment coupled with

technical know-how fees, dividends and royalties.24

Creating an image of India as an
industrialised country in other Third World countries
is of great importance in dovernment initiation of

promoting investment abroad.
MOTIVES INITIATED BY HOST COUNTRIES

The newly independent countries, in
their bid to industrialise their economies under
planned growth, opted for attracting foreign capital.
In the bedinning they invited the MNCS but later +they
found that the exploitation by MNCs were too high and
at the same time they were given offers from LDC firms.
This made them invite firms from India S0 as to suit
their import-substitution strategy and to fully utilise

the abundant raw materials available.2°

24Agrawal, n.l, p.49.

25Grant L. Reuber, Private Foreidgn _Investment_ _in
Development (Oxford: Clarendon Press, 1973),
p. 132. , _
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POLICY TOWARDS FOREIGN INVESTMENT

The characteristics and pattern of
Indian investment abreoad and the motives behind such
activity can be better understood after studyindg the
Government of India’s policy towards | foreign
investment. Let us now analyse the policy guidelines
and incentives given by the governments of India as

well as those of the host countries toward DFI.

Exglutignmgﬁmfgligxmﬁuidglingﬁ

The policy framework for setting up
ventures abroad came  t0 be evolved after
industrialisation received a thrust during India’s
Second Five.Year Plan (1956-61) when it was realised
that we could no 1longer wholly rely on conventional
methods of trading. Some Indian entrepreneurs began to
look for opportunities abroad not only to export
capital equipment but also for financial = and
technological participation, specially in co-developing
countries.vln the early sixties obtaining clearances
from Governuent - at home and also in the host
countries - were relatively easy. However, it was found
that during this initial_phase of enthusiasm, some

Indian parties obtained sanctions without being too

keen to sBpeedily implement +the proposals and some
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embarked on joint ventures without studying projects in
their proper perspective with disastrous results.
Therefore, the need for evolving an appropriate policy
for sanctioningd such ventures and to oversee their
prodress was recognised. General guidelines doverning
Indian participation in joint overseas ventures were
formulated and announced on January 1, 19783. These
policies became more flexible as has been seen in the

revised policy guidelines in 1978 and 19886.

Indian _Government’s Policy Redarding Joint Ventures

Abroad

The Government’s policy towards
Indian investment abroad 1aid emphasis on strengthening
economic links with "other developing countries by
taking appropriate measures for intensifying mutually
advantageous economic cooperation amongst theﬁselves in
practical forms, such as developindg a two-way trade on
a mutually beneficial basis. The Export Policy
Resolution of 1978, however, specifically made the
establishment of Jjoint ventures abroad one of the

export promotion strategy.

The basic features of the policy are as follows:
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Normally, minority participation only by
Indian parties is allowed. The intention is

that Indian parties should not insjst on
majority holdings abroad, but if the foreign
party and the foreign Government are willing
tc accept majority Indian participation,
theré would be no objection. Government
favours association of local parties,
countries, as also 1local development banks,

financial institutions and local Government,

No cash remittance will be allowed except
small amounts required in connection with
preliminary expenses for setting up the

company abroad.

Indian participation should be in the form of
indidenous machinery, equipment, technical
know-how, etc. required for the new venture.
Value of structurals, steel items,
construction materials, components, etec are
not allowed to be capitalised. However, where
the value of the machinery, ete. falls short
to make up the necessary reasonable equity
and there 1is need +to retain Indian equity

holding at a 1level higher than what is
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v)

vi}

vii)
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obtainable through export of capital doods
alone, there will be no bar to consider such
cases on merits ‘for permission to include
structurals, steel itéms and construction
materials (but not components), to the extent
these are required for the particular project

against Indian equity.

Machinery etc. exported should be of Indian
make; not second hand or reconditioned
machinery would be allowed for export against

Indian investment.

Normal import replenishments, as available to
exporters under the import policy for
registered exporters, will be allowed on

exports against capital equity.

Cash assistance, 1if otherwise admissible,
will also be allowed on exports of machinery
and equipment against Indian equity, subject,
however, to a ceilind of 19 percent of f.o.b,

value.

Indian industrialists should, as far as

practicable, propose a turnkey job, as this
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will 1lighten the responsibilities of the

foreign investor.

viii} Indian parties should as far as possible
provide in their asgreements with the foreidgn
parties for training facilities in India to

nationals of the country of investment .26

ix} Indian firms, by 1law, have to report the
earnings of all - employees earning in excess
of Re. 36,908 (about $ 3,58@) per annum

separately.

Approval Procedures

Foreign exchangde regulations
relating to the establishment of joint venture abroad
were embodied in the provisions of Section 19 and 27 of
the Foreign Exchange Regulation Act, 1973. Under
Section 27, all investments abroad have to be
authorised by the Reserve Bank of India (RBI}. To guide
the Reserve Bank, the Government has set up an Inter-
Ministerial Committee(IMC} on joinp ventures abroad
under the Chairmanship ofl the Additional Secretary in

the Ministry of Commerce. Applications for setting up
26

Indian Investment Centre (IIC), Indian___Joint
Yentures Abroad: Status. &nd~QQld§lln§u (New Delhi:
I1IC, April 1982), p.1-9.
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joint ventures abroad have to be made to the Overseas
Cell in the Ministry of Commerce. Broad clearance about
the extent of inter-corporate investment in overseas
joint ventures 1is given by the IMC. The 1IMS is
empowered to decide on all matters over which the
Ministry of Commerce has Jjurisdiction subject to the
guidelines laid down. The IMC acts as a single window
agency and its decisions are final in all respects.
However, a separate application under the Companies
Act, 1856, has to be made to the Department of Company

Affairs for its final approva1.27

Besides, in certain cases, where
Indian parties wish to associate themselves in concerns
outside India, such as, through setting up
subsidiaries, applications have to be made to the
Ministry of Finance, Department.of Economic Affairs. In
case where the Government has allowed cash remittance
to the equity contribution the applicant has to apply
to the Reserve Bank of India for release of required

foreign exchange.28

27ibid. pp.3-5.

28 ibid. p.8.
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Financing Of Joint Ventures

For the working capital and other
requirement of finance, these are expected to be
financed by the joint venture partner in the host
country. Indian companies will not be permitted to
raise finance abroad for nmeeting working capital etc.
Indian firms are also not expected to give gduarantees
for loans raised by Jjoint venture firms abroad for
meetind its financial requirements. In order to provide
some relief to Indian firms promoting joint ventures
abroad, particularly, when they are not eligibie for
financing under the various schemes extending pre-
shipment and post shipment finances, Export and Import
Bank of India (Exim Bank) set up on January 1, 1982,
provides credit (term 1loans} for financing equity

‘contribution to the Indian firvws.2>

Tax Reliefs And_ Incentives

Various types of tax concessions
and incentives are being provided by the Government.
The Gévernment of India has provided special tax
facilities to enéourage joint ventures abroad through
specific statutory provisions contained in the Income-

Tax Act, 1961.

29 ibid. p.S.
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Under Section 9(1)(i}, no income is
deemed to accrue or arise in India to a non-resident
through or from operations which are confined to the
purchase of goods in India for the purchase of their
export. This concession 1is liberal insofar as the
exemption is available redardless of the néture of
goods exported and also the country to which the export

is made as also the terms of export.

Earlier Section 89-@ of the Income
Tax Act confered total exemption from tax in respect of
income by way of royalties, commission, fees, dividends
or other similar payments received by an Indian firm
from the QGovernment of foreign state or foreidn
enterprise in consideration for the use outside India
of any patent, invention, model, design, secret formula
or process or similar property right or information
concerning industrial, commercial or scientific
knowleddge, experience or skill or technical services in
this regard made available by the Indian company to the
foreign enterprise or Government under an agreement
approved by the Central Board of Direct Taxes (CBDT) in
this behalf The finance Act of 1984-85, however,
reduced the exemption from 199 percent to 58 percent.
This exemption 1s, however, subject to the condition
that the income must be first received in' convertible

foreign exchange in India or, having been received in
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convertible foreign exchange outside India, it is
brought into India by or on behalf of the assessee, in
accordance with the FERA, 1973. This exemption is

available to Indian firms only.30

With a view to encouraging
employment of Indian citizens outside India for
fendering technical services, 8Section 8¢-RRA of the
Income tax Act confers 59 percent exemption 1in respect
of the remuneration received by the technicians from
their foreign employment. For this pﬁrpose, it is
immaterial whether the employer is a foreign company Or

the Indian concern.

In addition to the specific tax
reliefs mentioned above, the various allowances,
deducfions, reliefs, rebates, concessions and benefits
are provided under +the Income - tax Law and other
direct tax laws for encouraging Jjoint ventures abroad
by Indian firms. Further, relief from double taxation
is provided under Section 9@ and 91 of the Income tax
Act. Section 99 confers relief from double taxation in
cases where India has entered into double taxation
relief agreement with the Government of any foreign

country. Countries with which India has double taxation

30ibid. pp.21-29.
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avoidance agreements are Libya,'nMauritius, Malaysia,
Kenya, Singapore, Sri Lanka, S&ria, Tanzania, Thailand,
Inited Arab Republiec and Zambia. Countries with which
double taxation avoidance is limited to Aircraft
Profits are Afghanistan, Ethiopia, Iran, Kuwait and

Lebanon.

Unilateral.relief is also allowed
in those cases where the income arises to a resident in
India from any source outside India in a country with
which India has not entered into double taxation relief
agreement. Under Section 81, the unilateral relief is
allowed as a reduction in the tax liability to the
extent of either the Indian rate or the foreign rate of
tax, whichever is lower, provided +that the tax in the
foreigﬁ country has been paid on the same income which

is also subject to tax in India.

The various incentives provided are
import replenishment scheme and other export incentives
available to registered exporters are provided to the
firms that go abroad. Deferred payment facilities for
non-equity exporters are also considered by IDBI in the
same way as normal exports. Since the preparation of
pre-investment feasibility studies is important before

setting up ventures abroad, such work can be undertaken
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by Indian consultancy organisation, these ordanisations

get substantial financial assistance.

At the institutional level, the
role of the Indian Investment center is to assist in
the establishment of joint ventures abroad as well as
technical collaboration and third - country ventures
between Indian and foreidn entrepreneurs. The Center
collects and disseminates information about investment
policies, regulations, procedures and opportunities in
various countries where there 1is scope for setting up
joint ventures. It also provides information about
Indian capabilities in variocus fields. It also helps
Indian and foreidn business&en to come together to
discuss and enter into adreements for setting up of

joint ventures and renders assistance to Indian parties

in obtaining approvals%l

POLICIES AND INCENTIVES OF THE
HOST COUNTRY GOVERNMENTS

Besides the incentives provided by
the Government - of India, the government of the host
countries also give certain incentives to encourage

Indian firms to set up joint ventures. They are liberal

3lagrawal, n.1, p.38.
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tax policies, import duty concessions, non-—
discrimination against foreign ownership, deductions
from overseas promotion from the export incentives,
accelerated depreciation allowances, minimum red-~
tapism, tax holidays  and assurance against
nationalisation of these ventures. The policy of
diversification of investment sources as a means of
allbwing, the pool of foreign investument to grow while
minimising the political effect has emerded as the
focus of control in the Third World. In some of the
developing countries priority products are given
special incentives for development. There is no capital
gains tax and no restrictions on the remittances of
capital profits and dividends. The profit arising from
capital transactions are assessed as nérmal income. In
the event of ligquidation, the investdr has the right tq
repatriate the capital at thé prevailing exchange rate,
In the event of nationalisation compensation will be
paid., Labour utilisation relief incentive is provided
for tax concessions on the basis of full time paid
employees in a company. Some countries give tax holiday
for an initial period of two years. The maximuwm period

of tax relief is eight years.

In Malaysia, interest on approved
loans, industrial or technical royalties derived from

this country by Indian residents are exempt from tax.
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The Malaysian government has also inﬁroduced a
locational incentive in the form of tax holiday to
avoid urban regional concentration. The government of
Kenya encourages setting up of Indian joint ventures,
provided they are likely to save foreign exchange and
are labour intensive in nature. In Indonesia, DFI 1is
allowed generally with 51 percent beingd held by the
local population and the foreign Investment Law 187@,

protects foreign investment from nationalisation.

The Third World countries do not
wish to be too dependent upon the MNCs as this leads to
economic exploitation, indirectly, diving rise to
imperialism. So Indian firms are readily encouraged to
invest in these countries. In some of these countries
Joint ventures are widely encouraged and the majority
foreign control is limited to forty years by which time
each unit should have 89 percent local ownership. In a
few developing countries there is no import duty on
machinery and raw materials -used in manufacturing.
Tariff assistance, tariff protection and import quota
restrictions are also provided to deserving industries.
Capital allowance is provided for modernisation of
plants and production techniques. Some of the
developing countries have discouraged labour intensive

manufacturing and the foreign investors are allowed to



48

set up wholly owned subsidiaries seven without formal

approval.
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CHAPTER II1XI
NATUORE AND PATTERN OF
INVESTMENT
In this chapter we will study the
pattern of investment undertaken by the Indian
companies, both private and public sector, the
countries where joint ventures were set up, what type
of industries were set up and the size and pattern of
Indian equity participation. It is not possible +to
present a chronological account of the efforts made in
settind up ventures abroad, for the Process was
initiated at the same +time 1n many countries. Further
many ventures sanctioned had a longer destation period
than others. This does not take into account either
those ventures which went into production, but are no
longer in existence as Indian enterprises, or those
which were sanctioned but did not get implemented at

all.

The first Indian venture abroad was
the Indo-Ethiopian Textile Mill which was 5set up in
1959 near Addis Ababa, Ethiopia by the Birlas. Its
cumulative earnings by way of dividends aﬁounted to
nearly Rs. 58 lakhs and technical khow—how fees to Rs.
73 lakhs. Additional exports were also éenerated. The
success of this first major industrial unit created

confidence in the capacity of Iﬁdig\\to cooperate in
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diverse fields of industries. The Indian enterprises
were encourasged to set up other units for manufacture
of woollen textiles, soap, razor blades, aluminium
sheet rolling etc. But after the September 1874
revolution in Ethiopia, the pioneering Indian unit was
taken over and now there are no Indian joint ventures

there.

After the early beginnindgs in 1969,
many enterprises bedan to be set up specially in
countries which were in close geographical proximity.
We will look at the country wise distribution of Indian

joint ventures in the Third World.

GEOGRAPHICAL DISTRIBUTION OF INDIAN JOINT
VENTURES IN THE THIRD WORLD

An explanation of the geographical
patterns of Indian investment abroad would have to be
primarily in terms of the policies (including
political) of the host countries and economic prospects
they offer, along with an understanding of the
underlying internal factors that have propelled Indian
investments. Mid sized developing countries not too
closely aligned to any particular great power and which
have also been recipients of much foreign investment in

general, have attracted investments from India.
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Table - 1

GROGRAPHICAL DISTRIBUTION OF INDIAN JOINT VENTURES IN
THE THIRD WORLD (as on 31.3.89)

S.No. Country In Pro- Inder Imple- Total
: duction mentaion
1. Bahrain 1 - 1
2. Bangladesh - 1 1
3. Egypt 1 1 2
4, Fiji 1 - 1
5. Hong Kong 3 ~ 3
6. Indonesia 11 - 11
7. Jordan 1 - 1
8. Kenya 8 - 8
g. Malaysia 18 2 29
13. Mauritius 2 1 3
11, Nepal 8 4 12
12. Nigeria 13 2 15
13. Oman 2 - 2
14. Philippines 1 - 1
15. Saudi Arabia 4 ~ 4
18. Senegdal 1 -~ i
17. Seychelles 1 - 1
i8. Singapore 12 3 15
19. Sri Lanka 15 1 16
2. Thailand g 2 11
21. Tonga 1 - 1
22. ganda 1 - 1
23. AR 7 1 8
TOTAL 121 18 138

Source: Indian Investment Centre

Indian joint ventures in operation
are currently spread over 23 countries of the Third
World. Out of a total of 139 ventures by the end of
March 1988, 121 of them are in operation and 18 are
under various stages of implementation. Out of these
121 joint ventures that are in production, 191 are

concentrated in 9 countries - Malaysia (18), Indonesia
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(11), Singapore (12), Thailand (9), Nepal (8), ©Sri
Lanka (15), U.A.E. (7}, Kenya (8) and Nigeria (13). 83
per cent of the joint veniures are concentrated in th
ese 9 countries. Table 1 shows-the distribution of the
joint ventures in the Third World and Table II shows
the share of +the Indian equity in some selected
countries. Now we will discuss in dreater dstails soﬁe
of the countries where maximum Indian joint ventures
are concentrated. Thus despite diversification in terms
of number of countries that host Indian investment, in
the 79's and 89Ys, there has been much concentration in
the 9 countries.
Table 11
INDIAN EQUITY SHARE IN SELECTED COUNTRIES
(as on 31.3.89)
{equity in Ks lakhs)

Countries Joint Vent- Joint Vent- fotal Ia- Total
ures in op- ures under dian equ- Joint
eration isplesent- ity venture

ation

! Z 3 4 3

Hong FHong = - .84 3

Indanesia 13 -~ 1493.846 11

Fenya ¢ - 1344.54 a

Malays=ia 18 2 858,55 20

Mepal 8 4 343,49 12

Migeria 13 2 F&2 .38 15

Singapore 12 = 485. 57 14

Sri lLanka 1% 1 629,85 i6

Thailand 7 2 123%.48 it

tH.Aa.E. 7 1 129.51 8

Sowrce: Indian Investment Centre

Mote: The eguity figures given are approximate.
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Sri Lanka

In 1862, an assembly plant for
sewing machiﬁes was set up in Sri Lanka, which
generated considerable additional exports from year to
year. Till the end of March 1989, there were 16
approved Indian Jjoint ~ventures along with a few
subsidiaries in ©Sri Lanka. 15 of these are in
production and 1 is under implementaﬁion with an Indian
equity of BRs. 6529.56 lakhs approximately. These
ventures are in the fields of electric fans, glass and
glassware, pigment emulsions, textile and garments, PVC
leather cloth, food and beverages, restaurants,
chemicals and pharmaceuticals, rubber products,
plastics and commercial vehicles. Some of these firms
are owned by people of Indian origin long settled in
Sri Lanka and by Indian citizens resident there. There
were phases in which problems were faced with the
partner, as alsoc due to changing political environment.

But these were successfully overcome.

Kenya

Soon after Kenya became independent
in December 1963, wunits were set. up by Indian
entrepreneurs. At present there are 8 Indo-Kenyan Jjoint
ventures in operation with an Indian equity of Rs.

1344.54 lakhs approximately. Kenya’s share of Indian
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equity is second only to Malaysia among all the Third
World countries. The fields of collaboration of the
Indian joint ventures are textile mills, pharmaceutical
projects, paper and pulp, synthetic filament yarn, cast
iron foundry, automobile ancillaries, pipe and sanitary
fittihg, machine +tool complex, enamelled aluminium,
distillery and bottling plant, 4dripe wahter, printing
ink and allied products. Quite a few of these units
made good progress although a few had to wind up their

operation.

Nidgeria

Nigeria attained independence in
October 1968 and some Indian firms were set up after a
few years. OQut of the 15 joint ventures ' in Nigeria, 13
are in production and 2 under implementation with an
Indian investment of Rs. 962.36 lakhs appro#imately.
Nigeria accounts for the fourth largest share of Indian
capital invested in the Third World countries. Most of
these ventures are doing well and they are endaged in a
variety of production including 1light engineering
goods, paper, druds and pharmaceuticals, asbestos and
cement, consultancy services, glass products, cables

and conductors etc.
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Nepal

Nearer home in Nepal, there are
currently 8 Jjoint ventures 1in operation and 4 under
production or 1in the process of being set up. The
fields covered by the Indian ventures include hotel,
mineral exploration, vegetable oil processing,
refactories, drycell batteries, mechanical and solvent
- extraction etc. The total Indian investment in the form
of equity in these ventures is estimated to be of the
order of Rs. 543.48 lakhs approximately. Besides these,
Indian investment in the project export and civil
construction contracts in Nepal is estimated at about

RKs. 4 crores.

Malaysia

In 1868, the first Indian plant in
Malaysia was set up to manufacture steel furniture.
Thereafter, in the 1979s and 89s the largest number of
Indian plants came to be set up in Malaysia. There are
29 joint ventures, 18 are in production and 2 Qnder
implementation with an Indian equity of Rs. 838.53
lakhs approximately. The fields of operation covered
are diesel endines, steel furniture, glass containers,
cotton and blended yarn, assembly and manufacture of
commercial vehicles, pharmaceutical products, palm oil

refining, - high density polyethylene pipes and



57

"fittings, tradingd and marketing, manufacture of LT

fuses etec.

Indonesia

Indonesia is another country where
in the early 79s plants were set up for the manufacture
of steel files and rasps, textile yarn. As a result of
political stability and +the absence of a sidgnificant
source of political conflict between India and
Indonesia, Indonesia offers quite a hospitable climate
to Indian investors. Indonesia emerged as one of the
most promising fields for Indian ventures and items
covered include paper and pulp, viscose staple fibre,
polyester blended yarn, wire rods,. tor steel, rounded
bars, coated art paper, security equipment, chemicals,
dye stuffs and solvent extraction. There are 11 Indian
joint ventures in operation and the highest amount of
Indian capital is invested in these ventures i.e. Rs.

1483.86 lakhs approximately.

Thailand

In Thailand till March last year,
there were 9 units in production and 2 under
implementation with Indian equity and technology. In
addition, in Thailand, Thapar droup is participating in
management in one of the ventures and Gwalior Rayon and

Silk Manufacturing Co., is providing technical know-how
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to yet another venture. Besides, a few more Indian
Joint ventures have received the approval of Thai Board
of Investment. The achievements of the existing Indian
joint ventures have been quite creditable and
impressive. Indian companies who have set up Jjoint
ventures in Thailand have made a significant
contribution to the respective indusﬁries and to the
eéonomy of that country. The total equity share in
these 11 ventures is BRs. 1233.48 lakhs approximately,
which is the third highest Indian capital investment in

the developing countries.

Singapore

While 3 Indian Jjoint ventures are
under various stages of implementatioﬁ, 12 projects are
already in production with an Indian equity share of
Rs. 486.63 lakhs approximately. These ventures cover
items relating to manufacture of high precision tools,
trading and marketing, concentrates for soft drinks and
synthetic Jjuice powder, micro and mini computer,
shipping, off-shore endineering and related activities,

chemicals etc.

Hong Kong
In Hong Kong there are 3 Indian
Joint ventures in operation and their Indian

shareholding is Rs. 3.84 lakhs approximately. These
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ventures are endaged in endineering, consultancy

services, Cadium soldered gold jewellery and deneral

trading.
Mauritius

In Mauritius there are 2 ventures
in operation and 1 under implementation. As the

industrial development potential here lies almost
exclusively within the export sector, the Government
normally encourages all industries which have export
potential and satisfy the oriteria of employment
creation, foreign exchange benefits and importance of

technology and know-how introduced,

Bangladesh

In Bangladesh there 1is only 1
venture under implementation for.the manufacture of
Sponge iron. Besides this venture, there is technical
or other forms of co-operation covering areas including
the development of railways, assembly of trucks, buses,
chassis, scooters and mopeds and a variety of
endineering products. India has also participated in
setting up in Bangladesh textile mills on a turnksy
basis, extending assistance for establishment of a
sugar mill and modernising a cement plant etc. There is

scope for Jjoint ventures in areas such as electric
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switch dears and accessories, aluminium extraction,

tyres and tubes, nylon yarn, glass shells etc.

In the oil-rich countries, ventures
including those for construction, consultancy, trading
and marketing were undertaken in Bahrain, Oman, Saudi
Arabia and United Arab Emirates. Indian Jjoint ventures
spread their operation to many other countries in the
Third World such as Fiji, Philippines, Senedal and
lganda. In ©Senegal, a unique project 1is being
implemented by the Government of India along with
Indian Farmers Fertiliser Corporation (IFFCO) and
Southern Petrochemical Industries Corporation Ltd., in
collaboration with the Government of Senegal, with an
equity to the extent of Rs. 17 crores approximately,
for manufacture of phosphoric acid, di-ammonium
phosphate and +triple super phosphate. A part of the

production will be bought by India on an assured basis.

Sanctions were received by Indian
firms for setting up units in Iran for diverse fields
of production, such as, manufacture of non-ferrous
semis, hose pipes, electric motors, transformers,
bicycles etc. but due to a variety of reasons, only a
few of them went into pronotion and now there are no
jJoint ventures in Iran whether in operation or .under

implementation. A sanction was received by an Indian
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firm, in the 78°s, for manufacture of twist drills in
Columbia, the only country 1in Latin America where
initial efforts were made. This venture did not prove

to be successful.

REGION-WISE DISTRIBUTION OF INDIAN JOINT
VENTURES IN THE THIRD WORLD

Indian entrepreneurs were initially
attracted +towards Africa where many countries had
become politically independent in the 5@s and 6Js, many
of whom were looking to India as providing a model for
their economic development. As'a consequence, there was
a spurt of proposals for promoting Jjoint ventures in
African countries. Subsequently, due to political
uncertainties and upheavals, such as, in Ethiopia and
Nigeria, the urge +to 1invest in African countries
received a slight setback. However, a perceptible
orientation towards, South - East'Asia was visible in
the last decade and a half when a large share of the
investment was directed +to countries 1like Malaysia,
Indonesia, Singapore and Thailand. The growing
prosperity of these neighbouring countries attracted
the attention of Indian entrepreneurs along with the
various incentives these countries offered and the

existence of political stability.
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Redion-wise the maximum number of
Indian joint ventures are 1located in the neighbouring
countries of Sout-East Asia and South Asia folloﬁed by
Africa. This has resulted in South-East Asia accounting
for 45.32 percent of the total joint ventures in
developing countries but, of late, there has been a
revival of interest in Africa, especially in Nigeria,
in the wake of o0il boom. Some of the oil-rich countries
of West Asia including Saudi Arabia, Oman, U.A.E. and
Bahrain have attracted Indian investment. The non-
resident Indians 1in this region have also been
instrumental in Ppromoting joint ventures with Indian
parties. The influx of a large number of skilled and
unskilled persons from India to these  and other
countries have also contributed to the stimulation of
interest in this area. A region-wise analysis of the
distribution of joint ventures along with Indian equity

participation is given below.
Table III

REGIONAL DISTRIBUTION OF INDIAN JOINT VENTURES
IN THE THIRD WORLD
(as on 31.3.89)

Region No. of JVs JVs Total No. Percent
Count~ in under of JVs. share
ries prod— imple- of col. 5
uction ment
ation
1 2 3 4 5 6
AFRICA 7 27 4 31 22.33
SOUTH- 8% 56 7 63 45, 32

EAST ASIA
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SOUTH ASIA 3 23 6 29 20. 86
WEST ASIA 5 15 1 16 11.51
TOTAL 23 121 18 138 108. 98

Source: Indian Investment Center
Note: ¥ Tonda is included to this region

Table I1II shows that out of a total
of 139 Jjoint ventures in the Third World, 31 Jjoint
ventures are in Africa with an Indian equity of Rs.
4963.23 lakhs approximately. The case of Africa is
interesting because the 31 ventures 1located in this
region account for the maximum amount of capital (44.28
percent) invested in the Third World. 22.3 percent

Indian ventures are in this redion.

Nearly 45.32 percent of Indian
Joint ventures (83 in number) are located in South-East
Asia. Out of a total Indian equity of Rs. 8175.54 lakhs
approximately in the Third World, the share of South-
East Asia is Rs. 4912.37 lakhs approximately which is
43.73 percent of the +total Indian capital invested in
the Third World. The share of o0il exporting West Asia
in terms of capital investment 1is considerably less.
11.51 percent of the Indian joint ventures are located
in West Asian countries, but in terms of equity
investment these countries accounted for Rs. 274.39
lakhs approximately i.e. 3 percent of the +total Indian

capital invested.
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In South Asia there are 29 joint
ventures with an Indian equity of Rs. 825.55 1lakhs.
This redion thersfore, accounts for 2@.86 percent of
the joint ventures abroad and 9 percent of the Indian
sharsholding in the developing countries. Thus we see
that South-East Asia and Africa account for 88 percent
of the total Indian capital invested. Although 45.32
percent of the Indian projects are located in South-
East Asia, Africa with half the number of joint
ventures (22.3 percent) dgets the maximum share of the

Indian equity participation in the Third World.

YEAR WISE ANALYSIS OF JOINT VENTURES

From Table IV we can see that till
1989 there were 297 joint ventures either in production
or under implementation. Upto 1984, we find that there
has been a rise in the number of Indian joint ventures
abroad. Out of 236 joint ventures, 159 were in
production and 78 under implementastion. But from mid
eighties, there has been a decline in the number of
joint ventures abroad. Between 1885 and 1888, there has
been a fall in the number of ventures which reach the
lowest in 1988 (179). However, we can see that this
decline has stopped as the data reveal that the joint
ventures by ;teh end of 19888 have increased by 14
ventures. Though the number of ventures in production

remained the same (152), the ones under implementation
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increased to 41. This shows that the demand for Indian
ventures is increasing and the temporary decline has
been averted. More and more ventures are being
implemented and scope for further increase in the Third
World exists. The successful operation of Indian firms
in many countries has raised the confidence of the host
countries and they are now undertaking more ventures

with Indian partners.

Table IV
YEAR-WISE POSITION OF INDIAN JOINT VENTURES ABROAD

Year Total In Under
Production Implementa-—
tion
1989 2937 115 92
1981 N.A. N.A N.A
1982 221 138 83
1983 235 154 81
1984 236 157 79
1985 288 156 52
1986 187 150 37
1987 182 158 24
1888 178 152 27
1989 193 152 41

Source: Ministry of Commerce Annual Reports, 1980-1981

to 1989-1999
Note: The figures in this table include the number of
IJVs abroad in the developing and developed countries

as it has not been possible to get the data for Third
World Countries separately.

The decrease in the number of

ventures have been due to abandonment and non-
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implementation of some of these projects. A few of the

causes are given below:

1)

2)

3)

4)

5)

Lack of adequate demand or changde in the
demand pattern or sudden decline in the sale
due to recession.

Inadequacy of finance due +to cost overruns
and tariff protection.

Changes in the political and economic
conditions in the host country. |

In a number of cases Iﬁaian firms have backed
out after re-assessing that the risk would be
great.

Differences between the Indian and foreign

partner.32

In a few cases the Indian

entrepreneurs have deliberately pulled ocut of a venture

after selling the shares. In the beginning majority of

the projects used to remain non-implemented or

abandoned because approvals were diven by the

Government of India without adequate serutiny of the

proposals

and‘ insufficient homework by the

entrepreneur, In some cases the policy of

nationalisation and takover was reponsible for +the

32 agrawal, n.l1, pp.53-54.



ventures beindg given up. Also as a result of expiry of
contracts in endineering construction and consultancy
projects, the total number of ventures showed a
decline. However, it has to be kept in mind that due to
several imponderables and uncertain situation, some
cases of non-implementation are bound to arise. This is

a universal phenomenon.

INDUSTRIAL DISTRIBUTION OF INDIAN
VENTURES IN THE THIRD WORLD

Indian firms cover a wide range of
industries both in the manufacturing and non-
manufacturing fields. These range from light
endineering, textile, chemical, food products, leather
and rubber, glass, paper and automobile industries +to
maintenance of hotels, trading and marketing, provision
of consulﬁancy services, banking and turnkey projects.
Nearly 16 types of industries are covered by the joint

ventures.33

Table V shows the distribution of
joint ventures according to field of collaboration and

their share of the equity. These datas show that out of

33 The field of collaboration of the Indian joint
ventures abroad have been classified in accordance
with the classificnation noted down in the Minstry
of Commerce Annmal Reports



TABLE V

INDUSTRY WISE CLASSIFICATION OF INDIAN JOINT VENTURES ABROAD
~1In Operation—mo—u-—ro —Under Implementat iom— All Unitsmmme—o
Field No. Per - Act - Per - No. Per- App- Per - No. Per - Ind-~- Per-
of co- JVs cent ual cent of cent roved cent of cent ian cent
llabo- t o Indian t o JVs to Indian to JVs to Eqity to
ration total Equity total total Equity total total total
1 2 3 4 5 6 7 8 9 10 11 12 13
1. Light 17 14.17 657.87 9.62 - - - - 17 12.5 657.87 8.13
engineering
2. Textiles &
allied prod-~ .
ucts 14 11.67 1671.30 24.44 - - - - 14 10.29 1671.30 20.64
3. Chemicals
& pharmaceu-
ticals 23 19.17 358.82 5.25 6 37.50 785.90 62.42 29 21.32 1144.72 14.14
4. 0il seeds
crushing and
refining of
palm oil 3 2.50 214.5¢0 3.14 - - - - 3 2.290 214.5 2.65
5. Iron and
Steel produc-
t s ] 7.50 927.81 13.57 1 6.25 242.52 19.26 10 7.35 1170.33 14.46
6. Paper &
pulp 2 1.67 1293.7¢0 18.92 - - - - 2 1.47 1293.70 15.99
7. Glass &
glass produc-
ts 2 1.67 285.24 4.17 - - - - 2 1.47 285.24 3.52
8. Leather &
rubber produc-
ts 5 4.17 71.90 1.05 1 6.25 63.15 5.02 6 4.41 135.05 1.67
9. Food prod-
cts. 5 4 .17 102.74 1.50 3 18.75 117.60 9.34 8 5.88 220.34 2.72



10. Commerci- .

al vehicals 7 5.83

11. Cement

products 1 0.83

206.09

130.

Total Manu- 8 8 72.90

facturing

7129.74 88.08

12. Trading

& Marketing 8 6.67

13. Hotels
& Restaur-
ants, travel

& tourism 6 5.00

14. Consul-

tancy 8 6.67

15. Enginee-
ring Contrac-
ts & construc-

tion 6 5.00

16. Others
(non manu-
facturing for
eqg, Banking,
Insurance,

Shipping) 4 3.33

o

35

561.

32.

93

243.92

Total Non-

5.15
0.74
72.78
6.61
7.35
5.88
4.41
2.94
27.19

966.5911.93

Manufacturingld?2 26.67
Grand
Total. 120 100.00

100.00 8096.33"

SOURCE: Indian Investment

NOTE: The equity figures

incomplete
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121 joint ventures in the Third World which are in
operation, 88, i.e. 73 percent ére in the manufacturing
sector and 32, i.e. 27 percent are in £he service
sector. We can see that light engineering, textile
industry, chemical and pharmaceuticalv industry, 1iron
and steel products, food industry, trading and
marketing hotels and consultancy account for nearly

86.8 percent (185 in number} of the +total joint

ventures,

In terms of numbers, the chemical
and pharmaceutical industry stands first with 29
ventures out of which 23 are already in production.
This 1is followed by light endineering, textile
industry, iron products, hotels and tourism and trading
and marketing having 17 (12.5%), 14 (13.3%), 19

(7.35%), 19 (7.35%) and 9 (6.6%) ventures respectively.

Regarding the equity share of these
industries, the textile industry accounts for 29.64
percent of the total Indian capital invested in the
Third World. The paper and pulp industfy comes next
with 15.98 percent i.e. Rs. 285.24 lakhs. The irén and
steel products have a share of Rs. 1179.33 1lakhs (i.e.
14.46%) and the chemical industry has an Indian equity
share of Rs. 1144.72 lakhs approximately. This is due

to the large fertilizer plant in Senegal. The

-~
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engineering, chemicals and textile industry explain a
large part of the economic activity by the Indian Jjoint
ventures, accounting for nearly 43 percent share of the
total Indian equity. The manufacturing units have a
proportionately higher percentage of Indian equity
(88.98 percent) compared to +the service sector (11.93

percent).

The important processing industries
are paper, vedetable o0il, textile fibres, chemicals,
dyes, glass, cement products etc. Major non-processing
industr& is in the transport and machinery sector. This
sector is constituted by a motley set of industries
wherein machine tools and automobile ancillaries are

important.

Ventures were set up in the service
sector, such as banking, consultancy, trading and
marketing and travel and tourism in Singapore, Nigeria,
Nepal etc. Participation, managerial or financial, in
setting up of hotels has been én important area which
has attracted most of the larde Indian hotel droups in
venturing abroad. India’s hotel chains have made rapid
strides in sharing technology with a number of
developing countries. For example, +the Oberoi Hotels
have, besides setting up joint ventures 1in Nepal and

Saudi Arabia, given +technical assistance for hotel
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management, operation, catering facilities and service
agreements in Edgypt, Indonesia, Iraq, Sri Lanka and
Tanzania. The Indian Hotels, a subsidiary of the Tata
Group has two hotels in Sri Lanka and one each in Yemen

and Maldives.

The gem and Jjewellery industry is
becoming an increasingly attractive area for Jjoint
venture tie-ups. Partly due to the sound infrastructure
provided to the diamond and jewellery industry at Surat
in GQujarat by the government, many foreign firms have
evinced keen interest for tie-ups with Indian craftsman
for third-country exports of cut-and-polished diamonds
and crafted and studded jewellery. The contribution of
this group this of industry to foreign exchange during

1988 touched Rs. 4009 crores.

SIZE OF INDIAN JOINT VENTURES

The size and scale of operations of
Indian joint ventures in the Third World is denerally
small. In most of the operating ventures India’s share
holding is 1less than 53 percent and value of
investments less than Rs. 59 lakhs. In many cases it is
as low as Rs. 5 to 19 lakhs. If we were +to exclude the
non-manufacturing units where the equity is smaller,

the position would be different. The equity base of 111
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veﬁtures is shown in TableVI. 49 ventures (36.4%) have
an equity base between Rs. 1 to 18 lakhs. As wmany as 79
Joint veﬁtures (69.31%) out of 111 units have an equity
base of Rs. 53 1lakhs or less. This is inadequate to
achieve the optimum level of operations. Such ventures
cannot easily face competition from well-established
MNCs with larde resources. 12 units (18.8%) have an
equity base of Hs. 53 to 199 lakhs and 13 (11.8%} have
an equity base of Rs. 203 lakhs and above.

Table VI

BQUITY BASE OF INDIAN JOINT VENTURES
IN THE THIRD WORLD

fquity Range Ko, of Fer- fotal Fercent
{Re, Lakbs) ¥z, centage aagunt of Cni.4
af Cai 2. af cap-
ital in-
vested
H z 3 3 5
{Re. Lakhsi
t-18.5% ig 38,83 187,91 2.3
18,58-78.58 t7 13.38 242,34 .98
28,58-38.53 3 8.11 71,48 .78
38.58-48.53 3 3.58 128,24 .57
43.58-58.58 3 3,08 193,19 .37
33.58-188.5 iZ 18.84 79%.91 7.32
188.58-158.58 7 8.3t 858,21 12.54
§59.58-288.58 3 4.5 §84.83 3.88
88.58 & above (3 1.74 478%.37 57.83
Total

11 Tlep.88 814545 1sd.e@

Source: Indian Investment Centre.

The fertilizer plant in Senegal has

the largest equity share of Bs. 17 crores. In recent
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years, the size of Indian equity in projects that are
under implementation and in operation is ¢generally
higher. This in part is a réflection of inflation, but
it also indicates the entry of competent Indian firms,
both from the private and public sectors, having

embarked on economically viable projects.

PATTERN OF INVESTMENT OF INDIAN JOINT
VENTURES OVERSEAS

The Indian investment by way of

equity share capital has been effected mainly through
export of machinery and equipment /technoclogy or
capitalisation of income due to +the Indian company
towards technical know-how, and or other services, with
cash remittance playing only supplementary role as
India is not primarily a capital exporting country.34
Despite flexibility that has been introduced, cash
remittances account for only 18.3 percent of the total
equity of Indian Jjoint ventures operating in the
developing countries. In the 121 ventures that are in
operation, the total quantum of Indian equity is BRs.
9175.54 lakhs approximately (including +the  bonus
shares). The approved Indian equity of the joint
ventures under implementation amounted to about Rs.

16.79 crores in 1888.
34

Ministry of Commerce Annual Report, 1888-1889,
(New Delhi, 1989), p.85.
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VEKTENT OF INDIAN PARTICIPATION
Table VII shows the region-wise equity held by the

Indian firms.

Table VII
EXTENT OF INDIANR EQUITY PARTICIPATION
IN THE THIRD WORLD

(as on 31.12.88}

Region Ho. of Ve, of Total Percent

Count - Vs -~ indian share of
ries Equity Col.4
{85, {akhsi

§ yi 3 4 K
ffrica 7 8 4853.23 44,28
South East
Asi3 3¢ 33 i812.37 43.73
South fAsia 3 24 825.5% 5.08
¥est Asia 5 i3 274.3% 3.38
fa¥;;_-mmu m._mn,i%w“mm_m-_.mnm__mﬁu-ﬁiiiu.-““u_m.uﬂn"_mbyfgjg;“mxmmx,““"«u_____Eéaséé.nﬂuuhm._

Source: Indian Ivestment Centre

Note: The equity tfigures shown are approxisate
& Tonga is inciuded to this region.

In the 1initial stages, it was

stipulated that‘ normally minority participation only
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would be allowed by Indians. However, in several host
countries, it was not easy to find partners with
adequate financial resources. The policy in some of the
host countries also tended +to encourage majority
participation in view of +the paucity of finance and
managerial know-how. Consequently, Indian firms came to
acquire majority participation in some cases in
accordance with the revised guidelines of September
18978 and 1986. A few examples of majority share holding
by Indian firms in the Third World are given in the

table below:

TABLE VIII
ILLUSTRATIVE CASES OF MAJORITY PARTICIPATION IN
VENTURES UNDER PRODUCTION AND IMPLEMENTATION

Country Items Extent of share holding
(percentage)
Hong Kong Engineering Consul- 55.00

tancy Services

Calcium Soldered gold
jewellery and deneral

trading 60. 00
Indonesia Steel furniture and

security equipment 69. %D
Kenya Woollen textiles

(yarn, fabrics and

garments) 64.28

Life and General Insu-
rance Marketing the
products of Kirloskar
' companies 51.99
Nepal Dry batteries plant 77. 40
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Paints enamels and

varnishes 69.00
Nigeria Pharmaceuticals 151 28,7
Singapore Steel office equipment,

steel furniture, etc.

Restaurant. 51.9009

Source: Indian Investment Centre.

The picture that emerges is that
out of 138 ventures in abroad, in 128 ventures Indian
participants held only minority interests. In 11 joint
ventures, Indian parties have a majority shareholding.
In 6 ventures, the Indian parties hold 50 percent of
the share and in 25 ventures the Indiaﬁ equity ranges
between 49 and 59 percent. In some cases, a part of the
shareholding in Indian ventures abroad is held by non-

resident Indians.

PROJECT EXPORTS TO THE THIRD WORLD

Along with the setting up of Jjoint
ventures, the scope for offering consultancy, know-how
and ﬁanagement has also acquired a new momentum.
Geographical location of the project in the developing
Arab countries, cost competitiveness and overall
resource mobilisation capacity were responsible for our
undertaking civil construction work, turnkey

endineerind plants, etec.
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Despite ,fierce. international
competition, Indian companies made their presence felt,
particularly in West Asia. Project exports are broadly
claséified as under:

a) Construction contracts,

b) Turnkey projects which include the supply of
services, such as, designing, erecting,
commissioning or supervision of a system of a

facility to the client, apart from supply of

goods.

c) Engineering contracts, including the supply
of services alone, such as, designing,
erection, commissioning X or supervision

including the hiring of heavy endineering
equipment.

d) Consultancy serviceé which may 1include the
preparation of feasibility studies and
project reports, preparation of designs, and
advice to the project authority on the

purchase of equipment.

The number of Pprojects abroad
awarded to Indian firms during 1986, 1987, 1988 were as

under:
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Table IX
NUMBER OF PROJECTS

Year No. of Projects

- iess 25
1987 39
1988 39

Source: Indian Investment Center Monthly Bulletin, New

Delhi, October 1989: p. 497.

The names of the countries
concerned, value of the projects year-wise and country-

wise are given in Table X.

"TABLE X
PROJECT EXPORTS TO THE THIRD WORLD

(Value in Bs. Crores)

Name of the 1986 1987 1888
Country

Algeria 116.909 2.00 8.00
Y.A.R. - 1.99 4. 00
Kuwait 4.99 1.90 -
U.A.E. - 1.99 1.99
Sudan - 2.93 24 .39
Oman 7.00 3.25 3.29
Saudi Arabia 2.99 143.9@ 1.99
Qartar - 3.20 -
Iraq 213.99 187.00 35.99
Syria - 2.99 3.0d
Malaysia 26 .99 22.99 121.909
Nepal 12.99 4.00 -
Ethiopia - 3.99 -
Iran 6.9 - -
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Mozambique - - 1.3
Uganda 4.99 - -
Zambia - - 3.99
Sri Lanka 1.99 - 1.99
Kenya - - 2.99
Bangladesh 3.900 - 36.99@
Bahrain - - 19.900
Jordan 132. 99 - -
Libya - - 8.99
Maldives - - 19.90
Turkey - - 35.90
Malawi - - 18.90
Thailand - - 1.00
P.D.R. Yemen - - 2.99
Taiwan - - 2.90
TOTAL 526.99 378. 45 359. 29
Source: EXIM Bank

Expeftise offered by +the Indian

firms in Civil Construction for projects that have been

executed and wunder implementation and consultancy

services cover fields such as:

town planning;

designing and construction of all types of
buildings including high rise buildings,
residential and office complexes, school
buildings, univeréity campuses, hospitals,
market centers and military barracks;

public health endineering works including
water and waste water treatment plants;

water supply and sewerage schemes;

dams and multipurpose ifrigation works;

roads and highways, briddes and flyovers;

excavation and tunnellingd;
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- radio and T.V. centers;

- sports stadia;

-~ vocational plants;

- silos and warehouses;

- airport terminals, runways and pavements;
- pipe laying and installation work;

- laying and maintenance of railway tracks;
- thermal and hydel power houses;

- bulk storade structures for fertilizer, grain
and coal;

- ports and harbours;
- dewatering system for foundation;

- power generation, transmission and
distribution networks;

- consultancy for forest based industries;

-~ consultancy for paper and pulp plants, mining

and allied industries, aluminiumn,
electronics, engineering and chemical
industries;

~ ferrous and non-ferrous metallurgical
industries;

~ consultancy for agro~based
petrochemicals and irridation.

35 industries,

The import of complete turnkey key
projects ready for operation 1is popular among the
developing countries of Asia and Africa. More than 79

turnkey Jjobs have been executed. These included supply

35 )

Indian Investment Centre (IIC), Partners in
Prodress. 19690-1985, Silver Jublee Brochure (New
Delhi: IIC, 1986).
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of power equipment, boilers and generators, fabrication
and laying of pipeline for hydro-power projects etec.
Indian firms have also undertaken turnkey jobs relating
to supply of sugar miil machinery, water treatment
plant, supply of machinery and equipment for viscoss

staple fibre plant.

Farnings from consultancy exports
have risen considerably from a moderate beginning of $2
million ten years before to $150 million in 19888 and is
likely to  touch $250 million in 199¥Y-91. At present
there are over 20,993 professionals working in more
than 209 consultancy organisations abroad. In some
cases, the consultancy component has been diven eiﬁher
as a packagde deal or only as the consultancy component
has been given the consultancy part. Apart from
technical consultancy services, we are also now
equipped to render economic, management and financial

consultancy services to other Third World countries.

Indian Consultancy service
contracts have been secured from Bangladesh, Thailand,
Iraq, Libya, Kuwait and 8Sri Lanka. Some of our
consultants have also been successful in winning

consultancy assignments financed by ABD or World Bank.
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INDIAN SUBSIDIARIES IN
THE THIRD WORLD

The term “"wholly owned
subsidiaries” denotes a concern redistered outside
India which 1is owned wholly by one or more Indian

3% The main

bodies corporate by way of holding shares.
reason for dranting approval for setting up
subsidiaries abroad is that they can earn foreidn
exchangde directly, through bidding for contracts,
consultancy, other service exports and indirectly by
helping their parent or Indian firms in gdeneral to
export/secure  orders. Investments constitute an
important activity of the subsidiaries abroad. One of
the important motivation of settiné up subsidiaries
abroad has been to get out of the exchange
restrictions. It is easy to shift funds from thé parent
company in India to the subsidiaries abroad through

commissions on exports or imports.

Most of the subsidiaries are in
marketing, trading and consultancy, technical services
and investments in and holding other companies and only
a few of them are in the manufacturing field.

Geographically, subsidiaries are more prevalent in the

36 Ministry of Commerce Annual Report, n.34, p.86.

37 Morris, n.16, p.188656.
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advanced capitalist countries. Within the developing
countries there is relatively greater concentration in

Hong Kong and Singapore.

At present there are 48 wholly
owned subsidiaries in the develoﬁed and developing
countries. In the Third World 9 are in operation and a
few under implementation. The subsidiaries which are in
operation are located in Hong Kong (2), Singapore (2)
and one each in U.A.E., Zambia, OSri Lanka, Indonesia
and Malaysia. The total equity participation in these
subsidiaries amount to about Rs. 26.96 crores
approximately at current exchange rate, of which Rs.
21.18 crores are in subsidiaries which are in operation
and remaining Rs. 4.38 crores are in subsidiaries which

are at various stages of implementation.

INDIAN INDUSTRIAL HOUSES, PUBLIC-SECTOR
| AND JOINT VENTURES

The industrial house and the public
sector have set up ventures abroad both in the
manufacturing and non-manufacturing sector. In the
private sector, venutres have been set up by Birla,
Thapar, Godrej, Oberoi group, J.K. Organisation,

Mafatlal, Tata, Ambani, Shriram and a few small
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enterprises. These firms have moved abroad as a part of

their strategy of profit maximization.

Joint ventures have been set up by
the Birlas in the manufacturé of products in which they
have succesful enterprises in india. In Kenya they have
set up the Orient Paper Mills Ltd., in which their
equity share of Rs. 618.97 1lakhs, is largest in terms
of Indian equity held abroad in a single unit by a
single firm. In Nigeria two units have been set up by
the Birlas, one 'produces.light engineering goods and
the othere provides consultancy services. Besides, this
they have set up ventureé in Malaysia, Indonesia
Thailand and Uganda for the production of palm oil,
synthetic fibre, cotton yarn and jute dgoods. In the two
palm oil plaﬁts in Malaysia the equity held by Birlas
is Rs. 95.70 lakhs. Two ventures in the service sector
have been set up - one in Saudi Arabia for operation
and maintenance service and another in Singapore in tﬁe
field of technological management, marketing and
- Consultancy services - Rs. 7.48 lékhs, 4@ percent. They
have one venture under implementation in Bangladesh for
the manufacture of Sponge Iron. A notable feature here
is that in all these units the Birlas are a minority

participant.
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The Godrej group has three ventures
for the manufacture of steel furniture and related
items - one each in - Indonesia, Malaysia and
Sindgapore. Their equity participation 1in these three
ventures are RBs. 57.45 lakhs, Rs. 138.98 lakhs and Rs.
8.39 lakhs. They hold the majority share in the unit in
Singapore - 52.3 percent. Godrej Socaps Ltd., has set up
a plant in Nepal for the manufacture of scap and

another in Malaysia for Palm oil refining.

The Kirloskar have set up ventures
in light endineering sector for +the manufacture of
diesel engines, electric motors and pumps in Malaysia
with an equity of Rs. 35.89 lakhs and for diesel
endines in Philippines. In the field of trading and
marketing they ahve two operational ventures, one each
in Kenya and Malaysia. In the unit in Kenya, the
Kirloskars are majority shareholders - 51 percent (Rs.
12.69 lakhs} but in Malaysia they are a minority

participant with an Indian equity of Rs. 1.49 lakhs.

Jay BEngineering Works Ltd. (a wunit
of Shriram Group) has set up the first venture in Sri
Lanka. They hold an equity of Rs. 2.2 1lakhs i.e. 49
percent and the unitv has denerated additional exports
from year to year. They have another operational

venture in Thailand for manufacture of steel wire and
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have invested Rs. 162 lakhs in it. The Mafatlals have a
venture in operation in Thailand for the production of
dyes with an equity of Rs. 46.28 lakhs. Bombay Dyeind,
a private sector firm under Nusli Wadia, has set up a
textile mill in Indoanesia 1in which the company holds
43 percent of the shares (an equity of Rs. 158.45
lakhs}.

Tata Engineering and Locomotive Co.
(TELCO), a firm in the Tata Group, has set up one plant
for assembling and manufacturing commercial vehicle in
Malaysia and one in Singapore for manufacture of high
precision tools. The equity share in the venture in
Malaysia is Rs. 156.95 lakhs, i.e. 29 percent and in
Singapore s Rs. 218 1lakhs (36 percent). Sarabhai
Chemiéals have set up one .pharmaceuticals plant 1in
Malaysia with an equity participation of Rs. 28.17
lakhs and another in Nigeria having an equity of Rs. 12

lakhs 1.e. 49 percent.

In Kenya, the J.K. Group has set up
a venture for the manufacture of woolen textiles and
one in Indonesia for manufacture of Engineer’s steel
files and rasps. The equity held in these two ventures
are Rs. 428.49 lekhs and Rs. 59.26 lakhs. In the unit

in Kenya, they have majority shareholding and their
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investment in this unit is the second lardest single

investment by a single Indian firm.

Thapar Group of Industries have a
plant in Nigderia for the manufacture of waste yarn
cotton blankets (equity is Rs. 23.38 1lakhs 1.e. 7.5
percent) and are constructing a hotel in Seychelles.
Consultancy firm has been set up by Development
Consultants (P} Ltd., in a private sector enterprise in
Hong Kong with a majority shareholding of 55 percent
(Rs. 2.54 lakhs). Mohan Méakins has two ventures, a
distillery and bottling plant in Kenya (Rs. 18. 55
lakhs, 8.32 percent} and for manufacture and bottling

of beer in Nepal (Rs. 11.28 lakhs, 29 percent).

In some cases the MNCs are also
involved in setting up Jjoint ventures originating from
Ihdia. A few of the joint ventures set up by India, are
close business associates of MNCs as they have close
business links with the large industrial houses of
India. Best and Crompton India Ltd., has set up a
turnkey project in Malaysia (Rs. 12.25 lakhs, 49
percent)} and another plant for execution of contracts
for transmission lines in Nigeria (Rs. 26 lakhs, 49
percent). Ashok Leyland has a venture in Sri Lanka with
an equity of Rs. 31.13 1lakhs. I.T.C. has set up a

venture for manufacture of cidarettes in Nepal (Rs.
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53.63 lakhs, 49 percent). In the plant set up in Nepal
by Union Carbide India Ltd., dry batteries are
produced. The firm holds majority share (77.4 percent),
its equity being Rs. 67 lakhs. Asian Paints have set up
three ventures, one each in Fiji, Nepal nad Tonga.
Jenson‘and Nicholsons India Ltd., have an operational
venture in Nepal for manufacture of ehamels paints. and

synthetic resins (Rs. 3.72 lakhs, 5@ percent).

Ispat Alloys Ltd., a private sector
firm, has Jjoined hand with Indonesia’s PT Ispat Indo to
set up Indonesia’s first major ferro alloys complex for
the manufacture of wire rods for steel round bars. The
Indian company and its associates hold 3% percent of
ﬁhe $7 million equity while the Indonesian company and
its associate together account for 55 percent equity
holding. The advantage of setting up this project 1in
Indonesia is the easy access to heavy chrome ore and

fine cola deposits here.

Hotels have been set wup by the
Oberoi Group in Egypt, Nepal, ©Saudi Arabia and
Sindapore. In Sri Lanka one hotel has been set up by
the Taj Group of hotels and another 1is under
construction in Nepal. Large Indian business houses
are entering Jordan in a big way. The Ambanis and

Raunaq Enterprises have already agreed to set up two
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joint ventures in Jordan at a total cost of $1.1
billion. The Reliance Group has entered into an
agreement with the potash company in Jordan in setting
up of 609,993 tonne of phosphoric acid plant with a

total investment of $609Y million.

The public sector enterprises have
ventured abroad at a much later period compared to the
private firms in India. The Hindustan Machine
Tools(HMT) made pioneering efforts for setting up
machine tocl complex in Nideria with an investment of
Rs.113.88 lakhs thus, contributing 15 percent of the
equity. Later ventures ‘and turnkey project have been
undertaken by the public sector in different fields
such as construction of roads and railways,
consultancy, banking, shipping, insurance,_fertilizers,
electronics eguipment, steel, cement, pharmaceuticals,

construction of schools and the like.

Construction contracts and
consultancy services have been undertaken by the
National Building Construction Corporation(NBCC),
Indian Railway Construction Corporation(IRCON), Indian
Road Construction Corporation(IRCC), Telecommunication
Consultants India Ltd. (TCIL), Water and Power
Consultancy Organisation(WAPCO), International Airport

Authority of India(IAAl), Endineering Projects(India)
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Ltd. (EPI}, Indian Drugs and Phérmaceuticals, Bridge and
Roof, National Research Development Corporation{NRDC),
Matallurdical and Engineeing Consultants(India})

Ltd. (MECON)} etc.

These enterprises = have made
considerable strides in promoting and executing foreign
contracts of increasing magnitude. The public- sector
firms, Life Insurance Corporation and General Insurance
Corporation have set up a venture in Kenya with an
equity share of Bs.235.94 lakhs, thus, contributing 55
percent of the eéuity. IRCON has constructed the
Rs. 133 erores Al- Muthanna Railway Project.
Consultancy services are beind provided in Nigeria by
MECON India Ltd. and TCIL. MEC@N holds an equity of
Rs.7.89 lakhs, i.e. 50 percent and TCIL’s share is
Rs.3.75 1lakhs, i.e. 37 percent. In Malaysia, HMT has
entered into a contract of Rs.16.2 crores for setting
up an Advanced Training Centre(ATC). This turnkey
project to be executed by its subsidiary
HMT(International)}, involves complete civil and allied
works, supply of machinery and equipment as well as

technical services.
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DISTRIBUTION OF INDIAN BANK BRANCHES
IN THE THIRD WORLD

After nationalisation of banks in
1869, a major beginning was made by the Indian banks to
open branches in countries where Indians had settled in
large numbers. These banks entered the area of
international banking in a big way during the 1979s.
Till the end of June 1999, 6 Indian banks have 137
branches, 7 representative offices and about 1517/
associate offices in the Third World.

Bank of Baroda(BOB), has entered
the international banking scene in 1853. It has the
largest network of overseas branches among all Indian
banks - 5% percent, spread in 11 countries. Out of
these 55 branches, 37 are in the developing countries
of Asia, Africa and Latin America. The bank has opened
branches at Bahamas(l), Fiji Islands(8), Guyana(3),
Kenya(7), Mauritius(8), Oman(3), Seychelles(l) and
J.A.E.(8). Next comes the State Bank of India(SBI) with
39 branches, 8 representative offices, 1 subsidiary and
1 associate office. These 39 branches are spread in 29
countries, with the Third World accounting for 21
branch offices. These are in Bahamas(1l), Bahrain{(2),
Bangladesh(1), Bhutan(1}, Cayman Islands(1l), Hong
Kong(2), Kuwait(2), Maldives(l), Nigeria(l), Oman(l},
Panama(l), Singapore(l), Sri Lanka(2) and U.A.E. (4).
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Bank of India(BOI) has 27 branches,
2 subsidiaries and 68 associate offices abroad. The
other banks which have overseas branches are Indian
overseas Bank(IOB) - 11 branches, United <Commercial
Bank(UCO)} with 9 branches and the Indian Eank(IB) has 2

branches and 1 representative office.

Table - XI
REGION-WISE DISTRIBUTION OF INDIAN
BANK BRANCHES ABROAD

(as on 38.6.99)

Hases of Total ffrica South Hest South iatin

Sanks tig of fast Rsia Asia Aserica
Branches fAsia

Bank of

Baroda 37 it 8 i1 - q

State

Rank of

India 28 { 3 g 3 3

{ndian

{verceas

Bank 41 - g - 3 -

United

Commercial

Hank 5 - 3 - - -

indian Bank 7 - H - H -

Tatal 78 i5 5 28 7 7

Source: fddress Books {19987 of Bank of Baroda, State BRank of India, Indian Overseas Bank,
United Comsercial Bank and indian Hank.

Hote: Bank of India has a total of I7 overseas branches but has not been inciuded in this data
35 no separate data was available on the Third World Countries.
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South ~ East Asia has the largest
number of overseas branches of Indian banks - 25
branches. This 1is followed by West Asia with 20
branches and African countriés account for 15 branches.
Within South-East Asia, Bank of Baroda and Indian
Overseas Bank have the maximum branches(8 each). The
State Bank of India has 3 branches in this region. The
IOB and UCO Bank have 8 and & branches respectively in
South-East Asia. In Latin America only 2 Indian banks
have overseas branches ~ BOB has 4 branches and SBI has
three branches. In African countries, for example,
Kenya, the first Indisn branch was opened by BOB. BOB
has also established a network of branch offices in the
Middle East to mobilise a part of deposits held by oil
- rich individuals and companies. Country-wise U.A.E.
has the maximum number of overéeas branches of Indian
banks(12).

The maximum number of overseas
branches of the Bank of Baroda is in Africa(l4},
closely followed by West Asia(ll branches)}. The largest
overseas branches of +the State Bank of India are in
West Asia(89). The bank has 5 branches in South Asia, 3
each in South-East Asia and Latin America and 1 in
Africa. Thus, Bank of Baroda, alond with the State Bank
of India account for the majority of brancheé overseas,

Though the BOB has maximum number of overseas branches,
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the branches of SBI are more evenly distributed over a
large number of developing countries.

Apart from regular offices, there
are tie-ups with local bank by way of Jjoint ventures
in countries like Nigeria and Zambia. The Indo-Zambian
Bank, a joint venture between Indian and Zambian banks,
has one branch in operation in Ndola and has decided to
set up two more branches in Lusaka and Kitwe.
Managemént contracts have been entered into by Indian
banks with exchange house functioning in Kuwait, Dubai
etec. Singapore and Hong Kong very important centres for
the foreign operation of Indian banks. Offshore joint
venture banks in these centres lend largely to Indian

business.

THIRD COUNTRY COLLABORATIONG

Apart from setting up joint
ventures and subsidiaries in developing countries,
Indian firms have collaborated with developed countries
to énter into contracts for setting up projects 1in the
third-country. Such collaborations lowers the
comparative costs of projects by offering a package in
which the advanced technology of the developed country
is blended with the intermediate technology of India.
The developing countries find such collaborations
useful. Indian firms provide project managdement at

site, services of experienced technical personnel as
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well as sﬁpply of skilled as well as unskilled labour.
The developed countries on the other hand provide the
"technology and the well-known brand name. India’s
emergence as an industrial power provides increased
opportunities for entering into partnerships with
developed countries in the Third World. The
availability of qualified personnel at relatively lower
cost is attractive to the foreign companies seeking
Indian collaboration. American firms have Jjoined with

Indian firms for construction projects 1in the Middle

Rast.
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CHAPTER IV
EVAI.UATION OF PERFORMANCERES

In this chapter, attempt has been
made to analyse the performance of the Indian Jjoint
ventures in terms of their success, failures as well as
in the light of balance-of-payments effects of DFI on
India. S0 along with the achievements, capabilities and
potentialities of Indian firms in the Third World, we
must devote attention to the weaknesses, causes and the
extent of the failure of some of these ventures in an
attempt. to find sugdestions for the avoidance of
mistakes and for furthér improvement. The capital
exports in terus of equity, consultancy service
exports, additional exports generated, technical and
managerial fees on services, royalties and dividends
etc. have been taken into account while evaluating the

balance-of-payments effect.

In analysing the effects of
investment abroad, we have to 1look at the initial and
continuing impact of such investment on the national
economy, such as, dains through knowledge sharing and
building of international relations. The political
consequences, both in India and in the developing host

countries, arising out of the functioning of Jjoint

ventures need to be examined. The datas on the redion-
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wise break-up of returns from D.F.I. and on sales and

profitability of Indian ventures are not available.

Indian Jjoint ventures in the Third
World are currently dispersed over 23 countries. About
57 percent of the ventures in operation are
concentrated in 5 countries: Malaysia (20}, Sri Lanka
(18), Singapore and MNigeria (15 each)} and Indonesia
(11). Region-wise the largest number of ventures are
located in the neighbouring countries of South-East
Asia (61), followed by Africa (31) and "South Asia.
Total Indian equity in the units in operation is Rs,
96.78 crores and the approved Indian equity of the
joint ventures under implementation amounts to about

Rs. 16.79 crores.

The success of joint ventures 1in
South-East Asia can be explained both in terms of a
conducive climate in this region for investment and the
relatively greater acceptability of Indian technology.
Indian firms also receive ¢dreater incentives from the
countries of this region compared to other regions.
Though Malaysia has the maximum number of Indian
ventures in operation (18}, Indonesia has overtaken it
in terms of total investment by the Indian firms. While
the total equity in +the joint ventures in operation

(11} in Indonesia is Rs. 14.94 crores, Malaysia’s share
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is Rs. 8.39 crores. In Africa, Nigeria and Kenya are
the two countries where India has most number of Jjoint
ventures, 15 vand 8 respectively. In this case also,
Kenya, though has 1less number of Jjoint. ‘ventures,
accounts for larger Indian equity share (Rs. 13.45
crores) as compared to Nigeria’s share of Rs. 9.862
crores. The explanation for relatively few projects
(17) in the rich Middle East 1lies 1largely in the
latter’s preference for import of highlf sophisticated

technology irrespeétive of the cost involved.

Taking advantage of new
opportunities created after crude oil price increase,
Indian entrepreneurs have initiated a number of - joint
venture projects in the Middle East. The goodwill
generated by India’s positive policy towards West Asia
has also resultéd in a number of business ties between
india and the Arab world. Indian ventures have aohievéd
comparative success 1in countries like United Arab
Emirates, Oman and Saudi Arabia. Indian firms which are
getting preferential treatment in many Arab countries,
are>competing in a big way in the project markets here.
For example, North Yemen has sought India’s expertise
and technical know-how in the field of agriculture,
irridation, road construction and telecommunications.

Indian firms have been under contract for projects in
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these fields worth Rs. 189 crores, most of which are

nearing completion.

Though the flow of orders has dried
up in some countries of West Asia due to political
instability, several companies with a sound track
record are s5till determined to maintain their presence
in the region with support from Exim Bank. The end of
Iran-Iraq war has brightened prospects for new
projects. The bidggest Indian contracts at present are
the Hilla and Mosul water supply schemes. Other big
projects invelving Indian enterprises include

maintenance of the Al-Qain Ashat railway line by IRCON.

Looking at +the product 1lines we
find that most of the joint ventures are in areas where
India has comparative cost advantage in terms of supply
of equipment and services. Products with limited need
for initial investment, based on mature technologies,
having a high labour content and possessing economics
of rlarge scale have been 1ideal cases for Indian
entrepreneurs. These firms have succeeded 1irrespective
of the tardget country wherever the 'climate'was right
and marketing problems were overcome. A majority of

these ventures are operational in the manufacturing

38 Patriot (New Delhi), "North Yemen seeks expertise,
know-how", - April 5, 1988.
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sector which in turn is dominated by light engineering
and textile companies followed by chemicals and
pharmaceuticals , palm-o0il refining, iron and steel,
paper and glass. Not all countries are restricting
their search for Indian tie - ups purely in
intermediate technology areas of productioﬁ. In the
non-manufacturing sector, the largest number of joint
ventures are in the +trading and marketing sector
followed by hotels and restaurants, consultancy and

engineering and construction contracts.

Till now most of the Indian joint
ventures abroad have beeﬁ in the hands of large
business houses such as Birla, Tata, Mafatlal, Ambani,
Godrej, Thapar, Modi and J.K. Group. Compared to the
private sector, the public sector has ventured abroad
much later and the total number of joint ventures and
volume of investments are relatively less. The pressure
for overseas investments by the largde industrial houses
has increased over the years. This may be due to the
fact that continued slow growth of the Indian economy
stimulates the more dynémic firms to diversify
overseas. In tefms of equity share, the largest Indian
equity is held by the Orient Paper Mills Limited (Rs.

618.87 lakhs) in the joint venture set up in Kenya.
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If we 1look at the performance of
Indian public sector, we can see that some of the
competitive advantades of these enterprises lie in the
innovations they have introduced in manufacturing
technologies and the direct and indirect subsidies
which they receive from the government. But foreidn
investment by public-sector firms cannot be regarded as
unmixed blessing. Such investuent has both costs and
benefits, and these should be taken into consideration
by both home and host countries. These firms might not
always be able to provide a continual stream of wup-to-
date technologies to host countries the way the private
sector firms from developed countries do. Their undue
reliance on the Government of India can result in the
survival of inefficient production techniques and
‘processes both at home and host countries. These firms
may also contribute to the diffusion of those
management patterns by styles which put more importance

on political rather than economic goals.

Many countries, like Indonesia, are
now looking to small and medium units with a working
capital of around US$ 1 million each, particularly in
labour intensive areas like hand tools, food and food
processing, adricultural implements, o0il and edible

oils, consumer goods and automobile parts.
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A majority of these joint ventures
are 1in the English-speaking countries. Apart from
language, there 1is similarity of laws, rules and
procedures. In French-speaking countries the number of
ventures are comparatively few. The existence of ethnic
groups have helped to promote ventures. Geographical
proximity and historical ties also explain the
preponderance of ventures in some of the countries of
Asia and Africa. However, despite geographical
proximity in our immediaste and contiduous neighbouring
countries like Afghanistan and Pakistan, no venture has
been set up due to political reasons. Even in
Bangladesh there 1is only one joint venture which is
still under implementation. No venture has also been
set-up 'in Latin America. This 1is the result of
relatively weak +trade links, languade barrier, long

distance and absence of direct shipping line.

If we view the distribution of
joint ventures from the angle of religion, we find that
out of a total of 138 Indian ventures in the Third
World, Islamic countries accounted for 47.48 percent,

i.e. 66 joint ventures.

India has the third largest
reservoir of scientific and technical manpower in the

world. India 1is also the third newly industrialised
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country, capable of undertaking consultancy assignments
overseas of the most sophisticated nature in a variety
of disciplines. However, so far adequate attention has
not been paid to the export of consultancy services,
i.e. high value-added items having multiplier effect on
the export of plant, machinery and components. India’s
total acquisition of consultaﬁcy contracts abroad is a
small percentage of the available international
consultancy business. Over the last four decades

Indian consultants, because of their interaction with
diverse technologies of the world, have acquired a
wealth of knowledde, expertise and experience in
respect of diverse processes, products and projects. It
is not only the cost factor which is favorable, but
what really 1is important is the suitability of the
Indian consultancy services to the environment of the

developing world.

- As far as export of India’s
consultancy services is concerned, there has been a 25
percent growth in the Seventh Plan period - from Rs. 57
crores in 1984-85 to Rs. 208 crores in 1988-89.
Further, with consultancy export of Rs. 2008 crores, its
overall benefit to the Indian economy is estimated +to

be about ten times or Rs. 2000 crores. 39

39

Naresh Kumar, "Consultancy Exports - I: India

carves out its niche”, Business Standard
(Calcutta), May 4, 1999, p.5.
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In many aréas, Indian consultants
have evolved appropriate product designs and production
technologies through the ongoing research and
development programmes. As such, Indian expertise has
been found eminently suitable to countries of West
Asia, South Asia, South-East Asia and Africa. By virtue
of excellent work performed Indian consultancy
companies enjoy high reputation and goodwill in Abu
Dhabi, Bahrain, Alderia, Sri Lanka, Iran, Iraq,
Malaysia, RKuwait and Qatar.40 The areas of work extend
from small-scale industries_ to giant hydrocarbon

projects.

Export of consultancy service, in
addition to earning foreign exchange, also enhances the
industrial and technological status of a country, and,
in this respect, India is a front-runner among the
newly industrialised Third World. The prime consultancy
firms like Engineers India Limited (EIL) in the public
sector and Tata Consultancy in the private sector can
offer comprehensive services over a wide spectrum of
disciplines. Telecommunications Consultants India
Limited (TCIL), a public sector undertaking, has

emerded as a ma jor organisation in executing

40
ibid. p.5.
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consultancy and turnkey contracts abroad, deploying
advanced technologies. In Saudi Arabia, TCIL has
executed five large-sized turnkey projects for
expansion, operation and maintenance of plant networks
costiﬁg over 31 wmillion. TCIL has also obtained
additional contracts in Yemen Arab Republic, Kuwait,
Oman, Singapore and Zimbabwe. These consultancy firms
rossess capabilities needed for detailed endgineering
and project management of almost any type of industrial

project in a developing country.

Indian consultants are at present
handicapped by several factors including timely and
accurate information on overseas projects as well as
the availability of international funds. Greater
interaction is necessary with the interﬁational funding
agencies like the HWorld Bank, Asian Development Bank
(ADB}, United Nations Development Programme (UNDP),
United Nations Industrial Development Organisation
(ONIDO)}, +to 1identify specific areas where Indian
technical services can be utilised. Indian government
machinery and our commercial representatives abroad,
responsible for spotting and seizing opportunities for
export of consultancy services, work in a bureaucratic
manner. They lack initiative, dynamism and a result-
oriented approach. Therefore, there is need for

structural reforms in the.way of working of foreign and
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commercial representatives. There 1is also need +to
develop consultancy culture in India both by the
private and public sectors and the best way to gain
access to markets in the field of consultancy services
is to encase the reputation already established in

different countries of the Third Worild.

With a view to promote export of
projects and consultancy services, the Government has
taken the followindg measures:

i) Grant of project assistance of 19
percent of net foreign exchange
earnings from the services portion of
the contracts.

ii) Market Development Assistance for
reimbursement of 53 percent of cost of
preparation and submission bids.

1ii} Market Development Assistance for
opening and operating overseas offices
by consultancy firms.

iv} EXIM Bank, in addition to supplier’s
credit and buyer’s credit has also been
extending lines of credit +to various
developing countries with a view +to

41
encourage export of projects.

1 . : .
4 Indian_ Investment Centre Monthly Bulletin (New
Delhi), "Project Exports”, October, 1889. p.d4d7.



indian drug companies are also
going abroad to tap a growing market in the Asian and
African countries by setting up jbint ventures and
subsidiaries. The Indian drug companies have acquired
the ability to produce bulk drugs very cheaply and
greatly expanded the exports of druds like ibuprofen,
methyldopa and ampicillin. They have focussed on Asian
and African markets where entry 1is easy eand in many
cases have beaten American and European competitors.
These firms are Lyka, Ranbaxy, Sarabhai, Lupin, Unique
and Unichem. Ranbaxy has four successful ~Jjoint
ventures, two in Nidgeria and one each in Malaysia and
Thailand. Ranbaxy is now establishing formulation units
in Sri Lanka and Cameroon. Most Indian business housés
shy away from equity participation in distant
politically volatile countries. Unlike most
enterprises, Ranbaxy from the beginning has been keen
on strong equity participation in its foreign

operations. 42

On the other hand, Lyka Labs and
its associate, GQujarat Lyka, planning to set up joint
ventures in Sri Lanka, Nigeria and Malaysia, favour the

management contract route. In these cases, the

42 pinancial Express (New Delhi), "Indian drug
companies go multinational”™, September 15, 1988.
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ownership of the formulation unit is in the hands of a
local person, but the know-how, management and the bulk
drugs needed will be supplied by Lyka. In this way they
can get their money in the form of royalties and
management fees rather than dividends and thus escape
the political risks that go with the equity.43 In
Iindia, the industry’s price as well as profit are
controlled by +the State, so the firms are investing
abroad in order to earn attractive profits. These firms
have also gone abroad to benefit from the broadening of
perspectives that comes along with international

exposure.

Looking at the performance of the
overseas branches of Indian banks we find that these
branches have helped in the mobilisation of foreidn
funds and their deployment in increasing India’s
foreign trade, in the remittance of profits back home
thereby earning valuable foreign exchange. The overseas
branches act as a liaison office between local and
foreign manufacturers, channelise the funds of non-
resident Indians (NRIs) to India and assist in the
Asian and African countries by setting up joint
ventures. The initiative taken wup by these bank

branches has been of considerable help in promoting

43 ibid.
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joint ventures. Concentrated efforts have been made by
our banks abroad to disseminate information to
foreigners about India’s financial and economic
policies under various NRI schemes have helped India to
‘secure substantial foreign exchange remittances and

portfolio investments. 44

In the project exports sector they
have rendered assistance both in funded and non-funded
ways. It has been said that the entire net profit of
banks who had branches abroad was the result of
overseas operations. The State Bank of India has carved
a niche for itself in the International Banking World.
The Fortune International has recently published a list
of top 199 non-U3 banks in the world in which the only

Indian bank named is the State Bank of India.

Third country collaboration with
Indian firms have been beneficial for developed
countries in view of the fact that the equipment
suppliers and contréctors from the countries of Europe
and America face shortage of technical manpower in Asia
and Africa so fall back on the skilled technicians from

India who are more suitable to the infrastructure in

44
R.B. Mathur, "Indian Banking Abroad: In search of

profitable ventures", Business Standard, February
g, 1989.
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these countries. Also extreme climatic conditions make
it difficult for deployment of project personnel from
development countries. As a result of this, cooperation
with India, apart from being beneficial, provides
opportunity to effectively, blend Indian capability,
skilled manpower, technology and services with American

and European know-how, rescurces and management inputs.

Certain hindrances have affected

cf-

the perforumances of these branches and they have to be
taken intoc account. A critical analysis of the
operational failures would be worthwhile and time has
come to decide whether radical steps have to be taken
or it would suffice to mereiy plug the loopholes.
Political upheavals in African countries and the oil
crisis in West Asia affected the deposits of Iﬁdian
banks. Fluctuations in exchange rates, increased bad
debts in certain areas and ill-equipped ordanisation
placed the overseas branches in a difficult situation

and at times tarnished their imagde.

The expansion of banks during the
79s and early 89s was the result of a liberal licensing
policy of the Reserve Bank of India (RBI}). In certain
cases the issue of licenses was not based on economic

considerations entirely, but on account of the pressure

and political influence exerted. Even the selection of
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staff for executive posts for these foreign branches
was also not always based on merits. These factors in
many cases resulted 1in losses and bad advances.
Besides, obtaining licences 1in foreign centers was a
tough job and expatriate staff had to obtain work
permits in foreign centers, which was a time consuming

Process.

No new branches have been opened
recently and some of the branches which proved to be
unremunerative were either closed down or merged with
the branches of more profitable banks. The level of
computerisation of these branches is nothing compared
to the sophisticated levels in international banks.
This has a direct effect on customer service and

_ 45
efficient. functioning of the offices.

Indian banks have been doing
“insulated banking” for a long +time, the clientele
" being ethnic groups. The resources of these branches
are very small compared to other international banks.
The foreidn exchange dealing by the Indian banks abroad
is confined to the sale of rupees and dealing in a few
other currencies. With a view to strendthen their
resource base, the overseas branches have been

45
V.R. Pandit, "Overseas operations of Indian

banks", Financial Express, August 1, 1988.
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resorting to long-term funding in convertible
currencies by issuing Floating Rate Notes (FRN) and
Compulsory Deposit Schemes (CDS). The pressing need for
overseas branches is not only raising their capital
base at an acceptable level but also to build a strong

customer base which can help mobilise more deposits.

In order +o make the oOVEerseas
branches a more profitable venture, these branches have
to be mechanised for better efficiency and cost
reduction and their business need be diversified from
"retail” to “"whole-sale” banking. This will help them
to enhance their resources, increase profits and reduce
their dependence on ethnic population. These banks
abroad should increasingly participate in Merchant
" Banking business, manadenent of capital issues and act
as advisors to new companies. By buying and selling
good scrips of blue chip companies, Indian banks can
increase their commission earnings. Banks managing the
share issues of big companies, will not only gain
sizeable amounts of commission as a service charde, but
they will also be the trustees of huge proceeds of

shares and debentures for a long period.

As the overseas branches are
operatindg in far flung countries, the question of

supervising and controlling their operations assumes
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tremendous importance specially in view of the global
risks to which the banks are exposed. Some banks have
established regional controls with concurrent audit and

devised coritrol returns.

The RBI has now decided to follow a
strict procedure in issuing licenses and nmore care 1is
nowvbeing taken in selection of staff who are experts
in foreign exchande dealings. There should be more
liaison and cooperation within the branches of two
different banks and within the branches of the same
bank in detting information to assess business risks
for particular areas and to continuously explore areas

of profitable business.

An assessmwent of the joint ventures
indicate that these ventures have shown skill in
marketing and manadgement in a fiercely competitive
environment and adsaspted their operations, even when
cash remittance from India was not allowed, by seeking
the cooperation of non-resident Indians in taking a
part of equity so as to enable the Indian company to
have control over ‘management and finance. These
ventures have displayed considerable efficiency,
innovation and improvisation. The setting up of Jjoint

ventures has given a new dimension to our development
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stratedy as well as for sharing India's experience and

s5kill with the Third World nations.

Indian joint ventures 1in Asia and
Africa were initiated with great hope and promise.
However, despite a promising bedinning, the performance
of some of these ventures has been erratic. The total
number of Joint wventures in production and under
implementation during the 1983s was highest at the end
of December 1884 (238} with an Indian equity of Rs.
1283.51 crores. It slid since then to touch a low of 178
by the end of 1988 with a total Indian investment of
Rs. 96.78 crores. From the beginning of 1989, this
decline was slightly reversed and the total number of
joint ventures increased to 193. This increase in the
ventures under implementation and in operation is due
to a decline in the number of abandonment or non-

implementation of units.

The commitment of the Indian parent
firm towards the success of joint venture has been only
partial. These ventures have been regarded as part of
our development diplomacy, but in this task there has
been only limited success inasmuch as despite assiduous
efforts, ventures in the neighﬁouring are few and far
between except in Sri Lanka. Peculiar difficulties were

experienced in setting up major ventures in Nepal



114

despite considerable support promised by the Indian

government.

As many as 141 projecfs have been
abandoned in the Gulf and African countries till
December 31, 1987. The fall in the number of Jjoint
ventures abroad between December 31, 1985 and end of
1988 was highest in HWest Asia (25%3, largely
attributable to contracting oil prices aﬁd the Iran-
Iraq war. South-East Asia came next (18%), followed by
Africa (13.9%) and South Asia (9.7%), compared to  an
averagde mortality rate of 11 percent for all Jjoint
ventures. Between 1987 and 1988 the fall in the number
of joint ventures was highest in South Asia (9.7%) as a
result of abandonment of ventureé due to civil unrest
in Sri Lanka. Total number of ventures remained the
same in West Asia but in the case of Africa and OSouth-
Fast Asia the fall during this period was 3.1 percent

and 1.5 percent respectively.

Projects have failed 1in small
countries like Malaysia, Indonesia, Sindapore and
Thailand because the market in these countries are too
small with wvery high dedree of competit;veness on
account of liberalised import policy followed by these

countries and dunping of goods that take place by
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Japan, Tailwan, etc.46 The fall in the number of Jjoint
ventures in South-kast Asia can also be seen as a
reflection of the spectacular growth rates in this
region. According to ORCD estimates, Malaysia, our
largest Jjoint venture partner, grew at nearly 8
percent, Sindapore at over 1@ percent, Indonesia at 5
percent and Thailand at almost 1¥ percent. Existence of
MNCs and their counter dominance in the economics of
this redion also create some problems for the Indian
ventures. Even today there are a number of sick wunits
in Malaysia, Singapore and Thailand with the result
that the projects have not been 1in a position to
develop into profitable wventures. Thus one should
thoroughly examine the size and nature of the market,
marketing policies followed by other competing
countries in a particular region and the overall impact
of ‘all these factdrs on the ultimate marketability of

the product.

Market expectations were also
belied to some extent in countries like Mauritius and
Philippines. Indian firms have also lost markét in
Libya and Morocco. Working in Libya has become

difficult and a payment squeeze has delayed projects.

46 Industrial_Researcher Special Supplement (Bombay),
"Trade and Market Promotion through Joint Ventures
by Small and Medium Enterprises™, April 1989. p.4d.

s
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The 312 Km road being built from Dabia to Tobruk by the
Indian Road Construction Corporation (IRCC) was
scheduled for completion in 1986, but it 1is now not
likely to be completed before the end of this year.
Trouble in Liﬁya has pushed one Indian firm to
bankruptcy. The Hindustan Steel Work Construction has
stopped work on a BRs. 1 billion contract for 71
schools. National Building Construction Corporation and
the International Airport Authority of India (IAAI).
have tried to resclve outstanding payment problems by
taking crude oil instead of cash. They have lifted
about $7 million worth of o0il in 1987, which they sold
at a loss to Singapore. 47A part of the payment from

Iraq is also made in the torm of crude oil.

We must now try to find the causes
of the poor performance of some of the joint ventures.
Various reasons were put forward to explain the failure

of such ventures, some of which are given below:

i) The Jjoint ventures were cash starved due
to the inability of the Indian partners
to Dbring in cash resources for a
matching contribution by the host

country partners. Excessive borrowing

Financial Express, "Indian companies being
preferred for projects in Gulf", August 30, 1988.
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made the interest burden so heavy that
the joint ventures were crippled by it.
The tariff protection sought by Indian
entrepreneurs, in order to make their
projects viable, was very high and this
turned out to be the root of the
financial problems. Even at the stage of
project conception, viability was
guestionable without  high . tariff
protection. With no tariff protection
the-project is not viable and even with
a marginal reduction in tariff, the
return on sales and investment and cast
flow are negative.

Many of the projects ‘had no price

cushion, with the result that any

changes in over-run, interest burden,
product-mix, volume, cost, make it
vulnerable.

In an environment where demand exceeds
supply, it is possible +to make upward
price adjustments to compensate for
lower volume. On the other hand, in a
fiercely competitive market, the lower
levels of wutilization will make the
project uneconomical because of its

inability to make upward price
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ad justments. For example, in one
project, at a level of 82 to 7¥ percent
utilisation, it is simply ﬁot viable, A
similar plant in India could have
sufvived at ©Y percent utilisastion by
upward adjustment of prices.

v) The stratedy of import substitution in a
domestic market, as in India, tempted
India entrepreneurs to choose low volume
and high—unit-cost technologies which
make them non-competitive with high
volume, low-unit-cost technoldgies. This
makes it impossible for the ventures to
compete with Korean, Taiwanese and

Japanese firms.48

While these arguments are the most
repeated reasons for the failure of Indian Jjoint
ventures, and many may accurately account for failure
in specific areas, the analysis of a large number of
joint ventures reveals that the problem is more complex

and maltidimensional.

48M.K. Raju, "Strategic Weakness Key to Poor
Performance of Joint Ventures", Egonomic and
Political Weekly, vol.15, no.48, November 1980.
pp.M147, M149,. '
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The thrust of the Government of
India for joint ventures was characterised by

"expediency”, to promote export of Indian machine tools

and earn foreign exchange. The Indian entrepreneur’s
move on the other hand, was characterised by
opportunism. As a result of this short—-term

orientation inadequate attention was paid to stratedic
and material considerations. India’s stratedy regardingd
DIl does not have any operationally relevant component

other than earning of foreign exchange.

The Government . of India controls
imports of raw materials and technology and in most
industries production capacity of individual firms are
monitored and controlled, therefore, the Indian Jjoint
venbtures are not aware of the extent of competitive
activity - both current and potential. The Indian firms
compete in the developing countries on the basis of
cost-advantage. Since very 1little capital is invested
in a distribution system, developing a brapd loyalty,
investing in new product development, increasing the
market share and productivity, the consequence is that
even those units which have been in operation for more
than five years do not have a defensible position. Most

of the Indian~firms fail the cést—advantage test.
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The performance of some of the
existing ventures abroad has created a feeling that
Indian firms have not given any careful thought while
promwoting joint ventures abroad, resulting in

difficulties faced by these units in terms of marketing

and management. In this context, it 1is necessary to
undertake more vigorous planning and increased
professionalism in management could help in the
successful establishment of joint ventures in

developing countries. The Indian industrialists, before
venturing out should carefully 1look at the national
industrialisation stratedy of the host country, the-
potential for Indian firms to develop a redional(rather
than individual host country)} perspective and the

choice of scale and technology to match the two.

India follows the "import
substitution self-sufficiency” model of development.
Given the alternative models, the Third World countries
may not follow the policy of "impqrt—substitution“ nor
the rationale of ‘“"self-sufficiency” like India. For
example, Sindgapore and Hong Kong follow an “export-
oriented” model of developuent. It 1is therefore
important to understand the policy of the host
governuents as well as anticipate changes in the
postures of key industrial sectors 1like textiles,

chemicals, consumer products etc.
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Sensitivity to the strategy of
industrialisation in the host country and the redgion is
crucial to an evaluation of the applicability and
adeéuacy of Indian technology and know-how. Once this
evaluation is made, the Indian firms must develop
pragmatic approaches for acauiring  technology and
management expertise appropriate for the economic
growth of Asia and Africa. Industrialists must not take

it for granted that the developmental strategy followed

b India will be followed b other Thlrdg&EWErld
Y Y f&og ohRs
. 49 o & A 2.7
countries. A€ §
4 s hd af
Ne # F
e

The slackening of interesg’ in
Indian ventures in some countries in recent vears has
been partly due to the non~implementation or
abandonment of projects. Many of the joint ventures
abandoned were sold to the 1local partners. Only a few
of these were affected by nationaligation scheme of
the host countries and in some cases ventures were
given up in fear of a likely expropriation. Many of the
developing countries expect to be able to takg over the
management of foreign Jjoint ventures after a certain

learning period and this may have encouraded the high

49 ibid. p.M150
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rate of withdrawal of Indian ivestors from their host

countries.

Regarding the subsidiarione
subsidiaries, the Government and the RBI have little
control over +the subsidiaries once they are set up.
Thus a common coimplaint against "subsidiaries” is that
they do not repatriate anywhere near the initially
projected dividends, either because they show
fictitious boock losses, or because the dividend payout
ratio is low. The subsidiaries also retain very large

50
portion of their profits within.

Despite the failure and weaknesses
of some of the Indian joint ventures, most of them Aare
doing exceedingly well and earning huge profits. Some
examples are, paper project in Kenya, synthetic fibre
plant and carbon black in Thailaﬁd,>steel tube project
in Sindapore, light engineering complex in Nigeria,
steel project in Indonesia, etc. The Government of
" India is keen that good proposals should be sponsored
by Indian firms in developing nations. These firms have
contributed to the Indian economy through investment in
the Third World. Their effect on the balance-of-

payments has been favorable as they have brought

0 Morris, n.16, p.1965.
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benefits through dividends, additional export

73!

and

other repatriations.

BENEFITS FROM JOINT VENTURES
IN THE THIRD RWORLD

The performance of Indian Jjoint
ventures and the dividends and other repatriations
flowing therefrom has to be judged in.the light of
several costraints under which they operate. The
benefits from such ventures listed by the Federation of

Indian Chambers of Commerce and Industry are as follows

i} These are an important instrument of export

promotion;

ii} they provide a market for capital goods and
ensure eXxport of such items which might
otherwise not have been exported agalinst cash
sales;

111} they ensure recﬁrring export of raw

materials, semi-processed manufacturers,

spare parts, components, etc;
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iv) They lead to drowth of trade tariff and quotsa
restrictions on import of items in the

. W51
countries concerned.

The total amount of dividend
rapatriated to India at the end of December 13888 was
Rs.17.68 crores approximately and repatriation on
account of technical _gnow—how fees, royalty ete.
amounted to Rs. 48.28 crores. The joint ventures have
generated additional exports from India to the tune of
Rs. 229.69 crores.52 The receipt of bonus shares has
enlarged Indian investment by about 17 peroent and also
enhanced the capacity of these units to remit larger
amounts by way of dividends in future.53 The benefits
that have accrued to India from the establishment of
joint wventures by way of inward remittances and

additional exports denerated are shown in the Table.

>1 Agrawal, n.l1, p.19.

32 Ministry of Commerce Annual Report, n.34, p.86.

53 Economic and Commercial News (New Delhi), "Growing
Acceptance of Indian Joint Ventures Abroad”,
-vol.16, no. 34, August 23, 1986, p.4.
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Table XII

BENEFITS FROM INDIAN JOINT VENTURES
IN THE THIRD WORLD

Year No. of Dividends Other Addit
JVs Repatri ional
ations Exports

(Value in Rs. lakhs)

1989 148 373 3115
1981 35 349 2773
1982 5 53 1968
1983 N. A. N.A. N.A.

{(Value in EBs. crores)

1984 7.74 25.37 137.98
1985 9.31 29.64 147.31
1986 11.57 34.79 161.63
1887 18.72 32.54 198. 55
1988 17.69 48. 28 220.69

Source: Ministry of Commerce Annual Reports, 138¥8-1381
to 1988-1989 ' ' :

Notes:
a) Other repatriations include fee for technical
know-how, endgineering service, management and

consultancy, royalty, etec.
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b} Additional exports include exports of plant
and machinery, spares, components and raw
materials effected over and above exports
towards equity.

c) The figures 1in the table also include the
amount received from joint ventures  in
deveioped countries as no separate data is

available for developing countries only.

The benefits cannot be reckoned
only in terms of returns, in as much as there are a
number of spin-off effects +to the enterprises in
generating additional exports as  well as the
opportunities for employment provided to a number of
skilled tfechnicians and managerial personnel from
India. In fact, by operating ventures abroad, one also
imbibes ideas vis-a-vis management and technology for
application 1in India. Due to lack of healthy
competition in our country the cost of production is
high and the quality of our products poor. Therefore,
the challengde of operating in foreign counbries under
the pressure of keen competition has helped in toning
up the efficiency of our industries both in the fields
of marketing and production. The imade of India as an
exporter of industrial products and technology through
establishment of these joint ventures constitute a

positive national gain and improves our own nedotiating
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capability in entering intoc foreign collaborations and

technology transfer to enterprises in India.

KFFECT ON THE BALANCE OF PAYMENTS

Indian investors have not only been
able to pay off the original DFI in terms of foreign
exchange but also bring an increase to the foreign
exchange receipts of the country. Assuming that the
joint ventures had no serious export replacement
effect, this clearly demonstrates the sueccess of the
Indian policy of promoting exports through DFI.  The
importance of this contribution of Indian foreign
investors to the improvement of balance-of-payments
becomes more obvious when one considers that Indian
industrialisation is of relatively recent origin and
international coméetitiveness of capital goods produced
in India is quite limited. The restrictive foreign
exchange regulations in India may have encouraded
Indian partners, in the interest of international
mobility of their capital, *to keep some of their
foreign earnings abroad and thus  reduce their

contribution to India’s balance-of-payments.

The future capability of Joint
ventures abroad to make a positive contribution +o
foreign trade and balance-of-payments on the whole

should be considered more on the basis of results for
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operating Jjoint ventures, than for those which are
under implementation or have already been abandoned. It
is only the operating units that are able to create
sufficient regular demand for inputs of Indian origin
and earn profits to be repatriated to parent firms 1in

India.

Export creation by the oéerating
joint ventures was more than three times the value of
Indian equity in such ventures. As compared to this,
the ratio of exports to capital in Jjoint ventures under
implementation was only ©.8 and in abandoned ventures
2.2. More or less the same applies to other
repatriations (dividends, fees, ete.} of these three

kinds of joint 'ventures.54

Thus on the whole the
contribution of operatindg Jjoint ventures +to foreign
exchange receipts of India was higher than that of all
other Jjoint ventures. It amounted to more than twice
the original value of total investments in them. Bhen
the joint ventures under implementation also start
their production, the contribution of these firms to
India’s exports and balance-of-payments is going +to
increase considerably provided international
competitiveness of Indian Z2oods demanded by the joint

ventures does not deteriorate.

54 _
Agdarwal, n.17, p.187.
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It is interesting to note that the
performance of abandoned joint ventures has not been so
bad in terms of foreidn exchange earnings that it could
be assumed that they were all wunsuccessful and
therefore abandoned. Their repatriations of dividends,
etec. over their pericd of operation were nearly as high
as those of the operating joint ventures, and from the
point of view of balance-of-payments, they not only
paid off the oridinal value of their foreign
investments but also contributed to it. Even the joint
ventures operational at sectoral and regional levels
did not show any negative effects on the balance-of-

payments.

The positive contribution the joint
ventures to balance-of-payments was highest in the
automobile industry. They alone contributed a 1little
more than half of the +total surplus in balance-of-
payments on account of DFI. An additional two
industries (textiles and paper) added one-third of this
surplus so that four out of eleven manufacturing
branches with Indian DFI had a share of 84 percent in
the total balance-of-payments effect of DFI. This is a
reflection of a high sector concentration of Indian

joint ventures.
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At the regional level four host countries
(Malaysia, Singapore, Indonesisa & Nigeria} todgether
accounted for about seven-tenths of exports of capital
goods and raw materials as well as balance-of-payments
surplus caused by Indian DFI. This too is a direct
consequence of a very high concentration of Indian

investments

9]

(52 percent} 1in these countries. Balance-
of -payments surplus per unit of DFI was highest in Sri
Lanka and Saudi Arabia. Both of these, however, ‘have
attracted relatively small amounts (less than Rs. 1

million}, of Indian DFI.

Balance-of-payments effect is
largely determined by additional exports of capital
goods and raw materials to the host countries. Equity
exports of goods and repatriations of dividends, etc.
have also so far covered the amount of capital outflow
from India. The larder the number of older Joint
ventures in a host country or industry, the greater is

its contribution to India's balance-of-payments.

The import substitution impact of
joint ventures has an impact on the balance-of-payments
of India. If the joint venture 1is endaged in the
production of goods previously exported from India +to
these markets, the export of such products may be

adversely affected by the joint venture. The impact of
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these firms in promoting exports in the form of
machinery, capital equipments, spares, componénts, ete.
has to be set adainst its export restricting impact.
However, we must keep in mind while assessing the
impact of Jjoint ventures on export earnings, the fact
that if India has not collaborated in setting up a
particular joint venture, some other country would have
done so. In that case India would have ultimately lost

these export markets for her finished products.

It can be concluded that the
contribution of Indian firms to Indian exports and
balance-of-payments through their Jjoint ventures abroad
.has been positive. One unit of DFI led to more than two
units of foreign exchange earnings in the case of
operating Indian ventures. In order to find out what
type of Jjoint venture firm is best from the point of
view of balance-of-payments, it 1is necessary to
consider both the foreign exchange expenditure and
foreign exchande earning capacity of a joint venture.
For this é project by project approach aléne can bring

in the desired results to the country.

POLITICAL IMPLICATIONS OF INDIAN
JOINT VENTURES ABROAD
The economic motivations underlying

Third World DFI cannot be dissociated easily from
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. . . .y . . . 55
domestic and international political considerations.™’

The economic chande associated with the establishment
of Jjoint ventures abroad precipitate and are
precipitated by a multitude of political changes that
affect relations among foreign capital, domestic
capital, India and the host countries in the Third
World. This web of exéhanges and institutions defines
the domestic and international political economy of

Indian ventures in the developing countries.

Polltlcal(ZonseguencesInIndla

As DFI grew, and with them foreign
trade, relations between the Indian government and the
private enterprises became more symbiotic and mutually
supportive. With the evolution of various policies -
tax credits, 1oans{ loan guarantees, insurance, import
credits the state has emerged as a major source of
investment finance. And since most firms that invested
sucecessfully abroad were controlled by larde industrial
houses, the sfate became, according to certain critics,

a biased investor.2® These trends merely reflected the

government’s domestic financial policies, where
government equity and financial participation in
55

Encarnation, n.1l, p.53.

>6 ibid. p.54.
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several of the firms and business houses that

eventually invested abroad was quite large.

The confluence of interests between

the dovernment and some of +the firms in the private
ecﬁor took organizational form in 1972 as India faced

yvet another foreidn exchande crisis and a domestic
industrial recession. In 1977 the Minister for
industries proposed to extend the government’ s
regulation over the expansion of large corporations by
banning the participation of MRTP companies in joint
ventures abroad. Fearing reductions in foreign trade
and foreign exchande earnings, the Commerce Minister
instead proposed that the government’s ban on cash
equity participation should be 1lifted. Finally the
liberal policies endorsed by the Commerce wministry

prevailed, and were eventually endorsed by the Cabinet.

By 1872, Indian capital was fully
aware of the impact that "a good investment climate”
had on its operation abroad. The shift in interest from
Africa to South-East Asia in the early 1979s can be
attributed in part to the political uncertainties and
rapid change in African governments. Projects had to be
abandoned or left unimplemented as a resultb of
political instability or nationalisation and

indigenisation policies in Ethiopia, Ghana, Tanzania,
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Nigeria, Uganda and Zambuia. For example, all nine
projects in Kthiopia have been abandoned, including
Birla’a textile plant, the original Indian joint
venture. Only Kenya and Mauritius offered stable
political regimes and suitable "investment climates”,
both conditions translated into policies that
indiscriminatly promoted the interests of foreign and
domestic private capital. Indian ©private capital
sought the same political and economic conditions in
Asia and Africe sought by foreign private capital

. ) 57
operating in India and elsewhere.

Political Consequences Qutside India

The complex, symbiotic relations
that have emerded involving the Indian state, Indian
private and public capital ad foreign private capital -
have had important ramifications for India’s bilateral
and multilateral relations. The promotion of DFI  from
India has never béen separated from Indian foreign
policy. The realisation that Indian foreign policy and
Indian business operations abroad were coumplexly
interwined has occassionally provoked sharp, negative
reactions to Indian direct investment by certain host-
country governuents. This is more apparent in South
Asia where fears of Indian domination and regional

imperialism run high.

57 ibid. p.586.
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Even though South Asia has been an
important market for Indian manufactures, and
therefore, a 1likely target for direct investment,
except Sri Lanka none of the countries in this region
is a host to important Indian Jjoint ventures despite
investuent opportunities. Countries of South Asia have
errected policies that expressly discriminate against
Indian direct investment, and thereby, sour bilateral
relations. While Nepal recognises that financial and
technoclogical collaboration with Indian firms is
essential for industrialisation, fearing Indian
domination has adopted policies that tend to discourage
investments by Indian business houses,. Likewvise,
Bangladesh has been reluctant to let Indian
ihdustrialists operate Jjoint ventures in that country
despite repeated inquiries by Indian firws and
bilateral talks with Indian government. Only Sri Lanka
has been comparatively receptive to Indian investments;
still, i1ts more agdressive foreidn investment policies
such as the "free industrial zZones"” programmes, are

directed primarily at non-redional powers.



CHAPTER — V
COMPARATIVE ADVANTAGES OF
THE TITNDIAN FIRMS

After having analysed the
performances of the Indian joint ventures, we will now
discuss the relative advantades these ventures have

over the Multinational Corporations (MNCs) in  their

cperation in Third World countries. Joint ventures
between developing countries have certain special
advantages. As social, political and economic

conditions of developed countries are different from
those 7prevailing in the developing countries, the
technology from developed countries are likely to be
unrealistic in the context of the requirements of the
Third World countries. On the other hand, the firms of
a developing economy know the teething troubles of
industrialisation and are in a better position to
provide soclutions and work within the framework of the
conditions prevailing in an environment of development.
Thus the Indian firms in several respects, are more
suitable to undertake direct investment in other
developing countries than most of the industrialised

nations of the HWest.

The popular image of Indian firms

suggest that they are able to carve out a competitive



niche for themselves by offering a technological
package that 1s more appreopriate for developing
country conditions. By and large R and D effort of
individual Indian firms is not geared towards advancing
any technological frontiers but rather towards
technological adaptation of various kinds that require
making minor chandes to machines, process or product
design to make them suitable for local conditions, 1i.e.
towards Teumbodied technological adaptation”. The
adaptive\effort need not be embodied in machine or
process design but could be reflected in 2 changed
plant layout or differnent orientation in management.58
The "appropriate” technology thus offered by the Indian
enterprises give them a competive edgde over the

miltinationals.

The unique advantage of the
appropriate technology Indian joint ventures can
provide can be understood only in the context of the
structure of competition in that country, as well as in
the context of the stratedy of its dovernument with
respect to that country. We can identify five sources
of competition: local firms, Jjoint ventures from other
developiong countries like Korea, Taiwan and HongKong;

Joint ventures with MNCs from developed countries like,

58 111, n.3, p.386.



138

JS, UK, Japan and Germany; MNC, subsidiaries; and
imports. It is in the context of this structure that
the couparative advantade of the Indian joint ventures

ought to be evaluated.

The Indian firms after successfully
adapting and absorbing the imported technology and
product design with a view to meet the social needs in
the context of limited markets are in a better ﬂosition
to meet +the needs of other developing countries at
similar levels of development. A two step diffusion of
technolodgy takes place involving either product or
process adaptation. Indian firms provide small-scale
labour—-intensive technology. According to Vinod Busjeet
(19813}, developing ecountry firms are more labdur—
intensive not only in local wmarket oriented projects
but also in the case of export oriented projects. Not
only is the 'technology of the parent. Indian firm
indidenised but they are further scaled down to adjust
to the market size and conditions in the Third World.
42 of the 5Z Indian firms that undertook foreign
‘investments had obtained their initial technology from
developed countries, 47 of them had 1indidenised it

5
before investing abroad.

59 Louis T. Well (Jr.), Third World Multinationals:

The Rise of Foreign Investment from Developing
Countries (Cambridge: MIT Press, Mass., 1983},
p. 29,
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The use of more labour-intensive
technology by the Indian firms result from the fact
that they invest in sectors, for example, textile, shoe
industry, which have easily accessible technologies and
an insignificant level of preoduct differentiation.
Intensive use of labour has favourable employment
effects and a lower need for highly qualified manpower,
a resource which is scarce in most developing
countries. The multinationals on +the other hand use
larde-scale capital-intensive technology. This
sophisticated technology requires skilled labour and so
they use less host country labour than the Indian
firms. This, therefore, has unfavourable effects on
ewployument of the developing host country labour. From
this we can see that Indian joint ventures are more

responsive to host economy gains.

. The technological know-how acquired
from Indian ventures are more flexible, controllable
and gets absorbed and diffused faster +than the ones
from advanced countries because it does not require
much refined infrastructure. Therefore, the direct cost
of technology +transfer from India is less. These
technologies can better be integrated into the economic
process of the host country because of almost similar

level of development. Because of this it is easier and
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less costly for the Indian firms to train local labour
than the MNCs. The operation of Indian Jjoint ventures
help in the development of domestic technological
capability in the developing countries which 1is an
important part of economic development.GO M N Cs on the
other hand, are not interested in the development
sectors in which the developing countries are
interested, thereby, hampering the development of these
economies. The export-oriented industries in
processing zones established by the MNCs have exploited
the resources of thé developing countries without

adding to the resource deneration in these countries.

The machinery brought ffom India
giﬁes these Jjoint ventures a cost advantage. It 1is
simpler, requiring fewer specialised repair personnel
and using more standard parts tha£ can be obtained "of
the shelf“.6l This adaptability +to the needs of the
host country provides a part of the competitive edge to

the Indian Jjoint ventures. The machinery brought by the

60 Karl Wohlmuth, "Practices and policies of host
countries towards Third World Multinationals: a
competitive edge against old multinationsals?"”, in

K.gégKhan, ed., Multinaitonals_ of the South,
P. .

1 Wells (Jr.) n.7, p.147.
Also see
Wells (Jr.), "Economic Man and Engineering Man",
Public Peolicy (Cambriddge)}, Summer 1873, pp. 319-
42,
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MNCs is not

3

ecessarily “appropriate” to the factor
cost of the recipient country. The MNCs do not make the
most latest technology available +to the Third World
countries so in that sense they keep these countries

technologically backward.

The use of small scale technologies
help the Indian joint ventures to operate at high
levels of capacity utilisation leading to better
utilisation of host country’s investible resources and
generates more employment per unit of capital invested.
As a result of this, these plants are less likely to
suffer from idle capacity than plants based on
sophisticated technology used by the MNCs. These assets
make the Indian firms suitable partners in a new

developuent strategy.

There are differences in the
characteristics and functioning of MNCs and Indian
firms and it is out of some of these differences that
the Indian firms are able to enjoy an advantage over
the MNCs. Importént differneces exist in the management
styles between these bompanies, prime among these 1is
the nature of relation between the subsidiaries and its

parent.
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The MNCs maintain a close
relationship with their subsidiaries. The subsidiary
may provide raw materials or parts for manufacture orvr
processing elsewhere or it wmay provide a market for
components manufactured by the MNC in other countries.
Its prices and the quality of image it creates can
affect the prices or imagde of paroducts sold by the
firm elsewhere. In addition, +the subsidiary may serve
to reduce the risk of other parts of the operation by
providing a threat to international competitors. . In
such a sultation the parent firm feels compelled to
keep a tight boundary around the subsidiary’s freedom
of action. The subsidiary in turn is dependent on the
parent firm for a continual 1input of technology. or
marketing know-how to retain its hold in the developing

countries.

In contrast, the Indian joint
venture abroad is often "on its own” after a brief
period of assistance from the parent at the outset. In
fact, the links between the parent and subsidiary mnay
wither away with time and after a few years, the
subsidiary of the Indian firm cén hardly be

distinguished from a local enterprise. Only a few

62 See,

Fred T. {(inckerbocker, Qlidgopolistic Reaction and
Multinational Enterprise (Boston: Harvard Business
School, 189733).
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Indian parent firms may keep a regular flow of newly
adapted technology. Since the Indian projects are less
dependent on continuing foreign ties, the local control
that develops is politically attractive. to most
developing country governments. These joint ventures,
therefore enjoy a dreater dedree of autonomy in

decision - making.

The preference for collaboration
with Indian companies is also due to the fact that
Indian investors are conditioned by the political
sensitivities they know in India and the problems that
arise out of them. They pay increasing attention to
host policies and reduce the dander of host state
interventions with them. These firms have little fear
of having their strategy disrupted with disputes over
marketing policies with a local partner, since
sophisticated marketing, stratedy do not play a role in
the firms success. According to Louis T. Wells(Jdr.},
the Indian entrepreneurs understand and respond to host
country concerns more olearly and more diplomatically

than the MNCs.

The multinationals have wholly
owned subsidiaries operating in the Third World and
only a few Jjoint ventures. On the other hand, joint

ventures are the major form of participation of the
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Indian firms in which the Indian partners are a
minority shareholder. 99 percent of manufacturing
subsidiaries of Indian enterprises are Jjoint ventures
compared to only 49 percent of the subsidiaries of the
American multinationals. Aware of the feelings raised
by wholly owned foreign subsidiaries in India, Indian
entrepreneurs are more sensitive to this issue and they
are more willing to share the control and ownership
with their local partners. These ventures hire local
manders to slowly replace the Indian managers. As a
result of both smaller scale and less effective
potential, the Indian ventures are less dominant
bargaining parties vis-a-vis Third World country’s

business partners.63

Thus a crucial factor in the
operation of Indian enterprises is thé absence of
economic domination which in turn results in political
domination. The political interference by some of the
muiltinationals prevents the host governments from
pursuing policies in consistent with their national
interest. The minority participation by the Indians in
their Jjoint ventures do not raise fears of foreign
domination among the locals of the developing

63
Reginald Herbold Green, "Operational relevance of

Third World Multinationals to collective self-
reliance: some problems, provocations and
possibilities”, in K.M. Khan, ed., n.68. p.65.
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countries. They are also free of exploitation under
Indian enterprises to which they are subjected to by
the MNCs. For example, in Indonesia there is public
concern about the "over ©presence’ of Japanese
investment, so Indian projects are viewed as a possible

counterweight to the former.

Indian joint ventures import fewer
equipments, use more local labour and raw materials
compared to the developed country firms. Multinationals
require skilled personnel and this being scarce
locally, they have to be brought from the developed
countries and this in turn has an adverse effect on the
cost of production as the prices have to be raised. The
MNCs do not welcome participation of host nationals in
the management of +their subsidiaries as they fear
diffusion of their techno}ogy. They wish to keep their
technical know-how to themselves since they have
discovered new techniqueé and therefore, enjoy the
monopoly profit that comes with a patent. They are thus
reluctant to share their knowledde with the developing
countries and in no way help in the economic
development of these countries. Access to superior
technology gives them a monopolistic control over the

production processes in the Third World.
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Teohnélogical tranfers by the MNCs
are neither easy nor do they cost less. This is because
the receiving countries may not have the skilled
workers, engineérs and managers capable of absorbing
new technology. 8o even if the MNCs wish to transfer
their know-how they may not be able to do so because of
the "team” character of production and the complexity
of technology involved. Secondly, because of high rate
of +technological obsolescence, and the frequent
inappropriateness of that technology in relation +to
existing factor endowments, scale requirements and
institutions, the recipients of the technolody may not
want to learn the technology even if they could.
Thirdly, in yiew of the small size of the domestic
market in developing countries and the high start-up
costs and delays required in making it possible to take
advantade of learning by-doing through active
participation in choosing, installing and even
operating the technolody, direct participation and
learning - by-doing are likely to be eschewed in favour
of continuing dependence on foreign consultants,
engineers and managers who can get the job done more

4
quickly and reliably.6

64Jeffrey B. Nugent, "Arab Multinationals: problems,
potential and policies™, in K.M. Khan, ed., n.69.
p.169.
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So we find that dependence on
multinationals continue +to remain and, as a result,
many of the developing countries prefer to act as hésts
to Indian firms. If the developed coutnry firms wish to
offer a technological package to the Third World
similar to that of the Indian Jjoint ventures, they have

to re-learn the long forgotten skills.

Indian companies prefr price
competition as the main mode of rivalry while the MNCs
relay more upon non price cmpetition. This price
competition results in cheaper prices of products and
lower profit margins on sales leading to égreater
welfare gain for the host society. This is beneficial
for consumers in the developing countries and for
market structures in the long run. So though the
quality of Indian products is inferior to that of the
MNCs the relative aﬁd overall cost of technologdy import
from Indian is lower than in the case of imports from

the advanced countries.

The ability to manufacture
efficiently at small-scale appears not to be the only
cost advantage of Indian joint ventures. Some of these
ventures have an edge over potential competitors from
the advanced countries through their ability to reduce

the cost of management and engineering personnel. The
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salary paid to the manaders .of their overseas
subsidiaries by the MNCs is very high while the salary
of an Indian wmanager abroad is only a small fraction
comparatively. The managder of +the Indian venture in
many cases 1is a relative of the owner-manager of the
parent firm. The low salary paid to the Indian managers
and technical personnel play a role in the cost
competitiveness of the firm and enhances the advantages
of the Indian ventures over the
multinaindustrialisationnals in market segments where
price competition 1is a viable strategy. It has been
sugdested that Indian firms pay less wages to the local
workers. The Indian Jjoint ventures also derive
advantage from the fact +that they operate almost

. . . . b
exclusively in the developing countries.

The necessity of having to operate
in difficult environments forces the Indian managers to
devise ways and means of tackling these problems. As a
result of their experience at home, these manages have
acquired the capability to adaept to difficult economic
and market situations, thus strengthening their
capacity to operate successfully in a similar economic

environment in the Third World. Indian overseas

658unitra Chishti, "Third World Multinationals and
trade expansion among the countries of the South”,

in K.M. Khan, ed., n.68. pp.199-191,
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ventures are also psycholedically more appropriate to
the social phychological conditions of the developing
countries. Having a greater understanding of the needs
and demands of a traditional society, Indian managers
are likely +to display a greater tolerance and
understanding towards their employees than would be the
case with Western multinationals. Indian managers,
therefore, being more capable of tackling labour
problems, possibilities of conflict between management
and employees also might be minimised in this way. 66
If we 1look at the functioning of
Indian construction cowpanies in the Third World, we
find that these firms have the ability to maintain dood
industrial relations with unskilled labour in temporary
Jobs under difficult conditions. Construction companies
from India have often demonstrated an ability to manade
problems of insecure supply, difficult administrative
procedues and complicated market situations. The
transfer of such management techniques is highly
beneficial to the host developing countries with regard
to adjustuent problems. The local host country firms do
not have access to entrepreneurial or technical skills

to exploit a similar advantade. So the Indian

66

Kian-Wie-Thee, "Indonesia as a Host Country to
Indian Joint Ventures", in Kumar and Mcleod, ed.,
Multinationals._ from Developing Countries, p.134.
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participation in joint ventures is welcomed by

developing countries.

The multinationals produce goods
for international markets, so they are of stable and
uniform quality and not suited to the specific
conditions prevailing in the Third World. Products of
the Indign joint ventures are, on the other hand, more
suitable or appropriate to the specific conditions that
prevail in the Asian and African countries. For
example, Sun-fast dyes produced by Indian firms are
more suitable for the humid and tropical markets of
Africa than the ones produced by the developed
countries. Indian enterprises produce doods for mass
consumption so produce only those goods necessary for
local needs. The MNCs have concentrated in the
extractive sechtor whose investment flows are vertically
intedrated with the home economies and their produces
are more in the area of luxury goods. A higher portion
of Indian investment has gone into strengthening the

manufacturing base of the host countries.

Since the Indian firms operate on a
small-scale along with low administrative cost, there
is a low degree of risk, which in turn is beneficial
for the host economy. Risk diversification is a major

factor for Indian firms while this carries no weight



151

for the MNCs. The competitive edde of the Indian Jjoint
ventures may also be explained by the cultural and
languade ties in the Third World and on this basis,

economic factors may have increasing importance.

Because of lack of data, it 1is not
possible to distinguish the shares of mass and luxury
consumption goods in  the production of Indian and
mzltinational enterprises; also because of
methodological problems this would be a difficult task.
Additionally it is not possible to determine the share
of the capital dgoods production which 1s oriented
towards agriculture. However, we can say that Indian
frims are involved in the production of mas consumer
goods as India wants to be a partner in the

developmental process of the Third World.

Linkages generated from the
operation of a project are an important externality for
the host economy. Since new inputs are required by the
MNC subsidiary to maintain a competitive edge, the
subsidiary remains vertically integrated into the trade
system of the miltinational enterprise. This
intedration requires careful control of quality and
delivery dates by the parent <firm. Thus the nature of
ties required affects the overall -organisational

structure of the multinational company. The magnitude
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of linkages generated from operation of MNC affiliates
will be inversely related to the extent of their
integration with their associates 1in other countries
and also on the global stratedy they have in view. The
Indian firms operate in a few countries and so do not
have a global strategy and their affiliates are

horizontally integrated to the parent firm.

Regarding the 1locational choices,
the Indian ventures are concentrated in the urban
areas. This is to ensure security of supplies and the
ordanisation of production and sales are best
guaranteed in urban areas. The supply of cheap mass
consumption goods to the urban centres are welcomed by
the host governments in order to counter the
inflationary processes 1in those areas. The Indian
ventures also contribute to more balanced redgional
growth in the developing countries. For example, unlike
the Japanese firms, the Indian ventures are located
throughout Java rather than being concentrated in
Jakarta. Thus the Indian Jjoint ventures seem to
generate more linkages for the host economy through
their more balanced regional distribution, and their
dependence more on local sources of raw materials and

capital goods.67

7
6 Kumar, n.5, p.153.
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Even in the field of
pharamacueticals we see a marked preference for Indian
firms in some of the devéloping countries. Probably the
most severe competition between multinationals of the
advanced countries ana the Indian firms occurs at the
tail end of the product cycle. As the product lines of
the advanced country mualtinational matures, the firm is
likely to face increasingly severe competition from the

Indian firms.

The appropriateness of Indian firms
investing in developing countries can be further
understood in the words of an Ugdandian diplomat - "As a
primarily agro-based economy we are naturally
interested in Indian expertise in agriculture and

related industries. But we are also keen to attract

joint ventures from Indian in transport and
communication, infrastructure and electricity
68
structure”.
Third ~World firms create

alternatives to North-South links and in that sense the
Indian joint ventures increase the room for manoceuvre

and relative bardgaining power of the developing nations

68 PT1. Economic Service, n.12, p.23.
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by providing alternatives to MNCs. They provide
insurance to the weak industrial countries of the South
to recover against the gdrowingd protectionism of the
developed countries which prevent rapid development of
Southern economies. BSuch investments promote South -~
South trade of capital goods and other intermediate
products and collective self-reliance of Third World
countries. It initiates a process of dreater economic
cooperation among developing countries. The preference
of the developing countries for setting up Jjoint
ventures in products that lead to import substitution
and export promotion make investmwent from India more

beneficial than the MNCS.

The joint ventures set up by the
public sector can serve not only as countervailing
forces to the MNCs but they can also provide functional
alternatives to them. By creating a network of economic
cooperation among developing countries, they can
contribute towards the evolution of a more symetrical
international economic and political system. However,
in view of the relatively small volume of the overseas
investments by public enterprises, thelir contribution
in this regard is at present more symbolic than

. .69
substantial. _.

9
Kumar, n.19, p.199.
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EFFECTS ON THE BALANCE-OF-PAYMENTS ON THE
HOST COUNTRIES BY THE OPERATION OF
INDIAN JOINT VENTURES
Operations of foreign enterprises
in developing countries have implications for the host
country’s implications for the host country’s balance-—
of-payment (BOP)}. Let us now see whether the Indian
firms help in the BOP of the developing host countries.
According to J.P. Adarwal, "it is possigle that the net _
contribution of Indian joint ventures as a group to the
BOP of their host countries is likely to be

70

positive”.’

The effect on BOP can be measured
in two ways - direct effect and total effect. Indian
firms depend less on imported raﬁ materials and capital
goods than the MNCs. The outflow of foreign exchange
from host countries with regard to service charges, in
the form of remittances, roy&lty, dividends and
technical fees ete., are proportionately 1less in the

case of Indian firms than in the case of developed

70 g.p. _Agarval, The Pros and Cons of Indian
Mualtinationals Abroad (Tubingen: J.C.B. Mohr,
1985), pp.191-192.
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country firms. The low royalties and technical fees
remitted to Indian firms may be due, in part, to the
lower profit margins and in part to the tendency to
retain a higher proportion of profits on the part of
these firms for re-investment. Therefore, the foreign
exohangerutflow from the host countries on these

counts is lower in the case of Indian companies.

Regarding the inflow of foreign
exchange to the host countries, the Indian firms adain
have an advantageous position. A joint venture project
has regular earning of foreign exchange through export
of its products. 8o on the export front, the Indian
firms do not have any export restrictive clauses 1in
their agreements with foreign partners. On the other
hand a notable feature of the agreements signed between
maltinationals and their partners in developing
coutries is the restrictive clauses on the exports of
their affiliates. Sanjaya Lall, after a sampling of 17
Indian firms operating abroad, noted that the
affiliates of all but one firm had export activity, in

. . . 71
some cases quite impressive, from the host country.

The Indian entrepreneurs, according
to J.P. Agarwal, allow the joint ventures to export as

it increases their access to funds in convertible

71

See.Sanjay.Lall,‘Thé Multinationals : The Spread of
Third World Enterprises (New York : John Wiley and
Sons, 1983), pp.76-79.
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currencies. Thus the Third World countries profit in
the field of inflow of precious foreign exchange by
setting up Jjoint ventures with Indian parties. So the
overall BOP effect coumwprising of direct flows as well
as savings of foreign exchange through import
substitution, 1is likely toc be positive in both cases.
MNCs cause serious balance-of-payments difficulties in

the host developing countries.

The Japanese multinationals are
more in head-to-head competition with Third World
firms. Firstly, Japanese firms are particularly strongd
in the geographical areas where Third World firms are
most developed, i.e. in OSouth-Kast Asia. The Japanese
firms have investments in developing countries for
products that are at the tail end of the product cycle.
In poorer countries, they have invested in industries
such as, textiles, kitchen utensils and simple metal
fabricating. These are exactly the kinds of industries
in which Third World enterprises have gained increasing

strength.

Despite the benefits of Indian
investment in the developing countries, there are a few
disadvantades faced by these firms in their competition
with the multinationals. Indian firms are less likely

to provide a continuing stream of technology so are at
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a disadvantage in projects where a continual flow of
new technology seems particularly important. The
special technology offered by the Indian firms is
likely to give them an edde in foreign markets only if
price competition is a vaible strategy for the

particular markets.

The Indian firms have 1less ready
access to a significant export market, while the MiNCs
are better placed to export because of their already
established marketing unetworks of their associate
companies in developed countries. Another disadvantade
is that only certain Indian firms respond +to the
pressure of international competition - both from MNCs
and local firms and are able to survive in foreign
markets while for the MNCs, there is no such pressure

for survival.

On the basis of available data and
evidence on the subject, attemp has been made +to bring
out the competitive advantage of Indian ivestment in
comparison with the MNCs. No evidence is - yet available
on the dedree of vertical integration, technolody
absorption and diffusion and financing bshaviour of
these firms. Since transfer of technology from India
prove to be more equitable and beneficial for the

developing host countries, the imperative for
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international economic cooperation is that the
constraints be removed so that a greater collective
self-reliance of the South may emerde. The Third World,
despite certain disadvantagdes, favour Indian
investments and so the opportunities are increasiﬁg. In
the next chapter,vthe problems faced by these Joint
ventures along with the prospects for further

investment by these firms will be studied.
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CHAPTER VI
PROBIL.LEMS AND PROSPRECTS

in the previoﬁs chapter we have
seen the performance of Indian firms in the and what
their advantagdes are in comparison to the
Multinationals. Now let us have a look at the problems
faced by these firms and what are the scopes for
setting up more Indian ventures in the developing

nations. First we will deal the problems.

At present cash remittances (except
for certain cases) for setting up joint ventures abroad
are not rermitted. The government has stipulated that
Indian eaquity investment should primarily be in the
form of export of capital goods. This prevents a higher
growth of DFI and Indian investor’s lack of 1liquid
capital often causes distrust on the part of 1local

partners in host countries.

Severe liquidity constraints
prevent Indian firms from investing in projects
requiring heavier iniﬁial capital investment.
Therefore, firms having technolodies that require
heavier average fixed cost investments find it
difficult to invest abroad than firms with technolodies

requiring lower average fixed cost investments.

.72 1,811, n.3, p.387.
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As the capital markets in most of
the under developed countries are not well developed,
local partners experience difficulty in raising working
capital for projects. Thus the Indian investors have
difficulty in detting a suitable partner in the host
country. Exchange controls also make it difficult for
the Indian investors to gain a larde portion-of the
shares in an overseas project. In some cases, after the
ventures det started, they are abandoned due to
problems arising out of lack of capital. Investors from
developed countries offer working capital in addition
to resources necessary for the purchase of machinery
and capital equipment. In some developing countries,
for exauple, Malaysia, even the dealers‘wantv credit.
Hence the policy of ready cash foliowed by Indian

entrepreneurs is a disadvantade.

Financial constraints pose a
problem for Indian construction and civil engineering
companies in bagdind overseas contracts, right from the
stagde of bidding to execution. The government’s
restrictions on borrdwing to 15 percent of the contract
value from overseas is a discouraging factor. Also in
case a bid does not come through only 75 percent of the
dguarantee commiséion paid to the ECGC, Exim Bank, etc.

is reimbursable and this also discourages initiatives.
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Indian collaborators are required
to contribute their share in the form of machinery,
equipment, technical know-how etc. It 1is generally
contented that the prices of Indian products are hidgher
than that of the competitors. A suitable scheme for
enhancing the price competitiveness of Indian capital
equipments has to be devised on the line of the export
incentive scheme now being operated for the new items
of our exports. Such a scheme will go a long way in
making Indian offer more attractive to foreign
collaborating partners. AL ©present the scheme for
permitting drawback of import duties on exports from
India does not cover machinery and capital equipments
exported for equity participation in joint ventures. In
order to bring. the prices of Indian wmachinery and
caplital equipments exported as equity shares in joint
ventures on  par with the prices of foreign capital
goods, the drawback scheme should be enlarged to
include export of capital goods for equity

participation in joint ventures abroad. /3

The delay in dealing with the
proposals for Jjoint collaboration abroad also causes

hardships. For ensuring speedy disposal of proposals
73

Indian Institute of Foreign Trade (IIFT), Joint
Industrial Ventures (New Delhi): IIFT, 1968),
p. 33. ,
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for joint collaboration there is need for coordinating
the activities of different Ministries and Departments
so that the process of decision making is centralised
at one place. The procedure for dealing with proposals
for joint ventures must alsoc be streamlined so that
decisions can be made expediously. The national laws
related to taxation, control, incentives and

repatriations need to be properly harmonised.

Unhealthy competition among Indian
industrialists sometimes affect the terms and
conditions of the collaboration adreements. It 1is
necessary to set up a consultative body consisting of
industrialists and representatives of the dovernment
for evolving healthy practices in the operation of
joint ventures. Consortium approach to joint
collaboration.should be encouraged when complete plant

and equipments are exported.

There is lack of a pragmatic policy
on the approval and support to Indian joint ventures in
the developind countries. Many Indian investors do not
have proven track records and proffer low technology
and are therefore, unable to compete with others. They
are bogded down by long gestation periods and a
quagnmire of rules and regulations controlling aspects

like levels of investment, expansion, equity stake,
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repatriation of profits and even directorships of joint
ventures abroad. Unless these lacunae are remedied,
India may lose an opportunity to fulfil its legitimate

role as a major Third World economic power.74

The winding up of some plants has,
at times, created a backlash. In some cases, there have
been difficulties in meeting working capital
requirements or absorbing local personnel in key
positions as demanded by the partner in the host
country. lLately, problems regarding quota of immigrants
including those working in joint venture firms have

come to the fore. Under-estimation  has been made by

some entrepreneurs of likely problems, such as,
selection of suitable partners, raising of finance
abroad, marketing of products and management.

arrangements in setting up of ventures abroad. This has
resulted in high rate of abandonment of ventures
abroad, though the number of abandoned units have

declined.

The Indian firms have been
handicapped in their overseas operations, by their
relatively unknown names and small international

presence - this has affected the ability to gain access

74
EXl_Economic Service, n.12, p.24.
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t0 adequate finances in overseas markets. There is
little prodress forwards establishing imade, brand name
and royalty in the market for Indian products. Another
major field of lacuna is marketing. _No research has
been made to understand the market shares of wvarious

competitors.

In the case of management,
confronted with financial scarcity, fierce competition
and superior quality imports, Indian managers chanded
their product mix, prices, costs, volumes and
technology in an ad hoc manner without proper planning.
Thus with total neglect of long term strategy, the
capacity utilisation is as poor as 28 per cent. The
management lacks professionalism and there is
inadequacy in the organisational support from the
parent firm. HNo timely help is available in solving
marketing, financial and technical problems and there

is considerable delay due to congestion in ports.

The absence of Indian industrial
image in the Third World also gives rise to certain
problems. Indian entrepreneurs do not project their
product through fairs and exhibitions. These
entrepreneurs lack experience 1in presenting their

projects as being viable and lack perception regarding
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identification of areas of investment of non-commercial

risks in developing countries.

Apart from these, there are other
problems faced by the Indian firms in the developing
countries. The restrictions put by +the government on
the release of foreign exchange cause problems to the
smooth running of the operational units. The Reserve
Bank of India’s policy of insisting on companies to
reimburse the foreign exchange received earlier,
through remittance from overseas ventures, puts the
firus to dreater hardship. A few of the problems faced
by the Indian firms 1is also the result of their late
entry intoc the international market. They lack access
to a lot of markets and resources in the developing
countries as they have already been cornered by the -

firms from developed countries.

Also, in getting finance from
Industrial Development Bank of India (IDBI), guarantee
from commercial banks is required; but since Indian
banks cannot give duarantee against sxport of equity

participation, IDBI facility remains unutilised.

Certain problems are faced by the
overseas branches of Indian banks. According to a study

conducted by the Department of Economic Analysis and
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Policy of the RBI, one of the operational constraints
of overseas branches of Indian banks is the erosion of
their established customer base. The establishment of
more offices in some of the centres, particularly in
areas of Indian expatriates, has led to competition

among themselves.

Another Serious problem which
Indian bank branches are beset with is the inadequacy
of capital, which alsoc affects their inability to
absorb financial shocks. This, in fact, precliuded their
entry in some of the important countries which
stipulated heavy capital requirements while offering
profitable business potentia1.75 The RBI should make
long-term loans available ﬁo the Indian ventures abroad
through the overseas branches of Indian banks and see
to it that these ventures are able +to get funds from

international financial institutions like the

International Financial Corporation (IFC).

The problems mentioned are not too
grave, they can be corrected or remedied. In order to
face competition from the MNCs, a larde expenditure on
advertisement and improvising market stratedy is very

important. At present, Indian companies spend the least

75 "Bank branches abroad: Insufficient capital lack
of innovation threaten existence", Financial
Express, June 4, 1888..
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on advertisement and popularising their products and
their quality and packing is very low when compared to

with other competitive firms.

It is essential to study the
economic condition of the host country, political
stability and the infrastruétural facilities available
before setting up Jjoint ventures in these countries.
The pre-project study and plaenning should be taken up
more seriously and the local partner selected should be
viable in terms of business. The tendency on the part
of Indian investors to 1look for overseas Indians as
partners results in lack of support from the 1local
traders and distributors, therefore, careful selection

of partners is necessary.

At the institutional 1level, the
Indian Investment Centre, Indian Missions abroad and
UNIDO play an ilmportant role by providing information
to the Indian parties wishind to invest in the Third
World. Advice from +the local banks is also of great
help and efforts have to be made at the national,
bilateral and regional levels on how to ovércome the
further problems that might arise. The existing tarrif
policies in some of the Third World countries are more
liberal to Indian ventures so profitability should be

worked out on the basis of existing tariffs.
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PROSPECTS
Despite problems faced by the
Indian firms in settind up ventures in the Third World,
the prospects for setting up of these ventures are
bright specially in the field of consultancy services

and project exports.

Though there is not a single Indian
venture in Latin America, promising prospects exist
regarding investment here. A Caribbean diplomat has
pointed out "Indian investors are only interested in
countries with a larde local market and therefore, the
obsession with South - East Asia”. This may be true but
smaller nations are making it a point to bring home the
fact that they could provide footholds to markets
otherwise rapidly closing to Indian products as a
result of quota restrictions, high tariffs and
protectionist barriers. For example, both Trinidad and
Tobago and Guyasna offer very convenient spring boards
to North and South American markets through progdrammes
like the U.S8.A’s Caribbean Basin Initiative, under
which goods receive preferential access to North

American markets. Similarly, Malta is seeking to
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attract Indian companies that are finding it difficult

to sell their doods to Europe.76

Indian participation is being

sought in Trinidad & Tobado specially.in the following

projects:

)

b)

c)

The establishment of a production facility
for the manufacture of domestic pots, pans
and pressure cookers from aluminium and
stainless steel for the 1local and export
markets.

The establishment of an 1integrated plant
facility utilizing the husk, shell and kernel
of the coconut on several projects to
manufacture a high rande of industrial
products such as milk, coconut cream,
dessicated coconut, alcohol and acids derived
from coconut oil, rubberized coir, activated
carbon, handicraft items etc.

A machine tools project to manufacture metal
cutting and wood machine tools at an
integrated establishment comprising
machining, heat treatment and assembly

facilities.

76

PETII Economic Service, n.12, p.24.



171

d) The construction of a Methyl Tertiary Butyl
Ether Plant.

e} The establishment of a production facility
for the manufacture of 12,998 metric tons of
Vinyl Acetate Monomer per anmnum for both
local and export markets.

£) The establishment of a mini-scale plant to

produce Nitric Acid and Ammonium Nitrate.

In Brazil, promising prospects
exist for combining Indian and Braziliaﬂ technologies,
skills, experiences and resources for undertaking
projects in third countries. Brazil has been invited to
participate in the development programmes of Ardentina,
as also those of ANDEAN group of countries (Bolivia,
Peru, Venezuela and Equador). If efforts are made,
India can become a useful partner. It 1is felt that
cooperation and collaboration in third countries would
help bring down the project cost considerably and
enable both the countries +to derive the benefit of

78

mitual cooperation.

Indien collaboration in Colombia

would be welcomed for two reasons. First, there is a
77
Indian Investment Centre (IIC), Monthly Newsletter
78 (New Delhi: I1IC), May 25, 1989, p.59.
Indian Investment Centre (IIC), Foreign Investment
Policies: Select Country Profiles (New Delhi: 1IC,
1982), vol.l, pp.12-13.
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desire and deliberate move in Colombia to reduce its
dependence on the MNCs who have been dominating the
economy a great deal. Secondly, the less sophisticated
labour - intensive.technology that India has developed
would be relevant to the socio -~ economic conditions
prevailing there. Considerable scope, therefore, is
visualised for Jjoint ventures in fields such as
creation and expansion of railway and road network,
electric power deneration, development of non-
traditional source of energy including hydro-electric
projects, exploitation and improvement of its mining
and agricultural sectors, sugar, cement and textile
industries, iron gnd steel plants, scooters, motor

79
cycles and three wheelers, and forgings and castings.

It is felt that once +the 51 sub-
Saharan African countries pass through the critical
period of structural adjustment, with the continent
facing severe financial constraints and heavy
dependence on aid, it would auger well for Indian
entrepreneurs, who are best placed +to provide these
countries with the appropriate technology. Mr M.C.
Bhat, former economics 8Secretary, in a recent study,
found 19¥ Indian companies in both the private and

public sectors, who would be in a position to supply

7
9ibid. p.21.
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the required technology to at 1least 12 African

countries.

In Ghana, the Indian firms have
recently made a dent in the field of joint
collaborations. The scope exists for the manufacture of
motors, pumps, small tractors, agricultural implements,
automobile components, wood and rubber based products,
fruit and vegetable canning, small scale 0il and sudar
mills, poultry feeds, hosiery, coir and leather ware,

handmade paper, sporits doods etc.

Many countries in Africa,
particularly Madgascar, Zimbabwe and Zaire provide a
big opportunity for the export of Indian consultancy
services, according to Mr. Jevremy J. Wells, senior
marketing adviser of the International Trade Centre of
UNCTAD and GATT at Geneva. He said that India should
offer projects in the nature of "packages"” including

consultancy, operation, maintenance and training, if

possible, with funds to these countries.

Mr Ike Nwachukwu, Nigderian foreidgn
minister, has invited Indian businessmen to invest more

in joint projects in Nigeria which could alsoc be for

80

"Scope for consultancy in African nations”,
Hindustan Times (New Delhi), October 12, 1988.
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exporting to third countries. This would provide India
access not only to African market but also to Latin
America. Cooperation between India, Africa and Latin
America would facilitate better utilization of
resources on a mutually beneficial basis and give a
boost to the process of South - South cooperation as a
means of dealing with challenges arising out of the

81
emergence of new economic groupings.

Iin Nigeria the scope for joint
ventures exist in the manufacture of plastic ware for
domestic use, small rubber parts, electro plastics like
complete range of bulbs, plugs and switches, other
domestic electrical goods, bicycle and bicycle parts
like hubs, spokes etec., agro-based industries, food
processing and confectionery items on small-scale
basis, mild steel rolling mill products, sugar,
textile, cement, processing of cassava, rice mills,
fish preservation, fruit processing, diesel engines and

entertainment electronios.az

India and Kenya have recently
signed an agreement on technical and econonmic

cooperation which envisages setting up of plants in

‘Nigeria wants India to step up investments”,
Business_Standard, Audgust 23, 1889,

82IIC. n.78, p.85.
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Kenya in the field of sugar, cement, machine tools,
pesticides, PVC resins, oxygen, pharmaceuticals, animal

feed and rubber reclamation.

India and Cyprus have agreed to
cooperate in the setting up of Jjoint ventures,
including Jjoint production and export of goods to third
country markets. Tanzania has sought- India’s
technical and managerial assistance for setting up a
timber and wood processing plant and for setting up a

&4

chain of mini sugar plants.

There is renewed interest in the
posibility of Jjoint ventures within the SAARC countries
wherein India, would 1like to take +the lead. Although
the number of ventures 1in these countries is not
expected to show any dramatic increases, there is scope

for setting up more Indian joint ventures.

Considerind the requirements of
NMepal and India’s capability to assist, vast scope
exists for Indian investment in Nepal in their infra-

structural developument, in higher and technical

83 Joint Ventures with Cyprus soon”, Finangial
Express, April 14, 19893.

84
"Tanzania seeks India’s help to set up sudgar
mills”, Business Standard, June 12, 1889.



176

education and research, in setting up industries based
on local raw-materials. The greatest scope for economic
éooperation lies in the two countries joining hands to
exploit water resources of Nepal for irrigation, flood
control and generation of hydro-electric power on a

sharing basis.

In Sri Lanka apart from export
industries some of the fields which offer scope for
setting up Jjoint ventures are agricultural development,
dairy development, fisheries development, industries
based on coconut products, sudar-~cane development,
spices and essential oils, perfumes and flavours,
rubber moulded and dipped products, tea processing and
instant tea, electrical and electronic industries,
graphite and graphite based industries, soft drinks,
products based on salt, leather and leather products,
basic industrial chemicals, druds and pharmaceuticals,
road rollers, motor vehicle assembly and manufacture of
marine engines, thermoplastics, toy crafts, metal
crafts, printed and plain propyiene, synthetic and
blended fabrics etc. Some of +the other areas which
offer investment opportunities are quarrying and
mining, housind and other construction works, service
industries and consultancy and - infrastructural

development.
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*

In South - East Asia, India has the
largest number of Jjoint ventures and still there are
opportunities for more Indian investment. Thev
Government of Thailand lays special emphasis on rural
development. Chemicals necessary for increasing the
productivity of agricultural crops are, at present,
being importéd in larde quantities and these fields
could be tapped by India in a big way. There is vast
scope for production of moong dal and other pulses
which are in short supply in India with a firm buy -
back arrandement for a specified period. Yef another
area where India could think in terms of having tie-ups
with the local talent is in the field of consultancy
which would help in the implementation of projects
financed by the international institutions 1like the
World Bank and Asian Development Bank, etc. There are
opportunities for investment in the adro-business
sector and the minindg industry, which offers attractive

. - 85
investment opportunities.

West Asia is evoking renewed
interest among Indian business houses which since the
end of 0il boom days had been keeping away from this
region. By and large, however, through a combination of

civil works contracts, industrial Jjoint ventures and

85 11C. n.78, p.191.
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more recently operation and maintenance contracts,
India has an excellent reputation in Iraq. This
goodwill generated among Iraqi decision makers can be
exploited for bidger Arab Cooperation Council (ACC)

86

oriented projects.

The Iraqi government has awarded a
$7 million contract to the Indisan Railway Construction
Company toc execute civil endineering works for the
expansion of a fertilizer ©project. The Birla company,
Cimmco, has Ssigned an adreement to put up a $‘ 40

milliion textile project in Jordan.

Apart from the manufacturing

sector, the services sector is also a growing field of
interest for the Indian entrepreneurs. Malta, Trinidad
and Tobago, Nepal and Maldives are 1looking for Jjoint
ventures in the boowingd hotel and tourism industry - an

area in which India has acquired a high degdree of

sophistication.

The emerging areas of consultancy
assignments are operation and maintenance of existing

industries. For example, in South-East Asian countries

86 F.J. Khergamvala, "West Asia offers new avenues
for Indian Joint Ventures”, The Hindu (Madras),
July 13, 1989, p.28.
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there is need to train local people in maintenance and
operation of the newly set up projects. These countries
also offer wvast scope for export of consultancy
services by way of joint ventures. There are prospects
for undertaking turnkey projects in many developing
countries. Sub-contracting is another important area.
For example, if a company from USA or UK wants to set
up a turnkey powér plant in Malaysia, the company can
buy the major components from India and get these
assembled out site in Malaysia on most competitive

basis‘87‘

Considering the enormous potential
in this area Larsen and Tourbo (L&T) has decided to
undertake turnkey projects in oil, das, petrochemicals,
fertilisers, power and other strategic sectors as the
new thrust area for its activities. The company 1is
exploring possibilities in South-East Asia and Latin
America. The Indian firms can also pool thelr resources
with firwms from other developing countries and bid for
global tenders. The prospects of Indien banks’
Qperations abroad and their expansion are conditioned
largely by the extent of dgrowth in India’s project
exports which 1is 1likely to be in the wvicinity of

Rs. 15,999 crores by the end of this year.

87Kumar, n.39, p.5.
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CONCIL.UOSION

India, after independence has
followed the policy of important substitution based on
inflow of foreign investment from advanced countries.
In the last four  decades, india has achieved
considerable success in implementing programmes of
industrialisation and diversification of economy
through planned industrial growth. The availability of
high level skills and an increased R and D effort over
the years haé helped India to denerate technology
reflecting its own socio-economic conditions. Thus the
Indian firms have acquired flexibility in production,
technology and management for meeting the needs of
markets of. various sizes and has a 1Qt to give to other

developing countries.

Like other Asian and Latin American
countries, Indian firms have moved abroad in ever
increasing number to set up manufacturing wunits in
economically less developed countries. Indian
investment in the Third World is doverned by long-term
opportunities and the availability of raw materials.
Both home and host market  considerations have
influenced the firms to venture overseas. The official
policy is sensitive to the feelings of the host country

and therefore has avoided irritants and frictions by
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encouraging minority participation and increasing
association of local development - vbanks and
institutions. As the Indian dovernment and the investor
sought to defend an export market perceived as
threatened, foreign investment began to follow foreign

trade.

The decision to invest abroad was
also the unintended consequence of certain domestic
redulatory policies, especially the MRTP Act which put
constraints on growth at houme. Thus the ventures abroad
have served as an outlet for Indian enterprises to
internationalise and in the process was subjected +to
exposure to the latest technological development and
management practices. The Indian Government has
actively encouraged and promoted DFI from India during
the seventies and eighties. Yarious host market
considerations ~ tariffs, demand for selected goods -
have lured the Indian entrepreneur +to the developing

countries.

Over—-optimistic planning has
resulted in excéés capacity in certain sectors in
India. A 1look at the modern sector shows that many
products have been manufactured with imported

technologies, cateringd +to the needs of only a small’

minority in India, where income and wealth ars
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concentrated. Therefore, inorder to utilise this excess
capacity the firms, in this sector, have invested in
other countries. But, unlike the developed countries,
Indian overseas investment is not a result of
international wage competition as wades in India are
lower than in most of the important host countries of

Indian joint ventures.

The fields in which ventures have
been set up have got widened in depth and rande. The
produéts in the manufacturing sector range from heavy
and basic industries like petroleum, steel, cement to
intermediate and consumer goods. Textile, sugar, food
and simple metallic products conform to the product
cycle theory of DFI. There is growing scope in several
areas, such as, development of agriculture and agro-
based industries, mining and mineral development and

infrastructural facilities.

Successful efforts in one area have
thrown up opportunities in other sectors. These can be
taken advantage of only by the speed with which
response can be made in undertaking feasibility studies
and deputing personnel to negotiate. If the firms
first complete feasibility study, obtain host country’s
sanction along with finalising the 1local partner and

then request for governmental clearance for the



183

project, it would facilitate quick and healthy entry by
Indian business houses in settingd up overseas Jjoint

ventures.

The ventures have provided job
opportunities to engineers, technicians, management
experts, chartered accountants, etc. This has helped in
migitating unemployment of skilled personnel in India
and offered opportunities which are not available at
home. They have also provided a challenge to Indian
entrepreneurs and skilled personnel and successful
working of these ventures have provided an example of

the capabilities of the Indian corporate sector.

It is sometimes said that beind a
capital ~ scarce country, dependent upon foreign aid,
setting up of Jjoint ventures in ﬁhe Third World is
draining the capital from India. This criticism 1is not
based on sound premise as the participation by the
Indians has been in the form of supply of capital
goods, machinery, equipment, manaderial services and
technical know-how. Cash remittances are now being
allowed to make India offer competitive terms inorder
to enable entrepreneurs to overcome problems related to
finance, including working capital, and +to meet
situations arising out of cost escalations. The size

of such remittances are small. Cash transfers will
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also enable the Indian 1investors +to broaden their
fields of activities and invest as well 1in areas in
which they cannot draw on a supply of technology from
India. Also, since investments abroad have earned more
foreign exchange than they spent, there 1is no sound
reason for not permitting them to be financed through
more liberal +transfer of cash. South-East Asian
countries, in their search for technology and
management skills, can provide growing opportunities in
relatively open economies if cash remittances were more

freely allowed.

S50 a major dilema confronting the
policy makers 1is to ensure that enough cash can be
remitted so as to enable our ventures +to compete on
equal terms with other competitors and at the same time
see to it that the size of cash remittance is not too
large so as to constitute a drain on our foreign

exchange resources.

In the third-country collaboration,
important beginnings have been made by Indian investors
in joint ventures abroad. This has been done through
collaboration on a triangular basis with some developed
countries which are specially interested in acquiring a
part of Indian equipment and skills on a competitive

basis to reduce the overall costs of their operations.
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This has opened up new possibilities so despite certain
constraints of infrastructure and supply bottlenecks,
in respect of some items needed for industrial
projects, India 1is well poised to become a reliable

partner in third-country projects.

Facilities in termns of rawv
materials funds, foreign exchange, technology import
etc. will have +to be extended +to enable Indian firms
seeking Jjoint ventures in the Third World, to
manufacture equipment and components for supplying to
Joint venture firms in third countries. The blending
of financial resources of OPEC countries and Indian

expertise may also materialise,

Majority of these wunits are owned
and suoéessfully controlled by the monopoly houses of
India. Although the public-sector has invested abroad,
the volume of investment is still small compared to the
private sector. These firms have embarked upon well
conceived, carefully planned and economically viable

projects capable of yielding not only higher return but

also in projecting a better image of Indian enterprises

abroad.

Apart from the establishment of

Joint ventures, India’s capabilities have included
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supply and installation of turnkey projects, sharing of
technical know-how and technical service. Project
identification, formulation and appraisal have also
been undertaken for taking Judicious investument
decisions. In the field of consultancy services,
Indians have collaborated in a wide rande of activities
covering plan formulation, feasibility studies and
detailed project report. India has also shared its
expertise in agriculture, health, education, science
and technology, trade promotion, comsunications and
research and development in various fields of

industrial production.

On the basis of expertise gained
and new opportunities emerging in the international
arena, an average growth of consultancy services in the
developing countries during the Eighth Five Year Plan
has been estimated at 3@ percent per year, from Rs.258
crores in 1999-91 +to Rs.848 crores in 1994-95.
International agencies 1like +the World Bank, Asian
Development Bank(ADB), UNDP, UNCTAD and UNIDO have time
and again pointed +to the vast potential of export of
consultancy services from newly industrialised nations
like = India, . provided the goal is pursued
systematically. The new Import and Export Policy 1999-
83, laying emphasis on rapid and sustained growth in

the export of consultancy services, is a step in the
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right direction. The implementation of the policy can
provide avenues for globaliéation of the Indian

eCOonomy .

In the area of technology export,
India has forged ahead. Management contracts have been
entered into by a number of Indian firms in the field
of paper, textiles, dye stuffs, cement, trucks,
scooters, soft drinks, power cables etc. Cost of
technology transfer from India has been minimum and the
Indian experts have adapted themselves to the

environment in different countries satisfactorily.

Technology transfer and process
know-how from India have become a crucial element in
the industrial and economic growth of developing
countries. Cheaper and relevant technology is
increasingly being sold to Burma, Iraq, Malaysia,
Nepal, Muscat, Philippines, Saudi Arabia, Singapore,
Syria, Sri Lanka, Brazil, Egypt, Nideria, Uganda and
U.A.E. For example, the Atlas Cycle Industries Ltd.
has given technolody for manufacture of bicycle and
bicycle parts to Bangladesh, Iran, Tanzania and Zambia.
Even machinery for use in agro-based industries like
sugar, cotton textiles, o0il crushing etc. can best be
provided by India as +these have already been tested

and successfully adopted in the country. Another
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significant input that India has provided is training

of personnel including in-plant training.

Though the tandible benefits are
important, the role of the joint ventures has to be
Judged not merely in terms of these benefits, in the
form of dividends and other repatriations, but also on
their demonstrative effect +to project the quality of
Indian equipment as well as our ability to transfer
appropriate technology. From the strategic point of
view, most of the Indian ventures did not possess any
unique skills or strive for comparative advantage that
would provide them with a unit cost advantage or market
power. Some of the firms have been very innovative
when it came to meeting the special demands of the

developing country markets.,

The chief advantage of the Indian
firms has been adaptability to local conditions as is
evident’in their extensive use of local materials and
labour and the flexible use of plants to cover a wide
rangde of products, than those for which they were
designed, including non-standard, 1lower quality and
low-cost products suitable for the local markets. Since
operatingd in a foreidn country requires different

techniques than doing business in India, special

management techniques have been adopted to overcome
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crisis. These have been found to be more appropriate to
the needs and socio-economic environment of the host
countries. Therefore, c¢ollaborations with Indian
énterprises proved to be worthwhile in the small-scale
labour-intensive process and products, effectively
demonstrating a competitive edge over the
miltinationals. Since the Indian ventures contribute to
the economic development of the host countries, the
resultant political goodwill inherent in such

cooperation cannoct be overlooked.

The better performance of Indian
firms is also due to a more competitive environment
which has encouraged Indian entrepreneurs +to direct
their indenuity towards production manadement rather
than rent seeking. India’s experience in initiating
developments and in applying modern techniques of
production under the limiting conditions of a backward
economy is invaluable to other developing countries.
Therefore, the scope for Indian participation in Jjoint
ventures in other Third World countries, particularly

those in the early stages of developument, is great.

Third World firms represent a
mutually beneficial mode of Economic and Technical
Cooperation among themselves providing the exporting

countries with avenues for export of surplus
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technological capabilities. The receiving countries
get the required technoloéy at cheaper terms than the
MNCs. Joint ventures have, thus, become an effective
vehicle of economic collaboration and the successful
Indian ventures have evoked favourable reaction in the

host countries towards Indian equity participation.

A few of these firms are now moving
towards a wide rande of extractive and service
industries. Although they account for only a small
fraction of the markets in developing countries, they
provide competition for the MNCs. Some developing
country firms are also creating +trade names which
enable them to compete with MNCs. The idea of setting
up processing industries on a multilateral basis
catering to a number of deodgraphically contiguous

markets is gaining grounds in recent years.

Regarding the performance of Indian
overseas banking, we can say that our overseas branches
have done well 1inspite of operating under various
constraints. These branches have to cope with new
technolodical innovations. They will do even better if
proper guidance and incentives are given by +their head
offices, if their capital base is increased and if they
enter new lucrative areas. Opportunities are increasing

in financing of joint ventures and in future the
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overseas branches are expected to contribute more to

export and related business.

The future expansion of Indian
banks overseas will depend on the acceptance of the
recommendations of +the Basle Committee on Banking
regulations and supervisory practices concerning
capital requirements of bank§8 The capital base of

overseas branches of Indian banks is so far less than 2

percent of the deposits, which is now beind raised.

Investment by Indian firms has
profound economic and political consequences that
reverberate in India and in other Third World
countries. So salong with the positive effects of
investment, we should also consider the negative social
impact of such investment. Firstly, since a few larde
industrial houses dominate the field of overseas
investment, this gdives opportunities for greater
concentration of wealth in their hands leading to
concentration of economic power, ultimately resulting
in growing influence in the political field. Secondly,
these firms often have priviledged access to low cost
and rationed credit and also benefit more from the

88

Under the new recommendations of the Basle
Committee, it is expected that banks will have to
maintain a capital ratio of atleast 8 percent of
deposits by the end of 1992, starting with a
minimum of 7.25 percent from th end of 1989,
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credit market. Since their activities encompass several
economic sectors, they are also able to take advantade
of concessionary credit allocated to any particular
sector and shift this fund internally to other uses or

sectors.

In evaluating the performances of
joint ventures, we have to keep in mind that they carry
more risks and uncertainties than encountered in the
douestic market. Sheltered too long in a protective
internal market, some of the Indian firms do not find
it too easy to operate in a more or less open market
economy with inadequate ©protection. Therefore, while'
studying market feasibility for a pérticular venturs,
it needs to be taken into consideration that firms will
have to operate in open market conditions. " This,
coupled with certain other conditions imposed by the
hqst countries, with redard to ewmployment of skilled

personnel, has resulted in failure of some firms.

Since these ventures face severe
international competition, they need access to high
quality machinery and équipment at competitive prices.
Indian entrepreneurs, therefore, should be allowed +to
select plant and machinery which are best suited fo the

projects set up.
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The range of activities =and the
issues to be tackled has increased manifold, so it is
necessary to set up a committee to make a comprehensive
review of Indian joint ventures and subsidiaries with a
view to making an appropriate evaluation of the factors
responsible for their failures and successes. Such a
review would 1lead to devising appropriate support
measures both at home and abroad. This would also lead

to dreater commitment on the part of Indian firms.

Specific thrust areas for Jjoint
ventures abroad need to be identified. Once such area
for different industries in identified, the GOvefnment
of India should make active effort for +the development
of these areas rather than merely issuing regulatory
procedures. It is very important to evolve guidelines

related to specific industries.

The Indian government, RBI,
financial institutions and Indian banks should provide
support to the Indian firms by makindg funds available
vboth in rupees and foreidn currencies on termws which
compare favourably with the best in the world in order
o enable Indian entreprensurs to be successful in
Joint ventures abroad. The government must also provide
fiscal benefits for companies venturing outside the

country.
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Indian banks and financial
institutions should be allowed to participate in
offering guarantees to the international financial
institutions without restrictions and alsc help the
Indian firms to successfully nedgotiate for funds from
the international finance agencies. As the Indian
financial institutions have 1intimate knowledge of the
working of Indian firms, +they could motivate and
persuade Indian entrepreneurs to consider investing
abroad. This will provide mutual confidence both to the
aspiring entrepreneurs as  well as to financial
institutions concerned since they would be good Jjuddes
of the economic viability of the specific project
involved and also with regard to assessing the

entreprensurs’ economic track record within the

Foreign exchange should be made
available, even for exploring possibilities for Jjoint
ventures. In order to cover commercial and political
risks, adequate protection and duarantee should be
provided by the Export Credit Guarantee Commission
(ECGC) and also protection against fluctuations of
foreign exchange rate. The entrepreneur should be
allowed to travel abroad without much restrictions

during the period of establishment and operation of the
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joint venture projects through easing of travel and
visa regquirements, liberalising foreidn exchande
provisions and inter-project transfers. Liberalisation
of foreidn exchénge rules would also encourage the
Indian investors to transfer their foreign earnings to
India to a greater extent and this will increase inflow
of foreign exchande into India, resulting 1in a

favourable balance-of-payments.

The attractiveness of Indian
investments is not without adequate reason. The
external debt of the developing countries is expected
to rise over US $1.2 trillion. Thus, according to Mr
R.C. Mehta, former President of Federation of Indian
Chambers of Commerce and Industry (FICCI), "The debt

servicing ratio of almost all developindg countries is

Y]

growing considerably and in some cases, the entire
export earnings are utilised for debt servicing alone,
thereby restricting gdrowth”. Hence most countries
hoping to woo Indian firms are offering attractive
incentives 1like tax holidays, guaranteed project
clearance within a stipulated +time - frame and easier
repatriation of profits. For ed. 1in Algeria, Indian

companies are given the option of matching the lowest

bid to bag projects.
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More than tbree—foufth of the
production by Indian ventures is for the local markets.
In the case of production of some products, there is a
buy back scheme by India. For instance, edible oils
produced by the Indian ventures in the Third World are
exported to India to meet the deficit in 1local supply.
These are channelled in India through selected agencies
and not through the parent firms. Such collaborative
effort should be regarded as an important link in the
programme of technical cooperation and of cooperative

exchange of skills among developing countries.

Indian companies can gdain enough
financial strength and technical competence to match
foreign competitors if they pool their resources and
expertise and overcome rivalry among themselves., If
both the public and private sectors Jjointly participate
in mansgenent and endineering designs of projects then
India’s bardaining power will be enhanced and will also
satisfy the prequalifying requirement laid down by
foreign project authorities. Indian industrialists
should not assume that models of development used by
other coﬁntries willvmirror India’s approach to self-
sufficiency. Sensitivity to stratedy of
industralisation in the host country and in that region
is crucial to an evaluation of the applicability and

adequacy of Indian technology and know-how.
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Continuocus efforts would be required to ensure that
cases of failures are reduced to the minimum and

appropriate support is provided.

However, the success achieved, so
far has yet to be commensurated with India’s
capabilities and the vast opportunities that exist in
the developingd countries. In this context, more
rigorous planning and careful selection of projects and
partners along with increased professionalism ‘in
management would contribute significantly to profitable
set-up of Jjoint ventures by the Indian entrepreneur.
The scope for utilising idle capacity in the capital
goods industries is an important factor which should be
kept in mind while selecting projects for Jjoint

collaborations.

A lock vat the volume of DFi by
India shows that the total volume of Indian direct
investment is very small compared to DFI from developed
countries. Even in the important host countries India
is a minor source despite the large concentration of
DFI in a few host countriés. Barring a few exceptions,
the country which has attracted investment from India
have also been important recipient of DFI in general.
In the case of Malaysia, Indonesia, Thailand, Singapore

and Nigeria DFI from India during no period was more
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than 2 percent of the +total DFI into these countries.
In the case of Kenya, in the 197d8s DFI was about 5

percent,

The dependence of developing
countries on the ricﬁ industrialised countries of the
North for their progress gives rise to tensions. Though
investments by developing countries are not enocugh to
do away with these tensions, nevertheless, they help to
reduce these tensions as well as to a certain extent
reduce the dependence of these couniries, for
technolody, on the MNCs. It is, therefore, iunperative
to promote investment by Indian firms on a larger scale

than they so far have been.

In conclusion we can say that
despite disadvantades faced by the firms, most of them
have performed creditably and have been able to
satisfactorily attain the objectives of creating
opportunities for export of capital doods, technology
aqd know-how from India and extending cooperation to
the developing countries 1in their developmental
efforts. The number of joint ventures, being set up,
are increasing. Between March 31, 1988 and December 31,
1989, four new ventures have been approved. So at the
end of 1989 out of a total of 143 wventures in the

developing countries, 121 are in production and 22
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under implementation. In the period from 1988 to the
end of 1889, the total number of joint ventufes have
increased by 14. This increase shows a healthy trend in
the functioning of Indian firws as well as the desire
of the developing countries for collaboration with
India. The Indian missions abroad have been playing an
increasingly important role in promoting joint ventures
and providing regular feed back on market conditions

and opportunities.

Recodnising the importance of
South-South cooperation, the RBI has already announced
that it would consider providing bank guarantees
against additional borrowing requirements of Indian
joint ventures abroad on a selective basis. The revised
guidelines will allow the Indian promotors of joint
ventures abroad to go ahead with new investment plans
without waiting for approval from the Indian
Government. The companies, will however, have to seek
"post facto" approval. Redarding approval, the sub-
committee set up by the inter-ministerial panel headed
by the Additional Secretary, Ministry of Commerce, has
accepted the suggestion that applications submitted
would be cleared within one month. In case the approval
is not given, the promotors may be asked to disinvest
in the venture. The inter-ministerial committee will

have the power to modify or alter any of the conditions
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‘laid down in the  guidelines based on merit in
individual cases. This is to give the senior officials
the freedom to wmodify the guidelines to suit the

conditions and specific needs of companies.
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