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C H A P T E R I 
==== = == =====;;;;= == =: 

IN'l'ROPUCTION 

1.1 INTRODUCTORY·~IAT~ENT 

A new spirit of economic freedom is evident in . Ind.ia 

bringing about sweeping .changes in, its wake. A series of 

ambitious economic re£oru)::;; aiuwd at de.cegul~t.ing th··~ 

Indi"1 firmly into tho :l::~:·ont :t'<;lnks. of rapidly grc)w;i,n'3 

Asia-Pacific region and unleashed the latent strength of 

a complex and fast changing nation. Indian official 

policy towards private investment was first announced by 

While there were changes in emphasis, the basic policy 

frame remained the ·same till July 1991. Foreign 

investment was supposed to serve an important role'in the 

overall development of the nation. Foreign invest1nenL 

policy had two major objectives,namely as 

i) a vehicle for advanced technology, and as· 

ii) a supplementary instrument of resource 
mobilisation especially in terms of· foreign 
exchange. ·· 

,, . 

The process of planned development demanded regulation of 

private capital, foreign and Indian for differinq 

purposes. As a consequence, a variety of rules and 

administrative norms were evolved giving rise to a wid•:.: 

and complex system of controls and procedures resultinq 

\ 



,; 

in long delays an4 uncertainties. The regul~tory 

mechanism contributed significantly, especially durinq 
' -

early stages, to channel new investments into private and . 

public sectors. With the passage of time, however· 

regulatory system 'acted on itself overstretched and it 

got ridden with discretionary and adhoc processes . of 

decision making. The need for regulating t;.his mechanism 

was voiced frequently through national an~ international. 

fora. The industrial policy frame in India has beE.~n 

common to foreign and Indian national private capital. In 

this regard significant legislation which was enacted hat; 

been the Industrial (Development and Regulation) Act of 

1951. In pursuance of the Directive Principles of thr~ 

State Policy as enshrined in the Constitution of India, 

the government was obliged to adopt Monopolies and 

Restrictive Trade Practices Act 1969. Similarly, to 

promote. self-reliance, to conserve the limited foreign 

exchan:ge resources and to encourage rational utilization 

of the same and to contain external liabilities for the 

future generations. The foreign Exchange R,egulation AcL 
, ...... 

(FERA) was adopted by the Indian Parliament in 1973. The:,~ 

economic policy has undergone many a changes since July 

1991 with regard to the role and place of private 

capital. The new policies represent a package that seeks 

to cha?ge foreign investor's perception of India. It 1s 

believed that if restrictive and control regime I''' '' 

replaced by an open door policy and all the barriers to 

entry are removed the, country would attract large 

foreign investments. 



The Industrial Policy Resolution of 1956 (and the 

Industrial Policy Statement of 1948) visualised· 

reservation of basic and strategic industries for the 

public sector. The approach towards public sector was· 

influenced by ~ide~y prevalent sentiment of the national 

struggle for political independence of India· · ( ,,, Goyal3'(0: 
· , ' ,t I ~ 

1 9 7 9 ) . Under t he new e con om i c p o 1 i c: i e s a :r. ~l d i c a 11 y 

different view has been adopted. The basic industires and 

infrastructure are no longer reserved ~xclusively for 

. development by the public sector. Power, Oi 1, 

Communication and number of other areas have been opened 

for development by national and international private 

capital. 

The scope for private sector expansion and participation 

by foreign capital ·has widened significantly due to 

pruning of areas reserved for the public sector. The: 

provisions of the Industrial Policy Resoluti<;:m of 1956 

stand revised. The restrictions imposed . under the FERA 

philosophy have mostly been abandoned. Instead of the 

general rule of -40 per cent ceiling on £:_Q;r-eign equity I. 

major participation by foreign corporation is allowed to 

use foreign brand names in the domestic market. Th~ 

provisions of the Monopolies and Restrictive Trade 

Policies Act 1969 relating to concentration of economic 

power in the hand are no more operative. Foreign 

investment under the present regime is welcome, even when 

it is not accompanied by new or sophisticated technology. 

In brief, the new policies have vastly increased the 

scope for foreign capital by 

J 



i) throwing open larger area to the parU.cipat:i.on of 

private sector; 

i i) 

iii) 

iv) 

abolishing industrial licensing over a vast area; 

taking a liberal attitude towards foreign share in 

Indian Companies; 

doing ?lway with provisions relating l..•J 

concentration of economic power under the MRTP AcL 

and, 

v) allowing foreign brand names in the domestic; 

market; 

The shift in emphasis could be seen in the new industrial 

policy which states . 11 Foreign investment and technology 

collaboration will be welco~ed to obtain high01 

technology, ·tc· increase exports and to expand th•! 

production base (Industrial Policy 1991) 

The new policy does not insist on technology 

accompanying investment. In the past to9, there were 

pleas made from time to time that foreign capital by way 

of direct investments was a substitute for commercial 

borrowings as the servicing of loans would not be rel~ted 

to the paying capacity of the. project. Moreover outwarrl 

remittances on account of the investment would commenc:•! 

only if the project becomes a commercial success. 

Besides, substantial stake in the risk capital it was 

argued, ensured that foreign investor held a continuinq 

interest in the project. 



1.2 Technology Transfer Element in Foreign Investment. 

The complementarity between the export of capital and of 

knowledge is of recent origin and is almost a reflecticm 

of the growth of the multinational companies. The earlier· 

form of international capital movement was morE: in the 
I 

shape of portfolio investment. Then came the concept of 

joint stock company 1 accompanied by growing complexity ol: 

production and managerial technology. This brought 

together a package deal, the export o'f capital and 

knowledge with international market forces tended to 

stimulate the flow of these inputs relative to the outpuL 

goods they create. The involvement of technology trans.L•:' 1 

in Foreign Direct Investment will depend upon (Dunnintl 

1970) : 

a) The knowledge content of the investment vis-a-vin 

that which ifJ already available to the honl 

country. 

b) The age and the form of foreign direct investment.· 

c) The pol icy of investing company./·towards it~: 

overseas operations and 

d) The competitive environment in which the 

investment firm is operating. 

In the past I most kinds of the foreign manufact:u:rinq 

operations have begun by the establishment of sales and 

distribution ventures. These have been followed by 

investment in the simpler types of manufacturing 



specifications, plant layout diagrams etc. As the 

subsidiary of the parent company undertakes more complex 

manufacturing operation81 adaptationo have to be made tu 

process the products to meet local requirements. The need 

of subsidiary to understand as well as to use tl1t.~ 

technology of its parent company increases. The extent t11 

which international companies disseminate techno log ica I 

expertise will also depend upon their organizational 

structure and the relations between the parent company 

and its subsidiaries. Perlmutter has distinguished three 

stages of management evolution of the mult:i.nati.ont.l L 

company (Perlmutter 1969). The 'ethnocentric organisation 

is one where minimum of · autonomy is allowed to 

subsidiaries. A polycentric organisation recognises that 

local situations are different from those faced by trw 

parent company and in other subsidiaries. Rather mon .. ! 

autonomy of decision taking is allowed advice :i .~t 

offered rather than commands given. 

In Perlmutter's view, the mo$t desirable pattern or 

activities is that which he classified as 'geo~~ritric'. A 

geocentric company is characterized by two features. 

First, the top management in all its operations is truly 

international. Second, all activities are closely co· 

ordinated, and there is fullest possible interchange al· 

knowledge throughout the world. 

Finally, the international transmission will be 

influenced by the structure of competi.tion facing the 

investing and the host countries. Several writers (Hyrnet 



1960, Kindleberger 1969) have emphasised that the moden1 

multinational company is primarily a vehicle for transfc: r· 

of entrepreneurial talent rather than financial. 

resources. That the impetus to foreign direct investmenL 

arises largely from the desire to exploit an economic 

advantage which a firm has over its competitors - or i 11 

the case of a following rather than a leading firm, from 

the need to protect its market position. 



1.3 Foreign Investment Among Peveloping Coyntries 

The multinational corporations (MNC) are an industrial 

system nurtured by the international cond:i. t. iorH> 

especially in the US and western countries after tho:\ 

second world war. 'l'hL.! ~p:owt11 ol MNCu il(..lvc bcc:n u•1 

spectacular that world trade mechanism was expected to b·.~ 

replaced by MNC expansion. 

The international trade theory more frequently dealL 

with the movement of commodities and production factor:.! 

through the MNC framework. Althoug~ the MNCs originated 

in the strong advanced market economies, firms from a 

number of developing countries have been. i.ncreasing their 

overseas direct investment, signalling the initial stag•: 

of multinational operations in the wake of expanded 

O;J x p o :r l: f4 a n d (): n h eUI cHH~ -L n d 11 n t: r i ;.\ J :i o ;i 1-, i on . 'I' h :i , .. cl w o Y I d 

multinational ism, a contradiction in terms until 

recently, is now a serious force in the development. 

process. Especially firms from Asian NICs (newly 

industrialised countries) are increasingly making foreign 
/ 

direct investment - a phenomenon Vern Terspetra calls 

the Asian Challenge ' Present theories on Foreign DirecL 

Investment are based on anlyses of advanced countries' 

Foreign Direct Investment behaviour, especially the finn: .. : 

of US. The developing countries' Foreign DirecL 

Investment, however, differ from advanced countries' 

Foreign Direct Investment because the special conditions 

of the home market do not seem to play an important ro·l·.: 

in generating advantages that the advanced co·untry 'MNC 



exploit. It is therefore doubtful that these theories can 

explain Foreign Direct Investment behaviour of Less 

Developed Countries firms, whose political, social and 

economic environments are not similar to MNCs' based on· 

advanced countries. 
' 

Existing theories of Foreign Direct Investment start with 

an assumption that a multinational firm operating in •'l 

fc)reign country is faced with certain additional cost..:: . -

that local competitor is not. These costs arise fro111 

cultural, legal, institutional and linguistic 

differences, lack of knowledge of local mark.e 1. 

aonditions, increased expense for communication and tbn 

possibility of misunderstanding because of operating fro111 

a distance. The MNCs must also bear additional cost::: 

caused by discriminatory attitude towards them borne out 

of the host country's nationalist fervour. So, for 

ahroad must have some <1dvantage that :i.t:f.l 

competititors do not have. 

/ 

So the first principle of the Foreign Dir~6~-InvestmenL 

theory is that to be exploitable these advantages must b·~ 

at least in part specific to the firm and readi)y 

transferable within the firm and across distance -(Dunning 

1970). This is a necessary but not sufficient condition. 

The firm could exploit its advantage by producing at home 

and exporting or by licensl.ng a foreign prod1,1Cer. '.l'o 

explain the choice of foreign direct investment over 



to take into account internalization and locati9n 

specific· factors such as relative costs of production, 
'· 

trad~ barriers, market characteristics and the like. 

This. theory is not sufficient: to explain, the developin~J 

been suggested to complement the insufficiency oL 

existing theory (Dunning 1970) . This approach views the 

internationalization· of developing count~y firms simp1 y 

as a technology gap model or as a stage in the product 

life cycle. Countries can be ranked according to when 

thc~y firsl·. produced a particular product. 'The countrieH 

cu1~rently tndt1ufactu:cing the product export tl'l~:~ 'pcackin·1· 

order' to those countries that do not yet have plants LO\: 

produce that product. Not only might the source • o L 

exports in world trade move down that order as a product.. 

matures, but the source of foreign investment mighl. 

follow. a similar pattern. This approach is based on UH! 

availability of technology plus. the diference in 

production costs. 

Along with the pecking order approach, there is .. 1 

contentj.on that Foreign Direct Investment from developi.n~ 

countries tends to flow from newly industrialized 

countries to poorer LDCS. In particular Wells cont:endc: 

that firms in NICS have acquired technology fro111 

industrial countries and adapted it to the special need:: 

of their home ~ark:ets(Wells 1981) When products are 

later demanded in sufficient quantities in poorer 

.count1:'i@~, ~h@ p:t=©.sj.ili§t:i©ft §ifc§ 1§ §J'J.i-f€-@@ .€-~ f~t~fOJ§,''~ · 
··' 



countries from NICs. Wells points out several 

characteristics in the internationalization of lessl 

developed countries corporations. First, potential buyers 

do not ha~'ve the information about the manufacturing 
I 

technologies of less developed countries corporations 

because they. tend to be less well known thar+ advanced 

country firms. Secondly, firm technologies are often not 

patent-ed. 'I'hirdly, the less developed <;::ountries f ir111~; 
iii· 
t' 

mana~-ers and technicians are not .as qualiU.ed. ,., 
+ 

'I'he. ~nalysis of MNC in Latin America and Asia justi.fiew 

direcl: investment flow which suggests increas in~1 

investment among those countries. Agrawal ( Agrawal 1971} 

also found that most Indian FDis is in Asia and Africa. 

Dunning (Dunning 1970) has explained the emergence oJ 

Less Developed Countries multinationals by reference to 

his eclectic theory of. inte:r.national production. H.-: 

postulates that the propensity of a country's firm fo1· 
/' ...... 

engaging in Foreign Direct Investment is dete-rmined by 

ownership, internalization and locational advantage:'; 

that are available to them, as compared to firms of other 

countries. 

1.4 Foreign Investment for ~ndia 

'I'he above analysis takes into account two major aspects 

of Foreign Direct Investment. Both aspects are of greaL 

significance in the· Indian context. India is goin~1 



through a transition phase. It is going global. It need~ 

technol-ogy along with foreign investment. This way tlv: 

;;tspect of technology transfer becomes important. 

Simultaneously India needs a technology which l
' ,., .. 

suitable to its local conditions. These local conditions 

are clearer to those of newly industrialised countries. 

So Foreign investment from these countries have greatet· 

implication for India. This way the secon~ aspect assumes 

significance. 
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C H A P T E R II 

Foreig-n Direct: InvestP\ent. 

Some Theoretical I~sues 

INTRODUCTION 

The increasing onus· on foreign direct investment as a 

world economic phenomenon, is of a very' recent origin. 

·:'The changing· world order and a wave of sweeping·· economic, 

·~'reform~, have quickened the pace of structuraL ·adjustme~t' 

' ·~ . 

in. p:r:-od~ction via direct foreign investment. 
. ·: ' 

'l'oo ·. muct1 
,. . 

~reliance WAS placed upon debt finance in the l970a,; 

particularly short term debt. The argument runs, that a 

form of foreign exchange has proven highly unpredictable 

both in its servicing obligations and its gross inflow tc1 

the developing countries. Therefore, its future is . very 

much in doubt, with the exception of those creditworthy 

countries who underborrowed in the past (e.g. India,· 

Malaysia) as commercial banks attempt to restructure 

their portfolio management in response to the adverse 

experience of post 1981 period(He.ileiner 1991). 

Foreign Direct Investment has got a very crucial role to 

play in the development process of underdevelope~ and 

developing countries which are constantly in need of 

money capital, management skill and technical know-how. 

Sometimes even if the investment is of a small amount it 



may help in breaking a bottleneck and create a whole new 

beginning. In fact direct private foreign investment has 

been fairly concentrated in the developing countries. 

Less than thirty middle-income countries account for over 

ninety percent of total direct foreign investment. Within 

this group, Brazil and Mexico, joined recently by 

Singapore and Malaysia, dominate the figures. Over 60 

percent went to these countries (Streeten 1991). 

It is well known that foreign enterprise can greatly 

capital, of a team of skilled men and access to foreign 

markets. It can transmit the latest products and 

technology to the host country and can encourage tbt:; 

growt;:h of: a rnlmb~:n~ bf <ulc:i.1l<.n:·y douiQtJtJ.c c::nl:<'j):a.-p~~·is¢t..l. 1.1. 

can create j cbs and earn foreign exchange as also 

-contribute to tax revenue. It can therefore reauce 

country's dependence on imports and increase its capacity 

to export. 
, 

The high degree of concentration of Foreign Direct 

Investment flows to only a small number of countries. 

This may change in the coming decade as other developing 

countries cont 1.nue to enhance their overall busilh::::~ u 

climate (Pfepperm~.mn l99J). Now more a.nd more developing 

countries are understanding the need and usefulness of 

foreign investment. But here one must remember that to 

attract foreign investment, the business climate in the 

country should be fairly bouyant and prom.ied.:n~. 'l'ni$ is 



because foreign investment almost always follows a 

country's success, it rarely leads it. In case of a. 

depressed business climate in a coun.try, foreign 

investment cannot be expected, It implies that developinq 

countries should look to foreign equity as a source of 

growth until local business sector has shown stron9 

evidence of profitability (Pfeppermann 1991) 

Another important factor affecting foreign investment i.'> 

the presence of a sound infrastructure and in thin 

respect the spending priorities; of the host country play 

a very crucial role. Fpreign investors prefer 

countries where not only facilities for busines~; 

enterprise are good but also out of factory facilities 

like banking, transport are excellent. 

In view of aforesaid reasons for advocating foreign 

investment, governments in developing countries are unde1· 

considerable pressure to undertake major pol icy reforlli!J 

to attract foreign investment. By now there has been 

enough experience with this. form of international 

economic interaction. It is now possible t.o anticipaL.:~ 

some of the problems that will arise if there is.to be " 

significant policy shift back to it. Particularly 

relevant when every developing country is at the same 

time being urged to expand · its exports based on the 

experience of expo:r·t oriented direct foreign investment. 

(Heileiner. 199~) . 



It is therefore pertinent to discuss some of· ·the 
' ~' 

·: theoretical issues regarding Foreign Direct Investment···' 

2.2 DIRECT AND PORTFOLIO INVESTMENT: 

We now illustrate the main distinguishing feature ot 

_Direct and Portfolio investment. Direcl. 

investment implies the investing unit, .. purchaser.! 
·" 

the power to exert some kind of control over 4 .• th~ 
.,:,; .. ·. 

decir:Jion making process of invested in unit I 

which if.:~ not the . case with portJ:olio investment. 

This suggests that other than money capital, so1m~ 

other kind of investment takes place as well. It may be 

informal managerial guidance or technical know--how. On 

the other hand it would incorporate the dissemination of 

valuable knowledge and entrepreneurship in the form or 
research and development, production technology, 

marketing skills and manageri~l expertise none of which 

usually accompan:l:es direct investment_ oz:e interesting 

. implication of this difference is that while portfolio 

capital will normally move to those sectors within tlw 

recipient country (which as revealed by th(~ 

profitability, have a comparative advantage over the 

counterparts in the investing country) 1 in the case o.l' 

direct investment capital, it will. flow to thos8. 

industries in which the investing country (~~·leasl 

initially) has the comparative advantage, but which it is 

possible for the recipient country to gain (Dunning 



197 0) : Portfolio capital is mainly supplied by 

individuals and institutions to different foreiq11' 

individuals and institutions. via the mechanism of th•::~ 
I 

capital market. Di:r:ect investment {except where the 

purchase or part purchase of an existing enterprise J tl 

involved) may be accomplished without any. change .i11 

ownership at al.L. Essentially, it represents vertical 01~ 

horizontal geographical extension of a firm' f> 

activities.They must be viewed in the light of itH 

overall objectives of· which the expected profit rate oL 

new offshoots may be only one (Dunningh 1970). 

It used to be thought that major difference between 

portfolio and direct investment was that 

investment involved control, whereas portfolio·investment:. 

did not. Control was taken as 100.,95,51 or 49 percenl 

ownership of the equity of a foreign corporation. Or 

control was thought of in decision making terms. This 

meant that head offic~ made decisions r~speqting foreig0. 
. . ' ·. ~ .. -- ........... ~... ·.. :.: ~; .. . 

operations, within a clearly laidout scheme, on·. such 

questions as choice of a top personell, new productr;;, 

capital budgeting, research and development and dividend 

policy. But direct investment was a capital ~ovement 

combined with control and perhaps other elements such ·aB 

tl.lchnoJosJY. 

It was thought that direct investment often did not:. 

involve capital movement. A firm would unde:r:·tak.(! 



i~w·e~tment abroad, once the investment became profitable. 
-~~~- ' 

M,¥retlyer, it grew from local borrowing and reinvested 

·.ft. . 
p~rofits. Direct investment represented not so much an 

international capital movement as capital format.ion 

tindertaken abroad. 

:A.ccording to another theory direct investment was like 

gambling. A 'firm invests abroad and tries to make a 

fortune out of it. From the earnings half lS reinvested 

just as a gambler leaves his winnings on the table. So 

direct investwent comes close to the last stage in 

technological cycle. 11 First comes production (domestic), 

then exports e:md when imitation abroad is about to 

overtake the COf!lpany takes up production abroad (Kindle. 

berger 1976), 

Defensive Investment: The concept of Defensive Investment 

by Alexander Lamfalussy suggests that some investment. 

with reference to domestic capital formation is motivated· 

not by the desire to make profits but in order to avoid 

loss. The marginal rate of return on this·· investment is 

equal to any other measure from the expected loss to low 

profit. By the underlying logic it is better to enter a 

market with a low expected profit than to get pushed out 

of it altogether. So it is the growing markets and not 

profits that govern the flow of direct investment. 

Therefore it may be observed that direct investment is 

rnelre likely to promote economic growth 'than p0rt-f.eli0 
}. ,, 
fhvestm~nt. 'l'h;i .. ~ iii$ b~©!fil'!J..@~ it t.~n4§ tl? ~s: O§J?.f>@!l~f'~~~d ifl: ' . . ' 



in the dynamic and technologically advanced sectors where 

the k:now.Led~Je content of the investing firm are super:i.o1·' 

to that of local c9mpetitors (Dunning·1970). Since direct 

investment transfers capital, te'chnology and management 

:f.: rom t h ~; co u n t .t: :i. e s w .h e r e t hey a r e a b u n d a n L t. o L h ,, 

countries where they are scarce, it is evident that. 

efficj,.ency has been increased and Pareto optimality 

achieved (Kindleberger 1976) .Apart from this there are· 

also possibilities of dynamic gains namely of traininsJ 

workers, or stimulat-ing savings and ca.pi tal format ion 

through private and governmental increases in income. 

Along with all these positive aspects of direct 

.tnv<'~:,>l:nKlDL l:IHc:::1·c ·~·r•:: .1·1uu •;.~lhlll<.:: .. :.::,l ur: .blocking gn:>wl:.h. Th~o~ 

foreign firms may be content to lose a little in order to 

ensure that no other company in the same field emerge. 

All compani.es are of inefficient si.ze. None can break ouL 

of 'the mould and start a process of growth. The Seven 

refrigerator companies in the United Stc.tL.es of Ame:ci.c,,, 

reproduce themselves in Canada, which has one-tenth ol 

the population of the home country. In Latin America, 

there are too many, too small, high cost companies in the 

automobile field in Argentina, Brazil and Chile 

(Kindleberger 1976)." So in the above discussion· it. can 

be concluded that direct i.hVGlstm@nt with ;i,t;g; dynt?lnd ~; 

character is more likely to promote world economic 

growth rather than portfolio invesment. 
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The precarious condition of the global financial syste111 

has generated a wide range of suggestions for reforms I 

and continuing advocacy of 'adjustment' for tht:! 

structural re1°orms in production. This relates to 

traditional approach of foreign direct investment. 

Foreign direct investment can help a great deal in the 

devellopment process of developing countries. Qui tc 

recently 1 at the Western Ecqnomic Summit Conference in· 

London this new conventional wisdom was expressed again 

as the leaders expressed.interest in 

" ... encouraging the flow of long-term direct investment: 

there is· need for industrial countries to make thei.r:· 

markets more open for the exports of developing 

coun.t:-Ties. So these countries can .· help themselves by 
1/,r 

encourc.tg1ng invt~l::iLtnents Lr.om the indu~;:~l:.:t:'.iuJ.ik1ll'ld count.:ri-.::tl 

/ 

/ (Heiloint:clr· 1991)." 
. I b .... ,_, .; • 

Foreign investment in developing country can,play a very 
'. t-' 
~ 

crucial role even if in a amall amount in s~me-cases.It 
~\ 

contributes to a missing component or has a spread effect 

on the rest of the economy in technology generation I 

umployment creation 

role of tra~snational corporations in the developmenL 

pr·ocess, has been given ita due importance in recent. 
. I I 

• I ·-

\-_\ ' ; 



times. Hostility to it by host government has been 

greatly reduced and replaced by an eagerness and an 

understanding on both sides. The number of transnationals 

and with it cornpet'ition among them has increased, and .-, 

desperate need for foreign exchange resulting from tlw 

debt crisis. The fact that paym~nts are linked to ability 

to pay, together with growing .t'eluctance by the banks Ln 

expose themselves further have made the developin~J 

countries more welcome to foreign direct investment. 

countries that they should not be concerned about 

the fact that transnational corporations (Transnational 

Corporations) took out more capital than they put in. Tr11: 

onset of the debt crisis, with a sharp constriction o L 

non-equity flows greatly enhanced the attractiveness o1: 

foreign direct investment as sources of finance per se, a 

role which was fairly minor bef.ore 1985 UN CTC 1 9 8 8 ) . 

Another factor worth mentioning is that thouglt 
/ 

Transnational cdrporations are the maj 6r·-·.di.rect and 

indirect employers in the world market economies, 

their share of total employment is small, and many of the 

questions that arise here fall under other issues lik(~ 

choice of L:echnology, :i.tnpact on local entrepreneurshi fl 

and linkages. Thus the analysis of TNC employment issues 

per se has been relatively neglected. The transfer of 

skills through training is a potentially valuable 

co.-nt.ribution of 'J~:t:atll13li'lat:.ional c.~;n·porations t.o tb.e 



developing countries (UNC"rC 1988) . However evidence on 

the net contribution or 'l'ransnationG~l CorporationF.l iu 

that area is extremely limited. 

The promotion of exports is a contribution that most. 

developing countries expect from foreign direct 

investment, and these firms have played a major role in 

expanding manufactured export from a numb~r of bases. The • 

g1:·owth of offshore iH.n::iembly of t"llectro.n;i.c c-~omponents and 

other ite~s requiring cheap semi-skilled labour di~ 

contribute significantly to export earnings and 

employment.' This was lind ted to a small number ot 

countries. At this time, Transnational Corpor·c:lti.on::~ 

greatly increased their exports of more complex productfJ 

from established operations in larger developing 

countries reflecting the latter's growth in skills and 

capabilities· as well as low wages. In overall terms, 

exports by foreign affiliates rise over time as " 

percentage of world trade and often 'as a share of th•: 

hont country's total exports. Earlier there .. were fearn 

that automation would lead to a :cel:renchlllt:!l\t of W<):t'J~•:'I'il 

in the developing countries. Comparative advantag·'~ 

were not borne out by the vigorous export perfo.:r:mance ol' 

the foreign affiliates. 

. f 

There is little doubt. that Transnational Corporations ca~ 

malce an important net contribution to export promotion 

given a conducive policy environment ) . Host country.wit.h 

resourcr::s ( 1 i. ke cheap labour) can be 



complemented by elements provided by Transnational 

Corporations. For example I the marketing of expo:rt£>, 

requires an establ,ished network of vertically integrated· 

facilities across countries 1 or powerful brand names.· or 

when prod\:~ction involves easily u:·ansferred proprietary 

inpuLa or knowledge. 
,'JiJlcr;) to:re.i'i3n di1:ec;t inveFJtmenL flows ·tend to be· 

dominated by l<·;u::gt; ol igopolis l: ic f inns, especially into 

the small ma:r;·kets of developing countries I concern is 

raised regarding thei~ effects on local m~rket structure 

and competition. These .firms can have many types of 

linkages with local firms. The most important dirucL 

linkages are those established with local suppliers ol 

parts 1 con1ponents and services. Apart from direcL>' 

linkages 1 there can be various indirect linkages wi tl\ · 

local competitors. Beneficial linkages may include the· 

spill over of skills and efficiency to local firms pa~tl~ 

from e.xternalities created in the form of training and 

technical efforts which leak out an~.- partly fr()m 

increasing competitive pres.sures on local firms in the 

product and factor markets. 

From the above discussion we can see that, with a. right 

kind of policy fr.aJ11ework and efficient infrastructure I 

foreign direct investment can play a pivotal role in the 

development process of developing and underdeveloped 

countries. 



2.4 FOREIG~ DIRECT INVESTMENT AND TECHNOLOGY TRANSFER 

Technology development can be defined to encompass an. 

enormous variety pf activities. Industrial technology 

development can be classified inLo following four 

categories. 

In the sense that technology is simply the knowledge oL 
l 

how to carry Ol.!t manufacturing activity.' The setting up 

of a new assembly activity in a developing country can be 

said to transfer some new knowledge and thereby 

contribute to the technology of the host o.ount:r,·y. t<'l;'OIII 

this elementary stage, technology. development. c.:att 

progress to the knowledge of imported technologies i.n 

increasingly sophi~ticated industries. ·The gaining of 

such operating knowledge can be termed as · 'know-tlow' . 

This will include not only the assimilation· of imported 

techniques but also quality control, imported planL 

layout and production practices, slight modification· to 

equipment and tooling and so ~n. It is well accepted now 

:that the aquisition of 'know-how' even in" the"'~context of 

imported technology is real and significant source ol .. 

technological progress in LDCs (Katz 1978). 

The next stage of technology development involves 

understanding of the nature of underlying process and. 

product technologies. This leads to their substantial. 

adaptation, improvement and even replacement by. new 

processess or products. This process can be termed as 

··know-why' capabilities. Such technology developmen~ 
I . 



arises partly as a natural extension and deepening ol' 

know-how capabilities. Such technology development aris~~~ 

partly a.s a result of concious efforts to develop, 

design, t~sting pilot plant and similar activities. 

Know-why development is followed by applied research, tht:~ 

a~plication of given scientific knowledge to the process 

of commercial innovation. The final stage of technology 

• 

development within industry comprises the ability to 

u n de r l: a k e b a s i c s c i. c: n t i t i c r e s e a r c h p u s h i n g b a c k t: h '.~ 

f ron t J tn· s o :f k n ow) e d!] <~ w :L t h o u l: n:1 £) d r d t o s p e c i f J. ';.~ 

commercial application. . '. 

The contribution of MNCs to 
>:~, 

I 
technology development. · 1n 

host LDCs can take place at any or all of thes.e level::; 

(Lall 1985). A positive effect at any level may co-exist. 
~' I ' . 

with a negative effect at another. 

The demand of developing countries for techniques 
.. ·:- ~· 

developed in adv-anced countries remains strong ... _ .De:velope.:~l 

countries' pattern of development is tied to the.i.1· 

technologies and in as much as developing countries try 

to adopt similar patterns of production and con$umption, 

technology transfer becomes 'indispensable to their 

efforts (Mingrann 1981). Developing countries see 

technology transfer as an ideal way of creating 
J'" .. 

independent development capacity and want not only the 



capabilities (OECB Report 1981) 

In. the past, foreign direct investment has been a means, 

for the transfer of technology. But the technology so 

transterred is frequently unsuited to the requirements 

because they are developed for industrialised countries. 

There is also some evidence to show that the averagt! 

manufacturing is higher than that of local firms. 

the medium of technology transfer, there has been a 

have successfully transferred technolOS:JY, yet in otlwr:J 

there have been problems and failures. The success ol 

transfer of technology through new forms of investment:. 

was dependent on the host country's policies. This 1.s 

particularly true on the level of technologi,caJ. 

development in the receiving country and the developed 

country firm's willingness to 'share rents and know-how ,...- ~ . 

with the local firms. It also depended on the host 

country's mark~t, the extent of oligopolistic inter-firm 

competition and the growth potential of the host country. 

Almost all newly independent developing countries havr! 

and other new 

investment in order to encourage for~ign technology and 

know-how. At the same time they try to retain control 

over the investment decisions for example, the rapid 



technological advance through new forms of investment can 

be seen in the case of South Korea (Bohn-Young, Koo 

1984) 

Another factor that influence the flow of the foreign 

technology the level of technological development in thr! 

host country. For example technologically advanced 

countrie~-like Xorea successfully transferred technology 

through joint ventures, licencing and turnkey contracts, 

while others like Algeria, Malaysia and Peru which were: 

.technologically less advanced, encountered nurnerou£; 

difficulties. Local firms used licensing on their own 

jnitiative to acquire the foreign technology and through 

it were able to incorporate most recent: technologicE.l L 

advances. 

2.5 RELEVENCE OF ECLECTIC THEORY 

Theoretical dj.scussion on the foreign direct investment 

at present is dominated b y the eclectic theory of 

international production. According to t-his :theory 

Foreign Direct Investment is a function of ownershj"p, 

internalization and locational advantages (Aggarwal 

1 9 9 1 ) . 0 w n e r· s b i p ad van t age s r e f e r t o i n v i s i b l e s 1 i k c~~ 

proprietry technology, patented trade marks, controls on 

market entry etc. Further, ~hese advantages should yield 
..... ~ ·. 

greater benefits to the investors through 

interna.lL~ation thew t.h.t:m.t9h out:.d.glll: uule. I•'iru.d.ly, U\•! 

ho~t: coJ..~n~;:ry mu.§t;. £1f.f.t;1=' lO.f19-~~,@;11gi aQ.-vCl.nta.g~~ like lowe( .. 
f • 



country of the investors to attract foreign direct 

investment. In the absence of any of these three factors 

a f i-r.·m will try to' serve a foreign market through exporUl 

or simply shun the market. 

This theory is deduced from the experience of foreign 

invescment -~ehaviour of those developed country's 

investors who have already acted as multinational 

producers and sellers of goods and services for a 

international business (.Aggarwa 1 19 91) . According to th~~ 

eclectic theory a firm must have at least one-ownership 

specific advar1tage over its competitor in a 
•' 

foreig11 . •· . 
country in o.cder to invest 

sorts of ownership specific advantages accrue in to t~e 

deveJ oped country's multinationals because of their 

larger size and more investment in R&D activities leadin~1 

to more patents and trademarks. Size also helps a firm to 
• ! 

have greater control over the market. ''Less ... Developed 

Countries firms due to their smaller sizes cannot take up 

R&D activities on a big scale and hence lack patents .oJ· 

even unpatent~d know-how and also lack renowned 

tradema~ks which could give them an edge over their 

foreign competitors. As a result, big firms certainly 

have an edge over their counterparts from the developing 

world. There are only a f(;!w companies l ikt.::l the F'i l ipino 

Brewer Son Mighol; F & N of Singapore; Inca Kola of ~eru 



or Pa.rle Confectioners of India which have been able to 

build an international brand name and take advantage of 

it in promoting their forej.gn direct investments (Dunning 

J.SJ81) . BuL .i.nv~,:;rJLoru from developJ.nu count ci.(;:~3 l"H~V(~ att 

many respect.s. r .... ess Developed Countries firms are active 

in goods produced with mature and standardized techniques 

which they have not only learned but also adopted to the' 

local climate and social conditions. This gives them an 

mulLitwtionals (As.Jgu.cwi:d. 1991) .'The optimum size of firn\8 

established by Less Developed Countries investors is 

smaJle:r. and more suited to the smaller rna.rl<.ets ol' 

d~velop~ng countries. Ancth~r advantMge ot ~esa Develope~ . . 
Countr les t irtn lic:s in t:hr-.: iac:L LhaL llk.ttli:.t<::Jers 1' cotn Llic~ 

l::tmctller home marl<et:s and are also prepared to work at:. 

lower salaries than managers from developed countries. 

/" 

The second condition of the eclectic theory···say-··that t.he 
.•1;,, . 

exploitation of ownership-specific advantages thro~gh 

foreign direct investment should be more profitable for 

the owner of these advantages than their .di-1·ect or 

indirect sale. But local entrepreneurs are nor.. always 

prepared to take on the risk of a new el).terprise 

due to lack of managerial knowhow. This aspect of the 

market is probably the most important factor behind thr:i 

~ifi-il1~@·_il;fi:9:ill.-:ii..Z~lt-~-Pfll §:IF. P~~&.t#e(~,~"i'i':-&1 Jl5-~Jl§lW.::~r.i ii-N f-1:-Piii¥~ ·P~ t'.l}{i; 



newly industrialised pountries. Though it is not of their 

own creation it helps them to promote their awn foreign 

direct investment instead of expor·ts of their goods .:ind 

services to lesser developed countries (Aggarwal 1991). 

The third postulate of the eclectic theory states that". 

t: ill:~ host country mw:;t posse::.1s on.e o:r more locationa L 

advantager:> over ·the home cmmtry of foreign investor. 

Locational advantages may b~ direct i.e. a country may be 

lwvin~J 13011K: eJ ement.n of its economy which might attract. 

be an .indirect result of the disadvantages in the hom·:~ 

country of an investor. Direct advantages might arise 

from fiscal incentives, import protection, large or 

growing domestib markets, natural resources or low.cosL 

lc.~bour where indi:~:·c:;;cl·. advantages may be caused by 

restrictions on monopolistic practices, environmental 

regulations or market saturation in the home country ot ... 
. ": ... 

the investors. 

Howeve:c it must be remembered that the eclectic theory· 

was conceived for Foreign Direct Investment by private 

firms, whereas some third world multinationals, as in 

case of India, are owned by the government. Such case~> 

fall out of the purview of tl1e eclectl' c th ,-eory o.: 

international production. 



In the· last one decade or so the multinationaJ 

enterprises Of dE?Veloping COUntries have gained in 

importance d:ue to the fast expansion of their activities, 

particularly ·'the expansion of investment within south. In 

fact south·- south investments exceeded expectations. In 
. 

t~e beginning many fears were raised about thejr 

capabilities. Later 1 however I parallel to the changing 

attitudes of developing countries towards foreign 

investments and general activities of multinationaL 

enterprises, they attracted more and more attention. Now 

naturally developing. ~ountries are seeking ways and. mean!J 

to promote this kind of co-operation. 

Multinational enterprises have become the most important . . 

economtc entitfes in the twentieth century. Why? As 

' Rugman has put it 11 In a perfect market situation, free 

trade would be the most efficient ,neans of servicing 
·1 

markets abroad. However given the many barJ;.i_ers to trade' 

presently affecting the market, multinational ente:rprisetl 

are a necessary alternative. The ability of multinational. 

enterprises to create internal market enables them to 

_bypass the barriers to trade (Rugman 1985) . 11 

advantages and country specific advantages become . th~ 

most important factors leading to the expansion of 

multinqtional f-irms. It was therefore f.ormea .. in ordv;r. ,to 



exploit in the .most advantageous way firm specific 

advantage~. They materialise country specific advantages, 

either that· of a country of origin or of those countries 

' in which they operate. Internalizing· advantages mean not:. 

giving them' away free through market mechanisms 

(minimizing ·.transaction costs). On the other hand, 

multinational (;nterprises' of developin.g countries ar··! 

also a part o:f the defensive reaction of thei.1· 

governments vis-a-vis the activities of transnational 

enterprises on their markets (SvetU.cic 1991). Latel:- r3ucll 

defensive strategy was enriched by active strdtegy, 

meaning pqsitive implementation of the benefits of 

1nternationalization of production of thc.d.r own compan:ie~J 

and multinational companies of developing countries. 

It is believed that mu~tinationals from developinq 

countries apply more adapted Labour-intensive t~chnology. 

That they rely more on local inputs and thus have a 

. posit'iy~ balance of ·payment contribution. Their export: 
,< 

ratio. is'· simila,r or):ligher to that of transnational 

companies from industrialised countries and that they 

prefer joint ventures that imply more sharing of 

managerial and other firm specific advantage~ ~Svetlicic 

1991). 'rhis has proved to be very important in many 

developing countries. The package of services offered by 

multinational enterprises of developing countries seem to 

be well suited to the factor endowments of many 



A consider.able attention is being paid to the foreign 

di~ect investment .flows from developing market economies 

such as Argentinq~., Brazil, India and among them mon: 

developed countries like Hong Kong, Singapore, Republic 

of Korea and Taiwan in other developing countries. OL 

late _____ snme- o±l producing countries like. Kl1wai t, Saudi 

Arabia or UAE have invested significant capital abroad 

but these investments are mostly through the aqui.sit:ion 

of- equity or portfolio intel~ests without any act.ivc: 

concerned .. 

Data ·on foreign· direct investments from developing 

countries are very scarce because only a few of them 

(e.g.India) publish figures on outflow of foreign direct 

investments and a few others (e.g.Indonesia) on inflows 

of for7ign direct investments (Aggarwal 1991). The 

largest investors in Asia were Hong;/~ong, 
"'··-

Korea, 

Phillipines and Singapore; . ' and in Latin America 

Argentina, Brazil, Mexico and Venezuela. The largest host 

countries are Indonesia, Hong Kong and Thailand in AsL:1 

and Brazil, Columbia and Ecuador in Latin America. 

An important characteristic of these multinationals .i tl 

that·they generally invest in neighbouring countries with 

sizeable population of similar ethnic and cultural 



cultural similarity assures the invest:ors of an elas t:.i c 

local supply of personell which suit their tastes and can 

be trained for managerial and technical jobs. Invest:i.ng 

' :Ln fa.r away countrieli3 with different economic, cultural 

and -political conditions demands very high level ol. 

informations and managerial costs and hence is uu.cmaLLy 

avoided ·by developing co1.mtries although there are 

exceptions to this. 

Questions must nevertheless be asked about the eff.icacy 

of the suggested new reliance upon ,direct foreig.n 

investment. By now there has been enough experience with 

t~his fo:r:m of internat:ional economic interaction that. j t: 

may be possible to anticipate some of the prob:)..ems 'that 

will arise if _there is a significant policy shift ba~~

Particularly relevant when every developing country is at 

the same time being urged to expand its exports. This th«=~ 

experience with export oriented direct foreigr1 

investment. 
, .. . --( 

2.7 The Present Study ·"-· .-. 
.·r;l .. .;. .... 

The issues that have been raised above are significant 

for a developing country. Among th(-:!~:~e isrn.tei:J a t:ew th<'i\l 

Intra-lJess Developed Countries investment; 2) Foreigr 

Direct Investment and technology transfer. 3) Foreigr 

Direct Investment and capital formation. The emergin~ 

trends in the inVf':fflt~m@nt;; f:t:§m t:J@Ytbq.::p;l~~ !~f=d,~ j,n Jndi" 



highlight growing trends in int:ca··LeEJs Developed 

Countries trade.· Technological dollaboration is qn~ ·way 

of importing technology. A study of the growth of 

technical collabo;ration approvals from Southeast .Asi~l · 

will throw some light on technology transfer and foreig.:l 

direct investment. 'fhe issue of capital formation can b~~ 

dealt with if the level of participation is known, which 

in case of this study is attempted. 

It is not possible to address to ~.1ll the importanL 

issues related to the problem of foreign direct 

investment both due to the limited scope of the study and 

other constraints. First of all,the study focuses on the 

foreign direct investment fro~ the South East Asia only 

and not on all the Fo~.reign Direct Investm,:ent that. i::J 

coming to India. Given the trends in the world economy 

and Indian economy's globalisation efforts, the choice of 

this region becomes natural. This is the area which hau 

given a new meaning to development problem and has proveJ 

the feasibility of the model that we are now·adopting in 

our economic policy. 'The Foreign Direct Investment from 

South Ea:::~t Asia to India 1 wi 11 br,:; a class :i.e example or 
· 'Intra LDCS 1 Foreign Direct Investment 1 which is now d 

growing phenomenon. In this context also, the choice ot: 

South.East Asia assumes special significance. 

Th~ study focuses on understanding the trends and 

pa~~-~na in tinane~al and teohn~sal ee11a~Grat1ens,1G 

identifies the approvals from the point of v:j.ew of the 



industry. The extent of :foreign ownership, country ot 

collaboration, nature of ind4stry, the am6unt of capital 

formation is studied. It also makes an attempt to analys.:.~. · 
I 

the inflows so :as to identify the areas lagging ·behind 

and relationship betwen the inflows and policy. . ' . 

2.8 OBJECTIVES ~ 

The main objeccives of the study can be enumerated a~: 
·.,.'· 
>i'· 

follows 

1) To analyse the country-wise distribution and 

growth of; Foreign Investment Approvals. 

2) To analyse sector-wise distribution and growth oJ: 

Foreign Investment Approvals. 

3) To analyse the contribution of Foreign Investment 

Approvals in the capital formulation both a) 

countrywise and b)sectorwise. 

.../· 

4) TO analyse various aspects of Foreignc Investment 

Approvals and technology transfer. 

2.9 Data Base: 

Diverse sources of data are available on various aspects 

of foreign direct investment. But country-specific break· 

up of Foreign Direct Investment is rarely done. Indian 

Investment Centre publishes country-wise list of foreign 

collaboration approvals in India in· its monthly 

publication 'Newsletter' . All approvals are listed .from 



1988 to 1995. United Nations' Centre on Transnational 

Corporation has a publication on Foreign Direct· 

Investment and tec~nology transfer in India. 

2.10 METHODOLOGY 

Time periodcof the study is from 1988 to 199~. This is 

beca1.:rse prior to the liberalisation p,:cogramme 1 very 

nominal investment was there from that area. ·There iu 

virtually no collaboration approvals in the year 1990. So 

that yea:r is excluded from the study. Data is in the·form 

of a list of approval~ containing information about the 

country, sector, level of equity, nature ot 

collaboration,amount of investment. To obtain the 

yearwise data for· the analysis, simple 'addition of the 

individual approvals has been done. This way, sectorwise 

and countrywise. information can be had for di.fferenL 

years. The share ot various countxies in total investmenL 

'gives· the relative importance of the individual.· country, 

in that region. Simila.rly 1 share of various · secto.r·s in 

total :i.nvestment can be analysed. Another p;~rametel~ oF 

measuring the quality of investment from approvals is 

whether the range of investment is high or low. ·Overall 6 

ran~es have been mide and percentage of different range'~ 

approvals td total number of approvals pr6vides 

information about the strength of particular range. 

Analysis of technical collaboration is attempted. The 

analysis of the amount of capital formation is done by 



calculating the amount of capital formation usinq 

following index 

C.F. = I * 100 

X 

where C.F. = Amount of capital formation 

I Amount Invested 

X Percentage Equity Share. 

After calculating the amount of capital formation, the 

percentage figure of capital formation to amount invested 

is calculated. This gives us the Ratio of Capita I 

Formation to Amount Invested. 

' 2.11 ORGANISATION OF TH~ STUDY 

The first chapter includes introductory staement,issueu 

of technology tranfer, intra -less developed countries' 

investment and foreign investment for India. 

The secod chapter hints at theoretical issues of foreign 

direct investment; direct and portfolio/ investment·/ 

foreign direct inves.tment and technology transfer, 

relevence of eclectic theory and intra-less developed 

countries' in:vestment.It also includes objectives, data 

base and methodology. 

The third chapter is about analysis of financial. 

collaborations with Southeat Asia.The analysis shows the 

growth of financial collaborations w1.th Southeast Asia, 

their range-wise breakeup and their sector-wise analysis. 



The fourth chapter is about foreign collavorat ions,· . 
... 

technology transfer and capital formation. This c::hapter:: 

studies the growth of technical collaborations both 

country-wise and s~ctor-wise.It also studies the capital 

formation from foreign investment approvals both country-

wise and sector~wise. 

The fi£th chapter is about the conclusioris of the study 

and some suggest ions for the pol icy framework. of th~~ 

gove1~nmr:~nt. 
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CHAPTER III 
·========== 

FOREIGN FINANCIAL COLLBORATIONS WITH 

SOUTHEAST ASIA - A STUDY 

IN.TRODUCTION • ....L. 

:/· 
Joint ventures have now become the common form of private 

· ---foreign Tnvestment in contemporary developing countries. 

In achieving industrial growth at a faster rate, most of 

the these countries have II , ... ·.come to see that co-· 

operation with industrially developed countries for use 

ot their capital, their resources and their skill and 

experience is ~ore economic and ultimately quicker way of 

achieving industrialisation than to go it alone. 11 

(Friedman 1967) This chapter mainly deals with the causes 

and conseql}ences of financial collaboration in general 
' ~·· 

and specifically in case of India. 

rrhe basic idea underlying collaboration is partnership. 

In its wider sen.se foreign collabration ene.pmpasses any 

form of q continuing relationship between two or more 

national entities for a common economic end. In its 

narrower sense, it refers to the non-residents' 

participation in the ownership of an industrial venture. 

Broadly, therefore by foreign collaboration we refer to 

.the organic form of an enterprise in which there is a 

continuous profit-seeking relationship involving 

partnership or cooperative endeavour in pwnership and/or 
' 

production operation between entities of more . than one 



nationality for more than a very transitory period. The 

main feature of. financ·ial collaboration in contrast to 

solo-vent~re is p~iring of resident and non-residents and 
' 

consequent collaboration in risk taking and 

entrepreneurship. Now the ·question arises; why 

collaborations? The motive of collaborations should be 

exami-ned from the viewpoint of . both foreign as well as 

resident investors in the Indian context. 

m;ainly f t'OIIl 

manufacturig corporation The desire of a foreign 

corporation to undertake overseas investment in .01 

developing country like India has far deeper economic 

rationale than m~re profit ~aximisation from specific 

investment. This is because, dividends and royalty aside 

collaboration arrangements ensure exporting India of 

capital goods, raw materials and intermediate goods and 

such scarce commodities which the potential investor are 

interested in selling. Given the desire ,/1;:0 invest in 

India, what motivates foreign firms to seek financial 

collaboration? Obviously, there may be the compulsion 

arising from the governments hostility towards solo 

ventures. But this would have been less effective had not 

many foreign· firms realised the relative advantages of 

joint venture vis-a vis solo venture. Association of 

domestic investors with the enterprise helps foreign 

investor to mobilise the requisite domestic resources.For 

instance, in handling labour relations, a local partner 



is a helping factor. Local marketing and publicity 

re~uire local knowledge. Briefly stated,th~ motive of· 

foreign investor to set up joint venture has been mainly 
I 

to have a local intermediary through whom the 

inciqence of investment ris)c arising out of pecul.i<:n· 

. economic conditions can be minimised. Ultimately a 

foreign businessman must be prepared .'to change· his 

business attitude in conforming with the modernisation 

taking place in the host country. If he cannot, 11 he 

compounds his risk to the point of jeopardising his 

entire business relationship and in the long run he is 

helping to dig the grave of free enterprise concept 

whatever his immediate profits may be. 11 (Robinson 1964) . 

Now we turn our attention towards the motives of Indian 

collaborant [One who undergoes collaboration] Main 

reasons which may be specified were 

1) To meet the foreign exchange core of the project; 

/ 
/ 

2) To acquire technical know how of complex nature 
i 

and to ~nsure continuous and closer technical 

cooperation; and 

3) To acquire modern management knowhow that would 

raise efficiency. 

In the wake of limited foreign exchange resources Df the 

country, financial collaboration is considered as the 

expe-d:ia-nt- m.e-t;hod- G:f. fina<Heing~ E-he il'fi·~&Ft:- ~f @.§tl&if~~ 



goods. But apar~ from the reasons listed above, there may 

be other reasonp. For instance, association of foreign 

fi~ms in the ownership facilit,tes the use of well known 

brandnames and trademarks. It also helps the IndiiHI 

collaborant to raise the required capital, both 

equity and loan because association of international 

firms of repute in the ownership i,s regarded by 

investing public as a barometer of tbe security and 

soundness of investment, Financial collaborations are 

hence profitabl~ for both foreign firms as well as th8 

hosts, be it a new financial-collaboration or a converted 

one, that is its oymership structure by offering equity 

shares for non residents. With the liberalisation 

programme in 1991 India is moving fast in this direction, 

the effects and consqences of which we are going to 

discus$ in this chapter. 

3.2 OBJECTIVES 

Main objective of this study is to study /!:he financial 

collaborations taking place in India from Southeast Asian 

countries in te:c\lls of ncunber of financial colluborationo, 

amount involved and foreign equity. We intend to do thin 

by; 

1) Studying the country-wise break up of ·financial 

collaborations; and their growth pattern over 

time; 



2) Studying the sector-wise break up of financial 

collaborations and their growth pattern over 

ti~e;and by 

3) Studying the amount-wise range of financial 

collaborations for differnt years. 

3.3 Methodology and Analysis 

India Investment Centre publishes monthly magazine named 

Newsletter giving full details regarding foreign 

collaborations. Although in some cases data was 

inadequate but sufficient information could be extracted 

from it. From the available data we can explain the 

country-wise break up of financial collaborations with 

Southeast Asian countries from 1988 to 1995 with the 

exception of 1990 because there was virtually no 

investment in this turbulent year. 

3. 3a.. Growth Of Financial Collaboration from South E~.t: 

From Tables 1-7 we can see the pattern of financial 

collaborations, country- wise from Southeast Asia.The 

tables show the number· of financial collaboration 

approvals. This can be calculated by adding up all the 

approvals from variou~ issues of the Newalutta~. 

Similarly value of investment can also be calculated.The 

share of each country in terms of value of investment 

shows the relative importance of that country. Looking at 



tpese tables we can divide the time period into two 

phase~- the first from 1988 tb 1991 and the second phase· 

that is the post-l~beralisation period from 1992 to 1995. 

There has pe~n a quantum .jump in the number of financial 

collaborations approved from 1988 to 1995. From just 4 

approvals in 1988 and 5 each in 1989 and 1991, the number 

of approvals jumped to 75 in 1995. ·Total foreign 

investment from Southeast Asia which was a mere 94 lakh 

rupees went up to Rs. 14072. 95 lakh in 1992, Rs. 45020 

lakh in 1993, Rs. 36462.9 lakhs in 1994 and soared toRs. 

436093 lakh in 1995. This clearly shows the effects of 

liberalisation programme on financial collaborations. 

With the liberalis~tion progra~~e in July 1991 number of 

collaborations have increased manifolds and that goes to 

show the willingness of foreign entrepreneurs to invest 

in a newly liberalised India. 

Another important aspect 

the number of financial 

that catches our attention is 

Bet~een 1988 to 

collaborations are 

collaboration wi-t~ 

1995, 

with 

the maximum 

Singapore. From 

Singapore. 

number of 

a mere 4 

approvals in 1988, the number has risen to 42 in 1995. In 

recent years two more countries viz. Thailand and 

Malaysia have turned into very important collaborators. 

Investment from Thailand in fact touched 81.83 per cent 

of total investment from Southeast Asia. From the trend 

of financial collaborations available from 1995 ('!'able '/) 

we can see that now a more balanced picture is emerging. 



From earlier years when collaborations were confined 

to just one or two countries, ·now a days co-operation is· 

increasing with all ·the Southe~st Asian countries, which 
. I 

is a ve;-y good sign for the future of financial 

collaborations. In terms the of value of investmen.t as 

percentage of total investment Singapore is not the only 

important country. In 1992 Malaysia has. topped the li,st 

with a share of 52.88 percent while in 1993 Thailand's 

share was 81.83 percent. In 1995 both Malaysia and 

'Thailand have larger shares than Singapore. 'l'hia is 

because Singapore is coming with financial collaboration 
'·' 

of smaller amount. 

3.3 b. Range-Wise Ana1y~ Of'Financia1 Co11aporation 

from Southeast Asia 

The second part of our analysis deals with the range wise 

distribution of financial collab<:)rations with Southeast 

Asian countries.. Tables 8 to ~1 shows this pattern for 

year 1992 to 1995 for which data were avafl'able. The 

collaborations have been divided on the basis of amount 

of investment in six different ranges . By adding up all 

approvals 1n each range we get number of approvals in 

that range. Similarly amount of investment in financial 

approvals in each range can be calculated.The percentage 

figure in each category shows the relative importance of 

~ach range.We can see a sharp and regular increase in 

the number of approvals with an investment of above 500 



lakhs rupees . From a mere 2 approvals constituting 7.14 

percent of total number of approvals, the share of this 

type of collabora.tions increased to 4 approvals (11.72 

percent) in 1993, 13 approvals (20. 31 percent) in 1994 

and 34 approvals constituti~g 45.3 percent of total 

approvals in the year 1995. Financial collaborations of 

smaller ranges have more or 'less remained of a steady 

growth rate. There is neither any big spurt nor decline 

in their numbers. As our data is of post-liberalisation 

phase we can l:ilay that fon;d.gn inV<'lfJton~ feel thaL 

investment. in Jndia· is pretty safe and are not afraid to 

take up big ventures here provided this trend continues 

with a modicum of political stability and a favourabale 

monsoon . 

3.3 c. . Sector-Wise Growth Of Financial Collaboratign_u 

.F,I'.QJJ! ~,QYJ;.p e i.'i!-Jltt. l\13 i a 

Finally, we take a look at the sector- wise distribution 

of financial collaboration approvDl~ from so~thmu~t Aaiar1 

countries. Tables 12 to 15 provide sector-wise breakup of 

financial collaborations. Total approvals have been 

diyided into ten sectors. Total number of approvals under 

each sector-head have been added up along with the amount 

of investment. Again percentage value of investment of 

each sector shows the relative importance of that sector. 

In the year 1992 major part of foreign investment 

occurred in the Engineering industry (54.13 percent ) and 



Chemicals, Drugs and Pharma industry (33.97percent). But 

in the very next year i.e. 1993 there were very few 

approvals in these industries. Ip fact in 1993 there was 

' 
just one industry that truly flourished and that was Food 

Processing and Food Products industry with 83.73 percent 

of the total investment going to it. Year 1994 saw a 

marked increase in the share of Households and Commercial 

sector with a share of 4 o. 0 7 percent of the total 

investment. Within this sector the major share was of 

Banking and Insurance sector, because with the opening up 

of these sectors investment from Singapore and Thailand 

picked up. Engineering industry receieved a 17.67 percent 

share. Another sector that improved quite handsomely was 

Scientific Instruments with an 18.90 percent share major 

chunk of investment in this industry came in the fields 

of Radio Paging and Computer Software. Another industry 

ihat started to make a beginning was Hotels and Tourisms 

although with a very small share of 2.82 percent of total 

investment with. just 3 approvals but in/ . .the followin<J 

year this sector improved its share to 17.59 percent of 

the total investment. Engineering industry again took the 

pride of place with a 63. 06 percent shar·e. From thit> 

analysis we see a fluctuating trend in the sector wise 

distribution of financial distributions. Except for 

Engineering industry no other sector has provided a 

consistent picture. While one year Food Processing topped 

at another year it was Households and Commercials. 



Engineering industry , Communication (telecom) sector and 

Commercial sector with Banking operations. Hotel and· 

Tourism industry i¥J also progressing very encouragingly. 

3.4 CONCLUSION 

The economic rationale of seeking private foreign capital 

in the development process is not simply to meet the 

capital supply deficiency at a given point of time but 

that the capital is so allocated that it should generate 

and support an a·ll round development, this will induce 

more investment and output by a self-generating process 

of capital formation through 'linkage effect' (Subramaniam 

1972) Financial colla:Porations have two major virtues 

viz. 

1) .. Financial collaborations facilitates import of 

capital goods through equity participation in 

industrial ventures and alleviates the foreign 

exchange problem; and 

2) Financial collaborations by vix·tue of dilutiom;~ in 

ownership produces a perceptible diminution in 

foreign ownership control. 

India is now giving due importance to foreign 

collaborations with the winds of change in the post 

liberalisation period. Our study is mainly concentrated 

in this period (1992-1995) and presents before us a very 

hopeful situation where financial collaborations can be . . 



expected to grow more. Transnational Companies ·are 

inceasingly investing in India more and more. Although' 

the presence of Transnational Companies in India may be 

negligible .part of their global investments but by 

investing in ventures here they are going to get a first 

hand knowledge of the potentials of Indian market and 

this might induce them to expand their base. 



· lABLE-3.1 

Country ~tin break up of. financial collobration 11ith Southea&t A.th (19891 

Sr. no Country · No. of financial · Value of invnt•ent Value inveit ii 
collobration approv. Rs. lakhs 1 total investaent. 

1. Singapur • 4 

2. Kalaysia 0 0 

3. Phi 11 i pin eli " 0 

4. Thaihnd " " 
5. Indonesia 0 0 

Total 4 

t data· about value of investment not available 

Source1· India invislaint centre, Konthly Newsletter. !Varioui iaiue&) 

TABLE-3.2 

Country Mise break up of financial collobration Nith Southeast Asia (19891 

Sr. no Country No. of financial Vilue of inveshent Value invest u 
collobration approv. Rs. laths 1 total invtst•ent. 

1. Sing a pur • 5 

1 ... Kalaysia ·· " 
3. tlhillipinllli 

4. Thailand " 
5. lndoneah 0 ,.· .ll 

Tot~ I 

Heans data ·not available 

Source:- India investaent centre, Monthly news letter. (Varions issue5J 



TABLE-3.3 

Country Mise break up of financial collobration with ~outhu~t Asia (19911 - ' 

Sr. no Country Mo. of financial Value of inve1t1ent Value inveat ill 

collobration approv. R!i. lakhli 1 total investaent. 

1. Singapur 4 76 80.9 

2. tlalaysia 1 18 19.1 

3. Phillipines I a 0 

4. Thailand 0 " 0 

5. Indonesia 0 0 e 

Total 5 94 1011 

TABLE-3.4 

Country Mile break up of financial collobration with Southea&t A1ia (1992) 

Sr. no Country No. of financial Value of inve&taent Value invnt ai 
collobration approv. Rs. lakhs X total investment, 

1. Singapur 22 5728.95 40.71 

2. tlalaysia 7442 52.88 

3. Phillipines 1 500 '3.55 

4. Thai land 2 256 L79 

5. Indonesia 2 150 1.06 

Total -28 14072.95 _../ 
J~0 -



TABLE-3.5 

Country wise break up of financial collobration with Southeast Asia (1993) 

Sr. no Country No. of financial Value of invest1ent Value invest as 
' collobration approv. Rs. lakbs 1 total invest•ent. 

1. Singapur 21 6125.1 13.b1 

2. Malaysia 5 840.4 1.87 

3. Phillipines 4 1175 2.111 

4. Thailand 4 3bB41. 5 81.83 

5. Indonesia 1 38 ~.08 

Tt~l~tl 35 4~020 Ui 

TABLE-3.11 

Country win break up of finanthl c:ollobnUon with Southuat Alia (1994) 

Sr. no Country No. of financial Value of investaent Value invest as 
collobration approv. Rs. lakhs 1 total invest•ent. 

1. Singapur 43 27214 89.33 

2. Malaysia 9 1956.5 6.42 

3. Phillipines 2 310 / 
/· .. 1.02 

4. Thailand 10 982.4 3.22 

5. Indonesia 0 i 0 

Total b4 304b2.9 100 



TABLE-3.7 

Country wise break up of financial collobration with Southeaat Asia (1995) 

Sr. no Country No. of financial Value of investaent Vilue invellt as 
tollobr~tion approv. Rs. laths t tohl inve$tlent. 

1. Singapur 42 64484 14.79 

2. Hiilaysia 15 116646 26.75 

3. Phillipines ' 5 725!.2 1.66 

4. Thailand 11 196095.8 44.97 

5. Indonesia 2 51616 11.84 

Total 75 436093 100 

TAULt::~l.ll 

Ran9e~wiae diatribulion of financial collobration epprovalt (1992) 

S.No. RiOQII No. of t of tohl Aaount 7. of totil 
Rs. Lakhs Apporva,ls Approvals Rs. Lakha Aaount 

1. 0-10 6 21.14 26.45 0.18 

2. HHII 4 14.28 48.2 1.34 

3. 20-50 4 14.28 126.5 0.89 

4. 5\H00 5 17.86 385.77 2.74 

5. 11110~500 7 25 1544 , ... ---: __ 10.97 

b. Above 500 2 7.14 11942 84.86 



TABLE-3.9 

Range-Mi£e distribution of financial collobration approvals (19931 

S.No. Range No. of 7. of total A11ount 7. of total 
R1. Lakhi Apporvilll A'pprovilh Ri. likhl Aaount 

1. 111-10 4 11.42 14.11 0.003 

2. 10-2~ 4 11.42 58.1 0.13 

3. 20-50 6 17.14 236.9 0.53 

4. 51H00 5 14.28 403 lt.9 

5. 1110-500 12 34.28 3149.9 6.99 

b. Above 500 4 11.42 41157 91.42 

TABLE-3.10 

Range-wise distribution of financial collobration approvall (1994) 

S.No. Range No. of 7. of total Aaount 7. of tohl 
Rs. Lakh11 Apporvah ApprOvilll Rs. likhl Aaount 

1. 0-10 12 18.71 4~.1 0.15 

2. 10-20 3 4.68 48.1 0.16 

3. 20-50 4 6.25 133 0.44 

4. :>iHI!il 13 20.31 879.1 2.89 

5. 100-500 19 29.61 4212 13.82 

b. Above 500 13 20.31 25145.2 82:54-



TABLE-3.11 

Range-whe distribution of financial collobration approvali (199~1 

S.No. Rilngw No. of X of tohl Aaourit '1. of tohl 
Rs. Lakhs Apporvalli Approvals Rs. Lakh1 Atount 

1. 0-10 5 7 33 ~U07 

2. Hl-20 b 8 115.1 0.02 

3. 20-50 8 10.7 258 0.01.! 

4. 50-100 8 10.7 582 0.13 

5. 100-500 14 18.7 3138.6 0.72 

b. Above 500 34 45.3 43196 99.05 

TABLE-3.12 
Uutlur·wilu DltlribuLiun uf Furolun Fin~nLiAI ~~~ruv~l• frua Uuulhva•l A;i~ (1¥921 

Sr. No Naae of the No. of Financial Amount lnveated X of Total 
Sector Approvals Ra. Lakh lnvesttent 

Metallurgy 0 II 0 

2 Electrical 3 444 3.16 
Equip. 

3 Transportation 3.35 0.02 

4 Engineering 7 • 7537.3 54.13 
Industry 

5 Household & 5 584.9 4.2 
Co111mercials 

Scientific· 0 0 
/ _-· 

lnstruaents 

7 Cheaicals, Drugs 3 4729.87 33.97 
& fhiifmil, 

8 Teatiles 0 0 0 

9 Food Industry 7 409.5 2.94 

10 Hot a I & Tour ilim 2 ~11.! 1.55 

11 Total 28 13923.72 100 

* Data is less then Actual as seperate data for first 3 months are not available Hence Excluded 



TABLE-3.13 
Sector-wise Distribution of Forei9n Finantial approvahi from Southeast Alia (1993) 

Sr. No Name of the No. of Financial Amount lnvn tl!d ~ of Total 
Sector Approvals Rs. Lakh Investment 

Metallurgy 0 0 0 

2 Electrical s 780.1 1.73 
Equip. 

3 Tr-ansportation 200 0.44 

4 Engineering 5 239.6 0.53 
Industry 

5 Household & 5 3279 7.28 
Commercials 

7 Chemicals, Drugs 400 0.88 
I 

& Pharma. 

8 Testiles 5 1650.3 3.66 

9 Food Industry 10 37694.6 83.73 

10 Hotal & Tourism 0 0 0 

11 Total 35 45019.3 100 



TABLE-3.14 
Sector-wise Distribution of Foreign Finantial approval5 .from Southeast Asia (1994) 

tt'· rt ' ~:Name of the ~o. of Financial Amount Invested % of Total 
.. :< 

·sector Approvals Rs. Lakh Investment 
.·;. 

lr ' ¥ Metallurgy 4 562.5 1.8 

2 Electrical 9 1391.1 4.57 
Equip. 

3 Transportation 2 . 1400.9 4.59 

4 Engineering 8 5384.41 17.67 
Industry 

5 Household & 14 12209.4 40,07' 
l 
" 

Conune t·c I a 1 s 
•! 

6 Scienti fie 6 5759.5 18.9 
Instruments 

7 Chemicals, Drugs 3 337 1.11 
&: Pharma. 

8 Testiles 5 592.4 . 1.94 

9 Food lndustr·y 10 1973 /:..48 

10 Hotal & Tourism 3 860 2.82 

11 Total 64 30462.8 100 

.' 

14 



TABLE-3.15 
Sector-wise Distribution of Foreign Finantial approvals from Southeast Asia (1995) 

Sr. No ~ame of the No. of Financial Amount Invested Y, of Total 
Sector Approvals Rs. Lakh Investment 

Metallurgy 5 5365 1.23 

2 Electrical 11 7336.6 1.68 
Equip. 

3 Transportation 0 0 0 

4 Engineering 15 275001.1 63.06 
Industry 

15 42009.5 9.63 
5 Household 8t 

Commercials 
10 14180.4 3.25 

6 Scientific 
Instruments 

9 12233.8 2.81 
7 Chemicals, Drugs 

& Pharma. 
10 0.002 

8 Testiles 

9 Food Industry 6 3256.6 0.75 

10 Hotal & Tourism 3 76708 17.59 

1 1 lul al I'J Jj.,',/;)1)1),1.. lOt) 

15 
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CliAl?T:ER IV 

Foreign Collaboration, Technology Transfer 

and Cap~tal Form~tion 

4.1 INTRODUCTION • -·-

I'·'; 

This chapter sets out to examine mainly two aspects of 

foreign investment. Firstly I it looks into the aspects 

related to technical collaborations with countries of 

Southr:~ast Asia. Thin type of collaborationB has direct:· 

relationship with the issue ~f technology transfer. 

Secondly, we know tll<-:~L cct.pital formation .is the key to 

industrialisation for a developing country like India. 

Foreign collaboration provides not only a particular 

amount· of foreign investment but also helps in the 

capital formation to a larger extent than the amo~nt of 

'investment. Th:i.f> chapter lookn j nto variotlf~ aspec:ts ot 

this issue. 
.,.. ; : . 

Technological changes are regarded as the ~~at impor~ant 

factor in the process of economic growth. They are 

related to changes in the methods of production which are 

the result of some new technique of research or 

innovation. Changes in teclmology lead to inc.r-ease in t11t:: 

productivity of labour, capital and other factors of 

production. 

Kuznets' traces five dist.inct pa.t.t.erns in t.he gro~V;U::b of 

technology in modern economic growth( Ku~n~~~.lS95). 



These are related to: an addition to technical knowledge 

an invention; an innova~ion; an improvement a.nd the 
··:·. 

spread of inventi.on. In modern economic growt~ .the five 

' L:H.::: L U.t• 8 I mention<=d by 1\.u zne t s have helped in th~ 

dev~~lopmcnt of technology. Kuznets points out that Less 

JJ~'=vel.oped Count..:cies must import modern technology to 

accelerate their productive capacity. Bu~ as they adopt 

itiiJ?Orted tt:::chuolOSJY, they must devf;lop L:.heit· indlgeneouf;l 

f:Jld.lls. With regards to local adoption, following $olo 

1) The imported equipment and process designed and 

applied in the context of developed country'~~ 

environment require on the spot adj ustm,ent,s ·.to· ' 

2) 

suit local conditions. 

An equipment or technique embodies a · corpus of~ 
•:. 

knowledge. The mastery of that knowledge and :.,~·.l:s_. · .. 

use in designing new mechanism and technique roost·, 
.,, ' :' "' • ...;.,· • ..... .A. 

. appropriate to sol v:ing t'he local prob.tem .. ' · 
-··-····-·· 

. - . : ~ 

. '- :.. 



3) Basic research to produce further knowledge and 

mastery of problem solving and information 

producing apparatus. This way developing countries 

can have the added 'advantage of the latecomers' 

(Gerschenkron, 1962) . Since development has 

actually proceeded in the rest of the world they 

can borrow externally from chose achievements and 

need net repeat the whole 1 if e -history o J: 

developed countrj.~s (Buchanun and Ellis 1965). 

'f'he other important t:conomlc facL:.Ol.:· in growth is capital 

accUillUlc..ltion. Capil:al tllt:c4W:I t11e :=Jtock ot phy"td.cally 

reproducible factors of production. When the capital 

stock increases with the passage of time this is called 

capital formatiori. There are various possibilities of 

<_ • 

increas.ing the rate· of capital formation. 
! ~ - .. 'j_,-.,;. 

Since ; the~: 

propensity to save is low in an Less Developed Countries, 

voluntary savings will not come forth in sufficient 

quantities. Therefore, the obv~ous way':is t9'resort to 
/ 

forced savings .. Nurkse· ·also .. suggested 'm~bil""is~ation .. of)t,.·:·•. 

disguised unemployed in rural areas for construction 

work~ as an important means for capital formation in Less 

Developed Countries. Besides there are extern~l resources 

in the form of loans, grants and larger exports that. ~an 
·,. 

help in capital formation. 

1 
Capital formation is the main key to economic growth.· On. '· 

the one hand, it crcateo productive effiqiency for future 

pro¢lM..ett~m ~114 ©ft Kh.~ @~t}i;i~: h9fi4 t~ ·&F;;f:l.§@~§ .e~if.e,et.~:;ya 



demand. Capital formation possesses special importance 

for Less Developed Countries as it reflects the· 

productive capacity .of that country. It is essential to 

meet the requirements of an increasing population. 

Investment in capital goods not only raises production 

but also employment opportunities. It is capital 

formation leads to technologi'cal progress. 

Technological progress in turn· leads to specialisation 

and the economies of large scale production. It is also 

capital formation that leads to the exploitation of 

natural resources, industr~alisation and expansion of 
,, 

markets which are essential for economic progress: 

According to Lewis(1954), the rate of capital for~ation 

in LDCs is 5 percent or less which should ~e raised to 

pet·cent:. 'T'l11:- estirnat.es or: 

Kuznets (19::i5) reveal that during modern economic growth 

gross capital formation in developed countries was fro~ 

11-13 percent to 20 percent and 

above. 



4.2 OBJECTIVES 

Given t:hf:! .i.mportance of import of technology and capital 

formation with part of the investment coming from:foreign 

collaboratibns, th~ main objectives of this study are 

i) To ana.lyse the c01.1nl:ry--w.i.se dic~t:r-ibution and 

growth of technical collaborations. 

ii) To analyse the sector-wise distribution and growth 

of technical collaborations. 

iii) 'l'o analyse tl1e country-wise contribution of 

foreign investment in capital formation. 

iv) To analyse the sector-wise contribution of foreign 

investment. in capital formation. 

To study above stated objectives following hypotheses 

have been identified. 

i) There has been a quantum 

collaborations because of 

jump /in-technical 

the liberalisation 

programme undertaken by India in 1991. 

ii) Foreign investment helps greatly in capiLul 

formation in developing country like India. There 

is more than 2 : 1 ratio in capital formation and 

foreign investment because under a foreign 

collaboration foreign capital works with some 

capital of the .host country. 

' ~'. 



4.4 

4.4 ... 1. 

an industrial enterprise in a developing country, there 

are two routes (Florde 1957) which may be taken, namely: 

2) Institutional route. 

The first implies aquisition and assimilation of foreign 

know-how ou all individual bu::ii:.J person by pl;':!rson by 

recruiting suitable technical person abroad or by.· 

entering into consultancy arrangements with foreign 

technicians (Subramanian 1972) . But tnore usual way is the 

institutional route. Private foreign investment of s6Je 

venture type is one sub-type of institutional route. When 

a foreign firm sets up a manufacturing unit in a 

developing country the flow of know-how i~• 

t:ranf3terred and assimilated by local personnel directly 

and transmitted indirectly to other local eriterprises~ 

The other channel is foreign collaboration. This channel 

is distinguished by a contractual relationship between 

two self-governing entities for joint assoc~ation on 

mutually agreed lines to carry on the manufacturing 

local enterprise in the production process by transfer of 

technical know-how at a predetermined rate of return is 

the core of foreign technical collaboration. In its 



structural form an enterprise with foreign technical 

collaboration may be 

l) Pure Technical collaboration, or 

2) Financial-cum-technical collaboration. 

In either form, the unique feature is that the functions 

of the partners are defined and executed through an 

instrument of contract known as collabora~ion agreeent. 

The choice of collaboration 

'l'he questions that ar;lse in case of technical know-how 

import being: which is the most efficacious route and in 

the selc;;cted route which channel. The nature of local 

organisation, technological character of the know-how, 

the nature of know-how supplier, size of production unit. 

O:Lvra:n Lllr;~ n::1l~t.!rr~ of .loc't.ll r.:ont;!:'o] 1 t-hn r.;hGiGA. c:;f; 

particular route is strenghthened or weakened by the 

nature of know-how required. Where technology is not of 

ve:r:y intricate 

protection the 

collaboration. 

nature 

local 

and is not; 

promoter may 

cover·,ed by 

not seek 

patent 

foreign 

Other parameters held aside 

decide the preference for 

technology import may be set 

propositions (Subramanian 1972). 

the factors which will 

different channels of 

down in the following 

The longer the entrepn·.:neuri.:d.. expe.r.ierwe of. the J.ocaJ 

promoter the greater the d~Bixc; for local ~onr-rcl ;;Jfld 

-,, 



consequently, the less would be the preference for 

financial-cum-technical collaboration and vice-versa. 

The more standardi~ed the product , the less complex the 

know-·how, and consequently the less would be preference 

for inut:.J.t.utionr:~J. t·oul.t.; und vi;,;c:-vc.LuJu. 

The higher the degree of process differentiation, higher 

tlle p.coducL :::;pecialisi:lcion and con:::JequenLly 

would be the preference for financial-cum-technical 

collaboration and vice-versa. 

'l'l!t:.~ lcng<..:l.· l:lw duJi;~I: . .Lutl of k.now-h.ow .l:'t,~qu.i .. J~t:::lllurH.u, Lllo 

longer the association of for®ign firm and consaquantly 

greater would be the preference for financial-cum

technical collaboration. 

The larg~r the si~e o~ operation the more complicated the 

.ind\Jstr:Li)l cont.x·ol mystem and consequently t.he gx·eater 

would be the preference for financial-cum-technical 

collaboration. ' ~·. ; 

4.4 b. Growth of Foreign Technical ·Collaboration from 

Southeast Asia: 

CuJ:rently comprehensive data on the import ot technology 

through foreign collaboration is rather easily available .. 

From Table 1, relating to the foreign ~echnical 

collaborations from Sow the as t Asia we can~ .. see two 

distinct phaset:~ .of t~ohn.tcal t:'!o·1l-&bc"rat:i~H1 a.fn:.~~t!im@n~~., 



This extends from. 1988 to 1991 and then from 199,2 to 

1995. There has been a clear spurt in the number of .. . .. 
technical collaboration ~greements,,. The most obvious 

I 

reaf:lon seems to be Industrial policy 3.9.91 which ~s very 

J:e.tvuu;,',;.~.bltJ t,o fcn:·t~Jgu :lnvr.li;:JCIIHWL (lndu~t.~~.al Wolicy 

1 9 9 :L) , WhcU'tHifiJ in tl'H~l J; t :t· r.;~ t'; p(ll ;: ;1, od c h® numbG~ r ed; 

technical collaboratiion agreement~ was around ,10 

, (ave~age being 7.3), it has been around 20 in the second 

phase i.e.l992 to 1995 (average of this period is 22.75). 

Along w~.\;h thG t:>olj,uy cb.;tngr:;:, l:hc~ ~;,;tpl!lc.::irJJ f;l\:;Lt.inl:lon WioWI 

given to the region of Southeas~ Asia and the result was 

increase in co-operation. In- one single year i.e. 1992 

the number of technical collaborat~on agreements reached 

to 16 from a low 6 in 1991. 

Another distinction between two phases is that in . the 

first phase only Singapore and Malysia used to enter the 

technical collaboration, whereas in the second phase 

. ot:he:r: countries :l.~:·om thto: :~.~egion also showed int.eresl:.. 

Thailand· is one country which has shown an increasing 

trend in the numbel- of technical approvals (Table 1) . 

Phi1lipines is the other major country which has come up. 

Indonesia has also come forward for collaboratiori in the 

second phase. Singapore has topped the list of number of 

Lechnical coll<:.dJCncttlon lu ctl L Lltc:.:: yt::cU:'8 c:::xecepL .L11 1SI9S. 

'·" 



the election year.In this year Phillipines has taken the 

lead. 

In the year wise ,analysis there has been' a cont:inuous 

growth in the number of technical collab9ration. The t~o 

years that are execption to this trend are 1989 and 1995. 

ln 1989, the reason for the decline' were more political 
' than economic as· we a~l know that this w~s the pe~iod of 

politicai upheaval for India. In recent years ther'e has : 

been a structural change in the pattern of approvals in 

India (ISID March l995). There has been a shift in favo~r 

of financial collaboration which explains the fall in the 

number of foreign technical collaboration in 1995 while 

the total number of foreign collaboration is increasing. 

In recent years. the . :r-.elative significance of financial 

collaborations in the total industrial. approvals haa 

increased rapidly. ·From around 10 to 15 ·percent durin~J 

the latter half of 1970s, the financial coll'aboration 

'a.ccounted 'for. more :.than half of total approvals during 
» / 

1993 ·onwards: In case 'of· the Southeast Asi~',,'che number. 

of total industrial approvals has !isen continuously 

which explains the lowering of significance of pure 

technical collaborations. These observations tend to; 

irtdicate the de~reasing importance of arms-length 

transfer of technology which is giving way to technology 

transfer among affiliates as pure technical collaboratior1 

is converted into financial collaboration ( ISID Marcil 

1.995) • 



4. 4 c . .@.ector-w.i.f.!e Br§~k-y:g of Technical Collaboration 

A:gprovals from Southeast Asia: 

It has been a const<;mt effort of Foreign Exchange 

Regulation Act,1973 and Government of India to channelise 

foreign direct investment into manufacturing industry. A 

sector-wise break·-up of the technical, collaboration 

agreements becomes inmportant in this light. The 

Manufacturing Industry is divided into the following sub-

parts: Food Products; Textiles; Chemicals and allied 

products Met<:tls and Metal Products; Machinery except 

Electrical; Electric and Electronic Equipment and , . 

T:ranportation Equipment. From Table 2 which shows the 

seotol>wise breakeup of Technical Collaboration ApprovalE> 

from Southeast Asia in every year total number of 

technical collaborations are added for each secto.t 

Going by this classification , 50 percent of the foreign 

technical collaboration were in manufacturing industry 

from Southeast Asia in 1988. In 1992 this figure was 

68.75 percent. In 1993 the percentage of technical 

collaboration in manufacturing industry was 66.67. In 

1994, the figure declined to 65.7 percent. This decline 

may be explained. bv sixfo:Ld rise in Households and 

Commercials and bv a year to year fluctuaion which can be 

taken as normal .in the initial years of any process. In 

1995, out of 22 agreements, 18 agreements were in 

manufacturing industry i.e. $1.81 percent. So, we have. 

seen a rise in the number of a technical col~aboration 

1~--



approvals in manufacturing industry, which shows the 

increasing depth of the economic relations of Ind~a with 

Utis re:giou. Tlds i8 bepaut::Je ttiauuractu:ctn~ indut::Jt;:t·y ie~ 

the most important sector for developing country like 

India . 

4.4 d. Capital Formation from Investment 

Approvals: 

In the data, every approval shows the share of foreign 

equity from 1992 onwards. Since.liberalisation policy has 

allowed more foreign equity ,we now find foreign 

collaboration with different ranges of equity share 

(Industrial Policy 1991): This equity share along with 

the foreign investment gives an account of capital 

formation in that project. 

C.F. I * 100 I X 

Where C.F. = amount of capital formulation 

l '"' amount. :i.nvc:H3l:ed 

X = percent equity share •' ·, 

Tables 3,4,5,6 give account of tountry wise analysis of 

capital fo:r·rnati.on :!:rom Fo.t~e:Lgn Inveal:m,;;nt: Approvals fot 

years 1992,1~93,1994 and 1995 respectively. 

The amount of capital formation here is directl} 

proportional to amount of investment as investment is ir 

the numerator of the index and inversely proportional tc 

equity share percentage as this is in the denominator. 

( 6 



To reach at ;:;ome-r:~lationship between amount invested P._no' 

amount of capital formation the inaicator used is capital 

formation as percent of irrvestment.From the tables 3 to 6 

203.4 9 percent of the amount invested. 'l'he countrywi;:;e 

figure do not reveal a true picture as the data for 

J·anuary to April are given without the level of equity 

shares. The figure for 1993 is 21.2.27 per cent. This 

figure shows an improvement over the last year. Among thE~ 

country-list, Philippines topped the list with an 

, extraordianry figure of 700.9 ~ercent. This is primarily 

because of low level of equity participation as there is 

inverse relationship between level of participation and 

capital formation. Capital formation as per cent of 

investment is 236.35 percent for 1994 which is again an 

improvement over the last year figure. Philippines again 

tops the list of individual country with a figure of 

928.38 percent. Thailand also has an impressive fi~ure of 

Y 317;24 percentL T~e figure for 1995 is 159.~8 which i; a 
~·r . . . " . .. . ·. . -.. ·~-----,... 

sharp fall over the· last year figure. This fall is 

because of increasing equity share in the foreign 

collaboration agreements. The qther feature of this year 

is that it is Malaysia that has highest percentage of 

capital formation as percent of investment viz. 761.5 

percent and Philippines has shown a decline to 199.77 

percent. The average of total capital formation· as 

percent of ·amount invested for these four year (i992. to 

-#esult .. ~ .... \ . 



hypothesis that there is more than 2 : .. 1 ratio ·in capital 

formation and amount invested in foreign collaboration ... 

approvals. 

4.4 e. Capital Formation in Different Sectors From 

Foreign Collaboration ~provals From Southeast 

In thit1 .:u)alysis, ~gi.olin, ?Ill upp:r:-ovnls are: divided :into 

ten difi:t:::!.t:'ent · tl~t!Lo.~:·s. FJ~om the Tal)J.t:.:I.:J 7 ·L:.o 10 dc:.:td.ing 

wiL:h cr::ip:Ltal fc:.n:·mat:Lon in d:i.ffc~:rf:;lnt sectors, in 1$)92 

Household and Commercials topped the li$t wlt:h 5(;)2. 'JIJ 

percent of the total investment in that sector. · Food 

industry. has a figure of capital formation (as 385.81 

percent of the investment) in that sector. Chemicals, 

Drugs h~ve the valu~ of capital formation as percentge of 

amount invested as 150 percent that shows a high degre~· 

of participation in collaboration in this sector. This, 

means that in cor~ sector~l, foreign inVestment has a 

is 204.55 percent which is above the averages 200 

percent in 1993, ·Textiles have the highest. ratio ot 

capital formation to investment, 5.4:1. Scientific 

instrument sector i.ndust:r.y also hi.'H3 a high 

of3.3:1. As against the last year figures, Households and 

Commercials have the lowest capital formation as a 

percentage of investment 177.4 percent. Tctal. 



capital for~ation·as percent of total investme~t,in 

1993 was 219.34. 'l'his again testifies ,the 

hypothesis. (That there is more than 2; 1 :ratio in 

capital format~on and amount . invested in toreign 

collaboration agreements.) In absolute value terms, Food 

Industry 

which is 

has the highest amount of capital formation 

77.4:7 percent of the trotal amount~ ql! 

capital formatj.on.In 1994, Metallu~gy had the high~~l. 

ratio of capital fo1:-mation to investment, B. 5 1. 

Textiles, again had a good ratio of 4.5 l. The total 

capital form~tion as a perc~nt of investment is 210 

percent which is according to hypothesis. Scientific 

Instruments and Chemicals, Drugs had low ratio of capital 

formation to investment 1.18:1 In 1995, going by the ,, 

figures, textiles had capital formation of 500 percent of 

investment but the absolute amount of investment ( Rs~10 

lakh ) makes it an irrelevent figure as it is too small ~ 

figure to compare. Next highest percentage figure is in 

Metallurgy, 276~47 percent. The percentage of capital 

formation to total investment is low at 176.6 percent. 

This is because of some big projects coming with high 

level of equity participation in total capital of the 

project. 

Looking from different angles we see that the share of 

c~pital formation in manufacturing industry was 87 ,·. 

percent i~ 1.992, 95 percent in :t992·i 50 percent ill 199<1 

and 89 · P<'~1:·cent ii1 19'.)f~, '1'lti.s i!!E1Y~·nt§ hi¢Jb l,e,n,;;}. r;:;~£ ~~t1i-tc.<iJ 



·.· 

formation is being undertaken in the Manufacturing Sect~r~J 

which is a healthy sign. 

4.5 CONCLUSION 

"i • 

Going by the analysis we can safely conclude that there 

has been a quantum jump in t.he number of· foreign 

technical collaboration after the l i be r a 1 i I? at i o.n . . . 
. 

programme was undertaken by India in 1991. This means our 

first hypothesis of the chapter is true. Our second 

hypothesis was that foreign investment helps greatly in 

capital formation in developing· country like India. The~e 

is more than 2 : 1 ratio in capital formation and foreign 

investment. IQ our analysis, this hypothesis is correct 

in both way i.e. countrywise a~d sector wise but in 1995, 

there are exceptions to this rule when we consider 

individual cases'both country wise and sector wise~ 
. ' 



TABLE 4.1 
COUNTRY MISE BREAK UP OF FOREIGN TECHNICAL COLLEBORATION WITH SOUTH EAST ASIA (l~BB-~51 

YEAR 1988 ', 1989 1991 1992 1993 1994 1995 
NO OF TECH. COLLABORATION 

NAHE OF THE COUNTRY 
MALAYSIA 3.00 0.00 2.00 2.00 2.00 1.00 1.00 

SINFAPORE 7.00 Ulll 4.08 11U0 11.00 17.00 9,00 

INDONESIA 0.00 0.00 0.00 0.00 1.00 1.00 iUil 

PH ILl PP I NES iL00 0.00 0.00 1.00 0.00 11.00 10.00 

TAHILAND 0.00 0.00 0.110 3.00 4.00 10.110 2.00 

TOTAL 10.00 11.00 6.00 1b.00 18.00 35.00 22.00 

TABLE 4.2 
SECTOR WISE BREAKUP OF FOREIGN TECHNICAL COLLBORATION FROH SOUTH EAST ASIA •. (1988- 951 

YEAR 1988 1989 1991 1992 1993 1994 1995 
NO OF TECH •. COLLABORATION 

SECTOR 
METALLURGICAL IUB 0.00 0.00 2.00 1.00 4.00 0.00 
INDUSTRY 

ELECTRICAL 1.00 IU0 1.00 1.00 1.00 4.00 2.00 
EGUIPMENTS 

ENGINEERING 0.00 111.00 1.00 2.1110 2.00 3.00 1.00 
INDUSTRY 

HOUSEHOLD & 4.00 3.00 1.00 4.00 2.014 12.00 3.0111 
.COI1f1ERCIALS 

SCIENTIFIC 1.00 1.1110 IL00 2.00 2.00 8.00 2.00 
INSTRUMENTS 

CHEMICALS 2.00 0.00 ·- 1.00 2.00 0.00, ~·-~ 2-llill 
DRUGS & PHARAMA. ·· / 

TEXTILES IU0 1.00 0.00 0.00 0.00 1.00 0.01! 

FOOD IND. 1.00 1.00 1.00 3.00 6.1110 11.00 11.00 

HOTAL & TOURISM. 1.00 (11.00 1.00 0.014 4.110 lil.l40 l.lillil 

TRAN~PORTATION 0.00 0.1ile 0.00 0.00 0.1i10 IUiil 0.00 

TOTAL H/!.1110 6.00 6.00 111.1110 18.00 35.80 22.00 



T~BLE 4.3 

CAPITAL FORMATION FROH FOREIGN INVESTMENT APPROVALS FROM SOUtH EAST ASIA (1992) 

COUNTRY AHOUNT OF AMOUNT OF CAPITAL FORMATION 
1NVEST11ENT CAPITAL FORI1ATION AS X Of INVESTHENT 
(Ra. LAKH) (RI. LAKH) 

HI\UI~SlA 7442.00 15187.75 204.08 

SINFAPORE 5728.95 12661.22 221.00 

' 
INDONESIA 150.00 175.02 116.b7 

PHILIPPINES 50~.~0 b12.50 122.411 

TAHILAND 252.00 

TOTAL 14072.95 2863b.49 203.49 

DATA FOR JANUARY TO APRIL ARE GIVEN WITHOUT THE LEVEL OF EQUITY. 
SO , IT IS EXCLUDED IN THIS FIGURE. 

TABLE 4.4 
CAPITAL FORHATION FROH FOREISN INVESTHENT APPROVALS FROH SOUTH EAST ASIA (1993) 

COUNTRY AMOUNT OF AHOUNT OF CAPITAL .FORHATION 
INV£alHENI CAPIIAL f01l11AHON AS l Uf lHVEaTHENT 
(Rs. LAKH) (Rs. LAKHI 

MLAYSIA 840.40 2097.96 249.110 

SINFAPORE 6125.10 11239.95 183.40 

INDONESIA 38.00 190.00 500.00 

PH I LIPPI NES 1175.00 8236.09 700.90 

TAHILAND 36Q41. 50 73803.30 200.30 

TOTAL 45020.00 9~567.30 212.29 
/' --



TABLE 4.5 

CAPITAL FORMATION FROH FOREIGN INVESTMENT APPROVALS FROM SOUTH EAST ASIA (1994) 

COUNTRY AMOUNT OF AMOUNT OF CAPITAL FORHATIOH 
INVESTMENT CAPITAL FORMATION AS X OF INYF.STHFNT 
(Rs. LAKH) (Rs. LAKH) 

MALAYSIA 1':1511.50 3218.45 11.4.~7 

SlNFAPORE 27214.00 112589.50 229.99 

INDONESIA 0.00 0.00 0.00 

PHILIPPINES 310.00 2878.211 ':128.38 . 

TAHILAND 982.40 3314.86 337.24 

TOTAL 304112.90 72001.1il7 23/..:\6 

TABLE 4.6 

CAPITAL FORHATIOH FROH FOREIGN INVESTMENT APPROVALS FROH SOUTH EAST ASIA (1':1951 

COUNTRY AHOUNT OF AMOUNT OF CAPITAL FORMATION 
INVESTMENT CAPITAL FORMATION AS l OF INVESTMENT 
(Rs. LAKHI (Rs. LAKHI 

MALAYSIA 11646.00 88684.74 761.50 

SINFAPORE 64484.00 108218.61 Jh7.R? 

ltWONESIA 516111.00 87448.98 1119.4? 

PHILIPPINES 7251.20 18072.72 249.23 
~ 

TAHILAND 1%095.80 391747.45 199,77 

TOTAL 331093.00 694172.50 l:i47. 74 

/~-·. 



TABLE 4.7 
SECTOR WISE BREruCUP OF CAPITAL FORMATION FROM FOREIGN COLLBORATION APPROVALS FROM SOUTH EAST ASIA. 1199 

SECTOR AMOUNT OF AMOUNT OF CAPITAL FORMATION. 
INVESTMENT CAPITAL FORMATION AS % OF INVESTMENT 
IRs. LAKHI IRs. LAKHI 

11ETALLU~GICAL 0.01) 0.01) o.oo 
INDUSTRY 

ELECTR.ICAL 444.00 839.60 189.09 
EQUIPMENTS 

TRANSPORTATION 3.35 7.10 215.15 

ENGINEERING 7537.30 15231.68 202.08 
INDUSTRY 

HOUSEHOLD 1t. 584.90 3291.78 562.79 
COMMERCIALS 

SCIENTIFIC o.oo o.oo 0.00 
INSTRUMENTS 

CHEMICALS 4729.87 7100.00 150.10 
DRUGS t PHAHAMA. 

TEXTILES 0.00 0.00 o.oo 

FOOD IND. 409.50 1578.00 385.81 

HOTAL & TOURISM. 216.00 432.00 200.00 

TOTAL 13'(2:.1.72 213480.16 204.5!) 

7 



TABLE 4.8 
SECTOR WISE BREAKUP OF CAPITAL FORMATION FROM FOREIGN COLLBORATION APPROVALS FROM SOUTH EAST ASIA. (] 

SECTOR AMOUNT OF AMOUNT OF CAPITAL FORMATION 
INVESTMENT CAPITAL FORMATION AS X OF INVESTMENT 
!Hs. LAKHl IRs. lAKHl 

METALLURGICAL 0.00 0.00 0.1)0 
INDUS THY 

ELECTRICAL 780.10 1560.42 200.01) 
EQU!Pt1ENTS 

TRANSPOHTATIDN 200.00 500.00 250.00 

ENGINEERING 239.60 510.32 213.50 
INDUSTRY 

HOUSEHOLD & 3279.00 5817.37 177.40 
COt1MERCIALS 

SCIENTIFIC 1223.70 4104.41 335.40 
INSTRUMENTS 

CHEMICALS 400.00 810.01 202.50 
DRUGS & PHARAI1A. 

TEXTILES 1650.30 8939.30 541.61 

FOOD IND. 37694.60 76504.81 202.96 

HOTAL & TOURISM. 0.00 o.oo 0.1)0 

TOTAL 45467.31) 98746.64 219.34 
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TABLE 4.9 
SECTOR WISE BREAKUP OF CAPITAL FORMATION FROM FOREIGN COLLBORATION APPROVALS FROM SOUTH EAST ASIA. <19 

SECTOR AMOUNT OF AMOUNT OF CAPITAL FORMATION 
INVESTMENT CAPITAL FORMATION AS % OF INVESTMENT 
<Rs. LAKHl <Rs. LAKHl 

METALLURGICAL 562.50 48:;,7.00 859.91 
INDUSTRY 

ELECTRICAL 1391.10 3007.70 216.20 
EQUIPMENTS 

TRANSPORTATION 1400.90 2410.00 172.10 

ENGINEERING 5384.80 7403.70 137.50 
INDUSTRY 

HOUSEHOLD & 12209.40 30595.10 250.60 
COMMERCIALS 

SCIENTIFIC 5759.50 6793.50 118.21 
JNSTHUMl:NTS 

CHEMICALS 337.00 400.30 118.70 
DRUGS. & PHARAMA. 

TEXTILES 592.40 2681.90 453.00 

FOOD IND. 1973.00 4171.50 211.40 

HOTAL & TOURISM. 960.00 1727.60 200.80 

TOTAL 30570.60 64028.30 210.20 

..-' , ... 
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TABLE 4.10 
SECTOR WISE BREAKUP OF CAPITAL FORMATION FROM FOREIGN COLLBORATION APPROVALS FROM SOUTH EAST ASIA. 11 

SECTOR AMOUNT OF AMOUNT OF CAPITAL FORMATION 
INVESTMENT CAPITAL FORMATION AS X OF INVESTMENT 
IRs. LAKHI (Rs." LAKHI 

METALLURGICAL 5365.00 14833.13 276.47 
INDUSTRY 

ELECTRICAL 7336.60 15394.69 209.80 
EQUIPMENTS 

TRANSPORTATION 0.00 0.00 0.00 

ENGINEERING 275001.10 504431. •i2 212.50 
. INDUSTRY 

HOUSEHOLD & 42009.50 73070.60 173.30 
COM11ERC I ALS 

SCIENTIFIC 1418~.30 28873.84 203.60 
INSTRUMENTS 

CHEMICALS 12233.80 33558.26 274.30 
·c~uGS & PHARAMA. 

-:-C:XTILES 10.00 50.00 500.00 

FOOD IND. 3256.60 7633.69 234.40 

HOTAL a.. TOURISM. 76708.1)0 118n.73 154.70 

TOTAL 436100.90 769719.36 176.50 
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4. 6· NOTES 

lnequz, l i ty n . American E!conomic Rev lew. 

Solo, H. (May n)G6) 1 
11 'T'hf:! Capacity to Assimilate and 

Papers and Proceedings. 

Alexander (196~) 1 nEconomic 

Backwardness in the Historical Perspective 11 • Mq.ss, 

Harvard University Press, Cambridge. 

13\~chanan, N.S. ·and Ellis, H.S. (1965) "Approaches to 

Economics ·Development 11 i.n The Economics of 

Development and Planning by Jhingan,M.L., Konark 

Publishers Pvt. Ltd. Delhi. PP.25. 

Lewis,W.A. (May 1954), "Economic Development and 

Unlimited Supplies of Labour 11 • 'l'he Manchest:~x" 

School. 
·o~•·' 
.;."'· 

/ 

Kuznets,S. (March 1955) I "Economic Growth and Income· 

Inequality". American Economic Review. 

Florde,J.S. ("International Trade in Managerial 

Skills" Basil Blackwell, Oxford 1957) distinguishes 

four routes viz. individual route, joint vanture 1 

product specialised investment and managing agency. 

Two way classification has bean adopted in this 

chapter as the last named two routes are not very 

relevant in Indian case in recent years. 
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Subrahmanian,K.K. (1972), "Import of Capital. and 

Technology: A Study of Foreign Collaborations in· 
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Delhi pp.102. 
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Project Report, Foreign Investment Approvals and 
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. C·HAPTER ·V , 

··" ., 

CONCLUSION 
. . . 

• ' J.i~ I, • ·: 

Private Forei9n Inv,estment in the form' ·.of toreign,. 

collaboration (J'oint··venture) as a· channel -for the import of 

capital and technoJ.ogy from abroad is generally considered 

important to help bridge the balance- of -payments gap and 

technological gap. However, the presence of 'exter~alities', 

market imperfection and inform.at1on limitation however the' . 
. . 

net .national advantage from the import of foreign capital and 
\ 

technology through the channel of foreign investments .:tnd 

nc) t:ha t t:he ope rat ion of terms and conditions determined by 

collaborating parties on market considerations.lt 1s 

therefore necessary and desirable that the host country 

design appropriate policy measures to regulate and contro-L 

the entry, allocation and operation of private foreign 

investments in conformity with its long-term national 

:i.nterests. 'l,he effectiveness o.f for,eign collaboration as ,the 

channel for the import of capital and technology as 

propellants to industrialisation in developing country like 

India would depend inter alia on the adaptability of its 

official policy. The present study divides the time period 

into pre and post. libc::ralisat:Lon phases. The growt.h of 

investment approvals in the second phase proves the c:tbov:~~ 

point. 

1 



"l'he c::conotnic:: n:rtiona.le of seeking r:n~ivat.G foreign capital :i 11 

t:hEJ capt pd . .. , 
supply deficiency at a given point of time. The. allocation of:.· 

capital should and su,pport an all .. .round 
. •'' . . . .. '(·. 

development. This will induce more investment and output by .. a< ' 
' . - ~ 

self -_generating process of capital formation through ~ lil'!kage 

effect I . Financial' collaborations have two', major virtues·:. 

namely: 

1) Financial collaborations facilitates import of capital 

goods through equity participation in industrial 

ventures and alleviates the foreign exchange pr·oblem; 

and 

2l F.inanc:Lal collaborations by vj:rtue o.E dilut·Lons 111 

ownership produces a pc-=rceptible diminution in forej.gn 

owner9hip control. 

India is now giving due importanc~ to foreign collaborations 

with the winds of change in the post liberalisation period. 

Uur study is mainly concentrated in this period -(l992-199~) 

and presents before us a very hopeful situation when! 

financial collaborations can be expected to grow more. 

'L'ransnational Compctnies are inceasingly investing in Indi~1 

more and more. Although the presence of Transnational 

Compcimies in India may be negligible part of their global 

investments but by investing in ventures here they are going 

to get a first hand knowledge of the potentials of India11 

2 ~\ 



market and thi$ might induce them to expand their base.· 
., ~ ; . 

Going.by the analysis of chapter IV ~e can.$afel~ conclud0' 
.' 

·that there has been a , quant\lm j_ump. ~n t;he :P.llll1_ber, of ~p.,reign 

technical collaboration after the libera1isation programme 

was undertaken by India in 1991. The first hypothesis wa·~~ 
' ,·/· ;_,. 

. . . . : . 
that there has been a quantum jump in tachnica} 

'·,..._. 

collaborations beca\lse of the liberalisation ·programnH{. 

undrtaken by India in 1991. This means our first hypothesis·. 

o.E the chapter is true. Our second hypothesis was' that 

foreign investment helps greatly in capital formation in 

developing country like India. There is more than 2 : 1 rati(> 

in capital formation and foreign investment. In our analysis! 

t·.h:Ls hypothesis is correct in both wa.y i.e. countxywise and 

sector wise. But in 1995 I there are exceptions to this r·ul~! 

when we consider individual c~ses both country wise and 

~~ector wise. 

we can say that policy framework is a keyfactor in foreign 
' 

investment. Therefore., the liberlisation progr~mme initiated. 
~. ··---:-!'<:.:..... . 

• LD 1991 should b~ tak;;-2n t: o a s t a g (:1 o [ i t :::J n a t u .1:·.a .J. 

conclusion. Study shows that political ir1st:abil:i. ty ca1.H~Ew 

decline in foreign investment approvals as in 1995. 1 

Government must, therefore 1 declare a minimum programme ot 

economic policies so that the economic effects of political 

instability are minindsr~d. Research and DL~velopment must b(:l 

stepped up to assimilate and improve upon the transferred 

technology. As foreign investment~ are sensitive to profit, 

3 



core sector investments should be made viable by proper 

incentives. Basic thrusts of foreign investments l:?hould bE~' 

directed towards infr~structure and core sectors. Capital 

format ion from 1: ore ign inves t:men ~: a +e dependen 1: on t11t;. 

percentage equity sha:r.-es of the· collaborant;: over and abovE; 

the size of investment. Government must approve large numbe1· 

c)E foreign investment proposals than a few la~ge proposals . 

..... ... ,;.•, 
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