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1.1  INTRODUCTORY 'STATEMENT

A new spirit of veconomic vfreedom is -evident in  Ind}a
brihging about sweeping changes in,its wake. A serieé ol
ambitious economic reformws aimed at deregulating th¢
gconomy and stimulating forelgn invcﬁtment hag mgv@d
India firmly dinto the front ranks of rapidly growing
Asia-Pacific region and unleashed the latent strength of
a complex and fast changingu'nation. Indian official
policy towards private investment was first announced by
the then Prime Minister Jawéﬁarlal Nehru in April 1949,
‘While there were éhanges 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 investmenl

policy had two major objectives,namely as

P . S "

i) a vehicle for advanced technology, and as

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

The érocess of planned developmeﬁt demanded regulation of
private capital, foreign and Indian for differing
purposes. As a consequence, a variety of rules and
administrative norms were evolved giving rise to a wide

and complex system of controls and procedures resulting



in long delays and uncertainties. The _regulatoryfi

mechanism contributed significantly, especially during

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 K of

decision making. The need for regulating this wmechanism
was voiced frequently through national ang internaticndt
fora. .fhé> indusﬁriéi policy fra&émwiﬁvﬂlndia has been
common to foreign and Indian national private capital. In
this regard significant legislation which was enacted héa
been the Industrial (Development and Regulation) Act of
1951, In pursuance of the Directive Principlesvof‘thm
Staté 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 consexrve the limited foreign

exchange resources and to encourage rational utilization

of the same and to contain external liabilities for the
future generations.The foreign Exchange Regglationi Act
(FERA) was adopted by the Indian Parliament in'l973. The
economic policy has undergone many a changes since July
1991 with regard to the role and placevof private
capital. The new policies represent a package ﬁh;ﬁ seeks
to change foreign investor’s perception of India. It is
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.

/.

o



The Industrial Policy Resolution of 1956 (and the
Industrial Policy Statement Aof 1948) visualised:
reservation of basic and strategic industries for the
public sector. The approach towards public éector was:

influenced by widely prevalent sentiment of the national -

struggle for political independence;vof'“Ind;a::(;:QQYQ}ﬁ‘
1979) . Under the new economic policies a rédiﬁalifl
different view has been adopted. The basic industires and
infrastructure are no longer reserved exclusively fou
.development by the public sector. Power, 0il,
Communication and number of other areas have been opened .
for development by national §nd international private
capital.v |
The scope for brivate sector expansion and participation
by foreigh-cépital~has widened significaétly due to
pruning of areas' reserved for the public sector; Théf
provisions of the Industrial Policy Resolution ofliSSSQ
stand revised. The restrictions imposed.unaer the FERA!
philosophy have mostly been aBandoned. Instead of the
general rule of .40 per cent ceiling on foreign equityp
major participation by foreign corporation is allowed to
ugse foreign brand names in the dowmestic market. The
provisions of the Monopolies and Restrictive Trade
Policies Act 1969 relating to concentration df économic
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 téchnology.

In brief, the' new policies have wvastly increased the

scope for foreign capital by -

' 3



i) throwing open larger area to the participation of

private sector;

ii) abolishing industrial licensing over a vast area;

'

iii) taking a liberal attitude towards foreign share in

Indian Companies;

iv) . doing away with provisions  relating Lo
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 - "Foreign investment and technology
collaboration will be welcomed to obtain higher
technology, 't¢ increase exports and to expand the
production base (Industrial Policy 1991) .

The new policy does not insist on technology
accompanying investment. In the past top, there were
pleas made from time to time that foreign capital by way
of direct investments was a substitute for commerciél
borrowings as the servicing of loans would hot be related
to the paying capacity of theAprojéct.Moreovéf.outward
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 continuing

interest in the project.

“



1.2 Technoloqgy Transfer Element in Foreign Investment.

The complementarity between the export of capital and ol

knowledge is of recent origin and is almost a reflection
of the growth of the multinational companies. The earlier:
form of internatiqnél capital movement was more in the
shape of portfolio investment. Then came the concept ol
joint stock company, accompanied by growing complexity of
production and managerial technology. This broughl

together a package deal, the export of capital and
knowledge with international market forces tended to
stimulate the flow of these inputs relative to the output
goods they create. The involvement of technology transloi

in Foreign Direct Investment will depend upon (Dunnirnvi

1970) :

a) The knowledge content of the investment vis-a-vis
that which ig already available to the hosn
country. .

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

c) The policy of investing company -towards it
overseas operations and

d) The competitive environment in which the
investment firm is operating.

In the past, most kinds of the foreign manufacturing

operations have begun by the establishment of sales and
distribution ventures. These have been followed by
investment in the simpler types of manufacturing.

procegsess, invelving cransmidsicon of FGEivt g,



specifications, plant 1ayoutv'diagrams etc. As the
subgidiary of the parent company undertakes more complex
manufacturing operations, adaptations have to be made Lo
process the products to meet local requirements. The need
of subsidiary toiunderstand as well as to use thu
technology of its parent company increases. The extent Lo
which-international companies disseminate technological
expertise will also depend upon their prganizational
structure and the relations between the parent company
and its subsidiaries. Perlmutter has distinguished three
stages of management evolution of the multinational
company (Perlmutter 1969). The 'ethnocentric organisation
is one where minimum of - autonomy 1is allowed to
subsidiaries. A polycentric organisation recognises that
local situations are different from those féced by the
parent éompany' and in other subsidiaries. Rather moru
autonomy of decision taking is allowed - advice i«

offered rather than commands given.

In Perlmutter’s view, the most desirable pattern of
activities is thaf which he classified as ‘;ebééhtric’. 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 of

knowledge throughout the world.

Finally, the international transmission will be
influenced by the structure of competition facing the

investing and the host countries. Several writers (Hyme



1960, Kindleberger 1969) have emphasised that the modern
multinational company is primarily a vehicie for transfer
of entrepreneurial talent  rather than financial
resources. That the impetus to foreign direct investment
arises largely frénl the desire to exploit an economiq
advantage which a firm has over its competitors - or in

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

the need to protect its market position.

v



1.3 Foreign Investment Among Developing Countries

The multinational corporations (MNC) are an industrial
system nurtured by the international conditions
especially in the US and western countries after Gthe
gacond world war. The growth ol MNCg have been uo

spectacular that world trade mechanism was expected to bu

replaced by MNC expansion.

The international trade theory more frequently dealt
with the movement of commodities and production factor:u
through the MNC framewoxrk. Although the MNCs ofiginated
in the strong advanced market economies, firms from a
number of developing countries have been. increasing their
overseas direct investment, signalling the initial stag:
of multinational operations in the wake of expanded
exports and enhanced industvialisarion. Third world
multinationalism, 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 foreigh
direct investment - a phenomenon Vern Terééetra calls
the Asian Chailenge ‘. Present theories on Foreign DireclL
Investment are based on anlyses of advanced countries’
Foreign Direct Investment behaviour, especially the firmu
of US. The devéloping countries’ Foreign Direct
Investment, however, differ from advanced countries’
Foreign Direct Investment because the special conditions
of the home market do not seem to play an important rola

in generating advantages that the advanced cgountry MNC



exploit.vlt 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 a
foreign country is faced with certain additional coslua
that locali competitor 1is not. These costs arise from
cultural, legal, institutional and linguistia
differencés, lack of knowledge of local markel.
conditions, increased expense for communication and the
possibility of misunderstanding because of operating from
a distance. The MNCs must also bear additional costs
caused by discriminatory attitude towards them borne out
of the host country’s nationalist fervour. Sb, tfor
invumtmgnt E@ e profitabhle, bthe fiem entaring Fenn
abroad must have some advantage that dte local

competititors do not have.

-~

So the first principle of the Foreign Direct- Investmenl
theory is that to be exploitable these advantages must bea
at least in part specific to the firm and readily

transferable within the firm and across distance»(Dunning

1970) . This it

o]

a necessary but not sufficient condition.
The firm could exploit its advantage by producing at home
and exporting or by licensing a foreign producer. 1o
explain the choice of foreign direct investment over

alternatives of exporting and licenging, it 1s negessary



to take .into. account internalization and locatiom%
vspecifiC“faCtors'such as relative costs of production,

trade barriers, market characteristics and the like.

This;theory ig not sufficient to explain, the developing.
country Lype fnvewtnent . The ‘peaking (”Jllﬁd(;‘ll‘v app'xrmzaczl’l'f haw
been suggested to complement the insufficiency ol
existing theory (Dunning 1970).This‘approach views the
internationalization’ of developing country firms simply
as a technology gap model or as a stage in the product
life cycle. Counﬁries can be ranked according té when
they first prdduced a particular product. The cQuntfieq
currently manufacturing the product export tha‘péékjfpr
order’ to those countries that do not yet héve plaqtsyt@ii
produce that product. Not only wmight theISOufce:oﬁ
exports in world trade move down that order as a product
matures, but the source of foreign investment mightl
follow a similar pattern. This approach is based on thd'
availability of technology plus_ the diference in

production costs.

Along with the pecking order approach( there is -a
contention that Foreign Direct Investment from developing
countries tends to flow frpm newly industrialized
countries to poorer LDCS. In particular Wells. ;§ntendm
that firms in NICS have acquired‘ technology fron
industrial countries and adapted it to the special need:
of :their home markets (Wells bl981). When productsl aré
Vlater demanded in gufficient quanﬁities in poorer

countries, the Produccion sSite 15 BHIEEEA fe thess
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countries from NICs. Wells - points out several
characteristics in the internationalization of less
developed countries'corporations. First, potentiai buyers
do not hivé the information about the manufacturing
technologies of less developed countries corporations
because they~tend to be less well known than advanced
country firms. Secondly, firm technologies are often nol
patented. Thirdly, the less developed countries firms
% :

managers and technicians are not as qualified.
L3
I

The. analysis of MNC in Latin America and Asia justifies
Welhs' contention. wniue'(wuiée 1v81) i hialatudy‘@l
Latin American firmg fLfound such a pattern of fox@igh-
direct investment flow vwhiph* suggests inéreaSiﬁg
“investment among those countries. Agrawal ( Agrawal 1971)
“also found that mést Indian FDIs iS'in Asia and Africg[
Dunning (Dunning'-l970) has explained the emergence Qf_
Less Déveloped Countries multinationals by referedce.to
hisg eclectic theory of international production. Moo

postulates that the propensity of a country’s firm fou

-

ownership, internalization and locational advantages
that are available to them, as compared to firms of other

countries. 4 _ e

1.4 Foreign Investment for India

The above analysis takes into account two major aspects .
of Foreign Direct Investment. Both aspects are of dgreal

significance in the Indian context. India, K6 is going



through a transition phase. It is going global. It needs
technology along with foreign investment. This way the
aspect of technoldgy transfer becomes importantc.
Simultaneously India needs a technology which i;
suitable to its local conditions. These loéal conditions
are clearer to those of newly industrialised countries.
So Foreign investment from these countries have greatev
implication for India. This way the second éspect assumes

significance.
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v_VFQreigh Directilnvestmentf : :’ , L L o

-Some Theoretical Igsues _ ; s

INTRODUCTION

_ The increasing onus on foreign direct investment as a
" world economic phenomenon, is of a very‘recent origjn

i!The changlng world order and a wave of sweeplng economlcf

]; reforms have quickened the pace of eructural adjusLment'

¢in productlon via direct forelgn 1nvesLmenL Too: much:
lrellance was placed -‘upon debt flnance in the 197081?
vpartlcularly short term debt. The argument runs, LhaL a'
form of forelgn exchange has pxoven highly uupredchablvr
{ both in its servicing obligations and its gross inflow to
the developing countries. Therefore, its future isevery
.much in doubt, with the exception of those creditworthy
qbuntries» who underborrowed in. the past (e.g. India,
"Malaysia) as commercial banks attempt torrestructure

their portfolio management 1in response to the adverse

. experience of post 1981 period(Heileiner 1991) .

Foreign Direct Investment has got a very crucial role to
play’ in the development process of underdeveloped 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.
_Lesé than thirty middle-income countries account for over
ninety percent of total direct foreign investment. Within
this group, Brazil and Mexico, Jjoined 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
benelik the hoskt counbry. T can combine the proavision of
capital, of a team of skilled men and access to foreign
markets. It can transmit ‘the latest products and
technology to the host counéry‘ and can encourage the
vgféwth of a nunber of ancillary domautic enL@rpriwcu. It
can create jobs and earn foreign exchange as also
‘contribute to tax revenue. It ‘can therefore reduce

country’s dependence on imports and increase 1ts capacity

Lo export.

’

The high degree of concentration of Foreigh Direct
Investment flows to only a small number of countrieé.
This may change in the coming decade as other developing
countries continue to enhance their overall businesu
climate (Pfeppermann 1991). Now more and more developing
countries are understanding the need and usefulness of
foreign investment. But‘here one must remember that to
‘attract foreign investment,Athe business climate in the

country should be fairly bouyant aﬁd promising. This is



because foreign investmént almost al@ays'follows a
’coﬁntry’s success, it rarely leads it. Iﬁ case. of a.
depressed businegs climate in a country; ‘foreign
inyesﬁment cannot be expectéd. It implies that develbpinq 
countries should - look to foreign equity as a source of
growth until local business. sector has shown strong

evidence of profitability (Pfeppermann 1991).

'Another impor£ant factof affecting foreign‘investment 18
the presence of a sound infrastructure and in this
‘respect the speﬁding priorities: of the host country play
a‘ very crﬁcial rqle. 'Foreign ‘investors prefer
countries where not only facilities for business
enterprise are good but also out of factory facilities

like banking, transport are excellent.

In view of aforesaid reasons for adﬁocating foreign
investment, governments in developing countries are under
considerable pressure to undertake major policy reforms
to attract foreign investment. By now thére has been
enough experience vwith this. form of international
economic interaction. It is now possible to anticipate
some ofrthe 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 tok expand ' its exports based on the
experience of export oriented direct foreign investment

{Heileiner 1991).



It is therefore pertinent to discuss some of ‘the
“theoretical issues regarding Foreign Direct Investment.. -

T
N

2.2 DIRECT AND PORTFOLIO INVESTMENT:

‘We now illustrate the main distinguishing feature ol

‘Direct and Portfolio invest@ent. DirecL_
investmeht inplies the invesﬁing* !nnit;yggrghasaﬁ_’
‘the power to exértv.some kind of ébntrbl:4h,dyef.;the
‘decision making process  of "investedl—wih  unit,
which is not the case with poxtfoliov ' in?estmeﬁp:
This suggests ~ that Other than money capital, sbmd

other_kind of investmént takes place as well. It may bm.
vinformal managerial guidance or technical know-how. On
the other handvit'would incorporate the disséminationvof
fvaluable_knowledge and-entrepreneurship in the erm ol -
research 'and development, broduction technology,
marketing skills and managerial expertise none of which
usually accompanies direct investment. One interesting
implication of this aifferencg is’that whiié éortfolio 
capital will normally wmove to those sectors within the
recipient country (which as irévealed_ by the
profitability, have a cbmparative advantaée’8ve: the -
counterparts in the investing country), in the case of
direct investment capital, it will flow to cﬁgse_
industries in which thé investing couhtry5faf{ié§st
initially) has the comparative advantage{ but which %g 13 

possible for the recipient country to gain (Dunning



1970). Portfolio capital is mainly  supplied by
vindividuals and institutions to different foreign{
individuals and igstitutions. via the meéhanisn\ of the
capital wmarket. Direct investment {(except where the
~purchase or part purchase of an existing enterprise i
involved) may be accomplished Qithout any change in
- ownership at ali. ESsentiélly, it reéresehts vertical or
horizontal geogréphidal exten51onv:of a firm’f
activities.They must be v1ewed in the light of ity
overall objectives of: which the expected profit race of

new offshoots may be only one (Dunningh 1970).

It used to be thoﬁght that majbr dj£f@rence betweaen
portfolié and difect inQestment was that direct
investment involved control, whereas portfoliolinvestment
did not. Control wasvtaken as '100,95,51 or 49 percen

ownership of the equity of va foreigh corporatioh. or
control was thoughé of in decision making terms. Thl

meant that head offlce madc decisions respectlng £01 1gny
ioperatlons, w1th1n a‘ clearly ldldoutv scheme,” on'-éuch;
questions as choice of a top 'persbnell( new products,
capital budgeting, research and development and d1v¢dcnd
policy. But direct' 1nvestment' was a capltal movement
combined with control and perhaps other elements such'as

Lechnology .

it was thought that direct investment often did not .

involve capital movement. A firm would undertakco
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ﬂgvégﬁment abroad, once the investment became profitable. -

@grebver, it grew from 1local borrowing and reinvested
pgofi£s. Direct investment represented not so much an{
ihtérnational capital movement as capiéal formation
dndertaken abroad.

According to another theory direct investment was like.
‘gambling. A ‘firm invests abroad and t;ies to make. a
fortune‘out of it. From thé earnings half is reinvésted
'just asva gambler leaves his winnings on the table. So
direct investment comes close to the last stage in
technological cycle. "‘Firét comes production(domestic),
then exports and when imitation abroad 1is about to
overtake the’CQmpany takes up production abroad (Kindle"

-berger 1976) .

Defensiye‘Investment;>The cohcept of Defensive Investment
by Alexander Lamfaluésy suggests that some invegtment
with reference to dpmestic capital formation is motivated’
nét by the desire to make profits but in order to avoid
loss. The marginal raﬁe of return on this’ investment is
equal to any other measure frém the expected loss to low
 profit. By the underlying logic it is better to enter a
market with é 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 investmerit is

mére> likely to promote economi¢ growth than portfelkie

vestment. This is because it tends to be eoncentraked




in the dynamic and technologically advanced sectors where
the knowledge content of the investing firm are superiou’
to that of local competitors (Dunning-1970). Since direct
investment transfers capital, téshnology and management
from the countries where UtLhey arevabundanL to Lhn
countries whers they are scarce, it 1is evident that
effic%ency hss been increased and Pareto optimality
aChieQed (Kindleberger 1976) .Apart from this thefe are-
also possibilities of dynamic gains namely of training
workers, or stimulating savings and capital formation

" through private and governmental increases in income.

Along with all these positive  aspects of 'direst
inveatment there are also chances of block ing growth. The
foreign firms may be content to lose a little in order to
‘ensure that no other company in the same field emerge.
All companies are of inefficient size. None can break oul
of 'the msuld and start a process of growth. The Seven
refrigerator companies in the United StaLBS_Ovam&IiCM
reproduce themeelves in Canada, which has one-tenth of
the population of the home country. In Latin Aherica,
" there are too many, too small; high Cost‘coméaniesliﬁ the
automobile field in Argentina, Brazil and Chile-
(Kihdleberger 1976) ." So in the above discussion it,csnzs
be c¢oncluded that direct investment with its dynamic
character is more likely to promote world economic

growth rather than portfolio invesment.
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2.3 Foreign Direct Investment and Economic Devlopment:

The precarious condition of the global financial system
has generated a wide range of suggestions for reforms,'
and continuing advocacy of ‘adjustment’ for the
developing  counboies  (Helloelner 1u991) ., Amony Lhe IMHH.
cundislont loslounenby guggentod  Lor achileving the Lwin
obdectives of more stable developmnent are Einance and
structural reforms in production. This relates to
traditional approach of foreign direct investment.
Foreign direct inVestment can_help a great deal in the
‘development process of developing countries. Quite
recently, at the Western Eéqnomic éummit Conference 1in
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 their
markets more open for the exports of developing

cogggfies. So these countries can help themselves by

e
ericouraging investments from the industrialised countrien
. /;.f’..'*\.’"\\_
(Heileiner 1991)." . i

s

: : . \ I P
Foreign investment in developing country can%play‘a very
) . . -‘- i b\'
. . . . o
crucial role even if in a small amount in spome~cases. It

contributes to a missing component or has a spread effect
on the rest of the economy in technology generation,
anployment. creation or foreign exchange earnings. Yhe
role of transnational corporabions in the development

process has been given its due importance in recent
( / .
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times. Hostility to it by hostvgovernment has been
greatly reduced and replaced by an eagerness and an
understanding on both sides. The number of transnationalsl
and with it competition among them has increased, and a
desperate need for foreign exchange resulting from the
debt crisis. The fact that payments are linked to ability
to pay; together with growing reluctance by the banks Lo
expose themselves further have made the developing

countriesg more welcome to foreign direct investment.

It was sometime zgo that cconomlsts peluuaded developilny
countries that they should hot be concerned about
the fact that transnationalNcorporations (Transnational
Corporations) took out more capital than they put in. Thao
onset of the debtAcrisis, with a sharp constriction of
non-equity flows greatly enhanced the attractiveness of
foreign direct investment as sources of finance per se, a(
role which was fairly minor beﬁére 1985 ( UNCTC 1988).
Another factor worth mentioning 1is that thougﬂ
'Transnational‘Céfpdfétions ate the majdg;difect>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 likn
choice of technology, impact on local entrepreneurship
and linkages. Thus the analysis of TNC. employment iésués
pex se hag been relatively neglected. The transfer -of
skills through training. is a potentially valuable

contribution of Transnational CJorporations  to the



developing countries (UNCTC 1988). However evidence on -
the net contribution of 1ransnational Corporations in

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 number of bases._?hqv.
growth of offshore awsenbly of electronic components and
other items requiring cheap semi-skilled labour diq
contribute significaﬁtly to . export earnings - and
employment.” This was limited to a small number of
countries. At this tiwme, Transnational Cofporationh
greatly increased their exports of more complex productn:'
from established operations in 1argér déveioping
countries reflecting the latter’s growth in skills and
capabiiities' as well as low wages.: In overall terms,
exports by foreign affiliatés rise over time as J
‘percentage of world trade ahd often as a share of the
hogt‘country’s total exports. Earlier théfe~were fears
that automation would lead to a retrenchment aof worlkaii
in the developing countries. Comparative advantage
were not borne out by the vigérous export performance‘of

" the foreign affiliates.

< F

There is little doubt that Transnational Corporationsican 
make an important net contribution to export promotion (.
given a conducive policy environment ). Host country. with

)

specific  resources (like cheap 1labour) can be



complemented by elements provided tuf'TransnatiOnal
Corporations. For example, the marketingvof expo;ta

requires an established network ofvvertically integrated
facilities acrdss qountriés, or powerful brandﬁnaméS"o}
when production involves easily transferred'proprietaryf

inputsg or knowledge. ' ‘ : :
Since foreign direct dinvestment flows ‘tend to Dbe
- !

dominated by large oligopolistic firms, especially inﬁo "
the small markets of vdevéloping countries, concern 1is.
raised regarding their effects on local market Structpre_
and competitich{ These.firms can have many tYpéé dﬁ7
linkages with Iécal. firms. The‘ most important dirumL
linkages ave those established with local Supplieré ol
Parﬁs, components and services. Apart from directf
linkages, there 7can ‘be various indirect linkages..wituf
1ocalAcompetitbrs.'Beneficial linkages may include the:”
spill over of skills and efficiency to local firms pafﬁly
from externalities created in the form of ﬁraining andv 
technical efforts which 1leak oﬁtv and_ partlyv;fromk}
in¢reasiné cbmpetitiVe pressures on local flE&é-iﬁg£héf

product and factor markets.

From the above discussion we can see that, with.a,righu
kind of policy framewérk and efficient infrastructﬁre,:
foreign direct investment can play a pivotal role in the .
development process of developing and underdeveloped

countries.



2.4 FOREIGN DIRECT INVESTMENT AND TECHNOLOGY TRANSFER 5

Technology development can be defined to encompass anf
enormous variety of activities. Industrial technology
development can be, qlassified’ into following four
‘categories.

In the sense that technology is simply the knowledge dﬁ
béw to carry. out manufacturing activity. The setting up
Sf a new assemblyvactivity in a developing countfy can be
said to transfer some new knowledge and thereby
contribute to the technology of the host country. Erom
this elementary stage, techndlogy, development caﬁ
progress to ‘the knowledge gf -imported. téchnoibgiés iﬁvg
~increasingly sophisticated industriéslffhé‘géining of
such operating kﬁleedge can be termed as ‘}knowfhow’.
This will include not only the assimilatiOn'of:imporﬁed
techniques but also quality control, imported‘planp"
layout. and production practices, slight,modifiéatién}to

equipment and tooling and so on. It is well accepted now

-

that the aquisition of ‘know-how’ even inﬁthewcontext of
- imported technology is real and significant source of

technological progress in LDCs (Katz 1978).

The next stage of technology developmenﬁ ~inVo1ves
understanding of the nature of underlying process and.
product teéhnologies. This leads to their substantialA
adaptation,  improvement and even réplacement by'new

processess or products. This process can be termed ag

“know-why’ capabilities. Such teghnology>qevelopmenL
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arises partly as a natural extension and deepening ol
know-how capabilities. Such technology development arisey
partly asgs a result of concious efforts to develop,

design. testing pilot plant and similar activities.

Know~th development is followed by applied research, the
application of given scientific knowledge to the process
of commercial innovation. The final stage of technology
development within industry comprises the ability to
undertake bagic scientific research pushing back theao
frontiers of knowledge vwithout regard Lo speciﬁ@u

commercial application.

-

S

':The contributioh of MNCs to -technology d&velopment,-ih”
‘host LDCs can take place at any or all of these levels
(Lall 1985). A positive effect at any level may cg—ex;gg* ;
with a negative effect at another. | o
The demand of developing countries for technid#é§¥
developed in advanced .countries remains stfbngmegvélopgﬂii
countries’ pattern of development is tied to‘their
technologies and in aé much as developing countriesg try
to adopt similar patterns of production and consumption,
‘technology transfer becomes ‘indispensable to their
efforts (Mingrann 1981). Developing countries ' sea
technology transfer as an ideal way of‘ éféagihg 3
independent development capacity and want not.onlfvfhg

trangfer of technologies but also of E@ehn@lggigaii,



capabilities (OECB Report 1981).

In the past, foreign direct investment has been a means
for the transfei'.of technologyf But the . technology so
transferred is frequently unsuited to the requirements
because they are developed for industrialised countries..
There is also some evidence to show that the average
capllal-~lbabour rat io ofvﬁwrnign aubasidiaries in

manufacturing is higher than that of local firms.

Ingofal ww v ardioun forme of dnvastment in the issue ol
the medium of technology transfer, there has been a
diversity of  expericnees  in different  countriea. Sowme
have successtully transferred technology, yet in otheras
there have been problems and failures. The sucéess»of
transfer of technology through new forms of investménn'ﬂ
was dependent on the host country’s policies. This i$.1
particularly true on the level bf technological
development in the receiving country and the developed
country firm’s willingness tofshare ren§s aﬁd khow4how

with the local firms. It also depended on the host
country’'s market, the extent of oligopolistic inter-firm

competition and the growth potential of the host country.

Almost all newly independent developihg' countries  havg.
ancouraged  Jaint venturas and athex rnéw fot&é? off
investment in order to encourage foreign technology and
know-how. At the same timevthey try to retain control

over the investment  decisions for example, the rapid



technological advance through new forms of investment can
be éeen in the case of 8South Korea (Bohn-Young, Koo

1984) .

Another factor that ,inf1Uence the flow of the fbreign”
technology the level of technological development in thno
host country. For example technologically advanced
countries” like Korea successfully transferred technology
through joint ventures,'liéencing and turnkey conpractﬁ,
while others like Algeria, Mélaysia and Peru which werd
-technologically less advanced, encountered numerous
difficultiéé. Local firms used licensing on their own
inictiative to acquire the foreign techhology and through
it were able to incorporate most recent technological

advances.

2.5 RELEVENCE OF ECLECTIC THEORY  :

Theoretical discussion on the foreign direct investment

at present is dominated by the eclectic theéory of

-

international ﬁroduction. According‘vté’mfhis fthéory
Foreign Direct Investment 1is a function of ownership,
internalization and locatioﬁal advantages (Aggarwal
1991) .Ownership advantages refer to invisibles like
proprietry technology, patented trade marks, controls oﬁ
market entry etc. Further, .4£hese advantages should yield.
greater benefits to the investors through
internalization than through outright sale, Finally, Lho

host couptyry must offer losatienal advantages like lowel .

;.



widge coslyg, chémpuf enelygy or Tdaw materialo over bthe home
country of the investors to attract foreign direch
investment. In the absence of any of these three factors
a firm will try to' serve a foreign market ﬁhrough expdrts

. -

or simply shun the market.

This theory ié deduced from the experience of foreign
invesbmenﬁ--gehaviour of those developed country'’s
investors who héve already acted as multinational
producers and sellers of goods and serviqesvfor a 
sullticlencly lonyg cine Lo appoeas i Lhe  Leonk ]1uwm.@ﬁ
vinternational'business (Bggarwal 1991). According to the .
eclectic theory a firm must have at least one-ownersh;p
specific advantage'over its competitor din a fore}gqa
country in order to invest there successfully,  Theas
sorts of ownership.speCific advantages accrue in to the
developed country’s multinationals Dbecause dfitheir
larger size and more investment in R&D activities leading
to more patents and trademarks. Size also helps a‘ﬁi%m'td‘

{

have greater control over the market. ’Lessh_Develqped-
Countries firms due to their smaller sizes cannot také.ﬁp
R&D activities on a big scale and hence lack patehts_or
even unpatented know-how and also lack | renowned
trademafks which could give them an edge over their
foreign competitors. As a result, big firms certainiy
have an edge over their counterparts from the developing
world. There ave only a few companies like mhe-FileLmﬂ

Brewer Son Mighol; F & N of Singapore; Inca Kola of Peru



or Parle Confectioners of India which have been-able Lo
build an international brand name and take advantage of
it in promoting their foreign direct investments (Dunning‘
1981) . Bul investors from developing countries have an
@xﬁra wdge over the investors from developed countries in
marny respéatg, Less Developed Countries firms are aétive
in goods produced with maturé and standardized techniques
which they have not only learned but also adopted to the
local climate and social conditions. This gives them an
cdye over thelr compatitors from Lems Doveloped Cnuntrjmw
multinationals (Aggarwdi 1991).‘The optimum gize of firms
established by Less Develéped Countries investorsg is
smaller and more suited to the smaller markets of
developing countries, Another advantage ol Less Peveloped
Countries tirm lies in the fact that nmanagers From Che
developing countrieyg are uQed Lo operating in th@if Owﬁ;
smaller home wmarkets and are also prepared to work éth

lower salaries than wmanagers from developed countries.

The second condition of the eclectic theof&“szwthatbnhég
exploitation of ownership-specific advantages‘thféﬁéh
foreign direct investment should be more profitable for
the owner of these advantages than their.direc§ or
indirect sale. But local entrepreneurs are not. always
prepared to take on the risk of a neQ e@térpfisév
due to lack of managerial knowhow. This aspect of the
market is probably the most important factor behind the
internalization Of MANIgerial KRSW-HOY +# FIEHS R LBe



newly industrialised countries. Though it is not of their
own creation it helps them to promote their own foreign
direct investment instead of exports of rtheilr goods and

services to lesser developed countries (Aggarwal 1991).

The third postulate of the eclectic theory states that.
Fhe host country musht posseus 'one or wmore locational
advantages over the home country of f£oreign investor.
deational advantages may be direct i.e. a country may be
having some elements of its economy which might attract
forelyn iliv‘:ul,ox.:s Lw Lake up productlion Lhere on LL may
be an indirect result of the disadvantages in the home
country of an investor. Direct advantages might ~arise
from fiscal incentives, import proteétion, largeYOr
growing domestic marketé, natural resources or low. cosl
labour where indirect aanntages may be causged by'
_restrictions on monopolistic practicés, environmental

regulations or market saturation in the hohe country of;

the investors.

. .

However it must be remembered that the eclectidiﬁheérf‘
was conceived for Foreign Direct Investment by private
firms, whereas some third world mﬁltinationals, as in
case of India, are owned by the government. Sﬁch cases

fall out of the purview of the eclectic theofy oﬁ

international production.



ETRA ngﬁ DEVELOPED COUNTRIES INVESTMENT

In the last one decade or o the multinational’
ehterp;iseé ef'developing countries have gained in
impertance due to the fast expansion of their activities

particﬁlarlyfthe expansioneof investment within south. In
Ifacc southfsoutﬁ' investments exceeded expectations. In
7the begiﬁﬁiﬁg many fears were raised about thei?
_capabllltles Later, however, parallel to the changing
attitudes of developing countries towards fofeign
investments and general actiyities ot multinationaf
enterprisesg, they attracted more and more attention. Now
naturally developing countries are seeking ways and means

to promote -this kind of co-operation.

Multinational-enterprises have become the most important.
economic_entities'in the twentieth century. Why? As
Rugman has put it " In a perfect market situation, free‘f

.Lrade would be the most efflcnenL means of servacmng

3%

markets abroad However given the many barrners to Lrade'}

'presently affectlng the market, multinational enterprises
are a necessary alternative. The ability of multinational
enterprises to create internal market enables them to:

bypass the barriers to trade (Rugman 1985) . "

Wa Cknow  firm specific advantages, nntwrnu114at1nn o
advantages and country specific advantages become,wthe
most important factors leading to the expansion of

vmuitinational_ﬁirmS._IE was therefore formed in order £o

4



_exploit_in thé most advantageous way firm specific
advantages. They materialise country specific advantages,

either thép'of a country of origin or of those countrieé
in which they opefate. Internalizing'advantages mean not
Agiving théﬁg_away . free through‘ market mechanisms
Xmihimizing'ﬁfansaction,costs). On the other hand,

multina;iéhalbenterprises‘of developing countries ar@
also a part' of the defensive reaction of theisr
governments vis-a-vis the activities of transnational
enterprises on their markets (Svetlicic 1991). Latex such
defensive strategy was énriched by active strategy,

meaning positive implemeé;ation of the benefits of
‘internationalization of production of their own'compani@m

and multinational companies of developing countries.

it is believed tﬁat multinationals from dévelopiﬁq
éountfies apply mére adapted labour-intensive technology.
That they rely more on local inputs and thus have a

 pdsiE;V§ balance of ‘payment contribution. Their export
'*rétidﬁls?similér or higher to that of<trahsnationa¥_
companies from industrialised vcountriés and that they
prefer joint ventﬁres that imply more. sharing of
managerial and other firm specific advantages {Svetlicic
1991) . This has proved to be very important in many
developing countries.‘The package of services offered by
multinational enterprises of developing countries seem LO
he well sguited to: the factor endowmentsg of mény

developing ecountries. They have wmade important
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deVelbpmen; contributions.

A cbﬁsiderable attention 1is 'beiné‘ paid to the foreign
.difect investment,flows,from developing market economies
such xass'Argentiha, Brazil, 1India and among them- morea
déveléﬁed‘counéiies 1iké'Hong Kong, Sihgapore,j Republic
of Korea and Taiwan in othédeevéloping countries. OL
ilate“fsémé”‘Oii*’producing countries like. Kuwait, Saudi
Arabia Qr UAE havevinVested significant capital abroad
but these investments are mozstly through the agquisition
of -equity or portfolio interests without any activa
participation in the wmanagement of the ancarpri@eé

- concerned. .

Data - on foreignfdirect investments ffom developing
cbuntriés are  very  scarce because. only a few of them
(e.gﬂIndia) publish figures on outflow of foreign direct
investments and a few others (e;g.Indonesia) on inflows .

of'forgign direct investments (Aggarwal 1991). The

1argest _;nyestors in As{a ‘were Hong;égong, Korea,
vghiilipineé‘ and Singapofé; and in Latin Améfica
Argentina, Brazil, Mexico and Venezuéla. The largest host
:_éountrieé are Indonesia, Hong Kong and Thailand in Asia

and Brazil, Columbia and Ecuador in Latin America. .

An important characteristic of these multinationals is
that ~they generally invest in neighbouring countries with.
sizeable population of similar ethnic and cultural

background (Aggarwal 1991). “his is besause ethnig and



cﬁlturél similarity assures the investors of an elastic
local supply of personell which suit their tastes and can
be trained for'manage;ialvanditechnical'jcbs.'Investing
in far away cbunfriea with different economic, cultural
and»political conditions. demands very high level ol
informations and managerial costs and hence is normally
avoided ‘by developing countries although there are

exceptions to this.

Questions must nevertheless'be_asked‘about the effiéacy
of the suggésted new reliance ,onn_gdirect foreign
dinvestment. By now there has been enough experience With
this form of. international édonqmic interaction that it
may be possible to anticipate some of the probléﬁs”thég
vwill'arise if‘thére isba significant policy shift,bagk.
' Particularly relevént when every developing country is ét
the same time being urgedvéo expand'i;s exports. This: the
experience with eXport "oriented direct 'foréigh

investment .

2.7 The Pregent Study 3 . e T SRR

The issues that have been faised above are significant
for a developing country. Among these issues a few thal
are more important for present study were as folléwm 1)
Ihtra—Less Developed Countriés investment; 2)Foreigr
Direct Investment and technology transfer. 3) Foreig:

Direct Investment and capital formation. The emerginc

trends in the investwent from Boutheagt Agda 4in Indi:



highlight‘-growiné- trends. in intra-Less Dévelopﬁg;
Countries trade.'Technélogical'Collaboration7is §n§ wayf;
of importing technology. A study of'the growﬁh QF,
technical collabo}ation apprévaIs'from S&utheasﬁxééiQT_
will throw some light on technology transfer and foreig@”v
direct investhent.The issue of éapital formatiqn can bé
aea1£ with if the level of.participation;is knoWn,lwhich

in case of this study is attempted.

it is pot possible to address to all the important
issues relakted to the proplemv of foreign direct
investment both due to the limited scope of thé'study and
other constraints. First of all,the study focuses on the
foreign direct investment from the South East Asia only
and not on all :ﬁhe Foreign Direct Investment Cthat is
coming to india; Given the trends in the world economy
and Indianveconomy!s globalisation efforts, the choice of
this region becomes natural. This is the area which hag
given a new meaning to development problem and has proved
" the feasibility of the model thatvwe are ﬁéw‘adopting in
our economic policy. ‘'The Foreign Direct Investment £rom
Soﬁth Cast Asia to India’ will be a classic example.ok
"‘Intra LDCS, Foreign Direct Investment’'which is now a

growing phenomenon. In this context also, the choice of

‘South. East Asia assumes special significance.

The study focuses on understanding the trends and

patterns in finanmecial and technical eollaborations: Lt

identifies the approvals from the point of view of the



industry. The extent of foreign ownership, country of
collaboration, nature of industry, the amount of capital
formation is étudied It also makes an attempt to‘analyqog
‘the'lnflows 'S0 ‘as - to 1dent1fy the areas lagglng behlnd}

T

and relatlonshlp betwen the inflows and pollcy

2.8 OBJECTIVES :

The'main objectives of the study caﬁ»be enumerated - as

follows

1) To analyse the country-wise distribution and

growth of Foreign Investment Approvals.

2) To analyse sector-wise distribution and growth of

Foreign Investmenthpprovals

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 Foreign- Investment
Approvals and technology transfer.

2.9 Data Base:

Diverse sources qf data are available on varidué.aspects
of foreign direct investment. But countrY«specifié'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 apprdvals are listed _ from



1988 to 1995. United Nations’ Centre on Transnational
Corporation has a  publication on Foreign Direct

‘Investment and technology transfer in India.

2.10 METHODOLOGY :

4

Time period.of the study is from 1988 to 1995. This is
“because priér to the 1iberélisation programme, very
nominal investment was there from that area. -There iu
virtually no collaboration approvals in the year 1990, ‘So
that year is excluded from the study. Data is in the form
of a list of approvays containiﬂg information about the
country, sector, level of equity, nature oL
collaboration, amount of,_ihvestmenf. To obtain the
vearwise data for' the analysis,simple ‘addition of the
individual approvals has been done. This way, sectorwise
and countrywise information can be had for different
vyears. The share of various countries in total ihvéstmehu
gives the relative importance of the individualjcoﬁntrx
in that regidn,‘similarly , share of vafié&s‘sectorﬂ in
total investment can be analysed. Another parameter of
measuring the quality of investment from approvals is
whether the range of investment is high or 1ow.'Overallv6
ranges have been made and percentage of different range'é
approvals to total number of approvals'rprévides
information about the strength of particular range.
Anaiysis of technical collaboration is attempted. 'The

analysis of’thé amount of capital formation is done by



calculating the amount of cépital formation using

following index

Q
I
|

I > 100

X

where C.F.

R

Amount of capital formation

il

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 ug the Ratio of Capital

Formation to Amount Invested,

2.11 ORGANISATION OF THE STUDY
The first chapter includes introductory staement,issues

of technology tranfer, intra-less developed countries’

investment and foreign investment for India.

The secod chapter hints at theoretical issues of foreign
foreign direct investment and technology transfer,
relevence of eclectic theory and intra-less developed
countries’ investment.Ilt also includes objectives, data

base and methodology.

- The third chapter is about analysig of financial
collaborations with Southeat Asia.The analysis shows the
growth of financial c¢ollaborations with Southeast Asia,

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



The fourth chapter is about foreign collavotatidnsl]
technology transfer and capital formation.This chapter
studies the growth of ‘technical collaborations both

country-wise and sector-wise.It also studies the capital

formation from foreign investment approvals both country-

wise and sector-wise.

~The fifth chapter is about the conélusiods of the study
and some suggestions for the policy framework of the

3

governmant .
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CHAPTER III

EernspnssiimaeEmEann
FOREIGN FINANCIAL COLLBORATIONS WITH '

SOUTHEAST  ASIA - A STUDY :

3.1 INTRODUCTION s

- Joint ventures have now become the common férm of privatey
“féréigﬁ“ihVééﬁﬁéhf in contehporarybdeveloﬁing countries.
In achieving industrial growth at é faster rate,'most of
the these countries have "....come to see that co-
operation with industrially developedbcountries for use
of their capitél, their resourcesvand their skill and
experience is more econpmiC‘aAd ultimately quicker way of
bachieving. industrialisatioﬁv\than to go 'it alone."
(Friedménf1967)bThis chapter mainly deals with theuéauses
and cdnsequences ofafinancial Collaboration in general

and spééifically in case of .India.

* The basic idea underlying collaboration is partnership.
In its wider sense foreign collabration encompasses any‘
form of a 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 Qrganic form of an enterbrise.in whiéh there is a
continuous profit-seeking relationship iﬁvolving
-partnership or cooperative endeavour in'ownership and/or

production operation between entities of more than one



nationality for more than a very tfansitory period. The
main feature of financial collaboration in contrast to
solo-venture is pa}ring of resident and non-residents and
.consequenﬁ collaboraticn - in risk  taking band
‘entrepreneurship. Now the ‘question ariées; why
collaborations?'The motive of éollaborations should be
_ examined from the viewpoint of both foreign as well.és

_resident investors in the Indian context.

Foredgn inveatment Loday amanates mainly from
manufacturig corporaﬁion . The desire of a foreign
corporation to undertake overseas investment in a
developing country like India has far deeper economic
( rationale than mere profit maximisation from specific
investment. This is because,dividends énd royalty aside
céllabpration 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‘,gp 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 effecti&éhhad not:
many foreign firms realised the relative advantages of
joint venture vis-a vis solo venture. Assoclation 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 publicicy
require local knleedge. Briefly stated,the motive of' 
foreign investor to set Qp joint venture has been mainly
to have a local intermediary thfough ‘whom the
incidence of investment risk arising out of peculiar
_econo,mic_conditions can be minimised. Ultimately a
foreigﬁ businessman must be prepared-ko changeihis
business atgitude~in conforming with the modernisaﬁion
taking place in the host country. If he cannot, " he
compounds his risk to the point of jeopardising hisg
entire - business relationship ;nd in the long run he is
helping to dig the grave of free enterprise concept
whatever his immediate profits may be." (Robingon 1964) .
Now we turn our attention towards the motives of Indian
coliaborant [One who undérgoes collaboration]. Maih

reasons which may be specified were

1

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

2) To acquire technical know how of complex nature
and to ensure continuous and c¢loser technical

cooperation; and

3) To acquire modern management knowhow that would

raise efficiency.

In the wake of limited foreign exchange resources of the
country, financial collaboration is considered as the

. expediant method of financing the import Sf €apiesl



goods. But apart from the reasons listed above, there may
be other reasons. For instance, association of foreign

firms in the ownership faoilitates the use of well known

brandnames and trademarks. It also helps the Indian

‘collaborant to raise the required. capital, . both
equity and 1loan: because association of international
firms of repute in ‘the ownership is regarded by

‘investing public as a barometer of thé gsecurity and
soundness of investment, Financial collaborations are
hence profitable for both foreign'firms ag well as the
hosts, be it a new financial collaboration or a converted
.one, that is its ownership structure by offering equity
shares for non residents. With the liberalisation
programme in 1991 India is moving fast in this direction,
the effects and consgences vof which we are going to

discussg in this chapter.

3.2 OBJECTIVES 2

Main . objective of this study is to study/@pe financial
collaborations taking blace in India from Southeast Agian
countries in terms of nuwber of financial collaborations,
amount involved and foreign equity. We intend to do thisg

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

time;and by

3) 'Studying the amount-wise range of financial

collaborations for differnt Years.

3.3 Methodology and Analysis s

Indiablnvestment Centre publishes monthly magazine named
Newsletﬁer giving full details regarding foreign
collaborations. Although 1in some cases data was
inadequate but sufficientrinfofmation 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 East

A

Asia ' : : e

From Tables 1-7 we cén see the pattern of financial
collaborations, country- wise from Southeast Asia.The
tables show the number - of financial collaﬁoration
approvals. This cén be calculated by adding up all the
approvals from various issues of the Newsletter.
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



these tables we »can divide the time period into two
phaseg- the first from 1988 to 1991 and the second phase’
that is the post-liberalisation periéd from 1992 to 1995.
There has been a quantum jump in the number of financial
éollaborations approved from 1988 to 1995. From just 4
" approvals in 1988 and S 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 to Rs.
436093 lakh in 1995. This clearly shows the effects of
liberalisation programme on financial collaborations.
With the liberalisation programme 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 that catches our attention is
the number of financial collaboration witp_ Singapore.
Between 1988 to 1995, the maximum number of
collaborations are with Singapore. From a mere 4
approvals in 1988, the number has risen to 42 in 1995. In
‘recent years two more countries viz. Thailand and
Malaysiéihave 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 (Table /)

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



Fiqm earlier years when collaborations were confined
to just one or two couhtries,}now a days cd-operation is
increasing with all ‘the Southeast Asian countries, which
is. a very good sign for the future of financial
collaborations.In terms the of valué of investment as
percentage of'total investmept Singapore is not phe only
important;CQuntry. In 1992 Malaysiavhag,ﬁopped‘the:ligt

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. This is
because Singapore is comigg with financial collaboration

of smaller amount.

b. Range-Wige Analysis Of "Financial ggilgggrggion

'from>Southeast Asia

The second part of our analysis deals with the range wise

distribution of financial collaborations with Southeast

~Asian countries. Tables 8 to 11 shows this pattern for

-

year 1992 to 1995 for which data were a;éilable. The
collaborations have been divided on the basis of amount
of inveétment in six different ranges . By adding up all
approvals in 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

each range.We can see a sharp and regular increase in

the number of approvals with an investment of above 500



lakhs rupeés . From a mere 2 appfovélS’constituting 7;14
ﬁercent of total number of approvals, the share of this
type of collaborations increased to 4 approvals (11.75
percent) in 1993(’13 approvals (20.31 pe?cent) in 1994
and 34 approvals constitutihg 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 wsay that forelgn investors feel that
investment in India 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.

c. .Sector-Wise Growth Of Financilal Collaborationgy

From Southeast Asia

Finally, we take a look at the sector- wise distribution
of financial collaberation apprﬁvalﬁ from Southeawt Asilan

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

financial'collaborations. Total approvals have been

- divided into ten sectors. Total number of approvals under

each sector-head have been addea up along with the amount
of invesﬁment. Again percentage value of investment of
each sectorishows the relative importance of that sector.
In the year 1992 major part of foreign investment

occurred in the Engineering industry (54.13 pércent ) and’



Chemicals, Drugsvand Pharma industry (33.97percent). But
in the very mnext year i.e. 1995 there ‘were 'very‘ few‘
approvals in these industries. In fact in 1993 ‘there was 
just one industry Ehat truly flourished ana that was Food
Processing and Food Products industry with 83.73 percent
of the total investment going ﬁo it. Year 1994 saw a
marked increase in the share of Households and Commercial
sector with a share of 40,07 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 induétry receieved a 17.67 percent
share. Another sector that improvéq quite handsomely was
Scientific Instruments with an 18.90 percent share major
chunk of inves£ment in this industry came in the fields
of Radio Paging and Computer Software. Another industry
that stérted 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 followiny

year this sector improved its share to 17.59 éercent of
the total investment. Engineering industry again took the
pride of place with a 63.06 percent share. From thiw
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.

However sectors Wwhiéh ean beé expected to grow are



Engineering industfy , Communication (telecom) sector and
Commercial sector with Banking operations. Hotel and

Tourism industry ig also progressing very encouragingly.

3.4 CONCLUSION  :

The economid rationale of seeking private foreign capital
in the dévelopméht‘ process is not simpiy' 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 all round development,this will induce

more investment and output by a self-generating process

of capital formation through ‘linkage effect’(Subramaniam

1972) . Financial collaborations have two major virtues
viz.
1) Financial collaborations facilitates'import-oﬁ

capital goods through equity participation in
industrial ventures and alleviates the foreign

exchange problem; and

2) - Financial collaborations by virtue of dilutions 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 wmainly concentrated
in this period (1992-1995) and presents before us a very

hopeful situation where financial collaborations can be



expected to grow more. Transnational CompanieSvare
inceasingly investing in India more and wmore. 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.



- TRBLE-3,1
Country wise break-up of financial collobration with Southeast Asia (1988)

5r. novcountfy B No;-df financial “Value of investment

collcbration approv. " Rs. lakhs
1. Singapur ta ‘,"
2. Malaysia ’ e - 0
3. »PhilliPines e | . a
4. Thailand ¢ -0
3, Indonesia 8 g
 Total 4

] data.about_value of investaent not available

Sources- India investeent centre, Monthly Newsletter. (Various issues)

TABLE-3.2

Country wise break up of financial collobration with Southeast Asia (1989)

Sr. no Country No. of financial Value of investsent
collobration approv. Rs. lakhs

1. Singapur 3 -

2, Halaysia - ] ]

3, thillipines ) - LI

i, ~ Thailand 9 | 8

3. Indonesia - ' B ﬁ

Total 3 -
¥ Heans data -not available

Sources- India investment centre, Monthly news letter. (Varions issues)

Value invest as
~ 1 total investaent.

Value invest as
I total investsent.



TABLE-3.3

Country wise break up of financial collobration with Qoulheas} Rsia (1991)

r. oo Country No. of financial Value of investaent Value invest as | ‘
collobration approv. Rs. lakhs 1 total investment. -

1. Singapur § ' ) ; ‘ | 16 ' 8.9
2. Malaysia i 18 . 19.1
3. Phillipines ¢ | ' '}
4. Thailand e 8 8
5. " Indonesia ) _ () )

Total 3 94 100

TABLE-3.4

i

Country wise break up of financial collobration with Southeast Asia (1992)

Sr. no Country : No. of financial Value of investsent Value in\llesi as

: collabration approv, Rs, lakhs ' L total investment,
i Singapur 2 : 5728.9% .0

2, Malaysia 1 7442 52.98

3. - Phillipines { | S0 3.9%

4, Thailand 2 238 178

5.‘ Indonesia 2 159 1.66

Total 8  14872.95 < e



TABLE-3.5

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

§r. no Country No. of financial

collobration approv.

1. Singapur 2!
2. Malaysia 5
3. Phillipines 4
4, Thailand 4
5. Indonesia ' 1
Total 39

TARLE-3. 6

Value of investment

Rs. lakhs
6125.1
848.4

173

34841.5

38

45070

Country wise break up of financlal collobration with Southeast Asia (1994)

~ §r, no Country No. of financial

collobration approv.

1. Singapur 43
2. ~ Malaysia 9
3. - Phillipines 2
4. Thailand i@
5. | Indonesia ']
Total b4

Value of investaent

Rs. lakhs
27214 |
1956.5
310
982.4
0

30462.9

Value invest as
1 total investaent.

13,61
1.87
2.61

81.83
0.88

a9

Value invest as
T total investsent.

89.33

.42

-

3.22
]

100



TABLE-3.7
Country wise break up of financial collobration with Southeast Asia (1993)

Sr. no Country Value of investsent

Ho. of financial

callobration approv. Rs. lakhs
1, Singapur 42 ’ 64484
2, Nalaysia 15 116686
3. Phillipines .3 1251.2
4. Thailand i1 196895.8
B Indonesia 2 5£616 =
Total 15

436093

VABLE-Y. @

Range-wise distribution of financial collobration approvals (1992)

B.No.  Range No. of ¥ of total Asount
Rs. Lakhs Apporvals fApprovals Rs. Lakhs

L, 010 '_ b 2.4 26.45
2. - o 14.28 48.2
3. 20-50 4 14,28 126.5
s 50-100 5 17.86 385.77
5, 180-500 7 25 1544
b Above 500 2 , 7.4 11942

Value invest as
1 total investsent.

14.79
26,73

1.66
44.97
1,84

iee

% of total
Amount

.18
0. 54

.89

2.74

- 1.9

B4.86



TABLE-I.9

Ran'qe'-nise gistributicn of financial collobration approvals (1993)

§.No.  Range No. of | 1 of total ~ Asount % of total
Rs. Lakhs "~ Apporvale Approvals - Re. Lakhs Angunt
i, p-19 LI 11.'42 14.b ©D.Eey
2. 10-2¢ 4 11.42 38.1 8.13
3. 28-58 6 17,14 236.9 8.33
§, 58-10@ 5 - 14,28 403 e.9
5, 100-300 | 12 34,28 3499 : 6.99
6. Above 500 ‘- 11,42 R TTT A (W
TABLE-3.10

Range-wise distribution of Ifinancial collobration approvals {1994)

§.No.  Range No. of ~ % of total Aaount 1 of total
Rs. Lakhs Apporvals Approvals Rs. Lakhs Amount

1 8-10 12 18.71 45.1 B Bt

2. 10-20 3 4.68 48.1 B.16

3. -5 4 625 133 0.4

i, 58-160 13 20.31 879.1 2.89

9. lee-See 19 29.61% 4212 13.82

6. Above 500 TS 0.3 25145.2 BRTRTS



TABLE~3.11

" Range-wise distribution pt financial collobration approvals (1993)

§.No.  Range No. of 1 of total Anpunt 1 of total
Rs. Lakhs Apporvals Approvals Rs. Lakhs - Asount
1. #-10 - 5 7 33 0.807
2. 16-20 b 8 115.1 X 7
3. 28-59 g 18.7 258 " 0.96
4, S8-108 8 1.7 582 @43
5. 122-500 14 18.7 3138.6 . 2.72
b, Above 500 34 o453 43196 ' 99.83
TABLE-3.12
Buctor-wisy Dinteibulion of Forefgn Finantia) approvale from Buulheast feia (1492)
Sr, No  Name of the No. of Financial Asount Invested ¥ of Total
Sector ~ Approvals Rs. Lakh Investeent
! Metallurgy 8 ' 8
2 Electrical 3 » 444 ) 3.18
Equip.
3 Transportation i 3,35 2.02
4 Engineering. 7 ¥ 7537.3 54.13
Industry
3 Household & 5 384.9 4.2
Commercials
b Scientific - g - ] ) -
Instrusents
7 Cheaicals, Orugs 3 4729.87 ' 33.97
L Pharma, ’
g Testiles '} '} 2
q Food Industry 7 409.95 2.94
i Hotal & Touriss 2 ' - 26 .59
11 Total 28 13923.72 100

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



TABLE=Y.13 i
Sector-wige Distribution of Foreign Finantial approvals from Southeast Asia (1993)

Sr. No Name of the No, of Financial Amount Invested % of Tatal
Sector : Appravals Rs. Lakh Investment

1 Metallurgy 0 0 0

2 Electrical .S 780.1 173
Equip.

3 Transportation 1 200 0.44

4 Engineering 3 . 239.4 0.53
Industry

5 Househald % 5 279 7.28
Commercials

7 Chemicals, Drugs 1 ) 0.68
% Pharma.

8 Testiles 5 1650,3 3.46

9 Food Industry 10 J7694.46 B3.73

10 Hotal & Tourism a ) 0

5 Total 39 43019.% 100



: TABLE-T.14
Sectar-wise Distribution of Foreign Finantial approvals from Southeast Asia (1994)

§r NB iName of the Mo. of Financial Amount Invested ¥ of Tatal

i TSector Appravals Rs. Lakh Investment

i i f'letallurqy 4 562.3 1.8

2 Electrical 9 1391.1 4.57
Equip. '

3 Transportation 2 " 1400.9 4.59

4 Engineering 8 5184.41 17.67
Industry '

3 Household & 14 12209.4 40,07

¥ Commercialy

6 Scientific 6 5759.5 18,9
Instruments ‘

7 Chemicals, Drugs 3 ' 337 1.1
& Pharma. ' oy

B Testiles 5 592.4 . 1.94

7 Foed Industry 10 1973 6.48

10 Hotal & Tourisn 3 860 2.82

11 Total 64 30462.8 100

14



TABLE-2.15
Sector-wise Distribution of Foreign Finantial approvals from Southeast Asia (1993)

Br. No  Name of the No. of Financial Amount Invested X of Total
Sactor , Approvals Rs. Lakh Investment
' Metallurgy s 5365 1.23
2 Electrical 11 73366 1.48
Equip. ) '
3 Transportatian 0 0 0
4 Engineering 15 275001, 1 3.06
Industry
15 42009.5 9.63
3 Househald & |
© Commercials
10 14180.4 3.23
b Scientific . . '
Instruments
9 ©12233.8 2.81
7 Chemicals, Drugs
b Pharma. .
1 10 0.002
8 Testiles :
9 Food Industry b 3296.6 0.75
10 Hotal % Tourism 3 76708 17.59
11 Tatal I 4561006 100
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CHAPTER IV
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Foreign Collaboration, Technology. Transfer

and Capital Formation

4.1 INTRODUCTION H

This chapter sets out to examine mainly two aspects of
foreign investment. Firstlwaigwioné inpo thevaépégts
related to technical collaborations with couhtries_‘ofﬁ
Southeast Asia.. This type of collaborations hagvdinéqﬁf
relationship with the iséue ©of technology transfer.
Secondly, we know that capital formation is the key to
industrialisation for a developing country 1like India.
Foreign c¢ollaboration provides not only a particular
amount  of foreign investment but also helps in the.
capital formation to a iarger extent than the amount of
,inyestment. This chapter looks inte various aspects of

this issue.

Technological changes are regarded as the a;st,iméqffant'
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 tec¢hnology lead to increase in the
productivity of labour, capitél‘ and other factors "of

production.

Kuznets’ traces five distinct pattexns in the growth of

technology in modern econeomiec growth( Kugnekts, 1995) .



These are related to: an addition to technical knowledge
; an invention; an dinnovation; an “improvement and the
spread of invention. ih modern eéonomic growtﬁ;thégfivé? 
factors, meutioﬁed by Kuznétsv have helped in the
development of technology.Kuznets points out that Less
Developed Countries must import modern technology to -
accelerate thg}r.ppgguctive capacity. But as they adop;
lmported technoloyy, they must develop Lheir indigeneous
gkillas. With regards to“local adoption, following 8olo

(Hplo, 1966) thruae levels may be Al mtinguiahed;

1) The imported equipment and process deSigned and
applied in the context of developed bountfy's
environment: require on the spot adjustmentﬁ'ﬁEO'f

5

suit local conditions.

2) An  equipment or technlque ‘embodies a- corpus off
knowledge. The mastery of that knowledge and 1l°f?
use in designing new mechanlsm and Lechnlque mogc;;

,approprlaLe to SOlVlng the local problem

EN




3) Basic research to produce further knowiedge and
masgery éf problem'Lsolving and information
produéing apparatus. Thié way developing countries
can have the added ‘advantage of the latecomers’
(Gerschenkron,l962). Since development has
actually proceeded in the rest of the world they
can borrow externally from those_aphievements and
need nct repeat the whole 1life-history ol

developed countries (Buchanan and Rllis 1965).

The olther important economic factor in growth is capltal
accumulation. Capital means the stock ol phyuically

reproducible factors of production. When the capital

stock increases with the passage of time this is called -

capital formation. There are various possibilities of

i-

increasing the rate of capital formation. Sincéwfheﬁ“”

propensity to save is low in an Less Developed Countries,

voluntary savings will not come forth in sufficient’

quantities.: Therefore, the obvious way :is to.resort. to

e
-

g =

e

forced savings. Nurkse ‘also- suggested ‘mobilisation . of " »

disguised unemployed in rural areas for construction
works as an important means for capital formation in Less

Developed Countries. Besides there are external resources

in the form of loans, grants and larger exports tha;\gah-fV

‘help in capital formation. o f;&fﬁ;“ﬂ

H

Capital formation is the wmain key to economic growth.' On. "

the one hand, it createg productive efficiericy for future

production and on the Other hand it refleees gffestive



demand. Capital formation possesses special importance
tor Less Developed Countries as it reflects the
productive capacity of that country. It is essential to
meet the requirements oﬁ an increasing population.
Investment in capital goods not.only raises production
but also employment opportunities. It is capital'
" formation that leads to technological progress 
Technological progress in tﬁrn“ leads to specialisation
and the economies of large scale production. It is also
capital formation that leads to the exploitation of
natural resources, industrialisation and expansion pf'
markets which are essehtial for economic ptogreééfﬁ
According to Lewis(1954), thé‘rate of capital formation
in LDCs is 5 percent or less which should pbe raised to
the level of 12 to 15 percent. The estimates of
Kuznets (1955) reveal that durihg modern economic growth
gross capital formation in developed countries was ffbhi
11-13 percent to 20 ;percént:gnd

above . ! . . . N (] .



4,2 OBJECTIVES :
Given the importance of import of technology and capital
formation with part of the investment coming from foreign

collaborations, the main objectives of this study are

i) To analyse the country-wise distribution and

growth of technical collaborations.

ii) To analyse the sector-wise distribution and growth

of technical collaborations.

iii) To analyse the country-wise contribution of

foreign investment in capital formation.

iv) To analyse the sector-wise contribution of foreign

investment in capital formation.

4.3 HYPOTHESES

Jou

To study above stated objectives following hypotheses
have been identified..

&
.o

i) There has been a qgquantum jump'in“techhical
collaborations because of the liberalisation

programme undertaken by India in 1991.

ii) Foreign investment helps greatly in capital
formétion in developing country like India. There
is more than 2 : 1 ratio in capital formation‘éﬁd.ﬁ
foreign investment because undef a fofeign_
collaboration foreign capital works with some

capital of the host country.

¢q |



4.4 ° ANALYSIS :
4.4 B, The concent 1

Given the degirability of imported technical know-how by
an industrial enterprise in a developing country, there

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

1) individual route, and

2) Institutional route.
The first implies aquisition and assimilation of foreigh-
krnow-how -on  an individual basiyg pérson by pcrﬂon:by
recruiting suitable technicai person abroad .bf vbyf
entering into consultancy érrangements with foreign.
technicians (Subramanian 1972) . Bﬁt more usual way is the
institutional route; Private foreign investment of séié'
venture tyﬁe ig one sub-type of insgtitutional route. When
a foreign firm sets up a manufacturing unit in a
developing country the flow of know-how is
transferred and assimilated by local personnel directiy

and transmitted indirectly to other local enterprises.

The other channel ig foreign collaboration. This channel
ig distinguished by a contractual relationship between
two self-governing entities for joint association on

mutually agreed lines to carry on the manufacturing,

operations. The association of foreign firws jointly with

&

&

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. I[n itsg
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structural form an enterprise with foreign technical

collaboration may be -

1) Pure Technical collaboration, or

2) Finaucial—cum—technical collaboration.
In either form, the unique_featurevis that the functions‘
of the partners are defined and executed thfough an

instrument of contract known as collaboration.agreeent.
The choice of collaboration :

The qﬁastians that arise in case of technical know-how
import being: which is the most efficacious routé and in
the selected xroute which-chahnel. The nature of local
organisatcion, technological c¢haracter of the know-how,
the nature of know-how supplier, size of prdduction unit.
Given the nakure of. locnl]l contwrel, the chaoice of
particular route 1is strenghthened or weakened by tlie
nature of know-how required. Where technology is not of -
Vé;y intricate nature and is not covered by patent
protection the local promoter may not seek foreign

collaboration.

Other parameters held aside the factors which will
decide the preference for different channels of

technology import may be set down in the following

propositions (Subramanian 1972) .

The longer the entreprensurial experience of the locail

promoter the greater the desire for local cconrtrol and

T



consequently, the less would be theipreference for .

financial-cum-technical collaboration and vice-versa.

The more standardised the product , the less complex the
know-how, and consequently the less would be preference

for institutional rouboe wand vice-vaersa.

The higher the degree of process differentiation, higher
the produclL specialisation and conseguenbtly greater
would be the preference for financial-cum-technical

collaboration and vice-versa.

The Longer the duration of  know-how reguirementud,  Lhe
Longer the aspoclation of foreign firm and congsegquaently
greater would be the preference for financial-cum-

technical collaboration.

The larger the aize of operation the more complicated the
industrial control aystem and consequently the greater
would be the preference for financial-cum-technical

collaboration. ' i S S

SV

4.4 b. Growth of Foreign Technical Collaboration from

" Southeast Asia;

Currently comprehensive data on the import of technology
through foreign collaboration is rather easily available..
From Table 1, relating to the foreign technical
collabérations from Southeast Agia we_can; see Lwo

distinct phases of technical collaboration agreements.,

]
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This-extendé from.i988 to 1991 ahd then frpm'1932.td_‘
1995. There has been. a clear spurt in the -nﬁmber ch
technlcal collaboratlon agreements The most. obv1oue
reagorn Jecma Lo bu InduaLlial policy 1991 whlch is vexyv
Favourable to forelgn luvestinent &Lnduuprrdirkuliuy
1991) . Whersas in the firat peyied the -numb@r'”@ﬁ'
technicel collaporatjjon agreements was 7around

(average bheing 7.3), it has been around 20 in the second
phase 1.@.2992 to 1995 (average of this period is 22.75).

Along wikh the poliay change, the apecial atbtentlion was

given to the region of Southeast Asia and the result was

increase in co-operation. In one single year i.e. 1992
the number of technical collaboration 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

. other countries from the region also showed intereat.

-

Thailand- is one country which has shown an increasing

trend in the number of technical approvals(Table _1)1

~ Phillipines is the other major country which has come up.

Indonesra has also come forward for ccllaboratioh in the
second phase. Singapore has topped the list of number of
technical colluboxatiou_iu all the years execept Ll 1995,
In this purLicuiar year bhere wasg a decline in number of
approyala becausse of the slowing of the economic reforms

in India. This wasg reflective of politieal compulsionsg of

773
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the election'year.ln this year Philiipines has taken the

lead.

In the'year wise analysis there_has beehﬂii continuous
growth in-the_number of technical collaboratiohi The“two'
years that are execption to this trend are 1989 and 1995.
In.l§89 the reason for the decl1ne were ‘more polltlca]
than economic as we all know that this was the perlod of
.polltlcal.upheaval for Indla,ln tecent yearsethere has»
been a structural change in the pattern of approvals in
India (ISID Marcht1995). There has been a shift invfavour_.
of financial collaboration which explains the-fallvinlthe

number of foreign technical collaboration in.1995-while

the total number. of foreign collaboration is increasing;”
In recenL years the relative SLgﬂlflCdncéiof flndﬂCldl

collaboratlons in the total industrial approvals haqh
increased rapidly. -From around 10 to 15 percent durlnq

the latter: half of 1970s, the .financial COlIaboration”

accounted tor more ~than half of total” approvals durlng-

PR S

o
s

‘1993-onwards In ‘case of ‘the Southeast A51a, thevnumberf
uvof’total industrial approvals has risen contihuously
which explains the lowering of significance of pure
technical collaborations. These observations tend to:
ihdicate the decreasing 'importance "of arms-length
ttansfer of technology which is giving way to technology -
transfervamong'affiliates_as pure technical collaboration
is converted into financial collaboratiohv (18ID March

1998) . e
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4.4 c. Sector-wipe Break-up of Technical Collaboration

Approvals from Southeast Agia:

It has been a cbnstgnt efoft of Foréign Exchangeb
Regulation Act,1973 ahd Goverﬂment of India to channelise’
foreign direct investment intoumanufacturing industry. A
sector-wise break-up of the technical,collabbration
'agreeménts -becomes inmportant din this light. The
Manufacturing Industry is divided into the following sub-
parte: Food Products; Textiles; Chemicals and allied
pr@ducﬁs ; Metals agd Metal Products; Machinery except'
Electriéal; Electri¢ vand‘\Elecﬁron}c Equipment and
Tranportation Equipment. From Table 2 which shows the
sector-wise breakeup of Techmiéal Colléboration Approvals
from Southeast Asia in every year total number of
tebhnicalicolléborations are added for each sector
Going by this classification , 50 percent of the foreign.
technical collaboration were in manufacturing industry
lfronl Soﬁtheast Asia in 1988. In 1992 this,hfigure was
68.75 percent. 1In 1993.the percentage of technical
collaboration in ‘mahufacturing industry was 66.67. In
1994, the figure declined to 65.7 percent. This decline
may be explained bv sixfold risevin Households and
" Commercials and bv a year to year'fluctuaion which can be
taken as normal in the initialvyears of any process. In
1995, out of 22 agreements, 18 agreements Qere _ih
ﬁanufacturing industry i.e. 81.81 percent. So, we have

seen a rise in the number of a technical collaboration

el



approvals}in mahufacturing industry, which sﬁows the
increasing depth of the economic relations of India with
chis region., ‘'l'his ig because ;nanufacturiug industry is
the” most important sector‘ for developing country like

india

4.4 4. Capital Formation from 'Foreign Investment

Approvals:

In the data, every approval shows the share of foreign
equity from-1992 onwardsa Since liberalisation policy has
allowed wmore foreign equity  ,we now find foreign
collaborationvwith differeﬁt'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 /_X
Where ' C.F. = vamount of capital formulation
I. = amount invested ._
X ' = percent equity share ﬁﬂf“jrﬁ'

Tables 3,4,5,6 give account of ¢ountry wise analysis'of
capital formation from Foreign Investment Approvals for

yearg 1992,19923,1994 and 1995 regpectively,

The amount of capital formation here is directly
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.

T4



To reach at some . relationship betwéen amount investedfgna’

amount of capital formation the indicator used is capital

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

Lt has been observed that 1992, capital formatidn' W g
203.49 percent of the amount invested. The countrywise
figure do not reveal a true picture. as the data for

January to April are>given without the level of equity

- shares. The figure for 1993 is 1212.27 per cent. This

figure shows an improvement over the last year. Among the

~country-list, Philippines topped the 1list with an

e

. extraordianry figure of 700.9 percent. This is primarily

because of low level of equity participation as there is
inverse relationship between level of participation and
capital formation. Capital formétion as per cent of
ihvestment is 236.35 percent for 1994 which is again‘aﬁ;b
improvement.over the last year figure. Philippiﬁes again
tops the list of individual country with a figﬁre of

928.38 percent. Thailand also has an impressive figure of

:%5337;24 percéht, Theufigure for 1995 is 159.18 which'ié af

o e e e

‘sharp fall over tﬁe‘last'year figure. This fall is

because of inCreasing equity share in the foreign
collaboration agreements. The other feature of this yéar
is phat it is Malaysia that has highest percéﬁtage 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 oﬁvamouﬁt invested for these four year (1992 to

© 1995 ) is 202.82 pergent. This result proves our-

17



hypothe51s that ‘there is more than 2 1 ratio in capital
formation and amount 1nvegted in forelgn. collaborapion;f'

~approvals.

4.4 e. Capital Formation in Different Sectors From

Foreiqn Collaboration Approvals From Southeast

Agia 3 .

In this analysis, again, all approvals are divided into
Len difﬂcrentauﬁcLoku.Frmn the Tables 7 Lo 10 dealing
with capital formation in vdiffer@nt gectors, in 1992
Household and Comnercials toppeq‘ the list with 862.7Y
_percent of the. total investment in that sector.v'Food
industry has a figure of capital formation (as 385.81
percent of the investment) in that sector. Chemicals,
Drugs have the value of capital formation as_percentge'of “
amount invested as 150 percént'that showé a high degreé‘
of partlcnpatlon in colldboratlon in this sector This
vmeans LhaL in core - sectors, Eorcxgn iuvesLmenL has a{.
high participation. The overall figure for the y@ar 1992
s 204 .55 percent which is above the averages 200
percent in 1993, 'Textiles have the highest ratio of
capital formation to investment, 5.4:1. Scientific
inatrument%sector industry also has a high ratio
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. Total

B "



capital formation-as percent of total‘inVestmeppéin
1993 was 219.34 .. ‘This again . testifies the
hypothesis. (That there is more than 2:1 ratio - - in

7 -
capital formation and  amount .invested in foreign

collaboration agreements.) In absolute value terms,”FQodx
Industry has the highest amount of capital formation -
which is 77.47 percent of the total amount of

gapital formation.In, 1994, Metallurgy had thé highesy .
rétio of capital formation to investment, 8.5 : 1.
Textiles, again had a good ratio of 4.% : 1. The total
capital formation as a ?ercént of investment is 210
percent which is according to hypothesis. Scientific
Instruments and Chemicals, Drugs had low ratio of capital
formationA to investment 1.18:1 In 1995, going by: the
figures, textilesvhad capital-formation'of 500 percent‘b%
investment but the absolute amount of investment ( R;;lo
lakh ) makes it an irrelevent fiéure as it is too small a.
figure to compare. Next highést percentage figure is in
Metallurgy, 276;47 ‘percent. The vpercentage of >capital
formation to total iﬁvestment is low at'176.6vper¢ent.
This is because of some big projects coming with high
level of equity pérticipatién in total capital df the

project.

Locking from different angles we see that the share of
capital formation in manufacturing industry  was 87
percent in 1992, 95 percent in 1993, 50 percent in 1994

and 89 percent in 1996, 'Phig weans high level of capital
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formation is being undertaken in the Manufacturing Séctdrif

which is a healthy sign.

4.5 CONCLUSION :

H

Going by the énalysis we can safely concludé‘phat theré
has been a quantum Jjump in the number of: foréién
technicél. collabofation ‘after ~the ‘liberaiigatipp
programme was'undeftaken by Indié'in 1991: This méansiour
first hypothesis of the chépter is true. Oﬁr second
hypothesis was that fgreign investment helps greatly in
capital formation in developing country like India. There
is more than 2 : 1 ratio in éapital formation and foreign
investment;‘ln our aﬁalysis,_this hypothesisgis'qérrect_
in'both wayﬁifé. cduntrywise ahd1sector Wise bﬁﬁ i_x."'l;''>1,99€5‘,;.T
there are exceptione to this rule when we consider

individual cases both country wise and sector wise:



" TABLE 4.1
COUNTRY WISE BREAK UP OF FOREIGN TECHNICAL COLLEBORATION WITH SOUTH EAST ASIA (1988-95)

YEAR 1988 1989 - 199 1992 1993 1994 1993
NO OF TECH. COLLABORATION '
NAME OF THE COUNTRY

HALAYSIA 3.60 6.0 200 200 2.0 L0819
§INFAPORE 700 60 480 10.00 1100 i7.00 9,00
INDONESTA B.00 P00 0.0 9.0 108 1.80  0.68
PHILIPPINES CoRe 000 0.8 B0 B0 600 10.00
TAHILAND 0.0 080 000 3.0 400 100 2.00
oL 10.00 660 6.0 1600 18.00 3500 22,40
TABLE 4.2 :
SECTOR WISE BREAKUP OF FOREIGN TECHNICAL COLLBORATION FRON SOUTH EAST ASIA.. {1988- 95)
YEAR 1988 1989 0990 1992 1993 1994 1995
NO OF TECH. COLLABORATION
SECTOR ‘
HETALLURGICAL .00 B89 000 200 160 400 0.80
INDUSTRY :
ELECTRICAL 100 0.00 1.8 188 1.0 4.0 2.08
EQUIPHENTS
ENGINEERING COREE 8.0 L0 200 200 %.e8 L.00
INDUSTRY :
HOUSEHOLD & .80 3.0 180 400 208 12,00 3.00
_COMHERC 1ALS :
SCIENTIFIC - 160 100 880 2.0 2.0 9.00 2,40
INSTRUMENTS
CHENICALS 2.0 000 400 200 0.0 000 2.0
DRUGS & PHARANA. - | e
TEXTILES 0.00 1.0 000  0.00 - 0.00  1.08  0.89
FOOD IND. 180 100 108 300 600  11.00  11.08
HOTAL & TOURISH, 1.0 .08 108 @0 400 0.00  1.g0
TRANSPORTATION  @.00 0.0 9.00  0.00  0.00 .00 0.08
TOTAL 10.00  6.00  6.00 1600 18.00 35,80  22.00

)



TABLE 4.3

CAPITAL FORMATION FROM FOREIGN INVESTMENT APPROVALS FRON SOUTH EAST ASIA (1992)

COUNTRY AMOUNT OF AMOUNT OF CAPITAL FORNAYION
INVEBTMENT CAPITAL FORMATION AS % OF INVEGTMENY
{Re. LAKH) (R, LAKH) '
HALAYSIA 7442.98 15187.7% : . 204,08
- SINFAPORE 5728.95 12661.,22 221.08
INDONESTA 150.00 {75.92 ' 116,67
PHILIPPINES 500.00 612.58 122.48
TAHILAND 252.60 - -
TOTAL 14072.95 : 28636.49 203.49

DATA FOR JANUARY TO APRIL ARE GIVEN WITHOUT THE LEVEL OF EQUITY.
50 , IT IS5 EXCLUDED IN THIS FIGURE. :

CAPITAL FORMATION FROM FOREIGN INVESTMENT APPROVR:SBIES();'QDQTN EAST ASIA (1993)
COUNTRY AMOUNT OF ANOUNT OF CAPITAL FORMATION
INVESTHENT CAPTTAL FORMATION A8 % OF INVESTHENT
{Rs. LAKH) (Rs. LAKH)
HALAYSIA §40.40 2097.96 | 249,40
SINFAPORE 6125.10 11?39.95 _ 183.40
INDONESIA 30.60 190.008 ae.on
PHILIPPINES 1175.00 8236.09 782.98
TAHILAND 3eB41.50 73803.30 200.38
TOTAL 4582098 959567.30 212,28



TABLE 4.9

CAPITAL FORMATION FROM FOREIGN INVESTHENT APPROVALS FROM SOUTH EAST ASIA (1994)

COUNTRY AMOUNT OF AMOUNT OF CAPITAL FORMATION
INVESTHENT CAPITAL FORMATION AS ¥ OF INVERTHENT
{Rs. LAKH) {Rs. LAKH)
HALAYSIA 1956.598 3218.45 14d.57
SINFAPORE 27214400 62689.50 225.99
INDONESIA a.00 9.08 .00
FHILIPPINES 3ig.00 20878.26 928.38 .
TAHILAND 982.40 3314.86 3.4
TOTAL 30462.90 72001 ,87 234,36 -

TABLE 4.6

CAPITAL FORMATION FRON FOREIGN INVESTHENT APPROVALS FRON SOUTH EAST ASIA (1995)

COUNTRY AMOUNT OF AHOUNT OF . CAPITAL FORMATION
INVESTHENT CAPITAL FORMATION AS 1 OF INVESTHMENT
{Rs. LAKH) . {Rs. LAKH)

MALAYSIA 11645.00 88684.74 761.58

SINFAPDRE 64404 .08 108218, 61 YAT.R?

lNDONESl;\ Niblb. 00 87448.98 169.47

PHILIPPINES 7251.29 18072.72 249,23

TAHILRND{ 196095.80 391747.45 199.77

TOTAL 331093.00 694172.50 | . 1547.74



TABLE 4.7
SECTOR WISE BREAKUP OF CAPITAL FORMATION FROM FOREIGN COLLBORATION APPROVALS FROM SOUTH EAST ASIA. (199

SECTOR AMOUNT OF AMOUNT OF CAPITAL FORMATION
: INVESTHENT CAPITAL FORMATION AS % OF INVESTMENT
(Rs. LAKH) (Rs. LAKH)

METALLURGICAL 0.00 0.00 0.00
INDUSTRY

ELECTRICAL IR 819,60 189.09
EQUIPHENTS :

TRANGPCRTATION .35 7.1 715,19
ENGINEERING 7537.30 15231, 48 ' 202.08
THDUSTRY '

HOUSEHOLD 1 564,90 291,78 562.79
COMMERCIALS

SCIENTIFIC 0,00 0,00 0.00
IHNSTRUMENTS

CHEMICALS 4729.87 - 7100.00 150.10
DRUGS & PHARAMA. ) ’

TEXTILES 0.00 | 0.00 0.00

FOOD IND. ' 409.50 1578.00 : 85.81
HOTAL & TOURISH, 216.00 432.00 200.00
TOTAL 13923, 72 26460, 16 204,55

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

SECTOR AMOUNT OF AMOUNT OF CAPITAL FORMATION
INVESTHENT ~ "CAPITAL FORMATION - AS % OF INVESTMENT
(Rs. LAKH) (Rs. LAKH)
METALLURGICAL 6.00 .00 0.50 ‘
. INDUSTRY
ELECTRICAL ° 760.10 156042 200.00
EQUIPHENTS
TRANSPURTATION 200,00 500,00 250,00
ENGINEERING 239,40 510,32 213.50
IHDUSTRY : ‘
HOUSEHOLD & 3279.00 5817.37 177.40
COMMERCIALS
SCIENTIFIC 1223.70 C 104,41 335.40
INSTRUMENTS '
CHEMICALS 400,60 810.01 202,50
DRUGS % PHARAMA. ‘ _ j
TEXTILES 1650.2 8939.3 541,41
FOOD IND. 3769460 76504.81 202.94
HOTAL % TOURISM. 1 0.00 0.00 0.0
TOTAL 4544730 96746.64 219,74
)



TABLE 4.9 ,
SECTOR WISE BREAKUP OF CAPITAL FORMATION FROM FOREIGN COLLBORATION APPROVALS FROM SOUTH EAST ASIA. (19

 SECTOR AMOUNT OF AHOUNT OF CAPITAL FORMATION
 INVESTHENT CAPITAL FORMATION AS % OF INVESTHENT
(Rs. LAKH) (Rs. LAKH)
METALLURGICAL 542.50 4837.00 859.91
. INDUSTRY
ELECTRICAL 1391.10 007.70 ‘ 216.20
EQUIPHENTS
TRANSPORTATION 1400.90 241000 172.10
ENGINEERING 5384.80 7403.70 137,50
INDUSTRY
HOUSEHOLD & 12209.40 30595.10 250,40
COMMERCIALS
SCIENTTFIC 5759.50 6793.50 118.21
INSTRUMENTS
CHEMICALS 337.00 400,30 ' 118.70
DRUGS. % PHARAMA. o ' |
TEXTILES 592.40 268190 453.00
FOOD IND. . 1973.00 A171.50 211.40
HOTAL & TOURISM.  960.00 1727.60 200,80
TOTAL 30570.60 64028.30 210.20
| 9



. TABLE 4.10
SECTOR WISE BREAKUP OF CAPITAL FORMATION FRON FOREIGN COLLBORATION APPROVALS FROM SOUTH EAST ASIA, (1

SECTOR AMOUNT OF AMOUNT OF CAPITAL FORMATION
INVESTMENT CAPITAL FORMATION - AS % OF INVESTMENT
(Rs. LAKH) (Rs.” LAKH}

METALLURGICAL 5345.00 14833.13 276,47

INDUSTRY A

ELECTRICAL - 7334.40 15394.69 209.80
EQUIPMENTS

TRANSPORTATION 0.00 0.00 0.00
ENGINEERING 275001.10 584431, 42 ' 212.50
CINDUSTRY S

HOUSEHOLD & - 42009.50 73070.,40 172.30
COMMERCIALS -

SCIENTIFIC 141R0.30 2B873.84 © 203,40
INSTRUMENTS :

CHEMICALS 12231.80 ¢ 13558, 24 274.30 ) ;
‘THUGS & PHARAMA. : ) _ B
TEXTILES 10.00 50.00 500.00

FOOD IND. I256.40 : 7633,69 234,40

HOTAL & TOURISM. ~ 74708.00 11872.73 154.70

TOTAL 436100,90 7469719.36 17650

10
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CHAPTER V. = .

CONCLUSION | R

Private Foreign Investment in vthe' formk,pf  §oreigﬁ}
collabération (Jointoventﬁre)'asva‘chqﬁnelafof-the import_bﬁ
capital and technology from abroéd is generally consideredﬁ
importaﬁt, to help bridge the balance~of—payments gap and
technological gap. However, tha.presange_of {extergaliciesﬂ,
market imperfection and informﬁﬁion,limitétion ho@ever.thggf'
nethnationai advantage from the import of foreign capital and
technblogy through the channel af: foreign investmeﬁts‘ and
collaborations can nobk be taken for gfan;@d.Thié ls b@caﬁéé_
@0 that the operation of terms and conditions detexrmined by
éollaborating parties on market considerations.It is-
therefore necessary and desirable that the host country
design appropriate'policyvmeasures to regulate and control
Lhe entry; allocation and operation of private foreign
investments in conformity with its long-term nationai-~
interestsf The effe¢tiveneﬁs of foreign collaboration as the
éhannel for the iﬁport of capital and ééchnologyv as -
propellants to industrialisation in developing country like
Tndia would depend inter alia on the adaptability of its
official policy. The present study divides the timeé period
into pre and post 1iberalisation phases. The growth of
investﬁent approvais in the second phase proves the abdye

point.



The economic rationale of seeking private foreign-céy;tal inv
the daevelopmant prooess iz nob sinply to m@et‘uheicapicah
-Supply deficiency at a.given point of time.The;allocation Qﬁf
capital should ‘generate “and 'supportv aﬁ all'.round;j
development .This will 1nduce hore 1nvestment and’ outpoL by d;ﬁi
self gene*atlng process of capltal formatlon through ‘llnkagojf

effect’ FlnanC1al collaboratlons-have two;major;v1rtues

namely:

- 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 virtue of dilutions in
ownership produces a perceptible diminution in foreign

ownership control.

. India is now giving due importance to foreigﬁ collaborationsf'
WLth the w11ds .of change 1n the post 11bera11satlon perlod

Our study is malnly concentrated in this perloa {1992~ 1995):
and presents before us a'very hopeful situation where
financial collaborations can be expected to grow more

lransnational Companies are inceasingly investing in India
.more and more. Although the presence of Transnational
Compénies in India may be negligible part of their global
1nvestments but by investing in ventures here they are going

Lo get a first hand knowledge of the potentials of Indian
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market and this might induce them to expand their‘basefr“‘?

Going by . the analysis of’chapter IY;WQ:qaﬁfgafely'coqgluawf;
1that there has been a quantum jump.in ;he‘gﬁ@pegﬁof ﬁ?geigm
~technical collaboratién‘ after the‘_liberalisatioh.,progfammef
was. undertaken by India in '1991. The firstfhypothesis'w%ﬁi
that ~ chere has been a quantum »jﬁmp :inL f§éhhicéL,
collaborationé.because ofithe iiﬁefalisaéionﬁﬁfégiamﬁéf
undrtaken by India in‘1991.'This meanS'our firs£ hypothésiﬁ[
of the chapter is true. Our second hypothesié Qas;thaL 
foreign investment helps greatly in capital formation in
developing country like India. There is more than 2 : 1 ratin
in capital formation and foreign investment. In our analyéié,
ﬁhia hypothesis is correct in both way i.e. countrywise and
sector wise.But in 1995, there are exceptions to this rule
'when'we consider individual'cases both'Country'wise and

sector wise.

we can say that policy framework is a keyfactor in fofeign_

investment. Therefore, the liberlisation programme initiated.

T

40 1991 should be taken o a s"tage of its natukal“
conclusion. Study shows that political instability causes
decline in foreign invegtment approvals as in 1995,
Government must, therefore, declare a minimum programme of
economic policies so that the economic effects of political
instability are minimised. Research and Development mugt be
stepped up to assimilate and limprove upon the transferred

technology. As foreign investments are sensitive to profit,

3 | A2



core sector investments should be made Vviabl.é 'by.""pl;c‘)pex.:
incentives. Basic thruéts of foreign investments should be’
directed towards infrastructure and core Bectors."Capital_
formation from foreign invca&s_t:ment are dependam:_ o{n_-_th‘_ta.v
pce_‘fcentage equity shares of ‘the collaborant over 'élndv vabfc.'lsvc-:'
the size of invesgmeﬁt. Government must approve large number‘

of foreign inveastment proposals than a few large proposals.
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