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US CORPORATIONS AS INVESTORS TN INDIA

A study of their oxperience 1955-1478

Ashok V Desai

\

The power wielded by tfansnational corporations has been
the concern of many national governments, matched by enquiry as
reflected in the voluminous literature on trapsﬁationals. They
attracted especial attention in Western Europé in the sixties when
it was feared that technological leadership would be lost to Burope
through the takeover by U8 firms, Servan-Schreiber's (1967) famous

1 1 .
book, Le Defi americain, unlesshed a lively discussion in =211 Yest

European countries, More recénﬁly, the powerful role of multina-
tionals in Latin Amerioa hss evoked much eﬁpirical analysis; dswaldo
Sunkel (1972) and Constantine Vaitsos (1974) are the best known
outside anong the Latin America:: analysts. But here again the

1/

Literature is extensive,-

By comparison, the volune and debth of enquiry in India
are limited. After Kidron's (1965) and Kurien's (1966) books there
have been no comprehensive étudies of foreign corporate investment
in India: the latest by Singh (1978) is a "popularizer® as the
author calls i%. Tomlinsgn'a (1970) and ﬁarkeﬁéfén’s (1972) studies
aréjthorough but cover only the investments of British md Swedish
¥ s respectively. .Hor have Baranson's (1967) and Kapoor's (1973)
eZcellent case studies been followed up by further ones, Tal (1975)_
has madekan_interestiﬁg application of benefi£~cost anélysis to
féreig& iﬁvestmgnt in.Indié;'but his:sﬁmpie too 18 a limited one of
five firms.

1/-For comprehensive references see Iellman (1970), Savant snd Lavipur

‘(1976), Bergsten et al (1978).

-
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It is beyond the scope uf a paper to present a comprehensi v
picture of foreign investment or foreign technology imports as a
process, The present paper tackles the more limited task of revicu-
ing the expericnce of US corvorate investments in India., The
approach isreither a pure case-study one, nor does it apply a stanu-
ard technique to a large number of cases. Instead, we have chosen
twenty Indiam companies in vhich US corporations made iirvectoont: --
subsidiaries, joint venturcs and Indian-controlled companies -
and which have a minimum manufactﬁring (cxceptionally, trading)

experience of ten years, and tried to draw general conclusions Tru.. ‘i,

Brief information about the companies is given in Table I.
In the rest of the paper, we first deal with issues that primaril:
refer to the US corporations - those'relating.to entry into India
and choice between trading, manufacturing for the domestic marke-
and exporting: Next we take up issues relating to their Indian
partners - choice of the US collaborator and the way in which he
is to be paid. Then we deal with certain common issues — expansis..
diversification, location, fin-ncial performance and ireatment c:

outside shareholders. Finally we turn to'go#ornment policy.

(a) Entry into India

A number of the corporations covered were exporting to
India for years before they went into manufacture; some of then
like Remington, Goodyear, Caterpillar, Union Carbide and Tidc Yo
0il had subsidiaries to handle imports set up before independenc
while others like Yarner-Lanbert had local agents. They had thu.-
already entered India as regular exporters while imports werc rci -
tively free. A few others like Pfizer and G D searle took an opii-

mistic view of India as a growing and protected market, and took



a:positive decision to invest. Mansfield and Asliland probably

came in in reaction to the entry of their US competiAtors into

India. But in the majority of the c ases the initiative apﬁarently
cane from Indian businessmen-- sonetimes erétwhile importers,
sometimes manufacturers, often just people who saw en investment
opportunity - and the decision for the respeotive US gorporations
was not whether to go into India or not but whether the terms
offered by the Indian collaborators were financially attractive

or not. In 6ther words, the commitment involved was not so much

one of setting up a plant in India with its attendant profits and
risks but a commitment to help build a plant in return for considera-
tion of which equity investment wvas only a part. How the price was
determined in such cases will be discussed more fully below. It
should, however, be stressed here than even in the casc of substan—
tially ovned subsidiaries it was seldon a case of taldng on full
risks in return for prospective profits, for'the US principals alsb
either took a royalty on sales, or sold materials or equipment, or
charged a technical fee,'or combined these forms of payment. The
returns on investment (or, indistinguishably, the price of technology)
were a. package whose net present value would have well covered costs
however it was discounted for uncertainty. If this implies that the
US corporations took no risk, it is only a particular application of
the general proposition that business groups that are large enough
seldon take kmown risks. The differences are not so mch in respect
of the attitude to risk but of conmand of information, of which

knowhow is a part.

(b) Trade vs nanufacture

The decision whether to export to India or to manufacture in
India confronted mainly those who were already exporting to India,

and for them too local manufacture inwlved loss of exports from their
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home factories only if the Indian market was not going to.£e lost
to domestic producers anyway. For corporations which were not
exporting to India, a share in nanufacturing operations in India
gsained a market with no corresponding loss elsewhere; and for
those that did export to India, dcfensive investment against
capacity being set up in India made good sense. It‘was only the
corporations which were long-standing exporters to India and which
did not foresce conpetition cmerging within India that faced a

difficult choice.

Again, this choice was not an all-or-notiing one. Domcstic
nanufacture could be nade to depend.to o varying ecxtent on imports
from the parent cornoration., So the choice was generally onc of the W)
degree of processing or conversely of procurencnt within the country,

The choice made varied greatly betwecen corporations.

Remington Rand had exportcd to India since almost the beginning
of the century, and had a strong position in the typewriter market.
To protect this position Remington set up a typowritcr factoryin
Calcutta in 1955, Initiall; i% was an assembly operation with
virtuaily 211l components inported., Bubs by 1965 the import conknt
was negligiblc. Remin:ton then introduced z new model, for which
Sperry-Rand, the parent corporation, was paid a technical fee for
ten years. In 1975 Remingtop set up a now factory in Faridabad
to nmake portable typewriters. There was also considurable businuss
in ridbbons =2nd office stationery, wholly indigenous, but whose
degree of nanufacture was probably not high. Renmington's policy
of mezinum indigenization was not a success in terms of grovth ond
profi ts, and currently it also sells its imported eleciric model
to cxporters who have inmport entitlements - a throwbaek to thg

pre-1955 inport business,
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At the other extreme, ths Tide Water 0il “orporation, which
set up a sales egency in 1922, minimized manufacturec in India, Its
original business was to import lubricants and heavy oils snd sell
them to ret~ilers. When the o0il majors set up refineries in India
in the early fifties, Tide Weter also begon to buy from them; but
lubricant manufacutre lagged behind in India, so Tide Water hod g
good import business +till 1964. Then the governnient 0t its own
company, Indian 0il Corporatioﬁ, to import lubricents, md 4old
its depariments %o buy exclusively from I0C., In 1965 it cut Tide
Water's import licences. This was an all-out war, md Tide Watcr
fought astutely. It gavé larger conmissions, discounits, longer
credit, In 1967 it sot up a bulk storase plant; then it began to .
set up blending plants and greasc kettles in najor cities to giée
customers quicker znd better service. TFinally it cut out inter-
nediaries and began to sell directly %o industricl consumers in
1973. But none of these inmovotions avniled it in the cnd against
the big guns, Its profits virtuwally vanished in the seventies;

its style of business had reached o dead end.

4 less extreme and more successful cxponent éf donestic
nanufaéture mtninization was Caterpillar which set up a selling
and servicing agency, Tractors (India), during the wer. Inmports
of Caterpillar egquipnment fdrrmining, quorrying, earthmoving and
construction continucd and tho subsidiary flourished rizht into
the fifties. Import restrictions from 1956 omwards made import of
new equipment difficult, but business continued to be brisk $ill
the mii-gixties on account of two factories: first, the heavy
woar-gnd-tear of the fleet of Caterpillar mochines in the country
geherated oconsiderable répair and seréicing business; and scecondly,
nachinery was often sold to US—aided projects - for instanco, tho

Forakka barrage generated orders worth R.18 miliion in 1964.



But import restrictions were «lowly biting, and even import of
spares was reétricted from 1965 onwards, The responsc of the
subsidiary wao twolold. TFiwsh, it took up selling ogencies

for a runber of Indian equipmgnt nanufacturers like Dynacraflt

and Garden Reach. Second, it started = snall factory to make
mobile cranes ond lorry—loaders: By 1970 the import business

was badly hit, less by inport restrictiogs than by crncrgence of
local conpetition., Then the conpany stressed manufactﬁre more

and tried to diversify into heavy duty truék.cranes, hydraulic
granes and fire tenders. But competition was ahcead by thaot tiﬁe,
and it was no longer so easy to capture new‘markets. Hevertheloss,
because of it3 specialization and technological cdvantage Caterpilicr
was financially more successful than Tide ¥ater 0il - indeed, one

of the most successful among our corporations,

Other corporcotions nade a choice between imﬁo&ts and donestic
rnanufzocture which wns less extrene than that of the three'aboﬁe.
But none excent Remington went into domestic production independent
of imports with nothing but ecuity dividends for a roturn. Sone
built up import-dependent manufacture operations, others oblained
a return in other forms such ns royolties, technical fees or profits

on naochinery exports.

Thus given a pure cholce betwesrn exporis to Indic and inport
substitution virtually all corporations would have opted for cxporsa.
That podified thoir choicc in practice was not sinply inport

restrictions, but the threat of the loss of 2 market posed by tho

£

A

eriergence, actual or poltential, of competition within the protecied

narket,



Hor did profitability in the sense of retwrn on capltal
or rate of dividend attract the corporations to India, It has
often been pointed ouf that the average rate of profit of foreign
subsidiaries was higher than that of their nareat corporations,
and this difference I;as been cssumed to bo o sﬁfficient explonation
of foreign investment in India. The rate of profit is a nisleading
indicator which ignores international differences in texes, in tax
treatnent of dividends, royaltics and technical feeé, cnd in the
temporal pattern of profits which can stfongly influcnce decisions
in these days of DCF return. But oven if the rots of profit were
a reliable indicator, conparison of cx-post profits tclls us nothing
about the profit expectations entertained by US corporations which

invested in Fndia in the Late fifties or cvarly sixtics. Virtually

all of then earned nore, often nuch more, if the form of profits

on exports to India, technical fecs, royalty on sales etc than they
did in the fom of repatriated profits. This is additional evidence
that they were atiracted to India not so ::uch by high profits but
by the necessity of having an entiee to a, anall but potén‘tially

inportant aarl-et.

(c¢) Domestic vs export market

If it is-reall.ized. that it was the narket rather than. the
profits that brought US corporations into Ind;.a, the rationale of
export restrictions will be clear, It was not to prevent conpebi-
tive Indian firms from cepturing markets sbroad. There were virtually
no cases of a complete ban on exports, Subsidiaries Wworo 'generally
not subject to an expreés condi tion since their exzports could be -
regul ated informally. Among the rest, exports were restricted t0
certain areas. The Indian ai‘filiate was generally allowed to export

to nel ghbouring countries, often also “Ho Africa and tho Middle East.

-



Some could export anywherc subject to consultation with the
licensor, others ﬁhcre the licensor had no branch or licensce
(United Fotions 1971: 29, 21), Thus the vhole idea waz to effect
an orderly division of the world market among the licensor's and
his affilietes' plants, rother than to restrain an  “bullient

Indian offilicte.

This was the li-tentionof cxport restrictions. IHowever,
things often workcd out differently in practicce, When, in the
sixties, Indian firns! inports bgcame incrcasingly tied to their
cxports, thoy generally turned to thdir collaborators abroad to
find foreign nmarkets; -md often the collaborators passcd on to ,
their Indian affiliates orders in the Indian Occan arca. These
rconnections were especiclly important in the ezport boort of 1973
1977, when Middlc Eaost orders could be begt met from Iandia. Searle
(India), which had a heavy cxport obligation, was helved to export
about 10 per cent of'ité output ~lnost from the beginning by é D
Searle. It cven earned X 485,000  from cxport of lmowhovw in 1976.
Vickers Sperry was passed on o nuuber of cxport orders by Sperry-Rand,
Madros kubber Faetory was originally pernittod by H;nsﬁield to export
everywhere except to the USA and Cﬁﬁa a; but later Mousfield gave
MRF US orders it did not wish to supnly, sucﬂ as ordors for tyres

for antique cars mnd racing cors,

U3 Corporations ~ like ﬁost industrial enterpriiscs - have
2 cormitment to profit and érowth, and not to inports and exports
as such, If a US corporation could supply a narlet norc profitably
through an Indian affilinte, it would do so even if it thereby lowered
itBown sales. It is precisely this tendency that has lcd toithe

dermand in the United States for restrictions on the export of



technology by US nultinationals which, it is arsued, reduced
enployment in the USA by reducing exports of goods.and, nore
seriously, by increcsing imports of goods nade abroad by US 4
corporztions with US technolocy (Hufbauer 1978). If the affili-
ates of US corporations in India have stressed imports md inpoxt
substitution moro than exports, they have done so on ground; of
relative profitability rather than of an absolute prcfercace for

one or the other,
(d) GChoice of TS collaborator
M

It is difficult to get a clear view of the process of choosine
the collaborator when all we know is the choice ex-post. But we

.

can nake a few inferences fron circunstential infornstion.

Ideally a typical Indian entreprencur would like an oxelu-.
sive iicenCQ, with a right to the trade nark, of.the leading nmana--
facturer in the world,‘ But generally he would not zet the licensor
of his choice, India is 2 snall and uncertain narket. US cor-
porations are not welleinforncd abous it as o rule,» And they have
had considerably larger end nore attractive invistrent Spportuni-
ties in Western)EurOPe end South America. It is remariable thet
nost of the ieaders of innovation in the Arericon phaormaceutical
industry have no stake in India -~ for instence, Lilly, Farke-Davis,
Merck and MerreIlQMansfield:et al 1971: 164-165), Burroughs
Wellcome and Squibb ar; the only ones which have, ond their subsidiaries

in Indiz are emong the snallor ones of U3 pharnaccutical subsidiaries.

Indian government's policy of having .blanket rulecs regarding
equity participation and royalty equally work tovards kécping out
the larger or the norce innovative firns (the two are not necessa-

rily the sane in the United States). If they decide to como in,
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they will generally want to sect .up a subsidiary, which is not
greatly approved by the govermmant. Or they will wont to scll
thei r knovhow ot o price th-% will not fit into the governuent

straitjacket of 3 per cent for 5 years.

S50 the Indian promoter must choose among corpor-ticns -
US as well as non-US -~ of the sccond rank., They nust not, however,
be too snall: they nust have the cxpericnce of multiplrnt onera—
tions at least, if not of exportiﬁg téchnology ond maldng it work
under unfamiliar conditions, Ticy must rot already hove a subsidbory

or affiliate in India. And they-nust be prepared to 3pare the

resources required to set up o plant in Indic, and proving its
perfornance. The nunber of such enternriscs is generclly snall -
often smaller than the number of Indien cntreprencurs wio want

their help. It was even snaller in the fifties.

Anong such US corporationg, those thﬁt knew Iadic well
cnough to be convinced of the vigbility of oporationg there would
haye been tenpted to sct up subsidiaries rather fhan to take in an
Indian partner. Of the five corporations in our~sanplo with subsidco--
ries in IndiaA- Rerin vton, ¥ormer~Lanbert, Uhion Carbide, Goodycnr and
Pfizer = ali excépt the last onc hod been oxporting to India siuce
beforc the Tar, .Those that were preparcd to collabornte rith on
Indian partnor were corporations which had no nzrketing experience
in India; they looked for all-India narketing capability in the
partner. There were five Indian affiliates which could qualify
as joint ventures on'the basis of a substcntial equity stoke of o
U3 corporation -~ Vickers Sperry, scarader-3covill Duicar, Scarle
(India), Caronandel Fertilizers and IDL Chondcals. The Indian

partners in the first three - Manindras, Gocenkas and Tetos - were

large business groups capablce of markoting on a notio:al secole,
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EID-Par:y were taken into Coro;andel as minor partners and selling
agents; and when they proved inadequate R2llis were also appointed
Selling agents in 1970, IDL Chemicals had a secure nmarket for
explosives: mines and quarrics furnished a stable denand, and
Indian Explosives, the only conpetitor, could not meed it in full.
All five joint ventures were thus a norriage of US teehnology and
Indian narketing ability. In conpaonices that did not connand a
secure, lucrative market or whose Indien parbt-owners did not have
proven narketing ability, the stake of US corporations was ninor,
and was generally overshaﬂOWed‘by retums unreléted to cquity

such as technical fees and royaltics.

L4

On the Indian side, the nost significant factor in the
choice of US collaborator, apart fron his tecchnological copacity,
was probably the availability of crodit. Most of the firms with
US investnent got loans froo the investing U3 cornorntions or fron
US banlts and gucranteed by the US collaborators. HMany also obtlained
dollar ecredit fronm Exin Bank, and rupce credit fron USAID, both

below conmercial interest rotes.

(o) Payment for technolozy

It was observed above that US corpornte investrent were a
narriage of US technology wnd Indion morketing. In cases where US
corporations %ad experience of selling in India it wao pure cxvort
5f technology to India, How was the price of this technolosy

determnmined?

We lack an clament in -this price fixation, namely the cost
of technology generation asnd {romcsfer. 3But if, as was argued above,
the Indian buyer of technology could not zenoraete it on his oum,

- and faced a seller's naorket, the cost of zeneration of techuology
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had perhopns no significant influence on i%s price. A rore

serious difficulty is that in almost all cases it is virtually
impossible to Lnow the full price of technolog: since sonme of

its elements, such as profits on naterials and machinery supplied,
are hidden. ‘e only know the technical fees, royalties, shares
issued and dividends paid; they only pernmit certain general obser-

vations,

In no case was the price for techiology paid entirely as
part of return on investment. The investing corporations distin-
guished between the vrice of teclinology and return on investnent
and tried to realize the two séparately even Trom their subsidiaries.
Vhen the Indian government began to disallow separate payments for
technology cold to subsidiaries in the nidsixties, the inflow of
technology distinctly slowed down, and subsidiaries loolked for
avenues of import-denondent production or export productiomn. Soume
also set up R & D facilities, which are believed to be sources of

uarequited exporis in kind to parent corporations in the form of

rosearch findinags, thouzh thiils belief is unverifizbvle by its very

nature.

ales 2nd »refixed payments were in nost cases

a3

Royaltiez on !
substantial, and in the case of minority investnenss their ez-nost

total was generally uany times creater than the equity stalle, mx-ante

calculations would have put o smoller figure on royaltios since mont

firns exuanded their production faster thon could have beon crpected,

But if it was the Iundian partners' intention that US teclmology

suppliers should share in the risks throuzi equity and thereby fur-

nish o perfornance guarontee, tuls intenbion waos aften defeoctad by

the hizh price they paid in the forms other than equity dividends.
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This reinforces our point, madc earlier, that US corporations

did not consciously take significanf risks (no good businessmen
ever do). Tacre ecguity invesiment was not an instrument of mana-
gement control, it was a devica to reassure Indian buyers of tech-
nology - more of a psycuological device than an objective perfor-
mance guarantee. This iz not say that there were no other perfor-
mance puarantees, nor that they vere ineffective. Thile defects
were not infrequently found in the equipnent sold or procured by
the sunpliers 6f technology, fthey were also generally corrected

expediiiously.

(f) Expansion vs diversification

Almost all companies have increzsed their capacity several-
fold since inception., This expansion often involved certain types
of diversification, for instancesto offer a fuller range and to
remove uhstream and dowvnstreanm botilenecks. Thus both Goodyear
(India) and Madras #udber Factory progressively increcased the range
of tyres nmcde, Interoatinlr, both bepan wich: truck and automobile
tyreg end diversified down %o Dicycle tyres; Hemington similarly
from typewriters torribbons and files, Diversification of product
range was a port of the business of engincering companies like
Vickers Sperry. The other common type of diversification was
upstrean intesration. Especialiy where imports becane more difficuly
and local sources of supply did not exist or were unsatisfactory,
companies went into the manufacture of rav materials and inter- .
modiates - Chenicals and Plastics into slcohol distillation, Union
Corbide into mangonese dioxide, -IDL into PETY for detonators.

Forward integration %ios attempted only by Hindusten Aluminium,
whiéh built up capacits for rolled and extruded products up to a

quarter of its netal outnut before it was stopned by the Governnent.
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But its aotivation for diversiiication was common to a nunber

of firms which were subject to government controls, special taxes
or the competition of governnment enferprises with their ability
to suffer unlimited losses. Yo have earlier described the defeat
of Tide Water 0il Company by government enterpriscs. Alcohol-
based indusiries were particularly subject to drastic chénges in
alcohpl.oxcise or restrictioms on its use and rovenent. Conse-
quently ﬁemic;ls and Plasties tudlbn captive distillery, Union
Carbide changed its polythene plant in Bombay from alcohol to
petrochemnical base, Synthetits and Chemicals also'changed over
to petrobenzene and diversified into nitrile rubber.and. B3

plastics,

Governnent action was not the only-source of risk; more
often it was comnetitors with an edge - for instonce, biggmer light
nanufacturers with bétter narlcting networks in the case of Sylvania
and Laxman, low-wago conpetition in the case of Union Carbide's
flaghlishts ~=d Tst4erias, Svlvania diversified into speciality
lamps, Union Carbide into polrShone, pesticides, trauwling and
garnents.

(g) Location

The location of factories of joint ventures :nd conpanies
uyith a passive US investnent was generally dscided by Indian part-
nerg, and depended as uuch on thelr honme base as on cconomic factors.
But two tronds are notewortiy:s the move out of “est Bengal, and fhe
nove out of cities,.

Three of the componico studied by us initially set up
factorics in Hest pengal - Repminzton, Union Carbide anda Phillips

Carbon Black. Remington was a subsidery, Union Carbide a subsidiary
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with substantial Indian pbarticipation, and Phillips Carbon Black
was largely run by Duncan Brothers, a Calcutta-based business
group. Of the three, Remington and Phillips carried out cxpansions
in the mid—sixtiés, but none set up new factories in Yest Bengal,
and all did so outside. There was no deliberate shift, so there
are no declared reasons., But the commdnly aentioned problems

in Vest Bengal were labour and power, Renington complained of

low productivity and strikes, Phillips had oxpensive acéidents
where sabotoge was suspected. Both.cpmplained of power shortage.
Even without accepting fhe companics' perception of the labour

situation, its influence on locotion decisions can be accepted.

Outside West Bengal therc was some tendency to nove

~out of the metropolitan cities. Madras Rubbor Pactory, ofter
some serious strikes, moved out of Madrns to Arkonon, 45 nmiles
away, anc also set up a new factory in Goa. Vickers Sperry,

after setting up a factory in Kandivli (Bombay), wanted to

expand furthor in Pimpri 100 miles away, but had to awanit MRTP
approval, More shifts would hove been made if the governmenﬁ

had been more liberal in allowing then. Ykhile industry may not
necessarily wish to move %o "backward" areas, and while expan-
sions in a single location offer considerable economies os long
as they are feasible with the qvailable space, Indian industry

is quite willing to nmove out of established. areas even without
incentives, as is evident in the rapid industrialization of
second-rank clities; ond in view of local labour md power problens
it probably looks upon geog;aphical dispersion as a risk-sprcading

tactic,
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(h) Financial performance

It would take too nuch space to analyse the financial
performance of all 20 companies, since there are nany individual
variations. It willl serve our purpose hers if we just refer to

the four lesst and four most successful companies.

We have four companies whose financial perfqrmance was dis-
 tinctly poor -~ Rémington Rand, Sylvania and Laxman, Chemicals an?
Plastics, and Synthetics and Chemicals. Of these, Remington failed
largelx‘as a result of wrong nroduct strategy.-lt.stuck to the
office typewriter, and there was discrimination against it by the
govermment, which was the biggest buyer. Sylvania and Laxman
entered the lamp mérket at the.wrong time against powerful compe-
titors: it was its marketipg and financial strength that failed.
Chemical =nd Plastics set up a plant on too small s scale and based
on an obrolescent proces#. Syr.thetics and Chemicals too-dhﬁse an
'obsoléscent feedstock, Its financial performance was so bad that
it had %o have ity loans rescieduled. It was the view of Firestone
tmtﬁmmm%,meMﬁmpwmwmmMMM@dmemmmymd
milked it at the expense of shareholders by taking a coﬁmission on
sales while the company mede lossés. PMirestone was sure.£he company
could be run profitably, and made a public appeal to Shafeﬁolders
in 1972 to throw out Kilachand directors. But:tga governuent backed
Ki lachands and saved them.- In the case of Chemicéls aﬁd Pléstics
as well as Synthetics and Chemicals technology was a'faﬁtor in their

failure, but it was the wrong choice of technology and not o mail-

functioning of the chosen technologyi
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Coming to the four most successful corporations - Hindustan
Aluminium, Philiips Carbon Black, IDL Chemic'als and Tractors (India) -
what is interesting is their relative reliance on a single product
or a narrow range. They all s:ecialized in products with a rapid
rate of growth of demand,'and their technology was good enough for
a rapid build-up of production., Hindustan Aluminium was initially
licermed to make 20,000 tons, Its plant was built in 18 months and
commissioned in 1962. 1In (965 it was expanded to 48,000 tons, in 19€7
to 60,000 tons, in 1969 to 80,000 tons and in 1970 4o 100,000 tons,
after which difficulties with the government slowed dowﬁ gxvpansion.
Admittedly, most of the equipment was imported; but it was expedi—
tiously installed, coﬁmissioned and operated. Phillivs Carbon Black
was planned for an initial capacity of 22 million 1b. The construec tion
of its plant began in 1961; at the end of 1962 it was commissioned
with a capacity of 40 million 1b. It was expanded to 50 million 1b
in 1968. Then the expansion of the Durgapur plaut was discontinued,
but a 9,000-ton plant was commissioned in Haryana in 1977, and another

10,000-ton plant in Gujarat in 1978.

IDI's explosives plant was not even constructed by its technical
collaborator, Atlas, but was dssigned by Kompiex Treding Company
of Hungary, Atlas Chemical Industries came in only later as techninal
collaborators, and their major contribution was not simply to a
rapid buildeup of production but to diversification of the raage.
When Atlas was bought up by ICIL, which had a competing plant in
India, IDL ghanged over to Dow Chemicals, and later to Nobels of
Sweden whom Dow aold.their explosives interests. IDL wlso frecly
bought technology from other firms besides their principsl paréner,

Thus technology imports were a significant factor in the s3uccess

of IDL, .
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. The success of Tracfors (India) is surprising in view of
its poliey, earlier desecribed of minimum minufacture in India:
import restrictions made imports into India a hazardous and generally
unprof itable base. It was obviously due to the technological edge
Caterpillar equipment had over indigenously produced equipment in

specialized uses.

These instances suggest that good ftechnology - technology
which permitted rapid expansion and diversification without excessive
teething troubles or which rave an edge over competitioﬁ - was a
necessary, though evidently not o sufficient condition for finmcial
succesé. Poor technologzy was not a necegsary or even a common con-—

dition of failure, but poor initial choice of technology was.

(i) Treatment of shareholders

He have remarked that US corporations toock little risk in
recovering the price of technologyﬂ This was equally true of their
Indian partners, who.took much of the profits in-the -form of commi-
ssions, salaries, otec. "Tho then took the risk? Evidently, the

-

capitel ricok was carricd by horcholdocrs, unsecurcd creditors and

~
securcd creditors in that order, while the income risk was share-
Lholders', This lesds us to the cuestion: how did the corporations

and Indian promoters treat the unarcholdera?

A corporation or business group which values its public image
will try to give its sharehuldors o commercial return and something
nore, adding together dividends and capital gains. Yherz its interest
is contrary to giving = raoturn on cquity, it will profer not to fake
in outside®sharcholders. The prefercucce of some corporctions for
holding 100 por cent’of the cquity arises »~rily oul of the fact
th . I . p hd n T ~= noint of ior Lo toko
that it is advantageous foxr them from thc Toxm polnt -of view ¢ )

the profits in other forms 1lilte profits on imported parts mnd matorizls.




19

This is particularly true of closely held US subsidiaries, whose
profits are taxed at 66 or 70 per cent in India. This can also be

a reason, though not the only one, for not wanting a joint venture
with Indian businessmen. Once outside shareholdsrs are admitted,

the commitment to give them a commercial return is implicitly accepi:i;
the aczd limit then is a 51% shareholding to prevent the possibilit:

of a takeover. The reason US (and others) corporations bargain with
the government over holdings between 51 and 100 per cent is that

they know that when the government forces the next dilution, the
higher their current holding the higher the holding they will be

left with,

Most Indisn pramoters handle outside shareholders less delictely.
There are plenty of puhlic companies in India with a poor dividenc
and growth record, and Indian promoters see nothing wrong in making
ordinary shareholders carry the risk in fect as much as in nanme.
Some large business houses form an exception to this rule, but even
some of their companies - generally'those in government-controlled
industries or industries entered by goverunent enterprises - have

rxl a poor growth and profit record.

(3) Government policy
The view gained ground from mid-sixties onwards thaf imports
of foreign technology were overpriced and were designed to perpeb:izi:

dependence (Kidron 1965). The Information aveilable an technology

-

inports came from the government, whose ohief interest was in forci.:
exchange costs and export restrictions, Hence Indian studies (four
instance, Subrananiam 1972, Balasubramanyan 1973) also tended %o ¢ .-
centrate on the financial and restriciive asdpects of -tochnology

impords to the neglect of the technology itself. The HCAER siudi ..
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(NCAER 1571; United Hations 197:) drew attention o the relation
ship between the quality of teclhnology and tho price poid for it,
but in the absence of an unequivocal index of quality their obser-

vations did not have amuveh inoackt.

The view that importcd technology was overpriced and designed
to perpetuate dependence gained political support in the late sixties,
cspecially after the Industrial Licemsing Policy Inquiry Committec
reported in 19638. The support came from various gquartors: from firms
that had imported tecchnology carlier and were keecn to prevent the
import of further competing technologies, from public sector labora-
tories that found their own know-how difficult %o sell, from idco-
logues who found the import of technology froum the West unwelcone,
and from intellectuals who ..uzninely belioved that the import of
tecknology inhibited the built-up of indi genous technolozical capa-
bility. . 4s a result, Government policy was progressively tizhtened

in the following directions: ) . _ ;

(1} Some industrics wore not allowed to inport technology
at all. Tho list of such induciries was closely tailored to import
control; thus its underlying principles werc the fo;lpwipg; ( a)..n0=-
"inessentialf article should be produced with fresh imports of
technology - which meant that producers of most consumer_durables
zot automatic proteétioﬁ against both imporfs and new competition;
(b) yhere domcstic capacity was “adeguate™, no tcéhnology should e
imported -~ with the result, intér'alia, that manufectures of nachinery
for many establiashed industrise, such ns.fbf cemont, dsugar, ceal |
niniang and washing, tea proceszing, oil ﬁills, ate , ;imilarly 2ot

protection against new technology imports.
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(2) Among industries vhere technology imports were

allowed, the maximum rate of royalty was laid down.

(3) in some designated industries, foréign_investment
was allowed in prineiple, but sanction in individual cases was

a matter of administrative decision,

(4) The normal permissible period of agreemants was
reduced from ten years to five, and renewals were generally

frowned upon.

(5) Export and other marketing restrictions were generally
not allowed, and often an obligation to export a certain proportion

of the output was insisted on.

(6) 4 clause was often inserted into agreements that the

importér would be free to sub-license the technology.

(7) The CSIR was allowed to look at applications for
approval of technology imports, and if it expressed willingness

%% supply the technology, approval was withheld or at least delayed.

How far the above resirictions affected fresh US corporstc
investment, we cennot say on the basis of the informatioﬁ we hove
collected on the pre~1970 investments. There was undoubtedly a
glackening, as much due %o tho slower industrial growth as to
govgrnment policy; but the'inflow did not stop, for & numbor of
companies with US equity investment, especially Joint ventures,

~

date around or after 1970.

Whatever influence the restrictivé government policy might'
1have-had on new investmént, it could not heove nuech on investnents
already noda. As Toble 1 shdﬁs, the SEléé'growfh of moet companios
with U8 invdlvemaﬁt was slowar after 1970, But its =zleoclkening was %

» - . . -,
no greatoer than the slowdown in general industrial growth; if anytixiag,
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TABLE 1

o . . . : —_
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it was less. By curbing fresh imports of tochnology, government
prolicy curbed the emergence of fresh competition, which helped
our sample of companies in common with all established firms.
Admittedly, profit m;rgin§ in the seventies were no longer so fat
as in the palmy days before 1965. But as capacity utilization
ingcreased and since capital requirenmcnts of expansion were modest
compared to initial investment, the rate of return on investment

remained attractive.

The expericnce of US subsidiaries was slightly different.
The government was determined to reduce the share of foreign investovrs
fo 40 per cent in the general case and 51-60 yer cent in cxceplbional
cases. To this end it enacted the Foreign Exchange Regulation Act
in 1973 and imposed & number of disabilities upon compenizs in which
foreign invesinent was higher than permitted. 4as = consequence,
o handful of US corporations ~ including notably IBM ~rd Coen Coln -
8losed down their operations, a fewv ceased %o eoxtend operations in
India, while the rest - including Sperry-hand (in Reminzton), Warner-
Lambert, Upion Carbide and Goodyecar — diluted their holdings.

Therv was, however, no reduction in their nanagenent control.

The general ineffectiveness of government policy- can be
traced to three basic causes. Pirst, the bost argunent o govern-
ment can employ in bargaining with a foreign corporation is the
prospect of a large and groﬁing narket. The Indien government haos
lacked this orgunent owing to the slow industrial growth since 1965,
Second, the way to bring down the price of technology from abroad
is to be able to generate or transfer it within the country.

This was not possible during therfirst stage of industrialization
in the fifties and early siztios vhen many indusiries werc set up

for the first time. It was possible to an increasing extent in the
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second st ge. It also occurred Yo 2 limited oxtent: for instance,
Phillips Corbon Blaock set up & new plant »n its own and gave tech-
nical knowhow to turtiuz, 1420 lladras Rubber Factory sct up o
second tyre plant., But most fi.ms would prefer to set up their
own plants elsewhere rather than build thoen for poteuti-l competi~
tors; and most firms that were capsble of doing so belonged to big
business groups vwhose oxponsion was curbed in pursuit of the
governnent's anti-monopoly nolicy. Hinally, Tailing an ol tor-
native domestic source of techuology the price of one sunplicr ean
still be brought down by allowing technology imports fron mothor

supplier. This the governnoent could not do becruse of its perchant

for genercl guidelines covering all technology imports,
(k) Coneclusgion

If this conevliat diffuse account of the expuricnce of US

6]

corporationg in Indig has a ther:, it is that botrk the intornational

narket for technology and the donestic markets for industricl

4

products oro olinopslintic, The comnmters in the oliogopolistice

e

burgainirs are technology, marikcving bility mnd comuandé over
fineneo, U corporctions contributad fochnolugy-aud often olso
comnanded finance; Indian firms' contribution was chiicfly in terms
of merketing. Givon their relative strengths nd wecknessos, there
is 1ittle scope for influencing th torns of technology dmvord:

all the government can ds is To doeclde, consciously or unconsciousiy,
wvhether o deal would go through or not, II it wants to influcnce
the ternms, 1t has to be able to influence the three basic factors:

toechnology, narkets ond finanecc,
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