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The power wielded by transnational corporations has been

the concern of nany national go-remments, matched by enquiry as

reflected in the •voluminous literature on transnationals. Ihey

attracted especial attention in Vrestern Europe in the sisties when

it was feared that technological leadership would be lost to Europe

through the takeover by VS firms, Servan-Schreiber's (196?) famous
^  I. _ jbook, le Defi americai,nf unleashed a lively discussion in all ¥6St
V

European countries. More recently, the powerful role of multina

tionals in Latin America has evoked much empirical analysis; Oswaldo

Sunkel (1972) and Constantine Vaitsos (l974) are -the best known

outside among the Latin -America:: analysts. But here again the

literature is extensive,

By comparison, the volume and depth of enquiry in India

are limited. After Kldron's (1965) and Kurien's (1966) books there

have been no comprehensive studies of'foreign corporate investment

^  in India: the latest by Singh (1978) is a "popularizer" as the
author calls it, lomlinson's (l970) and Markensten's (1972) studies

are thorough but cover only -Ihe investments of British and Swedish

ftrms respectively. Nor have Baranson's (1967) and Kapoor'a (19V5)
ezcellent case studies been followed up by further ones, Lai (l975),

has made an interesting application of benefit-cost analj'sis to

foreign investment in India, • but his sample too is a limited one of

five firms, . , . . " .

tr:;
r or comprehensive, references; see. hellman (1970), Savan-t and Lavlpur
,11976) , Bergsten et al (1978), . ^



It is beyond the soopo uf a paper to present a comprehensi;'i

picture of foreign investment or foreign technology imports as a

process. The present paper tackles the more limited task of reviovi-

ing the experience of US corporate investments in India, The

approach is iBither a pure case—study one, nor does it apply a stand

ard technique to a large number of cases. Instead, we have chosen

twenty Indim companies in which US corporations made xuvastncnt.!: -

subsidiaries, joint ventures and Indian-controlled companies -

and which have a minimum manufacturing (exceptionally, trading)

experience of ten years, and tried to draw general conclusions f.-oi: t.

Brief information about the companies is given in Table Ic

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 ma.rke''

and expnrtingi Next we take up issues relating to their Indian

partners - choice of the US collaborator and the way in "7hich he

is to be paid. Then we deal with certain common issues - expanse o:-

diversification, location, financial performance and treatment c:;

outside shareholders. Finally we turn to government policj'-,

( a) Entry into India

A number of the corporations covered were exporting to

India for years before they went into manufacturej some of then

like Remington, Goodyear, Caterpillar, Union Carbide and Tide Ua; "

Oil had subsidiaries to handle imports set up before independenc

V7hile others like Uaxner-Lambert had local agents. They had thu... '

already entered india as regular exporters while imports were rc.i -•

tively free. A few others like Pfizer and G D oearle took an opti

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

r ̂
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a--positive decision to invest# Mansfield and Asliland probably

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

India. But in the majority of the cases the initiative apparently

cane from Indian businessmen—- sometimes erstwhile importers,

sometimes manufacturers, often just people who savr an investment

opportunity - and the decision for the respective US corporations

was not whether to go into India or not but whether the terms

offered by -the Indian collaborators were financially attractive

or not. In other 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-

r* tion of which eq.uity investment was only a part. How the price was

^  • determined in such cases will be discussed more fully below. It

should, however, be stressed here than oven in the case of substan

tially ox-med subsidiaries it was seldom a case of taJang on full

risks in return for prospective profits, for the US principals also

either took a royalty on sales, or sold materials or equipment, or

charged a technical fee, or combined these forms of payment. The

retums on investment (or, indistinguishablyi the piice of technology)

were a", pa'ckage whose net present value woiild 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 tint are large enough

seldom take known risks. The differences are not so much in respect

of the attitude to risk but of command of information, of which

knowhow is a part,

( b) Trade vs manufacture

The decision whether to export to India or to manufacture in

India confronted msiinly those who were already expoiting to India,

and for Mi em too local manufacture in-rolved loss of eznorts from their



home factories only if the Indian market was not going to be lost

to domestic producers anyifay. For corporations which were not

exporting to India, a share in manufacturing operations in India

gained a market xri.th no corresponding loss elsewhere; £ind for

those that did export to India, defensive investment against

capacity being set up in India made good sense# It was only tlio

corporations which were long-standing exporters to India and which

did not foresee competition emerging within India .that faced a

difficult choice.

Again, this choice xras not an all-or-nothing one. Domestic

manufacture could be made to depend to a, varying extent on imports

from the parent corporation. So the choice was generally one of the

degree of processing or conversely of procurement within the country/.

The choice made varied greatly betx-joen corporations.

Remington Rand had exportod to India since almost tlic beginning

of the century, and had a strong position in the typewriter market.

To protect tliis position Remington sot up a typewriter factoiyin

Calcutta in 1955. Initially it an assembly operation xdth

virtually" all conponents inportod. But by 1965 the import confent

was negligible. Remin :ton then introduced a nex: model, for which

Sporry-Rajid, the parent corporation, vras paid a technical feo for

ten years. In 1975 Remington sot up a noxr factory in Faridabad

to make portable typexfriters. There x/as also consid-.;rable business

in ribbons end office stationery, wholly indigenous, but xfhooe

degree of manufacture was probably not high. Remington's policy

of maxinxim indigenization was not a success in terms of groxrth and

profits, and currently it also sells its imported electric model

to exporters xdio have import entitloments - a throx/back to the

pre-1955 import business.



At the other eitrsE©, the Tide Water Oil "orporation, which

Set up a sales agency in 1922, ninimized ntanufacture in India, Its

original business was to import lubricants and heavy oils and sell

them to retailers, When tbe oil majors set up refineries in India

in the early fifties. Tide Water also began to buy from them; but

lubricant nanufocutre lagged behind in India, so Tide Water had a

good import business till 1964« Then the government got its om
»

company, Indian Oil Corporation, to import lubricants, and told

its departments to buy exclusively from IOC, In I965 it out Tide

Water's import licences. This was an all—out war, mid Tide Water

fought astutely. It gave larger commissions, discounts, longer

credit. In 19^7 it sot up a bulk storage plant; then it began to »

set up blending plants and greaso kettles in major cities to give

customers q\iickor and better service, Finally it cut out inter

mediaries and began to soli directly to industrial consumers in

1973- But none of ihcse innovations availed it in tlie end against

the big guns. Its profits virtually vanished in the seventies;

its style of business had reached a dead end.

A less extreme and more successful exponent of domestic

manufacture mtnimization was Caterpillar which set up a selling

and servicing agency. Tractors (india), during ihe war. Imports

of Caterpillar equipment for mining, quarrying, earthmoving and

construction continuod and tho subsidiary flourished right into

the fifties. Import restrictions from 1956 onvrards made import of

new equipment difficult, but business continuod to be brisk till

the mivi-sixties on account of ttro factoid.es; first, the heavy

woar-^d-tear of the fleet of Caterpillar macliines in tho country

generated considerable repair and servicing business; and secondly,

machinery was often sold to US-aidcd projects - for instance, tho

Forakka barrage generated orders worth fc.18 million in 1964*



But inport restrictions wore r.lowly liitini;, and even inport of

spares was restricted fron 1965 onwards. The response of tlie

subsidiary wao L./ofold. ?irst, it took up selling agencies

for n nunber of India,n ec^uipEi^nt nanufacturers like Bynacraft

and Garden Roach. Second, it started a snail factory to nake

no bile cranes and lorry-loaders^. By 1970 the import business

was badly hit, less by inport restrictions than by emergence of

local conpetition. Then tho company stressed manufacture liore

and tried to diversify into heavy duty truck cranes, hydraulic

cranes and fire tenders. But competition was ahead by" that time, ,

and it was no longer so easy to capture nev? markets. Nevertheless, Q

because of its specialization and technological advantage Caterpillar

was financially more successful than Tide Nater Oil - indeed, one
"  I

of tlie most successful among our corporations.

Other corporations made a choice between imports and domestic

manufacture which was less extreme than that of the throe above.

But none except Remington wont into domestic production independont

of imports with nothing but enuity dividends for a reWrn. Some

built up import-dependent manufacture operations, others ob-ained

a return in other forms such as royalties, technical fees or profits ^

on machinery exports.

Thus given a pure choice betuoor. exports to India and import

substitution virtually all corporations would havo cptod for exporbs.

Nhat modified thpir choice in practice was not simply import

restrictions, but tlio tlireat of the loss of a market posed by 1iio

cmorgonce, actual or potential, of competition vaLthin tho prQjtoctcd

m arket.
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Nor did profitability in the sense of return on capital

or rate of dividend attract the corporations to India, It has

often been pointed out that the average rate of profit of foreign

subsidiaries was higher than that of their parent corporations,

and this difference has been asaunod to bo a sufficient explanation

of foreign investnent in India. Tho rate of profit is a misleading

indicator which ignores international differencGo in taxes, in tax

treatncnt of dividends, royalties and technical fees, and in the

tenporal pattern of profits vrhich con strongly influence decisions

in these days of DCF rotxirn. But even if the rate of profit were

a reliable indicator, conparison of ex-post profits tolls us nothing

about the profit expectations entertained by US corporations which

invested in Sadia in the late fifties or early sixties. VirtuaUy

all of then earned no re, often nuoh nore, if the forn of profits

on exports to India, technical fees, royalty on sales etc than they

did in the foin of repatriated profits. This is additional eviderjae

that they were attracted to India not so nuoh by high profits but

by the necessity of having an entree to a snail but potentially '

inportaiit narhot,

(c) Domestic vs export narhot

If it is realized that it was the narket rather than, the

profits that bjpou^t US corporations into India, the rationale of

export restrictions will be clear. It was not to prevent oonpoti—

tive Indian firms from capturing markets abroad. There were virtually

no Cases of a complote ban on exports. Subsidiaries Woro generally

hot subject to an express condition since their exports could be

re^gulated informally. Among the rest, exports vrere restricted to

certain areas. The Indian affiliate was generally allowed to export

to neighbouring countries, often also 'ii-o Africa and the Middle East.
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3one could export anyvfhero subject to consultation uitli the

licensor, others where tlie licensor had no branch or licensee

(United Hr.tions 1971: 70, 21). Thus the vdiole idea was to effect

an ordorlj'- division of the world narket anon;^ the licensor's and

his affiliates' plants, rather than to restrain an -bullient

Indian affiliate.

This was the ii-t'>'''-tio:'-of export restrictions. However,

things often worked out differently in pr^actico. When, in the

sizties, Indian fLms' imports becaiie increasingly tied to their

exports, they generally turned to their collaborators abroad to

find foreign markets; -and often the collaboratois passed on to

their Indian affiliates orders in the Indian Ocean area. Those

connections were especially importa::t in the export boon of 1973-

1977» when Middle East orders could be best net from India. Searle

(India), which had a heavy export obligation, was helped to export

about 10 per cent of its output almost from the beginning by G D

3earle. It even earned I?? <-35,000 from export of Imowhow in 1976.

Vickcrs Spcrry was iDassed on a nunber of export orders by

Madras Rubber Eactory was originally pomittod by Mansfield to export

everywhere except to the USA and Canada; but later Mansfield gave

MRP US orders it did not irLsh to supply, sucli as ordeios for tyres

for antique cars .and racing cars,

US Corporations - like most industrial enterpiiscs - ha,vo

a commitment to profit and growt7i, and not to imports and exports

as such. If a US corporation could supply a marlxt more profitably

throu(^i an Indi.an affiliate, it would do so even if it thereby lowered

itsoim sales. It is precisely this tendency that has led to the

demand in the United States for restrictions on the export of
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technology by US multinationals which, it is arruod, reduced

employment in the USA by reducing exports of goods and, more

seriously, by incroioing imports of goods made abroad by US

corpora.tions with US technolocy (Uufbauer 1978). If the affili

ates of US corporations in India have stressed imports and import

substitution more tlian exports, they have done so on grounds of •

relative profitability rather than of an absolute preference for

one or the other,

(<i) Choice of US collaborator

It is difficult to get a clear view of the process of oliooeir";

the collaborator when all we know is the choice ex-post. But we

c an make a few inferences from circumstantial infomation.

Ideally a typical Indian entrepreneur irould like ai exclu

sive licerco, with a right to the trade nark, of the leading n-'iiju--

factTirer in the world. But generally ho would not get the licensor

of his choice, India is a small and uncertain market, US cor

porations are not vrell-informed about it as a rule. And they have

had considerably larger and more attractive investment opportuni

ties in Uestem Europe and South yimorica. It is renca-I-ablG that

most of the loaders of innovation in the A-orican phrjr-naceutica.l

industry have no stako in India - for inotrnco., Lilly, Parke-Davis,

Merck and Merreil(j^Mansfield et al 1971? 164-166). Burroughs

Wellcone and Squibb are the only ones which hove, rnd their subsidiaries

in India are £imong the smaller ones of US phomaccuticaa subsidiaries.

Indian government's policy of having blanket rules regarding

equity participation and royalty equally work tafards kooping out

the larger or tho more innovative firms (the two are not necossa-

rily the sane in the United States). If they decide to cono in,
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they will generally want to sot .up a subsidiary, which is not

greatly approved by the governncnt. Or they vrill w.ant to sell

their laiowhow at a price tli^.t will not fit into the govornnont

strait jacket of 3 per cent for 5 years.

So the Indian pronoter must choose acong corporations -

US as well as non—US — of the second rank, Ihey nust not, however,

be too snail: they nust have the ozpv^ricnco of nultipl.-ait opera

tions at least, if not of ozporbing technology and na!d.ng it work

under unfamiliar conditions, Tliey nust not .already have a subsidiary

or affiliate in India, And thoy-nust be prop.?jod to spare the

resources required to sot up a plant in India, and proving its

performance. The number of such ontorprisos is goner.illy small - ^

often smaller than the number of Indian.entropronours who want

their help. It was oven smaller in the fifties.

Among such US corporations, those that know India well

onou^ to be convinced of the viability of operations tliore would

have been tempted to sot up subsidiaries rather than to take in aii

Indian partner. Of the five c-orporations in our sample with subsiJ.r-

rios ill India - Hemington, vrarner-Lanbort, Union Carbide, Goodyoar .and

Pfizor — all except the last one had boon exporting to India sinco

before the Uar, Those th.at wore proparod to collaiDorato ^'ith rji j

Indian partner wore' corporations which had no marketing oxperienco

in India; they looked for ■ all-India naxketing capability .in tho

partner. There wore five Indian affiliates which could qualify

as joint ventures on the basis of a substantial equity stake of a

US corporation - Vickors Sperr3'", ociirader-Scovill Duncc'-n, Soarle

(India), Caronandcl Fertilizers and lUL Chemicals. Tho Indian

partners in the first three - Maliindras, Goonlmis and Tato-s - wore

largo business groups capable of markoting on a national soalc.
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were taken into Coro:iandel as ninor p-.rtners and selling

agents; and when they proved inadequate Rallis vrere also appointed

selling agents in 1970, IIiL Clienicals had a secure narket for

explosives: nines and quarries furnished a stable demand, and

Indian Explosives, the only competitor, could not neod: it in full.

All five joint ventures were thus a marriage of US technology and

Indian marketing ability. In conpanios that did not co!:inand a

secure, lucrative narket or whose Indian part-owners did not have

proven marketing ability, the stake of US corporations was ninor,

and was generally overshadowed by returns unrelated to equity

such as technical foes and royalties.

On the Indian side, the most significant factor in the

choice of US collaborator, apart from his technological capacity,

was probably the availability of credit. Most jf the firms i-rith

US investment got loans from the invosting US corporations or from

US banks and guaranteed by the US collaborators, I'Ian3'' also ob Leaned

dollar credit from Sxin Bank, and rupee credit from U3AID, both

below connercial interest rates,

( o) Pgymont for technology

It was observed above that US corporate Investrnnt were a

marriage of US technology and Indian marketing. In cojses wliere US
I

corporations had experienco of selling in India it was pure export

of technology to India. How was tiae price of this teolinology

determined?

Ue lack an elaaent in 'this price fixation, namely the cost

of technology generation and transfer. But if, as was argued above,

the Indian buyer of technology could not gcixrate it on his o'vni,

and faced a seller's market, the cost of generation of teolinology
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had perhaps no significaixt influence on its price. A nore

serious difficulty is that in alnost all cases it is virtually

iEpossible to kno'.r the full price of technology since sor.e of

its elenents, such as profits on naterials and nachinery suppliod,

are liidden. 'e only know the technical fees, royalties, shares

issued and dividends paid; they only pemit certain general obser

vations ,

In no case was the price for technology paid entiroly as

part of return on investnent. The investing corporations distin

guished between the price of technology and return on investnent

and tried to realize tiie two separately even froE. iixeir subsidiaries,

hhen the Indian govemiaent began to disallow separate payiiients for

technology sold to s^ibsidiaries in the nidsixties, the inflow of

technology distinctly slowed doxm, and subsidia.ries loolcod for

avenues of inport-depondent production or export production. Sone

also set up R cb D facilities, which are believed to be sources of

unrequited exports in ld.nd to parent corporations in the forn of

rosearch findings, thougli this belief is unverifiable by its very

nature.

Royalties on sales and prefixed payments were in nost cases

substantial, and in tlie case of ainority investnents their ex-post

total was generally uany tines greater thmx the equity stalre, Jiix-ante

calculations would have put a smaller figure on rojrolties since nost

firms expanded their production faster than could have beon expected.

But if it was "Kie Indian partners' intention iiiat US technology

suppliers shoxild shcsae in the rislas throuy^i equity .and thereby fur

nish a performance guarantee, this intention was often defeated by

the high price thoy paid in tie forms other than equity dividends.
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This reinforces our point, made earlier, that US corporations

did not consciously take significant risks (no good businessmen

ever do) . ''fliere equity investment was not an instrument of mana

gement control, it vras a device to reassure Indian buyers of tech

nology - more of a psychological device than an objective perfor

mance guarantee. This is not say that iiiere were no other perfor

mance guarantees, nor that they xrere ineffective, "fhile defects

were not infrequently found in tlie equipment sold or procured by

the suppliers of technology, they were also generally corrected

e zp e di tious ly.

(f) Expansion vs diversification

Almost all companies have increased tlieir capacity several-

fold since inception. This expansion often involved certain types

of diversification, for instance»to offer a fuller range and to

remove ubstream and doi-rastream bottlenecks. Thus both Goodyear

(India) and Madras hubbor Factory xirogressively increased the range

of' tyres made, Ir.tovosti.:.:;!;', both began, wi bh truck -and automobile

tyres and diversified down to bicycle tyres; keHiiigton similarly

from typewriters to libbons and files. Diversification of product

range was a part of the business of engineering companies like

Vickers Gperry, The other common type of diversification was

upstream integration, Esj)ecially whore imports became more difficult

and local sources of supply did not exist or were unsatisfactory,

conponios vrent into the manufacture of raw nateiials and inter

mediates - Chemicals and Plastics into alcohol iJistillation, Union

Carbide into manganese dioxide,-IDL into PETIT for detonators,

Pon-rard integration tras attempted only by Hindustan Aluminium,

which built up capacity for rolled and extruded products up to a

ouarter of its metal output before it was stopped by tlio Government.
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But its notivation for diversification was common, to a number

of firnES which were subject to government controls, special taxes

or the competition of government enterprises with their ability

to suffer unlimited looses, ''/e have earlier described the defeat

of Tide VJater Oil Company by government enterprises. Alcohol-

based industries were particulariy subject to drastic changes in

alcohol excise or restrictions on its use and novonent. Conse

quently henicals and Plastics bullta captive distillery. Union

Carbide changed its polythene plant in Bombay from alcohol to '

petrochemical base, c>3mthetiOs and Chemicals also changed over

to petrobenzene and diversified into nitrile rubber.and AB3

plastics.

Government a.ction was not the only'source of risk; more

often it was competitors ^ritii an edge - for instance, bigger light

manufacturers with better narkoting networks in the case of 3ylva:ii£i

and Laxmaii, low-wage competition in the case "of' Union Carbide's

flashlights rmd j/.ttcri.os, oj'-lvania diversified into speciality

lamps. Union Carbide into polythone, pesticides, trawling and

gamen ts.

(g) Location

The location of factortos of joint ventures .-jid companies

with a passive US investmcsnt xras generally decided by Indian part

ners, and depended as uuch on iheir home base as on economic factors.

But two trends aro notevrortiiy; the move, out Of Test Bongal, and the

move out of cities,
,k

Three of the companies studied by us initially sot up

factories in, Ueot Bengal - Bemington, Union Carbide and Phillips

Carbon Black. Remington was a subsidary. Union Carbide a subsidiary
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with substantial Indian participation, and Phillips Carbon Black

was largely run by DimcEin Brothers, a Calcutta—based business

group. Of the three, Eoinington and Phillips carried out expansions

in the aid-sizties, but none set up new factories in ¥est Bengal,

and all did so outside. There was no deliberate shift, so there

are no declared reasons. But the comiaonly nentioned problems

in West Bengal were labour and power. Remington complained of

low productivity and strikes, Phillips had ozpensive accidents

where sabotage was suspected. Both complained of povrer shortage.

Even without accepting the conpanios' perception of the labour

situation, its influence on location decisions can be accepted.

Outside West Bengal there vras some tendency to move

out of the metropolitan cities, Madras Rubber Factory, after

some serious strikes, moved out of Madras to Arkonan, 45 miles

away, ana also set up a new factory in Goa. Vickers 3perry,

after setting up a fa.ctory in Kandivli (Bombay), wanted to

expand further in Pinpri 100 miles away, but had to await MRTP

approval. More shifts would have been made if tlie governnaat

had been more liberal in allowing then, While industry nay not

necessarily wish to move to "backward" areas, and while expan

sions in a single location offer considerable economies as long

as they are feasible xaLth the available space, Indian industry

is quite willing to move out of established areas even without

incentives, as is evident in the rapid industrialisation of

second-rank citiesj and, in view of local labour and power problems

it probably looks upon geographical dispersion as a risk-sproading

t<-ipOtrc,
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(h) Financial -perf^rmaBCB

It would take too much space to analyse the financial

perforniajice of all 20 companies, since there ane many individual

variations. It '<111 serve our purpose here if we just refer to

the four least and four most successful companies.

ie have four companies" whose financial performance was dis

tinctly poor - Remington Rand, Sylvania and Iiaman, Chemicals and

Plastics, and Synthetics and Chemicals. Of these, Remington failed

largeljr as a result of wrong product strategy. It stuck to the

office typexfriter, and there was discrimination against it by the

government, which was the biggest buyer, SylvaJiia and Laxman

entered the lamp market at the wrong time against powerful compe

titors; it was its marketing and financial streaagth that failed.

Chemical and Plastics set up a plant on too small a scale and based

on an ob.::olescent process. Syj-thetics and Chemicals too chose an

obsolescent feedstock. Its financial performance was so bad that

it had to have its loans rescheduled. It was "fehe view of Firestone

that iSilachands, the Indian partners, mismaaiaged tlie company and

milked it at the expense of shareholders by talcing a commission on

sales while the company made losses. Firestone was sure the company

could be run profitably, and made a public appeal to shareholders
1

in 1972 to throw out Kilaohand directors. But -the government backed

Kilachands and saved -fehem. In the case of Chemicals and Plastics

as well as Synthetics and Ghemioals technology was a factor in th.eir

failure, hut it was the wrbng choice of technology and not a mal

functioning of the chosen technology4
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Coming to the four most successful corporations - Hindustan

Aluminium, Phillips Carbon Black, IDL Chemicals and Tractors (India) -

what is interesting is their relative reliance on a single product

or a narrow range. They all s-;ecialized in products irLth a rapid

rate of growth of demand, and iheir technology was good enough for

a rapid build-up of production, Hindustan Aluminiiim was initially

liceiaedl to make 20,000 tons. Its plant was built in 18 months and

commissioned in 1962, In ̂ 965 it was expanded to 48,000 tons, in 196?

to 60,000 tons, in 1969 to 80,000 tons and in 1970 to 100,000 tons,

after vrhich difficulties with tlie government slowed down expansion.

Admittedly, most of the equipment was imported; but it was expedi-

tiously installed, commissioned and operated. Phillips Carbon Black

was planned for an initial capacity of 22 million lb. The construction

of its plant began in 1961; at tlie end of 1962 it was commissioned

with a capacity of 40 million lb. It was expanded to 50 million lb

in 1968, Then the expansion of the Durgapur plaiit was discontinued,

but a 9,000-ton plant was commissioned in Haryana in 1977, and another

10,000-ton plant in Gujarat in 1978.

iDL's explosives plant was not even constructed by its technical

collaborator. Atlas, but was designed by Komplex Trading Company

of Hungary, Silas Chemical Industries came in only later as technical

collaborators, and their major contribution was not simply to a

rapid build-up of production but to diversification of tlie rcuige.

¥hen Atlas was bought up by ICX, which had a competing plant in

India, IDL changed over to Dow Chemicals, and later to Hobels of

Sweien whom Dow gold their explosives interests, IDL 'also freaLjr

"bou^t technology from other firms besides their principal partner ̂

Thus technology imports were a significant factor in the success

of IDL. .
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Tike success of Tractors (India) is surprising in view of

its policy, earlier described of minimum m.-inufaoture in India:

import restrictions made imports into India a hazardous and generally

unprofitable base. It was obviously due to the technological edge

Caterpillar equipment had over indigenously produced equipment in

specialized uses.

These instances suggest that good technology - technology

which permitted rapid expansion and diversification vdthout excessive

teething troubles or which gave an edge over competition - was a

necessary, though evidently not a sufficient condition for financial

success. Poor technology was not a necessary or even a common con

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

( i) Treatment of shareholders

'fe have remarked that US corporations took little risk in

recovering the price of teclinology. This was equally true of their

Indian partners, who took much of the profits in "tike -form of commi

ssions, salaries, otc, ^'Hio then took the risk? Evidently, the

capital risk was carried by .haroholders, unsocurod creditors and
s

secured creditors in that order, while the income risk was slmre-

holders* . This leads us to the question: how did the corporations

and Indian promoters treat the sharokolAors?

A corporatiCii or business group which values its public image

will try to give its shareh-jldors a commercial return and something

more, adding together dividends and capital gains. Ul-iore its interest

is contrary to giving a return on equity, it will pfufor not to take

in outside'sharoholdore. The proference of some corporations for

holding 100 per cent'of the equity fkhises pertly out of the ffict

that it is advantageous foa* tliem from the tax point -of view to take

the profits in other forms like profits on imported parts and laatoHala,
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This is particularly true of closely held IS subsidiaries, whose

profits are tared 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 shareholders are admitted,

the conuaitment to give them a commercial return is implicitly accepvjij

the nc-riUlinit then is a 51^ shareholding to prevent the possibilit;/

of a takeover. The reason ITS (and others) corporations bargain with

the government over holdings betvreen 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 Indian promoters handle outside shareholders less delic-tely

There arc plenty of public companies in India with a poor dividend

and growth record, and Indian promoters see nothing wrong in making

ordinary shareholders carry the risk in fact as much as in name.

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 government enterprises - have

had a po-or growth and profit record,

(d) Government uolicy

The view gained ground from mid-sixties onwards that imports

of foreign technology were overpriced and were designed to perpetr-.-;;;;.

dependence (Kidron 1965), The information available on technology

imports came from the government, whose ohief interest was in forci.M

exchange costs and export restrictions. Hence Indian studies (for

instance, SuT^rojaaniam 1972| Balasubramanyam 1973) alsc tended to Oj

centrate on the financial and restrictive aspects of -tochnplogj''

imports to the neglect of the technology itself. The HCASR atudi ;-j
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(ncaER 1971; United nations 197;) drew attention to the relation

ship heinfeea the qudlity of teclmology and tho price paid for it,

but in tho absence of an xmoquivocal indez of quality their obser

vations did not have much inpact.

The view that imported technology was overpriced and designed

to perpetuate dependence gained political support in the late sixties,

especially after the Industrial Licensing Policy Inquiry Committee

reported in 1963, The support cane from varioiis quarters: from firms

that had imported technology earlier and were keen to prevent tho

import of further competing technologies, from public sector'labora

tories that found their ox^n knoxiT-how difficult to sell, from ideo

logues who foxmd the import of technology from tlie Tfeot xinwelcome,

and from intellectuals who g^najjicli?' believed that tiic import of

technology inhibited the built-up of indigenous technological capcx-

bility. . As a result, Govomment policy xfas progressively tightened

in tlic following directions: . -

(1) Some industries vrere not nlloxred to import teclmology

at all. Tho list of such induebrios xras closely tailored to import

control; thus its underlying principles x-rero the follox-rin.g; (a). iio-'

"inessential" article should bo produced xrith fresh imports of

teclmology - which meant that producers of most consxmier durables

got automatic protection agaiiist both imports and ncvr competition;

(b) xrhore domestic capacity was "adequate", no technology should be

imported - xrith the result, inter alia, that manufactures of machinery

for many established industriosj such as for cemont, sugar, c.Oiil

mining and washing, tea processing, oil mills, etc , siiailarly got

protciction against new technology imports.
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(2) Among industries vr^iere technology imports were

allowed, the maximum rate of royalty was laid down.

(3) in some designated industries, foralgn.investment

was allowed in principle, but sanction in individual cases was

a matter of administrative decision.

(4) The normal permissible period of agreemonts was

reduced from ten years to five^ and renewals wore 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) A clause was often inserted into agreements that the

importer would be free to sub-license the technology.

(7) The CSIR V7as allowed to look at applications for

approval of technology imports, and if it expressed willingness

t# supply the technology, approval was vrithlield or at least delayed.

How far the above restrictions affected fresh US corporate

investment, wo cannot say on the basis of the information we luive

collected on the pre-1970 investments. There was undoubtedly a

slackening, as much due to the slower industrial growth as to

govBrnmcnt policy; but the inflow did not stop, for a number of

companies viith US equity investixjnt, especially joint ventures,

date around or after 1970'

Uhatover influence the restrictive government policy might

hafe had on net? investment, it could not have much on inveetnents

already made. As Table 1 shows, the sales growth of most companios

with US involvement was slower after 1970,. But its slackening was *

no groator than the slowdo:-ni in general industrial growth; if onytHag,
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TABLE 1

Somo Indian coapfinios ifitli ffS corporntion invostnont

Indian Company US Corporation
5liaro inIncorpo— Conmis- First TB

ration aioning profit oq-aity
Initial Final

Stjuity
Bou^t

riescrvos/
oquity.

in kind ratio
1/

Hate of growth
of sales

Long- . 1S70-77
torn ̂

1 Tide Tiater Oil Go (India) Tide Tafeer Oil 1922

2 Tractors (india) C aterpillar 1949
3 Remington Rand (India) Sperry Rand 19 58 1962 1965
4 Pfiaer (India) Pfizcr 1951 1951 1951
5 Ifarncr Hindustan U arner-Lambert 1963 1964 1964
6 Goody ear (India) Goodyear 1922

7 Union Carbide Union Carbide 1934

8 Coromandcl Fertilisers Chevron, Int.Huneral 1961 1963 1966

9 Schrader-3covill Duncan Scovill 1961 1965 1965
10 IDL Chetnicils Atlas, later Do\r 1962 1967 1968
11 Sylvania and Laxnan Gen.Telephones 1963 1967 1969
12 Searle (India) G D Searle 1967 1970 1970

13 Vickers i^perry Sparry-Rand 1967 1968 1969
14 India Carbon Great Lakes 1961 1965 1963
15 United Carbon As hi and 1963 1967 1968

16 Chemicals and Plastics B F Goedrich 1963 1968 1374
17 Phillips Carbon Black Phillips Petroleum I960 1963 1964
18 Hindustan Aluminium Kaiser Aluminium 1958 1962 1963

19 Synthetics and Chemicals Firestone I960 1963 1967
20 Madras Rubber Factory Mansfield I960 1961 1961

P e

100 100 33
100
100 55 100

89 89
88 ■ 50 0

80 60 100

60 51

954 54 28

51 50

50 40 0

45 30
045 39

44 44 100

40 40 25

40 40 23

31 31 33

30 30 30

25 25 94

25 25 0

20 20 100

l/ Bonus issues are included in roservos since thoy represent capi'tali2--(;^Q^^
2j From the first year of profit to 1977
3/ 1958-1976
4/ 1970-1975
5/ 1960-1977
S/ 1958-1977
r/ 1971-1976

of reserves,

477
716
95
324
256

319

471
272

391
455
15

93
96
220

262

55
508

604
.  90
261

16.2 y

14.1
26.6

11 .8

16.3
31.2

17.3
22.9

i/

5/
W

25.2

14.4
50.6
19.9

17.4

27.4
25.7

28.3
27.4
17.5
15.1

15.5
10.9
12.1

14.4

15.9
28.4 ,
17.4 7/
19.7

16.1

13.2
15.0
28.7

9.9
10.7
14.6



f

23

it was loss. By curbing fresh imports of toclmology, govGmment

policy curbed the emergence of fresh competition, which helped

our sample of companies in common with all established fLrms.

Admittedly, profit margins in the seventies were no longer so fat

as in the palmy days before 1965. But as capacity utilization

increased and since capital requirements of expansion were modest

compared to initial investment, the rate of return on investment

remained attractive.

The experience of US subsidiaries was slightly different.

The government was determined to reduce the share of foreign invostoi's

to 40 per cent in the general case and 51—60 per cent in exceptional

cases. To this end it enacted the Foreign Exchange Regulation Act

in 1973 end imposed a number of disabilities upon comj)anies in which

foreign investment was higher than permitted, 4s a consequence,

a handful of US corporations - including notably IBM niLd Cocc. Cola -

Olosed dov/n their operations, a few ceased to extend operations in

India, while the rest - including Sperry-Rand (in Remington), Uarner-

Lambert, Ujj^ion Carbide and Goodycar - diluted their holdings.

There was, hovrover, no reduction in their management control,

^  The general ineffectiveness of government policy can bo

traced to three basic causes. First, the best argument a govern

ment can employ in bargaining with a foreign corporation is the

prospect of a large and growing market. The Indian government has

lacked this argument owing to the slow industrial growth since 1965.

Seoona, the way to bring dovrn the price of technology from abroad

is to be able to generate or transfer it within the country.

This was not possible during the first stage of industrialization

in the fifties and early sixties xdicn manj"" industries were set up

for tile first tine. It was possible to an increasing extent in the
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second st ige. It also occurred to a linitod extent: for instanco,

Phillips Carbon Black sot up a now plant on ito otjii and .■^-ave toch-

nica.1 loiowhow '."^.11; Iladras Rubber Factory sot up a

second tyre plant. But nost fi-ms would prof or to set up their

own plants elsovrhero ra.ther than build thon for potoutial competi

tors; and nost firms that were capable of doing so bolozigcd to big

business groups xzhose expansion vras cui-bcd in pursuit of the

govornncnt's anti-monopoly policy. Finally, failing en altor-

na.tivo domestic source of teclmologj* the price of one supplier can

still be brought down b^r allowing technology imports from onotlior

supplier. This the govcrnnont could not do bocauso of its porchmt

for general guidelines covering all technology imports,

(k) Conclusion

If this sone-vrliat diffuse accouiit of the experience of US

corporatio;as in India hios a them-.', it is that both the international

market for technology and the domestic markets for iiidustrial

produ-cts rero oligepoliatic, The coiuators in the oliogopolistic

bargaining are technology, marketing ability ,and comzcnd over

fiizancc, US corporations contributed technology and often also

commanded finance; Indian firms' contribution was chiefly in terns

of marketing. Given thoir relative strongtlis ."jid wealmiossos, tlicro

is littlo scope for influencing the terms of tociinologj'- import:

all the govommont can do is to decide, consciously or u:iconsciously,

whether a deal would go through or not. If it wants to influence

the terns, it has to be able to influence tho throe basic factors:

technology, markets aizd finance.
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