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&pork obligation is an obligation impoeed on a firm tc export part 

or whole of its anmuLl output. Usually, it is imposed by Government as'a 

precondition for the grant to the f i r m  of a licence to marmfachm, or expand 

the marrufactum of, a particular item. For the purpose of this paper, how- 

eveq  we have restficted ourselves to orfly such export obligation as is 

resorted to in the cnse of foreign cdhboratian .and that - too only in 

e l e c t d c s  industry. A specific case of f o ~ i g n  collaborati an in the manu- 

facture of electronic components hts been taken up f ~ r  d o s e  study, to 

examine principally hc~r fsr export obligations .ire effectively enfoweable. 

In the p m s s s ,  we e x h e  also, the linkage hetween export obEmtion and 

technology t ransf e r . 
In part X of th5 a paper we attempt to put' t ogethe r s me back mcrundr 

information m the frequency with which export obligatim has been imyosz.! 

by Government in the case of f o m i e  callahorations jn electronics i ndcs tn~  

fn pad II is &ven backgmund informntim on the st~te of corponent maxru- 

facturing, since the case chosen f o r  intensive study concerns the manuf~ctur-- 

of an electronic component. O n l y  in parts III azad TV do we =port the 

msults of our case atudy. The paper ends up with a f e~ concluding observati r: i , 

* Views have been expressed ky the =thorn entirely in their personal 
capacities and shutik? not, in aqy way, be attributed to the institutions! 
organisations for which they are wcrldng or w i t h  which they fire associate?. 



E b c t m n i c s  industry accounted for betweer 5 to 6 percent of the 

foreim collaborations in India which had been approved between 1957 t o  

I As can be eeen from Table 1, this proportion has been increasing 

over the yeam. From under 5 percent during 1957-62 it had gone upto 

almaaf 83 du* 1967-72, m d  wsa still close to 6:4 ~ r c e n t  in lcv73-77 

when the t o t d  number of collaborations registered a marked increase' of 

&? compared to the quinquennium inmediately preceding. 

D u h g  the most recent quinquennium of IT&-78, f o r  which year-wise 

data 6n eqmrt' &ligations was possible to collect, w h i l o  in l e s ~  than 2 6  

of the t o t a l  number of fomign c o l l a b o r ~ t i m s  w e  an obligation imposed for 

a proportion of annual output to be exported, the corresponding o b l i g n t i m  

to qmrt was imposed with respect t o  almost 32% of the foreilrn co l leh~r r t t -  

i c m  in elerctmnics i n h a t r y  (see Table 2). It would appepr t b ~ f o r e  thet 

export obligation heis been imposed more often in t h ~  case of f o r e i e  cr;ll- 

aborationrs in electronics industry than in industry in general. A t  l e ~ s t ,  

this haa beenthe caee in recfxlt yeam. 

There can be several masons w b  Gwenmrent might impose export  

obligation on a firm wishing to enter intcj a foreign callaborntion. T ~ F .  

principal reasors umlally advanced in this reg~trd  re the  f c l l &  rr three: 

(1) Access ,to untodate technolonv: It w i l l  ensure the import of r$date  

technolow not only to s t a r t  with when the initial plant  a d  equipment are 

being purchased from, or through, the foreign collaboretor but also mh- 

aequently during the course of the  priod when e q r t  obl igat ion i a  in f o r c ~ ,  







(2) Cost affectiven~as: It w i l l  ensure the cast effec.tiveness of the 

tgchology being imported in at least  two v w .  Rrstly, given the 

Ylnited domestic market, e c o n d e s  of scale should be possible to achieve 

if the market for a product is not limited ka just the dcmestic market. 

Seaondly, since the domestic market is pmkscted by t d f f  and nm-t~dff  

barriers, only if the firm is forced to seRX in the competitive world 

market will it be under presaune $0 keep lcrw its costa of productian. To 

the extent that the q o *  &ligation imposed on the dmestic f5m is shared. 

.by its foreiw collaborerter hy assuming respomibfiity to ?my back a portion 

of the .2me~tic firm's a t p u t ,  the fomign collabora-[;or too WUJ. c?sveloj~ a 

stake In cost-effective production by itspirrtner firm. 

(31 mv ~ ~ - . ~ j m ~  - : It will add t a  the expo-eaminga of t h e  

country, To the extent  t h e t  enhancement of sxprt eadngrs 5s d e a i w ,  by 

imposing export obligations on new rnmufactulrirag it 5s sau$ht ta that 

a certetin propofiian of resultant output is earmsdtgd for export. Thi.a, in 

fact, seeme to have 2een a very m j c ~  cc.nsi$~ration that prevailed vith thc 

Indim Goverr~nerrt for several years in recent past in allwing monopoly 

industfial hmases and fareign firms to unsertake or expand the manufacture 
1 f of several non-assentid items.- 

% .veq =rid pace at wHcb technolow has g r ~ 3  and changed in 

electronics in =cent years has possibly been the f&n@e moat imporbant 

reason for allowing foreign collaborations lib- in dectmnics mamt- 

f aeturhg in @nerd and especidly in Qhe manufacture of electronic components, 

The resort to export obligation in e lec trdea  industry was possibly meant 

to help in k s o w g  m ~ a w  the teckmologp gap between the electronics h?ustm 

in the bdu8triaZLy advanced camtr ies  and that in India, 



lathcrugh the export ouigatim imposed in electmcics industry 

ranges fmm 1 O$ to ?W of mmal output, in the m&m number of :cases 

the obligation to export was within the narrower range of 4.E to 6d. 

Th5s  can be saen f ran Table 3 giving a hreaka6Wt of t.he export ob l ip t io r )  

caees, that cwLd be identified, by the progortion of mtput to be under- 

written f o r  ~xpoFt.  The weighted averege. of export obligations works at 

te 5@.& for the electronics induatry as a whole in regnrrl to t h r  forcim 

coUaboratione reported in =cent past, Thus it w a d  be a fair generalisation 

to make that in the case of foreign collaborations sanctioned for e l e c t d c s  

industry, the exprt obligation when imposed, tended to be quite suhstamtid. 
game time, 

Tvidently, the Government l a i d  great atore by this policy instnment. A t  t h e 1  

however, as wc shall note later, in the pest one yep2 or 80, them a p p r e  

to have occurred a shmp s h i f t  in c f f i c i a l  thinking (es distinct f r o m  

polit ical  thinking wh5ch rnw not crystallize fcr some time longer, in view 

I f the recent changes) rso t h t  incre~lsin@.y one cmes across expmssi~ns cf 

dissatisfaction with the use of exprt obligetion, psrticulrly in the 

context of electronics d e v e l o p e d  in the country. 

In the circumstances, it is only appropriate t h ~ t  the wadcfng of this 

policy instrument in a c t ~ ~ a l  practice shcluld thoroughly be ~pprdsed.  For 

the p q o s e ,  we h v e  chnscn the caae of e foreign collaboration in electronics 

industry entemd into by one of the electronics fir& set up in the puhlic 

aector for the mnmrfect? re of an electrmic component, as d i s t i n c t  f r m  

electronic equipment. It is in the components sector thnt most of technologi- 

c a l  changps in dectrmics has concentrated in recent years. 
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The choice of a public sector fin ~s w e l l  hns been somawhct 

deliberate, One hops  that not only is R public sector f i r m  3.n e, better 

position than private firms to resist pEesures from its foreign collabor- 

ators but also it w i l l  perhapa resist better the' temptation of colluding 

with the f o r e i ~  collaborator in' e n t e h g  ink export, c d t m e n t a  which 

therg both do not Mtend to honmr, Whether or not t h i s  hope is actually 

redised, or redisable, in R separate matter. 



Coqmenta  are the building blocks and the alectrmic equf pmnt their 

final axtcome. Pa s~:ch compnents ara considered, and perhaps quite 

rightly, es the base df the electronic inhstry.  
Slack evld merited growth 

Production of electronic components has net howswr, bpen powing in 

the country quits as fast as the prmhctian of electronic equipment,-the 

final pmduct. T h i s  can easily be seen kwn Table L. Between 1974 a d  

1978, while the productian of e l e c t d c  ecluipment a l m o s t  dslbled, the 

production of electraanic components expanded by only 62,5?. As a msult, 

the camtrgq s dependence on imported compnenta increated sipifican-kLy 

froan 21% during the period 19'71-74. to '2s during the perid 145-78. ZJ 
Thou& this incremed dependence on imprte8 cmpment i s  explained largely 

by the substantial growth in professional equipanent requiring quality grade 

com~onmts not produced dmestically, it is true d80 thEt large imprba 

were allowed in recent years, particularly 1 W, of compmentrs like e?l 
" /  . 

picture tubes m m d :  f o ~ . ~ l ~ ' P e ; C t d c s .  21 

Mot only has t& indigen0~8 i d t r y  been &soring slowly but also 

m o s t  of the e d a h g  capacity is bas& on macMnery and laarJ-how relating 

to very old technology. Most of t f i s  investment was made in the late 

s i x t i c a ,  ueing technolo@ and scale preyailing at that the. Althcu& 6 ~ ?  

of the current production of cmpnents is accounted for by four units ( t L . c ;  

in the public and two Fn thepSvate ~ i e c t o d ,  given their praduct ran@, it 

is probably st i l l  true that there is undue fragmentatim of capaci* even 

w i t h i n  the orgmised sector, In the s m e l l  sector, some 350 units ( ~ s  ~ g q i r :  rk 

55 in the orgmised sector) accaurt for me-fmrth of the a r r r r u ~ ~  cmycxnt  

mtpt. iv 
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1 .I 
I I 

Views an m a n d i n s  r?r@cctim 

not quite surprisingly themfore, though the cmpment industry in the 

country faces considerable u r r u t i l i z e d ,  capacity," it cannot maliatically 

t h W  In terms of etccelerating i t s  production m the basks of eds t ing  

technolo@'or at the prevailing scdes. The ElectrOrdcs Plm for 1VSg3,  

dram up by the Plmning Cdssiun's Working G m p ,  not only asks thsk the 

fragmentation of capacity ahauld hemmer be avoided but also projects that 

%y 1983-64, the demand f o r  most of the components w i l l  be such that 3-4 

large units with viable capmitiea can operate effectively" The Plan 

Suggests, in this context, a liberal policy "in regard to the ~ r c h a s e  of 

foreim know-haw and contemporary teohnology" f o r  the manufacturn of 

ompents.  A t  fie same time, the Flanurgga stmay against t h e  i ~ ~ p s -  

i t i m  of eotpert obl5gation on the ground that  "our scdea of preuct5on are 

BUCh that I t  w o u l d  be unrealistic to thrink sf significatlt exportst'. 5/ 

A t  'this sta.ge $t is pertinent to refer to the observations of axother 

g m p  of -*a, t h e  Committee on,Electronica Exports set up by t h e  ffiir?istr- 

of CmwFce, which too r e p o f i d  at abmt the same time, but which, ad.r.ocat:& 

the need t o  prmote, cn an urgent basis,  inveetmerits in, and prduct.im of, 

d e c t d c  components Ron a acale much higher tkan w h a t  is warnanted by 

considerations of domestic demand, so as to provide the mmf red c q m e n t s  

bme for a sustained mow-bh of e b c t r a c  e-ts 'I (emphasis a8ded) . Thie 

Comettee &sb cd.led for l i l s ed  h p r t  bf technolow w5thcut any -0~5 

obligatiun even b cases where foreign col labnra t im ia permitted and l a rge  

capacities are npIj~oved. w 
Forei  EII coLlaboratim end emort obJipatior. 

Thus, lately there  seems to haveben a major reappxisa l  within 

*ernme& of the 03.13 posit5 an in regard to (1 the scele of ~ M u c t i m  :VT 



units to be licensed for the manufacture of components, k) the role of 

fo re ign  .collaboration in s e t t ing  up lar gm units and (3) the desirability 

of imposing export obligation whemver foreign collabom.tion was p e d t t e d .  

However, as we noted at the outset, possibly a p r i n c i p d  ~rgument for the 

imposition of wrt obligation in the case of foreign col labor~t ions  in 

electmnics was that it promieed acceRs t o  the latsst  technology. Any 

resultant obligations to buy back entered i n t o  by the foreign c a a b ~ r a t o r s  

U, it was felt, i m p 1  them t a  emure thnt  the prducta  they bought f r o n  

tbe ir  Indian cuunte~parte embodied the l a t e s t  in technoloffyb Md.ently, 

there has  been a reassessment now of the fome of this argument m d  it i z 3  m-l; 

considered necesEarg m y  longer to impose expork obligatim on firms enhr5~- ;  

i n t o  foreign collaboratims for the mmfacturc of electronic components, 

not even when capecities much l -ker than thoae wamaded by domestic 

demand pro j ectf oms are sanctioned. 

There is no evidence of any slackening in the pace of developnefi clf 

electmnic technology nor isr the r~pid re.te at which old technology tends kc, 

becone obsolete. Nor c d d  it be sa id  that the latest developments in 

technology have reduced the acale ~t which e c o n d e s  in cos ts  could be 

m a s e d .  Whatever has l e d  t c  the above merrtimed reassessmmt must 

therefore have had something to do with either the effectiveness of e x p o d  

obligation as auch i n  securing access to cmtempcrarg lmw-hm or the 

abi l i ty  of the authofiies to effectively enforce t h ~  ac tua l  observance of 

export &ligation.V iet us see what our cast stu* has to ten us in 

this and other mga-. . 



Though the foreign collaboratj.on cme we have studied is a c t u d ,  w e  

s h a l l  not disclose the identities of either the firms or t h e  item f o r  whose 

production the colleboration was entered i n t o  between them. This we do, 

because any confidential material  has been used by us b& to save m y  

poasible embarmament to t h e  parties concerned, while t h e  collaboration 

arrangemerrks are still in force. 

For the purpose of our paper w.e shall n fer  to the Indian wblic  sector 

firm by the name of I N D I O r n C S  and the m u l t i n ~ t i o n a l  as VL??TIOb?ICS. Since t h r  

item to be. msrmfactured is an electronic component, we shall c a l l  it C(IMK. 

Umady a number of Indian firms were engaged in the mamfacture of. 

oorn~o, with and some withcut foreign collaboration, same in the 

organized and aome in the  smrU scnle sector. Also, considerehle unutilizs:' 

capacity, being about 50%) exietoc! with regard t o  this ,item. .It the oame 

time, however, imports wsre b  in^, a l l c w ~ d  of quality grade comacls for use 

in pmfessional grade e q u i p a t ,  

The licence ismed by the Govement of Indja tu Indicnics f o r  the  

m d a c t u r e  of c m o  stipulated that the firm ehouLd export at least 75% cf 

its annual output, Under the collaboration arrangement entered into by 

Indionics with Multionics, the La.tter w w l d  lift G@ of the formerrs mtput 

every year. 

It was estimated that whm t b i e  unit of  Inclienics came on stmar, it 

would, at 80% capacity u t i l i za t ion ,  increase the national cutput of :'maos 

by about 10%. A much more significant aspect of this p a d i c v l e r  fos~ign 



collaboration was - that it was designad to result in the proht im,  lmely, 

of quUty pads cmms,khe domestic demand for which was likely to grow es 

thc: prochrcti on of prof e n s f m ~ l  grade equipenb increased. Mdontly,  however, 

the faot  that  tes particular ins ta l la t ion  of capacity was licslnced on the 

condition t h ~ t  757 of i t s  mmal output wculd have to be exyohad meant thnt 

in Gwenrmentts asaeesment domestic demand far the type of c m o s ,  which 

I n d i d e s  was thus planning to p d c e ,  m i g h t  e t a 1  not increase fast enough. 

blith an e q o &  ohligation of 75$, it w a s  natural that  under t h ~  collabaraticn 

arrangement e n - t e ~ d  into by Xnd5cnics with Nultir,mics provided for the latter 

to buy back a substantia part of the forner's ararual output. 

Under the collaboration nrrangeanent errted h t o  by the aforeseid t w o  

firms, the following thme ecpctrete, but mutufilly related agreements w ~ m  

signed, 

1) Technical Data &reem&: Under this, Multionics not only was to suy~ly 

to Iadionics with a l l  twhnolo@cal Wonnation In i t s  po8session. on the 

mmfacturring process but ale0 to t& the  Tattorts emplqpees in India and  

ahroad, Ikwever, a l l  the information thua received will have to be kept 

secret by Indionics. Payment for this infomatian will be made by Indionics 

in the fom of both damright ppen t  of a stated a n d  as w d P  as ragdty 

at the mta of 55 of the n& ex-foctoxy sale d t ~ e  of its output (5.e- s.de 

value minus excise duty and the cost  of imporCecl r~w mert~.riols' fir the first, 

five years, 

2) lkuinwl5 A9lpeemen-h: It is a pore or U s e  turnkey arran@ment, whick- 

obliges Mdtionica to supply a d  assist I n & d c s  in insbUit?gb :,the necrssP-V 

plant and mz~Mnery. It camiee a gmrPm.ece thet the @ant & m~chinery 



thus sunplied by W t i d c s  will produce the  s t&ted nnmal quantities of 

the varims types of eomms.. F a y m n t  for plmt and mgchinexy l a  reqvired 

t o  be m~4e by Indionics cln dcwnright basis. Thus Multionics c?xtsnds no 

credit whatsoever to fndionics. 

3 I Purchase A~rememt: This binde Multionics f o r  fivr-7 yesra t o  buy from 

Indionics stated quantities of various types of cmms (these work out tc 

60% of the mmal projected cutput under t he  Equipant  Agreement) at .a price 77' 

below the %month average or̂  sel l ing price kt which Multiunice or i t s  . 

affil iated companies have sup~lied the items to industry in &rope. 

e n  the above frmewcrk, the collaboration e r f ; a n g ~ ~ e d  under r e v 5 : w  
f o r  the manufacturn of cornnos 

;sought to set up additional c ~ ~ a c i t & o t .  the cost of something like 1s. 5' crorcs 

w i t h  5($ incurred in foreign exchenge. Anrrud emflcrync* d i r e c t l y  to be 

gonerated by the projected investment wns estimated a t  35F m d  net  v d ~ e  

added at Rs 50 l&hs. R - x i  thcu& the investment - employment a n F  investment - 
net v~Jue addez coefficientbe a.rc not  pnr t icular ly  attractive, %lie invc~t~ment  

was perhaps. s t i U  considered worthtdSe, taking into o c c m t  the mtum of 

the item t o  be manufactured, the new tpchnology it emboclied en3 t h e  expod 

cormitmat wxch thc acc ompanyi ng collabo r~.ti on arrangemat carried. 

Tho various arrangenwts ?milt i n t o  the three agmemente l i s t e d  above 

f o r  the supply, purchase and pricing of rEw .nat~rialszsnd f i n a l  ' a t pu t  ere 

discussed in the following section.  



One notewortb aspect of the c o l l a b o r ~ t ~ i o n  arrangement under review 

is its package nature wl-bareunder the various ~ g e m e n t s  are quite closely 

interlocked in certain. respects, However, the interlocking seems to have 

been concerned r& with sezuring for the ::omestic firm, fneionics, the m j o r  

purposes for which it was a t e r i n g  foreign collaborntim, namely trrasfrr r f 

technolow and export sales with reinforcing such oP the prclvisime c f  

the ag=ernants as lend to the foreign collabor--tor, Mt ien ic s ,  a cmmmcEny 

position in important respects, This is particularly so with r e g ~ d  t o  

(1) the source of raw mcter id ls  and oper&ing supplies to be used by Inc5.onjc~ 

for the manufacture of cmvos ( 2 )  the pricing of these supplies, ~ n d  final 

output and (3) penalties fcr defmlt ,in byy back c c s l l m i t m ~ ~ t .  

CmtroL on Material Sumlies 

Although it is only un&r the h r c h a s ~  Agreement that Multionics 

undertakes to l i f t  60% cf the mal matput of comaos from Indionics, end. 

it i a  there fb'h cne can seu a ldgit imte ?irect inter+& of Wtion ica  ir 

the use by Indionica of' raw m2teriaI.s and ope r~ t ing  supplies of the right 

specif'icatione, them is n s t ipu la t ion  in a l l  the three agreements listed 

above enjoining upon Indicnics to use only such rc.w m a t 6  rials ani! operating 

supplies as meet the specificetims laid c?om Sy Multionics. 

Thw under- . Purcheet:,:, I $ w m &  . . w i c r s : . ? b w  - L,. 'L. F. . 

been granted 

"th~ ri@t from time to timc.. to inspect on n continued basie 

the finished Products, the PEW materials used therein, the 

methods of prohctim 4 scrap mm13ting f2.m any marrufar=b 

udng processtm. 



Under the Technical Data Agreement Indionics is obliged not o n l y  t o  use the m w  

materide Etnd operating supplies cf approved specif icat ions  but a lso  to 

advise Multionics 

"of any changes to be made in the  source of raw rn&eripJs cad 

operating supplies before making the changes" with '' j u ~ t i f i c ~ t i o n  

that the specif ice.tions and/or requirements will be m e t " .  

&so the perf omnce  guarnntee given by W t i o n i c s  under t h e  Equipment 

Agreement, with respect t o  mrchinsry nnd equipment supplied has been made 

cmtingent on Zndionics using not just spnre p n t s  but a l s o  r ~ w  matel-itls ?.nd 

operating supplies of the specif ic~tions of Pultionic s . Thus each ~.greement 

re in f  o ~ c e s  the other in binding Indionics t o  the us? of raw r n ~ , t e r i ~ l s  frca~. 

approved s a r c  e s . 
Smcm n ~ t u r e  of raw mater ie ls  

As t h ~ n g s  s tood a t  the time t k 2  above c o l l a b o r ~ t i m  agreements w e r e  

entered into,  the gnrticular r:>w m~.terir?ls md operating supplies rqu i red  bv 

Indionics f o r  the manufacture of' CQmDOS would hnve t o  be al together  importe?. 

What l i t t l e  of t h e  rsw materirls w a s  r v a i l ~ b l ~  domestical ly was perhaps very 

mcb below the quality required f o r  the  aual i ty  grnde com~os to b~ m~nufcctured 

by Indiomica. But tha t  domestic production of qudity grade rrw m F t e r i n l  

might become available in the course of next five yecrs was n o t  provided f o r .  

It was known that  there  existed only a limited number (ahout h ~ l f  :. 

dozen) of international s u p ~ l i e r s  of w . w  mr.t~riaJs, including an cf f i l i a t e  

of Multionics i tself ,  1;11 of these in te rmat iand  mpyliers  WEE large 

c q n n i e s .  Given the freedm t o  do so, Indionics could certainly h ~ v s  

tapped, fo r  i t s  rzw m~.teri:CLs, compmies other than Mdtionics.  Of ccurse, 

it could be argued thet e - r ~ c n  the monopolistic control cver suppl es of 



raw m ~ t e r i a l a ,  it was to the adu~mtage cf fndionics that the ccllabornticm 

arrangement nssured it of thcse supplias in adequnt E <quantities. However, 

the accent of t h ~  provkions relating tc rnw material supplies in the ccll- 

aboration arrangement we em revi tewing,  is euch that  m&es one strmgiy 

suspect that M d t i o r i c s  was a t  great pains t o  ensum A market fo r  of its 

own products through this mrang~ment but withcut, zt the same time, making 

a x g ~  cc ~mmitmenb in r e e d  to its price. 

Interestin&, in n o w  cf the  three ccnstituent agreements cf this 

ccuaboration arrangemnt was it explicitly stated that Indionics woulZ FiUy 

its raw materids operaking supplies f r m  the Multimics or an s f f i l i r te  

thoreof. Couldnot the  ~ b o v e  amiselon h v s  been delib6rate w i t h  a view t c  

avoiding any price arrangament? Thereby m t i d c s  retained rull freedon! 

to charge whtevcr price it ccruld ~t a pR3Ytimikr time fc r  the raw m~terials 

eupplied t o  Indionics, 

also 
It is interostindthat w h i l e  no pricing ar-mgencnt is wri t t en  intc 

the a@enlenta far the rw matef ia l  supplies, wfth respect to the out@ cf 

final goods, cmuus, which Plulticmics undertook t c  purchase evexy year, the 

pricing arrangement w a s  explici t ly written intc! the Purchase Agmment. 

The pr ice  Multionics p q e  for  cmms had to be 7V less than the 3 - m o n w  

averace of s e l l i n g  price chnrgcd tiy Multic:niss and its z f f i l i a t e ~  t o  

industry in Ebrcpe, To what cxtent M u l  tionics w i l l  be in 8. posit ion tu 

manipulate the prices at which it, or i t s  ~filiates sell comms to Yurcpecn 

industry ( ~ m m a b l y  menufactvrers of electronic equipents) is rn open 

question in itself .$' Kncwing w e l l  the scale e t  which cornnos were being 



manufactured abroad by other ranpetting firms in the  major exporting countries, 

t h e  pficc Nulticldcs could possibly expect to be able to charge the  in<ustry 

in E-pe would have to be quits lm;. even withcut- m ~ n i w z t i o n .  In these 

circmQt-ea, c d d  Indionics, realistically, hope t o  8uppI.y cpmos at t h a t  

competitive internationa3 grlcs, when i t g  own s c d e  of operati& would be so 

mch smaller com~ared ta the scales of opratim prevailinp ahroad? 
c ~ ~ t  c 0 ~ r h a  mnmntee 

N o t  only is there R cLeer a w e t r y  in p r i c i n g  armngements f o r  raw 

matm5als on t h e  one hand and flm output on the other but a lso  I t  is rn 

vmmetxy t h a t  offem no protection whatsoever tc; the domestic Mm s g y h s t  

r-ry divergent novemnt on the  prices of r p w  m a t e r i d s  anc" the f ine1 out*. 

Them 9s no pmv5aim, for instance, th~t .  the pr ice  Multimics p ~ y s  for the 

c om306 bought f rum indicnics w i . 1 1  adequately ccver the  I~tt er' s costis rinclurlinr 

its raw m a t e  cost . 
b h y  *!id Indionics a w e  to such an asymetricml priclnp a m e m e n t ?  

The ~yrnmbtly in these arrangements is clearly to t h e  ~dvantage of the f c r e i p  

coUaoor?tor and i;c; t n e  disadvantage of the domestic f i r m .  Could it not be 

t h a t  this a33ymstric~l pieing arrmgement was possihle for h l t i o n i c s  to 

akwe down the t ,hm~t of InrJionics because the l a t t e r  waa under pm~mre? 

Given the o h l i e t i c n  to export as mch w three-f crurths cf t t s  annual output, 

Indionics had to secure a contractual c o d t m e n t  f rm  k l t i m i c s  t o o  buy beck 

z suhstanfial part of its output of c m s ,  if it was tc avail itself of the 

Liccncr? t o  pr&uce this i t e m .  This Nssibly e v e  W t i a n i c a  a datrong whi,phar?*l 

in. bargaining with Indicn-ics . 
Or was fndicnics entering 5nto an export obligation in f 'u l l  wamness  

cf the l i k e l y  unf~vourable. intarna.tional market - unfavmrable in terms rf 



i ts  own un i t  cost -- with the intention of ultimately pleding with the 

authofities for a waiver of export obli@tion Qn precisely the ground of 

wlfavourable i n t e r n a t i d  prices? Would even a public sector cmcern 

resod  t o  such diainprmous practices? It is well knm that the dcmestic 

fimS often try t o  renege m their expo* obligatims and aeek a waiver frar 

Government ''on the plea of unfavaurable trend in international prices", tr 

ground which mthorities seem often to concile.S/ Whether or not public 

sector firms are as prone to such practice as private sector fims is a 

s'eparate matter and quite worthwhile imresti mting. 

A ~ a t r i c d  Penalties 

Asymmetry obtains not only w i t h  respect to pricing. It d t s  &ao 

in the sharing of the onus of default in ru l f5 l l jng  export obligatim.  In 

the case studied by us, Multionics is liable to pay p d t y  at ths rate 

of l$ of the value of com~os as actually stated in the Purchase Agreement. 

Penalty at the same rate is payable by Indionics to the extent it fails to 

meet the order pmcd by MuJtionics. Tn hrhh cases, t h e  determination as well 

as payment of p m d t y  arises only et the end of five years. Cn the face clf 

it, there is symmetry of &ligations between the contract ing partiee. 

Actually, however, it is not so, 

While the whole c,nus for sale abroad of the ,quantities wldoh the 

foreign collaborator fzrile to lift f d l s  thereafter on the dmestic firm, 

the former still is e n t i t l e d  to its share of 5% of ths sale value (as 

defined) of these goods by way of royalty. So &ile  the fcreign collnborntcr 

cvntirrues to be a net gainer, the tiomestic firm nay, haTTjng to incur c w i d c r -  

able a d d i t i o n e l  expc-nee to dispose of its rutput in other markets, enc! up 

quite in the rod. Under the arrangement; fndionics carnot directb  sell in 

such for&@ markets whgm Multionica or an a f f i l i ~ t e  has factories. 



the 
Earlier, we spoke ofLspmia2 interlocking n~ture of the v~lr-ious c o l l -  

aboration agreements WE have etudied and how it seemed to work in fwmr of 

the f c ~ l l ~ b c r n t o r .  Hem is m m p ~ t  here iriterlockihg betxesn the 

Technical. Date and P u r c h ~ ~ e  Agreements could have befin to t h e  advarkag.e of 

the dcnnestic firm but it was not done, 

RoyE2l.k on Defaults? 

The question whethsr, i n  a l l  f ~ imoss ,  payment of m a l t y  can rightful*, 

be demanded on that portion cf the outpat the fore ign  collaborator is 

cmJrdtted t ~ ,  h t  fa i l s  to, lift is won*th'hi3e raising. The aqumen.t that 

mydlfy is a l t ~ e y s  l inked to the sale value of o u t p t  r e g d l e s a  of whelle 

it is Sold loses its validity once it is noted tht the wholeccollaberrttion 

arrangeme& is predicated on the commitment of the foreign cbl3aborator to 

lift a major part of the  project aukput, When the foreign f i rm flails to 

l i f t  the full porticn it, is c r l m ~ i t t e d  to, the  d e f d t  in those c i r m s t ~ n c e a  

is g. major one am3 the enti t lemat Lo myalty to the extento of default c d d ,  

it is felt, leetktately be withheld. 

Wlqr s h a l d  a foreign ccllebomtcr w a n t  to renege on its back 

comdttnents even w h e n  the arrangement f ~ r  the priGing of f i n d  m t p t  it 

buys ia cleerly cn i t s  side' Two posoible y m m  cor~ld he -. 

Firstly, it mey still wark cut tha t  w h n t  the  fcrreign Mrm loses by wqv'of 

p n d t y  payment (which f d l a  h a  only at t h e  expiry of thc five year=: 

period) is mom than offset  hy the @in tc the f i r m  thrcrugh e?hnced 

rcyalty, This caul2 m l i  ha~nen ff the domestic market is net cnly in F. 

poeitim to &sort, mch larger quantities than origLnally envieaged (i.e. 

in excese of 25% of the d m . s t i c  firmf a output fi t h i s  p&l*tid&r casc 



of f o r e i g n  cc l lnbora t im)  and ~t prices much higbsr than those possible 

to o%tain internationally.  Afterall, the domeetic market enjoys the 

protection of various t n r i f f  md non-tariff berriem. 

Secondly, could it be that the technolow embodied has, or i~ &out 

to, become in ternat ional ly  obsolete? This takes us back t o  the questim of 

access t o  c m  ccntempor~ry technolow through fclreign colleboratirn. Am 

the arrm&ment,s f o r  the tmsmission of  technclcfiy redly such as effcct- 

iveu ensure that the  domestic f i r m  haa fbll Rccess to a l l  now d e ~ e l o p e n t s  

in the f i e l d  once it enters n f o r e i g  col labora t ior i  o f  the type we have 

cxdned? Mom spfcificdly, does the imposition cf axpork o b l i p t i o n  h e l ~  

tanably in this regard? From the point of view of the focus of  this paper, 

the questions posed above are extremely irn~artmt. In the light of the 

mymetrical effective incidence of the penelby prcvksi~n of the ccl labcr~t i . r !  

arrangements, hacktmcking by t h ~  foreign collahor~.tors an their buy bnck 

ccmmitm&:- does not Beem to he -ry f ld I f ' f5cat .  %e l e s s  effectivel:: 

the interest of the forsip c@lIabcmtcra in keeping their partner firms 

in the developing countries uptodate in technolo#z~. 
Know-how follow un unassured 

While the export obligetion of as high a magnitude as 755 had p s i b l y  

f Qmed Infiionics tc agree to n pricing arrangement that could clearly wc rk 

to its disadvantege, there is little evidence that Indicnics crmlc!, in  i t s  

turn, secure any reasonably depndable guarantee f m  Multionics with r c g ~ e -  

t o  either export itself or acceas to new d e v e l o p n t s  in technclom d t e r  

the initial machinery and equiment had been cbtahed. ?cne of the threc 

agreements contains. anything erplicit to that effect. If, access to 

developments in techrrclow was sag& principally through the e ~ p o r t  



m@,ian route, it should- be cleRr frm cur study that t h r  chmcea of 

achieving the objective could nct be particularly briat if the buy back 

cmmsitdnenta of the forsign collaborator a m  not ~ l w a y s  effectivexy enfm~ablc .  

What seems to c m ~  q e % e  clearq cut of cur et~e of the foreign 

coUabomtion arrangement unrler review i a  tht when a domestic firm, as 

d i s t h c t  from a domestic subsidia'ly, b m c h  or arry other entity effectivvly 

subordinate to e multinetional ccrpor~tion, h y a  f o ~ i g n  technolow, the 

exporb obligaticn itself places it im a cmsiderably weak bereining position 

in relation t c  t h ~  fomigl collaborator. Multionics .mpplierl. machinery, 

equipment and know-how rm the atrict basis of outright p~yments by IVioliica. 

It is the technblogr of that t i m 3  ~8 amhalied fn the mncKnarg nnii e q u i - p d  

purchased, that Idionica really got 5n mrn.  

The operative s igmicance  of the  agreement on technicrll rlnh wp.e 

m&lly to bind Ind&onics to a r l d i t i m d  pagrments, principdly royalty, in 

l ieu of Cho dmwings etc. of the machinezy mrl equ5pmr:nt paid for e e r ~ r r r t e l y  

in cash. The ccntrnctual obl iga t i  rw undertaken Fiy Multicnics t c l  buy bgck 

the final output was no doubt aubstmtial but the terms seem to be him 

zrrfavourablo pnd the penalty pro via ion^ pr gain st dofault weak. Alsa, no 

explicit obligatim was taken cm by Wultionicg no+, even as part cf 3ta M- 

back ccmwitment , that w h i l e  I d i o n i c s  w i l l  rnw mterials of a ~ p m e d  

specificatims and from approved sourcee, Multionics w i l l  keep Indicn5cs 

uptodate in techn~logg. 

In f#t, the sybstarrtid export obligation on I~?~imica Beema to ' F 1 7 ~  

only forced t h e  film to enter i n t o  m o n e m  arrangement w i t h  W t i o n i c s ,  

i t 8  foreign collabomtor, with n view to a m r i n g  a correepmding Fqy-3ack 

cmdtment f m the lnttsr. The greater the depndenco of thc  dmeat ic  



firm on a foreign collaborator tc lift i t s  output, the strongor, ik appars, 

becmes the poe i t im of the l a t t e r  t o  extract beneficial terns in th coll~iba 

t i o n  arrmgarn~rh as a whole. At the 3- time, it i~ not alwqys c e r t ~ i n  that 

the buy b&k comritment erpured from tha foreiw col lah~re . tor  is e f f e c t i v e  

enfomeablc. The gnina in terns of t ~ c h n o l o w  transfer claimed t o  f o l l m  

the b y  bp-ck ccnmitment of the foreign collabomtcr tent3 n ~ t u m l l y  to be 

i l l u s o l y  to the oxtent t ha t  the hlly b ~ c k  commitments of the foreign c c l l ~ b o r -  

ator are not pnuinely meant. 

Our stucly *of the foreign c o ~ a b c r ~ t i r m  case l e d 6  us tc beliave that 

an export oblipatim on She dmestic firm c d a  TI ace it in p. weak bargaining 

p o s i t i m  vis-e-vis  i t s  f o ~ i m  col l&orators  nnir th~t t h i s  weaknms of thc 

~~omestic firm right particularly impinp on its ability t c l  secure nccess to 

contemporary technolow, - .. the how-how that  sup~lemnte  cnd /rr 

folLows thc  how-hcu c--bodied in plant and, maahilnery ini t ia l ly  purchzsec! 

under the cc~llabc.ratim armngemnt. A t  the 8mie t i m e ,  the buy hack c d b  

mont secured f m  t h  fcmign collabo~tcrs might nct Fs c f f ~ c t i v e l y  -nfc.r- 

coable because the ~m;llty pmvi~icm is not stringent enough in mtud 

practice t o  de t t . r  default ,  Of course, me cannct rrltoeether rulc cut t h ~  

possibility of collusim betweon the dc.mestic f im am' its fore iF  c r l l -  

~horr . tcr  cn ths  extent of commitment -- redly the ~Ssoncc of it -- c-:it%er 

party attaches tc the expert o b l i ~ ? t i c n ,  

Still, the  principnl argument which po~sihly ~reva i l r i l  in frvour of 

imposing cxpcrt ob l i g~ t i cm in cnse of fcreign c c l l e b o r ~ t i m s  wrw th-t it 

would ensure contiming access t c  contemporpry technclogy. Jnd sirl IF 



such contempormy t e c h l o @  is ofien associated with large seele operation, 

q I . t  dtrEg&iorr, at t b  same t ime ,  ensures that output in m e s s  .of 

domestic denaand is aaei ly  exported. 

Ewidently, the abm argmerrt has no* held in practice. Otherwise, why 

shmM the Minist~y of Camnerce Ccmmittse on R e r t r t ~ c s  -o&s have 

suggsetcd f h ~ t  expcrh ohligaticr. should nct  be imposed in case8 whnre 

foreign coll&oratim is permitted arad large m cay.~.cikies nre appro&, 

as mc4nmeded, .for the rndmtum of e l e c t e c  ccml~marb? 

Little information is publicly available on thu extent of defadts in 

export ~ b l i ~ t i o n s  swd the cw;lse:s behind these defaults. Nor is it known 

in how m q  cases w n i v e r ,  mid or canplete, was granted, for h w  long 

a z  an what gram&?. when one has access t o  infommtim of t s s  

nature, can one mpirical l y  rtm~nstxate whether or not export &lig&ims 

imposed on foreign collaborations have been a ,auacess. If nct, wl@ In thc 

absence of such infomtim, one is l o f t  only to AXPN inferences f 2wn  

policy c w a .  

That the policy of imposing export dblipatim an foreign. collmbnration 

hhs not yulded the fiesZmd results is an informe one can ma~onably 

draw f mm the mcommend~tion of both the Flanniw Corwnissi c n  + s Workklg 

Group and Mhist~y of Canmeme Ccmmittee on neotrmic I3xpz-t~ t:, & d o i n  

dtogether froln impcsing aport Q B l i p k i m s  on foreign cc~abcrmt5~. 

On the 'basis of QW exmination cf t he  8pei f  ic case of f o r k i g n  

ccUaboration, it appcam to us, h~wever t h r t  the f a u x  of t h m  @icy 

of expo* obligation c M d  possibly heen due to the inaclsqu,ate 

attentian to tke o b s ~ m m e  cf the corrcspond.fxlg buy bzck c d t m n ~ s  



by the  foreim collabcratcr. This commitment migM hzve been much m c ~  

e f f e c t i v e  ent'orceable if the s t ~ k e  of the f 2reign collaborator had been 

greabr in the f U l f i l m F a r t  of the obllgatim, To give up e q n r t  o b l i g a t i ~ n  

dtngether might be t a n t ~ m ~ n t  -7 tc thrcwing the baby with the bath water. 

Without adequate export o h l i p t i o n  hcw will. it be ensured tkt the lfi rge 

cnpacities sanctioned in the neme of either cost-effective p-cducti an 

lzccesa to c o n h n p o r a ~  tochnclogy dc not =main largely unutilizsd because 

of inadequate domcstic demand? 



Notes and Refemnc~.s 

1. The decisicn to l ibera l i ze  policy in this -egsrd was taken 
10% b ~ c k .  TkLe then Miniskr of Indostrial Develcyment and Company 
Affeirs m m c e d  in Jarazory 7969: 'tHencefcrth, even in low 
priority ,and nm-essential industries, foreign collaboration w i l l  bo 
allcwed, is the coblnbc?ator  greed tc undexwrits a major wortion of 
~ * ' '  (emphasis added), See ~imctol?r of 
m a b o r a t i o n s  in India,  f o l  1, Part 8, sec.1, p.4; de 
I n d i ~ m  Overseas Publications, D e l h i ?  1974. 

2, See Sarnot, S.L., Status w d  Perspective ~f tho Electronics Ccmpcnents 
Irduatry in Indie ,  E&&mmics Infcmation & Plandng, June 1979, VoI.6, 
nTo.9, Our percentages are based on Sdmotf s calculnticcs which ad just 
the value of imy,orts to include impo& duty @ 120%. 

3. See R e p ~ r b  cf the Sub-group on Components azwl Materials, Electmnicz 
Information & Planning, October 1g8, Vc1.6, No, 1 

5. See Report of the Planning Cmmlssicnq s Wcrking G ~ o a p  an a e c t r c ~ i c s  
Industry, Rectronics Infomation & Flmninq, October 19'78, Vo1 .6, Po. ? . 
Since the g r m d  m which the -Torking Grm~ c~n~!-dorer! it urnredistic 
to tKnk of sip5ficant exports is 'd scales of prc&ction", ~ v i ~ e ~ t l y  
the scale cnvis~gerl for 19'78-& w ~ s  nct c?nsiC?ercd lcrge encugh-. tc: 
f i e ld  enough economies of a c d e  tc make Indian exparts competitive. 

6 .  See Repcrt of the C o d t t . e c  on Electronics &ports, Electronics Illfor- 
n a t i ~ ~ ~  &, Plannine;, Novewl?1:er lt7Vd, 'ITciL,G, !Yc.2. Intemstingly, this 
Committee w a s  h:?.ded by the same Forson, M . G . K .  Menon, as the 
P l a c i n g  Cr,mmiasicnc a Wc rking Group on Klc  ctmnics I~dust ry. 

7. N o t  t h ~ ~ t  t q ~ r t  o b l i g a t i o n  prc.visirns of n lricence do  not ccrTy ~ene3 t i t . s  
f o r  defmlt and  they seem, on the s u r f ~ c e  a t  least,  t n  ho quite 
stringent. The fc~mal ~ o s i t i c n  wfth regan? t c  pr .naty was as follcws: 

"A licence issued f c r  i m ~ o r t  of capital gcods w i t h  an exprrt 
obligation . . . . . , . , . shall execute p, bnn&egdly acceptable 
undertaking .,....... in r e f r r d  t o  the fulfilment of prescri- 
bed =port p ~ r f  cmmcc . The bond/legd undcrt ?kin&- shclfirl hi: 
supported by a bmk gmrnnt!.~ f o r  an mount equd in vpluo t o  
the m n u d  &lip kicn of cqcr t s"  . Or 'In l i e u  . . . . . . . . . in 
the event of his i n a b i l i t y  or f a i l u r n  to q o r t  dimctly, . . . . 
h~: s~~ hand over tc the S t a t e  I r d i n ~  Ccrp~rat ion cl.r such 
other agency . . . . . . . . , twico the d i f f  erwcr: hetween. st ipdsl ted 
m d  c ~ i t m e n t / o b l i g ~ t i o n  and a c t u d  eqcrts,  and in rL5ition 
p y  .; ... . . ,. , n sp ix i f i ed  m m t  by w a y  of l iqu idc te r l  r ' ~ m ~ ~  3". 

See Directom of  Fomim C c l l ~ b o r a t i c n s  in Infiic, op.cit,, 



H ~ m r ,  it w a r s  tkt U~.re is a K& so diff3cul . t  wny of om@g 
these pendties lPgr the e d  of. d e f d t  . " .,.,. there b acthing 
that  the Dsp&mcnt of E2ectronics or the Covermiant cf 'lndit can do 
W h i n g  against these ccmpanics, if they f a i l  tc meet %heir c&t- 
ments. ' At the most these ccmpwies ccn be dl- nied further licenw* 
in these amr~s". Sea t h e  e d i t o r i d  fsakvre cm IFxport Obligatims 
and F ~ r e i g n  Equity Companic+sf in Boctmmio~ T a d ! ,  May 1 9 5 ,  p.15 

8. This is' not quits the sane thing as trmsfer pricing, a tmhnfque 
which multb~tionals are h a m  to use in good mamre tc secum 
m d m  proms n~t.df ta. Wmt we are t W n g  about hi.m are 
pd-a charged by a a t i n a t i d  or Xta affUiaiots t o  the hrlustriel 
ccn;erumes of a colaponenl the latter use in the r n ~ ~  cf 
inhertrMl rn ecnsmor elechmic e q u i p n t ,  

9, See the ed i to r i&  feature,m~ fm~rt ObligatfmsF h aectrmfce  
Today of Jamary 1976. The edi tcr id  mlatsd'how Philips - fndie, 
since rechrdatenod m PmCO Ltd. ,  hzid fallen behind on its export 
obligations for mcm than cne of i t s  prducter md smght excnemticn 
on the flea of unfnvousahle intcmatiaal markets, In fact, the 
editorial strwgly -:mspccted that dme+ic foreign firms (the tern 
includes a- foreim f im regiatemd in 1r;~lia) IzEid 'tended t o  accept 
volunt~rily export obliptims with a view to gatning "foo-t hold 
in the arcas which am otherrxise h m d "  t o  them but with nc? s e r i w  
intmhicns t c  fulfil  the obligations. 


	Export Obligation, Technology Transfer and Foreign Collaboration in Electronics
	Introduction
	Possible Rationale
	Important Policy Instrument
	Slack and Fragmented growth
	Views on Expending Production
	Foreign Collaboration and Export Obligation
	Control on Raw Material Supplies
	Special Nature of Raw Materials
	Asymmetrical Pricing Arrangement
	Asymmetrical Penalties
	Concluding Observations
	Notes and References


