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The distribution of foreign investment by industry has shown a marked change in favour of manufacturing; 
the major, at times spectacular, relative advances having been in the technologically-intensive chemicals and allied 
industries, including drugs and pharmaceuticals. 

With manufacturing as its central preoccupation, the domestic market has naturally shouldered exports 
aside as foreign capitals principal source of profit. 

The returns to foreign capital in India have been consistently better than the average in the home coun
tries. But higher profit alone has seldom been sufficient to precipitate any worthwhile inflow of capital into back-
ward countries without a deeper economic rationale. 

An attempt is made here to examine the interests which have impelled foreign capital to come to India, 
either on its own or in collaboration with Indian capital, and the methods which it has used to protect these 
interests. 

[This is an abridged version of a chapter from the author's study of "Foreign Investments in India", carried 
out under the auspices of the Royal Institute of International Affairs, which will shortly appear as a book.] 

N e w F o r e i g n Cap i ta l 
Size 

FOREIGN-CONTROLLED firms in 
India are large not only in Indian 

terms. Of the 368 active British branch 
companies listed by the Ministry of 
Commerce and Industry in 1957-58, 268 
had companies quoted on the London 
Stock Exchange as principals. That 
is to say, more than seven out of ten 
companies with branches operating 
in India—and nine-tenths of the in-
vested capital—were among the three 
thousand odd large 'quoted' compa
nies, compared with one out of one 
hundred and thirty for British compa
nies as a whole. 

The same is true of British compa
nies with subsidiaries in India: 55 of 
the 84 active in the same year (or be
tween six and seven out of ten) were 
controlled by 'quoted' British compa
nies. 

Since branches and subsidiaries ac
count for the overwhelming majority 
of foreign 'direct investment' and 'dir
ect investment' for nine-tenths of all 
foreign business investments from pri
vate sources, the typical British-con
trolled firm in India is clearly part of 
a substantial organisation. This is 
probably even more true of other for
eign firms, most of whom have not 
had long association with the country, 
nor the benefits of a large resident ex
patriate population, unrestricted entry 
for personnel and similar factors. 

Since investment in manufacturing 
is growing as a proportion of the total 
investment, it is particularly interest-
ing to show the bias towards bigness 
in this sector. Towards the end of 
1959, the British Trade Commission, 

New Delhi, listed 213 ventures involv
ing 184 British manufacturing compa
nies.1 More than half of these (ninety 
four) were among the 1900 British 
companies with net assets of £0.5 mil-
lion and above. Twenty-seven were 
among the top hundred British com
panies with net assets of £24 million 
and above; forty-one were companies 
with assets of £10 million and above; 
and no less than sixty-eight, more 
than one-third of the total, were 
amongst those with assets of £5 mil
lion and above, Even more interest
ing is the ranking of these British 
firms within their main industrial 
groupings: in the chemical and allied 
industries, nine out of the first ten 
British companies (including the first 
six) were active in India; in electrical 
engineering, six of the first ten (in
cluding the first five); in non-electrical 
engineering, six out of the first ten 
(including the first); in vehicles four 
(including the second); in textiles two 
(including the second); 'other manu
facturing' two (the first two); tobacco 
two, including the first (overwhelm
ingly larger than any others); 'metal 
goods not elsewhere specified' two 
(the first two); metal manufacture two 
(the second and third). 

The bias towards bigness is growing 
stronger. Of the sixty-two British 
principals to have received capital is
sues consent for new companies be
tween 1956-7 and 1960-1, forty-one 
were among the 1,900 companies with 
net assets of £0.5 million or more; 22 
among those with assets of £5 million 
or more; fifteen among those with as
sets of £10 million or more; and twel
ve were among the top hundred Bri
tish companies. Some of these ratios 

are significantly higher than in the 
Trade Commission's list, indicating a 
growth towards bigness. 

The same holds for the ranking of 
these principals by industry. Taking 
the first ten firms in an industry again, 
new ventures in electrical engineering 
were undertaken by the first and sec
ond; in non-electrical engineering by 
the first and second; chemicals and 
allied industries by the first, sixth and 
ninth; tobacco by the first; drink by 
the first; 'other manufactures' by the 
first, 'printing, paper and publishing' 
by the fourth; vehicles by the fourth 
and tenth; and textiles by the ninth. 

International Scope and Origins 
An aspect of their large average size 

is the international scope of the typi
cal new investing company's opera
tions. Using a somewhat primitive in
dex—the number of countries in which 
a firm is engaged in its main occupa
tion or occupations—it has been poss
ible to discover the international 
spread of 36 (three-fifths) of the 60 
British firms financially involved in 
new ventures during the five years 
1956-61. The drag-net method used is 
as crude as the index; if anything, it 
understates the spread of the compa
nies. Nonetheless, the results are of 
some interest. 

One aspect of this wide internatio
nal spread is the gap between local 
and total turnover or investment in 
most of the firms. One of the top 
five companies active in India, Hin-
dustan Lever, accounted for scarcely 
more than 2 per cent of the parent 
concern, Unilever's, total turnover in 
1962, less than that percentage of net 
profit, net worth or capital employed; 
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Alkali and Chemical Corporation of 
India, a giant amongst Indian compa
nies, accounted for 0.8 per cent of its 
principal, ICI's assets in 1960; Boots 
Pure Drug Co (India) Private Ltd, 
another local giant, and the largest of 
the parent group's overseas subsi
diaries, contributed less than 1 per 
cent of total group turnover in 1962. 
These are not exceptions. 

Declining British Share 

Another aspect of the international 
spread is that British and foreign in
vestment are no longer the near-syno
nyms they once were.2 If in 1960 
British business investments still cons
tituted 78 per cent of total investments 
from private sources,3 the position is 
rapidly changing. Between 1949 and 
1953, 90 per cent of the net inflow 
came from Britain; it fell to 70 per cent 
in 1954 and 1955. 65 in 1956, 35 in 1957, 
a small negative percentage in 1958, 
and 9 per cent in 1959, before jump
ing—exceptionally -to 80 per cent in 
1960.4 The decline is even more pre
cipitous if the flow of public funds to 
the private sector is taken into ac
count: the share of British capital fell 
from 90 per cent in 1948-53 to 42 per
cent in 1956. 11 in 1957, a minus 
quantity in 1958, and 4 per cent in 
1959, before rising again to 57 per 
cent in 1960.5 

Something of the new diversity in 
national origins can be seen from the 
list of new issues with foreign partici
pation sanctioned by the Controller 
of Capital Issues in recent years. Of 
the 162 sanctions in the five-year 
period already dealt with, national 
origin was recorded unambiguously in 
150 cases. They are analysed in the 
Table 2. 

There is nothing surprising in the 
multiplicity of national origins revealed. 
It is partly due to the loss of the spe
cial privileges for British firms that 
occurred with Independence, partly to 
the diffusion of economic power in the 
world; partly to official efforts at en
couraging aid and investments from 
wheresoever. Partly, too, it derives 
from the identity of the new investors, 
their growing national agnosticism as 
size and technical leadership bring in 
international operation in their own. 

Manufacturing and Technological Bias 
The distribution of foreign invest

ments by industry has changed great
ly since Independence, petroleum, 
manufacturing and finance having 
gained as a proportion of the total 
compared with all other branches. If 
it is borne in mind that perhaps half 
of the increase in petroleum invest

ments has been on manufacturing ac
count (refining) rather than trading 
and some of the rest on account of 
asset revaluation, and that there has 
.been a substantial shift towards indus
trial financing in both the managing 
agency and financial sectors, manu
facturing will be seen to have gained 
even more than appears from Table 3. 
Indeed, of the 6 consents granted for 
new capital issues with foreign partici
pation in the five years 1956-61 no 
more than 11. accounting for under 5 
per cent of the total authorised capital 
and slightly more than 3 per cent of 
total foreign stake, were in branches 
other than manufacturing. 

Within manufacturing, the major, at 
times spectacular relative advances 
have been in the technologically-inten
sive chemicals and allied industries 
(including drugs and pharmaceuticals) 
and electrical engineering industries. 
Again, the table almost certainly un
derstates the technological bias of new 
investment: the industrial breakdown 
is crude and, perhaps more important, 

it makes no allowance for exceptions 
within an industry. Firms prepared to 
invest abroad—and permitted entry 
into India—are likely to be the in
novators no matter what the average 
technological intensity of their indus
try. Printing, for example, is not tech
nologically-intensive as industries go, 
yet the one foreign investment in the 
field between 1956-7 and 1960-1, was 
in the highly specialised branch of 
security printing. 

Technological Intensity 
The bias towards technological in

tensity derives in part from the shift 
towards manufacturing investments and 
the typically large size and 'progres-
siveness' of the investing firm; partly 
it is a response to official preference 
for invest merits embodying new pro
cesses or products. The techniques 
themselves might be genuinely new, or 
difficult to adopt without years of ex
perience, a developed industrial struc
ture or massive capital expenditure; 
they might be unimportant in that they 

serve to differentiate the maker's brand 

Table 1 : Distribution of 36 British Principals (Out of a Possible 00) by 
Number of Countries in which They Are Engaged in Their Main Occu

pations 1950-61. 

Notes: Figures in brackets show the effect of excluding the single exceptional
ly large authorisation of Rs 21 crores, of which the British stake was, 
Rs 14 crores, for Oil India (Private) Ltd in 1958-59. 
Percentages do not add up to 100 because of rounding, 
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rather than to satisfy a purchaser's 
purpose; or a mixture of both. What
ever the case, technological intensity 
is rapidly becoming a hallmark of new 
foreign investments. Through the man
agerial bottlenecks it creates, it is a 
potent factor in limiting the flow of 
foreign private capital. 

With manufacturing as its central 
occupation, the domestic market has 
naturally shouldered export markets 
aside as foreign capital's major source 
of revenue. Data relating directly to 
this are fragmentary, but two sorts of 
circumstantial evidence might be ad
duced in support. 

The first relates to India's export 
trade. Tea and jute, the two major 
exports for which foreign capital is 
responsible to a considerable degree, 
have been stagnant for some time: and 
the share of foreign capital in these 
trades has been declining; yet profits 
accruing to foreign investments have 
been rising, by about one fifth during 
the last decade. The second relates to 
the changing trade balance of foreign-
controlled firms. In 1951 and 1952 
their exports exceeded imports by an 
average of nearly 70 per cent; by 
1956-58, they were running an import 
surplus of 10 per cent on average.6 

The shift to domestic sales out of 
local production can be quite drama
tic in individual cases. Imperial Che
mical Industries, for whom India con
stitutes the most important single 
overseas market. have found their 
turnover from local manufacturing in-
crease from 2 per cent of the total in 
1951 to 42 per cent in 1961. In the 
same year local manufacturing account
ed for half the turnover of Associa
ted Electrical Industries (India) Private 
Ltd. where six years previously it had 
provided only one-fifth; the firm was 
expecting to derive four-fifths of its 
income from local manufacturing by 
1966. General Electric Co of India 
Private Ltd, originally a purely trad
ing concern, also gained half its turn
over from locally manufactured pro
ducts in 1961. And so it is with almost 
every major company. 

T h e Incent ive to Invest 
Profits 

It is not easy to compare profit 
rates across frontiers. Accounting con
ventions and coverage differ; as im
portant, international operation provi
des firms with opportunities to modify 
their accounts which few are willing 
to forego. Such modifications are made 
to avoid taxation, understate profits in 
particular areas for political reasons, 
shunt funds from one currency area 

to another, and so on. Whatever the 
reason, they introduce an element of 
arbitrariness into the comparison that 
renders the most sophisticated com
putations suspect. While they do not 
all deal with the same aspects of pro
fits, or approach the subject in the 
same way, the few studies published 
by the Reserve Bank7 agree that the 
returns to foreign capital in India have 
been consistently better than the aver
age at home. The most interesting 
study, relating to the first half of the 
fifties, found that American firms were 
earning an average of 13.5 per cent of 
net worth in 1953 and 12.8 per cent 
in 1955 compared with 10-12 per cent 
at home in both years, and British 
firms 11.9 and 9.5 per cent in the two 
years compared with 8-9 per cent at 
home.8 Profits were, thus, anything 
between 6 and 35 per cent higher in 
India than at home for firms, some of 
which were active in both. 

There is ample support in data re
lating to individual firms. The Tariff 
Commission dealt with the matter on 
one occasion. In its Reports on Rub
ber Tyres and Tubes, it stated that 
profits to capital employed for Dun

lop Rubber Co (India) Ltd, averaged 
26.2 per cent annually between 1947 
and 1953, compared with 17.7 per
cent, for its principal in Britain over 
the same period a difference of near
ly 50 per cent. Although this was the 
only direct comparison drawn, the ex-
ceptionally high rate of profit made by 
Firestone in India an average of 64 
per cent annually between 1946 47 
and 1952-53—seems to indicate at-
least as great a difference, It is possi
ble to make similar comparisons for 
any number of companies given their 
Indian and home accounts. The three 
detailed in Table 4 are representative 
of the largest foreign investors; they 
too appear to have been earning very 
nearly half as much again from their 
Indian operations as at home. 

Away from the relative safety of 
published figures and attributable 
statements, the economic reporter is 
likely to come across well argued and 
seemingly realistic profit projections in 
which 80 per cent gross, 25-30 per 
cent after tax (including Super Profit 
Tax) are not uncommon—again well 
above anything that might be advanced 
for Britain. Naturally, not all branches 

Table 3: Distribution of Foreign Business Investment from Private Sources, 
Mid-1948 to End-1960 

Sources: 1948: RBI Survey 1953. Table V 3. p 77; 
Bulletin, May 1961, Statement 4. 

1960: "Foreign Investment in India in 1960 and 1961". loc cit. 
"Statistical Abstract 1961." Central Statistical Organisation. 

Note: The distribution for 1948 has had to be compiled from more than 
one official source, and compares only approximately to the dis
tribution for 1960. 
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are equally profitable. But then not all 
have attracted foreign capital in equal 
measure since Independence. 

Defence of Markets 
Higher than average profits abroad 

have seldom been sufficient to preci
pitate a major flow of capital to back
ward countries without a deeper eco
nomic rationable. In imperial times, 
this was provided by the need to aug
ment supplies of raw materials and 
food in the developed industrially-
specialised countries. Although that 
need persists today, it has been over-
laid and largely supplanted by ano
ther—the need to defend markets. 

There are two major elements in 
this shift. One is the emergence of a 
few manufacturing giants, possessed of 
technological leadership, at the centre 
of private international flows. These 
giants, in the words of a Times Special 
Correspondent 

"...know their 'foreign' competi
tors well; they often have close 
relations with them, they know 
their relative strengths and costs, 
and in sometrades... are inclined 
to abstain from .direct competi
tion on their rival's doorstep".9 

Whatever the precise phase in the 
mutual relations of these firms, they 
are defined in terms of each firm's 
share of the international market. The 
second, not unrelated, element is the 
proliferation of independent states, 
each reaching out for economic inde
pendence and power; each pursuing 
these goals to some degree through 
controlling their relations with the 
world economy. Some of the methods 
adopted currency and capital control, 
protection and the regulation of inter
national trade—are bound to affect the 
operations of the giant international 
firm. 

The conflict between these two ele
ments, the growing internationalism of 
these firms' arena of competition and 
sharpening nationalism within it , can 
be eased in practice only if they 
undertake manufacturing abroad. There 
is nothing new here. 'Undoubtedly,' 
writes the chronicler of Unilever, one 
of the great practitioners of tariff 
jumping, 

..."the story of Lever's European 
development is largely concerned 
with attempts to defeat the tariff 
legislator."10 

In India import restrictions have 
fathered some of the oldest and most 
strongly based Industries, Very early 
in the post-war period they were aga
in singled out as the chief reason for 
foreign manufacturing investment, and 

since then, particularly since the ex
change crisis of 1957-58, every tight
ening of import: controls has provok
ed a rush of foreign applications for 
industrial licences, capital issue con
sents and so on. In conversation, 
foreign managements are invariably 
eloquent on the dangers of 'unequal 
competition', that is competition from 
outside a tariff wall, with a known 
international rival, and normally see in 
such dangers the final and compelling 
reason for investment. Profitability is 
seldom mentioned. 

It is important to stress the connec
tion between tariff jumping and size 
and/or technological monopoly in its 
widest sense. The facts have already 
been set out. Behind them lies a com
mon sense reasoning: it is easier to 
decide on manufacturing abroad if a 
market has already been built up 
til rough exports." And normally it is 
only the very largest firms that ex
port. 

Something of the sort can be said 
about technological leadership. Whe
ther or not it is associated with large 
size, as is usually the case, its con
centration in privately-held industrial 
firms in the West is a powerful fac
tor in the persistence of technological 
backwardness elsewhere and in the 
near-indispensibility of foreign private 
investment. Given the competition 
between international firms and the 
growing freedom in most of the world 
to choose between them whatever 
their national origins, the compulsion 
on the large firm to get behind im
port bottlenecks is very strong. 

Subsidiary Incentives 
The incentive to investment is not 

exhausted by reference to profits and 
the defence of markets. There are al
most as many as investing firms, 
although three stand out by the fre
quency with which they are met. 

First in importance, and directly re
lated to what has just been said, is 
the use of investment as a 'sweetener' 
to the authorities. Development has 
entailed a sharp increase in India's im

port bi l l , in precisely the items— capi
tal goods and industrial raw and inter
mediate materials—which potential 
private investors are interested in sell
ing. The firms quoted as having in
creased the share of local production 
in their Indian turnover from almost 
nothing to something like a half in the 
last decade or so, have managed none
theless to sustain and even augment 
the total volume of Indian purchases 
from their parent companies abroad. 
As they admit readily in private, they 
could hardly have done so in the face 
of sharpening international competition 
without the goodwill generated by in
vestment in local industry. The same 
might be said of technical consultan
cy, or any of the host of services to 
Government that large companies are 
in a position to provide, which are 
both profitable in themselves and in
directly in widening the market for 
home products local investment is a 
powerful argument in gaining con
tracts. A parallel argument works, less 
frequently and only amongst the larg
est firms, to prevent disinvestment 
that might otherwise take place. One 
giant firm, unwilling to expand in In
dia but anxious to fall in with olhcial 
wishes that it Indianize its ownership, 
is effectively prevented from doing so 
by Government's known reluctance to 
allow the repatriation of a large block 
of capital. 

A second Type of subsidiary incen
tive, particularly for smaller firms, 
revolves around the quick apprecia
tion of capital in India since Indepen
dence, and more especially since the 
late 1950s. Capital gains of over 100 
percent in two or three years are not 
uncommon. While gains even of this 
order are unlikely to act independently 
in promoting capital flows, except per
haps, in the very special, and qualita
tively unimportant case of 'venture 
capital' and must be considered ancil
lary to arguments on other grounds, 
they arc not a negligible consideration, 
as official representatives know only 
too well. 

Table 4: Net Profits as a Proportion of Net Worth; Indian and Parent Com
panies Compared for Three Major Croups, 1956-1961 
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Finally, there is a group of incen
tives relating to a firm's own opera
tions and its relations to other firms 
in its home market. Among these are 
the desire to set up a local servicing 
base once the volume of sales and 
complexity of product justify i t ; the 
desire to provide other firms operat
ing abroad with the same services or 
products as are provided them at 
home; or the pressure exerted by such 
firms on their feeders to do so; a re
luctance to disturb the home market 
through 'aggressive competition' when 
the alternative of expansion abroad 
exists; the drive for 'international 
status' on the part of fast-growing do
mestic firms; and so on almost ad in
finitum. 

T h e Incent ive to Col laborate 
Extent 

Foreign capital was associated with 
36 percent of consents for new capital 
issues between 1951 and 1962, and 
with 46 percent of consents for new 
issues in the private sector during the 
period 1957-62 for which separate 
data are available. Foreign associated 
issues accounted for 42 percent of all 
authorised capital (1951-1962) and for 
59 percent of authorised capital in the 
private sector (1957-1962). Conversely, 
very few new foreign ventures have-
been undertaken without Indian parti
cipation: of the 162 foreign-associated 
consents for new issues granted bet
ween 1956-57 and 1960-61, only 14 
(under 9 per cent) accounting for 1.7 
percent of total foreign-associated 
authorized capital envisaged full fore
ign ownership. At the same time, 
many wholly-owned foreign companies 
have taken in Indian capital since the 
mid-fifties, amongst them giants like 
Metal Box, Dunlop, Guest Keen Wil
liams, Associated Batteries, Goodyear, 
Indian Aluminium, Union Carbide, 
Imperial Tobacco, Hindustan Lever, 
Philips India, English Electric. And 
this before, although perhaps in anti
cipation of, Government's decision to 
insist on Indian participation in the 
expansion of wholly-owned foreign 
subsidiaries. 

The result has been a significant 
dilution in the ownership-mix in for
eign-controlled investments. In 1955 
the average foreign stake in the equity 
of foreign-controlled rupee companies 
other than managing agency companies 
was 82 percent; in the period 1956-57 
—1960-61, the average authorised for
eign share of foreign-controlled new 
issues was 59 percent. 

Financial collaboration is not the 
only, nor perhaps the most important 
form. While almost all Indo-foreign 

joint: ventures provide for some ele
ment of technical collaboration, the 
vast majority arc for technical colla
boration only : of the seventy-five 
agreements finalised between Indepen
dence and the end of 1949, forty-one 
provided for only technical collabora
tion. More recently, between 1957 
and 1962 inclusive, capital issues con
sent involving new Indo-foreign fin
ancial collaboration was granted in 197 
cases compared with more than 1,400 
involving technical collaboration only 
as can be seen from a comparison of 
tables 5 and 6. On closer scrutiny, 
even some of the financial collabora
tions appear to be more than technical 
collaboration agreements with provi
sion for payment or part-payment in 
shares. While (here is little basis for 
generalizing here, it does seem likely 
that most, if not all, of the twenty-
two collaborations in which the for
eign financial interest amounted to 
under 15 per cent between 1956-57 
and 1960-61, were of this type. 

Official Policy 
Since the second half of the fifties, 

particularly after 1957, Government 
has insisted on joint collaboration in 
new ventures. After the Himalayan 
War, it grew to demand that the en
tire foreign exchange cost of a project 
be covered by the foreign collabora
tor. There are a number of strands in 
this insistence. An important one is 
that collaboration agreements seem to 
give painless and immediate relief to 
the balance of payments by providing 
foreign exchange or its equivalent in 
imported plant and machinery. An
other, and one that limits approval 
normally to joint projects, is the de
sire to graft foreign managerial and 

technical skills on to Indian industry. 
These are well-rehearsed grounds. 
Probably as important, although diffi
cult to assess, is the attempt to asso
ciate Indian capital with the lucrative 
projects dominated by foreign inves
tors, as well as the desire to avoid 
charges— from both home and abroad 
—of bias towards one or other seg
ment of the private sector. 

Whatever their precise weight, these 
and other factors have so affected offi-
cial thinking that it is now virtually 
impossible for an Indian firm to start 
up or expand without presenting a 
scheme for foreign collaboration. And 
this even in such firmly-based Indian 
industries as cement, sewing machines, 
bicycles, as well as ink, pens, ball
point pens, tooth brushes and paste. 
Despite Government having jettisoned 
the '51 per cent rule' and formal 
ratios for the ownership-mix, it is 
however, almost as difficult for the 
potential foreign investor to keep out 
Indian capital. So much is at stake 
in terms of obtaining the many licen
ces needed, and obtaining them on 
time, and there are so many other 
ways in which the 'uncompromisingly 
foreign' firm can be discriminated 
against, that it is only under excep
tional circumstances, and when it has 
a very strong bargaining position fa 
wanted technique and a ready market 
abroad seem to have stood I I B M in 
good stead at the end of 1961) that a 
foreign firm will insist on and, more 
rarely, obtain, full ownership. The 
traffic has been the other way, with 
many of the older, giant firms open 
ing their shareholders' lists to Indians 
for the first time, and others actively 
contemplating the step. 

Sources: "Quarterly Statistics on the Working of Capital issues Control' . 
Notes: Prior to 1957, Government companies were not marked separately; 

they accounted for a smaller proportion of consents and authorized 
capital than subsequently. 
* Approximate figure. 
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Need for Intermediaries 
Government pressure might be less 

effective were it not that many foreign 
firms have cogent reasons of their own 
for seeking local collaboration. Para
mount is the growing need for local 
intermediaries. These are cast in a 
number of roles, the most important 
of which, reflecting the expanding 
area of state economic intervention, is 
that of coping with officialdom, There 
is so much to be done on so many 
levels, from obtaining licences and 
favourable interpretations of regula
tions and procedures in New Delhi, to 
expediting goods through congested 
ports and getting hold of a couple of 
railway wagons, that easy access to 
Governmental authority is itself an 
important 'factor of production'. A l l 
foreign firms require this factor. If 
they are small, they need it at all 
levels; if large and well-established, 
with perhaps one or two ex-ICS men 
on their Boards, the need might be 
felt most at the lower levels. The im
portance of Indian partners in this 
role is well recognised, It is written 
into most of the collaboration agree
ments made available for this study, 
and is a standard reference in busi
ness conversation. 

Mediation with the financial insti
tutions which are assuming an increas
ingly important role in industry can 
be almost as important, particularly 
for firms engaged primarily in the 
sale of knowhow, or which wish to 
keep their financial stake to a mini
mum. Again, the Collaboration 
Agreements testify to this role, many 
of them specifying the terms and con
ditions of rupee loans without which 
the agreement would fall. 

Other mediating roles for local part
ners readily suggest themselves. The 
supply of local materials is usually 
best handled by local people; sales and 
publicity require local knowledge; 
labour relations equally; and so on. 
Indeed, the impression gained by al
most every observer of Indian busi
ness is of a fairly rigid functional spe
cialisation in which the Indian part
ner deals with the items listed, and 
the foreign partner with technical 
operations, management, foreign sup
plies and finance and, perhaps less 
frequently, overall finance. The divi
sion is not immutable. It depends to 
some extent on the proportionate com
mitment of each side. As a rough ap
proximation, however, it holds. 

Rupee Capital 

The high gearing ratios with which 
foreign capital tends to operate in the 

country are one aspect of a marked 
reluctance on the part of foreign in
vestors to commit their own resour
ces: 

"... It has been the Government's 
experience (runs one report on 
American companies) that many 

of these (investment) proposals ex
pect the U S Export-Import Bank 
and the Development Loan Fund to 
lend the bulk of their foreign ex
change requirements, and the 
amounts that the parties are pre
pared to invest from their own cor-
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porate resources are relatively 
small. Since the resources of these 
American lending agencies are 
limited, the desire of many firms 
to invest in India does not amount 
to much... The Government's re-
view...has also revealed that 
in a large number of cases 
the parties rely heavily on 
the PL 480 counterpart funds to 
meet practically their entire re
quirements of rupee resources."12 

This is not a problem peculiar to 
India. An American study for 1960 
shows that the United States Govern
ment had to put up between four and 
five dollars to shift one private invest
ment dollar abroad13. Nor is it a tran
sient one, since it derives from the 
somewhat perverse incentives which 
bring most foreign firms to invest. So 
long as these hold, rupee risk capital 
wil l offer attractions in its own right, 
beyond its effect on relations with 
Government or with financial institu
tions or its role as a catalyst for local 
intermediaries. The change in the own
ership-mix just mentioned tells its own 
tale, as do the paucity of the flow 
of fresh capital into India and the 
expansions undertaken in recent years 
by the biggest foreign firms, with l i t
tle or no fresh investment in foreign 
currency. 

Sales Outlets 

Reluctance to commit owned funds 
and limitations on imports combine to 
favour the use of collaborative ven
tures to serve as sales outlets for the 
foreign partner. The pharmaceuticals 
industry is a notorious example. In its 
1954 Report the Pharmaceuticals En
quiry Committee pointed out that for 
essential drugs the normal course was 
to pay 

"huge royalties on finished pro
ducts imported in bulk and only 
repacked in this country: ...where 
provision for ... manufacture ... has 
been mentioned the actual manu
facturer has stopped at a stage of 
converting the penultimate product 
to the final product ... In some 
agreements payment of royalty has 
been stipulated for the distribution 
in this country of finished products 
ready packed for the m a r k e t . . . " 

It was not until the state made 
moves to enter the field and simulta
neously tightened imports of interme
diates that local production of some 
lines was undertaken. 

An important condition for this use 
of collaboration is that the Indian sub
sidiary or associate be tied to a single 
source of supply. In the past, this was 

so general as barely to require subs
tantiation. In the 1946 Agreement bet
ween Atu l Products and American 
Cynamid for example, the latter was 
appointed Atul's sole purchasing agent 
in the United States; in its later agree
ment with CIBA, Atul undertook to 
maintain CIBA's position in the market 
for cibazol until its own licensed pro
duction attained sufficient volume and 
.quality to substitute for i t ; A tu l also 
undertook not to sell its own pro
duct to third parties or through dis
tribution facilities of its own without 
the Swiss partner's consent. 

Any number of further examples 
could be adduced. 

Sole supplier agreements of this 
kind have been used—notably in cases 
where foreign equity is negligible or 
secondary—to raise prices of the goods 
and services supplied. 'Exploitation by 
foreign suppliers' was mentioned ex
plicitly in this connection by the Tariff 
Commission, which showed that one-
quarter of Atul's output was based on 
raw materials and intermediates im
ported at anything between the price 
of the finished product on world 
markets and twice that price.14 On 
another occasion they spoke of 'exhor-
bitant terms' demanded by European 
firms when approached for technical 
services and supplies by the only In
dian aluminium producer,15 In one of 
their reports on the automobile indus
try, they pointed to the general ab
sence of agreements regarding the cost 
of individual items in imported knock-
ed-down packs and of provisions 
whereby their price would diminish 
pari passu with the progressive manu
facture of components locally.16 On 
yet another occasion they pointed out 
that 

"the handicap of the (para-amino-
salicylic) industry arises from the 
high cost of imported raw materials 
which constituted 90 per cent of 
the total cost of production".17 

Agreements of this type, in which 
the bulk of final value of product is 
imported, are on the way out in most 
industries. Pressed by a chronic short
age of foreign exchange and encour
aged by a growing number of foreign 
applicants for industrial licences, Gov
ernment has been making it increas
ingly difficult to evade their 'progres
sive manufacture' requirements. In 
consequence, the market for foreign 
firms unwilling to commit themselves 
fully to manufacturing in India is be
coming increasingly one for machinery, 
equipment and industrial raw mate
rials. 

Here too sales and collaboration in

termix. In a substantial number of 
cases—how many is impossible to 
know without free access to the file of 
collaboration agreements—what ap
pears to be genuine financial involve
ment on the part of the foreign part
ner is no more than an allocation of 
shares in lieu of royalty payments or 
payment for plant sold to the Indian 
firm, the latter being a form of delay
ed and, if all goes well, highly pro
fitable sales revenue for the foreign 
partner.18 

In their 1953 Survey, the Reserve 
Bank reported that 

"some companies registered in India 
instead of bringing funds from 
abroad bringing equipment and issue 
to the foreigners in lieu thereof 
shares in the companies against the 
import of goods." 

Eight years later, this was shown 
to be official policy. ' In principle', ex
plained the Indian Information Ser
vice, 

"the cost of capital equipment to 
be imported is allowed, as a mini
mum, to be financed from abroad. 
This is permitted as equity partici
pation itself or as equity and loan 
combined."19 

Without studying the terms of pri
vate agreements concluded annually, 
no further comment can be made on 
these sales-for-equity, or on the rate 
at which equity exchanges for capital 
goods. However, one thing seems clear 
from the agreements accessible to this 
study and from hearsay—that assign
ing shares in this way is fairly popu
lar. And one suspicion arises from 
this fact —that much of what appears 
as 'financial collaboration' is little 
more than sales of machinery and 
equipment on (infinitely) deferred-pay
ment terms at a price more likely than 
not to appreciate with time. 

Sales of Knowhow 

Where the foreign investor is a 
manufacturing concern more or less 
duplicating its home operations, there 
is no clear dividing line between col
laboration in order to sell machinery 
and equipment and collaboration in 
order to sustain a continuing sale of 
knowhow. The one usually entails the 
other as a matter of course—special 
jigs and tools being as necessary to 
put knowhow to use as is the case in 
reverse; in both assigned shares are 
frequently accepted in payment. 

Much of the attraction of technical 
collaboration agreements lies precisely 
in the ease with which a firm can 
find a market for knowhow at little 
extra cost to itself, and in the lucra-
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tive nature of this market Manage
ments are eloquent on the subject and 
see in the paucity of higher managerial 
and technical personnel the only real 
problem. Despite this they have in fact 
managed to multiply revenue from 
this source: Indian payments abroad 
on account of royalties, patent fees, 
technical and professional services 
more than doubled between 1951 and 
1960 compared with an increase of 
one-sixth per cent in total profits ac
cruing to foreign investors during 
roughly the same period. 

Terms of Technical Collaboration 

The terms on which foreign techni-
cal collaboration is accepted are, offi
cially, indeterminate. Government 
draws a distinction between royalty 
payments, 'payments for services rend
ered' and for 'the continued trans
mission of knowhow in regard to a 
licensed product'.20 While preferring 
royalties not to exceed 5 per cent, at
tention has been drawn to the fact 
that 

"there have been practically no ins
tances where negotiations between 
the two parties have broken down 
because Government declined to 
approve a particular rate of royalty 
as being unduly high." 
At the same time, where substantial 

equity participation is involved, royal
ty payments are not normally allowed. 
(See, however, cases 5 and 6 below). 
Other payments of a like kind—for 
drawings, technical assistance in plant 
layout and installation, purchasing 
commissions, supply of products, a 
continuous flow of knowhow and im
provements—are even less controlled 
and, unlike royalties, are tax-free. 

The amounts individual firms receive 
in sales of knowhow in its various 
forms are sometimes very large indeed, 
as may be illustrated by reference to 
a few of the agreements to hand: 

(1) In the agreement between 
Steyr-Daimler-Puch AG of Austria and 
Messrs Birajlal and Co, Lonavia, sign
ed in 1961, the Indian party under
took to pay royalty of £13,000 per 
annum, subject to Indian taxes, but 
in no event less than £6,500 per an
num, between the fifth and tenth year 
of the agreement's currency, The Aus
trian firm would receive, therefore, 
between Rs 432,500 and Rs 865,000 in 
royalty, besides dividends on its equi
ty of Rs 5 lakhs and interests at 6 per 
cent guaranteed by the Reserve Bank, 
on a 4.5 million schilling loan 'for the 
purchase of machine tools manufac
tured and supplied by Steyr.' 

(2) Two identical agreements con
cluded between Braithwaite and Co 
(India) Ltd and John Smith and Tho
mas Smith and Sons (Rodley) of Bri
tain, in 1961, provide for a 5 per cent 
royalty on the net sales of machines 
and one of 7½ per cent on parts. Costs 
of drawings, etc, are extra. 

(3) An early agreement between 
Atul Products Ltd and the American 
Cynamid Co signed in 1946, provided 
for 2½ per cent of net sales for each 
product in royalty 'whether or not this 
agreement has expired or been termi
nated during this period'. In addition 
there were to be 'such funds as are 
agreed upon as compensation before 
the departure' of American technicians 
on secondment to the Indian firm, and 
'all incidental and other expenses in
cluding all taxes paid by or on behalf 
of such persons'. 

(4) Ceat Tyres of India Ltd under
took, by virtue of its agreement with 
Ceat Gomma SpA, in 1958, to pay a 
research and technical fee of 3 per 
cent on net sales on the first 325 tons 
output per month, declining to 2½ per 
cent on sales of over 600 tons per 
month; in addition to preliminary pay
ments totalling Rs 7.5 lakhs and an 
overseas purchasing commission of 3 
per cent for the machinery required 
beyond a given output and 1 per cent 
for raw materials, 

(5) More recently in 1960 Synthe
tics and Chemicals Ltd undertook 
payment for technical assistance, know-
how, etc, to its American collabora
tor, Firestone Tyre and Rubber Co 
Ltd, totalling Rs 1.9 crores over a ten-
year period. Firestone's investment in 
the company is no more than Rs 1.5 
crores—and earning dividends. 

(6) A similar agreement is that 
between Madras Aluminium Co Ltd 
and Montecatini of Italy. Here too the 
foreign stake was Rs 1.5 crores and 
payments for services—Rs 40 lakhs 
for engineering fees, drawings and 
other assistance; Rs 35 lakhs for ex
perts, supervision and other services 
and Rs 45 lakhs for knowhow, total
ling Rs 1.2 crores—were substantial. 
A l l this in addition to dividend pay
ments. 

(7) Finally, a case of technical col
laboration which, unfortunately may 
not be quoted, and in which the part
ners accept the 'standard' royalty—5 
per cent of net sales subject to tax. 
In addition, they provide for a lump 
sum of 25,000 Swiss francs in 'con
sideration to (sic) the capital spent 
by (the foreign firm) on the develop
ment of the contract' and for 'extra 

payments in future to cover "out of 
pocket expenses" for some additional 
fresh designs and other manufacturing 
details from time to time'. 

As is suggested by some of these 
cases, knowhow imparted through 
seconding technicians can be very ex
pensive,' The price for such knowhow 
can be exhorbitant by Indian stand
ards: an American dam consultant on 
a ten-year contract was reported to 
be getting $28,000 a year tax-free 
(Rs 10,000 a month) over and above 
his Indian expenses; an American drug 
firm wanted $100 a day per technician 
seconded to build the Government 
penicillin plant at Pimpri;21 consult
ants' fees at the three state steel plants 
were considered unjustifiably high by 
the Lok Sabha Estimates Committee.22 

Acclimatisation 
Sales of knowhow are not only luc

rative in themselves, they permit 
foreign firms to acquaint themselves 
with Indian business conditions and 
to edge towards full collaboration, 
equity and all, with minimum risk. 
Some agreements for technical colla
boration provide for just such a tran
sition. In one already cited, between 
Steyr-Daimler-Puch AG and Birajlal 
and Co, the Austrian firm reserves 
the right to convert its loan into equi
ty up to 25 per cent of the total and 
—subject to royalty payments being 
reviewed—even beyond. In another 
agreement for purely technical colla
boration, the foreign party stipulates 
explicitly that it 

shall have the right to enter into 
an arrangement with (the Indian 
party) for financial collaboration or 
capital participation in any venture 
which (the Indian party) may under
take for the manufacture or pro
cessing of the (named) equipment. 

It is this interest on the part of 
newcomers coupled with their wari
ness that probably explains the rela
tive popularity of purely technical col
laborations with non-British foreign 
investors. Given its long association 
with India, British firms naturally still 
dominate the foreign private sector, 
accounting for three-fifths of total net 
inflow of private capital between 1956 
and 1960. But they are party to about 
half that proportion of purely techni
cal collaboration agreements—under 30 
per cent of the total between 1957 and 
mid-1963. 

An analysis of consents for new 
capital issues leads to a similar con
clusion. Between 1956-7 and 1960-1 
British firms were associated with 60 
out of the 1962 consents granted wi th 
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foreign participation (37 per cent). 
They accounted for only ten of the 39 
issues in which the foreign partner 
held less than one-quarter of the equi
ty (the minimum required to veto de
cisions) and for only 16 of the 63 
issues (one-fourth) in which the foreign 
partner might still be said not to be 
in control (i e, in which under 40 
per cent of equity is held abroad). At 
the other end of the scale, they ac
counted for 44 per cent of all new 
consents for foreign-controlled firms. 
With the exception of West German 
firms which show a marked preference 
for 'controlled' investments through
out, and Japanese which appear erra
tic, non-British investors conform to 
an expected trend of edging towards 
greater financial involvement even in 
the short period spanned by Table 7. 

Staking a Claim 
Possession of an industrial licence, 

an import permit, capital issues con
sent and any of the thousand and one 
other evidences of official approval 
confers a substantial measure of mono
poly in India's heavily regulated 
market. By analogy with precaution
ary patent application, many interna
tional firms that are not prepared as 
yet to undertake full-bloom produc
tion, join with an Indian partner 
merely to give body to their licences 
and hedge against the future. Describ
ing the mammoth American firm he 
was partnering, an Indian business 
man put the case succinctly: 

They consider Rs 80 lakhs a small 
entrance fee to remain in the mar
ket until it grows. They don't get 
very much; they lose nothing. They 
don't interfere. And they sell us the 
15 per cent of components we im
port at world prices. 

Politics 
From outside, it is impossible to 

guage the influence of non-commercial 
considerations on business policy. If 
assertions from all quarters of the 
political compass are to be believed, 
it is considerable, particularly among 
the international giants. Communist 
Party opinion has it that 

ICI have made a solid insurance 
against political risks by linking up 
with Tatas.23 

Semi-official opinion is no different: 
thus G L Mehta, Chairman, Industrial 
Credit and Investment Corporation of 
India— 

rightly or wrongly, (collaboration) 
is considered by many to be a sort 
of security against the vagaries of 
governmental policy.24 

The point is that equality of treat

ment with Indian firms, 'national 
treatment' as it is known, is as im
portant to foreign capital as is sympa
thetic treatment for the private sector 
as a whole. Collaboration secures the 
former while simultaneously improv
ing the chances for the latter. 

T h e L i m i t s o f Collaboration 
Extent and Growth of Control 

Neither increasing collaboration nor 
the Indianization of foreign investment 
has resulted in a diminution in foreign 
control of individual projects. On the 
contrary, controlled business invest
ment as defined by the Reserve 
Bank 25 rose from 79.4 per cent of the 
total in mid-1948 to 88.5 per cent at 
the end of 1960. Nor has the desire to 
control lessened. Using a far less com
prehensive definition of control than 
the Bank's, and taking no account of 
prior rejections or amendments by the 
Capital Issues Committee—both of 
which must result in gross understate
ment of the results—control was per
mitted to rest with the foreign colla
borator in 99 out of 162 possible cases 
between 1956-57 and 1960-61, or 61 
per cent of cases accounting for three-
quarters of authorised capital. 

This desire bears no relation to the 
size of operations envisaged at the 
time of applying for consent. Of the 
30 authorised issues of Rs 1 crore and 
above, only 11 are foreign controlled; 
the average new controlled issue is 
less than four-fifths the average for all 
new foreign-associated issues or, if the 
exceptionally large Oil India issue of 
1958-59 be excluded, as it should, 
under three-fifths. The size of the 
foreign stake is, perhaps, of greater 
weight. But here too the positive cor
relation (between the size of the pro
posed foreign equity and the degree of 
foreign control) is too small to be con
vincing, particularly if the Oil India 
issue is excluded. In the latter case, 
the average foreign component in fore

ign-controlled companies in no more 
than 1.6 per cent larger than the 
foreign component in all new issues 
with foreign collaboration. Nor is 
there a significant difference in the 
distribution of investments by size 
groups: roughly one-quarter of the 
foreign equity falls within the Rs 1.5 
lakhs bracket in each of the three 
categories of control. There may be a 
slightly more positive correlation bet
ween technological intensity and fore
ign control: 65 per cent of authorised 
capital in the Chemical and allied 
industries and the electrical engineer
ing industry normally considered tech
nologically-intensive was foreign con
trolled, compared with under 61 per 
cent for all issues, 59 per cent for 
man-made fibres, metal manufacturers, 
general engineering and vehicles and 
parts—the four industries with a me
dium technological content-and 60 
per cent for the rest. But the criteria 
of technological intensity are too crude 
to be of much value. 

Failing an altogether convincing ex
planation in the nature of the invest
ment, reference to the investor might 
be more fruitful. An Indian joint-stock 
company formed from a branch or set 
up in conjunction with the foreign 
parent of a functioning controlled 
company is more likely to be foreign-
controlled than a total newcomer, 
since the parent will press harder for 
the continuity of working habits, staff, 
administrative arrangements and so 
on. In the five years covered, there 
were thirteen identifiable cases of 
this nature, ten of which resulted in 
foreign-controlled Indian joint stock 
companies. Of these ten, two remain
ed fully-owned foreign subsidiaries: in 
six others the foreign holding was 
more than half. 

The size and policy of the Indian 
partner, if such exist as a single, iden
tifiable person or body, are also signi
ficant. A large Indian house is usually 

Table 7: Consents for New Capital Issues by Degree of Foreign Participation 
and Country of Origin 1956-61 

(Percentages) 
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able, if it wish, to persuade the licens
ing authorities of the virtues of eco
nomic nationalism; and often able to 
strengthen its position by spreading 
its collaborations widely as between 
foreign firms and countries. Some, like 
Tata, prefer to be agnostic and are 
guided by purely business considera
tions; others, the Shri Ram group, 
for example, are reputed to adopt a 
Nationalist' line. On balance the top 
houses seem chary of collaborating on 
a minority basis and appear to have 
impressed their views on both foreign 
collaborators and Government. Data 
are readily available for only 1959-60 
and 1960-61 and provide little basis 
for generalisation; however, of the 63 
new joint ventures in the two years, 
only four, accounting for 3 per cent 
of all authorised capital, were spon
sored by any of the eight largest In 
dian groups26 three of these (two in 
Tata group) provided for foreign ma
jority ownership. 

Finally, there are the size and inter
national scope of the foreign firm. A 
big international company is more like
ly to demand—and get—control of a 
new joint venture than any other. A l 
though the figures for new consents 
are not altogether unambiguous, they 
do point in that direction: Whereas 
companies within the top hundred 
companies at home were associated 
with one-fifth of all new Indo-British 
ventures in the five years, they ac
counted for one-quarter of all British-
controlled issues; furthermore, except 
in two cases where financial collabo
ration was clearly an unimportant by
product of the sale of knowhow (where 
the foreign shareholding was under 10 
per cent), all of the eighteen compa
nies operating in six or more coun
tries were in control of their new 
joint ventures in India from the start. 

Incentives to Control 

The increasing ease and speed with 
which central control can now be ex
ercised in even the most farflung inter
national company gives a sharp edge 
to many of the arguments for i t . A 
strong one rests on the benefits de
rived by a large firm from the divi
sion of labour, or specialisation With
in i t . 

In manufacturing, particularly in the 
technologically-intensive industries 
where skills and fixed capital rather 
than raw materials are the key inputs, 
the large firm generally finds advant
age in concentrating production at 
home, where these inputs are in rela
tively good supply. In some cases, the 
advantages of scale point to production 
in one giant plant; in most, however, 

and nearly always where assembly is 
fairly important, the technical and eco
nomic case for concentration is less 
compelling and a firm might find ad
vantage in dispersal while keeping ma
nufacture of some components in one 
or .two plants. The degree of concen
tration and dispersal are infinitely vari
able: at one end of the spectrum stands, 
say, I B M which distributes the ma
nufacture of components between the 
score or so of countries in which it 
operates; at the other ICI , perhaps, or 
Unilever or Tube Investments whose 
manufacturing activities are fairly 
comprehensive in any one country. 
Whatever the precise arrangement, ad
vantage normally lies in some degree 
of concentration and specialisation, 
which management must be in a posi
tion to enforce. 

Specialisation and its corollary, in-
terchangeability of parts, imply strict 
control over the manufacturing pro
cess. But they are not the only rea
son. Insofar as a firm's market depends 
on its being able to supply large quan
tities of even quality, full quality con
trol is essential. In practice, whatever 
the arrangements for allocating func
tions between the Indian and foreign 
partners, whatever the distribution of 
share capital between them, whether 
the foreign firm be large or small with 
or without a technical division of la
bour between parent and subsidiary 
unit—almost invariably it appears, 
works management remains in non-
Indian hands. 

An important form of functional 
specialisation is the concentration of 
certain general operations in the 
parent plant, most typically research 
and development. These have long 
ceased to be the inspired achievement 
of individuals; and are the organised 
predictable output of teams based on 
a highly developed educational infras
tructure such as can only be found in 
the developed world. Here, probably 
more than anywhere else, concentra
tion of resources and specialisation 
pay off. And naturally, it is in re
search and development that foreign 
subsidiaries and associates are most 
dependent on their parent concerns, 
and least able to undertake fully inde
pendent production over the long 
term. 

A number of non-technical factors 
re-inforce these centripetal tendencies. 
Some derive from the proliferation of 
tariff— and quota—protected markets, 
the very factor which most often 
precipitates foreign investment. Manu
facturing abroad creates a problem of 
the origin of exports. A large firm nor-
mally finds it easier to ship products 

from its home base: production costs 
might be, and in the case of technologi
cally-complex products almost certainly 
wi l l be, lower; exporting knowhow and 
the necessary contacts are to hand; 
the parent firm is normally better 
able than its foreign affiliate to sup
ply credit from its own resources or 
from the public credit facilities which 
abound in developed countries. There 
might be other reasons as we l l : a 
firm might prefer to export from a 
fully-owned subsidiary elsewhere than 
from a joint venture in India; increas
ingly, the quota-free export markets 
are to be found in developed countries 
in which consumers can be expected 
to discriminate against the inferior 
products marketed in backward coun
tries under internationally known 
brand names; there is often indirect 
pressure from Government to 'save 
sterling' (or whatever the home 
currency) through exports; and direct 
pressure from labour to safeguard 
jobs. For these and other reasons, 
parent firms have tended to exercise 
very strict control over the interna
tional operations of their associates in 
India and elsewhere, through formal 
agreements or informal arrangements. 

Check on Exports 

There are, of course, factors work
ing in the other direction. Some ex
port opportunities arise in India and 
nowhere else, as when aid funds are al
located for exports to specific countries; 
or as part of the trading arrangements 
with Eastern Bloc countries or when 
rupee-surplus countries, such as Egypt 
or Yugoslavia in the early sixties, 
are willing to pay for high-cost 
Indian products for lack of alternative 
foreign exchange. The Indian Govern
ment is as capable as any other of 
putting pressure on firms to export, 
and many firms have seen wisdom in 
doing so at a discount or at some other 
inconvenience to themselves in order 
to obviate yet greater inconvenience 
from Government, or to benefit from 
more generous treatment. A l l this 
said, it remains true generally that the 
overall interests of a firm manufactur
ing in a number of countries are 
strongly opposed to exporting from 
their local affiliates. 

Exports are an aspect of a larger 
balance of payments problem which 
impinges directly on a firm's freedom 
to allocate funds — and staff — as it 
sees fit. So long as the larger problem 
exists and so long as its effect can be 
mitigated by adjusting the form of 
business operation to the precise, and 
changing, pattern of exchange control 
— for example, by substituting loans 
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for equity investment; or fees for 
royalties; of commissions for profits; 
or by any other method — there is 
point in exerting the fullest possible 
control of foreign affiliates. Similar in 
effect is the wish to keep global tax 
liability to a minimum — in both 
cases, the foreign investor would wish 
to be in a position to appoint the 
'man who handles the money'. 

Control, particularly such as is im
plicit in the practical division of 
labour within a firm internationally, is 
an added form of political insurance. 
As one student of American manage
ment abroad put i t , 

"especially where United States 
foreign units arc dependent upon 
parts and materials from the 
United States, the chances of ex
propriation are minimised because 
expropriations would not give the 
country the most valuable assets 
of the company".27 

There are other factors — one 
could mention the unease felt by 
management when working within a 
diplomatically-charged atmosphere as 
might exist between equal partners 
with different traditions, the financial 
advantage that might accrue to a 
growing firm from a consolidation of 
its foreign affiliates' accounts with its 
own, and so on — but enough has 
been said to show that the drive to 
control rests on solid ground both 
within the firm and its milieu. 

The Collaboration Agreement-
Instrument of Control 

The terms of collaboration between 
a firm operating in India and its 
foreign associate are normally set out 
in an Agreement or series of Agree
ments between them, governing the 
scope of local manufacture: payment 
of royalty, fees etc; distribution of 
ownership; allocation of markets; use 
of trade marks; composition of the 
Board of Directors; allocation of ad
ministrative and technical functions; 
provision for arbitration in the event 
of dispute between the parties and a 
host of eventualities that defy classifi
cation.28 While each is a unique 
document, analysis of the agreements 
made available for this study reveals 
certain uniformities, not the least ap
parent or important amongst which is 
the dominance of the foreign associate. 

Typically, strict control is sought 
over the use to which the techniques 
imparted are put. This applies equally 
to a foreign branch, subsidiary com
pany or an independent company. The 
Indian firm is usually enjoined to keep 
secret, during and even after the curren

cy of the agreement, all information sup-
plied within its terms, by exercising 'due 
diligence', by not sub-licensing, or by 
not collaborating with other parties in 
related fields. In most cases, not all, 
the use of information received must 
be discontinued after the agreement 
lapses, and in a few, the Indian firm 
must be prepared to return all draw
ings, specifications and other data 
supplied. Moreover, the supplier of 
the new technique is often protected 
from imparting a complete technology 
by clauses which specifically exclude 
'fundamental investigation and devel
opment', or which permit it not to 
disclose by reason of contractual obli
gations incurred prior to the agree
ment. Finally, while the Indian asso
ciate is not always granted exclusive 
use of the foreign partner's patents in 
India, it is normally 'not entitled to 
use any knowledge about inventions of 
(the foreign firm) for the procurement 
of own patents'. 

Production is almost as tightly con
trolled. While one agreement permits 
the Indian partner to develop its own 
designs, it does so on condition that the 
foreign partner first be consulted and 
that 'production does not encroach upon 
the space needed for manufacture of (the 
foreign firm's) parts". In other cases, 
modifications made abroad must be 
incorporated into the Indian product 
whether justified in Indian conditions 
or not. In one such case, the Indian 
company 

recognises that certain changes in 
the design of (the foreign) ma
chines may be made by the 
(foreign company) and that such 
changes may become mandatory 
in the design of (the foreign) 
machines manufactured by (the 
Indian Company) if (the foreign 
company) makes such a design 
change mandatory prior to the 
completion of manufacturing of a 
(foreign) machine by (the Indian 
company) and the (Indian com
pany) shall bear the cost of any 
obsolescence which may arise by 
reason thereof. 

Naturally, the foreign firm frequent
ly insists on appointing some of the 
joint venture's directors and, almost 
invariably, some of its key personnel. 
So crucial is this provision, that one 
agreement went as far as to insist on 
an appointment whether or not it was 
enforceable in law. To quote : 

"for the period of its participation 
in the share capital, (the foreign 
company) reserves itself the right 
to appoint one Director for the 
Board of Directors and to dele

gate a consulative person or ad-
visor of the Managing Director. 
This right should be laid down in 
the regulations of the new corpo
ration, provided the Indian Laws 
permit such procedure; at any 
event (the Indian company) has to 
ensure that (the foreign com
pany's) right for such a delegation 
is guaranteed".29 

Anxious to Control Sales 
The agreements show foreign com

panies as eager to control the sales 
side of a joint venture. One of the 
most frequent provisions — almost 
universal in lndo-British agreements, 
and one on which the Tariff Commis
sion has consistently rounded — limits 
the Indian firm's freedom to sell 
abroad (although, quite often, the 
foreign firm is not precluded from 
continuing to sell in India). In some 
cases, the right to export is conditional 
on the use of the foreign firm's sales 
organisation abroad. (There are in 
fact cases in which production for the 
Indian market is also channelled 
through a foreign-controlled marketing 
organisation). Where an export terri
tory is permitted, it is usually con
fined to the narrow, regional markets: 
Pakistan, Burma, Ceylon, Nepal, Af
ghanistan, In the few cases in which 
the export territory is more liberally 
defined, it is usually in need of devel
opment from scratch. This is true, for 
example, of the permission granted 
ACC-Vickers-Babcox to sell in South-
cast Asia, the Middle East and Africa 
('without detriment to the interests of 
the foreign participating concerns') or 
of Sen-Raliegh which, following an 
official request, received permission 
from its parent body to export to a 
number of Eastern Bloc countries. 
Trade marks are not always allowed 
the Indian company and, finally, a 
clause stipulating a period of non
competition between the signatories 
after the termination of an agreement 
is sometimes inserted. 

In view of the need to gain official en
dorsement before they become opera
tive, probably the most surprising 
aspect of these agreements is the wide 
scope for extraterritoriality claimed 
in the interpretation of their provi
sions. One example — of an ippoint-
ment which might or might not be 
legally valid — has been given. It is 
no exception. Frequently enough, the 
agreement stipulates that its foreign 
language version, not its English trans
lation, is the valid one. Even more 
frequently, provision is made for arbi
tration abroad in the event of dispute, 
or a clause inserted to the effect that 
'this agreement shall be construed and 
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enforced according to the laws of 
Switzerland' or some other foreign 
country. In a small number of cases, 
power to judge the Indian signatory's 
performance has been vested in the 
foreign one. In one, the foreign firm 
reserves the right to terminate the 
agreement, inter alia, 

if (the Indian company) tails to 
maintain the required level of 
production, unless such failure is 
occasioned by circumstances 
which, in (the foreign company's) 
opinion, are beyond (the Indian 
company's) control (emphasis ad
ded.) 

Too much can be made of these 
agreements. In practice, collaboration 
is more flexible and relations between 
partners more liberal than would ap
pear from a mere reading of docu
ments. Where they are not, it is not 
the formal provisions contained in the 
agreements that secure compliance by 
the Indian partner, but the superior 
strength of the foreign signatory and 
the measures it adopts to ensure 
continuing control. 

Methods of Control 
Essentially, control rests with the 

power to initiate and carry through 
changes in the disposition of a firm's 
resources, however circumscribed in 
practice by Government, labour, share
holders, the state of law or culture, 
or whatever. It can, and does, take 
many forms, some of which are suffi
ciently widespread to be considered 
standard. 

Ownership 
Ownership is the most obvious, and 

full ownership the most complete. 
Even today, more than half of foreign-
controlled investment is in branches 
which are fully owned by definition, 
and a further substantial, although 
indeterminate, proportion in wholly-
owned subsidiaries. However, the 

trend is against this; branch organisa
tion, which offers considerable ad
vantages in switching funds to and 
from the parent firm, loses touch of 
its attraction when investments become 
relatively fixed, as they do in manu
facturing enterprises catering for the 
host market; or when Government 
scrutinizes every detail of each trans
fer. Both have been happening for 
some time and investment in branches 
as a proportion of controlled foreign 
investments has fallen in consequence 
from 68 per cent in mid-1948 to 55 
per cent at the end of 1961, Wholly 
-owned subsidiaries are also becoming 
less popular, for reasons already dealt 
with. Many have Indianized their 
capital, others are preparing to do so 
and new ones are relatively unimpor
tant: the fourteen for which comments 
were received in the five years covered 
by Table 8 accounted for only 4.4 per 
cent of the foreign stake and 1.7 per 
cent of foreign-associated authorised 
capital. 

Nearly as effective in practice are 
substantial shareholdings short of 100 
per cent in Indian joint stock com
panies. These are illustrated in Table 
8. A holding of 75 per cent or more 
ensures passage of the 'special resolu
tions' required by law to change the 
capital structure of a company, its 
administration, and much else. Ex
cluding the fourteen wholly-owned 
companies, there were eight in this 
category accounting for 13.7 per cent 
of all authorised foreign investment in 
rupee companies. A further 24 (15.7 
per cent of investment) were in the 
Jess closely controlled subsidiaries in 
which foreign capital still held a 
majority. 

The greatest number and amount of 
investments, 52 companies and 28 per 
cent of the foreign stake, were in the 
next category : a minority interest of 

between 40 and 50 per cent, which the 
Reserve Bank considers large enough to 
constitute a controlling one. The in
creasing popularity of this category is 
easily explained: it satisfies the '51 
per cent rule' which still carries some 
weight amongst officials and publicists 
despite its having been formally jet
tisoned : in a number of cases it 
masks de facto majority ownership 
through shares held by nominees or 
Indian employees, which helps to ex
plain the high proportion of holdings 
in the upper register — no less than 
31 out of the 52 being of 49 and 50 
per cent of equity: and where the foreign 
partner is in fact a minority share-
holder, it can ensure continuing con
trol by retaining a majority of voting 
shares30 or — as is now the only per
mitted course — by rationing share 
allotments and so ensuring a wide dis
persal of local ownership. Even where 
the Indian partner is more identifiable 
than the 'amorphous Indian public' as 
happens most frequently in the case of 
new, usually non-British ventures, the 
large foreign firm seldom links up with 
its Indian size-equivalent, but looks 
for the local organisation and know-
how amongst smaller fry. 

It is unrealistic to suppose that this 
a-symmetry of voting power loses its 
effectiveness below the Reserve Bank's 
threshold. The Bank recognises two 
per cent shareholding as sufficient to 
ensure control when backed by a 
management contract; and even with
out one, under Indian conditions, 
where a holding above 25 per cent 
enables a shareholder to bloc 'special 
resolutions' and local ownership is 
often very dispersed, there is a strong 
presumption that much of the 25-40 
per cent category is also foreign con-
trolled. Below that, although not in
conceivable, control is probably the 
exception, particularly in the lower 
half of the category — accounting for 

Table 8 : Consents for New Capital Issues with Foreign, Participation, 1956-57; by Country and Degree of 
Participation 

(Percentage and Value of Foreign Investment in Rs Lakhs) 
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20 cases— where share ownership is 
probably a byproduct of technical col
laboration. 

Control of Technology 
While ownership might ensure con

trol it cannot by itself guarantee the 
smooth running of an enterprise, 
particularly one producing for the 
local market. For this, as has been 
shown, local collaboration is necessary. 
Even more important, the local partner 
must feel willing to cooperate over 
and above his contractual obligations 
as defined by ownership or any other 
formal criterion. It is here that the 
logic of the foreign firm's structure 
supervenes; its division of labour, ad
ministrative integration, technological 
complexity and a number of other 
factors circumscribe the local part
ner's freedom as surely in practice as. 
minority ownership or its equivalents 
do in law. 

To repeat : if research is to pay off, 
the reseach effort must normally be 
centralised; second, royalties and fees 
on this account are becoming a factor 
of growing importance in the type of 
private investment being undertaken 
in India today. While there are some 
firms which find it necessary to adapt 
their products or methods to local 
needs, and so undertake a medium of 
development research, this is usually 
done on a modest scale if at all and for 
strictly limited ends. Fundamental re
search and major developments in the 
private sector are, with perhaps the 
sole exception of Tata, a foreign re
sponsibility. It would be too much to 
expect many firms, particularly the in
ternational giants, not to take advant
age of their technological monopoly. 

Even if they wished it otherwise, the 
economics of research would in most 
cases discourage private capital from 
undertaking major projects in India 
until such time as the country, and its 
educational apparatus, appeared well on 
the way to maturity. Meanwhile, as
suming no violent rupture in economic 
relations with the West, the technologi
cally progressive firm would seem sec
urely in control of a joint venture in a 
technologically-intensive industry, what
ever its financial stake. 

Although not always distinguishable 
from fundamental research and develop
ment, the application of results or 
operational knowhow is less a natural 
monopoly. In a sense it can be detach
ed and used independently, either be
cause the basic knowledge is almost 
entirely embodied in fixed equipment as 
in some chemical industries or because 
it is easily assimilated without expen
sive apparatus as in advertising, a 

booming industry peopled almost en
tirely by ex-employees of foreign 
agencies. Partly in order to prevent 
this, partly because technical and 
managerial skills are real constraints 
to their expansion, foreign firms have 
proved reluctant to impart much of 
their knowhow and skills to local 
personnel. 

Concentration of Patents 
Commercial patenting, in force for 

over a century, has been used to this 
end. Nearly nine tenths of the 14,000 
registered patents have been granted 
to foreigners, compared with 13 per
cent in the United States between 
1930 and 1937, 24 percent in Japan 
and 52 percent in Britain. 

Patentees are heavily concentrated 
amongst the international giants: in 
1946, the Controller of Patents receiv
ed 2,610 applications, of which no 
more than 266 were from Indians. Of 
the rest, 223 were made by Standard 
Telephone and Cable Co, 88 by various 
divisions of General Electric, 84 by 
I C I, 60 by DuPont, 33 by Metro-
politan-Vickers Electrical, 33 by So-
eiete de Usines Chimiques Rhone-
Poulenc. 27 by J R Geijy AG, 25 by 
Ford Motor Co of Canada, 24 by N V 
Phillips Glocilampenfabricken, and so 
on. It is these concentrations that 
provide the substance of Justice Ay-
yangar's charge that the system has 
been used to block industrial devel 
opment in the country and for exact
ing unreasonably high payments from 
Indian licencees or importers. 

Skill Not Imparted 

Boycott of local production to con-
serve scarce skills is also not unknown 
Within the industry, there is no mys
tery surrounding Government's deci
sion to set up a raw film factory on 
unfavourable terms with the aid of a 
relatively unknown French company. 
One leading firm was offered the entire 
capital cost of the project and received 
full assurances about the employment 
of foreign technicians (forty places 
were asked for), profit levels and re
patriation of earnings: and still turned 
it down. Part of the reason undoubt
edly lay in the relative narrowness of 
the Indian market; substantially, it lay 
in the company's reluctance to impart 
techniques which are still to some 
degree an 'art'. 

Similar cases are reported from 
other industries. In its first Report on 
the Soda Ash Industry, 1949, the 
Tariff Board, as it then was, referred 
explicitly to the giant foreign produ
cers' technological monopoly and to 
the difficulties encountered by inde
pendent Indian producers, including 

Tata, a large group by any standard, 
in entering the field : 

The soda ash industry almost all 
over the world (they wrote) is 
operated by a limited number of 
concerns under strict secrecy of 
plant, design and method of pro
duction. The manufacturers in 
India were, therefore, placed at a 
disadvantage as they were unable 
to avail (themselves) of technical 
advice from manufacturers of 
equipment or from experts in 
production methods. 

In an early report on the aluminium 
industry, the Board stated that the 
only Indian-controlled firm was 

facing considerable difficulty in 
getting experienced technical per
sonnel and advice. 

After describing the unsatisfactory 
response to a request for technical 
assistance from European producers 
that 'demanded exhorbitant terms', 
the Board recommended that 

Government should explore the 
possibility, under the Point Four 
Program, of securing the neces
sary technical advice and assist
ance . . . from the USA. 

American firms proved as reluctant 
as their European associates and, in 
the words of a later report 

the Aluminium Corporation of 
India have not been able to 
secure the necessary technical ad
vice or assistance from the U S A . 

It was not until their 1960 report, 
more than a decade after the first 
moves were made, that the Commis
sion were able to announce an agree
ment for technical collaboration be
tween the Indian firm and a foreign 
one, Aluminium Industries AG of 
Switzerland, but by then the Indian 
company had been reduced to such 
straits that the expansion envisaged 
for the industry at the time left it 
relatively where it was. 

In connection with motor car pro
duction, the Commission drew pointed 
attention to the absence of any formal 
commitment on the part of foreign 
collaborators to make 

provision (for) technical assistance 
and foreign technical personnel. 
arrangements for the training of 
Indian personnel abroad, assist-
ance. . . . in securing the necessary 
collaboration from manufacturers 
of proprietary components and 
holders of foreign patents. 

Firms wil l sometimes go to great 
lengths in order to preserve their 
knowhow. Merck & Co. Inc., the 
American drug firm commissioned to 
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