
This article studies the two most important {actors which determine the climate for foreign investment in India 
— taxation and profits of foreign companies operating here. 

The rates of personal and corporate taxation may be high in India compared to those in other countries, but 
if the many tax incentives and concessions are taken into account the actual tax burden on companies in India 
proves to be much less than what the formal tax rates would indicate. 

This and the high profitability of investment in India make for the fact that profits, after taxation, of foreign 
companies operating in India are among the highest in the world, higher than in many developing countries and 
generally higher than in the companies' home countries. 

This fact of high profitability of investment in India is established both by factual data as well as by interviews 
with business executives in the United States and India, 

THIS paper analyzes two of the 
most important factors determin

ing the Indian investment climate, 
namely, taxation and profits of foreign 
companies operating in India. It is 
realized, however, that the foreign in 
vestment decisions are much more 
complex and dependent upon many 
factors other than these two variables. 
The company investing in a foreign 
country, besides seeking profits and 
an expanding market, also looks for 
the security of its capital, which in 
turn depends upon the socio-economic 
and political environment in the host 
country and the attitude of the host 
government toward foreign private in
vestment. To evaluate, therefore, total 
investment climate in India, these 
various factors were investigated in a 
research study recently completed at 
Michigan State University. 

The findings of this research seem 
to suggest that the following factors 
are favourable in India: 

(a) Indian economic growth and 
stability; 

(b) Indian socio-economic and poli
tical conditions; 

(c) Market potential for foreign 
companies; 

(d) Indian Government's attitude 
toward foreign private invest
ment; and, 

(e) Indian remittance and repatria
t ion policies. 

These factors have been analyzed by 
the author elsewhere." In this paper 
we Shall concern ourselves with the 
remaining two factors: taxation and 
profits of foreign companies in India. 
To gain a fuller perspective, an att
empt has been made to compare tax
ation and profits of foreign companies 
in India wi th those of other advanced 
and developing countries which are 
competing to secure American private 
investment. 

Indian taxation is very complex and 
it is beyond the scope of the present-
paper to review the entire tax struc
ture. Only some of the important ele
ments of this policy which directly 
impinge upon the private foreign in 
vestor in India have been discussed 
and analyzed here. There are four ele
ments of Indian taxation policy which 
directly affect foreign investors in 
India. These are: 

(a) Personal taxation — the income 
tax; 

(b) Taxation of company profits 
(corporate taxation); 

(c) Taxation of intercorporate in
vestment; and, 

(d) Taxation of patent royal lies. 

Although most foreign investment 
comes from corporations abroad, per
sonal taxes impinge upon foreign in 
vesment due to the fact that some 
foreign personnel always accompany 
investment from abroad. Also, India, 
like many other developing countries, 
is in short supply of trained technical 
and managerial personnel. therefore. 
if foreign technical and administrative 
personnel consider personal taxation in 
India to be too much higher than 
other countries, they may decide to 
go somewhere else where the take-
home pay is higher. In this context, 
therefore, the incidence of personal 
taxation assumes special significance. 

The maximum marginal rates of per
sonal taxation are much higher in 
India than in many developed and 
developing countries, For example, the 
tax rate for earned income of Rs 
300.000 is 74.75 per cent in India, 
62.1 per cent in the United Kingdom, 
35.0 per cent in the United States. 
44.6 per cent in Canada. 49.4 per 
cent in Japan, 66.9 per cent in Pakis
tan, 72.7 per cent in Burma, 33.2 per 
cent in Malaya, and 26.6 per cent in 
Brazil. The tax rates in India are also 

India 70.00 
Developed Countries: 

France* 56.00 
United Kingdom* 53.75 
United Stales* 52.00 
Austria* 51.92 
Germany* 51.00 
Canada* 50.00 
Netherlands* 45.00 
Denmark* 44.00 
Ireland* 41.66 
Greece* 40.25 
Luxemburg* 40,00 
Australia* 40.00 
Sweden* 40,00 
Finland* 28.00 
Italy* 36.00 
Norway* 30.00 
Switzerland* 8.00 
Japan** 50.00 

Developing Countries: 
Malaya** 40.00 
Pakistan** 49.80 
Philippines** 46.80 
Egypt** 22.20 
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mucn higher as compared to those in 
these countries in the range of incomes 
in which most of the, salaries of foreign 
personnel lie ( i e , Rs 30,000 to Rs 
150,000). 

Similarly, the total tax burdens on 
companies in India are very high as 

Table 1 Maximum Marginal Rates of 
Taxation on Undistributed Profits of 
Large Companies 

Country Maximum Mar
ginal tax 

Rate 
(Per cent) 



June 26, 1965 
T H E E C O N O M I C W E E K L Y 

compared to those in many developed 
and developing countries. It can be 
seen from Table 1 that the maximum 
marginal tax on undistributed profits 
of companies in France is 56 per cent; 
United Kingdom, 53.75 per cent; 
United States, 52 per cent; Australia, 
40 per cent; Germany,. 51 per cent; 
Japan, 50 per cent; Philippines, 46.80 
per cent; and Egypt, 22.20 per cent. 
The corporate tax rate on branches of 
foreign companies is fixed at 65 per 
cent on earnings. As shown in Table 
2, Indian corporate taxation on foreign 
branches compares unfavourably wi th 
that of other advanced and develop
ing countries. 

In addition to the basic income tax 
and surtax on corporate profits as dis
cussed in the preceding sections, the 
foreign investor must pay taxes on the 
dividends received from India. Since 
foreign investment generally comes in 
the form of a two-tier structure—a 
company in a foreign country invest
ing in another company in India—it-
attracts a double burden of taxes. 
(Whether it be a subsidiary or a mino
r i ty shareholding in an Indian com
pany, there is income Lax and surtax 
on the profits of the Indian enterprise, 
and also tax on the dividend income 
that flows to the investing companies 
abroad.) 

During 1963-64, the tax rates on 
intercorporate dividends varied from 
25 per cent to 50 per cent, de
pending upon the company's date of 
registration in India. The foreign 
companies registered before A p r i l 1, 
1959, paid higher taxes than newer 
foreign companies in India. However, 
the budget proposals announced on 
February 29, 1964, abolished this dis
crimination. Now all foreign com
panies i n India w i l l be taxed on their 
intercorporate dividends at a fixed rate 
of 25 per cent 

St i l l , the rate of 25 per cent on 
intercorporate dividends compares un
favourably wi th the tax provisions of 
other countries. In most other coun
tries, dividends'' from domestic inter
corporate investments are either com
pletely exempt from taxes or attract 
a much lower rate than India. Coun
tries that do not impose any such tax 
are; The United Kingdom, Australia, 
New Zealand, Canada, Ceylon, Malaya, 
South American Republics, Belgium, 
Norway, Finland, Greece, and Japan. 
Several countries exempt dividends if 
the recipient company participates 
substantially in the equity capital—25 

per cent or more of the company dis
t r ibut ing dividends. Such countries 
are; Austria, Holland, West Germany, 
and Switzerland. In the United States, 
the effective tax on domestic inter
corporate investment is only 7.8 per 
cent. In France, it is 12.5 per cent 
when the investing company holds 
more than 20 per cent of the capital.1 

The high incidence of tax on inter
corporate dividends places India in an 
unfavourable position compared w i t h 
other countries. The total tax burden 
on the foreign subsidiary making 100 
per cent dividend distribution is high
er in India than in many advanced and 
developing countries. This is shown in 
Table 3. 

India, like many other developing 
countries, needs to import technical 
and managerial know-how from the 
industrially advanced countries. In view 
of the great importance of technical 
know-how for industrial expansion, the 
trend toward foreign technical colla
boration wi l l continue. However, to 
secure foreign technical collaboration, 
India has to offer attractive returns 
to the collaborator. The returns i n 
curred from such technical collabora
tion depend upon two factors: (1) the 
rate of royalty which must have ap

proval of the Indian government, and 
(2) the impact of Indian taxation on 
the gross royalty remittance. 

The royalty rate for straight licens
ing agreements approved by the Indian 
government varies f rom 2 per cent 
to 7.5 per cent on total sales. The 
Indian government w i l l approve higher 
rates in some cases where technical 
know-how is of major importance in 
developing a particular industry. The 
tax rate on royalties transmitted has 
ranged from 50 per cent to 63 per 
cent. It was 63 per cent for agree-
ments made before A p r i l 1, 1961, and 
50 per cent for agreements made on or 
after A p r i l 1, 1961.3 The budget pro-
posals of 1964-65 have made the tax 
rate uniform of 50 per cent. How
ever, even the new rate compares un
favourably wi th the rates in other 
countries. This can be seen from 
Table 4. 

High Profits 

It is quite evident, then, that Indian 
tax rates are much higher than those 
in most of the developed and develop
ing countries. However, for the For
eign businessman contemplating invest
ment overseas, taxation is but one i m 
portant factor. The other equally im-

Table 2: Corporate Tax Rate on Foreign Branches 

Source: National Council of Applied Economic Research, "Foreign Investor 
and Tax Reforms", 1964, p 28. Datafor India from "Budget Proposals of 
1964-65", Economic Times, Bombay,March 1, 1964, p 3. 

Table 3: Total Tax Burden on Foreign Subsidiary Making 100 per cent D i v i 
dend Distribution 

Source: National Council of Applied Economic Research, "Foreign Investor 
and Tax Reforms", 1964, p 33. 
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portant factor is profitability of his 
venture. This second factor, therefore, 
w i l l be discussed in this section. 

Foreign private investors in India 
have been, and are making good pro
fits. For example, the average net 
profit, after taxes, of American subsi
diaries in India was 12 per cent in 
1958. Union Carbide (60 per cent 
U S owned) made a net profit, after 
taxes, of 26,4 per cent, and Indian 
Alumin ium (65 per cent Canadian 
owned) made 23.3 per cent profit in 
1959.6 These compared very favour
ably wi th the net profits made 
by the same companies in the home 
countries. In 1959, Union carbide 
made 11.21 per cent profit after taxes 
in the United States, while the A l u m i 
num Company made only 4.78 per 
cent profit in Canada,7 In 1962, Union 
Carbide earned 22 per cent of its net 
worth after taxes, Indian Aluminum 
18.5 per cent, Dunlop Rubber 19.9 per 
cent; ESSO 12.2 per cent, and Caltex 
9.9 per cent.8 

A United States Department of Com
merce survey shows that in 1962 the 
rate of earnings, after foreign taxation, 
of American investments in manu
facturing enterprises in India was 
among the highest of any country in 
the world. American companies re
ceived an earning ratio of 20.6 per 
cent on some 63 mil l ion dollars of 
these investments in India. This com
pares very favourably wi th 9.1 per cent 
in Japan, 6.3 per cent in France, 
18 per cent in the Philippines, 
7.5 per cent in Italy, 20 per cent in 
Germany, and 10 per cent in the Uni t 
ed Kingdom. The earning ratios of the 
American companies in Latin America, 
Europe, and the Far East are shown in 
Table 4A, B and C. A recent survey 
of 78 large manufacturing companies in 
India showed that the average profit 
made by these companies was 22 per 
cent after taxes, yielding a return of 
11.4 per cent of net worth. This was 
one of the highest in recent years.9 

There is also ample support for the 
hypothesis of higher profitability of 
foreign firms in data relating to ind i 
vidual companies. It can be seen from 
Table 5 that the three companies, 
namely, Unilever, Imperial Chemical 
Industries, and Metal Box, have made 
higher profits in India year after year 
than in their respective home countries. 

The satisfactory profitability of 
Indian ventures also was confirmed in 
research interviews conducted in the 
United States and India. Of the 54 
executives interviewed, some 44 (81.4 
per cent) were satisfied wi th their rate 
of return in India. Only 2 executives 
(3.7 per cent) were not satisfied. The 
detailed breakdown of the responses of 
the executives concerning profitability 
in India is given in Table 6. 

Summary 

This article analyzes two of the most 
important factors determining the c l i 
mate for foreign private investment in 
India, namely, taxation and profits of 
foreign companies in India. The re
search findings suggest that Indian 
taxation, as compared to many develop
ed and developing countries, is much 
higher. However, India offers many 
tax incentives to the foreign investor, 
and if various tax incentives are taken 
into consideration then the Indian tax 
burden wi l l be much less than what 
mere aggregate figures indicate. The 
justification of higher tax rates in 
India lies in the necessity of mobiliz
ing resources for the country's econo
mic development plans. The Indian 
government also justifies the high in
cidence of tax on company profits by 
the fact that companies in India are 
enjoying much higher returns on their 
invested capital as compared to many 
other countries where taxes are lower. 
The higher profitability in India was 
confirmed by both factual data and the 
viewpoint of business executives. 

Table 4A: Earnings Ratio of United 
States Manufacturing Companies in the 
Far East in 1962 

Table 4B: Earning Ratio of United 
States Manufacturing Companies in 
European Countries in 1962 

Source: United States Department of 
Commerce. "United States Private In- 
vestment Abroad", Washington, 1962, 
quoted from Business International. 
October 11, 1963. 

Table 4C: Earnings Ratio of United 
States Manufacturing Companies in 
Lat in American Countries in 1962 

Source: National Council of . Applied Economic Research, "Foreign Investor 
and Tax Reforms," 1964, p 36. 
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Table 4: Tax on Royalty Payment to Nonresidents in Selected Countries 
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Table 5: Net Profits as a Proportion of Net Worth-Indian and Parent Com
panies Compared for Three Major Groups, 1956-1961 

Sources: Michael Kirdon, "Behaviour of Foreign Capital: Its Methods of Con
trol in India," The Economic Weekly Special Number, July, 1964, p 1265. 

Table 6: Experience wi th the Indian Investment (Interview Analysis) 
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